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Introduction

This book is concerned with the evolution of economic ideas since Keynes’s The General
Theory of Employment, Interest and Money. It is addressed to all those who wish to
acquaint themselves with the complex evolution of contemporary economic thought. One
has in mind here students and teachers of economics and social sciences, in particular, but
also specialists, professional economists, whether academics or not, who, while familiar
with the authors and debates in their domain of specialization, will find here a working
tool, a reference for other fields of research.

Nearly all histories of economic thought stop at Keynes or the Keynesian revolution.
They devote at most a chapter, conclusion or epilogue to subsequent developments. Since
The General Theory, a half century has passed, one rich in developments and debates,
with marked transformations of the landscape of economic theory: first, based on
interventionism, the consolidation and spread of Keynesianism, then, after a form of
apotheosis, a retreat corresponding to the rise of liberalism and new schools of thought.
Also witnessed throughout this period was the growing formalization and
mathematicization of economic theory.

During the last half century, the total production of books and articles in economics has
greatly surpassed the sum of publications from the beginning of economic thought to the
publication of Keynes’s book.! Old tendencies and schools have been renewed, new ones
have appeared, while regroupings, fusions and separations have occurred. The fields of
specialization—the elaboration and deepening of theory or applications to particular
areas—have multiplied. With the movement towards formalization and
mathematicization, the very nature of the theoretical literature has been transformed.

Whilst it was relatively easy to find one’s way amidst the diversity of doctrines and
theories up to the Second World War and the immediate postwar period, this became
increasingly difficult in the 1960s. Obviously, there are many books and articles dealing
with one or another aspect of the development of contemporary economic thought.2
There also exist, in diverse forms, presentations of the ideas of important authors of this
period. This book aims to present the various trends which have marked the evolution of
economic thought since the Keynesian revolution. Concerned mainly with the central
corpus of contemporary economics, the analyses, themes and fundamental questions, it
strives to present a thorough, systematic account with a view to making the material
accessible to the general public, providing specialists with rigorously verified information
and describing new approaches to the comprehension of economics.

Among the difficulties raised by a work of this type, the following elements dictated
the choice of form which we adopted: the period studied is characterized by the diversity
of schools of thought, but also by convergence, overlap and shift—sometimes partial,
sometimes temporary—which make the borders fuzzy or mobile. In addition, authors
evolve in the 30, 40 or 50 years during which they are active: many authors have
followed very special itineraries, some not belonging to any school, others following
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paths which lead them successively to a variety of different schools. As for those whose
tendencies have linked them to a single school, their place on the economic scene and the
manner in which they are perceived have also changed.

The same applies to the cleavage, as old as economic thought itself, between liberals
and interventionists.3 Here, simple reductionism must be avoided. On the one hand, while
many economists hold the same doctrinal position as long as they live, others have been
able to change, in some cases, as with Hansen or Robbins, from liberalism to
interventionism, or, inversely, like the former young Keynesians converting to liberalism
in the 1980s. On the other hand, this doctrinal opposition overlaps many groups: that of
formalist and mathematical economists as well as those of a literary bent, those inclined
to pure theory and economists working on more concrete realities.

To present the evolution of contemporary economic thought, it is imperative to put in
perspective the various schools of thought, their evolution and the debates between them,
along with the authors, their specificity and their evolution. This book will offer: (1) a
historical account, indicating the major advances and shifts, the schools and trends, the
debates involved in economics, and the authors who played significant roles; (2) a
dictionary of 150 authors, for each of whom are given biographical details, a list of major
published works, an analysis of contributions to economic thought and a selection of
studies devoted to the author; and (3) a bibliography and a comprehensive index of
subjects and of all the names mentioned in the historical account and the dictionary.*

Historical account

There is no reading of facts and there is no research without a framework. One such
framework, long predominant, may be summarized in the following manner. With the
publication of The General Theory of Employment, Interest and Money, Keynes marked
the beginning of a major mutation of economics. Keynesianism and interventionism
attained their peak in the 1960s but then the first signs and generalization of economic
crisis facilitated the onset of a liberal counter-offensive, which benefited from diverse
theoretical support.

This framework appears somewhat inadequate. First of all, The General Theory
includes intuitions, analyses and interpretations which other authors had produced,
sometimes independently of Keynes, during the 1920s and 1930s. Very different systems
of analysis and thought, sometimes divergent, were developed under the same rubric of
Keynesianism with interference and sometimes very diverse combinations involving
other currents and schools. In the background of the Keynesian mutation, another one
developed: the mathematicization of economics with the development of econometric
research and modelling, and with the reinforcement of axiomatization and formalization.
Also a bipolarization took on major importance: on the one hand, a corpus devoted to
theoretical elaboration, at the heart of which the pole of general equilibrium and
neoclassical theory—rationality and equilibrium—occupies a crucial place; and on the
other, an approach devoted to understanding and interpreting economic phenomena and
dynamics largely focused on Keynes’s vision and on Keynesian macroeconomics.

Our reading of the evolution of contemporary economic thought can, therefore, be
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schematized as follows. Despite its ambiguities, the importance of The General Theory is
twofold: as a theoretical construction claiming to replace the old English classical
approach, and as a theoretical justification of interventionism (Chapter 1). At least as
much as the work of a man and the group surrounding him, it was the expression of the
dominant ideas and research in the period of its publication, in the context of the Great
Depression (Chapter 2). Very quickly, made concrete by the renewal of approaches, tools
of analysis and economic policies, one saw a victory for Keynesianism, although it was
mainly interventionism which triumphed (Chapter 3).

Parallel to this mutation, another shift, perhaps a more fundamental one, was produced
with the development of econometrics and new techniques of mathematical analysis, the
mathematicization of economics and the reformulation of general equilibrium theory
(Chapter 4). This mathematicization affected the nature of economic thought. It
contributed to the recasting of Keynesian macroeconomics in terms of equilibrium, the
‘neoclassical synthesis’, and to the construction of large macroeconomic models which
left no place for some of Keynes’s essential intuitions and hypotheses (Chapter 5).

In the postwar period, with the development of general equilibrium theory and pre-
eminence of the neoclassical synthesis, there was a resurgence of heterodoxy, often
aimed at a better accounting for actual contemporary economies in accord with the post-
Keynesian, institutionalist and Marxist traditions, and with other novel approaches
(Chapter 6). Soon recession and inflation revealed the limits of an interventionism
regarded as Keynesian and liberal traditions re-emerged. The critics of the state and of
active economic policy multiplied, with various forms of theoretical support, most
notably from the work of Milton Friedman and the monetarists (Chapter 7) and from the
‘new classical’ macroeconomics, which claimed to succeed several types of
macroeconomics of Keynesian inspiration, itself challenged by disequilibrium theories
and new Keynesian economics (Chapter 8). Today, whilst the neoclassical approach has,
once again, asserted itself as the unavoidable point of reference in economic theory, new
avenues of escape from its lack of realism are open: new reflections on the market, the
firm, organization and rationality, and new attempts to construct approaches to
economics with historical, social and ethical dimensions (Chapter 9).

The dictionary of authors

As sufficient distance is necessary to take into account the reaction of the profession to
published work, we have considered for the dictionary those economists who produced
their essential ideas, or at least published an important work, between the publication of
Keynes’s General Theory in 1936 and 1980.5

With respect to economists who were active both before and after 1936, we
distinguished those who produced their key work before that date and those who wrote
their most important work after the publication of The General Theory. The former are
absent from the dictionary and include, for example, Hawtrey, Knight, Lindahl, Mises,
Robertson, Rueff, Schumpeter, Simons and Viner. For the economists corresponding to
the chosen period, 1936-1980, we had to decide which should be included. The criterion
used was the publication of at least one important work between 1936 and 1980; that is to
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say a book or an article which constituted a major contribution to theory, analysis or an
important debate in the field of economics. Thus are excluded teachers who played a
crucial role in training generations of students, authors who published very successful
works of popularization, and the political and public figures who contributed to economic
thought and action. Problems arise in the case of specialists in adjacent areas overlapping
the field of economics, such as demographers, sociologists, historians, anthropologists or
philosophers, for example Fernand Braudel, Karl Polanyi or Alfred Sauvy. We chose not
to open this door, for fear that we might not be able to close it.

Our choices reflect the localization of the profession at the present time. At one time or
other Spanish, Italian, French and English, political economy has now become in large
part American, so it is reasonable that American economists should be amply represented
in our selection. Nonetheless, more than a third of those American economists are of
foreign origin, coming in particular from Eastern Europe. Many contemporary
economists fled totalitarianism in Germany or the Soviet Union, which led to an
impoverishment of economic thought in the countries concerned. After the United States,
Western Europe is best represented and, at the forefront, Great Britain, which contin-ued
to play a dominant role at the beginning of the period that concerns us. Clearly we will
have forgotten some of our eminent colleagues. That is inevitable in such an undertaking
as the present work.

Questions of method

The history of thought is an undertaking both complex and riddled with difficulties. Can
one judge past works in the light of present truth? Should one emphasize the coherence of
schools and currents of thought, or focus on the works of authors? Should we try to
understand why an author produced a particular work by reconstructing its historical
genesis, or rather should we evaluate its logical and rational coherence? Should this
coherence be evaluated on the basis of world views prevalent at the moment of its
production, or of theories accepted at the present time? This issue is linked to essential
questions concerning the relationships between the psychological bases of individual
creation and the evolution of ideas, and those between this evolution and history, which
have haunted philosophical thought since its beginnings.

The problems are certainly aggravated in the area of economic thought by the nature of
the subject, concerned with money, power and conflicts between individuals and social
groups. This is a question of the relationship between theory and politics, sometimes a
question of violence and war. Therefore, it is not surprising that, from its beginnings,
political economy should have been an area of intense debate, in which rational
discussion often turns to fierce fighting. We do not claim to have surmounted these
difficulties or to have escaped the effects of our own intellectual positions, but we tried to
minimize their influence by adopting certain guiding principles. First, we refused to judge
the material in the light of any orthodoxy. Then we used a combination of the history of
thought and the history of ideas, best expressed by the German term Geistesgeschichte,
‘history of the spirit’.6 We tried to identify the central questions and logical coherence of
the theoretical landscape throughout the various periods studied.
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We were careful to present the authors studied in their specificity and to situate them
relative to the main axes and lines of development of economic thought, which led us to
adopt the method of ‘historical reconstruction’. This led us to observe how the multiple
classifications and taxonomies used in the contemporary period are fragile, uncertain and
open to debate. It is exceptional for an author to identify himself strictly and
unequivocally with one school of thought.

Semantic questions

One difficulty we encountered in writing this book was a semantic one. The words
required to speak about contemporary economic thought are used in diverse ways, to such
an extent that confusion often reigns supreme in discussion. Such is the case, for
example, with the term ‘Keynesian’, which is used in at least three very different ways: to
describe the work and thought of Keynes, to characterize that which refers to the central
corpus of the Keynesian revolution and (most frequently, by political scientists,
sociologists and other analysts, as well as by economists) to refer to every theoretical
development, every economic policy or measure, bearing even a very weak relationship
to this or that contribution of Keynes or of the Keynesian revolution. But, as we will
show, Keynes’s work has been interpreted very diversely, and the Keynesian revolution
covers multiple, sometimes disparate, ideas.

The same difficulties emerge with the term ‘neoclassical’. For some, it is associated
with the marginalist revolution, seen by its authors as breaking with classical thought; but
the term was coined, on the contrary, to mark the continuity between classical thought
and the marginalist revolution. More generally, ‘neoclassical theory’ is a vast, eclectic
corpus containing the theory of price determination by supply and demand, the quantity
theory of money, and Say’s Law. Keynes attacked the last two elements, which he
described as ‘classical’. Also described as the ‘neoclassical synthesis’ was the
reconciliation between the marginalist microeconomic tradition and Keynesian
macroeconomics. For some, the term neoclassical is used as a ‘catch-all’ reflecting all
that is more liberal than interventionist, which leads, for example, to the inclusion of such
authors as Friedrich Hayek, who rejects several of the basic assumptions of neoclassical
theory. For others, it implies particular assumptions such as the rationality of agents and
market equilibrium. In the latter sense, the Walrasian general equilibrium model,
perfected by Arrow and Debreu, constitutes the quintessence of the neoclassical
approach; but Walras, no more than Arrow or Debreu, never claimed to draw from the
model any political conclusion justifying liberalism rather than interventionism. The term
‘liberal’ itself takes different meanings, often being used in the sense of interventionist in
the United States, contrary to the European tradition where liberal is opposed to social-
democrat. Keynes is himself sometimes described as a social liberal, or as a liberal
socialist.

In the following pages we take into account the different uses that various authors
make of these words, and the manner in which they describe themselves or in which they
are described by their peers, their critics and historians of thought. When an expression is
crucial, we seek to determine a precise meaning and to specify, whenever possible, how it
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is used: in the current meaning, the sense in which the authors considered used it, or in
the precise sense which we will have defined.

Bibliographies

Bibliographical details obviously constitute an essential element of this work. It was our
aim to create a useful tool and we tried to be coherent, clear and as complete as possible,
without claiming to be exhaustive. At the end of the book we provide a bibliography of
the main works of reference, dictionaries, encyclopaedias, textbooks, monographs and
main issues of journals devoted to the period studied, in its entirety or on some special
topic. Also, for each author treated in the dictionary, there is a bibliographical selection
of his main books and articles and a selection of relevant publications about him. Among
the latter, some are given with complete references and others in abbreviated form
directing the reader to a reference work mentioned in the final bibliography. When the
author has published an autobiographical work, we mention it in this section with an
abridged reference. When the author has received the Nobel Memorial Prize in
Economics, we cite the issue of the Swedish (from 1976 Scandinavian) Journal of
Economics containing the jury’s proclamation, one or more articles concerning him, and
a bibliography.

Other works and articles of lesser importance or by authors not featured in the
dictionary are cited only at the point in the text where we mention them, with complete
references. For yet others, cited in the text, we give just the name of the author and date
of publication.” The complete reference may be found either by turning to the
bibliography of the author or by consulting the bibliography at the end of the book.
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Notes

1. Some estimate that this period’s production represents 14 times the stock of existing
works in economics in 1936. See G.Stigler, ‘The Literature of Economics: The Case
of the Kinked Oligopoly Demand Curve’, Economic Inquiry, vol. 16, 1978, 185—
204.

2. See the Bibliography at the end of the book.

3. We use here and throughout the term ‘liberal’ in its traditional, European sense of
partisan of laissez-faire, instead of its usual American sense of partisan of state
intervention.

4. When there is an entry on the author in the dictionary, the corresponding pages are
printed in bold characters.

5. Obviously, in the historical section, it was, at various points, necessary for us to
recall previous developments.

6. See M.Blaug, ‘On the Historiography of Economies’, Journal of the History of
Economic Thought, vol. 12, 1990, 27-37. Adopting the categories proposed by
Richard Rorty (‘The Historiography of Philosophy: Four Genres’, in Philosophy in
History: Essays on the Historiography of Philosophy, edited by R.Rorty,
J.B.Schneewind and Q.Skinner, Cambridge, England, Cambridge University Press,
1984, 49-75), Blaug distinguishes four reconstruction, rational reconstruction and
doxography. Geistesgeschichte seeks to identify characteristic approaches to the
history of economic thought: Geistesgeschichte, historical the central questions
posed by thinkers of the past, so as to situate them in the context of their own
thought worlds. Historical reconstruction seeks to take account of the thinking of
these authors, in the terms in which they formulated them and in ways they would
find acceptable. As for rational reconstruction, it attempts to present the ideas of
authors in modern idiom, with a view to showing their errors, contributions and
lacunae relative to the contemporary state of knowledge. Finally, doxography
reformulates the thought of past authors with the aim of evaluating them in the light
of modern orthodoxy.

7. When there is more than one publication for a given date, the latter is followed by
the indication of the book’s title or the journal in abridged form. When a quote is
taken from a later reprint, the original date is given in square brackets before the
date of the quotation’s source, as for example: Hayek [1937] 1948.
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Prologue

The General Theory of Employment, Interest and Money by John Maynard Keynes was
published in 1936, a little over a century and a half after Adam Smith’s An Inquiry into
the Nature and Causes of the Wealth of Nations.® In his well known book, Smith offers a
synthesis of several earlier currents of thought, including French physiocracy, and this
new comprehensive theoretical system constitutes the point of departure of classical
political economy. Criticizing what he called mercantilism, which, dominating economic
thought during the two previous centuries, advocated protectionism as well as an active
intervention, as much economic as military, by the newly constituted Nation States,
Adam Smith expressed the well known allegory in which the individual is ‘led by an
invisible hand to promote an end which was no part of his intention... By pursuing his
own interest he frequently promotes that of the society more effectually than when he
really intends to promote it’.2 For Smith, the ‘expences of the sovereign or
commonwealth’® must be limited to those necessitated by defence and justice, and to
‘erecting and maintaining those public institutions and those public works, which, though
they may be in the highest degree advantageous to a great society, are, however, of such a
nature, that the profit could never repay the expence to any individual or small number of
individuals, and which it therefore cannot be expected that any individual or small
number of individuals should erect or maintain’.# Smith’s work played an essential role
in the development of the economic liberalism, emergent with the triumph of nineteenth-
century capitalism, in an England which had become a dominant world power. Codified
by David Ricardo® and John Stuart Mill,® political economy became, for the most part, an
English science. But it was a French economist, Jean-Baptiste Say, who enunciated in
1803 the law of markets,” according to which, considering the neutrality of money in the
economy, supply creates its own demand, and, therefore, there could be no question of
having general gluts in a free market economy and thus no chance of the phenomenon
which Keynes would call involuntary unemployment. Economic reality, with its regular
succession of crises generating simultaneously masses of unsold commodities and
misery, contradicted the theory, as was stressed by, among others, Malthus,® Sismondi®
and then Marx.1% Paradoxically, it was by constructing his system from Ricardian
political economy that Marx, in his major work, Capital, attempted to give a theoretical
foundation to what he believed to be the ineluctable fate of the capitalist societies,
namely their transformation into socialist societies.

In the last quarter of the nineteenth century, while Marxism imposed itself on the
European workers’ organizations and came to dominate a socialist movement which had,
of course, preceded it, political economy underwent an important transformation under
what is now called the marginalist revolution. Linked to the names of Jevons,11 pMenger!?
and Walras,13 it made a clean sweep of the classical, and especially Ricardian, vision of
value and distribution. The new theory of prices, primarily based on the principle of
decreasing marginal utility, found its development and codification in Walras’s system of



general equilibrium, which subsequently dominated economic thought. There, society is
perceived as a natural mechanism, similar in nature to the solar system or a biological
organism, in which the interaction of free agents ensures the best allocation of resources
and economic optimum.

Critical in some respects of classical theory, the marginalist revolution improved
Smith’s parable of the invisible hand, giving it a mathematical formulation. Its upholders
remained faithful to Say’s law of markets, developing under the form of Walras’s law the
dichotomy between real data and monetary data. The quantity theory of money, whose
history goes back to at least the sixteenth century, links the general level of price to the
quantity of money in circulation. The expression of neoclassical theory was soon forged
to express continuity, rather than rupture, between the classical vision and that which
succeeded it in the twentieth century. The Principles of Political Economy by Alfred
Marshall (whose first edition dates back to 1890 and which would dominate the
teaching of economics, at least in the English-speaking world, for several decades)
symbolizes this continuity, illustrated moreover by the phrase in the epigraph on the title
page: ‘Natura non facit saltum’. Economic science, which is, according to Marshall, ‘of
slow and continuous growth’,1> constitutes ‘a study of mankind in the ordinary business
of life’.16 Born in 1842, dying in 1924, Alfred Marshall supported his economic vision
with the political and ethical conceptions which characterized the Victorian era in
England.

Throughout these various developments, reality never stopped contradicting the vision,
shared by several classical and neoclassical economists, according to which the free play
of markets is enough to ensure the full employment of resources and their optimal
allocation. The economic crises succeeded one another during the entire nineteenth
century and up to the great war of 1914-18. The workers’ uprisings in the nineteenth
century (in particular the events of 1848 and the Paris Commune of 1871), the Russian
revolution in 1917, and then the workers’ insurrections experienced by several European
capitals as the war drew to a close seemed to confirm, for several, the vision of Marx and
his disciples. The crises went on after the war. The stock market euphoria, evident in
particular in the United States in the second half of the 1920s, may be compared to a
maniacal upsurge, the prelude to a depressive episode which, triggered one day in
October 1929, became increasingly severe. The entire world was then ravaged by the
Great Depression, which manifested itself in plummeting economic activity, rising
unemployment and the broadening of poverty and misery. For some, especially in the
labour movement in Europe, the USSR appeared to be a country bearing immense hope:
the construction of socialism was under way. For others, nationalism, isolationism or
national expansion constituted the principal factors of cohesion and strength. Developing,
in particular, the second of these in the form of rearmament, the assertion of national
greatness and military expansion, Hitler made National Socialism triumph in Germany.

The world of economists was affected in several ways by this situation. First, the crisis
deeply marked the consciences and the lives of those born at the beginning of the century.
Numerous were those who, enrolled in courses in literature, law or mathematics, became
economists in an attempt to understand the causes of the ills they observed around them,
and to look for solutions to contribute towards fighting them. Then, at the beginning of
the 1930s, many economists (as did so many intellectuals and artists, especially Jews) left



Hitler’s Germany and the European countries where his ideas flourished. This migration
followed that which occurred from the USSR, after the October revolution; it would be
prolonged by that from the countries of Eastern Europe after the Yalta agreements.
Western Europe often ensured the first reception, but it was almost always the United
States which ultimately received these emigrants. Grants, subsidies and support from
diverse institutions helped cope with the more urgent cases; then, very rapidly, positions
were offered in universities, research institutes and, from the beginning of the Second
World War, in administration and in bodies devoted to military activity. Finally, the crisis
accentuated the uneasiness in economic theory by stirring up the debate which brought
into opposition those who believed that a market economy had at its disposal the
mechanisms necessary to adjust automatically to exogenous shocks and those, descended
from very diverse currents of thought, who believed on the contrary that liberal
capitalism was suffering from serious illnesses, that it had to be overturned or profoundly
transformed, or that, at least, an active and even massive intervention by public
authorities was necessary in order to avoid its collapse, and to ease the sufferings of those
who were the casualties of growth.

Well before the publication, in 1936, of The General Theory by Keynes, a very broad
range of critiques and counter-positions was heard, defying the liberal orthodoxy, which
came down, in several cases, to advocating monetary rigour and price flexibility,
particularly that of wages, as the only means to boost employment. Often of pragmatic
inspiration, with both national and social concerns, these critiques and counter-positions
put forward the ideas of large public projects and employment programmes, of
anticyclical budgets; one immediately thinks of Schacht in Germany, the proposals of the
founders of the Stockholm School” which inspired the Swedish Social Democratic
politicians, the ideas of the English Fabian socialists, the work of Frisch in Norway on
economies depressed by a lack of effective demand, that of Tinbergen in Holland which
defined the basis of a full employment policy, of the research in France of the “X-crise’
group, and the great debate which arose in the United States during the 1930s.18

In this context, The General Theory constituted a crucial contribution. Indeed, on the
double basis of its author’s reputation and of a text of great intellectual ambition, it
appeared as both a critique of classical thought, which for Keynes included neoclassical
thought, and a new theoretical construction attacking (itself in the name of political
liberalism) the liberal economists’ dogmatism, justifying active economic policies and
suggesting some essential levers for action. And it is not diminishing its merit to note
that, for example, with the package of new policies called the New Deal, President
Roosevelt of the United States, elected on 8 November 1932, at the height of the
Depression, and assuming office on 4 March 1933, had largely opened the way for those
modern economic policies which would, later on, often be labelled Keynesian.!® In this
general movement, the publication of The General Theory played a major role. This is
why we devote to it the first chapter of this text.
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1
Keynes and The General Theory of Employment,
Interest and Money

From ethics to politics

John Maynard Keynes was born in Cambridge on 5 June 1883.1 His father, John Neville,
was an academic there and taught logic and political economy. He was also the author of
one of the first books devoted to the methodology of economics, a volume which remains
an important reference and a useful synthesis. By trying to define a median path between
political economy conceived as a ‘positive, abstract and deductive science’ and his own
vision based on an ‘ethical, realistic, and inductive method’,2 John Neville Keynes
expressed the distinction between positive and normative science, in terms still referred
to by Milton Friedman at the beginning of his well known text on ‘The Methodology of
Positive Economies’ (Friedman 1953). He was a conservative, adhering, like his friend
Alfred Marshall, to the ideals of Victorian England.® John Maynard, who early revealed
exceptional intellectual faculties, soon departed from these ideals, especially under the
intellectual influence of the milieux in which he was educated: first Eton (1897-1902)
and then Cambridge (1902-6).

In February 1903, Keynes was admitted, at the suggestion of Lytton Strachey and
Leonard Woolf, to the Cambridge Conversazione Society, also known as the Apostles, a
secret society founded in 1820, devoted, in the words of one of its well known members,
Henry Sidgwick, to ‘the pursuit of truth with absolute devotion and unreserve by a group
of intimate friends’.* The Apostles included the philosopher George Edward Moore, who
in the autumn of 1903 published his Principia Ethica, a book which had a deep and
lasting influence on Keynes. The ethical conceptions and the political philosophy which
would remain with Keynes until the end of his life took shape at this time, as revealed for
example by ‘My Early Beliefs’, a paper read by Keynes to his friends at the Bloomsbury
Memoir Club in 1938 and published post-humously, according to his wishes, in 1949
(IMK, X, 433-50).° In this memoir, Keynes writes that Moore’s philosophy helped him
to escape from the Benthamite tradition and from Victorian morality, while contributing
‘to protect the whole lot of us from the final reductio ad absurdum of Benthamism
known as Marxism’ (ibid., p. 446). For Keynes and his friends, who proclaimed
themselves to be nonconformists and even ‘immoralists’,® the pursuit of beauty and truth,
and the relationships of friendship and love, constituted the ultimate goals of human
existence. Political and economic organization, Keynes always believed, should be
subordinate to these ends: aims which technical progress appeared to have rendered
accessible to the greater part of society, for the first time in the history of humanity.’

The convictions acquired at Eton and Cambridge would subsequently strengthen in the
Bloomsbury group,® an informal community with which Keynes would remain closely
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associated until the end of his life. In a certain sense, Keynes always led a double life, the
private and artistic dimension being associated with Bloomsbury and the public one
linked to his activities as an economist and political adviser. Consisting of artists and
writers, the Bloomsbury group played an important part in the transformation of the
Victorian world view. This revolution was reflected in the challenges to prevailing
thinking launched by Roger Fry, Virginia Woolf and Lytton Strachey in the areas of art
criticism, the novel and biography, and by Keynes himself in the area of economics. All
shared the conviction that deterministic logic had little to do with human action,
propelled as it was for the most part by irrational motives. Freud’s influence was also
then making itself felt, and his work was translated and published by Lytton Strachey’s
brother, James. This Keynes himself read attentively and referred to on several occasions,
particularly in his criticism of the gold standard system, a fundamental element of Great
Britain’s economic and monetary dominance during the nineteenth century.® More
generally, it was a condemnation of enrichment seen as an end unto itself, the
‘chrematistics’ condemned by Aristotle that was, ironically, penned by a man who would
later acquire considerable wealth through speculation. About ‘love of money as a
possession—as distinguished from the love of money as a means to the enjoyments and
realities of life’ Keynes indeed claimed it was ‘one of those semi-criminal, semi-
pathological propensities which one hands over with a shudder to the specialists in
mental disease’ (JMK, IX, p. 329).10

From the beginning of his career, Keynes engaged in intense reflection on the bases of
human action and, in particular, on its links with imperfect and uncertain knowledge. For
two years from 1906, his reflections centred upon the preparation of a dissertation on the
foundations of probability, written while working as a civil servant in the India Office.
This work earned him in 1909 a fellowship at King’s College, where he began his
academic career. Until 1911, a great part of Keynes’s time was devoted to revising this
dissertation, which was finally published in 1921 with the title A Treatise on Probability
(JMK, VI). In this book, which is an important contribution to the analysis of the logical
foundations of the theory of probability, Keynes appeals to an intellectual tradition
which, beginning with Leibniz and Pascal, passes through Locke, Berkeley and Hume to
W.E.Johnson, Moore and Bertrand Russell. In one section, dealing with ‘some
philosophical applications of probability’, he further elaborates upon his scepticism
towards Benthamite utilitarianism, claiming that the theory of mathematical expectation,
developed for the study of games, was not suitable in the field of probability as applied to
human conduct. The degrees of probability were not subject to the laws of arithmetic:

The hope, which sustained many investigators in the course of the nineteenth
century, of gradually bringing the moral sciences under the sway of
mathematical reasoning, steadily recedes—if we mean, as they meant, by
mathematics the introduction of precise numerical method.... I, at any rate, have
not the same lively hope as Concorcet, or even as Edgeworth, ‘éclairer les
Sciences morales et politiques par le flambeau de I’algebre’. (MK, VIII, p. 349;
quotation in French in the original)

Keynes was 30 years old when the First World War broke out. Hired by the British
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Treasury, he became an important figure in the negotiations which marked the end of that
war. Disagreeing with the nature of the reparations imposed on Germany as part of the
Treaty of Versailles, he resigned from the British delegation and wrote The Economic
Consequences of the Peacell jn three months. Rapidly translated into several languages,
this book achieved great success and instantaneously won international notoriety for its
author. Bearing witness to the end of an era, Keynes’s report sketched the outline for a
new liberalism, of which he would thereafter become a tireless advocate, both as a
member of the English Liberal Party and through other activities.!? In a 1926 pamphlet
entitled The End of Laissez-Faire,!3 originating in lectures given in Oxford in 1924 and
in Berlin in 1926, Keynes strongly denounced what he called elsewhere the ‘principle of
diffusion” (JMK, XIX, p. 440), the belief in the myth of the automatic adjustment of
prices and quantities: ‘It is not a correct deduction from the principles of economics that
enlightened self-interest always operates in the public interest’ (JMK, IX, p. 288).

Hence Keynes did not believe in Adam Smith’s parable of the invisible He rejected
this vision not only because it was based on an intellectual hand, and even less in the
mathematical formalization of it given by Walras. mistake, but also because it constituted
a dangerous illusion when it informed one’s political vision. Indeed, the inaction it
implied regarding the economic problems of the times entailed the risk of a collapse of
the system, which could give rise to Bolshevism or Fascism. Although sympathetic
towards certain ideals expressed by the Russian Revolution, and particularly its attempt
to displace the goal of enrichment as life’s primary aim, Keynes was nonetheless very
critical of totalitarianism, and especially opposed to the sometimes violent methods of
radical transformation advocated by some of its supporters.}* He thus felt a most
profound repugnance for the systems established in Mussolini’s Italy or Hitler’s
Germany. Besides, the rise of Nazism could be linked to the worsening of economic
difficulties, which itself was one of the consequences of the Treaty condemned by
Keynes in The Economic Consequences of the Peace.

For Keynes, ‘the political problem of mankind is to combine three things: economic
efficiency, social justice, and individual liberty’ (JMK, IX, p. 311). Only thorough
reforms would allow the accomplishment of these objectives. The pursuit of conservative
policies, based on the illusion of laissez-faire, constituted the seedbed of revolution.
Keynes’s bitter struggle against the return of the gold standard to prewar parity in Great
Britain well illustrated this preoccupation.ls After this decision was announed by
Churchill in April 1925, Keynes wrote The Economic Consequences of Mr Churchill,'® a
virulent pamphlet against classical liberalism.1” The coal miners’ strike and the general
strike of May 1926 were some of these consequences.

It was largely in the 1920s that Keynes developed the collection of propositions later
called Keynesian policies in a form which, furthermore, was more radical than the form
that would prevail after the war (insisting, for example, on the importance of public
investment). A presentation of these policies can be found in a document published by
the English Liberal Party in 1928, entitled Britain’s Industrial Future, to which Keynes
was one of the principal contributors. These ideas were elaborated during the electoral
campaign of 1929 in We Can Conquer Unemployment and in a pamphlet that Keynes
wrote with Hubert Henderson, Can Lloyd George Do It? (JMK, IX, 86-125).
Recommending a substantial programme of public spending to fight unemployment,
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Keynes and Henderson led a vigorous attack against the policy of inaction of the
Conservatives in power. The Liberal Party sustained a painful setback in this election that
swept the Labour Party to power. In November 1929, the new government named Keynes
as a member of the Committee on Finance and Industry (the Macmillan Committee) that
was set up by the Chancellor of the Exchequer to study the economic situation. There,
Keynes continued his crusade in favour of active state intervention in the economy, as he
did as a member of an Economic Advisory Council set up to advise the government in
1930.

Assault on the citadel

The problem Keynes had to confront was that his economic analysis, based in part on an
orthodox tradition which he had helped develop in his early writings, lagged behind his
own political vision. Between the propositions of reform suggested in Can Lloyd George
Do It? and the analysis developed in A Treatise on Money, published in 1930 (JMK, V
and V1) there was a distance that led Keynes to begin, as soon as the book was published,
a thorough reappraisal of his economic conceptions. This would result, six years later, in
The General Theory, whose objective he described in a letter to his friend George
Bernard Shaw, who was more sympathetic than Keynes towards both the Labour Party
and Marxism:

To understand my state of mind, however, you have to know that I believe
myself to be writing a book on economic theory which will largely
revolutionise—not, | suppose, at once but in the course of the next ten years—
the way the world thinks about economic problems. When my new theory has
been duly assimilated and mixed with politics and feelings and passions, | can’t
predict what the final upshot will be in its effect on action and affairs. But there
will be a great change, and, in particular, the Ricardian foundations of Marxism
will be knocked away.

| can’t expect you, or anyone else, to believe this at the present stage. But for
myself | don’t merely hope what | say, in my own mind I’'m quite sure.
(Keynes, letter to George Bernard Shaw, 1 January 1935, JMK, XIII, pp. 492-3)

The elaboration of this new theory constituted a long and complex process, as one can
note by reading the documents in the thirteenth volume of Keynes’s Collected Writings.18
Keynes described this process to Roy Harrod, who received the proofs of The General
Theory and with whom Keynes corresponded regularly during the elaboration of his
work:

I have been much pre-occupied with the causation, so to speak, of my own
progress of mind from the classical position to my present views,—with the
order in which the problem developed in my mind. What some people treat as
an unnecessarily controversial tone is really due to the importance in my own
mind of what | used to believe, and of the moments of transitions which were
for me personally moments of illumination. You don’t feel the weight of the
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past as | do. One cannot shake off a pack one has never properly worn.... The
portholes of light seen in escaping from a tunnel are interesting neither to those
who mean to stay there nor to those who have never been there! (Keynes, letter
to R.F.Harrod, 30 August 1936, in JMK, X1V, pp. 84-5)

Keynes’s words illustrate well the process which, beginning with Indian Currency and
Finance (1913; JMK, I), passing through A Tract on Monetary Reform (1923; JMK, 1V)
and A Treatise on Money (1930; JMK, V and V1), leads to The General Theory (1936,
JMK, VII) and the articles succeeding it. Keynes began his career as an economist under
Marshall’s guidance as a ‘classical’ economist. Indeed, in The General Theory, he claims
to include not only Ricardo and his immediate successors in the classical school, but also
‘those, that it so say, who adopted and perfected the theory of the Ricardian economics,
including (for example) J.S.Mill, Marshall, Edgeworth and Prof. Pigou’.1? In doing this,
Keynes chose to differ from a tradition which held there to be a rupture between the
classical school, ending with Mill, and the neoclassical school, beginning with Jevons,
Menger and Walras. But obviously, as far as Keynes was concerned, there was a
continuity between these authors. In particular, they unanimously accepted Say’s Law,
the determination of investment by saving, the dichotomy between monetary and real
sectors, and the quantity theory of money.

These are precisely the conceptions from which Keynes gradually freed himself in
order to develop the analysis revealed in The General Theory. This process of liberation,
which appears to have been difficult, was at its most intense between 1932 and 1934.
Keynes understood his task as the destruction of a citadel, a task made even more difficult
by the fact that the demolition had to be done from within. It was on the occasion of a
radio broadcast in 1934, later published, that he expressed himself most clearly on the
subject.20 Here he distinguished among economists two groups, between which the gulf
was greater than was typically assumed. The first group, in the majority by and large,
included those who ‘believe that it [the existing economic system] has an inherent
tendency towards self-adjustment, if it is not interfered with and if the action of change
and chance is not too rapid’ (JMK, XIII, p. 487). Keynes described this as the orthodox
view, according to which there could not be any general overproduction or involuntary
unemployment. The orthodox theory was thus unable to explain the most significant
contemporary economic problems: unemployment and business cycles. Keynes added
that the essential elements of orthodoxy were accepted by the Marxists in such a way that
the laissez-faire school and Marxism had to be considered the twin offspring of Say and
Ricardo. They were in the same citadel. On the other side of the gulf were ‘those who
reject the idea that the existing economic system is, in any significant sense, self-
adjusting. They believe that the failure of effective demand to reach the full potentialities
of supply, in spite of human psychological demand being immensely far from satisfied for
the vast majority of individuals, is due to much more fundamental causes’ (JMK, XIII, p.
487). These economists had diverse opinions as to these causes. Keynes called them
heretics and stressed the fact that there was a long line of heretics in the history of
economic thought. But, since the eighteenth century, the dominant orthodoxy was
Ricardianism, which had the support of the economic elite and, in turn, upheld established
economic interests.
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Keynes regarded himself as one of the heretics: ‘Now | range myself with the
heretics’ (ibid., p. 489). His problem, however, came from the fact that he had been
raised in the citadel whose strength and power he recognized. His evolution, since the
beginning of his career as an economist, consisted of gradually extricating himself from
the influence of orthodoxy, and successively discovering its shortcomings. This long
effort did not result in a perfect achievement in The General Theory, because the rupture
with the classical and orthodox tradition involved maintaining a number of elements of
this theory. Undoubtedly, Keynes was aware of this himself: as soon as his book was
published, he began considering a revision of his theory, as he did with A Treatise on
Money. In the preface to the French translation of The General Theory he wrote:

For a hundred years or longer English Political Economy has been dominated
by an orthodoxy.... In that orthodoxy, in that continuous transition, 1 was
brought up. I learned it, | taught it, I wrote it. To those looking from outside |
probably still belong to it. Subsequent historians of doctrine will regard this
book as in essentially the same tradition. But I myself in writing it, and in other
recent work which has led up to it, I felt myself to be breaking away from this
orthodoxy, to be in strong reaction against it, to be escaping from something, to
be gaining an emancipation. (JMK, VII, p. xxxi)

Breaking away

The points of rupture with orthodoxy, the cracks in the citadel, are the elements of
Keynes’s vision which cannot be reconciled with the classical view. They are not
necessarily explicitly formulated in The General Theory, for which, nonetheless, they
constitute the keys to interpretation. It is often in later articles, in particular the answer to
his critics entitled ‘The General Theory of Employment’,2! that Keynes is most clear on
the subject.

The first fissure concerns method. Several critics, underlining the difficulties of
interpretation involved in Keynes’s book, blame its author for not using a mathematical
language that perhaps he had not mastered. Others go further and describe him as a less
than meticulous theoretician, more inclined towards intuition than rigour. It is obvious
that Keynes granted intuition an important role in the process of economic analysis. On
several occasions he also wrote that the economist should be endowed with good sense,
and base his analysis on a thorough knowledge of real processes as well as institutions.
Such was precisely his own case. Among economic theorists, Keynes was one of those
who had the most concrete knowledge of the matters with which he dealt. When he
describes speculation or the evolution of the price of raw materials or currencies, he deals
with a subject he knows at first hand. The fact that from the beginning of his career he
met decision makers in all fields, whether it be in politics, trades unions, banking or
business, led him to describe what he himself knew. And Keynes considered that
economic theory should describe reality. He criticized classical theory not for its lack of
rigour, but for the fact that ‘the characteristics of the special case assumed by the classical
theory happen not to be those of the economic society in which we actually live’ (GT, p.
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3), the classical economists being ‘as Candides, who, having left this world for the
cultivation of their gardens, teach that all is for the best in the best of all possible worlds
provided we will let well alone... It may well be that the classical theory represents the
way in which we should like our Economy to behave’ (GT, pp. 33-4). It is thus clear that
Keynes could not view economic theory as a general theory of optimization, the way
Robbins or Samuelson did, nor accept Friedman’s thesis, widely accepted by today’s
economists, concerning the unimportance of the realism of hypotheses.

As to the use of mathematics, it is certainly hazardous to make the hypothesis that the
author of A Treatise on Probability lacked competence. Moreover, it is in the light of this
book that one can understand Keynes’s deliberate will not to use mathematical
formalization in The General Theory, and his negative reaction to Tinbergen’s attempt to
make a statistical testing of business cycle theories.22 |n his Treatise on Probability,
Keynes explained the reasons why, according to him, social sciences could not be dealt
with using the same quantitative methods used for natural sciences. In this book, he deals
with the ‘atomic’ character of natural law, to which is opposed an approach labelled
‘organic’ (JMK, VIII, pp. 276-8).23

Following a tradition dating back to Aristotle and the Scholastics and which was
reaffirmed by Sidgwick, Marshall and his own father John Neville Keynes, Keynes
considered economics a moral science. On 4 July 1938, he wrote to Harrod that
‘economics is essentially a moral science and not a natural science. That is to say, it
employs introspection and judgments of value’ (JMK, XIV, p. 297). In his criticism of
Tinbergen, and referring explicitly to his Treatise on Probability, Keynes showed his
scepticism as to the use of statistics in a field, that of business cycles, in which time and
uncertainty play such an important role. Tinbergen’s method, Keynes suggests, supposes
that all factors are measurable, which renders it inapplicable for ‘all those economic
problems where political, social and psychological factors, including such things as
government policy, the progress of invention and the state of expectation, may be
significant. In particular, it is inapplicable to the problem of the business cycle’ (JMK,
XIV, p. 309). Thus, for Keynes, economics is not a mathematical science closed unto
itself. It must open up to other disciplines. Nonetheless, the statistical modelling that
Keynes rejected would later develop on the basis provided by his theory. More generally,
contemporary economics has developed in a direction entirely different from the one
envisaged by Keynes.?*

The role of time in the analysis might be regarded as a second point of rupture. For his
disciple and colleague, Joan Robinson, it is the main break with orthodoxy: ‘Thirdly,
Keynes brought back time into economic theory. He woke the Sleeping Princess from the
long oblivion to which “equilibrium” and “perfect foresight” had condemned her and led
her out into the world here and just any time. It is historic and irreversible time which is
opposed to the logical now’ (Robinson 1962 Economic Philosophy, p. 73). But this is not
a matter of time of general equilibrium models and neoclassical theory.

However, it is from the Marshallian tradition that Keynes borrowed the distinction
between short run and long run, although he gives it a direction and meaning different
from those found in Marshall’s analysis. It is in A Tract on Monetary Reform of Keynes
that can be found the oft-quoted passage according to which “In the long run we are all
dead.” This is not a jest. This sentence was pronounced on the occasion of an analysis of
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the quantity theory of money, which Keynes accepted at the time but later rejected in The
General Theory. By 1923, this acceptance was already much qualified. Indeed, it is only
in the long run that this theory is valid, which eventually renders it useless to understand
current problems: ‘But this 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’ (JMK, IlI, p. 65). It was precisely during a turbulent period that Keynes
elaborated The General Theory. In the short run, in which he places his analysis, there is
a past gone by, which constitutes a point of departure and which is indicated, in
particular, by a stock and composition of capital, inventories, labour with its diverse
qualifications, income distribution, and also political and social institutions, diverse
events, moods and values. There is also an unknown future. The treatment of
expectations in the context of uncertainty is one of the major elements of Keynes’s
rupture with orthodoxy. It seemed to be in Keynes’s mind since it was his principal theme
in his article in the February 1937 issue of the Quarterly Journal of Economics. For
Keynes, uncertain and more or less probable should not be confused. A number, the
expression of a probability, cannot be assigned to a future event. Uncertainty cannot be
calculated. In economics there is no scientific basis on which a mathematical probability
could be established. Such is one of the principal faults of the theory he combats: ‘I
accuse the classical economic theory of being itself one of these pretty, polite techniques
which tries to deal with the present by abstracting from the fact that we know very little
about the future’ (JMK, X1V, p. 115).

To the perception of time and uncertainty is closely linked a conception of money, by
means of which Keynes, once more, dissociates himself from orthodoxy. The orthodox
conception distinguishes a real sector in which relative prices are set, and a monetary
sector in which the general level of price is determined according to the mechanism of
the quantity theory of money. The abandonment of this theory by Keynes runs parallel
with that of Say’s Law. The words ‘money’ or ‘monetary’ are mentioned in the titles of
all of his main theoretical books. The path to The General Theory consists of integrating
the real and the monetary. In a text published in 1933, Keynes explains himself clearly.25
In it he announces that he is writing a ‘monetary theory of production’, the title of some
of the first drafts of his forthcoming book. He writes that the classical theory is a theory
which deals with a real exchange economy. Elsewhere, he speaks of a cooperative
economy or else of a barter economy to which he opposes a monetary economy or an
economy of entrepreneurs. In Keynes’s view, money is intimately linked to uncertainty
and in this way to unemployment. Keynes says in The General Theory that money is a
bridge between past and future:

This book, on the other hand, has evolved into what is primarily a study of the
forces which determine changes in the scale of output and employment as a
whole; and, whilst it is found that money enters into the economic scheme in an
essential and peculiar manner, technical monetary detail falls into the
background. A monetary economy, we shall find, is essentially one in which
changing views about the future are capable of influencing the quantity of
employment and not merely its direction. (GT, p. vii)



Keynes and The General Theory of Employment, Interest and Money 23

Keynes blamed classical theory for not having an explanation of what determines the
aggregate level of employment, production and income. Or indeed, if they have, it is one
according to which the equilibrium between supply and demand on the labour market
sets, simultaneously, the equilibrium real wage and an employment level which can then
only be that of full employment. And the latter is defined by the fact that all those who
wish to work at such a real wage, in view of their preference function for leisure, find
employment. In a similar manner, the real interest rate and level of investment are
determined in the capital market, with equilibrium represented by the intersection of the
investment demand and supply schedules. The latter corresponds to saving, which itself is
linked to the intertemporal preferences of agents. In A Treatise on Money, Keynes
already broke with the conception which had prevailed in classical thought since Smith,
who borrowed it himself from Turgot before him, and according to which the investment
is limited by the fund of preliminary savings.

Like all economists, Keynes considers that saving, defined as the difference between
income and consumption spending, always equals investment. But this is an accounting
identity that one notices ex post. Indeed, saving is a residue while investment is the motor
of economic activity. More precisely, the decision to invest is the main determinant of
production, employment and income. In no way is this decision limited by preliminary
saving. Investment ensues from the expectations of entrepreneurs, whose decisions, as
with any human decision, ‘can only be taken as a result of animal spirits—of a
spontaneous urge to action rather than inaction, and not as the outcome of a weighted
average of quantitative benefits multiplied by quantitative probabilities.... In estimating
the prospects of investment, we must have regard, therefore, to the nerves and hysteria
and even the digestions and reactions to the weather of those upon whose spontaneous
activity it largely depends’ (GT, pp. 161-2).

Not only is investment not limited by a preliminary saving fund, it induces saving
equivalent to itself through the variations of production it provokes. This idea is
sometimes presented as the central paradox of The General Theory: when all the
individuals decide to save more, effective demand, investment, income and therefore
final aggregate saving are reduced.?® Such is one of the principal results of the
construction that Keynes substitutes for classical analysis. This approach is based on
what he calls ‘the three fundamental psychological factors, namely, the psychological
propensity to consume, the psychological attitude to liquidity and the psychological
expectation of future yield from capital-assets’ (GT, pp. 246—7). He thus describes the
way these concepts appeared to him, allowing him to reconstruct his own theory of
employment in place of the citadel he has dismantled:

You don’t mention effective demand or, more precisely, the demand schedule
for output as a whole, except in so far as it is implicit in the multiplier. To me,
regarded historically, the most extraordinary thing is the complete
disappearance of the theory of the demand and supply for output as a whole, i.e.
the theory of employment, after it had been for a quarter of a century the most
discussed thing in economics. One of the most important transitions for me,
after my Treatise on Money had been published, was suddenly realising this. It
only came after | had enunciated to myself the psychological law that, when
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income increases, the gap between income and consumption will increase,—a
conclusion of vast importance to my own thinking but not apparently, expressed
just like that, to anyone else’s. Then, appreciably later, came the notion of
interest as being the measure of liquidity preference, which became quite clear
in my mind the moment | thought of it. And last of all, after an immense lot of
muddling and many drafts, the proper definition of the marginal efficiency of
capital linked up one thing with another. (Keynes, letter to R.F.Harrod, 30
August 1936, IMK, XIV, p. 85)%7

A detailed description of these concepts and of Keynes’s theoretical construction would
be out of place here. We refer the reader to Keynes’s book and the countless
interpretations it has been given. But we may say that these presentations are numerous
and contradictory, and this ensues in part from Keynes’s exposition, for reasons we will
now briefly evoke as a conclusion to this chapter.

Continuity

Although attacking it, Keynes nonetheless used elements from the classical theory for his
own reconstruction. Here lies the origin of innumerable subsequent debates and
exegetical quarrels. Keynes’s text, because of its multifaceted and ambiguous nature, can
be read through in the light of the orthodoxy that Keynes himself condemned. This is to
say that it can be read without taking into consideration, or erasing, the points of rupture
examined earlier.

The first and principal ambiguity of Keynes’s work has to do with the role assigned to
the classical theory. According to Keynes, the main fault with the latter lies in its
incapacity to determine the aggregate level of employment and production. It supposes
that market forces naturally push the economy towards full employment. For Keynes,
classical theory only applies when full employment is achieved. More generally, this
theory is valid when it is a matter of studying the allocation of determined resources. This
leads him to accept the classical theory of prices and distribution. Having criticized the
classical theory of the determination of real wage and employment, he nonetheless
accepted the idea according to which, employment being given, the real wage equals the
marginal productivity of labour. It is this position that subsequently permitted an
attempted synthesis between what would henceforth be called macroeconomics
(Keynesian) and microeconomics (neoclassical).

Another ambiguity concerns macroeconomics itself. Keynes wants to avoid what he
calls the crystallization of his system. But some of his developments lend themselves to it,
in particular the multiplier, as well as the concept of marginal efficiency of capital. It is
not the formalization in itself that poses a problem, but the possibility of carrying it out,
while forgetting about uncertainty and the irreversibility of time. The complex causal
links, brought to light by Keynes, can be transformed into functional relationships
between variables which can be dealt with in a manner that Keynes had, in fact, criticized
in his debate with Tinbergen. Moreover, the fact that the analysis is anchored in the short
run and the absence of a theory of growth constitute for several interpreters another
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limitation, if not indeed a major weakness, of The General Theory. Besides, it is
significant to note that Keynes would subsequently be very critical of Harrod’s attempt to
dynamize his theory and extend it to the long run (JMK, XIV, p. 320). Yet Harrod’s
growth theory would be one of the fundamental underpinnings of post-Keynesian theory.

A final ambiguity relates to the status of money, an ambiguity which is all the more
important given the fundamental role played by money in the Keynesian analysis. While
the idea that the quantity of money is determined by the monetary authorities suggests a
conception of the money supply as exogenous, Keynes implies (elsewhere) that the
money supply might be considered as endogenous, determined by the needs of the
economy. In the end, it is the banking and financial system that creates money according
to the enterprises’s needs. Keynes would later develop this vision in some articles,
subsequent to the publication of The General Theory, especially when he adds what he
calls the ‘finance motive’ to the motives for the demand for liquidity listed in his book.
When theorists of a post-Keynesian persuasion would subsequently insist on the latter
interpretation, neoclassical theorists would retain the conception of an exogenous money
supply, compatible with the quantity theory of money. Later, one would see Friedman,
the leader of monetarism, assert that Keynes, resolutely quantity theorist in his Tract on
Monetary Reform, had remained so for the most part in The General Theory!
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The Keynesian revolution

Keynes and the Keynesian revolution

When The General Theory of Employment, Interest and Money was published on 4
February 1936, its author, John Maynard Keynes, then 52 years old, was Britain’s most
famous and influential economist. This book would secure his rise to the first rank among
twentieth-century economists, and ultimately his eminence among the other great names
in the history of political economy such as Smith, Ricardo and Marx. Ten years after the
publication of his book, on Easter Sunday 21 April 1946, Keynes died, laid low by the
last of a series of heart attacks which had first struck him in 1937. He lived to see the
partial achievement of the prophecy made to his friend George Bernard Shaw on 1
January 1935. Indeed, in 1946, The General Theory had already made an impression as a
book ‘which will largely revolutionise—not, | suppose, at once but in the course of the
next ten years—the way the world thinks about economic problems’ (JMK, XIII, p. 492).
Thus Keynes used the expression ‘revolutionise’ to characterize the impact of his work.
The ‘Keynesian revolution” formula would appear in the title of a book by Lawrence
Klein (1947) which played an important role in the diffusion of Keynesian ideas in the
United States.

However, what one calls the Keynesian revolution is a phenomenon whose extent goes
beyond the publication and impact of The General Theory. In the course of his life,
Keynes witnessed important transformations at political, social, economic and cultural
levels. In a significant book published in 1944, Karl Polanyi labelled as ‘the great
transformation’ the collapse between 1900 and’ 1940 of an international system which
had triumphed in the nineteenth century, based on four institutions: the balance of
powers, the international gold standard, the self-regulating market and the liberal state.
This system was based on a Utopia, on the idea of a self-regulating market, including
gold, land and labour: ‘the origins of the cataclysm lay in the Utopian endeavor of
economic liberalism to set up a self-regulating market system’.! The rise of socialism,
Nazism and Fascism, and also the search for a ‘third way’ in the capitalist countries, are
consequences of this cataclysm: ‘Its landmarks were the abandonment of the gold
standard by Great Britain; the Five-Year Plans in Russia; the launching of the New Deal;
the National Socialist Revolution in Germany; the collapse of the League in favour of
autarchist empires.’2 The path was narrow for a reform of the system that would emerge
neither as authoritarianism nor as barbarity. The search for this path was the direction
given by Keynes to his struggle, a fight he led with a fierceness that was no doubt partly
responsible for his premature death.3

What we call Keynesian revolution was one moment in this great transformation. The
expression, however, is ambiguous. The word ‘revolution’, in the first place, needs to be
handled with care. In the world of ideas (as much as in the social, political and economic
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domains) what appears to be an abrupt rupture is often the fruit of a long evolution.
Furthermore, history often repeats itself. Moreover, revolutions, in the primary meaning
of the term, leave us at our point of departure. So the Keynesian theory takes up again
certain currents that classical theory was believed to have eliminated. It even planted its
roots in a remote past, to which the author himself refers in The General Theory.* Thus
he speaks highly of the true intuition of the Scholastics in their condemnation of usurious
lending, specifying that the first steps towards a distinction between interest rate and the
marginal efficiency of capital were already to be found there. He rehabilitates the
mercantilists who had understood the problem of employment much better than the
classical economists. He indicates that Malthus, to whom he had already devoted a
significant study,® had well perceived the faults of the Ricardian theory. For the French
readers of his book he underlines the fact that, regarding the theory of interest, he comes
back to the doctrine of Montesquieu, ‘who was the real French equivalent of Adam
Smith, the greatest of your economists, head and shoulders above the physiocrats in
penetration, clear headedness and good sense (which are the qualities an economist
should have)’ (JMK, VII, p. xxxiv).

Nor is the word ‘Keynesian’ without some ambiguity. Indeed, it could lead us to
believe that Keynes was the sole author of this revolution, a revolution for which his
work served as a catalyst. This is not the case. Keynes was, of course, the principal
architect of the Keynesian revolution but, as we will see, others also developed, at the
same time or even before, some significant elements of what is now known as
‘Keynesian’ theory. In 1948, Joan Robinson presented what she termed the ‘General
Theory’ as the collective product of a theoretical transformation of which Keynes’s book
only represented one part among others:

But by general theory, | do not mean the celebrated book of that author
[Keynes]. Of course, that work is very important, but it is neither complete nor
definitive. It constituted, when it was published, a sort of provisional account of
a movement of ideas in the course of its development.... What | mean by
general theory is rather a method of analysis. It is a living body of ideas that is
developing and producing quite different results when it is applied in different
circumstances by such or such person. (Robinson 1948, p. 185; translated from
French)

But it is fair that Keynes’s name be ranked first. If the revolution referred to is called
Keynesian, it is indeed due to John Maynard Keynes’s personal qualities, as well as a
complex combination of circumstances. Keynes was an exceptional person and, besides,
he wrote at the right time, in the right place and in the right language. Polish, Swedish,
Norwegian and Dutch were not as effective vehicles as English, the long dominant
language in the field of political economy. Finally, Keynes always knew how to publish
his works at key moments and to ensure that, when they did appear, they were eagerly
awaited. It is difficult to know the respective parts played by chance and calculation in all
of this, but it is undeniable that each publication by Keynes, at least since The Economic
Consequences of the Peace, constituted a public event. In any case, what was a matter of
calculation was the effective post-publication campaigns designed to publicize and
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discuss the works. For Keynes was a man of power. An influential adviser and a dreaded
critic of governmental policies, he played important roles at different levels of the state
apparatus until the end of his life. As we have seen, he was an influential and active
member of the Liberal Party, while being carefully listened to by the Labour Party.
Within the economic profession, Keynes, at the age of 28, took control of The Economic
Journal in 1911, thus occupying a central position. He also knew how to surround
himself with loyal and dedicated disciples.

A powerful figure, Keynes was also an intellectual endowed with great qualities. His
intelligence, culture and working capacities were exceptional. He was a prolific writer
whose style was much livelier than that of most of his colleagues. And far from confining
himself to economics, he became involved in numerous areas. His reputation went far
beyond the restricted circle of the economic profession or of the political world.
Furthermore, it included the area of the arts, in which Keynes played an important role.
Even the ambiguities of his writings and teachings contributed to Keynes’s success.
Many could read in them what they wanted. It is beyond doubt that Keynes revelled in
the role of provocateur and card shuffler, which allowed him to remain in the foreground.
The force of his convictions did not prevent him, on several occasions, from showing an
opportunism that was at times surprising. Keynes was not one to hesitate before difficult
turns in the road nor to flinch before challenges to his sincerely held beliefs. This was the
struggle in which Keynes was involved throughout his career, a fight in which, however,
he preferred the pen to the sword. In this combat, he had tough opponents who
occasionally admired him and would in some cases even rally round him, and had
committed, at times almost cumbersome, disciples. Let us look first at his principal
opponents.

From Vienna to London®

For Keynes and his friends, all that counted, on a scientific level, was taking place within
a triangle whose vertices were Cambridge, Oxford and London —Cambridge of course
being the most important one. There was indeed a socalled ‘continental” economic
literature to which one sometimes alluded, but it was relatively unknown, especially in
Cambridge. In London, on the other hand, scholars at the London School of Economics,’
which published Economica, rival of the Economic Journal, the journal of the Royal
Economic Society and controlled with an iron fist by Keynes,® were more open to these
foreign influences. It was through London that both the Walras-Pareto school and the
Austrian school entered the English-speaking world. The first was finally to lead to the
neoclassical synthesis of which we will speak later. The second, due to Hayek in
particular, would engender one of the sharpest poles of resistance to interventionism and
Keynesianism.

In relation to the two other branches of the marginalist revolution, the Austrian School,
initiated by Carl Menger, always constituted an autonomous stream of thought. Today, it
has even undergone a vigorous rebirth under the name of the neo-Austrian School.?
While the traditions stemming from Walras and Jevons led to the emergence of
neoclassical theory, the Austrian School distinguished itself by rather specific
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methodological positions, which it made explicit.1® As opposed to a general equilibrium
view of the world, the Austrian approach prefers a causal vision which leads, for example
to the reduction of capital to time and labour. The ultimate cause in social and economic
fields lies, for this approach, in the economic subject. Indeed, the perceptions of the
subject constitute the prime reality on which one needs to base economic theory. For the
Austrian School, it is through introspection that one elaborates the hypotheses of
economic theory. Methodological individualism, subjectivism and even a radical
apriorism are among the expressions used to characterize this approach. By insisting on
the importance of time and uncertainty in human affairs, the Austrian School critically
distrusts the hypnotizing effect on economists of the natural sciences and mathematics.

Analogies exist between the Austrian vision and that of Keynes. Hayek developed a
critique of the Walras-Pareto vision of general equilibrium, which is not unlike Keynes’s
critique of classical theory. As early as his first works, in the 1920s, he blamed
economists for neglecting time in their analysis and questioned the possibility of
constructing an economic theory, formal and mathematical in character, along the lines of
the natural sciences. His ‘Economics and Knowledge’ (Hayek 1937) includes a critique
of equilibrium analysis which resembles the article published by Keynes that same year
in the Quarterly Journal of Economics. It is possible to imagine that, on the occasion of
his controversy with Hayek, Keynes might have been partly influenced by the latter.
Despite these parental links, the Austrian school is characterized by a radical liberalism
which was to lead to one of the most vigorous criticisms of Keynesianism. This
liberalism does not come from the founders. On the political plane, Menger, B6hm-
Bawerk and Wieser espoused rather progressive ideas, as did Jevons and Walras. It was
with Ludwig von Mises and Friedrich Hayek that an intransigent liberalism became one
of the principal characteristics of the Austrian School. While Pareto or Barone claimed
that the Walrasian general equilibrium could constitute the rational foundation of socialist
planning, Mises claimed to demonstrate that such planning is impossible. This
impossibility is based on methodological and epistemological arguments. Planning is
impossible because no human brain could hold all the knowledge necessary to secure the
optimal organization of production. For Hayek, Keynesian interventionism shares the
same illusion. It has its roots in an intellectual tradition that includes, among others,
Marx, Comte, Rousseau, Voltaire and Descartes, arguably going as far back as Plato, and
is based on the belief that it is possible to organize society rationally. For Hayek, on the
contrary, society constitutes a spontaneous order, the fruit of a long evolution.

Parallel to Keynes, in the 1920s, Hayek developed a theory of the business cycle which
gives a theoretical foundation to his rejection of interventionism.11 He wrote under the
influences of Wicksell, founder of the Swedish tradition,? and of Béhm-Bawerk.13 From
the first, he borrowed the idea of the disequilibrium between the natural rate of interest,
linked to the productivity of capital and to agents’ temporal preferences, and the
monetary rate determined by the banking system, disequilibrium beginning a cumulative
process of rising or falling prices. From the second, he took the conception of investment
as the lengthening of the production process, whose basic factors are labour and natural
resources. In both cases, the conception of time is fundamental. Money also plays a
significant role, for Hayek considered, as did Keynes, that a monetary economy is
different from a real-exchange economy. Far from acting solely on the general level of



The Keynesian revolution 33

prices, as the traditional quantity theory of money explains it, the variation of the quantity
of money has an impact on the structure of relative prices. Thus an increase in the money
supply, for example through increased credit facilities, lowers the monetary rate of
interest below the natural rate. This provokes a lengthening of the production process and
a disequilibrium between investment and the saving intended by agents. A subsequent
increase of the consumer goods prices releases the supplementary saving, called “forced
saving’, necessary to finance the overinvestment. From then on, there begins a shortening
of the production process, a cause of increased unemployment in the sector producing
consumer goods and then gradually throughout the whole economy. Thus, for Hayek, the
1929 crisis was provoked by overinvestment stemming from an easy monetary policy,
based on the illusion of stimulating the economy through inflation. From this point, he
criticized the underconsumptionist illusions propagated by such authors as Foster and
Catchings and, in a more sophisticated manner, by Keynes.14

Such are the theses developed by Hayek, on the occasion of a series of lectures
presented in February 1931 at the London School of Economics, at the invitation of
Lionel Robbins, just a few months after the publication of Keynes’s Treatise on Money.
Hayek’s lectures, published in September 1931 and entitled Prices and Production,
aroused enthusiasm and earned their author a professorial position at the London School
of Economics, where he soon established himself as the leader of the opposition to
Keynes and his disciples. Then a young lecturer at the London School of Economics,
Hicks described years later, in “The Hayek Story’, how the conflict between the ideas of
Keynes and Hayek put several young economists of the time in a difficult position.

When the definitive history of economic analysis during the nineteen-thirties
comes to be written, a leading character in the drama (it was quite a drama) will
be Professor Hayek...it is hardly remembered that there was a time when the
new theories of Hayek were the principal rival of the new theories of Keynes.
Which was right, Keynes or Hayek? There are many still living teachers of
economics, and practical economists, who have passed through a time when
they had to make up their minds on that question; and there are many of them
(including the present writer) who took quite a time to make up their mind.
(Hicks 1967, p. 203)

This difficulty was further accentuated by political differences among some of them.
While for Keynes and his disciples the collapse of investment was the ultimate cause of
the Great Depression, for Hayek, Robbins and their colleagues, on the contrary, it was
overinvestment provoked by an easy monetary policy. While some called for vigorous
public intervention to stimulate consumption and investment, others spoke for the
“Treasury View’, according to which public intervention simply diverted funds destined
for private use. For one, it was necessary to raise wages in order to stimulate
consumption. For another, only a drop in wages could re-establish full employment.15
Besides Hicks, the London School of Economics assembled within its walls other
young economists who were to have a significant role in the development of economic
thought after Keynes, including Kaldor, Lerner and Shackle. Led to distance themselves
from Robbins and Hayek for political reasons, these authors would nonetheless be
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significantly affected by the London School. It is here that we can find the roots of a
certain rapprochement, odd at first glance, between the Austrian world and that of
Keynes’s radical disciples, who would later be named post-Keynesians. As for Hicks,
besides the Austrian influence and that of Walras and Pareto, he met along the way the
Swedes, independent explorers, whom we will discuss in the next section. Then lecturer
at the London School, Kaldor made contact with Keynes in 1931 and offered to bridge
the gap between Cambridge and the London School of Economics, like Lerner, who
would later become one of the principal initiators of the Keynesian revolution in the
United States. Kaldor, Hayek’s translator, would become, after moving to Cambridge,
one of his most severe critics.1® Himself a new disciple of Keynes, Shackle, for his part,
would nonetheless remain close to Hayek, his first thesis adviser. In one of his first
published texts (Shackle 1933), he tried to achieve a synthesis between the approaches of
Keynes and Hayek. Drawing attention to the similarities found in Keynes’s article
published in 1937 in the Quarterly Journal of Economics and that of Hayek published the
same year in Economica, he has since devoted his career to deepening what he considers
to be their common contributions, namely the taking into account of uncertainty and
expectations and placing the analysis in time. Shackle is also one of the first to have
drawn attention to the Swedish contribution, and particularly that of Myrdal. He
considers Myrdal and Kalecki independent explorers who arrived, before Keynes, at the
same conclusions as the latter (Shackle 1967).

Precursors and independent explorers

In his Monetary Equilibrium, the first version of which (in Swedish) was released in
1932,7 Gunnar Myrdal wrote: *J.M.Keynes’ new, brilliant, though not always clear,
work, A Treatise on Money, is completely permeated by Wicksell’s influence.
Nevertheless Keynes’ work, too, suffers somewhat from the attractive Anglo-Saxon kind
of unnecessary originality, which has its roots in certain systematic gaps in the
knowledge of the German language on the part of the majority of English
economists’ (Myrdal [1931] 1939, pp. 8-9). Beginning with neoclassical theory, of which
he was one of the principal theoreticians,'® Wicksell tried to integrate the real and the
monetary, which he did with his well-known distinction between the natural and the
monetary rate of interest. The disequilibrium between these two rates generates a
cumulative process of either a rise or a fall in prices. Not only do we find in Wicksell the
idea of the necessity of aggregate monetary demand for stimulating production, but also
that of a disequilibrium between saving and investment, which result from independent
decisions. In fact, Keynes acknowledged the relationship between some of his theses and
those of Wicksell, even claiming in A Treatise on Money to be close to a German and a
neo-Austrian/neo-Wicksellian school to which Hayek belonged. Besides, Myrdal himself
wrote, in his Monetary Equilibrium (presented as an ‘immanent criticism” of Wicksell’s
theory): ‘I hope, however, to complement the present positive presentation later in
another connection by a criticism, particularly of Keynes and Hayek, whose works are
naturally nearest to mine’ (Myrdal [1931] 1939, p. 32). In The General Theory, however,
Keynes only made a brief allusion to the fact that he had developed, at the time of the
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Treatise, the concept of Wicksell’s natural rate, but that this concept now appeared to be
erroneous.

As for the Swedish, they would see little new in The General Theory and more
generally, in the so-called revolution that Keynes claimed to have led against the classical
theory, compared to the theses that first Wicksell and then his young disciples (ranking
first among whom were Erik Lindahl, Gunnar Myrdal and Bertil Ohlin) had developed in
the 1920s and 1930s. Lindahl,19 the eldest of this group, not only elaborated ideas very
close to Keynes’s theory of effective demand, describing, at the end of the 1920s, the
possibility of an underemployment equilibrium or clarifying the paradox of saving, but he
also started to develop, at the same time, a dynamic analysis which constitutes one of the
characteristics of the Swedish approach, an analysis which moreover exerted an
important influence on the Hicks of Value and Capital (Hicks 1939). The approach in
terms of ex ante and ex post put forward by Myrdal in the German version of his
Monetary Equilibrium, published in 1933, constitutes, from this point of view, one of the
outstanding contributions of the Swedish School. Furthermore, Lindahl and, especially,
Myrdal in his doctoral dissertation published in 1927, explicitly introduced the role of
expectations in economic analysis, and in particular in the analysis of price formation.
Some economists see here one of the intellectual origins of the present approach in terms
of rational expectations, while others see in the most recent developments of general
equilibrium a return to the concept of temporary equilibrium first put forward by Lindahl.

In the 1920s and 1930s, Ohlin developed analyses designed to underpin state
intervention against unemployment. A resident in Cambridge in the 1920s, he met
Keynes with whom he remained in contact thereafter. In 1929, in a controversy with him
over the matter of transfers, he developed positions more ‘Keynesian’ than those
defended by Keynes at that time. It was Ohlin who, in two articles published in the 1937
issue of The Economic Journal, coined the term *Stockholm School’ and revealed its
theses for the first time to an English-speaking public. In the same year there appeared
Studies in the Theory of Economic Expansion by Erik Lundberg, a member of the second
generation of the Stockholm School, along with Dag Hammarksjold®® and Bent
Hansen.2! It was only two years later that the major contributions of Myrdal and Lindahl
would finally come out in English. Among the authors of a report of Sweden’s 1927
Committee on Unemployment, published in 1934, along with Myrdal, Ohlin and
Hammarkjold one also finds Gdsta Bagge, a more conservative economist. It is clear that
the members of the Stockholm School played an important role in the setting up, by the
Social-Democrat government elected in 1932, of stimulative policies which one can ex
post call Keynesian.22 Having said that, the desire to ascertain the extent to which the
Stockholm School anticipated the Keynesian revolution, as well as the degree of
convergence between their theses and those developed in The General Theory, has since
1937 been the object of a debate which does not seem to be near a conclusion.23

There are similar features in the links between Keynes and Kalecki. It is not a matter
this time of a school but of an individual, and an isolated one. While Myrdal and his
Swedish colleagues began with Wicksell, Michal Kalecki found his inspiration in Marx
and Rosa Luxemburg, to elaborate the first of a series of models in which he integrated a
theory of effective demand comparable to Keynes’s, an analysis of distribution of
classical type, a theory of prices integrating monopolies and, finally, a theory of growth.
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As Klein, Joan Robinson and several others underlined, Kalecki’s model—first published
in Polish in 1933—appeared to be more general than Keynes’s. In October 1933, it was
also the subject of a presentation at the meeting of the Econometric Society at Leyden,
and the text presented on this occasion was published in the society’s journal,
Econometrica, in 1935. The same year, Kalecki also made his ideas known to a French
public in the Revue d’économie politique. The very succinct style of these texts,
characteristic of Kalecki, and their mathematical character meant that they went almost
unnoticed. Some economists who were to play a major role in the evolution of twentieth-
century economic thought nonetheless saw their importance from the beginning. In
particular, there were Ragnar Frisch and Jan Tinbergen. In a long survey of business
cycle theory published in the same Econometrica issue as Kalecki’s article, Tinbergen
contrasted Keynes’s and Hayek’s ‘non and semi-mathematical’ theories to the
mathematical ones of Kalecki and Frisch (Tinbergen 1933). The same year, Frisch
created the expression ‘macrodynamics’. Frisch and Tinbergen, who would be the first
recipients of the Nobel Memorial Prize in Economics in 1969, must be included, in the
same way as Kalecki or the Swedes, among the independent explorers of what would
later be called the Keynesian revolution. The creators of econometrics, they are also
among the major initiators of the movement to mathematize economics, which began in
the 1930s, independently of the Keynesian revolution, and of which we will speak again
in Chapter 4.

These independent explorers thus made contact with the others. In 1936, having a grant
from the Rockefeller Foundation at his disposal, Kalecki went to Stockholm where he
met the Swedish economists. This is where he read The General Theory. He then went to
Cambridge, where Keynes’s disciples were amazed at Kalecki’s speed and facility in
assimilating and then explaining the theory of their mentor! From then on, Kalecki was to
exert a determinant influence on Keynes’s disciples, especially on Joan Robinson and
Kaldor, which made him one of the initiators of the post-Keynesian school. It was
Kalecki who introduced Joan Robinson to Marx’s work. The author of the first book
favourable to Marx in the English-speaking academic world (Robinson 1942), Joan
Robinson then discovered that Kahn, in order to explain the operation of the multiplier,
had simply rediscovered Marx’s reproduction schemas. But this leads us to Keynes’s
Cambridge disciples.

Disciples and fellow-travellers

The attack against the orthodox citadel was a collective work. Keynes was helped by
students and faithful disciples who, younger than himself, did not have to endure so
intensely the weight of the past. The critique of A Treatise on Money, then the
development of the central theses of The General Theory, was not the work of Keynes
alone, as is clearly shown in the documents included in volumes XIII and XXIX of
Keynes’s Collected Writings. Kahn, Keynes’s student, friend and finally executor, was
certainly his closest collaborator. Schumpeter considered he should be recognized as
virtual co-author of The General Theory, as he corrected and discussed all of Keynes’s
drafts.2* Kahn himself developed the concept of the multiplier.?®> He was also the
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messenger who linked Keynes with the “Circus’ which met in Cambridge in 1931. The
group in question was formed by Keynes’s young disciples. Their initial objective, the
discussion of A Treatise on Money, soon turned into a critique, then into the elaboration
of theoretical propositions that Kahn passed on to Keynes, and that the latter integrated,
after transforming them in his lectures and preparatory works, into what was to become
The General Theory. The core of the Circus comprised, besides Kahn, several economists
who would subsequently play an important role in the development of economic thought
after Keynes: James Meade, Austin and Joan Robinson, and Piero Sraffa.2

These authors were also associated with another significant transformation of
economic theory in the inter-war period, independent of the Keynesian revolution and
resulting in the emergence of the theory of monopolistic competition. Arriving at
Cambridge from Italy in the mid-1920s, Sraffa can be considered one of this movement’s
first initiators through his severe critique of the Marshallian theory of supply and demand
(1925, 1926). However, it was not he, but Chamberlin, Harrod, Kahn and Joan Robinson,
who would attempt in the late 1920s and early 1930s to reconcile orthodox theory with
the existence of monopolies. Later very critical of this first work (Robinson 1933 The
Economics), Joan Robinson and more generally the post-Keynesian theorists would adopt
the positions already articulated by Kalecki in the mid-1930s, according to which one
must consider monetary prices as being determined by the addition of a margin
(depending on the degree of monopoly of the firm or industry in question) to average
variable cost, whose most important component is the money wage, itself resulting from
the balance of power between employers and employees. Sraffa, for his part, would
advocate a return to the classical vision of value, which he would formulate again in a
later book (Sraffa 1960), giving birth to a school of thought subsequently called neo-
Ricardian. It was with the encouragement of Keynes himself that Sraffa, in the 1930s,
began the lengthy task of publishing the complete works and correspondence of Ricardo
(Sraffa 1951-73).

Keynes had disciples outside Cambridge too. Besides his supporters at the London
School of Economics, some of his intellectual allies were to be found at Oxford. A
member of the Circus following a stay at Cambridge, Meade was attached to Oxford.
Another ally was Roy Harrod, who had been sent to Cambridge in the early 1920s to be
initiated into political economy by Keynes in order to teach this subject at Oxford.
Harrod became a friend and collaborator to whom Keynes sent the proofs of The General
Theory. Harrod attempted, in vain, to tone down the harshness of Keynes’s attacks upon
the classical economists and would play an essential part in making the Keynesian
analysis dynamic and in the birth of modern growth theory (Harrod 1939, 1948). He was
also asked by Keynes’s family to write his first biography (Harrod 1951). Those just
named belong to the group which, to borrow Keynes’s imagery, never really had to ‘feel
the weight of the past’ or dwell in the dark tunnel of classicism. This explains the more
radical version of Keynesianism which they would develop. Others, including Hawtrey2?
and Robertson,?® had to undergo an exorcism, like Keynes. Not only did Keynes not
consider them as classical but indeed he was heard to say that it was they who showed
him the way to salvation in the mid-1920s. However, the relationships between them
were to be more and more difficult the closer Keynes came to finalizing his ideas. Neither
Hawtrey nor Robertson were able to follow him to the end. Acrimonious controversy was
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to separate Keynes and Robertson after the publication of The General Theory.?°

From theory to politics

For Keynes, as for the authors to whom we have just referred, the links between
economic theory and policy are very complex. It is too simple to consider an economic
policy as resulting automatically from a particular theory. One might even reverse the
traditional causal link and assert, for example, that The General Theory was written to
give a theoretical foundation to the policy proposals which Keynes and several other
economists had formulated in the 1920s. The political vision often precedes the
theoretical one. On the other hand, there is no strict linkage between political position and
choice of theory. Thus several of the economists whom Keynes considered classical
supported, as early as the 1920s, positions in economic policy very close to Keynes’s.
Such is the case with Pigou, in particular, himself the main target of The General Theory.
It is also the case, as we have seen, with several economists of the London School of
Economics, considered nonetheless the bastion of conservatism.

Finally, Keynes himself opened up several perspectives. His diagnosis is clear. The
two major faults of capitalism, ‘its failure to provide for full employment and its arbitrary
and inequitable distribution of wealth and incomes’ (GT, p. 372) could destroy social
cohesion and favour sedition and revolution, resulting in Fascism or Bolshevism. The
persistence of high unemployment and cyclical fluctuations of the economy are not
inevitable economic phenomena, but rather the unavoidable results of laissez-faire
capitalism. They result from the combination of a marginal propensity to consume which
is too low and instability of investment, itself the consequence of excessive liquidity
preference and insufficient marginal efficiency of capital. The latter two phenomena
result from the expectations of the agents facing an uncertain future. The General Theory
offers a diagnosis of this complex and dangerous illness, but this diagnosis can lead to
several types of cure:

This that | offer is, therefore, a theory of why output and employment are so
liable to fluctuation. It does not offer a ready-made remedy as to how to avoid
these fluctuations and to maintain output at a steady optimum level. But it is,
properly speaking, a theory of employment because it explains why, in any
given circumstances, employment is what it is. Naturally I am interested not
only in the diagnosis, but also in the cure; and many pages of my book are
devoted to the latter. But | consider that my suggestions for a cure, which,
avowedly, are not worked out completely, are on a different plane from the
diagnosis. They are not meant to be definitive; they are subject to all sorts of
special assumptions and are necessarily related to the particular conditions of
the time. (Keynes, ‘The General Theory of Employment’, Quarterly Journal of
Economics, vol. 51, 1937; JMK, X1V, pp. 121-2)

The options for economic policy thus remain open. Between herbal medicine and outright
surgery, there are several possible remedies! While Keynes himself in the last chapter of
his book describes the implications of his theory as ‘moderately conservative’ (GT, p.
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377), since it implies the maintenance of a system of private enterprise with income
inequality which one should not aim to remove entirely, the interventionism he promotes
throughout his career has some very radical characteristics. Thus does he sometimes
assert that only the state is capable of undertaking necessary investment, not only to
stimulate effective demand, but also to ensure its social utility. Besides the socialization
of investment, planning and even the ‘semi-socialism’ or ‘liberal socialism’ implied by
this vision, Keynes also appealed for a radical social transformation when he evoked the
necessary euthanasia of the rentier, to which a gradual decline in the interest rate can
contribute. It is remarkable to see Keynes attack the same parasitical social class, non-
productive and living on rentier income, that Ricardo had attacked in his own time.

At the time when the Soviet system appeared to many as an alternative to capitalism—
hope for some, threat for others; when some showed confidence in central planning
(Bettleheim 1939; Dobb 1928) and others, such as Lerner (1934-5) and Lange (1936-7)
asserted, in opposition to Mises, the theoretical possibility of socialism; when Hansen
(1938, 1939) considered stagnation an enduring feature of capitalism; when Schumpeter
expressed his pessimistic views on the future of capitalism,3® and when Colin Clark
analysed the sources of economic progress, Keynes, on the basis of his diagnosis,
sketched out several types of policy which should allow capitalism to overcome its own
contradictions and thus safeguard liberal society. And in the postwar period, it was to an
extremely diverse range of economic policies that the term ‘Keynesian’ could be applied.
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From 1936 onward, Keynesianism developed in a more and more autonomous way,
independent of its founder. However, for a further ten years, Keynes continued to play an
important role in its evolution. His views, with their variations and, sometimes,
contradictions, helped shed light on the ambiguities characterizing the development of
that body of doctrine and theory subsequently labelled ‘Keynesian’.

Keynes’s views after 1936

As was predictable, the publication of The General Theory gave rise to lively debate.!
Keynes took part in this, through articles and conferences, correspondence and
discussions, evidence of which can be found in various places.2 What emerges from them
is that Keynes shifted on the subject of the interpretation his work should be given. The
article published in the February 1937 issue of the Quarterly Journal of Economics, to
which we have already referred, obviously aimed at a total rupture with orthodoxy. But
when Hicks sent him the manuscript of the article, ‘Mr Keynes and the “Classics”: A
Suggested Interpretation’ (Hicks 1937), which proposed a common grid, the IS-LL
scheme, for reading both the classical theory and The General Theory—thereby opening
the way to the neoclassical synthesis—Keynes replied on 31 March 1937: ‘I found it very
interesting and really have next to nothing to say by way of criticism’ (JMK, XIV, p. 79).
To Joan Robinson, who offered to write a “‘children’s version of The General Theory’,
Keynes had written on 2 December 1936:

So far as | myself am concerned, | am trying to prevent my mind from
crystallising too much on the precise lines of the General Theory. | am attentive
to criticisms and to what raises difficulties and catches people’s attention—in
which there are a good many surprises. | think that the best popular version may
have to be approached along lines of its own. I think about it all a good deal, but
I do not feel ready. There is a considerable difference between more or less
formal theory, which my existing book purports to be, and something which is
meant to be applied to current events without too much qualification by people
who do not fully comprehend the theory. So | am against hurry and in favour of
gestation. (JMK, XXIX, pp. 185-6)

On 20 April 1937, he wrote to her: ‘I am gradually getting myself into an outside position
towards the book, and am feeling my way to new lines of exposition’ (JMK, XIV, p.
150). Incidentally, Keynes also revealed his inten-tion of publishing explanatory notes to
his book. On another occasion, in the context of a critical discussion of the Swedish
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economists’ conception of the interest rate, he announced his intention of examining the
relations between his concepts and the ex ante and ex post analysis of the Stockholm
School .3

As to the place of classical theory in The General Theory, we also note an evolution on
Keynes’s part. To a letter from Gerald Shove, a professor at Cambridge who agreed with
his critique of the classics but was critical of Keynes’s generosity towards this theory in
its application to individual industry and firm, Keynes answered on 15 April 1936: ‘What
you say about the classical analysis as applied to the individual industry and firm is
probably right. | have been concentrating on the other problem, and have not, like you,
thought very much about the elements of the system’ (JMK, XIV, p. 2). Then, in an
article published three years later, Keynes reconsidered his acceptance of the first
postulate of the classical theory, that of the equality of the real wage and the marginal
physical product of labour.*

Also noticeable are variations in Keynes’s position concerning economic policy. For
example, at times, he warned against taking a full employment policy too far.> While
Beveridge chose 3 per cent unemployment as the level below which an active policy of
full employment was likely to induce an inflationary process, Keynes set it at around 4.5
per cent. But, during the war, Keynes took the clearest positions in favour of the
socialization of investment and of significant state control of economic activity. He had
even proposed precise mechanisms for the public management of investment. After the
publication in 1944 of The Road to Serfdom, Hayek’s virulent denunciation of socialism,
in which he affirmed that any form of planning could ultimately only lead to
totalitarianism, Keynes had written to him to tell him that he totally agreed, morally and
philosophically, in his condemnation of totalitarianism and his praise of freedom.
Nevertheless, he broke with this critique on the matter of economic policy: it was not less
but more planning that was needed to avoid the shift towards totalitarianism. At the end
of his letter, Keynes said that he feared the consequences of the application of extreme
versions of theses such as Hayek’s in a country such as the United States (JMK, XXVII,
p. 382). But, according to Hayek’s testimony, during the last conversation they had,
shortly before Keynes’s death, the latter indicated he was ready to set out on a policy
pilgrimage to encourage governments to fight inflation first and foremost, if it emerged
that this was becoming the main danger (Hayek 1978, pp. 286-7).

Thus Keynes’s views varied between the publication of The General Theory in 1936
and his death in 1946. His books and articles were the object of diverse readings and
interpretations. Whatever their importance, his contributions are inscribed in a broad
intellectual transformation taking place in the 1930s and 1940s. That is to say, if what
was called the Keynesian revolution constituted a profound reconstitution of the
intellectual world of the economists and policy makers, this transformation is not easily
reduced to the simplistic form that it has all too often been given.

The ambiguous Keynesian tidal wave

In his review of Harrod’s book, The Life of John Maynard Keynes, published in the 26
January 1951 issue of The Times, Lionel Robbins wrote: ‘The future historian of social
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thought may well call this period the period of John Maynard Keynes. Yet it is not at all
easy to find any simple formula to describe wherein this ascendancy consisted’ (Robbins
1970, p. 244). This account is perfectly applicable to the developments of economic
thought and to the economic policies of the postwar period. Almost everybody agrees in
emphasizing its Keynesian nature, but one is forced to recognize that, more often, the
Keynesian character is related less to a deep coherence with the hard core of Keynes’s
theory than to continuities or convergences in relation to different aspects of his thinking.

The success of The General Theory was affirmed in several stages. First, some of
Keynes’s intimates and followers adopted this book as a ‘warhorse’. American
economists, notably Hansen in his Harvard seminar, found in it a theoretical coherence,
which at that time appealed to a number of students and young researchers, including
Samuelson, Galbraith and Tobin. In France, while Pierre Mendés-France was acquainted
with Keynes’s ideas as early as 1938, F.Perroux, C.Gruson, P.Uri and A.Barrére
discovered The General Theory during the Second World War,% as did R.Prebisch in
Argentina. Then, in the changing intellectual world which came with the end of the war,
simple ideas were imposed which were not unrelated to The General Theory but went
beyond it, and may be linked to many other sources of inspiration: the duty of
governments to ensure full employment (and later growth); a renewed and, at the same
time, simple reading of national economies, with the large macroeconomic aggregates
and the functional relations which linked them, which the national accounts would
subsequently provide with a coherent structure and increasingly reliable data; and finally,
on these bases, an improved understanding of economic policies.

After the war, these ideas were equally embraced by English-speaking liberals and
radicals, by British Labour Party members, European socialdemocrats and socialist
reformers, and also Christian democrats, social reformers, supporters of national
economic development, heirs of Colbert, List or Carey. That is to say, these ideas were
widely spread among the milieux which came to power at the end of the Second World
War; and it is only in a very broad sense that they can be described as Keynesian. But
Keynesianism had other, different aspects. Parallel to the publication of The General
Theory and the circulation of its ideas, a radical mutation was taking place: the
mathematicization and formalization of economics, which we shall deal with in the next
chapter. Like other theories, Keynes’s was rewritten in mathematical language,
appropriate to some simple functional relations between macroeconomic magnitudes; this
formalization was often carried out at the expense of simplifications, which erased
insights or essential aspects of Keynes’s thinking. Thus was facilitated the development
of a descriptive macroeconomics, commonly described as Keynesian and nourished by
the increased postwar availability of data, especially from the national accounts.

These simplifications also rendered possible the development, begun as we have seen
by Hicks in 1937, of the combination of tools of analysis suggested by Keynes with other
tools offered by approaches to which he himself had been opposed. This syncretism
received the name of ‘neoclassical synthesis’. It became predominant in the 1950s and
1960s and provided the theoretical basis on which the large econometric models,
themselves rendered operational by the progress of computer science and data bases,
were conceived and constructed. Economists thus had at their disposal the possibility of
establishing the theoretical foundations of economic policies, as well as the powerful
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tools of macroeconomic analysis to facilitate their guidance.

Thus the revolution conceived by Keynes—the elaboration of a theory breaking with
the classical approach—and the large movement of ideas in the 1930s of which it was
part produced several developments, which under one guise or another have been called
Keynesian. They marked the postwar period, as much in the field of economic policy as
in that of applied economics and theory. But was it, perhaps, the grounds well of
formalization and mathematicization, long obscured by this theoretical revival, which
constituted the decisive transformation of the discipline during this period?7 _ater on, we
will examine the progressions and steps which led to the rapprochement of those
theoretical elements belonging, in some cases, to the neoclassical tradition and, in others,
to the Keynesian theory,® and then the works of Keynes’s intimates, followers and
disciples who, in the spirit of Keynes, took it upon themselves to develop an analysis at
odds with the neoclassical theory.® We will therefore limit ourselves here to presenting
some fields in which approaches and visions were transformed between the end of the
1930s and the end of the 1950s: full employment as a priority objective; the broad
consensus concerning economic policy; and the setting up of systems of national
accounts. In each of these fields one can find the influence of Keynes’s thinking, even if
none of these advances can be explained by his contributions alone.

The acceptance of full employment as a priority objective

Even in its third edition, published in 1941, the book written by Gottfried Haberler for the
League of Nations, Prosperity and Depression (Haberler 1937), remains principally
devoted to debates antecedent to The General Theory and barely makes space for
Keynes’s ideas. But as early as 1943, a report of the League of Nations delegation in
charge of studying economic depressions promoted the right to work with the aim of
simultaneously ensuring freedom and possibility of employment.10

In Great Britain, William Beveridge extended his report on Social Insurance and Allied
Services (1942) with a second one on full employment.1? The latter was at the printers
when the government published, in May 1944, a white paper in which it took on the
responsibility to maintain a high and stable level of employment by means of policies
designed to stabilize aggregate demand. In his report, Full Employment in a Free Society
(1944), Beveridge explicitly refers to Keynes:

A new era of economic theorizing about employment and unemployment was
inaugurated by the publication in 1936 of The General Theory of Employment,
Interest and Money by J.M.Keynes, now Lord Keynes. No account, however
brief, of all the changes of economic thought and language induced by this
epochmaking work can be attempted here.12

Beveridge was ready to go very far to ensure full employment: if, he wrote, ‘it should be
shown by experience or by argument that abolition of private property in the means of
production was necessary for full employment, this abolition would have to be
undertaken’.1® However, his propositions came within the context of a less radical
interventionism, with, in particular, a new budgetary policy, where the ‘Budget is made
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with reference to available manpower, not to money’* and, more widely, ‘a policy of
socializing demand rather than production’.1®

The affirmation of full employment as a priority objective spread quickly. In April
1945, the Canadian government published a white paper which emphasized that one of
the main objectives of Canadian policy was to guarantee a high and stable level of
employment and income and thus to uphold the standard of living. Similarly, Australia
published a white paper on full employment and New Zealand adopted an employment
law. In various forms, similar stances affirming the full employment objective were
adopted in many European countries, such as Belgium, France, the Netherlands and
Norway.

In the United States, the preamble to the Employment Act of 1946 affirmed that it is
the ‘responsibility of the Federal Government to use all practicable means...in a manner
calculated to foster and promote free competitive enterprise and the general welfare to
promote maximum employment, production and purchasing power’ (quoted in Lerner
1947, p. 331). More widely, the United Nations conference on trade and employment,
held in Havana in February 1948, underlined the importance of achieving and
maintaining productive full employment.

A victory for Keynes’s ideas, certainly, but also for all those who had sought, and
suggested measures for, full employment in the 1930s and 1940s: in Europe, among
many others, Ohlin, Myrdal, and Tinbergen; in the United States, the numerous
economists who, as early as the beginning of the 1930s, had called for a new policy in
order to fight the massive unemployment: from Sumner Slichter and Virgil Jordan to the
Chicago academics who had signed a memorandum claiming that the only remaining
choice was between a waiting period (which might well be long) for a sufficient decline
in costs and a public policy stimulating substantial new purchasing power;16 and also
John Maurice Clark!” and Paul H.Douglas,'® whose ideas and propositions in this field,
published in 1934 and 1935, preceded those of The General Theory.

Paradoxically, by the time political leaders were adopting the objective of full
employment, with or without reference to Keynes, it had already been several years since
Keynes had begun to worry about the difficulties which would emerge with the approach
of full employment. For their part, Fellner (1946) and Lerner (1951) were concerned with
the risks to price stability of policies led without the necessary caution. And, writing the
foreword to the French translation of her Introduction to the Theory of Employment
(1937), Robinson, in 1948, expressed a similar concern:

The very success of an employment policy creates new problems. In a private
enterprise system, the existence of an unemployed workers’ reserve played an
important role.... Unemployment maintained discipline in industry...gave to the
production system enough flexibility to adapt itself to technological change and
demand fluctuation...[and] by slowing down the tendency to rise of nominal
wages...ensured a sufficient stability in the value of money. To obtain all this,
unemployment was a cruel and costly method. But if it must be abolished, other
means have to be found to fulfil the same functions. (Robinson, Introduction a
la théorie de I’emploi, Paris, Presses Universitaires de France, 1948, p. 10;
translated from French)
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Of course, Joan Robinson was not advocating the abandonment of the Keynesian project;
but, facing a new situation, she urged maintaining theoretical analysis and applying it to
economic policies to be set up in the new postwar circumstances. This is what was done
by Weintraub, among others, who very early became aware of the possible risk that
unemployment and inflation could coexist, underlined the importance of the money wage
rate and suggested completing the policy of demand management with an incomes policy
(Weintraub 1940, 1946).

The golden age of interventionism and economic policy

In his book published in 1947, Economic Policy and Full Employment, Alvin Hansen
rejected the position put forward by Hayek in The Road to Serfdom (1944). Warning
against the progression which leads from intervention to planning and from socialism to
Nazism, in short to totalitarianism and serfdom, Hayek’s book was widely circulated.
Witnessing the collapse of the old order, Hansen pleaded for the reconstruction of a
market economy, as much at the national as the international level, on the basis of new
institutions. Capitalism’s new characteristics had made necessary economic policy; and
the management of aggregate demand and of its major elements was to be the principal
instrument: ‘Planning for full employment and maximum production involves, among
other things, planning for stability’ (Hansen 1947, p. 3). In 1950, a paper on the problem
of economic instability, written by a committee of the American Economic Association,®
placed the objectives of full employment and price stability on virtually the same level; it
advocated a rather wide variety of measures ranging from public finance to monetary
policy. Among the five authors of this study, we find two young economists whose paths
would subsequently diverge: Milton Friedman and Paul Samuelson.

More generally, the voices of Hayek and other opponents to interventionism were
largely muffled in the postwar period by those advocating economic policy, whether the
latter referred to Keynes or not. To politicians and their advisers, the rejuvenation and
modernization of their national economies was viewed as a primary responsibility. Other
objectives were also pursued: the broadening and improvement of social protection,
housing, health, education, raising the standard of living; in short, growth. In all industrial
countries, it was the age of economic policy.?% To the extent that they contained, at the
heart of their operation, the management of demand as the main lever for increasing or
slowing down economic activity, these policies were frequently described as Keynesian.
But they were also inspired by other sources: liberal corporatism in Japan and Germany,
the social-democrat tradition in Northern Europe, interventionism and Colbertism in
France, where Jean Monnet?! had laid the basis for indicative planning with Etienne
Hirsch, F.Gaillard, Robert Marjolin and Pierre Uri.

In West Germany, Ludwig Erhard conceived and set in motion the social market
economy, characterized by a general confidence in the market mechanism, the state being
required to ensure that progress was to the benefit of the society as a whole; Wilhelm
Rdpke, the main representative of the Freiburg School after the death of Walter Euken in
1950, gave it his support.?2 In Great Britain, Meade, who had already given his support to
Keynes’s propositions before the war, advocated the ‘lib-lab policy’ in 1948: a liberal
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policy in the sense that it must respect the market but also a social one, concerned for the
interests of labour. In Scandinavian countries, contemporaneous policies were inspired by
the writings and analyses of Frisch in Norway and Ohlin, Myrdal and Lundberg in
Sweden.

In Holland, although his influence extended beyond this country, Tinbergen played an
active role in the construction of a model of the Dutch economy and the implementation
of national accounting but also, in the 1950s, in the planning and design of economic
policy; criticizing the simultaneous implementation of several economic policies, each
seeking one or more objectives, he asserted the necessary unity of economic policy, and
set forth the principle according to which it is possible to pursue several major objectives,
as long as one implements an equal number of major instruments. For that matter, he
ascribed heavy responsibilities to economic policy, ranging from ‘maximum real
expenditure per capita with “full” employment and monetary equilibrium’ to
‘improvement of distribution of real income or expenditure over social groups and
countries’ and from ‘emancipation of certain underprivileged groups’ to ‘maintenance of
international peace’ (Tinbergen 1956, 15-16). Very early, Meade (1951-5) and
Tinbergen (1952) took the external environment into consideration and conceived the
tools and the actions of policy for an open economy.

With the developments of economic analysis, progress of statistical methods and the
implementation of macroeconometric models, the knowledge of national economies was
simultaneously solidified and refined. The deterioration in the US economic situation
towards the end of the 1950s gave rise to a strong demand for growth.23 and John
F.Kennedy’s election gave American economists, partisans of state intervention, the
opportunity to prove the validity and efficacy of their new knowledge. Besides the advice
given him by Samuelson and Galbraith, the president was also counselled by a solid team
of official advisers, including, in particular, Walter Heller, James Tobin, Kermit Gordon,
Robert Solow and Arthur Okun; together they prepared and suggested a new economic
policy: the ‘new economics’.24 This, according to Tobin, was based on three principles:
the first consisting in ‘the explicit dedication of macroeconomic policy instruments to
real economic goals, in particular full employment and real growth of national output’;
the second is the activist demand management ‘responsive to the actually observed state
of the economy’; the third is ‘to put both fiscal and monetary policies in consistent and
coordinated harness in the pursuit of macroeconomic objectives’. Finally, inasmuch as
the implementation of these two types of policies was not sufficient to ensure full
employment and price stability together, a third type of policy, embryonic in The General
Theory, proved necessary: income policy.?

W.Heller, who headed the Council of Economic Advisers under Kennedy’s presidency,
emphasizes the importance of the policies led by Kennedy and his successor:

Economics has come of age in the 1960’s. Two Presidents have recognized and
drawn on modern economics as a source of national strength and Presidential
power. Their willingness to use, for the first time, the full range of modern
economic tools underlies the unbroken U.S.expansion since early 1961—an
expansion that in its first five years created over seven million new jobs,
doubled profits, increased the nation’s real output by a third, and closed the $50-
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billion gap between actual and potential production that plagued the American
economy in 1961. (Heller 1966, p. 1)

Thus economic science triumphed. But also, from then on, the responsibility of
government for economic matters was recognized:

We at last accept in fact what was accepted in law twenty years ago (in the
Employment Act of 1946), namely, that the Federal government has an
overarching responsibility for the nation’s economic stability and growth. And
we have at last unleashed fiscal and monetary policy for the aggressive pursuit
of those objectives.

These are profound changes. What they have wrought is not the creation of a
‘new economies’, but the completion of the Keynesian Revolution—thirty years
after John Maynard Keynes fired the opening salvo. (Ibid., p. 2)

The Keynesian revolution thus appears to lie at the origin of the view that, at last, it was
possible to control economic activity. Heller enumerates all the advances in economics
which, according to him, rendered possible this new management of economies: the new
economics:

—Lord Keynes’ spectacular rescue (via the General Theory of Employment,
Interest, and Money in 1936) of economics from the wilderness of classical
equilibrium...

—Alvin Hansen’s Americanization of Keynes...

—Simon Kuznets’ seminal work on the concepts of national income and gross
national product...

—Paul Samuelson’s ‘neoclassical synthesis’ which ranges the contributions
of the classical economist side-by-side with those of Keynes in balanced policy
for full employment and efficient resource allocation.

—The contributions of a new generation of computer-oriented economists...
(Ibid., p. 4)

W.Heller indicates here the triple entrenchment of the ‘new economies’; in Keynes’s
thought, in the American tradition and in the ‘modernity’ of the 1950s and 1960s. He thus
issues a declaration of faith, characteristic of the mid-1960s: ‘But we do agree that the
economy cannot regulate itself. We now take for granted that the government must step in
to provide the essential stability at high levels of employment and growth that the market
mechanism, left alone, cannot deliver’ (ibid., p. 9). But this agreement was not general.
Persistent supporters of laissez-faire, such as F.A.Hayek and A.F. Burns, who was the
chairman of President Eisenhower’s Council of Economic Advisers and who directed the
National Bureau of Economic Research from 1957 to 1967, M.Friedman, who published
Capitalism and Freedom in 1962, and Jacques Rueff in France, all affirmed their radically
opposed positions.

Nevertheless, the 1950s and 1960s constitute the golden age of economic policies. With
or without reference to Keynes, more or less interventionist,based on the structural
transformations or more centred on the subtle management of economic fluctuations, it is
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indisputable that these policies had Keynesian components. The strategic variables were
the aggregate quantities; the stress was on demand and its components (investment,
consumption, government spending), with intervention on public investment and the
determinants of private investment, income distribution (in particular through budgeting
and redistribution) and public finance.

This was the time of certainty. The economists knew, thanks to an increasingly precise
knowledge of reality, how to play on a more and more varied range of instruments in
order to allow governments to achieve diverse objectives, while ensuring balanced
growth. At least, this is what many of them firmly believed!

The implementation of national accounts

Essential instruments for the knowledge of economic reality, the national accounts were
put in place in the immediate postwar period. Without referring to the precursors of past
centuries, their conception and elaboration were prepared by the inter-war efforts to
measure production and income by the statistical services of many countries: in particular
Canada, Denmark, the United States, Germany, Japan, New Zealand and Turkey. They
were also prepared by the pioneering works of economists such as S.Kuznets (1934,
1938, 1941), C.Clark (1937, 1938 with Crawford, 1939), and also R.Frisch, M.Kalecki,
E.Lindahl, E.Varga, C.Colson, A.Sauvy and many others.

It was in Great Britain, in connection with the war effort, that the decisive initiative
was taken, with the support of Keynes and the assistance of the government. A first white
paper, published by the British Treasury in 1941,2% includes both a series of estimates by
the Treasury staff and another, developed by academic economists including R.Stone and
J.E.Meade, which was based on three accounts: national income, household income and
expenditure, and the sources and uses of saving. From this point on, the British national
accounts were developed, serving as a model for all English-speaking countries.
Simultaneously, on the basis of previous work,2” new paths were cleared: in Holland
under the influence of Tinbergen, and in France under L.A.Vincent and C.Gruson.28
Efforts to bring these different systems closer together were conducted in the context of
the League of Nations, and then the United Nations, and also at the Organisation for
European Economic Cooperation. They resulted, under the influence of R.Stone,
O.Aukrust and J.Marczewski, in a simplified system of accounts, subsequently
standardized according to, first, the OEEC,%° and then, under R.Stone’s supervision, the
United Nations®® normalized accounts system. In the postwar period, each country
adopted a national accounts system. And very quickly, other improvements were seen,
such as the integration of input-output tables, of which W.Leontief had been the untiring
inventor, craftsman and promoter since the 1930s (1936, 1941).

Between the national accounts measuring the main annual global fluctuations and
Keynesian macroeconomic analysis describing the relations and interactions between the
principal aggregates of a national economic system, there was clearly reciprocal support
and enrichment. Keynesian analysis offered a conceptual framework for the design,
construction and use of national accounts. And these in turn provided the statistical data
necessary for measuring or estimating the principal Keynesian aggregates, relations and
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functions: the investment multiplier, the marginal propensity to consume, the link
between production and employment. During the entire postwar period, there was mutual
stimulation of, and interaction between, the improvements in national accounting,
progress in macroeconomic analysis and advances in econometrics. The whole
culminated in the construction of national econometric models which permitted the
analysis of the economic situation, carrying out simulations and projections, and thus the
enlightenment of economic policy and planning. These models, often described as
Keynesian, fall into the general category of Keynesian macroeconomics, but have
increasingly integrated the results of work conducted in the context of the neoclassical
synthesis.

Hydraulic Keynesianism

Simultaneously, there circulated a simplified form of Keynesianism reduced to a
mechanics of aggregate quantities or to hydraulics of flows and devoid of the essence of
Keynes’s thought: time, non-probabilistic uncertainty, anticipations and the inclusion of
monetary phenomena as essential to production and, more largely, to economic activity
and dynamics. As well as in countless textbooks and popularizations, this is well
illustrated (see Figure 3.1) in P.Samuelson’s textbook, Economics, first published in
1948, whose numerous subsequent editions have turned it into the greatest best-seller in
the history of economics.

At the same time, A.W.Phillips, an engineer by training, devised a system of pipes and
tanks (see Figure 3.2) which was meant to put in concrete form the relations between
macroeconomic stocks, flows and price levels (Phillips 1950, p. 285).
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Figure 3.1 Dynamic investment pumps national income up and down

The construction remained a curiosity, but a related curve, ten years later, made him
famous.

The transformations discussed in this chapter profoundly affected the postwar
landscape of economic thought. Fitting in, one way or another, with the continuation of
Keynes’s work or views, they legitimately illustrated those features of the Keynesian
revolution most accessible to the general public. They benefited from an exceptional
conjunction of circumstances, political choices and the theoretical work of a bevy of
economists, by no means confined to Keynes’s intimates and disciples.
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Figure 3.2 Stocks, flows and price levels

So, if it undoubtedly deserves to be called Keynesian, the revolution which took place
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crystallized several shifts in thought which were in gestation during the 1930s and
1940s—which contributed to its success, but also added to its ambiguity.

1.
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4
Axiomatization, formalization, mathematicization

One scientific revolution in fact concealed another. While Keynes was preparing and
publishing The General Theory, a radical change was beginning, the full effect of which
would not be felt until much later: the mathematicization of the discipline. The use of
mathematics in the area of economic thought was well established: in the seventeenth
century, William Petty, Charles Davenant, Gregory King and others in England created
what they called ‘political arithmetick’,! and made the first inroads in the area of national
accounting. King is considered to be the author of the first quantitative estimation of a
demand function. In 1738, mathematician Daniel Bernoulli formulated the hypothesis of
the individual’s diminishing marginal utility of wealth, illustrating it in a diagram
showing, on the abscissa, gains in wealth and, on the ordinate, corresponding utilities.2

It was a philosopher, Augustin Cournot, who in 1838 published the first important
work in mathematical economics, Researches into the Mathematical Principles of the
Theory of Wealth.2 This book, which first went unnoticed, is today recognized as an
important step towards the formalization of economic theory. This evolution took off
with the marginalist revolution, in particular under the impulse of the founder of general
equilibrium theory, Léon Walras, who declared at the beginning of his Elements of Pure
Economics: ‘If the pure theory of economics or the theory of exchange and value in
exchange, that is, the theory of social wealth considered by itself, is a physico-
mathematical science like mechanics or hydrodynamics, then economists should not be
afraid to use the methods and language of mathematics’.# Jevons, for his part, declared of
the new science which he aimed to found that it ‘must be a mathematical science in
matter if not in language.... The theory of economy, thus treated, presents a close
analogy to the science of statical mechanics’.®

In spite of the enthusiasm of the architects of the marginalist revolution for
mathematical economics, the discipline remained largely literary until the Second World
War. Walras, who went into exile in Switzerland, was ignored in France and elsewhere.
Marshall, who codified the new science in England, warned against the proliferation of
mathematical formulation, which he confined to an appendix.® He preferred the analogy
with biology rather than physics. It was in the 1930s that economists, principally
European, and often with backgrounds in mathematics, physics or engineering,’ prepared
the transformation of the discipline.

The birth and development of econometrics®

It was under a certain amount of isolation that the founding fathers of econometrics
worked at the beginning of the century, as much in the United States as in Europe. The
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word itself was not yet then in use, although it was to be found as early as 1910 under the
signature of Pawel Ciompa.® The economist Henry L.Moore was one of the first
systematically to use statistics to test economic relations empirically, for example the
theory linking wages to marginal productivity of labour, and even the hypotheses linking
business cycles to climatic variations, themselves linked to the movements of the planet
Venus.10 At the same time, several other economists, some of them forgotten nowadays,
sought ways to formulate economic hypotheses in the form of mathematical models, to
gather enough data and to estimate the models’ parameters so as to evaluate the influence
of independent variables.

Better known economists, such as Irving Fisher and Wesley Clair Mitchell, also had an
interest in mathematical economics and the use of statistics. As early as 1912, Fisher,
Mitchell and Moore had attempted without success to set up a society devoted to the
promotion of research in mathematical and quantitative economics. In 1917, the Harvard
Committee for Economic Research was created. This organization founded in 1919 the
Review of Economic Statistics, whose name was changed in 1948 to the Review of
Economics and Statistics. In 1920, Mitchell and other economists who, like himself, were
linked with the institutionalist current, set up the National Bureau of Economic Research
which would become one of the principal institutions devoted to empirical research in the
United States. According to the first article of a resolution adopted on 25 October 1926
and revised on 6 February 1933, the aim of the National Bureau of Economic Research
was ‘to ascertain and to present to the public important economic facts and their
interpretation in a scientific and impartial manner’. Mitchell was director of research of
the Bureau from its foundation until 1945, when he was succeeded by his collaborator,
Arthur Burns.

It was an economist of European origin, Ragnar Frisch, first recipient of the Nobel
Memorial Prize in Economics,> who played a determining role in the birth and
organization of the new discipline he named ‘econometrics’. Having already published,
in Europe, works in mathematical economics, in particular on consumer theory, Frisch
arrived in the United States in 1928. With Charles Roos he tried to persuade Irving Fisher
to set up a society devoted to the unification of economics, mathematics and statistics. A
foundational meeting of the Econometric Society was held in Cleveland on 29 December
1930. Chaired by Joseph Schumpeter, it brought together 12 Americans and four
Europeans, who elected Irving Fisher as their first president. The first article of the
constitution then adopted stipulates that: ‘The Econometric Society is an international
society for the advancement of eco-nomic theory in its relation to statistics and
mathematics.... Its main object shall be to promote studies that aim at a unification of the
theoretical-quantitative and the empirical-quantitative approach to economic problems
and that are penetrated by constructive and rigorous thinking similar to that which has
come to dominate in the natural sciences.’3 The first meeting of the new association was
held in Lausanne the following year. In January 1933, there appeared the first issue of
Econometrica, the Society’s journal, with an editorial written by Ragnar Frisch, who
would remain editor until 1954, and an introductory article by Joseph Schumpeter,
discussing the origins of mathematical economics.!* Here is how Frisch defines
econometrics:
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Thus, econometrics is by no means the same as economic statistics. Nor is it
identical with what we call general economic theory, although a considerable
portion of this theory has a definitely quantitative character. Nor should
econometrics be taken as synonymous with the application of mathematics to
economics. Experience has shown that each of these three view-points, that of
statistics, economic theory, and mathematics, is a necessary, but not by itself a
sufficient, condition for a real understanding of the quantitative relations in
modern economic life. It is the unification of all three that is powerful. And it is
this unification that constitutes econometrics. (‘Editorial’, Econometrica, vol. 1,
1933, p. 2)

So it is the union of economic theory, mathematics and statistics which defines
econometrics according to Frisch and the discipline’s founders. Thus they were as much
opposed to pure theoretical speculation as to the empirical inductivism which, in their
view, characterized the works of institutionalist economists and, in particular, the
founders and central figures of the National Bureau of Economic Research. Indeed, very
sharp conflicts subsequently developed between econometricians and those espousing the
research methods of the National Bureau of Economic Research. Through one of those
strange coincidences of history, Gunnar Myrdal, who joined the institutionalist camp, was
among the guests of Irving Fisher at a Sunday luncheon when they discussed the creation
of the Econometric Society, conceived, among other things, as a strike against
institutionalism, then very powerful in the United States.!®

The year of the founding of Econometrica was also that of the publication of an
important paper in which Frisch created the term ‘macrodynamics’ (Frisch 1933). Relying
on a study published in Russian, in 1927, by the Conjuncture Institute of Moscow, under
the signature of Eugen Slutzky,'® Frisch constructed a mathematical model of the trade
cycle, in which oscillations are caused by exogenous shocks. Also in 1933, Kalecki
presented to the Econometric Society his model of the business cycle, the Polish version
of which was published in the same year, shortened versions in French and English
coming out in 1935. In Econometrica, in 1935, Tinbergen published an important survey
on quantitative business cycle theory, in which he opposed the open and non-
mathematical models of Keynes and Hayek to the closed and mathematical models
developed by Frisch, Kalecki and himself. Tinbergen, joint Nobel laureate with Frisch,
also played a major role in the progress of econometrics. In 1936, the very year Keynes’s
General Theory was released, he published the first global macroeconomic model of a
national economy, that of his own country, the Netherlands.

At the behest of the League of Nations, Tinbergen then devoted himself to the
empirical verification of business cycle theory, which resulted in the publication of a
major work in two volumes (1939), the second of which contained the first
macroeconomic model of the American economy. These two volumes were criticized by
Keynesl7 and Friedman.'® Keynes’s critique is far better known than Friedman’s, but it is
interesting to note that they developed some similar themes. Both express much
scepticism regarding the possibility of constructing mathematical models of business
cycles and, in particular, of making precise macroeconomic predictions. Nonetheless, the
scepticism shown by Keynes regarding the practice of econometrics did not prevent him
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from being part of Econometrica’s editorial committee and from sitting on the Council of
the Econometric Society, of which he would be elected president in 1944. Furthermore,
he encouraged the creation of a department of applied economics at Cambridge of which
he was the first director. Stone succeeded him in this position and turned the department
of applied economics into one of the principal centres of econometric research in postwar
Britain.1®

In the United States, it was a private institution, closely linked to the Econometric
Society, that became the principal promoter of econometric research: the Cowles
Commission for Research in Economics, founded in 1932 in Colorado Springs by Alfred
Cowles.20 The foundation of the commission followed a budget offer of $12,000 a year,
proposed by Cowles to Fisher in his capacity as president of the Econometric Society, for
the setting up of a research centre in econometrics. Initially met with suspicion, the offer
was finally accepted. The Cowles Commission was established with the Econometric
Society retaining the power to nominate its consultative council. The agreement also
provided that Cowles, who became treasurer-secretary of the Society in 1937, would
financially support the establishment of the journal, Econometrica. The statutes of the
Commission stipulate that ‘The particular purpose and business for which said
corporation is formed is to educate and benefit its members and mankind, and to advance
the scientific study and development...of economic theory in its relation to mathematics
and statistics.”?! The dynamism of Cowles, first director of the Commission bearing his
name,?2 led him to attract to Commission activities, in particular to its summer
conferences, such names as R.G.D.Allen, Fisher, Frisch, Hotelling, Marschak, Karl
Menger,2® Schumpeter, Abraham Wald and T. Yntema.?* The Commission quickly
began to publish its famous monographs, which, for 20 years bore as an epigraph Lord
Kelvin’s words, *‘Science is measurement’. In 1939, the Commission moved to
Chicago,2® where, until 1955, it would be affiliated with the University of Chicago,
before settling at Yale and changing its name to the Cowles Foundation.

In 1942, Cowles persuaded Jacob Marschak to take over as director of the
Commission. Gifted in drawing other theorists to work together, Marschak, who directed
the Commission until 1948, attracted, among others, Kenneth Arrow, Trygve Haavelmo,
George Katona, Lawrence Klein, Tjalling Koopmans, Oskar Lange, Don Patinkin and
Herbert Simon.2” Haavelmo, who had participated with Marschak in an econometric
seminar in 1941 in New York, had started to circulate there a dissertation which
advocated the use of a probability approach in economics, against the opinion of many
economists, including Frisch. Haavelmo considered that probability theory was the basis
of the statistical analysis which formed the methodological content of econometrics. The
variables economics deals with are of a stochastic nature. Marschak and the other
members of the Commission were quickly convinced of the richness and accuracy of the
approach of Haavelmo, whose text was finally published in 1944. Some go so far as to
characterize this development as a ‘probabilistic revolution’.28

Also coming from physics, Marschak’s successor as director of the Commission,
Tjalling Koopmans, was one of the principal improvers and promoters of the new
techniques. Among other things, he was editor of some of the famous books published by
the Commission at the beginning of the 1950s (Koopmans 1950, 1951). A theorist, but
also an administrator and publicist, he responded more severely than Tinbergen to



Economic Thought Since Keynes 62

Keynes (Koopmans 1941), before going on to cross swords, at the end of the 1940s, with
the practitioners of what he called ‘measurement without theory’ at the National Bureau
of Economic Research.2? Marschak, moreover, had himself written, with Oskar Lange, a
response to Keynes, which the latter did not accept for the Economic Journal.°
Haavelmo joined the fray in 1943, and one may consider his 1944 text as, among other
things, a reply to Keynes’s objections to econometrics. The postwar period saw the birth
and development of large macroeconomic models, of which Klein was the first architect.
We will discuss this in the next chapter.

Games and war

One of the most famous mathematicians of our century, John von Neumann, played an
essential role, as much in the construction of the theory of games, which eventually grew
to play a major role in economic theory, as in the development of mathematical
instruments central to the improvement of general equilibrium theory. In 1928, he
demonstrated the minimax theorem, according to which any two-person zero-sum game,
such as chess, with a finite number of strategies for each player, has a determinate
solution. There is a rational strategy which grants a player the maximal advantage,
whatever his opponent’s choice of strategy. However, von Neumann did not invent game
theory. In 1913, Zermelo had formulated a theorem which showed the game of chess to
be strictly determined.3! Zermelo’s theorem was limited to a situation of perfect
knowledge. The mathematician E.Borel developed some elements of the minimax before
von Neumann.32

But it was von Neumann who perceived the richness of this approach. Once game
theory is considered as applying to any situation in which the choices of agents affect
each other, one notices that this can apply not only to chess and cards, but to politics,
war, diplomacy and economics. And in a perspective, such as the neoclassical one, which
sees the functioning of the economy as the result of the interaction between rational
agents, game theory appears as a potentially fruitful tool. In any case, this was the
conviction of von Neumann, as well as that of the economist Oskar Morgenstern, who
criticized economists for using primitive mathematical techniques. In a book published in
1928, based on his doctoral thesis and devoted to economic prediction, Morgenstern
himself had implicitly suggested the application of game theory to social behaviour. The
two men began to collaborate in 1939, at Princeton. This collaboration resulted in a major
book, Theory of Games and Economic Behavior, published in 1944, the same year as
Haavelmo’s The Probability Approach in Econometrics. Besides the development of
game theory, it is a very rigorous axiomatization of economic theory that von Neumann
and Morgenstern’s book offers, with the aim of finding ‘the mathematically complete
principles which define “rational behavior” for the participants in a social economy, and
to derive from them the general characteristics of that behavior’ (von Neumann and
Morgenstern [1944] 1953, p. 31). However, it was not economic theory but rather war
which constituted game theory’s first field of application and driving developmental
force.

Moreover, several of those who contributed to the development of mathematical
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economics found themselves closely linked on the occasion of war.33 As early as 1937,
von Neumann himself had started to work for the American government on military
issues. Present at Los Alamos, in the context of the development of the atomic bomb,3*
he had become, at the time of his premature death in 1957, one of the most important
scientists in the United States. During the Second World War, the Research and Analysis
Branch of the Office of Strategic Services (OSS), forerunner of the Central Intelligence
Agency, was one of the privileged places of contact between men from diverse academic
backgrounds. This agency was itself constituted on the model of analogous groups set up
in Great Britain in the mid-1930s with the aim of using scientific and technological
progress to reinforce the country’s military capability: the Statistics Branch, run by
F.A.Lindemann, later Lord Cherwell, employed, among others, Roy Harrod® and
G.L.S.Shackle. As for the OSS, among the 50 or so economists it recruited, one might
have found Moses Abramowitz, Sidney Alexander, Paul Baran, Abram Bergson, Carl
Kaysen, Charles Kindleberger, Walt Rostow, William Salant and Paul Sweezy.36 Another
body closely linked to military research, in particular to air battles, the Statistical
Research Group at Columbia, was run by Allen Wallis and Harold Hotelling, who
recruited, among others, Milton Friedman, John Savage, George Stigler and Abraham
Wald. At the end of the war, the Rand (Research and Development) Corporation was set
up, a private research institution whose sole client in the beginning was the US Air Force.
Armen Alchian was the first economist recruited by this institution, which ultimately
supported, either directly or indirectly, the research of a great number of well known
economists.

Systems analysis, activity analysis, game theory, operations research, linear
programming: such were the research techniques, equally applicable to economic and to
military activity, which stemmed from the activities of these institutions. Developed by
Russian émigré, Wassily Leontief, input-output theory was also a powerful instrument
developed and used in this context. At the same time, similar techniques were developed
in the USSR by economists, such as Kantorovich and Novozilov, working for military
production. In their textbook on linear programming, presented as ‘one of the most
important postwar developments in economic theory’, Dorfman, Samuelson and Solow
wrote that its creation was the fruit of ‘the joint efforts of mathematicians, business and
defense administrators, statisticians, and economists’ (Samuelson 1958 with Dorfman
and Solow, p. vii). This textbook, incidentally, was produced by the Rand Corporation.
The first book devoted to the presentation of linear programming techniques, Activity
Analysis of Production and Allocation (Koopmans 1951), was the fruit of a joint effort of
the Rand Corporation and the Cowles Commission.

General equilibrium

These developments had an effect in return on pure economic theory, in particular on the
theory of general equilibrium. It was the French economist Walras who suggested the
classical formulation of what became the central nucleus of not only contemporary
microeconomics, but also macroeconomics in its most recent developments. The model
of general equilibrium aims at answering a question which has haunted economic thought
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at least since Smith’s parable of the invisible hand: how can an order be born from the
interactions within a multitude of agents, taking independent decisions, each agent being
motivated by his own interest? The market system’s efficiency, viability and optimality
are at stake. The development is based on the hypothesis that society is composed of
rational agents, that is to say consumers who maximize their utility and producers who
act so as to maximize their profits. From Walras to the most recent formulations, it is here
that the foundation of the neoclassical research programme lies. It is also, as we have
seen, a basic element of game theory, so that it is not surprising that the two theoretical
issues join in the postwar period.

It is a matter of determining the equilibrium prices and quantities of all commaodities,
given the agents’ endowments and preferences, assuming furthermore that prices
fluctuate in such a way as to balance supply and demand for each good, in a context of
perfect competition where prices are given for each agent. The term ‘general
equilibrium’, as opposed to the analysis in terms of partial equilibrium developed by
Marshall, refers to the fact that it is considered that supply and demand for each good
depends, not only on this good’s price, but on all the other prices. Walras merely counted
the number of equations and unknowns to assert, without proof, the existence of a general
equilibrium. To simplify, one can say that the history of the general equilibrium theory
since that date has consisted of trying to prove the existence of a general equilibrium, in
which all prices are positive and, if possible, unique and stable.37

Following the efforts of G.Cassell,®® H.Neisser,3® K.Schlesinger,"® H.von
Stackelberg*! and F.Zeuthen,*? it was the mathematician Abraham Wald who gave, in
two articles published in 1935 and 1936, the first solution to the problem of the
existence of a general equilibrium. His articles, mathematically very complex, went
unnoticed. In 1932, John von Neumann, in a seminar at Princeton University, presented a
model of economic growth (which was published in German in 1937 and in English in
1945-6 as ‘A Model of General Economic Equilibrium”). This text contained a
mathematical instrument that would serve to give the theory of general equilibrium its
modern formulation. It is the fixed point theorem, itself linked to the minimax concept,
and falling within the mathematical field of algebraic topology, which was proved in
1911 by the mathematician Brouwer and used in the field of physics, among others.
Extended in 1941 by the mathematician S. Kakutani,** it serves as a basis as much for the
improvement of game theory as for that of the theory of general equilibrium. In the first
case, we are referring to the contribution of mathematician John Nash, in which, in a
short note published in 1950,%° he proves the existence of an equilibrium in the case of a
game said to be ‘non-cooperative’, that is to say a game in which there is no
communication or contracting among the players. Nash’s non-cooperative equilibrium, in
which each of the participants adopts the best strategy possible given the strategies of all
the other participants, is one of the concepts most commonly found in contemporary
economic literature.

Going beyond geometry and the differential and integral calculus, mainly used until
then in mathematical economics, it was by drawing on topology and particularly the
theory of convex sets that, more or less at the same time, Arrow and Debreu (1954) and

McKenzie46 proved the existence of a general equilibrium from a limited number of
hypotheses relating to the rationality of consumers’ and firms’ behaviour. Debreu
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developed this study in a short monograph published by the Cowles Commission in 1959,
meant to present ‘an axiomatic analysis of economic equilibrium’, according to the
criteria of formalist rigour achieved in von Neumann and Morgenstern (1944). In
comparison with Wald’s model, beyond the reduction of the number of hypotheses
relative to technologies and preferences, one of the achievements consists in presenting
‘an integrated system of production and consumption which takes account of the circular
flow of income’ (Arrow and Debreu 1954, p. 266). Arrow and Debreu prove that ‘if
every individual has initially some positive quantity of every commodity available for
sale, then a competitive equilibrium will exist’ (ibid.): this is what they call the theorem
of the existence of a competitive equilibrium. They consider that ‘Descriptively, the view
that the competitive model is a reasonably accurate description of reality, at least for
certain purposes, presupposes that the equations describing the model are consistent with
each other’ (ibid.). However, neither stability nor uniqueness of this equilibrium are
proved.

This model has important implications concerning ‘the problems of normative or
welfare economies’ (ibid., p. 265). Independent of each other, Arrow (1951 ‘An
Extension’) and Debreu (1952) had already established the equivalence of general
equilibrium and Pareto optimum. Thus the parable of the invisible hand received a
rigorous mathematical proof, demonstrating the efficiency and optimality of competitive
equilibrium. For the authors of this argument, there is no follow-up of a demonstration of
the free market over planning: ‘Foes of state intervention read in those two theorems
[establishing the equivalence between competitive equilibrium and Pareto optimum] a
mathematical demonstration of the unqualified superiority of market economies, while
advocates of state intervention welcome the same theorems because the explicitness of
their assumptions emphasizes discrepancies between the theoretic model and the
economies that they observe’ (Debreu [1986] 1987, p. 402). In fact, following Pareto and
Barone, the demonstration that perfectly informed planning can also lead an economy to
the optimum was also perfected.

Not only partisans of state intervention and those who reject the neoclassical approach,
but more generally those economists distrustful of sophisticated mathematical
instruments, have, on numerous occasions, criticized the lack of realism of the
hypotheses essential to the construction of these models.*” This distrust, of course, did
not prevent the proliferation of a very rich literature, relying on Kakutani’s theorem,
among other things, to improve, develop and render more complex Walras’s model of
general equilibrium.#® But the first to draw attention to the models’ limits and to warn
against drawing conclusions from them were the architects of these sophisticated
constructions themselves. Debreu stressed the fact that the demonstration of the
uniqueness and stability of the general equilibrium requires hypotheses that are far too
restrictive.*® In an important textbook on the theory of general equilibrium, more
accessible to the average reader than the founder’s works, Arrow and Hahn draw
attention to the unrealistic nature of a theory which excludes, among other things, money
and uncertainty, fundamental features of the contemporary economy: ‘in a world with a
past as well as a future in which contracts are made in terms of money, no equilibrium
may exist’” (Arrow and Hahn 1971, p. 361). There is, indeed, no money in Arrow-
Debreu’s model of general equilibrium, where all the transactions take place at the
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beginning of a given time interval. Neither is there asymmetrical information. It is
difficult to integrate both the government and monopoly in the model. Hahn and several
others have worked at enriching the theory of general equilibrium by trying to integrate
into it some of these elements, as well as trying to make it dynamic.

Triumph and limits of mathematics

Econometrics constitutes a field of specialization in economics; and whilst, most of the
time, academic programmes require attendance at classes in econometrics, one can be an
economist without being an econometrician. Similarly, neither are all academic
economists required to master the topological subtleties of modern general equilibrium
theory. But today no student of economics can escape mathematicization. The
professional economist can neither understand his colleagues nor read the academic
journals without a minimal stock of mathematical knowledge.

This development also started in the 1930s, with the reformulation in mathematical
language of all the sectors of the economic science. The theory of international trade, for
example, lent itself to mathematical formulation, and business cycle theory, beginning in
the early 1930s, became increasingly the object of mathematical treatment. At the same
time, consumption theory and the theory of value were the object of formalizations, for
example by Frisch, as early as 1928. Then, after the publication of The General Theory, it
was Keynesian macroeconomics which was to be increasingly recast in a mathematical
mould, in spite of the author’s warnings against ‘recent “mathematical” economics...
which allow the author to lose sight of the complexities and interdependencies of the real
world in a maze of pretentious and unhelpful symbols’ (Keynes, GT, p. 298).

Three authors, in particular, played a key role in this mathematical reformulation of the
different domains of economic theory, which was to be integrated into textbooks. In
Great Britain, John Hicks initiated the English-speaking world into the approach of
Walras, whose founding work, Eléments d’économie politique pure was translated into
English only in 1954. More generally, in various articles published in the 1930s, in
particular the reformulation of the theory of value written with R.G.D.Allen (1934), but
especially in his Value and Capital (1939), Hicks developed a great number of the
analytical instruments which nowadays have become an integral part of orthodox
economic theory, to such an extent indeed that their origin is no longer seen very clearly
in Hicks—even more so given that their author gradually moved away from both the
neoclassical tradition and mathematical economics.

Such is not the case of the economist Maurice Allais, who today remains convinced of
the fecundity of the path which he opened in 1943, with the monumental book, A la
recherche d’une discipline économique, which he wrote in relative isolation, with only
Walras, Pareto and mathematics at his disposal. A physicist and an engineer, as much as
an economist, Allais tried to reconstruct the entire science of economics on a basis
similar to that of physics. His work, in which he demonstrated among others a theorem of
equivalence analogous to Arrow and Debreu’s demonstration of the equivalence between
competitive equilibrium and Pareto optimum, was long to remain unknown.

The American economist Paul Samuelson was more favoured. He published in
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English, in the United States, and he invaded all the journals with articles mathematically
reformulating almost all of the economic knowledge of the time. He wrote mainly in
1937 a doctoral thesis submitted in 1941, in which he tried to prove the existence in all
fields of economic research of meaningful theorems, issuing for the most part from the
hypothesis that ‘the conditions of equilibrium are equivalent to the maximization
(minimization) of some magnitude’ (Samuelson 1947, p. 5). This thesis appeared in print
in 1947 under the title Foundations of Economic Analysis; the war and the mathematical
character of the manuscript contributing to the delay in its publication. Yet it played a
significant role in the transformation of the discipline which would take place in the
postwar period. This transformation was characterized not only by the creation of new
mathematical economics journals (adding to Econometrica, Review of Economic Studies
and Review of Economics and Statistics), such as International Economic Review (1960),
Journal of Economic Theory (1969) and Journal of Mathematical Economics (1974), but
also by the fact that, in journals such as the American Economic Review, the pages
containing mathematical expressions went from less than 3 per cent of total pages in 1940
to 40 per cent in 1990 (Debreu 1991 AER, p. 1). Many think that economic science has
simply provided itself with new tools. In fact, these mathematical tools, which have
appeared en masse in economic theory and analysis, have changed the nature of this
discipline.

The neoclassical synthesis (see next Chapter), of which Hicks was one of the initial
architects, is probably the first indication of this change. Indeed, the neoclassical
synthesis is largely the reformulation in a context of common formalization, which
allowed the rapprochement of the Keynesian approach and that which Keynes himself
had chosen to fight. The mathematical formalization led to the erasure of non-
probabilistic uncertainty, a key element of Keynes’s critique of classical theory. Such an
exclusion permitted the restatement in terms of equilibrium of the principal elements of
Keynesian analysis. More generally, the invasion of economic science by technique and
mathematical language contributed to the fact that economics became more and more
difficult to define in terms of its object. Of course, the object of study of economists has
certainly changed since the birth of their discipline: wealth of the prince, then that of the
nation (mercantilism), circulation of the net product (physiocrats), production and
distribution of wealth (classical school), capitalist mode of production (Marx), real
exchange economy (marginalists), monetary exchange economy (Wicksell) and monetary
production economy (Keynes). These objects differ, but all concern the material
conditions of the reproduction of human society. Formalized economic science of the
postwar period took up more or less all of this inheritance, although it arguably
transformed it into more abstract terms, while adding market equilibrium and
optimization. Progressively, the object of formalized economic science broadened to
encompass all behaviour of any agent in the situation of evaluating, deciding and acting.

The most disparate processes and projects were about to develop within what would
continue to be called economic science. With the passage of time, it is possible to
perceive the formation of two galaxies, one with an axiomatic predominance (where the
diverse theoretical approaches are reconstructed, principally concerned with formal
logical coherence), the other (based on different theoretical approaches) mainly devoted
to the knowledge and interpretation of processes and observable phenomena. Consisting
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less and less in the uniqueness of the object studied, the unity of the whole from then on
would reside in the sharing of common tools and language, both elements being
increasingly mathematical.

Among the social sciences, economic science would subsequently distinguish itself by
the development of its formalized methods, creating new distances and differentiation
and provoking complex reactions of both fascination and repulsion. And all the more so
since followers of this new formalized economics were, sometimes without much
caution, about to apply their tools to fields traditionally dealt with by other disciplines:
the analysis of family and fertility (G.Becker), of political ballots and bureaucracy (A.
Downs) and criminality and judicial procedure (G.Tullock). R.Fogel went so far as to
claim to replace the old ‘traditional history’, with a new ‘scientific history’, cliometrics.
In a strong position because of practical successes (national accounting, economic policy,
and planning) and formal capabilities (which the works on general equilibrium
symbolize), economic science enjoys exceptional prestige. Its cohesion very largely
comes about through procedures of reciprocal recognition, in which international
associations, such as the Econometric Society and, more and more, the American
Economic Association, with its annual conference and its publications, play a major role.

The third important mutation of the period was the shift of the geographic pole of
economic science from Great Britain to the United States. This was where the most
dynamic community of economists was formed, benefiting from an exceptional system of
interrelations among worlds often separated in Europe: university, banking, business, and
foundations and research institutions (the Cowles Foundation, Brookings Institution,
National Science Foundation, National Bureau of Economic Research, among others).
With an amazing ability to set the theoretical tone—to such an extent that one may have
the feeling that there is a real management of the profession—the United States has
shown itself adept at both absorbing conventional talent from other countries’0 gnd
attracting dissidents, protesters and unconventional minds.
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5
A new orthodoxy: the neoclassical synthesis

The path towards a reconciliation of some of the contributions of The General Theory
with certain elements from the neoclassical tradition was left open by Keynes’s
ambiguities. John Hicks was one of the first to enter this arena, soon after the appearance
of The General Theory. Then numerous works contributed to the development of a
macroeconomics, within which the main economic relations put forward in Keynes’s
work were re-examined and reformulated. It was chiefly in this analytical context that a
revised version of what would still be called Keynesianism—running the risk of a
misunderstanding—would be taught to generations of students. In this context, the first
large macroeconometric models, allowing the simulation of the functioning and dynamics
of the principal industrialized economies, would be constructed, thanks to progress in the
system of economic accounts, econometrics and computer science.

Macroeconomics reconceived in terms of equilibrium

Hicks cannot be accused of misreading The General Theory; in his account of the book,
published in the June 1936 issue of The Economic Journal, he brought out the importance
of taking expectations and disequilibrium into account. He reminded his readers that the
discovery was not entirely new and that the Swedish economists, in particular Lindahl
and Myrdal, had preceded Keynes by several years on the subject. But he asserted: ‘From
the standpoint of pure theory, the use of the method of expectations is perhaps the most
revolutionary thing about this book’ (Hicks 1936, p. 240).

The following year, in his article, published in Econometrica, ‘Mr. Keynes and the
“Classics”: A Suggested Interpretation’, Hicks no longer spoke of expectations. His aim,
it is true, was different. First, it was to evaluate in what measure there is a real conflict
between Keynes’s theory and the classical theory, which he had explicitly attacked. In
order to do this, he reduced the two theories to three equations: one for the demand for
money M, the second for investment I, considered as demand for capital, and the third
taking investment as equal to saving S. Reformulated in this manner, the two theories
hardly conflict any more.l With both the classical economists and Keynes, the three
magnitudes are functions of either income, I, or interest rate, i, or both | and i. Hicks then
suggests, being concerned with mathematical elegance, to take | and i as variables in the
three equations, which gives:?

M=L{. i) IL=CW,i L=S{1i

This is then presented by Hicks as the nucleus of a ‘Generalized General Theory’. This he
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turned into a graphic presentation in a diagram (Figure 5.1) with i on the ordinate and |
on the abcissa, on which he drew (1) the IS curve: the locus of points where there is
equality of I, and S, for pairs (I, i), i representing here the ‘investment interest rate’ which
is very close, according to Hicks, to Wicksell’s natural rate; and (2) the LL curve: the
locus of points where there is equilibrium in the money market for pairs (1, i), i here
representing the ‘monetary interest rate’.

i i

Source: HICKS, J.R., ‘Mr. Keynes and the “Classics”: A Suggested
Interpretation’, Econometrica, vol. 5, 1937, p. 153.

Figure 5.1 The ancestor of the 1S-LM model, Hicks’s IS-LL diagram

The point of intersection of the two curves, P, is the equilibrium point of the economy,
since there is, at the same time, equilibrium in the money market, equality of investment
and saving, and equality of the ‘investment interest rate’ and of the ‘monetary interest
rate’. It thus permits one to know the (I, i) pair corresponding to equilibrium. Arriving at
this point, Hicks cannot help but remark: “When generalized in this way, Mr. Keynes’
theory begins to look very like Wicksell’s’ (ibid., p. 158).

Was Keynes seduced by the elegance of the argument? Or did he lack vigilance? The
fact is that he did not refute this interpretation, which remained nonetheless quite
incompatible with some of the main ideas of The General Theory, as we can see from his
letter to Hicks of 31 March 1937,3 about a preliminary version of Hicks’s text, which had
first been presented at a meeting of the Econometric Society in Oxford in September
1936. However, Keynes wrote to Hicks, concerning the concept of income appearing in
his equations: “The objection to this is that it overemphasises current income. In the case
of the inducement to invest, expected income for the period of the investment is the
relevant variable. This | have attempted to take account of in the definition of the
marginal efficiency of capital’ (JMK, X1V, p. 80). But, above all, he ended his letter by
announcing an article dealing with the fundamental differences between his theory of
interest and that of the Swedish, adding that he did not understand Hicks’s position on
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this subject. In a letter dated 11 April 1937 (JMK, XIV, p. 83), he wrote that, in this
article, he would have to accuse Hicks of being in the same camp as the Swedes. For
Keynes, both the Swedish theory of interest and the classical one, which are linked,
radically conflicted with his own monetary theory of interest, which he increasingly
regarded as his major contribution. However, the IS-LL model makes no distinction
between the classical and the Keynesian ideas of interest, which precisely leads to
consider both models as specific cases of a more general model, which could be
described as Hicksian.

It so happened that Hicks was then working on Value and Capital (1939),4 with the
aim of offering a global explanation of the functioning of modern economies. It was thus
natural for him to look for a common context for the classical theory and General Theory
macroeconomics relations. It remains true that his 1937 article would often be read as a
particularly concise, synthetic, reformulation of the Keynesian theory. Standing back, it is
clear that this is a particular reading, distinguished by its taking into consideration neither
uncertainty nor expectations in face of an unknown and unknowable future, and the
insertion of certain Keynesian functions, formalized in the context of an intellectual
framework entirely different from that of The General Theory, since the principal aim is
to define the conditions of equilibrium.

Besides Hicks, Harrod and Meade, at the September 1936 meeting of the Econometric
Society, also presented very similar readings of The General Theory, which were
published the following year in Econometrica and The Review of Economic Studies,
respectively. In fact, they lack only the geometrical presentation which constitutes the
originality and is certainly at the origin of Hicks’s version’s success. Hicks was also the
only one to present Keynesian and the classical frameworks as specific cases of a more
general model. Harrod compared a traditional theory of interest reduced to two equations
to Keynes’s theory translated into three equations, and wrote: ‘In my judgement Mr.
Keynes has not affected [sic] a revolution in fundamental economic theory but a re-
adjustment and a shift of emphasis’ (1937, p. 85).> Meade presented a model of the
Keynesian system in eight equations. Before the publication of The General Theory,
David Champernowne submitted to The Review of Economic Studies a paper whose aim
was to model the differ-ence between the classical and the Keynesian approaches, by
constructing a system which includes both.®

Numerous other authors, despite often dissimilar concerns and perspectives,
participated in this search for a systematized and simplified version of Keynes’s theory.
In 1937, in a review of The General Theory published by The Economic Record,
W.B.Reddaway developed, independently of Champernowne, Harrod, Hicks and Meade,
an analysis very similar to that which underlies the 1S-LL model.” The same year,
Nicholas Kaldor, who would later assert himself as one of the principal theorists of the
post-Keynesian current, was the first to apply the IS-LL diagram in a critique of the
article in which Pigou enunciates the existence of the effect that would subsequently bear
his name.8 In 1938, in an article based on the intuition that the traditional and the Keynes
theories are both specific cases of a more general theory, O.Lange, in turn, used a
diagram of the IS-LL type, as well as others suggestive of the forthcoming ‘45°
diagram’.® He was one of few authors to construct his model using the wage units
advocated by Keynes in The General Theory. Author of a review of The General Theory
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published in 1936, Abba Lerner soon became one the most passionate propagators of the
IS-LL geometry,10 thus playing an important part in the popularization of Keynesianism
in the United States.

In 1944, Franco Modigliani published, in Econometrica, an article, initiated in a
doctoral thesis written under the supervision of Marschak, which had an influence on the
formation of the neoclassical synthesis as important as that of Hicks’s article, published
in the same journal seven years earlier. Several years later, Modigliani recalled that one
of his principal research objectives was ‘integrating the main building blocks of the
General theory with the more traditional and established methodology of economics that
rests on the basic postulate of rational maximizing behavior on the part of economic
agents’ (Madigliani 1980, p. xi). In his article he presented the Keynesian system in such
a manner as to render possible its comparison with both a “basic classical’ system and a
‘generalized classical’ system, each being described through 12 equations, and in a form
which made their empirical verification easy. He used a diagram of the IS-LL type (pp.
58-9) and showed that the hypothesis of wage stickiness was essential to explain
underemployment equilibrium. He became interested in the problem of the dichotomy
between real and monetary sectors, a theme he would deal with again in another article in
which, in 1963, he made his own 1944 model more complex, describing the Keynesian
system through 14 equations.

Modigliani’s model had a significant influence on those building macroeconometric
models. Among them, L.Klein himself contributed to the development of the Keynesian
model, in, inter alia, a 1947 article in The Journal of Political Economy, and in his book
published the same year, entitled The Keynesian Revolution and stemming from his
doctoral thesis. In the former, translating them into equations, he compared the classical,
Keynesian and—unusual at the time—Marxist systems. In the fifth chapter of his book,
he gave a simplified version, in eight fundamental relations, of Keynes’s system and
analysed its interdependencies with the help of several diagrams, among which one of the
IS-LL type (p. 88). The year Klein’s book was released, the Foundations of Economic
Analysis was published, in which Samuelson also proposed a mathematical presentation
of The General Theory, along the same lines as Hicks, Lange and Meade.

The IS-LL diagram was to be the object of new developments and of a more systematic
presentation by A.Hansen, in particular in two significant books published in 1949
(especially Chapter 5) and in 1953 (Chapter 7) which played a determining role in the
popularization of this approach. The second, A Guide to Keynes, although written
essentially in mathematical terms, is at the same time very accessible and, as an
interpretation of The General Theory, ultimately imposed itself as a possible substitute
for reading Keynes’s book. Like his predecessors, Hansen attempted to reconcile Keynes
and his adversaries, such as Pigou, Robertson or the Swedes. He was certainly one of the
first to distinguish Keynes’s economic theory from Keynesian economic theory,
emphasizing, for example, the fact that ‘considering the Keynesian system as a whole
without concentrating too narrowly on certain passages in the General Theory there is
much more agreement between Robertson and Keynes than appears on the
surface’ (Hansen 1949, p. 81). In A Guide to Keynes, to obtain the IS curve, Hansen
combined Keynes’s investment demand function with the neoclassical loanable funds
theory. He obtained the LL curve by bringing together the supply of money with a family
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of money demand curves for different levels of wages: he thus constructed the curve of
the points where there is equality of supply and demand of money for (Y, i) pairs.
(Hansen chose the more usual symbol Y for income and | for investment.) He called this
curve LM, and it was henceforth the term 1S-LM which was used to describe the model
initially presented by Hicks. The 1S-LM model, progressively systematized,!? constituted
the principal framework for the teaching!® and development of Keynesian
macroeconomics in the 1950s and 1960s, in the version of the neoclassical synthesis,*
and in the construction of econometric models.

In the same way that, for microeconomics, the supply and demand curves illustrate the
analysis of prices and quantities equilibrium in markets, for macroeconomics, IS-LM
symbolizes global quantity equilibrium; more precisely, it permits one to determine the
income and interest levels for which equilibrium is achieved in both goods and money
markets. Whereas Keynes’s functions and analyses were intended to explain the
dysfunctions of economic systems, and particularly the persistence of underemployment,
the IS-LM diagram enables economists to find their favoured point of reference:
equilibrium.

Of course, it was criticized as being non-Keynesian, notably by Weintraub (1961),
Clower (1963) and Leijonhufvud (1968). Hicks himself expressed scepticism, as he
moved away, in the postwar period, from the new orthodoxy and became increasingly
critical in face of a mathematical economics which simplifies reality by ignoring time and
uncertainty. Thus, of the diagram he had created and which had already been used to
initiate innumerable students into Keynesian theory, he wrote that it ‘reduces the General
Theory to equilibrium economics; it is not really in time’ (1976, p. 141). In 1981, he
engaged in self-criticism in the Journal of Post Keynesian Economics, the organ of a
school of thought which continued to attack the debased Keynesianism symbolized by the
IS-LM model, underlining the fact that this model was far from containing all the
contributions provided by The General Theory. Nonetheless, for generations of students
and therefore of economists, there took place a clear association between IS-LM,
macroeconomics and Keynesianism.

At the same time as the IS-LM model, with its clearly distinct real and monetary
sectors, was adopted as the favoured analytic framework, there occurred a renewed
separation of works devoted to real equilibria and those dealing with monetary
phenomena. Despite their relative abundance, the latter contributed to the creation of
neither a set of hypotheses, a definite analytical approach, nor a dominant vision. After
debates on the question of the national debt, the Radcliffe Report (1959) in Great Britain
and the Report of the Budget and Credit Commission of the Committee for Economic
Development (1961) in the United States dealt mainly with institutions and instruments
of monetary policy.15 |n the theoretical field, several authors, including W.Baumol (1952
QJE), R.Kahn,® and J.Tobin (1955, 1958, 1961) integrated the theory of the demand for
money in an analysis enlarged to include assets of different types.

D.Patinkin’s works (1948, 1949, 1956), for their part, constitute an effort to integrate
monetary theory and ‘real’ theory. Moreover, from his first published text, Patinkin
proved to be very critical regarding what he called the classical dichotomy, found in the
models of the 1S-LM type, which he criticized for, inter alia, their absence of satisfactory
microeconomic foundations. Patinkin’s works were themselves the object of very
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divergent interpretations, his contribution appearing to some as directly linked to The
General Theory, to others as misrepresenting its central message, and to still others as the
accomplishment of the neoclassical synthesis. His 1956 book deals successively with the
microeconomic approach, particularly with the real balance effect, and the
macroeconomic approach, searching, in a Keynesian framework and with neoclassical
behavioural hypotheses, the conditions of money neutrality.l” The same year, Milton
Friedman published his modern restatement of the quantity theory of money (Friedman
1956).

The fact that the works devoted to real economic flows and their interrelations and
those devoted to monetary phenomena have, on the whole, been separated, with the
former being predominant relative to the latter, led to a paradox. While Keynes’s project,
with The General Theory, was to construct a monetary theory of production,
Keynesianism of the 1950s and 1960s appeared to neglect money; and it was in a
complex reaction simultaneously against Keynes, Keynesian economic policies and this
non-monetary Keynesianism that monetarism affirmed itself from the end of the 1960s
with the simple idea that ‘money matters’.1® Keynesianism must indeed have been a
distortion of Keynes if it had become possible to counter it with the radical critique that
money really mattered!

Reappraisal of the principal Keynesian functions

The Keynesian functions lent themselves to statistical testing, to critique and to new
developments in the 1940s and 1950s by economists mainly trained in the neoclassical
tradition. Whether it concerned the consumption function, the determinants of investment
or the unemployment-inflation trade-off, there was a profusion of research, publications,
debates and, at times, conflicts. Standing back, what emerges from it, beyond revisions
and additions, is a certain denaturation of the founding intuition or intention of Keynes.

This effect was particularly clear in the case of the consumption function. Keynes’s
position was not overly sophisticated: a stable relationship between consumption and
income, measured by the propensity to consume; the importance of this propensity for
determining the level of activity through the multiplier effect; a decrease of the
propensity to consume as income rises, which justifies a fiscal policy aiming at reducing
inequality. J.Duesenberry was among the first to try to test statistically, using time series,
the link between income and consumption; his observations did not confirm the
Keynesian hypothesis, either in the cycle or in the trend. He then suggested a modified
function, in which he included not only current available income, but also the highest
income obtained in the past (Duesenberry 1948). He took up this hypothesis, still for the
analysis of time series, in his 1949 book, and completed it, for the interpretation of results
dealing with family budgets in a given time period, with another, that the share of income
saved is a function, not of current income but of the relative family position in the scale
of incomes.

Modigliani went further in his revision of the Keynesian consumption function, as
much in his 1954 study, published with R.Brumberg, as in his 1963 article, written in
collaboration with A.Ando. In the 1954 study, Modigliani and Brumberg again started off
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from the theory of consumer’s choice and the individual consumption function. Their aim
was not only to explain the results observed in the surveys of family budgets, but also to
bridge the gap between this type of investigation and those dealing with time series in
such a way as to obtain a coherent explanation. They arrived at the idea that the
proportion of income saved was essentially independent of income, but explained by the
choices made at different phases of one’s life cycle. No hostility towards Keynes marked
their work; on the contrary, they wrote:

The results of our labor basically confirm the propositions put forward by
Keynes in The General Theory. At the same time, we take some satisfaction in
having been able to tie this aspect of his analysis into the mainstream of
economic theory....

We may, nonetheless, point out, as an example, that our new understanding of
the determinants of saving behavior casts some doubts on the effectiveness of a
policy of income redistribution for the purpose of reducing the average
propensity to save. (Modigliani 1954, pp. 430-31)

This quotation, combining tribute to Keynes with doubts and concern about how to
integrate his theory into the mainstream, are characteristic of the period. Ando and
Modigliani placed the life-cycle hypothesis at the heart of their 1963 article. Its point of
departure was the article published nine years earlier with Brumberg. Taking into account
three variables—the period’s current income, the total net worth transmitted from the
former period and the expected future annual average income—they derived individual
consumption functions which they aggregated according to age group, from which they
deducted the global consumption function. They thus carried on with their effort to bridge
the gap between the analysis of individual behaviour and the work done on aggregate
quantities. And they reached empirical results which, to them, appeared to corroborate
those of Duesenberry, Modigliani and Modigliani-Brumberg: if the Keynesian function is
modified, it is not fundamentally called into question.

Such was not the case with the book published by Milton Friedman in 1957. Straight
away, Keynes, The General Theory and the key role played in it by the consumption
function became targets. Friedman underlined the fact that several empirical analyses
invalidated the ideas put forward by Keynes on the determinants of consumption. He was
not satisfied by the studies mentioned above and went even further:

The doubts about the adequacy of the Keynesian consumption function raised
by the empirical evidence were reinforced by the theoretical controversy about
Keynes’s proposition that there is no automatic force in a monetary economy to
assure the existence of a full-employment equilibrium position. (Friedman 1957,

p. 5)

Starting again from the pure theory of consumption, putting forward the ‘permanent
income hypothesis’, supported by empirical research and statistical tests, he set up the
elements of a new theory of the consumption function. The latter breaks away from
Keynes’s theory less because of the permanent income hypothesis than by taking into
account, in the function itself, such elements as the interest rate, the wealth-income ratio
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and other factors likely to explain the choice by consumption units between current
consumption and the accumulation of assets. With this book, it is no longer a question of
verifying or improving Keynes’s contribution. We have now reached an era of calling it
into question.19

The works on the investment function did not result in such marked revision. Here one
notes principally the efforts of, on the one hand, E.Kuh,2 R. Eisner (1967) and
D.Jorgenson and C.Siebert (1968), to improve knowledge of firm behaviour and, on the
other, R.Eisner (1962, 1965), D.Jorgenson (1963), M.K.Evans?! and D.Jorgenson and
J.A.Stephenson (1967), to refine the aggregate investment function, particularly by taking
into consideration a more diversified range of explanatory variables: level or variation of
sales, rate of capacity utilization, price of investment goods, rate of output, level or
variation of profits and the tax structure. T.Haavelmo (1960) questioned the link between
investment and interest rate. J.Tobin, for his part, tried to explain investment patterns
through the relations between financial and real sectors of economy. His famous index,
“Tobin g’, the relationship between the market evaluation of an asset and its real cost of
replacement, determined the rate of investment (1968 AER, 1969).

The invention of the Phillips curve

The analysis of the wage rate-unemployment relationship constituted another major
question. In a sense, Keynes’s position was clear. All of The General Theory might
appear as the refutation of the explanation of unemployment through the high levels of
the wage rate, and as the demonstration that wage reduction would not reduce massive
unemployment. But Keynes’s position was not entirely unambiguous. He was well aware
of the fact that, as full employment drew near, the rise in wages, nominal or real, could
contribute to the increase of prices, to inflation.22 Of course, this was not the problem of
the 1930s. It became the problem of the 1940s and 1950s and a key question for those
who recommended or implemented the policies of full employment, as for those who
called them into question.

Very early, some of those close to Keynes, such as J.Robinson,? as well as other
authors, such as Fellner (1946), Patinkin (1948), Lerner (1951) and Friedman (1951),
were concerned about the subject. However, the debate was rather muted, because it was
difficult just after the war and about 20 years after the Great Depression, not to assert
one’s attachment to full employement. It was in December 1959 that P.Samuelson and
R.Solow set the cat among the pigeons. At the seventy-second annual meeting of the
American Economic Association, they presented their paper, ‘Analytical Aspects of Anti-
Inflation Policy’, published in the May 1960 issue of The American Economic Review, in
a section devoted to the question of the maintenance of a stable price level. After
formulating the problem of the best possible way to fight inflation and examining the
different existing positions—quantity theory of money, demand-pull inflation a la
Keynes, cost-push inflation—they put forward the Phillips diagram linking
unemployment and wages variation.

A year and a half earlier, Phillips had published, in Economica, an article on this
matter, based on statistics from the United Kingdom covering the 1861-1957 period
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(Phillips 1958). In it, he was attempting ‘to see whether statistical evidence supports the
hypothesis that the rate of change of money wage rates in the United Kingdom can be
explained by the level of unemployment and the rate of change of unemployment’ (p.
284). Several diagrams covering the 1861-1913 (Figure 5.2), 1913-48 and 1948-57
periods suggested the association of low increases of the money wage rate (as well as
decreases until 1932) with situations of high unemployment; and noticeable increases of
the money wage rate with situations of low unemployment.
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Source: PHILLIPS, A.W., “The Relation Between Unemployment and
the Rate of Change of Money Wage Rates in the United Kingdom,
1861-1957’, Economica, vol. 25, 1958, p. 285.

Figure 5.2 The Phillips curve

Thus Phillips was answering positively the question he had formulated at the beginning
of the article; he estimated at 5.5 per cent the unemployment rate likely to ensure the
stability of the wage rate. But he ended with a wise warning: ‘These conclusions are of
course tentative. There is need for much more detailed research into the relations between
unemployment, wage rates, prices and productivity” (p. 299).

After expounding the results arrived at by Phillips, Samuelson and Solow presented,
following his model, a diagram (Figure 5.3) concerning the United States for the 1900-45
and 1945-58 periods: the cloud of points is rather scattered and of little significance. Our
authors then started again from the curve established by Phillips, modifying it in a double
way: on the one hand,



Economic Thought Since Keynes 82

A2 .

28

24—

20 . .
516— :
£ . @ .
gm— ‘oo
3 . .
ze-, ©
3 [“ e
cab w99 '
2 . g '@ ™ - -

L ] * .ga L]
g o T o® * -
"4_ by [ ]
L ]
Bl
-12|- .

14 1 | 1 ] 1 | | | | 1 1 |
2 4 6 8 10 12 14 16 18 20 22 24

Unamployment rate (%)

Note: The circled points are for recent years.

Source: SAMUELSON, P.A. and SOLOW, R.M., ‘Analytical Aspects
of Anti-Inflation Policy’, American Economic Review, vol. 50, 1960,
Papers and Proceedings, p. 188.

Figure 5.3 Phillips scatter diagram for US

they replaced the variation of wage rate with the the annual rise in prices; on the other,
they modified the nature of the diagram, converted it into a ‘diagram showing the
differents levels of unemployment that would be “needed” for each degree of price level
change’ (1960, p. 192).

The diagram may thus be read in two different ways:

1. In order to have wages increase at no more than the 2% per cent per annum
characteristic of our productivity growth, the American economy would seem
on the basis of twentieth-century and postwar experience to have to undergo
something like 5 to 6 per cent of the civilian labor force’s being unemployed.
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That much unemployment would appear to be the cost of price stability in the
years immediately ahead.

2. In order to achieve the nonperfectionist’s goal of high enough output to
give us no more than 3 per cent unemployment, the price index might have to
rise by as much as 4 to 5 per cent per year. That much price rise would seem to
be the necessary cost of high employment and production in the years
immediately ahead. (Samuelson and Solow 1960, p. 192)

The modified Phillips curve, because it filled a gap in the IS-LM model, entered the
arsenal of 1960s Keynesian macroeconomics. Apart from Samuelson and Solow’s paper,
the article published the same year by R. Lipsey played an important role in the
popularization of the Phillips curve. Lipsey attempted, in particular, to give theoretical
microeconomic foundations to a relationship whose existence Phillips had merely
observed without really explaining it. It must be emphasized that here, as elsewhere,
entirely new ideas are very rare. As early as 1926, Irving Fisher published an article
entitled ‘A Statistical Relation between Unemployment and Price Changes’,24 \which
makes him an important precursor of Phillips.

Where Keynes asserted the choice, both ethical and political, of fighting massive
unemployment, and looked for a way of acting in this sense on the economic system, the
economists using Keynesianism as their authority introduced ‘Phillips relations’ in their
analyses and models, as instruments permitting us to choose between unemployment and
inflation, considered as two alternative ills, or to choose the least noxious inflation-
unemployment pair. It is not surprising that this vision, according to which the price to be
paid in inflation for the realization of full employment can be known, was criticized by
the supporters of a more radical interpretation of Keynes’s vision, such as Weintraub,?
and more generally by the economists of the post-Keynesian school of thought.?
Paradoxically, it was with the ‘expectations augmented’ Phillips curve that monetarists
and new classical economists attacked the Keynesianism of the neoclassical synthesis,
developing in particular the concept of the natural rate of unemployment. To Friedman,
who would first affirm that, in the long run, the Phillips curve is vertical, if not even of
positive slope, Lucas and his disciples retorted that it is positive even in the short run. The
true trademark of the Keynesians resistant to monetarism, and to the new classical
macroeconomics, was their persistent faith in a Phillips curve of negative slope.?’

The development of the large macroeconomic models

With the background of progress in econometrics, the mathematicization of economics
and controversies about how to treat data, especially between researchers associated with
the National Bureau of Economic Research and those of the Cowles Commission,28 the
macroeconomics of the neoclassical synthesis yielded a context where the revised,
corrected and completed Keynesian functions constituted the basic relations; the
development of national accounting and the statistical apparatus provided the material;
the computers, increasingly powerful, were the instruments.

It was, as we have also mentioned, L.Klein who played a major role in the development



Economic Thought Since Keynes 84

of the macroeconometric models. As early as 1947 (Econometrica), he understood the
importance of these models for economic policies. His first model, developed from 1946,
was estimated in 1953 (presented in a book published with Goldberger in 1955); it was
used as a prototype for the Wharton model, on which he worked with M.K.Evans. This
model, which in 1983 had 1600 equations, was, in 1953, based on 12 equations. Klein
also worked with D.B.Suits in relation with the University of Michigan Research Seminar
of Quantitative Economics on the Michigan Model, set up in 1950. At the same time,
further related efforts were associated with the Cowles Commission, as well as with the
Chase Econometrics Model, on which M.K.Evans worked, and the Data Resources Inc.
Model, led by O.Eckstein from Harvard and J. Duesenberry. Progressively, the
macroeconometric models left the administrative and academic worlds. They elicited the
increased interest of banks, financial organizations and big firms: constructing them and
making them work also became a new branch of activity.

The end of the 1950s ushered in the era of the great models. Thus the Brookings SSRC
(Social Science Research Council) Model was set up, beginning in 1959. It was
coordinated by L.Klein and J.Duesenberry. Numerous specialists participated:
D.Jorgenson and R.Eisner for the investment equations, S.Maisel and D.B.Suits for
consumption, E.Kuh for the distribution of income and employment, C.L.Schultze for
prices and wages, F.de Leeuw for the financial sector;2° the model, functioning with six
sectors and 100 equations, was progressively developed, to reach 32 sectors and more
than 350 equations. For the first time, it integrated an input-output trade table and sought
to take into account financial flows. Similarly, the MPS Model (MIT-Penn-Social
Science Research Council) was developed, beginning in 1962, with F.Modigliani from
MIT and A.Ando from the University of Pennsylvania participating.

In the 1960s, most of the large models referred to a structure of the I1S-LM type, with
equations estimated or inspired by other studies, in particular by the work of Modigliani-
Brumberg and Ando-Modigliani on consumption, Jorgensen on investment and de Leeuw
on the financial markets. They thus constituted the outcome in macroeconomics of the
neoclassical synthesis which indisputably prevailed in the community of economists of
this period. They became the essential instruments, not only for the definition and the
evaluation of economic policies, but more broadly for the knowledge of the economy and
of economic perspectives, which all sectors of activity henceforth needed.

The practice of econometrics gave rise to acrimonious debate in the 1970s and 1980s,
linked to the controversy between Keynesianism, monetarism and new classical
macroeconomics. Friedman criticized the Keynesian macroeconometric models for,
among other things, their size and their complexity, and he advocated the return to
simple, even naive models, of which, according to him, Keynes himself was a follower.
In his 1976 critique, Lucas, for his part, criticized traditional econometrics for not taking
into account the fact that the parameters of the models were changed by the economic
policies put forward to influence the evolution of such variables as the unemployment
rate.

Thus, in a certain manner, Keynesianism triumphed once more. But not Keynes, in any
case not the Keynes who was trying to break with classical tradition. In the increasingly
sophisticated and powerful equipment of computerized models, instruments and formal
relations were the sole survivors. This Keynesianism is usually labelled ‘the neoclassical
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synthesis’. Is this term not deceptive? Was there a synthesis between the strong elements
of classical theory and the significant contributions of Keynes? Certainly not. Rather,
there was a bringing closer, of a syncretic type, of elements—classical and Keynesian—
compatible or so rendered, and an insertion of these elements in formalized frameworks,
theoretical and econometric models.

However, what would henceforth be called neoclassical synthesis became the new
orthodoxy, which dominated economic thought for much of the postwar period.
Orthodoxy is defined in reference to a dogma considered to be a truth; we have presented
the content of this dogma. But it also exists as a structured social force. In the field which
concerns us, it first includes education: the textbooks exude this orthodoxy which
constitutes the content of teaching at all levels; the necessity for the students to conform
to the mould ensures the dogma’s durability. Journals are also a powerful medium of
orthodoxy propagation: more and more, the competence and reputation of an economist
is measured by the number of published articles, which become the basis for hiring,
promotion and obtaining research contracts and grants. In short, a powerful system is set
up which discourages dissent, according to a mechanism which was described by, among
others, Kuhn in his book on scientific revolutions.3°

Nonetheless, dissension still exists. Heterodoxies never die. We will notice this in the
following chapter, as we examine, in particular, the opposition to the neoclassical
synthesis led by post-Keynesians, who claim to be the true heirs to Keynes’s radicalism.
For its part, orthodoxy, like any orthodoxy, is itself in evolution. It formed and
consolidated in the 1940s and 1950s, to triumph in the 1960s under the label of ‘new
economics’.3l The new economic problems of the 1970s started to shake several
certainties. In addition to the questioning from the left, criticism of interventionism on the
right never ceased. It was found, for example, in the Mont-Pélerin Society organized by
Friedrich Hayek. In the 1960s, Milton Friedman established himself as the leader of the
opposition to Keynesianism. What he himself called the monetarist counter-revolution
aimed at no less than the reversal of the orthodoxy we have just described, in the same
way that Keynes had tried to overthrow what he called the classical orthodoxy.

Notes

1. In both, investment depends on interest rate (I,=C(i)); as for the demand for money,
M, it depends, for the classical theory, on income (M=k 1), and, for Keynes, on
income and the interest rate (M=L (I, i)); finally, for the classical theory, saving
depends on the interest rate and income (1, =S (1, i)) whilst, for Keynes, it depends
only on income (I,.= S (1)).

2. Ibid., p. 156.

. See above, Chapter 3.

4. Which might explain the concluding sentence of his article: ‘The General Theory of
Employment is a useful book; but it is neither the beginning nor the end of Dynamic
Economies’ (p. 159). Schumpeter, whose Business Cycles was also released three
years after Keynes’s book, had a similar reaction, writing, about The General
Theory, in his History of Economic Analysis ‘that the leading Swedish economists,

w
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in particular Lindahl, Myrdal, and Ohlin, developing certain pointers of Wicksell’s,
build with similar materials according to a similar plan’ (Schumpeter 1954, p. 1173).

5. As a reader of The General Theory’s proofs, Harrod advised Keynes to soften his
attacks against the classical economists. Keynes answered that, on the contrary, it
was necessary to accentuate them so as to bring out fully the essence of his message
(letter dated 27 August 1935 in IMK, XIII, 547-53; see pp. 526-65 for the
correspondence between Harrod and Keynes relating to The General Theory’s
proofs). About his text, Keynes wrote to Harrod, as he did to Hicks: ‘I like your
paper...more than | can say. | have found it instructive and illuminating, and | really
have no criticisms’ (JMK, X1V, p. 84), but this preliminary statement was followed
by a section in which Keynes insisted on his rupture with the classical vision, which
he compared to moments of illumination and to the escape from a tunnel. He also
blamed Harrod for not mentioning effective demand.

6. ‘Unemployment, Basic and Monetary: the Classical Analysis and the Keynesian’,
Review of Economic Studies, vol. 3, 1935-6, 201-16. Each model includes six
equations and Champernowne, who was an undergraduate enrolled in Keynes’s
classes at the time he wrote this paper, also used a graphic illustration which
prefigured that of Hicks.

7. ‘The General Theory of Employment, Interest, and Money’, Economic Record, vol.
12, 1937, 28-36.

8. ‘Prof. Pigou on Money Wages in Relation to Unemployment’, Economic Journal,
vol. 47, 1937, 743-53. See Pigou, ‘Real and Money Wage Rates in Relation to
Unemployment’, Economic Journal, vol. 47, 1937, 405-22.

9. Of Lange’s article, Keynes wrote, in the context of a controversy with Robertson,
that it “follows very closely and accurately my line of thought’, adding that the
analysis given in his book was the same as that of the ‘general theory’ presented by
Lange (“Mr. Keynes and “Finance”’, Economic Journal, vol. 48, 1938, p. 321).

10. See in particular Lerner 1938, 1939, in which he used this model to study the
theory of the Swedes, of whom, in another paper, he questioned both the priority of
discovery and the superiority of analysis in relation to Keynes’s (1940).

11. In fact, it was in his 1949 book (pp. 77-8) that Hansen proceeded to replace the
label LL with that of LM.
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6
Heterodoxies: permanence and renewal

In the postwar period, concealed in part by the pre-eminence of Keynesianism, the ascent
of neoclassical economics began, solidly based in rejuvenated general equilibrium theory
and strong in both its theoretical coherence and its foundation in the academic tradition.
This orthodoxy, rooted in some aspects of classical economics but generated by the
marginalist revolution, privileges homo economicus, and therefore, a general conception
of rationality revolving around a few elementary choices, market, optimum and
equilibrium. It does not claim to give a direct account of the real world, but it imposes
itself as the theoretical benchmark for all economists and in particular for those in
academia. The paradox is that none of the classical economists, none of the fathers of the
marginalist revolution, and none of the great economists of the twentieth century who
have contributed to the development of neoclassical analysis, limited his thinking or
writing to this theoretical development within its unrealistic framework. Nevertheless, the
indestructible neoclassical edifice continues to dominate both theoretical debate and the
teaching of economics.

In each period, heterodoxies are born or revived: after Marx and his critique of
classical political economy, Veblen and his account of social behaviour and institutions,
Schumpeter and his explanations of long economic cycles, and Keynes with his
explanation of unemployment. Schumpeter’s influence was diffuse, but the three other
heterodoxies took root: that of Marx, with a profusion of Marxisms, sometimes in bitter
conflict one with another; that of Veblen, with the institutionalist tradition; that of
Keynes, with the post-Keynesian current. The postwar era was marked by the affirmation
of the post-Keynesian heterodoxy, the perpetuation of institutionalism—enriched by the
contributions of such original thinkers as Myrdal, Perroux and Galbraith, but also Coase
and Simon—and the revival of Marxism. The principal debates were started around the
analysis of growth and capital, the transformation of contemporary capitalism and the
question of development.

New Keynesian developments

After Keynes’s death, those close to him and many in the rising tide of authors referring
to him were attached to the major elements of the rupture he had effected: theory
conceived so as to take reality into account and to aid the formulation of economic
policy; time considered in its historical dimension; expectations formed and decisions
taken under uncertainty; and money, the bridge between past and future, viewed as a
constitutive element of the economic process. It was through a wide selection of diverse
works that the post-Keynesian body of analysis was progressively set up.

The first of these deal with growth and distribution. The macroeconomics of The
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General Theory is situated for the most part in the short run, sometimes even in a static
framework. On this point, Keynes stands apart from the classical tradition, to which
consideration of the dynamics of the capitalist economy was fundamental. From the end
of the 1920s, sketches of formalized analyses, as much of business cycles as of growth,
were published, in particular by Frisch, Kalecki and Tinbergen. The members of the
Stockholm School contributed also to this theoretical effort. For his part, Schumpeter
endeavoured to construct a global explanation of the dynamics of capitalism. In the
second half of the 1930s, Harrod (1936) and Lundberg (1937) presented analyses
combining the multiplier and the accelerator, permitting Harrod to explain the business
cycle, and Lundberg growth instability. Samuelson made this combination the key to the
explanation of short-run fluctuations (1939 REStat; 1939 JPE).

Harrod (1939, 1948) remained faithful to this process by placing, at the centre of his
model, the equation GC=s, which links the growth rate G and the capital coefficient C,
the key variable of the accelerator with the propensity to save s, central to the multiplier:
a mathematical tautology which transforms, in a dynamic setting, the equality between
saving and investment necessarily obtained ex post in static analysis.l At the same time,
he opened a new path, giving a dynamic extension to the theory of effective demand.
Next to G, the actual rate of growth, he took into account G, the warranted rate of
growth,? that which is consistent with entrepreneurs’ expectations; finally, he took into
account a third rate, G, the natural rate of growth which is the maximum rate allowed by
population growth and technical progress.

With the barrier constituted in the long run by the natural rate of growth and by the fact
that, as soon as one departs from the stable growth path, forces come into action that
induce even further departure, this model allows one to take into account instability in
growth: what Solow would call in 1956 the ‘knife-edge equilibrium’. The gaps between
the three growth rates allow Harrod to explain situations of overheating and of chronic
unemployment as well as those of cyclical fluctuation. Thus became available an
approach to economic changes, based largely on the incorporation of investment and
expectations. When Solow raised, in 1956, the ‘Harrod-Domar model of economic
growth’ or ‘line of thought’, he reduced it to the relation GC=s and presented the
constancy of the capital coefficient as the essential source of growth instability.3
However, here one is as far from Harrod’s analysis as from that of Domar.* But it was
this simplified “Harrod-Domar model’ that was accepted by the textbooks, and to which
generations of future econo-mists were initiated. Very few had a chance to know,
therefore to understand, the original economic analysis undertaken by both Harrod and
Domar.

Along with Solow, T.W.Swan,> Tobin (1955), Meade (1961) and others worked to
show that Harrod’s growth instability stemmed from unrealist hypotheses, the removal of
which permitted stable growth. Thus, according to the neoclassical postulates, once one
considers the capital coefficient to be flexible and that it is such depending on the relative
remuneration of factors, then there are no barriers to growth stability. Such was the core
of the construction Solow suggested in 1956. Growth analysis was one of the objects of
the fierce controversy which then developed between two Cambridges: the American
Cambridge, centre of the neoclassical synthesis, and the British Cambridge, loyal to
Keynes the radical theorist.®
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Besides those of Harrod, Kalecki’s and Kaldor’s contributions were decisive for the
post-Keynesian movement. As early as 1933, on the basis of a formulation of the theory
of effective demand and taking income distribution into account, Kalecki had paved the
way for an explanation of the instability of capitalist economies; in his approach to
distribution, inspired by Marx and the classical economists, society is divided into two
classes, one of which has profits as income, and the other, wages. He also developed an
analysis of prices, centring on the notion of the mark-up, linked to the degree of
monopoly.” At the same time, in 1940, Kaldor suggested a model of the business cycle
which fitted in with Keynes’s macroeconomic analysis, while extending the work of
Kalecki and Harrod. There lay the seeds of the principal ideas he would develop later:
taking into account the income distribution to explain economic dynamics, which
constituted the core of the Cantabrigian theory; the importance of expected profit, on
which depends the level of production; the observation that the multiplier and the relation
between saving and income vary with changes in income distribution. In this same vein,
after the war, Kaldor developed his analyses of growth. In his 1956 article, the sharing of
incomes between profits and wages became the major element of explanation. The
driving feature resides in the spending of entrepreneurs, whether it be on consumption or
investment goods: this spending determines both the level of activity and the incomes of
the entrepreneurs. Thus the share of profits in national income depends on the ratio of
investment to product. If one supposes that the workers do not save, we obtain the
Cambridge equation, in which the profit rate in economy is equal to the growth rate
divided by the propensity to save of the capitalists; it is not linked to technological
considerations, marginal productivity or production functions. This model, and the one
proposed by Robinson, also in 1956, are in total contradiction to the neoclassical theses
and thus gave rise to animated debate.?

Robinson explicitly set herself the task, in her Accumulation of Capital, of ‘the
generalisation of the General Theory’ through an extension of the analy-sis to the long
run, to the ‘over-all movements of an economy through time, involving changes in
population, capital accumulation and technical change’ (Robinson 1956, pp. v-vi).
Concerned with the consideration of historical time, expectations and the institutions of
contemporary capitalism, she was suspicious of mathematical formalization which
favours static equilibrium and empties the analysis of its historical and institutional
content. The heart of her model, whose most clear presentation is found in Essays in the
Theory of Economic Growth (1962), consists of a double relationship (which Kalecki had
already brought to light) between the profit rate and the accumulation rate. On one hand,
the investment rate is linked to expected profit, while, on the other, the actual profit rate
is determined by investment. The problem is that of the relation between these two rates
linked by inverse causalities. Robinson showed, in particular, how a rise of saving
reduces the growth rate, thus projecting onto the long run analysis what is sometimes
called the central paradox of The General Theory.

Robinson was also one of the most intransigent critics of the neoclassical synthesis.
Besides growth theory, the theory of capital was another field of controversy between the
two Cambridges. Initiated by the 19534 article of Robinson, ‘The Production Function
and the Theory of Capital’, the debate was sustained in the camp of the British
Cambridge with the publication of Sraffa’s Production of Commodities by Means of
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Commaodities in 1960 and by subsequent contributions of, among others, Kaldor, Pasinetti
and Garegnani. The controversy on the phenomenon of reswitching constituted one of its
crucial moments. According to this process, analysed by Sraffa, but already brought to
light by Wicksell at the end of the last century,® a given technique of production,
characterized by a certain capital intensity, may become more profitable than another at
two different levels of the wage-profit ratio. This is linked to the fact, shown by Sraffa,
that it is impossible to measure the capital without knowledge of prices and profit rate.
For this reason, the aggregate production function, based on a ‘real’, impossible-to-
measure capital, which is at the heart of the adjustment to equilibrium in the neoclassical
models of growth, collapses and with it the theory of distribution based on the marginal
productivity of the factors. With Samuelson as spokesperson, the neoclassical
theoreticians recognized, following a symposium of the Quarterly Journal of Economics,
10 the Tightness of the Anglo-Cantabrigian!! positions on the switching of techniques.
This did not prevent the development and the proliferation of neoclassical models of
growth, more and more formalized and mathematicized, as the outcome of the ‘dialogue
of the deaf’ between the two Cambridges. After a respite linked to the slowing down of
growth in the 1970s and 1980s, we are now seeing the resurgence of a ‘new growth
theory’, which attempts to go past the controversy just mentioned and revives in part the
approaches of authors such as Schumpeter and Spiethoff.12

The constitution of the post-Keynesian current!3

The extension in a dynamic setting of the Keynesian analysis, and its connection with the
Kaleckian approach to distribution, revealed the willingness to continue Keynes’s work
of rupture; they were at the heart of the constitution, facing the neoclassical sphere of
influence, of a ‘post-Keynesian’ school of thought, carrier of an alternative analysis. In a
large part, this current, diversified and heterogeneous, translates as a return to the origins
of classical thought, essentially to Ricardo and, for some, to Marx. Even though the post-
Keynesian school was born well before, the christening certificate of this current was an
article by Eichner and Kregel in 1975.1° According to them, the post-Keynesian theory
constitutes the real ‘generalization of the General Theory’ sought by Joan Robinson:
“This generalization may be said to represent, in Thomas Kuhn’s sense, a new paradigm;
and since it extends the analysis set forth in Keynes’s Treatise on Money (1930) and The
General Theory, it can be termed post-Keynesian’ (Eichner and Kregel 1975, p. 1293).
This current of thought has expressed itself, in Great Britain, through the Cambridge
Journal of Economics, founded by Richard Goodwin, Luigi Pasinetti and Joan Robinson
in 1977, and in the United States through the Journal of Post Keynesian Economics,
founded in 1978 by Paul Davidson and Sidney Weintraub. From the end of the 1940s,
independently of the economists of the British Cambridge, Weintraub started a radical
critique of the neoclassical synthesis Keynesianism, a form of Keynesianism which he
called classical,® Joan Robinson called bastard,}” and Coddington (1976, 1983)
hydraulic. Conversely, Coddington described as fundamentalist the interpretation of
Keynes found as much in post-Keynesians as in authors not easily classified, such as
Shackle—who devoted most of his career to the development of a theory of decision
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making under uncertainty. While some of its adversaries readily present the post-
Keynesian analysis as essentially critical, this current is characterized by its efforts to
advance knowledge of contemporary economies. First, there is the body, already
mentioned, of works on growth and distribution. Inspired by these works, models have
been constructed, for example for Great Britain by Eichner (1979 JPKE, 1987) and for
France by Jacques Mazier!® in his work for the Forecasting Department of the Ministry
of Economy.

Then there were convergent efforts aimed at constructing a non-neoclassical analysis
of prices. At its origin stood the interest which Sraffa and Robinson showed in the
analysis of imperfect competition. But it was Kalecki’s analysis which was recognized as
being the founding one: for him, the prices of most manufactured goods are determined
by variable costs (wages and raw material) to which a mark-up linked to the degree of
monopoly is applied. With this line of analysis, Eichner’s works fit in as well as
Weintraub’s. They lead to recommending, in order to control inflation, the completion of
Keynes-ian policies of demand management by an incomes policy. This theory of prices
makes the rupture with the neoclassical approach complete: and from the moment it is
admitted that the determination of wages depends principally on the firms’ decisions and
the wage agreements, one has a microeconomic approach coherent with post-Keynesian
macroeconomics.

Also characteristic is the position of the post-Keynesians on money. The latter is
active; it is indissociable from all the various economic processes; created by credit, it is
one of the vectors through which historical time, uncertainty and expectations play a role.
The book published by Davidson in 1972, in which he blamed the Cantabrigians for
neglecting the role of money, played an important part in this development. But well
before, Alain Barrere (1952)19 had drawn attention to this dimension of Keynes’s effort:
the construction of the theory of a monetary economy of production, in radical rupture
with the classical and neoclassical visions of a real exchange economy. The theoreticians
of the circuit, in France (in particular, A.Parguez,®® F. Poulon,?! and B.Schmitt??)
developed an approach which was in certain respects analagous.?® For his part, having led
the analysis of financial relations and complex financial institutions in modern
economies, Minsky showed that there was here a source of instability which needed to be
combated (Minsky 1977, 1982, 1986). In contradistinction to both the neoclassical
synthesis and monetarism, the post-Keynesians offer a conception of an endogenous
money supply, which Keynes had himself developed in his reflections after The General
Theory, focused on a finance motive for liquidity holding.?*

The publication by Sraffa, in 1960, of a brief book on which he had worked since the
end of the 1920s, Production of Commodities by Means of Commodities, played a role
that was both important and complex in the evolution of the post-Keynesian movement.
This book solves a problem left in abeyance by Ricardo and suggests a model of price
determination and distribution which took up the classical approach. Subtitled “prelude to
a critique of economic theory’, it played a major role in the quarrel between the two
Cambridges. Greeted by some as a new revolution, it is at the origin of a current
described as neo-Ricardian.2> The relations between Sraffa’s and Keynes’s theses (as,
moreover, between those of Sraffa and Marx2%) raised intense debates. For several, such
as Eatwell, Garegnani, Milgate, Nell?” and Pasinetti, Sraffa’s work provided the
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microeconomic bases missing from the Keynesian theory. But others considered that
there was a radical rupture between Sraffa’s static model, based on an analysis in terms of
equilibrium, and an authentically Keynesian approach: such was, for example, the
position towards which Robinson, who had always been very close to Sraffa, evolved at
the end of her life; and such was also that of A.Asimakopulos. Some post-Keynesians
also opposed Sraffa’s ‘real” analysis and Keynes’s monetary theory. The 1980s saw the
accentuation of splits and acrimonious debates between post-Keynesians and neo-
Ricardians. Some took place during summer school in Trieste, which drew together over
a number of years the principal protagonists of these two schools.28

But if one stands back a little, there remains a core of authors, identifiable as post-
Keynesians, who put the accent on the rupture between Keynes and the neoclassical
theory, and who thus reject the neoclassical synthesis, and many of whom advocate
economic policies which are not limited to “finetuning’, but imply heavy intervention and
structural changes.

Around institutionalism

Over the same period, other authors, outside the mainstream, strove to lay the foundations
of a non-neoclassical alternative; like Keynes, facing the unemployment of the 1930s,
they were concerned to alleviate the world’s problems (poverty, inequality, unequal
growth, access to non-renewable resources and the environment) by constructing an
adequate explanational structure.

Thus Gunnar Myrdal, having established himself with his work on monetary theory,
increasingly distanced himself from pure economic theory. From the study of the racial
problems of the United States (1944) to that of underdevelopment in South Asia (1968),
from his deep involvement in the Swedish social-democratic party to his work as an
expert adviser on questions of economic development, he came increasingly to consider
that the economy cannot be separated from its social, cultural and political dimensions;
and his analysis of circular and cumulative causality, which he used to explain equally
the situation of Black Americans and underdevelopment (Myrdal 1957), belongs to a
universe which has nothing to do with that of equilibria and optima. He drew closer to the
institutionalist current, which he ultimately embraced.

In France, Frangois Perroux criticized the lack of realism of the neoclassical
postulates—especially that of identical actors—and the reference framework, the
equilibrium, of the neoclassical theory. He devoted a great part of his work to
constructing an alternative vision on two levels. First, from 1948, he constructed a new
analytical apparatus, at the heart of which he located the domination effect, which applies
to the relations between nations, sectors, regions and firms and allows the study of the
inequalities’ dynamics and their structuring and destructuring effects. Then he pleaded
for a ‘humane economy’ in which man would occupy the centre (1961). Perroux had an
influence and disciples in France in particular,?® in the Latin world and in some of the
Third World countries. In the United States, John K.Galbraith also attempted to establish
the bases of an alternative approach, analysing the role of the big firm in the industrial
system and delimiting crucial phenomena to which he gave expressions which enjoyed
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great vogue: ‘countervailing powers’ (1952 American Capitalism) and
‘technostructure” (1967 The New Industrial). Even if, later in life, he drew closer to
institutionalism—or maybe was it institutionalism which drew nearer to him?—
Galbraith, unlike Myrdal, refused the prize of the Association for Evolutionary
Economics, which grouped together the partisans of this approach.

Many other authors, among them Boulding, Furtado, Georgescu-Roegen, Hirschman,
Kornai, Prebisch, Sen and Tinbergen attempted to escape the yoke of the neoclassical
approach and some of them have explicitly criticized it. From many aspects, their
approach came close to that of institutionalism:30 the |atter developed, after Veblen, the
founder, with Commons and his ‘collective economies’, J.M.Clark and his ‘social
economies’, Tugwell and his ‘experimental economies’, Mitchell and his ‘quantitative
economics’,31 Ayres32 and his ‘instrumentalism’,33 and Gruchy,3* who was at the origin
of the creation in 1958 of the Association for Evolutionary Economics. In spite of their
obvious difficulty in defining themselves under the same emblematic word, all these
authors have in common a holistic approach—refusing to cut the economic field off from
the rest of the social reality or to reduce economics solely to the market—a
pluridisciplinary approach, taking into account values, institutions, technologies and
evolution and, often, revealing an attitude favourable to active economic policy.

But such a programme allows the inclusion of virtually all of the heterodoxes. Thus, in
his 1972 book on contemporary economic thought and what he calls the ‘neo-
institutionalism’, Gruchy devotes chapters not only to Gerhard Colm and Ayres, but also
to Galbraith and Myrdal, calling to mind on several occasions, and at some length,
Perroux; but he clearly dissociates himself from Keynes, whom he blames for the short-
run setting of his analysis (p. 5), from the Keynesians whose process is ‘static and non-
interdisciplinary’ (p. 334) and especially from the radicals of the Union for Radical
Political Economics (URPE), accused variously of anarchism, socialism and of a lack of
a clear vision of what they would like to establish instead of the existing social system
(pp. viii-ix).

In its diversity, the institutionalist movement principally expresses itself through the
Journal of Economic Issues, from the Association for Evolutionary Economics, created in
1967. Of course, it does not lack common points with behavioural economics; marked by
the contributions of Coase, H.Simon and Arrow, its members gather into more restricted
circles including behavioural, new institutional economics, neo-institutional economics
and even industrial economics.3® Beyond, one can find links between institutionalism and
the German historical school and Sombart—Kuznets being somewhere between the
two—and with the British Fabians and their successors, with Polanyi, as well as with
Hayek and the modern Austrian School. Besides, the Nobel Memorial Prize in 1974 was
awarded jointly to Myrdal and Hayek; the choice of Myrdal might have been interpreted
as a form of acknowledgement of institutionalism, and it is remarkable that the jury
mentioned, in its comment about the two authors, multidisciplinarity.

On the Marxism side

The other great heterodox tradition was that of Marxism, which broadened, especially in
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the United States, to what is called ‘radical economies’ or ‘radical political economy’.
However, the stamp ‘radical’ covers extremely different fields: thus, for Sherman,3¢ and
many others, the radical current embraces post-Keynesians, neo-Ricardians,
institutionalists and Marxists; in short, all of the heterodoxies. On the contrary, for
Bronfenbrenner (1970), Appelbaum3” and Flaherty,38 it appears principally as a label for
the Marxists of the United States in the 1950s and 1960s; but for Bowles and Edwards
(1990), the radical current which formed in the 1970s and 1980s ‘is distinct from both
neoclassical economics and classical Marxism” (vol. 1, p. 1); this new radical current
finds its roots in the United States in postwar Marxism, in the Union for Radical Political
Economics where a broad range of radical dissidents met, libertarians as well as
Marxists,3° as well as in the vigorous debate, research and criticism of the 1960s.

So there remains Marxism. But this is a world in itself, and a world deeply marked by
history and its rifts (Lenin against Bernstein, Kautsky and others; Stalin against Trotsky
and others; Mao Tse-tung against Stalin), by philosophy and its debates (Lukacs,
Gramsci, Korsch, Bloch, Habermas and, more recently, Marcuse, Lefebvre, Althusser,
Kosik), by the political stakes and cleavages and, under the rationale of theoretical
formulations, by the beliefs—for example that such a country is socialist or initiated the
construction of socialism. And then, between Marx and Marxism, relations are even more
complex and muddled than those between Keynes and Keynesianism,*? and the quarrels
of inheritance even more merciless, all the more so since they involve violence.

In the English-speaking world, postwar Marxist economic thought*l has been
dominated by three names: Paul Baran, Maurice Dobb and Paul Sweezy. It expresses
itself through journals such as the Review of Radical Political Economy, the Socialist
Review, the New Left Review, Capital and Class and the Monthly Review founded in 1949
by Sweezy and Leo Huberman, and which Sweezy ran with Harry Magdoff after
Huberman’s death in 1968. In the French-speaking world, the names of Charles
Bettelheim, Henri Denis*? and Ernest Mandel emerged. After the war, von Mises’s theses
on the impossibility of socialism, which Lange and Lerner opposed in the 1930s, seemed
invalid. With its centralized planning, the USSR—studied early by Bettelheim (1939 and
1950) and Dobb (1948)—asserted itself both as a great power and as a socialist one. For
many, socialism made decisive progress in the USSR, China and the Third World;*® but
self-censorship marks many writings: does one have the right to formulate doubts or
critiques when men sacrifice their lives for socialism and revolution? Illustrative of this
trouble is Bettelheim’s long evolution in the face of the Soviet reality, from the 1939 and
1950 descriptive studies showing progress, to an analysis in terms of state capitalism
(1964, 1968, 1970 Calcul), to arrive at the end of a powerful historical fresco (1974-82)
at the conclusion that the 1917 revolution was not a socialist revolution but a capitalist
one.

As for capitalism, despite Hansen’s analyses (1938, 1939, 1941) which pointed to a
long period of economic stagnation, and Schumpeter’s judgement in Capitalism,
Socialism and Democracy (1942) according to which the decline of capitalism was
ineluctable, there was, after the war, one of the longest periods of prosperity in the history
of capitalism. Noticing that the Marxian law of the declining profit rate no longer held for
a capitalism in which monopolies fixed their prices, Baran (1957) and Baran and Sweezy
(1966) noted the rising trend of the potential surplus, the major origin of the tendency to
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stagnation of modern capitalism. But it was in the tendency of the declining profit rate
and the Kondratiev long waves that Mandel (1962, 1972) saw the roots of contemporary
capitalist crises.

But Marxism is not only a matter of intellectuals and of individual choices. It was,
from 1917, the ideology of the USSR, of its leading party and of all the communist
parties linked to it:44 after Lenin, and even more so after Stalin, an orthodox Marxism
asserted itself. As early as 1936, Stalin ordered the writing of a textbook of political
economy: the latter, after a difficult gestation,*® would only be published in 1954. It gives
a linear vision of history, with a succession of modes of production leading to the
socialist mode, and develops in a scholastic way the political economy of socialism; it
affirms the two dogmas of socialism’s superiority and capitalism’s collapse. These ideas
mark directly all of the works from communist parties linked to the USSR* and
indirectly all thinking linked to workers’ organizations and national liberation
movements. The Soviet reality, nevertheless, was soon the object of critiques coming
either from the Trotskyite camp or from other revolutioary groups.*’ In the socialist camp
itself, a major gap opened between the USSR and China; from 1937, Mao Tse-tung had
presented a Marxism in which the analysis of contradictions plays a key role;* later, he
criticized Stalin’s economism; the rupture with the USSR in 1960, then the ‘Great
cultural proletarian revolution’ (1966-71) would put in concrete form, after the schism of
Tito, the questioning of the orthodoxy inherited from Stalin, who died in 1953.

The very difficulties of centralized planning and of the system of state control set up in
the name of socialism led, in successive waves, to proposals of reforms from I.Birman,
V.Nemchinov and E.Liberman in the USSR, W. Bins in Poland, O.Sik in Czechoslovakia
and J.Kornai in Hungary. Kornai, who brought to light the hypercentralization of
planning as early as 1957, contributed for more than 30 years to enlightenment and
sketches of ways for possible reforms. If the movements of May 1968 led to a certain
renewal of Marxist thinking, the fall of the Soviet and Eastern European regimes at the
end of the 1980s would drastically change the ideological and intellectual landscape.

Debates on development

The questions of economic retardation, then of development and underdevelopment,
have, since the Second World War, been the object of numerous works, written in
particular by heterodox economists.*? The first contemporary reflections on the problems
of economic arrears concerned South-east and Eastern Europe. Paul Rosenstein-Rodan®°
put forward the necessity of the *big push’.5! Kurt Mandelbaum emphasized ‘the vicious
circle of demographic pressures, of poverty and of the absence of industry’,52 pleading
for industrialization, while finding that the principal obstacles are due to demand
inadequacy on the one hand and the scarcity of capital on the other.

Nominated in 1950 as executive secretary of the Economic Commission for Latin
America (ECLA), which had been created in 1948, R.Prebisch pleaded for the
programming of economic development. From flexible programming, such as was
advocated by Meade (1948) or as set in place in France after the war, to Soviet planning
(which authors such as Bettelheim (1939, 1950) and Dobb (1948) contributed to
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publicizing outside the USSR sphere of influence) to the multiple efforts (in particular of
Tinbergen and Myrdal) to establish simple and sturdy models, planning was to be the
almost undisputed tool of industrialization and modernization for poor countries: just as
economic policy was then, for wealthy countries, the essential instrument of growth. But,
at the same time, divisions were revealed. Prebisch, along with Singer, in 1950, called
into question the worsening of the terms of trade, a thesis criticized by Viner.5 For
many, whether Marxists of the North or new leaders of the South, the Soviet path towards
industrialization appeared as the model to be adopted: which is what communist China
did after 1949, and then, in its own manner, India, whose choices were influenced by the
‘Mahalanobis model’, as well as many other newly independent countries. But how could
the United States accept the whole of the underdeveloped world swinging into the Soviet
camp?

In 1951, under the auspices of the United Nations, a report on Measures for the
Economic Development of Under-Developed Countries was published. This had been
prepared by A.Baltra Cortez (Chile), D.R.Gadgil (India), G.Hakim (Lebanon), A.Lewis
(Great Britain) and T.W.Schultz (United States). It noticed the existence of excess labour
and the small part of national income devoted to capital formation, and it advocated the
implemen-tation of development programmes, including the necessary investment
budgets. Rostow (1952 The Process) sketched a description of the development which
would lead to a reassuring vision of the growth stages (1960 The Stages): stages which
the developed countries passed through, and which the still-developing countries would
traverse one day, providing that they put together the conditions for the ‘take-off’. If
Viner worried about the risk that development would favour demographic growth, Lewis,
on the contrary, saw in his 1954 article the existence of an unlimited supply of labour in
the traditional sector and an opportunity for the expansion of the capitalist sector. And if
Nurkse (1953) brought out the doubly vicious circle of poverty, simultaneously the cause
of weak demand and of insufficient financing capacity, Schultz (1945 ed., 1964) brought
to light the importance of the farming potential. Finally, their liberal beliefs would lead
economists such as Viner and Haberler (1988) to criticize the restrictions on international
business advocated, or adopted, in favour of development. If Rostow’s stages and
Viners’s views were clearly liberal, it was necessary to simplify Lewis’s analysis to turn
it into the caricature of a dualistic approach. Facing these positions, two standpoints
asserted themselves.

In the first place, Marxist economists used their analyses to shed light on the situation
and on the choices to be made. Dobb (1951), agreeing with Nurkse on this point,
considered that the most important factor governing a country’s productivity is its fixed
factors of production and that the accumulation of capital, the quantitative and qualitative
growth of the stock of means of production is at the centre of the developmental
process.>* But, as Baran (1957) showed, in the developing countries, stuck between
feudalism and the capitalism of the developed countries, the surplus is not put to
productive ends, rather it is partly wasted for the ruling classes’ consumption, military
spending and the maintenance of bureaucracy, and partly captured by foreign capital. For
all Marxists, development goes through socialism; this is how Sweezy and Huberman
(1969) saw a model for Latin America in Cuba. In the second place, different authors
whose common point is not to leave development to the market (at the national as well as
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at the international level) attempted to identify the rigidities and distortions and the
sources of backwardness stemming from the poor countries’ structures (as much in their
economies and their societies as in their relations with industrialized countries); this
approach, nourished by several sources, may be called structuralist in the very wide sense
of the term.

F.Perroux develops tools for the analysis of underdevelopment and pleads, in the
tradition of Christian humanism (in which the works by Father Lebret and of Economic et
Humanisme also lie), that the ‘costs of man’ be covered and that development be that ‘of
the whole man’ and ‘of all men’ (1961, pp. 17, 511, 512). Myrdal (1957, 1968) applies to
underdevelopment his analysis in terms of circular and cumulative causality and invites
the young economists of the Third World to reject doctrines and theories devoid of
significance and pertinence and to engage in a new reflection starting from their own
needs and problems (Myrdal 1957, pp. 103-4). Likewise, Hirschman (1958), in the face
of the partisans of balanced development, underlines the necessarily unbalanced nature of
any developmental process; he takes into account (1963, 1967), as Schultz does, the
hidden rationalities and, as does Perroux, the driving effects.

In Latin America, the dependency school55 covers a broad spectrum of combinations
involving the structural approach and the Marxist analysis. With Prebisch, and supporting
him in particular O.Sunkel and A.Pinto in the context of ECLA, it constituted an active
focus of research, thinking and propositions. At the beginning of the 1950s, it led the
analysis of the structures of production and exchange which bring about inflation as well
as deterioration in the terms of trade, and it suggested the strategies of industrialization
through import substitution. It then analysed centre-periphery relations and the
characteristics specific to peripheral capitalism. It led to a very broad range of positions,
from the moderate and reformist propositions of C. Furtado (1967 Teoria, 1972, 1974) to
the analyses of Marxist inspiration of F.H.Cardoso and E.Faletto,® to that, radical
Marxist, of A.G.Frank (1967, 1969, 1972), R.M.Marini and T.Dos Santos. These latter,
along with Samir Amin, were, in the 1970s, representative of a movement of Third World
economists with a dominant anti-imperialist theme.

While the unequal relations worldwide were increasingly indicted, in 1972, Robert
McNamara, president of the World Bank,%” put the accent on the worsening of
inequalities within each country as the major obstacle to development;°8 also carried out
at this time was the work of 1.Adelman, of the World Bank, linking growth with income
inequality.>® Then the analysis focused on the necessary minimum, on basic needs, whilst
around the mid-1970s the necessities of self-reliance and a new international economic
order were put forward. But the oil crisis, the end of the growth of the rich countries, and
the debt trap soon submitted a number of Third World countries to urgent pressures, and
then to the need for structural adjustment.

Notes
1. If Y is national income, K the stock of capital and S saving, G is defined by AY/Y, C

by AK/ Ay and s by S/Y. The investment | being defined by AK, one deduces
Harrod’s equation from the equality between I and S.
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. For a desired capital coefficient C, and a propensity to save s, the warranted rate of
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of a stable growth.

. Solow recognizes the improper simplification which he had undertaken there in his

1970 book, admitting that it is ‘with some injustice’ that he speaks of the ‘Harrod-
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. ‘Economic Growth and Capital Accumulation’, Economic Record, vol. 32, 1956,
334-43.
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. Joan Robinson called this latter theory the Keynesian theory of prices. Kaldor

(1956) named Keynesian the Kaleckian theory of distribution. Thus a Keynesianism
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the classical vision, Ricardian or Marxist, of distribution—breaking radically with
neoclassical theory.

. One of the neoclassical critiques is based on the fact that workers save more than is

supposed by Kaldor, and that they can have at their disposal revenues other than
those strictly from wages. The model offered by Pasinetti in 1962 aims at answering
this objection.

On this, see Garegnani 1960.

10. Samuelson, ‘A Summing Up’, Quarterly Journal of Economics, vol. 80, 1966,

568-83.
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7
The liberal resurgence

The triumph of Keynesianism may have given the illusion that it dominated the stage,
that The General Theory had effectively dethroned classical theory. The
acknowledgement, by Pigou,! of the validity of Keynes’s theory constituted, in a way, a
symbol of this triumph on the theoretical level, as the new economic policy, implemented
at the beginning of the 1960s under the presidency of John F.Kennedy, seemed to mark
its political victory. But Keynesianism, as we saw above, constitutes a vast nebula,
crossed by currents and sub-currents; economists with very diverse theoretical or political
orientations were there able to find substance to nourish or back up their theses.

For its part, the classical liberalism attacked by Keynes and several others in the 1920s
and 1930s, and apparently undone in the 1940s and 1950s, is, in fact, far from having
disappeared. In the shadow of Keynesianism, it has even developed, keeping what might
be called a low profile. Several of its partisans even seemed to have become Keynesian.
Among them, some contributed from the interior to the deconstruction of Keynesianism,
just as Keynes himself had undertaken from the interior his deconstruction of the
orthodox citadel. Others never accepted Keynes’s theses, and never rallied to
Keynesianism. Some met in the Mont Pélerin Society which, founded in 1947 on
Hayek’s initiative, played an important role in preserving and developing classical
liberalism.2 Some made at least part of their career at the University of Chicago.2 One
can thus speak of a Chicago School* to describe the work carried out in very diverse
fields of specialization, but united by a solid faith in the neoclassical theory of prices, the
conviction that the free market is the most efficient mechanism to allocate resources and
a fundamental scepticism about state intervention in the economy. Milton Friedman, who
studied at, and continued his academic career in this university (before joining the
Hoover Institution in 1977) was the most reputable spokesman of this school in the 1960s
and 1970s.5

It was thus a resurgence of liberalism that was witnessed during this period, while the
euphoria linked to growth started to disappear. In advanced capitalist economies the end
of the 1960s and the beginning of the 1970s were characterized by breaks in productivity
growth, rising unemployment, inflationist tendencies, dysfunctions of the international
monetary system. Part of what is called the ‘Third World’ was sinking beneath
insuperable difficulties. There was also deadlock for Eastern countries, which were con-
fronted by problems and aspirations to which their system could not respond. Gradually,
from the beginning of the 1970s, Keynesianism began to be questioned. The coexistence
of inflation and a rising unemployment rate challenged the certainties associated with the
Phillips curve and symbolized the failure of Keynesian policies. For lack of explanation,
a word was created: stagflation. And some started to explain the more and more serious
difficulties of the 1970s by the secondary effects of the dangerous Keynesian medicine,
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the source of ever-growing inflation.

Alternative theories already existed. In the first rank among the candidates, monetarism
rapidly asserted itself as a major pole of the opposition to Keynesianism, as much on the
political as on the theoretical level. Supply-side economics and diverse other liberal
currents also competed with each other as suppliers of recipes for economies in difficulty.
At the same time, on the theoretical side, neoclassical microeconomics was used as a way
to shed light not only onto the economic issues, but also onto all the social phenomena.
Like the theoreticians of monetarism or the supply-side economists, the followers of
economics’ new imperialism appeared as resolute adversaries of interventionism. It was
by reasserting the necessity of this interventionism that the Keynesians would launch
their counter-attack against these new currents of thought, while accepting some of their
contributions.

Milton Friedman and monetarism®

The term ‘monetarism’ was coined in 1968 by Karl Brunner.” He described as the
‘monetarist revolution’® what Harry Johnson (1971 AER) called the ‘monetarist counter-
revolution’. Friedman himself does not like the word monetarism but explained why he
cannot avoid it in a text in which he described ‘the counter-revolution in monetary
theory’, which he claimed to have predicted as early as 1958, and whose victory was now
clear, at the end of the 1960s (Friedman 1970). This counter-revolution was characterized
by ‘the renewed emphasis on the role of the quantity of money’ (ibid., pp. 7-8).

This new appellation covers an ancient, complex and diverse reality. It designates as
much a global political vision as a theoretical construction, the latter varying from one
author to the next. The global vision in the case of monetarism is the faith in the inherent
stability of market economies and, therefore, the mistrust of interventionism. The
theoretical core is the quantity theory of money. Generally attributed to Jean Bodin,? in
the sixteenth century, this theory received from the philosopher David Hume, in the
middle of the eighteenth century,10 the formulation which, taken up again by classical
economists, was formalized at the beginning of the twentieth century in Irving Fisher’s
transactions equations and Marshall’s and Pigou’s cash-balance approach. According to
this theory, a variation of the stock of money translates, in the long run, into a variation in
the same direction and in the same proportion of the general level of prices. Keynes,
during the early part of his career, accepted this theory, the surrender of which constituted
an important moment in the development of The General Theory. He nonetheless
affirmed in the latter book that the quantity theory of money, like the classical theory of
which it constitutes a major element, is valid when full employment is reached. Friedman
even considers that Keynes remained fundamentally a quantity theorist in The General
Theory (Friedman 1970, p. 8).

It was in 1956, 20 years after the publication of The General Theory, that Friedman
offered a rehabilitation and a reformulation of the quantity theory of money in the
introductory text of a collective book stemming from work done at the University of
Chicago, in the context of a workshop on money and banking. Echoing Bodin’s
conviction, he wrote:
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there is perhaps no other empirical relation in economics that has been observed
to recur so uniformly under so wide a variety of circumstances as the relation
between substantial changes over short periods in the stock of money and in
prices; the one is invariably linked with the other and is in the same direction;
this uniformity is, I suspect, of the same order as many of the uniformities that
form the basis of the physical sciences. (Friedman 1956, pp. 20-21)

The principal characteristic of Friedman’s reformulation consists in presenting the
quantity theory as a theory of the demand for money. The total demand for money is
aggregated from the individual demands for real cash balances, money being one of the
forms in which one chooses to hold wealth. The real quantity of money is equal to its
nominal quantity weighted by the price index. The demand for money is a relatively
stable function of a few key variables. These variables include the interest rate. Friedman
thus admitted an important aspect of Keynes’s approach, and he considered the liquidity
preference theory a positive contribution of the Keynesian revolution which the
monetarist counter-revolution should retain. It was the same with the perception of
money as an asset among others, such as bonds.11 | jke Keynes, and contrary to the
orthodox quantity theory tradition, he also considered the velocity of the circulation of
money to be variable. But, unlike Keynes, he deemed this variability unimportant and,
above all, predictable, reacting in turn to changes in the key variables. It was on this
basis, and from the alleged weakness of the interest elasticity of money demand, that
Friedman drew his principal conclusion.

For him, money supply, determined by the monetary authorities, is much more volatile
than demand, which stems from consumers’ behaviour. It follows that changes in the
value of money, and therefore in the general level of prices, are fundamentally
determined by money supply. The variations of the nominal quantity of money act in the
short run on quantities and employment, and in the long run their effects are purely
nominal. It is on this argumentation that Friedman’s declaration is based, according to
which ‘inflation is always and everywhere a monetary phenomenon’ (Friedman 1968
Dollars, p. 105).

The question of the relationship between money supply and macroeconomic
aggregates was raised before the 1956 publication by Friedman himself, but also by other
authors. From the end of the 1940s, Friedman began to affirm the superiority of the
quantity of money approach over the Keynesian one, based on autonomous expenditures,
in accounting for the level and fluctuation of national income. It was at this time that
Friedman and Schwartz started, at the National Bureau of Economic Research, a study of
the relationship between business cycles and the variations of the stock of money.12 Thjs
long research generated three major books co-authored by Friedman and Schwartz (1963,
1970 and 1982) and a study by Cagan,® in which the authors claim to have empirically
demonstrated that the variations in the quantity of money play a determining role in
accounting for economic fluctuations. Thus the depth of the crisis of the 1930s could be
explained by monetary contractions, for which the Federal Reserve System was
responsible. It is clear that this conclusion conflicts with the analyses of Keynes and his
disciples.

In a study co-authored with Meiselman and also carried out at the National Bureau of
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Economic Research, Friedman claimed that he had definitely shown the superiority of his
analysis over that of Keynesianism, on the basis of a comparative study, for the period
from 1897 to 1958, of the stability of the multiplier and that of the velocity of money:

The income velocity of circulation of money is consistently and decidedly
stabler than the investment multiplier except only during the early years of the
Great Depression after 1929....

In other words, the simple version of the income-expenditure theory to which
we have deliberately restricted ourselves in this paper is almost completely
useless as a description of stable empirical relationships, as judged by six
decades of experience in the United States. (Friedman and Meiselman 1963, pp.
186-7)

This publication gave rise to intense controversies, instituting one of the important phases
of the debate between Keynesianism and monetarism.1* Among these controversies,
which often took a very technical turn, radically different conceptions conflicted over the
functioning of economies and state intervention: the debate turned fundamentally on the
stability of market economies. For Friedman and the other partisans of monetarism,
modern economies are stable, and the market’s free functioning is enough to ensure an
optimal allocation of resources and the full employment of the productive capabilities.
For Keynes and his disciples, economies are unstable and the market mechanism is not
enough to ensure full employment. For each, the conviction is antecedent to the
theoretical analysis: what we call monetarist policies, therefore, are not, despite
appearances, the result of the rehabilitation of the quantity theory of money, just as
Keynesian policies were not conceived on the basis of the theses developed in The
General Theory.

Moreover, Friedman’s economic policy programme is, in large measure, contained in
his ‘A Monetary and Fiscal Framework for Economic Stability’ (1948), itself inspired by
the theses put forward by Simons in the same year The General Theory was published.15
The state must limit itself to ensuring a stable framework for the functioning of the
market. This implies that an objective such as the realization of full employment at all
costs must be questioned, the more so since the policies implemented to bring it about
may increase economic instability. For the Keynesian policies of managing the economic
situation, in particular through taxation and public spending, it is necessary to substitute
the automatic reactions of a fiscal and monetary framework which is stable in the face of
variations in national income. It is necessary merely to fix some global objectives and to
leave free of intervention the only mechanism capable of effectively managing the
allocation of resources: the market. This framework includes, in addition to monetary
discipline, the stability of government spending and transfer payments, which must not be
used as a way of stabilizing the economy, and that of taxation rates, whose objective must
be budgetary equilibrium. To these rules Friedman added in 1960 his well known
monetary rule which has become, for many, the symbol of monetarism: the only way to
obtain price stability is to remove the variations in the stock of money from the arbitrary
decision of political authorities. The growth rate of the stock of money must be stabilized,
according to the long-term growth rate of the real national product. Friedman even
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suggested that this rule be inscribed in the constitution, so as to separate it from the
arbitrariness of political decision.

The critique of the theoretical basis of the Phillips relationship, one of the most popular
instruments of Keynesian economic management, led by Friedman (1968 AER) and
Phelps (1967), added a new concept to the monetarists’ baggage: the hypothesis of the
natural rate of unemployment, defined as that towards which an economy tends in a state
of equilibrium. This rate depends on the structural characteristics of the economy and on
the preferences of the agents who constitute it, in brief on what are called the ‘real forces
at play’. Market imperfections, institutional arrangements such as unemployment-
insurance systems, the nature of the job market and trade union characteristics are among
the realities which determine the level of this natural rate. The existence of a natural rate
has important consequences. Indeed, it implies that the policies, fiscal as well as
monetary, to reduce the rate of unemployment below the natural rate are ineffective in the
long run; they generate an accelerating inflation. Thus the Phillips curve is vertical in the
long run. There is thus no trade-off between inflation and unemployment. The trade-off
disappears because agents adapt to the inflation rate which they notice in the economy.
One cannot deceive them indefinitely. A monetary policy aimed at stimulating effective
demand, therefore, can only have a real effect on the economy in the short run, at the
price of an increase in inflation. In the long run, agents adapt and the economy reaches
the natural rate of unemployment.

The rehabilitation of the quantity theory of money and the ‘discovery’ of the natural
rate of unemployment, therefore, theoretically justified monetarist policies. But the
liberal counter-offensive was to take many other forms too. Moreover, monetarism itself
is as diversified as Keynesianism. Here we have favoured the Friedmanian version, on
account of the impact it had. But there are other authors to whom we have not done
justice, like Brunner and Meltzer,16 whose monetarism is sometimes contrasted with that
of Friedman, and David Laidler,}” among others.

Supply-side economics and other liberal currents!®

Keynesian theory is often presented as a theory of effective demand, and Keynesian
policies as those of demand stimulation. The monetarists criticize the conception,
attributed to Keynes, of an infinitely elastic supply. They insist that it is necessary to take
into account aggregate supply. But what is called supply-side economics is a more
specific current, sometimes identified with what has been called ‘Reaganomics’. Before
he was elected President of the United States, Ronald Reagan was Governor of the State
of California. A movement of revolt against taxation resulted in the Californian vote of
Proposition Thirteen in 1978, which anticipated an important reduction on land tax. This
wind of revolt amongst taxpayers spread through the United States. The following year,
Arthur Laffer and Jan P.Seymour published The Economics of the Tax Revolt (1979).

In this book can be found the curve bearing Laffer’s name, which suggests the tax
yield initially increases and then decreases as the tax rate increases. Taxes on income and
on profit that are too high discourage initiative, saving, investment and productive effort.
Too oppressive a fiscal regime provokes the emergence and expansion of the
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underground economy, as well as the proliferation of jobs exclusively linked to tax
evasion. The supply-side economists suggest a substantial cut in direct taxation and an
appreciable dilution of its progressive aspect, since the wealthy are those who save and,
therefore, invest most. To back up their argument, the supply-side economists use the law
enunciated in 1803 by Jean-Baptiste Say, according to which global supply creates its
own demand in such a way that any macroeconomic disequilibrium, in particular the
existence of unemployment, can only be born from exogenous shocks or bad functioning
of markets. The Keynesian solution of demand stimulation is not only ineffective, but can
also have an effect opposite to the one desired.

Close to the monetarists in many respects, the supply-siders criticize them, however,
for focusing all their interest on the money supply. It is necessary, according to them, to
deal with the processes of production, productivity and innovation. They insist on the
creation of money demand through the production of goods rather than on the control of
money supply. The fundamental problem for them, therefore, is not that of inflation, but a
stagnation of productivity, caused in great part by a fiscal system which ruins initiative
and provokes distortions in relative prices and, therefore, in decisions concerning the
level of production, the supply of productive factors and, more generally, the allocation
of resources.

Tax reductions must go with a reduction of state spending. Given faith in the inherent
stability of market economies, supply-side economics believes in the existence of the
crowding-out effect, a modern version of the “Treasury View’ against which Keynes had
fought at the turn of the 1930s, by which government spending diverts funds otherwise
available for the private sector.l9 The resources necessary for production need to be
procured by diversion from an omnipresent welfare state. This diversion makes it
necessary to cut state social spending. This goal was the subject of an attempt at
justification in Wealth and Poverty, by Georges Gilder.2® For him, social policies
constitute the main obstacle, not only to economic growth, but even to the survival of
civilization, which is threatened by dreams of a stationary state, alternative and immoral
ways of life, and the claims of the ecologists. Reminding one of some emphases of
Malthus, Townsend and DeFoe in their critiques of the poor laws and their praise of the
stimulus of hunger, Gilder writes that help provided to the unemployed, divorced people,
deviants and prodigals can only encourage them to multiply and thus constitute a threat of
social disintegration: ‘Welfare now erodes work and family and thus keeps poor people
poor’ (ibid., p. 127).

Supply-side economics thus participates in a greater movement, inspired by a
conservative philosophy, and in which can be found currents such as that of the
libertarians, sometimes called anarcho-capitalists. The theoretical content of these diverse
schools of thought is reduced to the reaffirmation of the virtues of the market and of
competition, against state intervention and all forms of social regulation. The excessive
level of the natural rate of unemployment is considered to be the result of the laws on
minimum wages, unemployment insurance and the militancy of the unions whose power
must be reduced. The libertarians go the furthest in calling into question the role of the
state, since they deprive it of the functions recognized by Adam Smith and his liberal
successors—army, police, justice, education and production of some essential
infrastructure such as the transport system—transforming liberalism into a panacea. One
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of the driving forces behind this current is David Friedman, who blames Milton Friedman
and Hayek for not being sufficiently radical in their opposition to the state.2! Ultimately,
the state should disappear; in this the libertarians declare themselves in accord with the
anarchists. But contrary to Proudhon, Bakunin and even Marx who also was considering
the dissolution of the state, the libertarians place their confidence in the market; for them,
anarchism is the ultimate form of liberal capitalism.

The imperialism of neoclassical economics

Even if they overlap considerably, liberalism and neoclassical theory must not be
confused. Neoclassical economics can coexist with several ideological and political
orientations. However, since the end of the 1950s, the renewal and generalization of the
neoclassical approach has gone hand-in-hand with the resurgence of liberalism, with the
encouragement, in particular, of economists bound to the Chicago School. Whilst the
neoclassical theory had been criticized (for a very long time) for the reductionism which
prevents it from accounting for the complex realities of the world in which we live,?2
some neoclassical theoreticians still push this reduction to the extreme, and turn the
theory into the key to knowledge of all social phenomena.

According to this view, society is considered as a sum of independent agents
(individuals, households, firms); each is endowed with free will, and the interaction of
individual decisions is at the origin of economic, social and political phenomena; each
agent is submitted to constraints, both cognitive and material; the resources at his
disposal, goods and services, productive factors and information, are limited; and his
behaviour can be predicted from the hypothesis of rationality. This last hypothesis
constitutes the central core of the neoclassical theory.

One of the most important forms of the generalization of the neoclassical approach is
the theory of human capital, closely associated with the Chicago School. Indeed, of the
four main theoreticians of this new field, Mincer, Schultz, Becker and Stigler, only the
first does not teach at Chicago. Mincer is regarded as its initiator, since the expression
‘human capital’ appears in the title of an article he published in 1958; however, it is the
1961 article by Schultz, ‘Investment in Human Capital’, which is considered as the first
presentation of the new theory, to which Becker would in turn devote an important
monograph (Becker 1964). In addition to the material goods used for the production of
other goods, henceforth, human resources are also considered as capital, managed
according to the same principles as physical resources. The novelty here does not lie in
the importance given to the capacities of human beings, which Schultz’s Investing in
People (1980) illustrates.2® In a situation where health care and education have become
both expensive and profitable, one understands that investment in human capital must be
taken into account; and that, for developing countries, Schultz was criticizing physical
investment at the expense of human investment which he claimed must have priority. But
this analysis may also be applied at the level of the individual. Thus education spending
may be analysed as an investment in capital, an operation in which the rational agent
compares the flow of future benefits with a present cost. Applied to education, training
and health, this new approach permits the analysis of individual choices in those fields on
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the basis of the agent’s rationality. And income disparities may thus be analysed as the
result of the choice of a rational consumer, endowed with specific preferences.

Stigler applied this approach to the acquisition of information which also constitutes a
costly activity: one which will be continued as long as the marginal benefit exceeds its
marginal cost (Stigler 1961). Applied, amongst other fields, to that of job search, this
extension of the neoclassical theory plays an important role in some recent developments
of labour economics and macroeconomics. The major step was taken by Becker and
Mincer, who apply the rationality postulate to all human behaviour. This allows them to
explain virtually any human acts, including, for example, criminal activities. The
approach was generalized by Becker and his colleagues to decisions such as those to
marry, to have children and to divorce, as well as to share tasks within a household. In all
cases, it is a matter of comparing, rationally, costs and benefits.24 The development of
specializations, such as the ‘new family economics’ (Becker 1981) or crime and
punishment economics (Becker 1968, Becker and Landes 1974),2° illustrates the
broadening of the field of analysis in terms of homo economicus and of rational choice.

Both the terms ‘revolutionary’ and ‘imperialist’ have been used in characterizing these
new developments (Stigler 1984). Once the approach of Becker and his colleagues has
been adopted, one is unsure what is left to investigate in anthropology, psychology,
political science, sociology and other human sciences, when economics is conceived as
the general theory of human behaviour:

There is only one social science. What gives economics its imperialist invasive
power is that our analytical categories—scarcity, cost, preferences,
opportunities, etc.—are truly universal in applicability.... Thus economics
really does constitute the universal grammar of social science. (J.Hirshleifer,
“The Expanding Domain of Economies’, American Economic Review, vol. 75,
no. 6, 1985, p. 53, emphasis in original)

Thus conceived, economics may, for example, apply to politics. As soon as one
postulates that the same rationality determines the behaviour of the agents in all their
activities, the path is open to develop an economic analysis of political processes. Such is
the domain opened by the theory of public choice. As the former is associated with the
Chicago School, the latter is associated with the Virginia School, in view of the
institutional membership of its main leaders, James Buchanan and Gordon Tullock, who
founded the Public Choice Society in 1963, following the publication of their 1962 book.

But it was Anthony Downs (1957) who for the first time suggested using the tools of
microeconomics to analyse the behaviour of electors and the elected, and subsequently
applied them (1967) to the study of bureaucracy. As the theory of human capital had done
for the choices of the individual in his private life, the theory of public choices uses
microeconomic tools to study the behaviour of individuals in administration and in
political life, as citizens and decision makers, and to analyse public finances and public
economics. As in the goods market, agents (who may be interest groups) for example,
meet in a political market, each trying to maximize their private interests, here with
governmental means. On these bases, while Buchanan (1980, 1985) endeavoured to
elaborate an explanation of the sharing out between the field of the market and that of
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political power, and to produce an objective theory of the institutional structure and of the
constitutional context, Tullock, joining Becker’s process, was applying the
microeconomic approach to numerous fields: judiciary procedure, crime and its sanction,
charity and altruism, and pollution.

Closely linked to these developments, the application of microeconomic theory to the
analysis of the effects of laws is one of the constituent elements of the new branch of
specialization known under the name of ‘Law and Economics’.26 The Journal of Law of
Economics, established at the University of Chicago, and directed from 1964 to 1982 by
Ronald Coase, is one of its important pillars, Coase’s works constituting a source of
inspiration for this current.

Liberal policies and Keynesian ripostes

In the 1960s and 1970s, analyses based on rational individual behaviour became
widespread, the existence was reasserted of a simple relationship between the increase in
money supply and the increase of prices, the existence of a natural rate of unemployment
was put forward and the strategic role of supply was underlined. These analyses converge
to criticize interventionism and advocate reducing the state’s role. If the Keynesian
revolution consisted in creating economic policies to reduce unemployment, insisting on
the strategic role of effective demand, which implies uncertainty and expectations, it is
difficult not to see in these new schools the expression of a powerful liberal counter-
offensive.

This counter-offensive evidently does not unfold solely in the theoretical field. It
translates into a thorough inflexion of economic policies in the industrialized countries in
the 1970s, and this whatever the political colour of the governments. Two names
symbolize this transformation, those of Margaret Thatcher, who took over the reins of
government in Great Britain in 1979, and Ronald Reagan, who became President of the
United States in 1981. The expressions Thatcherism, Reaganism and even ‘Reaganomics’
are sometimes used to characterize the new economic policies and, in particular, their
monetarist association. But, as always, the relationship between theory and politics is
neither univocal nor simple, It is to the pressure of events as much as to the inspiration of
theories—in part conceived a posteriori to rationalize the policies—that the political
powers respond. And, at least in the context of democratic systems, governments cannot
carry out a 180-degree turn in economic policies without risking breaking the social
consensus and considerably disturbing the economic machine.

Nevertheless, it remains true that, virtually everywhere in the world in the 1970s and
1980s, very important changes emerged in relation to postwar policies. In 1977,
Friedman published a book entitled From Galbraith to Economic Freedom, stemming
from conferences held in Great Britain. At one of these conferences, he offered Great
Britain, as a means of solving its economic problems, a shock therapy inspired in part by
the one applied in Chile. It is indeed a shock therapy, leaning on monetarism, and
allowing, among other things, an extensive scheme of privatization and deregulation, as
well as the questioning of the rights of unions, which Mrs Thatcher’s government started
in 1979.
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The first budget of the Reagan administration, which also attacked union power, made
significant cuts in social spending. It was said that this programme, of which the
Economic Recovery Tax Act of 1981 constituted one measure, consisted of taking from
the poor to give to the rich. In his first Economic Report, in 1982,27 the President of the
United States declared, of this legislation, described as historic: ‘Rather than using the tax
system to redistribute existing income, we have significantly restructured it to encourage
people to work, save, and invest more’ (in Tobin and Weidenbaum 1988, p. 325).
Criticizing the lax monetary policy of his predecessors and the continual growth in
government economic intervention, which were deemed responsible for the difficulties of
the American economy, President Reagan asserted that the government’s task must be
limited to the construction of ‘a sound, stable, long-term framework in which the private
sector is the key engine to growth, employment, and rising living standards’ (ibid., p.
328), which implies “a careful combination of reducing incentive-stifling taxes, slowing
the growth of Federal spending and regulations, and a gradually slowing expansion of the
money supply’ (ibid.). More globally, ‘my first and foremost objective has been to
improve the performance of the economy by reducing the role of the Federal Government
in all its many dimensions’ (ibid., p. 322), which implies in particular ‘eschewing the
stop-and-go economic policies of the past which, with their short-term focus, only added
to our long-run economic ills’ (ibid., p. 323). It is useful to read again ‘A Monetary and
Fiscal Framework for Economic Stability’, published by Friedman in 1948, or ‘Rules
versus Authorities in Monetary Policy’ published by Simons in 1936, to find the sources
of inspiration of the writers of Ronald Reagan’s discourse.

Of course, this political turning point has given rise to the critiques of post-Keynesians,
institutionalists, radicals, Marxists and other heterodoxies. It was also harshly criticized
by the neoclassical Keynesians, who had codified the orthodoxy of the preceding
decades, in particular by those who were associated, either closely or at a distance, with
the “‘new economics’ of the Kennedy era. Thus, on several occasions, Hahn, Modigliani,
Samuelson, Solow and Tobin, among others, criticized, sometimes very severely,
monetarism,28 in particular in its political context. On the theoretical level, the debate
was more muffled. Tobin admitted, for example, the idea of the progressive shift towards
the north-east of the expectations-augmented Phillips curve, without accepting the
hypothesis of the natural rate of unemployment (Tobin 1975). In his presidential address
to the American Economic Association, Modigliani declared for his part that ‘there are in
reality no serious analytical disagreements between leading monetarists and leading
nonmonetarists’ (Modigliani 1977, p. 1). He added that, if Friedman had already been
able to declare himself a Keynesian, then it was possible to consider Modigliani a
monetarist, in particular on the basis of his 1944 and 1963 articles, as moreover Keynes
could have defined himself. Patinkin, whom some see as a major creator of the
neoclassical synthesis and others as a theoretician of monetarism, considers for his part
that Friedman, in his monetary theory, simply gave an elegant and sophisticated
formulation to Keynes’s monetary theory (Patinkin 1969). To this Friedman retorted that
the resemblances between his theory and that of Keynes are due to the fact that The
General Theory retains several elements of the quantity theory of money, of which
Keynes was a convinced partisan for most of his career: ‘Indeed | may say, as have so
many others since there is no way of contradicting it, that if Keynes were alive today he
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would no doubt be at the forefront of the counter-revolution’ (Friedman 1970, p. 8).
Some even believed they detected in Keynes’s writings the theory of the natural rate of
unemployment.2? Here a certain theoretical confusion may be noticed, which is certainly
due to the fact that monetarists as well as Keynesians of the synthesis refer to the same
microeconomic foundation.

But the political divergence is very clear. Modigliani thus described it, in his discourse,
already quoted, entitled ‘The Monetarist Controversy or, Should We Forsake
Stabilization Policies?’:

In reality the distinguishing feature of the monetarist school and the real issues
of disagreement with nonmonetarists is not monetarism, but rather the role that
should probably be assigned to stabilization policies. Nonmonetarists accept
what | regard to be the fundamental practical message of The General Theory:
that a private enterprise economy using an intangible money needs to be
stabilized, can be stabilized, and therefore should be stabilized by appropriate
monetary and fiscal policies. Monetarists by contrast take the view that there is
no serious need to stabilize the economy; that even if there were a need, it could
not be done, for stabilization policies would be more likely to increase than to
decrease instability; and, at least some monetarists would, | believe, go so far as
to hold that, even in the unlikely event that stabilization policies could on
balance prove beneficial, the government should not be trusted with the
necessary power. (Modigliani 1977, p. 1)

In Modigliani’s opinion, the monetarists’ attack against Keynesianism is not directed
against the Keynesian theoretical structure as such, but revolves around the question of
knowing whether this framework implies the need for stabilization policies. Concerning
the necessity of state intervention, his position is very clear: ‘We must, therefore,
categorically reject the monetarist appeal to turn back the clock forty years by discarding
the basic message of The General Theory. We should instead concentrate our efforts in
an endeavour to make stabilization policies more effective in the future than they have
been in the past’ (ibid., p. 18).

One of the principal creators of the neoclassical synthesis, John Hicks, has never
sought to compromise with the monetarist approach. It is by using the IS-LM diagram
that monetarists, neoclassical Keynesians and new macroeconomists were successfully
able to compare their respective positions as regards the mechanisms at play in the
economy. From one to the other, only the shape and position of the curves varied. Hicks,
as we have already emphasized, preferred to keep his distance in relation to this scheme
of analysis, of which he was the initiator.30 Byt at the moment of monetarism’s rise, one
could hardly consider him as still being a member of the neoclassical synthesis camp.
Another attack against monetarism came from a totally different quarter, and takes a very
different approach. These are economists who share the monetarists’ political vision, and
are even more radical in their questioning of state economic intervention. But they
criticize both the monetarists and the Keynesians, which they sometimes place in the
same camp, for a lack of theoretical rigour, and, in particular, for the absence of clear
microeconomic foundations for their macroeconomic constructions. These are the new
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classical macroeconomists to whom we now turn.
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8
New macroeconomics

Having begun in the 1960s, the calling into question of Keynesianism took place in the
1970s and 1980s. Part of this criticism involves the inadequacy of its microeconomic
foundations. The critique was formulated by authors of very diverse theoretical horizons,
among whom were several still regarding themselves as Keynes’s disciples. It was also
led by those who were very critical of Keynesian theory. Robert Lucas, at first a
Keynesian and then principal theoretician of the new classical macroeconomics, assumed
leadership of the offensive. Traditional macroeconomics, as much Friedmanian as
Keynesian—even though Lucas showed Friedman deferencel —was left behind as the
reconstruction of economic analysis, on the basis of the extension of the rationality
postulate to include the acquisition of information and expectations, was witnessed.

It was also on the basis of the rationality postulate (coming within a non-Walrasian
perspective) that the disequilibrium theorists, inspired by Patinkin, Glower and
Leijonhufvud, attempted to give Keynesian macroeconomics more sturdy microeconomic
foundations. Finally, in the 1980s, in opposition to the new classical macroeconomics,
there developed a ‘new Keynesian economics’, which borrowed some elements of the
theories of disequilibrium.

New classical macroeconomics?

The new classical macroeconomics was born in the 1970s, following works by,
principally, Lucas, Leonard Rapping,® Thomas Sargent and John Wallace. It rapidly
became the dominant current, at least in North American departments of economics.
Some enthusiastic partisans did not hesitate to call it a revolution in a discipline indeed
accustomed to intellectual upheaval. Others characterized the taking of the leadership by
these new theorists as a palace revolution in the monetarist camp, despite the fact that
several economists of this school of thought considered themselves as much estranged
from monetarism as from Keynesianism.

The designation of ‘new classical macroeconomics’ constituted an explicit reference to
the classical macroeconomic theory which was the object of Keynes’s critique. Lucas
thus affirmed that it was necessary to come back to the research programme of business
cycle theoreticians of the first decades of the century, principal among whom were
Mitchell and Hayek.* The adjective ‘new’ indicates that it is not merely a pure and simple
retreat. Elements from Keynesianism were retained and the founders of the new classical
macroeconomics did not regard themselves as abandoning monetarism: on the contrary,
Lucas’s explicit ambition was to give sturdier theoretical foundations to the economic
policy propositions put forward by Henry Simons, Friedman and the monetarists. It was
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also a matter of rationalizing the theory of the natural rate of unemployment. Results
were to be achieved by giving macroeconomics the microeconomic foundations it lacked.
These foundations were to be located in the Walrasian theory of general equilibrium. For
Lucas and his disciples, it is necessary, in order to construct a rigorous macroeconomic
theory, to begin with the hypothesis that all markets, including the labour market, are
always in equilibrium, flexible prices there playing the role anticipated in the Walrasian
theory. Thus this is sometimes called equilibrium business cycle theory.

To the traditional neoclassical hypotheses, the new classical macroeconomics added
the optimal treatment by agents of the information that they have at their disposal,
imperfect information whose acquisition is costly; whereas, in the Walrasian model of
general equilibrium, the information is perfect. Two sources must be distinguished here:
on the one hand, the theory of information advanced by Stigler in 1961, in accordance
with which the acquisition of information is a process to which one must apply the same
rules of analysis in terms of optimization as to other economic activities; on the other
hand, the rational expectations hypothesis enunciated by Muth the same year.5 This
hypothesis has such an importance in the new approach that it was also called the theory
of rational expectations. Indeed, for many, it constitutes its most fundamental core.

Taking expectations into account is evidently not an innovation. The question of the
treatment of time and expectations is as old as economic thinking. By explicitly
introducing expectations to describe the process of price formation in his doctoral thesis,
Myrdal (1927) heralded contemporary thinking on this subject.6 On this basis, Myrdal (as
much as Ohlin, Lindahl and Lundberg) attempted to construct a dynamic macroeconomic
analysis, taking expectations into consideration.” Of course, expectations play a capital
role in Keynes’s General Theory. They are linked to uncertainty about the future and
cannot receive a treatment of the probabilistic type. There is not, among the actors of the
Keynesian system, a rational calculation of the expected benefits of actions and choices.
In the postwar period, theorists who criticized Keynes for the so-called exogenous nature
of expectations in his system attempted to provide an endogenous explanation of
expectations formation by agents. Metzler’s 1941 article on inventory cycles plays a
pioneer role in this respect. In 1956, in the collective book on the quantity theory of
money, edited by Friedman, Cagan introduced the hypothesis of adaptive expectations
into a study of the money demand function.® According to their hypothesis, individuals
form their expectations on the basis of the difference between their past expectations and
the values actually realized. Thus, for example, the expected rate of inflation is
determined by the difference between expected and realized levels of inflation in the past.
Such is the hypothesis at the basis of the theory of the natural rate of unemployment. And
the variant of the Phillips curve integrating this approach is called the expectations-
augmented Phillips curve.

For the new classical macroeconomists, this hypothesis is unsatisfactory because it
contradicts rational behavior. It implies that agents only learn through their past mistakes
and do not use the new information they may have at their disposal. The rational
anticipations hypothesis is meant to correct this weakness. Here is how Muth formulates
it:

I should like to suggest that expectations, since they are informed predictions of
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future events, are essentially the same as the predictions of the relevant
economic theory. At the risk of confusing this purely descriptive hypothesis with
a pronouncement as to what firms ought to do, we call such expectations
‘rational’....

Expectations of firms (or, more generally, the subjective probability
distribution of outcomes) tend to be distributed, for the same information set,
about the prediction of the theory (or the “objective’ probability distributions of
outcomes). (Muth, ‘Rational Expectations and the Theory of Price Movements’,
Econometrica, vol. 29, 1961, p. 316)

When it comes down to it, this hypothesis ‘is an application of the concept of economic
man’ (Fischer 1980, p. 13). Its lack of realism was, of course, criticized. Muth already had
an answer in his article, analogous to Friedman’s methodological arguments (1953): the
hypothesis’s lack of realism matters little, as long as it permits one to deduce results
which can be empirically tested. Constructing the model ‘as if the agents had a perfect
knowledge of the economy is thus acceptable. On the whole, the subjective expectations
of the agents coincide with the real values of the variables; the uncertainty in face of the
future disappears. We are really very far from Keynes’s vision. While the latter criticized
the classical theory for postulating too much rationality on the part of agents, Muth
blamed the economic models for not assuming enough rationality.

The new classical macroeconomics took root in reflections of Friedman (1968 AEK)
and Phelps (1967) on the Phillips curve and the natural rate of unemployment. It applies
to macroeconomic analysis the rational expectations hypothesis which Muth had
formulated in a microeconomic study, assuming that the agents gather and rationally use
information, and that they have the same knowledge of the economy’s structure and
functioning as they have of the economic theory: ‘private agents understand the dynamic
environment in which they operate approximately as well as do governments
policymakers’ (Sargent 1986, p. 102). They modify their behaviour when the rules of the
game are changed, with the principal ones being parameters of economic policy.
Therefore they cannot be easily fooled. They integrate into their expectations of inflation
the expected actions of the monetary authorities. Only unanticipated changes of the stock
of money can make the effective inflation rate diverge from the expected rate. From then
on, not only is the long-run Phillips curve vertical, so also is the short-run curve. Contrary
to what Samuelson and Solow® had earlier advanced, there is no trade-off between
inflation and unemployment in the short as much as the long run. For classical
monetarism, that of Hume as much as that of Friedman, a variation of the stock of
money—a nominal shock—may have an effect in the short term on the economy’s real
aggregates. But for new classical macroeconomics, the economy reacts in the short run to
a nominal shock by immediately finding its natural rate of unemployment again, except in
the case of an unexpected shock, a surprise on the part of the monetary authorities.

This analysis leads the new classical macroeconomics to a very critical stance towards
traditional econometrics, and towards what Lucas calls the ‘theory of economic
policy’ (1976, p. 20). The traditional econometric models, monetarist as much as
Keynesian, imply that the agents’ behaviour is invariant to changes in the rules of the
game and in economic policies. This was why they failed to predict the effects on
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production, employment and prices of the huge budget deficits and increases in the stock
of money observed in the 1970s. Lucas concludes the article in which he calls into
question traditional econometrics, and which is at the origin of the expression ‘Lucas
critique’, with this assertion: ‘given that the structure of an econometric model consists of
optimal decision rules of economic agents, and that optimal decision rules vary
systematically with changes in the structure of series relevant to the decision maker, it
follows that any change in policy will systematically alter the structure of econometric
models’ (Lucas, 1976, p. 41).

Any policy of demand stimulation which is expected and systematic can have no effect
on production and employment. This is the ‘neutrality’ or ‘policy ineffectiveness
theorem’ as formulated by Sargent and Wallace (1975) and Barro (1976). As the political
decision makers react to the state of the economy, agents guess what they will do and
adjust their behaviour accordingly. Deviations in the effective rate of production from the
natural rate result from random shocks and not from systematic policies. In accordance
with this perspective, cyclical fluctuations are provoked by shocks which are amplified
by diverse transmission mechanisms in a world characterized by the rational behaviour of
agents and subject to general equilibrium. These shocks, these surprises, induce among
agents erroneous perceptions of the price variations, which lead them to take wrong
decisions on production. In particular, the supply of labour strongly reacts to small
temporary fluctuations in real incomes, in accordance with what is called the
intertemporal substitution hypothesis. The fluctuations in employment are provoked by
the choice the worker makes between leisure and work. In this perspective, there is no
involuntary unemployment: ‘involuntary unemployment is not a fact or a phenomenon
which it is the task of theorists to explain. It is, on the contrary, a theoretical construct
which Keynes introduced in the hope that it would be helpful in discovering a correct
explanation for a genuine phenomenon: large-scale fluctuations in measured, total
unemployment’ (Lucas 1978, p. 354). Lucas and his colleagues consider, of course, that
their theoretical construction is superior to that of Keynes in accounting for employment
fluctuations, a theory according to which the unemployed person chooses his state as part
of a process of optimization.

For the new classical macroeconomics, the shocks which trigger the cyclical process in
a universe otherwise in stable equilibrium are of a monetary nature. Diverse critiques of
these models were brought forward, not only by resolute adversaries of this approach, but
even by those who share some of its postulates. This was how the equilibrium real
business cycle approach developed through the impetus given by F.E.Kydland and
E.G.Prescott,’0 jB. Long and C.I.Plosser'! and R.G.King and Plosser.!?2 Gradually,
during the 1980s, this vision asserted itself within the new classical macroeconomics,
some regarding it as an extension of works by Lucas, Sargent and Wallace, others on the
contrary as a rupture of importance.

The theory of real cycles considers that fluctuations are generated by real shocks, for
example at the level of productivity, in economies where markets are continuously in
equilibrium. For example, in Kydland and Prescott’s model, the necessary ‘time to build’
new investment goods is considered as a technological characteristic which determines
the number of periods necessary to produce durable production and consumption goods.
These time periods are invariant and are not affected by political factors. It is the
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construction time which thus contributes to generating the production fluctuations, the
employment fluctuations being explained by the hypothesis of intertemporal substitution.
Thus it is real shocks, affecting the technology and the workers’s productivity, which
start the cyclical processes. In Long and Plosser’s model, the real shocks spread in view
of the agents’ desire to smooth their consumption in the long run. For King and Plosser,
the correlations between the monetary variations and the real activity, emphasized in the
monetarist analyses, are in reality the common results of the influence of other real
factors, such as changes in preferences, technology or resources.

The analyses of the partisans of the new classical macroeconomics are therefore quite
diversified. Thus Sargent disputed the fact that one could speak of a rational expectations
school in the sense of ‘a collection of economists with an agreed-upon model of the
economy and view about optimal monetary and fiscal policy’ (Sargent 1986, p. 101).
Nonetheless, one encounters a common attitude with regard to economic policy,
distinguished by an absolute scepticism towards the efficiency of state intervention: it
only takes stable, clear rules of the game, well known by all. Sargent thus compared the
economy to an American football game. Lucas enunciated these rules in a 1980 article,
saying that he was only amending what Friedman had already written in 1948 about the
monetary and fiscal framework for economic stability. The first rule consists of setting a
stable annual rate of growth of the stock of money; the second, rates for spending and
governmental transfers which do not vary in real terms over the cycle; the third,
permanent tax rates whose objective in the long run is to equilibrate the budget. To these
three rules, already suggested by Friedman, Lucas adds: ‘A clearly announced policy that
wage and price agreements privately arrived at will not trigger governmental reactions of
any kind” (Lucas 1980, p. 200). These rules are thus minimal rules. In a certain way, the
best economic policy, in the perspective of the new classical economists, is the absence
of economic policy.

On the basis of their analyses, the economists of this school of thought are very critical
regarding the economic programme developed by United States President Reagan’s
advisers and its implementation. Their critique is directed towards the lack of consistency
and, therefore, the lack of credibility of the suggested measures. To a strict monetarist
policy of a cut in the money stock a policy of tax reduction is added, and this is not
compensated by the prospect of a decline in spending. Indeed, in the United States, the
reduction in social spending was accompanied by a rise in spending on research and on
space and military activities, which served overall to increase rather than decrease the
budget deficit. From then on, agents anticipated a monetization of the increased
government debt. In accordance with the new classical macroeconomic propositions, it
would have been necessary to announce clearly both a cut in the stock of money and a tax
reduction indicating how the budget deficit was to be made up.14

The disequilibrium theories'®

In the context of the neoclassical synthesis, as was formulated in the textbooks of the
1950s and 1960s, the Keynesian model is conceived as an equilibrium system, save for
the labour market characterized by wage rigidity which prevents the emergence of full
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employment. Such was the analysis which Modigliani proposed in 1944, and which is
found in the work of several other authors. Patinkin, however, is an exception. According
to him, ‘the involuntary unemployment of the General Theory need not have its origin in
wage rigidities’ (Patinkin 1956, p. 340). He suggested that The General Theory must be
interpreted as a dynamic analysis, in which there are insufficient forces to bring the
system to equilibrium. It is indeed a question of rigidities, but they are not of the same
nature as those postulated in the static neoclassical Keynesian model, where one can
demonstrate that the real balance effect is sufficient to ensure full employment. In a
dynamic system, consumers and investors do not react fast enough to the movements in
prices and to the modification of the real value of their liquid assets; the rigidities in their
spending habits prevent equilibrium. This is why Patinkin prefers to call Keynes’s theory
one of underemployment disequilibrium rather than a theory of underemployment
equilibrium.

In an article which gave rise to much discussion, published first in German in 1963 and
in English in 1965, Clower developed these ideas, even though he was critical of
Patinkin’s theses and those of Hicks (who was also, at the same moment, laying the
foundations of an approach in terms of disequilibrium (Hicks 1965), rather distant from
the ideas of the neoclassical synthesis initiated in his 1937 article). Tackling the said
synthesis or ‘Keynesian counter-revolution’ head-to-head, Clower considered Hicks and
Patinkin as its two main inspirers. For Clower, Keynesian macroeconomics is
incompatible with the Walrasian microeconomics with which attempts had been made to
integrate it. Underemployment equilibrium cannot be conceived as resulting from a lack
of rationality on the part of the agents, in particular of money illusion on the part of the
workers.

For Clower, there are implicit microeconomic foundations in The General Theory,
different from the traditional Walrasian hypothesis but which, like the latter, imply
rationality of the agents. In the Walrasian model, prices vary instantly so as to clear all
markets. Individuals may buy or sell everything they want at the given prices. Clower
called these demands and supplies ‘notional’. In Keynes’s model, there are constraints on
the quantities of goods that an individual may buy or sell. For example, in the case of an
excess supply of labour, the demand (which is then called effective) of an individual who
cannot sell all the labour that he would like is less than the notional demand at the given
prices. The demand for the goods is then a function, not of the prices, but of the quantity
of labour that an individual can sell. One therefore replaces a system in which the
instantaneous variations of prices ensure the equilibrium on the markets with a system in
which the quantities adjust rapidly while prices remain fixed or move slowly. In Capital
and Growth, published in the same year as the English version of Clower’s text, Hicks
developed the concepts of ‘flexprice’ and “fixprice’. He considered, as he did in his work
of the 1930s, drawing inspiration from the Swedish theorists, an economy of successive
periods of time. The flexprice method, also called temporary equilibrium, supposes that
prices adjust within each period in such a way that current transactions equalize supplies
and demands. The fixprice method considers that prices are given exogenously at the
beginning of each period and remain unchanged during the period so that demand and
supply can remain in disequilibrium. Here Hicks suggests that this is a matter of two
extreme cases and that the reality is to be found somewhere in between these extremes.
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In 1968, Leijonhufvud published a book in which he distinguished Keynesian
economics from Keynes’s economics, and set himself to heal what he considered the
micro-macro schizophrenia, without abandoning the hypothesis of the rationality of
agents.16 For Leijonhufvud, as for Patinkin, the debate on The General Theory
‘proceeded for a long time in the framework of comparative statics, which obscured the
essentially dynamic disequilibrium nature of Keynes’s theory” (Leijonhufvud 1968, p.
537). Like Clower, he emphasized that it is necessary to come back to an analysis of a
Marshallian type, in which quantities adjust more easily and more rapidly than prices.
Leijonhufvud introduced problems of transactions structure, circulation of information
and liquidity constraints in order to explain the Keynesian disequilibria. His vision has
some kinship with the islands parable presented by Phelps in his introduction to
Microeconomic Foundations of Inflation and Unemployment Theory (1970). For
Leijonhufvud, unemployment and depressions are caused, in great part, by the market
system giving the wrong signals to agents.

Constructing a synthesis of the models of Glower and Patinkin, integrating Hicks’s
contribution, Barro and Grossman (1971) gave to this type of analysis the name
‘disequilibrium theory’. However, the analyses of Glower and Leijonhufvud, like that of
Barro and Grossman, do not explain the rigidity of prices in their models. A group of
economists, largely French, developed the theory of disequilibrium. One of their aims is
to give an endogenous explanation of price rigidity. It is not a question of explaining
unemployment as the result of prices being set in an exogenous way, but to account
simultaneously for endogenous unemployment and prices rigidity. Among the main
theorists of this current of thought one may mention J.-P.Bénassy,'’ J.H.Dréze,!® J.
M.Grandmont and G.Laroque,'® and Y.Youngs.?® Malinvaud also made important
contributions to the theory of disequilibrium. It is to him that we owe the distinction
between Keynesian unemployment, characterized by an insufficiency of effective
demand, and classic unemployment, characterized by real wages being too high
(Malinvaud 1977). Negishi, for his part, developed analyses of price formation in the
context of monopolistic competition.?! A sceptical theorist of general equilibrium, Hahn
(1975) contributed to the theory of disequilibrium, developing in particular some of the
intuitions of Dréze and Negishi.

The new Keynesian economics?

The 1980s witnessed the development of a current of thought called the ‘new Keynesian
economics’. This new wave was born in a reaction to the rejection of the Keynesian
approach by the new classical macroeconomics and contin-ued a similar project to that of
the theory of disequilibrium, while dissociating itself from the latter. Here again, it was a
question of giving Keynesian macroeconomic theory more rigorous microeconomic
foundations.

The new Keynesian economics attempted to explain the rigidity of prices and wages,
postulated by the neoclassical Keynesians, and to show how these rigidities yield the
characteristics called ‘Keynesian’ of the contemporary economies, premier among which
is the persistence of high unemployment rates. In particular, it is a question of seeing how
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‘small nominal rigidities’ can generate important real effects at the macroeconomic
level.23 These frictions in the price flexibility may stem from the rational, or ‘near-
rational’, behaviour of firms, taking into account the costs of price adjustment, or ‘menu
costs’. Thus there are, as in a restaurant, costs associated with the printing of the new
menu, which necessarily accompany any change of price, costs which are sometimes
higher than the advantage linked to the price adjustment. The individual firm, therefore,
may gain by choosing not to modify its price, despite the fact that the impact of similar
individual decisions on the entire economy may be very significant. These phenomena
are accentuated when one takes into account the monopolistic nature of contemporary
economies.?* For M.Weitzman,?® the existence of involuntary unemployment is
essentially explained by the monopolistic structure of contemporary economies. (An
empirical study conducted by Dennis W.Carlton shows that the rigidity of prices is far
more the norm than the exception when one examines the behaviour of large American
firms.28) The new Keynesians also introduce what they call coordination failures among
agents to explain underemployment, that is difficulties linked to problems in the flow of
information, which have the consequence of magnifying the effects of any random shock
to the economy.?’

The study of labour market characteristics plays an important role, as much in new
Keynesian economics as in the theories of disequilibrium. On this point, some
developments are common to these approaches and to currents such as institutionalism
and radical economics on the one hand, and new classical macroeconomics on the other.
Works of an institutionalist nature on the duality of the labour market, 2 and certain
analyses of the radical economists,?? join with those devoted to implicit contracts and to
efficiency wages.®° According to this latter vision, a higher real wage exerts an upward
influence on productivity. Moreover, it may be in firms’ interests to pay a higher than
equilibrium wage in order to slow down staff turnover, attract more skilled workers and
increase discipline within the firm (Stiglitz 1984 with Shapiro). The theory of implicit
contracts attempts, for its part, to discover norms and implicit agreements in the labour
relations within the firm, often very rigid and long established but not codified in
collective agreements.

The staggering of contracts constitutes another source of rigidity and amplification of
disequilibria.31 Here it is as much a question of staggering in the decisions of product
price variation as of work contracts. Theoreticians close to new classical macroeconomics
emphasized this fact, indicating that it weakens Sargent and Wallace’s policy
ineffectiveness postulate. Because of the staggering of the contracts, even an expected
monetary shock may have a real effect on the economy.®? In Taylor’s model, the
interaction between wage contracts and expectations propagates the shock wave beyond
the typical contract duration, considering that the contracts are overlapping. Indeed, the
effects are all the greater since prices are set by a margin above costs.3

By supplying Keynesian macroeconomics with the microeconomic foundations it
lacks, several followers of new Keynesian economics claim to go beyond the controversy
between Keynesianism and monetarism—to such a point that a new Keynesian may
quench his thirst at the two springs, as witnessed in the introduction to a recent collection
of major articles of this current of thought:
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An economist can be a monetarist by believing that fluctuations in the money
supply are the primary source of fluctuations in aggregate demand and a new
Keynesian by believing that microeconomic imperfections lead to
macroeconomic price rigidities. Indeed, since monetarists believe that
fluctuations in the money supply have real effects but often leave price rigidities
unexplained, much of new Keynesian economics could also be called new
monetarist economics. (Mankiw and Romer 1991, p. 3)

Thus a new Keynesian may share the hesitations of both monetarists and the new classical
economists regarding state intervention. Nonetheless, most of the work carried out by the
authors of this current shows that the normal functioning of monetary economies,
including the assumption of the perfect rationality of their agents, does not lead to the
equilibrium and stability postulated in classical and monetarist models. Consequently,
most consider that state intervention may improve the situation. The question of deciding
whether it must do so is determined by the political choices of each.

We thus find a picture similar to that painted by Modigliani in his presidential address
to the American Economic Association (1977), which we quoted at the end of the
previous chapter. In it, he emphasized the convergence between monetarists and
Keynesians at the analytical level, indicating that divergence was found at the political
level, in particular concerning the necessity and desirability of stabilization policies. In
the same way, several convergences have been noted between the authors we have just
dealt with.3* The book co-authored by Phelps, and published in 1970, devoted to research
on the microeconomic foundations of macroeconomics is one illustration of this. Not only
does it constitute a transition between monetarism and new classical macroeconomics, but
it also presents analyses falling within the theory of disequilibrium and others which
announce the new Keynesian economics.

These convergences stem from a common project, which was to give macroeconomics,
whatever its colour, rigorous microeconomic foundations while escaping, once and for
all, from the micro-macro dichotomy which characterized economic thought of the
postwar period. But, more deeply, there is also a convergence on the basic hypothesis
according to which economic analysis must be based on the postulate of the agents’
rationality, this rationality being exercised in the face of both quantity and price
constraints. One is very far, of course, from interpretations of Keynes’s work which
emphasize the irreducible uncertainty affecting decisions in historical time. One is also far
from the analyses which could be called holistic, those of the Kalecki or Weintraub type,
in which it is rather a question of giving macroeconomic foundations to microeconomics.

These convergences also stem, in great part, from the formal similarities between those
approaches which use the same language. A theoretician of the disequilibrium school
justified as follows the very elaborate mathematical sophistication of this current’s
writings, linking it to assumption of rationality:

Explanation of macroeconomic phenomena will be complete only when such
explanations are consistent with microeconomic choice theoretic behavior and
can be phrased in the language of general equilibrium theory. This implies the
need for a mathematically rigorous formal statement of framework and results,
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even when well known. The view, therefore, that all the recent work in non-
Walrasian theory states obvious points in highly mathematical and sometimes
abstruse ways is, at best, misdirected. (Drazen 1980, p. 293)

What is written above on the theory of disequilibrium applies mutatis mutandis to the
other schools. The most recent evolution of contemporary macroeconomics comes within
an intellectual universe transformed by a wave of formalization and mathematicization,
the roots of which we presented in Chapter 4. Certainly, its impact on the nature of
economic thought and debate has not been sufficiently measured. The mathematical form
leads to a rapprochement between the different processes, the differences often depending
on the choice of a particular hypothesis, which sometimes gives rise to a certain
eclecticism.®® It tends to be accompanied by an impoverishment of thinking, and
translates into discussions among cognoscenti, less and less with the complexity of
contemporary economic, social and political reality.
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9
On Babel and three figures of present-day
economic thought

Since the end of the 1960s, the processes of internationalization and globalization have
thoroughly transformed national economies, restricted their room to manoeuvre and the
capacities of governments to act, and emphasized the limits of the welfare state. The
collapse of the communist regimes seems to mark the victory of the market system. With
the failure of development policies in many countries, massive unemployment, the new
rise in poverty and the assault on the environment, the world is suffering at the end of this
century from illnesses that economists do not know how to cure. This does not prevent
economics from appearing as the most firmly structured of all social sciences, efficient
through the multiplicity of its applications to limited domains,! both domineering and
expansionist. Distracted by continuous doubts about its own enterprise and the pursuit of
ever-renewed ambition, the Babel which constitutes the city of present-day economists
may be characterized by three mythological figures: Penelope, Sisyphus and Icarus.

Babel: the economists in their new world

One hundred and fifty years ago, an economist could have read all the books of political
economy or those related to this field; 60 years ago, he could have obtained a direct
knowledge of all the main works; 30 years ago, he could follow the main current
developments. Nowadays, an economist must be open-minded and obstinate to be
informed about the main debates concerning even just his own narrow field (or fields) of
interest. In two centuries, economics (at the outset a small land in the world of human
knowledge, with each of its mountains, valleys and paths known by all) has now become
a world in unremitting expansion (with new continents and archipelagos appearing and
landscapes being continuously reshaped).

In the aftermath of the Second World War, economics was already quite diverse,
because of the plurality of objectives and approaches, the diversity of conceptions of the
relation between theory and reality, and the multiplicity of schools. Since then, the
domain covered by economics has continuously been extended, the fields of applied
economics multiplied,2 the number of schools and their factions increased: a multitude of
discourses coexist, confront and influence each other. Moreover, economic discourse is
developed and circulated on more and more diverse levels, with very wide differentiation
in the degrees of generality, theoretical development and formalization, in the central or
marginal nature of the objects being treated, in the proximity of these objects to
observable reality, and in the nature and quality of the empirical information.3 From the
book or theoretical article which leaves a lasting mark to the publication which has no
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impact, from the empirical study which nurtures further analyses and thinking for a long
time, to the occasional descriptive study, to the numerous purely academic exercises, the
range of economic works is enormous.

In total, present-day economics is characterized by a double dynamic, as revealed by
the multiplication of the number of journals: the swelling of the stock of published work*
and its “parcelling out’. This has transformed the world of economists into a kind of
tower of Babel, where few are those who listen to others and where only a small part of
the discourses delivered are actually heard;® all the more so since economic knowledge
continues to be generated not only in the two languages which have asserted themselves
since the war—English and mathematics®—but also in a broad variety of national idioms.
Whilst economists of non-anglophone cultures follow what is produced in English,
increasing numbers of English-speaking economists systematically ignore what is
published in tongues other than their own.

In this context, economists tend to constitute a multitude of microcosms, each founded
on a common approach or a common field of work and on reciprocal acknowledgement,
and anchored in an academic department or a research centre, with its working papers
and often its own journal with limited circulation. In a reverse direction, some great
associations, international or national (in particular the American Economic Association,
with its journals’), some important journals and some publishing houses, work at
circulating and making available this continually evolving knowledge. Thus economics is
undergoing perpetual renewal in its expansionary movement. But, because of the
opaqueness of knowledge, of the time dimension, delays in circulation and assimilation,
waiting periods and time-lags, this permanent reorganization takes place in a way which
can be defined as deformed and discordant: thus texts written in the 1930s, discovered
again by economists of a new generation in the 1960s, become inevitable references in
the 1970s and 1980s. And of course no one can say which among those published
recently will constitute the reference texts around 2020.

All of this is to say that we do not pretend, in this final chapter, to give a rundown of
present-day economic knowledge. We will merely attempt, among the present profusion,
to discern some significant principal themes in the current movements of economic
thought.

Penelope: from theoretical rigour to world complexity, weaving the
impossible cloth

While one could think in the 1960s that the blows dealt by Keynes and the Keynesians
had got the better of the classical citadel, a new fortress was reconstituted after the war: at
once disparate and unified under the banner of general equilibrium theory, and the
neoclassical reading grid, equipped with powerful analytical and mathematical weapons
and instruments. For a large part, its strength stems from its simplifying postulates, which
generate both its lack of realism and its universal appeal.

A specialist in the theory of general equilibrium, and working at enlarging its fields of
applicability, Hahn thus explained why he accepts being described as a ‘neoclassical’:
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There are three elements in my thinking which may justify it:

(1) I'am a reductionist in that | attempt to locate explanations in the actions of
individual agents.

(2) In theorizing about the agent I look for some axioms of rationality.

(3) I hold that some notion of equilibrium is required and that the study of
equilibrium states is useful. (Hahn 1984, pp. 1-2)

And indeed, the decisions of rational individual agents, the market, the equilibrium, the
optimum are major constitutive elements of the new orthodoxy; however, in each of these
domains, the critiques at once weaken orthodoxy but also help to strengthen it and
provoke further questioning. Such was the case for the market. The orthodox or
neoclassical vision of the market is that of a mechanical entity, in which uncoordinated
individual actors intervene, none exercising a particular influence, with information
circulating between them leading to adjustment towards equilibrium.

The simplifying lack of realism of this vision has been criticized for a century by
successive generations and all families of heterodoxy. It has also been criticized, for some
decades, by the Austrian School,® which has not prevented numerous authors from
associating this school with the neoclassical stream, probably because the Austrian
School is characterized by a radical liberalism, which distinguishes it from other
heterodoxies. Hayek’s critique had a special impact, mainly because, as a theoretician of
classical liberalism of the first rank, he specifically ascribed to the market an essential
role, as much in society in general as in the economy. However, Hayek very early
rejected the Walrasian conception of a market in which the agents would be perfectly well
informed.® He developed instead a vision of market competition as a process of learning
and coordination of information which is simultaneously multiple, incomplete and, in
particular, spread among millions of individuals. The market thus perceived is one of a
‘spontaneous order’, stemming from the evolution of humanity over several millennia,
and not a rational creation of which a mathematical representation may be given. Von
Mises developed an analogous view,!® emphasizing the uncertainty under which
entrepreneurs take their decisions. These ideas were developed within the framework of
the modern Austrian School, in particular by Israel Kirzner,! who developed the concept
of the market as a process, whilst Ludwig Lachmann'? questioned the equilibrating
features of the market. And all emphasized the gulf between their conceptualization and
that underlying general equilibrium theory.!® But attempts were also made, in circles
closer to the neoclassical orthodoxy, to give greater realism to the mainstream vision of
the market. Thus, the field of research, begun in the 1960s, notably by Stigler (1961),4 on
search, use and cost of information, was extended to cover imperfections in the
transmission of information, and market equilibria under incomplete information.'® The
economics of information and the economics of uncertainty were thus opened as new
fields of specialization.’® Meanwhile, the theory of games gave a strong impetus to the
analysis of the market, agents’ strategies and behaviour, different forms of competition, as
well as types of market.1” In this enlarged framework, the standard market model is not
invalidated, but its field of application is thereafter better defined. Finally, with the
analysis of contestable markets, Baumol, Panzar and Willig (1982) undoubtedly pushed
the theory towards the explanation of observable reality.
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There was a similar picture as far as rationality was concerned. The orthodox
conception is that of a rationality both reductionist—that of an agent reduced to one
dimension who seeks to maximize benefits and minimize costs—and general, applicable
to all situations, and to any decision: the rationality H.Simon calls substantive. On this
point, where numerous critiques had already been made, it was Simon, a polymath, a
pioneer in the analysis of complexity and winner of the Nobel Memorial Prize in
economics, who made decisive inroads. In 1943, in his doctoral thesis (published in
1947), he introduced the analysis in terms of ‘limited rationality’, an approach later
developed (1957, 1969, 1982 Models) in terms of ‘bounded rationality’, that of an agent
who exercises his ability to choose, not simply with the sole concern of maximization or
optimization, but in the complexity of the situation, taking account of imperfections in
information and the cost of its improvement, and of the multiplicity of constraints,
criteria, benefits and difficulties. This rationality is inseparable from the decision process
itself, unique to each agent, and in particular to each organization, and within which he
may be led to revise his objectives.

These analyses are at the heart of one of the behavioural economics schools, the
Carnegie School,'® whose method—founded on the concrete analysis of the behaviour of
firms and organizations—was illustrated by Simon (1958 with March), Cyert and
March,? followed by the works of March?° at Stanford University and by Nelson?! at
Yale University. This work evidently contributed to the revival of the analyses of firms,
adding colour to the traditional black box of neoclassical theory. But, in this field, it was
the article published by Coase in 1937, widely quoted, which opened new perspectives.
Coase sought ‘to show the importance for the working of the economic system of what
may be termed the institutional structure of production’ (Coase 1992, p. 713). In his 1937
article he attempted to explain, while remaining within the framework of neoclassical
analysis, the firm’s specificity in relation to the market and, therefore, the nature of the
firm in a market economy. He did it by developing the thesis according to which the firm
is a structure which permits elimination of the costs ensuing from the functioning of the
market, costs of information search and contract negotiation, in brief, ‘transaction costs’.
Unrecognized or misunderstood for a long time,22 this approach was used again by Coase
in his 1960 article, ‘“The Problem of Social Cost’; in the 1970s, it was increasingly taken
into account and gave rise to an abundant literature, in which one may find, for example,
contributions by Steven S. Cheung,?® Harold Demsetz (1967, 1968, 1972) and Oliver
Williamson (1975, 1985).

Starting from hypotheses radically different from those of Simon and Coase—not only
a situation of uncertainty, but with unmotivated and not necessarily rational agents—
Alchian (1950, 1977), taking into account the logic of natural selection, reached similar
conclusions. With Demsetz (1972), he put forward the efficiency of ‘team production’ in
explaining the firm. Marschak, in the last part of a long career which first saw him give
new impetus to econometrics,?* also became interested in this question (1972), as well as
in the economics of organizations, of decisions and of information (1974). Meanwhile,
the explanation of the firm size in terms of economies of scale ended with an enlarged
explanation and was enriched by the analysis of the multi-product cost function.2®

These different breakthroughs had three types of effect: they opened breaches in the
fortress of orthodoxy, but, in doing so, they gave rise to works which strengthen it; and
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they provoked, in different fields of research and in several theoretical currents, a
thorough revival of the analyses of the institutions, organizations, firms, markets and
relations between organizations and markets. The study of organizations which, in the
neoclassical approach, fell within the competence, not of economic theory but of history,
has thus been reintegrated—and not only for Marxists and institutionalists—into the field
of economic analysis.26 The simplistic image of the maximizing firm is more and more
widely rejected; its analysis, as that of other institutions, is enlightened by game theory,
in particular by the theory of repeated games. In this view, the market is no longer the
universal—outside history, as it were—mode of adjustment of agents’ plans. It is thus
necessary to recognize the institutional foundations of its emergence and functioning; this
analysis is developed in the institutionalist approach?’ as well as in that of organizational
economics. It is also necessary to understand how the division operates between what is
relevant to the firm and what is relevant to the market, and how the substitution between
one and the other operates.8

These works translated into a strong revival of behavioural economics and of its
different schools,? of the institutionalism’s new avatars—new institutional economics®°
and neo-institutional economics®—and of industrial economics. This revival translated
into different types of rapprochements or linkages. Thus Williamson, who is abundantly
quoted, and sometimes claimed by the three currents mentioned above, wrote his thesis at
Carnegie-Mellon University, and has a form of analysis which bears the hallmarks of
both the behavioural and neoclassical approaches. On the other hand, one can note the
convergence between post-Keynesian works and the behavioural approach, seen as a new
approach to industrial economics.32 Authors such as Akerlof and Stiglitz were indeed
described as ‘neoclassical heterodoxes’. Institutionalists sought to generalize neoclassical
economics,3 whilst others inquired about the possibility of a synthesis between
neoclassical and behavioural economics.3* At the heart of this dynamic are K.Arrow’s
works, which are very often quoted in the abundant literature we have just mentioned, as
much for his thinking on the Limits of Organization (1974) as for his work on the
individual and social choices.3®

In the opposite direction, we are witnessing a return to the notion of the market to deal
with phenomena internal to the firm, and also to take account of ‘all social relations...
thus considered as implicit “markets’”, the concept of market being then enlarged to
encompass the ‘systematization of any kind of negotiations between individuals’.3
Through the theory of contracts,®” some tend to reduce ‘all that is institutional or
organizational’ to contracts between individuals, being similar to the relations between
buyers and sellers in the neoclassical theory: ‘the organization, a simple collection of
contracts, loses all identity; it disappears as a collective entity, being reduced to
interindividual*3® and can finally be interpreted again in terms of substantive rationality.

It is difficult not to be reminded here of Penelope. While some of the economists work
at making the concepts and theoretical tools better able to take account of the reality of
the markets and the firms, others apply the most reductionist analyses to the firm, to the
organization and beyond the field of economics. In terms of the process of economic
knowledge, is this not a case of a few steps forward and many steps back?
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Sisyphus: perpetually reconstructing the heterodoxy

In face of the vitality of what we have called ‘the new fortress’, yesterday’s heterodoxies
may appear weakened. Thus institutionalism, rather than developing its own coherence,
arranges, as we noted, its melodies in counterpoint to the dominant neoclassical theme,
constituting a wellspring of revival for different currents of thought. The post-Keynesian
current is very much alive, with its own channels of circulation and university
departments and research centres where it is influential. Its publications are numerous
and diversified. But, at the same time, one may well wonder if it exists as a unique
current. For example, often opposed, and sometimes in fierce conflict, are Sraffa’s
disciples and those who believe the Keynesian and neo-Ricardian approaches to be
incompatible.3°

As for Marxism, it undeniably experienced a revival in the decade following 1968.40
But in this period it underwent a process of fragmentation into the different academic
disciplines (anthropology, sociology and economics in particular) and many authors were
associated with political movements (orthodox Communist, Trotskyite, Maoist, Third-
worldist). In economics, textbooks of Marxian economics multiplied.#? The tide of
mathematicization gave rise to formalized rewritings of Marx,*2 not solely due to
economists claiming Marxism as their authority. Samuelson, among others, after
describing Marx as a minor and autodidact post-Ricardian, subsequently regarded him as
a significant mathematical economist,*3 whilst Morishima describes him as the co-
founder with Walras of modern mathematical economics (Morishima 1973). There was
an intense debate, nourished by the contributions of the Sraffian and neo-Ricardian
schools, on the significance of Marx’s work, and in particular on the secular problem of
the transformation of values into prices of production.** While several authors of the
post-Keynesian and neo-Ricardian currents, for example K.Bharadwaj (1989) and
Steedman,*® and some Marxist economists such as Dobb (1973) and Meek,*8 consider
that Sraffa’s work extends that of Marx, others believe that it betrays Marx.#’ In this
respect, the border between Marxism and post-Keynesian theory, as moreover that
between these two and institutionalism, is often blurred and unstable, even more so given
that each of these currents of thought is crossed by multiple undercurrents. Meanwhile,
besides numerous analyses devoted to global capitalism, imperialism and crisis, one notes
S.de Brunhoff’s works on money and the state.*®

The stagflation which hit capitalist economies from the beginning of the 1970s stirred
up the flame of liberalism and weakened Keynesianism. For a time it stimulated
Marxism, finally destabilizing it in its turn, with the backward surge of social-democratic
and socialist ideals in capitalist countries. The collapse of the regimes of the Soviet type
dealt another serious blow. Historical events can hardly kill a theoretical current, an
approach which itself attempts to take account of such changes, but it is certain that they
give, in the eyes of several, an air of obsolescence to certain works. As with
Keynesianism, Marxism has, as they say, gone out of fashion.

It is principally through the working of an economics close to the facts and to history
that the new waves of heterodoxy are characterized. Beyond economic history4® gnd
quantitative history,® it is a question of attempts at the analysis of economic reality
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seized in its historical dimension, in brief, of what one may call historical economics.5?
Political economy took root in history. It was historical economics. From Turgot and
Smith to Mill and Marx, from the German Historical School, Marshall and Schumpeter to
Keynes, Hayek and Perroux, the economists who have marked economic thought took
account of the historical dimension. This nod towards history is, moreover, common to
all of the heterodoxies. For the quasi-totality of post-Keynesians, institutionalists, radicals
and Marxists, a part of the work at least has a historical dimension; and this is also the
case for the very diversified whole of the economists who have worked on development,
on the future of capitalism and its crises, on national economies and on international and
global economies.

More often than not, the way economics and history are articulated remains implicit.
Jean Lhomme seeks to clarify the issue: for him, it is ‘the historical facts which provide
the raw material for economic theory’,%2 hence the importance of the work which has to
be done on their representativity, homogeneity, cohesion and their continuity in time;
besides, the economist must resort to history in order to test the concepts, with, as a
criterion, the ‘correspondence to reality’.53 More ambitious is the project of Pierre
Dockes and Bernard Rosier ‘to practise economics while giving greater emphasis to the
analysis of change in historical time, thus to set the unfolding of economic phenomena in
a dynamic of irreversibility, of irreducible innovation, but also in the midst of the social
and of conflictual games, to uncover the diversity of durations and rythms’.3* Their
ambition as economists is to construct something like the familiar Russian dolls, with a
range of theories from the most specific to the most general.

This attempt to express the two dimensions, theoretical and historical, widely adopts
the approach underlying a large part of Schumpeter’s work, whether it be of his analysis
of the entrepreneur, of innovation and its role in economic movements, or his thinking on
the long-run evolution of capitalism and socialism. It is closely akin to that of authors
such as Perroux, taking into account dominant economy, dominant firm and dominant
industry, and of his successors such as M.Byé, with the great interterritorial unit,%® and
J.Weiller with the rational preference for structures.® It is also congruent with the works
of some institutionalists.>” In this large domain of historical economics, a systematic
attempt at theoretical development was led by the régulation school.%® It draws its
inspiration from different sources: Marxism and post-Keynesianism with a strong
Kaleckian influence, the historical school, Schumpeter and the tradition of French
academic political economy linked to the study of society and of institutions, the whole
being worked again into a new dough which different post-1968 yeasts help to rise. The
first works dealt with accumulation in the United States,®® the construction of a
macroeconomic model of the French economy of a post-Keynesian inspiration,’° and
inflation in France.5!

In the words of Boyer,%? *Approaches in terms of regulation pay close attention to the
precise forms that fundamental social relations take in a given society during a particular
historical phase’; in particular, they pay attention to the ‘commodity relation” and to the
‘labor-capital relation’, analysing their ‘institutional forms’ (p. 13). On the basis of a
macroeconomics of post-Keynesian influence, they analyse ‘regimes of accumulation’
conceived as ‘the set of regularities that ensure the general and relatively coherent
progress of capital accumulation” (p. 35), as much as the ‘modes of regulation’ (p. 43).
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This approach permitted the undertaking, in a coordinated and coherent way, of analyses
focused on the dynamics of past and present capitalism, distinguishing in a systematic
way the different types of crises, emphasizing the distinction between extensive and
intensive regimes of accumulation, and bringing Fordism into the light in the explanation
of both postwar growth and the crisis of the 1970s-1980s.%3 It led to new works, in
particular on money®* and labour organization.5°

In the domain of historical economics one may also find authors who have worked on
the global capitalist system® and on multinational firms.” Their work is in some way
parallel to that of the régulation school, since the latter take the national economy as its
point of departure. However, they were also led to take capitalism’s international
dimension into consideration and they put forward the notion of the international
regime;58 here some similarities may be noticed, either with the English approach in term
of hegemony,®° or with those approaches aimed at linking national and global dimensions
of capitalism.”® In this same sphere of influence of historical economics, one can find
American radicals such as S.Bowles, D.M.Gordon, T.Weisskopf, R.Edwards and
E.Reich. Between their works and those of the régulation school strong convergence may
be found: for example, the notion of social structure of accumulation’® largely covers that
of regime of accumulation; a close kinship also exists in the ways that these two schools
analyse the ‘wage relation’ (rapport salarial) and the capital-labour compromise, as well
as the crisis of the 1970s.72 Another convergence may be noticed with M.Piore, who, in
collaboration with C.Sabel, tackled the analysis of post-Fordism by defining flexible
specialization,”® a theme adopted by the French theoreticians of the régulation school.
Finally, one can evoke here some advocates of the modern English approach in terms of
‘corporatism’,’* an approach which takes into account the characteristics of the political
system and the modes of representation of the interests of each country, the strategies of
the principal actors (the state, the employers, the unions) and the nature and role of social
relations.

Despite the fact that their works are largely inspired by the debates (mentioned in the
previous section) on the market, the firm, rationality and organization, the advocates of
‘economics of conventions’ (économie des conventions)’® seem more and more to occupy
the domain of historical economics. Indeed, if they put at the heart of their analysis the
two major forms of coordination which market and firm constitute, they establish that
neither can function ‘without a common framework, without a constitutive convention’,”®
which can itself only be understood if situated in the history of societies. The analysis of
conventions may therefore permit the linking of fields, too often separated, as are
economics, sociology and history, the establishment of links between theoretical thinking
and the analysis of reality, and the constitution of a turning point between individualism
and holism and between microeconomics and macroeconomics. Here again, one notices
strong convergences with institutionalists and with the régulation school.””

With their effort perpetually aimed at giving back historical, sociological and political
dimensions to economics, numerous are those who, like Sisyphus, work at a historical
economics always to be reconstructed, and who, if not attractive for their formal
coherence and purity, must be so for their ability to explain the transformations and
evolution of national and global economies.
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Icarus: the broken flight of economic thought

For many of its founders, political economy was pluridimensional thought, and this in
two ways. First, it was simultaneously a theory of the market and of productive
processes, of the individual actor and of society, of rational choice and of historical
change. And at the same time it was also an attempt at the comprehension of observable
processes, an effort at conceptualization and formalization, a guide for the Prince’s
decisions and the consideration of ends. A discipline of triple dimensions—human, social
and historical—it was a ‘moral and political science’. Has this tradition, born with Petty,
Turgot, Smith, Malthus and Ricardo, died with Keynes, Frisch, Myrdal, Perroux,
Tinbergen and Hayek? Such a possibility is to be feared.

It is not that, among living and thinking economists, all have given up the ghost in the
development of a multidimensional approach, but, with the enormous written output of
works in economics in recent decades, analysis, theory, research—and with them
thought—have exploded in many fields: the market, the firm, public choice, the
consumer, the national economy, labour, employment, welfare, international economics,
the multinational firms, the processes of globalization, capitalism, technology,
innovation, information and uncountable others; with, for each of them, sub-areas of
specialization, the whole being enclosed by the structure of schools and theoretical
traditions and languages. The debutant economist as much as the seasoned author, having
worked hard to win recognition in one or two areas, will justifiably hesitate before
embarking on the task of constructing an all-encompassing theoretical approach.

Furthermore, the last 40 years have been marked by a remarkable proliferation of
formal, theoretical works on markets, equilibria, choices and strategies, with the study of
contemporary economic reality hereafter a second-class activity, attached only tenuously
to the former. Advice to governments has declined; and several generations of computers
will pass before one is able rigorously to relate the theory of general equilibrium to
concrete choices of economic policies, if this is ever possible. As for the ethical
dimension, certain economists have tried to reintroduce it, whether to expand the
analysis, for example to take account of the notion of fairness and
‘superfairness’ (Baumol 1986 with Fischer), to offer comment on the way the world is
developing (Hirschman 1984; Sen 1985, 1987 On Ethics), to criticize the lack of realism
of orthodox theory (Bartoli78) or again as a point of departure for those who deny the
ungovernability of the world (Tinbergen 1990, Gruson 1992).

Witnessing this double explosion in economic knowledge should lead to accepting
pluralism and to advocating it. But that should also lead to reflection on the need for
thought. Already in the sixteenth century, Frangois Rabelais wrote that ‘science sans
conscience n’est que ruine de I’ame’.”® What can one say today, of formalization without
thought? Two recent reports, completed on the initiative of the American Economic
Association, show the impasse to which the excessive emphasis on mathematics and
formalization in the teaching of economics in the United States has led.80 Whether
through bad luck or as deliberate provocation, the note by Lawrence Summers, an
economist at the World Bank, revealed by the English press, is, in its own way, indicative
of the incongruities which have been generated by analysis which privileges rational
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calculation. The author offers a rational justification for the displacement of pollution and
waste from the North to the South, where wages are lower, in terms of the relationship
between the cost of a pollution dangerous to health and the profits absorbed by the
growth of morbidity and mortality.81

Is it the current state of the discipline, is it the nature of the problems? Economic
thought today appears sickly, even if there remain, here and there, some flames among
the embers. Once the last anarcho-capitalist pamphlets and the abundant range of Marxist
explanations of the last crisis have been placed on the book shelves, what will have
become of systems thinking? For certain authors, today very much in fashion, we have
simply reached ‘the end of history’.82 Even the encyclical Centesimus Annus of Pope
John Paul I1 barely elicited a response from the economists; it must be said that in the
midst of a strong liberal current, he denounced the limits of liberalism and argued a role
for the welfare state.83

While the nations of the Third World have experienced very different rates of
development, doubt prevails: in the North as in the South, voices express doubt about
development as a universal objective.8* In this area, also, certainties disappear rapidly:
from confidence in socialism to the hypothesis of rational agents and to liberalism; from
the project based on the construction of a national economy to the strategies of
diversification at the heart of international markets; from a dominant role for the state to
the slogan ‘less state’.8 The principal efforts towards global reflection have been
collective and stimulated by politicians: the Brandt Report, which was concerned with the
deepening gap between the North and the South;%¢ the Brundtland Report, which
underlined the impoverishment of the poorest, and, while unable to yield solutions,
succeeded in offering a slogan: sustainable development,®’ that is to say that which is
capable of preserving the environment and the chances of future generations. For the
environment has become, for all scientific disciplines, one of the most important objects
of study at the century’s end. Inspired economists had already understood it (Boulding
1966 ‘The Economics’, Georgescu-Roegen 1971, 1978, 1979 Domains, 1980, 1982,
Commoner,®8 Passet®). Others had already applied their techniques to the environment
quite early on:%® in particular, input-output analysis (Leontief 1970) and the analysis of
externalities (Baumol 1975 with W.E.Oates; 1979 with Oates and Batey Blackman). But
do these techniques allow anything beyond the illumination of certain well-defined
problems? Is the emergence of global thought not necessary to cast light on the new task,
with which, in all its complexity, humanity is confronted?%!

An exploded discipline, today’s economic science develops through a multitude of
works, devoted for the most part to limited subjects, broached by means of reductionist
approaches. The time for synthesis and for reconstruction seems even further away than
ever. A number of economists chose their discipline in the hope of contributing to solving
the great problems of their time: unemployment in the 1920s and 1930s,
underdevelopment in the postwar period, and today inequality, poverty, hunger and the
assault on the environment. But each of these problems constitutes a global social fact.??
It is not by reducing all to its constituent fragments, to individual choices and to the
calculus of maximization, it is not even by constructing a set of local theories of them,
that one will gain knowledge of these problems. One must take account of the global
social fact, which leads one to overstep narrow economic analysis, as has been done by
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Myrdal, Perroux, Tinbergen, Boulding and Hirschman; and Sen for hunger, Hayek for the
market, Simon for organizations, Kornai for the state system. To find useful
enlightenment for the central problems of economics, it is towards the non-economists
that one must turn: to Polanyi for the process of social structural change linked to the
spread of the market economy, Rawls for inequality and justice, Habermas for the future
of our societies, Prigogine for complexity.

Many economists question deeply the methods and very bases of economic inquiry.
We have not been able to note here the important work on economic methodology which
dates no doubt from the inception of the discipline of economics, but which has seen, in
the last 20 years, a resurgence of growth, stimulated by such works as Blaug (1980 The
Methodology), Boland,93 Caldwell,% Hausman,% Hutchison (1978, 1981, 1992), Kolm,%
Latouche,®” Mayer (1993), Pheby% and many others.?® The foundation of journals such
as Economics and Philosophy and of Journal of Economic Methodology (linked to the
International Network for Economic Method), is indicative of this new resurgence.
Klamer, McCloskey and others have emphasized the importance, in economics as in
other domains of inquiry, of the nature of discourse, of rhetoric and the art of
persuasion.’% P.Mirowski (1989) unleashed a lively debate by giving a new
interpretation of the relationship between physics and economics.2! Based on an
approach generated by the study of turbulence in meteorology, the theory of chaos,102
some seek to rejuvenate the study of cyclical fluctuations without confining themselves to
the deterministic structure based on classical physics.19

Concerning the training of economic theorists, R.H.Nelson underlines the need to
increase their knowledge of such fields as history, law, political science and institutions,
with, finally, a return to the tradition of political economy.1® As early as 1978,
T.W.Hutchison wrote: ‘Instead of waiting for Newton, or a new Keynes, it may be more
promising to seek to restore the historical, institutional and psychological components of
the subject, so masterfully incorporated in The Wealth of Nations’ (Hutchison 1978, p.
320).

In this perspective one can view economic history, already evoked above, and also
‘socioeconomics’, which, along with sociologist Amitai Etzioni'® and various social
science specialists, the economists Boulding, Hirschman, Leibenstein, Sen, Simon and
Thurow have chosen as a banner beneath which to assemble those who wish to see
economics escape the straitjacket that is inhibiting it.19 More broadly, one must not
forget, at the same time, those who argue for the reconstruction of political economy,07
an enlarged political economy,'% taking into account the ethical dimension, conceived as
a moral and political science,’%? in short a multidimensional economics.1® Thus new
seeds have been sown. But when can we hope for the harvest?

Have some economists sought to draw too close to the sun of global knowledge?
Today, as we face the great problems of our time, economic thought’s broken wing has
left the economist unarmed, with his knowledge fragmented, his analyses perfunctory,
and helpless before the enormous void separating a theoretical edifice lacking coherence
and a world in need of responses and solutions.
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Segmented Work, Divided Workers, Cambridge, England, Cambridge University
Press, 1982.

73. The Second Industrial Divide, New York, Basic Books, 1984.

74. P.C.Schmitter and G.Lehmbruch (eds), Trends Toward Corporatist Intermediation,
Beverley Hills, California, Sage, 1979; S.D.Berger (ed.), Organising Interest in
Western Europe, Cambridge, England, Cambridge University Press, 1981;
P.J.Katzenstein, Corporatism and Change, Ithaca, New York, Cornell University
Press, 1984. See also F.L. Pryor, ‘Corporatism as an Economic System: A Review
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40, 1989, 141-400.

76. Revue économique, vol. 40, 1989, p. 142.

77. See, among others R.Boyer and A.Orléan, ‘Les transformations des conventions
salariales entre théorie et histoire’, Revue économique, vol. 42, 1991, p. 269. See
also Boyer, The Regulation School, op. cit., pp. Xix—Xxii.

78. Economie et création collective, Paris, Economica, 1977; L’Economie
multidimensionnelle, Paris, Economica, 1991.

79. ‘Science without conscience spells but destruction of the spirit’ (The Complete
Works of Rabelais, New York, Modern Library, 1944, p. 194).

80. A.O.Krueger et al. ‘Report of the Commission on Graduate Education in
Economics’, and W.Lee Hansen, ‘The Education and Training of Economics
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Doctorates’, Journal of Economic Literature, vol. 29, 1991, 1035-53 and 1054-87.
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Courrier international, 20 February 1992.

82. F.Fukuyama, The End of History and the Last Man, New York, Free Press, 1992.
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France, 1986.
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86. Willy Brandt (ed.), North-South: A Programme for Survival, Report of the
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94. Beyond Positivism: Economic Methodology in the Twentieth Century, London,
Allen & Unwin, 1982.

95. Capital, Profits and Prices: An Essay in the Philosophy of Economics, New York,
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98. Methodology and Economics: A Critical Introduction, London, Macmillan, 1988.
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Aldershot, Hants, Edward Elgar, 1991; B.J.Caldwell (ed.), Appraisal and Criticism
in Economics: A Book of Readings, Boston, Allen & Unwin, 1984; id., (ed.), The
Philosophy and Methodology of Economics, 3 vols, Aldershot, Hants, Edward Elgar,
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E.R.Weintraub 1991.

102. J.Gleick, Chaos, New York: Viking, 1987; 1.Prigogine and I.Stengers, Entre le
temps et I’éternité, Paris, Fayard, 1988; M.Mitchell Waldrop, Complexity: The
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ADELMAN Irma (born 1930)

Irma Adelman was born in Cernowitz, Romania. From 1939, she studied in Palestine,
where her family settled. In 1949, she entered the University of California at Berkeley,
where she obtained her PhD in 1955. After teaching in temporary posts at Berkeley
(1955-8), Oakland (1958-9) and Stanford (1960-62), she held the position of associate
professor in Johns Hopkins University, Baltimore (1962—6) and then the position of
professor at Northwestern University, Evanson (1966-72). After a year at the World
Bank (1971-2), she taught at the University of Maryland (1972-9) and since 1979 at the
University of California at Berkeley.

Main publications

1959. With F.L.Adelman, ‘The Dynamic Properties of the Klein-Goldberger Model’,
Econometrica, vol. 27, 596-625.

1961. Theories of Economic Growth and Development, Stanford University Press.

1967. With C.Morris, Society, Politics, and Economic Development: A Quantitative
Approach, Baltimore, Johns Hopkins.

1969. Practical Approaches to Development Planning: Korea’s Second Five-Year Plan,
Baltimore, Johns Hopkins.

1973. With C.Morris, Economic Growth and Social Equity in Developing Countries,
Stanford University Press.

1978. With S.Raobinson, Income Distribution Policy in Developing Countries: A Case
Study of Korea, Stanford University Press and Oxford University Press.

1978. Redistribution Before Growth: A Strategy for Developing Countries, The Hague,
Martinus Nijhof.

1988. With C.Morris, Comparative Patterns of Economic Development, 1850-1914,
Baltimore, Johns Hopkins University Press.

1988. ‘Confessions of an Incurable Romantic’, Quarterly Review, Banca Nazionale del
Lavoro, no. 166, 243-62; in Kregel 1989, 129-48 and, under the title ‘My Life
Philosophy’, American Economist, 1990, vol. 34, no. 2, 3-13.

Irma Adelman’s first publications dealt with econometric models (1959) and

development theories (1961). With Cynthia Morris, she devised a quantitative analysis of

multiple factors in development (1967), which she later applied to the industrialization

process in the second half of the nineteenth century (1988).

Also with Cynthia Morris (1973) she studied the relationship between growth and
income disparities; this question, with which the World Bank was concerned at the time,
became the core of Irma Adelman’s studies. She developed such analysis by applying a
model developed with Sherman Robinson (1978) first to Korea, a country in which she
worked as a consultant between 1964 and 1973. In her view, redistribution, agrarian
reform and basic education are necessary prerequisites of any development policy (1978
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Redistribution); however this thesis did not prevail in the 1980s.
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Main references

ADELMAN 1988 ‘Confessions’.
BLAUG 1985, 1-2.

ALCHIAN Armen Albert (born 1914)

Born in Fresno, California, Armen Alchian began his collegial studies there and
completed them at Stanford University (BA in 1936, PhD in 1943). A teaching assistant
in economics at Stanford (1937-40) and an instructor and statistician in the US Air Force
(1942-6), Alchian has spent his entire career at the University of California where he has
been an assistant professor (1946-52), an associate professor (1952-8) and a professor
(1958-84), becoming emeritus in 1985. He has worked as an economist for the Rand
Corporation (1946-64) and as a consultant to business firms.
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Main publications

1950. ‘Uncertainty, Evolution and Economic Theory’, Journal of Political Economy, vol.

58, 211-21.

1964. With W.R.Allen, University Economics, Belmont, California, Wadsworth;

abridged edn 1969, Exchange and Production, Belmont, California, Wadsworth.

1969. ‘Information Costs, Pricing and Resource Unemployment’, Western Economic

Journal, vol. 7, 109-28.

1972. With H.Demsetz, ‘Production, Information Costs and Economic Organization’,

American Economic Review, vol. 62, 777-95.

1977. Economic Forces at Work: Collected Papers of Armen Alchian, Indianapolis,

Liberty Press.

Having carried out several studies for the US Air Force, publishing numerous articles in
statistics and co-authoring a dictionary of mathematics, Armen Alchian conducted studies
on the behaviour of business firms, the effects of inflation, on the distribution of wealth
and income (the latter notably with R. Kessel), the economics of education, research and
science (in particular for the Rand Corporation).

Known to American students for the textbook he wrote with W.R.Allen, he put
forward the thesis in an article published in 1950, that, though all firms do not seek to
maximize their profits, only those that do manage to survive, this being sufficient to
vindicate the hypothesis of the maximizing firm. He has also developed an analysis of
property rights related to the analyses of market prices, competition and transaction costs.
He has emphasized the need to take into account the costs of information, notably as an
explanatory factor in the study of unemployment. Alchian’s 18 main articles form the
basis of his 1977 book.

Main references

BLAUG 1985, 3-5. New Palgrave 1987, vol. 1, 76.

ALLAIS Maurice (born 1911)

Maurice Allais was born in Paris, where he studied at the Ecole polytechnique (1931-3)
and the Ecole nationale supérieure des mines (1934-6). He earned his doctor of
engineering degree at the Science Faculty of the University of Paris in 1949. In 1944, he
was appointed professor of economics at the Ecole des mines de Paris. In 1946, he
became director of the Ecole’s Centre for Economic Analysis as well as research director
at the Centre National de la Recherche Scientifique (CNRS). He has held many other
positions in teaching and public administration, and in 1988 became the second French
economist to receive the Nobel Memorial Prize in Economics.
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Main publications

1943. A la Recherche d’une discipline économique, Premiere partie: L’Economie pure,
Paris, Ateliers Industria; 2nd edn 1952, Traité d’économie pure, 5 vols, Paris,
Imprimerie nationale, 1952.

1945. Economie pure et rendement social, Paris, Sirey.

1945. Prolégomeénes a la reconstruction économique du monde, Paris, Sirey.

1946. Abondance ou misere, Paris, Médicis.

1947. Economie et intérét, 2 vols, Paris, Imprimerie nationale.

1953. ‘Fondements d’une théorie positive des choix comportant un risque et critique des
postulats et axiomes de I’Ecole américaine’, in Econométrie, Collection des Colloques
internationaux du Centre national de la recherche scientifique, Paris, vol. 40, 127-40.

1954. Les Fondements comptables de la macroéconomique: Les Equations comptables
entre quantités globales et leurs applications, Paris, Presses Universitaires de France.

1959. L’Europe unie: route de la prospérité, Paris, Calmann-Lévy.

1960. Les Aspects essentiels de la politique de I’énergie, Paris, Imprimerie nationale.

1965. Reformulation de la théorie quantitative de la monnaie, Paris, SEDEIS.

1967. Les Fondements du calcul économique, 3 vol., Paris, Ecole nationale supérieure
des mines.

1971. La Libéralisation des relations économiques Internationales: Accords
commerciaux ou intégration économique, Paris, Gauthier-Villars.

1976. L’Imp0t sur le capital et la réforme monétaire, Paris, Hermann.

1978. La Théorie générale des surplus, 2 vols, Paris, Institut des sciences mathématiques
et économiques; 2nd edn 1989, Presses Universitaires de Grenoble.

1979 (ed., with O.Hagen). Expected Utility Hypotheses and the Allais Paradox:
Contemporary Discussions and Rational Decisions under Uncertainty with Allais’
Rejoinder, Dordrecht, Reidel.

1988. ‘Les Lignes directrices de mon oeuvre’, in Les Prix Nobel 1988, Stockholm,
Fondation Nobel; in L’Actualité économique, vol. 65, 1989, 323-45.

1989. Autoportraits: Une Vie, une oeuvre, Paris, Montchrestien.

1989. Les Conditions monétaires d’une économie de marché: De la réflexion sur le passé
a la préparation de I’avenir, Paris, Montchrestien.

1989. ‘My L.ife Philosophy’, American Economist, vol. 33, no. 2, 3-17; under the title
“The Passion for Research’, in Szenberg 1992, 17-41.

1989. Scientific Papers on Risk and Utility Theory. Theory, Experience and Applications,
Dordrecht, Kluwer.

1990. Pour I’indexation, Paris, Clément Juglar.

1990. Pour la réforme de la fiscalité, Paris, Clément Juglar.

Like many French economists, Allais was trained as an engineer. In the early 1940s,

while he was employed in the Nantes mines and quarries service, he read Walras, Fisher

and Pareto and wrote a work of over one thousand pages (1943), for which the Nobel

Memorial Prize in Economics was awarded to him. Convinced that the economic world

admits of the same regularities as the physical world (he has also made important

contributions to theoretical physics), Allais therefore gave himself the task of
reconstructing modern economics on a more rigorous and more realistic basis. He
independently arrived at conclusions comparable to those of Hicks and Samuelson,
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whose work he was unfamiliar with at the time, and his conclusions were in some ways
more general than theirs.

One of the main contributions of Allais’ first book is its demonstration of what he
terms equivalence theorems, ‘the equivalence of situations of general economic
equilibrium and situations of maximum efficiency’ (1989 AE, in Szenberg 1992, p. 23).
Allais is a critical follower of Walras, whose lack of realism he criticizes. In the 1960s,
he extended this criticism to the developments of Walrasian theory proposed by thinkers
such as Debreu and Samuelson, whom he holds to value mathematical virtuosity at the
expense of realism, like many other contemporary economists. He suggests that the
general model of market equilibrium based on the hypothetical existence of unique prices
be replaced with a model of market economies grounded in the concept of surplus;
economic dynamism is thus held to be characterized by the search for, realization and
distribution of surplus, a theme already present in his 1943 work (1978).

The Royal Swedish Academy of Sciences also mentioned Economie et intérét (1947)
in its press release. Here Allais demonstrated what was to become, in the writings of
Swan and Phelps, the golden rule of growth, according to which an interest rate equal to
the growth rate allows for maximum consumption. This work, like his 1943 book,
contains many other findings that postwar neoclassical economics was to take up, in the
United Kingdom and, even more so, in the United States. In addition to his studies on
market equilibrium, capital theory and intertemporal processes, Allais has also
contributed to money and credit theory, reformulating the quantitative theory of money
(1965). He has also been interested in the study of choice and rational decision making,
framing for the first time (1953) what has since been known as Allais’ paradox. This
contradicts the traditional model of rational choice, notably its transitivity.

Allais is, moreover, the author of many monographs in applied economics and he has
described himself as an advocate of an interweaving of the various social sciences in the
hope of discovering better solutions, so as to arrive at economic efficiency and social
welfare. Politically, he is in the tradition of liberals such as Tocqueville, Walras and
Keynes. However, many of his positions reveal his affinities with Friedman and Hayek,
with whom he has associated in the Mont Pélerin Society.

Main references

“The Nobel Memorial Prize in Economics 1988’. Press release, articles by J.H.Dréze and
J.-M. Grandmont, and bibliography (extracted from Boiteux, Montbrial and Munier
1986), Scandinavian Journal of Economics, 1989, vol. 91, 1-46.

ALLAIS 1988, 1989 ‘My Life Philosophy’, 1989 Autoportraits.

BOITEUX M., MONTBRIAL T. de and MUNIER B. 1986 (eds). Marchés, capital et
incertitude: Essais en I’honneur de Maurice Allais, Paris, Economica; Engl. transl.
1989, Markets and Risk: Essays in Honour of Maurice Allais, Dordrecht, Kluwer.

MUNIER Bertrand 1989. ‘Portée et signification de I’oeuvre de Maurice Allais, Prix
Nobel d’économie, 1988’, Revue d’économie politique, vol. 99, 1-27.

MUNIER Bertrand 1991. ‘Nobel Laureate: The Many Other Allais Paradoxes’, Journal
of Economic Perspectives, vol. 5, no. 2, 179-99.

New Palgrave 1987, vol. 1, 78-82.
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AMIN Samir (born 1931)

Born in Cairo, Samir Amin attended the Lycée francais, and then studied political
economy in Paris, earning his PhD in 1957. He worked as an economist on the 1957-60
Egyptian Economic Plan and as a planning consultant in Mali (1960-63). From 1964 to
1970 he taught at the Universities of Dakar, Poitiers and Paris 8-Vincennes, and in 1966
he passed the French agrégation of economics. From 1970 to 1980 he directed the United
Nations African Institute of Economic Development and Planning in Dakar and
subsequently the African Office of the Third World Forum, an international non-
governmental agency.

Main publications

1964. [Under the pseudonym of Hassan Riad], L’Egypte nassérienne, Paris, Editions de
Minuit.

1965. Trois expériences africaines de développement: le Mali, la Guinée et le Ghana,
Paris, Presses Universitaires de France.

1966. L’Economie du Maghreb, 2 vols, Paris, Editions de Minuit.

1967. Le Développement du capitalisme en Cote d’lvoire, Paris, Editions de Minuit.

1969. Le Monde des affaires sénégalais, Paris, Editions de Minuit.

1970. L’Accumulation a I’échelle mondiale: Critique de la théorie du sous-
développement, Dakar, Ifan and Paris, Anthropos; Engl. transl. 1974, Accumulation on
a World scale, 2 vols, New York, Monthly Review Press.

1971. L’Afrique de I’Quest bloquée, 1880-1970, Paris, Editions de Minuit; Engl. transl.
1973, Neocolonialism in West Africa, Harmondsworth, Penguin.

1973. Le Développement inégal: Essai sur les formations sociales du capitalisme
périphérique, Paris, Editions de Minuit; Engl. transl. 1976, Unequal Development: An
Essay on the Social Formations of Peripheral Capitalism, New York, Monthly Review
Press.

1973. L’Echange inégal et la loi de la valeur: la fin d’un débat, Paris, Anthropos.

1975. Et al., La Crise de I’impérialisme, Paris, Editions de Minuit.

1976. L’ Impérialisme et le développement inégal, Paris, Editions de Minuit; Engl. transl.
1977, Imperialism and Unequal Development, New York, Monthly Review Press.

1976. La Nation arabe: Nationalisme et luttes de classes, Paris, Editions de Minuit; Engl.
transl. 1978, The Arab Nation, London, Zed.

1977. La Loi de la valeur et le matérialisme historique, Paris, Editions de Minuit; Engl.
transl.

1978, The Law of Value and Historical Materialism, New York, Monthly Review Press.

1979. Classe et nation dans I’histoire et la crise contemporaine, Paris, Editions de
Minuit; Engl. transl. 1980, Class and Nation, Historically and in the Current Crisis,
New York, Monthly Review Press.

1980. L’Economie arabe contemporaine, Paris, Editions de Minuit; Engl. transl. 1982,
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The Arab Economy Today, London, Zed.

1981. L’Avenir du maoisme, Paris, Editions de Minuit; Engl. transl. 1983, The Future of
Maoism, New York, Monthly Review Press.

1982 With G.Arrighi, A.G.Frank and l.Wallerstein, Dynamics of Global Crisis, New
York, Monthly Review Press.

1985. La Déconnexion: Pour sortir du systtme mondial, Paris, La Découverte; Engl.
transl.

1990, Delinking, London, Zed.

1988. L’Eurocentrisme: Critiques d’une idéologie, Paris, Anthropos; Engl. transl. 1989,
Eurocentrism, London, Zed; New York, Monthly Review Press.

1989. La Faillite du développement en Afrique et dans le Tiers-Monde: Une analyse
politique, Paris, L’Harmattan; Engl. transl. 1990, Maldevelopment in Africa and in the
Third World, London, Zed.

1991. L’Empire du chaos. La nouvelle mondialisation capitaliste, Paris, L’Harmattan.

After publishing several works on his native Egypt, on the Maghreb and on other African

countries, Amin published (1970) a development of his dissertation, Accumulation on a

World Scale. In this Amin criticized dualist and step-by-step explanations of

underdevelopment, as well as orthodox analyses of international relations, developing his

arguments within the framework of historical materialism with reference to studies of the
means of production and social groups, while at the same time breaking with doctrinaire

Marxism. The break is evident in his treatment of the logic of global capitalism which he

holds to be more significant than class relations on a national level. This logic involves

the relations between a dominant ‘centre’ and a ‘periphery’ required to adapt to it, such
that the unequal exchange between the two fuels the worldwide accumulation of capital.

These themes, recurrent in the works of Amin, are the source of his contributions to the
theoretical debate between Marxists (1973, 1977) as well as to the analysis of the
economic crisis of the 1970s (1975, 1982), and to his study of the failure of economic
development. His work has led him to develop his concepts of the tributary and state-
controlled modes of production and to go beyond the field of economics to deal with the
idea of the nation, to analyse ideological and cultural questions and to criticize
‘eurocentrism’ (1976 L’Impérialisme, 1979, 1988).

Motivated at the same time by his profound socialist convictions, by his concern about
the possibility of aggravating Third World divisions, and by his analysis of the anti-
imperialist nature of contemporary revolutions, he has emphasized ‘national and popular
construction” and ‘delinking’ (1985). Amin continues to search for those forces of
recomposition capable of allowing for new horizons other than the state into which we
have fallen, in his view: worldwide chaos under the American Empire (1991).

Main references

FOSTER-CARTER Aidan, ‘The Empirical Samir Amin: A Notice and Appreciation’, in
Amin [1980] 1982, 1-40.
ARESTIS and SAWYER 1992, 1-7.
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ARROW Kenneth (born 1921)

Kenneth Arrow was born in New York. During the Great Depression his father, an
immigrant and successful businessman, lost everything, and the family lived in poverty
for ten years. He earned his first degree in mathematics from the City College of New
York in 1940. He continued his studies at Columbia, earning an MA in mathematics in
1941 and a PhD in economics in 1951; his studies had been interrupted by four years of
military service (1942-6). From 1947 to 1949 he was associated with the Cowles
Commission in Chicago, and he has been a consultant to the Rand Corporation since
1948. An assistant professor at the University of Chicago in 1948-9, he went on in 1949
to a position at Stanford University where he was named professor in 1953. From 1968 to
1979 he was professor at Harvard University. Since 1979 he has been at Stanford
University. In 1962, Arrow was a member of the Council of Economic Advisers of
American President J.F.Kennedy. He was awarded the John Bates Clark Medal by the
American Economic Association, of which he was president in 1973, and the Nobel
Memorial Prize in Economics in 1972, along with John Hicks. He was president of the
Econometric Society (1956) and of the International Economic Association (1983-6).

Main publications

1951. *‘An Extension of the Basic Theorems of Classical Welfare Economics’, in
J.Neyman (ed.), Proceedings of the Second Berkeley Symposium of Mathematical
Statistics and Probability, Berkeley, University of California Press, 507-32.

1951. Social Choice and Individual Values, New York, John Wiley & Sons, 2nd edn,
1963.

1953. ‘Le role des valeurs boursiéres pour la répartition la meilleure des risques’,
Econométrie [Colloques internationaux du Centre national de la recherche scientifique,
Paris], vol. 11, 41-7.

1954. With Gérard Debreu, ‘Existence of an Equilibrium for a Competitive Economy’,
Econometrica, vol. 22, 265-90.

1958. With L.Hurwicz and H.Uzawa, Studies in Linear and Non-Linear Programming,
Stanford University Press; London, Oxford University Press.

1958. With S.Karlin and H.Scarf, Studies in the Mathematical Theory of Inventory and
Production, Stanford University Press; London, Oxford University Press.

1959. With M.Hoffenberg, A Time Series Analysis of Interindustry Demands,
Amsterdam, North-Holland.

1962. ‘The Economic Implications of Learning by Doing’, Review of Economic Studies,
vol. 29, 155-73.

1965. Aspects of the Theory of Risk-Bearing, Helsinki, Yrj6 Jahnssonin saatio.

1970. With M.Kurz, Public Investment, the Rate of Return and Optimal Fiscal Policy,
Baltimore and London, Johns Hopkins.

1971. Essays in the Theory of Risk-Bearing, Chicago, Markham; Amsterdam, North-
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Holland.

1971. With F.H.Hahn, General Competitive Analysis, San Francisco, Holden-Day;
Edinburgh, Oliver & Boyd; Amsterdam, North-Holland.

1974. The Limits of Organization, New York, W.W.Norton.

1977. With L.Hurwicz, Studies in Resource Allocation Processes, Cambridge, England
and New York, Cambridge University Press.

1983. Collected Papers of Kenneth J.Arrow, vol. 1, Social Choice and Justice; vol. 2,
General Equilibrium, Cambridge, Massachusetts, Harvard University Press.

1984. Collected Papers of Kenneth J.Arrow, vol. 3, Individual Choice under Certainty
and Uncertainty, vol. 4, The Economics of Information, Cambridge, Massachusetts,
Harvard University Press.

1985. Collected Papers of Kenneth J.Arrow, vol. 5, Production and Capital; vol. 6,
Applied Economics, Cambridge, Massachusetts and London, Harvard University Press.

1986. ‘My Evolution as an Economist’, in Breit and Spencer 1986, 43-57.

1986. With H.Raynaud, Social Choice and Multicriterion Decision-Making, Cambridge,
Massachusetts and London MIT Press.

1987. ‘Arrow’s Theorem’, in New Palgrave, vol. 1, 124-6.

1992. ‘I Know a Hawk from a Handsaw’, in Szenberg 1992, 42-50.

Kenneth Arrow won the Nobel Memorial Prize for his ‘pioneering contributions to

general economic equilibrium theory and welfare theory’ (‘The Nobel’, p. 486).

However, his first contribution, developed from his doctoral thesis and on the subject of

social choice (1951, see also 1983, vol. 1), is without doubt his most famous. Here,

Arrow rediscovered and generalized the voting paradox, highlighted by Condorcet in

1785. This holds that it is in effect possible that A receives a majority over B, and B over

C, but that C receives a majority over A. The transitivity that characterizes an

individual’s rational choice cannot be aggregated so as to obtain as a result a process of

transitive social choices. The ‘impossibility theorem’, also known as ‘Arrow’s theorem’,

holds that there are no mechanisms, in both economics and politics, that allow for a

passage from rational individual choice to rational social choice. This theoretical

statement has stimulated a most abundant literature, leading Arrow to correct it (1987);

however, it has never been convincingly falsified.

The 1954 article he wrote with Gérard Debreu (although it was the result of
independent research) is undoubtedly one of the most important contributions to
contemporary microeconomics. Using the techniques of modern mathematics, Arrow and
Debreu demonstrated the existence of a general equilibrium based on a limited number of
hypotheses concerning the ration-ality of firms and consumers. In so doing, they
completed the Walras system, to which many of their predecessors had already attempted
to give firmer foundations than had Walras, who was content simply to count the number
of equations and unknowns in order to affirm the existence of general equilibrium. Other
economists have independently developed analogous models, but it is the Arrow-Debreu
version that has established itself in contemporary economic theory.

Arrow has also demonstrated that any state of general equilibrium is Paretooptimal
and, conversely, that all Pareto-optimal states are states of general equilibrium (1951 ‘An
Extension’). He is also one of the first of those who have tried to integrate uncertainty
into the theory of general equilibrium (1953). In addition to these contributions, effected
at the start of his career and subsequently developed, Arrow has intervened in many other
fields, such as methodology, production theory, growth theory and economic policy.
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Arrow is one of the prime contributors to the mathematicization of contemporary
economic theory. However, he has also frequently insisted that mathematics is a tool that
cannot take the place of economic reasoning, himself underlining the abstract and limited
character that many have critically attributed to the general equilibrium theory. He has
also drawn attention to the importance of history, and of the variability of economic and
institutional conditions between eras and countries.

Main references

‘The Nobel Memorial Prize in Economics 1972’. Official Announcement and article by
C.C. von Weizsécker, Swedish Journal of Economics, 1972, vol. 74, 486-502.

ARROW 1986, 1992.

DUFFIE Darrell and SONNENSCHEIN Hugo 1989. ‘Arrow and General Equilibrium
Theory’, Journal of Economic Literature, vol. 27, 565-98.

FEIWEL George R. 1986 (ed.). Essays in Honour of Kenneth J.Arrow, London,
Macmillan.

FEIWEL George R. 1987 (ed.). Arrow and the Foundations of the Theory of Economic
Policy, London, Macmillan.

FEIWEL George R. 1987 (ed.). Arrow and the Ascent of Modern Economic Theory,
London, Macmillan.

GEANAKOPLOS John 1987. ‘Arrow-Debreu Model of General Equilibrium’, New
Palgrave, vol. 1, 116-24.

BLAUG 1985, 6-9.

ASIMAKOPULOS Athanasios (1930-1990)

Born in Montreal, Athanasios Asimakopulos studied at McGill University (1947-53),
then at Cambridge, in England (1953-6) where he obtained a PhD in 1959. After a stay as
assistant professor at the Royal Military College (1957-9), he spent the rest of his career
at McGill University, where he was successively assistant professor (1959-63), associate
professor (1963-6) and full professor (from 1966). His career was cut short by his
premature death.

Main publications

1965. With J.C.Weldon, ‘A Synoptic View of Some Simple Models of Growth’,
Canadian Journal of Economics and Political Science, vol. 31, 52—79.

1969. ‘A Robinsonian Growth Model in One-Sector Notation’, Australian Economic
Papers, vol. 8, 41-58.

1971. ‘The Determination of Investment in Keynes’s Model’, Canadian Journal of
Economics, vol. 4, 382-8.
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1975. ‘A Kaleckian Theory of Income Distribution’, Canadian Journal of Economics,
vol. 8, 313-33.

1978. An Introduction to Economic Theory: Microeconomics, Toronto, Oxford
University Press.

1982. ‘Keynes’ Theory of Effective Demand Revisited’, Australian Economic Papers,
vol. 21, 18-36.

1983. ‘Kalecki and Keynes on Finance, Investment and Saving’, Cambridge Journal of
Economics, vol. 7, 221-34.

1986. ‘Finance, Saving and Investment’, Journal of Post Keynesian Economics, vol. 9,
79-90.

1987. ‘La Signification théorique de la Théorie générale de Keynes’, in La ‘Théorie
générale’ et le keynésianisme, edited by G.Boismenu and G.Dostaler, Montreal,
ACFAS, 38-54.

1988. Investment, Employment and Income Distribution, Oxford, Polity Press; Boulder,
Colorado, Westview Press.

1988 (ed.). Theories of Income Distribution, Boston, Kluwer.

1990 (ed., with R.Cairns and C.Green). Economic Theory, Welfare and the State. Essays
in Honour of John C.Weldon, London, Macmillan; Montreal and Kingston, McGill-
Queen’s University Press.

1991. Keynes’s General Theory and Accumulation, Cambridge, England, Cambridge
University Press.

Following a doctoral thesis dealing with the links between technical change and the terms

of trade, A.Asimakopulos became interested in, among other subjects, the theory of

growth (1965). Developing, from the middle of the 1960s, an increasingly critical attitude
towards the neoclassical approach, Asimakopulos drew closer to the post-Keynesian
movement, but he always refused to be linked exclusively with any one school, and
maintained a critical attitude towards all streams of thought, as witnessed by the
controversy generated by his questioning of some aspects of the post-Keynesian analysis
of the link between saving and investment (1983, 1986). Close to Joan Robinson, to the
clarification of whose theses he contributed much (1969), he nevertheless became critical
of some of her views in her later works. He blamed her, as he did Harrpd, another author
on whom he wrote a good deal, for extending the Keynesian theory in a long-run
equilibrium context incompatible with Keynes’s vision. He himself drew increasingly

close to the theses of Kalecki, to whom he also devoted several articles (1975, 1983).

The clarification of Keynes’s work constitutes one of Asimakopulos’ major
contributions. Beginning with a critique of the Keynesian vision of investment (1971), it
resulted in a posthumous work (1991) in which he tries to develop what he calls a
‘General Theory’, distinct from The General Theory, nonetheless inspired by the latter.
Indeed, Asimakopulos detects in Keynes’s book important contradictions, which stem
from a tension between a vision in terms of timeless equilibrium, which needs to be
rejected, and a causal analysis which makes room for time and uncertainty.

Asimakopulos also made contributions to microeconomic theory (1978), as well as to
the study of taxation and pension schemes.

Main references
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HARCOURT G.C. 1991. ‘Athanasios (Tom) Asimakopulos, 1930-1990: A Memoir’,
Journal of Post Keynesian Economics, vol. 14, 39-48.

HARCOURT G.C., RONCAGLIA A. and ROWLEY R. 1994 (eds). Income and
Employment in Theory and Practice: Essays in Memory of Athanasios Asimakopulos,
London, Macmillan.
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BAIN Joe Staten (1912-1991)

Joe S.Bain was born in Spokane, Washington State. He earned a BA at California
University in Los Angeles (1935), an MA (1939) and a PhD (1940) at Harvard
University, where he studied under Schumpeter. He started teaching in 1939 at California
University at Berkeley, where he was named professor in 1945. He retired in 1976 as a
professor emeritus.

Main publications

1942. ‘Market Classifications in Modern Price Theory’, Quarterly Journal of Economics,
vol. 56, 560-74.

1944, 1945, 1947. The Economics of the Pacific Coast Petroleum Industry, 3 vols,
Berkeley, University of California Press.

1948. Pricing, Distribution, and Employment: Economics of an Enterprise System, New
York, Henry Holt; revised and enlarged edn of first part, 1952, Price Theory, New
York, John Wiley & Sons.

1956. Barriers to New Competition: Their Character and Consequences in
Manufacturing Industries, Cambridge, Massachusetts, Harvard University Press;
London, Oxford University Press.

1959. Industrial Organization, New York, John Wiley & Sons; 2nd edn 1968.

1966. International Differences in Industrial Structure: Eight Nations in the 1950s, New
Haven, Connecticut and London, Yale University Press.

1966. With R.E.Caves and J.Margolis, Northern California’s Water Industry: The
Comparative Efficiency of Public Enterprise in Developing a Scarce Natural Resource,
Baltimore, Johns Hopkins.

1970 (ed.). Essays on Economic Development, Berkeley, Institute of Business and
Economic Research.

1972. Essays on Price Theory and Industrial Organization, Boston, Little, Brown.

1973. Environmental Decay: Economic Causes and Remedies, Boston, Little, Brown.

1986. ‘Structure versus Conduct as Indicators of Market Performance: The Chicago
School Attempts Revisited’, Antitrust Law and Economic Review, vol. 18, no. 2, 19—
50.

1987. With T.David Qualls, Industrial Organization: A Treatise, 2 vols, Greenwich,
Connecticut, J.A.l.Press.

Joe Bain is one of the main architects of industrial economics and has contributed to this

discipline an important and widely read manual (1959; the 1987 Treatise has replaced it).

His main articles on these topics have been gathered in a book published in 1972. While

supporting the main axioms of the neoclassical theory, he nonetheless thinks that the

traditional analyses of price determination lack realism by not considering the actual
characteristics of industrial organization in contemporary economies. Mainly interested in
empirical research, Bain devoted much time, in his early career, to the study of the
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petroleum industry on the Pacific Coast (1944-7), but at the same time, this study sought
the “development of a method of economic analysis more adequate for dealing with the
observed character of price and market behavior’ (1944, p. viii). A more appropriate price
theory has to take into account the relations between the market and its environment, as
well as the structures of markets. Furthermore, this research should lead to public
intervention proposals.

The textbook he devoted to price theory (1948) is therefore quite different from usual
textbooks in that it insists on the importance of price determination in monopolistic or
oligopolistic markets. But his book on barriers to entry is his most original and best
known contribution (1956). It aims at describing the effects, on the profitability of
enterprises among other things, of an important and neglected aspect of market structure:
the ‘condition of entry’, the easiness or uneasiness with which a new competitor enters
the industry. He suggests new ways of measuring economies of scale.

While using a more literary than mathematic style of presentation, and not laying claim
to a new theory, Bain labelled his own approach as behavioural. He also took an interest
in economic development (1970) and pollution problems (1973).

Main references

BLAUG 1985, 10-11. New Palgrave 1987, vol. 1, 175-6.

BALASSA Bela (born 1928)

Born in Budapest, B.Balassa graduated in 1948 from the law faculty of the University of
Budapest, and the Hungarian Academy of Foreign Trade, obtaining his doctorate in 1951,
his thesis being on statistical sampling. After two years of mandatory work in Hungary,
he held an important position in a state construction firm; he was required to leave his
native country with the Soviet invasion of 1956. He returned to his studies at Yale
University (MA, 1958 and PhD, 1959) where he became assistant and later associate
professor between 1959 and 1967. Since 1967, he has been a professor of political
economy at Johns Hopkins University and a consultant to the World Bank.

Main publications

1959. The Hungarian Experience in Economic Planning, New Haven, Connecticut, Yale
University Press.

1961. The Theory of Economic Integration, Homewood, Illinois, Richard D.Irwin;
London, Allen & Irwin.

1964. Trade Prospects for Developing Countries, Homewood, Illinois, Richard D.lrwin.

1967. Trade Liberalization among Industrial Countries: Objectives and Alternatives,
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New York, McGraw-Hill.

1971. The Structure of Protection in Developing Countries, Baltimore, Johns Hopkins.
1977. Policy Reform in Developing Countries, Oxford, Pergamon Press.

1981. The Newly Industrializing Countries in the World Economy, New York, Pergamon

Press.

1982. Development Strategies in Semi-Industrial Economies, Baltimore, Johns Hopkins.
1985. Change and Challenge in the World Economy, London, Macmillan.
1987. With John Williamson, Adjusting to Success: Balance-of-Payments Policy in the

East Asian NICs, Washington, DC, Institute for International Economics.

1989. Comparative Advantage, Trade Policy and Economic Development, Hemel

Hempstead, Harvester Wheatsheaf.

1989. ‘My Life Philosophy’, American Economist, vol. 33, no. 1, 16-23.
1989. New Directions in the World Economy, New York University Press; London,

Macmillan.

In Hungary, Balassa’s first writings were on the construction industry and on the
economic thought of Marx and John Stuart Mill. In the West, he wrote first on the
efficiency criteria of economic systems and on national economic planning in Hungary
(1959). He then chose to specialize in international economics, publishing works on
economic integration (1961), the gains from international trade and more specifically on
purchasing power parity, the effective protection rate, intra- (rather than inter) industrial
specialization and horizontal (rather than vertical) specialization. From an early point in
his career he has defended free trade positions, even for developing countries (1964,
1967, 1971, 1977), against economists such as Myrdal, Prebisch and Singer.

Whether he is examining underdeveloped countries, ‘newly industrialized countries’
like China, Hungary and other Eastern European countries, or Western European
countries like Portugal and France, he highlights consistently and steadily the costs of
protectionism and of all economic policies which involve distorting the market; and he
advocates liberalization of exchange, export-oriented economy, privatization and, more
generally, reduction of public intervention and planification, as is evident in his books
published in 1985 and 1989, works which bring together Balassa’s main contributions on
these questions.

Main references

BALASSA 1989 AE.
BLAUG Who’s Who, 1986, 43-4.

BARAN Paul Alexander (1910-1964)

Born in Nikolaev, Russia, Paul Baran, with his parents, left his native land for Germany
after the October revolution and returned with them in 1925 to Moscow, where he began
his university studies. He enrolled at the University of Berlin in 1928 (earning his
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doctorate in 1932) and worked as a researcher at the Institute for Social Research at the
University of Frankfurt. He left Germany in the early 1930s, first for France, then for
Warsaw, where he worked for one of his uncle’s companies. In 1938, he went to London,
and, the following year, to the United States.

He was accepted as a graduate student at Harvard University, worked for several
government agencies during the Second World War and then in the research department
of the Federal Reserve Bank of New York. He was appointed professor at Stanford in
1951. He died of a heart attack at the age of 54.

Main publications

1957. The Political Economy of Growth, New York and London, Monthly Review Press.
1966. With Paul M.Sweezy, Monopoly Capital: An Essay on the American Economic and

Social Order, New York, Monthly Review Press.

1970. The Longer View: Essays Toward a Critique of Political Economy, edited by John

O’Neill, New York and London, Monthly Review Press.

Paul Baran was never a prolific author, yet he played a major role in the renewal of
Marxist analysis both in the United States and in the Western world as a whole. In
particular, he facilitated the emergence of radical theories of development, notably of
those theories centred on the analysis of dependence. On this question, The Political
Economy of Growth constitutes an essential contribution. The work must be appreciated
from both the theoretical and practical angles. Theoretically, it brought out Baran’s
central concept of ‘potential economic surplus’, a key idea in his analysis of monopoly
capitalism; this concept is homologous to Marx’s concept of surplus value in the analysis
of competitive capitalism. In the developed, capitalist countries, the tendency is towards
the rise of potential surplus and the increasing difficulty of absorbing it (in spite of the
exacerbation of consumption, arms expenditures, and so on) and this has consequently
led to economic stagnation. Only a socialist transformation of these countries would
allow for a rational use of this surplus, which would benefit the underdeveloped countries
as well.

In effect, Baran has articulated the influential view that backward countries are stuck
between feudalism and capitalism in its imperialist form: their potential economic surplus
is not directed towards a fruitful capital accumulation; it is either used by the ruling
classes for unproductive expenditures (the self-enrichment or excessive consumption of
these classes, the maintenance of the bureaucratic structure, military expenditures) or it is
frequently seized by foreign capital. Thus only a revolutionary break seems a possible
means of embarking on a better future.

Finally, for Baran, ‘the capitalist system, once a mighty engine of economic
development, has turned into a no less formidable hurdle to human advancement’ (1957,
p. 249). Most of these themes are also developed, and some treated in greater depth, in
the book Baran published with Sweezy in 1966 (see Sweezy and Huberman, below).

Main references
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FOSTER J.B. 1986. The Theory of Monopoly Capitalism, New York, Monthly Review
Press.

SWEEZY Paul M.and HUBERMAN Leo (eds) 1965. Paul Baran: A Collective Portrait,
New York, Monthly Review Press.

ARESTIS and SAWYER 1992, 22-9. New Palgrave 1987, vol. 1, 188-9.
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BARRERE Alain (1910-1995)

Alain Barrere completed his advanced studies at the Faculty of Law at Toulouse, taking a
doctorate in law (mention in economics) in 1938. A prisoner of war from June 1940 to
May 1945, he was named professor of law at Toulouse in 1946, and professor at the
Faculty of Law and Economics of Paris University in 1957. From 1964, he was research
director at the Ecole Pratique des Hautes Etudes (now Ecole des Hautes Etudes en
Sciences Sociales). Dean of the Faculty of Law and Economics from 1967 to 1970, he
has been professor emeritus at the University of Paris 1 since 1980.

Main publications

1946. Les Crises de reconversion et la politique économique d’aprés-guerre, Paris,
Marcel Riviére.

1952. Théorie économique et impulsion keynésienne, Paris, Dalloz.

1955. ‘L’analyse des rapports entre le capital et la production’, Revue économique, vol. 6,
332-408.

1958. Politique financiere, Paris, Dalloz.

1965. Economie et institutions financiéres, Paris, Dalloz.

1974. Histoire de la pensée économique et analyse contemporaine, 2 vols, Paris,
Montchresien.

1976. Le Développement divergent: Essai sur la richesse et pauvreté des nations, Paris,
Economica.

1976. With D.Breton et al., Controverses sur le systéme keynésien, Paris, Economica.

1979. Déséquilibres économiques et contre-révolution keynésienne. Keynes: seconde
lecture, Paris, Economica.

1981. La Crise n’est pas ce que I’on croit, Paris, Economica.

1985 (ed.). Keynes aujourd’hui: Théories et politiques, Paris, Economica; Engl. transl.,
vol. 1, The Foundations of Keynesian Analysis, 1988; vol. 2, Money, Credit and Prices
in Keynesian Perspective, 1989; vol. 3, Keynesian Economic Policies, 1990, London,
Macmillan; New York, St Martin’s Press.

1985. ‘Price System and Money-Wage System’, Journal of Post Keynesian Economics,
vol. 8, 315-35.

1988. ‘La Généralisation de la théorie de la monnaie en économie monétaire de
production’, Economie appliquée, vol. 41, 181-224.

1990. Macroéconomie keynésienne: Le Projet économique de John Maynard Keynes,
Paris, Dunod.

Alain Barrere is the author of important contributions in several areas of economics:

macroeconomic theory, growth theory, development, public finance and the history of

economic thought. These works are inspired by an original and innovative reading of the
work of Keynes undertaken while he was a prisoner during the war. The General Theory
appears to him to be a point of departure, renewing the bases of economic analysis, rather
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than a point of arrival or a completed system. At the moment when the neoclassical
synthesis imposed itself and before the development of the post-Keynesian problematics,
Barrere was already taking care to emphasize Keynes’s break with the orthodox view,
stressing the importance of expectations, of non-probabilistic uncertainty and of money,
and the need to extend the Keynesian analysis in a long run and dynamic setting (1952).
Such is the research programme he has pursued since that date (1976 Controverses, 1979,
1990). In this, he has developed a Keynesian theory conceived as a monetary economy of
production. It was in this light that Barrére offered an original analysis of the current
crisis faced by capitalist economies, conceived as an organic crisis stemming from the
disturbance of the systems of production and distribution (1981).

In his research programme, Barrére has attached much importance to history—history
of facts as well as that of theories. He considers that economic theories conflict primarily
in their bases and by their implicit conceptions of man and society, the Keynesian
approach seeing economics as a moral and positive science. Influenced by authors such
as Lundberg, Pigou, Harrod, Perroux, Kalecki and Joan Robinson, he has developed a
critique of the neoclassical synthesis, and also of the disequilibrium theories (1979),
Barrere is, in several respects, close to the post-Keynesian school of thought.

BARRO Robert J. (born 1944)

Robert J.Barro was born in New York. He took a BS in physics at the California Institute
of Technology in 1965 and a PhD in economics from Harvard in 1970. He was assistant
professor (1968-72), then associate professor (1972-3) at Brown University, associate
professor (1973-5) at the University of Chicago, professor at the University of Rochester
(1975-82), at the University of Chicago (1982—-4), again at Rochester (1984-7), and since
1987 he has been at Harvard University. Since 1978 he has been a researcher at the
National Bureau of Economic Research. He was editor of the Journal of Political
Economy (1973-5, 1983-5).

Main publications

1971. With Hershel 1.Grossman, ‘A General Disequilibrium Model of Income and
Employment’, American Economic Review, vol. 61, 82-93.

1974. ‘Are Government Bonds Net Wealth?’, Journal of Political Economy, vol. 82,
1095-1117.

1976. ‘Rational Expectations and the Role of Monetary Policy’, Journal of Monetary
Economics, vol. 2, 1-32.

1976. With Hershel 1.Grossman, Money, Employment and Inflation, Cambridge, England,
Cambridge University Press.

1981. Money, Expectations, and Business Cycles: Essays in Macroeconomics, New York,
Academic Press.

1984. Macroeconomics, New York, John Wiley & Sons.
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1989 (ed.). Modern Business Cycle Theory, Cambridge, Massachusetts, Harvard

University Press and Basil Blackwell.

1990. Macroeconomic Policy, Cambridge, Massachusetts, Harvard University Press.
Robert Barro followed a course typical of several partisans of the new classical
macroeconomics, gradually retreating from a Keynesian analysis in which, from the
beginning, he criticized a lack of rigour in its microeconomic bases. Extending the
analyses advanced by Patinkin, Clower and Leijonhufvud, while attempting to synthesize
them, Barro and his colleague Hershel Grossman, from Brown University, thus
developed what they were the first to call disequilibrium theory (1971, 1976).

In his subsequent work, rather than developing disequilibrium theory, Barro devoted
himself to elaborating what he calls the ‘market-clearing approach’ to macroeconomic
analysis, synonymous with new classical macroeconomics, relegating, for example,
Keynesian theory to the second-last chapter of his macroeconomics textbook (1984; see
also the introduction to 1989). Barro has also been very interested in economic policy.
His article on government debt issue (1974) gave rise to a lively debate. In this article he
developed what Buchanan subsequently called the Ricardian equivalence theorem about
the relation between taxes and debt (Buchanan 1976 below), according to which ‘the
economy’s path of real interest rates, investment, consumption, and so on is invariant
with shifts between taxes and budget deficits or with changes in the initial stock of public
debt’ (1989, p. 204). The rationality of agents and the existence of intergenerational
transfers imply that a reduction in taxes financed by a budget deficit gives rise to an
increase in private saving which cancels the reduction in public saving. An increase in
public debt, and more generally so-called expansionary fiscal policies, do not have,
according to Barro, the stimulative effect on aggregate demand predicted by the
traditional Keynesian approach. As such, the Ricardian equivalence theorem fits in with
the views of the new classical macroeconomics on policy ineffectiveness (1976 JME).

Main reference

BUCHANAN James M. 1976. ‘Barro on the Ricardian Equivalence Theorem’, Journal of
Political Economy, vol. 84, 337-42.

BAUMOL William J. (born 1922)

Born in New York, Baumol began his university studies there (BSS, 1942) and then
worked as an economist in the United States Department of Agriculture (1942-3 and
1946). He was an assistant lecturer at the London School of Economics (1947-9) and
obtained his doctorate at the University of London in 1949. He spent the rest of his career
at Princeton University, as a professor from 1954. He also became a professor at New
York University in 1971. Being also a wood sculptor, he gave courses on this art at
Princeton. A consultant to government and private enterprise, he has served (among other
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positions) as president of the Association of Environmental and Resource Economists
(1979) and of the American Economic Association (1981).

Main publications

1951. With R.Turvey, Economic Dynamics: An Introduction, New York, Macmillan.

1952. “The Transaction Demand for Cash: An Inventory Theoretic Approach’, Quarterly
Journal of Economics, vol. 66, 545-56.

1952. Welfare Economics and the Theory of the State, London, Longmans Green.

1959. Business Behavior, Value and Growth, New York, Macmillan.

1961. Economic Theory and Operations Analysis, Englewood Cliffs, New Jersey,
Prentice-Hall.

1966. With W.G.Bowen, Performing Arts: The Economic Dilemma, New York,
Twentieth Century Fund.

1973. With M.Marcus, Economics of Academic Libraries, Washington, American
Council on Education.

1975. With W.E.Oates, The Theory of Environmental Policy, Englewood Cliffs, New
Jersey, Prentice-Hall.

1976. Selected Economic Writings of William J.Baumol, edited by E.E.Bailey, New York
University Press.

1979. With A.S.Blinder, Economics: Principles and Policy, New York, Harcourt Brace
Jovanovich.

1979. With W.E.Oates and S.A.Batey Blackman, Economics, Environmental Policy and
the Quality of Life, Englewood Cliffs, New Jersey, Prentice-Hall.

1982. With J.C Panzar and R.D.Willig, Contestable Markets and the Theory of Industry
Structure, New York, Harcourt Brace Jovanovich.

1983. ‘On the Career of a Microeconomist’, Quarterly Review, Banca Nazionale del
Lavoro, no. 147, 311-35; in Kregel 1989, 209-34.

1986. Microtheory: Applications and Origins, Cambridge, MIT Press.

1986. With D.Fischer, Superfairness: Application and Theory, Cambridge, MIT Press.

1988. With G.R.Faulhaber, ‘Economists as Innovators: Practical Products of Theoretical
Research’, Journal of Economic Literature, vol. 26, 577-600.

1989. With S.A.Batey Blackman and E.N.Wolff, Productivity and American Leadership:
The Long View, Cambridge, Massachusetts, MIT Press.

1992. With S.A.Batey Blackman, Perfect Markets and Easy Virtue: Business Ethics and
the Invisible Hand, Cambridge, Massachusetts, Blackwell.

1992. ‘On my Attitudes: Sociopolitical and Methodological’, in Szenberg 1992, 51-9.

1993. Entrepreneur ship, Management, and the Structure of Payoffs, Cambridge,
Massachusetts, MIT Press.

William Baumol’s work is marked by a tension between the author’s taste for rigorous

theoretical analysis, mainly in microeconomics, and his interest in certain practical fields

and problems. His first works were concerned with welfare economics (his thesis,

published in 1952), growth theory and economic policy (1951, 1959). They also dealt

with operations research, linear programming and activity analysis, which he applied to

firm’s choices, marketing and transport (1961). He subsequently worked on optimality,

and the behaviour of the firm, offering a rigorous analysis of the firm as seeking to

maximize its sales rather than its profits. He has also worked on public choice and, in a
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very practical manner, on the urban crisis, the economics of enter-tainment (especially
the theatre, see 1966), university libraries (1973), scientific periodicals and more
recently, health care.

Moreover, having worked on externalities, he was among the first systematically to
examine environmental economics and the economics of the conservation of resources,
especially energy (1975, 1979 with W.Oates). His work on markets, monopolistic
competition and oligopoly, effected concurrently with his research on industrial
structures and multiproduct firms, led him to suggest that they be analysed in terms of
‘contestable markets’ in which monopolies and oligopolies must take into account the
potential entry of new competitors (1982). In the 1980s, he deepened reflections on
‘equity and efficiency’ and on the taking into account of distribution in works on
optimality. Going beyond the approach to this question via the concept of “fairness’, he
set forth the concept of ‘superfairness’, in which distribution is such that ‘each class of
participants prefers its own share to the share received by another group’ and ‘no
participant envies the other’ (1986, p. 15).

Baumol is also interested in the thought of great nineteenth-century and contemporary
economists. Recently, he has analysed the long-run evolutions in US productivity and
their effects on employment (1989).

Main references

BAUMOL 1983, 1992 ‘On my Attitudes...’.

BAILEY Elizabeth E. and WILLIG Robert D. 1992. ‘William J.Baumol’, in Samuels
(ed.), 30-57.

BLAUG 1985, 12-14.

BECKER Gary S. (born 1930)

Gary Stanley Becker was born in Pottsville, Pennsylvania. He earned his MA (1953) and
his PhD (1955) at the University of Chicago, where he started teaching in 1954. He has
been a professor at Columbia University (1957-69) and, since 1969, at the University of
Chicago. He is also a member of the Domestic Advisory Board of the Hoover Institution
at Stanford University. Becker was awarded the 1967 John Bates Clark Medal and served
as president of the American Economic Association in 1987. He was named vice-
president of the Mont Pélerin Society in 1989. In 1992, he was awarded the Nobel
Memorial Prize in Economics.

Main publications

1957. The Economics of Discrimination, University of Chicago Press.
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1957. With M.Friedman, ‘A Statistical Illusion in Judging Keynesian Models’, Journal of

Political Economy, vol. 65, 64-75.

1962. ‘Investment in Human Capital: A Theoretical Analysis’, Journal of Political

Economy, vol. 70, 9-49.

1964. Human Capital: A Theoretical and Empirical Analysis with Special Reference to

Education, New York, Columbia University Press; new expanded edn 1993,

University of Chicago Press.

1965. ‘A Theory of the Allocation of Time’, Economic Journal, vol. 75, 493-508.
1967. Human Capital and the Personal Distribution of Income: An Analytical Approach,

Ann Arbor, Institute of Public Administration.

1968. ‘Crime and Punishment: An Economic Approach’, Journal of Political Economy,

vol. 76, 196-217.

1971. Economic Theory, New York, Alfred A.Knopf.
1973. ‘A Theory of Marriage: Part I’, Journal of Political Economy, vol. 81, 813-46; Part

Il, vol. 82, 1974, S11-S26
1974. ‘A Theory of Social Interactions’, Journal of Political Economy, vol. 82, 1063-93.
1974 (ed. with William M.Landes). Essays in the Economics of Crime and Punishment,

New York, Columbia University Press.

1975. With Gilbert Ghez, The Allocation of Time and Goods Over the Life Cycle, New

York, Columbia University Press.

1976. The Economic Approach to Human Behavior, University of Chicago Press.
1981. A Treatise on the Family, Cambridge, Massachusetts, Harvard University Press.
1983. ‘A Theory of Competition among Pressure Groups for Political Influence’,

Quarterly Journal of Economics, vol. 98, 371-400.

1988. ‘Family Economics and Macro Behavior’, American Economic Review, vol. 86, 1—

13.

1988. With Kevin M.Murphy, ‘A Theory of Rational Addiction’, Journal of Political

Economy, vol. 96, 675-700.

1989. With R.J.Barro, ‘Fertility Choice in a Model of Economic Growth’, Econometrica,

vol. 57, 481-501.

Associated with the Chicago School, whose liberal values he shares, Becker pursued
early on (1964, 1967) the path opened by Jacob Mincer and Theodore Schultz to the
theory of human capital which consists of applying to investment in human capital the
same rules of analysis as are applied to traditional investment. Accordingly, the reason
why an individual is held to spend money so as to improve his or her education, health, or
whatever other element of their life situation, is the hope of gaining more in the future;
thus one invests in oneself. The rational individual makes his decisions by comparing the
flow of future benefits with the costs of investment.

Becker has considerably extended the applications of the neoclassical framework
which is at the basis of the theory of human capital. One might view his overall work as
the implementation of a research programme that has as its goal the explanation of human
behaviour as a whole through the use of the basic principles of neoclassical analysis,
which are founded on the hypothesis that individuals are rational agents. Whether it be a
question of becoming addicted to the use of drugs, of stealing, killing, marrying, having
children, of being unfaithful to one’s spouse or getting a divorce, the individual brings
about his or her choice by rationally comparing costs and benefits, aiming at the
maximization of personal satisfaction. For example, in the case of crime, a rational agent
compares such activities” benefits with their costs, with particular regard to the
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probability of being captured and the severity of the resulting punishment. Only a few
psychopaths do not conform to the rule. Becker holds that the set of decisions taken
within the family unit, such as the division of housework, can also be analysed in this
way (1981). Even love itself cannot avoid this: ‘At an abstract level, love and other
emotional attachments, such as sexual activity or frequent close contact with a particular
person, can be considered particular nonmarketable household commadities, and nothing
much need be added to the analysis, in Part I, of the demand for commaodities’ (1976, p.
233). Needless to say, such an approach fuels the accusations of imperialism levelled
against a type of economics that claims to be an appropriate substitute for other social
sciences, and even for psychology.

Main references

SHACKLETON J.R. 1981. ‘Gary S.Becker: The Economist as Empire-Builder’, in
Shackleton and Locksley 1981, 12-32.
BLAUG 1985, 15-17.

BERGSON Abram (born 1914)

Born in Baltimore, Maryland, A.Bergson first studied at Johns Hopkins (AB, 1940) and
subsequently at Harvard (AM, 1935 and PhD, 1940). He was an assistant professor at the
University of Texas from 1940 to 1942, and worked at the Office of Strategic Services in
Washington between 1940 and 1945. Bergson taught at Columbia, where he was a
professor, from 1946 to 1956, and went on to teach at Harvard where he became
professor emeritus in 1981. From 1964 to 1980, he was director of the Russian Research
Center at Harvard. He was a consultant to the Rand Corporation from 1948 to 1988, as
well as to various other federal government agencies.

Main publications

1936. ‘Real Income, Expenditure Proportionality and Frisch’s New Methods’, Review of
Economic Studies, vol. 4, 33-52.

1938. ‘A Reformation of Certain Aspects of Welfare Economics’, Quarterly Journal of
Economics, vol. 52, 310-34.

1944. The Structure of Soviet Wages: A Study in Socialist Economics, Cambridge,
Massachusetts, Harvard University Press.

1953. Soviet National Income and Product in 1937, New York, Columbia University
Press.

1954. With Hans Jeymann, Jr., Soviet National Income and Product, 1940-1948, New
York, Columbia University Press.

1961. The Real National Income of Soviet Russia since 1928, Cambridge, Massachusetts,
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Harvard University Press.
1964. The Economics of Soviet Planning, New Haven, Connecticut, Yale University

Press.

1966. Essays in Normative Economics, Cambridge, Massachusetts, Harvard University

Press.

1967. ‘Market Socialism Revisited’, Journal of Political Economy, vol. 75, 655-73.
1968. Planning and Productivity under Soviet Socialism, New York, Columbia

University Press.

1978. Productivity and the Social System: The USSR and the West, Cambridge,

Massachusetts, Harvard University Press.

1982. Welfare, Planning and Employment: Selected Essays in Economic Theory,

Cambridge, Massachusetts, MIT Press.

1987. ‘Recollections and Reflections of a Comparativist’, American Economist, vol. 31,

no. 1, 3-8; in Szenberg 1992, 60-68.

1989. Planning and Performance in Socialist Economies: The USSR and Eastern Europe,

Boston, Massachusetts, Unwin Hyman.

In 1938, Bergson entered the debate on welfare theory by proposing an individual
function for social welfare and subsequently contributed to the discussion of a number of
other issues, notably the alleged loss of welfare due to monopolization. His articles on the
last issue were collected in his works of 1966 and 1982.

However, the essential part of Bergson’s contributions is to be found in his work on the
Soviet economy. His dissertation (published in 1944), was the result of his key work in
compiling and discussing raw data on wages in the Soviet Union. His subsequent work
aimed at establishing the most accurate numerical data possible for the Soviet economy
by drawing on official Soviet information, among other available sources, and by seeking
to develop them in time series comparable to the statistics of Western economies. This
involved both overcoming methodological problems (such as the valuation of products)
and treating enormous quantities of data (1953, 1954, 1961); the results obtained soon
became reference data. Above all else, Bergson has been an analyst of the economic
institutions of the USSR and Eastern Europe, as well as of their malfunctions and reforms
(1964, 1968, 1989) and he has carried out comparative studies on the efficiency and
results of the socialist and capitalist economies (1982).

Main references

BERGSON 1987.

ROSEFIELDE S. 1981 (ed.). Economic Welfare and the Economics of Soviet Socialism:
Essays in Honor of Abram Bergson, Cambridge, England, Cambridge University Press.
[With a bibliography for 1936-80.]

BLAUG 1985, 18-20. New Palgrave 1987, vol. 1, 229-30.
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BETTELHEIM Charles (born 1913)

Born in Paris, Charles Bettelheim pursued his studies there in law and philosophy
(licence, 1935, DBS, 1936-7 and doctorate in 1939). A lecturer at the law faculty of the
University of Caen in 1939-40, he went on after the war to direct a research centre in the
French Labour Ministry and to teach at the Ecole nationale d’administration (1945-9). In
1948 he was appointed research director at the Ecole pratique des hautes études (later the
Ecole des hautes études en sciences sociales), where he directed the Centre d’étude des
modes d’industrialisation (CEMI). He went on many missions to India between 1953 and
1956, as well as to Egypt, Guinea, Mali, Algeria and Cuba. He retired in 1983.

Main publications

1939. La Planification soviétique, Paris, Marcel Riviére.

1946. L’Economie allemande sous le nazisme: Un aspect de la décadence du capitalisme,
Paris, Marcel Riviere.

1946. Problemes théoriques et pratiques de la planification, Paris, Presses Universitaires
de France; Engl. transl. 1959, Studies in the Theory of Planning, Bombay and London,
Asia Publishing House.

1947. Bilan de I’économie francaise, Paris, Presses Universitaires de France.

1948. Esquisse d’un tableau économique de I’Europe, Paris, Domat.

1950. L’Economie soviétique (vol. 4 of Traité d’économie politique edited by Gaétan
Pirou), Paris, Sirey.

1957. Some Basic Planning Problems, London, Asia Publishing House.

1962. L’Inde indépendante, Paris, Armand Colin; Engl. transl. 1968, India Independent,
London, Macgibbon & Kee.

1964. Planification et croissance accélérée, Paris, Frangois Maspero.

1965. With Jacques Charriere and Héléne Marchisio, La Construction du socialisme en
Chine, Paris, Francois Maspero.

1968. La Transition vers I’économie socialiste, Paris, Francois Maspero; Engl. transl.
1975, The Transition to Socialist Economy, Hassocks, Harvester Press.

1969. ‘Préface’ and ‘Remarques théoriques’, in Arghiri Emmanuel, L’Echange inégal,
Paris, Francois Maspero, 9-21 and 297-341.

1970. Calcul économique et formes de propriétés, Paris, Francois Maspero; Engl. transl.
1976, Economic Calculation and Forms of Property, London, Routledge.

1970. With Paul M.Sweezy, Lettres sur quelques problémes actuels du socialisme, Paris,
Francois Maspero.

1973. Révolution culturelle et organisation industrielle en Chine, Paris, Frangois
Maspero; Engl. transl. 1976, Cultural Revolution and Industrial Organization in
China, New York, Monthly Review Press.

1974-82. Les Luttes de classes en URSS: 1974, lére période 1917-1923; 1977, 2eme
période 1923-1930; 1982, 3éme période 1930-1941, vol. 1, Les Dominés; 1983, vol. 2
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Les Dominants, Paris, Frangois Maspero/Seuil; Engl. trans. 1976, 1978, Class Struggles
in the USSR, 1917-1923; 1923-1930, New York, Monthly Review Press.

1978. Questions sur la Chine apres la mort de Mao Tsé-toung, Paris, Frangois Maspero.
After a stay in Moscow in 1936, while he was a member of the French Communist Party,
Bettelheim wrote his dissertation (1939) on Soviet planning. He devoted a number of
other descriptive works to the economy of Nazi Germany as well as to postwar France
and Europe (1946 L’ Economie, 1947, 1948), published many studies on employment
during the 1950s and worked on numerous theoretical and practical questions of
planning, notably for countries seeking a socialist path of development (1946 Les
Problémes, 1957, 1959, 1964). Bettelheim published an important work on India (1962)
and participated in the theoretical Marxist debate; in particular he criticized those who
put forward the analysis of the alleged exploitation between countries, while neglecting
the class relations within each country (1969).

Yet the main aspects of Bettelheim’s reflections and work treat the USSR with China
as counterpoint (1965, 1973), socialism and transition, and finally the nature of the
historical processes at work since 1917. His first works, which are largely descriptive, are
marked by the twin concerns of not attacking that society which a large section of the
labour movement viewed as the materialization of socialist hopes and, at the same time,
of not ignoring its weaknesses and failings (1939, 1950). Then, inspired by Mao Tse-
tung, his theoretical analysis toughens: he criticized the idea that one may, by developing
production forces, eliminate capitalist social relations; he distinguished between property
and possession—state property being capable of becoming the foundation of a new
bourgeoisie; he analysed state capitalism and the persistence of wage and monetary
relations in a transition economy (1964, 1968, 1970 Calcul). Finally, his reflection
broadened into an impressive study of the USSR from 1917 to 1941. His verdict was that
the 1917 revolution was not a socialist, but rather a capitalist one: setting up in its initial
phase a form of state capitalism, it led, from 1929 onwards, to the development of an
extreme form of capitalism. As the idea of socialism played a role in this, with the
October revolution began the “‘great illusion’ of the twentieth century (1974, 1977, 1982).

Main references

BLAUG Who’s Who 1986, 79-80. New Palgrave, 1987, vol. 1, 234-5.

BHARADWAJ Krishna R. (1935-1992)

Krishna Bharadwaj was born at Karwar, on the western coast of India. She started her
college education in Bombay in 1951, and began studying economics in 1952. Her
doctoral dissertation was submitted to the University of Bombay in 1960. Bharadwaj then
travelled to Cambridge, Massachusetts, where she joined the Center for International
Studies at the MIT. In India in 1962, Bharadwaj became a lecturer at the University of
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Bombay. She was visiting fellow of Clare Hall and Trinity College in Cambridge,
England, in 1967, where she met Sraffa, with whom she remained in close association
until his death in 1983. Bharadwaj was senior research officer in the department of
applied economics in Cambridge in 1968-9. In 1971, she joined the Jawaharlal Nehru
University in Delhi, where she chaired the new Centre for Economic Studies and
Planning.

Main publications

1962. ‘Structural Linkages in the Indian Economy’, The Economic Weekly, vol. 14,

1339-42.

1963. ‘Value Through Exogenous Distribution’, The Economic Weekly, vol. 15, 1450-54.
1974. Production Conditions in Indian Agriculture: A Study Based on Farm Management

Studies, Cambridge, England, Cambridge University Press.

1978. Classical Political Economy and the Rise to Dominance of Supply and Demand

Theories, Orient Longmans; 2nd revised edn 1986, Calcutta, University Press India.
1980. On Some Issues of Method in the Analysis of Social Change, Prasaranga,

University of Mysore.

1985. ‘A View on Commercialisation in Indian Agriculture and the Development of

Capitalism’, Journal of Peasant Studies, vol. 12, no. 4, 7-25.

1988. ‘“The Analytics of Agriculture-Industry Relation’, in K.J.Arrow (ed.), The Balance
between Industry and Agriculture in Economic Development, London, Macmillan, vol.

1, 198-217.

1989. Themes in Value and Distribution: Classical Theory Reappraised, London, Unwin

Hyman.
198g(ed., with Sudipta Kaviraj). Perspectives on Capitalism: Marx, Keynes, Schumpeter

and Weber, New Delhi, Sage.

1989 (ed., with Bertram Schefold). Essays on Piero Sraffa, London, Unwin Hyman.
Krishna Bharadwaj’s early work dealt with development theory. Critical of mainstream
neoclassical theory, she was inspired by Leontief’s interdependent production model, and
Hirschman’s concept of key sectors for the analysis of development strategy to study the
problems of India’s development (1962). Dealing with the relation between industry and
agriculture, Bharadwaj criticized the arguments, based on the Lewis model, which
advocated priority to industrialization at the expense of agriculture.

Bharadwaj’s discovery of Sraffa’s Production of Commodities by Means of
Commodities was a determining event in her career, as was her meeting with Joan
Robinson during her stay in Cambridge, Massachusetts, where she became acquainted
with the Cambridge capital controversy. Bharadwaj wrote an influential review of
Sraffa’s book (1963), and became one of his most important disciples and interpreters.
Deepening Sraffa’s critique of neoclassical economic theory, Bharadwaj considers the
transition from classical to neoclassical theory as a shift from an approach based on the
concept of surplus to an approach based on demand and supply equilibrium, which she
labelled DSE theories (1978). Writing on many aspects of classical theory, she sought to
disclose the main common elements of the theoretical structure of the classical authors,
renewed by Sraffa, to compare them to those of the DSE theories, and to criticize the
attempts to assimilate DSE and surplus theories (see her papers collected in 1989
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Themes).

Bharadwaj remained interested, until the premature end of her career, in the question of
development, and particularly in the problems faced by her country. Convinced that
classical analysis constitutes an alternative paradigm, superior to the neoclassical
orthodoxy, more adapted to study history and social changes, she tried to extend the
surplus approach to the problems of accumulation and development. It is in this context
that she forged the concept of interlinked markets (1974, 1985).

Main reference

ARESTIS and SAWYER 1992, 36-45.

BLAUG Mark (born 1927)

Mark Blaug was born in The Hague, Holland, becoming a British citizen in 1982. He
obtained an MA (1952) and a PhD (1955) from Columbia University, New York. He
taught at Queen’s College of New York (1951-2), at Yale University (1954-62), at the
London School of Economics (1964-78) and at the Education Institute of London
University (1963-84), where he is professor emeritus. Since 1984 he has been consultant
professor at the University of Buckingham. He has also acted as consultant for several
organizations, including UNESCO and the World Bank.

Main publications

1958. Ricardian Economics: A Historical Study, New Haven, Connecticut, Yale
University Press.

1962. Economic Theory in Retrospect, Homewood, Illinois, Richard D.Irwin; London,
Heinemann, 1964.

1965. ‘The Rate of Return on Investment in Education in Great Britain’, The Manchester
School, vol. 33, 205-51.

1967. Economics of Education: A Selected Annotated Bibliography, London, Pergamon
Press.

1968-69 (ed.). Economics of Education: Selected Readings, 2 vols, Harmondsworth,
Penguin Books.

1970. An Introduction to the Economics of Education, London, Allen Lane.

1974. The Cambridge Revolution: Success or Failure? A Critical Analysis of Cambridge
Theories of Value and Distribution, London, Institute of Economic Affairs.

1976 (ed.). The Economics of the Arts, London, Martin Robertson; New York, Praeger.

1976. ‘The Empirical Status of Human Capital Theory: A Slightly Jaundiced Survey’,
Journal of Economic Literature, vol. 24, 827-55.

1980. A Methodological Appraisal of Marxian Economics, Amsterdam, North-Holland.
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1980. The Methodology of Economics: Or How Economists Explain, Cambridge,
England, Cambridge University Press; 2nd edn 1992,

1983 (ed., with Paul Sturges). Who’s Who in Economics: A Biographical Dictionary of
Major Economists, 1700-1981, Brighton, Harvester Press; Cambridge, Massachusetts,
MIT Press; 2nd edn 1986, Who’s Who in Economics: A Biographical Dictionary of
Major Economists, 1700-1986.

1985. Great Economists Since Keynes: An Introduction to the Lives & Works of One
Hundred Modern Economists, Brighton, Wheatsheaf; New York, Barnes & Noble.

1986. Economic History and the History of Economics, Brighton, Harvester Press; New
York University Press.

1986. Great Economists Before Keynes: An Introduction to the Lives & Works of One
Hundred Great Economists of the Past, Brighton, Wheatsheaf; Atlantic Highlands,
New Jersey, Humanities Press International.

1987. The Economics of Education and the Education of an Economist, New York
University Press.

1988. Economics through the Looking Glass: The Distorted Perspective of Economics.
The New Palgrave Dictionary, London, Institute of Economic Affairs.

1990. Economic Theories: True or False?, Aldershot, Hants, Edward Elgar.

1990. John Maynard Keynes: Life, Ideas, Legacy, London, Macmillan; New York, St
Martin’s Press.

1991 (ed.). The History of Economic Thought, Aldershot, Hants, Edward Elgar.

1991 (ed., with Neil de Marchi). Appraising Economic Theories: Studies in the
Methodology of Scientific Research Programmes, Aldershot, Hants, Edward Elgar.

Mark Blaug is known, above all, as a historian of economic thought. His textbook (1962),

which has gone through several editions, is certainly the most widely used and most

ambitious such text since Schumpeter’s posthumous History of Economic Analysis. It
attests considerable erudition and deep knowledge of the whole of economic literature.

The title of the book indicates the intention. It is indeed a question, for Blaug, of studying

in the light of past works, ‘the logical coherence and explanatory value of what has come

to be known as orthodox economic theory... My purpose is to teach contemporary
economic theory’ (1962, p. ix). Besides his numerous articles in the field of the history of
thought, and his monographs on Ricardo (1958) and on Marxist economics (1980), it is to

Blaug we owe the monumental edition of Who’s Who? of the economists since 1700

(1983) and two books including presentations of a hundred economists before (1986) and

after Keynes (1985). Blaug is the general editor of three important series published by

Edward Elgar: Schools of Thought in Economics, The International Library of Critical

Writings in Economics and Pioneers in Economics.

Blaug has also done a lot to revive interest in the methodology of economics, here
again, especially, with the publication of a wvery successful book (1980 A
Methodological). Sympathetic towards Popper’s falsificationist theses, Blaug here uses
Lakatos’s concept of a scientific research programme to evaluate diverse currents and
debates in contemporary economic thought. Critical of the heterodoxies, such as the post-
Keynesian approach, he is so also of several neoclassical theses, which he criticizes for
‘the reluctance to produce the theories that yield unambiguously refutable implications,
followed by a general unwillingness to confront those implications with the facts’ (p.
254). Blaug has never been afraid of provoking controversy, as witnessed, for example,
by his assessment of the Cambridge controversy or his critical review of the New
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Palgrave which he accuses of a post-Keynesian bias (1988).

Blaug has made numerous contributions to economic history (texts gathered in 1986),
to the economics of art (1976), and above all to economics of education (1965, 1967,
1968-70, 1970, 1987). At first an advocate of the application of the theory of human
capital to this field of study, as suggested by Schultz and Denison, Blaug gradually
became more and more sceptical regarding this approach (1976 ‘“The Empirical Status’).
He became very interested in education issues in the Third World, where he has lived and
worked on several occasions.

Main reference

SHAW G.K. 1991 (ed.). Economics, Culture and Education: Essays in Honour of Mark
Blaug, Aldershot, Hants, Edward Elgar.

BOITEUX Marcel (bora 1922)

Born in Niort (France), Marcel Boiteux began his university studies at the Ecole Normale
Supérieure (section sciences). Having left occupied France in 1943, he participated in the
Italian and French campaigns (1944). Boiteux resumed his studies after the Liberation.
Recipient of a diploma from the Ecole Normale Supérieure and of ‘agrégation’ in
mathematics in 1946, he graduated from the Institut d’Etudes Politiques of Paris in 1947.
Boiteux joined the Centre National de la Recherche Scientifique (CNRS, 1947-49), and
then pursued all his career at Electricité de France (EDF), where he served as an engineer
(1949-57), a director (1958-66), a general director (1967-78), and finally as chairman of
the board of directors (1979-87). He was also professor of economics at I’Ecole
Supérieure d’Electricité (1957-62), at I’Ecole Nationale des Fonts et Chaussées (1963—
67), president of the Econometric Society (1959) and president of the World Council of
Energy (1986-89).

Main publications

1949. ‘La Tarification des demandes en pointer Application de la théorie de la vente au
colt marginal’, Revue générale de I’électricité, vol. 58, 321-40; Engl. transl. 1960,
‘Peak-Load Pricing’, Journal of Business of the University of Chicago, vol. 33, 157-
79.

1951. ‘Le “Revenu distribuable” et les pertes économiques’, Econometrica, vol. 19, 112—
33.

1951. ‘La Tarification en co(t marginal et les demandes aléatoires’, Cahiers du
Séminaire d’économétrie, no. 1, 56-69.

1956. ‘Sur la gestion des monopoles publics astreints a I’équilibre budgétaire’,
Econometrica, vol. 24, 22-40.
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1956. ‘Comment calculer I’amortissement?’, Revue d’économie politique, vol. 66, 43-74.
1957. ‘L’ Amortissement peut-il jouer un réle dans le calcul économique?’, Revue de la
recherche opérationnelle, vol. 1, 232-50; Engl. transl. 1960, ‘The Role of

Amortization in Investment Programming’, International Economic Papers, no. 10,

147-62.

1964. ‘Marginal Cost Pricing of Electricity’, in J.R.Nelson (ed.), Marginal Cost in

Practice, Englewood Cliffs, New Jersey, Prentice-Hall.

1969. ‘Note sur le taux d’actualisation’, Revue d’économic politique, vol. 79, 117-28.
1986 (ed., with T.de Montbrial and B.Munier). Marchés, capital et incertitude: Essais en

I’honneur de Maurice Allais, Paris, Economica; Engl. transl. 1989, Markets and Risk:

Essays in Honour of Maurice Allais, Dordrecht, Kluwer.

Marcel Boiteux is a typical representative of the French tradition of economist-engineers,
which includes authors such as Maurice Allais (in whose honour he co-edited the 1986
book), Pierre Massé, Edmond Malinvaud and Jacques Lesourne. Having fully adopted the
mathematicization of economics, his work as an economist-engineer was rooted in the
concrete problems of Electricité de France, a public company with a monopoly in the
production and distribution of electricity in France (1964). It developed in two directions,
one, initiated by G.Dessus, director of EDF after the war, on the fixing of price scales,
and the other, initiated by P.Massé, on the choice of investments.

Boiteux applied economic calculation to the fixing of price scales best adapted to a
situation of public monopoly, where increasing returns for a given productive capacity
coexist with the obligation to meet peak demands (hourly, weekly and yearly) (1949,
1951 CSE). This led him to consider problems of maximization under constraint and
second best optima (1951 Econometricd) and to put forward a solution in terms of Pareto
maximization applied to a general model made up of links between quantities and links
between prices (1956 Econometrica). On this basis, price differences should be applied to
the supply of electricity considered as a diversified product in relation to the time and
location of its consumption. These prices have been referred to as ‘efficient prices’ or
‘Ramsey-Boiteux prices’; as for the problem of demand peaks, prices should take into
account a typology of periods according to levels of demand and the price-elasticity of
demand in each period.

He also applied economic calculation and operations research to inventory problems,
taking into account both the durability and the cost structure of equipment, the monetary
stability or instability and the uncertainty of the future (1956 REP, 1957). This led him to
consider interest rate and rates of actualization (1969).

Main reference

BLAUG Who’s Who 1986, 101.

BOULDING Kenneth Ewart (1910-1993)
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Kenneth Ewart Boulding was born in Liverpool, England, to a methodist family. He
studied at Oxford (1928-32) and subsequently at the University of Chicago (1932-4).
Boulding began his teaching career at the University of Edinburgh (Scotland) in 1934 and
went on to teach at Colgate University in New York State (1937-41). In 1941, he
accepted a position with the League of Nations at Princeton, leaving it in 1942 so as to
freely express his pacifist principles. He then went on to teach at Fisk University in
Nashville (1942-3), lowa State College (1943-6, 1947-9), and McGill University (1946-
7). In 1948 Boulding became an American citizen. He was professor of economics at the
University of Michigan (1949-68) and subsequently at the University of Colorado at
Boulder (1968-80), where he became professor emeritus upon his retirement. In 1949,
Boulding was awarded the John Bates Clark Medal of the American Economic
Association, of which he was president in 1968.

Main publications

1941. Economic Analysis, New York, Harper.

1945. The Economics of Peace, Englewood Cliffs, New Jersey, Prentice-Hall.

1950. A Reconstruction of Economics, New York, Wiley.

1952 (ed., with G.Stigler). Readings in Price Theory, Homewood, Illinois, Richard
D.lrwin.

1953. The Organizational Revolution: A Study in the Ethics of Economic Organization,
New York, Harper.

1956. The Image: Knowledge in Life and Society, Ann Arbor, University of Michigan
Press.

1958. Principles of Economic Policy, Englewood Cliffs, New Jersey, Prentice-Hall.

1958. The Skills of the Economist, Cleveland, Ohio, Howard Allen.

1960 (ed., with W.A.Spivey). Linear Programming and the Theory of the Firm, New
York, Macmillan.

1962. Conflict and Defense; A General Theory, New York, Harper & Row.

1964. The Meaning of the Twentieth Century: The Great Transition, New York, Harper
& Row.

1966. ‘The Economics of the Coming Spaceship Earth’, in Henry Jarrett (ed.),
Environmental Quality in a Growing Economy, Baltimore, Johns Hopkins, 3-14.

1966. The Impact of the Social Sciences, New Brunswick, New Jersey, Rutgers
University Press.

1968. Beyond Economics: Essays on Society, Religion, and Ethics, Ann Arbor,
University of Michigan Press.

1970. A Primer on Social Dynamics: History as Dialectics and Development, New York,
Free Press.

1970. Economics as a Science, New York, McGraw-Hill.

1971-85. Collected Papers, 6 vols, edited by F.R.Glahe and L.Singell, Boulder,
Colorado, Associated University Press. [Vol. 1 and vol. 2, 1971; vol. 3, 1973; vol. 4,
1974; vol. 5, 1975; vol. 6, 1985.]

1972 (ed., with M.Pfaff). Redistribution to the Rich and the Poor: The Grants Economics
of Income Distribution, Belmont, California, Wadsworth.

1973. The Economy of Love and Fear: A Preface to Grants Economics, Belmont,
California, Wadsworth.
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1978. Ecodynamics: A New Theory of Societal Evolution, Beverly Hills, California, Sage;

revised paperback edn, 1981.

1978. Stable Peace, Austin, University of Texas Press.
1981. A Preface to Grants Economics: The Economy of Love and Fear, New York,

Praeger.

1981. Egvolutionary Economics, Beverly Hills, California, Sage.
1985. Human Betterment, Beverly Hills, California, Sage.
1985. ‘My Life Philosophy’, American Economist, vol. 29, 5-14; under the title ‘From

Chemistry to Economics and Beyond’, in Szenberg 1992, 69-83.

1985. The World as a Total System, Beverly Hills, California, Sage.
1989. ‘A Bibliographical Autobiography’, Quarterly Review, Banca Nazionale del

Lavoro, no. 171, 363-93.

1989. Three Faces of Power, Beverly Hills, California, Sage.
1991. Towards a New Economics: Critical Essays on Ecology, Distribution and Other

Themes, Aldershot, Hants, Edward Elgar.

With over one thousand articles and 40 books and a broad range of modes of expression
ranging from poetry to mathematics, a corpus covering many fields in economics as well
as in religion, ethics, philosophy, ecology and various social sciences, Boulding’s work is
difficult to categorize. From 1931 to 1945, his works can be divided into two categories:
those of a religious nature, stemming from his membership of the Society of Friends
(Quakers), and those in the field of economics, primarily on capital, investment, the firm
and economic surplus. His 1941 manual was enriched by Keynes’s General Theory
analyses in its second edition (1948).

From 1945, Boulding has included his commitment to peace and disarmament (1945,
1962, 1978 Stable) as well as his moral and religious convictions (1968) in his economic
work, all the while publishing numerous articles and books (1952, 1960 Three Faces)
relative to the inquiries and debates of professional economists. He has done all of this
while striving to renew the discipline of economics, notably by stressing stock analysis
and by taking into account not only exchange but also constraint and love (1950, 1953,
1989); he has developed especially the economics of hon-compensatory transfer (‘Grants
Economy’, 1972, 1973, 1981 A Preface). He has elaborated a vision of the evolution of
human society in which the growth of knowledge plays a key role (1964, 1970 A Primer,
1978 Ecodynamics). He has worked, with specialists from other disciplines, on systems
theory, and has sought to enrich the field of economics with contributions from other
disciplines, from biology to the social sciences (1956, 1966 The Impact, 1970 Economics
1985 The World). A precursor of ecological economics, he has stressed since 1956 the
limits of global resources and, since 1966, has illustrated the fact that the earth is a closed
system through the image of ‘spaceship earth’.

Boulding participated in the creation of the Society for General System Research in
1955, serving as its president from 1955 to 1959, and in 1957 in the launching of The
Journal of Conflict Resolution. In 1968, he founded the Association for the Study of the
Grants Economy, serving as its president from 1970 to 1989. Although Boulding has
enjoyed the respect of all members of his discipline, his work has not been well received
on the part of many and has often been misunderstood.
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Main references

BOULDING 1985 AE, 1989 ‘A Bibliographical Autobiography’.

KERMAN Cynthia E. 1974. Creative Tension: The Life and Thought of Kenneth
Boulding, Ann Arbor, University of Michigan Press.

PFAFF Martin and HORVATH Janos 1976 (eds). Frontiers in Social Thought: Essays in
Honor of Kenneth E.Boulding, Amsterdam, North-Holland.

WRIGHT Robert 1988. Three Scientists and Their Gods: Looking for Meaning in an Age
of Information, New York, Times Books/Random House, 213-95.

ARESTIS and SAWYER 1992, 45-54. BLAUG 1985, 21-3. New Palgrave 1987, vol. 1,
265-6. SILK 1976, 189-239. SPIEGEL and SAMUELS 1984, 461-71.
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BOWLES Samuel (born 1939)

Samuel Bowles was born in New Haven, Connecticut. He earned his PhD from Harvard
University in 1965 and taught there from 1965 to 1974. Since 1974 he has been a
professor at Amherst University in Massachusetts.

Main publications

1969. Planning Educational Systems for Economic Growth, Cambridge, Massachusetts,
Harvard University Press.

1970. With D.Kendrick, Notes and Problems in Microeconomic Theory, Chicago,
Markham; 2nd edn 1980, with P.Dixon, Amsterdam, North-Holland.

1972. ‘Schooling and Inequality from Generation to Generation’, Journal of Political
Economy, vol. 80, supplement, S219-51.

1976. With H.Gintis, Schooling in Capitalist America: Educational Reform and the
Contradictions of Economic Life, New York, Basic Books.

1983. With D.Gordon and T.Weisskopf, Beyond the Waste Land: A Democratic
Alternative to Economic Decline, New York, Doubleday; revised edn, London,
Verso/New Left Books, 1986.

1983. With D.Gordon and T.Weisskopf, ‘Hearts and Minds: A Social Model of
U.S.Productivity Growth’, Brookings Papers on Economic Activity, no. 2, 381-441.

1985. “The Production Process in a Competitive Economy: Walrasian, Neo-Hobbesian
and Marxian Models’, American Economic Review, vol. 75, 16-36.

1985. With R.C.Edwards, Understanding Capitalism: Competition, Command, and
Change in the U.S. Economy, New York, Harper & Row.

1986. With H.Gintis, Democracy and Capitalism: Property, Community, and the
Contradictions of Modern Social Thought, New York, Basic Books.

1988. With R.Boyer, ‘Labor Discipline and Aggregate Demand: A Macroeconomic
Model’, American Economic Review, vol. 78, Papers and Proceedings, 395-400.

1990 (ed., with R.C.Edwards). Radical Political Economy, 2 vols, Aldershot, Hants,
Edward Elgar.

1991. With T.Weisskopf and D.Gordon, After the Waste Land: A Democratic Economics
for the Year 2000, Armonk, New York, M.E.Sharpe.

Samuel Bowles is one of the most renowned of the radical political economists. His early

works, however, were within the theoretical framework of neoclassical economics (1969,

1970). A specialist in the economics of education, Bowles has presented an analysis of

the evolution of class structure in capitalism and the educational system (in a 1972 article

and, more especially, in a 1976 book he wrote with his collaborator, Herbert Gintis). In
this work, Bowles and Gintis set forth the ‘correspondence principle’, according to which
the school system tends to adopt the inegalitarian, hierarchical and alienating structure
that characterizes society as a whole.

Apart from education, Bowles has shown interest in macroeconomics, the economics
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of labour and of development, and in ecological issues. More recently, he has sought to
give a new microeconomic foundation to the analysis of contemporary capitalism (1985
AER), notably by developing the concept of “‘contested exchange’. In many works of a
more political character, Bowles and his colleagues have proposed a programme of
democratic transformation that is clearly different from both Marxian socialism and the
prevailing liberal approach (1983 Beyond, 1985 Understanding, 1986, 1991).

Main references

ARESTIS and SAWYER 1992, 54-9. BLAUG 1985, 24-5.

BRODY Andras (born 1924)

Andras Brddy was born in Budapest, Hungary. He earned an MA in 1952 and a PhD in
1960 from Karl Marx University in Budapest. Since 1956, he has worked at the Institute
of Economics of Hungary. He has been professor at the University of Zambia (1970-72,
1974-7).

Main publications

1966. ‘A Simplified Growth Model’, Quarterly Journal of Economics, vol. 80, 137-46.

1970. Proportions, Prices and Planning: A Mathematical Restatement of the Labor
Theory of Value, Budapest, Akadémiai Kiadd; Amsterdam and London, North-
Holland.

1970 (ed., with Anne P.Carter). Applications of Input-Output Analysis: Published in
Honor of Wassily Leontief, Amsterdam, North-Holland.

1970 (ed., with Anne P.Carter). Contributions to Input-Output Analysis: Published in
Honor of Wassily Leontief, Amsterdam, North-Holland.

1972. With Anne P.Carter, Input-Output Techniques, Amsterdam, North-Holland.

1985. Slowdown: Global Economic Maladies, Beverly Hill, California, Sage.

1989. ‘Observations Concerning the Growth Cycle’, in K.Velupillai (ed.), Nonlinear and
Multisectoral Macrodynamics, London, Macmillan.

1992. ‘On Measuring Growth’, Structural Change and Economic Dynamics, vol. 3, no. 1,
93-102.

1993. With W.Leontief, “Money-Flow Computations’, Economic Systems Research, vol.
5, 225-33.

Trained primarily as a mathematician, Andras Brody is among those East European

economists who, following the example of Oskar Lange, hold that mathematical

discourse renders the synthesis of many seemingly contradictory tendencies in

contemporary economic thought entirely possible. Thus it permits ‘to translate Marx’s

original approach into mathematical terms and to indicate the path leading from it to
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modern quantitative economic reasoning’ (1970 Proportions, p. 9). In Brody’s view, in
the work of both Marx and Walras, and earlier in the thought of Quesnay, are to be found
the intellectual origins of models such as those used by Leontief and von Neumann and
developed in his own work. Such models are especially characterized by what he terms
‘duality’. This mathematical principle is applicable to many fields, such as physics and
biology, and refers to the relation between the solutions to a system of equations and
those of an adjunct or transposed system. Applied to economics, it implies that the
activities of production can be analysed from two perspectives: either as technical
processes creating objects, or as a process assigning value to these objects.

A specialist in growth theory, Brody has also made important contributions to
interindustrial analysis, notably in the works he has published with the American
economist Anne Carter (1970, 1972).

Main reference

LEONTIEF Wassily 1970. ‘Preface’, in BRODY, Proportions, 7-8.

BRONFENBRENNER Martin (born 1914)

Martin Bronfenbrenner was born in Pittsburgh. He obtained a BA at Washington
University, Saint Louis, in 1934, and a PhD at Chicago University in 1939. He also
gained a Japanese language certificate at Colorado University in 1944. He became
associate professor, then full professor at Wisconsin University (1947-57), professor at
Michigan State University (1957-58), at the University of Minnesota (1958-62), at
Carnegie-Mellon (1962-71) and at Duke (1971-84), where he taught Japanese history.
From 1984 to 1990, he was professor of international economics at the Aoyoma Gakuin
University in Tokyo and afterwards returned to Duke.

Main publications

1945. ‘Some Fundamentals of Liquidity Theory’, Quarterly Journal of Economics, vol.
59, 405-26.

1961. Academic Encounter, New York, Free Press.

1963. With F.D.Holzman, ‘Survey of Inflation Theory’, American Economic Review, vol.
53, 593-661.

1965. ‘Das Kapital for the Modern Man’, Science and Society, vol. 29, 419-38.

1969 (ed.). Is the Business Cycle Obsolete?, New York, John Wiley & Sons.

1970. ‘Radical economics in America: A 1970 Survey’, Journal of Economic Literature,
vol. 18, 747-66.

1971. Income Distribution Theory, Chicago, Aldine Atherton.

1976. Tomioko Stories, New York, Exposition Press.
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1979. Macroeconomic Alternatives, Arlington Heights, Illinois, AHM.
1984. With W.Sichel and M.D.Gardner, Economics, Boston, Houghton Mifflin; third
edition 1990, under the title Macroeconomics.
In the introduction to his textbook on distribution theories, Bronfenbrenner declares that
he is ‘unwilling to discard neoclassical economics, either marginalism or the production
function, either at the micro-economic or the macro-economic level’ (1971, p. xi), yet,
among all those who claim to draw upon this theory, he is one of the most open to other
streams of thought, particularly Marxism. He has devoted many texts to Marx’s
economics, being among the first to try to reformulate it in terms of Walrasian general
equilibrium. In one of these, he defines himself as ‘an imperfectly inconsistent eclectic,
with non-Marxian elements dominating his private brand of eclecticism’ (1965, p. 434).
In his work on distribution theory, of which he writes that certain passages resemble
‘Mozart essaying rock and roll’ (1971, p. xi), Bronfenbrenner fairly makes way for all
views other than those of the neoclassical orthodoxy. He does likewise in his book on
macroeconomics (1979), going through all the approaches, Keynesian, classical, Marxian
and monetarist in the most objective way, until the reader is able to choose with full
knowledge of the different views. This attitude also prevails in the introductory textbook
he wrote with collaborators (1984). An economist with a neat, sometimes humorous,
style of writing, literary more than mathematical, Bronfenbrenner has also shown interest
in the history of economic thought, monetary theory, political economy and development.
He also wrote a great deal on the economy of Japan, where he often stayed.

Main reference

New Palgrave, vol. 1, p. 279.

BRUNHOFF Suzanne de (born 1929)

Born in Strasbourg, Suzanne de Brunhoff studied philosophy at the Sorbonne (MA,
1950) and taught philosophy at the secondary school level (1954-6). She studied
sociology (licence, 1959) and joined the Centre National de la Recherche Scientifique
(CNRS) in 1960, presenting her doctoral thesis in sociology in 1964 and her doctorat
d’Etat in economics in 1978. In 1979, she was appointed research director at the CNRS.
She taught at the University of Paris 7-Jussieu (1971-6) and has been teaching at the
University of Paris 10-Nanterre since 1977.

Main publications

1965. Capitalisme financier public, Paris, SEDES.
1967. La Monnaie chez Marx, Paris, Editions sociales; Engl. transl. 1976, Marx on
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Money, New York, Urizen Books.

1971. L’Offre de monnaie (critique d’un concept), Paris, Frangois Maspero.

1973. With P.Bruini, La Politique monétaire: Un Essai d’interprétation marxiste, Paris,
Presses Universitaires de France.

1973. “‘Marx as a-Ricardian’, Economy and Society, vol. 2, 421-30.

1976. Etat et capital: Recherches sur la politique économique, Grenoble, Frangois
Maspero and Presses Universitaires de Grenoble; Engl. transl. 1978, The State, Capital
and Economic Policy, London, Pluto Press.

1979. Les Rapports d’argent, Grenoble, Francois Maspero and Presses Universitaires de
Grenaoble.

1982. ‘Questioning Monetarism’, Cambridge Journal of Economics, vol. 6, 285-94.

1986. L’Heure du marché: Critique du libéralisme, Paris, Presses Universitaires de
France.

1987. ‘Fictitious Capital’, New Palgrave, vol. 2, 317-18.

1989. ‘The Keynesian Critique of Laissez-Faire’, in Keynesian Economic Policy, edited
by A. Barrére, London, Macmillan, 140-52.

While Marxist theory and radical economists in general emphasize the real aspects of

economies, de Brunhoff has been a pioneer in this current of thought: she highlighted the

important role of money and of monetary phenomena in the theories of Marx (1967,

1979) and developed a Marxian theory of money, linked to the analyses of commodity,

credit and accumulation (1971, 1973 La politique, 1979). In this manner she has

contributed to the renewal of Marxist thought on inflation, national monetary policy and
international phenomena.

This has led her to deepen her analysis of the capitalist state, studying how it
intervenes in two key areas: the management of the labour force and of money (1976).
Observing the continuing economic crisis as well as the resurgence of liberal thought, de
Brunhoff has analysed the effective content of liberal policies which, in her view, can be
reduced to simple ‘police action’ on wages and money. State intervention, far from
receding, has actually changed form; and the ‘truth’ of liberalism “is the very opposite of
its proclaimed political discourse’ (1986, p. 154).

BUCHANAN James McGill (born 1919)

James M.Buchanan was born in Murfreesboro, Tennessee. He obtained an MA from the
University of Tennessee in 1941 and a doctorate in 1948 from the University of Chicago.
He was associate professor, and subsequently professor at the University of Tennessee
(1948-51) and professor at Florida State University (1951-6). After a research year in
Italy (1955-6), he taught at the Universities of Virginia (1956-8) and California (1968-
9), at Virginia State University (1969-83) and at George Mason University (from 1983).
In 1963, Buchanan founded the Public Choice Society and subsequently the journal
Public Choice with G.Tullock. He directed the Center for the Study of Public Choice at
Virginia State University from 1969 to 1983 and at George Mason University from 1983
to 1988. Buchanan was president of the Mont Pelerin Society from 1984 to 1986. In
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1986, he received the Nobel Memorial Prize in Economics.

Main publications

1949. ‘“The Pure Theory of Public Finance: A Suggested Approach’, Journal of Political
Economy, vol. 57, 496-505.

1954. ‘Social Choice, Democracy and Free Markets’, Journal of Political Economy, vol.
62, 114-23.

1954. ‘Individual Choice in Voting and the Market’, Journal of Political Economy, vol.
62, 334-43.

1958. Public Principles of Public Debt: A Defense and Restatement, Homewood, Illinois,
Richard D.Irwin.

1960. Fiscal Theory and Political Economy: Selected Essays, Chapel Hill, University of
North Carolina Press.

1962. With Gordon Tullock, The Calculus of Consent: Logical Foundations of
Constitutional Democracy, Ann Arbor, University of Michigan Press.

1966. Public finance in Democratic Process: Fiscal Institutions and Individual Choice,
Chapel Hill, University of North Carolina Press.

1968. The Demand and Supply of Public Goods, Chicago, Rand McNally.

1969. Cost and Choice: An Inquiry in Economic Theory, Chicago, Markham.

1975. The Limits of Liberty: Between Anarchy and Leviathan, University of Chicago
Press.

1977. With Richard E.Wagner, Democracy in Deficit: The Political Legacy of Lord
Keynes, New York, Academic Press.

1977. Freedom in Constitutional Contract, Austin, Texas, A & M University Press.

1980. With H.Geoffrey Brennan, The Power to Tax: Analytical Foundations of a Fiscal
Constitution, Cambridge, England, Cambridge University Press.

1985. Liberty, Market and State: Political Economy in the 1980s, Brighton, Wheatsheaf,
New York University Press.

1985. With H.Geoffrey Brennan, The Reason of Rules: Constitutional Political Economy,
Cambridge, England, Cambridge University Press.

1986. ‘Better than Ploughing’, Quarterly Review, Banca Nazionale del Lavoro, no. 159,
359-75; in Kregel 1989, 279-95.

1987. Economics: Between Predictive Science and Moral Philosophy, edited by Robert
D. Tollison and Viktor J.Vanberg, Austin, Texas, A & M University Press.

1989. Explorations into Constitutional Economics, edited by Robert D.Tollison and
Viktor J. Vanberg, Austin, Texas, A & M University Press.

1990. ‘Born-Again Economist’, in Breit and Spencer 1990, 163-80.

1991. Constitutional Economics, Oxford, Basil Blackwell.

1992. Better than Plowing and Other Personal Essays, University of Chicago Press.

1992. ‘From the Inside Looking Out’, in Szenberg 1992, 98-106.

1993. Property as a Guarantor of Liberty, Aldershot, Hants, Edward Elgar.

From his earliest articles on public finance, taxation and social choice, Buchanan has

referred to Wicksell. He translated one of his papers for a book edited by Musgrave in

1958, and he borrowed from him the concept of fiscal exchange. His research year in

Italy (1955-6) allowed him to become familiar with the Italian school of public finance

and its analyses of public debt.
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Buchanan attributes (1986) his conversion from young socialist to adherent of the
market economy to the influence of Frank Knight. His overall work is based on the
systematic application of methodological individualism to the study of public finance,
public economy and collective choices. In effect, he holds that there is no reason for
individuals to behave differently in the private and social spheres of life: just as the
consumer compares the price of goods with the satisfaction that he expects from them,
the citizen relates the taxes he pays to the public services from which he benefits. This
allows for the application of microeconomics to public finance as well as to the realm of
political science. In this way, Buchanan rejects the traditional argument that government
is an agent having the role of defining and enforcing the general interest and focuses his
analysis on the individual choices of citizen-electors.

This viewpoint led Buchanan to emphasize, early in his writings (in articles written in
1954, and his 1962 book), the importance of choice in rules of the game and, later, to
develop a positive theory of the institutional structure and constitutional framework in
which rights and obligations are exercised (1980, 1985 The Reason). He has thus studied
the mechanism of the division between the private sphere and the market on the one
hand, and the public sphere and elections on the other.

Buchanan has also developed a cost analysis of the means of public decision making,
taking into account two types of costs: decision costs and external costs which decision
makers (minority or majority) deflect to others. Hence, if the decision is made by a small
minority, its own costs are minimal, while the external costs, which are deflected, are
maximal; but when the decision is made by a large majority, the converse holds. During
the 1970s, Buchanan was inclined to take into account the supply of public goods and,
hence, the strategies of politicians and bureaucracies.

Main references

“The Nobel Memorial Prize in Economics 1986°. Press release, article by Anthony
B.Atkinson and bibliography, Swedish Journal of Economics, 1987, vol. 89, 1-17.

BUCHANAN 1986, 1990, 1992 Better, 1992 ‘From the Inside’.

REISMAN David 1989. The Political Economy of James Buchanan, London, Macmillan.

ROMER Thomas 1988. ‘On James Buchanan’s Contributions to Public Economics’,
Journal of Economic Perspectives, vol. 2, no. 4, 165-79.

SANDMO Agnar 1990. ‘Buchanan on Political Economy: A Review Article’, Journal of
Economic Literature, vol. 28, 50-65.

BLAUG 1985, 26-8. SHACKLETON and LOCKSLEY 1981, 33-54. SPIEGEL and
SAMUELS 1984, 557-69.

BURNS Arthur Frank (1904-1987)

Arthur Frank Burns was born in Stanislau, Austria. In 1914, his family emigrated to the
United States and he studied at Columbia University, earning his PhD there in 1934. He
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was associate professor (1930-33), assistant professor (1933-43) and professor (1943—
58) at Rutgers University and then professor at Columbia. However, he devoted much of
his career to the National Bureau of Economic Research, which he entered in 1930. He
succeeded Wesley Clair Mitchell as director of research in 1945. From 1953 to 1956 he
was president of the Council of Economic Advisers of President Eisenhower. He was
named president of the NBER in 1957, a position he held until 1967, when he was elected
honorary president of the board of directors of the NBER. In 1959, he was president of
the American Economic Association. Burns was also an adviser to President Nixon from
1969 to 1970 and chairman of the Federal Reserve System from 1970 to 1978. He held
many other public posts, notably as US ambassador to West Germany from 1981 to 1985.

Main publications

1930. Stock Market Cycle Research, New York, Twentieth Century Fund.

1934. Production Trends in the United States since 1870, New York, National Bureau of
Economic Research.

1938. With W.C.Muitchell, Statistical Indicators of Cyclical Revivals, New York, National
Bureau of Economic Research.

1946. With W.C.Muitchell, Measuring Business Cycles, New York, National Bureau of
Economic Research.

1947. ‘Keynesian Economics Once Again’, Review of Economic Statistics, vol. 29, 252—
68.

1952 (ed.). Wesley Clair Mitchell: The Economic Scientist, New York, National Bureau
of Economic Research.

1954. The Frontiers of Economic Knowledge: Essays by Arthur F.Burns, Princeton
University Press; London, Oxford University Press.

1957. Prosperity without Inflation, New York, Fordham University Press.

1960. ‘Progress Towards Economic Stability’, American Economic Review, vol. 50, 1-
19.

1966. The Management of Prosperity, New York, Columbia University Press.

1967. With P.A.Samuelson, Full Employment, Guideposts and Economic Stability,
Washington, DC, American Enterprise Institute for Public Policy Research.

1968. With J.K.Javits and C.J.Hitch, The Defense Sector and the American Economy,
New York University Press; University of London Press.

1969. The Business Cycle in a Changing World, New York, National Bureau of
Economic Research.

1978. Reflections of an Economic Policy Maker. Speeches and Congressional Statement:
1969-1978, Washington, DC, American Enterprise Institute for Public Policy
Research.

A pupil, friend and collaborator of Wesley Clair Mitchell, Burns is also his intellectual

inheritor and successor. Mitchell coined the term ‘business cycle’ in 1913 in order to

account for the cyclical fluctuations of economic activity. In 1920, he founded the

National Bureau of Economic Research, one of whose tasks is to gather data on economic

activities. Mitchell, identified with the institutionalist school, believed in the virtues of

induction and empirical observation. He was wary of abstract theoretical deductions.

Burns shared this vision of economics and, in the 1930s, the two of them undertook a
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working partnership whose most important product is the book they published together in
1946, with Burns being its principal author. That same year, in the annual report of the
NBER, Burns criticized the Keynesians for deducing political statements from debatable
theoretical grounds. The Keynesian analysis, in its exclusive use of aggregates, suggests
an excessively abstract and simplistic image of cyclical fluctuations, to whose theoretical
analysis Burns devoted a significant part of his research career: ‘Since Keynes works
with an artificially simplified business cycle, it is not surprising that his explanation
collides with the facts of experience’ (1954, p. 18; see also 1947). The work of Burns and
Mitchell has itself been strongly criticized, notably by the econometricians of the Cowles
Commission, who describe it as ‘measurement without theory’, to quote the title of an
article by Tjalling Koopmans (Koopmans 1947).

From the 1950s, Burns was increasingly absorbed in the administrative and political
tasks that made him one of the most influential of the postwar economists. Yet he
continued his scholarly work, drawing more and more attention to problems linked to
inflation, as provoked by government intervention in the economy, whose efficiency he
doubted (1957, 1960, 1966, 1967, 1969). From 1970 to 1978, while chairman of the
Federal Reserve System, he presided over the transition from Keynesian to monetarist
policies. However, Burns was no more a monetarist than a Keynesian; his public actions
were characterized by pragmatism, and his scholarly work by empiricism.

Main references

In Memoriam: Arthur F.Burns, 1904-1987, Washington, DC, Board of Governors of the
Federal Reserve System.

BLAUG 1985, 29-30. New Palgrave 1987 vol. 1, 300-301. SILLS 1979, 81-6. SOBEL
1980, 37-64.
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CHENERY Hollis B. (born 1918)

Hollis Chenery was born in Richmond, Virginia. Holding diplomas in mathematics and
engineering, he afterwards earned an MA in economics at the University of Virginia
(1947) and a PhD at Harvard (1950). He advanced between 1952 and 1961 from assistant
professor to full professor at Stanford University. He then became Assistant
Administrator for Program at the Agency for International Development (1961-5),
professor at Harvard (1965-70), vice-president, Development Policy at the World Bank
(1970-82) and again professor at Harvard, where he was named professor emeritus in
1988. He has been economic adviser and consultant for many governments.

Main publications

1949. With R.Mikesell, Arabian Oil: America’s Stake in the Middle East, Chapell Hill,
University of North Carolina Press.

1959. With Paul G.Clark, Interindustry Economics, New York, John Wiley & Sons.

1960. ‘Patterns of Industrial Growth’, American Economic Review, vol. 50, 624-54.

1961. With K.Arrow, B.S.Minhas and R.M.Solow, ‘Capital-Labor Substitution and
Economic Efficiency’, Review of Economic and Statistics, vol. 43, 225-50.

1971 (ed.). Studies in Development Planning, Cambridge, Massachusetts, Harvard
University Press.

1974. Et al., Redistribution with Growth, London, Oxford University Press.

1975. With M.Syrquin, Patterns of Development, 1950-1970, London, Oxford University
Press.

1979. Et al., Structural Change and Development Policy, New York, Oxford University
Press.

1986. Et al., Industrialization and Growth: A Comparative Study, New York, Oxford
University Press.

1988-9 (ed., with T.N.Srinivasan). Handbook of Development Economics, 2 vols,
Amsterdam, North-Holland.

Most of Chenery’s main contributions remain within the framework of development

economics. The nature of this discipline, the fact that he carried out his career alternately

in university circles and in governmental organisms and the numerous empirical studies

he dedicated to developed or less developed countries, have probably contributed to

forming a vision which, while partly subscribing to the neoclassical theory, distinguishes

itself in many respects, among others by its mistrust of abstract principles claiming

universal validity. Revealing in this sense is, among other things, the variety of points of

view exposed in the important handbook on development he edited with T.N. Srinivasan

(1988-9), or again in a book published in his honour where viewpoints range from

Marxism to neoclassical theory (Syrquin et al. 1984).
Chenery sees economic development as “a set of interrelated changes in the structure of



Economic Thought Since Keynes 196

an economy that are required for its continued growth’ (1979, p. xvi). This definition
explains the strategy of research he engaged in from the beginning of his career. Here it is
the term ‘interrelated” which is important: industrialization plays a key role in
development and is closely linked to investment, foreign aid and government policies;
but one must be attentive to the complex interrelations between all sectors of an
economy, which are sustained by these factors. This implies a quantitative approach.
Moreover, this approach must rely on Walrasian general equilibrium, but concretely
expressed through Leontief’s input-output model, which Chenery calls inter-industry
economics and to which he has devoted a work co-authored with Paul Clark (1959).
Linear programming must be combined with this analysis. In this way only is it possible
to analyse structural changes associated with economic growth.

Convinced that planning has a major role to play in development, Chenery deems it
necessary that it be given a more rational foundation. He also considers that problems of
growth and distribution cannot be dissociated, as is the case in traditional approaches.
The fact that growth in less developed countries often results, at least in the initial stages,
in emphasizing the income gaps and increasing poverty for important sectors of these
populations is a major problem of our times. It calls for new and more sophisticated
strategies of development which consider the specific situation of the various social
groups as well as the various sectors of the economy (1974).

Main references

SYRQUIN Moshe, TAYLOR Lance and WESTPHAL Larry E. 1984 (eds). Economic
Structure and Performance: Essays in Honor of Hollis B.Chenery, Orlando, Florida,
Academic Press.

BLAUG 1985, 31-2.

CLARK Colin Grant (1905-1989)

Born in London, Colin Clark was appointed lecturer in statistics at Cambridge (1931-7)
after graduating in chemistry at Oxford (1924). He was invited in 1937 to the University
of Melbourne. He remained in Australia until 1952, serving as a government adviser and
director of the Queensland Bureau of Industry. He taught as a visiting professor at the
University of Chicago and, from 1953 to 1968, was director of the Institute of
Agricultural Economics at Oxford University. He then returned to Australia, continuing
his research at Monash University (1969-77) and becoming a research consultant in
economics at Queensland University.
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Main publications

1932. The National Income, 1924-1931, London, Macmillan.
1937. National Income and Outlay, London, Macmillan.
1938. ‘Determination of the Multiplier from National Income Statistics’, Economic

Journal, vol. 48, 435-48.

1938. With J.G.Crawford, The National Income of Australia, Sydney, Angus &

Robertson.

1939. A Critique of Russian Statistics, London, Macmillan.
1940. The Conditions of Economic Progress, London, Macmillan; New York, St

Martin’s.

1942. The Economics of 1960, London, Macmillan.
1949. ‘A System of Equations Explaining the United States Trade Cycle, 1921-41’,

Econometrica, vol. 17, 93-124.

1949-52. Review of Economic Progress, 4 vols, Brisbane, Government Printer.

1951. “World Resources and World Population’, Economia Internazionale, vol. 4, 15-40.
1954. Welfare and Taxation, New York, Oxford University Press.

1961. Growthmanship: A Study in the Methodology of Investment, London, Institute of

Economic Affairs.

1964. With M.R.Haswell, Economics of Subsistence Agriculture, London, Macmillan;

New York, St Martin’s.

1967. Population Growth and Land Use, London, Macmillan; New York, St Martin’s.
1970. Starvation or Plenty, London, Seeker & Warburg; New York, Taplinger.
1976. ‘Economic Development in Communist China’, Journal of Political Economy, vol.

84, 239-64.

1981. With J.Carruthers, The Economics of Irrigation, Liverpool University Press.

1982. Regional and Urban Location, St Lucia, University of Queensland Press.

1984. ‘Development Economics: The Early Years’, in Meier and Seers (eds), 59-77.
Devoted to empirical observation and the classification of facts, Colin Clark was a
pioneer in the estimation of national income, national expenditure and their components,
and contributed to the refinement of the concept of gross national product (GNP) (1937,
1938 with Crawford, and 1939). He was also one of the first economists to set up
statistical series for labour productivity and capital formation, as well as evaluations of
the national income multiplier (1938 EJ).

In his major work (1940), Clark sought to identify the sources of growth and, more
generally, to explain economic progress on the basis of the gathering and analysis of
statistics from many countries. From his evaluations of national purchasing powers and
his related estimates in ‘international units’, he made possible international comparisons
and highlighted the significance of the gap between rich and poor nations. Yet, above all
else, he pointed out the structuring of human activities, dividing them into primary,
industrial and service categories; and he put forth the thesis that, in the course of
economic development, there is a progression of the second group of activities relative to
the first one, and of the third group relative to the others. In this way he demonstrated the
importance of productivity reserves in agriculture. This 1940 book gave rise to much
debate and conceptual discussion; Clark took this into account in its subsequent editions
and, in fact, edited a journal on these questions over a period of three years (1949-52).
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Conversely, his 1942 work on what the 1960 economy would be like showed a
posteriori, through his mistakes, the difficulty of confirming medium-term predictions.
Clark, who was converted to Catholicism before the Second World War, became an
influential member of the Pope’s Commission on Population (1964-6) and defended, in
many of his publications, the thesis that available resources should allow for the dietary
needs stemming from population growth, holding that this growth is accompanied by
growth in product per capita (1951, 1967, 1970). He also wrote on the limits of the
welfare state (1954), on agricultural economics, notably in developing countries (1964
with Has well and 1981 with Carruthers) and on economic development in China (1976).

Main references

CLARK 1984.
WOLFF Jacques 1982. Les Grandes oeuvres économiques, Paris, Cujas, vol. 4, 253-70.
New Palgrave 1987, vol. 1, 428. SILLS 1979, 121-4.

CLOWER Robert Wayne (born 1926)

Robert Wayne Glower was born in Pullman, Washington. In 1949, he earned an MA in
economics from Washington State University and in 1952, another MA, from Oxford
University, which awarded him a PhD in 1978. He was assistant professor at Washington
State University (1952), professor at Northwestern University (1963), professor (1971)
and professor emeritus (1987) at the University of California at Los Angeles and, from
1986, professor at the University of South Carolina.

Main publications

1947. With J.F.Due, Intermediate Economic Analysis: Resource Allocation, Factor
Pricing, and Welfare, Homewood, Illinois, Richard D.lIrwin; 6th edn, Microeconomics,
1972

1957. With D.W.Bushaw, Introduction to Mathematical Economics, Homewood, Illinois,
Richard D.Irwin.

1963. ‘Die Keynesianische Gegenrevolution: eine theoretische Kritik’, Schweizerische
Zeitschrift, 8-31; Engl. transl. 1965, ‘The Keynesian Counterrevolution: A Theoretical
Appraisal’, in F.H.Hahn and F.P.Brechling (eds), Theory of Interest Rates, London,
Macmillan, 103-25.

1965. With J.Harris, Puerto Rico Shipping and the U.S. Maritime Laws, Evanston,
Illinois, Transportation Center, Northwestern University.

1966. With G.Dalton, A.Walters and M.Harwitz, Growth Without Development: An
Economic Survey of Liberia, Evanston, Illinois, Northwestern University Press.

1967. ‘A Reconsideration of the Microfoundations of Monetary Theory’, Western
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Economic Journal, vol. 6, 1-8.
1969 (ed.). Monetary Theory: Selected Readings, Harmondsworth, Penguin Books.
1975. With A.Leijonhufvud, ‘The Coordination of Economic Activities: A Keynesian

Perspective’, American Economic Review, vol. 65, Papers and Proceedings, 182-8.
1984. Money and Markets: Essays by Robert W.Clower, edited by D.A.Walker,

Cambridge, England, Cambridge University Press.

1988. With Phil Graves and Robert Sexton. Intermediate Microeconomics, San Diego,

Harcourt Brace Jovanovich.

Robert W.Clower is the author of widely used textbooks on microeconomics and
mathematical economics (1947, 1957, 1988). He has also written on problems of
development (1966). However, Clower is best known for his contributions to
macroeconomics and monetary theory (his main papers edited by Walker in 1984; see
also 1969). His article describing what he terms the ‘Keynesian counterrevolution’, first
published in German in 1963 and then in English in 1965, has had a great influence.
Some consider him the father of a new current in economics, ‘disequilibrium theory’, but
Clower does not recognize himself as its founder (1984, pp. 270-71).

In Clower’s view, the Keynesian revolution was undermined by its integration into a
neo-Walrasian model that is incompatible with the foundations of Keynes’s theory. He
holds that The General Theory has implicit microeconomic foundations that are non-
Walrasian. They are in fact characterized by behaviour that must be analysed in terms of
disequilibrium. In particular, it is necessary to distinguish between planned or ‘notional’
demand and realized or “‘effective’ demand in what Clower terms a dual decision process,
as well as to distinguish between flow and stock. In this analysis, money must also be
integrated, as it is the active structural component of contemporary economies. More
recently, Clower has devoted much of his research to the integration of monetary theory
and disequilibrium theory and, more generally, to what he terms the ‘general process
analysis’. He criticizes the Keynesianism of the neoclassical synthesis, monetarism, as
well as the new classical macroeconomics, for not taking into account the processes by
which agents carry out their transactions in markets. These markets are multifarious and
dispersed, and information circulates between them in a manner that is far from
instantaneous, perfect and free. Only a full analysis of these processes on a Marshallian
rather than on a Walrasian basis can enable us to understand both the dynamics and the
instability of contemporary economies.

Main references

WALKER Donald A. 1984. ‘Preface’ and ‘Introduction’ in Clower 1984, ix—xi and 1-18.
BLAUG 1985, 33-5.

COASE Ronald (born 1910)

Ronald Coase was born in Middlesex, England. He earned a BComm degree from the
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London School of Economics in 1932, and a PhD in economics from the same institution
in 1951. He taught at the Dundee School of Economics and Commerce (1932-4), at
Liverpool University (1934-5), the London School of Economics (1935-51), the
University of Buffalo (1951-8), the University of Virginia (1958-64) and, from 1964, at
the University of Chicago, where he has been professor emeritus since 1982. He was
editor of the Journal of Law and Economics from 1964 to 1982. In 1991, he was awarded
the Nobel Memorial Prize in Economics.

Main publications

1937. “The Nature of the Firm’, Economica, vol. 4, 386-405.

1946. ‘The Marginal Cost Controversy’, Economica, vol. 13, 169-82.

1950. British Broadcasting: A Study in Monopoly, London, Longmans Green;
Cambridge, Massachusetts, Harvard University Press.

1959. “The Federal Communications Commission’, Journal of Law and Economics, vol.
2, 1-40.

1960. “The Problem of Social Cost’, Journal of Law and Economics, vol. 3, 1-44.

1972. “Industrial Organization: A Proposal for Research’, in V.R.Fuchs (ed.), Policy
Issues and Research Opportunities in Industrial Organization, Cambridge,
Massachusetts, National Bureau of Economic Research, 59-73.

1974. *The Lighthouse in Economics’, Journal of Law and Economics, vol. 17, 357-76.

1988. The Firm, the Market, and the Law, University of Chicago Press.

1992. ‘“The Institutional Structure of Production’ [1991 Alfred Nobel Memorial Prize
Lecture in Economic Sciences], American Economic Review, vol. 82, 713-19.

1994. Essays on Economics and Economists, University of Chicago Press.
Ronald Coase holds a very particular place in contemporary economic thought. On the
one hand, some of his articles (1937, 1960) are among the most frequently cited. On the
other hand, as he explains in the introduction to a reedition of his main articles (1988), his
perspective has been misunderstood and has lacked influence. A disciple of Adam Smith
and Alfred Marshall, Coase is a believer in the virtues of the market, and has been
associated with both the Virginia and the Chicago Schools (and hence with theoretical
tendencies considered conservative), while at the same time systematically criticizing all
forms of dogmatism. Notably, he has been critical of the manner in which political
propositions have been held to be derived from what he terms “blackboard economics’.

In Coase’s view, economists have a tendency to construct theories in a manner so as to
base themselves on realities that they have never actually studied. His article ‘The
Lighthouse in Economics’ (1974) is an illuminating example of this. Using the example
of a minutely documented study of the lighthouse industry in England since the sixteenth
century, Coase shows that the foremost economists, from Mill to Samuelson, were misled
in thinking that they had shed light on their arguments by using a wholly inadequate
example; they had never actually bothered to study the workings involved, merely
contenting themselves with generally accepted ideas. Coase criticizes mainstream
economics for dealing with entities such as the firm, the market and consumer
satisfaction without questioning their nature. Throughout his career he has used as a
starting-point in the elaboration of his theories indepth studies on the workings of various
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industries. Handling language and logic rather than symbols and equations, with great
dexterity, Coase writes: ‘In my youth it was said that what was too silly to be said may be
sung. In modern economics it may be put into mathematics’ (1988, p. 185).

His first important contribution (1937) raises the problem of the existence of firms,
whose internal organization is completely different from the price system with which
economists are exclusively preoccupied. Here Coase developed the concept later termed
‘transaction costs’. Such costs are not the result of production, but of the functioning of
markets, such as the search for information and contract negotiation. The firm is a
structure that allows for the elimination of these costs. The optimal size of the firm can be
determined through the comparison of these costs to those that result from its internal
organization.

In his 1960 article, Coase focuses on legal procedures brought about so as to correct
externalities, such as the inconveniences for a neighbourhood caused by factories’
chimney smoke. In the view of Pigou and his disciples, the fact of these external effects
justifies government intervention so as to equalize the private and social costs of the
activity called into question. Generalizing from the workings of resource exchange to the
exchange of property rights, Coase demonstrates that, if property rights are initially
clearly demarcated for all the resources in question, and if they can be freely exchanged,
a negotiating process between the parties involved will ensue in which the results will be
independent of the legal stipulations foreseen to correct the external effects. In the
absence of transaction costs, these will be the optimal results, reducing the consequences
of externalities to a minimum. According to ‘Coase’s theorem’, private and social costs
are equal in the absence of transaction costs. When there are in fact transaction costs, the
legal rules have an effect on the allocation of resources, but it cannot be determined in
advance which stipulations would be the most efficient. Rather, cases should be studied
and dealt with on a case-by-case basis. Coase’s work contributed to the development of a
new specialization known in the USA as ‘law and economies’.

Main references

“The Nobel Memorial Prize in Economics 1991°. Press release, articles by K.Brunner and
by Y. Barzel and L.A.Kochin, and bibliography, Scandinavian Journal of Economics,
1992, vol. 94, 1-36.

COOTER Robert D. 1982. ‘The Cost of Coase’, Journal of Legal Studies, vol. 11, 1-34.

COOTER Robert D. 1987. ‘Coase Theorem’, New Palgrave, vol. 1, 457-60.

MEDEMA Steven G. 1995 (ed.). The Legacy of Ronald Coase in Economic Analysis,
Aldershot, Hants, Edward Elgar.

SAMUELS Warren J. 1974. ‘The Coase Theorem and the Study of Law and Economics’,
Natural Resources Journal, vol. 14, 1-33.

SPITZER M. 1982. ‘The Coase Theorem: Some Experimental Tests’, Journal of Law
and Economics, vol. 25, 73-98.

WILLIAMSON Oliver E. and WINTER Sidney G. (eds) 1991. The Nature of the Firm:
Origins, Evolution, and Development, New York and Oxford, Oxford University Press.
[Includes Coase 1937 and three papers by Coase on that article.]

BLAUG 1985, 36-8. SILLS 1979, 125-7. SPIEGEL and SAMUELS 1984, 571-8.
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CODDINGTON Alan (1941-1982)

Alan Coddington was born in Doncaster, Yorkshire (England). He earned a PhD from
York University in 1966. That year, he began teaching at Queen Mary College, London,
where he was appointed professor in 1980. His most promising career was cut short by
his suicide.

Main publications

1968. Theories of the Bargaining Process, London, George Allen & Unwin.

1975. ‘The Rationale of General Equilibrium Theory’, Economic Inquiry, vol. 13, 539-
58.

1976. ‘Keynesian Economics: The Search for First Principles’, Journal of Economic
Literature, vol. 14, 1258-73.

1979. ‘Hick’s Contribution to Keynesian Economics’, Journal of Economic Literature,
vol. 17, 970-88.

1979. ‘Friedman’s Contribution to Methodological Controversy’, British Review of
Economic Issues, vol. 2, 1-13.

1982. ‘Deficient Foresight: A Troublesome Theme in Keynesian Economics’, American
Economic Review, vol. 72, 480-87.

1983. Keynesian Economics: The Search for First Principles, London, George Allen &
Unwin.

Coddington’s doctoral thesis gave rise to an important and original work on bargaining

processes, prefaced by Shackle (1968). However, it is mainly through his contributions to

economic methodology and the study of the evolution of macroeconomics that

Coddington left his mark. He is the originator of the classification of interpretations of

Keynes’s theory as ‘hydraulic’ (Samuelson and the neoclassical synthesis),

‘fundamentalist’ (Shackle, Robinson and the post-Keynesians) or ‘reductionist’ (Clower,

Leijonhufvud, Malinvaud and disequilibrium theory). Coddington concluded, in his

posthumous work that: ‘the thrust of these comments will be that the various approaches

are, in their contribution to understanding, largely complementary’(1983, p. 112).

Main references

HICKS John 1979. ‘On Coddington’s Interpretation: A Reply’, Journal of Economic
Literature, vol. 17, 989-95.

SHACKLE G.L.S. 1983. “The Romantic Mountain and the Classic Lake: Alan
Coddington’s Keynesian Economics’, Journal of Post Keynesian Economics, vol. 6,
241-57.

New Palgrave 1987, vol. 1, 464.
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DAVIDSON Paul (born 1930)

Paul Davidson was born in New York. After beginning his university studies in
biochemistry at the University of Pennsylvania (1950-52), he earned an MA from the
City University of New York (1955) and a PhD from the University of Pennsylvania
(1959). Davidson was first an assistant professor at Rutgers University from 1958 to
1960, assistant and then associate professor at the University of Pennsylvania, professor
at Rutgers (1966-86) and, since 1986, has been professor at the University of Tennessee.
Since its foundation in 1978, he has edited the Journal of Post Keynesian Economics.

Main publications

1960. Theories of Aggregate Income Distribution, New Brunswick, New Jersey, Rutgers
University Press.

1964. With Eugene Smolensky, Aggregate Supply and Demand Analysis, New York,
Harper & Row.

1965. ‘Keynes’s Finance Motive’, Oxford Economic Papers, vol. 17, 47-65.

1968. ‘Money, Portfolio Balance, Capital Accumulation, and Economic Growth’,
Econometrica, vol. 36, 291-321.

1972. Money and the Real World, London, Macmillan; New York, John Wiley & Sons,
1973.

1977. ‘Post-Keynesian Monetary Theory and Inflation’, in S.Weintraub (ed.), Modern
Economic Thought, Philadelphia, University of Pennsylvania Press, 275-94.

1982. International Money and the Real World, London, Macmillan; New York, John
Wiley & Sons.

1988. With Greg Davidson, Economics for a Civilized Society, London, Macmillan; New
York, W.W.Norton.

1989 (ed., with Jan Kregel). Macroeconomic Problems and Policies of Income
Distribution: Functional, Personal, International, Aldershot, Hants, Edward Elgar.

1990. The Collected Writings of Paul Davidson, vol. 1, Money and Employment; vol. 2,
Inflation, Open Economies and Resources, edited by Louise Davidson, London,
Macmillan.

1991. Controversies in Post-Keynesian Economics, Aldershot, Hants, Edward Elgar.

1991 (ed., with Jan Kregel). Economic Problems of the 1990’s: Europe, the Developing
Countries and the United States, Aldershot, Hants, Edward Elgar.

1994. Post Keynesian Macroeconomic Theory: A Foundation for Successful Economic
Policies for the Twenty-First Century, Aldershot, Hants, Edward Elgar.

In his doctoral thesis, written under Sidney Weintraub’s direction (1960), as well as in a

microeconomics textbook written with E.Smolensky (1964), Davidson began a vigorous

critique of the neoclassical synthesis, a project continued throughout his career. In

addition to this, he has played an important role in the building of a post-Keynesian

current in economics, in part through his founding of the Journal of Post Keynesian
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Economics. Like other theoretical currents, it is far from homogeneous, and Davidson is
particularly critical of the Cambridge post-Keynesians, criticizing them, along with the
neoclassical theorists, for not taking into account the role of money in economics. The
integrating of the monetary and real aspects of economic analysis is one of Davidson’s
key research interests. He has attempted to interpret Keynes’s perspective as a monetary
theory of production and to reconcile the analysis of inflation, distribution and money. In
his first important article on this theme, he pointed out that, for Keynes, the financial
motive of the demand for money plays a crucial role in the linking of the monetary and
real sectors, and that the obscuring of this motive by most of Keynes’s interpreters is at
the root of a misinterpretation of The General Theory (1965). His 1972 book represents
his most ambitious work, as well as his primary contribution to the integration of money
and the theory of effective demand.

Davidson extended his reflections with a study of international financial relations
between open economies (1982). In this work he suggested proposals for the reform of
the international monetary system, suggesting a return to Keynes’s original project,
updated so as to take current conditions into account. Davidson, who worked for some
time for an oil company, has also contributed to the economics of energy and natural
resources. He has always been interested in economic planning, recommending, along
with his post-Keynesian colleagues, active state intervention in order to stimulate
effective demand, along with a revenue policy aimed at fighting inflation.

Main references

BRONFENBRENNER Martin 1980. ‘Davidson on Keynes on Money’, Journal of Post
Keynesian Economics, vol. 2, 308-13.
ARESTIS and SAWYER 1992, 109-15.

DEBREU Gérard (born 1921)

Gérard Debreu was born in Calais, France. He became an American citizen in 1975. He
studied mathematics and history at Paris’s Ecole Normale Supérieure (1941-4). Agrégé
de I’Université in mathematics in 1946, he became research associate of the Centre
National de la Recherche Scientifique (CNRS, 1946-8). From 1948 to 1950 he spent time
in the United States, Sweden and Norway as a Rockefeller fellow. He was a research
associate of the Cowles Commission for research in economics at the University of
Chicago from 1950 to 1955, and then at Yale University, where he was appointed
associate professor (1955-61). In 1956, he received a doctorate from the Université de
Paris. Since 1962 he has been a professor of economics and of mathematics (since 1975)
at the University of California at Berkeley. In 1971, he was president of the Econometric
Society and of the American Economic Association in 1990. He was awarded the Nobel
Memorial Prize in Economics in 1983.
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Main publications

1951. “The Coefficient of Resource Utilization’, Econometrica, vol. 19, 273-92.

1952. ‘A Social Equilibrium Existence Theorem’, Proceedings of the National Academy
of Sciences, vol. 38, 886-93.

1954. With Kenneth J.Arrow, ‘Existence of an Equilibrium for a Competitive Economy’,
Econometrica, vol. 22, 265-90.

1956. ‘Market Equilibrium’, Proceedings of the National Academy of Sciences, vol. 42,
876-8.

1959. Theory of Value: An Axiomatic Analysis of Economic Equilibrium, New York,

John Wiley & Sons.

1960. ‘Une économie de I’incertain’, Economie appliquée, vol. 13, 111-16.

1962. ‘New Concepts and Techniques for Equilibrium Analysis’, International Economic
Review, vol. 3, 257-73.

1963. With H.Scarf, ‘A Limit Theorem on the Core of an Economy’, International
Economic Review, vol. 4, 235-46.

1964. ‘Continuity Properties of Paretian Utility’, International Economic Review, vol. 5,
285-93.

1969. “‘Neighboring Economic Agents’, La Décision [Paris, colloques internationaux du
Centre National de la Recherche Scientifique], no. 171, 85-90.

1970. ‘Economies with a Finite Set of Equilibria’, Econometrica, vol. 38, 387-92.

1972. ‘Smooth Preferences’, Econometrica, vol. 40, 603-15.

1974. ‘Excess Demand Functions’, Journal of Mathematical Economics, vol. 1, 15-21.

1982. ‘Existence of a Competitive Equilibrium’, in K.J.Arrow and M.D.Intriligator (eds),
Handbook of Mathematical Economics, vol. 2, 697-743.

1983. Mathematical Economics: Twenty Papers of Gerard Debreu, Cambridge, England,
Cambridge University Press.

1984. ‘Economic Theory in the Mathematical Mode’, in Les Prix Nobel 1983,
Stockholm, Almquist and Wiksell, 231-46; American Economic Review, vol. 74, 267-
78.

1986. ‘Theoretic Models: Mathematical Form and Economic Content’, Econometrica,
vol. 54, 1259-70.

1987. ‘Mathematical Economics’, New Palgrave, vol. 3, 399-404.

1987. ‘Existence of General Equilibrium’, New Palgrave, vol. 2, 216-19.

1991. ‘The Mathematization of Economic Theory’, American Economic Review, vol. 81,
1-7.

1991. ‘Random Walk and Life Philosophy’, The American Economist, vol. 35, no. 2, 3—
7; in Szenberg 1992, 107-14.

As evaluated by the quantity of his publications, Debreu’s work is far from being the

most imposing among contemporary economists, many of whom are obsessed with the

‘publish or perish’ requirement. A small book of 107 pages (1959) and 20 articles

anthologized in another work (1983) contain the gist of his contributions. However, they

represent some of the most influential works in contemporary economic theory, and

Debreu is without any doubt one of the most frequently cited economists of our time. His

name is especially associated with two aspects of recent developments in economic

thought: mathematical economics and the theory of general equilibrium.
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Debreu has himself described very clearly, in his few non-mathematical texts (1984,
1986, 1987 ‘Mathematical’, 1991 AER), the important transformations that
mathematizing work has brought about since 1944. Originally trained as a mathematician
and a professor of mathematics, he introduced in the early 1950s mathematical
techniques never before used in economics, with the exception of certain works of John
von Neumann, whose enormous influence on contemporary developments in
mathematical economics Debreu recognizes. Among the originators of these techniques,
termed fixed point theorem, convexity and minimax, are Brouwer, Kakutani and Nash.
Set theory and topology replace differential calculus and linear algebra.

With the help of these instruments, Debreu gave general equilibrium theory its
definitive form (1954 with Arrow, 1956; see also 1987 ‘Existence’ for an account which
is more accessible to the general reader). Walras had opened the way in 1874, while
attempting a rigorous answer to the question posed by Adam Smith a century earlier: how
can an order emerge through the interaction of agents motivated solely by self-interest; in
other words, how does the invisible hand work? Walras never succeeded in
demonstrating the existence of a general equilibrium. In the 1930s, Wald presented an
initial demonstration of it, but Arrow and Debreu (and at the same time, although in a
different manner, L.W.McKenzie) gave it a rigorous and definitive proof. In Theory of
Value, first presented as his doctoral thesis in 1956, Debreu offers what he terms ‘an
axiomatic analysis of economic equilibrium’: ‘An axiomatized theory first selects its
primitive concepts and represents each one of them by a mathematical object.... Next,
assumptions on the objects representing the primitive concepts are specified, and
consequences are mathematically derived from them. The economic interpretation of the
theorems so obtained is the last step of the analysis. According to this schema, an
axiomatized theory has a mathematical form that is completely separated from its
economic content’ (1987 ‘Mathematical’, p. 401). In his book, Debreu thus rigorously
defines commodity, price, consumer and producer. He presents specific hypotheses
concerning the links between these various elements (much of the subsequent work done
on general equilibrium theory, including Debreu’s own, has consisted in relaxing some of
these hypotheses). From them he has deduced the existence of a price system and then
shown that this system corresponds to an optimum, and that every optimum is associated
with an equilibrium price system. As early as 1952, he offered a proof of the equivalence
between competitive equilibrium and Pareto optimality.

In Debreu’s view, axiomatic analysis alone allows for rigour, simplicity and generality,
qualities which characterize his works. It also permits us to delimit better the applications
of economic theory, and to avoid reading into it what it cannot affirm. Debreu himself is
the first to acknowledge his approach’s limitations. Thus he has clearly highlighted the
impossibility of demonstrating the uniqueness and the stability of general equilibrium,
except under certain very restrictive hypotheses that are far removed from actual
circumstances (1974). It would therefore be risky to conclude from, for example, the
equivalence between optimum conditions and general equilibrium that a market economy
is superior to other models. In fact, Debreu has himself pointed out that supporters of
active government intervention could also support their views with this analysis by
bringing out its lack of realism (1987 ‘Mathematical’, p. 402).
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Main references
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R. Varian and bibliography, Scandinavian Journal of Economics 1984, vol. 86, 1-16.
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DEMSETZ Harold (born 1930)

Harold Demsetz was born in Chicago. He earned an MA in administration (1954), then a
PhD in economics (1959), from Northwestern University, in Evanston, Illinois. He taught
at the University of Michigan, in Ann Arbor (1958-60), at the University of California in
Los Angeles (1960-63) and at the University of Chicago (1963-71), where he gained the
rank of professor. Since 1971, he has been professor at the University of California in
Los Angeles. He chaired the membership committee of the Mont Pelerin Society from
1981 to 1986. He was a member of president-elect Ronald Reagan’s Transport
Regulation Task Force.

Main publications

1967. *“Toward a Theory of Property Rights’, American Economic Review, vol. 57,
Papers and Proceedings, 347-59.

1968. ‘The Cost of Transacting’, Quarterly Journal of Economics, vol. 82, 33-53.

1972. ‘Wealth Distribution and the Ownership of Rights’, Journal of Legal Studies, vol.
1,13-28.

1972. With A.A.Alchian, ‘Production, Information Costs, and Economic Organization’,
American Economic Review, vol. 62, 777-95.

1982. Economic, Legal, and Political Dimensions of Competition, Amsterdam, North-
Holland.

1988-9. The Organization of Economic Activity, vol. 1, Ownership, Control, and the
Firm; vol. 2, Efficiency, Competition, and Policy, Oxford, Basil Blackwell.

Harold Demsetz extended the concept of property rights, put forward by Coase (Coase

1960), to the analysis of all market processes. This concept is based on that of transaction

cost which can be found initially in another wellknown article by Coase (1937).

Transaction costs are themselves closely linked to the costs of acquiring information

which is necessarily imperfect. It is in the field of labour market analysis that this new

problematics has been most popular. Here, Demsetz is, with Alchian (1972), one of the

initiators of the theory of implicit contracts.
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More generally, Demsetz, one of the founders of the North American Law and
Economics Society, is interested in the links between the political, legal and economic
dimensions of modern societies (1982). He is convinced that the principle of individual
interest and that of the rationality of agents must be at the basis of all such analysis.
Hence, for Demsetz, the new formal political science is based on the fact that
‘competition subjects politicians and political parties to the filter of the polling place,
much as competition subjects managers to the filter of the market place’ (1982, p. 68).

Demsetz has also turned his attention to, among other things, anti-monopolistic
legislation, publicity, regulation and pollution control. His major articles and many of his
unpublished texts have been gathered in two volumes (1988-9).

Main reference

BLAUG 1985, 41-2.

DENISON Edward F. (1915-1992)

Edward F.Denison was born in Omaha, Nebraska, in the United States. He studied at
Brown University, where he was awarded a MA in1938 and a PhD in 1941. He was in
the employ of the Office of Business Economics of the US Department of Commerce
from 1941 to 1956 and was named its assistant director in 1949. From 1956 to 1962 he
was associate director of the Committee for Economic Development. He has also been
associate director for national economic accounts of the Bureau of Economic Analysis of
the Department of Commerce (1979 to 1982). In 1962, he became a senior fellow of the
Brookings Institution, which named him emeritus fellow in 1978.

Main publications

1962. The Sources of Economic Growth in the United States and the Alternatives before
Us, New York, Committee for Economic Development.

1967. Why Growth Rates Differ: Postwar Experience in Nine Western Countries,
Washington, DC, Brookings Institution.

1974. Accounting for United States Economic Growth, 1929-1969, Washington, DC,
Brookings Institution.

1976. With William K.Chung, How Japan’s Economy Grew So Fast: The Sources of
Postwar Expansion, Washington, DC, Brookings Institution.

1979. Accounting for Slower Economic Growth: The United States in the 1970s,
Washington, DC, Brookings Institution.

1985. Trends in American Economic Growth, 1929-1982, Washington, DC, Brookings
Institution.

1989. Estimates of Productivity Change by Industry: An Evaluation and an Alternative,
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Washington, DC, Brookings Institution.

Edward Denison is a pioneer in the field of sources of growth analysis, also called growth
accounting. He has devoted all of his writings to this subject, continually proposing new
ways of measuring economic data. Denison has also contributed to the progress of
national accounting by working for the United States government. Among the sources of
growth he more specifically indentifies ‘the number, composition, and skills of workers
engaged in production, the capital and land with which they work, the existing state of
knowledge on producing at low cost, the size of markets served, and the efficiency with
which resources are allocated among uses’ (1974, p. 1). This is not of course a restrictive
list.

In his first book (1962), centred on the United States, Denison concluded that around
half of growth may be explained by growth of the inputs, the other half resulting from
growth of the outputs per unit of input. He indicates that growth of the capital stock plays
a relatively small role. Moreover, he stresses that, among what he calls residual factors of
growth, progress in knowledge and education play a major role. He does not substantially
modify these conclusions in his subsequent works. Denison then applied this analysis to
eight European countries (1967), attempting to explain how the rates as well as the types
of growth differ between these countries. He also applied his method of analysis to Japan,
trying to penetrate the mystery of its fast growth (1976). But he was always particularly
interested in the United States, and more specifically from the moment that postwar
growth started to decelerate, a process which became, as Denison puts it, ‘more
disturbing and also more puzzling’ from 1974 onwards, when there was a decline in the
constantdollar national income per person employed (1979, p. 1). From 1974 on, the gap
between actual production and what Denison calls the potential production became more
pronounced. The situation ten years later was, according to him, even more worrying
(1985) and the government’s responses to the situation seem to him both insufficient and
ill-directed.

Main reference

BLAUG 1985, 43-5.

DOBB Maurice Herbert (1900-1976)

Maurice Dobb was born in London, where he began his university studies in history.
From 1919 to 1922, he studied history and economics at Cambridge, where he was a
member of Keynes’s political economy club. He attended the London School of
Economics, where he earned a PhD in 1924, and began teaching at Cambridge that same
year, remaining there until his retirement in 1967. In 1959, he was appointed reader there,
at the same time as Nicholas Kaldor and Joan Robinson.
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Main publications

1925. Capitalist Enterprise and Social Progress, London, Routledge & Kegan Paul.

1928. Russian Economic Development since the Revolution, London, Routledge & Kegan
Paul.

1928. Wages, Cambridge, England, Cambridge University Press.

1937. Political Economy and Capitalism: Some Essays in Economic Tradition, London,

Routledge & Kegan Paul.

1946. Studies in the Development of Capitalism, London, Routledge & Kegan Paul; US
edn 1947, New York, International Publishers.
1948. Soviet Economic Development since 1917, London, Routledge & Kegan Paul; New

York, International Publishers.

1951. Some Aspects of Economic Development: Three Lectures, Delhi, Ranjit Publishers.
1951-73 Collaboration with P.Sraffa (ed.). The Works and Correspondence of David

Ricardo, 11 vols, Cambridge, England, Cambridge University Press.

1955. On Economic Theory and Socialism: Collected Papers, London, Routledge &

Kegan Paul.

1960. An Essay on Economic Growth and Planning, London, Routledge & Kegan Paul;

New York, Monthly Review Press.

1963. Economic Growth and Underdeveloped Countries, London, Lawrence & Wishart.
1967. Papers on Capitalism, Development and Planning, London, Routledge & Kegan

Paul; New York, International Publishers.

1969. Welfare Economics and the Economics of Socialism: Towards a Commonsense

Critique, Cambridge, England, Cambridge University Press.

1970. Socialist Planning: Some Problems, London, Lawrence & Wishart.
1973. Theories of Value and Distribution since Adam Smith: Ideology and Economic

Theory, Cambridge, England, Cambridge University Press.

1976 (ed., with Paul M.Sweezy). The Transition from Feudalism to Capitalism, London,

New Left Books.

1978. ‘Random Biographical Notes’, Cambridge Journal of Economics, vol. 2, 115-20.
Dobb holds a very special place in the panorama of contemporary economic thought. He
was an active member of the British Communist Party from 1922 until his death. Apart
from his academic work, he edited many popularized works and newspaper articles. He
lived at various times in the Soviet Union, learning Russian and continuously defending
Soviet policy even while criticizing Stalinist dogmatism.

For many years, Dobb was a rarity: one of the very few, if not the only, academic
economist in the English-speaking world to profess Marxism and communism. In spite
of, and perhaps in part because of this, Dobb has always been held in great esteem, even
by those who were at the opposite pole from him politically and ideologically. One notes,
for example, the list of economists who agreed to contribute to his Festschrift, given him
on the occasion of his retirement from Cambridge (Feinstein 1967). From the beginning
of his career, he enjoyed the high esteem of Keynes and his Cambridge colleagues. In
addition to his affable temperament, frequently unnerving to his potential adversaries, his
profound grasp of orthodox economic theory, lack of theoretical dogmatism and his
numerous scholarly contributions earned him prestige in an academic milieu long hostile
to Marxism.
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Before Joan Robinson and Paul Sweezy, Dobb introduced a refined, non-dogmatic
Marxist perspective to English-speaking academia, underlining Marxism’s historic
continuity with the classical tradition, notably Ricardian thought (1937). In a synthesis of
the history of economic thought in the light of Sraffa’s work (1973), he reiterated this
theme. However, it would be unfair to speak of a one-way influence from Sraffa to Dobb,
knowing as we do that Dobb actively contributed to Sraffa’s edition of the complete
works of Ricardo, including the famous introduction to the Principles in the first volume.
In fact, Dobb claimed that he wrote this introduction (1978, p. 119). Were this the case,
Dobb is just as much the initiator of the neo-Ricardian trend as Sraffa; in fact he was
criticized by orthodox Marxists on this account.

Dobb is also the author of major contributions to economic history. His study of the
transition from feudalism to capitalism (1946) is perhaps his most famous work. His
theses provoked a sharp polemic (see the texts in Dobb and Sweezy 1976), as did his
analysis of the economic development of the Soviet Union (1948), the first major work
on the subject to appear in English. Taking part in the debate about market socialism,
Dobb remained, contra Lange and Lerner, an advocate of central planning (see articles in
1955, 1967). However, his position moderated somewhat towards the end of his career,
as witnessed especially by his analysis of welfare (1969). From the 1950s, Dobb also
took an interest in growth theory and in the problems of Third World development,
teaching in many underdeveloped countries (1951, 1960, 1963).

Main References

Cambridge Journal of Economics 1978, “Maurice Dobb Memorial Issue’, vol. 2, no. 2.

DOBB 1978.

FEINSTEIN C.H. 1967 (ed.). Socialism, Capitalism and Economic Growth. Essays
Presented to Maurice Dobb, Cambridge, England, Cambridge University Press. [With
a bibliography of Dobb’s work up to 1967.]

MEEK Ronald 1978. ‘Obituary of Maurice Herbert Dobb’, Proceedings of the British
Academy 1977, vol. 53, 333-44.

ARESTIS and SAWYER 1992, 128-34. BLAUG 1985, 49-50. New Palgrave 1987, vol.
1,913. SILLS 1979, 142-4. SPIEGEL and SAMUELS 1984, vol. 2, 595-621.

DOMAR Evsey David (born 1914)

Evsey David Domar (born Domashevitsky) was born in Lodz, Russia (now Poland). He
lived in Harbin, Manchuria, before settling in the United States in 1936. He earned an
MA in mathematics from the University of Michigan (1941) and an MA (1943) and PhD
(1947) in economics from Harvard, where he studied under Alvin Hansen. From 1943 to
1946, he worked as an economist for the board of governors of the Federal Reserve
System. He was assistant professor at the Carnegie Institute of Technology (1946-7), at
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the University of Chicago (1947-8), where he was an associate in the Cowles
Commission, and first associate (1948-55) then full professor (1955-8) at the Johns
Hopkins University. He was a professor at the Massachusetts Institute of Technology
from 1958 until his retirement in 1984, when he became professor emeritus. In 1970, he
was president of the Association for Comparative Economics.

Main publications

1944. “The “Burden of the Debt” and the National Income’, American Economic Review,
vol. 34, 798-827.
1946. ‘Capital Expansion, Rate of Growth, and Employment’, Econometrica, vol. 14,
137-47.
1947. *Expansion and Employment’, American Economic Review, vol. 37, 34-55.
1948. ‘“The Problem of Capital Accumulation’, American Economic Review, vol. 38,
777-94.
1953. ‘Depreciation, Replacement and Growth’, Economic Journal, vol. 63, 1-32.
1957. Essays in the Theory of Economic Growth, New York, Oxford University Press.
1961. ‘On the Measurement of Technological Change’, Economic Journal, vol. 71, 709—
29.
1966. ‘The Soviet Collective Farm as a Producer Cooperative’, American Economic
Review, vol. 56, 734-57.
1970. ‘The Causes of Slavery or Serfdom: A Hypothesis’, Journal of Economic History,
vol. 30, 18-32.
1974. *‘On the Optimal Compensation of a Socialist Manager’, Quarterly Journal of
Economics, vol. 88, 1-18.
1989. Capitalism, Socialism, and Serfdom: Essays by Evsey Domar, Cambridge,
England, Cambridge University Press.
1992. ‘How | Tried to Become an Economist’, in Szenberg 1992, 115-27.
Domar is part of the circle of economists whose names have been used to designate well
known theoretical constructions. The ‘Harrod-Domar growth model’ is the starting-point
of the abundant literature on growth that appeared during the 1950s and 1960s. In fact,
Domar published in 1946 (seven years after Harrod) the results of his independent
research, which were in some respects different from Harrod’s (see also 1947, 1948). He
explicitly identifies with a tradition going back to Marx and extending to
underconsumption theories, in which a link is established between employment and
capital accumulation. Domar criticizes Keynes and his disciples for only taking into
account one aspect of investment: its effect on income, given by the multiplier. But, he
holds, investment also increases the productive capacities of the economy. Investment is
thus seen to be at once a remedy for unemployment and the source of greater problems in
the future. In order to maintain full employment, income must grow at an annual rate,
shown by Domar to be necessarily equal to the product of the marginal propensity to save
and the average productivity of investment. Obviously, nothing guarantees that this can
be realized in modern capitalist economies.
Domar was the first to underline the limits of abstract models of growth. A complete
growth theory ‘requires a mass of empirical work. It also requires the ability to synthesize
data and ideas from all social sciences, and most of all it requires that breadth of vision
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and imagination and that degree of understanding which is called “wisdom”. In short, it is
a job for sages’ (1957, p. 12). Domar himself has engaged in more extended,
multidisciplinary research projects (1970, 1989). He has also written on the functioning
of the Soviet economy, a subject that has always interested him (1966, 1974). He
discovered the theoretical progenitor of the ‘Harrod-Domar model’ in the writings of
Fel’dmann during the 1920s (1957, pp. 223-62).

Main references

ASIMAKOPULOS A. 1986. ‘Harrod and Domar on Dynamic Economics’, Quarterly
Review, Banca. Nazionale del Lavoro, no. 158, 275-98.

DOMAR 1992.

FRISCH Ragnar 1961. ‘A Reconsideration of Domar’s Theory of Economic Growth’,
Econometrica, vol. 29, 406-13.

HAMBERG Daniel 1977. ‘Early Growth Theory: The Harrod-Domar Models’, in
S.Weintraub (ed.), Modern Economic Thought, Philadelphia, University of
Pennsylvania Press, 333-46.

BLAUG 1985, 49-50. New Palgrave 1987, vol. 1, 913.

DOWNS Anthony (bora 1930)

Born in Evanston, Illinois, A.Downs studied at Carleton College (Northfield, Minnesota)
and subsequently at Stanford (MA, 1953, PhD, 1956). From 1959 to 1977 he was a
member, then chairman of Real Estate Research Corporation, a consulting firm advising
decision makers on housing policies, real estate investment and urban affairs. He has
been senior fellow at the Brookings Institution in Washington since 1977.

Main publications

1957. An Economic Theory of Democracy, New York, Harper & Brothers.

1967. Inside Bureaucracy, Boston, Little, Brown.

1970. Urban Problems and Prospects, Chicago, Markham.

1973. Federal Housing Subsidies: How are they Working?, Lexington, Massachusetts,
D.C. Heath.

1973. Opening up the Suburbs: An Urban Strategy for America, New Haven,
Connecticut, Yale University Press.

1983. Rental Housing in the 1980s, Washington, DC, Brookings Institution.

1985. The Revolution in Real Estate Finance, Washington, DC, Brookings Institution.

Since 1950, in conjunction with his professional activities, Anthony Downs has published

many articles on the different issues concerning real estate (management, market, public

policy). He has also published on the state of cities (city centres and suburbs), urban
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policy, housing, racism in the cities, the rent paid by poor and modest-income families
and the financing of construction (1970, 1973, 1983, 1985).

It was his first book (1957) that earned him the recognition of the Anglo-American
economic profession. In effect, he was one of the first to use the conventional tools of
economics—the analysis of maximizing rational agents—beyond the field of economics,
to analyse the behaviour of politicians and of the electorate in a democracy.
Subsequently, working for the Rand Corporation, he applied this analysis to
administration policies (1967).

Main reference

BLAUG 1985, 56—-7.

DUESENBERRY James Stemble (born 1918)

James Duesenberry studied at the University of Michigan (BA in 1939, MA in 1941, PhD
in 1948). A researcher with the Social Science Research Council from 1941, he was an
instructor at the Massachusetts Institute of Technology in 1946, and from that year began
his teaching career at Harvard University, where he has remained ever since, having been
appointed professor in 1957. He was a member of the President’s Council of Economic
Advisers from 1966 to 1968.

Main publications

1948. ‘Income-Consumption Relations and Their Implications’, in L.Metzler (ed.),
Income, Employment and Public Policy: Essays in Honor of Alvin H.Hansen, New
York, W.W. Norton, 54-81.

1949. Income, Saving and the Theory of Consumer Behavior, Cambridge, Massachusetts,
Harvard University Press.

1958. Business Cycles and Economic Growth, New York, McGraw-Hill.

1964. Money and Credit: Impact and Control, Englewood Cliffs, New Jersey, Prentice-
Hall.

1965 (ed., with G.Fromm, L.Klein and E.Kuh). The Brookings Quarterly Econometric
Modelof the United States, Chicago, Rand McNally; Amsterdam, North-Holland.

1969 (ed., with G.Fromm, L.Klein and E.Kuh). The Brookings Model: Some Further
Results, Chicago, Rand McNally.

1981. With T.Mayer and R.T.Aliber, Money, Banking and the Economy, New York,
W.W. Norton.

In his doctoral thesis, published in 1949, Duesenberry sought to test statistically the

Keynesian consumption function with household samples and time series. Lacking

satisfactory results from this latter category, he got better ones by introducing a
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supplementary variable, the preceding period’s highest income (1948, 1949), thus paving
the way for life cycle theories (see Modigliani) and permanent income theories (see
Friedman).

During the heyday of growth theory, he struggled to elaborate an integrated analysis of
cycles and growth, inspired by Keynesian as well as the classical tradition (1958). He
then invested, notably with L.Klein, in the building of the Brookings quarterly
econometric model of the United States (1965, 1969). He also published a short
introductory work on money and on monetary policy (1964) and a textbook on the
financial system and national and international monetary issues (1981).

Main reference

BLAUG Who’s Who 1986, 231.
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EATWELL John (born 1945)

John Eatwell was born in Great Britain, where he began his university studies at
Cambridge. He continued at Harvard (1967-9) where he obtained an MA (1969), then a
PhD (1975). He has taught since 1970 at Cambridge, where he is a fellow of Trinity
College and, since 1977, a University lecturer at the Faculty of Economics and Politics.
He has also been, since 1982, professor at the New School for Social Research, New
York. From 1985 to 1992 he was economic adviser to the leader of the British Labour
Party, Neil Kinnock. He was hamed a member of the House of Lords in 1992.

Main publications

1973. ‘Mr Sraffa’s Standard Commodity and the Rate of Exploitation’ [in Polish]
Ekonomiska, no. 4; Engl. version 1975, Quarterly Journal of Economics, vol. 89, 543—
55.

1973. With Joan Robinson, An Introduction to Modern Economics, Maidenhead,
Berkshire, McGraw-Hill.

1977. “The Irrelevance of Returns to Scale in Sraffa’s System’, Journal of Economic
Literature, vol. 15, 61-8.

1982. Whatever Happened to Britain? The Economics of a Decline, London, Gerald
Duckworth.

1983. ‘The Long-Period Theory of Unemployment’, Cambridge Journal of Economics,
vol. 7, 269-85.

1983 (ed., with Murray Milgate). Keynes’s Economics and the Theory of Value and
Distribution, New York, Oxford University Press.

1987 (ed., with Murray Milgate and Peter Newman). The New Palgrave: A Dictionary of
Economics, 4 vols, London, Macmillan; New York, Stockton Press.

John Eatwell first becam