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THE BEO-RICAEDIANS : SUPPLY, DEHAND AND UQUILIBRIUM
|

by Ronald Mee k

(1) Intreduction

In the previous chapter we considered & theory which was a

special form of neo-clagsical csconomics. It is often refereed to

ap the 'aggregete production function' model or 'aggregate

neo—-clapgical theory'. As with all forms of neo-classical theory
it is a theory of supply and demand. The arguments of the critics
vere conclusive in showing it to be defactive., In this chapter we

look at more fundamental matters concerning the status of supply

and demand theories in peneral,

{ii) Supply and demand

*Supply and demand' is a theory, or wmore accurately a set of
theories, about the operation of an economic system. As such they could
be incorrect in two possible ways. They could pe criticised on grounds
of logle or thexgcouldbe ampirically inaccurate., Sowe of the critics, .
part of whose work was discussed in Chapter 3, have claimed that all
estabiished,theories of supply and demand cau be shown to be deficiant.
The reasons given appear to relate both to logical and empiriecsl factors.
The main argument which they present can be summarised as follows, The
"core'of traditi;naf theory in all its versioms' is 'the idea that in a
competitive economy, wages and interest are governed by the demand and
supply for "capital" and labour.' Furthermors, 'the basic premise of
the traditional theory of distiibution in all its formulations' is what
Pasinetti (1969) refers to as the 'unobtrusive postulate', namely 'the
notion that a fall in r will cheapen the mora capital-intensive processes
of production' (Garegnani, 1970, pp 247 and 268). 'The same point is also
restated in a slightly different way... 'traditional theory - reduced to
its core as the explanation of distribution in terms of demand and

supply - rests in fact or a single premise. This premise ig that any
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change of system brought sbout by a fall of r must increase. the ratio

of "capital” to labour...'capital” being the value of physical capital

in terms of some unit of consumption goods, a value which is thought to
measure the consumption given up er postponed in order to bring the
physical capital into existence' (Garegnani 1970 p271). This postulate
is crucial to traditional theory because it made*"' capital' appear to
be like a scarce resource, and the rate of profits to be like any other
general~equilibrium price - an index of scarcity' (Pasinetti 1970 ph29
and also Pasinetti 1973). Consequently, with the recognition of 'ecapital
reversal' as a definite possibility, we 'undermine the ground on which

rests the explanation of distribution in terms of demand and supply for

capital and labour.” (Garegnani 1970, p2l4).

Garegnani provides an example which clearly indicates the substance

of the above assertions. Below we quote the relevant passages in full,

'The relation between r and K - the traditional “demand fuaetion”
for capital (saving) - was based on two assumptions: (a) that in
the gituation defimed by each level of r, the labour employed is
equal to the supply of it at the corresponding level of w; (b) that
the composition of consumption output is that dictated by consumer
demand at the prices and incomes defined by the level of r. Ve
shall now grant these assumptions, but we ghall restrict the choice
of the consumers by supposing, at first, zero net savings (i.e., in
each situation, the capital goods are consumed and reproduced in
unchanging quantities year by year). From these agsumptions, and
from what we say about changes in the systems of production and

the relative prices of consumption goods, it follows that K may

fall or rise, as v falls,

_ To clear the geound, we must now grant traditional theory two
further assumptions in addition to (a) and (b): namely that (c) a
tendency to net saving (i.e. a fall in consumption) appearing in
the situation defined by a given level of r,.brings about a fall
of r; (d) as r and w change, with systems of production and
relative outputs changing accordingly, net savings realized in the
economy can still be meaningfully defined, and can be measured -
however broadly ~ by the diffefence between the K of the final and
that of the initial situation. :

1. Caregnani notes that these assumptions are not reasonable ones.




Let us now nggxne that the economy is 1n1t1algv in the situation
defined by the level r of the rate of lnterest, with K as the amount of
capital, Then a tendency to positive net savings appears (i.e. consumption
is reduced). We assume that, after a time, the tendency to net saving
disappears so that, if a pew equilibrium is ever yeached, the level of
consumption will become that of the situation which corresponds te the new

lower equilibrium value of r.

We must now ask whether - as r falls from rk to some level r because
of the initial tendency to net saving — a new situation can always be found
with an additional quantity of capital AK representing the net savings which
the community intended to make during the period. The form of the relation
between r and ¥ implies that such a new situation cannot always be found:
however high r ig, and howeyer sgall AK, there may well not exist any lower
rate of_interest r at which K=K =+ (DK Or, to find a situation with an
amount K of capital just larger than K,, we may need a fall of r» so drastic
{cf. Fig.1l) as to make it clear that, in this case too, it is impossible to
determine xr by the supply and demand of "capital' (saving)...

«+»Thus, after following in the footsteps of traditional theory
and attempting an airlysis of distribution in terms of "demand" and “supply”,
we are forced to the conclusion that a change, however small, in the "supply’
of "demand"” €onditions of labour or capital {saving) may result in drastic
changes of r and w. That analyszis would even force us to admlt that r may
fall to zevo, without bringing to equality the quantities supplied and
demanded of the two factors,

Now, no such instability of an economy's wage- and interest-rates
has ever been obgerved, The natural conclusion is that, in order to explain
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“we must rely:on-forces othex than "supply” and 'demand'.
nal:theory of distribution was built, and.accepted, in the

it a fallpf v - an increase-in-w - would always raise the

tion of "capital™ to labour in the economy: the theory becomes

ble once it is admifted that thie principle is not always valid.'
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what are we to make of this argument?  Even if we accept it at face

vaiue it is clear that it has probiems. It is purely hypothetiesl, it doaﬁ
notlrélate to the data of any known economy; nor is it framed in texms of
-qué}{tative :ondiéipna‘tha;gparantee the coneclusion., At best the argument
méféiy iﬁdicates the possibility that tﬁere way not be a demand aund supply
' eqqilibrium._llu.the light of the considératicns dealﬁ with in Chapter 2,
.\this should not come as a surprise.
However, Chere are a ﬁumber of reasons ﬁﬁy_@gl#bﬁﬁld;not.accepﬁ thé
argument at face value, Since it ia_suppégé§'£§ bglféﬁﬁédﬁéééiﬁéﬁf;gpﬁi&

ﬁnd-démaqd theories in general, it ought to appiyL;é:gqngg aqu iﬁrlgﬁa :

1. ' The modes underlying this constfugtion"wéé‘dgﬁlinédmln he previous ,;:;

_Chapter, pp _ ) o
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theory. Irom this perspective it is based on a number of misunderstandings,
The first point to take note of is that prices are not 'indexes of scarcity’
in the sense impiied by Pasinetti, As we sav sbove pp an increase in
the supply of a commodity does nottnecessarily result ip a fall in its

equilibrium price;it is quite possible for the equilibrium price to increase.

Furthermore, what is called & demand curve in the above argument should
not be fonfused with what is meant by that term in partial equilibrium theory
(which is a special form of general equilibrium theory). Here a demand curve
relates to the rela;ion between the price qf a commodity and the quantity
an agent, or aggregate of agents, plans to purchase on the assumption that
all other prices remain constant., The demand curve for capital in the sbove
argument iz not of this type., It ie simply the locus of points which
indicates the changing value of capital in various stationary states, as the
rate of interest changes and with it the wage and prices of produced goods.

This may or may not be a useful concept but it has no applicability to that struc-

body of supply and demand theory which utilises 'demand curves' as part of itsg
analytical concepts.

Moreover, in constructing a 'demand curve' for 'value capital' the
argument applies itself to somathing which iz mot a commodity in the general
equilibrium fraﬁework. liere commodities are entities specified in their own
technical units. This applies aquall¥yto capital and non-capital goods.
Congequently,'consumers are not assumed to have preferences relating to the
amount of 'value capital' they own. They are instead assumed to achieve a
maximal pointin theimonsumption sets where those sots are specified in
comrodity space and independently of pricee. In general equilibrium-ﬁheary,
there is, nowever, no difficulty in measuring and aggregating dagital goods in
terms of an equilibrium price set, One can simply add up the values of the |

individual items of veproducible physical assets. One cannot then use guch
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aggregates to construct an aggregate production functiom, save in very special

circumstances, but the theory has no need of this for it has no need of the

concept of aggregate capital. The only reason why ome would in fact explicitly

consider the value of aggregate capital in sueh a framework would be to
evaluate the claims of theories which made propositions in terms of such a

concept and appealed to general equilibrium theory for rigorous theoretical
support.

Nevertheless, Garegnani's conclusion concerning the possibility of
non-existence of a competitive equilibrium may- still appear puzzling. We do .
well to ask what accounts for it. Since the assumptions that he makes concerning
supply are not at variancé with those cases of general equilibrium for which
existence proofs are available, this indicates that the problem arises on
the demand side.1 This is, indeed, the case, What Garegnani does is really
to ask the following question, Given a set of systems which form a continuum
in terms of the value of capital with which they are associated, if agents
demand a certain amount of Qalue or numeraire capital, is there a point where
this demand can be met? Garegnani's anmswer, quite rightly, ig that there .
may not be. And in terms of the general equilibrium framework we can ses th.
In that framework, as we have just noted, agents are not assumed ‘to demand
fyalue capital' let alone a given quantity of it. Consequently, if we assume
that they do, we are adding another restriction which obviously must be met
in equilibrium. Such an added constraint can obviously undermine the existence

of an equilibrium,

This is the more so, when it is realised -that this particular restriction
i{s incompatible with the other assumptions of the model, In the existence
proofs- we dealt with, anr important assumption on which they were  constructed

was that consumers sought to maximise their preferences. This implies that

1. Garegnani's technology is convex and profit maximisation is assumed.
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demands are homogeneous of degres gero in prices, In other worde, consurers'

demands depend only on relative prices, mot on numeraire pricesl. Congeduently,
" the assumption that consumers demand & certain quantity of 'numersire’

or "wvalue' capital iz incomesistent with the aseumption that consumers maximise

utility. It i@ no wonder that there are preblems ensuring the existzance of

an equilibrium but they are not problems a proponent of supply snd demand

theories of distribution need worry about.

~o(iii) An 'alternstive' theory

The above indicatea that supply and demand theories are not defenbive
on the grounds that capital revarsal may occur, They may be defective, but
M J l‘ L] I
the reasons can have uothing to do with the argument considered in Section 2.

fowever, it is not impossible to conceive of equilibrium prices being

deterpined in a different framework of analysie. HMany critics of supply and

N
WA

demand theories are prone to take such a point of view.i‘

by ., .
The polnt can be illustrated/cgnslderlng any one of the systems of
production dealt with in the previcus chapter. The price equations of such &

system are re-written below.

[lW + Klpl (1 + l') = Pl (,or’l’\M"JJ W/hm*’})m—"

Low * Kpy (1 + )y o= 1

1, It is, of course, this property which allows us to pick whatever
numeraire we wish.

& P . . Te-l T -

2. See Dobb (1973) for a review of such positions.
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£ 1 and L2 are the unit lébour requiremsnts. K, end K, are the unit capital
requirements (specified inm physical units), y represents the equilibrium wage
rate and r the corresponding rate of interest. Py ig the price of the capital
good in terms ¢f the consumption good. Ll’ LZ’ K1 and KZ are known parameiers.
Consequently, there are three unknowns, w, T and P in two equations, ¥We
caonot determine all three unknowns from these two equations. This is sometimes
atated by aaying that the system can move with ‘one degree of freedom'. The
system can be 'closed', or fully solved, if we can somehow determine r or w
from elsewhere.l Once given such a value for w or r we can determina the other
two unknowns from these equations. There is no need to make any reference to
demand conditions at all.z In Nell's words ‘the consumer is cut down to sbze

from the start’, (Nell, 1972, p.32). -~

S;a:fa (1960) has provided an analysis showing that this principle can
hold in .much. more complex technologies than that referred to ahbove. He deals
with the case where there are many types of cireculating capital (Part 1) and
whare thewe are many types of fixed capital (?art 2), He also considers the
case where there are multiple processes of production so that the methods

adopted will change with the wvalue of the wage (Part 3).3

1, Ricerdo's procedure, for example, was to determine the real wage from the
Malthusian principle of population. At suy y above a subsistence level,
population would expand, at any w below it, pepulation would contract,
It was assumed that the dynamics of this were sufficiently powerful to
keep the real wage very close to the gubsistence level, This theory
is not accepted as empirically valid these days, but it does illustrate
the principle. ‘ _

2. PFor example, if we can determine r (perhaps in the manner discussed in
the following Chapter) we can determine the valueg of 'w aznd Py from
equations (1) and (2) on p and p . : '

3, Sraffa's book is difficult. Any potential readers are well advised to
consult Meek (1967) and Harcourt (1972) first, The difficulties are not

6o much analytical.as those of knowing what kind of context the analysis
is supposed to relate to, Meek and Harcourt give some very clear guidance.




Onee the rate of profit or the wage vate {5 knowm the relative

prices eof sll the commodities and the remsining distributional varisble
are detarmined.

spaffa makes no explicit cleims for his snalysis; others are
much less vestrsined, Thus, for example, Bemeaglia (1977) states thast
there are "irraconcilable differences between his coneceptusl framework
and the prevalent theory of valua. .. (164). Sraffa's analysis
is not a "....general squilibrium analysin, he opened a new path by
completely dropping the abstract concapts of supply‘and demand curves”
(sfe) (170}, He is “able to gtudy prices of production with a
theoratical schewe Independent of the mein analytical tools of

marginalist theory..." (174). Similar views have been expressed by
others 1.

Resentially what these claims amount to {s that a theory of
value can be congtructed frem knowledge of technology and the value
of one distributional variable like w o¥ %.2 Various economists have
considered such a position as this, assuming that the economy is
competitive and that producers are profit'maximisers.3 The analysis

nhag often been complex but the conclusions are relatively simpla.A

The position . requires that

1) there is only one type of primary {actor,
2) {f there 1s joint productiom, that it be of gspecial types,
» technology exhibits constant returns to acnle.li‘J

1. See, for sxample, Mell (1967), Hell (1972), Harcourt (1972) and
Gavegnari (1970), If the reader consulta the two articles by Hell

he is well sdvised to also consider the work of Koopmans (1957 and 1970 )
and also Dorfman, Samuelson and Solow (1958).

2, In this case distribotion theory is {n large part separated from value
. theory which becomes “the study of the rolations between the wage, rate
of profits and the system of relative prices” (Garegmand, 1970,p.279)

3, It vould, of course, be impossible to coneider value and diatribution
questions without assumptions on the structure of the economy and agent
behaviotr. Since the models employed by the critics involve a uniform
equilibrium v and w they are presumably adopting assumptions of competition
and maximisation.

4. See Mirrlees (1969) and Bliss (1975).
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the rationale for such conditions can be {llustrated in the elmple

example above (p,» ). 1 we introduce ancother type of labour, or
introduce & natursl vesource, into the equations above we have
under determinacy ., Given the value of 2 wage rate or the rate of
prafit, thera is 8o Yy thet ve cen solee for the other distributional
varisbles and priéasfyonltechnalogy glone. Joint pseduction can

teve o sinilar efﬁéct. Tske the mogt oiznus type of example, wool

and mutton. 7f the process producing the congunption good is now

a joint production process of this form there is no way that we cen
determine both prices, the price of the capital good and a distributionsl
varisble from knowledge of technology and w or v zlone., Finally,

without constant veturpsa to scale, the level at which output ie

produced will affect the input coefficients of the production processes.

Congaquently we have no predefermined aquations into whieh to

euhstitute a value for w or r to determine the unknowas.

The requirements necessary for the 'alternative' theory to
be appliceble are, therefore, rathar strong ones. loreovor, eved
when it is spplicable it iz to somewhat otrain the word 'alternative’
to regard it as sueh. It is a ‘general aguilibrium' approach in that
it i3 a theory of the whole acanom?, not just one sector, and one in
vhich equilibria, vather than gleernative states of the econcuy, are
analysed, [ it i3 to .york, the assumptions on technology must
be stronger than those normally uwsed in neo~elassical theory.
Cousequently, the technological specificationg are speclalésations
of the production side of the neo-claasical model. Therefore, the
-price relations that ecmexge when a distributional variable is set at

a certaln level capunot pe '{rreconcilable' with neo-classical general

equilibriums theory;
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Equilibriun

% third strend of criticism of tho supply and dewmand approach = ' 5
to digtribution is concerned with the concept of equilibrium
employed in that framework. Yore specifically it is argued that the

‘market clearing' conceptien of equilibrium inherent in & neo-clasgical

. general equilibrium model is not relevant to the study of distribution

in a copitalist econofy., Instead, it is maintained that in so far as
o concept of equilibrium is useful, {¥ is that fof a 'long run' equilibrium,
involving & ‘uniform rate of profit' and that this letter notion ia

not the some concept as that of a merket cleering equilibrium,

Zatwell has summarised this pogition g8 followa: The notien
of aquilibrium in neo-classical general equilibrium theory...."is essoentially
a notion of market clearing prices, dofined by an instantaneous inter-
temporal equilibrium; consumption and production sets being constrained
by an arbitrary initisl endowment. As a result, whilst the price
pald for any commodity is the same whataver may be its use (a leng run
goncept), the .rata of veturn on produced means of production is not
equalised (a short~run phenomenon). But this implies  an extraordinary
hybrid notion.of equilibrium, for, typically, the extent of the
oggaaisationrog production required to equalisa the price of non-producsdi:
inputs {5 the same as that required to equalise the rate of profit
carned on produced inputs...;.Tha prices defining such an equilibrium
are not equivalent, in eny way, to long-run prices.' (Eatwell, 1976,
PP«95~96). Ws ara also told that 'The strength of tﬁe concept of
long-run equilibrium derives from the bellef that, even though the future
is uncertain, the present distugbed by random events, and the forces

of competitiondistorted by institutional, monopolistic and socisl factors,

" there 18, in a rough and reasdy sense, a tendenmcy for capitalistic

competition to equalise the rate of profit im all sectors of the economy

(and with it the prices paid for non-produced meauns:. of productién). A
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long=run equilibrium, so defined, may thus serve as & guide to goma

of the fundemental distributicunal ch&racteristics of tha GYSEEMmfssece

The chm:acue:iatica of ;he long-run equilibrium thus reflect fundanantal
cheracteristics of capitaliem, in particuler the tendency touerd
equalisstion of the general rete af profit as czpitelista sttempt to

maximise the return am their finmaneisl wealth.' (Batwell, 1976, p.25)

Garegnani (1976) states that such & 'long pexiod equilibriuw’
1g epsentiaily the concept which classieal aconomiste were concerned with.
lle also argues that neo-classical economiste ceased to utilise this
concept becsuse of the difficulties which supply and demand theory has
in generating a uniform rate of profits. As he puts it, the notion of

long peried equilibrium {s compatible with "treating each kind of

“eepital good proper’ as a separate factor in given supply. With &

capitel endowment conceived in these terms, the forces of demand end
supply can only reach a shotrt~pariod equilibrium, i.e. an equilibrium
where the price of the services of the capital goods will net penerelly
be compatible with 'a uniform rate of profit on the (actual or potemtial}

gupply price of the respective capital goods." (Garegnani, 1976, pa3éy.

Barcourt puts the point figuratively when he writes that
neo*classical‘ecanomists 'forgat' that what they call rates of ingterest
ox profit 'is a completely different animal' Erom the classical rate
of profits. (Rarcourt, 1973, p. Y. This point is also stated by
many other writers., For example, Robineon has ropeatedly claimed that
Walvasian general equillbrium theory doeg not incorporate a notion

of a unifotm rate of profit., Hor indeed has the neo~clagsical school.

aver "suceseded in getting out a theory of profits™. (Robinson, 1973, p.61)

In evaluating thase claims let us £irst consider the allegation
that nesrdlassical general equilibrium theory has no theory of profits.

The charge is quite obviously nonsense. General aquilibrium theory




involves exigténce proofs. An existence proof shows that an equilibriym :
exists on specified assumptions, This mesens thet there exigts at least
one price set which will clear all markets. Rates of interest are
given by this equilibrium inter—temporal price set. Congeguently a
theory of interest exists and it is possible to calculate how such
rates of interest will change with changes in the assumed conditions,

initial endowments, technology and preferences.

Now congider Batwell's statement that in a neo-classical
equilibrium "....the rate of return on produced gesas sf production is
not equalised,.." If this means that the rate of return to & scarce

capital asset, calculated on the equilibrium price of that ssset

is not equal, over the same time period, for all such assets, then it

is wrong. It is obviously incorrect because it contradicts the
assumption of maximising behaviour which is utilised in existence proofs.
1f it means that the rate of return on investments, over the same

time period, is not equalised, then it is again incorrect. Assuming
appropriate differentiability = conditions they will all be equalised
to the money rate of interest. The rates of return on different
investments must be equal when expressed i terms of the same commodity.
Again this simply follows from maximisation behaviour.

ouani makes a point which is somewhat different. He notes

Gareg”

that in an intertemporal equilibrium, with a given initial endowment

'the price of the services of the capital goods will not generally be

compatible with a uniform rate of profit on the (actual or potentigl)
supply price of the respective capital goods.{ This is correct but
irrelevent as a criticism of neo-classical theory. As an extreme example
consider the following case., There is a physical capital good'x,';hq

!
economy is initially endowed with a number of these goods. They can also be

produced with other inputs. x can ouly be used together with othér inputs
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to produce another good y, An equilibrium exists involving a positive woney
pate of interest in all periods, a positive price for 21l other inmputs but
zero price for y in all periods.1 #¥ill the rate of profit caleulated on the
actual or potential supply price of good x be equal to the rate of interest?
Obviocusly not., It will instead equal zero., So what!{ Eatwell tells ug that
capitalist competition and profit maximisation will equalise the rate of

profit in all sectors of the economy. How does it do so in this casge?

It is, therefore, quite clear that given an initial endowment of
certain reproducible assets thete is no need for those assets to earn a
uniform rate of profit on their supply prices. In other words there is no
reason why the ratios of net rentals of different capital goods should equal
the ratio of their supply prices. Capitalist competition and profit
maxzimisation is a force ensuring this., Competitive profit maximisation ensuras
that any gcarce asset earns & rate of return equal to the money rate of

interest but precisely because of thig the equilibrium price of that asset

may be below its reproduction cost.

It is, however, incorrect to state that 'the capital endowment of

the economy can be a datum compatible with long period equilibrium only if

it is expressed as a value magnitude', {Garegnani, 1976, p.35). There is no
‘need to utilise the concept of aggregate capital to generate this result. ‘If
general equilibrium analysis takes the special case of an econowy with constant
returna to scale and linear Engel curves, then it is easy to show that for

a gpecial set of iritial conditions. there will be a uniform rate of profit',
{(Hahn, 1973, §;360). This also indicates how the neo-Riesrdians generate an
equilibrium with & 'uniform rate of profit', Thef simply assume that the
structure of the capital stock is fully adjusted to demands where the term

fully adjusted' weans that each capital good earns an equal rate of return

1.._Say,_hecausa_y.is—aa—eu&pae—ef—certafn—pro&uctivn“prncaﬁﬁﬁﬁ WHere it 18

jointly produced with othet commodities on a sufficient scale, so that
supply exceeds the demand at any positive price, in all tims periods.
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on its value, which egquals its reproduction cost. In short, they get a

long period equilibrium by asguming ‘it a priori, They do not show
what they need to shew, that an economy outside such an equilibrium

will converge to such 2 position over time.

These points can be reaffirmed by considering the price set of an
intertemporal competiﬁive equilibrium, We need not ask how this occurred,
whether it is unique, 1f the economy will stay there, or whatever. We
can just consider its characterisites. As we noted in Chapter 2 (pp )
such a price set is characterised by a multiplicity of rates of interest.
Even for onme period)own rates of interest of different commodities need
not be equal., Nor need the ovm rate of interest of any individual
commodity be a constant in each unit period. The only meaning that the
term the rate of interest can have is the money vate of interest, or the
oun rate of interest of that good which acts as numeraive., This is a
somewhat arbitrary choice. But even when chosen, the own rate of
interest of money for different unit periods can be different, It is
possible for own rates of interest of all goods to be qqual in any period
and for these to be the same for all unit periods., This can be the case
in a stationary state or steady state {see above p. and below p. )

In such a situation the same compogition of zoods is produced in each time

period and the growth rate of these goods is a constant (equal to zero in

the stationary case), Here we meet the concept of the 'long run equilibrium’

referred to by Eatwell ete. On each item of capital equipment with a
finlte life a return is earned on its peproductlou cost equal to the money
rate of interest, This money rate of interest is the 'uniform rate of
profit'. |

.Finally, these considerations whow that the concept of a ;unifprm rate
of profit' is not a 'completely different animal'! from rates of interest
in the neo—c13531cal framework., The concept of a 'uniform rate of proflt'

and the 'long run equilibrium' in which it is embedded can be regarded as
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special cases of the neo-classical concepts. As guch 1t is not clear
how such a special case can serve 'as a guide to some of the fundamental
distributional characteristics’ of the capitalist system any better than

the more general neo-classical version from which it can be derived.

/CONCLUSION

The remarks made in the previous three sections in no way imply that
neo~classical general equilibrium theory is regarded as an adequate .
theory fer understanding competitive, let alone non-competitive, forms
of capitalism. What they do imply is that this neo-classical theory is
a powerful instrument for assessing claims made about a world whieh

falls within the awbit of its assumptions. All the arguments congidered

in the sbove three sections meet this requirement. And while economists -

eonfinue to develop economic theory within such & context it is likely
to remain so. Hahn, in particular, has stressed this role of general

equilibrium theory and has deme so with great clarity, (Hahn, 1973 and

1971 Y. The point may be re-expressed in an analogy. Any competitor

who met Rocky Marciano, within the rules of his game, came off very badly
indeed., However, this did not mean that Rocky was the greatest outside
the confines of the boxing ring. Neo-classical general equilibrium

theory is very like Marciano.
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