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Introduction

Poverty of Post Keynesian price theory

If one is going to write a book on Post Keynesian price theory, it would,
from the reader’s viewpoint, be nice to know what “Post Keynesian
economics’ is. However, this is the wrong way of looking at it. Post
Keynesian economics is not a set creed which can be looked up in some
dictionary of economic terms; nor can it be defined as simply as anything
which is anti-neoclassical economics, for coherence does count. At the
present time, Post Keynesian economics is rather what Post Keynesian
economists say it is. Thus, whereas it would appear that Post Keynesian
economics is in a state of anarchy, it is in fact not so, because Post
Keynesian economists have a common reference point — that of engaging
in work which

moves the Keynesian analysis forward to encompass more realistic analyses of
pricing, distribution, investment and dynamic growth paths, both long-run steady
state and short-period disequilibrium, than are to be found within The General
Theory; and the work of those post-Keynesian economists like yourself [Gardiner
Means] can be distinguished from that of the pre-Keynesians who still posit 19th
Century institutional arrangements and market processes. (Eichner, 1978am, p. 2)

Surveyors of Post Keynesian economics have consequently concentrated
on the contributions of specific individuals, the “paradigms” of ideas on
which they draw, and their attempts to move the Keynesian analysis
forward. Hence, when they cast their net widely, Post Keynesian
economists include such individuals as Piero Sraffa, Joan Robinson, Paul
Davidson, Piero Garegnani, Michal Kalecki, and Nicholas Kaldor and
the paradigms of ideas which they draw upon have been identified as
classical political economy, Marxism, Sraffian economics, Institution-
alism, and Keynesian economics. On the other hand, when they draw
their net rather narrowly then we have Post Keynesian economics vs.
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2 Introduction

Sraffian economics vs. Kaleckian economics. There have also been
attempts to define a Post Keynesian theoretical core in terms of Keynes,
Kalecki, and classical political economy so as to give it the appearance of
coherence. But such endeavors have, ironically, actually undermined the
name Post Keynesian economics; for if Marx, Kalecki, Sraffa, and
Keynes are thought to provide the theoretical core of the Post Keynesian
research program, then Post Classical economics would seem the more
appropriate nomenclature.! Moreover, and germane to this book, these
attempts at establishing a coherent theoretical core would likewise fail if
the price-theoretic foundations of the Post Keynesian research program
were not entirely found in the works of Marx, Kalecki, Sraffa, and
Keynes (Eichner and Kregel, 1975; Sawyer, 1982b, 1991; Groenewegen,
1986; Reynolds, 1987, 1989; Hamouda and Harcourt, 1988; Arestis,
1990; Dow, 1991; Arestis and Chick, 1992; Lavoie, 1992a, and 1992b;
Henry, 1993; Chick, 1995).

In surveys of Post Keynesian economics, attention was paid to its
price-theoretic foundations; however, the discussion was usually re-
stricted to the Kaleckian price tradition, to the Sraffian approach to
prices, or to an integration of the two (see table IA.1, p. 11).2 This
restricted vision of Post Keynesian price theory followed largely from the
strongly held view that macroeconomics determined its own price-
theoretic foundations. Consequently, Post Keynesians have devoted
relatively little energy towards articulating a consistent and realistic non-
neoclassical theory of prices and little research effort has been made on
such price-related themes and issues as the nature of the underlying
schema of production, the nature of the business enterprise, costs,
pricing, the organization of markets, structure of consumption, and the
nature of competitive activities, power, co-ordination of economic
activity, innovation, and technical change. As a result, there exists no
well grounded cohesive and consistent body of economic analysis that
can be referred to as Post Keynesian price theory.3

When considering macroeconomic or microeconomic issues, Post
Keynesians have utilized three distinct pricing or price-setting pro-
cedures — mark up, normal cost, and target rate of return pricing
procedures — in conjunction with three distinct production models —

! This suggestion has been made rather forcefully by Eichner (1985), Lavoie (1990u, 1992b),
and Henry (1993).

2 John King’s interview survey of Post Keynesian economists (1995) carried out in 1992
revealed the same partiality for Kalecki.

3 One interesting consequence of this is that Post Keynesian ideology and economic policy
covers a wide range of political viewpoints — see Chernomas (1982), Arestis (1990), Dow
(1991), Arestis and Sawyer (1993).
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Introduction 3

the Austrian production model, the Burchardt production model, and
the circular production model — in their writings. However, most of
them prefer mark up pricing procedures based on constant average
direct costs and Austrian or Burchardt production models (see table
IA.2, pp. 12-16). Yet, the empirical evidence shows (see part IV) that
production is a circular process and that all three pricing procedures
are used by business enterprises in industrial market economies, while
some evidence suggests that enterprise size (as measured by sales) and
degree of diversification plays an important role in determining which
pricing procedure is used. Moreover, the empirical evidence (see Lee,
1986) on average direct costs and average direct labor costs shows that
they cannot, as a general theoretical principle, be assumed constant.
Consequently, in emphasizing a single pricing procedure in conjunction
with constant average direct costs and Austrian and Burchardt pro-
duction models in their research, Post Keynesians have clearly violated
economic reality and undermined their defining characteristic of
moving the Keynesian analysis forward to encompass more realistic
analyses.

Compounding this is the habit of Post Keynesians to employ a
chosen pricing procedure as a stylized fact without realizing that it has
a number of inherent and associated properties which often makes it
inconsistent with the research being done, and to ignore the theoretical
contributions of other economists. The habit persists for two reasons:
(1) because Post Keynesians are largely unaware of the vast number of
empirical investigations on, or related to, pricing procedures, pricing
objectives, prices, and mark ups for profit; and (2) because Post
Keynesians have largely rejected or ignored the contributions of econo-
mists who happen to have resided outside of Cambridge (UK), to have
political beliefs not consistent with those Cambridge economists, or to
have carried out their work without giving slavish praise to Keynes and
Kalecki. What passes for Post Keynesian price theory is not grounded
in empirical reality and, moreover, is a stunted theoretical artifact which
would benefit from the ideas coming from the works of Gardiner
Means and Philip Andrews (see Eichner, 1978am, 1978bm, 1978). Post
Keynesian price theory has no real existence beyond the idiosyncratic
writings of various Post Keynesian economists, its various renditions
are theoretically incompatible to a lesser or greater degree, and it has
not been entirely freed from neoclassical concepts and terminology. My
objective in this book is to move Post Keynesian analysis forward
towards a more comprehensive, coherent, realistic — and, indeed, believ-
able — non-neoclassical theory of prices by setting out its non-
neoclassical pricing foundation by developing an empirically grounded
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4 Introduction

pricing model in conjunction with an empirically grounded production
schema.*

Methodology

The methodology used to develop the pricing foundation of Post
Keynesian price theory is derived from the grounded theory approach
articulated by Barney Glaser and Anselm Strauss. The approach is a
qualitative research method which inductively derives a theory or
analytical story from a given set of comparable qualitative data and is
therefore specific to the data. From an extensive and detailed collection
of comparable qualitative data, the researcher isolates a range of specific
categories or analytical concepts and their associative properties, and
identifies the relationships between the concepts. With the concepts and
relationships empirically grounded in detail, the researcher then develops
a descriptive, narrative, and analytical story about the data’s core
concept(s) in which the secondary concepts and relationships are inte-
grated.’ An essential property of the story is that it explains why and
how the sequence of events in the story take place. In constructing the
empirically grounded theory, the researcher does not try to simplify, but
endeavors to capture the complexity of the data by empirically estab-
lishing many different secondary concepts and relationships and weaving
them together with the core concept(s), thereby ensuring that the theory
is conceptually dense as well as having broad explanatory power. The
establishment of the central analytical story brings to light secondary
concepts and relationships which need further empirical grounding as
well as suggesting purely analytical concepts and relationships which
need empirical grounding if they are to be integrated into the theory. The
researcher’s immersion with the data is pre-dated with familiarity of but
not dogmatically committed to the relevant theoretical literature that
assists in approaching the data, establishing concepts, and developing the
theory. Once the theory is developed, the researcher can then “test” it on
additional data as well as hypothesize about potential situations. In this
latter case, the hypothesized situation is subject to the same empirical
grounding as the theory was (Glaser and Strauss, 1967; Glaser, 1978;
Charmaz, 1983; Strauss, 1987; Strauss and Corbin, 1990).

4 Since the development of a non-neoclassical pricing foundation is the book’s objective,
there will be little criticism aimed directly at neoclassical price theory.

> When constructing the story, the researcher generally finds that even the best empirically
grounded concepts need better specific grounding, which requires both a finer analysis of
the data and the introduction of additional comparable data.
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Theoretical milieu of Post Keynesian price theory

The development of a pricing foundation for Post Keynesian price
theory will take place in two stages. The first involves delineating the
broad theoretical milieu from which a Post Keynesian theory might be
extracted, while the second draws upon a part of the milieu to develop a
grounded pricing foundation on which to develop a Post Keynesian
theory of prices. As noted above, over the last 25 years much has been
written on various aspects of Post Keynesian price theory, and yet there
has been little movement to a core set of ideas and arguments.® This is
not because Post Keynesians are theoretical individualists. Rather it is
because they are unaware that the ideas they are working with can be
located in three different but largely compatible price doctrines whose
own development over time has been away from neoclassical price theory
and towards a non-neoclassical theory of prices. The theoretical milieu of
Post Keynesian price theory consists of ideas, arguments, statements,
and explanations which make up the three price doctrines associated
with Post Keynesian economics — the administered, the normal cost, and
the mark up price doctrines. The beginnings of the doctrines date from
the 1930s and the economic disaster of the Great Depression. Clearly, the
initiators and developers of the doctrines were influenced by ideas which
pre-date the 1930s — Michal Kalecki’s and Josef Steindl’s familiarity with
Marxism via Rosa Luxemburg and Mikhail Tugan-Baranovsky (see
Sawyer, 1985 and Steindl, 1952) and Philip Andrews’ connection with
Alfred Marshall through David MacGregor (see Lee, 1989) being the
best known examples. However, those ideas, whether formulated in 1776,
1860, or 1890, had little direct impact upon the development of the
doctrines, for a variety of reasons. The capitalist economy that was the
focus of attention of Adam Smith, David Ricardo, Karl Marx, John
Stuart Mill, and Alfred Marshall was quite different from the corporate
capitalist economy of post-1900 America and Great Britain which was
the focus of attention of Gardiner Means, Andrews, Kalecki, and
Steindl. Means, in particular, did not find the ideas and arguments of
Smith through Marshall very helpful in developing the administered
price doctrine.” A second reason is that the dominant body of theory
which Means, Andrews, and others reacted against was neoclassical price
theory, as articulated and developed from 1920 onwards. The post-1940

6 There have been attempts by Alfred Eichner (1991) and Mark Lavoie (1992b) to establish
a core set of ideas, but they have not been successful.

7 Means reiterated this point many times in his writings. Moreover, there were relatively
few references to pre-1930 in the books, articles, and unpublished material that were
seminal in the development of the doctrines.
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6 Introduction

developments in the doctrines were often carried out in opposition to the
rise to dominance of marginalism in the 1930s.® Another reason is that
although some of the ideas and arguments found in the doctrines have
ancient roots, they were actually derived from contemporary publications
— the multi-industry pricing model of Alfred Eichner derived from Sraffa
(1960) who, in turn, drew upon the surplus models found in Ricardo and
Marx is a well-known example. Finally, many of the developments in the
doctrines were derived from contemporary research. Consequently, the
doctrines which make up the theoretical milieu will be considered as
something which emerged in the 1930s and developed from then
onwards.

To establish that each of the doctrines developed over time towards
the same sort of non-neoclassical theory of prices, the grounded theory
(or “grounded hagiography,” to use Warren Young’s (1987) phrase)
approach will be used. A hagiographer is one who deals with “ancient”
and “‘sacred” personalities, documents and texts; thus in the context of
this book, the grounded hagiography approach will involve the use of the
ancient and sacred personalities, documents, and texts as a way to reveal
a coherent body of ideas that forms the theoretical core of the three
doctrines and the evolution of the doctrines towards a common non-
neoclassical theory of prices. In particular, this means that in addition to
published works, recourse will be made to biographical data, to un-
published personal letters, lectures, and papers, to oral histories and
interviews, and to notes, memoranda, and letters located in the files of
private and public institutions. Biographical data, for example, contri-
butes to understanding the circumstances that led an economist to
initiate work on a particular idea (or theory) and the process by which he
or she developed, elaborated, and refined it; while unpublished personal
letters and lectures, and oral histories provide a personalized view of the
development of the doctrines, especially with regard to what degree the
economists saw their work as opposed to and different from neoclassical
economics.

Each of the three doctrines will consequently be discussed in terms
of the ““ancient and sacred economist(s)”” whose work forms their core,
the historical developments which lead to the sacred economist’s work
on the core, and the subsequent theoretical developments which
deepened and expanded the core. Identifying the origins and core

8 The oppositional nature of developments in the price doctrines to marginalism or more
general neoclassical price theory is evident in the marginalist controversy of the 1940s and
early 1950s and in the administered price controversy of the 1930s and the 1960s and
1970s (Lee, 1984b; Lee and Irving-Lessmann, 1992).
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economists for the administered prices and normal cost prices doctrines
is unproblematical — Gardiner Means and his work on the modern
corporation and the inflexibility of industrial prices for the former, and
Philip Andrews, the Oxford Economists’ Research Group, and full
cost pricing for the latter. However, the origin of and the core
economist for the mark up prices doctrine is more problematical
because of its close links with marginalism. To clarify this, let us first
consider the issue of theoretical development. For the purpose of this
book, “theoretical development” is defined as those developments
which remove marginalist concepts and ideas from the doctrine,
develop the doctrine’s non-marginalist ideas and concepts, and intro-
duce into the doctrine novel non-marginalist ideas and concepts. Thus,
over time the core doctrines, which already have significant non-
neoclassical content and thus in various degrees lie outside of margin-
alism, will be shown to have grown and moved further down the path
away from marginalism and towards a non-neoclassical theory of
prices. A result of this definition of theoretical development is that the
marginalist-neoclassically-based “‘contributions” to the doctrines are
completely ignored. But this definition creates problems when used as
a way to identify the origins and the core economist of the mark up
prices doctrine.

By most accounts, Michal Kalecki’s microanalysis constitutes the
theoretical core of the mark up prices doctrine. Yet, all those economists
who have studied Kalecki’s 1936-43 writings agree that the price-
theoretic foundation on which he rested many of his arguments was
marginalist in content (see, for example, Basile and Salvadori, 1984-5;
Kriesler, 1987; Carson, 1990, 1993m; Osiatynski, 1991, p. 498). There has
also been considerable debate over whether Kalecki toned down or
eliminated the marginalist content in his later writings. Thus, it would
appear quite problematical to associate Kalecki and his marginalist
microanalysis with the non-neoclassical mark up prices doctrine.
However, there is a way around this problem. The microanalysis which
Kalecki developed from 1929 to 1945, although saddled with a margin-
alist pricing core, can be considered as the origin of the doctrine largely
because it directly influenced subsequent economists whose writings
contributed significantly to its development. By the early 1940s, Kalecki
had developed his microanalysis to the point where other economists
could draw upon it for their own work and thereby extend and develop
it. Consequently over the next 35 years, various economists made
contributions to the doctrine, with the result that by the early 1980s it
had lost most of its marginalist attributes.
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8 Introduction

Organization of the book

As noted above, each of the three doctrines will be discussed in terms of
the “ancient and sacred economist(s)”” whose work forms the core of the
doctrine, the historical developments which lead to the sacred econo-
mist’s work on the core, and the subsequent theoretical developments
which deepened and expanded the core. This means that when dealing
with the doctrine of administered prices (part I), the sacred and ancient
economist is Gardiner Means and his work on administered prices
constitutes the doctrine’s core, while his work on the modern corporation
and price inflexibility forms the historical development leading up to his
work on administered prices and the work of Rufus Tucker, Edwin
Nourse, Abraham Kaplan, and Alfred Chandler both deepened and
expanded the core. Similarly, the sacred and ancient economist for the
doctrine of normal cost prices (part II) is Philip Andrews and his theory
of competitive oligopoly constitutes the doctrine’s core, while Robert
Hall’s and Charles Hitch’s work on full cost pricing forms the historical
development leading up to Andrews’ theory and the work of Harry
Edwards, Paolo Sylos-Labini, Wilford Eiteman, John Williams, Jack
Downie, Romney Robinson, and George Richardson expanded and
developed his theory. On the other hand, there is no single sacred and
ancient economist whose work constitutes the core of the mark up
doctrine (part IIT). The origin of the doctrine is found in the micro-
analysis Kalecki developed from 1929 to 1945. During the war years,
economists linked with Oxford and Cambridge, such as Fritz Burchardt,
Steindl, Kaldor, and Tibor Barna, further developed the microanalysis.
The post-war developments by various economists, including Kalecki,
Piero Sraffa, Geoffrey Harcourt, Peter Riach, Kaldor, Joan Robinson,
Adrian Wood, Alfred Eichner, Steindl, and Paul Baran and Paul Sweezy,
concentrated on the representation of production, pricing and the degree
of monopoly, investment decisions, and economic stagnation and mono-
poly capitalism.’

Although I have distinguished between the three doctrines and will be
treating them separately and in spite of the different terminology associ-
ated with each doctrine especially with regard to costs, they are in fact
quite similar. For example, Sylos-Labini made contributions to both the
normal cost and mark up prices doctrines, while Eichner drew heavily on

® Absence from my discussion of the mark up prices doctrine are references to Abba
Lerner’s degree of monopoly power, Roy Harrod’s discussion of the variations in the
price elasticity of demand over the trade cycle, and Keynes’ notion of the constant degree
of competition, because they did not contribute to the doctrine’s development.
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the administered prices doctrine when making his contribution to the
mark up prices doctrine. More significantly, many aspects of Andrews’
theory of competitive oligopoly and Steindl’s analysis of the business
enterprise and economic stagnation are similar, especially regarding
enterprise growth, prices, and profits over time. In fact, the common
elements of both doctrines were widely known to British economists for
the first post-war decade, as evident in Jack Downie’s largely independent
work on the competitive process. Finally, Romney Robinson’s work on
non-market clearing prices was assisted by his acquaintance with admin-
istered prices (R. Robinson, 1989p). Thus, the reader should not be
surprised that similar arguments reappear frequently throughout the
discussion of the three doctrines. It is precisely the tediously familiar
arguments of the three doctrines which enable them to be brought together
and form the theoretical milieu from which the pricing foundation for a
Post Keynesian theory of prices can be developed.

The three price doctrines contain numerous theoretical arguments,
insights, and empirical data that would be useful for developing a Post
Keynesian theory of prices and even a Post Keynesian analysis of the
business enterprise. However, to attempt to draw from the doctrines a
coherent, empirically grounded non-neoclassical theory of prices would
ultimately be unsuccessful as it would require theoretical arguments that
are not part of the doctrines and an empirical grounding of theory
which is beyond the scope of this book. Instead, drawing upon the data,
arguments, formal modeling, and insights offered by the doctrines, the
purpose of part IV is to put together an empirically grounded pricing
foundation on which to develop a Post Keynesian theory of prices. This
more limited but foundation-building endeavor is intended to illustrate
the importance of each of the doctrines to Post Keynesians, to show the
process by which a theory is empirically grounded, and to demonstrate
the importance of having a grounded theory. Chapter 11 will examine
and empirically ground the analytical costing, pricing, and price com-
ponents of the pricing foundation. Over 100 empirical studies on
costing, pricing, and prices will be used to establish the appropriate
analytical delineation of the costing and pricing procedures and price
policies of the business enterprise and price-setting market institutions
and to delineate the properties of the prices based on the pricing
procedures. Then drawing on the formal and mathematical methods
associated with the mark up prices doctrine, the enterprise and market
pricing equation which can be derived from the pricing procedures will
be formalized and mathematized. Chapter 12 continues the development
of the pricing foundation by first considering the characterization and
representation of the production schema underlying the pricing model
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10 Introduction

and its corresponding quantity model.! Following this, the pricing
model will be set out and its features and properties delineated. Drawing
on the production schema and the pricing model, the third section of the
chapter will outline and discuss the pricing foundation, and the last
section will discuss the implications of the pricing foundation for the
development of a well grounded Post Keynesian theory of prices.

Before starting, it is necessary to define some terms in order to facilitate
the subsequent discussion. “Costing” refers to the procedures a business
enterprise employs to determine the costs that will be used in setting the
selling price of a good before actual production takes place and hence the
actual costs of production are known. The procedures are based on
normal or standard volume of output or capacity utilization and can
range from determining average direct costs to determining the normal or
standard average total costs. “Pricing” refers to the procedures the
business enterprise uses to set the price of a good before it is produced and
placed on the market. That is, starting with the costs determined by its
costing procedures, the business enterprise then adds a costing margin to
costs or marks up the costs to set the price. Finally, the “price” is the
enterprise’s actual selling price which is determined via its pricing pro-
cedures and therefore is set before production and exchange takes place.

The pricing procedures that will be the focal point of this book include
mark up, normal cost, and target rate of return pricing. “Mark up”
pricing procedures consist of marking up average direct costs based on
normal output to set the price, with the mark up being sufficient to cover
overhead costs and produce a profit. “Normal cost™ pricing procedures
consist of marking up average direct costs based on normal output to
cover overhead costs, which gives normal average total costs, and then
marking up normal average total costs to set the price, with the mark up
producing a desired margin for profit. Finally “target rate of return”
pricing procedures consist of marking up normal or standard average
total costs by a certain percentage that will generate a volume of profits
at normal or standard capacity utilization which will produce a specific
rate of return with respect to the value of the enterprise’s capital assets
determined at historical costs.

10" A production schema depicts the principal flows of produced goods in the technically
required sequence. On the other hand, a quantity model refers to a precise system of
production equations where the level of final demand determines the level of output,
intermediate inputs, and labor inputs. A pricing model refers to a precise system of
pricing equations where the level of wage rates and profit mark ups determine prices.
Linked together, the production schema and the two models form the price-quantity
monetary production model of the economy as a whole (Leontief, 1951; Lowe, 1976;
Pasinetti, 1977).
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