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This paper reconsiders the post-1943 versions of Kalecki’s theory of the cycle and the trend
of a capitalist economy which is free of any government involvement and in which labour
supply is expanding. Kalecki’s proposition on the central role of innovations in preventing
the trend rate of unemployment from increasing is shown to apply only to the case when
investors react slowly to changes in profitability (capitalists are cautious) and when, in
addition, innovation-induced investments are low, either because innovations are rare (capital-
ism is sluggish, or because firms that do not innovate can still survive {captialism is poorly
competitive). The reason for Kalecki’s too general a proposition is shown to be his incorrect
analysis of the stability of the trend growth rate of output. This paper offers new stability
analysis as well as some extensions of Kalecki’s theory. The reported results make his models
richer and place them closer to the mainstream of macroeconomic iheory.

Kalecki’s early work on unemployment and the business cycle established him
as a co-founder of the modern macroeconomic theory. As in Keynes’ General
Theory (1936), so too in Kalecki’s model (1933, 1935), it is the aggregate
investment demand rather than the flexibility of prices or wages that plays a
key role in determining the aggregate level of output and employment.
However, Kalecki’s classical model, in contrast to Keynes’, was dynamic,
with the crucial equation—that for investment demand—having the mixed
difference-differential form:

(1) I,_o=al, —bl,

where a, b and 0 are constant and positive. (There were of course other
differences between the two theories, some of which will be apparent later in
the paper. For a fuller discussion of these differences see Laski (1987) and
Sawyer (1982).) The full mathematical analysis of this equation, given by Frish
and Holme (1935), confirmed most of Kalecki’s own analysis. However, in all
subsequent, modified versions of the original theory, the investment equation
has the following, different form:

(2) I,+1=Cl[,+§(1,—11_h)+/4,

where A, stands for autonomous investments. We shall later derive both (1)
and (2) and give Kalecki’s reasons for preferring the latter. Heretofore, equation
(2) had never been investigated in the manner that (1) was. In this paper we
shall report the results of such an investigation and discuss their implications
for Kalecki’s entire theory. It may immediately be noted that when h >0, (2)
has a mixed difference-differential form with a forward time lag, in contrast
to (1), in which the time lag is backward. This difference is known to be
important for the stability of solutions (see Bellman and Cooke (1963), Chapter
5, Section 6). In fact, almost all of the infinite number of solutions to (2) with
h - 0and A, =0 are asymptotically unstable for any positive « and 8 (Gomulka
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upward expansion trend. On the basis of these later models, Kalecki concluded
that:

The [capitalist] system cannot break the impasse of [cyclical] fluctuations around

a static position unless economic growth is generated by the impact of semi-

exogenous factors such as the the effect of innovations upon investment. It is only

in such a case that cyclical fluctuations do occur around the ascending trend line.

(Kalecki 1962, p. 134; see also pp. 149-51.)

It may be noted that, according to the (neo)classical growth theory, along
a balanced growth path the growth rate of output g equals the sum of the
growth rate of labour supply, g,, and the labour productivity growth rate, A,
the former given exogenously by demographic factors and the latter being an
output measure of the innovation rate, also a given parameter. Given the ratio
s of net savings to output, the capital-output ratio v will be adjusted so that
s=vg=v(A+g.). According to Kalecki’s interpretation of his own theory,
however, g is positively related to the innovation-induced investment rate, &,
and the latter in turn is positively related to the innovation rate itself, A.
Consequently, the growth rate of employment g, is simply the difference
between g(«=) and A. Moreover, when A =0, then both £ and g are zero, hence
also g; =0. Thus, in the absence of innovations, the trend level of unemploy-
ment is, in Kalecki’s interpretation, constant, and therefore the trend rate of
employment is increasing whenever g, > 0. For this unemployment rate to
remain constant, the rate € would have to be of a magnitude £* such that
g(e*)— A = g,. The theory is not developed enough to tell us anything definitive
about the existence and uniqueness of £*. Still, Kalecki’s theory implies that,
if g, > 0, then either the rate of innovation or the investment-inducing power
of innovations would have to be sufficiently high to prevent the unemployment
rate from increasing. This idea that technological innovation is good for
employment, which we call Kalecki’s Growth Proposition, seems to bring him
close to Schumpeter and away from Marx. While for Kalecki innovations have
been essential for the survival of the capitalist system, they would, according
to Marx, save above all the labour input, and, as a consequence would cause
increasing and eventually massive unemployment, leading in the end to the
collapse of the system. According to the (neo)classical economic theory, on
the other hand, innovations increase per capita consumption rather than
unemployment, hence are neither essential nor dangerous for the system’s
survival,

We begin by recalling, in Section I, the main assumptions of Kalecki’s
early model and its subsequent modifications. Sections Il and II1 discuss the













































