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Summary

The past two decades have seen a sharp renewadst in the Kaleckian models of growth
and distribution. These models have been put tmsch use that it made us wonder if this
trend was based on their ability to generate maomamic equilibrium variables located
within a reasonable range of some conceivable enanieality. While the Kaleckians spend
much time debating how much their models are wadeds. profit-led, our work lies
upstream of these questions, for we are investigathe Kaleckian models’ existence
properties. We conducted a series of simulatiosedban a basic, three-equation model: an
investment function, a savings function and an tqguoafor the firms’ objectives. By
estimating the parameters composing these differfemictions without recourse to
econometrics but by means of an economic diagnasitt by specifying an assumed range of
value for the equilibrium variable, we tested thesmlels’ ability to produce plausible results.
We also tested the models’ stability property. Aligh stability is often put forth as a pre-
requisite in the study of such models, in the Kialae literature the question of how plausible
is the stability is rarely raised.

Our results suggest that there is a need to redengiese models, their investment functions
and, more particularly, certain of the paramet@searing in these functions. By comparing
the relative performance of the models in termstability and plausibility, we are able to
establish an interesting property: the most pldesiindels are unstable.
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| - Introduction

This paper is concerned with some recent, pralifieg developments in connection
with Kaleckian growth models. Over the last 20 geaumerous post-Keynesians have gone
back to these models with renewed enthusiasm. ibreased interest does not seem to be
restricted to just the post-Keynesian school bgtris into a more widespread movement
towards rediscovering models of long-term growtthiai the field of economics.

It appears to us that the Kaleckians pay insufficigtention to the existence and stability
conditions of their models, preferring especiatlyinvestigate the dynamics of growth — to
see whether it is wage-led or profit-led. We le&wethers the task of studying the various
downstream properties of these models and concarselwves only with the upstream
plausibility of existence conditions. Our goal hé&enot to propose a new version of what
some call the neo-Kaleckian models of growth, lasher to make a critical assessment of
their relevance. By critical assessment, we domesin making an evaluation of the causality
illustrated by these models; we mean comparingherone hand, the values obtained through
simulation for the long-term macroeconomic variablesed in these models with, on the
other, the values to be expectadpriori for these same macroeconomic variables in a
conceivable real economy. This is one way to atlggse models with their predictions and
thus check their relevance. The relevance we aakiating is not an empirical relevance, in
the econometric sense; rather, we are talking aldewvancea priori or ex antewhich sets
the models against the yardstick of a range ofeslihat one can accept without departing
from historical reality. We are running a check mtetm find out if Kaleckian modeling is
capable of describing economic reality -- not neagly reality as it is but reality as it may be
imagined, within a plausible range of values. Wadit plausibility checks that consist of
determining to what extent the macroeconomic vé&gltoming out of these models lie
within these acceptable ranges of value.

The profusion of publications in the field of Kakén macroeconomics can be partly
explained by the malleability of this form of moithgj, allowing the quick and easy inclusion
of various topics. We ask in this paper whetherekkian modeling can also be justified by its
gualities of relevance. To do so, we have studifferdnt forms of the more widely used
Kaleckian models. We also propose some variantaiobwn, dealing more particularly with
the financialization of the economy. Beyond simelaluation in terms of plausibility, we
also analyze the question of these models’ stabAit issue is an old debate which it seems
possible to push forward somewhat, given the resalitained here. To summarize our work,
we guestion the plausibility of the Kaleckian madahd also question the plausibility of the
stability conditions they posit. These are the tweestigations that lead to reconsider the
attractiveness of models which on the one handjesto describe a conceivable capitalist
economy and on the other, fail to observe the l#halbondition they set up as a prerequisite
for any macroeconomic analysis.

The paper consists of five parts. Part One wiluBon these Kaleckian growth models and
highlight the principles upon which they work. Pawo will detail the methodology adopted
for assessing the relevance of these models. PaeeTwill lay out the results of this inquiry
with respect to plausibility. It seems that Kalegskmodels of growth are somewhat lacking in
this regard. Few of them manage to generate afegdatisy number of variants that might
describe a plausible reality. In Part Four we wélexamine the stability question. In
particular, we can state that the best-performimgles in terms of plausibility are unstable.



Their persistent instability raises some questidosyhich we will attempt to supply some
answers. Finally, the last part will serve as auratusion.

Il — Post-Keynesian models of growth and distributbn

The earliest post-Keynesian growth models werekearout for the purpose of
extending KeynesGeneral Theoryto the long term. What Keynes pointed out for thers
term needed to be confirmed for the long term. Dokeynes felt a certain disdain for the
relatively long view of things it still remains true that a study of the longntein a
Keynesian framework was necessary, in order toupud complete alternative to traditional
orthodoxy, which was always so quick to resort#®long term to combat Keynesian ideas.

Before getting into our simulation, it might be apgriate to give an example of the models
we will be testing later. So we shall examine irtadethe architecture common to all

Kaleckian models of growth and distribution. Foatthwe will rely on the presentations by
Lavoie and Blecker in particuldr.

The equilibrium is built in two steps. In the firstep one has to bring out the effective
demand constraint by equalizing savings and investmit is specifically a matter of
providing the profit rate experienced by firms;ttie the profit rate resulting from effective
demand. In the second step, in order to obtainlibgum, one equalizes the firms’ pricing
behavior equation (objective) with the expressibthe endogenous variable resulting from
reports on the current period (or effective demeamaistraint), so that what is reported about
firms matches up with their objective. In a lesgbat fashion and by using functions
currently in uséwe present below an adaptation of this reasorong fconcrete example of
Kaleckian modeling:

(1) g=s.r
(2) F=nulv
(3) d=Yo+YuU +Ver

where g denotes the savings behavior of firms, s the prsipgto save
from profits, r the rate of profit,“Pthe corporate objectives in terms of
profit rate, n the profit share in value added, v the capitahmézzl
coefficient, u the capacity utilization rate,the growth rate of capital
stock,yp an “autonomous” component of investmeptthe accelerator
coefficient andy, the sensitivity of investment to the rate of profi

We now discover the three pillars of the Kaleckmaodels: a savings function, an investment
function and a firms’ objectives functitnWe present here the three pillars while some

! Cf. Keynes (1936).

2 No need to dwell here on the famous Keynesiamartte: “In the long run, we are all dead.”

3 Cf. Lavoie (1992: pp. 282-371, 2004) and Bleci2a0R).

* Cf. Rowthorn (1981), Lavoie (1995), Blecker (1988} (2002), Missaglia (2007) among others.

® Assuming that there is no savings from wages;

® The firms’ objectives equation derives from a ftmricing behavior. Here it comes down to pricéting by
the mark-up method. See below for a more detadetw of firms’ objectives equation.



authors only present two. What they do is modity ¢hvings function by replacing the rate of
profit by its value in the firms’ objectives equati While equation (2) is often presented as a
mere accounting breakdown of the profit rate, itm®re accurate to present it as an
accounting breakdown of the profit rate resultiranf the realization of corporate objectiles
This aspect of the desired rate of profit is migsirom most of the presentations we have
come across. By substituting in (1) for r with theression®, the savings function becomes:

(1) g=sEu/V)

Thus, where equation (1) gave us an expressionroérmtt savings, the function (1°) gives us
the expression for desired savings. From theredetermining equilibrium is trivial: by
equalizing the desire for savings to the wish tuatulate -- that is, by equalizing (1’) and (2)
-- one winds up with the equilibrium value of thdimation rate u*.

We prefer a different presentation, with more ensghan the role of effective demand and
the place of firms’ behavior. This presentationwas see it, makes it possible to avoid the
pitfall of a merely accounting reading of equat{@nand to stay true to a single interpretation
in terms of firms’ pricing behavior and objectivéihe equality (1) = (3) is nothing but the
necessary equality between savings and investnaalt,determines the effective demand
constraint by specifying the rate of profit resudtifrom i€. In this way we obtain?, the rate

of profit undergonédy firms, or what could be called the profit redéegated in the back seat:

(4) F= (Yo + Yuu) / (S -¥i)

Equation (4) does not provide us with an expressicam equilibrium profit rate. This is only
the expression of a profit rate experienced by dirifio determine an equilibrium situation,
the firms’ objectives have to be brought in. Isetting the actual situation beside the desired
situation that, as we see it, creates equilibriims aspect of working out the equilibrium is
hidden from view if one adopts the presentationt tdaleckians often employ, since
everything happens in a single step. The presentate propose is in fact a two-step one.
The comparison of savings and investment deterntimesffective demand constraint, and
then the comparison between firms’ objectives dradonstraint to which they are subject
determines the equilibrium. It is the second stéplvallows us to speak of equilibrium and
not the mere equality of savings and investmenho@ely, in our second step, the equality
between the rate of profit reported by firm¥)(and the rate of profit they seekmrovides

us with the “long term” equilibriuth This equilibrium is characterized by a rate dfization

u*, a rate of profit r* and a rate of accumulatgh

" Firms set a mark-up raéewhich relates directly ta: 7 =0 / (1 +6).

8 Lavoie (2004, p. 104) speaks of “rate of profitrfr the viewpoint of the effective demand consttaiatithor’s
translation from French).

° The long-term equilibrium obtained in this way ®seto us to belong more to the medium-term; in othe
words, it corresponds to what Chick and Casert@71@all a “provisional equilibrium”. On this poiats on so
many others we are in complete agreement with Ble¢R002, p.131): [T]hese are not models of fully
adjusted, long-run equilibrium positions. Althoutfie models in this chapter may be considered aslgner
‘short-run’, static analyses, it is also possible view them as models of ‘medium-run’ or ‘provisibn
equilibria in the sense of Chick and Caserta (1997)



5) u*=Yo/ [(s -Y)(/V) - Vil
(6) r*=m.u*/v=vyo/[(S-V) - Yu(V/n)]
(7) g*=s.r*=syo/ [(s -¥) - Yu(V/m)]

At this point, Kaleckians state the equilibrium’sistence conditions. Quite obviously the
equilibrium variables need to be positive, andr@rtumerator and denominator have to have
the same sign. This is generally the only plaugybdondition to be found in the literature.
The stability conditions of these models, on theeothand, are mentioned almost routinely,
even if they are never discussed in terms of thlausibility. Stability will be guaranteed if
the reaction of savings to a variation in an endogs variable is greater than the reaction of
investment to a change in this same variable.

The presentation that we have just made for a Maohthe Kaleckian models of growth and
distribution makes it easier to conceive the atimacthis form of modeling might hold.
Indeed, the structure of the model is relativelp@e. You only have to specify one more or
less Kaldorian savings function, one method focersetting and, lastly, one investment
function that shows a good deal of flexibility. Sumodeling therefore makes it possible to
incorporate a whole series of different issuestandio so extremely quickly: a single change
to the investment function will highlight this dnat desired condition. The interpretations
such models permit can be readily illustrated fribv@ equilibrium variables. Depending on
whether you are interested, for example, in thesequences of interest rate movements (Hein
[2006]) or the importance of different socio-econorolasses for growth and distribution
(Lavoie [2006]), it will be possible to change tekements in the basic Kaleckian model
without calling its structure into question.

[l — Simulation methodology

In Part Three we shall present the procedure bichwlve compared the post-
Keynesian models of growth with conceivable ecomodata. Our investigation consisted of
determining to what extent the post-Keynesian nmemwonomic models provide plausible or
relevant results in light of common expectationsr @sk was to check whether or not the
conclusions of these models conform to some degfreéealism. We conducted simulations
by multiplying the numerical applications on thesisaof what one might call a properly
weighted economic diagnostic. As economists we fiele to attribute definite values to
certain parameters appearing in the models tefdegending on what these parameters
represent, we are able to determine their valugive an intervaf within which their value
can be reasonably ascribed. The parameters of readel were calibrated in this manner.
Following such calibration, we calculated the valuef the endogenous variables at
equilibrium. Our endogenous variables here willas/ be the same: the rate of utilization of
productive capacity (u*), the rate of profit (rhé the rate of accumulation (g*). If one is an
economist, a minimum of situational sense and fanty with ranges of value will enable
one to locate each of these variables in a ceplainsibility interval’. For an economy to be
conceivable it must have values for these variatihes will lie within these plausibility

1 This interval might be called, for lack of a betterm, the judgment interval. We are not talkifmpat a
confidence interval in the statistical sense (ratigical process was used) but one arrived at fexymert
economic judgment.

" Here we mean a plausibility interval to denotertirege of plausible values for our equilibrium eates.



intervals. We have adopted a definition of pladgibfor u* such that, to be called plausible,
a variant of the model should wind up with a uétion rate at equilibrium of between 60%
and 120%. The values observed in our economiesrggnshow a utilization rate in the
neighborhood of 85-90%. We tolerated significargatéure from this value in order to accept
divergences attributable to the modeling and tlearseness” of value ranges. Likewise, we
posit that a plausible rate of profit lies betwes and 30% and that a plausible rate of
accumulatiof’ runs between 5% and 20%.

We do not re-present each time the structure oKdleckian model under study. It suffices to
refer back to what was said in the previous sectiornthe rest of this article we use the
Kaleckian structure by testing eight different istraent functions as well as two different
price equations. But we always keep the same safingtion. This means we will be testing
16 different models. Each time we determine theatife demand constraint represented by
the realized profit {f) equation, which we get by equating the differgirand the expression
of g°. Then we reconcile these realized profit equatieith the two possible equations that
include firms’ objectives in terms of profit rat€9. If the rate of profit seen in the market is
equal to the rate of profit accepted by firms, we definitely in a situation of voluntary,
“stable”* behavior, one which embodies medium-term equilibras we have defined it. The
equilibrium values of variables are determined after another: first, one obtains the value
of the long-term utilization rate (u*), then thdttbe profit rate (r*) and then, finally, that of
the accumulation rate (g*):

(8) d=g=r"
©) *= = u
(20) F°(u*) = r*
(11) g = g*

It is at this point that the plausibility of the el becomes of interest. However, for our
study’s purposes, we opted to evaluate only thesgbdity of the utilization rate, considering

that if u* is plausible, then r* and g* will be alsfor parameter values falling in our judgment
interval. Plausibility as we evaluate it is measluby whether or not a model’s equilibrium
rate of utilization is included in our plausibilitpyterval. Thus a model will be said to be
plausible if its equilibrium rate of utilizationgls between 60% and 120%.

We tested eight investment functions, once withakaup pricing model and again with a
target-return pricing model. In total we will had6 different models tested for their
plausibility; i.e., for their ability to generaterate of utilization in a relevant interval. With
each of these models we set up judgment intenaisall the parameters; that is, the
confidence values between which we might reasonthk, as economists, each parameter
will lie. For each parameter, we then divided thégment interval into ten equal parts, so that

12 Hein and Kramer (1997, p. 20) report the raterofipin France averaged 15.1% between 1984 an@ 298
13.9% in Germany between 1983 and 1993. Aglie@@§2p. 9) puts the rate of profit in France a#8i8 1982
as against 14.8% in 1997, and at 10.2% and 15%rmeny for the same years.

13 The rate of accumulation is not identical herethie rate of growth, as it involves the gross rate o
accumulation, which therefore includes the replam®nof obsolete capital in addition to increaseth&ocapital
stock. It is the ratio of gross investment to castock (I/K), which historically runs about 10%.

4 The stability spoken of here is behavioral stapiind not the stability of the model. Behaviosid to be
stable to the extent that it has no reason to aaalbelse being equal.



we measured eleven values for that parameter. Tfoenall possible combinations of
parameter values, we tested the plausibility of utikzation rate obtained by solving the
model for each of these variants.

The two expressions of the profit rate equationnsitem the supply side are different,
depending on whether firms are assumed to set piniees with the mark-up or the target-
return pricing method. We have already mentioneth \wwguation (2) the expression of the
behavior of the mark-up firms:

(2) r°=nu/v

Here firms are supposed to determine their prigeselting up a mark-up on their costs. This
is a strong, long-term decision. Then, they prodasenuch as market could absorb at these
prices. Firms target a mark-up réteto which corresponds for the theorician a prsffire in
value added. The above equation means that firmswiling to accept a profit rate™y
provided this share of profits and their ability $ell their products for given technical
conditions.

The parameters and v have to be evaluated by a judgment inteWéh respect to the profit
share in value addedat)( one can rather safely put that in the neighbodhof 30%. History
shows that the distribution of value added betw@eofits and wages experienced a
pronounced change during the 1980s. Whereas tlaige sbf profits had previously been
affected by an “overly” generous distribution to gea earners during the
Golden Age of capitalistf, the advent of financialized capitalism profoundlyanged the
distribution of wealth. Numerous studiéshow that the share of profits in value added went
from about 25% for the years before financializatito something more like 35% during
recent yearS. For purposes of our simulations we used an aeevatye of 30%. For the
judgment interval of the technical coefficient @ipital v, the values will run from 1.8 to 2.2.
This parameter appears to hover aroufid&her than 4 as Keynes thought in his era without
the accounting and statistical tools available yoda

The target-return pricing method implies a firmehlvior equation different from the one we
have just seen. The mark-up is determined by fisnghat the normal utilization of capacity
provides them a target rate of return:

(12) FO=u.i/ Us

15 A variant is therefore a version of the model esnting a possible combination of values for gmzhmeter.
Each variant gives rise to equilibrium values f&rr and g*.

18 This expression stands for the 30-year post-WWérh. See Marglin and Schor (1990) for a description
7 Cf. for example Askénazy (2003) or Artus and Cofi397).

18 According to Plihon (2004, p. 53), in the Européhrion 15, the share of wages in the value addet frem
74.6% on average over the 1971-1980 period to 6842001-2002. It goes without saying that thisliohecin
the share of wages is the accounting reflectiai®fincrease in the share of profits.

9 Along with the 25% and 35% values, assuming ameaty is or is not financialized.

% The capital coefficient is relatively hard to esdite. It is assumed that it is about 2, a figuat ¢an be arrived
at by proceeding to an accounting breakdown ot#étal coefficient.

v=K/Y=(K/I)x (I/Y). Now, (I/K) and (I/Y) ae better understood: the first ratio is about @.pr@viously
mentioned and the second about 0.2. All in albiéslseem that v is around 2.



where ¢ and y represent, respectively, the standard profit ratd a
standard utilization rate.

We propose a value for the target utilization rafearound 85%. This constant under-
utilization of production capacity is perfectly éamable from a post-Keynesian perspective.
One might argue, for example, that firms, eventlier long-term, are faced with uncertainty.
The standard rate of profit is intimately connectedassumptions about financialization.
Absent a financialized environment, it seems tlaadard rate of profit can be put at about
10%. The target rate of profit that managers settiemselves when relatively free from
shareholder interference does not exceed this mabht® rate that has been historically
observed. Financialized capitalism is characterizgdyreater profitability requirements and
by a higher target rate of profit. Here we shak asvalue of 20%, taking into account this
greater pressure from shareholders for profitabtiit

After this description of the two firms’ pricing bavior functions, we now have to study the
different investment functions used and state facheone the judgment intervals for the
parameters related to them. Financialization, thinouhe increasing interference of
shareholders in corporate governance, enhances taiable in our investment functions.
This, in our eyes, makes it ideally possible totdadn changes brought on by greater
shareholder involvement in the broad decision-mgkirocesses of our economy. In addition
to constructing these investment functions, we hed@pted basic forms of post-Keynesian
growth model&’. The first of them can be found in Lavoie (2084put also in the pages of
Marxist authors like Dumeénil and Lévy (1999), andgives rise to the model hereinafter
called Model A:

(13) g=Yo+Vu(U - W)

where §is the rate of growth of the capital stogk,represents the
underlying rate of investment growth, agpdis the parameter for the
speed of adjustment by firms to a difference betwdeir effective
utilization rate and their target rate.

If firms are at their target rate of production a&eipy utilization (u = ), they will only
increase capacity strictly to the extent of ancpdited increase in demand for their product,
to which increase must be added replenishmentsitofarn and outmoded capital stock, etc.
From combining these two components of underlyimgstment growth, one can deduce that
the judgment interval for parametgrwill center around 1096 and that its limits will be 6%
and 14%.

To grasp what valug, has, one need to examine the meaning of this preanit refers to the
annual adjustment of production capacity when aay&es between the effective and target

L This increase in pressure from shareholders caseba in the upward trend in the return on equtjor
(ROE), which measures the financial profitabilifyfioms and indirectly it serves to measure thgquiredglobal
profitability. Plihon (2002, p. 88): From the beginning of the 1950s until the first sHhock, ROE was
somewhere between 10% and 12%; [...] during theiB§=ew [...] reaching 15% to 20% on averagéauthor’s
translation from French).

22 Most of these investment functions appear in Lay@b96, p. 118).

% A presentation which itself came from an earl@nfulation by Amadeo (1986).

2 The underlying investment growth can be approadhethe historical growth of investment and theé I/
ratio already mentioned; this then gives an avecdd®% forys.



utilization rates. Firms hemmed in by uncertainty al sides react gradually and only re-
adjust in small measure to capacity underage aedage. To venture that firms fill in about
20% to 50% of their shortfalls per year seems bsteaassumption.

The work we have just done concerning Model A, wso alid it for each of the models
studied. In particular, we did it for the Model Beady discussed in Part One. This model can
be specifically found in Lavoie (2002), who presemt very conventional form of the
investment function. The initial assumption is tiekay intuitive: investment varies directly
with the utilization rate (representing the foroésiemand) and the profit rate

€) g = Yo+ YU +y.r

In light of these considerations, it is easieraébthe judgment intervals for these parameters.
Theyo represents an “autonomous” component of investmengfers to investment outlays
independent of the utilization rate or the profilipof investment projects. It will go up and
down at the whim of entrepreneurs, but one canoredsy put it over the long term at an
average of between 3% and 7%. Apdwill lie between 0 and 288 So we grant an
accelerator effect of just zero. Aydwill see a range of values fluctuating betweendhd
0.6. This means that 1 percent more in the rafgait will entail an increase in investment
of from 0.2% to 0.6%.

Following the publication of Bhaduri and Marglirésticle (1990), a controversy arose as to
the choice of factors to be included in investnfanttions. Bhaduri and Marglin stated that it
is not the rate of profit (r), but the share offfisoin value addedn) which must be included
in investment functiorfd. Thereafter many post-Keynesidhgerformed the substitution
sought by Bhaduri and Marglin (Model C):

(14) J=Yo + Yol +Yrt

For the plausibility intervals chosen for these apageters, as well as for those in the
subsequent models, the reader is referred to Taldesl 2, as the reasoning behind them was
already laid out for Models A and B.

In addition to these more recent models, we alstedemore traditional investment functions,
descending directly from those used by Robinson lealécki themselves in their growth
model. But here we have brought their investmemiction into the structure of post-
Keynesian growth models. To present the Robinsosiaie (Model D), we make use of this
investment function:

% |t being understood that the profit rate is arefitive to invest, from the simple fact that pradita source of
financing of future investments and that the prodie can be seen as an approximation of the returthese
same future projects.

% For his simulations, Van Treeck (2007b) usgg\alue of 1.5% and w value of 0.4.

27We will not go into the opportunity that such anbe represents. For a critical presentation, ageié (1995,
p. 797 & ff.)

8 |n particular Van Treeck (2007a) and also Hein Erimer (1997).



(15) d=Yo+V.r

To stick as closely as possible to the Robinsodittcm, it needs to be said that the rate of
profit in equation (15) is in fact the anticipateate of profit. But for the theoretical context
that interests us, it is possible to state that émticipated rate of profit is strongly correlated
with the current rate of profit, because of repéateriods over the long term. Entrepreneurs,
in the fog of daily business and their uncertaimimment, tend to take past rates of profit as
an approximation of future rates of profit.

Accordingly, to present the Kaleck@version (model E), we will use:

(16) d=Yo+YuU

In order to study the impact of financializationtlin the post-Keynesian models of growth
and distributiof’, we created several investment functions whichdractor in the recessive
effects on accumulation of heavier shareholder delman terms of profit rate. So we will
briefly present these three investment functiongdly based on the versions detailed before.
Model F1 develops the first form of the “financid” investment function:

(17) d=VYo+ Yol +yi(r — 1)

whereyp represents an “autonomous” component of investmgmie
accelerator effect ang takes account of an investment profitability
effect affected by the comparison between the &¥eqrofit rate (r)
and the standard profit rate required on accoufihahcialization ().

This investment function tries both to take inte@mt a traditional Keynesian effect of the
utilization rate on investment dynamics and alsmtaduce financialization, by means of the
variable £ The meaning of this function is that there ishsadhing as a profitability effect on
investment but only above some standard of prafitgbwhich acts as a “hurdle rate” on any
investment project. In other words, we are formagizhe selectivity of investment projects.

The second form of these investment functions (M&®) is a slight modification of the
function used in Model A:

(18a) 0=Yo + Yu(U - ) —T.Ts

where 1 directly introduces the depressive effect of afifability
standard ¢ on accumulation.

If the previous notation of the investment functio&s the merit of stressing the legacy of
Lavoie or Amadeo, it does falsify the interpretatmf various parameters. It would indeed be
more accurate to rewrite it in the following form:

2 Lavoie (1996, p. 118) prefers to see this investrfienction as a Steindlian one rather than a Kddecone.
% Hein and Van Treeck (2007), Van Treeck (2007a) @@D7b) or Skott and Ryoo (2007) also incorporate
financialization into Kaleckian models.
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(18b) 9= (Yo —T.Fs) + Yu(U - W)

This shows more clearly that it is in fact all tteems in the first parenthesis which describe
the animal spirits of entrepreneurs. These animpiaits are constrained by the shareholders’
demands of profitability. In our simulation we ogtir a calibration “connectingyp andtrs

in order to emphasize that at issue is one behal@scribed by several parameters and that
therefore it is the functionyd — t.rs) that needs to be given a judgment interval. Vigghtl
changed the values fgg*'and took values for of between 0.1 and 0.5. Thus, by combining
these judgment intervals with thevalues, we wind up with results that boast goodigogb
performance, staying close to various accumulatiates. If ¢ is zero (no standard
profitability requirements), then the gross rateactumulation will be close to 20%, with
optimistic animal spirits. Ifgis equal to 20%, then you have a gross rate afraatation of
around 6%, with pessimistic animal spirits. On ¢ime side you have the Chinese boom; on
the other, soft growth with even the possibilitynet disaccumulation.

The third function used (Model F3) combines inragke function two functions already seen:

(19) d=(o—1r9) +YyuU

So this function is similar to the one before botraduces an accelerator effect on the
utilization rate that does not depend on the nommiéikation rate. The judgment interval for
Vu is therefore the same one it had in Model B.

We have just presented all the specifications uisedich of the three fundamental equations
of the Kaleckian model {gg’ and f°), as well as the estimation-related significanteath
parameter making up these different equations. Wevare ready to examine our simulations
and their results in detail.

IV — Models lacking in plausibility

Our investigation now bears on the comparison éetwwhat we obtain as
equilibrium values for these models and what wevkim be the plausible equilibrium values
for these variables. If the simulated values of e¢eilibrium variables are in the range of
what we know to be plausible values, all is wetigd dhe post-Keynesian models of growth
come out stronger from this evaluation. But if twe contrary, the simulated values of the
equilibrium variables do not fall within the limitsf plausibility, we then have a vexing
problem on our hands. Indeed, if we start off wathusible values for the parameters used in
the different variants of the models tested anaatoobtain plausible equilibrium values, then
either we have stated poorly the plausibility af tralue of our parameters at the outset, or we
misjudged the plausibility of the equilibrium vatuef the variables, or we are forced to
accept that the construction of post-Keynesian isadeflawed. Before having to decide this
thorny question, it is necessary to look at theltebtained by the simulations performed.

31 We used values of 0.08 to 0.2, as opposed tot0.06L4 previously for model A.
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The whole of the results is summarized in a fevemblable 1 records the plausibility scores
for all the models when firms set their prices lolaea the mark-up method. Table 2 is the
equivalent of Table 1 for when firms set their padased on the target return pricing method.
These two tables deal with the models’ plausibilitya non-financialized economy, in the
sense that the rate of profit required is “only%d.Qor the profit share in value added is only
25%)Y2. Financialization is introduced by a meaningfutrgmse in these two parameters: an
economy shall be considered as financialized rfatpiired rate of profit reaches 20% or if the
profit share in value added reaches 35%. Usingjained rate of profit calls for what others
before us have called a standard of financial fbiiity*>. Financialization is then seen from
the viewpoint of bigger shareholder appetites, fieatly shifting firms’ orientation with
respect to their investment and profit distributimlicies®. Using the share of profit in value
added as an indicator of financialization aimseadt at bringing out redistributive aspects
observable over history: the underlying growth o tindicator that has gone along with the
emergence of financial markets and a new instiali@nvironment.

We remind the reader that the criterion of pladigyoddopted to gauge the performance of the
different models is that the equilibrium utilizatioate must be included between 60% and
120%. These are extremely broad limits; and thexdeo the evaluation criterion, the less
tolerant we must be with the scores of the differandels. As all the models tested do not
refer to the same equations, they do not all hagesame number of parameters. The number
of variants tested is thus different from one madethe next, depending on the number of
parameters that needed to be evaluated withiruttgment intervals. Additionally, we did not
take judgment intervals for each of the parameters;e some of them have a relatively
certain valu@.

Table 1:Plausibility results for the mark-up pricing mosel

i Fixed Evaluated | Number of u* Plausibility
9 variables variables variants %
s=0.5 76.03%
us = 0.85 _ . ) (my = 0.25)
Model A [yo+yo(u-w  |v=2 Yo = [2'26- 60514]112 =121 |0 /V“'us) /
=025 [Y=[0-2:05] [(sa/v) - vl 86.78%
Ty = 0.35 (TEZ = 035)
_ 2.03%
v 2'5 ¥o=1003;0.07] " (n; = 0.25)
Model B |y + .U +V.r "_ ,=[0;0.02] |11°=1,331|"°
Vot Vull +Ver =025 Mo=1070.02] [ -WE) -¥d| o600
1, = 0.35 Yr = [02 y 06] . 0
27 (n, = 0.35)

%2 Financialization is introduced by the requirederaf profit (£) or by the profit share of value-added,(
depending which variable is present in the modelearconsideration. We prefer to ugeas the signifier for
financialization; but when it is absent from thedab as in most of the mark-up models, we use ssureafr.

33 Cf. Boyer (2000), Plihon (2002), Aglietta and Rebéx (2004).

34 Going from a policy of “retain and invest” to ook“downsize and distribute”. Cf. Lazonick and OlBtan
(2000).

% This is so for the propensity to save profits J@bthe normal utilization rate (85%). Bowles aiy@r (1995,
p. 154) estimate a value of 0.5 for the differebeéween the propensity to save profits and the gorsipy to
save wages, which here is zero.
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29%

s=0.5
=2 Vo = [0.03 ; 0.07] (Vo + Vo) (1 = 0.25)
Model C |yo + Vu.U + Vo1t _ vu=[0;0.02] [11¥=1,331)}1° ¥=
i, = 0.25 ' (sxmlv -y 299
r-035 =10:02 2
T = U,
S=05 (nlfs 30/55)
v =2 Yo =[0.04;0.08]. > _ Yo ! e
Model D |yp + y;.r =025 v =[0.2:0.6] 117 =121 [(s - y) ()] 0.01%
m2 = 0.35 (n, = 0.35)
=05 (n14_.005;/; )
v=2 Yo=1[0.06;0.1] |,.2 _ Yo ! e
Model E Yo + Yu.U T, = 0.25 Vu = [0 : 002] 11 121 (SJ]:/V ) yu) 20.34%
m, = 0.35 (m = 0.35)
s=0.5 28.02%
n=0.3 Yo = [006 ) 01] (y Ry r)/ (rsl: 01)
Model F1 jyo + .U +y(r -1 V=2 v, =[0;02] [11°=1,331 [(;’ -yrj(jr/v) v
rs1=0.1 Vo =[0; 0.02] r u 48.16%
r=0.2 (r2=0.2)
2 = 8'2 71.9%
e Vo = [0.08 ; 0.2] _ (rs2=0.1)
Model F2 l(JVS’ TS VE2 o ho01;05] =121 (O e Yol /
> * 01 [M=[0.2;05] [(sa/v) -yl 98.3%
fs1 =% (rs2= 0.2)
Is2 = 0.2 s2 ’
s=0.5 13.22%
n=0.3 Vo = [0.08 ; 0.2] (Vo110 / (= 0.1)
Model F3 |(yo - T.r) +you V=2 t=[0.1;05] [11?=121 [(gn/\};_ 1
=01 |y, =[0;0.02] V) =Y 45.45%
r=0.2 (r2=0.2)
Table 2 Plausibility results for target-return pricing ndels
i Fixed Evaluated | Number of u* Plausibility
9 variables variables variants %
s=05 T2
Us=0.85 |yo=[0.06;0.14], > _ (Yo - Yu-U) / s
Model A |yo + Vy(U - s 112=121
Vo * Yol - ) ra=0.1 Yo =[0.2; 0.5] [(s.rduy) - vl 92.56%
rs2=0.2 (re=0.2)
_ 1.42%
o s Mo=[003;007] W (rs1= 0.1)
Model B |y, + yo.U +Y.r =01 |W=[0;002] [1I"=1331 [(5 V(40 - v
o2  w=[02:086] DA 20.51%
s2 . (I’52= 02)
s=0.5 19.83%
us = 0.85 Yo = [003 ; 007] ( + TE)/ (rsl: 01)
Model C |yo +yuU +yer =03 |y, =[0:0.02] [113=1,331[Y0" Ve
=01 |y.=[0:0.2] (S-5/Us - Vo) 61.46%
rez= 0.2 (r2=0.2)
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_ 0.83%
s=0.5 (ra= 0.1)
us=0.85 |yp=[0.04;0.08], .2_ Vo ! st—
Model D |yp + y;.r = 8% v =[0.2: 0.6] 11°=121 [(s -y)(r/uJ] )5 1%
Iso = 0. N
(rsz— 02)
0,
5= 05 3T
us=0.85 |yp=[0.06;0.1] |, .2 _ Vo ! sL—
Model E |y, +y,.u = 8% Vo= [0 : 0.02] 11°=121 (5.6/e - o) 65 10
Isp = U. _
(rsz— 0-2)
4.36%
s=0.5
_ Vo =[0.06 ; 0.1] (rs1=0.1)
us=0.85 SATAAY
Model FLlyo+you +y(r-1) | * g1 [W=[0;02] 11°=1331 &’g -3’><?)S/u> vl
r,=02 W= [0;0.02] EO (r71-_53°/£)
s2— Y.
s=05 62.81%
- =[0.08;0.2 rs1=0.1
Model F2 (Vo - T'rS) + yu(u - Us = 0.85 ZOZ [([)1 : 05] ] 112: 121 (yO -T.0g- yu.us) / ( s1 )
U :S;Z 8'% Vo= [0.2 : 0.5] [(s.1du9) - vl 96.69%
s2— Y. _
(rsz— 02)
0.82%
s=0.5
_ Vo =[0.08 ; 0.2] ) (rs1=0.2)
Model F3 |(yo - 7.1 + Y. :’;;%815 t=[0.1:05 [11%=121 EZSO r;lf;)_/yu]
" —_ . . 'S, [0)
rp=02 |W=[0;002] (23:13/20)

What conclusions can be drawn from these resulterims of plausibility? For a start, it is
noteworthy that performance was very unequal frame model to another and also very
unequal depending whether the frame of referenetwa so-called financialized economy
or not. As far as non-financialized economies amecerned, the performances were by and
large mediocre. Granted, Models A and F2 did getescover 60%; but all the others scored a
plausibility of less than 30% and did so whatever price-setting method. It seems hard to
defend being satisfied with such a low level afpriori relevance, when less than one
numerical application in three conformed to a rawofievalues that might describe some
conceivable reality. The Kaleckian models do naiceed in portraying any reality possible
for a non-financialized economy. It is a serioutufa of relevance whenever one presumes to
give new depth to history and move economic featareund in time. As financialization is
but an extremely recent phase of capitalism, thiedkéan models ought to be capable of
reflecting non-financialized economies. Furthermangce financialization is incorporated, it
becomes apparent that plausibility increases spdetidy for every model. When a large
difference appears between the plausibility pesmgped of £ and £, (or m; andny), this proves
that the models in question are not robust, irstrese that they are too sensitive to parametric
variances. Target-return model F3 makes a verpgetixample in this respect: while merely
0.82% of its variants are plausible in a non-finalwed economy, plausibility climbs to
85.12% when financialization is included! If certamodels present very satisfactory
plausibility percentages, most of them are sor@tkihg, since with mark-up models B, C, D,
F1 and F3 and target-return models B, C and D, tless two-thirds of their variants are
plausible, including those in a financialized eamyo Should we conclude from this that
Kaleckian models are relatively well-suited to désfinancialized economies, whereas they
are profoundly incapable on the whole of describempnomies whose operation is not
governed by finance? Instead of that, it seemstih@ necessary conclusion is that Kaleckian
models are only capable of describing conceivablmnemies for very specific parameter
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values. In that sense, we have also experienceftagsity of plausible results by making
marginal changes to the values of certain paraseleyou slightly move the limits of the
judgment interval ofp, the assessment of the models’ plausibility starchangé’.

Beyond the observation about the sensitivity otigilility tests to the marginal variance of
parameters, this suggests that where the paramgisrconcerned, the theory of growth
stemming from these models is in part tautologigabwth comes from growth. In other
words, the dependence on the part of this parartestds one to reconsider the power of these
growth models to explain growth. By giving the leading role in determining equilibrium,
these models give us a theory of growth that isigeeogenous, since growth is explained by
something otherwise unexplained -- except in teohKeynesian animal spirits or the
underlying investment growth or perhaps what isedathe “autonomous” component of the
investment function. These models are insufficiergkplanatory, but it is the fate of
Keynesian models to be subject to the erratic patfilnvestment. The outcome we find here
as to th%difﬁculty of formalizing the investmetécision is something the Keynesians know
all about".

V — A mischievous stability

We have just seen that plausibility is not comniacg in Kaleckian models. We have
also seen that it was volatile and dependent onviddee of a particular parameter.
Nevertheless, for those who would cling to the gbetavior shown by models A and F2 in
terms of plausibility, we propose doing further lgaes of Kaleckian models by studying their
stability and especially that of these two par@acuhodels.

To begin with, it seemed to us that the Kaleckiadets were developed in order to get rid of
Harrod-type instability. This objective, while naxplicitly mentioned by the models’ authors,
nonetheless remains in our eyes the chief motindtiousing this modeling. To be convinced
of this all you have to do is look at how urgerithe stability condition is put forth in the
publications concerned.

After attending to the plausibility of the diffetenersions of post-Keynesian models of
growth, we now proceed to an examination of th&bisity. By going in this order, we

reverse the chronology followed by post-Keynesiathars. Indeed, as we noted already at
the start of this section, post-Keynesian autht@arty put much emphasis on stability. Often
it is a preliminary condition for studying their ohel. We prefer adopting a different order of
priorities and not eliminating the possibility afistability in these models. If Kaleckian

models are seldom illuminated with numerical amilans so as to compare them with a
conceivable reality and evaluate their plausihilityere are also very few of them that get
tested for the implications of their stability catnahs. The principle for one model’s stability

condition is the same for all of them: the investininction has to react less strongly to a

% By takingy, from an interval of [0.06 ; 0.14] to an interval[0.08 ; 0.2] plausibility goes from 76.03% to
38.01% for mark-up model A.

3" Heye (1995, p. 197)Few economics enterprises are at once as impodadtas poorly understood as the
process of capital investmehtHeye was seeking to explain investment from $tete of business confidence,
where the animal spirits show themselves. Stockhan{@004, p. 33) reminds us that certain Keynesiideas
Shackle and Vickers take it for granted that inmestt is quite simply unpredictable and that inpossible to
describe its behavior in any “determinable” equatio
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change in an endogenous variable than does thegsafinctior®. Put another way, the
derivative of gwith respect to u* must be less than the derieati¥ g with respect to u*,
which can be graphically illustrated by the curee ¢ crossing below the curve fot. df the
formalized condition of stability is automaticajpyesent, verifying that condition numerically
is automatically neglected. Now, it turns out thdiien you apply the parameter values to this
condition, the stability condition vanishes, oteatst it is no longer so certain.

Examination of the most plausible models (A and BR2yws that they are unstable. And
conversely, the least plausible models are stdlile.results are summarized in Tables 3 and
4. Keep in mind the general definition of the dibcondition for each pricing method. In a
mark-up method, it is possible to writd @ a function of the utilization rate using equati

(2):
1) g°=snul/v

The derivative of Ywith respect to u flows immediately from equat{@?. Symmetrically, it

is possible to write gas a function of the utilization rate for the misdehere pricing is set
by the target return pricing method. All you hagelb is combine equations (1) and (12), and
here again, the derivative of\gith respect to u plainly suggests itself.

(12) g=s.Uu.k/ U

Furthermore, the derivatives of the different irtmeant functions with respect to this same
utilization rate afl’ arrive at the same parametgr even though the latter does not have the
same meaning in all models, depending on whether gr@ dealing with an investment
function wherey, represents the accelerator effecor a parameter for firms’' speed of
adjustment to difference between their effective target utilization raté% It will not take

on the same value, which will quite obviously hawgnificant implications as to the models’
stability property. We have already observed that models with a “speed adjustmemt’
were more plausible than models with an “acceleratifect” y,. But from a stability
viewpoint the opposite is true. Indeed, if firmgpexence an effective utilization rate lower
than their target rate (u* < they try to slow down their capacity investmestsas not to
generate too much productive overcapacity. Inwayg they expect to get back to their target
utilization rate, with increases to capacity pralieg at a slower pace than increases in
demand. Firms recover their target rate thanks dermaand trend higher than their budgeted
production capacity increases. Though this reagphiolds at the micro-economic level,
dealing with the macro-economic level is far momgzzing. In fact, by reducing their
investment expenditures, firms depress overall ahehfar their product and thereby also
reduce their utilization rate. Whereas firms wdmsiag at bringing u* close to u, by reducing
their investments, the reduction of these investmbas a greater effect upon u* and impedes
a return to u the economy goes into a depression. Converddlye ieffective rate is greater

38 Cf. Lavoie (2004, p. 104).

39 With the notable exception of model D, where yeeato reason from the endogenous variable r* abd*n
The stability condition is therefore sy»

0 At issue are models B, C, E, F1 and F3.

*L At issue are models A and F2.
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than the target rate, firms will have a tendencintwease their capital expenditures in order
to re-establish equality between the effective #@mel target rate; but by increasing their
investment, they feed demand and increase the udigemgym in the over-utilization of
capacity: the economy then experiences an econbowen. Again we have the Harrod
instability.

Table 3 Stability results for the mark-up models

i Fixed | Evaluated |Plausibility| 8g°/du*= | 3¢ /3u*= f;ff"\'/'tz
g variables|  variables % st/v Yu V)
u,
s=05 76.03% 0.0625
us = 0.85 m; = 0.25 m; = 0.25
Model A |yo+y(u-w =2  [o=[006;0.14] (=029 (=029 [0.2:05]| No
LR _ V.= [0.2 : 0.5] 0 ’
m; = 0.25 86.78% 0.0875
n, = 0.35 (r,=0.35)| (m,=0.35)
s=05 2.03% 0.0625
. No=1[0.03;0.07] (x;=0.25)| (my = 0.25)
v =2
Model B |y + y.U +V.r 1= 0.25 W= [0;0.02] [0, 0.02] Yes
=035 [V =[0.2;0.6] 9.62% 0.0875
2 ) (7'[2 = 035) (7'[2 = 035)
=05 29% 0.0625
e Yo = [0.03; 0.07] (x; = 0.25)| (m; =0.25)
v =2
Model C |y + Yo.U +V,.m 1= 0.25 o= [0;0.02] [0;0.02] Yes
= 0.35 Ve = [O : 02] 52.9% 0.0875
27 (n,=0.35)| (m,=0.35)
1.65%
s=0.5
_ _ A (TEl = 025)
v=2  |yo=[0.04;0.08] _
Model D |y + V.1 1= 0.25 |y, = [0.2 ; 0.6] 0.5 [0.2;0.6]| Yes/Ng
—oae | 9.91%
2= Y (n, = 0.35)
0,
s=05 14.05% 0.0625

v=2  o=[0.06;0.1] | =029 (m=0.25

Model E |y, + V..U = 0.25 |y, = [0 : 0.02]

[0;0.02] Yes
79.34% 0.0875

m2 = 0.35 (1,=0.35)| (n,=0.35)
s=05 28.02%
n=0.3 |Yo=[0.06;0.1] | (r;;=0.1)
Model F1 jyp +y.u +y(r-r) [v=2 v =[0;0.2] 0.075 [0;0.02] Yes
rs1=0.1 Vo = [O : 0.02] 48.16%
reo=0.2 (r2=0.2)
i - 8'2 71.9%
2% NM=1[0.08;0.2] | (r&1=0.1)
Model F2 (Yo T-fs) V(U - n_—zo g5 [£=10.10.5] 0075 | [0.2:05]| No
" * 7 WM=1[0.2;0.5] 98.3%
rs1=0.1 (re=0.2)
re=0.2 2=
s=05 13.22%
n=0.3 |y=[0.08;0.2] | (rs=0.1)
Model F3 (o - 7.r¢) + Ye.U V=2 t=[0.1;0.5] 0.075 [0;0.02] Yes
r1=0.1 |y,=[0;0.02] 45.45%
Is2 = 0.2 (rsz = 02)
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Table 4 Stability results for target-return pricing model

g Fixed | Evaluated |Plausibility| 8g°/du*= | 3¢ /8u* = g""/b"'tz
variables|  variables % St/ Us YV s/
Yu)
_ 72.73% 0.059
3 _—06585 -10.06:0.14] (=01 | (2=0.1)
Model A |y, +yu(U - W) ol Vo= 02 05 [0.2:05]| No
(1= 05 [e=102:031 | gp560 | 0118
2 (r2=0.2) | (r2=0.2)
=05 1.42% 0.059
s M0=[0.03:007] (rq=0.1) | (ra=0.1)
Model B |y, + yo.U +Y.r =01 M=[0;0.02] [0;0.02] Yes
oo w=[02;06] | 2051% 0.118
s2 ’ (I’52= 02) (rsz = 02)
s=05 19.83% 0.059
Us=0.85 |yop =[0.03;0.07] (rs;=0.1) (rs1=0.1)
Model C |y + V.U +V,.1 n=0.3 |y, =[0;0.02] [0;0.02] Yes
ra=0.1 |y =[0:0.2] 61.46% 0.118
Is2 = 0.2 (I’52= 02) (rsz = 02)
0.83%
s=0.5
U= 0.85 |y = [0.04;0.08] "+=0-1)
Model D |y, + V,.r S _ A 0 P 0.5 [0.2;0.6]| Yes/Nd
=01 % =[0.2;0.6] | 53140
re»=0.2 A
*2 (r2=0.2)
8.26% 0.059
s=0.5
_ _ . (rs1=0.1) (rs1=0.1)
Model E |y, +y,.u :’S‘_%Sf’ Vo= [g'f)g ‘02'” [0;0.02] | Yes
1= 0o W=10:0020 | g5 1006 | 0.118
2o (r2=0.2) (r2=0.2)
=05 4.36% 0.059
W= O 85 Yo = [006 ) 01] (rsl: 01) (r31= 01)
Model F1 |y + yo.u +Vi(r - 19 I'S _oq W=[0;02] [0;0.02] Yes
0o M=[0:002] | 7152% 0.118
2o (r2=0.2) (r2=0.2)
=05 62.81% 0.059
. NMe=1[0.08;0.2] | (r4=0.1) | (r=0.1)
Model F2 (Yo ~E19 ¥l - =085 15 1 10 5] [0.2;05]| No
Ug) o W=[02;05] | 96.69% | 0.118
2 (r2=0.2) | (r2=0.2)
=05 0.82% 0.059
L —ogs 0=[008:02] | (ry=01) | (r=0.1)
Model F3 (Yo - 7.r¢) + Ye.U S _ .7 t=[0.1;0.5] [0;0.02] Yes
rs1=0.1
=02 [W=[0;0.02] 85.12% 0.118
s2 ’ (I’52= 02) (rsz = 02)

From these tables it appears that models A andMRgh offer the most plausibility, are
associated with an instability that is both unaabié and undesirable. There we have a
certain irony bestowed by the history of econorhicught, for it was in fact the attempt to
eradicate Harrod instability which prompted the elepment of these new, post-Keynesian
models of growth. But it looks like there is no warpund that instability. Or else we can just
sacrifice plausibility and go ahead modeling wisaho longer conceivable reality but quite
frankly pure and simple fiction. We propose, indtea re-evaluation of instability, which
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ought no longer to be considered as a fatal flaw model but, rather, a likely outcome for
any attempt at modeling. It is true that this terme towards instability is not easily
observable in reality, but that may be attributedthie existence of regulatory institutions
which cushion structural jolts; and the non-existenf instability should not be too hastily
inferred from its lack of visibility.

More than the elimination of instability as a presd motive for the development of the
literature on new growth models, the insistencehwithich the stability condition is
mentioned for every model does show a special lattaat to stability. To find stability in
these growth models it is necessary to give uplaaspility. Among the models tested it is
necessary in one way or another to choose betweaeéility and plausibility: if you want a
stable model, you cease describing conceivablatyeand conversely, if you wish to
describe conceivable reality, then you have to picite instability of the model.

VI - Conclusion

After presenting the post-Keynesian models of gnowand distribution, we did
simulations to find out to what extent these modilsninated the actual functioning of
capitalist economies as we can imagine them. W tiwve have shown these models suffer
from certain failings.

First we demonstrated a general lack of plausybilit the models. We do not deny their
presentational, pedagogical value nor the mallgglihat makes them especially useful for
incorporating a whole series of variables. Howewveg, do expect morex anterelevance
from models that are basic to our theoretical regméation of the macro-economy.

Then we tried to highlight what does seem like emgax at the heart of the history of these
models. Finding instability in models constructed forefend that very instability was a
curious twist.

What is called for now is to draw the right conatns from the twin finding of defective
plausibility and persistent instability. But tha mot the purpose of this paper, which has
sought only to bring to light these two challenges need to be overcome.
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