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In t roduc t ion

This, with one or two exceptions, is a selection from my less
technical papers. I A number of them were written for delivery
as public lectures and a number of them are polemical. Never-
theless, all the papers are concerned with economic theory.
This has sometimes required me to translate mathematics into
English. Marshall advised economists to follow this course on
all occasions. I am not convinced that this is sound advice. But
sound or not as it may be, I find on rereading that I am not
outstandingly good at following it. I could have attempted to
make changes for this occasion but soon convinced myself that
I was at least as likely to make matters worse as I was to improve
them. Accordingly some difficulties of certain passages remain
as they were but they should all yield up whatever mystery there
rnay be on second reading.

I shall use this introduction to comment on some of the papers
with hindsight and I shall allow myself the indulgence of some
rcmarks on my theorising in economics.

I have frequently, and especially in my university, been classified
¿s a neo-classical economist. Since I myself label others (e.g. as'rnonetarists') I must not complain, but it is perhaps useful to say
in which sense I accept the label. There are three elements in my
thinking which may justify it:

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

{ J) In theorising about the agent I look for some axioms of
rationality.

I tn writing this introduction I have had valuable comments tiom R. solow, M. Hollis,' [ ' .  
l .aws.n and . l .  l 'h .nras.  I  am also much indebted to T.  o 'Shaughnessy fotcomments

on t l tc  ¡ ra¡rcrs.  ¡ r roolr t ' l r t l ing anr l  prcpar ing t l re inder.



,,,,,,,,., ,rrrcr rrre .,,,,,r,.titill':':':::;:,s rrom having no theoryrf' uger'ts wlro cha'ge prices. But in any event if econámic theoryhas a'ything to offer on the interaction of markei ,igrrur, urr¿agents' actions then it wilr need to formurat. ." ffimuri.r-concept.
But there are also dangers. one of these is that one considersnothing but equilibrium. professor Lucas (in conversation withOliver Hart) has in fact argued in favour of proceeding in just

this manner but I have not been able to make any kind of senseof his argument. what is prain is that by narrowing our viewpointin this manner we shalr i"moue a great dear of interest and im-portance from scrutiny. For instance, imposing the axiom thatthe economy is at every instant in competitive e[u'ibriurn simplyremoves the actual operation of the invisible hand from theanalysis. By postulating that all perceived pareto-improuing rrrovesare instantly carried out all p.óbr.-s of co-ordination betweel.ragents a¡e ruled out. Ec-onomic theory thus narrowly constructeomakes many important discussions impossible.
However, there are also purely iheoretical objections. It isonly-.very rarely the case that oné has any reason to clairn thatequilibrium is unique. This robs the axiom of instantaneollsmarket clearing of its power either in compariron, o. in thetracing of the evolution of an economy. The multipricity ofequilibria also means that determinateness requires a theoryof the- economy out of equilibrium. ttruny of these matters aremore fully discussed in some of the papers which fbllow and i'particular in paper 

^2. ]n_ anV case my acceptance of.(3) cloes notentail anything as foolish ui th. claím thai all theof shoul¿ ueequilibrium theory.
Besides- sketching the three principles that underlie alr of rnywork, I also ought to say brieiry how I vrew trreorisini^in'..on-

omics.
The short answer is that I view it as an ongoing attempt tobring some order into our thinking about economic phenornenaand as the creation of a language ii which these atieriplr'.un u"discussed. I do not 

"-^p.."1- 
this- activity to reach very many de_finitive conclusions. t itratt call the uii"n.pt at orderly thinkingthe attempt to understand.

It is plain that we can craim unclerstanding of an event witho.rtclaiming that we can predict it. Geophysicists, for instance,beüeve_ that they undeistand earthqrut", but can',oi preclictthem; biologists claim to understani the process of speciation
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but in general cannot predict the next occurrence. Economists
probably agree in their explanation of the recent rise of the
dollar but it is doubtful that it could have been predicted with
confidence. In all these cases there are very many elements which
enter into the explanation of an event. This in turn hinders pre-
diction and so also falsification. In economics it is certainly hard
to think of any theory which has been conclusively falsified.

It would, of course, be nice if matters were as Professor Fried-
man (1953) once thought; I am referring to his 'as if 'positivist
r-nethodology. But it does not correspond to what economists do
or could do. For instance, econometric investigations have been
rnuch more useful in providing descriptions of the world which
we seek to understand than they have been in confirming or
f alsifying tl-reories. A striking example of the difficulty of refuta-
tion is this. It is now known (Debreu 1914) that any set of con-
tinuons homogeneous aggregate demand functions which satisfies
Walras' Law can be gcnerated by the behaviour of some rational
consumers. Hence consunter theory cannot be falsified by studying
such functions. One would have to study the individual con-
sllrncr (to whom thc theory is in any case not meant to apply
in practice) or to find evidence of the characteristics of con-
sllmers which can thelt be shown to be not capable of rationalising
the excess demand functions. Or one could resort to experiment.
It will be agreed that these are tall orders and it is neither sur-
pnsing nor scandalous that a very old theory has no very firm
crnpirical basis. Yet it woulcl be odd to claim that it does not
aid understanding.

This, or collrse, is at a high level of generality and there are
indecd various levels of theorising. Thus, there are theories in
which important elements are given quite particular forms. Their
iustificatior-r rests on much more specific empirical hypotheses
than that of rationality and it is thus easier to make empirical
tcsts. These special thcories are of obvious importance to practical
cconomics and they also aid understanding. But I do not accept
that all theory shor-rld be special nor do I accept that more general
tlteories are bound to be vacuous tautologies.

If we have only special theories then we do not know where to
look next if thc)y are not confirmed. For instance, there is nothing
in our lrndcrstancling of thc behaviour of agents which leads us
to cx¡rcct log- l inclr i ty in thc equat ions which describe i t .  Or take
lu n)ort '  prr lc l ,v" t  hcorct ic l l  spccial isat ion. I t  has been suggested
(Kr r l t lo r  r rn t l  l \1  i l r . l t ' e  s  l ( ) ( ) l )  t l l l t  f  i rn ls  a rc -  su idcd  in  the i r  inves t -



( ,  
l t t l ro t l t t t . l i t ¡n

r r rc ' t  by  s ¡ rcc i f ' y i r rg  u  'puy- t , rck  pcr . i r t I  w l r i c r r  l r r ry  ¡ r r . . i cc t  mustl r tcc t '  T ' i s  car  bc  cons is tcn t  w i t 'a  < ¡ r r i t c  gcr rc r , , l  i t r . : , , . y  o f  rnax i -mising behaviour.  But wherc clo you go rcxt whc:,  t i l is specialhypothesis is not conf irmecl,  or whe. i t  cortracl icts some otherspecialisation? Moreover, the more general theory herps in estab-lishing what else would have to be true if the spócialisation weretrue.

- One cannot object to bold hypotheses or to empirical hypo_theses in economics; indeed, oné'welcomes them. But the regu_larities in human behaviour, if such there are, will almost certainly
be -found at a deeper level than, say, that of the pay-back-theory
of investment. such behaviour itself needs to be further understood.

Now the objection to more general theorising is that .anything
can happen' and so the .axiomatic 

deductive method, cannotyield empirical insights. This objection is false on two counts. Itis true that often many things cán be the case in u g"n"rur-theory
but. not that everything can be. Everyone who knows the text_books can confirm that; for instancó, you cannot get a pareto
improvement in an Arrow-Debreu equilbrium, ná, 

"u., 
yo,

observe firms producing under increasing returns. ft_," point lr,of course, that although theories rike those of Arrow-Debreu
are far more generar in application than, say, recent three equation
models of rational expectations equilibrium, they too are a longway from vacuous generality. Forlnstance, there is perfect com-petition, a law of property and of contract etc. etc.

The second reason why the objection is farse is that it doesnot understand either axioms or the axiomatic method. A'oms,like special hypotheses, are there to specialise. It is not thatthey are divorced f'rom experience or observation but rather
that they mark the stage beyond which one does not seek toexplain. The axiom that firms maximise some function of profits
is stated as such because the theorist is not proposing to answerthe question why firms should so so. But it i i nót ptu"cteo out ofthe air or from dreams. It encapsulates an empirical phenomenon
which many practical peopre ánd economists believe to be thenature of the capitalist. It does so at a nrore general rever than,say, the pay-back theory but it is every bit as empirically motivated.

one of the more astonishing objeciions sometimes heard against
the axiomatic method is that since it proceeds by rogical stepsfrom axioms to outcomes it cannot réach empi ri"uni relevantconclusions. This is like arguing that the manner in which calculus
is derived (from axioms or number systems etc.) makes it im_
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possible to apply to real problems. It seems of things which are
logically true that they are also true. Of course, in economics
there are contingent truths - contingent on the truth of axioms.
But that is precisely why good theorists devote much care and
attention to the formulation of these axioms.

Lastly, I want to argue that it is one of the virtues of theories
derived from axioms more 'fundamental' than those used in
special theory, that they usually do not yield single valued re-
strictions on the world. Althor"rgh I have already maintained that
it is false that 'anything can be true' it is thc case that a number of
different things could usually bc true. This is a virtue because the
cconomist is thereby restricted frotn clairning more than he has
rcasons for claiming. The axioms have summed up what one
regards as pretty secllre crnpirical knowledge. The set of oltt-
comes which arc possible is simply the reflection of our lack of
knowledge. A special theory can r.rsefully narrow thcm down. But
our conf idence in thc special  hypothesis is smal lcr than in the
axiorns. A claim of only onc olttcome sliould always includc the
proviso that given our state of knowlcdge thcrc are also other
possibilities.

Thc most strongly held of my views I havc lcft to the last of
thesc gcncral reflections. lt is that neither is therc a single best
way for understanding in economics nor is i t  possible to hold
auy conclusions, other than purcly logical  deduct ions, with
r:crtainty. I havc since my earliest days in thc subject been as-
tonishcd that this view is not widely shared. Indeed, we are
.noompasscd by passionately held bcl icfs.  There are those with
brrrning convict ions in thc vir tucs of 'smal l '  models and in the
.rbsolute neecl for 'full ' models; in thc usclessness of mathematics
r¡r  economios and in i ts absolute necessity; in thc need to postulate
'rrurrkct c lear ing'  and in the mcaninglessness of this postulate;
rrr  rat ional expectat ions models and in the madness of suchmodels;
rr the absoh,rtc necd for historical and institutional elements
.rrr t l  in a pr"rrcly analyt ical  approach; in short  run analysis and in
l()n! :  r l rn analysis;  in the usclessness of al l  theoris ing and in the
rrsr ' le ssr- lcss of '  cconol.netr ics and fact col lect ion; in short ,  in almost
, r r r r  th ing  t l la t  l l as  cvcr  bcon t r i cd .  In  fac t  a l l  thcsc 'cer ta in t ies 'and
, r i l  t l re  ' sc l loo ls 'wh ich  they  spawn are  a  sure  s ign  o f  our ignorance.
l ' r ' r lu r ¡ rs  sorue  th ing  l i kc  t l i i s  i s  nccc led  to  spur  us  on  bu t  I  regard
r l  : i r r r ¡ r l v  as  l ru l t i son  t l c .s  t l c r t ' , s .  For  i t  i s  obv ious  to  me tha t  we do
r ) ( ) l  l ) ( )s \ ( ' \ : ,  l r t r t r ' l l  r ' t ' r ( l r in  knowlc t lgc  abr t r , r t  thc  cconomic  wor ld
, r r ¡ r l  l l l l r t  o r ¡ l  l r r ' s l  . l r l u r t r ' o l  t l l r i n i r t g  r n < l r c  i s  t o  t r V  i n  a l l  s o r t s  o f
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r l i rcct i . l rs urrcr rry au sorts of rneans. This wi l l  not be furthered
by str idcrrt  c<;ntnl i tnrents of fai th.

of- course, it is not crifficult to propose a theory for this stateof affairs. But I shan 
1o.,t do ro 

"*i.pt 
to note one of its possible

elements'  Economics l ike dent istry is expectecl  to be .useful ,
(although I have never seen whv understándin! i;-r;; its ownreward). In particular it shourd be a source of advice to thosewith power to act. Such advice, it is held, must be given withconviction if it is to be sought, reave alone taken. Economists
who seek to influence people in power soon come to resemble
their patrons. Moreover, they come to feel an urgent need todefend what they _proposed through thick and thin. Add this topolitical beliefs and one is werl onlh" way to expraining some ofthe^zealotry '  My own posit ion is that economists are at their  mostuseful  when they give an account of the al ternat ive scenarjoswhich the present state of our knowrecrge alrows. iM";; on aIof this will be found in paper 16).

I now turn more directly to the papers in this volume. It canbe said of all of them thaf they exemplify a generot 
"quiiru.iu,napproach. By this I mean that théy do not much utilise Marshallianpartial equilibrium theory, and not that I am only 

"on...ná¿ 
,itr,equilibrium leave alone that I always postulate un ..ono-y in per-fectly competitive equilibrium. No áouut partial anarysis can arso bevery fruitful;I just do not happen to have employecl it much.

The first two papers are concerned with u .rruúr" and interestingnotion of equilibrium. One of these was written long ago (paper
1) whereas the other is more recent. when I was writinf-the latterI had not reread the former and I am now somewhat gratified tofind that they do not contradict each other; indeed,"tne rea¿erwill I hope excuse a certain amount of repetition. I am also rnoreconvinced now than I have ever been that it is of high importancethat economists should get this matter straight. For not onlyis there increasing evidence of sloppy thinking brought about bya sloppy equilibrium concept b't this failing seems"also to havebecome of some practical importance.

- There are, of corrse, those who believe that definitions andlanguage do not much matter as long as they are consistentyemployed. This seems to me quite false. Definitions used havean immediate and potent influence on the analysis whictriottows,and language has enormolls potential for good or il l. one needonly think of the use of ut-rá defi,',ition of 'exploitation,t. 
seethis. More pertinently the recent meaning given to .oiiih¡.r,,n,
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(and disequilibrium) has had quite disastrous effects. Eqr-ril ibrium
is defined as Walrasian competitive equilibrium or a rational
expectation Walrasian competitivc equilibrium. All other states
are said to be in disequilibrium. But, as I have already noted (and
argue at length in paper 2), the motivation of the definition is
largely that disequilibrium states cannot last (the implicit dyna-
mics of the deflnition). Hence it is concluded that only Walrasian
rational expectations equilibria can have ally pcrmanence which
I hope will be recognised as a substantial claim coming purely
fiom the definition. The further step that is thcn takcn is to claim
that the equilibria are stable. But that in thc literature is pure
assertion and I am at a loss to understand why it should havc
been so widely adoptcd as an axiom.

A consequence of all of this has been, for instance, to desig-
nate all economic states with Keyncsian features (e.g. involuntary
unemployment) as disequilibria with the further implication
that they wi l l ,  i f  they can cxist  at  al l ,  a lso soon disappcar.  Thosc
who have been somewhat morc sympathet ic to Kcynes and who
have bccn attempting to give his thcory more modcrn exprcssion
have none the less quitc supincly agrecd to having thcir  endeavours
cal led 'disequi l ibr ium economics' .  They have also much to their
cost gone along with thc vacuous proposit ion that thcrc could be
no Keynesian problems if pricos and wages wcre 'flexible' whcn
this in turn is translated to mean 'if priccs and wages at all times
cleared all Walrasian markcts'.Tautologics are herc givcn instru-
rnental interpretations. These are all cxamples which show that
tlefinitions and language mattcr profoundly. They arc rather fully
t l iscussed in papers 14 and 15.

My own approach discussed in the two cquilibrium papers
is to take the use which we shall want to make of thc equilibrium
eoncept into account when formulat ing i t .  That use is to make a
tlistinction between economic states which cannot last and thosc
lirr which there is no theoretical reason to expect a change. I
tlrcrefore think of equilibrium states as those in which agcnts
lerrn noth-ing new. They thereforc have a lasting policy which
sivcs thcir actions as a map from rclevant variables. Sometimcs
I rcrfcr to this policy as routine behaviour, an idea which I must
lrrrvc got l ' ronl  Schrrmpeter.  The cl¿l im I  make for this conceptual i -
srr t ion is busccl  not on i ts gcneral i ty but rathcr on thc fact that i t
r r terrr l r t t ' ly eu¡rtrrrcs thc rrsc wc al l  want to make of equi l ibr iunt
r r r r t l  so  uvo i t l s  son l t '  o l ' thc  l ronscnsc  I  h l rvc  l r l rc ¡a r ly  c lescr ibcd .  For
r r ¡ s t r n r c t ' .  l l r t ' r ' t '  t  o r ¡ l t l  l r t '  r r r r  e t ¡ r r i l i b r i r n l r  w i t l r  r i g i r l  n r o n c y  w a g e s
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(3) I hold that some notion of equilibrium is required and that the
study of equilibrium states is useful.

If a historian of thought considers these to be sufficient elements
in the making of a neo-classical economist then that is what I am.
But I am not sure that this qualifies me on Lord Kaldor's charac-
terisation or that of Marxists and neo-Ricardians.

I am not equally comfortable in my commitment to these
three elements. My conviction that ( I ) is the right approach is
pretty strong. For instance, although I have no difficulty with
the idea of class I have not been able to give meaning to ,class
interest' or the actions of a class until these interests and actions
have been located in the individual member. Again I arn quite
prepared to accept that 'the whole may differ from the sum'
but it seems only comprehensible when one starts at the level of
the individual. Then, for instance, the theory of externalities
can make for comprehension. I know too little of the philosophical
literature on 'holistic' explanation to discl.rss them conclusively.
But what I have read and what I have heard arsued leaves me
f a i t h f u l  t o ( l ) .

Element (2) is rather harder. A part of my acceptance of it is
its theoretical fruitfulness. Another is the ease in which regular
behaviour can be viewed in its light;for instance, by considering
the time costs of computation and information gathering, Simon's
satisficer does not contradict rationality. By far the largest part is
that I know of no satisfactory alternative.

But I am aware of its weakness and of its dangers. In practice
an axiom of rationality postulates a complete preordering of
alternatives and a choice which is not dominated (in pref-erence)
by another available one. but the space of alternatives could be
very general indeed and the perceived set of alternatives may not
coincide with the actual one. The result is that the theoretical
fruitfulness I spoke of requires considerable narrowing of the
meaning. For instance, in a great dcal of the literature, preferences
are only between bundles of goods consumed by the agent ancl
the set of available choices between thern is also the perceivecl
one. The dangcr of the latter is easily seen when one distinguishes
goods by datc as wcll as other characteristics and there are not
enough futures markets. The danger of the former is that it may
leave many actions unexplained; for instance. benevolent actions
or envious ones. It also seems as well established as any empirical
proposition in economics that the valuation a person places on
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some goods depends on the actions (and valuations) of others.
But the real danger is this: one is tempted to confuse the narrowed
formulation with the axiom of rationality itself. For instance,
Keynes argued that workers care about relative wages. In the
present context this amounts to the claim that the wages of
others are arguments of one particular worker's utility function.
This however has been condemned as an ad hoc procedure. Cer-
tainly it is not often considered in the current literature. But it is
no more (or less) ad hoc than any other postulate one employs
to make (2) usable, e.g. that the workers are only interested in
their own wage.

So when I  accept (2) I  mean this:  I  want the superior 'ad-
vantage' of an action to serve as its explanation. As I have argued
this cannot be accomplished without an empirically motivated
specification of the domain of preferences and of the agent's
perception of possibilities. This, of course, is hard because firm
empirical knowledge on these matters is lacking. But in many
applications it certainly seems straightforward. For instance,
whatever the domain it seems safe to say that people will want
to buy the cheaper of two identical goods which they regard as
identical and that then leads to a theory of the equalisation of
their prices. But even here information has to be specified from
'outside'. It is the concrete specification we give to preference
theory which may also make it enipirically interesting. To revert
to the example: if two identical goods continue to sell at a dif-
ferent price then I for one consider that there is something
for the theorist to explain. That is because I consider it plaus-
ible that people prefer more goods to fewer. In this I can
be wrong. I can also be wrong in the acceptance of (2) and as
I have already said I hold to it because I can see no other alter-
native of comparable power and appeal.

On element (3) I shall be brie f because two of the papers which
follow are concerned with equilibriunr. I once again, as in the case
of ( l ) ,  feel  rather secure with (3).

The notion of equilibrium is often misused and misunderstood.
For instance, in parts of America it is restricted to denote market
clearing everywherc under competitive conditions. Thus narrowly
used it loses much of its usefulness. The latter, as I say in paper 2,
seems to me to be its character as a critical point of an implicit or ex-
plicit dynamics. For instance, the competitive equilibrium gains its
intcrcst f ronr the posttr late that pr ices must changc in al l  other
s ta tcs  o f  thc  ccon< l r . l ry .  Br r t  thc rc  a rc  n rany  o ther  p laus ib lc  dy-


