
Contents

1 Goodwin Growth Cycles in a Keynes Trade Cycle Framework
and Beyond . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1
1.1 Overview . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1
1.2 Methodological Considerations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10

1.2.1 Microfoundations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11
1.2.2 Market Clearing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12
1.2.3 Rational Expectations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13
1.2.4 A Short Summary . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15

1.3 A Baseline Model of a Capitalist Economy . . . . . . . . . . . . . . . . . . . . . 16

Part I Temporary Equilibrium, Distribution-Driven Demand Cycles,
and Unbalanced Growth

2 Keynes, the “Classics,” and the “New Classics”: A Simple
Presentation of Basic Differences . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23
2.1 Introduction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23
2.2 Classical Macroeconomics . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27
2.3 A “Keynes Revolution” in the Classical Model . . . . . . . . . . . . . . . . . . 34
2.4 New Classical Macroeconomics . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39
2.5 IS-LM-Analysis as a Generalization of the New Classical Model . . . 42
2.6 Keynes’ Notes on the Trade Cycle . . . . . . . . . . . . . . . . . . . . . . . . . . . . 45
2.7 Conclusions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 49
Appendix: Wicksell’s Cumulative Process. An Intermediate Case

Between the “Classics” and “Keynes” . . . . . . . . . . . . . . . . . . . . . . . . . 51

3 After Keynes: Real Growth and (In-)Stability . . . . . . . . . . . . . . . . . . . . . 55
3.1 Introduction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 55
3.2 Basic Assumptions and Tools . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 58
3.3 Unstable Warranted Growth (Harrod) . . . . . . . . . . . . . . . . . . . . . . . . . . 64
3.4 Stable Depressions (Domar) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 69
3.5 Stable Full Employment Growth (Solow) . . . . . . . . . . . . . . . . . . . . . . . 72

ix



x Contents

3.6 Harrodian Instability in the Neoclassical Growth Model (Nikaido) . . 76
3.7 The Keynesian Trade Cycle Model (Hicks) . . . . . . . . . . . . . . . . . . . . . 80
3.8 Three Types of Economic Regulation (Phillips) . . . . . . . . . . . . . . . . . 86
3.9 Conclusions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 93
Appendix: Nonlinear Approaches to Multiplier–Accelerator Analysis . . . . 94

4 Distributive Stability by the Reserve Army Mechanism: Marx’s
Contribution . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 107
4.1 Marx’s Point of Departure: The Classical Theory of Capital

Accumulation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 107
4.2 Marx’s Critique of the Classical Theory of Accumulation . . . . . . . . . 110
4.3 Goodwin’s Distributive Growth Cycle Model . . . . . . . . . . . . . . . . . . . 114

4.3.1 A Simple Synthesis of the Goodwin–Solow Type . . . . . . . . . 118
4.3.2 A Simple Goodwin–Harrod Synthesis . . . . . . . . . . . . . . . . . . . 121

4.4 A Simple Completion of the Goodwin Growth Cycle Model . . . . . . . 124
4.5 Government Stabilization Policies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 130
4.6 Independent Investment Behavior and Stabilization Problems . . . . . . 134
4.7 The Nonequivalence of Classical and Keynesian

Stabilization Policies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 140
4.8 Conclusions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 143
Appendix: Stability Analysis . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 145

5 Inflation, Stagflation, and Disinflation: Friedman – or Marx? . . . . . . . 149
5.1 Introduction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 149
5.2 A “Monetarist Baseline Model” . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 152
5.3 Conflict About Income Distribution and the “Natural”

Unemployment Rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 161
5.4 A Classical Modification of the “Baseline Model” . . . . . . . . . . . . . . . 166
Appendix: A Neo-Keynesian Analysis of Economic Depressions . . . . . . . 173

Part II Conventional AD-AS Analysis: A Reconsideration

6 Keynesian Monetary Growth Under Adaptive Expectations . . . . . . . . . 187
6.1 Introduction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 187
6.2 Walrasian Price Adjustment in Keynesian Macrodynamics? . . . . . . . 189
6.3 Effective Demand as a Device for Simplifying Properly Specified

Keynesian Dynamics . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 193
6.4 On the Short-Run Instability of Full Employment Positions . . . . . . . 197
6.5 On the Instability of Long-Run Full Employment Equilibrium . . . . . 206
6.6 Conclusions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 221
Appendix: Wage Dynamics in a Depressed Economy . . . . . . . . . . . . . . . . . 223

7 A Classical Revolution in Keynesian Macrodynamics? . . . . . . . . . . . . . . 229
7.1 Introduction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 229
7.2 Keynesian Monetary Growth Under Myopic Perfect Foresight . . . . . 231
7.3 AD-AS and Macroeconomic Performance Under Myopic Perfect

Foresight . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 236



Contents xi

7.4 On the Relevance of the AD-AS Rational Expectations Model . . . . . 241
7.5 A “Classical” Villain in the Keynesian Spectacle? . . . . . . . . . . . . . . . 244
Appendix: On the Stability of Models of Money and Growth . . . . . . . . . . . 254

Part III Matured Keynesian AD-AS Analysis and Beyond

8 Keynesian AD-AS, Quo Vadis? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 267
8.1 Introduction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 267
8.2 Keynesian AD-AS: New or Matured? . . . . . . . . . . . . . . . . . . . . . . . . . . 268
8.3 The Deterministic “Skeleton” of New Keynesian

AD-AS Modeling . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 270
8.4 Keynesian AD-AS Dynamics with Sluggish Price-Quantity

Adjustment Processes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 277
8.5 The 3D Core Dynamics: Some Stability Results . . . . . . . . . . . . . . . . . 285
8.6 Estimation and Simulation of the Model . . . . . . . . . . . . . . . . . . . . . . . 289
8.7 Numerical Investigation of the Model . . . . . . . . . . . . . . . . . . . . . . . . . . 294
8.8 Conclusions and Outlook: E pur si muove . . . . . . . . . . . . . . . . . . . . . . 299
Appendix: Stability Proofs and the Occurrence of Hopf Bifurcations . . . . 301

9 Keynesian DAD-DAS Modeling: Baseline Structure and Estimation . . 305
9.1 Introduction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 305
9.2 Contemporaneous Keynesian AD-AS Modeling . . . . . . . . . . . . . . . . . 306
9.3 A Baseline Keynesian D(isequilibrium)AD-D(isequilibrium)

AS Model . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 307
9.3.1 The Goods and Labor Markets . . . . . . . . . . . . . . . . . . . . . . . . . 307
9.3.2 The Wage-Price Dynamics . . . . . . . . . . . . . . . . . . . . . . . . . . . . 308
9.3.3 Monetary Policy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 312

9.4 Econometric Analysis and Evaluation of the Model . . . . . . . . . . . . . . 314
9.4.1 Data Description: The US Economy and the Eurozone . . . . . 315
9.4.2 Estimation of the Feedback Channels of the Model . . . . . . . . 319

9.5 Conclusions and Outlook . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 323
Appendix A: 4D Feedback-Guided Stability Analysis . . . . . . . . . . . . . . . . . 324
Appendix B: Wage Dynamics: Theoretical Foundation . . . . . . . . . . . . . . . . 327
Appendix C: Price Dynamics: Theoretical Foundation . . . . . . . . . . . . . . . . 328
Appendix D: Business and Long Phase Cycles in Inflation and Income

Distribution . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 329

10 Modeling Our Future: Flexicurity Capitalism . . . . . . . . . . . . . . . . . . . . . 335
10.1 From Marx’s Law of Capitalist Accumulation to Schumpeter’s

Competitive Socialism and Beyond . . . . . . . . . . . . . . . . . . . . . . . . . . . . 335
10.2 Flexicurity: A Spectre is Haunting Europe . . . . . . . . . . . . . . . . . . . . . . 341
10.3 Dynamics: Stable Balanced Reproduction . . . . . . . . . . . . . . . . . . . . . . 346
10.4 Educational Systems: Basic Structures and Implications . . . . . . . . . . 349
10.5 Education, Equal Opportunities, and Life-Long Learning . . . . . . . . . 352

10.5.1 The School System . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 353
10.5.2 Tertiary Education, Lifelong Learning,

and Equal Opportunities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 355



xii Contents

10.6 Pension Funds and Credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 357
10.6.1 Accounting Relationships . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 357
10.6.2 Investment and Credit Dynamics in Flexicurity Growth . . . . 360

10.7 Flexicurity and the Keynesian Trade Cycle . . . . . . . . . . . . . . . . . . . . . 363
10.8 Schumpeterian Creative Destruction in Flexicurity Capitalism . . . . . 368
10.9 Conclusions and Outlook . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 373
The M-K-S System. The Functioning and Evolution of Capitalism

(by Richard M. Goodwin) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 376

Mathematical Appendix: Some Useful Theorems . . . . . . . . . . . . . . . . . . . . . . . 383

References . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 391



http://www.springer.com/978-3-540-87931-2


