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Abgtract

In neo-Kaleckian growth theory, growth isdemand-led becauise both the rates of accumulation
and profit are influenced by an independent (of saving behaviour) investment function. Asdiscussed
by Robinson (1962), Asimakopulous (1991, chpt.8) and Lavoie (1992, p.286), the structure of this
investment function is properly conceived as being influenced by the state of long-run expectations
(SOLE), in an environment in which expectations are formed under conditions of fundamental
uncertainty.

However, the canonical mode in contemporary neo-Ka eckian growth theory isessentially a
static equilibrium model (see, for example, Blecker (2001) for asurvey). It describes the existence
and stability of equilibrium rates of accumulation and profit determined by exogenoudy given data. It
is not obvious that this methodology is consistent with the view that the structure of the investment
function is influenced by firms= SOLE and that macrodynamic processes occur in historical time
(Asmakopulous, 1991, chpt.8).

The purpose of this paper, then, istwofold. First, variationsin the SOLE are introduced into
the adjustment dynamics of neo-Kaeckian growth theory. Thistransformsthe canonica neo-Kdeckian
model from atraditional equilibrium model (in which equilibrium outcomes are defined and reached
independently of the path taken towards them) into one in which outcomes are path dependent and the

rate of growth is conceived as being determined by sequential processesunfolding in historica time. It

isshown that thismodel is capable of generating growth cyclesrather than a steady state growth rate



(asin the canonical modd!).

Second, one of the main results of neo-Kaleckian growth theory - the paradox of costs,
according to which increases in wages raise the rates of accumulation and profits - is re-examined.
The sengtivity of thisresult to the precise form of theinvestment functioniswell known (Marglinand
Bhaduri, 1990; Blecker, 2001). The purpose hereisto re-think the question asto whether growthis
wage-led or profit-led in light of the assumed variability in firms= SOLE. In particular, it is shown
that in both wage-led and profit-led growth environments, the potentia for changesin the state of long
run expectations makes it harder to generate faster growth by re-distributing income towards
wages/profits, but reinforces the negative growth consequences of re-distributions towards
profitswages. In other words, regardless of whether growth iswage- or profit-led, the variability of
firms= SOLE makes it harder to increase and easier to decrease the growth rate through the re-

distribution of income.
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