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“The great ideology-bearing concept
in the General Theory is
Full Employment itself.” (Robinson, [1962a] 1964, p. 85)

Introduction

It is well-known that, soon after the publication of The General Theory,
Maynard Keynes expressed dissatisfaction with his treatment of the concepts of
"involuntary unemployment" and "full employment" in chapter 2 of his book. In
replying to Jacob Viner's (1936) critical review, Keynes ([1937] 1973, p. 110)
agreed that "this part of my book is particularly open to criticism". Keynes's
analysis of the labour market was also extensively criticized at the time by some
young economists at Cambridge: David Champernowne (1936), who was a for-
mer supervision pupil of his, and Joan Robinson (1937a), who played a major
role in the famous "Cambridge Circus" in the early 1930s. In contrast to Viner
(and to the negative reactions put forward in Cambridge by D. H. Robertson and
A. C. Pigou; see Presley, 1986), Champernowne and Robinson very much en-
dorsed the analytical framework of The General Theory, but they diverged, albeit
for different reasons, from Keynes's approach to the dynamics of money and real
wages.

One of the corollaries of Keynes's (1936) treatment of the concept of full
employment is the absence of a conflict between relatively high employment (at
more than minimum unemployment) and price level stability. Although Keynes
referred to the effects of higher levels of activity on higher price and money-wage
levels (which he called "semi-inflation"; see 1936, p. 301), the notion that a high
level of employment in the transition to minimum unemployment could be associ-
ated with a positive rate of change of prices and money-wages was foreign to his
thought at the time of writing The General Theory (see Phelps, 1968, p. 679;
Kahn, 1978, p. 554; Harcourt, forthcoming, p. 306). According to Keynes (op.
cit., p. 303), a condition of "true inflation" would result from the attempt to ex-

pand effective demand beyond the point of full employment, defined as an upper
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limit decided by the equality between the real wage and the marginal disutility of
employment (ibid, pp. 15-16, 26, 303). The full-employment level of unemploy-
ment was described by Keynes (pp. 6, 15) as "voluntary" and "frictional", and
presumed to be independent of aggregate demand.

Champernowne and Robinson disputed, on distinct grounds, the assump-
tions about money-wage behaviour made by Keynes in his discussion of the twin
notions of full employment and involuntary unemployment. Champernowne
(1936, p. 202) suggested that Keynes’s assumption that workers are more sensi-
tive to changes in money-wage rates than to changes in prices only applies in the
very short run. As time goes by, workers realize that prices are changing and ad-
just their money-wage claims accordingly. When there are no unanticipated price
changes, the economy will settle at the "basic rate of unemployment" decided by
the equilibrium between the curves supply and demand of labour written as func-
tions of real wages only. Champernowne pointed out that real wages will move in
the same direction as money-wages only if aggregate demand changes in the
process. A crucial element in his analysis, as we shall see below, is the argument
that the central bank will eventually change the rate of interest as a reaction to
accelerating inflation (and deflation) when the unemployment rate diverges from
its basic level, which will turn movements in money-wages into corresponding
movements in real wages and bring employment back to its "basic" level.

Robinson (1937a, first essay), on the other hand, rejected Champernowne's
"money illusion" premise, as well as Keynes’s (1936, p. 14) assumption that
workers are basically concerned with relative wage rates. Instead, she put for-
ward the notion of lower and upper "critical levels" of employment at which
money-wages respectively fall and rise, according to the bargaining power of
trade unions. At employment levels higher than the upper critical level (but still
lower than the point of full employment), there will be a progressive rise of
wages and prices with a constant level of employment. The rate of inflation will
increase if the economy moves to a higher level of activity. This process will be
accompanied by falling real wages, as the existence of a contingent of unem-

ployed workers constrain the trade unions from putting in claims for higher
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money-wages to the same extent as the price rise. This changes when the point of
full employment is reached, not because there is a critical point at which real
wage ceases to cover the marginal disutility of labour as Keynes would have it,
but on the grounds that the demand for higher money-wages becomes gradually
more successful as employment increases, until all obstacles from the side of la-
bour to a rise in money-wages disappear at the point of full employment. The
climax of Robinson's essay on "Full Employment" is the analysis of what pre-
vents the amount of employment decided by the level of effective demand from
expanding beyond the limit set by the available supply of labour. She argues
(1937a, pp. 15-24) that, if the rate of interest is set below its full-employment
level, an ensuing process of accelerating inflation will eventually induce the cen-
tral bank to bring the rate of interest back to its original level, which has some
similarities with Champernowne’s argument. Robinson draws the conclusion that
full employment is not a feasible goal of economic policy, since it is associated
with "acute instability of prices" created by any slight miscalculation in the up-
ward direction. The introduction of imperfect mobility of labour into the picture
(which is not touched upon by Champernowne) does not change her main results,
as she dismissed Keynes’s distinction between the so-called "frictional unem-

ployment" and unemployment caused by low effective demand.

Real wages and the level of employment

David Champernowne’s 1936 comparison between the "classical" and the
"Keynesian" analysis of unemployment was one of the first attempts to interpret
The General Theory using equations and diagrams. As recalled by Champer-
nowne, the paper was based on Keynes’s lectures and supervisions in Cambridge
from October 1933 to June 1935, and was submitted to the Review of Economic
Studies a few months before the publication of Keynes’s book (Young, 1987, pp.
82-83; on Keynes’s lectures between 1932 and 1935 see Rymes, 1989)'. The

opening sentences of Champernowne (1936, p. 201) state that the “fundamental

' See Cowell (1987) for biographical information on Champernowne (born 1912).
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difference” between Keynes’s (1936) analysis of employment and the classical
formulation of Pigou (1933) is that while the latter assumes that wage bargains
between firms and workers determine the real wage rate, the former argues that
these bargains can only succeed in determining the money-wage. According to
Champernowne (pp. 202 and 204), Keynes put forward two "waves of attack" on
the classical system. The first one is the suggestion that the amount of labour
supplied is a function not only of the real wage rate, but of the money-wage also,
so that "labour's policy with regard to the level of real wages can always be neu-
tralised by changes in the cost of living". The second wave of Keynes’s attack is
the demonstration that a change in money-wages will not lead to a change in real
wage rates in the same direction, unless the rate of interest moves in the same
direction as money-wages (cf. Keynes, 1936, pp. 10-12, 265-66, 275). Champer-
nowne finds Keynes’s second attack "convincing", but claims that labour's con-
cern with the money-wage rather than the real wage is only a "temporary phe-
nomenon".

The explanation given by Champernowne (p. 202) of money-wage sticki-
ness in the short run is based on the existence of contracts made on the expecta-
tion of a stationary cost of living and on the workers’s habit of thinking in terms
of the price level of the past. An unexpected rise of the price level will, therefore,
shift the “real supply curve for labour” rightward at every real wage rate, causing
a reduction of real wage rates (since money-wages increase less than the rise of
prices) and a higher employment level. An unexpected fall of the price level will
have symmetrical short run effects on real wages and employment (cf. p. 215,
bottom). But these are temporary effects, since workers will eventually repair
their "oversights" of recent changes in the cost of living and will demand a
money-wage that ensures them the desired real wage at present prices, which
means that the "real supply curve for labour" will shift back to its original posi-
tion. Champernowne implicitly assumes that the real demand curve for labour is
not affected by price changes, since entrepreneurs's expectations of future prices
are supposed to be correct (cf. Keynes, op. cit., ch. 5, and note 4 below). The

real wage rate that workers would demand if they forecast future prices correctly



(that is, under Champernowne’s assumptions, if the price level had been station-
ary) is called the "basic real wage", and the corresponding unemployment level is
the "basic unemployment" rate (p. 203). Since Champernowne implicitly assumes
perfect mobility of labour and the absence of search in the labour market, his
"basic unemployment" is the difference between the given labour force and the
effective labour supply at the basic level of real wages, that is, voluntary unem-
ployment.?

Actual unemployment will be below or above basic unemployment de-
pending on whether the price level is, respectively, rising or falling. Champer-
nowne (p. 204) calls "monetary unemployment" the excess of actual unemploy-
ment over basic unemployment, and symmetrically for "monetary employment".
He states in a footnote that the concept of monetary unemployment is "copied
from Keynes’s 'involuntary unemployment', but differs from that concept". The
difference, of course, is that while Keynes’s (1936, p. 15) concept describes
movements off the labour supply curve and situations of excess supply in the la-
bour market, Champernowne has in mind points of (short run) equilibrium of the
labour market corresponding to different positions of the labour supply curve.
Champernowne might have been inspired by Keynes’s definition of involuntary
unemployment in terms of price level rise, but, as he realized, the analytical con-
structions are essentially distinct from each other.” One important difference is
that Keynes’s (ibid) definition of "full employment" as a fixed upper limit de-
scribed by the absence of "involuntary unemployment" is quite far from Cham-
pernowne’s concept of "basic unemployment”, for in a situation of "monetary

employment" the economy will be above the level given by the basic rate (this is

®> As noticed by Darity and Young (1995, p. 15), Champernowne’s basic rate is reminiscent

of Milton Friedman’s concept of the “natural rate of unemployment”. However, Champer-
nowne usually associated his basic rate with a constant and correctly anticipated price level,
instead of constant and correctly anticipated rate of inflation as in Friedman. Besides, also
in contrast with Friedman, Champernowne did not relate his basic rate to the degree of la-
bour mobility. In any event, job search is mentioned by Friedman but hardly articulated in
his framework.

“Men are involuntary unemployed if, in the event of a small rise in the price of age-goods
relatively to the money-wage, both the aggregate supply of labour willing to work for the



explained, of course, by rightward shifts of the labour supply caused by unantici-
pated rising prices).* Furthermore, Champernowne pointed out that the actual rate
of unemployment will diverge from the basic rate only temporarily, for workers
will tend to repair their "oversights" of recent changes in the price level. The dy-

namics of this process is an important feature of Champernowne’s framework:

A period of monetary unemployment is likely to cause falling money-
wages and ... a period of monetary employment is likely to cause ris-
ing money-wages. In so far as we can assume that rising and falling
money-wages will respectively cause rising and falling real wages,
we may conclude that a period of monetary employment contains the
seeds of its own destruction in the form of a tendency for real wages
to rise, whereas a period of monetary unemployment has in it the
seeds of its own destruction, in the shape of a tendency for real

wages to fall (1936, p. 204; italics added).

The conditions for real wages to move in the same direction as money wages are
discussed in the next section.

Joan Robinson’s 1937 Essays "represent an attempt to apply the princi-
ples" of The General Theory to a number of problems, as she explains in the
foreword dated October 1936. While she later came to change her opinion about
the treatment given to some topics (most notably, the chapter on the "Long-
Period Theory of Employment"), the essay on "Full Employment" remained the
analytical basis for her discussion of the subject throughout the following dec-
ades. The essay was reprinted (together with other essays from the 1937 book,
on "Disguised Unemployment" and "Exchange Rates") in volume IV of her Col-

lected Economic Papers (Robinson, 1951-1980, vol. IV, pp. 176-98), preceded

current money-wage and the aggregate demand for it at that wage would be greater than
the existing volume of employment” (Keynes, 1936, p. 15; original in italics).

It should be noted that Keynes (op. cit., p. 290) mentioned as an aside that entrepreneurs
may be deluded by rising prices into increasing employment beyond the profit-maximization
level, for they may mistake them for rising relative prices. This adumbration of Lucas’s
well-known “surprise supply function” can be found in Robertson (1915; see Boianovsky
and Presley, 1998), who might had been Keynes’s source on that.



by an "Introduction" where Robinson recalls that Keynes read the draft and that
she “cut out anything that I could not persuade him was correct; it can be taken
that he accepted my amendment to his definition of full employment” (p. 174).
The correspondence between Keynes and Robinson concerning her Essays has
since become available as part of volume 14 of Keynes’s Collected Writings
(Moggridge, 1973, pp. 134-148).° Keynes wrote in a letter of 5 October 1936
that “I like very much indeed the section on full employment and think your
treatment is a considerable improvement”, and suggested that the book should
open with the full employment essay, a suggestion that Robinson followed up.
Keynes’s increasing concern in the late 1930s and in the 1940s with the prospect
of inflation at near-full employment attested to the influence of Robinson in this
regard (see Kahn, 1978, pp. 555-57).

The opening section of Robinson’s “Full Employment” essay is an attempt
to explain why “a fall in real wages, accompanied by an increase of employment,
is more universally and strenuously resisted [by trade unions] if it is offered in the
form of a cut in money-wages than if it is brought about by a rise in prices”,
which appears to be “inconsistent” behaviour (1937a, pp. 3-4). She dismisses
both Keynes’s (1936, pp, 12-14) hypothesis that trade unions are essentially con-
cerned with relative wages instead of the general level of real wages, and
Pigou’s (1933, pp. 294-96) suggestion that, although trade unions stipulate for a
real wage, they only realise after a lapse of time that a rise in prices brings about
a decline in real wages. Keynes and Pigou offer interpretations “of trade union
psychology” which are both “dubious and unnecessarily complicated”.® In this
connection, she refers to Champernowne (1936) as consistent with the “Pigovian
school”. The main flaw of Champernowne’s paper, however, is not, according to
Robinson, his assumption of money illusion per se, but his failure to distinguish

between real wage rates and real earnings. Champernowne’s “representative

The correspondence between Keynes and Champernowne reproduced in Moggridge (1973,
pp- 59-66) deals basically with Champernowne’s interpretation of chapter 17 of The Gen-
eral Theory, without any reference to Champernowne (1936).



worker” (1936, p. 202) should represent both the employed and the unemployed,
and, since the real income of unemployed workers will rise as employment in-
creases, the real income of the “representative worker” will rise, not fall, as out-
put increases (Robinson, 1937a, p. 4, n. 2; cf. Keynes, 1936, pp. 13 and 277, for
a similar criticism of Pigou). Instead of the explanations put forward by Keynes
and the “Pigovian school”, Robinson advances the notion that, since trade unions
“can only deal in terms of money wages”, they demand a rise and resist a cut
“whenever they feel strong enough to do so”, that is, according to their “bargain-
ing power” decided by the level of employment.

Movements of the level of money-wages result primarily from movements
of employment, while the level of employment decides whether the money-wage

movement is upwards or downwards:

It is plausible to say, in a general way, that in any given conditions of
the labour market there is a certain more or less definite level of em-
ployment at which money wages will rise, and a lower level of em-
ployment at which money wages fall. Between the two critical levels

there will be a neutral range within which wages are constant (1937a,

p. 7).

Changes in the price level in itself (that are not a symptom of an increase in em-
ployment) affect the money-wage level through their effect on the bargaining
power of trade unions. A price rise operates as a shift variable on the supply and
demand for labour curves (as function of money-wages), which changes the level
of employment and, thereby, the money-wage. From this perspective, the rate of

price change is not an additional variable (to the rate of unemployment) in the

®  See also Robinson (1951-1980, vol. V, pp. 201-02) and Robinson and Wilkinson (1985, pp.
93 ff) for similar critical comments on the classical and Keynes’s assumptions, respectively,
regarding money-wage dynamics.

Solow (1976, pp. 3-4) quotes that passage as evidence of adumbration of the Phillips curve
trade off by Robinson. It is worth noting that Robinson herself noticed the similarity with
Phillips in her 1973 address on “What Has Become of the Keynesian Revolution?” (Robin-
son, 1951-1980, vol. V, p. 174) and criticized Phillips for relating changes in money-wages
to the level of unemployment, instead of changes in unemployment. However, this is not a
fair criticism of Phillips (cf. Phillips, 1958, p. 290).
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determination of changes in nominal wages. As pointed out by Santomero and
Seater (1978, pp. 509-10), only anticipated price changes can be validly added to
the rate of unemployment to explain money-wage dynamics. Hence, Robinson
(pp- 5-6; 9) is consistent in her treatment of “movements in the cost of leaving as
merely one element in [the trade unions’s] bargaining position” (cf. Lipsey’s
[1960, pp. 8-11] suggestion that a price variable should be added to the original
Phillips equation without any mention of price expectation, and the criticism by
Santomero and Salter, op. cit.). The impact of expected price changes on labour
supply decisions can be found in Champernowne (1936), as we saw above, but
was not fully developed.

The influence of a contingent of unemployed workers on money-wage dy-
namics is an important feature of Robinson’s analysis of the labour market
(1937a, pp. 6-9). An increase of effective demand is usually accompanied by fal-
ling real wages of employed workers as the price level rises, which will affect
positively their claims for higher money-wages. On the other hand, previously
unemployed workers “would prefer not to open the question of money wages”
and to take advantage of the increase in their real earnings. As the level of em-
ployment goes up the influence of employed workers on the trade unions’s strat-
egy (which are supposed to express the interests of the “representative worker”)
increases and they gradually demand higher money-wages (as pointed out by
King, 1996, p.166, this is reminiscent of the “insider-outsider” theory of the la-
bour market). When employment is constant and above its “critical level”, wages
and prices will rise continuously at the same rate, but “the existence of unem-
ployed workers anxious to find jobs exercises a drag upon the trade unions and
the rise in money wages will be slight and gradual”, which explains the apparent
“paradox” that increasing employment is accompanied by falling real wages even
when trade unions are able to obtain higher money wages.

As Robinson (p. 10) points out, one of the assumptions behind her study of
the labour market is the notion that workers do not underbid each other for jobs.
The “technology of exchange” (see Howitt, 1988, pp. 150 and 157) is such that

job offers are made by firms at a set of “contact points” and workers must sample
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the points to find a job. Although unemployed workers may have some influence
inside the trade unions, they do not, outside trade unions, compete directly with
employed workers, which means that their chances of getting a job depend on an
increase of labour demand by firms, not on offering lower money-wages (cf.
Chick, 1983, p. 145). Under these circumstances, unemployed workers are
searching for employment and the amount of involuntary unemployment is ‘“the
amount of work which, in existing conditions, the population is willing but unable
to perform” (Robinson, p. 11). This is not the same as Keynes’s definition
(quoted in note 3 above), since it identifies the whole amount of unemployment
as “involuntary”, instead of classifying into different categories (involuntary, vol-
untary and frictional) as in chapter 2 of The General Theory. Unemployment that
is due to wage inflexibility by trade unions is part of “voluntary unemployment”
in Keynes (1936, p. 19), while the meaning given by Robinson to “involuntary
unemployment” is consistent with the use of the term by other Cambridge
economists in the past (see Corry, 1996, p. 19; cf. Robertson, 1915, p. 209).
Robinson made it clear in a letter to Keynes in October 1936 that “I tried to get
rid of” the idea of voluntary unemployment in the essay on full employment
(Moggridge, op. cit., p. 140).

In a perfectly competitive labour market - that is, one with no trade unions
and perfect mobility - the two “critical levels” described above coincide at the
point of full employment. There would be no trade-off between employment and
inflation, since money-wages would be falling all the time if unemployment were
positive, and would “rise abruptly” if full employment were reached (Robinson,
p. 10; cf. Lipsey, 1978, pp. 59-60). Robinson investigated “frictional unemploy-
ment” in detail in her second 1937 essay on “Mobility of Labour”, where she cri-
tized the view that one can distinguish between unemployment provoked by low
effective demand on one side, and caused by “frictions which prevent workers
from moving from place to place or from trade to trade in search of employment”,
on the other (p. 40). That distinction is decisively marred by the fact that the
“strength of the frictions” depends on a great extent upon effective demand itself,

since the searching time will be lower when effective demand is high (ibid.; cf.
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Howitt, op. cit., and the rest of the “search-externalities™ literature developed in
the 1980s, which, in contrast with the “reservation-wage” approach of the 1970s,
is consistent with involuntary unemployment). The problem of immobility arises
when changes in the production pattern, brought about by changes in tastes and
techniques, are not, because of the monopsony power of firms in the labour mar-
ket, accompanied by corresponding changes in relative wages. Under these cir-
cumstances, there will be unfilled vacancies in some industries and unemployed
workers searching for jobs in others, which is the “only proper sense for fric-
tional unemployment” (letter of 16 October 1936 to Keynes; Moggridge, op. cit.,
p. 139; see also Robinson, 1937b, pp. 42-43; 1962a, p. 88). The close relation
between vacancies and monopsony power pointed out by Robinson has been
confirmed in modern models of the labour market (see the survey by Johnson and
Layard, 1986, p. 966). A removal of frictions in this case leads to higher em-
ployment levels only to the extent that the ensuing reduction of monopsony prof-
its is accompanied by lower savings and, therefore, by a rise in effective demand
(Robinson, 1937a, pp. 42-43). The upshot is that the identification of “full em-
ployment” with “frictional unemployment” suggested by Keynes (1936, p. 6) is

not valid:

It seems preferable to say that full employment, in a precise sense,
can never be attained so long as frictions exist, rather than to use
“full employment” in an imprecise sense in which it can be said to be
attainable, such unemployment as remains being vaguely attributed to

frictions (Robinson, 1937a, p. 58).8

Keynes reacted positively to Robinson’s criticism, but wrote that “I still disagree
a little about frictional unemployment”. While finding Robinson’s treatment of

the topic “very helpful and stimulating”, he pointed out that “I still consider that

® Many years later, in her Economic Philosophy, Robinson, under the influence of Karl Pop-

per, changed her mind on the necessity of precision in scientific concepts. She claimed in-
stead that “in the scientific sphere vagueness is more scientific than precision” ([1962a]
1964, p. 85) and suggested that, in contrast with Keynes’s attempted definition, “full em-
ployment is bound to be a vague conception”. See also Harcourt, 1990, p. 419.
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it is a necessary concept to which it is possible to give a useful interpretation”
(letter of 5 November 1936; Moggridge, p. 142).

The “precise” description of full employment as frictional unemployment
is necessary if it is assumed that unemployment always tends to its full-
employment level, as in the “classical system of analysis”. But this is not the case
if full employment is regarded merely as the final upper limit to the expansion of
employment, for approximations to it are simply a “matter of degree”, as she ex-
plains on p. 57, n. 2. The view that the difference between trade unions’s behav-
iour below and at full employment is also only a “matter of degree” is behind
Robinson’s rejection of “Mr. Keynes’s psychological interpretation of full em-
ployment” (1937a, p. 39, n. 3). She dismissed on two grounds Keynes’s defini-
tion of full employment as the point at which the falling real wage becomes equal
to the marginal disutility of labour on the labour supply curve and workers, there-
fore, refuse to supply more labour. The first ground, which is discussed in the
section after the next one, has to do with Keynes’s assumption that the labour
supply curve has positive elasticity in relation to the real wage rate, and is not
essential (Robinson assumes on p. 12, just to “simplify the argument”, that the
labour supply has zero elasticity in the relevant range). The second, and crucial,
objection to Keynes’s definition is that “there is no need to postulate a critical
psychological point at which the real wage ceases to cover the disutility of la-
bour”. When all the workers in the effective labour force are employed, real
wages will stop falling, since “there is no longer anyone whose interest lies in
refraining from asking for higher money wages when a further rise in prices takes
place” (p. 13; this rules out Champernowne’s hypothesis that ex-post real wages
may fall, even if real wages anticipated by workers do not). Robinson concedes
to Keynes that as effective demand increases and real wages fall, the demand for
higher money wages is intensified and the threat of trade unions to withdraw la-

bour becomes more powerful, but

It is merely a matter of degree. The demand for higher money wages

is made with growing success as employment increases and when
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full employment is reached it becomes overwhelmingly strong. The
point of full employment is the point at which every impediment on

the side of labour to a rise in money wages finally gives way (p. 13).

Thus, instead of Keynes’s “psychological” interpretation, Robinson puts forward
what we may call a “market” interpretation of full employment (assuming away
for now imperfect mobility of labour). The consequences of this new definition

for economic policy is dealt with in the concluding section.

Full Employment and Inflation Acceleration

Both Champernowne and Robinson endorsed Keynes’s view that a
change in money-wages, for a given state of effective demand, leads to a corre-
sponding change in prices without any effect on employment and real wages.
Champernowne eventually played a key role in convincing Pigou that this was an
essential element of Keynes’s framework (see the correspondence between
Keynes and Pigou of December 1937 reproduced in Moggridge, op. cit., pp. 265-
66). In the context of his 1936 article, “the demand of labour for a certain real
wage can only make itself effective in so far as it influences the attitude of the
monetary authority and its manipulation of the rate of interest” (p. 204).” Starting
from a position of “monetary employment” - caused, as we saw above, by a tem-
porary inability of workers to realize that prices have gone up - Champernowne
argues that workers will demand higher money wages as their “oversight” is
gradually repaired, which will lead to a rise in the price level in the same propor-
tion. Workers will react by demanding another rise in money-wages, which will
be accompanied by another rise in prices; and so on. According to Champer-
nowne (p. 205), this steady rate of inflation will accelerate, since the “bargaining
power” of the representative worker increases as he becomes more confident in

his ability to raise his money-wage and, more importantly,

? The criticism by Darity and Young (1995, p. 16) that Champernowne did not realize that

money-wage reductions would not affect the real wage is, therefore, unwarranted.
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The speed with which he will revise his demands in the face of in-
creases in the cost of living will become greater the more accustomed
he becomes to the danger of his real wage being reduced by the rise
in the cost of living. We see that a period of monetary employment
will be accompanied not merely by rising money-wages and prices,
but moreover by money-wages and prices rising at a rapidly in-

creasing rate (p. 205; italics added).

This is, of course, reminiscent of the famous accelerationist result of the “natural
rate of unemployment hypothesis” formulated by Milton Friedman (1968) and
Edmund Phelps (1968). The only way to keep the rate of unemployment below
its equilibrium or “basic” level is by increasing the rate of inflation. As in Fried-
man and Phelps, the mechanism behind acceleration is the (not fully developed)
assumption that workers form their expectation of price increase based on past
rise in prices, that is, adaptative expectations. Furthermore, Champernowne sug-
gests in the passage quoted above that the length of wage contracts is reduced as
workers become more aware of the price increase process, which contributes to
the acceleration of the inflation rate.

The acceleration process will eventually and indirectly bring about an in-
crease in real wages, since the monetary authority “would be forced to put a stop
to it” (p. 205) by means of a higher rate of interest. However, since the action of
the central bank is not anticipated, there would probably be an overshoot, with
real wages rising “sharply” and the amount of employment falling below the level
corresponding to “basic unemployment”. The argument for the case of “monetary
unemployment” is similar: the process of falling money-wages and falling prices
“is likely to become accelerated as labour becomes more disorganised by the de-
pression, and as employers get more desperate and more confident in their power
to cut money-wages” until eventually “the lunacy of the situation will be real-
ised” and the monetary authority puts an end to the deflationary process, which
leads to a reduction of the real-wage rate. Interestingly enough, in contrast with

the inflationary process, the acceleration of price fall is not explained by defla-
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tionary expectations of workers, but by the effects of a persistently low level of
employment on their bargaining power.

The upshot is that periods of monetary employment or of monetary unem-
ployment are not likely “to last for very long”, so that actual unemployment os-
cillates around the level of basic unemployment, which corresponds to the “trend
value” of unemployment. Based on that, Champernowne (p. 206) suggests that
the “ordinary tools of classical analysis” should be used when trend variables are
the object of investigation and the assumption can be made that the amount of
unemployment is not affected by the price level (pp. 206-9). The main tool of
classical analysis is the “real supply curve of labour”, which may be a useful
concept to estimate the trend of unemployment and of the interest rate, “provided
that the monetary authority does not allow labour to be misled by too long peri-
ods of rising or falling cost of living” (p. 216). Classical analysis will not do,
however, if the rate of interest - because of scarce investment opportunities or
money hoarding caused by fragile expectations of entrepreneurs - cannot be re-
duced sufficiently to avoid falling prices and monetary unemployment.

Inflation acceleration is also conspicuous in Robinson’s investigation of
the working of the economy under conditions of excess demand for labour, or
“scarcity of labour” (1937a, p. 14). “At first sight it appears that there is nothing
to prevent” effective demand from being so high that “the appropriate amount of
employment lies beyond the limit set by the available supply of labour”. Under
these circumstances, “something must occur to prevent employment from ex-
panding any further, but it is not immediately obvious how this comes about”
(ibid, p. 15; cf. 1952, p. 129, where she pointed out that “it is by no means obvi-
ous through what mechanism full employment can bring a boom to an end”). A
similar problem was discussed by Keynes (op. cit., p. 289), and his solution -
based on the definition of full employment criticized by Robinson - is that prices
and money-wages rise in the same proportion, given the equality between (the
now constant) real wage and the marginal disutility of labour. This process of
“true inflation” increases the transactions demand for money, which leads to a

higher rate of interest and prevents expenditure from overshooting the point of
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full employment. Keynes concludes that the rate of interest “cannot be in equilib-
rium at a level below the rate which corresponds to full employment” (p. 202;
italics in the original). As noticed by Hawtrey (1937, p. 455) in his review of the
Essays, Robinson followed Keynes up in her search for the mechanism that
would bring the rate of interest back, but she found it in the acceleration of infla-
tion, instead of a given rate of inflation as in Keynes. '

Robinson’s treatment of the effects of a reduction of the rate of interest in
full employment is reminiscent of the well-known “cumulative process” of Knut
Wicksell ([1898] 1936), which had just been translated by Richard Kahn. She did
not refer to Wicksell, but mentioned Hayek (1935), who, of course, referred to
Wicksell extensively. A reduction in the rate of interest raises the price of capital
goods and increases demand for labour in the capital-goods industries, which
immediately leads to a rise in money-wages in those industries (as full employ-
ment prevails). The rise in money-wages is communicated to the consumption-
goods industries through expenditures from workers employed in the capital-
goods sector. The dynamics of the process depend, first, on whether changes in
wages are instantaneous (if they are, no increase in real investment measured in
wage units can take place, since there is no actual transfer of labour between the
two sectors), and, second, upon how entrepreneurs’s expectations are influenced
by changes in wages (Robinson, 1937a, p. 18).

She starts by assuming that changes in wages are instantaneous, and ar-
gues that a rise in money-wages reduces only temporarily the incentive to invest,

since the prices of the commodities which will be produced with capital goods

' The problem is different in connection with the limit set by capital equipment capacity, as
Robinson (p. 15) pointed out. In this case, real wages will fall and profits will increase as
output expands, which will bring about an increase in the ratio of saving to consumption
under the usual assumptions about the savings from profits and from wages. In the limit,
when the output of consumption goods reaches full capacity, prices and profits will rise to
the extent necessary to prevent consumption from increasing. This check - through a fall in
real wages - upon the expansion of effective demand does not operate if the limit is set by
labour. Furthermore, as explained by Robinson (p, 176), it is formally impossible for the
point of full capacity in consumption goods to be reached before the point of full employ-
ment, which is, therefore, the upper limit to the possible expansion of output. Kaldor (1938,
p. 644, n. 1) referred to Robinson’s definitions, but blurred the distinction by suggesting
that in both cases the limit is set by increasing money -wages.
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have risen in the same proportion as money-wages. If entrepreneurs adjust their
expectations of the future rate of return of capital-goods instantaneously to
changes in money-wages, the marginal efficiency of capital cannot be reduced
even temporarily to equality with the rate of interest, and “no equilibrium is pos-
sible”. If, however, entrepreneurs react more quickly to the rise in money-wages
than to the change in prospective earnings (a more “natural” hypothesis accord-
ing to Robinson), the marginal efficiency of capital will be temporarily reduced,
which means that there is a certain rate of rise in money-wages that preserves

equality between the marginal efficiency of capital and the lower rate of interest.

Thus the rate at which money-wages rise will necessarily be what-
ever is required to maintain equality between the marginal efficiency
of capital and the rate of interest. The more rapidly are the expecta-
tions of entrepreneurs revised the more rapid will be the rise in
money wages. Expectations will be revised more rapidly as experi-
ence teaches the entrepreneurs that a rise in costs in their own indus-
tries is accompanied by a rise in prices in others. Thus the rate of rise
in money wages will accelerate as time goes by. In the limit, as we
have seen, if expectations are revised instantaneously money wages

must rise indefinitely fast (p. 20; italics added).

If entrepreneurs expect money-wages to rise again in the future, the acceleration
process will be further intensified (cf. pp. 20-21).

Robinson next relaxes the assumption that changes in money-wages are
instantaneously communicated between industries, and postulates instead that
wage contracts apply to given periods of time. The difference from the previous
case is that a reduction of the rate of interest will this time bring about an in-
crease of real investment and a fall in the supply of consumption-goods, since
workers will move from the consumption-goods sector attracted by higher wages
in the capital-goods industries. The ensuing increase in the price level of con-
sumption-goods will raise their profitability and lead entrepreneurs in that sector

to offer higher money-wages to attract workers back. This will provoke a reac-
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tion from the capital-goods sector, and so on, in a “perpetual tug-of-war between
the two groups” with an upward and accelerating movement of prices and wages.
Robinson (p. 22, n. 1) notices that “this analysis bears a superficial resemblance
to that of Professor Hayek” in lecture III of Prices and Production. In another
essay in the book, Robinson (p. 248) mentions Hayek’s (1935, pp. 149-51) ar-
gument that “an accelerating rate of increase in the amount of money is necessary
to prevent collapse” of the forced saving process. Despite this, she points out in
the same footnote that there is no “genuine point of contact between [Hayek’s]
argument and the above”, since Hayek (1935) assumes full employment in his
interpretation of the business cycle. In any event, Hayek’s accelerationist result is
not based on entrepreneurs’s expectations formation as is Robinson’s, but on the
view that the new capital-intensive processes of production can only be com-
pleted if the supply of credit expands at an increasing rate (see Laidler, 1999, pp.
42-46, for a critical comment on Hayek’s accelerationism).

Inflation acceleration under full employment conditions can also be found
in Wicksell (1936, pp. 96-97) and Lindahl (1939, p. 182), but it is explained by
the hypothesis that, after the inflationary process has started, entrepreneurs begin
to anticipate higher prices in the future (that is, have adaptative price expecta-
tions). Robinson (p. 23) considers this possibility merely as another contributing
factor to the acceleration process, not as a decisive element. “After prices have
been rising for a certain time an expectation is likely to be set up that they will
rise further in the future”, which will stimulate the demand for investment and
consumption because of the fall in the “real” [Fisherian] rate of interest (pp. 23-
24). The main factor behind acceleration in Robinson is the progressive reduction
in the time lag assumed in the effects of higher prices of consumption-goods on
rising capital values, a lag that is assumed to be constant by the Wicksellians (cf.
Lindahl, op. cit., pp. 172-73).

Robinson assumes, throughout the above discussion of inflation accelera-
tion, perfect mobility and absence of monopsony in the labour market in order to

simplify the argument , but maintains that “the main conclusion” that scarcity of
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labour leads to a “rapid and accelerating rise in money wages” would hold good

if more realistic assumptions were made about the labour market.

The general upshot of our argument is that the point of full employ-
ment, so far from being an equilibrium resting place, appears to be a
precipice over which, once it has reached the edge, the value of

money must plunge into a bottomless abyss (p. 24).

The analysis so far has been based on the assumption of a perfectly elastic money
supply, which Robinson now qualifies. She suggests that, in order to prevent a
process of inflation acceleration, monetary authorities will react by raising the
rate of interest and checking a rise in money-wages “long before the point of full
employment is actually reached” (p. 26; she also mentions the repercussions for
the exchange rate in the case of an open-economy). The belief that accelerating
inflation is not normally a feature of the economic system and that the “fear of
inflation” checks boom conditions can be also found in her introductory volume
(1937b, p. 96). As we saw above, this is not far from Champernowne’s view.
However, Robinson considered the possibility that a different monetary and fiscal
regime (as we would say now) might prevent the operation of the “safeguards”,
which she illustrated on pp. 28-29 with the case of a country beset with a persis-

tent budget deficit financed by borrowing from the central bank.

Diagrammatic Representation

Champernowne and Robinson used diagrams to illustrate their concepts,
but they both restricted diagrammatic analysis to the discussion of comparative
statics, without any attempt to incorporate a diagrammatic representation of dy-
namic processes involving endogenous changes in expectations. Nevertheless,
diagrams are especially useful to illustrate Champernowne’s suggestion (p. 212)
that the key difference between Keynes and the classics is that the former postu-
lates that the supply of labour is also influenced by the money-wage rate, not just

by the real wage (see also Darity and Young, 1995, pp. 15-19, for a discussion of
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Champernowne’s equations and diagrams, and a comparison to the Hicksian IS-
LM formulation). Another important difference between the classical and the
Keynesian systems is, according to Champernowne (pp. 211-12), the impact of
“general nervousness, the state of the news” and price level expectations on the
demand for money and for investment in The General Theory. The determination
of the endogenous variables - that is, employment N, real wage R, saving S, mar-
ket rate of interest r , money stock M and money-wage w - is different in the two
systems; see figures 1 and 2 below. In the classical scheme the starting point is
the labour market with supply and demand curves in real terms, while the
Keynesian scheme starts with the determination of the rate of interest, which de-
cides the position of the “demand for saving” curve in diagram e. Given the em-
ployment level and the corresponding real wage, “labour’s demand” curve in dia-
gram f determines the money-wage together with the vertical “employers’s of-
fer” curve (Champernowne’s curve is not strictly vertical, but it must be; cf. Dar-
ity and Young, op. cit., pp. 18-19). The slope of “labour’s demand” curve re-
flects the degree of money illusion of workers; it would be vertical if labour sup-
ply depended only on real wages (see Champernowne, p. 215).

Champernowne (pp. 213-14) illustrated the difference between the classi-
cal and Keynesian systems by examining the consequences on the endogenous
variables of an increase in thriftiness (that is, a rightward shift in the supply curve
of saving). The diagrams in the classical system indicate that savings will in-
crease, the rate of interest, the money-wage and the price level will fall, and the
amount of money, the real wage and the employment level (corresponding to the
basic rate of unemployment) will not change. Applying the Keynesian technique
to the problem, the rate of interest will not change, and employment and saving
will fall. These will cause, in the Keynesian labour market, a rightward shift of
the demand curve for labour and a leftward shift of the supply curve (for “the fall
in employment will have made labour more prepared to accept a cut in money-
wages”), so that the real wage will go up, the price level will fall and the money-
wage will fall in a lesser proportion. The “indirect” effects will be a leftward shift

of the demand curve for money because of the reduction in prices and employ-
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ment, and a leftward shift in demand for savings curve if an expectation of falling
prices affects investment negatively.

Champernowne did not use his diagrammatic representation of the Keynes-
ian system to show how the economy, starting from a position of “monetary un-
employment”, would gradually move towards the basic unemployment rate. Ap-
plying Champernowne’s (p. 205) discussion of monetary unemployment to figure
2, it can be easily seen that the ensuing process of falling money-wages (caused
by the workers’s realization that prices have gone down in the recent past) and
prices at the same proportion will shift the supply curve in diagram f succes-
sively downward at constant real wages, which will eventually lead to an accel-
eration of deflation and a reduction of the rate of interest by the central bank (a
rightward shift of the money supply curve in diagram d ). A symmetrical analysis
could be applied to the case of “monetary employment”, but this would be quite
foreign to Keynes’s framework. It is worth noting that the imputation of labour’s
money illusion to the classical system implies that the real supply curve in dia-
gram a shifts to the right when the price level is rising and to the left when prices
fall. However, as Champernowne (pp. 211 and 215) notices, the classical econo-
mists did not clearly incorporate that as part of their framework, let alone the
shift back of the curves when workers repair their “oversights”. When the econ-
omy is trapped in a persistent condition of monetary unemployment caused by
“nervousness” of employers, the classical analysis cannot be readily used, ac-
cording to Champernowne (p. 216), because it can only treat this situation as an
indirect effect of falling prices on the position of the real labour supply curve,
instead of the direct effects of “nervousness” that are part of the Keynesian ap-

proach.
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Figure 1. Classical Scheme (Source: Champernowne, 1936, p.212)
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Figure 2. Keynestan Scheme (Source: Champernowne, 1936, p.213)

Robinson (1937a, pp. 162-180) devoted one of her essays in the book to the
“diagrammatic illustrations” of her previous essays on “Full Employment” (pp. 3-
39) and “The Long-Period Theory of Employment” (pp. 105-38), which is, ac-
cording to Robinson, the relevant period to study the equilibrium employment
level (instead of Keynes’s short period). The diagrams are not, in contrast with
Champernowne, a comparison between the classics and Keynes, but just an at-
tempt to give a diagrammatic treatment of ‘“the General Theory of Employment”
despite the intrinsic difficulty in reducing its concepts to “precise quantitative
terms” (1937a, p. 162). Robinson’s diagrammatic representation is based on two
curves, namely the long-period demand curve for labour and the supply curve of

labour. While the supply curve describes “the amount of labour which a given
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population is able and willing to provide” according with the ruling level of real
wages (pp. 162-63), the demand curve relates the level of employment to the cor-
responding real wage. It is not a usual demand curve, since both real wage and
employment are dependent upon changes in the rate of interest (pp. 168-69). The
long-period level of employment corresponds to the output level at which saving
and investment are zero, describing a situation where the stock of capital is con-
stant and adjusted to the given rate of interest (pp. 106-09). Robinson (pp. 111-
19; see also Kregel, 1983) shows that the equilibrium (long-period) levels of out-
put and employment may be either increased or reduced by a fall in the rate of
interest, according to whether direct effect of the lower rate of interest on saving
out of a given income is negative or positive, and depending on whether the elas-
ticity of substitution between labour and capital is below or above unity (which
decides the effect of the rate of the rate of interest on distribution). Moreover,
assuming away land and natural resources, a fall in the rate of interest always
raises the real wage rate, which means that the elasticity of the long-period de-
mand curve may be either positive or negative (p. 169).

Robinson’s supply curve of labour is built upon Dennis Robertson’s (1931,
p. 7) suggestion that the supply of labour of a given population is determined by
“time worked” (divided into “working life” and “working year”) and “effi-
ciency”. The result is a curve that incorporates the effects of changes in real
wages on the participation rate, hours of work and efficiency of workers, in con-
trast with the positively sloped labour supply curve of both Keynes (in chapter 2
of The General Theory) and Champernowne.!' She postulated a labour supply
curve which is forward rising at low real wages, reaches a point of zero elasticity
and then becomes backward rising at higher real wages, under the assumption
that the amount of work provided by a representative family of given efficiency

falls as the real wage rises (see Robinson, pp. 10-11 and 165; 1962a, pp. 86-87;

""" As Robertson (1963, pp. 306-07) pointed out, Keynes applied in his chapter 2 the concept
of a rising supply curve to the numbers of a given adult male population seeking work and
attributed it to Pigou (1933). However, as Robertson explained, Pigou’s labour supply
curve in this case is formed by a vertical straight line and a horizontal segment at a mini-
mum real wage.
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she mentioned in 1937 evidence provided by Paul Douglas’s Theory of Wages,
the same source of Jacob Viner’s 1936 criticism of Keynes in this regard). The
marginal improvement in efficiency due to higher real wages is diminishing, until
it eventually ceases to compensate for the reduction in time worked as real wages
rise, which explains the shape of the S curve in figure 3 below (real wages per
unit of work is measured on the y axis and units of work on the x axis). It should
be noted, furthermore, that Robinson assumes a high degree of labour mobility in
order to render the concept of aggregate supply of labour “precise” (1937a, p.
163).

real
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Figure 3. Labour Supply and Demand Curves (Sources: Robinson, 1937a, p. 177)

Figure 3, drawn under the assumption that a fall in the rate of interest al-
ways increases the long-period level of employment along the D curve, illus-
trates an economy with an actual level of employment OF (determined by the
level of the rate of interest and the corresponding point P on the demand curve)
and an amount of unemployment EG, that is, the amount of labour searching but
not finding employment at the ruling real wage rate. The point of full employment
is Q, defined by the intersection of the supply and the demand curves. Robinson
(p. 173) is at pains to make clear that the point of intersection Q “is not of the

same nature as the point of intersection of ordinary supply and demand curves”,
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for “it does not represent a point of equilibrium, but merely the point beyond
which it is impossible for employment to expand”. Figure 4 consists of four dif-
ferent cases of elasticities of the demand and supply curves at the point of inter-
section. Robinson (p. 172) rules out the possibility of an unstable equilibrium,
which would happen if, at the intersection point, the demand curve were so ine-
lastic that a backward rising supply curve would cut it from above (cf. Robertson,
1963, p. 310). Keynes’s definition of involuntary unemployment is consistent
with the level of employment OF in figure 4d at which there is no involuntary
unemployment. Thus, as Robinson (p. 172, n. 1) pointed out, Keynes’s definition
is valid only under short period conditions (for only then is a fall in real wages a
signal of an expansion in effective demand) and under the assumption that the

elasticity of the labour supply curve is not negative.
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Figure 4. Points of Full Employment {(Source: Robinson, 1937a, p. 171)

Robinson did not use the diagrams to illustrate the notion of a “critical”
employment level at which money-wages start to rise or fall, developed in her
“Full Employment” essay. The reason, of course, is that only real wages are de-
picted in her diagrams. Neither did she use diagrams to represent the process of

inflation acceleration when the level of employment decided by the D curve lies
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beyond the limit set by the labour supply curve. In the case of a “poor commu-
nity”, the level of income corresponding to full employment may produce nega-
tive saving. The long-period equilibrium level of employment (with zero savings)
would exceed labour supply. “The solution to this problem”, according to Robin-
son (p. 109, n. 2), “lies in the fact that the rate of interest cannot be maintained at
a value at which the demand for labour overruns the limit set by the available
supply, for the attempt to maintain it would lead to cumulative inflation™, and she
refers to her discussion in the “Full Employment” essay. In this way, the reaction
function of the central bank under potentially inflationary conditions is invoked to
explain why a rate of interest “persistently” (as it is appropriated for long-period
analysis; cf. p. 105) below its full employment level is an impossibility, and at the
same time, to assume away any points beyond the intersection between the la-

bour demand and supply curves.

Concluding Comments

After their initial reaction to Keynes’s employment theory in the 1930s,
Champernowne and (more extensively) Robinson returned to the topic in the
1950s and 1960s, but without any further discussion of accelerating price move-
ments around full employment. In the 1970s, Robinson (1974, 1979) came to re-
alize, under the impact of the stagflation process that had been set off, that accel-
erating inflation could emerge whenever employment is above its critical level.
During the 1950s and the 1960s, Champernowne and Robinson (and many oth-
ers) became attracted to the study of economic growth and problems associated
with the measurement of capital in the process of capital accumulation. It was in
that context that Champernowne (1958, p. 211) examined the mechanism by
which, under the assumption of full employment, savings may be used to increase
productivity in order to allow employment to remain full. The “monetary effects”
arising from the fixing of contracts and wages in terms of money rather than in
terms of consumption goods - that had been discussed in his 1936 piece - were

explicitly assumed away, together with “major errors of foresight”. Champer-
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nowne (1958, pp. 224-26) did consider that capital accumulation at full employ-
ment could be interrupted by an “inflation crisis”, but this time it was based on
the notion that workers demand increasing money-wages if the rate of growth of
real wages ever falls below some prescribed level.

The reprint of his 1936 article in the well-known Lekachman volume of
1964 was accompanied by another paper by Champernowne on Keynesian eco-
nomics. In Champernowne’s (1964, p. 174) opinion, the main difference between
Keynes and the classics is the former’s emphasis on expectations and the links
between the economic future and the present, not the treatment of the labour
market (an opinion that would be increasingly shared by Robinson in the 1960s
and 1970s, as is well-known). Expectations, of course, play an important role in
shifting the curves in the 1936 article (see Champernowne’s testimony in Young,
1987, pp. 85-86), but in 1964 Champernowne introduced producers’s expecta-
tions from the start in the determination of the equilibrium position. Interestingly
enough, as far as money wage stickiness is concerned, Champernowne (1964, pp.
197-98) remained unconvinced by Keynes’s (1936, p. 238) argument that wages
are necessarily more sticky in terms of the commodity with lowest elasticity of
production and with lowest excess of carrying-costs over liquidity-premium, that
is, in terms of money. Champernowne’s life-time interest in probability and un-
certainty led him to the study of Bayesian analysis and culminated in his Uncer-
tainty and Estimation in Economics, which contains a brief discussion of Keynes
(Champernowne, 1969, vol. 3, pp. 79-84).

Robinson’s 1937 notion of inflation acceleration at full employment sur-
faced again in the concept of the “inflation barrier” to capital accumulation, de-
fined as a limit to the level to which real wages can fall without setting up a pres-
sure to rise money-wages (1956, pp. 48-49). Normally, the inflation barrier oper-
ates only in conditions of full employment, since the bargaining power of workers
is not strong enough to check a fall in real wages at a lower level of employment.
As in her 1937 essay, Robinson (1956, pp. 238-39) points out that the inflation
barrier operates through the increase in interest rates set off by the central bank’s

“fear of inflation” (see also Robinson, 1962b, pp. 72-73). Robinson’s explanation
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of the upper turning point is not, however, based on the operation of the inflation
barrier, since “another barrier lies in front of it, set by the capacity of plant in the
industries specialised in the production of plant” (1956, p. 200; cf. 1952, pp. 129 -
36). This was not part of her 1937 framework, for the 1950s notion of long-
period equilibrium in the domain of economic growth theory was unheard of be-
fore the Harrodian revolution.

Champernowne’s and Robinson’s respective interpretations of labour mar-
ket dynamics in the 1930s have clear implications for the formulation of eco-
nomic policy. Although Champernowne (1936) did not explore this, one of the
corollaries of his analysis is that a rate of unemployment below the “basic rate” is
not a feasible goal of economic policy because it is associated with accelerating
inflation. Robinson (1937a, pp. 29-39; cf. King, 1996, p.178) extensively dis-
cussed the policy implications of her reformulation of Keynes’s concept of full
employment. After dismissing full employment as the object of macroeconomic
policy - on the grounds that “a slight miscalculation in the forward direction” will
lead to “a rapid and accelerating rise in money wages” (p. 30) - she examines
four possible goals, namely high (but below full level) of employment, stability
of the exchanges, stability of the price level, and maximization of the real income
of wage earners. Robinson found the second and third criteria for economic pol-
icy wanting, since they could lead to relatively low employment levels. The first
criterion would probably entail that employment lies above the “upper critical
level” (given the bargaining power of trade unions), which means that a policy of
high employment would be accompanied by a constant rise in the price level (pp.
8 and 31; cf. Phelps’s [1968, p. 679] reference to Robinson). The last criterion is
such that, for a given money supply, the monetary authority allows employment
to be decided by the trade unions’s objective of maximizing the real income of
the” representative worker” (which combines employed and unemployed work-
ers). The “optimum employment” level (p. 38) is such that, at the corresponding
real wage of employed workers, aggregate real income of workers is maximized
(cf. Johnson and Layard, 1986, pp. 973-74, for a similar model of trade union

behaviour). The two critical levels of employment would, therefore, coincide at
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the optimum employment level, which would have the characteristics of full em-
ployment. Robinson (p. 39), however, was skeptical of the possibility of trade
unions acting in concert with each other, since they are primarily interested in the
welfare of their own members.

The trade-off view implicit in the notion that rising prices are the cost to be
paid by a high employment level became part and parcel of Robinson’s discus-
sion of economic policy. In her 1962 review of a book by Harry Johnson, Robin-
son stated that “as far as inflation is concerned, Keynes’s theory led to the pre-
diction that a high level of employment would be liable to lead to rising prices”
(Robinson, 1951-1980, vol. II, p. 101; italics in the original; see also vol. II, p.
107; vol. V, pp. 96-97, 174 and 201, where she referred to the Phillips curve).
The solution proposed by Robinson (1966, pp. 12 ff; 1971, p. 93; 1974) to es-
cape from the dilemma posed by the trade-off between inflation and unemploy-
ment was, as is well-known, the adoption of “incomes policy”, which had not
been mentioned in her 1937 menu of policies. However, in the 1970s, Robinson
started to doubt the existence of a stable trade-off and applied to “high employ-
ment” the accelerationist argument she had discussed before in connection with
full employment. Despite realizing already in 1937 (p. 31) that a policy of high
employment accompanied by rising prices was bound to “set up an expectation of
rising prices in the future”, Robinson implicitly denied that the inflation rate
could accelerate below the point of full employment. Apparently, this was based
on her implicit assumption that acceleration would emerge only if real wages
were not falling, as at the point of full employment. Later on, she explicitly stated
that, despite inflationary expectations, relatively constant and mild rate of infla-
tion could go on forever without accelerating, which reflected the economic his-
tory of the developed countries during the so-called “age of growth” after World
War II (1966, p. 7; 1971, p. 93). It was apparently not the publication of Fried-
man (1968) and Phelps (1968), or even a belated influence of Champernowne
(1936), that made Robinson change her view, but the impact of the stagflation
episode of the 1970s.
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It is an obvious corollary from the Keynesian theory of prices that a
successful policy of of maintaining near-full employment without any
other change in the industrial system entails money-wage rates rising
faster than output per head and therefore a chronic tendency to rising
prices. A sudden speeding up of inflation, such as we are suffering
now, can be attributed to particular events, but these are not the basic
cause; if mildly rising prices continue, year after year, there is bound
to be some historical accident, sooner or later, that will impinge upon
the process and speed it up. Moreover, even without any external
shock, mild inflation has an inherent tendency to speed itself up, be-
cause an expectation of rising prices causes price to rise (1974, p.

488; italics added).

Robinson did not spell out on that occasion the mechanism that leads to inflation
acceleration, but in 1979 (p. 13) she suggested that “continued inflation even at 3
per cent per annum tends to accelerate as more and more bargains are made in
the light of expectations of higher prices in the immediate and farther future, and
this makes the system accident-prone”. The “bargains” would presumably in-
clude not just money-wage bargains (cf. Robinson, 1951-1980, vol. V, p. 202),
but also the markets for goods and assets (cf. Robinson and Eatwell, 1973, pp.
213 and 307). Robinson’s criticism of the natural rate of unemployment hypothe-
sis (see Robinson, 1951-1980, vol. V, pp. 201-02) could probably also be applied
to Champernowne’s “basic unemployment rate”, but the notion that (in the ab-
sence of a successful incomes policy) high employment is not a feasible goal of
economic policy, together with the notion that price and wage flexibility will not
make the economy converge automatically to its full employment level, brings

her closer to the 1936 and 1964 views of her Cambrid ge colleague.
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