Victoria Chick’s contribution to our understanding of the microeconomics of The General Theory
Mark Hayes 

Perhaps my piece should be called ‘Victoria Chick’s contribution to MY understanding of The General Theory’ since she has played such an important role in my education. I find my first letter to her was written on 10 January 2001 when, in the trepidation I now recognise in research students writing to me, I presumed to question some points of detail in her chapter on the multiplier and finance, in Harcourt and Riach’s Second Edition. Alas I have not yet been able to locate her reply, which was a physical letter – I think manuscript comments on my own – but I do remember finding it rather bracing but very fair, and most encouraging to the sole student of post-Keynesian economics at the University of Sunderland.
That encouragement has continued throughout my career. As I moved from post to post, as we all do, she was always willing to give a reference: supportive, I must assume! We have, I think, a quite profound difference of view about Keynes’s usage of the concept of equilibrium yet this has never stood in the way of deep and highly complex discussions conducted in mutual respect. It was a great honour for me to be asked in 2006 to become the Secretary of PKSG, the group which she founded here at UCL in 1988 with Philip Arestis. I served as Secretary for 10 years until a month ago. Vicky continued as an active participant and indeed gave the very first talk to the PKSG Keynes Seminar on 8 October 2008, when she asked the very appropriate question, The General Theory is difficult; whose fault is that?
The thing I most admire about Vicky’s work on The General Theory  is her dogged refusal either to fudge the difficult issues of interpretation or to ascribe intellectual incompetence to Keynes. For me her most important works in this area are the monograph Macroeconomics after Keynes and her 1992 chapter on ‘The small firm under uncertainty: a puzzle of the General Theory’. In MAK, she quotes the passage from The General Theory  (p. 25)

In a given situation of technique, resources and factor cost per unit of employment, the amount of employment, both in each individual firm and industry and in the aggregate, depends on the amount of the proceeds which the entrepreneurs expect to receive from the corresponding output. For entrepreneurs will endeavour to fix the amount of employment at the level which they expect to maximise the excess of the proceeds over the factor cost.

And Vicky writes:
One word in the above paragraph will strike anyone as anomalous for the atomistic firm: expected proceeds. Small firms are supposed to be assured of their market: they are ‘price-takers’ are they not?

That one word – expected – has a lot to answer for. The matter is compounded, as she writes
The most obvious problem in aggregating to the ‘economy’ level is that output is not homogeneous. In the previous chapter we used the trick of the Hicksian composite good, but trick it was.

Expectations and heterogeneity of output –these two things are at the root of the trouble, not just with the interpretation of The General Theory, but with the continuing state of macroeconomics today.
Vicky introduced the delightful word ‘polypoly’ into the debate. She wrestled with the puzzle of how expected prices are determined under competitive conditions without an auctioneer. She insisted that it was nonsense to treat small firms as price-takers under conditions of uncertainty. She developed her understanding of the principle of effective demand from the ground up, firmly linking together the micro and the macro in similar fashion to Keynes. She rejected the fudge of assuming homogeneous output, which ultimately and ineluctably leads back to Say’s Law under competitive assumptions.
I don’t think she entirely succeeded but it was a valiant effort and paved the way for others. My latest attempt to draw this together was in a symposium with Jochen Hartwig and Olivier Allain, published in ROPE in 2013. I cannot say that this exercise has succeeded in forging a definitive consensus either but I hope it provides the current stepping stone from which others depart.

We identified as common ground that in The General Theory aggregate demand refers, not directly to the expenditure decisions of consumers and investors, but to the state of short-term expectation of entrepreneurs and therefore (at one level of meaning) relates exclusively to supply decisions, as Vicky pointed out in 1983. Thus expectation determines output and employment, as in the title of Chapter 5 of The General Theory.
Where our symposium mainly differed is in our views of how price expectations are formed in Keynes’s system. Here Jochen is more faithful to Vicky than I have been. For Jochen effective demand is an equilibrium (solely) in the minds of individual entrepreneurs. For me it is a genuine market equilibrium: but my interpretation can only be sustained by the introduction of a distinction between employers and dealers bargaining in forward markets, leading to a concept of short-term rational expectations – strictly short-term, I must stress. Vicky has been gracious in acknowledging my solution as plausible except that she can see no evidence for it in Keynes’s text! I have tried to defend my case elsewhere.

Vicky’s understanding of effective demand leads away from the determinacy of equilibrium theory, as she calls it. It has led her into the field of methodology and to much fruitful work on the nature of open systems. Those contributions are for others to discuss today.

It remains only for me to acknowledge the profound debt that I, and all of us, owe Vicky for her dedicated scholarship and support of students and colleagues; to assure her that her work on Keynes has been of lasting value in the construction of post-Keynesian economics; and to wish her a very happy birthday!
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