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Presentation Plan
This presentation is divided into two main sections:
 The Heterodox tradition.

 Heterodox vs. Orthodox Perspectives

 The main takeaways.

Defining the Terms
 For the purposes of this discussion, “orthodox” and “neoclassical” will be

used interchangeably and applied to both micro and macroeconomics.
 The term “heterodox” will be applied to a variety of non-neoclassical
approaches or “schools”, such as:
 Neo-Marxians.
 Kaleckians.

 Post-Keynesians.
 Neo-Ricardians.

Challenging the Conventional Wisdom
 This presentation challenges the conventional wisdom that

there is a single or proper economic theory, namely
neoclassical economics.
 We argue that the mainstream neoclassical approach is

seriously deficient in dealing with fundamental aspects of
the real word.

Charting the Territory
 Any attempt to outline the main intellectual foundations

and perspectives run the risk of leading to gross
oversimplification.
 Certainly, one cannot make full justice to the different
schools of economic thought even in a conventional book,
not to mention in a single presentation!
 But this a risk worth taking: The next slide is an attempt to
depict a “family tree” for heterodox economics.
 Different “genealogies” are possible – and, indeed, available.

THE HETERODOX FAMILY
GREAT
ANCESTORS

Pioneers

Parents

2nd
Generation

D. Ricardo

R. Malthus

K. Marx

J.M.Keynes

M. Kalecki

Theories of imperfect
competion

P.Sraffa

Development I:
R. Prebisch
G. Myrdal
C. Furtado
O. Sunkel

Development II:
A.Hirshman
L. Taylor
A. Dutt
J.A. Ocampo

D. Steindl

First Keynesians:
R. Kahn
R. Harrod
N. Kaldor
J. Robinson
R. Goodwin
J.K. Galbraith

Classical/Keynesian
Synthesis:
P. A. Garegnani
L. Pasinetti
G. C. Harcourt
A. Bhaduri
D. Harris

Neo-Ricardians:
M. Milgate
H. Kurz
B. Schefold
I. Steedman
A. Landsmann

Post-Keynesians I:
G. Shackle
P. Davidson
H. Minsky
S. Weintraub
W. Godley
L. Tarshis
A. Asimakopoulos

Post-Keynesians II:
M. Lavoie
H. Bortis
M. Baranzini
A. Thirwall
V. Chick
B. Moore
S. Dow

Marxians:
R. Hilferding
R. Luxemburg
P. Baran
M. Dobb
P. Sweezy
O. Lange
N. Okishio

Eco-economics
N.Georgescu-Roegen
H. Daly
K. Boulding
K. W. Kapp
J. M. Alier

Neo-Kaleckians:
R. Rowthorn
M. Sawyer
P. Kriesler

Neo-Marxians:
S. Brunhoff
R. Boyer
D. Foley
S. Marglin
G. Dumenil
D. Levy

Brasilia School: J. Teixeira, R. Araújo, M. Mollo

A Missed Window of Opportunity?
 The global financial crisis of 2008 represented a window of opportunity for heterodox








economics to reassert itself.
Many scholars and policy makers felt that orthodox economic thinking had failed and
should be abandoned.
As pointed out by Dutt (2015, p.9): regarding economic analysis, many observers – including
some prominent mainstream economists – have been highly critical of standard mainstream
economics for its general failure to recognize the onset of the crisis, let alone to precisely
predict it.
But mainstream economics has shown no signs that will be dethroned any time soon.
According to Stilwell (2016, p.42): This resilience of mainstream economics makes it
essential for dissenters to continually reconsider how best to challenge orthodoxy both in
theory and practice.
We will discuss the heterodox-orthodox dichotomy further in the second section.
For now, we will focus on some of the main building blocks of the “heterodox family”, with
emphasis on the most seminal authors.

The Founders: Adam Smith
 Adam Smith, whose Inquire into the Nature and Causes of the Wealth of







Nations, published in 1776, marks the key turning-point in the
development of what became known as the Classical school.
With that pioneering book, political economy became established as a
distinct branch of social philosophy.
According to him, the core of economic growth was the division of labor.
He had an optimistic vision of the working of the capitalist economy
based, essentially, on laissez–faire.
But his faith on markets was tempered by the ethical considerations in
his Theory of Moral Sentiments.

The Founders: Thomas Malthus
 Thomas Malthus’s Essay on the Principle of Population (1799) presented a

distinct vision.
 According to him, a growing population would eventually exceed the limit
of supply food and the consequence is an obvious pessimism about the
future of society.
 The following quote illustrates the contrast between Smith and Malthus:
”A key feature of the Enlightenment was its faith in progress. Ironically, its
optimism was not shared by a majority of economists during the
Industrial Revolution. The dismal science emphasized instead the limited
prospects for technological change, particularly in agriculture, and the
power of the principle of population to keep down wages”.

The Founders: David Ricardo
 Smith’s wide-ranging vision were formalized and developed to

a large stand by David Ricardo in his Principles of Political
Economy and Taxation (1817).
 His analytical methodology consists in extracting the bare
essential elements of an economic problem, setting up a
model. Such view or method has become predominant since
them.
 Ricardo’s methodology is central contribution since it leads to
model and simplification of reality to something which could
be analytically tractable.

The Founders: Karl Marx
 According to Karl Marx in Das Kapital – Kritik der politischen Ökonomie

(1867), the capitalist economy is not a socially homogenous domain but,
instead, finds itself split into two main social classes of economic agents,
capitalists and proletarians.
 Capitalists have the potential to initiate a process of production of

commodities for they own enrichment. Proletarians possess only their
labor power, which they must sell to the capitalists for a living.

Marx’s Multi-Disciplinarity
 A major feature of Marxian thinking is its multi-disciplinarity.

 In fact, he draws on, and contributes to, social sciences other than

economics, including history, philosophy, sociology and political sciences.
 For him, the general concept of labor stems from philosophy,
anthropology and history in as much as it concerns with a generic or
universal definition of human condition.
 His contributions to economics have been seminal on dynamics and
contradictions of capitalism.

Keynes and the Many “Keynesianisms”
 John Maynard Keynes’s (1936) The General Theory of Employment, Interest and

Money revolutionized the economic theory of his day and all but created
Macroeconomics as a field.
 Keynes rejected the orthodox notion of self-adjusting market economies and
showed that involuntary unemployment could result from insufficient aggregate
demand. He emphases the fundamental role of the state.
 Keynes’s followers are clustered in different schools of thought, among which the
Post Keynesians are a central part of heterodox economics.
 A significant branch of Keynesianism itself became part of the mainstream, first
through the so-called Neoclassical Synthesis and more recently through the New
Keynesian School – the latter the dominant strand in policymaking circles.

Michal Kalecki: At the Crossroads between Marx and
Keynes
 Michal Kalecki is known for having arrived at “Keynesian” conclusions with

regard to effective demand simultaneously with – and independently of –
Keynes.
 Many authors consider that Kalecki is more influential in the Post-Keynesian
school than Keynes himself, with his emphasis on imperfect competition and
the degree of monopoly.
 Differently from Keynes, Kalecki’s ideas were not “mainstreamed”. While he
liked mathematical precision and expressed his ideas in neat formulae, he also
used history, politics and institutions.
 More specifically, Kalecki’s Marxian approach contrasted sharply with Keynes’s
methodological individualism. This difference is the center of the often difficult
dialogue between Keynesians and Kaleckians.

A Classical-Keynesian Synthesis: The
Cambridge School
 The Cambridge School – led by Piero Sraffa, Joan Robinson, Nicholas Kaldor,







Richard Kahn and Luigi Pasinetti, among othe. The Heterodox Tradition
undertook what is probably the most serious challenge to post-WWII
mainstream economics.
On the one hand, the Cambridge School extended Keynes’s and Kalecki theory
to explain long-run growth and income distribution.
On the other, the so-called “capital theory debates” shook the foundations of
neoclassical economics by casting doubt on the validity of the concept of capital
behind mainstream theories of value and distribution.
No less than Paul Samuelson himself acknowledged that the Cambridge School
won the debates.
But it was a Pyrrhic victory, with little concrete impact on mainstream
theorizing.

Methodological Contrasts
 “Orthodox” methodological individualism
 Starts from axioms or first principles.
 Individual (“rational economic agent”) as the unit of analysis.
 Rational choice: decisions made in the context of constrained optimization.
 “Heterodox” methodological realism
 Starts from “stylized facts”, or empirical generalizations at the macro,
sectoral, or micro levels.
 The unit of analysis is not restricted to individuals and explicitly
acknowledges social heterogeneity, in the form of: (i) institutions such as the
state or corporations; or (ii) social classes.
 Rational choice is often replaced with “rules of thumb” (e.g., norms or
conventions) or even irrational behavior (e.g., Keynes’s “animal spirits”).

Orthodoxy Does Not Always Mean LaissezFaire – Microeconomics
 One does not need to jettison rational choice altogether to see the limitations of

unfettered markets:

 Externalities (e.g. pollution) and public goods (e.g., public hospitals) require

government intervention in the form of taxes, subsidies and regulations.
 Obstacles to competition (e.g. monopoly power) may require anti-trust legislation.
 Asymmetric information (e.g. about one’s health) may lead to complete market
failure (e.g. in health insurance markets), requiring appropriate legislation and
regulatory framework.

 “Interventionist” results obtained within an optimization framework by left-

leaning “orthodox” economists such as Arrow, Hahn and Stiglitz.
 But Behavioral Economics (e.g. Kahneman, Tversky, Thaler) highlights the
impact of cognitive biases on decision-making and casts doubt on the practical
relevance of Homo Economicus.

Orthodoxy Does Not Always Mean LaissezFaire – Macroeconomics
 “Freshwater” vs. “Saltwater” Mainstream Macroeconomics in the US
 Distinction introduced by Robert Hall in the 1970s.
 Freshwater: Conservative economic departments in the US Great Lakes region
(Chicago, Minnesota, Rochester, Wisconsin).



Non-interventionist macroeconomic policies underpinned by the so-called Real Business Cycle
models. Business cycles are usually the optimal response to technology shocks.
Also known as New Classical school (Lucas, Sargent, Prescott).

 Saltwater: Liberal (in the US sense) economic departments in the East and West

Coasts of the US (Harvard, MIT, Berkeley, Yale, Princeton)



Government intervention – in the form of fiscal and monetary activism – justified by
involuntary unemployment due to nominal or real rigidities in wages or prices.
Also known as New Keynesian school (Woodford, Mankiw, Gali).

 But neither approach was equipped to make sense of the 2008 global financial

crises. Many mainstream macroeconomists “rediscovered” Minsky at the this
point (the “Minsky moment”).

Renewed Economic Thinking Should Not Ignore
Available Heterodox Theories and Models
 Existing heterodox economic theories have contributed insights into most major

areas of economic research:
 Price determination (Sraffa, Kalecki, Robinson)
 Theory of the firm (Marris, Wood)
 Economic growth and income distribution (Kaldor, Robinson, Pasinetti, Rowthorn)
 Monetary theory (Davidson, Brunhoff, Moore)
 International trade and balance of payments (Steedman, Thirlwall)
 Financial crises (Minsky)

 Any effort towards a renewal of economic thinking needs to take these

contributions into account.
 But the relative lack of attention of heterodox theorists to environmental
sustainability issues is a major blind spot.

Main Takeaways
 Major methodological differences are at the root of the orthodox/heterodox

divide:
 Methodological individualism vs. methodological realism

 “Orthodox” economic theory can generate “heterodox” policy implications:
 Government intervention justified by orthodox analyses of market failures,
externalities, informational asymmetries, and increasing returns to scale.
 Involuntary unemployment in New Keynesian models is possible in the short run,
requiring countercyclical fiscal or monetary policies.
 Existing heterodox economic theories have a lot to contribute to a renewal of

economic thinking:
 But some important blind spots, such as the lack of attention to environmental

sustainability issues.

