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Awarded the 2021 Yicai-J.P. Morgan Prize for the Financial Book 
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The 2021 Yicai-J.P. Morgan Financial Book of the Year.

The Chinese edition of my book was selected as The 2021 Yicai-J.P. 
Morgan Financial Book of the Year. 
• Yicai Media Group, formerly the China Business Network, is China’s 

largest financial media conglomerate. And of course, J.P. Morgan 
needs no introduction. 

• According to the Yicai website “the Yicai-J.P. Morgan Financial Books 
of the Year has become the most recognized financial publications list 
in China. Authored in both Chinese and English, the titles are selected 
via a rigorous process of recommendations, public votes and 
committee evaluations measured against the criteria of global 
perspective, insight and foresight”. 

• Last year’s list of recommended books included those by Ray Diallo, 
Thomas Piketty, William Buiter and Jeffrey Sachs. For this year, in 
another category, Daniel Kahneman and Olivier Sibony also received 
a prize.

• This is a video explaining my work.
https://1drv.ms/u/s!AjqyFu2Cja4CgaY8TK8bJKAp7tX31Q?e=ebHUD7

https://linkprotect.cudasvc.com/url?a=https%3a%2f%2f1drv.ms%2fu%2fs%21AjqyFu2Cja4CgaY8TK8bJKAp7tX31Q%3fe%3debHUD7&c=E,1,BwYgFBVdsfEJG5W_BPdqSvKNuECMPEx99qGu-HUOBsJUnXw2xI3u-PnagOg8QlDYU2Chq0ilWdUiGv-OzurSthIMAUy4tUuJxdaTGiHI-Bt2gGQ,&typo=1


I. Basic themes

1. All Equilibration Processes are Dynamic and Turbulent
• no equilibrium states
2.    Consumer micro is based on heterogeneous agents acting in socially 
acculturated manners. 
• Stochastic analysis can be  used to show how this yields standard market 

level  downward sloping demand curves, different elasticities for 
necessary and luxury goods, and at the aggregate level the Keynesian 
consumption function, etc. 

3. Business behavior is driven by the incessant desire for more profit
• Real competition is radically different from perfect and imperfect 

competition 
4.   Aggregate effective demand is grounded in real competition in which 
investment is motivated by its net expected rate of return on investment: rate 
of return – rate of interest 
• Similar to Keynes’ notion of the excess of the Marginal Efficiency of Capital 

(MEC) over the interest rate
5. I apply these and other theoretical notions to actual empirical patterns
• Fully half of the book is about actual empirical patterns



I am in favor of pluralism

• Pluralism is a broad tent. On the Left, there is the pluralism of 

concerns, such as race, gender, class conflict, environment, inequality, 

economic history, the history of economic thought, economic 

development, and the recurrence of economic crises. 

• There is the pluralism of theories, such as Institutionalist, Classical, 

Marxian, Neoclassical, Keynesian, and Post-Keynesian approaches. 

• And there is the pluralism of politics, ranging from social democratic to 

anti-capitalist and anti-imperialist. 

• This includes the domain of power relations. But I would argue that 

one must first begin with the domain of the power of  capitalist 

markets, the power or profit, over economic patterns. 

• Only then can one identify what phenomena arise from the power of  

market competition  and the power of monopoly,  social struggles, the 

state, etc. 



I am opposed to eclecticism

How does one incorporate this variety into one's own thinking about how the 
world works? 
• One answer, perhaps the dominant answer on the Left, is eclecticism: to 

use whatever best serves some particular interest. 

• So, one can declare opposition to conceptions of "Economic Man", perfect 
competition, rational choice in one breath and then turn to game theory 
and production possibility curves derived from these same foundations that 
one supposedly rejects. 

• Or one can add in selected "imperfections" and "externalities" in order to 
explain to particular observed phenomena. This is the dominant position 
not only on the Left, but within orthodoxy itself. It has the advantage of 
speaking to the economic orthodoxy on their terms, which is politically 
easier and certainly wiser in terms of career prospects. 

• But this inevitably ties one to the orthodoxy, as point of reference and 
point of departure for all: “imperfections” and “externalities” refer back to 
perfections 
• You become a  practical Priest, but you remain in the Church



Theories have a logical structure which acts a discipline on our hopes. 
They organize our understanding of the world. 

• They are never complete. Rather they force us to consider how new 
arguments are related to the rest of the structure. 

• One of their important functions is to warn us about what may not be 
likely even though we may wish it otherwise. 

• For instance, it is sometimes argued on the Left that a rise in wage is 
not only good for workers but also for business since it raises worker's 
consumption and hence aggregate demand: Win-win. 

• Yet the history of wage struggles is written in blood because of the 
vociferous and sometimes violent resistance of business at both 
individual and political levels. 

• Is this because capitalists are insufficiently schooled in economics, or 
because economics is insufficiently schooled in the operations of 
capitalism? 

• I have long argued the second position: an appropriate economics 
framework must understand the factors that drive labor and capital



• The goal of my work is to show that there is a coherent framework 

which I call Real Economic Analysis (REA) built from Classical, 

Marxian  and Keynesian roots– by elaboration, correction and 

extension, all in reference to the actual patterns of capitalism

• This framework is capable of explaining many observed patterns of 

economic life.
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Real Competition (Chs. 7-9)

Perfect Competition is the  Garden of Eden from which we 
were expelled due to our imperfections   -- typically blamed 
on a woman.

Real competition is the driving force of real capitalism
• The driving force is the profit-driven market
• So be sinful , at least for today, and consider it



Real Competition (Chs. 7-9)

I. Introduction

1.  Competition is warfare

• The mobility of capital is inherent in its existence

2. Real competition is the central regulating mechanism of 

capitalism

II. Real competition within an industry

1. Firms always set prices

• But competition from other firms in the same industry 

determines what prices are sustainable.

• Hence competition itself determines the sustainable “markup”



Neoclassical macroeconomics is supply-side because it claims that in the 
short run the level of output is determined by the profit-maximizing 
utilization of the stock of capital and the full employment of the stock of 
labor. 
• If the labor supply is growing, then, over the long run, output and capital 

will adapt to the growth rate of labor. 
Keynesian and Post Keynesian macroeconomics are demand-side because it 
claims that the short-run output (and hence the utilization of capital and the 
employment of labor) is regulated instead by the relatively autonomous 
component of aggregate demand (autonomous consumption and 
investment). 
• Then output growth derives from the growth of autonomous demand 
• This may or may not be sufficient to maintain full capacity utilization 

and/or full employment of labor. 
• Hence the role of the State as the regulator of economic outcomes
Real Economics analysis is neither supply-side nor demand-side: it is “profit-
side.”
• Profit operates on both demand and supply, on their levels and their 

growth paths.
• “The engine which drives Enterprise is … Profit (Keynes, 1976, 148)



   Figure 7.14: US Manufacturing Average and Incremental  

  Rates of Profit, 1960-1989 

   

  





Real Competition (Chs. 7-9)

III. Real  competition between  industries

1. Capital flows between industries are motivated by the rate 
of return  on the best  conditions of production

2. Interindustrial competition turbulently  equalizes the rate 
of return on new investment – the incremental rate of 
return on capital , i.e. the incremental rate of profit (IROR)

• Note that this is the same idea as Keynes’s Marginal 
Efficiency  of Capital (MEC)

• By implication, profit rates on average (old and new) 
capitals will not be equalized                

3.  Industries with large scale firms will be subject to the same 
rule of profit rate of equalization



Real Macroeconmics: Effects and limits to fiscal stimulus

1. Aggregate Investment is driven by the aggregate 
incremental rate of return – just as Keynes argues

2. A fiscal stimulus can pump up the economy and lower 
unemployment

3. But a tighter labor market raises real wages, and if wages 
rise faster than productivity, the wage share will rise which 
will reduce normal profitability

4. This in turn can reduce the normal growth rate – unless it is 
offset by lower interest rate and/or higher productivity 
growth or induced increase in the labor force

5. I show in my book how this explains the failure of Keynesian 
policies in the 1970s, and why they gave rise to Stagnation 
with Inflation: Stagflation



Military Keynesian vs Post War Keynesian policies

1. Hitler’s Germany

2. Roosevelt’s Depression and War Effort

3. Postwar Keynesian and Stagflation

4. Collapse of the Phillips Curve

5. Reprise: Real Economic Analysis can provide a coherent 
theoretical explanation of these phenomena



None of the foregoing arguments require so-called rational 

choice or its attendant bevy of perfect behaviors and optimal 

outcomes. Hence there is also no need to attribute actual 

outcomes to deviations from Edenic states supposedly arising 

from "imperfections" of various sorts. 

• Perfections and imperfections are yoked pairs, 

simultaneously abandoned. 

This brings me back to the main theme of my argument in 

favor of a coherent framework: When economists propose 

policies that do not work out, the penalty is borne by those 

who suffer the consequences. 

• We should make sure that our proposals are both 

theoretically and empirically grounded. 



Reprise

• I have tried to argue in favor of having a  coherent 
framework for both micro and macro analysis

• I hope you will consider this possibility in your own 
thinking about the real economics of capitalism 


