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Preface

The origin of this book can be traced back to my graduate days at Rutgers Univer-
sity (1978–1981) when I thought about writing my dissertation on Post Keynesian 
microeconomics. This grandiose project was quickly reduced to writing a histori-
cal and comparative analysis of the administered, normal cost, and mark-up price 
doctrines; and even this project was further reduced so that my eventual disserta-
tion was on ‘Full Cost Pricing: An Historical and Theoretical Analysis’ (1983). 
$IWHU�FRPSOHWLQJ� LW�� ,� VSHQW� WKH�QH[W�¿IWHHQ�\HDUV�ZRUNLQJ�RQ� WKH�DGPLQLVWHUHG�
and mark-up price doctrines; my price doctrines project was published in 1998 as 
Post Keynesian Price Theory. However, I never gave up on my grandiose project 
of writing a book that would set out Post Keynesian microeconomics much in the 
same way that neoclassical microeconomics is delineated in advanced textbooks 
and scholarly monographs. In particular, I envisioned Post Keynesian microeco-
QRPLF�WKHRU\�DV�D�FRPSOHWH�DOWHUQDWLYH�WR�QHRFODVVLFDO�PLFURHFRQRPLFV��0\�¿UVW�
attempt at such a book was a set of lecture notes I wrote for a course on the 
introduction to microeconomics that I taught in 1979–1980 while still a gradu-
ate student at Rutgers. The notes dealt with production, cost, and pricing of the 
business enterprise, the determination of market prices, input-output framework 
RI�WKH�HFRQRP\��6UDI¿DQ�SULFH�HTXDWLRQV��FRQYHUJHQFH�RI�PDUNHW�SULFHV�WR�ORQJ�
SHULRG�SULFHV��GLVWULEXWLRQ��DQG�WKH�ZDJH�SUR¿W�IURQWLHU��7KH�GLVWLQFWLRQ�EHWZHHQ�
3RVW�.H\QHVLDQ�DQG�6UDI¿DQ�HFRQRPLFV��ZKLFK�PXFK�LV�PDGH�RI�WRGD\��VLPSO\�GLG�
not exist for me or for those few others, such as the late Alfred Eichner (who was 
my dissertation advisor and mentor), working in Post Keynesian microeconomics. 
,Q�SDUWLFXODU��DW�WKLV�WLPH�(LFKQHU�KDG�EHJXQ�ZRUNLQJ�RQ�KLV�XOWLPDWHO\�XQ¿QLVKHG�
text, The Macrodynamics of Advanced Market Economies (1987), in which the 
PLFURHFRQRPLFV�ZDV�DQ�LQ¿QLWHO\�PRUH�GHYHORSHG�EXW�FRQFHSWXDOO\�QRW�PXFK�GLI-
ferent than my notes.
:KLOH� (LFKQHU� PDLQWDLQHG� WKLV� SDUWLFXODU� 3RVW� .H\QHVLDQ�6UDI¿DQ� YLVLRQ� RI�

microeconomics, I started deviating from it while still at Rutgers. As I was ener-
getically discussing the convergence of market prices to long-period prices one 
day with Nina Shapiro (also on my dissertation committee), she calmly asked me, 
“How do I know that they will converge?” as she was unconvinced by the math-
ematical argument I was putting forth. With the question posed, the genie was out 
of the bottle, at least for me, for if convergence means anything in this context, it 
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xx Preface

must mean the movement of actual market prices in historical time to long-period 
prices. But in historical time, anything can happen and generally does. Hence, 
there is no necessary reason for convergence, which in turn means that long-period 
positions have no connection to real world economic activity and, therefore, can-
not theoretically contribute to explaining it. Consequently, I rejected long-period 
positions and, to be consistent, short-period positions as well. Moreover, my con-
current research on full cost/normal cost pricing led me to reject the concept of 
market clearing and to replace it with the concept of a non-clearing market where, 
in the context of a circular production economy, there are continuous market 
transactions in historical time so the market is never cleared. Stuck in historical 
time, I began articulating a microeconomic theory without equilibrium, long- and 
short-period positions, market clearing, and any notion of certainty (see Lee 1984; 
�������������������������%XW�WKLV�GLG�QRW�PHDQ�WKDW�,�UHMHFWHG�DOO�RI�WKH�6UDI¿DQ�
contributions: the disaggregated input-output representation of production and the 
economy, circular production and the commodity residual, interdependent price 
equations, and the possibility of prices being determined independent of supply 
and demand curves remain important components of my work on microeconomic 
theory. For example, my work on production and costs of the business enterprise 
(Lee 1986) was designed to be compatible with input-output models.
,QÀXHQFHG�E\�3DXO�'DYLGVRQ� DQG� -DQ�.UHJHO� �ERWK� RI�ZKRP� ,� WRRN� FRXUVHV�

from while at Rutgers) combined with my research on Gardiner Means meant 
that I had almost no choice but to explicitly embed my microeconomic theory in 
D�PRQHWDU\�SURGXFWLRQ�IUDPHZRUN��:KLOH�WKLV�GLVVROYHV�WKH�ZDJH�SUR¿W�IURQWLHU�
RI�D�QRQ�PRQHWDU\�6UDI¿DQ�PRGHO��LW�GRHV�QRW�GR�DZD\�ZLWK�WKH�LVVXH�RI�KRZ�WKH�
surplus goods and services get produced and then divided up between the various 
classes. However, adopting the view that a capitalist economy is a non-ergodic, 
historically grounded, monetary, circular, and surplus production economy gener-
ated two major interrelated theoretical issues blocking my quest to produce an 
alternative microeconomic theory. The absence of demand curves and the prin-
ciple that markets clear implied that prices do not coordinate economic activity 
or allocate inputs among productive activities – so I was faced with questions: 
What do prices do? What are markets? How are market transactions regulated? 
And what does coordinate economic activity? Drawing on my dissertation and 
HDUO\�ZRUN��/HH��������������WKH�DQVZHU�,�FDPH�XS�ZLWK�WR�WKH�¿UVW�TXHVWLRQ�LV�
that prices reproduce the business enterprise which quickly led me to adopt the 
0DU[LDQ�YLHZ�DQG�QRWDWLRQ�RI�0�&�0ƍ� DV� SDUW� RI� LWV� FKDUDFWHUL]DWLRQ� DQG� WKHQ�
later adding to it the institutionalists’ notion of the going concern. The answers to 
the next two questions – markets are social institutions and transactions are regu-
ODWHG�E\�FRRSHUDWLRQ�DPRQJ�EXVLQHVV�HQWHUSULVHV�±�FDPH�RYHU�D�¿IWHHQ�\HDU�SHULRG�
as I examined business histories of trade associations and enterprises, became 
engrossed in the workings of the US gunpowder market and trade association for 
the period of 1865 to 1890, and stumbled upon the economic sociology litera-
ture concerning markets as social structures and business networks. What became 
apparent to me is that my evolving views of markets and transactions were old 
hat to institutionalists and in fact almost indistinguishable from long-established 
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Preface xxi

institutionalist arguments. If only the Rutgers economics department had a Walton 
Hamilton or at least a Bill Dugger! The answer to the last question was, as my Post 
Keynesian background would suggest, the production of the surplus in the form of 
investment, consumption, and government goods and services. It is business pro-
duction, investment decisions, and government expenditure decisions that create 
and coordinate economic activity, and these decisions are reached largely inde-
SHQGHQW�RI�FRQFHUQV�DERXW�SULFHV��UDWHV�RI�SUR¿W��RU� LQWHUHVW�UDWHV��ZKLFK�LPSO\�
WKDW�FRVW�PLQLPL]DWLRQ��SUR¿W�PD[LPL]DWLRQ��DQG�SURGXFWLRQ�FRVW�GXDOLW\�KDYH�QR�
meaning).

The second related issue concerned the theoretical implications of production 
DV�D�FLUFXODU�DQG�VXUSOXV�SURGXFLQJ�SURFHVV��7KH�¿UVW�DQG�PRVW�VLJQL¿FDQW�LPSOLFD-
WLRQ�LV�WKDW�WKH�QHRFODVVLFDO�FRQFHSW�RI�VFDUFLW\�KDG�QR�GH¿QLWLRQDO��RUJDQL]LQJ��RU�
other meaningful role in the microeconomic theory I was building. This funda-
mental theoretical rejection of neoclassical theory, while common among hetero-
dox economists of the 1970s who took the time to examine Sraffa, is unfortunately 
LJQRUHG�WRGD\�E\�\RXQJHU�KHWHURGR[�HFRQRPLVWV��:LWKRXW�VFDUFLW\�GH¿QLQJ�DQG�
grounding the method used to explain the social provisioning process, then prices 
are no longer scarcity indexes and, most importantly, the economics of the social 
provisioning process ceases to be the study of the allocation of scarce resources 
among competing ends. Instead, as elegantly argued by David Levine (1978) and 
Heinrich Bortis (1997), production and distribution are social activities, and the 
study of social provisioning involves the study of social relationships, not theoret-
ically non-existent scarce resources. Consequently, human activity and agency in 
the guise of acting persons (drawn from social economics) underpin all economic 
activity and social relationships, social organizations, and established patterns of 
social activity (or institutions as institutionalists would say) dictate the particu-
lar forms economic activity takes. That enterprise and market activities of buy-
LQJ��VHOOLQJ��KLULQJ��¿ULQJ��SURGXFLQJ��LQYHVWLQJ��DQG�LQQRYDWLQJ�DUH�FOHDUO\�VRFLDO�
activities – that is, combinations of social relationships and agency in action – do 
not, however, mean that there is only one possible way to delineate them, such 
DV�0DU[LDQ�YDOXH�WKHRU\��%URXJKW�XS�RQ�WKH�&ODVVLFDO�'REELDQ�6UDI¿DQ�YLHZ�RI�
the labor theory of value, I dismissed it (but not the Marxian concern with the 
social) and decided to stay in the ‘objective’ world of commodities. This deci-
sion was reinforced by my Post Keynesian background in which investment and 
JRYHUQPHQW�H[SHQGLWXUHV�JHQHUDWH�SUR¿WV��QRW�WKH�H[SORLWDWLRQ�RI�ODERU��DV�ZHOO�
as coordinate economic activity. But this world of commodities was a by-product 
RI�VRFLDO�DFWLYLWLHV�DQG�WKLV�,�IHOW�ZDV�ERWK�WKH�FHQWUDO�RUJDQL]DWLRQDO�DQG�GH¿QLQJ�
feature of the microeconomic theory I wanted to develop. Yet, how to develop 
such a theory was, for a long time, a puzzle to me.

Dismissing short- and long-period positions, equilibrium, optimality, minimi-
zation, maximization, scarcity, and traditional value theory as central organizing 
features for the theory, what I wanted to develop was, in hindsight, a drawn-out 
debate I was having with myself over its appropriate methodological foundations 
(although for a long time I viewed it strictly in terms of theoretical rejection). 
When I moved to the United Kingdom in 1990, the British Marxists and Post 
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xxii Preface

Keynesians were engaged in methodological discussion over critical realism that 
simply did not exist in the United States at that time. Not being terribly interested 
in methodology or understanding much of the debate in any case, I just ignored it. 
But then Paul Downward wrote a critique of my work on pricing (Downward and 
Reynolds 1996) using fancy words, such as open-system theorizing and process-
truth, that I did not understand. But I knew our work on pricing was compatible 
and therefore was greatly puzzled by his comments. Then one day I got in an 
extended discussion with Steve Fleetwood (my colleague at De Montfort Uni-
versity) over history versus critical realism; and in the end, he convinced me that 
methodology was important and that critical realism was the appropriate onto-
logical basis of the microeconomic theory I wished to write. This led me to do 
further research on the methodology of theory creation and the end result was the 
adoption of the research strategy of the grounded theory method. With the critical 
realism-grounded theory approach, it was now possible to delineate a microeco-
nomic theory organized around social activities and which clearly contributed to 
explaining the social provisioning process of a capitalist economy.
7KH� GLYHUVH� KHWHURGR[� LQÀXHQFHV� RQ� P\� WKLQNLQJ� DQG� WKHRUL]LQJ� VLQFH� P\�

¿UVW�OHFWXUH�QRWHV�RQ�PLFURHFRQRPLFV�KDV�WUDQVIRUPHG�ZKDW�LQLWLDOO\�ZDV�D�3RVW�
.H\QHVLDQ� DSSURDFK� LQWR� D� KHWHURGR[� RQH��0DU[LDQ�� LQVWLWXWLRQDO�� DQG� 6UDI¿DQ�
LQÀXHQFHV�FRPELQHG�ZLWK�3RVW�.H\QHVLDQLVP��FULWLFDO�UHDOLVP��DQG�VRFLDO�HFRQRP-
ics mean that the microeconomic theory delineated in this book has gone through 
a transformational synthesis that makes it an emergent heterodox theory, albeit 
RQO\�D�SURYLVLRQDO�RQH��7KLV�KDV�WZR�LPSOLFDWLRQV��7KH�¿UVW�LV�WKDW�WKH�LQWHJUDWLYH�
approach produces arguments that do not include or are critical of theoretical 
concepts and arguments that are cherished by many heterodox economists. Con-
sequently, when some of the material in the book, such as the heterodox theory 
production and costs for the business enterprise, was submitted to heterodox jour-
nals for publication, the referees quickly condemned and dismissed it. Of course 
the critics never actually produce an alternative heterodox theory of production 
and costs but continue to rely on neoclassical production and cost theory. Sec-
ondly, the microeconomic theory presented in the following pages is incomplete 
because the possible contributions of ecological and feminist economics as well 
as other heterodox approaches are largely absent, and because not all subject areas 
are covered, most notably distribution of income and workplace control. Their 
absence in the book is not due to unimportance or irrelevance on their part, but 
to recognition by me that my grandiose project is indeed too grandiose for me to 
complete. The omissions I hope will attract brash heterodox economists to com-
plete what I started if not dramatically develop and extend it. For the success of 
my book is not to be measured in the number of copies sold or the number of cita-
tions in journal articles, but in how quickly it gets superseded. As Eichner made 
quite clear to me through his own actions, it is not so much what I write that is 
important, but that what I write opens opportunities for other economists to make 
contributions to the development of heterodox economics.
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Preface xxiii

In addition to the above named economists, there are many others whose com-
PHQWV�DQG�VXSSRUW�KDYH�PDGH�WKLV�WKLUW\�¿YH�\HDU�MRXUQH\�SRVVLEOH��6WHYH�'XQQ��
Peter Earl, Stephanie Kelton, John King, Marc Lavoie, Warren Samuels, Andrew 
Trigg, my graduate students at the University of California-Riverside who kindly 
let me learn Sraffa while I taught it to them, and my students at De Montfort Uni-
versity and University of Missouri-Kansas City who have suffered through my 
lectures which are the basis for this book. Taking the road less traveled is an intel-
OHFWXDOO\�DQG�HPRWLRQDOO\�GLI¿FXOW�MRXUQH\��:LWK�WKH�VXSSRUW�RI�P\�ZLIH��5XWK��WKH�
journey was possible; without her there would have been no journey at all.

Lastly, earlier versions of several chapters have been published in academic 
journals and books. They have been amended or updated for the present book.

Chapter 1 includes material that originally appeared in Lee, F. S. (2002), “The-
ory Creation and the Methodological Foundation of Post Keynesian Economics,” 
Cambridge Journal of Economics 26 (6): 789–804; and Lee, F. S. (2016), “Criti-
cal Realism, Method of Grounded Theory, and Theory Construction” and “Mod-
eling as a Research Method in Heterodox Economics,” in Handbook of Research 
Methods and Applications in Heterodox Economics, edited by F. S. Lee and B. 
Cronin, 35–53, 272–285, Cheltenham: Edward Elgar.

Chapter 2 includes material that originally appeared in Lee, F. S. (2011), “Mod-
eling the Economy as a Whole: An Integrative Approach,” American Journal of 
Economics and Sociology 70 (5): 1282–1314; and Lee, F. S. and T.-H. Jo (2011), 
“Social Surplus Approach and Heterodox Economics,” Journal of Economic 
Issues 45 (4): 857–875.

Chapter 4 includes material that originally appeared in Gu, G. C. and F. S. Lee 
(2012), “Pricing and Prices,” in Elgar Companion to Post Keynesian Economics, 
2nd edn, edited by J. E. King, 456–462, Cheltenham: Edward Elgar.

Chapter 6 includes material that originally appeared in Lee, F. S. (2012), “Com-
petition, Going Enterprise, and Economic Activity,” in Alternative Theories of 
Competition: Challenges to the Orthodoxy, edited by J. K. Moudud, C. Bina, 
and P. L. Mason, 160–173, London: Routledge; and Lee, F. S. (2013), “Post-
Keynesian Price Theory: From Pricing to Market Governance to the Economy as 
a Whole,” in The Oxford Handbook of Post-Keynesian Economics, Vol. 1, edited 
by G. C. Harcourt and P. Kriesler, 467–484, Oxford: Oxford University Press.

Chapter 7 includes material that originally appeared in Lee, F. S. (2012), “Het-
erodox Surplus Approach: Production, Prices, and Value Theory,” Bulletin of 
Political Economy 6 (2): 65–105.

Frederic S. Lee
August 2014

***

As Fred Lee mentioned in his preface, this book has a long history which goes 
back to his graduate days at Rutgers University (1978–1981) where he studied 
with Alfred Eichner, Nina Shapiro, Paul Davidson, and Jan Kregel – the most 
LPSRUWDQW�¿JXUHV�LQ�WKH�IRUPDWLRQ�DQG�GHYHORSPHQW�RI�3RVW�.H\QHVLDQ�HFRQRPLFV�
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xxiv Preface

in the United States. In particular, it was Fred’s “discovery of Alfred Eichner” in 
1977 that is “the most important in my entire academic career” (Lee 2015, 318). 
)UHG�UHFDOOHG�LQ�KLV�WULEXWH�WR�(LFKQHU�WKDW�³KH�ZDV�WKH�¿UVW�HFRQRPLVW�,�PHW�ZKR�
really encouraged me in my work on pricing and thought that I was not a complete 
fool” (Lee 1991, 26). The relationship between Fred Lee and Alfred Eichner par-
allels the relationship between Eichner and Joan Robinson, as Eichner dedicated 
his last book, The Macrodynamics of Advanced Market Economies (1987), to her: 
³7R�-RDQ�5RELQVRQ�ZKR��E\�¿UVW�SXWWLQJ�WRJHWKHU�LQWR�D�FRKHUHQW�ZKROH�WKH�DOWHU-
native post-Keynesian paradigm, showed us the path out of the Valley of Darkness 
that is the neoclassical theory.” Were he alive today, Fred would have dedicated 
the present book to Eichner.

This book, Microeconomic Theory: A Heterodox Approach, is Fred’s ‘gran-
diose’ project which took about forty years to come to its fruition. If he were an 
RUGLQDU\�HFRQRPLVW��KH�FRXOG�KDYH�¿QLVKHG�LW�LQ�������ZKLFK�LV�WKH�LQLWLDO�GHDGOLQH�
of the manuscript under contract with Routledge, and we know that Fred was 
a most responsible person). Unlike most self-interested economists, he put this 
book aside and engaged in other works that were, he thought, more important than 
his own research – just to mention a few, his work on ranking journals and depart-
ments and on Research Assessment Exercise in the UK (both of which became 
part of his 2009 book, A History of Heterodox Economics), creating and editing 
Heterodox Economics Newsletter, editing American Journal of Economics and 
Sociology, managing a heterodox doctoral program at the University of Missouri-
Kansas City, organizing conferences and seminars, and supervising doctoral dis-
sertations. He undertook all these activities because he believed that there would 
be no demand for heterodox economists, no opportunity for students to learn het-
erodox economics, and hence no future of heterodox economics, if heterodox 
economists did not carry out what’s required for the survival and reproduction of 
heterodox economics. Certainly, he showed through his actions and writings that 
neoclassical economics in which people are always self-interested and the world 
is self-adjusting is nothing but a fairy tale.

Until I took Fred’s microeconomics course in 2003, I had no idea of what het-
erodox microeconomics was. Like most students then and now I was interested 
LQ�PDFUR��PRQH\��DQG�¿QDQFLDO�FULVHV��LW�ZDV�SDUWO\�EHFDXVH�,�ZLWQHVVHG�WKH�$VLDQ�
crisis in 1997 when I was a student in Korea, as those students who are now 
LQWHUHVWHG� LQ�PDFUR�¿QDQFLDO� LVVXHV�ZHQW� WKURXJK� WKH�����±�����FULVLV�DQG� WKH�
IROORZLQJ�UHFHVVLRQ���7R�P\�VXUSULVH��IRU�WKH�¿UVW�WLPH�LQ�P\�VWXG\�RI�HFRQRPLFV��
I found that microeconomic theory made sense to me because he provided theo-
retical frameworks to analyze the real world and real people that we have contact 
with every day, as well as how the economy is structured and managed by acting 
persons and organizations. More importantly, his lectures and a body of literature 
therein enlightened me that it is possible to develop a historically-grounded het-
erodox microeconomic theory that is assumed to be impossible or non-existent.

The reason I am talking about my own experience is that the primary purpose 
of this book is precisely to show both heterodox and mainstream economists that 
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Preface xxv

heterodox microeconomic theory is possible, although it is in the process of devel-
oping like any other theory, and it offers novel explanations derived from actual 
history as to how the business enterprise, the state, the household, and market 
governance organizations make decisions and carry out deliberate actions in the 
uncertain and transmutable world; how those ‘micro’ decisions and actions are 
intertwined with ‘macro’ outcomes; and, eventually, how we analyze the capital-
ist economic system and its provisioning process. Fred had never claimed that his 
theory was “the” theory. Rather, he wanted other heterodox economists to develop 
a better heterodox theory by way of his own work. He would have been happy to 
see that his theory is criticized and improved by younger heterodox economists.

Let me describe what I have done as the editor of this book. In January 2015, 
,�ZDV�DEOH�WR�VHH�WKH�XQ¿QLVKHG�PDQXVFULSW��7KH�¿UVW�WKUHH�FKDSWHUV�ZHUH�FRP-
plete. However, the following four chapters were either partly completed or 
roughly drafted with notes and outlines. For those incomplete chapters I utilized 
already published articles and book chapters of Fred’s and edited them for the 
sake of this book. Those reproduced materials are listed at the end of Fred’s own 
preface. For Chapter 8, I added the edited transcript of Fred’s last microeconomics 
lecture delivered at the University of Missouri-Kansas City, instead of writing the 
conclusion in my own words or leaving the book without a conclusion. Except for 
Chapter 8, all the chapters are what Fred initially planned, although I have made 
some minor changes and corrected obvious errors in each chapter. In addition, 
,�KDYH�UHFUHDWHG�RU�XSGDWHG�DOO�WKH�¿JXUHV�DQG�WDEOHV��HGLWHG�PDWKHPDWLFDO�V\PEROV�
and equations in order to make sure that they are used consistently throughout 
the book, and added an “Editor’s note” where an explanation regarding the text 
is necessary. I have also added two appendixes. Appendix 1 is Fred’s heterodox 
microeconomics course syllabus with a list of readings (last updated in 2013), and 
Appendix 2 is the problem set for the course. These two appendixes would help 
develop a heterodox microeconomics course if one wishes to do so.

Lastly, I wish to thank Ruth Lee for allowing me to edit the book and John F. 
Henry for correcting my errors in an early version of Chapter 8. I am grateful to 
Andy Humphries, Elanor Best, and Anna Cuthbert at Routledge for being patient 
and supportive throughout the editing process.

Tae-Hee Jo
July 2017
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