
Re: On Kaldor and Inventory models

Dear Prof. Arrow,

You are too kind and thoughtful! 

Thank you for your attention on this matter. You’ve been extremely helpful and gave me important hints of where to look for other
references, which I have already found to be crucial to my argument.

I wish you merry holidays and a great year in 2015.

Best wishes,

André

Em 14/12/2014, à(s) 05:26, Arrow Kenneth J. <arrow@stanford.edu> escreveu:

Dear Mr. Roncaglia de Carvalho:  

The Wikepedia article on, "Menu Cost Economics," gives credit to Sheshinski and Weiss for introducing the hypothesis of
fixed costs to changing prices (1977).  I have no idea how Kaldor picked it up.

Sincerely yours,

Kenneth J. Arrow

On Dec 13, 2014, at 6:22 PM, Arrow Kenneth J. wrote:

Dear Mr Roncaglia de Carvalho:

You are raising a very good historical question.  I have only a shallow knowledge of these events.

As you note, Harris, Marschak, and I developed the theory of optimal inventory replacement in the
deterministic case before going on to the case of uncertain demands.  Under conditions of economies of
scale in ordering, one gets a periodic order policy, which gives rise to a "saw-tooth" behavior of
inventories.  (As we noted, similar results had earlier been found by R. H. Wilson.)

I do not know who first had the idea of reinterpreting the model to cover changing prices in the face of
inflation  There are several names that come to mindL:  Andrew Caplan (at Columbia University), Yoram
Weiss (Tel Aviv University), and Eytan Sheshinski (Hebrew University).  

I had not connected Nicholas Kaldor with this literature, but that just shows my ignorance.  

With regard to the inventory-theoretic models of demand for money, I remember finding some papers
from the 1930s by Edward Shaw and by Moses Abramovitz.  A related, much earlier paper, is one by
Francis Edgeworth (probabily in the 1880s), about the reserves which a bank should hold if its depositors
have random times for withdrawal; he derived a square-root model. Tobin developed a model similar to
Baumol's, though independently.  Both acknowledged that they had been anticipated by Maurice Allais.
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But all this literature seems different from the menu-cost theory of price adjustment.  

If you wish, I will make more of an effort to put flesh on these observations.

Yours,

Kenneth J. Arrow

On Dec 13, 2014, at 4:11 AM, Andre R Carvalho wrote:

Dear Prof. Arrow,

I am a PhD candidate at the University of São Paulo,
Brazil, and I am doing some research on the forerunners of
the inertial inflation theory that informed the stabilization
attempts throughout the eighties and nineties in Latin
America. I write to you in search of some clues regarding
the connection between Nicholas Kaldor, Baumol's 1952
inventory-theoretic approach to money demand and his
connections to the inventory theory carried out at the
Cowles Commission.

Let me provide you with a brief outline of what I am
looking for. 

Kaldor spent some months in Latin America in 1956,
where he lectured in CEPAL (Chile) and in Brazil. Before
coming to Chile, that same year, he spent a few weeks
with Prof. Scitovsky at Stanford, where you were also at
the time. (But, by then, I believe you were no longer
working on these inventory policy models). At this time,
Kaldor developed a sawtooth shaped illustration of real
wages under chronically inflationary conditions, which is
likely to have informed both of the later developments of
such a theory in Latin American quarters. However,
simply stating that he is a forerunner of such a modeling
representation seems to miss the more relevant question of
how he came about this diagrammatic representation.

By looking into this rather unexpected connection, I came
across some common ground between some of Nicholas
Kaldor´s contributions to the inflation theories in
developing countries and current developments in
inventory theory. Your 1950 paper, alongside Harris and
Marschak, has shown rather crucial at this specific
juncture. In fact, the first model of inventory dynamics
under certainty is the very representation that was later to
be celebrated in Latin America as a close depiction of real



wages under chronic inflation.

However, I have not been able to adequately substantiate
this connection due to lack of references on the importance
of inventory theory to developments in economics as well
as to other disciplines.  Two lines of investigation were
raised as a consequence of this findings, namely:

1) Kaldor’s Academic networks: I have learned about
Kaldor´s participation in the US and UK bombing surveys
in the immediate post-war period and, also, of his personal
relationships with von Neumann and Tibor Scitovsky. It
was suggested to me by one of his biographers that Kaldor
was closely connected to Marschak and maybe this is a
likely link between these two threads of theory based on
the same diagrammatic representation. Do you have any
recollections of Kaldor participating in any meetings or
seminars, or of him being in touch with members of the
Commission or of having exchanged ideas on these
matters with anyone working on those models? 

2) Inventory-theoretic approaches: Your paper - Arrow,
Harris and Marschak (1950 - Optimal Inventory Policy) -
anticipates, via inventory theory, the very representation
Kaldor sets forth six years later in 1956. More than that,
Baumol's 1952 paper also makes use of such sawtooth-
shaped representation (which was direclty inspired by a
paper published by Whitin, in 1952, also on inventory
models). That made me wonder if there was something to
be hoped, at the time, by adopting this inventory-inspired
type of modeling, an avenue of theoretical development
that was later abandoned.   but I was wondering if there is
anything more substantial in terms of knowledge sharing
and cross-fertilization between these research quarters.

That being said,  I was hoping you could give me some
guidance based on your recollections of those times,
maybe sources and papers I could look this up in. Also,
any information you may have that is not published but
maybe useful in this search would be greatly appreciated,
especially in what concerns the influence of this inventory-
theoretic approach within the intellectual environment of
the early 1950s.

I thank you in advance for your attention, apologize for
demanding so much of your memory and hope this
message finds you in good health.
 



Best regards,
 
André Roncaglia de Carvalho
University of São Paulo
Graduate Program in Development Economics


