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 Abstract 

In the recent debate about “back to business as normal” after the Great Depression (2008-?), the 

possibility of an extended condition of low economic growth in the U.S. and other countries in the 

medium term has been related to the pattern of secular stagnation; see for instance, works compiled 

by Teulings and Baldwin (2014), Solow (2014), and even mentioned by Greenspan (2014), among 

others. 

However, while the concept and development of secular stagnation, as an eventual significant shift 

in the investment motives due to low growth in population, productivity growth, a specific pattern 

of technological change and geographical expansion, was developed fundamentally by Alvin 

Hansen in late 1930´s. And then, due to the economic expansion after II WW and the lack of a 

model to identify the condition of secular stagnation in an economy, the concept was neglected and 

almost forgotten in the economics toolkit, therefore its use in current times has brought some 

confusion. 

 In this paper, in order to amplify the explicative capacity of the concept of secular stagnation, I 

develop a framework to identify the elements that determines the condition of economic stagnation 

in an economy through the review of the original concept in Hansen, and other developments by 

Roy F. Harrod. In particular, this framework reflects an explanation of the determinants of 

economic stagnation due to disequilibrium between greater desired savings and lesser planned 

investment (mostly autonomous) given a technological change slowdown and slower population 

growth.  

The conceptual clarification of the concept of secular stagnation will also help to differentiate other 

conditions of low rate of economic growth such as those related to negative real interest rates or 

price disequilibrium (Backhouse and Boianovsky, 2015) that have been close related to the secular 

stagnation à la Hansen/Harrod. 

It may relevant to note that there are other explanations of current stagnation that follow different 

lineages:  Cowen (year) à la Schumpeter and Koo (2009, 2014) à la Fisher.  However they will not 

be reviewed in this paper, although they may be included in the framework to be developed here. 

In this paper, I also suggest that the secular stagnation concept while localized in the economic 

growth/business cycle framework and as developed in my framework offers relevance for current 

discussion on secular stagnation in present times. 
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Introduction. 

In the recent debate about “back to business as normal” after the Great Depression (2008-

?), the possibility of an extended scenario of low economic growth in the medium term has 

been related to the concept of secular stagnation; see for instance, Teulings and Baldwin 

(2014), Solow (2014), and even mentioned by Greenspan (2014). 

While that concept of secular stagnation was developed fundamentally by Hansen and other 

economists in late 1930´s to early 1950´s, is always welcome any intent to link current 

controversies to their origins in the history of economic thought.  As G. Myrdal ([1939] 

1965: 31) wrote: 

“[It is] my belief that particularly in the present state of economic theory we should clearly 

trace the lines of tradition –positive as well as negative- from the older generations of 

economists in order to prevent our literature from falling any more than necessary into 

Babylonic barbarism”. 

However, in the literature which has reviewed the secular stagnation controversy (see 

Lewis, 1955; Stoneman, 1977; Rosenoff, 1997; among others, and more recently 

Backhouse and Boianosvky, 2015) in general there is not -in my perspective- enough 

appreciation of the contributions derived from the debate between A. Hansen and R. Harrod 

to this controversy. Therefore, in this paper, I argue that something (a lot) can be learned 

from the debate Hansen -Harrod on secular stagnation, while is highly representative of the 

controversy of secular stagnation of a wider change in technological conditions and that 

goes beyond of business cycle.  In reviewing this debate, I argue that the contributions on 

secular stagnation in Hansen and Harrod from 1938 to 1952 deserve more attention for a 

better understanding of secular stagnation in current controversies. In particular, I point out 

the relevance of the distinction between autonomous and induced investment as well as 

their determinants in the context of changing economic growth trends. Also, I argue that the 

Hansen´s mostly historical approach can be formalized in terms of Harrod´s model. 

One objective of this paper is, taking advantage of the interest for economists who are 

reviewing the concept of (or just plain) stagnation, to enrich the current debate with the 

contributions of Harrod (1939, mainly 1948 and 1951) to the development of the concept of 

secular stagnation by Hansen (1938, 1939, 1941) as well as his article Toward a Dynamic 

Theory of Cycle (1952). 

In order to develop this paper, I firstly present a brief review of concept de secular 

stagnation à la Hansen in the late 1930´s and immediate post II WW. In a second section, I 

present the Harrod models as an economic stagnation model. In the third section, I develop 

and present an analytical framework that identifies the fundamental elements of the 

condition of secular stagnation. In the next section, for those who may be interested in the 

history of economic thought, I review the debate between Hansen and Harrod, from Harrod, 

1936, to Hansen, 1952. Conclusions are presented in the last section. 
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1. Secular Stagnation à la Hansen 

The Great Depression in the 1930´s encouraged a vast literature on the issues of investment 

failure and the maladjustment of investment plans, oversavings, and many other factors that 

may determinate the deep and duration of the depression. Among them the explanation 

based on the lack of opportunities for investment attracted a lot of attention in economists 

and general public. This explanation was defined as secular stagnation thesis and developed 

by Alvin Hansen.  

The secular stagnation thesis, such as developed by Hansen (1938 and 1939), is that there is 

a period of lagging economic growth due to structural condition such as slow growth in 

population, geographical expansion, technological change and therefore investment 

opportunities. He analyzed this situation from the XIX century to 1930´s and he anticipated 

that the recession in 1937 led to the characterization of secular stagnation for the economies 

at least in the U.S.A. In this section I will offer a brief presentation of the secular stagnation 

thesis as described mainly in Hansen (1938 and 1939). 

Regarding the antecedents of the secular stagnation thesis, as some economists have named 

it, its references can be located in the so called Continental theory (Tugan-Baranowsky, 

Kondratief, Wicksell, Schumpeter, Aftalion, Cassel, Robertson, and Spiethoff)
1
. In 

particular, Rosenof (1997: 56) wrote “from the outset [Hansen] carefully based his 

characterizations on historical precedent, appealing particularly to Spiethoff´s views of the 

depressed 1890´s.” The Continental theory emphasized not only real as distinct from 

monetary factors in business cycle causation but also holding that investment was the pivot 

of the economy and that investment in turn depended on external stimuli such as 

technological advance and the creation of new markets. (See Rosenof, chapter 5). 

Hansen based his study on historical analysis of the different periods of American 

economic history. He observed that despise “prolonged periods of stagnation” in the 

nineteenth century, this period [late 1930´s] was unprecedented” quoted by Rosenof (Ibid, 

p. 57).  

Characteristics of the secular stagnation thesis: 

In analytical terms, Hansen focused on and emphasized exogenous forces—the forces 

shaping the environment in which the economy operated- as the basic, essential stimuli of 

investment. For Hansen, at least in the last two centuries, there had been extended periods 

of expansion and extended periods of low-level stagnation, each fueled by exogenous 

elements of economic progress or dampened by their relative lack of. 

Hansen distinguished between “extensive” and “intensive” factors underlying economic 

growth: extensive factors included geographical expansion and population growth; the 

basic intensive factor was technological change. And Hansen argued that with the end of 

American geographical expansion and a decline in the population growth rate in the late 

XIX and early XX centuries, extensive stimuli had significantly weakened and that the 

                                                           
1
 Hansen and Clemence (1953) is an edited volume where they personally selected authors in 

business cycle analysis mostly in the perspective of the role of investment. There, the mentioned 

authors before are included. 
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intensive stimulus of technological advance alone was not sufficient to attract investment 

adequate to promote growth along traditional lines. 

Figure 1 (in the annex A) 

It may be relevant to note that this thesis was advanced after two decades on the believing 

of the effectiveness of the monetary policy as counter-cyclical instrument.  

Trend and cycles 

In the development of the secular stagnation thesis, a thread which is relevant to note is 

interaction between (long run) trend and business cycle. Hansen before 1938 was an analyst 

on business cycle. However, by the late thirties and into the forties, Hansen, long fascinated 

by the historical bases of economic development, had become more and more immersed in 

secular, as distinct from conventional, business cycle perspectives and analysis in the 

formation of his theory of secular stagnation. Problems of the business cycle he now largely 

subsumed under this broader secular schema. In long periods of boom, he held, the business 

cycle operated to produce relatively mild and brief economic declines; in periods of secular 

stagnation, by contrast, such economic declines became prolonged and painful depressions. 

During the late thirties and the wartime forties, Hansen believed that the problem of secular 

stagnation or “long waves” much outweighed in importance the problem of the traditional 

business cycle. The key difficulty, he believed, was a result of long run or secular, rather 

than relatively brief, cyclical factors. 

On balance, Higgins (1946) concluded, secular forces emphasized by Hansen were “trend 

factors rather than cyclical factors”, and thus it seemed probable that Hansen considered his 

own theory to be one of trend. In any case, Higgins held, for secular stagnation theory “to 

have an independent meaning of its own, it must be distinguished from all types of cycle 

theories, and be treated as a theory of long-run trend” (p. 133).  

Essentially, while he sometimes used cyclical or long wave terminology, Hansen appears to 

have thought in terms of recurring but discrete periods, similar in basic characteristics but 

differing in the precise ingredients that made up the constituent elements of progress or 

stagnation of each. 

Other explanations on secular stagnation    

It is relevant to note that while the concept of secular stagnation was not developed in a 

operational way during the 1930´s and the economic expansion after the II Postwar 

“contradicted”• its predictions/implications, this concept was mostly discarded in further 

economics discussions, although was revisited in different times until our days, see 

Rosenof (1997), and recently “unearthed” by L. Summers and others (see Teulings and 

Richard Baldwin, 2014), Also see Solow (2014) and  Greenspan (2014). For a recent 

review of the development of the concept see Backhouse and Boianovsky (2015).  

Backhouse and Boianovsky (2015) localized the debate of secular stagnation in the (price) 

disequilibrium/equilibrium models and also they suggest that “arguments from economic 

theory and ideology came together to push the concept out of contemporary economics” (p. 

30). In this paper, I suggest that the secular stagnation concept may be rather localized in 
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the economic growth/business cycle framework for keeping it as a relevant case in our 

economist´s toolkit.  

 

2. Harrod´s model on economic growth, business cycle and stagnation. 

The objective of this section is to develop a reflection on Harrod´s model on economic 

growth/stagnation in order to provide a framework to analyze the dynamics of an economy 

with excess savings and weak incentives to investments. In this paper, I argue that such 

model offers a better explanation of the economic growth/stagnation, as well as, to 

anticipate the policy challenges in the recovery of financial/banking crisis 2008-?  

In particular, in this section, I present a model of economic dynamics based on the 

foundational concepts developed in Harrod (1939, 1948, and 1973) and extended for other 

economists, such as Sen (1979), Dixit (1976), Moudud (2002 and 2009), Shaikh (2007), 

Bernal Bellón (2008a, 2008b), Moreno Rivas (2008), Cruz (2008), Gibson (2010), Hoover 

(2008) as well as Halsmayer and Hoover (2013). While there is a wide literature on Harrod, 

see for instance Besomi (1998), I just refer her, those works which emphasized the working 

of the warranted growth rate through the growth process.  

As I will argue along of this article, the fundamental concepts of Harrod, in particular, the 

concept of warranted rate of growth, will be fundamental to develop a dynamic model that 

embodied some stylized facts, such as an investment function only partially endogenous 

[i.e. dependent of the aggregate demand growth, but with slow reaction to changes in 

interest rates and that allows the incidence of expectations, including the so called animal 

spirits]. And, regarding aggregate savings, its determination is rather exogenous [i.e. not 

completely determined by the current income neither interest rates]. While these 

characteristics seem to be pervasive in economies under economic stagnation, I argue that 

such model offers a better framework for explanation of the economic stagnation cases in 

consideration.  

Here, it is relevant to note that while the models à la Solow have predominated in the 

literature on growth or economic dynamics, the idea of a endogenous determination of 

savings in relation of income and investment as determined by the income distribution –

interest rate/real wage- have also had wide influence in how the economists think about 

growth adjustment process. 

However, there are extended periods of economic stagnation that suggest the relevance of 

the dynamics of investment where this decision does not directly respond to the relationship 

between interest rates and real wage, as well as where savings decisions are not 

“endogenously” determinate  by income or changes in interest rates.  

The model, I present in this section, complement then to those models à la Solow while this 

Harrodian model take into consideration alternative determinants of savings and 

investment as well as their dynamic equilibrium/disequilibrium between them. 
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In this section, besides this introduction, in the following subsection I present the 

fundamental concepts of the model. In third subsection, I elaborate the so called 

fundamental equation. And, in the fourth subsection, I develop the dynamics of the model. 

3.2 Savings and the Relation as fundamental concepts. 

Before I develop the fundamental concepts in a model à la Harrod, here I present the 

outline of such model following to Hacche (1979). As is commonly the case in economic 

theory, Harrod´s model begins with a set of definitions such as: 

 

∆��               �= SY             �=ΔKΔY                                 (1) 

 

And the assumption of  

                                                                              (2) 

 

that is, there is not depreciation. Also the reader will already be familiar with the Keynesian 

identity between actual (or ex post) investment (I) and saving (S): 

S = I                                                                                     (3) 

 

Using this, we may decompose the proportional rate of growth, G, such as: 

 

ΔYY∗�� = ΔYY∗ S∆K = SY∗  ΔY∆K= ��                                         (4) 

 

Equation (4) states that the growth rate of output can be expressed as the ratio of the ratio of 

savings to output and Incremental Capital Output Ratio (I.C.O.R). So as to make the 

interpretation of the identity as simple as possible, we shall assume a close economy with 

no government; but it holds for any economic system, as long as the variables are defined 

appropriately. 

Then the fundamental concepts of a Harrodian model are the savings income ratio and the 

Incremental Capital Output Ratio (ICOR)
2
 presented in different conceptualizations as 

described in the following:  

Regarding savings rate, three conceptualizations are identified: desired, actual and full 

employment required savings. According to Harrod (1973: 17), desired savings (sd) “is the 

fraction of income that would be represented by the by the amount of saving that the people 

currently want to make. People are constituted by persons and companies”. More, in 

                                                           
2
 This ICOR was also known as the relation in the 1930´s and 1940´s (see for instance, Harrod 

(1936 and 1965)). 



7 
 

general, is the amount of savings in relation to the income that families, firms and 

government would be willing to have to attend their future needs, such as, pensions, 

specific expenditures, and “long term” investment plans. Regarding to the government, it is 

the amount that it desires to save beyond the required in regulating the national economy 

and that it may correspond to the needs of “national building” (Harrod, 1973:17). 

It is relevant to observe that, as Harrod (ibid: 17) stated “Once again, it may be noted that, 

while the amount that people desire to save is represented in the equations as a fraction of 

their income, it is not implied that what people desire to save is governed by the size of 

their income, although once again we may well believe that it is, at least partly, so 

governed”.  This is a relevant observation while in many interpretations of Harrod´s desired 

saving concept, saving is interpreted as a fixed ratio determined by the income. Regarding 

to the determinants of desired saving, there is wide debate about the role of interest rate and 

the decisions of future consumption
3
.  

Other conceptualization relevant in the analysis is actual savings, which is, the given 

amount of savings, whether expected or not, along of the period under analysis or the time 

being. In the ex-ante/ex-post, terminology, à la Myrdal
4
, actual saving corresponds to ex-

post saving. Actual savings would be the result of decision of expenditures and dissavings, 

that it would take into account unexpected change in prices and other exogenous shocks on 

expenditure and income. We may illustrate the concept of actual savings as a balance which 

is accumulating in a (business or personal) savings account along the time (period) under 

consideration and therefore is not necessarily corresponding to the desired balance in that 

account.  

Savings at the natural rate of growth is the amount of savings required to achieve, ceteris 

paribus, the growth rate of the output that corresponds to full employment and, by 

definition, is equivalent to the growth rates of population and labor productivity
5
. 

Regarding the Relation, as I mentioned before, it refers to the Incremental Output Capital 

Ratio (ICOR) and can be defined as actual and required. The actual one can be 

conceptualized as the increment in the capital stock, which according to Harrod, includes 

capital and consumption goods dedicated to increase the productive capacity along the 

period under consideration. In particular, the Relation (C) can be represented as: 

 C = ∆K/∆Y, where ∆K is the increment of consumption and capital goods to be considered 

as investment goods; while ∆Y is the increment of output produced along the period. 

Similar to the concept of actual savings, in this case, actual ICOR is an stock which is 

going to be accumulated/desaccumulated along the period and that in respond to several 

stimulus or shocks could be higher or lower in relation to that can be desired for the same 

period, also actual ICOR can be considered ex-post investment. 
                                                           
3
 In relation to the analysis of desired savings, Harrod (1948) advanced his savings theory knows as 

the hump of savings or hump-savings which is another version of a theory of saving along the life-

cycle such as Modigliani´s or Friedman´s.  
4
 See Myrdal ([1939]1965) and for a current interpretation de León (2013 and 2014) 

5
 This definition also implied that technological change is neutral à la Harrod and therefore the 

capital output ratio is constant along the time. 
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Regarding the required Relation, Cr, Harrod (1973: 18), such that “people [entrepreneurs] 

find that the amount of capital goods on hand, fixed and circulating, is just what they find 

convenient, neither too much nor too little. Expressing capital on hand in this way, carries 

the suggestion that the quantity of capital desired has a definite relation to the increase in 

the turnover of goods. That seems reasonable enough in the case of a steady state”.  In this 

sense, the required Relation (Cr) is defined as Cr= ∆Kr/∆Y, where ∆Kr is the increment of 

required or desired in the productive capacity as referred before
6
.  

Regarding the quantitative expression of the Relation a higher value means the 

entrepreneurs have less enthusiasm in productive investing, because this relation indicate us 

that in this economy, entrepreneurs require to anticipate an “higher” output growth amount 

in order to decide to invest a higher proportion of their current output. A lower value in the 

Relation implies a greater enthusiasm for investment. 

In relation to the determinants of the Cr, according to Harrod, they are technological 

change, the influence of the long term interest rate in such change, as well as, the inclusion 

of animal spirits in the decisions of the entrepreneurs regarding to Cr, that  Harrod 

(1973:19) pointed it out as an implicit issue in the concept of dynamic equilibrium.   

 

 

3.3 The fundamental equation.  

From the concepts of savings and the Relation in their different modalities that have been 

described in the previous subsection, Harrod defined three concepts of rates of output 

growth: 

The actual rate of growth, such that G = s/C where s is the actual rate of savings in relation 

to income and C is the actual ICOR.  

The actual rate of growth can also be interpreted in three different approaches: 

i) As the result of the decisions of expenditure (saving) and of unplanned 

increase/decrease in the productive capacity regarding to the increase of national 

income. In terms of the ex-post/ex-ante terminology, the actual rate of growth 

may be thought as the ex-post outcome.  

ii) As the correspondent to a Keynesian economy where the decisions of saving 

and investment have determined the dynamic of the national income in any 

given amount.  

iii) Other approach is where the interest rate does not “equalize” savings and 

investment. These both decisions are equalized by the growth rate of output 

                                                           
6
 An additional issue is if increase in output is the same amount that is included in the denominator 

of C and Cr. In this respect, Sen (1979) offered an interesting extension of the Harrod´s model when 

the increase in output could be referred as the expected or the actual increase one, however, here I 

am not going into details, while that difference may be relevant in the very short term, we consider 

that in the medium run that difference is not relevant. 
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such that  S = s.Y,  while ∆K = I,  then I= C.∆Y and  I=S  therefore  ∆Y/Y = G 

= s/C.  

The warranted or justified rate of growth, Gw, such that Gw = sd/Cr where sd is the desired 

savings referred to the level of national income or output and Cr is the required Relation or 

ICOR.   

The warranted rate of growth also can be interpreted as the answer to the question:  What is 

the growth rate of income where ex-ante savings and investment are equalized. In this case, 

S = sd.  And,   I= Cr.∆Y and given S=I as planned, the resultant growth rate of income is as 

following ∆Y/Y = Gw = sd/Cr .  

Harrod, in his own different presentations of the model, made clear that the warranted rate 

of growth cannot be considered as that of full employment, even though it may imply a 

situation such that economic agents are motivated to keep them in the same growth 

dynamics. Harrod (1973:19) pointed out that in this case:  “equilibrium implies that the 

various parties to process are content with what is proceeding and continue to carry on in 

the same way.”   However, is relevant to note that he did not have a precise identification of 

this condition. In this regard Harrod (ibid: 19) wrote: 

 

“The idea that Gw is an equilibrium rate of expansion implies a behavior 

parameter in the representative entrepreneur. Will he all having turned out well, 

continue in his previous growth rate? Or will he stay put at the same absolute 

level of orders? Or if it were an optimist, he might decide to speed up his rate of 

increase. There is the question of the level of what Keynes called “animal 

spirits” of the representative entrepreneur.” 

 

The natural  rate of growth, Gn, such that Gn = so/Cr where so is the amount of savings in 

relation to current income required to, given Cr, the output growth rate allows to 

employment be at full level. In the Harrod´s concept of Gn is also defined as the growth rate 

of population (n), if the rate of labor participation is assumed as constant, plus the growth 

rate of productivity (g), such that Gn = so/Cr  = n + g. It relevant to note that in this 

definition is embodied the fact that technological change follows a pattern à la Harrod. 

Once, the three concepts of growth rates have been defined, the growth patterns of an 

economy can be described based on the combination of the actual, warranted and natural, as 

presented in the following subsection.  

 

 

3.4 The dynamics of the model.  

In this subsection, I analyze the interaction between the three particular growth rates, Gw, 

G, and Gn. In particular, I will analyze two central cases: i) the Gw, and G dynamics which 

have been characterized as the Harrod knife-edge instability and that I argue, according to 
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the recent literature, a short run phenomena. Some economists, for instance Solow (1956, 

and 1987) gave relevance to this implication of Harrod´s model. However, most of analysts, 

including Harrod (1973), identified this phenomenon that can be running only for few 

yearly quarters.  Even more, this debate have distracted from other more relevant 

implications of model à la Harrod. In particular, the implications related to the second 

central case:  ii) the dynamics between Gw and  Gn which is related to the adjustment 

mechanism that promote the convergence/divergence from Gw to Gn and eventually 

determines the economic stagnation.  

i) The Gw and G dynamics. 

For a better understanding of the dynamics of the model in relation to the interaction 

between  Gw and G is convenient to observe it along a given period. At the beginning of the 

period, families, firms and government identify their desired savings and available 

productivity capacity that they would like to have at the end of the period. In that way, 

given the expected income, economic agents determined Gw
7
. In the following, in order to 

not include the natural rate of growth, Gn, and for simplification, we may assume, for the 

moment, that Gw as well as G are under Gn. 

Once that the warranted rate of growth is determined, along the period, the own dynamics 

of the economy is evolving under diverse shocks of aggregate demand and supply and even 

unexpected changes in economic policies along or at the end of the period.  At the end of 

the period, families, firms, and government made an evaluation of their actual savings 

balance account and/or inventories stocks, and comparing what they have planned for the 

period, economic agents then realized if they have same, larger, or smaller balances as 

planned. In the aggregate, economics agents realize that the economy have grown 

according their plans (G =  Gw) or under  (G < Gw)  or above (G > Gw).   

In the case G = Gw as implied in the definition of the warranted rate of growth, economic 

agents are “satisfied” with the outcome and they, in the aggregate, continue saving in the 

same ratio in relation to income and they increase productivity capacity at the same rate. 

However, given the fluctuations we observe in growth rates, this situation is not the more 

frequent. From there, the usual situation rather implies an inequality between both growth 

rates.  

In the case  Gw  > G we found that:  

 i) Economic agents have less savings than desired for the period and therefore, they will be 

decreasing their consumption in the following period in order to increase savings balance as 

desired; or  ii) the increase in productive capacity was larger than that considered as 

required and as consequence firms would not have incentives for an increment in 

productive capacity, that is, no incentives for more investment expenses. Therefore from 

one or the two situations, it is implied that the actual rate of growth in the next period, Gt + 1 

will fall and going further (under) away from Gw.  

                                                           
7
 If this is the case, then Gw is determined not only for the G of previous period, but also for the 

plans of future savings and expectations of future output.  
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In the case of G > Gw the opposite to the former situation can be illustrated while this one 

will be implying larger Gt + 1  which will be higher and going further away (above) Gw.  

From the former analysis, it comes the dynamics of the so called as the Harrod knife-edge 

instability while a small deviation amplifies the initial expectations misfit.  For Harrod, in 

his early publications on this issue, is precisely this instable dynamics the one which may 

explain the business cycle
8
. In the last publications, Harrod (1973) considered that those 

deviations between the actual and the warranted rates of growth occurs rather in short and 

medium run in the different phases of the business cycle. For Moudud (2002) also those 

deviations are more of short run duration.  Shaikh (1989) explained the absence of long run 

instability due to the interaction between fixed and working capital
9
. See also de León 

(2012).  

ii) Dynamics of Gw and Gn 

Other implication from models à la Harrod which is of major analytical interest for the 

development of this article is the relationship between Gw and Gn. For interest in this 

article, I will analyze that relationship, at this moment without consideration to G, in the 

following two possibilities i)  Gw = Gn; ii) Gw > Gn; regarding the third possibility such that  

Gw < Gn the analysis can be found in de León (2012). 

The first case, such that Gw = Gn, corresponds to a full employment and full (or normal) 

productivity capacity
10

 . In fact, this case is similar to an economy growing at steady state 

in the neoclassical model of growth or to the golden age à la Joan Robinson
11

. However, in 

Harrod, this case is no as often as thought, while as Harrod (1939: 30) pointed out “There is 

not inherent tendency for these two rates to coincide”. Harrod (1973:19) also made clear 

that “warranted and natural rates of growth are entirely different concepts, and they have 

different determinants.”   

Even more, in this analysis, for Harrod there are several warranted rate of growth. One in 

particular for economic stagnation is that which Harrod (1939:30) defined as “[the] 

warranted rate of growth which would obtain in conditions of full employment; this may be 

regarded as the warranted rate “proper” to the economy”. In the following we will consider 

Gw as this “proper” warranted rate of growth. 

Now, I, following Harrod, analyze the consequences of the difference such Gw > Gn. 

Although how unusual this situation may appear to an observer in an economy in normal 

times, this inequality represents precisely economies where there is an excess of desired 

savings over that required for full employment
12

. This situation attracted the Harrod´s 

attention mostly as the economic stagnation after Great Depression, in his 1939 article and 

                                                           
8
 In fact, the initials ideas regarding to economic dynamics were offered in Harrod (1936 and 1939) 

on business cycle.  
9
 In the literature, Rose (1959) and Nevile (1960) identified through different procedures, the 

stability of the actual rate of growth in relation to warranted rate of growth.   
10

 Post Keynesian, more recently Moudud (2002) in general acknowledge that, even in full 

employment, the level of use of installed capacity is not 100 percent, but a level considered 

“normal”.  
11

 Robinson (1962). 
12 Or, if we analyze this situation since the Relation, there is an excess of productive capacity.  
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after the II WW in his 1948 book. In particular, Harrod (1939:30) stated. “The system 

cannot advance more quickly than the natural rate allows. If the proper warranted rate is 

above this, there will be a chronic tendency to depression.” 

In Hoover (2008) we found an interesting analytical and empirical development of the 

meaning of the difference between Gw and Gn, and there he offers an interesting illustration 

of the case where Gw >Gn. In particular in figure 2, the pattern of the difference between 

Gw and Gn are described. Note in that figure, when the proper warranted and the natural rate 

of growth coincide, the actual rate of growth is driven at the same acceleration. And Gw is 

larger than Gn, G follows a downward direction as shown by the arrows. See Hoover (2008) 

for more details. 

Figure 2 [in the annex] 

 

3. Building a common analytical framework between Hansen and Harrod. 

In this section, I developed a framework which –from my perspective- identify the essential 

elements that allow defining the condition of economic stagnation. It is relevant to note that 

this framework is my own proposal, but it is my contention in this paper that it may be 

derived more or less directly from the systematization and development of the analytical 

developments of Hansen and Harrod along 1938 and 1952. 

A first framework can be deduced from Hansen (1938 and 1939). In those papers, Hansen 

offered an analytical framework where capital formation (investment) is the dependent 

variable, see Figure 3. 

Figure 3 

 

 

 

A second framework, as I present in this section can be developed from Harrod (1939) and 

for this matter, also Harrod (1948 and 1973) where Gw>Gn. In those papers, Harrod (1939) 
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identify the determinants of Gw and Gn, although he did it in an analytical approach mostly 

without historical references.  

Then, taking into consideration these two analytical models and their posterior 

developments and interactions, as well as other explanations for economic stagnation, see 

section 2, I advance the following framework: 
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After I review the developments and interactions regarding economic stagnation between 

Harrod and Hansen that I present in section 4, I have to note that there is no evidence of 

acknowledging of the convergence of both models as presented in my Figure 4. Although 

both economists were familiarized with their correspondent works in regarding to economic 

growth/stagnation, as well as trade cycle. See for instance Hansen (1949) which was a 

review of Harrod (1948) and Harrod (1952) which included references to Higgins (close 

collaborator of Hansen in the topic). 

Some explanations I have identified in the literature about the absence of this knowledge to 

a common framework and that also help us to a better conceptualization of the framework 

are fundamentally the following two issues: 

i) Trend and cycles 

Hansen developed his interpretation of economic stagnation as a shift in trend rather than in 

volatility of business (trade) cycle. Harrod focused more in his model as a trade cycle 

model given the trend of a growing economy.  

ii) Autonomous/induced investment 

Hansen differentiated the components of investment in relation to autonomous and induced 

motives, he observed the shifts in autonomous investment as determinants of economic 

stagnation. Harrod identified as most of investment motives as those as induced. 

Then, from the review of both issues, it seems to me that my propose of framework can be 

better defined as referred to medium or long run periods where autonomous investment 

plays a more relevant role. Incidentally, my research suggests that Harrod (Hansen) 

overestimated (sub estimated) the efficiency of the adjustment mechanism towards steady 

state and sub estimated (overestimated) the role of autonomous investment.  

In this respect I propose a new formulation of the framework as presented in figure 5. 
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Regarding the determinants and differences between autonomous and induced investment 

in Hansen, see Figure 6 

Figure 6 [In the annex] 

4. The debate Hansen-Higgins and Harrod on secular stagnation, trend and 

cycles, from the perspective to history of economic thought.  

After I have reviewed the analytical proposal on secular stagnation of Hansen and Harrod, 

in this section, I present the keystones of the debate that was developed by these authors, 

altogether with Higgins, for clarifying the particularities of the secular stagnation thesis, the 

relationship between trend and business cycle and the distinction between autonomous and 

induced investment. 

In the following figure I present a diagrammatic summary of the particular contributions to 

the debate. 

Figure 7 (time line)[In the annex] 

It is relevant to mentioned that at the beginning of this research, I have more antecedents on 

Harrod´s model than Hansen, I was anticipating that the Harrod´s model could be a useful 

framework for the stagnation analysis, maybe as Kurihara (1952) suggested it. However, 

after I have analyzed the debate developed through the publications between Hansen, 

Higgins, and Harrod, I have concluded that, in effect, the stagnation model à la Harrod did 

not take into account the interactions between his Gn and Gw and therefore a more complete 

model can be built. 

Hansen on Harrod. 

As I mentioned before, Hansen presented his secular stagnation thesis in extensive in Full 

Recovery or Stagnation (1938) and in an abbreviated way in his Presidential Address in the 

AER (1939). In 1939, Harrod was publishing his Essay on Economic Dynamics in the EJ 

where he identify the situation of stagnation in his model as Gw>Gn.  

Hansen had been a close reader of Harrod (1936), there was an extensive review (22 pages) 

on the QJE (1937), reproduced as chapter in Hansen (1938). For different reason, he did not 

give the same attention to Harrod (1939). At this respect Samuelson (2002: 221) wrote: “If 

Alvin [Hansen] and I [Samuelson] were Roy [Harrod]´s only two close American readers in 

1936, I may have been the only American to digest Harrod´s important 1939 Economic 

Journal article, with its (trend rather cyclical) multiplier-accelerator.” Even more, 

Samuelson (2002: 221) noted that “It was neglect of his 1939 Economic Journal article that 

Roy [Harrod] complained to me about”. 

Regarding to a possible review of Hansen (1938) by Harrod, as Harrod wrote in his 

Foreword of his 1948 book, “this [book] seemed to me that this would be a fitting occasion 

for me to resume the thread of my thinking, which had been broken in 1939.” According to 

Besomi (2003) during the II WW in Harrod´s paper there are only references to memoranda 

on proposal submitted by other economists, such the Hansen-Gulick plan (1941) proposing 

an International Currency Union.  
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For Hansen´s interest, this situation changed in relation to Harrod, 1948, while he wrote a 

favorable book review.  Hansen (1948: 497) wrote: “This is an important and penetrating 

book. The fundamental ideas are based on Mr. Harrod's brilliant article in the March, 1939 

issue of the Economic Journal. Here the analysis is presented more fully, and there is 

considerable new material dealing with the supply of saving, the foreign balance, contra-

cyclical policy, and interest-rate policy. It is also identified as a book on economic growth. 

“The volume as a whole centers around the problems of a growing economy” (p. 497).  

However, Hansen also gave relevance to the analysis of the case Gw > Gn “It is the 

divergence of GwCr from GnCr which presents the problem of chronic unemployment” 

(498).  

Hansen (1948) also noted that “Harrod's analysis is concerned on the one side with the 

problem of maintainable rates of investment, and on the other side with the problem 

whether autonomous investment impulses are sufficiently powerful to raise income enough 

to induce a full "widening" of capital”. This observation is relevant to observe while 

Hansen make emphasis in the character “autonomous” in the investment. 

Hansen also quotes the reference of stagnation in the United States in the book and pointed 

out that “the main solution offered by Mr. Harrod for the long-run problem, as distinct from 

that of the cycle, is to drive down the rate of interest. However, in this respect, Hansen 

strongly disagrees.  

In the final paragraph, Hansen wrote “What is really important in this book is not the 

practical policy sections, but rather the theoretical apparatus outlined for a study of 

dynamic economics. Mr. Harrod has given us an elegant piece of analysis, highly original, 

and pregnant with suggestions for theorists, econometricians and students of the business 

cycle”. Here, note that Hansen refers to “business cycle”, not “long run trend”. 

During the process of development of the secular stagnation thesis, Hansen has as close 

collaborator to Benjamin H. Higgins (1912-2001). Higgins was born in Canada, he took his 

first degree at the University of Ontario in economics and political science in 1929-33, then 

spent two years studying for an MSc (Econ.) under Robbins at the London School of 

Economics (LSE). From there he moved briefly to the University of Saskatchewan, then to 

the University of Minnesota, one of the major centers of Institutional Economics, where he 

wrote a PhD thesis on taxation aspects of fiscal policy under the supervision of Alvin 

Hansen. When Hansen moved to Harvard 1938, Higgins went with him for three years as 

his research assistant. Hansen in his 1941 book, acknowledged the collaboration of 

Higgins. 

During the war years, Higgins worked in Washington for some time. In 1942, he went to 

McGill University in Montreal and in 1948 to University of Melbourne where he continued 

working in clarifying and extending the secular stagnation thesis [there are two 

autobiographies of Higgins (1989 “The road less travelled” and 1992 “All the difference: A 

Development Economist´s Quest”].  
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In 1948, Higgins published an extended and detailed review, 17 pages, chapter by chapter, 

of Harrod (1948) in Economic Record. In that review, it is interesting to note that in 

difference with Hansen´s review, Higgins identify Harrod (1948) as an analysis of 

economic growth trend rather than a book on economic growth and business cycle as 

Hansen did. In particular, Higgins noted that “Mr. Harrod’s essay on Towards a Dynamic 

Economics is a most welcome addition to the literature. In the first place, his theory has the 

main attributes of a satisfactory dynamics. Harrod concentrates upon the explanation of 

secular trends, and -quite properly, in this reviewer’s estimation- insists that it is precisely 

this explanation of trends that is the distinguishing characteristic of a truly dynamic 

economics.” (p. 174, my underlining). 

Higgins added “In the second place, Harrod’s theory is directed towards an explanation of 

the secular causes of unemployment and inflation, and of the factors determining the 

optimum and the actual rate of capital accumulation.”  (p. 175)…In third place, “[Harrod´s 

theory] makes use of those concepts and tools of equilibrium theory and comparative statics 

that are useful in analyzing secular trends. Accordingly, his work provides a foundation 

upon which it should ultimately be possible to build, brick by brick, a quite imposing 

structure of dynamic analysis“(p. 175). 

Moreover Higgins agreed to the interest of Harrod on stagnation, “Mr. Harrod considers the 

building of such a structure the major task facing economists today: ‘The idea which 

underlies these lectures,’ he writes, ‘is that sooner or later we shall be faced once more with 

the problem of stagnation, and that it is to this problem that economists should devote their 

main attention’ (p. v). Here again the reviewer finds himself in enthusiastic agreement” 

(p.175)….” It is therefore high time, in Harrod’s opinion, for economists to turn their 

attention once again to problems of chronic and increasing under-employment”, (p. 176). 

If, so far, Higgins was appreciating the Harrod´s contribution, afterwards, I found a critical 

approach to those contributions: Firstly, Higgins criticized that “Harrod discards 

diminishing returns’ from land as a ‘primary determinant,’ and considers both the rate of 

population growth and the rate of technological progress as independent variables in 

advanced countries” (p. 176). 

Higgins acknowledged the Harrod´s contribution on stagnation, as Gw>Gn, and extended it 

to include the interaction between population expansion, resources, and innovation. In 

particular, he pointed out:  

“With the introduction of Gn, Harrod is able to develop a theory of increasing under-

employment. If Gw exceeds Gn, (as it well may when population growth tapers off, or the 

rate of improvement in technique or discovery of new resources tapers off), Gn will also 

tend to lie below Gw, C will be chronically above Cr, and the economy will be chronically 

depressed…We might call economies of the former type ‘deflationary gap´ economies (to 

avoid the term ‘excess savings,’ which is misleading)” (p. 185-6). 

Higgins acknowledged then that: “Harrod contrives to get a skeletal theory of economic 

fluctuations, as well as a theory of trend, out of his analysis“(p. 186). 

However, Higgins also focused on the limitations of the Harrod´s approach. 
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“While reference to the article makes Harrod’s concept of ‘Gw’ a bit clearer, it still does 

not tell us what Harrod thinks are the determinants of Gw; and what determines Gw is 

obviously all important” (p. 187). 

Even more, “Indeed, the fundamental variable Gw, and the accompanying Cr, are probably 

not measurable a t all” (p. 190). 

For Higgins then “It seems to the reviewer that there can be no doubt that Harrod has 

written a very important book. Indeed, the only new book the reviewer has read in recent 

years with the same mixture of irritation and excitement, the same wavering between the 

feeling that there is nothing in the book that is both new and correct and the feeling that 

there is something in the novelty of approach that will prove enormously fruitful, was The 

General Theory itself” (p. 189). 

And he concludes that “In his Preface, Mr. Harrod regrets the fact that he has ‘not been able 

to keep up with the foreign literature on economic dynamics. The reviewer regrets it too. It 

would have been both interesting and helpful to hear from Mr. Harrod what he considers to 

be the fundamental differences between his approach and that of, say, Professor Hansen, or 

Dr. Kalecki, or Professor Domar. It is clear, for example, that in so far as it is concerned 

with mature economies-as it mostly is-Harrod’s theory is a compressed and formalized 

version of Hansen’s famous stagnation thesis, with the geographic frontier (new supplies of 

resources) left out. How useful it would have been if Mr. Harrod had expressed his views 

regarding the relation of his analysis to the controversy over the Hansen stagnation thesis!” 

(p.189). 

I have not found reference for a written feedback by Harrod to Higgins´ book review, 

although as he wrote there was correspondence between them “I also write a review article 

on Harrod´s book on the trade cycle, which Harrod liked, and when I sent him my article on 

´the theory of increasing unemployment´ he accepted it for The economic Journal” 

(Higgins, 1989 p. 17). 

With the objective of clarified the concept of secular stagnation, Higgins
13

 published (at 

least) a chapter and three articles (1948 –concepts and criteria de secular stagnation-, 1950a 

–the concepts of ss- , 1950b -theory of increasing under-employment-, and 1955 –

Interactions of cycle and trends). 

After a period of full employment from 1943 to 1950 in the American economy, the thesis 

of secular stagnation seemed to be outdated, Higgins changed the perspective. In particular, 

as he wrote in Higgins (1950a): it seems desirable that the concept of secular stagnation 

should be clarified, “so that future discussion of it will be as fruitful as possible” (p. 160). 

In this article, Higgins offered an amplifying of his diagrammatic definition of stagnation 

(In my opinion, not very useful), and propose that ´stagnation´ as described by Hansen, 

should be called instead “increasing under-employment”. 

 

                                                           
13

 Higgins also published 1946´s book review which is not included here, because it was more a 

critical review of the book The Bogey of Economic Maturity although with some interest for better 

understanding of the initial concept of secular stagnation. 
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Higgins (1950b) continued focused more in the situation of increasing under-employment 

that is under those conditions where there will be a growing gap between the trend of 

potential income and the trend of actual income. The purpose of this article was to present a 

simple, concise and formalized version of this theory, and to compare the formal content of 

the theory with that of other theories of trend developed in recent years. 

Higgins (1950b) basically offered an interesting framework where he analyzed the effect of 

“stagnation” (tapering off on population, geographical frontier and technological growth)  

on the different sources of growth, making emphasis on savings (ex ante/ex post) and 

investment (autonomous and induced) and expectations of potential real income. He 

identified some “counter-tendencies” and considered that all taking into consideration, the 

trend towards stagnation or increasing under-employment persist in current economies. 

Here, he reviewed Harrod´s theory as an alternative formulation of Hanson´s thesis (p. 

266). He pointed out “It is a formulation that has both advantages and disadvantages” 

(referring to Harrod, 1948). 

Harrod (1951) is his own large commentary note on recent view on trade cycle. “To 

underline the differences between my theory [Harrod´s] and certain others, which it has 

been thought to resemble” (p.261). Here, he was going to include Higgins (1950b). 

Harrod (1951) made a long discussion on the distinction between autonomous and induced 

investment where he acknowledged that autonomous investment could be affecting the Gw, 

however this would be a short term effect. 

Hansen (1952) developed two valid and important points. First, business cycle theory 

should be part of a system of economic dynamics that includes the study of long-run 

growth as well as short-run fluctuations. He is right in criticizing some of the older 

theories-as well as current econometric models-for not doing this. Hansen's criticism 

applies particularly to those who did not in their theories give primary emphasis to the 

forces influencing the behavior of long-term investment-for example, such as Mitchell and 

Hawtrey. Among those who did pay particular attention to the behavior of long-term 

investment, Hansen's criticism would perhaps apply most to Hayek and others of the 

Austrian School. It would apply much less to Tugan-Baranowsky, Spiethoff, and Cassel. It 

would apply not at all to Schumpeter nor, I think, to D. H. Robertson. Hansen's second 

main point lies in the emphasis which he places on technological change and on the role of 

autonomous investment in the process which generates both long-run growth and shorter-

term fluctuations. Technology enters into his dynamic model in two ways. First of all, it 

creates spurts in investment which touch off the multiplier-accelerator "response 

mechanism"; secondly, technology modifies this response mechanism. By constantly 

changing the marginal capital-output ratio, it causes the size of the accelerator to change; 

and the size of the multiplier may also be affected. He criticizes those cycle models which 

treat investment as being wholly or chiefly induced by changes in output working through 

an unchanging accelerator. In fact, as Hansen noted: no observer of economic development 

in the Western World can help but be impressed by the importance of technological change 

in influencing both the long-run rate of growth of output and the course of business cycle 

fluctuations.  
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We shall not learn much about business cycles by treating technological change as a 

random disturbance, as does Tinbergen, by ignoring it, as (in effect) does Harrod, or by 

adopting Hicks's expedient of assuming that technology results in a level of autonomous 

investment which expands continuously at a more or less constant rate.  

According to Hansen, business cycle theory should not concern itself merely with the study 

of endogenous models, based on a system of lagged responses, which generate only 

oscillations. What it is  need is not a cycle theory which will explain only short-run 

fluctuations but a broad theory of economic dynamics, of which cycle theory would be a 

part, which would explain how both growth and cyclical fluctuations emerge from the 

interaction of the same set of underlying forces.  

Somehow, Hansen is willing to accept the mechanical interaction of the multiplier and the 

accelerator-following Hicks, Harrod, and other model builders-in a way which leaves no 

room for the changing expectations of businessmen, investors, and consumers. However, 

Hansen assumes that technology may lead to changing values for the accelerator. 

Then, Hansen makes the point that business cycles emerge, at least in part, out of a growth 

process centering on technological change and the behavior of autonomous investment. His 

analysis also implies at least a partial theory of the lower turning point-based on the idea of 

spurts in autonomous investment -although this is not integrated with what he has to say 

about the multiplier accelerator process.  

Here, it is relevant to note that Hansen in Fiscal Policy and Business Cycles, published in 

1941, expressed skepticism as to the value of the acceleration principle in explaining 

cyclical fluctuations in investment (for example, pages 282-284). The emphasis was on the 

creation and exhaustion of investment opportunities resulting from technology and 

population growth. A decade later, in Business Cycles and National Income, greater 

significance was attached to the acceleration principle, though the periodic exhaustion of 

investment opportunities still played an important role in his explanation of why major 

cyclical expansions eventually end.  

[Higgins (1955) came to close the debate in his article “Interactions of cycles and trends”] 

Afterwards 

Higgins 

Higgins (1989, p. 44), from his autobiography The Road Less Travelled: 

“[In 1950/51] And so, by a series of accidents, I became a development economist, just as I 

became an economist by accident in the first place. I had evolved from a micro-theorist 

with an interest in methodology, history of thought, and theory of value into a macro-

theorist interested in monetary and fiscal policy, without completely dropping my earlier 

interests; and then, at the age of thirty-nine, I decided to study the problems of 

underdeveloped countries, less because of any concern for them than because I felt that 

learning about them might help me to understand the problem of ´economic maturity´, or 

stagnation in advanced countries, as the other side of the coin.” 
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Also Higgins (1995) linked the surviving of the idea of Hansen´s secular stagnation, in 

particular, “the disappearance of the frontier”, to the surge of regionalism in the United 

States.  

Hansen 

Hansen (1954) in his book review of Steindl´s Maturity and Stagnation in American 

Capitalism attempted a short classification of stagnation hypotheses (this is how Hansen 

wrote it) and mentioned: 

“A theory based primarily on exogenous´ factors including technology, population growth, 

and the opening up and development of new territory. This point of view is represented by 

my own analysis and perhaps also that of Harrod” (p. 409). 

Harrod 

Harrod (1959/1960) “Dynamized version of the stagnation thesis”: 

Harrod (1973) where he summarized his contributions to Economic Dynamics, he again 

linked the ´stagnation thesis´ to the situation where Gw>Gn, but not any reference to 

trends, nor Hansen, nor Higgins. 

Conclusions 

The research results reported in this paper suggest that a framework to identify the 

important elements of a condition of economic stagnation, that goes beyond  the "real 

negative interest rate", and therefore of current relevance. Among the following steps is the 

empirical validation, where a relevant issue is the identification of Gw. 
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Figure 2 

 

 

 

 

Figure 6: Determinants of autonomous investment according to Hansen (1952) 

Source: Hoover (2008). Figure 4.A. 
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Figure 7: Time Line 
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