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Limitations of kaldor  Model: 

(d) Kaldor’s model, in its present state cannot be 

accepted either as a model of growth or as a model 

of macro-distribution. His model depends upon a 

unique profit rate, which has the needed value to 

produce or ensure steady—state growth—but he 

doesn’t tell or show, how this unique rate of profit is 

determined ? This, in fact, is a great shortcoming of 

his model and the line of thought has to be 

developed further to make it more fruitful; the aim 

being to develop a general equilibrium model of 

growth. The model, therefore, needs to be 

supplemented by a theory of income distribution. 

(e) His distribution mechanism through what has 

been described above as ‘Kaldor Effect’ has also 

been criticised. A continuing rise in prices has 

different results like over spending, wage inflation, 

wage-price spiral and these consequences determine 

income distribution. His model attributes all profits 

to capitalists, thereby implying that workers savings 

are transferred as a gift to capitalists, this is 

obviously absurd—for under these conditions, no 

individual will save at all. That is why it is remarked 

whether Kaldor’s model of distribution does provide 



a satisfactory alternative or does it involve a jump 

from the frying pan into the fire? 

That is why Prof. J.E. Meade remarked that—can it 

be really maintained that when Kaldor effect takes 

place and prices and selling prospect are 

improving—wages will remain unchanged ? Will 

not the entrepreneurs bid up the wage rate against 

each other to employ labour under the impact of 

Kaldor effect? How else can one explain the 

notorious phenomenon of wage drift? Will not the 

authorities take steps to correct or offset the initial 

inflation of investment? Mr. Kaldor’s theory of 

distribution is more appropriate for explaining short- 

run inflation than long-run growth. 

(f) Kaldor’s Model fails to take into consideration 

the impact of redistribution of income on human 

capital. His theory lays emphasis on physical capital. 

McCormik remarks, “the failure of the theory to 

incorporate human capital leaves the theory too 

simple to explain the complexities of the real 

world.” With an increase in I/Y, the share of profit 

(P/Y) will increase and the share of labour will fall, 

deteriorating human capital—which in turn, will 

bring a reduction in income output. 


