
Massachusetts Institute of Technology 

Department of Economics and Social Science 

Cambridge, Mass. 

July 7, 1948 

Dear Trygve, 

 Thank you for your “Note on the Theory of Investment.” I found it very interesting, 

especially since I have been perplexed by some of the same paradoxes concerning the stock 

of capital and the motive for its rate of growth. 

 As a matter of fact, except for the minor change of adding K to M/p in equation (1), I 

have been using an almost identical model as typifying the “classical model” of the Frank 

Knight type. For Knight, the stock of capital has a “real net productivity”, equal to the real 

rate of interest 
𝑑ϕ

𝑑𝐾
(N,K), where only the relative proportions of N and K are important if 

there are constant returns to scale. The real net productivity of the stock, K, is independent 

of investment, dK/dt; so that instead of having a “marginal efficiency schedule of 

investment” of the form 

𝛹 (𝑁,𝐾, 𝑟,
𝑑𝐾

𝑑𝑡
) = 0 

We have only 

𝛹(𝑁,𝐾, 𝑟) = 0 

 In other words, he has an infinitely elastic schedule of dK/dt plotted against r – so 

naturally he will always end up with full employment. 

 But actually, his system is intrinsically unstable, or at least on the borderline between 

instability unless ideal price level adjustments are assumed. For any increase in N, 

automatically raises the productivity of the stock of K, which hastens investment still 

further. The only thing that chokes off the boom is the increase in prices which causes 

interest rates to harden so as to keep dK/dt finite and equal to the amount of people wish 

to save at full employment. (If we assume “infinitely elastic credit conditions”, then we get – 

I think – the true picture Wicksell was trying to paint; only it is not clear why the price 

inflation should not take place infinitely quickly, until we introduce dynamic assumptions.) 

 One possible dynamic assumption that introduces uncertainty, would be to write 

Ԑ (
𝑑𝐾

𝑑𝑡
) = 𝛹(𝑁,𝐾, 𝑟) 

And to consider the classical case to be that in which limԐ->0. The Keynesian marginal 

efficiency schedule would be horizontal only in that limiting case; the acceleration principle 

in its usual simplified form would only hold in that limiting case. 



 But note this: if we neglect any stabilizing effects of price changes, we will find 
𝜕(

𝑑𝐾

𝑑𝑡
)

𝜕𝑁
 

to be very large for small Ԑ; and as is well known, such a large marginal propensity to invest 

will lead to instability in the Keynesian system. 

 One last remark. In the short run, the liquidity preference function in (6) may be so 

elastic, that there exists no solution of your apparently determinate system. The interest 

rate stays above 𝜕φ/𝜕𝐾, and net investment becomes as negative as it can get with durable 

capital equipment; real income will fall – unless the real cash effect 𝜕(
𝑜

𝑝
)/𝜕(

𝑚

𝑝
) is big enough 

to cause the necessary dissaving. 

 I am scheduled to fly from New York to Oslo on September 2, for a brief trip around 

Europe and the Continent --  brief because our two infants make it impossible for Marion to 

go along. Will you be in Oslo around September 3? Will Frisch and some of the other people 

I ought to see? 

 Drop me a letter, if you have a chance, advising me as to my best procedure in 

spending a pleasant and profitable week or so in Norway. 

       Best regards, 

       Paul A. Samuelson 

P.S Will Laurie Klein still be there? What are his plans? 

 



         Oslo, August 2, 1948 

Professor Paul A. Samuelson, 

Massachusetts Institute of Technology 1 – 372, 

77 Mass. Ave, 

Cambridge 39, Mass., 

U.S.A 

Dear Paul, 

 Thank you for your letter and your interesting comments on the theory of 

investment. In view of the good news that you will be visiting Oslo next month I guess we 

may postpone further discussions on the subject until we meet here. I shall certainly be in 

Oslo at the time you plan to arrive, and I believe Frisch will be within reach too. (He is at 

present up in the mountains). There is the danger that the people here will try to steal too 

much of your time for discussions and perhaps some lecturing, so you probably have to be 

rather firm in rationing your time. You will probably want to look around a bit. As you know, 

Oslo, and other cities here are known mostly for their surroundings. 

 Let me know the exact date of your arrival in Oslo, so that we can arrange hotel 

accommodations etc. You may be sure that we will do everything within our power to make 

your stay here a pleasant one. 

   Yours 

  Trygve Haavelmo. 

P.S.  

I haven’t heard from the Kleins recently and therefore don’t know whether they will be back 

in Oslo at the time you arrive. They have perhaps planned to attend the Econometric 

meeting in Holland September 22-25. 



Massachusetts Institute of Technology 

Department of 

Economics and Social Science 

Cambridge, Mass. 

August 16, 1948 

Professor Trygve Haavelmo 

University Institute of Economics 

Fredriks gate 3, Oslo 

Norway 

Dear Tryg: 

 Many thanks for your letter. I take off from New York by American Airlines plane on 

September 2 and I suppose this means that I will arrive in Oslo sometime the next day. If 

you would arrange hotel accommodations accordingly I shall be most appreciative. 

 I am looking forward to seeing you and the Kleins again and hope that Frisch will be 

available at some time during my stay. I shall like very much to participate in discussions of 

your group but since I am on a holiday I should prefer not to do much lecturing to large 

groups. However, I do not wish to be ungracious in refusing. 

 I am looking forward to seeing you next month and hope to be able to look around 

Oslo a bit. 

       Sincerely, 

       Paul A. Samuelson 
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