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Defects of Neoclassical Producer Theory and Problems Caused and the Solutions

Zhao Zhijun
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Abstract: Since the birth of neoclassical economics, critiques to it have never stopped, but
most of the critiques point to the reasonability of its hypothesis and the realistic explanatory power
of its model. The investigation to its logic is not thorough enough, and when encountering
problems, mainstream economisits tend to take an evasive attidue towards the existing problems
from the perspective of safeguarding the theory of perfect competition, causing the problem to
exist in textbooks for a long time and not to be corrected. This paper focuses on producer theory,
the most important component of neoclassical economics, and believes that the definition of
neoclassical profit function is too narrow, resulting in the problem of maximizing profit
incompatible with increasing returns to scale and constant return to scale technology, and the
factor demand function, product supply function, and profit function not well defined. The reason
why this circumstance happens is that, the mainstream literature does not include resource
constraints in the profit optimization problem because of considering the transcendental
proposition that maintaining marginal returns equals marginal cost. In the process of solving the
profit maximization problem, some mainstream literature does not consider the second-order
condition. It is taken for granted that, under the condition that there is no existence of optimal
solution or even there is solution, but it is not the only one, the solution satisfying the first-order
condition is the optimal and only one. This paper also points out and demonstrates similar
problems existing in endogenous economic growth model with knowledge spillover effects.

Following the basic premise of economics, this paper introduces inequality constraints of

VRSO B [ 5 SR TR G R TR 5 7R (R H S 2018YFA0703900) Flrh [E 443
FEEBEOUH TRITH “ARIREL. SRSEUIK” (TR0, (5 # Y 4 R R Zade R 0 e Kt
AW, RN e T L AR R SRR, (RSOSSN AR,



resources scarcity to construct new producer behavior theory model which overcomes the
shortcomings of the mainstream model to avoid such circumstance of no solution to the
optimization problem, so it is more inclusive. The new model uses the Kuhn-Tucker method to
analyze the behavior of producers, and gives a unified solution to the problem of producer
optimization under the conditions of constant returns, increasing return and decreasing return to
scale.

Keywords: profit function; neoclassical economics; perfect competition; optimization
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