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 This notion of a “second-generation synthesis” in which the Keynes-Marx school of institutionalist school is a serious effort to move beyond a critique of mainstream macroeconomic analysis and produce an alternative model that incorporates the micro and macro levels of a market economy similar to what the late classical school did with the Marshallian approach.

 The Keynes-Marx heyday lasted from the end of WWII until the early 1970s and then was overcome by the contradictions of the era of stagflation (as we’ve explained in class).

 This new approach is more important today because of the challenge to mainstream neoliberal economic models. Explaining the failure of neoliberalism (inequality, financial crisis, slowing consumer demand, catastrophic competitive clashes, excess capacity and persistent unemployment untethered to profitability.

 The original efforts at a synthesis (first generation) propounded by Robinson, Sraffa and Sweezy emphasized social relations, monopoly power, equalization of profit rates and so on, leading to crises perhaps. These were long-term growth models that never quite caught on in the academy.

 This preliminary integration stagnated because of its superficiality; in particular it dealt not at all with class struggle.

 The next attempt at a synthesis was even more isolated from the mainstream – the Marxian/institutionalist approach which focused almost exclusively on the class struggle. 

 The first synthesis was superficial in that it had no sound treatment of uncertainty and no integration of real and financial sector and the social relations were limited to capital-labor. Additinally, it incorporated the classical assumption of savings and consumption. 

 A new synthesis is needed that overcomes these limitations:

1. relate profit squeeze and underconsumption phenomena.

2. relate profit rate determination with effective demand.

3. establish underemployment as normal.

4. include relations among industrial capital.

5. integrate capital industrial capital and finance capital.

6. all of these factors used to explain financial liberalization.

A major task is to understand macroeconomics under neoliberal regime.

 There is a split within heterodox economists between growth theorists and crisis theorists: Post-Keynesians versus Marxists.

Big Question: should heterodox theory include crisis theory?

Post Keynsians never developed the question of why balanced growth might end. Instead they developed a macrofounded theory of pricing which addressed continued accumulation through a mark-up approach. This is not a heterodox approach: Micro decisions ( macro stability.

i.e. the post Keynesians employed an equilibrium methodology that diminished the role of monopoly practices and the class struggle, i.e. it was market focused.

Heterodox theory emphasizes contradictions between micro and macro foundations that can produce disequlibrium forever.

Question: What are impediments to balanced growth?

Crisis theory can provide answers with addition of long-period analysis and an emphasis on institutions, politics and crisis tendencies.

Different Strands of Unification

 Social Structure of Accumulation (SSA)

Structuralist macroeconomics (SM)

Financial integrationists/Minskians etal 

Significant emphasis on wage bargaining (SSA);  little focus (Keynes/Kaleck SM) on capital-labor struggle.

This diminishment of emphasis on capital-labor struggle derailed heterodox synthesis. (7) 


These included: the tendency of  the rate of profit to fall and the effect of monopoly & and class struggle on the level of effective demand. 

Attempts have been made to bring these strands together:

1. the real and the financial sectors.

2. Keynesian-Marxian effective demand theories

3. expanding the Marxian theory of accumulation

4. incorporating uncertainty in an institutional approach

5. the profit squeeze.

6. under-consumption

7. over-investment

The books focus is both to elucidate heterodox policy while synthesizing the Keynes-Marx models with an emphasis on the accumulation process and capital’s inherent crisis tendencies within a critique of neoliberal regime policies.
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Some principles:

1. wages and prices are not set in the labor market.

2. wage and price determination affects the profit rate.

3. inflation is primarily the result of unresolved conflicts over income shares.

4. an open economy analysis is essential.

Central to HM is the class structure (including that among capitalists), the institutional structure and the endogenous character of the class structure.

Consumption and investment both depend on the distribution of income.

Balanced growth is tenuous and the system is fraught with crisis mechanisms. (ie it’s fundamentally a non-equilibrium state.)

Methodological Foundations

1. Contradictions: class interactions, endogenous change, the business cycle.

2. decision-making under uncertainty ( financial and real crises.

3. alternative institutional arrangements occur at different stages of capitalist development (SSA important here).

4. historical and institutional change arise as a result of the behavior of 1-3 above.

J.B. Say’s law underlies classical theory and is embedded in mainstream economic assumptions still. As soon as it’s over-turned one must recognize (Minsky) that the system is inherently unstable.

There is an increased likelihood of financial instability presently (no kidding?). This is related to the investment behavior of big capital in the neoliberal era.

The system of global macro processes has led (and inevitably will lead) to massive investment behavior in “financially precarious environment[s]” i.e. (low profits/cash flow) ( potential for crisis.

Government stabilization polices actually reinforce crisis tendencies by preventing the collapse of profit rates which would serve as a self-cleansing process in the macroeconomy. i.e. capital devaluation (ala Marx) is not allowed to run its course and full employment becomes an ever more remote goal.

Mark-up pricing Model

 The labor share of income over the cycle (Boddy) is explained by integrating determinants of unemployment, capacity utilize. And a threshold level of unemployment.

Itoh: What can be posed as an alternative to increasing inequality (and uneven development, unequal exchange) in the international economic system?

i.e. the widening gap between central and peripheral nations.

What are some of the elements (peripheral country types)?

· OPEC

· LLDC

· E. Asian economies

Yet, each of these separate component nations of the periphery suffer from neoliberalism.

The Korean economy has shown that developing nations can prosper with national industrial policies and capital controls. So, it takes invidious neoliberal aggression to prevent this from becoming the dominant force in the global economy.

A highly regulated financial system can produce (in fact, is required) for stability. 

The book further exams policy considerations:

1. Keynesian economic policies must take class implications into account. This is interesting since we know, for example, that the Federal Reserve (a chair, seven governors and 12 presidents of the Fed banks have historically been white, male bankers with few exceptions).

2. As the Korean economy demonstrated, heterodox economists favor capital controls at the national level.

3. The IMF failed because they imposed S.A.P.s and inhibited regional macro policy. It will be interesting to see how Grabel treats South America’s regional common market compared to NAFTA and CAFTA.

4. Keynesian policy must be radicalized, i.e., Keynes assumed the state was a neutral arbiter between capital and labor. Kim disagrees.

5. Capital controls can produce equitable distributions (jobs, growth, income) and they can lead to a transformation of the political and economic systems toward a more progressive character.

6. IMF policy through multi-lateral trade agreements have contributed to the speculative crises (Mexico, Asia, Latin America) – i.e. these policies made the crises worse and created a tendency towards crisis.
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What is Heterodox Economics About?

 It’s not post-Keynesian theory – heterodox economics ideas either never appeared in Keynes writing or are directly opposed to his theories. 

Regardless of Pasinetti’s position (macroeconomics doesn’t depend on micro foundations) it cannot be possible to separate the decisions of day-to-day consumers and producers from the macro economy. The difference is, mainstream theory superimposes the microeconomy’s operations onto the macroeconomy (equilibrium etc) while heterodox theory argues that the independent actions of atomistic individuals occurs in an environment of enormous uncertainty. So, it’s like this:

          Collective decision ( environment of uncertainty ( Money and Finance play

                                               (future unknowable)                 Central Roles in Outcome

The neoclassical emphasis on long-run, supply-side equilibrium is considered unlikely – market forces are not capable of creating aggregate demand sufficient to bring about full-employment equilibrium in the short-run or the long-run!

Instead the flow diagram of causation occurs like this:

Unemployment leads ( changes in wages, prices, distribution which leads ( Demand

This might lead to equilibrium or away from it.

Investment decisions are volatile and create a volatile aggregate demand (C + I + G etc).

These decisions must be placed in the context of technology advances, firm goals and organizational structure creates investment decisions and the structure of the market.

(sounds very micro and neoclassical)

The difference is that heterodox economics focuses on the increased proximity between industry and the financial sector (financialization of industry) – likely here that profit from speculative activity dominates decisions about bricks and mortar investment.

                    -- a component of demand

Investment 

--adds to capacity

 This dual role means profits affect capital accumulation decisions in the short-run and the long-run is simply a product of these short-term decisions, i.e. no long-run focus.

The income distribution at the macro level is very important. Savings from wages are basically zero while savings from profits are enormous. 

Profitability &       (    Investment decisions 

Capacity Utiliz. 

This makes income distribution important because if focus is on squeezing wages to promote profitability then the added capacity can’t be used. Restraining wages is counterproductive.

The smooth AD-AS movement from one equilibrium position to another is rejected by HET. Path dependence – supply and demand are interpendent – path is not predetermined but changes in an evolutionary.

The process:

Demand influences investment (i.e. impact on supply of goods) ( capital stock

Demand for labor is derived demand causing some workers to find jobs others not.

This changing nature of demand on labor affects the “take-up” of productivity-determining skill sets.

Conclusion: The demand side must be fused with the supply side. 

Investment and savings ( long run equilibrium growth of output

Labor productivity growth ( supply side growth process

Money and Credit (to be discussed from book)

1. Money created through extension of credit (endogenous) is also portrayed as changes in V. The notion of money creation is central.

But to Keynes money was exogenous (IS-LM) – as monetary forces changed M, the economy reacted (sort of like rope-a-dope). To Keynes money “was not important”. Heterodox incorporates M into their models because of the advent of monetarism in the 1980s.

Still this is different from orthodox monetarism which assumes Fed sets r at the natural rate.

2. Banks discriminate, favoring big business over small; owners over workers; men over women, whites over blacks etc. This idea underscores the notion of path dependency (evolutionary economics) in the assumption that neutral agents between I and S don’t exist.

3. Changes in r have been a major focus of M policy but M is affected by many other considerations.

                                                     ( level and structure of demand

4. Banks’ lending decisions 

                                                     ( actions lead to speculative bubbles

            i.e., unlike orthodox theory banks are sources of instability – duh!

“Hence, a market is not exogenously but endogenously shocked. Our economy is shocked because of its nature.” (29)

5. Therefore money is not neutral. It’s hard to imagine a non-monetary economy.

Price and Wage Determination

Graph showing real wages on y axis and employment on x axis. The function is positively sloped. 

1. The authors seem to endorse an efficiency wage theory – i.e., workers are paid a wage to ensure they don’t leave!

2. Or the alternative is to engage in collective bargaining.

Firms’ decisions affect Price, Output and Employment which occur in a particular environment of demand conditions.

This means a form of supply-side equilibrium can be derived ( an inflation barrier (NAIRU)

But it’s different from NAIRU in that:

1. prices and wages don’t interact in the “labor market” but they are affected by level of capacity.

2. There is no evidence that forces exist to bring aggregate demand in line with the inflation barrier.  (30)

Inflation:

Structuralist Approach

Not determined by monetary policy. Money adjusts to the pace of inflation (Fed uses accommodation policy); other factors affect inflation (struggle over income shares, change in aggregate demand relative to capacity and cost-push factors). i.e. the conflict theory of inflation. (30)

There is no automatic mechanism to achieve a full-employment level of aggregate demand.

                     ( effect on Aggr. Demand

Investment 

                     ( effect on capacity

Adjustment of real wages or real balance notion are rejected, i.e. workers’ wages can be sticky, bankers’ decisions to lend can’t be predicted by market conditions.

Open Economy considerations

Exchange rates don’t adjust to compensate for inflation differentials across countries and hence inflation is exported. Capital flows instead affect exchange rate volatility (31).

The Theory: growth of domestic income = income elasticity of demand for exports multiplied by growth of world income divided by income elasticity of demand for imports.  (31)

Implications

As noted earlier, this means there is no mechanism to ensure a level of demand consistent with full employment, nor a level of capacity consistent with size of the labor force. Fiscal policy is critical to achieving this position. (32)

The prevailing orthodoxy argues that the existence of a persistent high level of unemployment is caused by over-regulated (minimum wage etc) inflexible labor market (workers refuse to get on their knees).

Heterodoxy argues that real wages are set in the pricing of final product while nominal wages are determined in bargaining between workers and employers. Monopoly affects the distribution of value shares between wages and profits, i.e., bargaining of workers is weakened and power to raise final product prices is strengthened.

Intermediate Macroeconomics
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Goldstein/Ch. 3

The Neoliberal Era (seen vividly in the film Life and Debt) has resulted in “increasing income inequality, financial crises, slow aggregate demand growth, destructive competition and a tendency to global excess capacity and unemployment.” (36)

                                                          ( financial capitalists (primarily)

Workers, consumers,     ( benefits 

the poor and minorities                    ( industrial capitalists

These dislocations have occurred in a world economy dominated by monopoly capital, distorted outcomes determined by endogenous factors like unequal distribution of wealth and income in an environment of uncertainty. The neoclassical myths live on, however.

Why? Because it is a convenient narrative.

Despite the effort to develop a heterodox alternative to the failed neoclassical model, it the disparate elements of such a model remain elusive. 

The barriers: post-Keynesian analysts don’t care to collaborate with Marxists and integrate a Marxian analysis.

Goldsten lays the outline for integrating Keynesian and Marxian analysis.

He will discuss class theory and the cyclic character of the macro economy, then he addresses the level of effective demand and capital accumulation as central to that process; demand and the supply-side are linked; he produces a Keynes-Marx theory of investment; pricing and profit-rate determinantion; problems with balanced growth; crisis mechanisms; long-run structural changes; and long-run dynamics re regime shits.

K-L relations (   production, appropriation, and distribution of surplus value

But Goldstein feels that another set of relations have been ignored:

Capital – Capital

Capital – Finance Capital

In order to finance the accumulation, capitalists compete to extract more and more surplus from workers in a frenzied effort to cannibalize each other’s assets – you win the competitive battle and you destroy the other’s value of capital. This leads to over-investment and under-consumption. (30)

G. reprises the notion of oligopolies when he argues that an unspoken agreement to avoid price wars and to compete principally on the basis of advertising, marketing and distribution to achieve highest market share. Investment is kept modest to allow demand increases to be met by rising prices rather than increasing capacity.

Combine this with wage and benefit cuts and layoffs – all to increase competitiveness. 

Profits are temporarily deemphasized over strategies of increasing market share. 

G. poses the issue of a difficulty in incorporating presence of uncertainty (a central concept). Crotty seems to believe that institutional factors dampen the level of uncertainty and allow for some stability. Gordon’s SSA serves as an example of institutional stabilization over the period the SSA is intact.

i.e., confidence and expectations become more easily established.(40)

Reducing the importance of the micro-foundation – e.g. there is a fallacy of composition (the micro theoretical model cannot be reproduced at the macro level).

However, a microfoundation is still essential.

Marx: Distribution of income is central to a determination of the character of effective demand.

Consumption function:

C = βο + βL1/άҮ + βҚ(1 – 1/ά)Ү

BL is the mpc of labor

βҚ is the mpc of capital

1/ά is labor’s share of income

1-1/ά is capital’s share of income

C is consumption

Y is income

βο is a constant

BL> βҚ

I = ƒ(πR)

πR is the profit rate

the profit rate depends on the the profit share of income and the capital-output ratio; 

πR = (1-1/ά) / (Қ/Ү)

The influence of capacity utilization on investment is captured in denominator. 

(42)

