GUIDE TO QUIZ #2

Structure of the Quiz

 The quiz will be open book and open notes (unusual for a standard course of mine). It will have a terms and concepts section and a brief essay section of approximately four questions. Some choice will likely be provided. The material covered includes pages 1-42 in the Goldstein text, the film Life and Debt and a question related to your homework assignment on macroeconomists on broadcast news programs.

  Most of the first few chapters of the Goldstein text are devoted to discussing the differences between standard or orthodox macroeconomic theory and heterodox theory as well as the struggle within heterodox theory to reach unification. Only with chapter three do we begin to get some actual, formal theory. By necessity the test is going to be rather broad-based. The names that the textbook authors continuously drop are completely out of context – you need a deeper background in the literature to grasp the significance of these references so don’t worry that the names Sraffa, Robinson, Sweezy, Schumpeter et al are unknown to you. 

Some terms and concepts to get straight:

The Classical School of Economics (general beliefs)

Keynesian Economics

The Phillips’ Curve

Post-Keynesian Economics

Neoliberal Policies (IMF and World Bank)

Stagflation

Heterodox Economics

Tendency of rate of profit to fall (profit squeeze)

Social Structure of Accumulation

Structuralist Macroeconomics

Heterodox Synthesis

J.B. Say’s Law

The periphery

Capital Controls

Structural Adjustment Programs (IMF)

Capacity Utilization

National Industrial Policies

Multilateral Trade Agreements (a general sense)

Full Employment Equilibrium

Financialization of Industry

Capital Accumulation

Aggregate Demand/Aggregate Supply Model

Derived Demand (for labor)

Path Dependency Theory

Exogenous factors versus Endogenous factors (related to differences between orthodox and heterodox theory)

Price and Wage Determination (discuss alternative theories)

NAIRU (this implies there is an inflation barrier – explain)

Structuralist theory of inflation

Class Analysis

Okay, there is a lot more in the way of defining terms and concepts – particularly in relating those concepts to each other and establishing an integrated set of ideas that explains this murky theoretical world. Here is the gist of it though and be confident that I will ask questions which give you an opportunity to respond at this level of analysis.

The Gist: The Keynesian model collapsed in the mid-1970s as a result of the contradiction of high unemployment and high inflation – a macro condition that was not possible if one believed (as Keynesians did) that general price determination was a demand-side phenomenon. Keynes argued that inflation could be defined as “too many dollars chasing too few goods”. Demand could hardly be excessive if so many workers were unemployed. A shift to supply-side explanations of macroeconomic conditions opened (or re-opened) the door for the classical monetarists to take command in the academy and at the government economic policymaking level. They have been in charge ever since. Ideas and practices such as NAIRU (a natural rate of unemployment), free trade policies implemented by neoliberal policy makers (such as Stanley Fisher seen in the film Life and Debt), pervasive deregulation of business and the financial sector along with monetary policy that targeted prices rather than unemployment -- Stable and predictable general price levels favor wealthholders and creditors at the expense of debtors and workers. The massive increase in consumer debt would never have happened in an environment of significant increases in general prices. 

Orthodox theory completely rejects models that explain wage-price determination as a process involving a struggle between labor and capital but rather as an outcome of neutral market forces in a system that basically pays folks for their resources (land, labor and capital) on the basis of their productivity. In other words, everyone is paid the true value of his or her resources. Heterodox theory argues instead that a set of forces exists within (endogenously) the capitalist market system that drives inequality in income and wealth distribution to ever higher levels creating an inherently unstable and disequlibrating outcome.  The authors want to replace the dominant theory but first must address an internal set of conflicting models within Heterodox theory, namely that between structuralists, institutionalists, NeoMarxians and NeoKeynesians and so forth. Fundamentally, they want to embed a class analysis into Keynesian theory, demonstrate the class-based policies of the monetary and fiscal authorities of the government and create a synthesized model that explains the crisis-prone character of capitalism. But a dominant theory is dominant for one reason – it explains the status quo as being right and natural. The heterodox theorists want to demonstrate just the opposite. Even if they’re right (and I think they are), they are in a quixotic struggle.  But we’re going to push on.

