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                               Luigi Pasinetti’s Contribution
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Introduction: a hopeless situation

The work of Maynard Keynes and of Piero Sraffa lies at the core of a revolution in economic theorising during Shackle’s Years of High Theory – 1926 - 1939. Indeed, „[our] period opens with the Sraffian Manifesto of 1926 [The Laws of Returns under Competitive Conditions], demanding the revision of [Marshallian] value theory [which, finally, in 1960, resulted in a classical theory of production, value and distribution]. The other great traditional branch of economics is monetary theory, and our period sees it transformed by [Keynes into a general theory of output and employment, interest and money, which, for the first time, convincingly challenged Say’s Law]” (Shackle 1967, p. 12). Undeniably, “Keynes and Sraffa laid the foundations for a monetary theory of production, capable of carrying a solid theoretical structure, and initiated a tremendous discussion, critical and constructive, on this subject”(Bortis 2003b, p. 96). However, no coherent – post Keynesian - theoretical system capable of competing with neoclassical Walrasian-Marshallian economics has come into being so far.

Indeed, Joan Robinson later remarked on this twin revolution that “Keynes evidently did not make much of [Sraffa’s 1928 draft of Production of Commodities by Means of Commodities] and Sraffa, in turn, never made much of the General Theory. It is the task of post-Keynesians to reconcile the two” (Joan Robinson 1978, p. 14). But how to reconcile Keynes’s short-period model set in historical time, where uncertainty and expectations prevail, with Sraffa’s timeless and deterministic long-period equilibrium model? There was, in fact, a deep gap between Keynes and Sraffa. 

Later, this cleavage showed up within post Keynesian economics which emerged in the 1950s and 1960s, comprising, according to Harcourt and Hamouda (1992, pp. 213-22), three broad, partly overlapping strands, the Keynesian Fundamentalists, the Robinsonian-Kaleckians, and the neo-Ricardians. In the main, the Keynesian Fundamentalists and the neo-Ricardians largely ignored each other from the 1950s until the present.

The present paper starts from this seemingly hopeless situation. It is made up of three parts. In the first, it is argued that Luigi Pasinetti has made the decisive steps to close the gap between Keynes and Sraffa at the level of fundamental pure theory, i.e. on the level of principles, which are independent of any historical realisations and specific institutions, but imply a certain form of the institutional set-up (Bortis 1997, 2003). In fact, Pasinetti’s work is in the classical tradition, to which Sraffa belongs, but open in the direction of Keynesian and post Keynesian work.  In the second part, it is argued, in the first place, that through his crucial contribution to close the gap between Keynes and Sraffa, Pasinetti has laid the conceptual foundations of classical-Keynesian political economy which may be considered a synthesis and an elaboration of post Keynesian political economy. Subsequently, we sketch the basic features of the classical-Keynesian system. In the third part, some ideas on how to popularise the classical-Keynesian system of political economy are to be suggested. 

I. Closing the gap between Keynes and Sraffa

1.  Keynes and Sraffa: uncertainty versus determinism

Most, if not all Keynesian fundamentalists, and most neo-Ricardians would argue that it is impossible to close the gap between Keynes and Sraffa. This is one of the main conclusions of John King’s excellent History of Post Keynesian Economics since 1936 (King 2003). Broadly speaking, Keynes’s General Theory is dominated by investors who act under uncertainty about the future and whose actions are co-ordinated by the functioning of the socio-economic system regarding employment determination through the principle of effective demand. This principle is embodied in the multiplier relation, which, given autonomous demand, governs output and employment in a monetary production economy. In sharp contrast, Sraffa’s Production of Commodities pictures how value and distribution are governed, in principle, within the social process of production by technological and institutional structures. Here, determinism prevails. Given this sharp contrast between Keynes and Sraffa, Alessandro Roncaglia, for example, thinks that, at best, a loose bridge may be built “between Sraffa’s analysis of prices and Keynes’ analysis of production levels. [Sraffa] looks to conditions for reproduction of the economic system. […] When the technology changes, the relative prices will [as a rule] also change”(Roncaglia 2000, p. 64). These price changes cannot be known ex ante because “of that all-pervasive uncertainty constituting a key feature of Keynes’ vision, leading him to grant expectations a central role in his theory. For this reason the two problems – Sraffa’s and Keynes’ – must be kept apart. Nevertheless, given Sraffa’s approach to his problem – isolating it from the determination of quantities produced while avoiding any opening in the direction of ‘Say’s law’ – we may consider his analysis of the prices – distribution link conceptually compatible with Keynes’ analysis of employment, once the latter has been cleared of marginalist encrustations”(Roncaglia 2000, p. 65). Since the future course of prices and quantities is unknown it is not possible to go beyond the short-term. All that can be done is, to replace the Marshallian marginalist price remnants in Keynes’ General Theory, which vary with changes in output levels, with some kind of fixed prices based upon the mark-up principle. This would, incidentally, require that Sraffa’s prices of production are no longer seen as conditions for reproduction (Roncaglia), but as a pure theory of prices of production, with applied prices of production being set on the basis of normal cost calculation. Sraffa must be anchored in the real world and should not stay at the level of (Kantian) ideas produced by the human mind. Conceiving of Sraffa prices only as conditions for reproduction leads, as far as we can see, inevitably to setting prices through some planning mechanism: these conditions would have to be imposed on the real world. Considering, however, the prices of production as picturing how the pricing process goes on in principle within the social process of production, provides the possibility of linking distributional states – an institutionally determined rate of profits - not only to Sraffa prices, but also to the determination of the level of employment through the propensity to consume. A rising profit share would reduce the propensity to consume and the level of employment, and vice versa. This way of looking at things can be elaborated; for example, the capacity effect of investment can be taken account of and combined with the income effect. This  is, broadly speaking, the way taken by Kalecki in his theory of cyclical growth (Kalecki 1971, pp. 165 ff.).

If post Keynesian political economists want to erect a theoretical structure constituting an alternative to the neoclassical Walrasian – Marshallian system and its modern elaborations, then ‘broad consistency’ between Keynes and Sraffa, leading up to building loose bridges between the two theories, is clearly not sufficient. Even less satisfactory is to leave the gap as it is. Keynesian fundamentalist and Kaleckians – Robinsonians would argue that Sraffa’s theoretical system represents a long-period equilibrium model and that economies cannot get into long-period equilibria in a Keynesian world of uncertainty about the future, requiring a continuous revision of long-period expectations. The neo-Ricardians would reply that institutional-technological  structures are the constant slowy changing elements of the real world of the classical political economists which govern prices and quantities, and distributional outcomes, on a fundamental level. One cannot build economic theory upon psychological foundations, which echoes, Sraffa’s criticism of the General Theory. 

The gap between Sraffa and Keynes is, probably, the fundamental reason why neoclassical economists do not take the post Keynesian system of political economy seriously. Indeed, in an excellent textbook on old and new macroeconomics, it is argued that ‘post Keynesianism does not represent a coherent theory and can, therefore, not be dealt with in an introductory textbook’(Felderer-Homburg 2003, p. 101). The gap between Keynes and Sraffa is certainly the main reason why post Keynesian textbooks, by Joan Robinson/John Eatwell and Francis Cripps/Wynne Godley for example, were not successful. The description of steady states and golden ages contained in both books were simply not taken seriously by the neoclassicals and most post Keynesians, the most important – implicit – reason being the presence of time. It should be remembered that principles in general and pure theories in particular should be independent of space and time, hence of concrete institutional set-ups; principles, however, imply certain types of institutions.  

2. The problem

In all likelihood, the only way to bridge the gap between Keynes and Sraffa is to set up a coherent set of principles bringing together the classical view of value and distribution, based upon the labour value principle and the surplus principle of distribution, respectively, and the Keynesian vision of employment and output determination through the principle of effective demand. Based upon Pasinetti (1986a) this has been attempted in Bortis (2003). This means reasoning, not literally, but, in a broad-ranging way, in the spirit of Keynes and Sraffa. Based upon the set of classical-Keynesian principles, a broadly structured system of long-period, medium- and short-term theories along post-cum-classical-Keynesian lines may be erected (for a very sketchy outline see Bortis 1997). This would enable us to put the original works of Keynes and Sraffa – The General Theory of Employment, Interest and Money and Production of Commodities by Means of Commodities at their respective place within a system of Classical-Keynesian political economy, i.e. within a system of theories dealing with real world phenomena. 

The classical system, taken in a wider sense, embodies two aspects of the social process of production, i.e. the nature (interindustry) approach and the (vertically integrated) labour approach, reflecting the famous Marxian statement that social production is an interaction between man (labour) and nature (land). The nature approch is pictured in François Quesnay’s Tableau Economique, the labour approach in Ricardo’s Principles. Modern classical theory builds on these foundations: Leontief and Sraffa start from Quesnay’s Tableau (Sraffa is explicit on this), Pasinetti, evidently, builds on Ricardo’s Principles. As will be seen below, the Pasinetti transformation links the interindustry and the labour approach such that the labour model embodies the interindustry model at the basis of principles. The crucial point to be developed is that Luigi Pasinetti’s labour model, set forth in five odd pages of his splendid article on the Theory of Value – a Source of Alternative Paradigms in Economic Analysis (Pasinetti 1986a, pp. 421-27), provides the analytical vehicle for bringing together Keynes and Sraffa at the level of first principles (see on this Bortis 2003). Based upon these principles it should be possible to erect a broadly coherent, and open, system of classical-Keynesian political economy which would appear as a synthesis, an elaboration, and an extension of post Keynesian political economy. Thus, at the level of theories, very little would be new. The great number of fine pieces of existing post Keynesian theory would have to be adapted, elaborated,

completed, synthesised, and put at the right place.

At this stage it may be asked why the starting point to bring Sraffa and Keynes together should be Pasinetti’s Theory of Value (1986a), and not Structural Change and Economic Growth (Pasinetti 1981), nor Pasinetti (1986b) – Sraffa’s Circular Process and the Concept of Vertical Integration - which contains a final section entitled Sraffa and Keynes – A Meeting Point (pp. 14-16).

In Pasinetti (1981) the Leontief-interindustry model is integrated into the labour model to study structural changes in a growing economy. In addition, we gain, in a classical environment, “profound insights into the nature of technical change (pp. 61 ff. And 206 ff.), the basic functions of the price system (pp. 133 ff.), the significance of the rate of interest (ch. 8), the meaning and the implications of the choice of techniques (pp. 188 ff.), and one could go on”(Bortis 2003, pp. 428-29). The natural system set up by Pasinetti to deal with structural change and economic growth is a normative model which possesses highly desirable properties for example, the full employment condition ought to be fulfilled. Moreover, “when there is both population growth and technical progress, there are as many natural rates of profit as there are rates of expansion of demand (and production) of the various consumption goods”(Pasinetti 1981, p. 130). These are very specific requirements to ensure that structural change may go on smoothly. Deviations from the norm, brought about by structural unemployment, for example, can then be assessed an remedies proposed. 

The aim pursued in Bortis (1997, 2003), however, is entirely different. Here, the problem is to distil invariable principles regulating value, distribution and employment out of a – humanist, social liberal - vision of man and of society. The questions are, for example: What is a price? How is distribution fundamentally regulated? Pasinetti (1986a) precisely deals with essentials or fundamentals regarding value. Moreover, contrary to Pasinetti (1981), we need an explicit macroeconomic theory of the Keynesian type to be able to deal with the problem of determining the level, the scale, of employment and output as a whole. Employment determination through effective demand must be macroeconomic since monetary effective demand affects, in principle, all the sectors of an economy in the same way. However, a theory of employment is only implicit in Pasinetti (1981) through the necessary condition for full employment, for example relation II.2.8, p. 32.

Pasinetti (1986b) starts from Sraffa’s (1960) model of circular and social production, on which basis the problems of value and distribution are dealt with in a classical vein. Pasinetti’s aim is to overcome Sraffa’s limitation of given quantities in order to render possible dynamic analysis. To do so “Keynesian analysis must be developed beyond its macro-economic original conception [which has to be] broken down into as many vertically integrated sectors as there are final commodities. The analytical device of the sub-systems” (pp. 15-16) “ ‘shows at a glance’ [Sraffa] the amount of labour which directly and indirectly goes into producing each commodity” (pp. 7-8). This opens the way to dynamic analysis: changing structures are incorporated in sectorial output and employment levels which may change, grow or decline, in the course of time. Pasinetti (1986b) provides exciting perspectives for theoretical and empirical work regarding the interaction between structural changes-cum-technical progress, prices of production, distribution and output and employment levels. Once again the links between the classics and Keynes is established, but at the level of theories (structural change, value, distribution and growth), not of principles. For example, Pasinetti (1986b) implies prices of production, a specific type of price. The question as to the nature of the price is not, and need not be asked. 

However, the question as to the nature of price is asked in Pasinetti (1986a). Indeed, the meaning of prices in a pure exchange, or preference economy is compared with a pure labour model and the meaning of prices therein (pp. 416-24). In a few pages Luigi Pasinetti brings to the open “the fundamental differences between exchange-based neoclassical pure theory and production or labour-based classical theory [which are] set forth on the level of principles, illuminating thus the basic options in economic theory open at present”(Bortis 2003, p. 415). Now, the problem of value is, in a way, the key problem in economic theory. Starting from a subjective or preference, exchange based theory of value or from an objective, production or labour based theory of value leads on to entirely different theories of distribution, employment, money, international trade, and so on. Neoclassical theory builds upon the subjective theory of value. Hence the starting point for an alternative to the neoclassical theoretical system must be the pure labour model (Pasinetti 1986a, pp. 421-27) which contains the pure nature (interindustry) model. Pasinetti’s labour model may quite easily be elaborated to yield a complete classical model at the level of principles (Bortis 2003, pp. 445-60). 

Subsequently, bringing together Keynes and Sraffa boils down to linking classical and Keynesian political economy on the basis of the principles constituting these theories (Bortis 2003). Upon the system of principles a system of classical-Keynesian theories can be set up. It is within this latter system that the original works of Keynes and Sraffa have to be put at the appropriate place. However, this is, of course, only part of the project. The classical-Keynesian system of theories must comprise all the post Keynesian strands, the Keynesian fundamentalist, the Robinsonian-Kaleckians and the neo-Ricardians. But, even more. The classical-Keynesian system must be open to allow all types of heterodox economics, and of (humanist) Marxist political economy as well as large parts of neoclassical economics – dealing with the behaviour of individuals and collectives  - to come into the picture. In this way most differing aspects of an evolving real world may be tackled. And, to avoid misunderstandings, it should be mentioned that Walras and Marshall will, forever, remain monuments in the history of economic theory, because without knowing about their theories, one cannot understand the meaning and the significance of the twin Keynes-Sraffa revolution. Hence the purpose of the classical-Keynesian synthesis is essentially positive and constructive, nobody is to be excluded, rather the aim is to gather all the forces required to meet the formidable challenges facing us on a world scale: social problems (poverty and misery), economic issues (employment and distribution), environmental problems and the issue of sustainable development on a world level, and last, but not least, the rebuilding of states.

Before being able to deal in somewhat greater detail with the issue at stake, closing the gap between Keynes and Sraffa, two methodological issues have to be dealt with, first, as already alluded to, the difference between principles and theories, and, second, the notion of equilibrium implied in the subsequent analysis. 

3. Principles and theories 

Principles and theories imply two entirely different methods to get hold, probably and sketchily, of aspects of socio-economic reality and are associated, broadly and tentatively, with two different, but complementary concepts of social science. “The first, conventional, notion of science sees the theoretical economist as a model builder, possibly in view of establishing testable propositions. He endeavours to explain economic phenomena starting from given premisses and engages in the search for empirical regularities within economic phenomena. Even on the macroeconomc level, theoretical explanation is frequently complemented by empirical means, with the Phillips curve, the work done on the Keynesian consumption function, and the close association between price levels and quantities of money perhaps being most prominent. On the sectoral and microlevel, explanatory models and empirical investigations abound. 

However, scientific work always rests upon fundamental principles, which, as a rule, are taken for granted. Neoclassical scientific work is based upon the marginal principle, Keynesians rely upon the principle of effective demand. This leads to a second notion of science. Here the theorist attempts to distil principles or fundamentals in view of understanding how socio-economic systems essentially function. For example, the question is about the fundamental forces governing prices, distributional outcomes or employment levels. In this sense, Ricardo wrote on the principles of political economy, Marshall on the principles of economics. Based upon the principle of effective demand, Keynes aimed at establishing a general theory of employment, interest and money. In a way principles – the marginal principle, the surplus principle, the principle of effective demand – form the basis upon which theoretical work dealing with phenomena takes place”(Bortis 2003, pp. 411-12).

In a way, theories are reflections of real world phenomena; for example, the price of production is a theoretical concept which reflects essential elements of prices calculated within enterprises in the framework of normal cost calculation; as such the price of production reflects technical conditions of production and the institutional determination of distributional variables such as money wage rates and target rates of profits. Principles, however, represent recreations or reconstitutions of essential elements of phenomena, for example prices, distributional outcomes and employment levels. The questions are: what, fundamentally, determines a price; is it labour or utility? Are the fundamental forces governing distribution social forces, associated with social power, or market forces, i.e. supply and demand? Is employment governed on the labour market or by effective demand? Alternatively, regarding value, the question is: what, fundamentally, is a price? What is its nature? And so for all the other economic phenomena, distribution, employment, and so on. Hence, “principles represent the essential elements underlying a certain phenomenon, or the constitutive elements of an object. [Distilling principles requires considering the whole of society and of man], and all information available must be examined, scientific and non-scientific, theoretical and empirical and historical, whereby the objectively given material is dealt with by reason based on a metaphysical vision that, in turn, is associated with intuition”(Bortis 2003, p. 412). In distilling principles, it is crucial to leave aside all accidental elements to put to the fore the constitutive, the essential or the fundamental. Since principles or sets of principles are reconstructions or recreations of essential elements of phenonoma, these have not to be realistic in the scientific sense, “since they are not reflections or copies (Abbilder) of certain spheres of the real world that can eventually be associated with testable propositions. In their being reconstructions of essential aspects of real world phenomena, principles illuminate these phenomena from inside and initiate the formation of empirically testable theories. In this sense Walras’s General Equilibrium Model contributes to understanding how Adam Smith’s invisible hand might work in principle. With the Walrasian model in the background the neoclassical economists have built simplified textbook theories of value, distribution and employment upon the marginal principle which is behind all demand and supply curves; in many instances, the Cobb-Douglas production function or Samuelson’s surrogate production function are used to elucidate the implications of the marginal principle – the Walrasian model is too complex for an easily understandable exposition of the neoclassical principles and their implications“(Bortis 2003, p. 413). Finally, in Pasinetti’s Theory of Value (Pasinetti 1986a) „the fundamental differences between exchange-based neoclassical pure theory and production or labour-based classical theory is set forth on the level of principles, illuminating thus the basic options in economic theory open at present. In the following it is suggested that the classical principles ought to be elaborated and to be brought together with Keynes’s, adapted to the classical long-period method“(Bortis 2003, p. 415). This, as will be seen, implies bringing together Keynes and Sraffa at the level of principles.

4. The equilibrium notion

The clue for bringing together Keynes and Sraffa at the level of principles, in a way, to synthesise “proportions-based classical theory of value and distribution with Keynes's theory of employment dealing with the scale of economic activity, lies in the notion of long-period equilibrium (Bortis 1997, pp. 75-103). The conventional view starts from a disequilibrium situation in the present which, in a stationary state, would work out and produce an eventual tendency towards a future equilibrium situation. This equilibrium concept is untenable once historical time is introduced as Joan Robinson emphasized time and again (Robinson 1956): an economy cannot get into an equilibrium if there is uncertainty about the future and if, as a consequence, expectations are liable to disappointment. The equilibrium position must, therefore, be sought in the present. The first step is to abstract from temporary and rapidly changing short- and medium-term elements of reality, i.e. behavioural elements related to markets and to business cycles (Bortis 1997, p. 106, scheme 3). This is to dig deeper to bring into the open the permanent or slowly evolving elements of the real world made up of the technological and economic structure, i.e. the material basis of a society, and the social, political, legal and cultural superstructure erected thereupon. Technology and institutions represent the stable features of social reality the classical economists, Ricardo in the main, had in mind when they conceived of labour values (and prices of production) as the natural and fundamental prices from which actual or market prices temporarily deviate (Ricardo 1821, p. 88). The classical […] equilibrium prices and quantities, as [are] implied in the price and quantity systems (19.18) and (19.25) [Bortis 2003, pp. 451 and 457 respectively], complemented by the supermultiplier relation (19.40) [Bortis 2003, p. 464], [represent], therefore, a system equilibrium, not a market equilibrium. The latter conceives of the market as an autonomous subsystem surrounded by a social, political and legal framework. The former, however, implies that prices and quantities are directly or indirectly governed by the entire socio-economic system, i.e. by technology and institutions, which form a structured entity. This is the main tenet of Bortis (1997).

To conceive of the long run as being situated in the present has already been envisaged by Marshall. In fact, Robertson, relying on Guillebaud, mentions that "Marshall used the term 'the long period' in two quite distinct senses, one which stands realistically for any period in which there is time for substantial alterations to be made in the size of plant, and one in which it stands conceptually for the Never-never land of unrealized tendency"(Robertson 1956, p. 16). In Bortis (1997, pp. 81-89), it is suggested that, appearances notwithstanding, Marshall's second definition of 'the long period' is relevant for long-period analysis, not the first one. Indeed, with the usual first meaning of this notion the long-period equilibrium is located in the future and would come about if the persistent economic forces could work out undisturbed, i.e. if there was a stationary state or a steadily growing one. This first of the Marshallian definitions is largely irrelevent because 'in the long run we are all dead'; moreover, there are no 'stationary conditions and steady states'; and, finally, there are the results of the capital theoretic discussion: lower factor prices cannot, in principle, be associated with larger factor quantities. The second meaning of 'the long period', however, allows us to locate the long-period equilibrium in the present and to associate it with an institutionally governed system equilibrium (Bortis 1997, chapters 3 and 4). This takes us back to the Classicals and Marx whose [surplus] approach to economic problems has proved so immensely fruitful”(Bortis 2003, pp. 419-20).

Throughout his entire work, Luigi Pasinetti works with the classical method. Principles or fundamental pure theory (Pasinetti 1981) and pure theories (Pasinetti 1977) tell us how the relevant causal forces work in principle, independently of space and time, that is independent of specific institutions and of a specific technological structures. However, principles and theories of the classical type imply a corresponding type of institutional set-up, the classical ‘institutional and technological material basis and the institutional superstructure. To complete the picture we may add that neoclassical/Walrasian pure theory, fundamental and secondary, implies another type of the institutional set-up: the potentially self-regulating market stands in the centre, surrounded by a political, judiciary, social and cultural framework. 
5. Nature and man (land and labour), and the social process of production

The starting point is the social process of production which, basically, may be seen as an interaction between man (labour) and nature (land) by means of real capital, i.e. tools and machines (Bortis 2003, pp. 433-36). The nature or land aspect of social production is set out in Pasinetti (1977). Here the (Leontief) interindustry flows are pictured: primary goods taken from nature and intermediate goods are transformed into final products in a social and, in part, circular process involving production of commodities by means of commodities – and labour (Sraffa). The labour aspect of production is set forth in Pasinetti (1981 and 1986a): direct and indirect labour, in association with past labour embodied in fixed capital, produce the primary, intermediate and final products (Bortis 2003, pp. 433-36).

Analytically, the land and labour aspects of the social process of production are linked by the Pasinetti transformation: the vector of direct labour is multiplied by the transposed Leontief-inverse to yield the total (direct and indirect) labour required to produce the various commodities (Bortis 2003, p. 438, relation 19.5; see also relations 4 and 5 below).

Since the i-th column of the Leontief-inverse contains the quantities of each good required directly and indirectly to produce one unit of good i, the i-th element of the n-vector stands for all the labour used directly and indirectly in the whole production system to produce one unit of commodity i. Since production runs from primary, through intermediate goods to final goods, there is, evidently, vertical integration with the final goods summarising all the ‘lower-level’ efforts made to produce them. 

6. Linking the Classics with Keynes

The classical (Ricardian) labour model obtained by the Pasinetti transformation determines relative prices and quantities only (Pasinetti 1981, p. 23, note 30). To obtain absolute prices, the money wage rate (w) must be fixed; to determine absolute quantities requires fixing the level of employment (N) (Pasinetti 1981, pp. 32/33, Pasinetti 1986a, pp. 422/23). Now, in chapter 4 of the General Theory – The Choice of Units – Keynes states: “In dealing with the theory of employment I propose […] to make use of only two fundamental units of quantity, namely, quantities of money-value and quantities of employment. […] We shall call the unit in which the quantity of employment is measured the labour-unit; and the money-wage of a labour-unit we shall call the wage-unit” (Keynes 1973/1936, p. 41). Thus, the Pasinetti transformation links the whole body of classical theory to Keynes’s employment theory and, as such, closes the gap between Keynes and Sraffa on the level of fundamental pure theory, i.e. on the level of principles. In doing so, Luigi Pasinetti has laid the long-period foundations for Classical-Keynesian political economy which may be considered a synthesis and an elaboration of the post Keynesian strands of thought. To broadly sketch the Classical-Keynesian system is the object of the next section. A central problem is to adapt Keynes’s short-period theory of employment to the long run to make it compatible which the classical (Ricardian) theory of value and distribution which focuses on stable or slowly changing magnitudes (institutions and technology) and is, as such, of a long-period nature (Bortis 1997, pp. 142-204, and Bortis 2003, pp. 415-23 and pp. 460-67). 

II. An outline of the classical-Keynesian system

In a second step, we attempt to broadly picture the principles underlying the Classical-Keynesian system and suggest how these may be linked with the very rich Keynesian, post Keynesian, but also Marxist approaches – remembering here that Keynes was much more than just a political economist, he was in fact a social and political scientist in the widest sense of the word, and that Marx was a humanist, deeply concerned about the immense social problems of his time, not a precursor of Stalin; moreover, it is Marx’s historical and sociological method that is of crucial importance, not some aspects of the material content of his work (Bortis 1997, pp. 125-30); for example, the property issue is certainly important, but not decisive; in fact, private property may co-exist with social and state property, with the dominating form of property depending upon prevailing values having developed historically in some country or region. What really matters is the Keynesian question as to the nature of unemployment; is it, in the main, system-caused and involuntary or behavioural and voluntary? 

1. Some Problems of Method

The present remarks on method are linked up with sections 3 and 4 of part I, on principles and theories and on the notion of equilibrium respectively. These issues are now taken up in the context of the classical-Keynesian approach to economic problems. 

The preceding remarks suggest that Keynes should not be associated with neoclassical economics (mainly Marshall) as Paul Samuelson has advocated. Indeed, his celebrated Neoclassical Synthesis is based upon Hicks’s IS-LM diagram which reduces Keynes to equilibrium economics. Following Luigi Pasinetti, we want to suggest that Keynes should be linked with classical political economy in a wider sense. Methodologically, this means setting up causal models and combining them subsequently. According to classical political economy value and distribution are determined within the social and circular process of production. With values and prices of production fixed, Keynes’s principle of effective demand would come in to determine quantities. It has been stated time and again that Keynes’s theoretical model naturally implies a fix-price theory.

On a fundamental level the labour value principle plays an essential role. After all, in social production, conceived of as an interaction between man (labour) and land (nature), it is man (labour) who plays the crucial (active) role. The basic model must, therefore, be a vertically integrated (Ricardo – Pasinetti) labour model into which a simplified version of the horizontal (interindustry) Leontief-model may be integrated (Bortis 2003, pp. 433-45). More sophisticated models picturing the Quesnay-Sraffa-Leontief nature aspect of production may then be grafted upon the basic labour model. Subsequently, classical models may conveniently be combined with Keynesian models. However, there is no need to construct a classical-Keynesian supermodel, since such a model would be completely unmanageable. An all-embracing model is required only at the level of principles, and it is this basic model we are mainly dealing with in the following.

In the spirit of classical political economy of the Ricardian type, we shall only consider the influence of permanent or slowly evolving factors – institutions and technology – upon economic phenomena, mainly prices, the distribution of incomes, employment and involuntary unemployment. Hence the long-period prices and quantities set forth below all depend upon technology and institutions and form, as such, a system equilibrium. Here, the entire socio-economic system enters the picture. This contrasts with the neoclassical market equilibrium where the legal, social and political institutions are relegated to the framework surrounding the market.

The classical political economists have indeed conceived of society as a system of institutions. There is a material basis with the social process of production at the centre. The surplus emerging from this sector allows a society to build up and to maintain an institutional superstructure, political, legal, social and cultural. Classical-Keynesian political economy is about the way in which the institutional and technological system governs the persistent economic phenomena: the fundamental prices rooted in production, the distribution of incomes and the level of employment, and, as a rule, persistent involuntary unemployment. 

Now, institutions and technology are precisely facts of the existing situation on which we have little reasons for expecting a change or on which the direction of change is broadly known, as is the case with technology where moreover changes occur, as a rule, at the margin. Regarding investment, the difference between the normal (satisfactory) rate of profits and the realised rate of profits, precisely constitutes a given fact which is very important for investment decisions, and the importance of this fact increases if the difference is larger and more durable (Bortis 1997, pp. 207-14). In a way, then, Keynesian long-period analysis could be called Keynesian Institutionalism, which differs from the traditional system-based, institutionalism of the German Historical School in the main, by is explicit theoretical foundations.

The output and employment trend may be conceived of as a - hidden - fully adjusted situation characterised by normal prices and quantities and normal degrees of capactiy utilisation (Bortis 1997, pp. 75-89 and 142-204). Normal or long-period prices and quantities, including investment volumes, depend upon the entire institutional system, i.e. on the material basis and upon the institutional superstructure. This is a crucial point. In the long run, the investment volume represents, like consumption, derived demand, depending upon the evolution of long-period output, with economic activity being set into motion by the autonomous demand components, exports and/or government expenditure. 

Hence normal prices and quantities constitute a system equilibrium. Since normal output does not, as a rule, correspond to full employment output, permanent involuntary unemployment obtains. Normal prices are, in turn, governed by the conditions of production and distributional arrangements. The latter implies that normal prices are, in principle, associated an with an equal - target - profit rate (r*) which entrepreneurs consider satisfactory and which, therefore, enters their (normal) price calculation. 

In the following it is to be suggested how this determination goes on in principle. Dealing with principles means that a model need not reflect reality and, as such, need not lead to testable propositions. As suggested above, a model of principles represents a reconstruction or recreation of what is probably essential to specific real world phenomena, leaving aside everything which is accidental (Bortis 2003, pp. 411 ff.). Principles also contain a normative dimension that, again, points to the fact that models of principles are reconstructions of essential elements of specific real world phenomena, and not reflections. A striking historical example is Walras’s General Equilibrium Model, which on the normative side is associated with a Pareto Optimum. This model was elaborated in time of economic crisis – the last quarter of the 19th century. Its purpose is to represent the ideal liberal economy, and not the distorted capitalist reality.

In a wider view, the present set of principles is intended to constitute a theoretical alternative to Léon Walras’s General Equilibrium Model, i.e. to the neoclassical principles, based upon an elaboration and extension of the (classical) labour model set forth in Pasinetti’s (1986) Theory of Value – A Source of Alternative Paradigms in Economic Analysis. This choice has been justified above.

2. The social process of production as the starting point

„The way in which classical and Keynesian elements of political economy must be combined emerges from the very nature of the social process of production. Indeed, Marx suggested conceiving of this process as an interaction between man (labour) and nature (land). In this interaction labour is evidently the active element while land is passive. In the 17th century already William Petty suggested that „labour is the father of value, and land the mother“. The land and labour features of production give rise to distinguishing three kinds of basic goods, absolutely necessary for production: land basics, labour basics, and labour-land basics. Land basics are primary products taken from nature, for example iron ore or crude oil, which are made ready for productive use in the form of steel or petrol respectively. Subsequently, land basics or primaries are used to produce intermediate products: wheat, flour, leather, bricks for instance. Primary products and intermediate products represent part of the means of production that are converted into final products, specifically: bread, shoes, houses, various machines and equipments; generally: private consumptions goods; private and public capital goods; and goods making up for state or public consumption. Labour basics are final products and correspond to the socially necessary consumption goods required to maintain the persons who are active in the ‚profit sector’ and who, through the social surplus, enable to build up and to maintain a ,non-profit sector’, including the state, i.e. the political institutions. Finally, labour-land basics are machine-tools, i.e. machines to make machines, representing past labour and enable the labour force operating in the ,profit sector’ to enter into contact and to interact with nature through the social process of production, i.e. to extract primary goods, nature or land basics, with the aim of transforming them, passing through intermediate products, into final products, including labour basics. The primary land basics move between industries in horizontal interindustry models to produce, in a first stage primary goods entering the production of all goods, as is pictured by Sraffa's model in which inputs and outputs coincide. Since the output of land basics enters the production of all intermediate and final goods, necessary technical relations exist between land basics and the final output. The prices of nature basics are thus determining the prices of final products. Hence the fundamental relations between value and distribution may be studied within the social process of production of primaries or land basics as Sraffa, with [great] intuitive insight and analytical ability, did indeed on the basis of a model implying non-uniform compositions of capital (Sraffa 1960). In fact, land basics contain, potentially, all final outputs, including labour basics, i.e. necessary consumption goods. [This was also the view of François Quesnay from whose Tableau Economique Sraffa’s Production of Commodities by Means of Commodities directly derives (Sraffa 1960, p. 93).]

The output of land basics is, in a second stage, taken up to produce all intermediate goods. In a third stage, primary and intermediate goods are transformed into final goods consisting of labour basics, of labour-land basics and of non-basics. Part of the output, necessary consumption, is used up by the persons active in the ‘profit sector’; the remaining output represents the social surplus: gross investment, consumption exceeding the necessary consumption of the workers and employees in the ‚profit sector’, the necessary consumption of the ‚non-profit sector’ population and the non-necessary consumption of the entire population, as well as social and state consumption, for example, for cultural purposes in the broadest sense and for running the judiciary system, the education system and government administration. 

This view of production - primary products are, passing through intermediate products, transformed into final goods - explains the triangular strucure of the Leontief matrix in which Sraffa's land basics are located in the upper left corner. Land basics are produced with land basics and hence the corresponding transaction table and the coefficient matrix form a square matrix. The output of primary goods is distributed to the industries producing intermediate and final goods. Intermediate goods require as inputs land basics and other intermediate goods. The corresponding coefficients form another square matrix beginning at the lower right-hand corner of the Sraffa land basics matrix. Final goods are produced with land basics and intermediate goods. Consequently, primary products enter the production of all goods; intermediate products enter the production of other intermediates and of final goods. The latter are only outputs. Hence for intermediates some positions to the left of the main Leontief diagonal are positive. By definition, for final goods only the net output vector contains positive elements. The broadly triangular structure of the Leontief matrix thus emerges, with zero positions dominating to the left of the main diagonal.

The vector of net outputs has zero positions for primary and intermediate products. The lower part of this vector is occupied by the final outputs. These are made up of private and public investment (capital) and consumption goods. For each product, primary, intermediate and final goods, there is a specific capital good. Moreover, among the capital goods there is a particular type, i.e. machine-tools or machines to make machines, a point emphasised in Lowe (1976). Machine tools are, in association with labour, capable of reproducing themselves and of producing the corresponding investment goods for each industry, that is for all primary, intermediate and final goods industries. Obviously, the machine tool sector is of basic importance for the social process of production. As has been suggested, this sector enables man (labour) to enter into contact and to interact with nature (incidentally, in traditional societies, this role was held by the blacksmith who always occupied a privileged position in pre-modern societies because it is he who produced the tools and the weapons). Because of their fundamental importance in the social process of production machine-tools may, therefore, conveniently be called labour-land basics. The presence of the machine-tool sector also implies Sraffian 'production by means of commodities', not only among the processes linking primary and intermediate goods to final goods, but also on the final product side. The basic two sector model put to use in the capital theory debate - a capital good (machine tool) sector producing a capital good for itself and for the the consumption goods sector is a striking example (Garegnani 1970 and Harcourt 1972). 

The second type of final goods are the consumption goods. These are of three broad types: necessary consumption goods, non-necessary consumption goods and goods for social and state consumption”(Bortis 2003, pp. 433-35).

Perhaps we may mention that Sraffa (1960) is treated here as a pure nature (interindustry) model containing nature basics only, i.e. primary goods taken from nature, and, as such, has been included in the left top corner of our Leontief-matrix. The two other types of basic goods, labour-basics (necessary consumption goods) and land-labour-basics (machine tools producing all capital goods) are included among the final goods. In fact, in Sraffa (1960) all three types of basic goods appear which, as will be suggested at the end of the next section, renders the treatment of value and distribution and the link with Keynesian employment models rather difficult.

3. Production, value and distribution

To deal with the principles (or fundamentals or essentials) of value and distribution within the immensely complex social and circular process of production sketched in the previous section all accidental elements have to be left aside. In this vein two simplifying assumptions are made, which, when given up, leave all the conclusions following from the principles qualitatively intact when the analysis moves to the level of theories reflecting aspects of the real world: First, a vertically integrated economy is considered, and secondly, the conditions of production are similar in all the sectors of production in the sense that the relationship between total labour – direct and indirect – contained in some capital good used to produce some commodity i and the total labour embodied in this commodity - niK / ni –  is the same in all the sectors of production (consumption goods, capital goods, intermediate and primary goods). The heterogeneity of the goods is ensured by two factors: in the first place, the absolute values of niK and ni diverge between the various sectors; and secondly, the same quantity of abstract labour is contained in qualitatively very different goods.

From these assumptions the labour principle of value emerges together with the surplus principle of distribution involving a uniform rate of profits. Both principles are put to practical use here in a broad humanist-ethical sense, not in the sense of class struggle (which, however, may arise if there is large-scale alienation, brought about by mass unemployment for example). 

In the sense of the classical political economists, but also of Aristotle and of Thomas Aquinas, the value of goods and services is, in principle, determined by the ‚quantity of direct and indirect labour’ contained in them. This quantity is, in turn, determined by three factors: first, by labour time; secondly, by the reduction coefficients, which reduce complex labour to simple labour. The reduction coefficients are expressed in the wages structure, the determination of which is a complex problem of social ethics and should be essentially based on an evaluation of work places; thirdly, on the social appreciation of a product.

Distribution on the basis of the surplus principle is a complex social process. First, the great shares in income must be determined, i.e. the shares of (normal or ordinary) wages, made up of necessary and of surplus wages, and the surplus proper, made up of profits and rents. Profits are socially necessary to run the production system, i.e. the enterprises; they represent, very broadly speaking, an award for good management, investible funds, and render possible the setting up of sinking funds in view of an uncertain future (see Bortis 1997, pp. 158-75). Rents, in turn, are made up of land and labour rents. The latter are equivalent to surplus wages due to special abilities or privileges, e.g. of managers, engineers, surgeons, artisans, artists, sportsmen, and so on). Secondly, the structure of necessary and surplus wages (normal or ordinary wages), surplus wages due to special abilities and privileges, and of profits and rents has to be broadly determined. Most important is the determination of the structure of ordinary and surplus wages, a task to be performed, possibly in an indicative way, through work evaluation inside the enterprises, and through trade-unions between industries and sectors. In a classical vein, the market would have to bring into line market wage and profit rates, and land rent into line with the socially determined magnitudes through changing output levels. All in all, distribution emerges thus as the core issue of social ethics.
The surplus produced in the ‚profit sector’ (the ‚productive’ sector of the Classics) of an economy should be used to build up a socially appropriate ,non-profit’ sector (the ‚unproductive’ sector in Classical terminology) in the widest sense of the word, comprising political, legal, social and cultural institutions. As such, the surplus is obviously socially necessary since it is required to build up an institutional superstructure upon the material basis. Hence, the surplus, if used in an appropriate way, leads to a good and proper functioning of society at large, including the material basis that produces the social surplus.

Inappropriate uses of the surplus lead to social and individual alienation: the distribution of incomes and wealth may get very unequal and involuntary (system-determined) mass unemployment may develop as a consequence; both lead, as a rule, to social exclusion, misery, and to an increasing number of crimes; terrorism, too, has deep roots in misery and despair. Hence, the production, extraction, distribution, and the use of the surplus is the most important problem of social and political ethics (Geoffrey Harcourt). 

Value and distribution are regulated within or in direct association with the social process of production.

The price equations in a vertically integrated production system are as follows:

                                      pA + wn nd k = p                                 (1)

A is the broadly triangular Leontief-Sraffa matrix sketched above (see also Bortis (2003, pp. 433-36). The coefficients of the matrix A      

                                            aij = xij / Xj                                      (2) 

indicate the quantity of good i required to produce a unit of good j. p is the (row) vector of prices. At first, there are the prices of primary goods (land basics), subsequently the prices of intermediate goods and, finally, the prices of final goods.

Hence pA represents the monetary value of the basic and intermediate goods (the monetary value of inputs) utilised in the social process of production for each good (primary, intermediate and final). The expression         

                                               wn nd k                                       (3)

represents value added and its distribution between wages and profits (and rents). nd is the (row) vector of direct labour per unit of each product (primary, intermediate and final goods). wn (a scalar) represents the money wage rate per unit of simple, unqualified, labour (with complex types of labour, qualified in most varying degrees, being multiples of simple labour). The scalar k is the ‚mark-up’ on average costs at normal capacity utilisation. In a microeconomic view, k governs gross profits such that invested fixed capital gets a normal rate of profits r* including the rate of depreciation. In a wider, macroeconomic, view k may be reinterpreted to  contain surplus wages, labour rents, due to specific abilities or to privileges, for example, and land rents.

Methodologically speaking, the present analysis is situated at the level of principles. Consequently, the relevant causal forces are presented in their pure form, independently of their historical realisations (Keynes’ pure and applied theory). Moreover, we only consider what is essential to our analysis. In this sense, labour values constitute the essence of prices. This implies abstracting from specific conditions of production and from market conditions, and supposes a vertically integrated economy. Past labour is embodied in fixed capital. 

The fundamental prices (equations 4-7 below) emerge from the social process of production, and represent, in principle, the social effort that has been made to produce the various goods; hence, in a classical-Keynesian view, prices of produced goods are not scarcity indicators. In fact, at the level of principles, direct and indirect labour is basic to the value of goods and services.

As has already been suggested, distribution is, essentially and ideally, a social process with trade unions, entrepreneurial associations and the state intervening to bring about as much distributional justice as is humanly possible (in present economic reality, however, the single worker or employee is frequently directly faced with the entrepreneur). The links existing between value and distribution at the level of principles emerge formally from isolating the price vector in equation (1) on the left-hand side (see Bortis 2003, pp. 436-45): 

                                 p = wn [(I - A) -1]' nd k                                     (4)    

This operation which links the nature (land or interindustry) model to the vertically integrated labour model might be called the Pasinetti transformation (Pasinetti 1981, pp. 109-12). Multiplying the (column) vector of direct labour, nd, with the rows of the transposed Leontief inverse yields the vector of total – direct and indirect - labour (n) required to produce some good i:

                                     n = [(I - A) -1]' nd                                        (5)

Inserting relation (5) into equation (4) and multiplying the capital good row for each good by a coefficient so as to make the ratio  niK / ni equal to unity for all goods (Bortis 2003, p. 438) yields the classical – Ricardo-Pasinetti – price equations:

                                            p = wn n k                                            (6),

which can be interpreted sectorially (p and n as vectors) or macroeconomically (p and n as scalars).

Specifying the mark-up k yields a simplified price equation for all goods:

                       pi =  wn ni  [1 + (r niK k) / ni] = wn ni k                           (7)

The macroeconomic equivalent of these equations is the Kalecki-Weintraub price equation

                                            p = wn n k                                              (8)

Since the mark-up k must equal the expression within square brackets in (7) for equal conditions of production in all sectors (niK / ni is the same everywhere, to simplify equal to unity as is argued in Bortis 2003, p. 443, rel. 19.16), we get - on the macro-economic level - the following relations for the mark-up k and the wage share 1/k if the surplus consists of profit only:

                                    k = n / (n – r nK)                                             (9)

and                               1/k = 1 – r (nK / n)                                          (10)

Both relations imply that all economic values are created by the workers and employees in the profit sector (the classical productive sector). 

From a distributional perspective, the social surplus may now be interpreted in a wider, macroeconomic sense, to include surplus wages, labour rents as are due to exceptional abilities or privileges, land rents and profits. The use of the social surplus, ideally, provides the material basis for all the persons active in the non-profit sector in the widest sense, including the state, to create political, social, legal and cultural values through the actions of individuals and collectives within the institutions established in the institutional superstructure. These values cannot, in principle, be measured in money terms. Highly unequal distributions of the surplus and the ensuing inappropriate use of the social surples are, as a rule, associated with alienated social states of affairs.   

The equations (6 – 8) capture the essentials of classical (Ricardian-Pasinettian) price theory: the prices of produced goods reflect the social effort undertaken to produce them in terms of direct and indirect labour; distribution, based upon the surplus principle, is a complex social process.

“The treatment of value and distribution within the social and circular and vertically integrated process of process of production suggested in this and in the preceding section enables us to deal with three problems associated, in our opinion, with Sraffa’s model of circular production, value and distribution. First, the notion of land basics or primary products enables us to deal with the problem that, with Sraffa, inputs equal output. Indeed, in the upper left hand corner of the Leontief matrix iron ore is transformed into steel, crude oil into petrol, and so on; the outputs of land basics are subsequently transferred to all intermediate and final goods sectors. Second, treating fixed capital goods as final products, all produced by machines tools and labour, rather than to treat fixed capital as joint products renders the whole analysis of value and distribution within social and circular production much easier; specifically, profits may now be calculated on fixed capital by way of a mark-up on circulating capital which includes direct wage costs and the costs of interrmediate and primary goods, which also become wage costs if there is vertical integration. [Even more appropriately, the mark-up may be calculated on average total costs at normal capacity utilisation – normal prices imply normal quantities!]  Third, the social and circular process of production implies, in fact, production of commodities by means of commodities and labour. This means that the feature of circularity appears in three instances in the social process of production: In the first place, there is production of primary commodities by primary commodities and labour in the upper left Sraffa corner of the Leontief system. Secondly, in the realm of final products, there is production of commodities by means of commodities in the capital goods sector where all specific capital goods are produced by machine tools which also produce and reproduce themselves. Thirdly, and perhaps most importantly, necessary consumption goods which are final goods have to move to all, even to the most remote corners, of the social and circular production system, because of the fact that there is production of commodities by means of commodities and labour, a fact pictured by relation (5) above which indicates the Pasinetti operation of calculating vertically integrated labour by multiplying the transposed Leontief inverse by the vector of direct labour”(Bortis 2003, pp. 444-45).

4. Proportions and scale: classical and Keynesian macroeconomics – monetary theory of production

In a classical-Keynesian view, the social process of production is at the centre of a monetary production economy. Distribution – the shares of wages, profits and rents in domestic income and the structure of wages, profits and rents – gives rise to specific proportions, that is part-whole relationships. Relative prices and quantities, and the distribution of labour between sectors and industries, are also proportions. These proportions and their explanation are at the heart of classical political economy, which deals also with the circulation of goods and money. The breadth of the circuit, or the scale of economic activity, is the object of Keynesian political economy. The next two sections (5 and 6) deal with the proportions and the scale aspect respectively.

The synthesis of the proportions aspect and of the scale aspect yields a classical-Keynesian political economy, i.e. a monetary theory of production, where money is all-important to run the economy, since money always buys goods and never the other way round, and where, as a consequence, the real and the financial sector are inextricably linked:

                                         M - C ... P ... C' - M'                  (11)

Entrepreneurs have money and finance (M) at their disposal to buy means of production (raw materials and intermediate goods, machinery) and to hire labour (C). Within the social process of production P, labour, using machines, transforms the primary and intermediate goods into final goods C’. These are sold on the final goods markets for money M’ which represents effective (monetary) demand for goods and services.

5. The proportions aspect of classical-Keynesian political economy

In this section, all equations are based upon Pasinetti’s seminal Theory of Value (1986a), and slightly elaborated.  

The price system (12) depicts monetary flows and has several aspects which are considered in turn: first, there is the formation of prices; secondly, the formation of incomes and their distribution is suggested, and, thirdly, there is the spending of income by private households, enterprises, and the state: 

                   
 EMBED "Unknown" \* mergeformat  

                     (12)

In this equation system the ci are fractions of real income – in terms of (full employment) labour embodied Nf - spent on good i (13), or demand coefficients per labour unit (13a):

           Qif = ci Nf          (13)                              ci = Qif / Nf               (13a)

The formation of absolute prices within the social process of production can only take place once the distributional variables are determined, i.e. the money wage rate wn of some labour unit, and the mark-up k, including the uniform target profit rate (r); as mentioned above, the labour unit could, for example, consist of simple, unqualified, labour with qualified labour as multiples - reduction coefficients - of unqualified labour; obviously, the reduction coefficients have a wide normative dimension, associated with distributive justice. One must sharply distinguish between actually existing, normal, and natural, normative or socially desirable reduction coefficients. On the level of principles, the natural is, in fact, the normative form of the normal. 

The (absolute) prices (equations 14) represent the money value of the social effort to produce the individual goods within the social process of production. These prices result from multiplying the first m-1 rows in the above matrix with the price and income vector. 

                       pi = wn ni k = wn (1/Ai) k   (i = 1, 2,    m)               (14)  

The Ai represent sectorial labour productivities.     

The formation of absolute prices is intimately linked the formation of incomes and its distribution. The price equations (14), in fact, imply that the money value of sectoral outputs equal the sectoral incomes in money terms. However, this second aspect of the system (12) in fact, implies, as will be seen below, that this system determines relative prices only. This means that distribution is a problem of proportions. In fact, proportions associated with the social effort to produce goods are intimately related to distributive justice, first, through the reduction coefficients governing the wages structure, as emerges most clearly through relative prices:

                                      pi / pj  = ni / nj                                       (15)

and, second, through the distributional relationships governing the wages share and the ‘property share’, or, in a wider social view, the ‘surplus share’, which would also include surplus wages:

                               W/Y = 1/k and (P+R)/Y = 1-(l/k)                      (16).

Third, the spending of incomes by households, enterprises, non-profit-organisations and the state is pictured by the last equation in the equation system (12):

                   c1 p1 + c2 p2 + ... + cm pm  =  wn k                            (17) 
The economic meaning of this relation emerges more clearly if account is taken of the spending coefficients defined as demand per profit-sector labour unit (relation 13a above):

                          ∑ ci pi  =  ∑(Qif/Nf) pi  =  wn k                            (18)         

Taking account of the price equations (14) in relation (18), we get the definitions

∑(Ni/Nf) wn k  =  wn k     (19)      ∑(Ni/Nf) wn k Nf =  wn k Nf  =  Y     (19a)  

From these relation immediately follows 

                                           ∑ (Ni/Nf)  =  1                                  (20)

To recall, Ni is total – direct and indirect – labour used to produce good i, Nf is the full employment labour force in the productive sector of an economy.

Definition (20) indicates the distribution of the profit-sector labour force within an economy which represents a most important proportion in a monetary production economy. Indeed, the distribution of economically productive labour depends upon the way in which incomes are spent, if labour productivity is given; in fact, definition (20) has been derived from relation (17). The way of spending incomes depends, in turn, heavily upon income distribution. 

The quantity system 
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  =  0                       (21)

informs us, first, about the demand for and the circulation of goods (the first m lines of the matrix are multiplied by the quantity vector): 

                             Qif = ci Nf                                                        (13),

second, about the production and the supply of goods:         

                              ni = Ni/Qif                                                        (22)         

and, third, about the ‚macroeconomic equilibrium of demand and supply’:

            n1 Q1f + n2 Q2f + .... + nm Qim = ∑Ni = Nf                            (23).

Relations (22) and (23) obtain from multiplying the last line in the above matrix by the quantity vector. In relation (23) supply is on the left-hand side, demand appears in the form of ‚real’ income (labour time) on the right-hand side of this equation.

Relation (22) implies that in a social production (or labour) economy, technical progress is always labour saving: less direct and indirect labour is required to produce a certain good. This renders possible an increase in money wages, with prices and mark-ups given, or enables to cheapen production, given money wages and mark-ups, or to realise higher profit rates (an increase in the mark-up).

The determinant of the price system (12) and of quantity system (21) is given by the following expression (Pasinetti 1986a, p. 422, relation 16):

                   c1 n1 + c2 n2 + .... + cm nm  - 1  =  0                                (24)   

Taking account of the definition of the demand coefficients ci (relation 13a) and of the labour (production) coefficients ni (relation 22) yields, again, an expression picturing the sectorial distribution of profit-sector labour:  

                  N1/Nf + N2/Nf + .... + Nm/Nf  =  1                                     (25)

These relations tell us that the distribution of direct and indirect labour among the various sectors of an economy, as is indicated by definition (25), is governed by two elements (relation 24), first, the size of the demand for the different goods (ci), and, secondly, the quantity of labour required to produce a unit of some good (ni). Both relations, (24) and (25), thus express fundamental proportions prevailing in any monetary production economy.

The fact that the determinant of the coefficients matrix of the systems (12) and (21) is zero (relation 24) has important economic implications. This condition guarantees economically meaningful solutions for the equation systems (12) and (21), that is, positive prices and quantities. In fact, in both equation systems the last equation is not independent of the other equations. This implies that only relative prices and quantities, pi / pj  and  Qif / Qjf , are determined. 

As has already been suggested, absolute prices are determined once distribution is regulated: the level of money wages wn and the normal rate of profits implied in the mark-up k must be fixed in advance. This goes on through complex social processes. Hence, in principle, distribution ought to be determined before production can start. In a way, distribution is the primary and fundamental problem in political economy (Ricardo 1821, p. v). 

Absolute quantities are determined once the level of employment (N) is given. Until now we have postulated the ideal case, i.e. full employment (Nf). In the next section, the determination of the long-period level of employment, governed by persistent factors, i.e. technology and institutions, will be considered. This amounts to looking for the factors governing the breadth of the economic circuit or the scale of economic actvity in the long term.

6. The scale aspect of classical-Keynesian political economy

The scale of long-period economic activity is governed by long-period effective demand, which depends, in turn, upon the institutional and technological system, made up of the material basis and of the institutional superstructure, i.e. upon the socio-economic structure. Institutions partly determine behaviour through formal and material restrictions, as is the case with social institutions like enterprises, associations, state administration, the legal system or ‚individualistic’ institutions, consumption habits, for example (on this see Bortis 1997, chapters 2, 3 and 4). The long-period or trend level of domestic output may get established well below full employment, giving thus rise to permanent long-term involuntary unemployment. The existence of persistent involuntary unemployment is empirically well founded. For example, from the early 1980s onwards the trend unemployment rate was about 12% in France and 10% in Germany. 

Formally, involuntary unemployment as is determined by the socio-economic system, is represented by the definitions (26-29) below. u is the rate of unemployment (26) and 1-u is the rate of employment (27). Now, the quantity vector in system (21) must be multiplied by the coefficient 1-u to obtain a new quantity vector (28) with the level of employment N lower than the full employment level Nf (29). Hence the coefficient 1-u could be termed the employment scalar.  

                    u = (Nf - N)/Nf  (26)                        1-u  =  N/Nf   (27) 

             [Q1, Q2, ..., Qm, N]   (28)                               N < Nf    (29)

Definitions (28) and (29) imply that the structure of final output does not change as the level of employment varies. This, of course, is only valid as long as principles – independent of space and time – are considered. Considering principles enables to separate the analysis of the pure (classical) proportions model (previous section) and the pure (Keynesian) scale model.   In the real world (of phenomena) structures (proportions) will, of course, change as the level of employment or the scale of economic activity varies.   

In definition (30) total supply equals total demand, whereby demand governs supply. Supply is given by the gross domestic product Q, which equals labour productivity A times employment in the profit sector N. The real wage rate is w = wn / p, that is, the money wage rate wn divided by the money price of a bundle of necessary consumption goods p. Normal wages wN are supposed to be entirely consumed. The surplus is made up of profits P and of land and labour rents R, with labour rents accruing on account of special abilities and dispositions; cs is the fraction of the surplus (privately) consumed. I is gross investment, G state expenditures, π stands for the terms of trade [X/M  =  (epM)/pX], pX represents export prices in domestic currency, pM import prices in foreign currency, e is the exchange rate, and X and M are export and import quantities respectively.

              AN = Q = wN + cs (P+R) + I + G + X – πM             (30)

Imports M as a fraction b of GDP or domestic income Q = Y are of two kinds. Necessary imports M1 = b1 Q (raw materials, necessary consumption goods, machines to produce necessaries) are related to production, while non-necessary imports M2 = b2 Q are related to consumption out of the surplus.

                 M = b Q = M1 + M2 = b1 Q + b2 Q = (b1 + b2) Q    (31)

In the price equation

                                      p = (wn/A) k                                  (32)       

the mark-up k governs the size of the surplus.

Distribution, i.e. the division of domestic income into ordinary or normal wages and the surplus (profits, land rents and labour (ability) rents) and the structure of normal wages, profits, land and labour rents is a social ethical issue of immense complexity associated with the issue of distributive justice:

                              W/Y = 1/k   and   (P+R)/Y  =  1-(1/k)     (33)     

In the long run, the volume of gross investment I is governed by trend GDP (Q) and its evolution, with Q, in turn, being determined by the whole socio-economic-cum-technological structure. (The single investment project depends, however, on more or less certain expectations about the future.)

                   I = (g+d)vQ = (g+d)K                         (34),   

(v = K/Q is the capital coefficient)

Hence the long-period volume of gross investment I represents derived or induced demand; only the capacity effect of investment is taken into account in a situation in which overall long-period effective demand equals long-term aggregate supply.

Net trend investment (gK) is governed by the long-period or trend growth rate g of the autonomous variables, G and X (see for some implications, Bortis 1997, pp. 155-75 and 204-220). ‚Replacement’ investment (dK) depends on the depreciation ratio d, that is, the fraction of the total capital stock to be replaced for physical, economic and technological reasons. The coefficient d indicates, therefore, the extent of the technical dynamism of the entrepreneurs in the sense of Schumpeter, i.e. regarding the introduction of new techniques of production and of new products. 

Saving (private and state saving, t being the tax rate)

                                       S = sQ + tQ - G          (35)

adjusts to investment through changes in output. This is particularly evident if we consider ratios:

                             s + t – (G/Q)  =  (g + d) v       (36)

Given an equilibrium of the balance on current account, a higher output can only be achieved if government expenditure increases, or, if private consumption increases, because of a decline in the saving/income ratio s or in the tax/income ratio t. Government expenditures (or exports) are of particular importance because they set economic activity into motion. The level of government expenditures G greatly contributes to determining the scale of economic activity. This is evident from our basic relation, the supermultiplier relation, which can be derived from equations (30) to (34).

                                                G + X

                   Q  =  ------------------------------------------------------                (37)          

                                       zs[1–(1/k)]+π(b1+b2)–(g+d)v

                            zs  =  1–cs  =  ss+ts    (38)

Relation (37), the supermultiplier relation, shows how output Q and employment N are governed in principle. Hence this relation represents the pure theory of

output and employment in a monetary production economy.

Definition (38) represents the leakage coefficient zs , which indicates the fraction of the surplus over ordinary wages that is not consumed, the fraction consumed being cs. Consequently, the leakage coefficient is the sum of the fractions of the surplus paid for taxes (ts) and saved (ss). Since the long-period consumption coefficient cs and the long-period tax coefficient ts are both determined by institutions - consumption habits and tax laws -, the long-period saving propensity ss is a pure residual varying with the normal level of output and employment, given the rate of profits as is implied in the mark-up (Bortis 1997, pp. 166-68). This is perfectly analogous to Keynes's short-period theory of saving but different from the Pasinetti equation where, given the level of employment, the savings propensity of the capitalists and the rate of growth determine the rate of profits in a Keynesian Treatise on Money way (see again Bortis 1997, pp. 166-68). 

Following Hicks, equation (37) may conveniently be called a supermultiplier relation "which can be applied to any given level of [autonomous demand components] to discover the equilibrium level of output [Q] which corresponds to it" (Hicks 1950, p. 62). Hence the autonomous demand components, G and X, set economic activity in motion, similarly to the expenditure of rents by the landlords in Quesnay's extended tableau économique (on this see Oncken 1902, p. 394). 

Once output and employment are determined through the supermultiplier relation (37), the output and employment scalar 1-u (definition 27) is also fixed. In principle, the normal quantities corresponding to a specific output and employment level obtain if the full employment quantity vector in the quantity system (21) is multiplied by the employment scalar. The determination of normal output and employment is equivalent to fixing the output and employment trend around which cyclical fluctuations occur (Bortis 1997, pp. 149-51). It has already been suggested that the position of the output and employment trend is of considerable socio-economic and political importance because this determines the extent of long-period – system governed – permanent involuntary unemployment. The latter is, in turn, an important element governing the social and political climate in a country.  

Methodologically speaking, the supermultiplier relation (37) represents, as suggested already, the pure long-period Keynesian employment theory, picturing how output and employment are determined in principle by the various demand variables and parameters on the right-hand side of this equation (Bortis 1997, pp. 142-204). In a way, this relation is a metatheory – a metaphysical theory - of employment to determine what is – probably – essential about employment determination in a monetary production economy (see on this the methodological introduction in Bortis 2003, pp. 411-15). Determination in principle of some socio-economic phenomenon attempts to capture the essential features of the causal mechanism at work, which are timeless and invariable. Moreover, in a pure or ‘ideal-type’ model, the ceteris paribus clause is automatically implied, which is to say that the predetermined variables on the right-hand side of the supermultiplier relation (37) are considered independent of each other. This, as a rule, will not be the case if some real world situation is considered.

In principle, normal output Q, and, hence, trend employment N, are positively linked to the autonomous variables G and X, and to the gross investment-output ratio I/Q = (g+d)v. This ratio depends on the rate of growth of the autonomous variables (G+X), g, which is also the rate of growth of long-period or normal output and employment, and upon the replacement coefficient d. In an open economy, the rate of growth of exports is crucial as Nicholas Kaldor has always insisted upon (see on this Bortis 1997, pp. 155-56, 185-89 and 190-98). The (Schumpeterian) d is an indicator of the technical dynamism of entrepreneurs. The effect of exports (X) on output and employment will be particularly strong if exports mainly consist of high-quality manufactured products with a large value added, i.e. a high content of direct and indirect labour (Kaldor 1985, pp. 57-79). However, normal output will be lower if, given exports X, the technological and cultural dependence on the outside world is strong, as would be reflected in large import coefficients b1 and b2, and if the terms of trade (π) are unfavourable, which would show up in a high value of π. Very importantly, normal output (Q) is negatively linked with the property share in income, 1–(1/k), and with the leakage coefficient, zs, associated with this share; as a rule, zs will be larger if the distribution of property income is more unequal. Given government expenditures and gross investment, a higher leakage out of income (zs[1–(1/k)]) reduces effective demand, because consumption is diminished. Fundamentally, unemployment occurs because the saving-income ratio, ss [1-(1/k)], exceeds the investment-output ratio, (g+d)v, at full employment. Full employment could only be maintained if private and/or public consumption were increased. A redistribution of incomes, i.e. raising the share of normal wages (1/k), would lead to higher private consumption through enhancing spending power. In principle, a higher level of public expenditures, G, would require a tax increase: the tax rate, ts, would have to be raised to preserve budget equilibrium, which would reduce the saving coefficient ss. If these measures are not undertaken, output, employment, and tax receipts will decline, and, given government expenditures, budget deficits will occur. These will reduce the saving ratio until it equals the investment ratio at some long-period equilibrium level of output and employment involving persistent involuntary unemployment. Hence the negative association between distribution and employment emerges, because the property share and the saving and the leakage ratio associated with it are too high; and ss, and thus zs will be the higher the more unequally property income is distributed. Thus, the notion of unequal income distribution has a double dimension: the property share is high, and property income is itself unequally distributed. This leads to a high leakage out of income, given by zs[1-(1/k)] to which corresponds a reduced level of output and employment.

This crucially important relationship between unequal distribution and involuntary unemployment represents, according to Schumpeter, the essence of the Keynesian revolution: "[The Keynesian doctrine] can easily be made to say both that ‘who tries to save destroys real capital’ and that, via saving, ‘the unequal distribution of income is the ultimate cause of unemployment.’ This is what the Keynesian Revolution amounts to" (Schumpeter 1946, p. 517). Indeed, Keynes held that the "outstanding faults of the economic society in which we live are its failure to provide for full employment and its arbitrary and inequitable distribution of wealth and incomes. [Up] to the point where full employment prevails, the growth of capital depends not at all on a low propensity to consume but is, on the contrary, held back by it [and] measures for the redistribution of incomes in a way likely to raise the propensity to consume may prove positively favourable to the growth of capital" (Keynes 1936, pp. 372-73; on this see also Garegnani 1978/79). The inverse long-period link between employment and distribution is the crucial feature of the supermultiplier relation – Galbraith and Berner (2001) represents an important effort to deal empirically, in a Kenyesian spirit, with inequality, unemployment and development on a global level.

7. Links with Keynesian and post Keynesian  political economy 

The preceding section deals with principles, that is, with the fundamental forces governing prices and quantities in a classical-Keynesian view. As such, this section exhibits aspects of the pure long-period classical-Keynesian model of production, value, distribution, and employment. However, concretely existing prices and quantities are governed by a great many factors, circumstances or causal forces, fundamental and accidental. Among the accidental factors, some features of the conditions of production, for example, the relation between fixed and circulating capital, of cyclical movements of output and employment, and of the functioning of the market - the sphere of circulation - are particularly important. 

To see how the classical-Keynesian strand of thought is linked with Keynesian and post Keynesian thinking on economic problems, it is important to note that, in the preceding sections of this part (II), the functioning of the socio-economic system is investigated. The technical-institutional system partly determines the behaviour of individuals and collectives because the system imposes restrictions upon behaviour. For example, through the supermultiplier relation the system sets a restriction to all workers and employees: no more that (1-u)100 percent of the workforce can find a job (definition 27 and relation 37); however, who will be employed or unemployed depends on the behaviour of the various individuals. In the medium- and in the short run, behaviour of economic agents takes place within the – institutional – system, giving thus rise to specific behavioural outcomes that differ from the system outcomes (Bortis 1997, pp. 83-117). The issue of institutions and behaviour is, in fact, a central tenet in Bortis (1997).

Post-Keynesianism prominently deals with the behaviour of consumers and producers in the medium term, whereby behaviour is co-ordinated by the system, represented by effective demand. A significant example of this interaction is the double-sided relationship between profits and investment (Joan Robinson, Michal Kalecki): profits influence investment behaviour, and the level of investment governs profits. This gives rise to a theory of employment determination in the medium term, in fact, in the course of cyclical growth, with the income effect and the capacity effect of investment interacting (Bortis 1997, pp. 204-20). The cyclical variations of output and employment may go along with a specific ‚pricing in the business cycle’. The domain of Keynesians is the determination of economic activity in the short term, where productive capacities are given and only the income effect of investment is relevant. Here, each investment project is associated with uncertainty and expectations, which, as a consequence, govern the short-period volume of investment, in contrast, to the long-period investment volume, which is determined by the evolution of trend output, and hence by the entire technical and institutional system. Finally, money and finance can be brought into the picture without any difficulty, starting, for example, from the concepts of industrial circulation and financial circulation in Keynes’s Treatise on Money (vol, I, ch. 15) and the whole of the General Theory (for a broad sketch see Bortis 1997, pp. 220-35). 

Basically, the role of money is threefold. First, as has already been alluded to, money is indispensable to run the whole system of production and circulation in which money is always ‘exchanged’ against goods; there is  never ‘neoclassical’ exchange of goods against goods, with the intermediation of money. Second, and equally important, money is a means to mobilise the resources of a country, above all the most precious resource, that is labour, through generating sufficient effective demand, in the form of government expenditures in the main (on this issue L. Randall Wray’s Understanding Modern Money – The Key to Full Employment and Price Stability is fundamentally important (Wray 1998); see also the amusing discussion between Keynes and an architect, Keynes 1980/1942, pp. 264-266). This means creating full employment in the sense that involuntary long-period and system-caused unemployment is eliminated; structural unemployment, due to technical change or to changes in the structure of demand will be unavoidable in the medium term, as is voluntary unemployment in the short run. Both these roles of money relate to the functioning of the socio-economic system of production and circulation in the short, medium and long term, while a third role of money relates to the behaviour of individuals facing an uncertain future. Here, money as a store of value is indispensable. 

Since money is endogenous in classical-Keynesian theory, there is no point of speaking about the ‘quantity of money’. With the foreign balance equilibrium in the long run, the government must, according to the internal employment mechanism, permanently spend money in the form of government expenditures G to set the economy into motion and to bring normal or long period output into being, creating thus the tax incomes required to ‘finance’ institutionalised government expenditures: G = T = t Q (Bortis 1997, pp. 152-54 and p.190). Thus, normal or long-period government expenditures, through the functioning of the socio-economic system, permanently generate the tax revenues required to finance them, in the same way as investment I generates the saving required (I = s Q) in each short-term period through the system-coordinated behaviour of producers and consumers. Once full employment is reached the state budget must of course be in equilibrium so as to prevent inflation. To determine the size and the structure of socially appropriate government expenditures and the tax rate such that full employment obtains and inflation is prevented, represents the backbone of long period socio-economic policy. In the short and medium term exceptional expenditures and budget deficits, possibly associated with profits above normal and some inflation, may be required to increase employment. However, the ‘quantity of money’, to use this expression nevertheless, always passively adjusts to economic activity. 

A second possible short- and medium term source of inflation would be distributional conflicts as are expressed through the relation between money wages and prices. Given money wages, which is, together with employment the second variable to be determined to close the classical-Keynesian system, a permanent incomes policy is a further indispensable requirement to prevent inflation in the long run. 

Given these brief remarks on money and inflation, we may conclude by saying that classical-Keynesian political economy appears as a synthesis, an elaboration and an extension of post Keynesian political economy. 

III. Popularising classical-Keynesian political economy

The problem on how to popularise classical-Keynesian political economy is obviously of the utmost importance. Clearly, popularisation can only take place on the basis of textbooks. But textbooks can only be written if a coherent theoretical system of classical-Keynesian political economy exists. This, in turn, requires writing volumes on principles and, subsequently, treatises setting forth systematically the whole body of classical-Keynesian theory. Indeed, one important reason for the success of the neoclassical school was the large textbook literature which grew out of neoclassical equilibrium theory, above all, out of Marshall’s Principles. Paul Samuelson’s Economics was of course pathbraking. However, post Keynesian textbooks by Joan Robinson/John Eatwell and Francis Cripps/Wynne Godley, for example, were not successful because these were not backed up by a comprehensive and coherent theoretical system, based on principles. To be convincing the classical-Keynesian set of principles must rest upon a social philosophy (Social Liberalism) which represents the unifying framework for theorising. This social philosophical basis also renders possible opening up political economy to other social sciences: sociology, the political sciences, law and social and political ethics, which, in turn enhances the unity of the social sciences (Bortis 1997). The set of classical-Keynesian principles, picturing how the technological-institutional system essentially functions, has to be complete, coherent, and invariant (Bortis 2003); however, the system of classical-Keynesian theories growing out of the principles must be open and flexible and must reflect stylised aspects of an evolving real world, in the sense of Geoffrey Harcourt’s ‘horses-for-courses’ approach (Harcourt 1992, p. 231). 

The problem, then, is to set up a loosely structured and open system of post-cum-classical-Keynesian political economy, starting from John King’s synthesisers (King 2003, pp. 214-219). A broad threefold division of pure theories emerges quite naturally from Bortis (1997, chapter 4). Long-period theories deal with specific aspects of the functioning of the socio-economic system, i.e. the institutional-technological system, for example, how is system-caused long-period unemployment determined; how do political or educational institutions influence economic institutions and thereby sustained economic performance, specifically export performance; Luigi Pasinetti’s (1981) Structural Change and Economic Growth  would be another example for long-period theory, as is the relationship between distribution of incomes, unemployment and social problems (drugs, violence); on a more fundamental level, this would mean dealing with the problem of system-caused alienation, which, broadly speaking, represents the gap between a really existing situation and some natural state of affairs (Bortis 1997, pp. 47-53 and 312-14); in the context of alienation Marx and Keynes would be of paramount importance. 

The main object of medium term theory would be cyclical growth. Short-run theories would deal with the utilisation of productive capacities as dependent upon effective demand, and rapidly changes market phenomena, including financial markets. At all levels of theorising – long-period, medium-tern and short-period – it seems appropriate to distinguish between pure and applied theory, a distinction Keynes made in his Treatise on Money; indeed, volume I is about The Pure of Money, volume II about The Applied Theory of Money (Keynes 1971/1930). Keynes method links up conveniently with Marx’s historical method that can be associated fruitfully to classical-Keynesian political economy, and social theory (Bortis 1997, pp. 118-30). Marx’s historical method is, explicitly or implicitly, used by a great many historians and social and political scientists; Max Weber, by no means a Marxist, denoted this method as immensely fruitful. To avoid misunderstandings, it should, once again, be recalled that Marx was not an inspirator and precursor of Stalin, but a humanist social scientist of immense sweep, deeply concerned about the situation of the working people of his time, and struggling with all his forces to help them. Marx, the giant of the 19th century, and Keynes, the immense figure of the 20th century, are, at present, more needed than ever. And, against this background, we should not forget what Léon Walras (1936) wrote on the distribution of incomes and wealth, nor Alfred Marshall who concluded thus his Inaugural Lecture at Cambridge in 1885: "[Social and political scientists, including of course economists, should give their] best powers to grappling with the social suffering around them; resolved not to rest content until they have done what in them lies to discover how far it is possible to open up to all the material means of a refined and noble life" (quoted in Keynes 1972/1933, pp. 224-25). Applied to the world level, this could be an appropriate motto for classical-Keynesian social and economic policies. Indeed, according to eminent international organisations, two thirds of the world population (4.2 billion people) are living in misery with less than two dollars per head and per day (in this context, the distinction between poverty and misery is important: poverty may be a choice or one may get out of it through a special effort; misery, however, is system-caused and crushes the individual); moreover, out of a world working population of about three billion, one billion is involuntarily unemployed or underemployed; again, in the classical-Keynesian view, involuntary unemployment results, very probably, from a misfunctioning of the entire socio-economic system, mainly through the connection between unequal income distribution and involuntary unemployment, but also through a lack of state expenditures. 

And in this sea of misery, the middle classes get progressively weaker and islands of immense wealth associated with fabulous luxury consumption expand. The whole socio-economic structure is very solidly established, with very rich people, multinationals and transnationals in finance and production, increasingly dominating economically and on the political level, with the power of the states getting ever weaker. Fundamental changes almost seem impossible.

It would not, however, be appropriate to end this section on a note of pessimism. As Maynard Keynes has emphasised time and again, fundamental institutional changes have to be preceded by a fundamentally new way of thinking on economic, social and political issues. Most importantly, a new economic theory must come to dominate and lead on to new economic and social policies that bring about a better world, in line with human capabilities. To build this world we cannot rely on Liberalism, as is embodied in Capitalism, because the market is, even in principle, that is in ideal conditions, not self-regulating, nor, as historical experience shows, on Socialism with central planning. We need a middle way alternative: Keynes’s Vision – A New Political Economy (Fitzgibbons 1988). The social philosophy implied in this vision could be termed Social Liberalism, i.e. Liberalism on a social - fair distribution and full employment - basis. The corresponding new political economy would be of the classical-Keynesian type (Bortis 1997, 2003). In a way, we agree with Luigi Pasinetti who asks for a resumption of the Keynesian revolution. This resumption is required on two levels. First, on the level of economic theory, through providing a firm foundation for post Keynesian economics, elaborating and systematising this approach, so as to establish an open-ended system of classical-Keynesian political economy. Second, and much more important, the Keynesian revolution must be resumed on the level of Keynes’s vision and the values associated with it: Full employment, fair distribution, the economy as the material basis for a well-organised society, within which the social individuals may prosper, mutually enrich each other in all domains of life, social and cultural most importantly, not only on the national, but also on the international level, the latter implying the world as a family of nation states, culturally diverse, with full world-wide mobility for individuals which would be associated with mutual spiritual, intellectual and material enrichment. And there must be optimism and enthusiasm behind the classical-Keynesian project if it is to succeed. Indeed, Maynard Keynes, in spite of his having lived through, very intensely, the great catastrophes of the first half of the twentieth century was an optimist, carried by enthusiasm, as a deeply touching passage taken from Harrod’s biography attests: “[Maynard Keynes] was an individualist to the finger-tips [and yet] he was violently opposed to laissez-faire. […]He believed that distress in all forms should not go unheeded. He believed that, by care and pains, all our social evils, distressed areas, unemployment and the rest, could be abolished. He believed in planning and contriving. […] He always had a scheme. His mental energy and resources were limitless”(Harrod 1951, pp. 191-92). This can only be due to immense enthusiasm and optimism!

“[But how] can one reconcile the adamant and uncompromising individualism which was at the centre of his being and his fervent belief in planning? [-] a question of no little interest, since its successful resolution may be the prerequisite for the maintenance of the kind of civilisation we have known. In Keynes’ economic writings is to be found the solution of this dilemma”(Harrod 1951, p. 192). In principle, the problem is to set up an institutional system such that the social individuals enjoy a maximum sphere of freedom, enabling them to prosper, to unfold their abilities and to broaden their capacities. This is precisely what Social Liberalism, as founded by Keynes, is all about ( Bortis 1997, 2003).

“There is also the eternal question in economics of means to ends. Conscientious economists usually stress the point that their science is concerned with means only, and that it is for others to prescribe the ends. […] Some economists are felt to have had too narrow a view of the ends of society. Not so Keynes. His writings are instinct with broad and generous [Bloomsbury views].

While he had his own inner vision, he was none the less aware that economists as such must not overstep their mark. He once defined his position in some words very carefully chosen. It was at the end of his speech at a dinner given him by the Council of the Royal Economic Society in 1945 on his retirement from the Editorship of the Economic Journal after thirty-three years. It had been a wonderful speech, easy, pleasantly flowing, mellow, full of amusing anecdotes and fascinating character sketches. […] Finally, he came to the toast. ‘I give you the toast of the Royal Economic Society, of economics and economists, who are the trustees …’ It would have been easy to say ‘the trustees of civilisation’, and to have sat down amid appropriate applause. ‘… who are the trustees, not …’ One could not help having the idea – “Why this pedantic ‘not’?” Surely this was not the moment for academic qualifications, for ifs and buts. It was true that he was addressing the members of the Council of the Royal Economic Society, professors, men of learning. But still, we were also human. It was a golden hour; our hearts had been touched; we had drunk champagne. […] Really there was something intolerable about the donnish ‘not’ coming at this hour and place. It was so unlike Maynard not to say a thing simply and boldly. But he was choosing his words: ‘… and to economists, who are the trustees, not of civilisation, but of the possibility of civilisation.’ He had said what he wanted to say. 

And what he had said was true, not something slipshod, which might pass muster on such an occasion, but an accurate description, which would bear the test of close scrutiny in the clear light of day. And it did full justice to economics. When he came to the ‘not’, did there flit through his mind a vision of Lytton, of Duncan, of Virginia? They were the trustees of civilisation. Economists had the humbler, but still quite indispensable, rôle; it was that to which he had devoted his own life”(Harrod 1951, pp. 193-94).      

The role of the state in Social Liberalism is, on the one hand, a very important one: creating as much social harmony as possible and reduce system-caused alienation as far as is humanly achievable (Bortis 1997, chapter 6). On the other hand, the citizens should hardly be aware that there is a state. Indeed, government activity, must, in the first place, be directed towards organising the social system, i.e. towards setting up, or favouring the coming into being, of appropriate institutions. This can only be done properly if there is a very solid economic theory from which appropriate policy conceptions may be derived, and, much more important, underlying theory, there must be vision of the society to be aimed at, and a vision implies values. Ideally, with alienation (mainly involuntary unemployment and the social problems resulting there-from) reduced to a minimum, the state would be almost imperceptible. (Contrariwise, with heavy alienation - unemployment and social unrest, in the main - the state would have to be a law and order state, interfering heavily with the behaviour of individuals, reducing thus the scope of liberty.)  There can be little doubt that this was also Keynes’s view. A significant indication is his appreciation of his father’s activity as an administrator of Cambridge University around 1900: “For thirty-three years he was one of the best administrators there ever was, and during those years this University was a better place in my judgement than it has ever been before or since. Perfect order and accuracy without a shadow of pedantry or red tape, the machine existing for the sake of the University, and not the other way round [...]. He helped to create a framework within which learning and science and education could live and flourish without feeling restraint or a hampering hand” (Maynard Keynes, quoted in Deane 2001, p. 307). In analogy, this should also hold for the relationship between the state on the one hand, and society and the individuals composing it, on the other. However, a country, even small, is obviously much more difficult to govern than a university. Aristotle says at the outset of his Politics that governing is the most difficult of all the arts, the central problem being to bring about social justice, distributive justice in the main. And the difficulty of governing has dramatically increased since the coming into being of modern monetary production economies with very extended division of labour and the crucial role taken by money and finance. Without understanding how monetary production economies function and how they are related to society and the state, appropriate political action is not possible. Political economy had become and has remained the key social science of the modern era. This is why the great political economists and their theories are so important since the coming into being of the modern world in the second half of the eighteenth century.

Conclusion: a tribute to Luigi Pasinetti

Three of the very greatest political economists of the 20th century, Maynard Keynes, Piero Sraffa and Luigi Pasinetti, have one important point in common. They rendered possible what seemed impossible through providing solutions to fundamental theoretical puzzles, while at the same time setting forth basic theoretical constructions that could be elaborated, linked together and put into a wider context. Maynard Keynes convincingly refuted Say’s Law through transforming monetary theory into a coherent general theory of employment, interest and money (Shackle 1967, Bortis 2003b). Piero Sraffa’s Production of Commodities by Means of Commodities and his introduction to Ricardo’s Principles initiated a revival of classical political economy, specifically the classical approach to value and distribution, and solved the transformation problem which had discredited the Ricardian approach until the 1950s (Pasinetti 1977, chapter V, Bortis 2002). Luigi Pasinetti, finally, set up the preconditions to bring together Keynes and Sraffa, separated hitherto by a theoretical abyss, at the level of fundamentals, creating thereby the analytical basis for classical-Keynesian political economy. This story has been recounted in the present notes.     

Luigi Pasinetti’s task was exceedingly difficult. Just let us recall what Joan Robinson wrote, in view of the cleavage between Keynes and Sraffa, in 1978: “It is the task of the post-Keynesians to reconcile [Keynes and Sraffa] [. . .] Post-Keynesian theory has plenty of problems to work on. We now have a general framework of long- and short-period analysis which will enable us to bring the insights of [Ricardo], Marx, Keynes, and Kalecki into coherent form and to apply them to the contemporary scene, but there is still a long way to go” (Joan Robinson 1978, p. 18). In reality there was no such general framework at the time, only large pieces of original and excellent economic theory, and the way still to go was very long indeed. As emerges from these lines, it is fair and right to say that Luigi Pasinetti has covered most of the way, and certainly the most difficult, narrow and steep paths, closing thus that wide gap between Keynes and Sraffa. He made it that the rest of the way to go has become a broad and convenient avenue. Indeed, what remains to be done is to elaborate, to complete and to put into a wider context (for a first step, see Bortis 1997 and 2003). The system of principles set forth in section II above on the basis of Pasinetti (1986a), which summarizes, in a nutshell, his entire work, suggests that the analytical foundations worked out by Luigi Pasinetti are very solid and that the results in term of theories will be immensely fruitful.  

And it must mentioned that, in addition to his tremendous constructive work, Luigi Pasinetti also plaid a crucial role in fundamental critical work. In fact, he initiated the capital theory debate of the mid 1960s between Cambridge, UK and Cambridge, MA (Garegnani 1970, Harcourt 1972) and did the most important work on the Cambridge (England) side. The capital theoretic debate was really a discussion at the level of fundamentals or of principles (Bortis 1997, pp. 281-93). As such, the results of this debate constitute a kind of watershed between the great approaches in economic theory – neoclassical/Walrasian and classical/Keynesian – as are set forth in Pasinetti (1986a). To reject its results means remaining in the neoclassical camp, accepting the results of the debate implies adhering to post-cum-classical-Keynesian political economy.

On the foundations Luigi Pasinetti has provided, it will be quite easy to erect a very solid system of Classical-Keynesian political economy. This system of political economy represents, in our view, the economic theory of an intermediate way between what Luigi Pasinetti calls the extreme solutions, Liberalism (capitalism) and Socialism (with central planning), a middle way which could be called Social Liberalism, i.e. Liberalism on a social – ‘fair’ distribution and full employment – basis (Bortis 1997 and 2003). 

Luigi Pasinetti’s outstanding achievements in pure theory put him into line with the very greatest political economists ever. Indeed, on the back of the (2004) paperback edition of Modern Theories of Money, edited by Louis-Philippe Rochon and Sergio Rossi, Geoffrey Harcourt writes the following: “One dimension of Keynes’s revolution was his insistence that money and finance be integrated with real factors right from the start of the analysis. This collection fits centrally in this tradition, as well as in the Post-Keynesian approach which combines the insights of the classical political economists Marx and Sraffa with those of Keynes, Kalecki and Pasinetti.” A tremendous tribute indeed, which, certainly, all post-cum-classical-Keynesian political economists may join!
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