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1.1 Introduction

What would a Post Keynesian economist see as being the appropriate macroe-
conomic policy goals of the state? If we polled macroeconomists of all
ideclogical persuasions, and asked them to outline the major macroeconomic
podicy objectives then the following consensus would probably emerge:
tal full employment; (h) price stahility; (c) a robustly sustainable rate of eco-
nomic growth; and (d) maintaining an equilibrium balance of [rayinents,
While these goals are so general that they lack clarity and are regularly used
by different economists in ways that do not permit meaningful dialogue, we
can use them to motivate our discussion,

In this chapter we support (a) and (b) but contest (c) and (d). We argue
that many Post Kevnesians have been seduced by orthodox conceptions
of a market-based capitalism with commodity currencies and as a conse-
quence have accepted propositions that have no application in a fiat-currency
monetary capitalism. Section 11.2 outlines our conception of the desirable
MACToLConomic '|'H_‘.||5L'].' atms for a progressive government hased an the [rower
the state enjoys in a modern monetary economy. Section 11.3 argues that
the possibilities available to the state with fial currency are typically mis-
understood by both neoclassical supply-siders and many Post Keynesians
alike. A “progressive’ policy approach must use this power to create employ-
ment buffer stocks to achieve price stability rather than using unemploviment
buffers (as in the ‘NAIRU" approach).

An employment buffer stock approach defines full employment in terms of
the provision of a certain number of jobs specified in terms of hours worked
(to match the preferences of the willing labour force), some of which will
be delivered via an unconditional (and infinite) fixed-wage offer of state
employment to anvone who wishes to take advantage of the offer. While this
offer constitutes the minimum state intervention required, further public
Infrastructure investment or public service employment strategies can be
introduced,
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We also conslder the ‘deficit-dove’ approach to fiscal policy, which under-
pins much of Post Keynesian macroeconomics, to be untenable and unjus-
tified. Moreover, much of the ‘open economy’ analysis, which is also
accepled by many Post Keynesians, has no application in the ‘modern money’
paradigim,

In section 11.4, the argument is extended to justify a Spatial Keynesian
approach to macroeconomic analysis (Mitchell and Carlson, 2003), albeit
departing from the conventional Keynesian regional policy approach that
dominated the early postwar period, Concluding remarks follow,

11.2 Goals of macroeconomic policy

11.2.1 Full employment

What do we mean by full employment? We define full employment in terms
of a number of jobs rather than a rate of unemployment relative to the
inflation rate. Following the Second Waorld War, the problem that had to be
addressed by governments was how to translate the full employed war econ-
omy with extenslve civil controls into a fully employed peacetime maodel.

The first major statement addressing this problem came in Beveridge's
(1944) Full Emiployiment in a Free Society. Consistent with the emerging Key-
nesian orthodoxy, unemployment was constructed as a systemic failure to
provide enough jobs and the focus moved away from the personal character-
istics of the unemployed and prevailing wage levels. Full employment was
defined as an excess of vacancies at living wages over unemployed persons,
Beveridge (1944: 123-35) said: “The ultimate responsibility for seeing that
outlay as a whole, taking public and private outlay together, is sufficient to
set up a demand for all the labour seeking emplovment, must be taken by
the State.” The emphasis was on jobs. Inflation control was not a major issue
although most governments listed it as a policy target.

11.2.2  Price stability

In the 19505, economists focused on the irreducible minimum rate of
unemployment (see Bancroft, 1950; Dunlop, 19500, which soon gave way
to the unemployment and inflation trade-off debate. Full employvment as a
sulficiency of jobs was further undermined by the expectations-angmented
'hillips curve of Friedman (1968) and Phelps (19673, which spearheaded the
resurgence of pre-Kevnesian macroeconomics. Friedman's (1968: 60) Nat-
ural Rate Hypothesis (NRH) alleged there was ‘no long-run, stable trade-off
between inflation and unemployment’. Full emplovment prevailed with a
natural rate of unemployvment unless there were errors in interpreting price
signals, This left little or no room for discretionary management of aggregate
demand. A related concept emerged - the non-accelerating inflation rate
of unemployment (NAIRU} (Modigliani and Papademaos, 1975), In practical



terms the two concepts equally undermine the pursuit of full emplovment
defined as a sufficiency of jobs.

Various theoretical structures can support the conclusion that unemploy-
ment above a certain level will be associated with declining rates of inflation,
It can arise within simple excess demand maodels, as in Modigliani and
Papademos (1975), or in Marxist-inspired conflict-theory models of infla-
tion (Rowthorn, 1977). In either case there is some (cyclically-invariant)
unemployment rate at which price inflation stabilizes (see Mitchell, 1987 for
discussion of the cyclical invariance assumption). With the NAIRU concept
tor its Marxist equivalent) dominant, full employment as initially conceived
was abandoned.

11.2.3 Importance of social settlements

Defining full employment in terms of an adequacy of employment opportun-
itles Invokes a spatial dimension if we introduce another policy priority - the
sustainability of social settlements. It seems reasonable that Post Kevnesians
wonld place more emphasis on the importance of local communities as the
building Mocks of society than their neoclassical counterparts, who privilege
notions of comparative and competitive advantage. The resilience and rich-
ness of communities, which in turn is predicated on the depth and strength of
social networks, should be an intrinsic design element in a spatially-oriented
macroeconomic policy whose aims extend bevond a concern with aggre-
gate outcomes. An approach of this kind departs markedly from the pursuits
of those who would merely supplement the Schumpeterian Tost-National
Workfare State (SPWS) with policies to promote ‘social capital’ (see Fine,
2001 ).

Motivation is provided by evidence that differentials in regional employ-
ment growth rates and regional unemployment rates have persisted in most
countries since the early 19905, In Australia, for example, despite relatively
rabuist economic growth since the 1991 recession, which might have pro-
moted convergence in regional labour market outcomes, spatial disparities
in unemployment and emplovment growth have widened {see Mitchell and
Rill, 20057,

Geographers such as Jessop (1999} chart the development of the SPWS
in advanced industrial economies driven by transformations in production
technology and neo-liberal political strategies. The characteristics of these
developments include a "hollowing-out’ of the national state in favour of
regional devolution and supranational political forms (for example, NAFTA
and the ELN, the development of new forms of governmentality (facilitative,
catalytic, involving partnerships with NGOs and private sector agencies),
and a displacement of Eeynesian welfare states with systems promoting
international competitive advantage, often at the expense of declining ‘old
industrial areas’.

Keyneslans tvpically argue that regional emplovment varies with the
changing distribution of industries across space and that the impact of aggre-
gate factors is largely uniform within those industries (see Arestis and Sawyer,
2004). However, even after controlling for industry compaosition, low growth
reglons experience stagnant labour conditions and negative shocks endure
for a long time (see Mitchell and Bill, 2005). Neoclassical explanations for
poor rates of convergence in regional outcomes tend to focus on wage dif-
ferentials, low labour mobility and related structural impediments, Mitchell
ardd Bill (2005) refute these claims and demonstrate that employment growth
differentials and regional job accessibility strongly determine the health of
regional labour markets.

There is strong evidence {rom various countries suggesting that low rates of
job accessibility combine with patterns of local interactions (Durlauf, 2003}
to isolate the long-term joblessness. In this regard, the emerging literature
on social interaction and dependence among economic agents (Glaeser ef af.,
1496; Jensen et al., 2003} and spatial spillovers {Anselin, 2003) is relevant to
Post Keynesians who want to design full employment strategies (Mitchell and
Bill, 2005). These effects are compounded by agglomeration effects within
industrial districts, which seem to be driven by ‘local information spillovers’
{Topa, 2001 and capital accumulation processes (Audrelsch and Feldman,
1996). Regional spillovers are most likely to exist in regioms tightly linked by
interregional migration, commuting and trade (Niehbuhr, 2000 ). These spill-
over effects ensure that local shocks spread to neighbouring regions (Molho,
19951 Topa (2001) argues that neighbourhood stratification and widening
inequalities accompany these endogenous spatial dependencies.

11.2.4 Environmental sustainability

Full employment and the continuity and health of the social settlement are
necessary conditions for achieving economic and social sustainability, which
is the overarching aim. However, they are not sufficient conditions, Without
a balance being achieved between these elements and the natural (phys-
ical) environment, the macroeconomic situation is unsustainable. Thus, a
forward-looking Post Kevnesian macroeconomics requires economic activity
to be in balance with the natural envitonment, There are two aspects of this
comcept of ‘sustainability’ that are relevant to macroeconomic policy design:
(i} the level of production (and consumption) must be consistent with the
demands of the physical environment; and (i) locally- or community-based
production should be encouraged.

11.3 The role of the state in Post Kevnesian macroeconoimics

11.3.1 Mediation between competing classes

In the context of the policy goals outlined in section 11.2, we construct
the state as providing mediation between conflicting classes — workers and



capitalists — and thus fiemly situate our understanding of the dynamics of
power in the modern monetary system within the authority relationships
(classes) defined by property ownership. The two sides of property owner ship
lowning or not) generate specific and conflicting ‘class interests’ and the
structure of political relations emerges from this conflict. The fiscal power
of the state is to be seen within this context. The non-government sector in
general requires an operative fiscal presence of the type we describe below.

11.3.2 Government as issuer of fiat currency and sectoral balances

This section summarizes the recent work of Mitchell and Mosler (2002, 2006)
(see also Mitchell, 1998; Wray, 1998). Madern maonetary economies use fiat
currencies with flexible exchange rates. The currency is the only unit accept-
able for payment of taxes and other financial demands by the government,
The currency supply monopoly presents the government with options it
would not otherwise have under alternative currency arrangements.

Figure 11.1 sketches the essential structural relations between POVErT-
ment and non-government. First, Treasury and Central Bank operations
are combined because ‘within government’ transactions are of no impaort-
ance to understanding the 'vertical’ relationship between government and
non-government, Secondly, the private domestic and forelgn sectors are
consolidated as non-government with no loss of analvtical insight.

Basic national income accounting indicates that the government deficit
tsurplus) equals the non-government surplus (deficit). Cumulative govern-
ment deficit spending is required in order for the non-government sector
to accumulate aggregate netl savings of financial assels. Net governiment
spending is required to accommodate any net desire to save by the non-
government sector. Recognising that currency plus reserves (the monetary
base) plus outstanding government securities constitutes net financial assets
of the non-government sector, the fact that non-government is dependent
upon the government to provide funds for both its desired net savings and
payment of taxes to the government becomes a matter of accounting.

Government surpluses have two negative effects for the private sector:
ia) they reduce private disposable income; and (b) they reduce the private
holdings of financial assets (money ar bonds), The decreasing levels of net
savings “financing’ the government surplus increasingly leverage the private
sector and the deteriorating debt to income ratios eventually see the system
succumb to ongoing demand-draining fiscal drag through a slowdown in real
activity.

L33 Vertical and horizontal relationships in a monetary economy

lhe government is never inherently revenue-constrained. Government
typically spends by crediting private bank accounts at the central bank.
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Figure 11,1 Government and non-government structure

Operationally, this process is independent of any prior revenue. Such ‘spend-
ing’ does not diminish any government asset or government's ahility to spend
further. Alternatively, when taxation is paid by private sector chegues (or
bank transfers) that are drawn on private accounts in member banks, the
central bank debits a private sector bank account, No real resources are trans-
ferred to government and its ability to spend is independent of the debiting
of private bank accounts.

Figure 11.2 provides the juxtaposition between vertical and horizontal
relationships in the economy. Vertical arrows depict transactions between
government and non-government and horizontal arrows depict transac-
tions between agents within the non-government sector. The EOvernment
impacts on the stock of accumulated financial assets in the non-government
sector and their composition, The government deficit (treasury operation)
determines the cumulative stock of financial assets in the private sector, Cen
tral bank decisions then determine the composition of this stock in terms of






