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Economists’ work is not yet done. 
On the contrary, it is just beginning. 

—John Kenneth Galbraith 
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1. Introduction to the history, contours, 
and frontiers of Post-Keynesian 
Institutional economics
Charles J. Whalen

This book advances Post-Keynesian Institutional economics—most often 
called Post-Keynesian Institutionalism (PKI)—a branch of the Institutionalist 
school that builds on common ground with Post Keynesianism. PKI was 
foreshadowed in the first half of the twentieth century by similarities in the 
views of John R. Commons and John Maynard Keynes; it was conceived in 
the mid-1970s, and began to take shape in the 1980s. The tradition proved 
its worth during the global financial crisis of 2007–2009, by analyzing and 
addressing that period’s tumultuous events far better than standard economics. 
Additional and more recent Post-Keynesian Institutionalist research demon-
strates that PKI remains ahead of the economic mainstream in shedding light 
on contemporary problems, especially by analyzing long-term trends in cap-
italist development, including financialization, spreading worker insecurity, 
and rising inequality.1

Today, PKI is a robust tradition with secure foundations and broad meth-
odological, analytical, and policy contours. This Modern Guide extends PKI’s 
recent analyses; explores pressing contemporary problems; highlights impor-
tant concepts and methods; sketches out new theories; and integrates PKI with 
ideas from other research traditions. To set the stage, we begin with an over-
view of the history, contours, and frontiers of PKI, including an introduction 
to the chapters that follow.

A SHORT HISTORY OF PKI

Since PKI is a branch of Institutional economics, its history starts with 
Institutionalism’s beginnings.2 At the end of the nineteenth century, Thorstein 
Veblen (1898) provided a foundation for Institutionalism in an essay that 
called for replacing conventional economics with an evolutionary science 
grounded in the study of history, socioeconomic interrelations, and real-world 
institutions. Commons, another early Institutionalist, added a focus on achiev-
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ing social and economic reform. While Veblen envisioned socioeconomic 
change as driven by pragmatic adaptation to the world of “matter-of-fact” 
reality, Commons saw it as an unending process of conflict and resolution, 
which he sought to channel away from exploitative outcomes and toward 
“reasonable” solutions.3

Institutionalism’s science-building and problem-solving dimensions were 
both present when the tradition was part of the economic mainstream in the 
United States (US) between the two world wars. In that era, Institutionalists 
constituted the majority of the faculty in two of the top American economics 
departments: the University of Wisconsin (home of Commons, Harold Groves, 
and Edwin Witte) and Columbia University (home of Wesley Mitchell, John 
M. Clark, and Rexford Tugwell). During the Great Depression, many of those 
economists, their students, and like-minded scholars and practitioners helped 
shape the New Deal, some holding government posts even into the adminis-
tration of President Lyndon Johnson.4 While the most recent Institutionalist 
to hold a high-level position in the US government was Ray Marshall, who 
crafted an ambitious public service employment program as Labor Secretary 
for President Jimmy Carter, contemporary Institutionalists, including those 
affiliated with think tanks such as the Center for American Progress and the 
Economic Policy Institute, continue to shape legislative proposals.

Heading Toward PKI

Although Post Keynesian economics did not emerge until the 1970s (and PKI 
came a short time later), PKI was foreshadowed several decades earlier by the 
fact that Commons and Keynes held similar views on economic theory and 
policy. For example, Commons and Keynes both approached economic theory 
from the premises that markets are not self-adjusting and that economic activ-
ity and outcomes are shaped by history, institutions, and expectations about an 
uncertain future. They also aimed for a stabilized form of capitalism that would 
smooth business cycles (in the interests of economic efficiency, social justice, 
and individual liberty) by making use of a combination of direct public action, 
an effective civil service, and semi-autonomous bodies operating within the 
context of representative democracy. Corresponding with Commons about 
economic policy in the 1920s, Keynes ([1927] 1982) wrote: “There seems to 
me to be no other economist with whose general way of thinking I feel myself 
in such genuine accord.”5

When Post Keynesianism materialized in the early 1970s, it began as 
a professional network and eclectic movement with footholds in both the UK 
and US. At the center of that emerging network was Joan Robinson of the 
University of Cambridge, who had been Keynes’s colleague, and American 
economist Alfred Eichner, who was introduced to Institutional economics 
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at Columbia University and considered himself an Institutionalist and Post 
Keynesian. The Post Keynesian movement developed out of dissatisfaction 
with mainstream economics for a variety of reasons, including the main-
stream’s inability to shed light on stagflation and other important economic 
problems, and its failure to appreciate many of Keynes’s core insights.6

Despite Post Keynesianism’s eclecticism and even heterogeneity, a number 
of Institutionalists saw much in it that they recognized. Acknowledging 
that affinity, Wallace C. Peterson (1977) used his presidential address 
before the Institutional economists’ Association for Evolutionary Economics 
(AFEE) to highlight several core ideas that he saw as the foundation of 
both Post Keynesianism, which he called “the economics of Keynes,” and 
Institutionalism. In particular, Peterson’s address identified the following 
as key elements of a useful starting point for economic theory and policy 
analysis: (1) uncertainty is an inescapable part of the backdrop of economic 
life; (2) institutions and power relations not only influence human behavior 
and economic performance, but also underscore the need for economists 
to give serious attention to income distribution; (3) money and finance are 
among capitalism’s key institutions; (4) economies change continuously and 
organically (in irreversible, historical time), and advanced capitalist economies 
are inherently prone to cyclical instability; and (5) public action is essential 
to addressing excessive concentrations and abuses of private power, even as 
private power is acknowledged to often have a grip on public power. Peterson 
concluded by calling for Post Keynesians and Institutionalists to collaborate by 
using those ideas to build and apply a shared analytical framework as a way to 
better understand and address real-world problems.

PKI Emerges

In the early 1980s, Charles Wilber and Kenneth Jameson adopted Peterson’s 
starting point. The result was the first book to outline and use a synthesis called 
PKI—An Inquiry into the Poverty of Economics (Wilber and Jameson 1983). 
Drawing on a number of Institutionalist and Post Keynesian analyses of the 
US economy, the book emphasized an economic structure that John Kenneth 
Galbraith (1977), who identified himself as an Institutionalist and Post 
Keynesian, described as “bimodal.” In particular, Galbraith’s conception of 
the economy was one in which many industries were led by a few, oligopolistic 
firms with considerable economic power—firms that Alfred Eichner (1976) 
described as “megacorps”—while millions of smaller firms operated without 
such power. According to Wilber and Jameson (1983), understanding the 
bimodal economy was essential to accounting for the simultaneous occurrence 
of inflation and high unemployment.7
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In many ways, Wilber and Jameson’s book was a success. It demonstrated 
the coherence of Institutionalist methodology (with its focus on holism, sys-
temic thinking, social institutions, and socioeconomic evolution) as well as 
that approach’s usefulness as a research starting point consistent with the core 
ideas outlined by Peterson. It showed the compatibility of Institutionalist and 
Post Keynesian work on the structure and operation of the US economy. It 
also presented a unified perspective on the way social forces (via culture and 
socioeconomic institutions) influence all aspects of the economy, from the 
functioning of real-world markets to economic policymaking.

However, the influence of An Inquiry was limited by its focus on stagflation 
at a time when high inflation was abating. Wilber and Jameson’s book was, 
ironically, a casualty of the economic change process they placed at the heart 
of PKI. To advance further in the late 1980s and beyond, the analyses of PKI 
would need a more dynamic focus.

PKI Turns to Minsky

Institutional economists looking for a new way to connect with Post 
Keynesianism found that dynamic focus in the work of Hyman Minsky, who 
considered himself a “financial Keynesian” but was accepted by (and felt 
equally at home among) Institutionalists and Post Keynesians. Institutions and 
the evolution of economic systems were important elements in all of Minsky’s 
work; in fact, he once wrote that “monetary economics cannot escape being 
institutional economics” (Minsky 1982, 280). In 1996, upon receiving AFEE’s 
Veblen-Commons Award, that association’s highest honor, Minsky (1996, 
357) began his acceptance remarks by highlighting the affinity between 
Keynes and the Institutionalists and stressing the continuing relevance of that 
affinity.

Minsky (1975; 1986a) is perhaps best known for his financial instability 
hypothesis, which argues that capitalist financial systems evolve endogenously 
from being robust to fragile, and that, as a consequence, such economies are 
susceptible to financial crises and deep recessions. That hypothesis—which 
rests on a monetary theory of production and an accompanying endogenous 
approach to money—not only provides an alternative to conventional econ-
omists’ efficient market hypothesis (which argues that financial markets are 
efficient and stable), but also serves as the cornerstone of an investment theory 
of business cycles. In addition to exploring financial instability, Minsky, who 
died in 1996, devoted much of the last decade of his life to analyzing the emer-
gence (in the early 1980s) of what he called money manager capitalism, which 
he saw as the latest stage of capitalist development.8 What placed Minsky’s 
contributions at the center of PKI was that his work on money, finance, 
cycles, and capitalist development consistently underscored themes (such as 
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endogenous cycles and socioeconomic evolution) that had long been—and 
remain—common ground in the research of Institutionalists, Keynes, and Post 
Keynesians.9

PKI During and After the Global Financial Crisis

PKI proved its worth during the global financial crisis of 2007–2009, 
which blindsided mainstream economics but was anticipated by several 
Post-Keynesian Institutionalists.10 While conventional economists struggled 
for an explanation of the financial meltdown after having denied such a crisis 
was possible, Post-Keynesian Institutionalists applied their evolutionary and 
institutionally grounded perspective not only to analyze what happened, but 
also to sketch a policy agenda for both recovery and reform. Throughout the 
crisis, the ideas of Minsky—who by then had been dead for over a decade—
received much attention from journalists, practitioners, and policymakers 
because he had been the most prominent economist working from such a per-
spective and because he was well known to (despite having often been ignored 
by) many in the mainstream.11 But what the crisis really demonstrated was 
that PKI had become a distinctive branch of Institutionalism, composed of an 
international group of scholars who not only stood on the shoulders of Minsky 
(and other Institutionalists and Post Keynesians) to peer more deeply into 
the workings of the real-world economy, but also adapted and extended his 
insights into areas that Minsky rarely examined, such as consumer finances, 
global markets, and developing economies.12

Additional and more recent Post-Keynesian Institutionalist research has 
analyzed long-term trends in capitalist development, including financiali-
zation, spreading worker insecurity, and rising inequality.13 Minsky’s own 
work on such trends—which stressed the emerging dominance of institutional 
investors and their relentless push for maximization of shareholder value—
provides a point of departure for Post-Keynesian Institutionalist research on 
capitalist development. In fact, like his work on cyclical instability, Minsky’s 
scholarship on capitalist development serves as the key to an expansive ante-
room, not a closet in which it’s “all Minsky (and nothing but Minsky) all the 
time.” That’s because Minsky’s work on the rise of money manager capitalism 
puts us in touch with two features of Institutionalist research that are as old 
as Institutionalism itself: the study of stages of economic history, and the aim 
of understanding the economy as an ever-evolving whole.14 Minsky provides 
a point of entry into the world of Veblen, Commons, Keynes, Peterson, 
Wilber and Jameson, Galbraith, Eichner, and more—and his work serves as 
an invitation for us to join their “grand adventure” of economic research and 
discovery.15
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THE CONTOURS OF PKI

The contours of today’s PKI can be organized into three categories: meth-
odology, analysis, and public policy.16 The first category includes essential 
preconceptions (pre-analytic foundations) involving society, the economy, 
human behavior, values, and science (for a summary, see Table 1.1). The 
second category includes key research themes and analytical constructs (for 
a summary, see Table 1.2). The third category includes shared perspectives on 
the role of government and public policy (for a summary and comparison to 
conventional economics, see Table 1.3).17

Methodology

As a branch of Institutional economics, PKI adopts the Institutionalist defi-
nition of economics as well as its underlying methodology (or pre-analytic 
vision). According to most contemporary Institutionalists, economics is 
“the science of social provisioning,” a definition that originated with Allan 
Gruchy (1987, 21). This definition reflects an effort by Institutionalists to offer 
a broader conception of economics than conventional economists, who focus 
on the allocation of scarce resources—most often through market mechanisms 
(in fact, market allocation is the preferred method)—in a world populated by 
maximizing agents (individuals, firms, etc.) with unlimited wants.

The Post-Keynesian Institutionalist conception of society emphasizes inter-
relatedness and ongoing social change. The first of these emphases is referred 
to as holism (or organicism); it  views social reality as a unified whole and 
holds that boundaries between the economy and other social spheres are always 
imprecise. Thus, while mainstream economics rests on an atomistic conception 
of society, which treats different social spheres as analytically separable and 
as operating according to their own laws and forces, PKI instead adopts the 
Institutionalist view described by Gunnar Myrdal (1969, 10): “In reality, 
there are not economic, sociological, or psychological problems, but simply 
problems, [all of which] … are complex.” Meanwhile, the Institutionalist 
emphasis on ongoing social change is referred to as an evolutionary or pro-
cessual perspective. In other words, while conventional economics focuses 
on conditions leading to a state of equilibrium, PKI views social systems as 
dynamic, ever-developing entities (owing to internal and external sources of 
change), and its economists are keenly aware that all social activity occurs in 
irreversible historical time.

By focusing on social provisioning, PKI casts a wider net than conventional 
economics when considering what constitutes “the economy.” While the 
economic mainstream focuses heavily on the allocation of goods and services 
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via market mechanisms, PKI encompasses such allocation but usually gives 
more attention to macroeconomic stabilization and distribution. PKI also goes 
further, not only by making room for analyses of production, social reproduc-
tion, and want creation, but also by recognizing that the market is only one type 
of human institution involved in shaping provisioning decisions (such as what 
is to be produced, how, and for whom), along with others institutions, includ-
ing households, governments, and indeed all the institutions that determine 
culture in its totality.18

In contrast to the conventional economic presupposition that market mech-
anisms are self-regulating, PKI rejects the notion that economic systems have 
any inherent tendency. Instead, PKI sees social institutions, not impersonal 
forces or universal laws of nature, as the balancing wheel of the economy. 
To be sure, Post-Keynesian Institutionalists accept that the price system may 
sometimes exhibit equilibrating tendencies, but they recognize that market 
dynamics can also involve cumulative causation (such as a tendency toward 
increasing fragility), path dependence, and hysteresis. As a result, real-world 
markets may not rapidly or fully correct themselves, particularly in a down-
turn. In fact, like both Post Keynesian economics and Institutionalism, PKI 
emphasizes economic disequilibrium and instability, along with the fact that 
economies can stall at far below potential for extended periods.

PKI also has a broader and fundamentally different view of human behavior 
than does conventional economics. Competition is the driving force in con-
ventional economics: the coordinating function of prices at the heart of such 
economics requires workers to compete with other workers, companies to 
compete with other companies, and consumers to compete with other consum-
ers. Competition even lurks behind the “voluntary” market transactions that 
are the showpiece of conventional economics; the two main parties in every 
transaction are driven by a competing motivation (buyers want the lowest price 
and sellers want the highest price). In contrast, by building on the methodol-
ogy of Institutionalism, PKI recognizes the full range of human motivation 
and interaction, including competition, conflict, compromise, cooperation, 
dependence, care, and nurturing. PKI also recognizes both that power is rarely 
distributed equally, and, as Peterson noted in his AFEE presidential address 
(discussed above), that power relations have a significant influence on human 
behavior and economic performance; thus, attention to power must be part of 
the work of PKI.

Moreover, what makes the Post-Keynesian Institutionalist view of human 
behavior fundamentally different from that of conventional economics is 
rejection of the extreme conception of rationality upon which the economic 
mainstream rests. As Marc Lavoie (1992, 11) writes, conventional economics 
is based on “a very peculiar type of rationality,” which he calls substantive 
rationality. According to that rationality, humans maximize utility (or enter-
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prise profits) in a manner consistent with an ability to predict all future events 
and fully assess all possible alternatives and consequences. In contrast, PKI—
rooted in an extensive Institutionalist and Post Keynesian literature—is based 
on what might be called bounded rationality (also called procedural ration-
ality) (Lavoie 1992, 12, 51): people act on the basis of imperfect knowledge, 
using expectations shaped by culture and formed in a world of uncertainty; 
they rely heavily on habits and social conventions; lessons are learned through 
experience (which often involves unmet expectations); and ends and means are 
subject to constant reconsideration.19

Turning to values, we find that conventional economics rests on a contradic-
tory approach to values. On the one hand, mainstream economics asserts it is 
a positive—value free—science. On the other hand, it equates the market price 
of a good or service with economic value, and treats economic allocation via 
competitive markets—a state of “optimal” allocation that the mainstream calls 
“economic efficiency”—as the gold standard for economic activity.

The Post-Keynesian Institutionalist approach to values is multifaceted. It 
begins with a recognition that all economics is value laden. As Myrdal (1978, 
778–779) wrote: “Valuations are always with us. Disinterested research there 
has never been and can never be. Prior to answers there must be questions. 
There can be no view except from a viewpoint. In the questions raised and the 
viewpoint chosen, valuations are implied.” Robinson (1970, 122) also rejected 
the notion of positive economics, and her approach to dealing with the matter 
is an essential part of PKI: “[An economist’s attempt] to be purely objec-
tive must necessarily be either self-deception or a device to deceive others. 
A candid writer will make his [sic] preconceptions clear and allow the reader 
to discount them if he does not accept them.”20

Another facet of the Post-Keynesian Institutionalist approach to values is 
recognition that, depending on the circumstances, individuals and groups make 
value judgments by using one (or more) of a variety of valuation standards. For 
example, we can value things on the basis of scarcity (platinum, for example), 
usefulness (either because the item in question—water, for instance—is 
needed to sustain life, or because it—perhaps a hammer, or even a particular 
public policy—is the right tool for a particular job), expected utility (which 
could be based on either a whim or a careful consideration of the happiness 
to be gained through acquisition and/or consumption), or embodied labor or 
skill (that is, the time, effort, and talent we or others put into constructing 
something). Market prices also serve as a valuation standard; prices are often 
in large part a measure of scarcity value, but they are actually cultural products 
that may not fully reflect any of the various measures of value just mentioned. 
In addition, individual and group values can diverge, and there are a variety of 
ways to determine group or social values.21 PKI recognizes these many differ-
ent individual and group valuation standards and methods.22



Table 1.1 The methodology of Post-Keynesian Institutional economics: 
categories and content

Category Content

Definition of economics The science of social provisioning

Scope of economics Encompasses all human culture relevant to providing the goods and services 
that satisfy human needs and wants
Includes market and non-market institutions, as well as production, 
distribution, macroeconomic stabilization, want creation, and social 
reproduction

Conception of society Emphasizes social interrelatedness (holism) and ongoing change (incessant 
evolution)

Image of the economic 
process

Economic coordination stems from social institutions (markets are not 
self-regulating)
Pervasiveness of cumulative causation, path dependence, and hysteresis
Macroeconomic activity is prone to financial crises, business cycles, and 
extended periods at less than full employment

View of human behavior Recognizes the full range of human motivation and interaction (such as 
cooperation and nurturing, not merely marketplace competition)
Underscores the significance of power relations
Emphasizes bounded rationality and uncertainty: humans rely on habits, 
conventions, changeable expectations, and provisional judgments in a world 
characterized by imperfect knowledge and an uncertain future

Approach to values All economics is value laden
Market values reflect one of many approaches to valuation
Economists should state their value premises and take a stand on policy 
matters

Philosophy of science Strives to understand economic reality by using realistic assumptions and 
reevaluating theories to keep up with an ever-changing reality
Theories are constructed via pattern modeling

Source: Created by the author.

A modern guide to Post-Keynesian Institutional economics10

But PKI doesn’t merely recognize such standards and methods. It also under-
scores the need to study them: to discover what are the operative values in 
a given situation; to learn how those values were formed and are evolving; and 
to identify the way values affect economic outcomes. In short, another facet of 
the Post-Keynesian Institutionalist approach to values is that the entire valua-
tion process is part of the subject matter of economics (as are social influences 
on wants and human behavior).23

A final facet of the Post-Keynesian Institutionalist approach to values comes 
from the recognition that PKI is a policy science—aimed at “making the 
world a better place in which to live” by means of social and economic reform 
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(Mitchell, quoted in Ramstad 1989, 762). Thus, PKI encourages economists to 
take a normative stance on matters of public policy. The only stipulation, of 
course, is that the value premises of such policy work should be stated “clearly 
and explicitly” (Myrdal 1978, 779).

The last methodological category involves preconceptions about eco-
nomics as scientific endeavor. In conventional economics, prediction is the 
preeminent goal, and much less attention is paid to the realism of assumptions 
(indeed, some mainstream economists argue that realistic assumptions are 
unimportant). In contrast, PKI joins Institutionalists and Post Keynesians in 
holding that economics should focus on contributing to an understanding of 
actual processes of social provisioning, and in believing that the best way to 
achieve that end is to strive for theories grounded in realistic assumptions 
(recognizing, of course, that all theories are an abstraction from reality) as 
well as to regularly reevaluate theories to keep up with an ever-changing eco-
nomic reality. Conventional economists often call their scientific methodology 
instrumentalism (Caldwell 1980); the approach of PKI (as just described) is 
a mix of Post Keynesian realism (Lavoie 2014, 12–13) and Institutionalist 
pragmatism (Gruchy 1947, 268–269; Whalen 1992, 63–64).

Consistent with Post-Keynesian Institutionalism’s holistic conception of 
society, the scientific methodology of PKI can also be called systems 
thinking. When thinking in terms of interrelated systems and subsystems, 
Post-Keynesian Institutionalists often look at real-world cases and construct 
a theory by fitting individual cases into a larger pattern based on similarities 
and differences. This is sometimes described as pattern modeling (see, for 
example, Wilber and Harrison 1978). In conventional economics, a high 
degree mathematical formalism is often possible because economic institu-
tions are downplayed as either troublesome (and thus, undesirable) “frictions” 
or inessential details. In contrast, in the course of pattern modeling, the econo-
mists of PKI are willing to forego some formalism in pursuit of greater realism 
because they recognize that understanding the economy’s institutional makeup 
(including, for example, key features of the economy’s structure, as well as the 
institutionally determined processes that shape wages and prices) is essential 
to understanding real-world economic activity.24

Analysis

At the level of economic analysis, we can further sketch the contours of PKI 
by identifying some main themes of Post-Keynesian Institutionalist research 
as well as the key analytical constructs (concepts and theories) used in that 
work. PKI began in the United States and focused initially on the workings of 
capitalism in that country and other advanced industrial democracies. Since 
the mid-1990s, however, analyses grounded in PKI have been used to study 
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economies around the world as well as to examine questions involving inter-
national economics. In fact, while Minsky’s own work focused mainly on the 
United States, he stressed that capitalism comes in many varieties, even as the 
current stage of advanced capitalist development (money manager capitalism) 
was becoming increasingly global.25

Most PKI focuses on macroeconomic issues. In fact, the dominant, overar-
ching theme of PKI has always been an effort to understand how economies 
operate for the purpose of achieving and sustaining broadly shared prosperity 
at the national level and extending that prosperity more widely. But that has 
not meant ignoring microeconomics; indeed, PKI has sought to incorporate, 
update, and extend the microeconomic insights of Institutionalism and Post 
Keynesianism.

Thus, one Post-Keynesian Institutionalist theme involves an effort to draw 
on psychology and other disciplines to better understand the determinants 
of human economic behavior, both in general and with respect to particular 
economic issues. For example, Fernández-Huerga (2008; 2013) builds on psy-
chology and neurosciences to highlight the influence of habits and social insti-
tutions upon human cognition, reasoning, and decision-making, and to outline 
Post-Keynesian Institutionalist models of human economic behavior and 
markets that are more realistic than those offered by conventional economics. 
Other examples of close examinations of human behavior by such economists 
include work by Brazelton (2005; 2011) and Harvey (2006; 2012), who draw 
on the research of psychologists (in addition to sociologists and neuroscientists 
in the case of Brazelton) to shed light on how the formation of expectations 
affects financial crises and exchange rates, respectively.26

Another theme focuses on the structure of industry. In that research, PKI 
builds on Galbraith’s notion of a bimodal economy characterized by oligopo-
listic megacorps and countless small businesses. Of course, the details of 
today’s industrial structure differ greatly from those of the early 1980s when 
PKI emerged, but contemporary Post-Keynesian Institutionalists continue 
to find Galbraith’s characterization full of relevant insights and useful as 
a point of departure for investigations of subsequent industrial evolution. For 
example, Galbraith’s conception of a broadly bifurcated industrial landscape 
and his emphasis on the administered pricing practices of large corporations 
remain relevant, while his attention to corporate governance (which focused on 
the separation of ownership from control) provides a useful starting place for 
examinations of the rise of money manager capitalism.27

Post-Keynesian Institutionalist attention to the bimodal structure of industry 
is also part of a larger theme involving the question: to what extent do product 
markets, labor markets, and financial markets—indeed, all markets—operate 
without a conventional, market-clearing price mechanism? Addressing that 
question shines a light on the role of price markups and other types of admin-
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istered pricing used in product markets, but also on the broader reality of 
“imperfect markets with significant monopolistic elements” (Eichner and 
Kregel 1975, 1309). It also highlights the stratified nature of labor markets, as 
well as the important role of social norms, institutions, and aggregate demand 
in determining employment, wages, and other aspects of the employment 
relationship.28 In a similar manner, a look at financial markets highlights the 
fact that credit is a social institution, which depends heavily on culturally influ-
enced expectations and the institutional details of a given regulatory setting. 
Moreover, no matter where we look, the economy is always evolving, so the 
answers today will often be quite different from those of a few decades ago. To 
be sure, there has been an overall trend over the past several decades toward 
greater price, wage, and interest-rate flexibility—owing to mounting pressure 
on corporations to maximize shareholder value, as well as increased globali-
zation of production, decreased unionization, and new forms of financial 
intermediation (combined with a move away from relational financing)—but 
social and institutional determinants of market outcomes are often still more 
important than conventional economics acknowledges.29

Three other themes place an emphasis on finance: the centrality of money 
and finance; the evolution of finance; and the integration of finance and mac-
roeconomics. The centrality of money and finance has been central to both 
Institutionalism and Post Keynesianism from the start. PKI inherits a view of 
capitalism as a monetized economy, in which money and financial institutions 
play vital roles and the financial accumulation motive is the key driver of eco-
nomic activity. Minsky described this view as a Wall Street paradigm, which 
emphasizes not only that production precedes marketplace exchange but also 
that finance precedes production.30 In PKI, that paradigm manifests itself in 
the effort to offer a monetary theory of production, a theory in which “money 
plays a central and indispensable role in explaining the process of production” 
(Dillard 1980, 265). (The notion of the monetary circuit, the process by which 
debt is created, circulates, and is destroyed, corresponds to the dynamics of 
a monetary theory of production; see Chapter 9; see also Tymoigne 2003.)31

A focus on the evolution of finance is important to PKI in recognition of the 
fact that economic change is often driven by developments and innovations 
in financial markets.32 Some of this evolution is cyclical in nature, and is 
reflected in Post-Keynesian Institutionalists’ use of the financial instability 
hypothesis. It assumes that, over the course of a period of economic prosper-
ity, conservative “hedge” financing gives way to riskier forms that Minsky 
called “speculative” and “Ponzi” financing (the latter is named after financial 
swindler Charles Ponzi), a development that increases financial instability and 
ultimately ends with a financial crisis, a resetting of economic expectations, 
and an eventual return to hedge financing.33 Other financial evolution is longer 
term in nature and is reflected in Post-Keynesian Institutionalists’ attention, for 
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example, to innovations such as shadow banking (including off-balance-sheet 
financing) and the shift from relational (“lend and hold”) financing to secu-
ritized (“originate and distribute”) and arms-length financing.

Attention to the integration of finance and macroeconomics also builds on 
the analytical construct of the financial instability hypothesis, which provides 
a foundation for Post-Keynesian Institutionalist analyses of business cycles. 
Recognizing Mitchell’s (1941, ix) observation that “each new cycle presents 
idiosyncrasies,” PKI does not offer a single explanation for all cycles. Still, 
such economists often find it useful to draw insight from the financial insta-
bility hypothesis, which leads most directly to an investment theory of endog-
enously generated cycles and gives attention to the challenges of coordinating 
short-term financing (and position taking) with expensive and durable capital 
assets (Minsky 1975).

As a result of many decades of Institutionalist and Post Keynesian research 
on finance and macroeconomics, PKI has inherited not just a perspective ori-
ented toward endogenously generated business cycles, it has also assimilated 
three presuppositions, which are related both to that cycle perspective and to 
each other: (1) the money supply responds to credit creation, which means 
(as mentioned in the previous section) the money supply is endogenous; (2) 
aggregate demand is the main force determining output and employment in 
both the near and long term, since the economy’s near-term path affects the 
supply-side determinants of long-run growth (this is what Post Keynesians call 
the principle of effective demand; see Lavoie 2014, 35); and (3) investment—
which is heavily influenced by business expectations—determines saving, 
rather than the reverse (again, see Lavoie 2014, 35). Moreover, since the 
run-up to the global financial crisis of 2007–2009, a considerable amount of 
Post-Keynesian Institutionalist research has used insight from the financial 
instability hypothesis to highlight household financial insecurity as well as 
to bring household financing and consumer indebtedness into analyses of the 
relationship between finance and macroeconomics. Much of this work stresses 
that widening income inequality is a driving force behind household indebt-
edness, and that such inequality is both a consequence of and contributor to 
macroeconomic instability.34

A final theme involves examination of long-term trends in capitalist 
development. Today, this is perhaps the central focus of PKI—one that (as 
mentioned above, in the discussion of the tradition’s history) not only con-
nects PKI with some of Institutionalism’s oldest themes (including attention 
to stages of history, the legal foundations of economic systems, and overall 
socioeconomic evolution), but also focuses its attention on some of the most 
pressing issues today (including financialization, worker insecurity, and rising 
inequality). Moreover, what has emerged through attention to this theme is 
an analytical construct—a (finance-driven) theory of capitalist development 



Table 1.2 Post-Keynesian Institutional economic analysis: key themes, 
aims, and analytical constructs

Theme Aim and analytical constructs

Macroeconomic 
performance

Understand how economies operate, with the aim of achieving and sustaining 
broadly shared prosperity at the national level, but also internationally

Human behavior Draw on psychology and other disciplines to better understand determinants of 
human behavior, both in general and with respect to particular economic issues

Structure of industry Explore the bimodal structure (megacorps vs. small enterprises) of post-World 
War II advanced capitalism and its evolution

Institutional 
coordination versus 
market-clearing prices

Shed light on administered prices, monopolistic and oligopolistic features of 
markets, labor market stratification, and the importance of social norms and 
institutions in determining social provisioning

Centrality of money and 
finance

Explore the vital role of money and financial institutions in shaping economic 
activity
Analytical constructs: monetary theory of production; monetary circuit

Evolution of finance Analyze financial-system evolution as a driver of economic change in the near 
and longer term; includes attention to financial innovation, fragility, crises
Analytical construct: financial instability hypothesis

Integration of finance 
and macroeconomics

Incorporate finance into macroeconomic theory to analyze and better understand 
endogenously generated business cycles
Analytical constructs: endogenous money supply; Minsky’s investment theory 
of business cycles (but more recent work focuses on household indebtedness); 
principle of effective demand

Capitalist development Examine long-term trends in capitalist development (with special attention 
to the co-evolution of law, finance, and industry) and their consequences for 
economic performance and human well-being
Analytical construct: A finance-driven theory of stages of capitalist 
development, with a focus on the transition from managerial capitalism to 
money manager capitalism in the United States as well as on the national and 
international consequences of the current era (which began around 1980)

Source: Created by the author.

Introduction to Post-Keynesian Institutional economics 15

rooted in compatible aspects of work by Veblen, Commons, Schumpeter, 
and Minsky (see, for example, Whalen 2001)—that has been used to study 
and explain various facets of the contemporary socioeconomic system in an 
integrated manner.35 In fact, while there is more analytical work to be done 
to better connect capitalism’s cyclical and long-term trends—and, indeed, 
helping to encourage and point the way forward for such research is a key aim 
of this book—Post-Keynesian Institutionalists researching cyclical issues have 
increasingly drawn upon Post-Keynesian Institutionalist work on capitalist 
development, and vice versa.
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Public Policy

There are two sides to government and public policy in both conventional 
economics and PKI. In conventional economics, the typical view of the state is 
that government tends to interfere with market mechanisms. Thus, mainstream 
economists often argue against minimum-wage laws, fiscal policies designed 
to boost the economy, and other forms of government protections and policy 
activism. The general view among conventional economists has long been that 
public action, even when driven by good intentions, only disrupts the market 
system’s ability to allocate goods and services efficiently, and, therefore, 
laissez faire is usually the best approach to public policy.

The other side to government and public policy in conventional economics 
is a view of the state as an entity that can take corrective action in instances of 
market failure. For example, government action may be warranted to address 
negative externalities such as pollution and positive externalities such as the 
social benefits associated with educating children. It might also become neces-
sary to provide certain (“public”) goods—which can range from a legal frame-
work and courts to national defense—that markets do not deliver reliably.

The two sides to government and public policy in PKI center on the notion 
of the creative state and the notion of the predator state. Each is discussed in 
turn.36

PKI rejects both laissez faire and the mainstream notion of the corrective 
state. Instead, PKI rests on the notion of the creative state. According to that 
view, laissez faire is impossible: there is no such thing as a free market. PKI 
views the government as deeply and unavoidably involved in shaping the 
economy by fashioning property rights and institutions, and by making and 
enforcing rules that are always evolving.37 Moreover, it is not enough to say 
that government must foster competitive markets; in the real world, market 
economies can take a variety of forms—government is regularly called on 
to determine the appropriate nature and scope of competition.38 In fact, PKI 
recognizes that government’s creative effort can be constructively directed 
toward any of a number of conceptions of efficiency (including, for example, 
allocative, macroeconomic, or adaptive efficiency) and that public policy is 
often shaped by other considerations as well (such as social justice).

From the perspective of PKI, market mechanisms are not inherently 
self-regulating and state action is so interwoven into an economy that prices 
have no meaning independent of their politico-cultural context. Thus, as 
mentioned in the earlier discussion of methodology, institutions are the true 
balancing wheel or coordinating mechanism of an economy, not the price 
system. As Minsky (1986a, 7) writes, this means that economic policy “must 
be concerned with the design of institutions as well as operations within a set 
of institutions.” Moreover, policy can change an economy, but economies also 
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evolve as a result of other internal and external forces. Given the reality of 
an ever-changing economy, “There is no magic economic [policy] bullet; no 
single program or particular reform that will set things right forever” (Minsky 
1986a, 293).

PKI stresses the need to study existing policy institutions and government 
practices so as to understand how they function and evolve. But PKI also calls 
on economists to reimagine those institutions and practices with the aim of 
achieving socioeconomic reform that improves economic performance and 
advances the public interest. In other words, Post-Keynesian Institutionalists 
should study what is, but should also incorporate into their work a vision of 
what ought to be (as long as they are explicit about that vision and the values 
upon which it rests). And, of course, the two types of research are not mutually 
exclusive; indeed, as stressed already, PKI emphasizes that understanding 
things as they are provides a vital starting point for reform initiatives.39

Starting with the aims of understanding how economies operate and contrib-
uting to achieving and sustaining broadly shared prosperity, Post-Keynesian 
Institutionalists devote much attention not only to existing public policies and 
practices, but also to innovative proposals and policy options. For example, 
their policy work often focuses on issues such as:

• Achieving and sustaining full employment;
• Reducing economic insecurity;
• Addressing income inequality;
• Establishing and maintaining effective supervision and regulation of finan-

cial markets;40

• Shoring up automatic economic stabilizers;
• Attending to societal needs by looking at not only the level but also the 

composition of public expenditures;41 
• Fostering technological economic progress;
• Curbing corporate power and extending workers’ rights; and
• Promoting social objectives in the face of financialization.42 

In conducting such work, Post-Keynesian Institutionalists use a variety of 
empirical techniques, including statistical and comparative methods, system 
dynamics, and scenario analysis.43

Of course, as Peterson (1977, 209) recognized, the state can be used for 
good or ill, and private power often has a hold on public power. In fact, 
drawing on the work of John Kenneth Galbraith, Peterson suggested that large 
corporations and other groups with economic power have long sought “to 
capture state power and subvert it to their private aims.” This leads to the dark 
side of the creative state, which James K. Galbraith (in a work written at the 
suggestion of his father, John Kenneth Galbraith) calls the predator state.



Table 1.3 The state and public policy in Post-Keynesian Institutional 
economics: Post-Keynesian Institutionalism versus 
conventional economics

Post-Keynesian Institutionalism Conventional economics

Considers the state an essential, creative entity 
that shapes socioeconomic activity

Considers the state, at its best, a corrective entity (which 
corrects for market failures)

Emphasizes the vital role of the state to promote 
and protect public well-being

Emphasizes that markets are largely self-regulating

Often highlights the state as a predatory force 
that shows little regard for the public purpose

Often highlights the “failure” of state action, arguing 
that public policies tend to interfere with market-based 
allocation

Source: Created by the author.
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According to James K. Galbraith (2008, 147), public-sector predation is a sit-
uation in which economic and political pressure from the private sector results 
in government officials who do not recognize the public interest and instead 
manage the public sector to serve private interests. In a predatory regime, he 
explains, the people in charge “have friends, and enemies, and as for the rest 
of us—we are the prey.” Of course, it comes as no surprise that decades of 
financial-sector deregulation constitute one illustration of public-sector preda-
tion offered by Galbraith: money manager capitalism didn’t just emerge and 
spread on its own; it was helped along as financial elites used their influence 
to shape public policies in ways that furthered their own private interests.44 
Recognizing, exploring, and devising ways to curtail the predatory side of the 
state, which has become more visible and consequential in the money manager 
era, are essential elements of contemporary PKI.45

FRONTIERS: AN OVERVIEW

The methodological, analytical, and policy contours of PKI demonstrate 
that the tradition has accomplished much over the past few decades. But the 
purpose of this book is to advance PKI by adding to its contributions, which 
includes exploring and even expanding its frontiers. To accomplish that objec-
tive, the chapters that follow—which feature a stellar group of scholars from 
around the world—are organized into three sections.

Extending Analyses and Explorations of Money Manager Capitalism

Part II extends existing Post-Keynesian Institutionalist analyses and explo-
rations of money manager capitalism. David Zalewski (Chapter 2) focuses 
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on the transition from the early post-World War II era of US managerial 
capitalism to the era of money manager capitalism. In particular, he draws on 
work by John Kenneth Galbraith, Hyman Minsky, and others to highlight how 
corporate leaders have shifted uncertainty from enterprises to workers in an 
effort to secure profits and achieve other objectives. Because that risk shifting 
is enabled by power imbalances, Zalewski stresses that restorative collective 
action—especially a broad range of worker-oriented public policies—is neces-
sary to ensure economic justice.

Avraham Baranes (Chapter 3) argues that the US productivity-pay gap of the 
past several decades can be explained by the rise of the financialized corpora-
tions of money manager capitalism. He demonstrates how corporations’ focus 
on the maximization of shareholder value has profoundly transformed work 
and employment relations, resulting in less stable jobs and more economic 
insecurity for most workers. Recognizing that there is no simple solution to the 
pay gap and the underlying employment insecurity, Baranes concludes by dis-
cussing a variety of public policy proposals—involving taxes, public spending, 
expanded worker rights, and government regulation—that could help move the 
United States (and, presumably, other economies as well) in the direction of 
more broadly shared prosperity.

Yan Liang and Charles Whalen (Chapter 4) examine the economic expe-
rience of the United States to show that the coronavirus pandemic has 
exposed fundamental shortcomings in money manager capitalism. After 
a brief overview of the origins, development, and key features of that form 
of capitalism, Liang and Whalen identify four dimensions of the coronavirus 
crisis—inadequate industrial capacity, working families’ financial distress, 
corporate vulnerability to sudden economic changes (owing to a culture of debt 
financing), and a dysfunctional public-sector safety net—and trace each to 
inherent shortcomings of the current system. The chapter closes by identifying 
not only possibilities for reform, but also challenges that must be confronted 
as the United States seeks to craft a robust and sustainable prosperity for the 
post-pandemic era.

Christian Weller and Emek Karakilic (Chapter 5) describe how the shifting 
of risk from corporations to individuals has increased US wealth inequality as 
well as financial insecurity among many households, and how those trends, in 
turn, slow economic growth and increase economic instability. While empha-
sizing that the COVID-19 pandemic has highlighted the widespread problem 
of household exposure to economic risk, the authors also demonstrate that such 
exposure has been growing throughout the era of money manager capitalism. 
In addition, they identify some of the policy interventions that are needed to 
achieve a more equitable distribution of wealth, greater economic security for 
households, and a more secure foundation for economic growth.
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Oren Levin-Waldman (Chapter 6) argues that money manager capitalism 
in the United States has not only resulted in greater income inequality, rising 
worker insecurity, and erosion of the middle class, but also contributed to 
political polarization. In particular, he attributes at least part of that polariza-
tion to more adverse economic consequences of money manager capitalism 
for workers in what political analysts call “blue” states (which tend to favor 
the Democratic Party) than in “red” states (which tend to favor the Republican 
Party). Levin-Waldman concludes that the task ahead is to craft and build 
support for policy changes that could unify red and blue voters, and that 
the proper goal of such changes is to shore up labor market institutions that 
improve worker well-being.

Sharpening Concepts and Methods

Part III seeks to advance PKI by augmenting and sharpening its con-
cepts (Chapters 7, 8, and 9) and methods (Chapters 10 and 11). Asimina 
Christoforou (Chapter 7) focuses on the interrelated concepts of social capital 
and civil society, explaining their role not only in developing the social values 
and institutions that hold markets and governments accountable to the public, 
but also in promoting public policies in the interest of social welfare. She also 
introduces research on the practice of participatory and deliberative democracy 
to further explore how social capital and civil society can build values and 
institutions to promote justice and participation in society. Christoforou con-
cludes by stressing that attention to social capital and civil society enables PKI 
to more thoroughly explore the institutions capable of defining and enhancing 
social welfare. A deeper appreciation of social capital, civil society, and the 
social processes that accompany them can only enhance PKI’s ability to under-
stand and shed light on social values, public policy, and the socioeconomic 
impact of nongovernmental institutions ranging from informal community 
groups to formal entities such as labor unions and religious organizations.46

Anna Klimina (Chapter 8) focuses on economic democracy and explores 
that concept as it could be used to shape reform in the former Soviet Union, 
a region dominated today by oligarchical-bureaucratic state capitalism. In 
particular, she constructs a framework for economic democracy that builds on 
the work of Veblen, Commons, John Kenneth Galbraith, and contemporary 
contributors at the intersection of Post Keynesianism and Institutionalism. 
But Klimina’s framework also incorporates ideas that emerged in the work of 
reform economists of the Soviet Union in the 1960s–1980s, ideas in touch with 
the region’s institutional history as well as with the experiences and vision of 
the region’s residents. Thus, the resulting framework, developed and presented 
by Klimina in historical perspective, is a hybrid of ideas from within and 
outside the region. According to Klimina, economic democracy is essential to 
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reducing worker insecurity, protecting labor empowerment, and consolidating 
political democracy in society.

Alicia Girón (Chapter 9) offers a Post-Keynesian Institutionalist perspective 
from Latin America. Her chapter highlights the monetary circuit across stages 
of economic development. The chapter shows that heterodox Latin American 
scholarship has long contained elements compatible with Institutional and 
Post Keynesian economics, and that such scholarship has recently converged 
with—and enhanced—PKI by focusing on financialization as well as financial 
crises.

Timothy Wunder (Chapter 10) stresses the vital work of Post-Keynesian 
Institutionalists and other heterodox economists as translators of mainstream 
economists’ pronouncements on the economy and public policy. His chapter 
looks at the privileged place of conventional economists in policy discussions 
and then explores three mainstream concepts that clearly call for translation: 
rationality, scarcity, and small government. In each case, Wunder finds a vast 
gulf between what the concept means to mainstream economists and what it 
means to other people. Thus, he concludes that exposing the mainstream’s 
hidden premises is an important first step toward fashioning a better world.

In addition to training a critical eye on the hidden assumptions of conven-
tional economics, PKI must offer superior analyses and help policymakers 
achieve constructive economic reform. Marc Lavoie (Chapter 11) contributes 
to advancing Post-Keynesian Institutionalist analyses with a technique called 
stock-flow consistent (SFC) modeling. SFC models, which derive mainly from 
the work of Wynne Godley, are usually considered part of the branch of Post 
Keynesianism associated with Nicholas Kaldor; but Lavoie explains that such 
models use flow-of-funds analysis and thus also have a strong connection to 
Institutionalism and PKI. In fact, a key feature of SFC modeling is the consid-
eration of balance-sheet matrices and transaction-flow matrices. Through the 
use of examples, Lavoie shows that such matrices are closely associated with 
the description and assigned role of the various institutions and agents present 
in an economy, and that various SFC models take institutions into account in 
different ways.

Constructing Theories and Syntheses

Part IV advances Post-Keynesian Institutionalist efforts to craft economic 
theories (Chapters 12 and 13) and synthesize ideas across research traditions 
(Chapters 14, 15, and 16). Eduardo Fernández-Huerga (Chapter 12) outlines 
a Post-Keynesian Institutionalist framework for analyzing labor markets. His 
chapter presents the essential elements of a Post-Keynesian Institutionalist 
conception of labor supply and demand, giving particular attention to the 
underlying behavior of individuals and businesses, and then uses those ele-
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ments to point toward a unified theoretical framework. A main conclusion 
is that decision-making processes associated with labor supply and demand 
involve far more than the regulatory force of wages; rather, they are con-
ditioned by the socio-institutional environment. Thus, Fernández-Huerga’s 
theorizing about the labor market—which is, in fact, many different markets—
focuses on explaining diverse and complex relations between human beings 
and social institutions.47

Samba Diop (Chapter 13) builds on Minsky’s work concerning both finan-
cial instability and stages of capitalism to provide a theoretical explanation 
for not only the endogenous nature of business cycles, but also the cyclical 
nature of financial regulation. At the heart of that explanation is Minsky’s 
notion of an ever-evolving barrier of “financing orthodoxy,” driven both by 
a systemic evolution traceable to the psychological effects of memories of eco-
nomic crises and by the less predictable outcome of power struggles between 
competing economic interests. Thus, the evolution of financial regulation—as 
demonstrated by an examination of three real-world crises—is a consequence 
of the combination of systemic tendencies and the unique characteristics of 
a particular time and place. As a result, Diop’s theoretical explanation offers 
not merely an analysis of business cycles and institutional dynamics, but also 
a broad analytical perspective on the political economy of financial regulation.

Faruk Ülgen (Chapter 14) connects PKI to a reconsideration of Public 
Choice economics. His chapter highlights both the propensity of today’s 
capitalist economies to generate recurrent systemic instabilities and the need 
for regulatory institutions to fight against such a tendency in the interest of 
achieving a more stable and prosperous society. To that end, Ülgen demon-
strates that PKI provides a valuable, holistic understanding of contemporary 
cyclical and structural economic dynamics; he also shows how insight from 
the Public Choice literature can be reframed to make it relevant to the mac-
roprudential sort of financial regulation that PKI argues is needed to achieve 
macroeconomic coherence.48

Anna Zachorowska-Mazurkiewicz (Chapter 15) links the research traditions 
of PKI and Feminist economics to analyze the connection between women’s 
unpaid work and the remuneration of women’s paid labor, including the fact 
that women tend to earn less than men.49 Such an integrated (Feminist and 
Post-Keynesian Institutionalist) analysis of work and gender relations is pos-
sible because both traditions emphasize the importance of examining culture 
and socioeconomic institutions for the purposes of understanding the economy 
and addressing economic problems. Zachorowska-Mazurkiewicz stresses not 
only that the gender wage gap is connected to the gender division of labor, but 
also that the gap has social as well as economic significance: Paying women 
less sends a message that society regards women as having less economic 
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and social worth than men. Thus, finding ways to close that gap is a matter of 
economic and social justice.

Charles Whalen (Chapter 16) closes the book by aiming to make PKI 
more relevant to the issue of environmental sustainability. In particular, 
he explores how PKI can incorporate insight from Ecological economics. 
Although PKI has not devoted much attention to such sustainability, it should 
be well-positioned to do so: Institutionalism has long been better able than 
conventional economics to recognize and accommodate the issue of sustaina-
bility, and the relentless and single-minded drive for shareholder value at the 
heart of money manager capitalism represents perhaps the greatest challenge 
to moving toward sustainability. Because climate change represents a serious 
threat to life on Earth, the chapter concludes that environmental sustainability 
must be among PKI’s top concerns.

A LOOK AHEAD

Confronted with the reality of an ever-changing world, PKI must always be 
a work in progress. But Post-Keynesian Institutionalists embrace that inev-
itability. To date, they have shown adeptness in the face of socioeconomic 
evolution. Moreover, the concepts, methods, theories, analyses, and insights 
offered in this book demonstrate that PKI has an ambitious agenda for future 
research.50

Although PKI began in the United States, it has quickly become a research 
tradition with global reach. In part, that reflects a recognition of the global 
scope of money manager capitalism. It also reflects worldwide concerns 
about issues central to PKI, including financialization, financial instability, 
economic inequality, and worker insecurity.

The coronavirus pandemic and global warming have exacerbated socioeco-
nomic challenges in all regions of the world. And the challenges were already 
serious. For example, some months before the pandemic hit, Raghuram Rajan, 
an economist at the University of Chicago, warned that capitalism “is under 
serious threat” in all parts of the globe because it currently fails to provide 
opportunity for most people (BBC News 2019).

In some quarters, contemporary economic problems might trigger fierce 
debates over capitalism versus socialism.51 But most Post-Keynesian 
Institutionalists understand that capitalism comes in many varieties and that 
a focus on labels such as “capitalism” and “socialism” obscures what is really 
important, which is, as Minsky (1985, 221) stressed, for society to be “demo-
cratic and humane.”52

Economic systems are social entities, not natural systems.53 Thus, the future, 
with regard to both economics and the economy, is in our own (collective) 
hands. By studying real-world social provisioning and the avenues available 
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for institutional reform, Post-Keynesian Institutionalism contributes construc-
tively to our fashioning of that future.
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NOTES

1. For consistency, this book capitalizes Institutionalism, Post Keynesianism, 
Post-Keynesian Institutionalism, and other varieties of economic thought. For 
the same reason, we do not hyphenate Post Keynesian economics, though 
some of this volume’s contributors are partial to both the lower case and the 
hyphen (“post-Keynesian” economics). (An exception is Chapter 11, where 
Post-Keynesian is used at the contributor's request.)

2. For a concise look at various strands of the Institutionalist tradition, see Waller 
(1999); for an extended and more recent look, see Whalen (2022).

3. For further discussion on the beginnings of Institutionalism, see Mayhew (1987).
4. For more on Institutionalism in the interwar years and its fall from prominence 

after World War II (when, in many ways, economics returned to its earlier 
detachment from reality), see Rutherford (2011); and for an examination of the 
Wisconsin Institutionalist influence on public policy from the Progressive Era to 
the War on Poverty, see Chasse (2017).

5. For more on Commons and Keynes on the matter of foreshadowing PKI, see 
Whalen (2008, 44–46). Also, see Gruchy (1950, 125–126), who anticipated 
PKI by envisioning a synthesis of Institutional economics and the economics 
of Keynes. In Gruchy’s view, Institutionalism contributed insight on micro-
economics and capitalist development, while Keynes contributed insight on 
macroeconomics. However, while Gruchy stressed complementarity, there was 
already much compatibility, and the “sphere of compatibility” expanded as Post 
Keynesianism emerged and evolved, thereby helping to pave the way for PKI 
(see Keller 1983, 1091; O’Hara and Waller 1999, 530–531; and Whalen 2022, 
chapter 4).

6. For a history of Post Keynesian economics, see Lee (2000).
7. For a similar analysis of stagflation, see Eichner (1980).
8. In the mid-1960s and early 1970s, Minsky also devoted considerable attention 

to the role of public employment in ending poverty (see Minsky 2013, which 
was published posthumously), a policy notion that further ties Minsky to the 
Institutionalists and that he later incorporated into his work on macroeconomic 
stabilization (see, for example, Minsky 1986a).

9. Another economist working at the intersection of Institutional and Post Keynesian 
economics in the 1980s was Eichner (see, for example Eichner 1985). Eichner 
made valuable contributions on labor markets, endogenous money, administered 
pricing, large corporations (which he called “megacorps”), and macroeconomic 
dynamics. Unfortunately, a fatal heart attack in early 1988 (at age 50), brought 
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a tragic, premature end to Eichner’s effort to fashion all of that into a formida-
ble alternative to conventional economics and to further advance the work of 
Institutionalists and Post Keynesians. Eichner’s legacy—including the effort to 
build on Institutionalist and Post Keynesian insight—is perhaps most evident in 
the work of his student, Frederic Lee (1996; 2018), and in that of Lee’s student, 
Tae-Hee Jo (2016). Jo’s work also demonstrates the complementarity in the lines 
of research of Eichner, Lee, and Minsky (see, for example, Jo and Henry 2015).

10. For a discussion of how conventional economics was blindsided by the global 
financial crisis, see Whalen (2013: 13–14). For evidence that PKI had long 
anticipated an international crisis involving mortgage securitization and other 
financial derivatives, see, for example, Minsky (1986b) and McClintock (1996).

11. See, for example, Lahart (2007); Yellen (2009).
12. For examples of this literature, see Brown (2008); Kaboub, Todorova and 

Fernandez (2010); Prasch (2010); Tavasci and Toporowski (2010); Todorova 
(2009); Tymoigne and Wray (2014); Whalen (2007; 2010; 2011); and Zalewski 
(2007; 2011; 2012). For recent evidence of the global reach of PKI research on 
the economic crises, see Bahtiyar (2020).

13. See, for example, Jo and Henry (2015); Liang (2011); Prasch (2014); Whalen 
(2020a); Zalewski (2002; 2003; 2005) and Zalewski and Whalen (2010).

14. Minsky’s theory of capitalist development opens the door to understanding 
the economy as a whole because studying money manager capitalism requires 
examining not only the microeconomics of finance, labor, and product markets, 
but also the system’s legal foundations (see Atkinson 2010) as well as its macro-
economic and global consequences. This broad scope of economic analysis (with 
micro, macro, and historical or developmental components) is reminiscent of the 
sort of Institutionalist-Keynes synthesis envisioned many decades ago by Gruchy 
(see note 5 above).

15. For Minsky’s conception of economics as a “grand adventure,” see Whalen 
(2020a, 196–197). For more on the history of PKI, see Whalen (2022, chapter 4).

16. The elements of PKI are interrelated and do not always fall neatly into a single 
category. Nevertheless, the categorization presented above is useful as an expos-
itory device.

17. The contours presented here are intended to be illustrative, not comprehensive. 
A comprehensive sketch would require at least a chapter of its own.

18. For perspectives on wants, want creation, and consumer choice consistent with 
PKI, see Brazelton and Whalen (2011, 32–33); Dugger (1996, 38–39); Lavoie 
(1994); and Waller (2008).

19. The type of rationality embedded in economic analyses can have major con-
sequences. For example, the rationality embedded in PKI is consistent with 
unsustainable booms, financial crises, and severe downturns. In contrast, the 
rationality embedded in conventional economics is what led mainstream econ-
omists to reject as unimaginable the possibility of an event such as the global 
financial crisis of 2007–2009. The type of rationality embedded in PKI also 
leads to an approach to consumer choice that differs significantly from that of 
conventional economics; see Lavoie (1994). Also, see Lavoie (2014, 15–16), 
which uses the term “model-consistent” rationality in place of substantive ration-
ality and “environment-consistent” rationality in place of bounded rationality, 
and emphasizes that the former is associated with optimizing behavior, while the 
latter is associated with satisficing; and see Chapter 10 (by Timothy Wunder), 
which stresses that acting rationally is not the same as engaging in optimization.
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20. In the last dozen or so years of her life, Robinson highlighted a number of 
themes that fall within the common ground shared by Post Keynesians and 
Institutionalists. In addition to the value-laden nature of economic analysis, 
those themes include the economic importance of uncertainty, historical time, 
institutions (especially money and financial institutions), and the need to focus 
economics on addressing real-world problems. For example, see Robinson 
(1972; 1977; 1978; 1980).

21. The discussion of various types of valuation draws on Whalen (1992, 63; 1996a, 
86) and on the concluding section of Waller (2022), which refers to usefulness as 
“instrumental” valuation.

22. Commons’s “reasonable value” approach offers one approach to social valua-
tion; see Whalen (2022, chapter 2).

23. For a further discussion of the valuation process, see Gordon (1984).
24. For more on the methodology of PKI, see Whalen (2008, 52–54; 2013, 16–17). 

For compatible discussions of the methodology of Institutionalism, see Atkinson 
and Oleson (1996); and Whalen (1992; 1996a). For compatible discussions 
of Post Keynesianism, see Dow (1991); and Lavoie (2014). The discussion of 
methodology above draws inspiration from these works.

25. This section’s discussion of the analytical contours of PKI is based on Whalen 
(1996b; 2020b; 2022, chapter 4). The discussion also draws inspiration from 
Dow (1991, 205–206); Lavoie (2014, 33–37); and Whalen (1996a, 88–95).

26. For more on the importance of expectations in PKI, with special attention to the 
link between expectations and Commons’s notion of “futurity,” see Atkinson and 
Whalen (2011).

27. Galbraith’s work on industry structure, pricing, and corporate governance was 
built on an extensive Institutionalist literature, which was later complemented by 
much Post Keynesian research.

28. PKI also recognizes that labor market outcomes are shaped by an underlying 
(and sometimes not so hidden) struggle for income shares, a struggle which 
underscores the importance of power in economic life. (Indeed, all market out-
comes are income struggles.) In addition, PKI observes that market economies 
tend to operate at less than full capacity (which suggests that insufficient demand 
is a persistent problem).

29. On the matter of price flexibility at the macroeconomic level, PKI also stresses 
that even fully flexible wages and prices would not guarantee full employment 
because of the effects of wage and price reductions on consumer demand and 
business expectations.

30. Minsky (1975, 57–58) contrasted his Wall Street paradigm with what he called 
the barter paradigm of conventional economics, an approach that assumes the 
central features of capitalism can be grasped without attention to finance, capital 
assets, and production.

31. The centrality of money and finance in PKI also has implications for analytical 
tools and methods of economic research. From PKI’s Wall Street perspective, 
much of the economy can be examined as a set of interconnected financial 
liabilities, cash-flow commitments, and balance sheets. For example, such 
a perspective is implicit in the “financial balances” model used by economists at 
Goldman Sachs to examine the US economic outlook. That model is constructed 
on a framework championed by the late Wynne Godley, a Cambridge University 
economist and Levy Economics Institute colleague of Minsky during the 1990s, 
which focuses on the gaps between income and spending within the different 
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sectors of the economy. Thus, the centrality of finance links PKI to the stock-flow 
consistent modeling pioneered by Godley and Lavoie (2007); see Chapter 11 
(by Lavoie) below. A balance-sheet focus is also found in the Neo-Chartalist 
economics that some today call Modern Monetary Theory. According to Lavoie 
(2014, 41), at least some of the work of Neo-Chartalists overlaps with that of 
PKI owing to a shared interest in detailed analyses of monetary institutions and 
processes (see, for example, Fullwiler 2003).

32. Indeed, as Minsky often stressed, financial structures are features of the economy 
especially prone to innovation—in response to both the demands of businesses 
and the entrepreneurialism of financing organizations.

33. It is with the financial instability hypothesis in mind that Post-Keynesian 
Institutionalists often echo Minsky’s pithy statement, “Stability is destabilizing.”

34. See, for example, Brown (2008); Kaboub, Todorova, and Fernandez (2010); 
Scott and Pressman (2019); Tymoigne (2007); and Wunder (2020). Also, on 
inequality and instability, see Galbraith (2012); and Chapter 5 (by Weller and 
Karakilic) in the present volume.

35. In particular, according to PKI, money manager capitalism is an era driven by 
institutional investors and the pursuit of shareholder value, which has hollowed 
corporations, contributed to the globalization of supply chains, slowed techno-
logical progress, fueled increasing worker insecurity, intensified income and 
wealth inequality, contributed to financial fragility, and exacerbated macroeco-
nomic instability (see, for example, Whalen 2020a). On the co-evolution of law, 
industry, and finance that produced money manager capitalism (and the stages 
preceding it), see, for example, Atkinson (2010) and Whalen (2001).

36. This discussion of government and public policy in PKI draws on Whalen (2013, 
21–22; 2020b, 79–80, 85–86), which offer further details and references. For 
more on public policy from the perspective of PKI, see Whalen (2011); and 
Zalewski (2019).

37. As Institutional economist Warren Samuels (1989) stressed, making and enforc-
ing an ever-evolving set of rules (in response to competing claims and interests) 
is a creative, not a corrective, endeavor. Allan Schmid (1999, 233), Samuels’s 
colleague, added that the notion of government versus markets is misguided; it’s 
always “government, property, markets … in that order.” The Institutionalism of 
Samuels and Schmid—which provides a foundation for PKI—rests on the work 
of Commons (1924; 1934, 882), who emphasized that American capitalism is 
governed by “judicial sovereignty” in that the Supreme Court ultimately decides 
the constitutionality of law and public policy: “The Constitution is not what it 
says it is—it is what the Court says it is” (Commons 1934, 697).

38. This is a key message of Commons (1924). In addition, the state shapes more 
than just institutions; it also plays a role in shaping—and then determining and 
acting upon—community preferences.

39. For an important recent work on the evolution of law and corporate governance 
and its broad economic consequences, see Atkinson, Hake, and Paschall (2021). 
It offers a thoughtful starting point for considering the possibilities of (and chal-
lenges to) corporate reform in the face of financialization.

40. For PKI, financial regulation aims not only to protect consumers, but also to 
offset the tendency toward financial instability and crises.

41. For a forceful case for the need to consider the content, not just the level, of 
output and employment, see Robinson (1972).
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42. Attesting to the global significance of PKI is the fact that the policy issues listed 
above reflect problems facing economies worldwide.

43. On system dynamics, see Radzicki (2008).
44. For an extensive discussion of the policy-driven dimensions of wage suppression 

and inequality in the United States, see Mishel and Bivens (2021).
45. The tension between the constructive potential of the creative state and the dark 

forces of predation is inescapable; the state is inevitably a terrain in which com-
peting groups “assert the legitimacy of their rights and freedoms” (Brown 1992, 
13).

46. Until now, the concepts of social capital and civil society have usually been 
incorporated only implicitly in the work of Post-Keynesian Institutionalists and 
their Institutionalist forerunners—in discussions, for example, of the importance 
of community organizations, labor unions, and other non-governmental groups; 
see, for instance, Wilber and Jameson (1983, 230–263) and Commons (1934, 
876–903). Christoforou’s chapter advances PKI by making explicit the important 
role of these concepts in socioeconomic life.

47. As discussed in several of this book’s chapters, many aspects of labor markets in 
advanced and emerging economies have undergone tremendous change in recent 
decades. Fernández-Huerga’s contribution provides a framework for considering 
how and why such change has occurred.

48. To be sure, efforts to achieve macroprudential regulation must grapple with 
the challenges highlighted in Diop’s chapter (the evolving psychology of the 
market and the power struggles between economic interests), but Ülgen’s mac-
roeconomic vantage point—grounded in a vision of collective rationality and the 
public interest as well as in a recognition of the endogenous nature of financial 
cycles—aims to do just that.

49. In her chapter, Zachorowska-Mazurkiewicz reports that research published by 
the United Nations finds 67 percent of women’s work is unpaid, in contrast to 
only 25 percent of men’s work.

50. To be sure, this book is not comprehensive. For example, both the economic 
consequences of venture capital financing and the growing problem of job loss 
from automation also warrant attention from Post-Keynesian Institutionalists. 
In addition, although a chapter addresses the oligarchical-bureaucratic state 
capitalism found in the region of the former Soviet Union, there is also a need 
for analyses of the more formidable variety of state capitalism found in China. 
Post-Keynesian Institutionalists would also likely benefit from incorporating 
into their work the insights and findings of other research traditions beyond 
those considered in this volume, such as Legal Realism, which shares much in 
common with Institutionalism.

51. Indeed, there are many countries and communities in which such debates have 
already begun.

52. As Minsky (1985, 221) wrote: “As I see it, the socialism of [Oskar] Lange had 
more in common with the capitalism of [Henry] Simons than with the socialism 
of Stalin, and the capitalism of Simons had more in common with the socialism 
of Lange than with the capitalism of Hitler.” In other words, we must look 
beyond labels—and focus on the values and institutions that shape socioeco-
nomic life.

53. See Minsky (1986a, 7).
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2. The transition from managerial to 
money manager capitalism: the role of 
risk and its distribution
David A. Zalewski

INTRODUCTION

Economic historian Barry Eichengreen (2019) notes that frequently cited 
theories of capitalism are either Marxian, centering on conflicts between 
profit-seeking owners of capital goods and the workers they employ in the 
production process, or neoliberal, emphasizing the importance of individual 
agency and unfettered markets in the exchange process. Despite their popular-
ity, Eichengreen (2019, 20) finds both types of theories unsatisfactory: “Both 
conceptions are of ideal types. Both are ahistorical since they treat capitalism 
as a disembodied system detached from time and place.” This is not the case, 
however, for Post-Keynesian Institutionalism (hereafter PKI).1 For example, 
David A. Reisman (1990, 735) quotes Institutionalist and Post Keynesian John 
Kenneth Galbraith, who once remarked:

We have a certain number of people who call themselves scholars of capitalism, 
who insist that it had a virgin birth in 1776 with Adam Smith, and it has not changed 
since. But I would urge that we must see capitalism, as we have seen socialism, as 
being in a constant process of transformation.

Similarly, Post-Keynesian Institutionalist Hyman P. Minsky (1991, 10) 
observed that because of institutional diversity across places and time, 
“Capitalism comes in at least as many varieties as Heinz has of pickles.”2

Minsky’s comment reflects his work integrating the insights of Joseph A. 
Schumpeter (1934) and John Maynard Keynes ([1936] 1964) into a theory of 
capitalist development that assigns a key role to bankers and other financiers 
in Schumpeter’s process of “creative destruction.” Minsky (1993) argues 
that it is the dynamic interaction among financial and industrial innovations 
that drives economic progress. To illustrate how this relationship shapes the 
evolution of capitalism, he divides the economic history of the United States 
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(US) into several periods. According to Charles J. Whalen (2001, 809), what 
differentiates these stages are changes in answers to three questions: What 
is being financed? What is the pivotal source of external financing? What is 
the balance of economic power between those in business and banking? For 
example, during the merchant capitalism era of the early nineteenth century, 
banks provided trade credit to merchants by discounting commercial bills. This 
differs from today’s money manager capitalism (MMC) in which powerful 
institutional investors have developed creative ways to fund large-scale capital 
projects and mergers by nonfinancial corporations. Given that capitalism is 
always evolving, key additional questions are: when will a new stage begin; 
and what will be the dominant characteristics of that new variety of capitalism?

This chapter addresses these questions by examining factors that help 
explain the passage of one capitalist era into another. As Whalen (2001, 815) 
points out: “Providing insight into the transition from one stage to another 
is an important aspect of any valuable theory of capitalist development. 
A deeper understanding of the economy is likely to be achieved by fleshing 
out [Minsky’s] theory in this manner.” An example of research on capitalist 
transitions is James R. Crotty’s (1990a) analysis of the institutional factors 
underlying Keynes’s methodology. Crotty explains how the relationship 
between rentiers and industrialists changed from a “patient capital” regime 
in the nineteenth century to a more myopic, speculative economy beginning 
in the interwar period, or as Crotty notes, the Age of Abundance described 
by John R. Commons was transformed into the Age of Stabilization. That 
dynamic relationship is a key factor in this chapter, which expands the anal-
yses of Crotty and Minsky by adding another class—labor—to financiers 
and managers and focusing on how changes in relative power enables such 
groups to shift risk to others.3 Drawing from the insights of sociologist Ulrich 
Beck (1992), Engelbert Stockhammer (2006–2007, 41) argues that “social 
conflicts in modern societies are not conflicts over the distribution of income, 
but over the distribution of risk.”4 The next section shows how the microeco-
nomic foundations of Minsky’s theory of investment, which are derived from 
Institutionalist and Post Keynesian theories of the firm, help explain intra-class 
transfers of risk.

The discussion of risk shifting is followed by a case study of that process 
by examining the transition of the US economy from managerial capitalism 
to the current MMC. The focus of the earlier period is Galbraith’s (1971) 
The New Industrial State (TNIS hereafter), which was first published in 1967 
and chronicles the development of what James Ronald Stanfield (1996, 69) 
calls the “administered sector,” comprised of the largest, most powerful US 
corporations.5 Galbraith details how most of those companies sought growth 
and power, at the expense of profit maximization, to manage uncertainty and 
maintain autonomy. The managerial era ended, however, after a series of 
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economic developments threatened corporate dominance. As Barry Bluestone 
(1988, 377) concludes: “TNIS had the misfortune of being written precisely 
on the cusp of postwar economic history,” after which American corporations 
lost much of their ability to control their own destiny. Consistent with Mark 
Blyth’s (2002) theory of institutional change, which emphasizes the impor-
tance of ideas in response to events that disrupt the established order, neo-
liberal thinkers reacted to postwar developments by reshaping their theories 
(that promoted the primacy of shareholder interests) to appeal to nonacademic 
audiences and gain political support. The result was changes in corporate 
governance whereby both managers and shareholders shifted risk to workers 
and governments.6

The chapter concludes by considering whether recent social, political, 
and economic developments—especially those related to the COVID-19 
pandemic—will generate a reexamination of research on economic inequality 
and pressure for significant changes in US public policy. Although both the 
Federal Reserve and President Joseph R. Biden’s administration have made 
noteworthy strides towards mitigating economic insecurity in the first several 
months of 2021, it is premature to predict whether this will be the beginning of 
a new capitalist regime.7

A POST-KEYNESIAN INSTITUTIONALIST THEORY OF 
RISK SHIFTING

What differentiates the Minsky/Schumpeter/Keynes vision of capitalist devel-
opment from mainstream theory is the important role played by finance. 
Schumpeter’s process begins with a monetary theory of production—central 
to the work of both Institutionalists and Post Keynesians—in which capitalists 
borrow to acquire productive resources before commencing operations in 
pursuit of monopoly profits.8 Although bankers are essential in Schumpeter’s 
theory of money, Minsky adds that innovations in financial contracting are 
critical for providing funds to unleash “creative destruction.”

According to Keynes and Minsky, entrepreneurs will purchase capital goods 
if they predict profitable differences between the supply and demand prices 
for these assets. Minsky (1993, 106) concludes: “This Keynesian theory in 
which investment is the outcome of the relative values of items in the two 
distinct price levels of a capitalist economy is the construct that Schumpeter 
needed to complete the vision of The Theory of Economic Development, 
a construct that he sought but never achieved.” The supply price of capital has 
two components: (1) the price of the asset itself, which is what an additional 
unit of capital can be sold for and is determined by markup pricing; and (2) 
the explicit (interest rate) or implicit (cost of retained earnings) cost of financ-
ing the purchase. Capitalists then compare this value with the demand price, 
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which is the estimated cash flow to be generated by the project, discounted by 
the opportunity cost of capital.9 If the demand price exceeds the supply price, 
investment is justified; however, this decision rule is conditional since it must 
account for a foundational element in Keynesian theory: uncertainty. Because 
of uncertainty, Minsky explains that when capital projects are financed 
externally, both lenders and borrowers insulate themselves from unforeseen 
outcomes by imputing margins of safety in their expected cash flow, and the 
size of these buffers varies throughout the business cycle.

James Crotty (1990b) argues that Minsky’s theory of investment is similar 
to James Tobin’s “q” theory in the way that it helps explain aggregate fluctua-
tions, except that it lacks Tobin’s (Neoclassical) microeconomic foundations. 
However, he also points out that Tobin’s model assumes there is no separation 
of ownership from control—i.e., managers and shareholders are the same 
people. Because that separation is an important factor in the arguments to be 
presented below, the Post Keynesian theory of the firm as summarized by 
Marc Lavoie (1992) is more appropriate as a foundation for Minsky’s theory 
and for this chapter.10

According to Lavoie (1992, 99), power is the “ultimate objective” sought by 
firms. The reason for this choice is the ubiquity of uncertainty, which renders 
the Neoclassical goal of profit maximization untenable. The exercise of power 
enables firms to control their economic, social, and political environments. As 
Robert Dixon (1986, 588) wrote,

[D]ecision makers attempt to control the consequences of their own decisions in 
order to prevent their desires being thwarted by others. They do this by attempting 
to influence the decisions by others (or the outcomes of their decisions) in order to 
prevent the decisions of others from having unfavorable or uncontrollable conse-
quences for them.

According to Lavoie, capitalists must possess power, which they acquire 
through increasing their volume of economic activity.

Obviously, growing firms need cash to finance capital accumulation. Past 
earnings not distributed to shareholders are an internal source of finance, and 
companies requiring external finance will find both the supply and cost of 
funds more favorable if they have recently been profitable. Thus, the combi-
nation of internal and external funds available to firms is what Lavoie (1992) 
calls the “finance frontier,” which increases arithmetically as a function of the 
firm’s profit rate. Lavoie next describes the “expansion frontier,” which relates 
the growth of the firm—measured by revenues—to its profit rates. Initially, 
growing firms generate increasing profits as they are better able to control 
their environments and can exploit economies of scale and new technology. At 
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some point, however, the firm becomes too large to manage effectively, and 
profits begin to decline.

Combining the two frontiers leads to the following results: firms that seek 
to maximize profits do not grow as large as those that target growth; and relat-
edly, those that favor expansion often have lower profit rates. Stockhammer 
(1994) extends this model by adding utility functions for shareholders (who 
prefer profits) and managers (who prefer growth) to explain the recent slow-
down in capital accumulation. Finally, Thomas Dallery (2009) contributes to 
this line of research by showing that in financialized economies both managers 
and shareholders seek to expand profits and, in pursuit of that end, attempt to 
shift risk to others, especially workers.

The next section provides an extended example of how firms in the admin-
istered sector of the US economy used their power to manage risk during the 
period of managerial capitalism. These companies generated steady earnings 
and dividends that were able to satisfy the demands of managers, shareholders, 
and workers. As described in the following section, continuing their success 
became more challenging in the 1970s, which sparked a shareholder revolt 
and contributed to the arrival of the age of MMC, during which managers and 
shareholders shifted risk to workers. Whether this arrangement is sustainable 
will be considered in the concluding section.

THE ADMINISTERED SECTOR AND ITS 
MANAGEMENT OF UNCERTAINTY

Like many PKI economists, John Kenneth Galbraith understood the forces 
that shape and transform capitalist economies. He observed that from the end 
of World War II until the publication of the revised edition of TNIS in 1971, 
the US economy evolved into two distinct structures: the administered sector, 
which encompassed the approximately 2,000 largest firms that produced about 
half of the total private sector output, and the “market system” of about 12 
million smaller businesses. Galbraith consistently instructed his readers that 
mainstream theory is relevant only in the sphere he called the market system, 
since conventional theory ignores how corporate giants exploit their size and 
power. Galbraith also decided to focus on these firms in TNIS to provide 
a more realistic explanation of the dominant economic conditions of the time.11

A key factor that differentiates the two sectors is the type of technology 
employed, which Galbraith (1971, 31) defined as “the systematic application 
of scientific or other organized knowledge to practical tasks.” According to 
Galbraith, large organizations needed to acquire, process, and coordinate 
massive quantities of specialized information (from myriad sources) to 
design, produce, and distribute goods and services successfully. In contrast, 
most market system companies used nonproprietary technology that did not 
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require advanced scientific training and organizational skills to be employed 
profitably.

To illustrate the evolving relationship between commercial technology 
and uncertainty, Galbraith (1971, 32–36) compared the strategies of the Ford 
Motor Company at its beginning in 1903 with those it developed for the intro-
duction of the Mustang in 1964. Three important points emerge:

1. The use of cutting-edge technology and reliance on complex processes 
lengthen the time span between acquiring financing to begin projects and 
realizing cash inflows from operations. This often results in an increased 
need for funds. Unlike the Mustang, which required several years of 
development and an investment of millions of dollars, the original Ford 
Model A needed only several months and approximately $28,000 (about 
$99,000 in 1964) before its launch.

2. Modern companies are likely to invest in specialized equipment and to 
develop narrowly-defined labor skills, both of which may have little value 
if the project fails. Galbraith (1971, 33) writes:

With increasing technology the commitment of time and money tends to be made 
ever more inflexibly to the performance of a particular task. The task must be 
precisely defined before it is divided and subdivided into its component parts. 
Knowledge and equipment are then brought to bear on these fractions and they 
are useful only for the task as it was initially defined. If that task is changed, new 
knowledge and new equipment will have to be brought to bear.

By contrast, Ford utilized widely-available tools and techniques to man-
ufacture early Ford models, and these could have been redeployed to 
produce unrelated products as necessary.

3. Because of the enormous task of managing advanced specialized resources, 
effective planning and coordination are critical. Galbraith noted that this 
required groups of decision-makers that he called the technostructure, not 
entrepreneurs like Henry Ford who oversaw their entire operation.

Because poor decisions under conditions of uncertainty may threaten the exist-
ence of large organizations, the benefits from controlling potential outcomes is 
obvious. Despite this, Stephen P. Dunn (2001) argues that although uncertainty 
is a central theme in Post Keynesian economics, more research is needed on 
how businesses react to this condition:

While many post-Keynesians acknowledge the pivotal role of money as an institu-
tion for coping with uncertainty, they have written little on the fact that the firm is 
also an institution that deals with, and provides a flexible response to, uncertainty 
…. This is a big task and one which will undoubtedly occupy post-Keynesian minds 
for some time to come.
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Galbraith (1971, 43) addressed this issue by noting that some executives 
merely ignore risk and proceed with their plans, especially if negative out-
comes are tolerable. However, this is unlikely for most firms in the adminis-
tered sector for which there could be dire consequences from failed programs. 
Unlike companies in mainstream theory that merely react to adverse market 
conditions, large corporations possess the power to take proactive steps to plan 
and control their environments. Galbraith (1971, 120) writes:

When planning replaces the market this admirably simple [mainstream] explanation 
of economic behavior collapses. Technology and the companion commitments of 
capital and time have forced the firm to emancipate itself from the uncertainties of 
the market. And specialized technology has rendered the market increasingly unre-
liable. So the firm controls the prices at which it buys materials, components, and 
talent and takes steps to ensure the necessary supply at these prices. And it controls 
the prices at which it sells and takes steps to ensure that the public, other producers, 
or the state take the planned quantities at these prices. So far from being controlled 
by the market, the firm, to the best of its ability, has made the market subordinate to 
the goals of its planning.

As noted earlier, Galbraith claims that the profit-maximization goal of entre-
preneurs in the market sector differs from the aims chosen by the technostruc-
ture, which is driven more by self-preservation and autonomy than pecuniary 
interests. To achieve those goals, corporate leaders in the administered sector 
must manage insecurity in several key areas:

1. Prices and Quantities of Goods and Services to be Sold: Uncertainty 
about future revenues can be controlled at both the microeconomic and 
macroeconomic levels. One of Galbraith’s better-known ideas is the 
revised sequence, in which companies actively influence and shape 
preferences rather than respond to the wants of “sovereign consumers.” 
By doing so, marketing experts create a persistent, gnawing sense of 
insecurity in many people. Echoing Thorstein Veblen, Galbraith (1971, 
265) explains why: “[T]hough the need for food and shelter, especially 
in benign climates, is rather readily satisfied, the pressures of emulation 
and competition in adornment and display have no clear terminal point.” 
Also, some companies—especially those in the defense industry—receive 
federal government guarantees that their investments will be profitable. 
Moreover, the ability of policymakers to stabilize aggregate demand and 
the overall price level instills an essential sense of confidence in the minds 
of corporate planners.

2. Costs and Quantities of Production: According to Galbraith (1971, 234), 
the technostructure “seeks certainty in the supply and price of all the 
prime requisites of production. Labor is a prime requisite. And a large 
blue-collar workforce, especially if subject to the external authority of 
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a union, introduces a major element of uncertainty and danger.” Regarding 
labor, he notes that the value of collective bargaining to workers is grad-
ually reduced by the ability of firms in the administered sector to replace 
workers with machines, maintain wage and employment levels, and 
align worker values with corporate goals. As for other resources like raw 
materials, sources of supply can be secured through vertical integration 
and acquisitions, long-term contracts, and the exercise of power to obtain 
needed resources on favorable terms.

3. Sources of Finance: Galbraith (1971, 53) considers this particularly impor-
tant to the technostructure: “Control of the supply of savings is strategic 
for industrial planning. Capital use is large. No form of market uncertainty 
is so serious as that involving the terms and conditions on which capital 
is obtained.” For this reason, it was essential that retained earnings, which 
are cash flows from operations that are not distributed to shareholders, be 
maintained as the primary source of funds since they shield the technos-
tructure from any external interference in its decision-making. Moreover, 
the ability to generate steady cash flows also placated shareholders, whom 
Galbraith (1971, 64) dismissed as being irrelevant: “The power of the 
stockholders, as noted, has seemed increasingly tenuous. A small propor-
tion of the stock is represented at stockholders’ meetings for a ceremony 
in which banality is varied chiefly by irrelevance.”

4. Protection from Destructive Competition: The secondary importance of 
stockholders suggests that few corporations sought to maximize share 
values. Instead, the goals of the technostructure centered on technolog-
ical virtuosity and organizational growth. Accomplishing those goals 
raised barriers to potential entrants in the form of economies of scale 
and first-mover advantages, among other distinctive competencies, and 
provided companies in the administered sector with an absence of rivalry 
that helped secure returns from investment.

From the end of World War II until about the time Galbraith published the first 
edition of TNIS, most large companies in the United States successfully atten-
uated uncertainty and achieved the levels of autonomy and rates of growth that 
they sought. As described in the next section, however, a confluence of threat-
ening factors emerged in the late 1960s that gave rise to changes in ideas about 
desirable corporate objectives and how enterprises should go about attaining 
them. Perhaps the most significant consequence of this revolution was the tran-
sition from an era of relatively shared prosperity to one during which the most 
powerful individuals and organizations insulated themselves from the vagaries 
of the market at the expense of those who were comparatively defenseless.
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FROM MANAGERIAL CAPITALISM TO MONEY 
MANAGER CAPITALISM

During the age of managerial capitalism, administered sector companies 
sustained their autonomy by appeasing groups that could threaten their inde-
pendence. At the end of 1971, in his presidential address to the Association for 
Evolutionary Economics, Daniel R. Fusfeld (1972, 2) observed:

The corporate state in this country involves an economic and political compromise 
between those who hold power and those who do not. As long as the economic 
system provides an acceptable degree of security, growing material wealth, and 
opportunity for further increase for the next generation, the average American does 
not ask who is running things or what goals are being pursued. The system and those 
in power remain unchallenged as long as the material payoff is sustained.

In retrospect, however, we now know that several significant economic and 
political problems were emerging at that time and increasingly vexing many 
economists, politicians, and executives.

Summarizing many of the developments that disturbed business leaders 
during that period, Blyth (2002, 152) writes:

The policies and practices of the late 1960s and early 1970s created a new sense of 
uncertainty among American business. Inflationary pressures, regulatory initiatives, 
hostile tax legislation, and general policy paralysis combined to convince business 
that it was under siege within the institutions of economic governance that business 
itself had designed.

Moreover, unease among corporate leaders was exacerbated by several factors 
related to globalization, including the collapse of the Bretton Woods monetary 
framework in 1971, increased foreign competition, and the 1973 Middle East 
oil embargo. Taken together, these factors created an economic environment 
that posed a challenge to corporate growth and profitability and that threatened 
the interests of both shareholders and the technostructure; institutional change 
was imminent.

According to Blyth, ideas play a key role in the process of institutional 
adjustment to significant shocks. Not only do they help people understand the 
circumstances they face, but ideas also suggest how to adapt to change as well 
as provide ways to gain acceptance of proposed courses of action. Although 
Blyth presents a detailed case study of how conservative interest groups in the 
United States rallied support for neoliberal policies addressing inflation and 
high taxes, problems that many people considered critical issues in the 1970s, 
his approach can also be used to understand how reactions to uncertainty may 
change the relationships among industry, finance, and labor.
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Where do these ideas come from? Galbraith’s reflection on TNIS in the 
1980s, in light of the changed global order since its original publication, 
provides insight into this process. In 1987, to commemorate the twentieth anni-
versary of the book’s first edition, the American Economic Association (AEA) 
sponsored a panel discussion to assess the volume’s relevance.12 Galbraith 
(1988) began the session by noting the persistent separation of administered 
and market sectors, with large corporations continuing to seek autonomy 
by using their power to prevent outside interference and avoid risk. He then 
prefaced his account of where TNIS fell short by noting the impermanence of 
ideas—especially economic theory:

A willing recognition, if not of error, at least of obsolescence is, in fact, implicit in 
the view of economics that I avow in TNIS. I see economics as a subject in constant 
accommodation to social, political and institutional change and not, certainly, as 
a search for, and expression of, unchanging truth. (Galbraith 1988, 373)

However, Galbraith did not discuss whether “new” ideas should be original or 
adapted versions of existing thought. As noted below, the transition to MMC 
was driven by revitalizing old ideas with new theoretical insights.

Joshua Gans (2017) notes that a critical development Galbraith ignored 
was the conversion of complacent shareholders into a force for corporate 
change. Last year marked the fiftieth anniversary of the publication of Milton 
Friedman’s (1970) pathbreaking piece in The New York Times Magazine that 
declared maximizing shareholder wealth is the only appropriate goal for cor-
porations since he considered business efforts to improve the welfare of other 
stakeholders to be “socialism.” Justin Fox (2009) notes that although Friedman 
made this point earlier in his Capitalism and Freedom (Friedman 1969), Ralph 
Nader’s efforts to expand the board of directors of General Motors to include 
social activists motivated him to address a wider audience.

Friedman argued that managers, as agents representing the interests of 
shareholders, should focus only on the well-being of the owners; however, he 
did not specify how to achieve this objective.13 Michael C. Jensen and William 
H. Meckling (1976) resolved that problem by focusing on the use of equity 
values as an incentive device. By granting executives stock options and award-
ing shares, corporate boards ensured that firms would maximize shareholder 
wealth, since both investors and managers would benefit from higher returns 
on equity. Moreover, failure to maximize such wealth would be punished by 
the market—often inviting hostile takeovers that threatened managerial job 
security.

Later, Jensen (1986) expanded that line of research by recommending the 
delegation of executive monitoring to capital markets. He argued that free 
cash flows, which are defined as the amount of funds remaining from net 
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profits after all positive net present-value projects are financed internally, are 
often used by self-serving executives to expand the size of the enterprise and 
increase their power, rather than to reinvest efficiently. Although Jensen sup-
ported using excess cash to pay dividends, the fact that they could be legally 
reduced or eliminated provided executives with the opportunity to misuse free 
cash. Instead, he recommended that companies borrow in capital markets and 
use the proceeds to repurchase their shares. This clever scheme allocates free 
cash flows to shareholders in a legally binding manner since defaulting on 
debt obligations can lead to bankruptcy. In short, the use of external financing 
for most new investments in combination with the threat of bankruptcy would 
motivate creditors to monitor firm performance and take remedial action when 
necessary. The historical record suggests that corporate directors embraced 
Jensen’s approach; the net value of new equity issues by US firms has been 
overwhelmingly negative due to share buybacks, and the aggregate increase in 
corporate leverage has been significant.

Viewed from the perspective of the PKI theory of the firm, these ideas and 
the innovations they inspired in corporate finance and governance transformed 
the relationship among managers, financiers, and labor. As Dallery (2009) 
concludes, Stockhammer’s (1994) claim that managers and shareholders 
possessed separate and distinct utility functions disappears in this type of 
financialized economy: both groups seek to maximize profits, which, in the 
long run, requires corporate growth.14 To help accomplish these objectives, 
many large firms have dismantled their conglomerate structures and have 
concentrated on exploiting narrowly-defined competencies. The result is that 
many companies have embarked on programs to boost share values by shifting 
risk from management/stockholders to labor.

Such programs have created fissured workplaces, which industrial relations 
scholar David Weil (2014) defines as those found in companies that focus on 
core competencies and that outsource peripheral tasks—that had previously 
been performed by employees—to outside contractors who provide minimal 
pay and benefits (since such contractors often operate in highly competitive 
markets). Interestingly, the result is the emergence of hybrid operations that 
combine administered- and market-sector firms. Another consequence, high-
lighted by Institutionalists Tae-Hee Jo and John F. Henry (2015), is a shift in 
business behavior from promoting social provisioning to targeting pecuniary 
goals, as evinced by the slowdown in capital accumulation beginning in the 
1970s.15

Further consequences of the turn toward shareholder value and risk shifting 
have been identified by Post-Keynesian Institutionalists including Christopher 
J. Niggle and Avraham I. Baranes. Niggle (1986) shows that many companies 
moved from producing and selling goods and services to borrowing funds 
to finance business acquisitions, speculate in financial markets, and provide 
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credit to customers and other borrowers. Thus, rather than consider long-term 
investments in irreversible assets that could generate cash flows for decades 
of uncertain possibilities, nonfinancial companies were drawn to shorter-term, 
liquid assets, especially after a combination of financial innovations and dereg-
ulatory initiatives enabled companies to exploit them.

Similarly, Baranes (2017) shows that large firms in the US pharmaceutical 
industry have increasingly relied on intangible assets rather than productive 
capital to generate profits. In fact, echoing William Lazonick’s (2014) criti-
cism of share repurchases, he concludes that such firms “extract value rather 
than create it” (Baranes 2017, 357, emphasis in original). Although critics may 
argue that generating such rents are necessary to finance the development of 
new drugs, this may not be the case. For example, David Blumenthal (2021) 
reminds us of the endemic public underfunding of US biomedical research, 
despite the many innovations like COVID-19 vaccines that required signif-
icant government investment. Besides congressional inaction on requests 
for budgetary expansion, Blumenthal mentions the cash hoard amassed by 
American drug companies as a primary reason for the reliance on privately 
funded research. Meanwhile, Standard and Poor’s provides evidence support-
ing the points made by Baranes and Lazonick: the value of share buybacks by 
US pharmaceutical firms has ranged from almost $16 billion to $70 billion per 
year from 2010 through 2020 (Gibney and Woleben 2021).

As the term “money manager capitalism” implies, many executives reacted 
to pressure from institutional investors by ruthlessly cutting expenses to 
maximize stock values. That pressure was especially intense because portfolio 
and mutual fund managers faced stiff competition from their industry rivals 
and from pension funds that promised to pay fixed annuities to retirees (and, 
in the process, ran the risk of becoming underfunded if their portfolio returns 
were inadequate). As David A. Zalewski and Charles J. Whalen (2010) show, 
inequality increased in the United States and in other financialized countries 
after shareholders benefitted from lower labor costs resulting from their pres-
sure on managers to downsize, outsource, or terminate segments of business 
operations.16

Moreover, Whalen (2008) argues that the single-minded focus on share-
holder value contributed to the emergence of an “anxious society” in which 
economic insecurity has become widespread and is growing.17 Anthropologist 
Katherine S. Newman (1994, 344) summarizes this development:

Security is not easy to come by these days; it is a concern that looms very large in 
the lives of those who were raised in the prosperous, stable 1950s and the roaring, 
expansive 1960s. Contractions, leveraged buyouts, bankruptcies, layoffs, and 
general despair over the state of American competitiveness—these are the watch-
words of today’s business pages. Nothing in the boomers’ upbringing, schooling, or 
early experience in the labor market prepared them for what we all must confront 
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now: the fact that the US economy cannot provide the type of job opportunities or 
personal security that the country took for granted in earlier generations.

Although many upper-level managers also felt less secure about their jobs, 
Zalewski (2004) notes that many of them were assuaged with pensions, health 
insurance, and severance packages that were both generous and guaranteed.

Clearly, the growing and autonomous technostructure that so occupied 
Galbraith’s attention in the 1960s reached its zenith by the mid-1970s and is 
now considered a historical artifact. Perhaps more important, however, was the 
end of the goal, if not the reality, of widely-shared prosperity and a widely (but 
certainly never universally) perceived sense of economic security. As Minsky 
and Whalen (1996) conclude, because tolerance for uncertainty is limited, col-
lective action addressing the distribution of risk and uncertainty should be—in 
Minsky’s words (1996, 357)—one of the “institutional prerequisites for suc-
cessful capitalism.” Whether recent events like the pandemic may create the 
impetus for the development of a new stage of capitalism will be considered in 
the concluding section.

POSTSCRIPT: WHITHER A NEW TRANSITION?

Charles K. Wilber and Kenneth P. Jameson (1990, 188) provide an excellent 
summary of the driving force behind Minsky’s PKI theory of capitalist devel-
opment, which centers on the changing relationships between financiers and 
industrialists:

Social reality is seen as more than a specified set of relations; it is the process of 
change inherent in a set of social institutions which we call an economic system. The 
process of social change is not purely mechanical; it is the product of human action, 
which is shaped and limited by the society in which it has roots.

This chapter extends that view by explaining that people formulate ideas to 
understand and react to significant socioeconomic shocks and then use those 
ideas to build support for institutional change. As this is being written in 
mid-2021, the question is whether recent events may generate a similar process 
resulting in the transition from MMC to a new stage of capitalism.

Because of the persistence of widespread economic inequality and insecurity 
since the early 1980s, the initial sense of displacement has been transformed 
into despair and resignation for some, and a spur to action for others.18 To some 
extent, both reactions are partly reflected in the growing embrace of right-wing 
populism and nationalism, as illustrated, for example, in former President 
Donald Trump’s promise to “Make America Great Again,” which alluded to 
times preceding the Reagan Revolution.19 According to CNN’s Gregory Krieg 
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(2016), Trump revealed in an interview that he considered two periods of 
US history to be “great”—the first two decades of the twentieth century, and 
from the late 1940s through the 1950s—because of the country’s military and 
economic strength.20 Of course, Trump ignored the fact that many—especially 
woman and people of color—failed to prosper during those earlier times, but 
even more troubling than Trump’s distorted view of history is that throughout 
the era of MMC many workers voted for candidates who supported policies 
that ran counter to their economic interests.21

However, the pandemic that developed in early 2020 may be the type of 
shock that sparks more progressive institutional and political change. The 
groups in the United States most adversely affected are those that also did 
not prosper during Trump’s preferred periods, such as low-wage workers 
in nursing homes, meatpacking plants, and grocery stores. While many 
white-collar employees maintained their earnings, worked remotely, and bene-
fitted from soaring stock market returns, countless essential workers continued 
to interact with the public despite inadequate protective gear and millions of 
others lost their jobs as much of the US economy shut down for about a year.

The pandemic is unusual since uncertainty plagued many people—capitalists 
and workers alike—in what Beck (1992) earlier described as the democratiza-
tion of risk. Would this shared experience instill a greater awareness of the 
unequal exposure to economic risk? Emily Badger (2020) received mixed 
responses to her survey of several historians about this question. On the one 
hand, some noted that the coronavirus crisis increased the separation between 
members of economic classes, since people from affluent and middle-income 
households were often working from home and no longer mingled with those 
from lower-income households in restaurants, on buses and trains, and in other 
public settings. On the other hand, Cornell University’s Louis Hyman argued 
(in response to Badger’s survey) that the privileged had more exposure to “gig” 
workers delivering food and packages to their homes, increasing their under-
standing of the precarity of such service jobs. The unanswered question is 
whether these conditions will lead to increased empathy for struggling workers 
and to support for policy changes that lessen their economic uncertainty.

As in earlier eras, new ideas may be critical for transforming this new 
awareness into collective action. Heather Boushey (2020) argues that changes 
in economic frameworks and methods, including the development of measures 
to better gauge the effectiveness of public policies, are vital to achieving 
government interventions that promote economic well-being. She recounts 
how Keynesian policy innovations helped lift the US economy out of the 
depths of the Great Depression, and how the work of economists like Simon 
Kuznets (who developed national income accounts) provided measurable 
standards to assess economic progress.22 Boushey also claims that aggregate 
output measures have failed to convey the economic status of most Americans 
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since at least the early 1980s, when MMC ushered in a new era of economic 
inequality.23 Similar to the theoretical and empirical innovations of the 1930s 
and 1940s, innovative contemporary research by Boushey, Thomas Piketty, 
Emmanuel Saez, Gabriel Zucman, and others has not only established how 
inequality negatively impacts economic growth and stability, but also devised 
new measures such as distributional national income accounts, which offer 
a more detailed view of how US workers and households are faring today.

Some Neoclassical economists have criticized these efforts. In an op-ed 
piece in The Wall Street Journal, Alexander William Salter (2021) laments 
the fact that an increasing number of economists have moved from developing 
theoretical models to “collecting and analyzing data.” He argues that although 
empirical work may be important, its value is questionable if analysts do not 
use mainstream price theory to form hypotheses and test them econometri-
cally. Salter (2021, A17) writes:

The heights of the economics profession are increasingly inhabited by people who 
disdain price theory. Reliance on the economic way of thinking in solving problems 
is viewed as obsolete and unscientific. The data jockeys think they’re cutting edge, 
but they’re merely repeating old mistakes. In the late 19th and early 20th centuries, 
economists of the German Historical and Old Institutionalist schools thought they 
could make do with history and statistics alone, unconstrained by theory. In the end, 
they got so bogged down in details that they came up with very little that lasted.

Salter also claims that the economists noted above are “particularly susceptible 
to the technocratic pretensions of the center-left,” and that they “don’t realize 
they have been politically compromised.” Meanwhile, what “compromises” 
Salter’s own judgement is that mainstream theory has failed to explain 
phenomena like the disconnect between public budget deficits and inflation, 
and the fact that minimum wage increases are not always “job-killers.” 
Conventional economics also has nothing to say about the incessant evolution 
of capitalism and the far-reaching economic, social, and human consequences 
of that constant change.24

Despite critics like Salter, the new research on growth and inequality has 
helped to draw attention to distributional issues among top US policymakers. 
For example, Federal Reserve Chair Jerome Powell cited the benefits of 
stronger labor markets in narrowing income and wealth inequality at a speech 
before the Economic Club of New York in early 2021. Powell (2021) observed 
that although pre-COVID employment conditions had improved, approxi-
mately 10 million jobs had been lost during the pandemic to that date. He also 
noted that employment declines have not been evenly distributed, with only 
a 4 percent drop among those in the highest income quartile compared with 
a 17 percent decline among those in the lowest quartile.25 To restore vitality 
in the labor market, Powell promised that the central bank would continue its 
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accommodative policies by downplaying its previous concerns about potential 
inflation after economic conditions improve. Specifically, Fed leaders plan to 
wait until after prices rise before implementing restrictive measures, rather 
than engineering “preemptive strikes” on inflation as in the past.26

Within the administration of President Joe Biden, there is also a commit-
ment to policies that emphasize equality, employment, and the well-being of 
workers. Indeed, the Biden administration might have the strongest commit-
ment to such ends since the emergence of MMC. For example, Biden’s team 
includes: labor economists Boushey, Cecilia Rouse, and Jared Bernstein at 
the Council of Economic Advisers (CEA); former Fed Chair Janet Yellen 
as Treasury Secretary; and former Boston Mayor Martin J. Walsh as Labor 
Secretary. Speaking about Boushey, Rouse, and Bernstein, Kevin A. Hassett 
(the first to chair the CEA under President Trump) remarked: “They have 
put together a very strong team of experienced policymakers and smart 
economists. At this difficult time, it is great to know that a strong CEA will 
be helping to guide policy.”27 Meanwhile, Yellen is notable for her rejec-
tion of conventional economists’ belief in a strict inverse (Philips Curve) 
relationship between inflation and unemployment, and Walsh, who was 
raised in a working-class family, has blue-collar employment experience and 
served as head of the Boston Metropolitan Building and Construction Trades 
Council.28 Responding to the Administration’s planned labor reforms, Heidi 
Shierholz of the Economic Policy Institute remarked: “It’s a world of differ-
ence from where we were under Trump … . Walsh will prioritize workers 
over corporate executives and shareholders, which was the absolute opposite 
under Trump.”29 Similarly, incoming US Trade Representative Katherine Tai 
(quoted in Hayashi 2021) proclaimed in a speech to the National Foreign Trade 
Council: “The president-elect’s vision is to implement a worker-centered trade 
policy. What it means in practice is that US trade policy must benefit regular 
Americans, communities, and workers. And that starts with recognizing that 
people are not just consumers. They are also workers and wage earners.”30

As of mid-2021, it remains to be seen whether central bank and federal 
government programs will successfully restore the economy and help put the 
nation on a path to more broadly shared prosperity. The Biden administra-
tion did not receive an overwhelming mandate from voters (having received 
51.3 percent of the votes cast, while Donald Trump received 46.9 percent of 
the votes), and the Democratic party, which is not fully unified on economic 
policy, faces significant opposition from Republicans (which creates an espe-
cially difficult challenge in the Senate). Will the Federal Reserve continue to 
address inequality and labor market conditions after the pandemic ceases to be 
a drag on the economy? How current events play out will determine whether 
the COVID-19 pandemic will be a watershed event in the evolution of capi-
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talism in the United States or just a temporary shock that will not disturb the 
recent trajectory of inequality and economic insecurity.
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NOTES

1. See Whalen (2013) for a comprehensive overview of PKI.
2. See Hall and Soskice (2001) for a detailed account of the “varieties of 

capitalism.”
3. Vail (2008) provides precise definitions of the concepts of uncertainty, risk, 

and insecurity. Technically, executives pondering investment projects are more 
likely to encounter fundamental uncertainty, while insecure workers often expe-
rience risk (uncertainties that can be transformed into probabilities). However, 
because this chapter does not consider factors like the availability of information 
and cognitive limitations that often differentiate these concepts, “uncertainty” 
and “risk” will be used synonymously.

4. Stockhammer (2006–2007, 39) concludes that although his own work and 
most other studies of social conflicts in modern societies examine the shifting 
of uncertainty between capitalists and workers, other groups should also be 
considered. While this chapter also considers financiers, Stockhammer’s article 
suggests that an even more complete picture of reality would emerge from using 
his approach to examine other fault lines of society as well.

5. Galbraith used several terms over the years such as the “planning system” and the 
“industrial system” when referring to the administered sector. Stanfield argues 
convincingly that the former sometimes refers to macroeconomic stabilization by 
the state, and the latter often describes the economy as a whole.

6. As Whalen (2008) notes, heterodox economists established the foundations for 
PKI as MMC emerged, in part to argue that these types of transitions are part 
of an evolutionary process of conflicts and their resolution. Furthermore, it is 
crucial to recognize that ideas and actions from earlier periods also shape transi-
tions. For example, Glen Atkinson (2010, 295) argues that court decisions vali-
dating the establishment of the exchange value of property during the nineteenth 
century were necessary for the development of MMC nearly a century later.

7. This chapter is being completed in mid-June 2021.
8. Other economists, such as Richard M. Goodwin (1991), also examine ideas 

shared by Keynes and Schumpeter. Goodwin even includes Marx, but does not 
elaborate on the importance of the monetary theory of production emphasized by 
these three scholars.

9. The opportunity cost of capital is the expected return from the best alternative use 
of funds, adjusted for differences in risk.

10. In more recent work, Lavoie (2014) stresses that the Post Keynesian theory of 
the firm draws upon Institutionalist scholarship. Moreover, what Lavoie calls the 
Institutionalist strand of Post Keynesian economics aligns with what others (such 
as Whalen 2020) call PKI.
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11. Again, TNIS was originally published in 1967 (see Galbraith 1967).
12. Galbraith’s biographer Richard Parker (2005, 451) notes that this was part of 

the AEA’s one-hundredth annual meeting, and that TNIS was the only book 
published during the preceding century to which an entire session was dedicated. 
Besides Galbraith, the panelists were Barry Bluestone, Robert M. Solow, and 
F.M. Scherer.

13. Attention to the separation of ownership from business control originated with 
the work of Berle and Means (1932).

14. Strictly speaking, of course, profit maximization remains untenable from the 
PKI perspective; in practice, it has (as discussed in this chapter) come to mean 
working to raise share values and to shift risk away from the corporation as much 
as possible. As Lavoie recognized (discussed above), power remains the ultimate 
objective of firms; and, as a consequence of MMC, that power has for decades 
been used to advance the common interests of money managers, stockholders, 
and top corporate executives.

15. Minsky actually warned of this slowdown, a consequence of capital development 
taking a back seat to short-term financial returns, in the early 1990s (see Whalen 
2001, 820, n. 19).

16. Jeffrey T. Brookman, Saeyoung Chang, and Craig G. Rennie (2007) found that 
between 1993 and 1999, corporate chief executives (CEOs) and shareholders of 
firms that laid off employees for cost-saving reasons (rather than as an adjust-
ment to lower sales volumes) were significantly rewarded, and CEO benefits 
were enduring. Stock-based pay packages for CEOs from layoff firms were 
19.6 percent higher during the downsizing year than those for counterparts in 
non-layoff companies, 42.6 percent higher in the following year, 44.9 percent 
higher after two years, and 77.4 percent higher afterwards. Furthermore, they 
estimate that an average of $71 million per year (1992 constant dollars) in addi-
tional shareholder wealth resulted from the layoffs in their sample. Similarly, 
Greenwald, Lettau, and Ludvigson (2021) find that 44 percent of the $34 trillion 
in real equity growth generated by US corporations between 1989 and 2017 
resulted from increased profit shares at the expense of labor compensation. Put 
differently, shareholders captured a larger portion of a slowly growing “pie” 
(relative to the earlier postwar years) at the expense of other groups.

17. Despite all of these consequences from the neoliberal emphasis on maximizing 
shareholder wealth, some University of Chicago economists continue to support 
Friedman’s arguments. For example, Rajan Raghuram (2020) argues:
Yet there is a deeper argument for Friedman’s view, based on the recognition that managers 
will not necessarily squeeze everyone else to favor shareholders. Because shareholders 
get whatever is left over after debt holders are paid their interest and workers their wages, 
management can maximize shareholders’ “residual claim” only if it expands the size of 
the corporate pie relative to these prior fixed claims on it. To the extent that management 
must satisfy everyone else before looking to shareholder interests, it already does maximize 
value for all those who contribute to the firm.

 Although Raghuram admits that too many executives unjustifiably benefitted 
from the use of stock options as an incentive to accomplish the Friedman ideal, 
he concludes that this has been a failure of corporate governance rather than the 
result of an inappropriate goal. However, why he does not link the size of “resid-
ual claims” to lower real wages and benefits provided to many workers, instead 
of considering them to be “fixed claims,” is puzzling.
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18. For a look at how economic conditions have led to despair and resignation, see 
Case and Deaton (2020).

19. Trump claimed that because of President Ronald Reagan’s support for a trade 
agreement with Mexico, which led to the passage of the North American Free 
Trade Act during the Clinton administration, he does not consider the 1980s to 
have been all that great.

20. A prescient Galbraith (1971, 243) predicted the rise of populist politicians like 
Trump in his observation that social conflict would not be between capital and 
labor, but between the highly-educated members of the technostructure and 
blue-collar workers left behind:
Politics also reflects the new division. In the United States suspicion or resentment is 
no longer directed to the capitalists or the merely rich. It is the intellectuals—the effete 
snobs—who are eyed with misgiving and alarm. This should surprise no one. Nor should 
it be a matter for surprise when semiliterate millionaires turn up leading or financing the 
ignorant in struggle against the intellectually privileged and content. This reflects the 
relevant class distinction in our time.

21. For an examination of voters supporting candidates whose policies run counter to 
their economic interests in the age of MMC, see Frank (2004).

22. Glen Atkinson (2008) recounts that the earliest efforts to measure economic 
well-being and progress were made by Institutional and heterodox economists 
like Scott Nearing, who, in the early decades of the twentieth century, sought to 
better understand economic inequality. Atkinson also notes that Department of 
Commerce economists Milton Gilbert and George Jaszi first developed measures 
of gross domestic product in the 1940s.

23. Although Boushey does not cite them, Minsky and Whalen (1996, 159–161) 
make similar points about postwar changes in the adequacy of measures of eco-
nomic well-being.

24. For a contrary view on what Salter describes as the Old Institutionalist school, 
see Whalen (2022); the PKI presented throughout this volume is also evidence 
that runs counter to Salter’s conclusion on Institutionalism.

25. In addition, Powell (2021) highlighted the fact that people of color and workers 
in service industries, such as leisure and hospitality which employ more women 
than men, have disproportionately experienced economic losses (and, of course, 
restoration of those service jobs is likely to be slow and many are not expected to 
return).

26. In more recent testimony before a congressional committee, Powell stated, 
“There is a growing realization, really across the political spectrum, that we need 
to achieve more inclusive prosperity.” He also stressed that the Fed considers 
maximum employment a “broad and inclusive goal” (quoted in Smialek 2021).

27. Quoted in Rappeport and Tankersley (2020).
28. From the vantage point of PKI, it is worth noting that Yellen was also willing 

to re-read and draw on Minsky when addressing the global financial crisis of 
2007–2009 (see Yellen 2009).

29. Quoted in Johnston (2021).
30. As of June 2021, the Biden administration proposed changes to the tax code to 

generate revenue from corporations and rentiers to fund programs addressing 
inequality. These include raising taxes on corporate profits, eliminating the 
carried-interest loophole, and increasing personal taxes on capital gains and high 
incomes. In contrast, most tax and other regulatory changes in the era of MMC 
have primarily benefitted large corporations and affluent households.
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3. Financialization and employment: 
a Post-Keynesian Institutionalist 
understanding of the transnational 
corporation under money manager 
capitalism
Avraham I. Baranes

INTRODUCTION

A troubling development in the post-World War II economy of the United 
States (US) is the well-documented productivity-pay gap: between 1973 and 
2018, productivity increased by 73 percent, while labor compensation only 
increased by 12 percent (Economic Policy Institute 2019).1 Post-Keynesian 
Institutionalism (PKI) argues that this divergence can be explained through 
the changing institutional arrangements in which the “megacorp” enterprises 
of managerial capitalism gave way to the financialized corporations of 
money manager capitalism. A hallmark of this new structure is what William 
Lazonick and Mary O’Sullivan (2000) refer to as the “maximizing shareholder 
value” theory of corporate governance. Based on Milton Friedman’s share-
holder doctrine (1970), this approach argues that the end purpose of enterprise 
activity is to generate as much value as possible for shareholders, defined by 
the stock value of the corporation. As William Lazonick (2008) and David 
Weil (2014) have argued, labor relations have changed drastically as a result 
of this new form of corporate governance.2 The stable, long-term employment 
characterized by managerial capitalism has given way to more job hopping 
and less stable employment. It is increasingly common for workers to be hired 
as independent contractors or work in some form of alternative or contingent 
arrangement—hired for a temporary time with a known end date, rather than 
as a traditional, “permanent” worker.

This chapter argues that the development of these alternative employment 
arrangements and the resulting productivity-pay gap must be understood in 
the context of the financialized business enterprise under money manager 
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capitalism.3 These arm’s-length arrangements offer enterprises an easy way 
to cut costs and improve their liquidity positions so as to increase shareholder 
value through a process of predatory value extraction—enterprises cut costs 
and outsource production-based activities and distribute the resulting gains to 
shareholders through stock repurchases, rather than reinvest in their operations 
(Lazonick 2015). Policy to correct these problems must then emphasize trans-
forming this institutional structure into one that promotes shared prosperity.

This chapter is divided into three main sections. The first discusses the 
development of the financialized transnational corporation (TNC) through the 
lens of PKI. Building on Minsky’s stages of capitalist development (Minsky 
1988; Minsky 1990; Minsky and Whalen 1996–1997) and the Institutionalist 
approach to the business enterprise (Baranes 2020; Baranes and Hake 2018; 
Commons [1924] 2007; Dean 2018; Hake 2007; Veblen [1904] 2013; Veblen 
1908a; Veblen 1908b), I recognize the development of financialization as 
a fundamental shift in the social relations that govern economic activity, espe-
cially with regard to who dictates the direction and purpose of that activity. 
The second section discusses labor and distribution in the context of the TNC, 
emphasizing what Weil (2014) refers to as the “fissured workplace.” As argued 
here, the new forms of labor relations and distributional outcomes are not acci-
dental or simply by-products of the new institutional arrangements. Rather, 
they are intentionally developed to strengthen and develop the value-extracting 
activities of the TNC. The final section discusses several policy changes that 
could begin to provide progressive structural change. Recognizing that there is 
no one “magic bullet” solution, the focus is on policies that can begin to move 
the American economy beyond money manager capitalism.

CAPITALIST DEVELOPMENT AND THE MODERN 
BUSINESS ENTERPRISE

Understanding the effect of financialization on labor first requires an under-
standing of the structural transformation of the business enterprise with the 
development of financialization. In this section that transformation is under-
stood through a Post-Keynesian Institutionalist lens in a way that blends the 
Institutionalist theory of the business enterprise with Hyman Minsky’s theory 
of capitalist development. In doing so, I recognize that money manager cap-
italism and the financialized business enterprise are the result of a historical 
process and must be understood within this historical context. As such, finan-
cialization is understood as the regime of accumulation under money manager 
capitalism and recognized as a fundamental shift in the social relations that 
govern economic activity within the business enterprise.

Charles Whalen (2001, 815) argues that there are three questions to ask 
in the context of Minsky’s stages of capitalist development: “What is the 
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distinctive activity being financed? What is the pivotal source of financing? 
And what is the balance of economic power between those in business and 
banking/finance?”4 While these questions focus on the financing arrangement 
in each stage, we may also apply them to an analysis of the business enterprise. 
As Whalen (2008), Dean (2018), and Baranes (2020) have all shown, different 
stages of capitalism are marked by different forms of dominant enterprise 
organization, each with its own internal balance of power and financing rela-
tions. Recognizing that the business enterprise in the PKI approach is viewed 
through the lens of the “going concern” (Commons [1934] 2009), we may add 
two more questions that specifically emphasize the role of enterprise evolution 
in the context of capitalist development: How does the enterprise reproduce 
itself as a going concern? And to what extent is the community separated from 
its capital, defined in Institutionalist terms?

The business enterprise in the PKI approach is viewed through the lens of 
the going concern—its purpose is to engage in sequential acts of production 
through historical time (Lee 2012). Central to this concept is the Institutionalist 
theory of capital, capital accumulation, and capital appropriation (Baranes and 
Hake 2018; Ranson 1987). In The Theory of Business Enterprise, Thorstein 
Veblen ([1904] 2013) discussed the development of the corporation as an out-
growth of transformations in credit and the financing of capital development. 
As part of this development, Veblen traced how the institution known as the 
business enterprise has transformed within the context of transformations in 
the way in which capital is understood. This is extended upon in two articles 
published in 1908 (Veblen 1908a; Veblen 1908b), in which he argues that 
the concept of capital emerges from the community’s knowledge stock and is 
appropriated by the business enterprise through tangible and intangible prop-
erty rights.5 Understanding the business enterprise from the PKI perspective, 
then, requires an understanding of that emergence and appropriation.

The theory of capital from an Institutionalist perspective emerges out of 
the Institutionalist theory of technology, “a process that itself is defined by 
the nature of social relations within the community” (Baranes and Hake 2018, 
432). Clarence Ayres (1952) defines technology in the context of tool-skill 
combinations. The development of these tools depends on the size and acces-
sibility of the joint stock of knowledge, and the skills developed to use these 
tools depends upon the value structure of the underlying social institutions 
(Lower 1987; Munkirs 1988). Capital development occurs when new additions 
to the joint stock of knowledge are made that allow for the development of 
new tool-skill combinations (Ayres 1944). As such, capital accumulation from 
the Institutionalist perspective is the result of a socially and community driven 
process where new knowledge is created and added to the existing institutional 
structure (Bush 1983; Bush 1987). From this perspective, the productivity 
of all assets depends on the community’s joint stock of knowledge, and the 
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primary focus is on the degree to which ownership of capital assets and the 
community itself are separated within the enterprise’s structure.

In a capitalist economy, the community’s capital is embedded within, and 
its use dictated by, the business enterprise. However, just as capitalism is 
dynamic and changes over time, so too does the dominant form of enterprise 
and the social relationships embedded in the community’s capital. Of key 
interest in the PKI perspective are the relationships between the community, 
capital users, capital managers, and capital owners at various stages in capi-
talist development.6 At different stages, the relationships between these four 
agents change based on access to the joint stock of knowledge (Dean 2018). 
As such, PKI answers the five questions above at each stage of capitalist 
development—with its unique form of dominant enterprise—in the context of 
the relationships between these four agents.

Merchant capitalism, the initial stage in Minsky’s theory, was dominated by 
the sole proprietorship or partnership model.7 Under this form of organization, 
the owner of the enterprise was the capital owner, capital manager, and often 
the capital user—though additional labor could be hired—and the life of the 
enterprise was tied to the life of the owners (Chandler 1977). A key aspect of 
this stage was the use of intangible and tangible property rights that allowed 
owners a mechanism for capturing economic returns generated by the com-
munity’s joint stock of knowledge.8 As such, owners were able to “lock out” 
the community from its joint stock and demand a monetary return for use of 
productive assets (Baranes and Hake 2018). As a result, production occurred 
for the purpose of market transactions, rather than final consumption as in 
pre-capitalist societies, and enterprise strategy emphasized the creation and 
maintenance of bargaining transactions (Commons [1934] 2009; Heilbroner 
and Milberg 2012).9 Rather than large machinery, production activities 
required specialized tools (Heilbroner and Singer 1994; Whalen 2001), and 
financing for this activity was provided either internally through retained 
earnings or in the form of merchant and commercial banking, the purposes of 
which were to finance the transport of goods and “vouch for the legitimacy 
of distant trade partners” (Minsky 1990, 67). Ultimately, enterprises under 
merchant capitalism reproduced themselves as going concerns through a suc-
cessful sales effort and the community was separated from its joint stock of 
knowledge in the form of bargaining transactions (Commons [1934] 2009; 
Dean 2018).

New innovations in production and transportation during the industrial 
revolution—most importantly, the development of the railway system—
expanded both production capabilities and the size of the market, giving 
rise to industrial capitalism.10 As small owner/operators could not afford the 
high fixed costs of industrial capital, the industrial corporation took hold as 
the dominant enterprise, supported by “financial organizations that could 
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mobilize the resources needed for factory manufacturing, capital-intensive 
transportation, mills, and mines” (Whalen 2001, 810). Key to this new indus-
trial enterprise is the internal separation of the production-based activities and 
control over the production process. The former includes the tangible assets 
and capital users, while the latter embodies the capital managers and owners in 
charge of ensuring an ongoing flow of funds to the enterprise and interacting 
with capital users in the form of managerial transactions (Commons [1934] 
2009). As such, the enterprise’s reproduction as a going concern in industrial 
capitalism depends less on the technical ability to produce and sell output than 
on whether or not that output can be sold at a high enough price to cover costs, 
including the costs of servicing debt undertaken to finance expansions of plant 
and equipment (Keynes [1936] 1964; Veblen [1904] 2013).11

Financing for these expansions came primarily from investment bankers 
and sales of equity, with investment bankers obtaining power to influence 
the direction of the enterprise (Chandler 1977; Minsky 1988; Whalen 2001). 
These bankers exerted this influence to generate combinations and reduce 
the cutthroat competition that threatened the ability of industrial corporations 
to operate as going concerns. “They [investment bankers] sought to protect 
cash flows that the firms they financed generated by forming trusts, cartels, 
and monopolies. Entry was the great villain which can destroy asset values 
and therefore the foundations of secure financing: barriers to entry had to be 
erected” (Minsky, quoted in Atkinson and Paschall 2016, 74). This develop-
ment of banker capitalism—and with it a robust financial system and credit 
market—fully separated capital managers in charge of the activities of the 
enterprise and the capital owners, and generated the separation of ownership 
and control that is a hallmark of modern business enterprise (Berle and Means 
[1932] 2009; Veblen [1904] 2013; Veblen [1923] 2009).12

Stock ownership, what Commons ([1934] 2009) refers to as incorporeal 
property, represents both the wealth of the owner and a promise of payment in 
the form of profit distributions. As such, the primary focus of capital owners 
is the increase in value of this incorporeal property, which depends not on the 
productive capacity of the enterprise but its perceived earning capacity. To 
reproduce itself as a going concern, the enterprise must maintain its valuation 
and revaluation of incorporeal property at higher rates. A revaluation at a lower 
rate—or even a less than expected increase—may cause shareholders to panic, 
leading to a sell-off (Keynes [1936] 1964; Minsky [1975] 2008; Veblen 
[1904] 2013). Under this joint-stock organization, the community, capital 
users, capital managers, and capital owners are all separate entities and engage 
in different parts of the provisioning process.13 As Baranes and Hake (2018) 
argue, capital is not accumulated under this form of organization; rather it is 
appropriated in that the enterprise capitalizes upon its ability to lock out the 
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community from its joint stock of knowledge for the purpose of new debt and 
equity issuances and to swell its expected valuation.

Banker capitalism ended with the Great Depression and the New Deal 
legislation, which gave rise to the era of managerial capitalism dominated 
by the megacorp enterprise—a large conglomerate with corporate/capital 
managers dictating the direction of economic activity (Eichner 1976). These 
managers were at the top of a rigid managerial hierarchy and could be thought 
of as “organization men” who “tended to act in the interests of the organi-
zations, rather than of just themselves; their own career success depended 
on the success of the whole enterprise” (Lazonick 2010b, 682). Economic 
activity emphasized long-term macroeconomic growth, with financing of 
that activity occurring through a retain-and-reinvest strategy for profits, aided 
by government financial assets accumulated as a result of wartime deficits 
(Eichner 1983; Minsky [1986] 2008; Lee 1999). At the industry level, 
a bifurcated (core and periphery) type of structure developed, with a group of 
megacorp enterprises taking the dominant central decision-making role and 
smaller enterprises—franchises, small businesses, and subsidiaries—forming 
the periphery to carry out the actions and decisions of the core (Galbraith 1967; 
Munkirs 1985; Munkirs and Knoedler 1987). While the megacorp is character-
ized by the separation of capital users, managers, and owners, as under banker 
capitalism, the balance of power rests with the capital managers, who view the 
going concern of the enterprise in the context of long-run growth. Issuances of 
stocks and debt financing were secondary to the internal generation of funds 
for investment, and, as such, short-term fluctuations in the stock prices were 
less of a concern (Eichner 1976).

Money manager capitalism began to emerge in the 1970s during a period 
of political and economic turmoil.14 As a result, enterprises underwent a trans-
formation of governing principles, led by what Lazonick and O’Sullivan 
(2000) refer to as the shareholder primacy theory of corporate governance. 
Rather than retain cash when no new investment opportunities were avail-
able, enterprises were restructured to incentivize managers to “disgorge 
the cash rather than investing it at below the cost of capital or wasting it on 
organizational inefficiencies” (Jensen 1986, 324). Shareholders were seen as 
the principal claimants on corporate profits and managers needed to act as 
their agents (Friedman 1970; Jensen and Meckling 1976). New institutional 
arrangements linked management pay to enterprise performance, measured by 
shareholder value in the form of return on equity and earnings per share (Fama 
and Jensen 1983). The shareholder revolution that spurred the fourth major 
merger wave—comprised of leveraged buyouts, corporate breakups, and 
hostile takeovers—put financial motives, incentives, and institutions firmly 
at the center of economic activity (Greer 1992; Krippner 2011; Lazonick 
2010a). Institutional investors began to dominate financial markets and the 
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business enterprise. “The aim of money managers, and the sole criterion by 
which they are judged, is the maximization of the value of investments made 
by fund holders. As a result, business leaders became increasingly sensitive to 
short-term profits and the stock market valuation of their firms” (Whalen 2001, 
814). It is this increased focus on short-term financial gains and the increased 
power and importance of financial markets, motives, institutions, and elites 
in economic decision-making that defines enterprise activity under money 
manager capitalism and what is meant by a financialized business enterprise 
(Admati 2017; Epstein 2002; Haldane 2016; Lapavitsas 2013).

As a concept, financialization refers to this structural shift in economic 
organization that recognizes the importance of financial valuation in corporate 
governance and the changing strategy, organization, and financing of the 
business enterprise as a result (Lazonick 2008). Greta Krippner (2005, 174) 
refers to financialization as “a pattern of accumulation in which profits accrue 
primarily through financial channels, rather than through trade and commodity 
production.” With this in mind, the dominant form of enterprise under money 
manager capitalism is the financialized TNC.

As described by Claude Serfati (2008), the TNC is better understood not 
as a unique producer, but as a financial center—it is a network where com-
mands are delivered from a central node, the capital manager, and carried out 
by peripheral nodes, called special purpose entities (SPEs). These SPEs are 
subsidiaries and independent contractors that carry out various production 
and value-creation activities; in the grand scheme of the TNCs, these are the 
capital users. The value created by the SPEs is then appropriated by the capital 
managers at the core and used in ways to swell the enterprise valuation in 
the best interests of the capital owners, generally through stock repurchases 
(Jo and Henry 2015; Lazonick 2014a; Lazonick 2017; Jo 2019). Further, 
because these SPEs are generally subsidiaries and independent contractors, it 
becomes easier to liquidate the activity if needed, and the costs of maintenance 
and depreciation may be shifted to third parties (Froud et al. 2000), with the 
savings distributed to shareholders. David Peetz (2018) refers to this phenom-
enon as “not there” capitalism. Through clever contracting, the TNC is able to 
maintain control over economic activity while minimizing its exposure to costs 
and accountability:

The key methods of “not there” contracting are: the retention of control by a central 
capitalist entity (“core capital”—these are, for example the lead firms in supply 
chains); production is undertaken within smaller entities (“peripheral capital”) 
which is formally separated from core capital; peripheral and core capital are linked 
by contract; and labor is ostensibly and directly controlled by peripheral capital. In 
turn, that labor may be classed as “employees” or as “contractors,” depending on the 
context. (Peetz 2018, 48–57)



Source: Bureau of Economic Analysis (2020) and author’s calculations.

Figure 3.1 Breakdown of assets for US nonfinancial corporations, 
1960–2018
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Maintaining liquidity and arm’s-length relationships is a hallmark of the 
TNC. Production-based activities for nonfinancial corporations are pushed 
off balance sheets in favor of increasing liquidity arrangements and financial 
assets that can more easily increase shareholder returns (Davis 2016; Davis 
2018). Data from the integrated macroeconomic accounts supports this view 
of an increasingly “financial” nonfinancial corporation, as seen in Figure 3.1. 
Between 1960 and 1984, nonfinancial assets comprised at least 70 percent 
of the total assets for US nonfinancial corporations. However, in the 1980s 
and 1990s, this began to change. From 1984 to 1994, nonfinancial assets as 
a percent of total assets fell from 70 percent to 60 percent. By 1999, nonfinan-
cial assets composed approximately 55 percent of total assets and this 55:45 
ratio has been largely maintained ever since.

The main driver of the declining share of nonfinancial assets has been the 
reduced importance of property, plant, and equipment (PPE). Indeed, the 
decline in PPE follows closely the decline in nonfinancial assets, falling from 
approximately 60 percent of total assets prior to 1984 to 41 percent of total 
assets in the years since. Meanwhile, ownership in various types of equities 
and investment funds has become a more prominent feature of nonfinancial 
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corporations’ balance sheets.15 Prior to 1984, these assets represented less than 
10 percent of total assets. Between 1984 and 1999, they climbed to 27 percent 
of total assets before falling after the bursting of the dot-com bubble. Since 
then, these assets have represented approximately 20 percent of total assets for 
nonfinancial corporations.

The financialized TNC, then, represents the dominant form of enterprise 
under money manager capitalism. The organization of such an enterprise 
emphasizes the loose ties between the financial core and productive periph-
ery, prioritizing the ability to quickly downsize, shed costs, and improve its 
liquidity position (Davis 2018; Froud et al. 1996; Froud et al. 2000; Lazonick 
2013). Managerial strategy emphasizes distributing these gains to sharehold-
ers, rather than reinvesting in productive capacity or improving wages, even 
if doing so threatens the long-run viability of the enterprise and giving rise to 
what Lazonick and Shin (2020, 217) refer to as “predatory value extraction.” 
The following section examines the effect of this new enterprise organization, 
a central institution under money manager capitalism, on labor relations and 
the distribution of income and wealth.

THE FINANCIALIZATION OF EMPLOYMENT

The evolution of business described above makes clear that, as the productive 
capabilities of the industrial system became more advanced, new methods of 
organization became necessary to maintain the value of intangible property 
and other assets, resulting in new modes of financing and new industrial rela-
tionships. From a Post-Keynesian Institutionalist view, there has been a split 
between the technical capabilities of the industrial system and the value system 
governing the use of those productive capabilities.16 Rather than recognize that 
new technical capabilities require different economic governance systems, 
modern economic and social institutions have re-established the finance 
capitalist (banker capitalist) principles of maximizing the value of incorporeal 
property. Financialization, from this lens, is but the latest form of this type of 
structural change—a sort of old wine in a new bottle.

In this section, I discuss the changing labor relationships that have emerged 
as a result of the financialization of the economy. Of key interest, in line with 
Peetz’s (2018) view of “not there” capitalism, I emphasize contingent labor 
as a key feature of a financialized economy and the distributional effect this 
has had. Ultimately, this section advances the notion of what I am calling the 
financialization of employment, in which labor relations function to improve 
enterprise liquidity and allow for predatory value extraction without affecting 
the productivity of the enterprise as a whole. The culmination of these changes 
is the well-documented productivity-pay gap, presented at the start of this 



A modern guide to Post-Keynesian Institutional economics68

chapter. Understanding the financialization of employment will go a long way 
in illuminating what has caused this division and what policy can do about it.

This section begins with an investigation into the structural transformation 
of labor, emphasizing what Weil (2014) refers to as the fissured workplace. 
This builds on the discussion of the TNC above and its emphasis on contract-
ing and keeping production activities at arm’s length compared to the in-house 
production of the traditional megacorp during managerial capitalism. Then, 
I discuss the effect that financialization and changing labor relations have had 
on income and wealth distribution, giving deeper context and meaning to the 
financialization of employment.

The Transformation of Employment Relations

The development of the TNC as the dominant form of enterprise brings with it 
a transformation in employment relations. Gone are the traditional labor rela-
tionships of managerial capitalism, in which corporations were characterized 
by rigid hierarchies, linear promotion, and lifetime employment. In its place 
are job hopping, long hours, job uncertainty, and low wages (Golden 2009; 
Lazonick 2010a; Lazonick 2010b). This change is not accidental, nor simply 
an unfortunate by-product of financialization—it is a key feature of the new 
institutional arrangements.

In a 2017 survey, the Bureau of Labor Statistics (BLS) found that alter-
native work arrangements accounted for 10.1 percent of total employment 
in the United States.17 Contingent workers represented 3.8 percent of total 
employment.18 Compared to noncontingent and traditional workers, contingent 
workers and those with alternative arrangements had lower median weekly 
incomes, were less likely to have employer-sponsored health insurance, and 
were less likely to be eligible for employer-provided pension or retirement 
plans (BLS 2018). Work by Skalski (2002) found that the gap between con-
tingent and noncontingent labor was primarily due to differences in training 
and worker productivity, emphasizing that contingent workers receive less 
on-the-job training than their noncontingent counterparts.

In his study of new institutions surrounding labor markets, Weil (2014) 
describes the fissured workplace as the prevalence of third-party labor arrange-
ments, contracted gig work, and other alternative work arrangements in the 
TNC. His argument is that “the fissured workplace is not simply the result of 
employers seeking to reduce wages and cut benefits. It represents the intersec-
tion of three business strategies, one focused on revenues, one on costs, and 
one on providing the ‘glue’ to make the overall strategy operate effectively” 
(Weil 2014, 8). The first strategy, emerging from the economic crises in the 
1970s, was a focus on core competencies, effectively ending the conglomerate 
form of organization. In its place strategies evolved to refocus on brand build-
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ing and economies of scale and scope in core production (Chandler 1990). 
“As a result, companies outsourced customer relations to third-party call 
centers; manufacturers shifted production to networks of subcontractors for 
subassemblies; and private, public, and nonprofit organizations contracted out 
everything from cleaning and janitorial services to payroll and human resource 
functions” (Weil 2014, 11).

As part of enterprise restructuring, employment activities were outsourced 
to third parties as well, composing the second key strategy of shedding costs 
by reducing employment (Weil 2014). The decisions to hire labor became 
largely separated from the core enterprise, with periphery entities in control 
of this process (Peetz 2018). As such, core enterprises cut costs by shifting 
the burden of employment onto third parties. This allowed management to 
show higher profits to satisfy shareholders and, if need be, quickly shed these 
contracts as needed. As Whalen (2008) and Froud et al. (1996) have argued, 
financialized labor effectively operates in a spot market, where it is bought and 
sold as necessary.

The ability for enterprises to engage in these strategies hinges on the ability 
to develop institutions that govern the relationship between the core and 
periphery nodes of the TNC. In other words, the core must be able to develop 
organizational structures that allow it to monitor standards of performance 
“and impose real costs if the affiliated companies fail to live up to them” (Weil 
2014, 12). These structures ensure that standards surrounding quality and 
service are met. As a result, there has been a rise in different forms of moni-
toring, tracking, product identification, and shipping and delivering processes 
that have emerged with the rise of the TNC and the prevalence of globalized 
supply chains (Serfati 2008; Serfati and Sauviat 2019; Weil 2014). Enterprises 
are able to focus on their core competencies and expand their margins and 
markets while simultaneously ridding themselves of the costs of other “nones-
sential” activities. This includes employment activities, which have “been split 
off, shifted to a range of secondary players that function in more competitive 
markets and are separated from the locus of value creation” (Weil 2014, 14). 
These new employment relations are not an accident—they are a key feature of 
money manager capitalism and the financialization of the business enterprise.

Contributing to this financialization of employment has been the devel-
opment of globalization and the offshoring of production-based activities. 
Bronfenbrenner and Luce (2004) showed that outsourcing was becoming 
increasingly common among United States corporations, with white-collar and 
service industry jobs among those increasingly likely to be offshored. They 
also found that unionized workers were “disproportionately affected by U.S. 
production shifts” (Bronfenbrenner and Luce 2004, 27). As Bronfenbrenner 
(2000) found, enterprises used plant closings and offshoring as a threat in 
union negotiations, even when the threat was not followed through. The 
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primary argument for this offshoring is maintaining competitiveness in the 
face of higher labor costs domestically compared to abroad. However, it should 
be noted that it is primarily large, profitable, and well-established publicly 
held companies that are outsourcing production (Bronfenbrenner and Luce 
2004). Further, the gains from this offshoring, as shown by Lazonick (2015) 
and highlighted later in this section, have been primarily used to increase 
short-term profits through stock repurchases, rather than to reinvest in pursuit 
of productivity gains. As a result, labor has found itself on a more uncertain 
footing, with fewer protections and less stability in the face of recessions and 
economic downturns, and, as will be shown later in this section, receiving less 
when the economy grows.

This is made more problematic by the increased influence of private equity 
in enterprise activity. In a financialized economy, private equity firms repre-
sent “financial ‘intermediaries’ … that raise large pools of capital from wealthy 
individuals and institutions for investment funds, which they use to buy out 
companies” (Batt and Appelbaum 2015, 197). This is done through a leveraged 
buy-out process, where the company is purchased primarily through taking on 
high levels of debt, which is then put on the balance sheet of the purchased 
firm—indeed, Batt and Appelbaum (2015, 200) find that “private equity funds 
typically acquire companies using about 30 percent equity, while loading the 
companies with 70 percent debt.” The equity partners themselves, further, 
invest less than 2 percent of the equity, meaning they are responsible for less 
than 1 percent of the purchase price (Covert 2018). After the company is taken 
over, the new managers shed costs by selling off business units, restructuring 
various labor and retirement contracts, and downsizing employment. Given the 
high debt that the company is saddled with as a result of the buyout, however, 
these savings are generally devoted to interest payments, rather than innova-
tions or improvements in production. If the equity firm can sell the company 
at a profit, the gains are magnified—general partners receive approximately 20 
percent of the returns (Batt and Appelbaum 2015). However, if the company 
fails, “the costs of bankruptcy do not fall on private equity, but on the portfolio 
company and other stakeholders—employees, retirees, suppliers, creditors, 
and others” (Batt and Appelbaum 2015, 197). Effectively, private equity funds 
participate in a low-risk, high-reward process whereby gains are dispropor-
tionately distributed to financialized interests and losses are disproportionately 
shouldered by labor and other production-based activities.19

Under the network organization of the TNC, independent contractors, 
staffing and temp agencies, on-call workers, and the gig economy in general 
should be thought of not as labor in the normal sense, but as their own branch 
of the network. This new structure has had detrimental effects on the standing 
of labor that contributes to various distributional problems. For one, such 
a structure has reduced upward mobility: as employees of staffing agencies 
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or independent contractors, these workers do not have access to the same 
training and promotion opportunities that traditional employees have, which 
limits potential earnings, especially for low-wage workers (Weil 2017). 
Contracted cleaners and security guards, for example, have been found to 
earn 15–17 percent less than their in-house peers and are less likely to receive 
benefits. In general, contingent workers earn 10.6 percent less per hour than 
traditional workers and are about two-thirds less likely to have work-provided 
retirement savings plans (Kessler 2018). Deborah Goldschmidt and Johannes 
Schmieder (2015) find that these losses stem from a loss of firm-specific rents, 
which implies a strong cost-saving incentive to outsource these employment 
relations and rid the enterprise of the responsibility for making certain social 
contributions a part of labor compensation, allowing for greater distributions 
to shareholders.20

It is true that as a percent of value added for nonfinancial corporations, social 
contributions made by employers—health insurance, retirement matching, job 
training, etc.—have increased since 1960, from approximately 6 percent to 
just over 11 percent. Despite the increase, there are several problematic factors 
with this increase in the context of a financialized economy. First, as will be 
discussed below, wages as a percent of value added for nonfinancial corpora-
tions have fallen over the same time period from approximately 65 percent to 
59 percent; as a result, total labor compensation as a percent of value added has 
not changed all that much. However, these social contributions represent an 
additional cost in hiring workers, especially full-time workers. As such, when 
increased demand necessitates an expansion of employment, it is more likely 
that enterprises will bring on contingent or part-time labor, or extend the hours 
of those already employed (Golden and Figart 2000).

There is also the question of who is responsible for ensuring not only that 
alternative work arrangements meet federal guidelines on fair labor standards, 
but also that the appropriate social contributions are made. As Goldman 
and Weil (2020) point out, laws that regulate employment typically assume 
a straightforward relationship between employer and employee—a relation-
ship that does not exist under alternative work arrangements. Companies are 
able to distance themselves from social contributions and violations of labor 
standards, claiming that, because these workers do not officially work for 
the company, they are either independent contractors or employees of temp/
staffing agencies; thus, companies argue, labor violations, training, and other 
social contributions are not their concern or responsibility (Mojtehedzadeh 
2018; Rohan and Musuraca 2018; Weil 2014).

These new institutional arrangements are directly linked to the primary 
activity of the business enterprise—what Lazonick and Shin (2020) refer to as 
predatory value extraction. Under managerial capitalism, with its emphasis on 
long-term economic growth and traditional labor relations as a means of being 
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a going concern, enterprises generally followed a retain-and-reinvest strategy, 
where accumulated profits were used to generate new value-creating capa-
bilities, retain workers, and generate shared economic prosperity (Lazonick 
2010b; Minsky 1990; Minsky and Whalen 1996–1997; Wray 2009). As 
a financialized enterprise operating to maximize shareholder value, however, 
the going concern depends upon its ability to create value for shareholders. 
While traditional value-creation activities can and do generate these returns, 
they generally do so over a long time horizon. Shareholders—with their easily 
liquidated positions—may not have the patience necessary to wait for these 
projects to be completed (Haldane 2016).

The new structure of the TNC leads to value created by the peripheral nodes 
being extracted by core financial capital (Admati 2017; Serfati 2008; Zingales 
2017). Rather than reinvest this value in capacity expansion, new employ-
ment, and other value-creating activities, the TNC uses it to reinforce its 
position through acquiring SPEs and intangible assets (to expand its extraction 
capabilities) and repurchasing shares to increase returns to absentee owners. 
Effectively, the TNC operates on a “downsize and distribute” model, shifting 
production activities to contracted third parties that are more easily shed and 
liquidated than if they were in house, and distributing the gains to shareholders 
rather than reinvesting in production:

Even in blue-chip companies, whose management once built factories and market 
share, operating management becomes an endless series of cheap financial dodges: 
this year’s target is met by ending the defined benefit pension scheme, which saves 
labor costs, and next year’s dodge is leasing the trucks so that the capital appears on 
somebody else’s balance sheet. (Froud et al. 2000, 19)

This institutional transformation has had an important impact on distribution. 
As shown below, falling capital investment, stagnant real wages, and increased 
income and wealth inequality are not simply side effects of financialization. 
They are a result of intentional decisions made by the TNC to swell share-
holder value by engaging in predatory value extraction (Baranes 2017; 
Lazonick 2014a; Tulum and Lazonick 2018).

Distribution in a Financialized Economy

The changing structure of the business enterprise and the associated changes 
to labor relations have brought with them a change in income and wealth 
distribution, with the outcome favoring those at the top. Since 1980, median 
household income has lagged behind economic growth. While GDP per 
household has increased over 60 percent, real median household income has 
increased by approximately 20 percent, with much of this increase occurring 
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Figure 3.2 Distribution and investment as a percent of value added for 
US nonfinancial corporations, 1960–2018
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from 1994 to 1999. In 1999, real median income peaked at $61,526; nearly 
20 years later, it has increased to only $63,179, or an increase of 0.14 percent 
per year (Pressman and Scott 2020).21 This stagnation is consistent with the 
trend of wages as a percent of value added for US nonfinancial corporations, 
shown in Figure 3.2. In 1960, wages comprised 65 percent of net value added. 
In 2013, after the Great Recession, they had fallen to 56 percent of value 
added. Since then, they have recovered as the economy recovered, reaching 59 
percent in 2018, but are still below the levels reached in managerial capitalism. 
Shareholder distributions, however, have seen an opposite trend. In 1960, div-
idend payments were approximately 5.5 percent of net value added. By 2018, 
these had increased to approximately 9.6 percent.

Dividend payments are only part of the distribution to shareholders; it is also 
important to address the rise of share repurchases. In 1982, the Securities and 
Exchange Commission (SEC) authorized Rule 10b-18, which allowed compa-
nies to repurchase their own common stock on the open market (SEC 2016). 
Since then, nonfinancial corporations have become net purchasers of equity, 
rather than net issuers (Lazonick 2015; Rubio 2019). If we combine dividends 
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Figure 3.3 Breakdown of distributions to shareholders between 
dividends and share repurchases, 1960–2018
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and share repurchases, as seen in Figure 3.3, we see that distributions to share-
holders, while volatile, have increased throughout money manager capitalism, 
with much of the increase coming after the bursting of the dot-com bubble. In 
2002, US nonfinancial corporations distributed 7 percent of net value added to 
shareholders. These distributions peaked at 20 percent, just before the Great 
Recession in 2007, but have since then comprised approximately 15 percent 
of net value added. It is worth noting that prior to 1984, distributions to share-
holders were generally around 5 percent of net value added.

The increased importance of share repurchases can be seen in the pattern of 
distributions to shareholders as well, seen in Figure 3.3. Between 1984 and 
1990, stock repurchases accounted for approximately 43 percent of funds 
distributed to shareholders of US nonfinancial corporations before dipping 
during the recession of the early 1990s. Repurchases remained fairly low 
during the 1990s expansion, but saw a rise during the housing boom: between 
2004 and 2007 share repurchases increased from 18 percent of distributions to 
55 percent. Since 2010, share repurchases have comprised approximately 38 
percent of distributions to shareholders. This prevalence of stock repurchases 
as a means of distributing funds to shareholders has important consequences 
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for economic stability. An enterprise choosing to devote funds to share repur-
chases is simultaneously choosing not to devote those funds to wage increases, 
employment increases, or long-term growth-generating expansion.

The above is what is meant by predatory value extraction (Lazonick and 
Shin 2020). Enterprises divest themselves and reduce their investments in 
productive, value-generating capabilities, and use these savings to repurchase 
stock and swell shareholder value. This type of activity benefits primarily 
those who own stock, and this ownership is not evenly distributed. Edward 
Wolff, in his study of concentration in stock ownership, found that “despite 
the fact that almost half of all households owned stock shares, either directly 
or indirectly through mutual funds, trusts, or various pension accounts, the 
richest 10 percent of households controlled 84 percent of the total value of 
these stocks” (Wolff 2017, 19). As a result, income distribution has shifted 
to benefit top income earners while the bottom has suffered. Emmanuel Saez 
and Gabriel Zucman (2019) found that between 1978 and 2018, the bottom 50 
percent of income earners saw their share of pre-tax national income fall from 
20 percent to 12 percent; meanwhile, the top 1 percent of income earners saw 
their share rise from 11 percent to 20 percent in the same time period. Further, 
Saez and Zucman found that the bottom 50 percent of income earners—122 
million adults—earned a pre-tax-and-transfer average income of $18,500 in 
2019. That same year, the middle class, defined as including the 50th to 90th 
income percentiles, earned $75,000, while the upper-middle class and rich 
earned $220,000 and $1.5 million in average income, respectively. In the view 
of Saez and Zucman (2019, 5), “The striking fact about the American economy 
is not that the middle class is vanishing. It’s how little income the working 
class makes.”

Pavlina Tcherneva (2017) found that, prior to 1980, the majority of income 
growth (including capital gains) during business cycle expansions had gone to 
the bottom 99 percent of income earners. However, starting in the 1980s, the 
top 1 percent saw their size of the economic pie grow at a much larger rate, 
earning approximately 45 percent of income gained during the 1982–1990 
and 1991–2000 expansions. During the 2001–2007 and post-Great Recession 
recoveries, approximately 75 percent and 55 percent of income gained (respec-
tively) went to the top 1 percent. This supports research from Lonnie Golden 
(2012), who found that between 2002 and 2007, the top 1 percent of income 
earners saw a 10.1 percent annual income growth, while the other 99 percent 
saw 1.3 percent growth. Further, Tcherneva found that over the course of the 
business cycle, measured peak to peak, incomes for the bottom 90 percent of 
income earners actually fell in four of the last five cycles.22 In other words, 
recovery and expansion are not being felt by the vast majority of households—
they are unable to regain their incomes lost during the recession before the 
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next one hits. “The rising tide no longer lifts most boats. Instead, the majority 
of gains go to a very small segment of the population” (Tcherneva 2017, 3).

Financialization, money manager capitalism, and the structure of the TNC 
may be recognized as a massive wealth and income redistribution from bottom 
to top. Value is created by the SPEs and appropriated by core capital, to be 
distributed to shareholders through share repurchases. The new labor relations 
that have emerged reflect this new form of enterprise organization and strategy 
and, as such, are not accidental or simply by-products—they are part and 
parcel of a financialized enterprise. In the next section, several policy propos-
als that could potentially move towards a solution are discussed.

PUBLIC POLICY FOR FINANCIALIZED LABOR

We now turn to what policy can do to begin to address the financialization 
of employment, and money manager capitalism in general. Goldman and 
Weil (2020) describe what they call a “concentric circle” approach—the 
main problem is that many workers in a financialized economy are treated as 
employees but classified as independent contractors. This allows the enterprise 
to cut them off from benefits and rights tied to employment, and reduces the 
bargaining power of labor in general. At the core of their proposed solutions—
the innermost ring of the circle—are rights and benefits that should not be tied 
to employment, but to work itself. “These are workplace protections that have 
been recognized in both laws and judicial interpretations as fundamental and 
feasible to provide to all workers” (Goldman and Weil 2020, 3). This includes 
the right to be compensated for work, freedom from discrimination and retali-
ation, access to safe working environments, and other similar basic rights. The 
middle circle represents rights that are associated with the legal characteristics 
of employment. Under this approach, employment is the default position, “so 
unless employment is disproven for a particular set of workers, this set of 
workplace protections would apply” (Goldman and Weil 2020, 3). The goal of 
this circle, then, is to do away with the ability for employers to keep workers 
in their company at arm’s length and push the responsibility of following 
workplace standards to third parties. Finally, the outer ring represents policies 
that make it easier for workers to access benefits that promote mobility and 
welfare. This involves making the same kinds of social contributions and pro-
viding the same kinds of benefits for all workers—including family leave and 
medical leave, retirement savings, job training, worker’s compensation, and 
unemployment insurance—including those in alternative work arrangements.

The above framework recognizes the transformation of employment rela-
tions and focuses on bridging the gap between alternative and traditional 
arrangements. Incorporating the issues of financialization and the development 
of the TNC, a number of other policies can be implemented to recognize the 
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structural reality of money manager capitalism and move beyond it. One 
important set of policies, discussed by Saez and Zucman (2019), would 
be changes to the tax code to incentivize production-based—rather than 
financial—activities. In their work, they show how changes to the tax code—
primarily increases in the payroll tax, sharp cuts to tax rates paid by the top 
income bracket, and cuts to the corporate income tax—have disincentivized 
labor and promoted wealth hoarding through different treatments of capital 
gains and incomes. Rewriting the tax code to reverse this trend is an important 
part of correcting financialization.

One change would be to eliminate the cap on the payroll tax while lowering 
the rate at the bottom to promote a more equitable distribution of burdens 
and income.23 Second, the imposition of a financial transactions tax could 
potentially curtail stock repurchases. Given the volume of these transactions, 
such a tax would not need to be especially large to be effective. For example, 
in 2018 and 2019, companies spent $806 billion and $727 billion respectively 
in stock repurchases (S&P Global 2020). Even a 1 percent tax would go a long 
way to incentivize enterprises to devote those funds to other means. Finally, 
a change to the capital gains tax, to recognize how company stock is used 
as a means of payment for upper management, is warranted. As mentioned 
above, the shareholder primacy theory of corporate governance required 
bringing shareholder and managerial interests in line, achieving this through 
stock-based compensation. As a result, stock-based compensation has become 
an important part of managers’ pay.24 When that stock is sold, the seller pays 
the capital gains tax on the income received, with the top tax rate on capital 
gains being less than the top tax rate on income (Saez and Zucman 2019). 
Therefore, a redesign of the capital gains tax—either by increasing the top 
tax rate or extending the length of time between the short-term and long-term 
capital gains tax—is necessary to change incentives.25 Failure to do so is 
a failure to recognize the way in which incomes are earned at different income 
levels; any attempt to address income inequality without addressing this will 
be doomed to failure.

Many Post-Keynesian Institutionalists have pushed for the implementation 
of a job guarantee program, modeled after the Works Progress Administration 
of the New Deal.26 At the most basic level, the job guarantee involves hiring 
anyone willing and able to work at a predetermined wage to complete public 
investment projects such as infrastructure rebuilding, creating public artwork, 
provide care work, and more. The funding for the program is federally granted, 
but implementation is conducted locally, as the community itself is most 
likely to know what it needs. While these proposals generally emphasize the 
way in which such a policy can be used in conjunction with policies to tackle 
issues such as climate change, I argue here that one of the key benefits of such 
a program is the way in which it addresses the effect of financialization on 
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labor. Labor relations under the TNC operate as a branch of a larger network, 
where value is extracted by core capital and employment depends on the 
ability to generate returns to shareholders. A job guarantee program could 
detach labor from this TNC network and realign the labor process with the 
needs of the community as a whole.

Finally, a restructuring of the enterprise in a way that diminishes the share-
holder primacy view of corporate governance is needed. William Lazonick 
(2010a; 2014b; 2016) has proposed his theory of innovative enterprise to 
directly challenge the financialized corporation. In this view, enterprises are 
social structures embedded within an institutional environment. As such, there 
is more investment in an enterprise than simply investment from shareholders. 
Workers, for example, invest when they undergo enterprise-specific training 
and have an interest in the reproduction of the enterprise as a going concern 
insofar as their livelihood is tied to the enterprise. The general public also 
invests in enterprises through the financing of scientific research and other 
public investment projects that allow the enterprises to generate profits by 
building on such investments, which Marianna Mazzucato refers to as “patient 
capital” that is often too costly and risky for an enterprise to undertake by itself 
(Mazzucato 2015; Mazzucato 2016). However, neither workers nor the general 
public have a say in the enterprise’s use of retained earnings. “Financialization 
… may be advancing the short-term interests for financial organizations and 
institutions, with only limited checks and balances available to other stake-
holders in society” (Cutcher-Gershenfeld et al. 2015, 33). The theory of inno-
vative enterprise proposes—at least as a first step—that boards of directors 
for public corporations include labor and public representatives to ensure that 
funds are directed toward long-run productive ends.

These proposals are not meant to be all encompassing or once-and-for-all 
fixes, but would go a long way to generating a new structure that lessens the 
influence of financialization in economic activity. For public policy to be 
successful in empowering labor and improving its standing, it must recognize 
the new enterprise structure of the financialized TNC under money manager 
capitalism, and the prevalence of financial motives and incentives therein.

CONCLUSION

From a Post-Keynesian Institutionalist approach, each stage of capitalism 
answers differently the questions of what is the distinctive economic activity 
being financed; what is the pivotal source of financing; where is the balance 
of power between business and banking; what is the dominant method of 
enterprise reproduction as a going concern; and who controls the commu-
nity’s capital? Under money manager capitalism, with its dominant form of 
enterprise as the TNC, these questions are answered to emphasize the power 
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of shareholders as well as financial interests, motives, and institutions in gov-
erning economic activity. This chapter discussed the development of money 
manager capitalism from the perspective of PKI and emphasized the effect that 
it has had on labor relations. As argued here, the new institutional setting has 
transformed labor relations into a branch of the general network of the TNC 
organizational structure. This alternative arrangement allows value created 
by labor to be extracted by the TNC through alternative work arrangements, 
sub-contracting, and gig work—all designed to generate increased returns to 
shareholders.

This chapter fits within the broader literature on the impact of financializa-
tion upon global supply chains, as seen in Froud et al. (1996; 2002), Serfati 
(2008), and Baranes (2017), though the focus here has been on labor in this 
financialization process. It also fits within the broader literature on public 
policy, emphasizing the importance of structural improvements and the view 
that there is no “magic bullet” policy that will solve all problems forever: 
as institutions change, so too do appropriate policies for generating shared 
prosperity. Future research should expand upon these issues, developing more 
fully the issues of predatory value extraction as it pertains to global income 
and wealth inequality and potential productivity and innovation slowdowns. In 
doing so, solutions to help generate a new economic structure can be developed 
that will move the American economy beyond money manager capitalism and, 
ideally, into an era of broadly shared prosperity.
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NOTES

1. The Economic Policy Institute measures productivity as net productivity, or the 
growth of output of goods and services less depreciation. Worker compensation 
is measured as the inflation-adjusted hourly compensation of the median worker 
(Economic Policy Institute 2019).

2. For an early examination of rising worker insecurity as a consequence of the 
drive for shareholder value, see Minsky and Whalen (1996–1997).

3. In this chapter, “financialization” refers to “a pattern of accumulation in which 
profits accrue primarily through financial channels, rather than through trade and 
commodity production” (Krippner 2005, 174). As a result, financial interests, 
motives, and institutions come to dominate economic decision-making (Palley 
2007).

4. See Whalen (2001), Whalen (2008), Minsky (1988), Minsky and Whalen 
(1996–1997), and Wray (2009) for a more complete explanation of the stages of 
capitalism in Minsky’s theory of capitalist development.
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5. The concept of the joint stock of knowledge refers to “The requisite knowledge 
and proficiency of ways and means … of the life of the community at large” 
(Veblen 1908a, 519). While a full discussion of the topic is outside the purview 
of this chapter, more on the concept may be found in Ayres (1944), Lower 
(1987), Munkirs (1988), Hake (2007), and Baranes and Hake (2018).

6. Capital owners represent the final claimants on the output produced by capital 
assets. Capital managers dictate how such assets will be used, though they may 
not be the final claimants on the output produced. Capital users represent those 
who operate the asset, though they may not be the ones dictating the use of those 
assets.

7. It should be noted that while other forms of enterprise existed—such as 
joint-stock corporations—economic activity in the era of merchant capitalism 
was largely conducted by smaller merchants.

8. Intangible property was legally recognized as property as a result of the 
Minnesota Rate Case in 1890, in which the Supreme Court ruled that the defini-
tion of property referred to the exchange-value of the physical thing in question, 
rather than the use-value (Commons [1924] 2007, 15–21). For more detailed 
discussions of the process whereby property rights provide owners with a way 
to capture economic returns generated by the community’s joint stock of knowl-
edge, see Baranes (2020); Commons ([1924] 2007); Commons ([1934] 2009); 
Dean (2018); Veblen ([1904] 2013); and Veblen (1908b).

9. Commons identified three types of transactions: bargaining, which occurs 
between agents absent any form of hierarchical structure; managerial, which 
occurs between legal superiors and legal inferiors in the form of commands; 
and rationing, which occurs between collective action—such as the law or 
state—and members of the collective in the form of setting parameters within 
which economic activity may take place. In his own words: “Bargaining trans-
actions transfer ownership of wealth by voluntary agreement between legal 
equals. Managerial transactions create wealth by commands of legal superiors. 
Rationing transactions apportion the burdens and benefits of wealth creation by 
the dictation of legal superiors” (Commons [1934] 2009, 68).

10. In 1800, it took six weeks to travel from New York to Chicago. In 1830, it took 
three weeks. By 1857, the trip could be done in two days (Chandler 1977).

11. As Veblen ([1904] 2013, 87) succinctly puts it:
Under the old regime of handicraft and petty trade, dearth (high prices) meant privation and 
might mean famine; under the new regime low prices commonly mean privation and may 
on occasion mean famine. Under the old regime the question was whether the community’s 
work was adequate to supply the community’s needs; under the new regime that question 
is not seriously entertained.

12. Building on Commons and Minsky, Whalen (2001, 811) distinguishes an era 
of industrial capitalism from banker capitalism in that industrial capitalism first 
emphasized industrial expansion, whereas banker capitalism emphasized indus-
trial consolidation.

13. The community consumes output; the capital users engage in production-based 
activities; the capital managers dictate the use of capital; and the capital owners 
act as the final claimants on output produced.

14. This included two oil shocks, heightened tensions between the United States and 
Soviet Union, and the emergence of Japanese competition (Snowdon and Vane 
2005; Lazonick 2010a; Chang 2014).
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15. This category includes money market fund shares, corporate equities, mutual 
fund shares, direct investment abroad, equity in government-sponsored enter-
prises, and investment in finance company subsidiaries.

16. Thorstein Veblen, John Commons, and John Maynard Keynes, at various points 
in their writings, have demonstrated this view. As mentioned above, when dis-
cussing industrial capitalism, Veblen ([1904] 2013, 87) claims: “Under the old 
regime [of handicraft and petty trade], the question was whether the community’s 
work was adequate to supply the community’s needs; under the new regime, that 
question is not seriously entertained.” In a similar manner, Commons ([1934] 
2009) discusses the transformation from what he calls the Age of Scarcity to the 
Age of Abundance, in which due to a lack of technical capabilities the physical 
control of output gives way to the legal control resulting from combinations 
and monopolizations in the marketplace. Keynes ([1930] 2015, 84) adds that 
the biggest problem of modern economic society is “the love of money as 
a possession—as distinguished from the love of money as a means to the enjoy-
ments and realities of life.” As he explains, this emerges out of a mindset in 
which the accumulation of wealth was paramount for social survival, which is 
not the society in which we currently live.

17. Of that 10.1 percent, 6.9 percentage points are independent contractors, 1.7 
percentage points are on-call workers, 0.9 percentage points are temporary help 
agency workers, and 0.6 percentage points are workers provided by contract 
firms (BLS 2018).

18. The BLS has several ways of defining contingent labor. The 3.8 percent refers 
to workers who do not expect their jobs to last. This measure includes wage and 
salary workers who have held their job for more than one year and expect to hold 
their job for an additional year; BLS analyses of labor markets and contingent 
labor focus on this definition (BLS 2018).

19. A prime example of the effect of private equity on economic activity is the Toys 
‘R’ Us experience. Purchased by private equity in 2005, it was immediately 
saddled with more than $5 billion in debt, with interest payments consuming 97 
percent of their operating profit by 2007. As a result, the company was unable to 
innovate or adapt in the face of the Great Recession and declared bankruptcy in 
2017, leading to 7,000 stores closed and 50,000 jobs eliminated (Covert 2018).

20. In their survey of workers with contingent or alternative work arrangements, 
the BLS found that independent contractors seemed to prefer the alternative 
arrangement (BLS 2018). Indeed, research has found a link between the amount 
of flexibility one has in one’s work schedule and one’s overall happiness 
(Okulicz-Kozaryn and Golden 2018). From this perspective, gig work and 
alternative work arrangements seem like a trade-off—the pay is lower, but 
the workers make up for it in terms of flexibility and control over scheduling. 
However, it is important to qualify these results in two important ways. Mas and 
Pallais (2017) found that when workers are given a choice between jobs, they 
place little value on flexible options—they are willing to take a $0.48-per-hour 
pay cut to set their own schedule, but are not willing to give up any pay at all to 
set their own number of hours. Lonnie Golden (2001) found, furthermore, that 
there were inequities in terms of who is actually able to set their own schedule. 
Workers in higher skilled, lower unemployment occupations and industries were 
more likely to have access to flexible schedules, while those with less education 
and training were less likely to have these options. Without accounting for dif-
ferences in preferences or controlling for skills, the blanket claim that alternative 
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work arrangements are preferred due to schedule flexibility seems to be a stretch 
(Skalski 2002; Kessler 2018).

21. Pressman and Scott (2020) argue that, given how the government measures real 
median income, these numbers are actually overstating incomes. Rather than 
increasing, they argue that real median incomes and household living standards 
have actually fallen since 1999.

22. The exception was the 1990–2000 cycle.
23. In 2019, the payroll tax was capped at $132,900, meaning any dollar earned 

above that amount was not subject to the tax—a benefit to only the top 5 percent 
of income earners.

24. This helps explain the prevalence of $1 salaries for CEOs of large companies—
their compensation comes from the stock options and other forms of stock-based 
compensation they receive (Herbst 2007; Mayerowitz 2008).

25. The time to switch between the short-term and long-term capital gains tax is one 
year, at which point the top tax rate falls from 35 percent to 20 percent.

26. For a sampling of this literature, see for example Minsky (1965; [1986] 2008), 
Wray (2015; 2016), Spross (2017), Nersisyan and Wray (2019), Whalen (2019), 
Tcherneva (2020), and Kelton (2020).
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4. Money manager capitalism and the 
coronavirus pandemic
Yan Liang and Charles J. Whalen

INTRODUCTION

The COVID-19 pandemic has shaken the world economy and triggered one 
of the worst economic downturns in United States (US) history. As of writing 
this (May 2021), the pandemic has sickened 33 million people in the United 
States and claimed 587,000 lives across the country; cases continue to rise at 
a rate of over 25,000 per day (Johns Hopkins University 2021). At the height 
of the pandemic and economic lockdown, 40 million American workers filed 
for unemployment benefits (New York Times 2021). Total nonfarm employ-
ment fell by a staggering 20.5 million jobs in April 2020, largely erasing the 
gains from a decade of job growth (US Bureau of Labor Statistics 2020). The 
pandemic ended a record-setting 128-month economic expansion, and gross 
domestic product (GDP) contracted by 3.4 percent in 2020 (US Bureau of 
Economic Analysis 2022). While federal financial assistance helped keep 
the economy afloat and a rollout of vaccines facilitated the recovery, there 
were still 8.2 million fewer jobs on private and government payrolls in April 
2021 than in February 2020 (US Bureau of Labor Statistics 2021a). The US 
economy is far from out of the woods.

It is shocking how the United States was so ill prepared to prevent and 
combat the pandemic and its economic fallout. Although a lack of competent 
leadership exacerbated the severity of the economic crisis, fundamental short-
comings of the current economic era have been major contributing factors to 
the overall problem. That era is described by Post-Keynesian Institutionalists 
as money manager capitalism (MMC).

The chapter begins with an overview of MMC, including its origins, devel-
opment, and key features. We explain that although MMC is now largely 
a global phenomenon, it originated in the United States, evolving from the 
economic framework in place during the early decades following World War 
II—a period often called the era of managerial capitalism—and emerging in 
the early 1980s. MMC’s features include: (1) institutional investors (money 
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managers) dictate the processes of finance and industry with the objective of 
maximizing short-term stock-market values; (2) the flip side of attention to 
shareholder value is rising worker insecurity and inequality; and (3) money 
managers influence policymaking in ways that not only intensify the under-
lying economic trends but also contribute to the emergence of what James K. 
Galbraith (2008) describes as the “predator” state. That section of the chapter 
will also highlight the compatibility of MMC and what many scholars call 
financialization.

The chapter then identifies four dimensions of the coronavirus crisis as 
experienced in the United States—and traces each to fundamental shortcom-
ings of MMC. One is inadequate industrial capacity, which can be traced to 
a single-minded focus on shareholder value, a preference for financial inno-
vation over technological capabilities, and relentless cost cutting (leading, for 
example, to downsizing, outsourcing, offshoring, and just-in-time production). 
Another is working families’ financial distress, which is associated with 
the spreading economic insecurity and inequality that has accompanied the 
pursuit of ever-expanding shareholder value (which appears in various forms, 
including the so-called gig economy and the profit-driven healthcare system). 
A third dimension is corporate vulnerability to sudden economic changes, 
which is linked to MMC’s tendency toward debt financing (used increasingly 
to beef-up stock values) and financial fragility. Finally, the dysfunctional 
public-sector safety net (including the federal government’s inability to plan 
for and effectively manage the coronavirus crisis) is attributable to the influ-
ence of financialization upon policymaking and public administration.

The chapter closes by stressing that it will not be easy to fix the shortcom-
ings of MMC that the pandemic has exposed. That’s because (as was the case 
with the 2007–2009 global financial crisis and subsequent Great Recession) 
the revealed shortcomings are actually core features of the system. Thus, we 
conclude not merely by identifying some important aspects of an agenda for 
public-policy reform, but also by addressing some of the challenges that must 
be confronted on the road from MMC to an age of broadly shared prosperity.

MMC: ORIGINS, DEVELOPMENT, AND KEY 
FEATURES

From the mid-1980s, Hyman Minsky keenly investigated the stage of capitalist 
development in which institutional investors—holders of the largest share 
of US corporate stocks and bonds by the end of that decade—began to exert 
their influence on financial markets and business enterprises. This stage of 
capitalism began to take shape in the United States in the decades after World 
War II and emerged in the 1980s as what Minsky (1990, 60) called the era of 
managed money. Minsky was concerned about the fragile financial structure 
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in MMC that made the economy susceptible to financial crises. Further, he 
believed that the level of private investment would not be sufficient to consist-
ently (or even regularly) produce full employment, and that the composition of 
that investment would not be conducive to generating dynamic technological 
development (Minsky 1990; 1992; 1993). The past three decades of MMC’s 
development in the United States—and its spread worldwide—have demon-
strated Minsky’s foresight (Whalen 2012; 2020a).1

Over the past several decades, institutional investors have accounted for 
a large and increasing share of financial assets in the United States. In 2017, 
institutional investors’ share of ownership of total financial assets accounted 
for 78.1 percent of the Russell 3000 and 80.3 percent of the Standard & 
Poor’s (S&P) 500 (Pensions&Investments 2017).2 Moreover, the oversized 
ownership share of institutional investors elevates their power and influence 
in the financial and non-financial sectors, and in the realm of public policy. 
For example, money managers have promoted financial innovations and 
financial-market deregulation, which eventually caused the global economic 
crisis of 2007–2009 (Wray 2009).3 Some observers argued that the 2007–2009 
crisis would result in the fall of MMC, but money managers are alive and well; 
they continue to dominate the financial system and exert great influence on the 
“real” (productive) side of the economy.

As emphasized in the research of Minsky and his followers, when institu-
tional investors become the effective owners of listed companies, their finan-
cial incentives drive corporate governance and business behavior (Minsky 
1993; Whalen 2020a). Institutional investors compete (and are compensated) 
on the basis of short-term performance; thus, they are “especially sensitive to 
the current stock market valuation of a firm” (Minsky 1996). Describing the 
emergence of MMC, Charles Whalen (2020a, 186) writes:

Money managers certainly felt the pressure of the near term—as investors’ 
resources migrated to the most successful fund managers—but so did corporate 
executives. The growing influence of money managers forced business leaders to 
become increasingly focused on quarterly profits and the stock-market value of their 
corporations—in other words, on shareholder value.4

The influence of institutional investors has several major consequences for 
the governance and behavior of corporations. First, corporations tend to 
shorten their investment horizons, as long-term investments generally do not 
boost short-term stock valuations.5 Second, corporations exhibit “an almost 
chronic need” to downsize and pursue workplace flexibility (Minsky 1996, 
363); means to this end have included outsourcing and offshoring as well as 
the introduction of “alternative” work arrangements characterized by unstable 
schedules and income volatility. Third, corporations are “addicted” to mergers 
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and acquisitions, corporate breakups, leveraged buyouts, and stock buybacks, 
all of which aim to boost short-term portfolio values. Fourth, corporations tend 
to rely more on debt financing than equity issuance, as debt financing is less 
costly and does not dilute ownership benefits. Fifth, managed money provides 
the financing resources that corporate raiders need to secure corporate control 
(Atkinson and Whalen 2011; Whalen 2020a).

Such corporate behavior has, in turn, resulted in rising insecurity among 
workers. As corporations take on various cost-cutting strategies, jobs become 
increasingly scarce and precarious; wages and benefits are cut; and unions and 
other worker organizations are disempowered. Income and wealth inequality 
widen, and household debt mounts (Whalen 2020a).6

Another consequence of the rise of managed money is a reshaped public 
sector. Institutional investors exert influence on government policymakers 
that often results in business tax cuts and deregulation—of financial markets, 
corporations, and entire industries (such as electric power)—at the expense 
of the general welfare. Moreover, a fear of “bond market vigilantes” is used 
to justify cuts to public spending for the purpose of offsetting tax cuts and 
balancing government budgets (or at least reducing budget deficits) (Galbraith 
2008; Whalen 2008, 286).

From the perspective of Post-Keynesian Institutionalism, these public-sector 
developments are evidence of “predatory” policymaking that has little regard 
for the public interest and instead caters to those seeking to use the state to 
advance private interests. In the era of MMC, those with financial power 
have not merely reshaped corporations; they have also exerted power on both 
Republicans and Democrats to refashion public policy (and policy discussions) 
to their own ends. Instead of the “new industrial state” that supported industrial 
growth and development in the era of managerial capitalism, the current era is 
characterized by the largely finance-driven “predator state” (Galbraith 2008, 
126–148).7

While Minsky and Post-Keynesian Institutionalists have written about 
MMC since it first emerged, many other economists and social scientists have 
been writing for a couple of decades about what they call financialization. That 
literature describes a trend that has much in common with the features and 
consequences of what we call MMC. For example, Gerald Epstein (2005, 3) 
defines financialization as “the increasing role of financial motives, financial 
markets, financial actors, and financial institutions in the operation of the 
domestic and international economies;” and Thomas Palley (2007, 3) argues 
that the principal effects of financialization are to “elevate the significance 
of the financial sector relative to the real sector; transfer income from the 
real sector to the financial sector; and contribute to increased income ine-
quality and wage stagnation.”8 All of this is consistent with Post-Keynesian 
Institutionalists’ conception of MMC.9
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MMC AFTER THE GLOBAL FINANCIAL CRISIS

Since the global financial crisis of 2007–2009, the aforementioned economic 
changes and consequences have accelerated, placing the US economy in 
a highly vulnerable position when the pandemic hit in 2020. This section 
provides a closer look at those aspects of MMC and explains how each contrib-
uted to the economic fallout triggered by the coronavirus pandemic.

Corporate Behavior: Outsourcing and Offshoring, Stock Buybacks, and 
Mergers and Acquisitions

As described above, MMC is characterized by the rise of managed money 
that influences all sectors of the economy. Managed money investment firms 
are often highly leveraged, pursue maximum total returns (income flows plus 
capital gains), and do so in an environment that systematically underprices risk 
(Wray 2009). Moreover, their motives are passed from the investment world to 
the broader corporate sector where they shape business behavior.

The key to institutional investors’ influence on corporate governance and 
enterprise behavior is that money managers control a major share of corporate 
equities. Through such ownership, fund managers affect corporate investment 
and other enterprise decisions. Further, institutional holdings are more prom-
inent among large companies. A short time before the pandemic hit, institu-
tional investors owned between 70 percent and 85.8 percent of the 10 largest 
US companies (Pensions&Investments 2017).

The rise of equity ownership by managed money is tightly connected to 
observed changes in corporate governance, especially the pivot from a “retain 
(profits) and reinvest (in physical capital and human resources)” business 
model to a “downsize and distribute” model. Because the performance of 
managed money operations is evaluated on a quarterly basis, money managers 
have an incentive to focus on the short-term performance of corporations, 
and they, in turn, exert such pressure on corporate managers (Whalen 2020a). 
As William Lazonick and Mary O’Sullivan (2000, 27) write, the rise of 
institutional investors has encouraged corporate managers “to align their own 
interests with external financial interests rather than with the interests of the 
productive organizations” over which they exercise control.

In pursuit of downsizing and cost saving, many corporations engage in out-
sourcing and the offshoring of production. Globalization is often blamed for 
the “hollowing out” of US productive capacity. However, as Gerard Dumenil 
and Dominique Levy (2005, 17) note, “It is finance that dictates [capitalism’s] 
forms and contents in the new stage of internationalization; it is not interna-
tionalization or globalization that creates the insuperable necessity for the 
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present evolution of capitalism.”10 William Milberg (2008) concurs that glo-
balization and financialization should be analyzed as interrelated tendencies, 
given that offshoring allows firms to reduce their input and operating costs.11

An interesting case study of the retail industry by Celine Baud and Cedric 
Durand (2012) shows that the continued push for returns by investors has led 
to increasing consolidation and globalization of supply chains. As they put it, 
“[G]lobalization of supply chains has increased retailers’ market power and 
consequently allowed them to increase their profitability, as they can obtain 
lower prices from their suppliers” (Baud and Durand 2012, 255). Milberg 
(2008) and Milberg and Deborah Winkler (2010) further demonstrate that 
most of the gains associated with offshoring were used to sustain financializa-
tion rather than to invest in productive assets.

While offshore outsourcing (usually combined with just-in-time production 
and delivery) helps cut costs and boost returns to corporate shareholders, it 
also weakens domestic manufacturing capacity, a problem laid bare during the 
coronavirus pandemic. At the onset of the pandemic, the US economy failed to 
churn out basic personal protective equipment—including masks, gloves, and 
gowns—and other essential medical equipment and devices like test kits and 
ventilators (breathing assistance machines).12 The Trump administration was 
quick to blame China for taking away production and jobs; but the truth is that 
US corporations face incentives favoring investments in financial products that 
promise rapid and large returns, not investments in plant, equipment, and pro-
duction.13 As mentioned above, research shows that offshoring allows firms to 
reduce the scope of productive activities and redirect profits to financial assets 
and dividend payments that raise shareholder value (Milberg 2008).

Related research by Özgür Orhangazi (2008) reveals that increased corpo-
ration payouts and financial profits are correlated with lower real investment. 
The “crowding out” effects are based on two channels: the diversion of internal 
funds toward dividend payouts, which reduce funds available for real invest-
ment, while the relatively quick returns from financial activities discourage 
corporations from focusing on productive activities. Orhangazi’s work lends 
support to Minsky’s (1993) arguments that technological development usually 
demands a longer time horizon than money managers are willing to accept, and 
that MMC often deprives corporations of financial resources for such develop-
ment. In short, outsourcing and offshoring are part of the broader diversion of 
US corporate attention from production and trade to profits generated through 
financial channels.14

Given that stocks and options now make up two-thirds of pay for corpo-
rate executives, managers have every incentive to focus on short-term stock 
values. One sure way to quickly boost a firm’s stock value is through share 
repurchases—also known as stock buybacks—because they reduce the out-
standing shares of a company. Buybacks accounted for about 4.5 percent of 
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corporations’ assets in 2016, up from only 1 percent in 1994 (Marshall, Seretis, 
and Grunfeld 2018, 4). Just prior to the pandemic, the percentage of S&P 500 
companies engaging in buybacks reached 85 percent (Smith 2020).

The amount of corporate cash devoted to buybacks since the global finan-
cial crisis has been enormous. For example, the companies in the S&P 500 
spent $4.3 trillion on buybacks between 2009 and 2018, which amounts to 52 
percent of their net income. They also spent another $3.3 trillion on dividends, 
an additional 39 percent of net income (Lazonick, Sakinç and Hopkins 2020). 
Research by S&P Global (2021) estimates that the sum of stock buybacks and 
dividend payouts was about the same as total operating earnings for S&P 500 
companies (just over $1 trillion) in 2020.15

The draining of a corporation’s internal funds leads to a reduction in capital 
investment. Capital spending as a percentage of US corporate net income 
dropped from 7.4 percent in the 1990s to only 4 percent at the start of the pan-
demic. Spending for research and development also decreased, from 3 percent 
to 2.3 percent (Smith 2020). In fact, between 2009 and 2018, only 43 percent 
of companies in the S&P 500 recorded any R&D expenses (Lazonick, Sakinç 
and Hopkins 2020). Thus, it’s not surprising that the productive capacity of the 
United States has eroded.

Another way to give a quick boost to the value of corporate stock is through 
mergers and acquisitions (M&A). Summarizing Minsky’s view, Whalen 
(2020a, 186) states that the rise of money managers “fueled the trend toward 
mergers, acquisitions, corporate breakups, leveraged buyouts and stock buy-
backs, since fund managers have a strong incentive to support whatever initia-
tives promise to boost near-term portfolio value; managed-money funds often 
provided the resources raiders needed to secure corporate control.” Figure 4.1 
shows the rising trend of corporate M&A, in terms of both the number and 
value of deals, over the past two decades.16 These M&A are mainly driven by 
speculative motives, coupled with financial innovation, deregulation, and glo-
balization (McCarthy 2013). Acquiring financially weak companies that have 
promising technologies and products provides enterprises with a cost-effective 
way to boost potential earnings and shareholder value. As Lazonick et al. 
(2017) report in a study of the pharmaceutical industry, many leading drug 
companies do not invest in their own research and development; instead, they 
acquire companies that have “blockbuster” products or other valuable intellec-
tual property (see also Klinge, Fernandez and Aalbers 2020).17

The failed attempt of the US government to stockpile ventilators since 2006 
is a direct result of M&A driven by maximization of shareholder value. In 
2008, the federal government initiated Project Aura to purchase 40,000 porta-
ble ventilators, at $3,000 each, for the nation’s stockpile. It offered the job to 
Newport Medical Instruments, a small, nimble, and specialized company based 
in California. After collaborating with US government officials, Newport 

https://www.ineteconomics.org/perspectives/blog/financialization-us-pharma-industry


Source: Institute for Mergers, Acquisitions & Alliances (2021).

Figure 4.1 Mergers and acquisitions in the United States, 2000–2021
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delivered three working prototypes in 2011, and was on schedule to begin pro-
duction in 2013. But then Newport was acquired (in mid-2012) by Covidien, 
a publicly traded medical device company with annual sales of $12 billion. 
Analysts suspect the acquisition was designed to prevent Newport from cutting 
into earnings from Covidien’s existing ventilator business (Kulish, Kliff, and 
Silver-Greenberg 2020).

After acquiring Newport, Covidien demanded additional government devel-
opment funding and a higher price per ventilator. Although the government 
gave the company an additional $1.4 million, no ventilators were delivered to 
the government by 2014. Instead, Covidien executives told the government 
that the portable ventilators were not “sufficiently profitable” and arranged to 
terminate the production contract (Kulish, Kliff, and Silver-Greenberg 2020). 
This case illustrates one way that M&A, aimed at protecting short-term profits, 
sabotage industrial production in the era of MMC.18
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In sum, US economic experience demonstrates that MMC not only fails to 
generate enough private investment to create a full employment economy, but 
also doesn’t deliver the types of investment needed to ensure dynamic tech-
nological development. Corporate behavior, driven to maximize shareholder 
value, has focused on outsourcing and offshoring, stock buybacks, and M&A, 
not on what Minsky called the (real) capital development of the economy. 
What the coronavirus pandemic has revealed is that the failure to ensure such 
development and strengthen industrial capacity can severely undercut eco-
nomic resiliency and security.

“Lean and Mean” Workplaces and Worker Insecurity

The rise of MMC marked the end of “shared prosperity;” instead of seeking 
mutual gains for workers and other corporate stakeholders, companies 
enriched their shareholders and top managers while simultaneously eroding 
the economic security of their employees (Whalen 1997).19 The coronavirus 
pandemic has exacerbated this divide. For example, Megan Neely and Donna 
Carmichael (2021) find that institutional investors have not only profited from 
the COVID-19 crisis, but also prompted predatory corporate behavior that has 
worsened inequality and created economic hardship for workers. By focusing 
on the COVID-19 pandemic, Neely and Carmichael (2021, 2) demonstrate that 
managed money—including private equity, hedge funds, and venture capital—
plays an “instrumental role in how executives manage companies, which has 
important ramifications for societal responses to crises, the well-being and 
livelihoods of workers, and inequality throughout the labor market.”

Minsky argued that companies in the era of MMC exhibit a seemingly 
relentless need to downsize and pursue workplace flexibility at the expense of 
worker security (Minsky 1996, 363; Minsky and Whalen 1996; Whalen 2008). 
Minsky’s insight is supported by Jiwook Jung (2015), whose work is based on 
a sample of 714 US firms between 1981 and 2006. Jung finds that financial 
investors have pressured companies to downsize, de-unionize, outsource, 
and automate jobs (Jung 2015). That study is consistent with evidence of the 
long-term trend of job losses in the productive sector of the economy since 
the advent of MMC (Charles, Hurst, and Schwartz 2019). Moreover, research 
by Adam Goldstein (2012) shows that workforce downsizing does not make 
business operations more cost-effective and globally competitive; instead, it 
serves to redistribute earnings from workers to shareholders and executives.

Manufacturing job loss has been a serious and persistent problem in the 
United States since the late-1970s. The incidence of such (net) job loss in the 
first half of the 1990s stood at about 14 percent, even higher than the already 
high rate of about 10 percent in the 1980s. From 2000 through 2019, manufac-
turing job losses reached 4.5 million and durable goods manufacturing lost 2.9 
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million jobs. At the same time, finance and insurance industry added 712,000 
jobs (US Bureau of Labor Statistics 2021b; 2021c; 2021d).

While much job loss in the past several decades was associated with busi-
ness reorganizations and offshoring, automation has increasingly played a role. 
According to Carl Frey and Michael Osborne (2017, 268), nearly one half of 
total employment in the United States is at risk of automation within a decade 
or two. More recently, Dalia Marin (2020) estimated that the United States has 
about 200 robots for every 10,000 workers, and that the ratio is even higher 
in the automotive industry, once the bedrock of well-paying, blue-collar jobs. 
Marin also observed that low interest rates resulting from the pandemic make 
robots even more affordable, and projected that such interest rates would speed 
up robot adoption by more than 75 percent.

In addition to cutting their workforce, firms have also clamped down on 
wages and benefits (such as healthcare and retirement programs) to extract 
even more value for shareholders.20 This continued even during the expan-
sion that followed the Great Recession. Between 2009 and 2019, average 
inflation-adjusted worker compensation per hour rose 0.6 percent per year, half 
the rate of growth in output per hour (Center on Budget and Policy Priorities 
2021a). Replacement of defined-benefit pensions with defined-contribution 
retirement plans (a development accompanying the rise of MMC) has meant 
not only greater risk borne by individual workers, but also increased overall 
retirement insecurity—and the pandemic has only further increased that 
insecurity for most Americans (Bond, Doonan, and Kenneally 2021; Davis, 
Radpour, and Ghilarducci 2020; Ghilarducci 2006; Morrissey 2019; Polivka 
and Luo 2015).

Corporations’ quest for a lean and flexible workforce has also led to 
increased reliance on alternative work arrangements (including part-time and 
temporary work)—epitomized by work in the so-called gig economy, where 
workers of various service platforms are considered self-employed contrac-
tors, not employees, and do not receive the overtime pay and benefits that 
companies must provide to other workers. With such arrangements, companies 
may adjust their employment needs on a daily or even hourly basis, off-loading 
uncertainty and volatility to their “contractors.”21 As a result, workers’ hours 
and earnings are more variable and less predictable than when hired via more 
traditional work arrangements.22

In addition, workers suffer from corporate failure to invest in employees. 
Part of this stems from shrinking investments by corporations in skill- and 
career-related human capital, which not only undercut the long-term prospects 
of corporations, but also deprive workers of career advancement opportuni-
ties (Foroohar 2016). But companies driven by shareholder value have also 
increasingly failed to supply workers with the equipment required to do their 
jobs safely and effectively. During the coronavirus pandemic, this was particu-
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larly evident in the healthcare industry, where years of industry consolidation 
and cost cutting to satisfy money managers (especially private equity firms) 
left frontline healthcare workers overburdened and under-protected in the face 
of a deadly virus.23 Many other workers also faced—and continue to face—
similar problems, including those working in grocery stores and the retail 
sector as well as those in occupations involving food processing, meatpacking, 
delivery, and hospitality.24

In short, MMC has fueled worker insecurity through workforce reductions, 
attacks on unions and collective bargaining, sluggish wage growth, erosion 
of benefits, less stable work arrangements, and corporations’ failure to invest 
sufficiently in their workers. In addition, other research has found that the rise 
of MMC is associated with longer job searches, increased family dependence 
on multiple job holdings, reduced household savings, widening income and 
wealth inequality, declining income mobility, a shrinking middle class, persis-
tent poverty, and increased despair among workers facing decreased economic 
opportunities (often leading to drug abuse, alcoholism, and suicide) (Whalen 
1996; 2008; 2021).25 This means average Americans were already in a vulner-
able position before the pandemic hit.

Here are some indicators of economic insecurity among American house-
holds on the eve of the pandemic. Fifty-three million workers (44 percent of 
all workers between the ages of 18 and 64) were employed in low-wage jobs 
(Ross and Batemen 2019, 6). Nearly half of all households lived paycheck to 
paycheck (Gabler 2016). About six million people (3.8 percent of the work-
force) worked in jobs that were contingent (not permanent) or involved alter-
native work arrangements, such as independent-contractor or on-call positions 
(US Bureau of Labor Statistics 2017). Close to 34 million workers did not have 
employer-provided sick leave (Desilver 2020).

The pandemic and economic lockdown subsequently forced many 
Americans to risk their personal safety to support themselves and family 
members, while others found themselves out of work and struggling to pay 
ordinary living expenses. Women and people of color have been particularly 
affected by these difficult challenges. Women account for 74 percent of those 
employed in high-contact occupations, such as hospitality and retail trade, 
which experienced heightened risks during the pandemic (Alon et al. 2020).26 
When the pandemic hit, 52 percent of the workers deemed “essential” by 
the US Department of Homeland Security were women—and most were 
frontline workers.27 In the early months of the crisis, the Centers for Disease 
Control reported that women accounted for almost three out of four of the 
nation’s infected healthcare workers (Robertson and Gebeloff 2020).28 At 
the same time, between February and April of 2020—the initial months of 
the pandemic—women experienced a significantly higher percentage of job 
loss than men (Gogoi 2020). In April 2020, the unemployment rate was 13.2 
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percent for men and 16.2 percent for women; it was even higher for Black and 
Latina women—16.4 percent and 20.2 percent, respectively (Holder, Jones, 
and Masterson 2020, 2–6).29

The COVID-19 crisis—the brunt of which has fallen mainly on low- and 
middle-income households—has also exacerbated income and wealth ine-
quality. In 2019, the bottom 50 percent of US households (ranked by wealth 
holdings) owned just 1 percent of the country’s total wealth, while the top 
10 percent held 76 percent. Then, during the first year of the pandemic, 
the country’s 664 billionaires saw their wealth increase 44 percent, or $1.3 
trillion (Elis 2021). By contrast, in April 2021—a year after the pandemic 
began—9.4 million persons reported that they had been unable to work that 
month because of the pandemic, down from 11.4 million in the previous month 
and 49.8 million in May 2020 (US Bureau of Labor Statistics 2021a; 2021e). 
At about the same time, a US Census survey reported that 27 percent of the 
nation’s adults found it was “somewhat or very difficult” for their household 
to cover usual expenses such as food, rent or mortgage, car payments, medical 
expenses, or student loans (according to data collected between April 28 
and May 10, 2021) (US Census Bureau 2021; Center on Budget and Policy 
Priorities 2021b).30 After a year of dealing with COVID-19, the United States 
is even further from the broadly “shared prosperity” that is the central aim of 
Post-Keynesian Institutionalists and other progressive economists.

The “Cult of Debt” Culture and Financial Vulnerability

The pandemic has also revealed the financial vulnerability of many busi-
nesses, owing to what observers such as Palley (2007, 18) call a “cult of debt” 
culture adopted by corporations in MMC. A heavy debt burden can have both 
near-term and long-term adverse effects on firms in a period of economic and 
financial turmoil.

Prior to the pandemic, the US economy experienced an exceptionally long 
expansion, yet corporate debt kept mounting, continuing a long-term trend 
toward financial fragility that emerged with MMC (Minsky 1986). By the 
end of 2019, US corporate debt neared $10 trillion—47 percent of GDP—and 
BBB-rated bonds (the lowest investment-grade category) accounted for over 
50 percent of the investment-grade bond market. In the era of MMC, a main 
reason for heavy reliance on debt financing (rather than selling equities or 
avoiding debt by using retained earnings for business spending) is that such 
financing increases leverage, which gives firms an opportunity to increase their 
return on equity (Palley 2007, 18).31 In fact, much of the corporate leverage is 
not to finance fixed-asset investment, but to buy back stocks. For example, as 
much as 30 percent of stock buybacks in 2016 and 2017 were funded by credit 
(Lazonick, Sakinç, and Hopkins 2020).
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When the pandemic hit, corporations had to pile up even more debt to cover 
operating costs. The total debt held by US non-financial corporations surged in 
2020 to a record high of $17.5 trillion, or 83.5 percent of GDP (Brennan 2021). 
This borrowing binge has weighed greatly on the credit ratings of corporations. 
Speculative, non-investment grade issuers now make up 58 percent of corpo-
rations, an all-time high. Non-investment grade issuance reached $435 billion 
in 2020, up from $272.6 billion in 2019.

While debt service and refinancing costs remain low, thanks to the Fed’s 
monetary easing, the sheer size of the debt overhang, especially the high 
risk-premium type, could wear on corporations’ capacity to repay or invest 
over time. Even if massive defaults are unlikely to occur, the long-term effects 
of corporate over-indebtedness are still pernicious. For example, Kristian 
Blickle and João Santos (2020, 1) find that companies with high liabilities 
to cash flow experienced a 2 percent lower asset growth rate during ordinary 
times and up to 3 percent lower asset growth during the Great Recession than 
comparable firms without a debt overhang. Moreover, on the basis of the 
historical record, they warn that the increase in debt overhang caused by the 
COVID-19 pandemic could result in an up to 10 percent decrease in growth 
for firms in industries most affected by the economic downturn (Blickle and 
Santos 2020, 2).

It is also noteworthy that money managers do not merely play a major role 
in encouraging the debt culture (through their focus on near-term shareholder 
value); they also stand to profit from corporate failures resulting from that 
debt. For example, Bill Ackman, CEO of the hedge fund Pershing Square 
Capital Management, took a $27 million position on various bond indexes on 
March 3, 2020, betting that the debt bubble would burst and US equity and 
credit markets would subsequently tumble (Cohan 2020). Ten days later, when 
the US Federal Reserve announced new measures to bolster the economy, 
Ackman sold his positions and made a $2.6 billion profit. Ackman is certainly 
not alone. Money managers favor market volatility and have the incentive 
and means to create such volatility. Alas, this is just the latest example of the 
wide gap between financial gain and economic serviceability: The corporate 
debt cycle has long been found to severely undermine corporations’ ability to 
employ, produce, invest, and innovate.

The State’s Retreat from Serving the Public Interest

While Minsky did not extensively address the role of government in shaping 
MMC, his collaborators and followers have investigated the interplay of 
post-World War II capitalist development and public policy. According to 
Whalen (2008, 286), “Money-manager capitalism was not merely a product 
of endogenous changes. Its emergence was also facilitated or complemented 



A modern guide to Post-Keynesian Institutional economics102

by a number of public policies.” These include restrictive monetary policy, 
generous depreciation allowances and tax credits, tax cuts for higher income 
earners, reductions in federal social spending, industry deregulation, tightened 
restrictions on personal bankruptcies, legalization of stock buybacks, and trade 
liberalization.32 As L. Randall Wray (2009, 809) writes, “By dismantling rules, 
regulations, institutions, and safety nets, the predator state assisted the rise of 
money managers.”33

Although Donald Trump presented himself as a pro-worker populist during 
the 2016 presidential campaign, the policies of the Trump administration 
consistently took the side of money managers and corporations aimed at max-
imizing shareholder value. For example, the Tax Cuts and Jobs Act of 2017 
provided large, permanent corporate tax cuts and modest, temporary cuts for 
individuals. Those cuts are projected to increase the federal deficit by $1.9 tril-
lion through 2028 (Congressional Budget Office 2018, 129), and, as expected, 
Republicans now point to deficits to justify their opposition to public invest-
ments and expenditures that benefit workers. The legislation also retained and 
even created incentives for moving tangible assets and jobs offshore, despite 
policymakers’ public statements that they were aiming for just the opposite 
(Kitroeff 2018).34

It was the same story time and again throughout the Trump era.35 On the one 
hand, President Trump signed legislation in 2018 that scaled back important 
regulatory aspects of the Dodd-Frank financial reform act of 2010, which 
was meant to protect the public from another global financial crisis (Werner 
2018). On the other hand, his administration undertook dozens of actions—on 
issues such as wages, workplace safety, collective bargaining, and retirement 
programs—that undermined workers’ rights and well-being (McNicholas, 
Rhinehart, and Poydock 2020).36 It also supported repeal of the Affordable 
Care Act and undercut that legislation by effectively eliminating (via a pro-
vision in the Tax Cuts and Jobs Act) the individual mandate that required 
Americans to obtain health insurance for themselves and their dependents, 
resulting in an increase in the number of uninsured people and increasing 
health insurance premiums (Gee 2020; Jost 2017).37

During the coronavirus pandemic, managerial incompetence and self-dealing 
within the Trump administration intersected with the consequences of decades 
during which policymakers put financial and corporate interests before the 
well-being of workers and the general public. The COVID-19 response was 
marred not only by denials of the virus’s severity, but also by failures in 
pre-pandemic planning, development of a federal strategy to address the crisis, 
and procurement and coordination of supplies (including reluctance to use 
the Defense Production Act).38 In addition, throughout the Trump presidency 
the administration consistently ignored the public interest in pursuit of cuts to 
government spending on the environment, science, and health; in fact, existing 
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federal pandemic response systems were gutted early in the Trump era, and 
a budget proposal submitted to Congress at the start of the pandemic aimed 
to trim the Centers for Disease Control (CDC) budget by almost 16 percent 
(Achenbach et al. 2020; Tracy 2020).

To be sure, the federal government provided $4 trillion in economic relief 
(in the form of grants, loans, and tax breaks) in response to the pandemic as 
of early October 2020, but only about one fifth of it went to help workers 
and families; much of the money went to companies that were not required 
to keep workers employed or even show they were adversely affected by the 
pandemic (Whoriskey, MacMillan, and O’Connell 2020). Moreover, while 
attempts to eliminate the Affordable Care Act were a main reason that 2.3 
million Americans (including 726,000 children) became uninsured between 
2016 and 2019, at least 1.9 million additional people became uninsured in the 
early months after the pandemic hit (Gee 2020). In addition, although about 
a dozen states responded to the crisis by enabling the unemployed to enroll 
in state-sponsored health insurance plans, most states rely on a federally 
sponsored service and the Trump administration refused to provide a helping 
hand to the newly uninsured by opening the service’s enrollment period (Gee 
2020).39

While workers in many occupations were put in a difficult situation because 
of the pandemic and the public sector’s lackluster response, teachers (most 
of whom are public employees) and people employed in meatpacking plants 
were among those facing unique challenges because of action taken at the 
federal level. For example, teachers found that concerns for their safety were 
overshadowed by public statements from President Trump and Education 
Secretary Betsy DeVos that dismissed educational institutions’ need to follow 
CDC guidance and that demanded schools reopen or risk losing federal funds 
(Cole 2020; Sargrad and Calsyn 2020; Sprunt and Turner 2020).40 Meanwhile, 
meatpacking workers were caught between an executive order that kept meat 
and poultry plants open and an industry that took few precautions to protect 
employees from the coronavirus. Even worse, punitive attendance policies, 
a lack of sick leave and health benefits, and limited savings mean that many 
employees at processing plants work even when sick, which, of course, only 
further spreads the virus (Narea 2020; Yearby 2021).41

CONCLUSION

This chapter has shown that the coronavirus pandemic exposed structural 
flaws in the US economy and exacerbated the socioeconomic woes asso-
ciated with the era of MMC. That era ushered in a sea change in corporate 
strategy and behavior, the treatment and well-being of workers, and the aims 
and administration of public policy. Those changes elevated the interests 
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and power of money managers and corporate executives at the expense of 
American workers. A stock-market obsession, precarious jobs, stagnant and 
unstable worker incomes, high corporate debt, and a fraying social safety net 
have long threatened the well-being of American households and increased the 
vulnerability of the US economy to adverse events. The COVID-19 pandemic 
brought the system’s underlying shortcomings to the surface, but it also inten-
sified the associated, long-simmering problems, especially worker insecurity. 
Even worse, the surging disparity between society’s “haves” and “have-nots” 
does not merely impede economic recovery; it also undermines democracy and 
social stability.

It will not be easy to fix the shortcomings of MMC that the pandemic has 
exposed, but that’s not because Post-Keynesian Institutionalists and other pro-
gressives are at a loss for policy recommendations. For years, they have pro-
posed an array of tax, regulatory, and other policy changes to bring corporate 
objectives and business practices closer in line with the interests of workers, 
communities, and the nation. They have also advocated labor-law reform to 
restore workers’ rights to organize and bargain collectively, stronger fiscal sta-
bilizers and economic security policies to bolster economic well-being (includ-
ing a job guarantee, living wages, retirement supports, and healthcare for all), 
and a technology-driven industrial policy to secure prosperity by focusing on 
“brainpower” industries (thereby complementing, not substituting for human 
labor), resilient infrastructure, and environmental sustainability (see, e.g., 
Figart 2021; Whalen 2010; and Whalen 2020b, 85–86).42 A recent proposal 
by Senator Elizabeth Warren (2020) and Representative Ro Khanna—aimed 
at protecting essential workers during the pandemic—also included provisions 
(such as health and safety protections, paid sick and family leave, support 
for child care, and safeguards for whistleblowers) consistent with the sort of 
pro-worker agenda envisioned by Post-Keynesian Institutionalists. In addition, 
many elements of the policy vision of President Joe Biden (2020) (as outlined 
during the 2020 presidential campaign) would contribute to moving the 
country in the direction of more broadly shared prosperity.

What makes fixing our economic problems so difficult is that the revealed 
shortcomings are actually core features of MMC (this was also true in the case 
of the global financial crisis and Great Recession of 2007–2009)—and, as 
this chapter indicates, the beneficiaries of the current system exert a powerful 
influence on both corporate behavior and public policy. The good news is that 
economic systems are not natural systems (rather, they are shaped by human 
institutions and policies; see Minsky 1986, 7); capitalism can be structured in 
a variety of ways, and there are plenty of constructive policy ideas to adopt that 
would enable us to engage in thoroughgoing economic reform and move con-
structively beyond MMC.43 The bad news is that seeking to make the changes 
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we need presents a direct challenge to our era’s most powerful vested interests, 
and those interests are not inclined to yield without a fight.

Thus, a key challenge that must be confronted on the road from MMC to 
capitalism conducive to more broadly shared prosperity is the fact that conven-
tional politics won’t work; instead, those seeking genuine reform must, over 
the course of multiple election cycles, build a progressive political movement 
with broad appeal. Conventional politics requires candidates—Republicans 
and Democrats—to place a priority on campaign fundraising, which almost 
always means jettisoning a commitment to progressive ideas in order to win 
the approval of institutional investors and other donors with deep pockets (see, 
e.g., Calhoun 2018). In contrast, seeking genuine progressive reform requires 
a vision of America that can inspire working people—a vision that resonates 
with their experiences, highlights the common ground in their struggles (across 
regions and demographic divides), and offers a meaningful path to rewarding 
work, economic security, and robust opportunities. Then, building on that 
vision, the movement must press for constructive change day after day, month 
after month, and year after year. Realizing the promise of America requires 
constant effort, not merely a few weeks of political engagement every few 
years in advance of an election.44

Another major obstacle on the road to broadly shared prosperity is 
a Republican Party that demonizes its political opponents and most often 
chooses direct confrontation and unrelenting opposition over good-faith 
negotiations, joint problem solving, and authentic compromise. According to 
political scientists Steven Levitsky and Daniel Ziblatt (2017), democracies are 
fragile; a key norm that serves as their cornerstone is “mutual toleration, or 
accepting one’s partisan rivals as legitimate (not treating them as dangerous 
enemies or traitors).” In the 1990s, William Greider (1993, 411) made a similar 
observation: “At its core, the idea of democracy … [rests] on mutual respect.”

Today, we are a long way from a political environment characterized by 
mutual respect.45 In late 2010, both Senate Minority Leader Mitch McConnell 
and incoming House Speaker John Boehner announced that their driving aim 
was to stop every aspect of the agenda of President Barack Obama and make 
him a one-term president (Barr 2010). More recently, Senator McConnell—
who prevented Obama’s legitimate appointment of a Supreme Court nominee 
in 2016—told reporters he is “one-hundred percent” focused “on stopping” 
President Joe Biden’s administration, which McConnell (quoted in Smith 
2021) claims is working with House and Senate Democrats “to turn America 
into a socialist country.” A short time later, McConnell and other members of 
his party blocked Democrats’ proposed formation of a bipartisan commission 
to investigate the violent attack on the US Capitol that occurred on January 6, 
2021 (Naylor 2021).46
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As this chapter is being written, there are daily news stories and opinion 
essays warning that American democracy is in danger (see, e.g., Collinson 
2021; Friedman 2021; and Riccardi 2021). The few members of the Republican 
Party who have bucked its “cultish devotion” to Donald Trump (such as Senator 
Mitt Romney, Representative Liz Cheney, and radio host Joe Walsh) have 
been ostracized, stripped of leadership positions, or ousted from their jobs.47 
Meanwhile, a statement recently signed by more than 100 scholars maintains 
that democracy in America “is now at risk” as a result of Republican-led 
efforts in several states to restrict voting and politicize electoral administration 
(Nietzel 2021). Columnists Michael Gerson (2021) and Frida Ghitis (2021) 
go further and warn that the threat of serious violence across the nation now 
infuses Republican Party politics.

To make matters worse, MMC itself contributes to the erosion of democ-
racy. In part, this happens by making the political playing field more 
unequal—that is, rising worker insecurity and inequality disadvantage ordi-
nary citizens by leaving them with a lack of time and money for politics and 
lobbying (Levin-Waldman 2010). But MMC also undermines democracy by 
causing millions of workers to become disaffected and angry, which enables 
demagogues (seldom interested in real solutions and often authoritarian in 
disposition) to acquire power by stoking workers’ resentments (Feder 2020; 
Wallach 2020).48

All of these challenges to democracy provide another reason why a broad 
and genuinely progressive political movement is essential. Putting the United 
States back on the road to more broadly shared prosperity requires more than 
institutional changes to the economy; it also requires reinvigorating democ-
racy. Bold and practical political progressivism—which some might even call 
progressive populism—is not only an essential foundation for constructive 
economic policy; by offering the realistic chance of achieving a genuinely 
pro-worker economy, such progressivism may also be the only way for democ-
racy to prevail in the face of today’s anti-democratic trends.

We close by recalling that Winston Churchill is said to have argued that 
Americans can always be counted on to do the right thing—after they’ve tried 
everything else. In the era of MMC, Americans have tried everything else: 
Ronald Reagan’s supply-side conservatism, George H. W. Bush’s “compas-
sionate” conservatism, Bill Clinton’s politics of triangulation, George W. 
Bush’s neo-conservatism, Barack Obama’s technocratic detachment, Donald 
Trump’s populist authoritarianism, and now Joe Biden’s moderate liberalism.49 
The challenges posed by MMC are formidable and require transformational 
economic and political change guided by the aim of broadly shared prosperity. 
It’s time for the United States to do the right thing.
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NOTES

1. For illustrations of the global reach of MMC, see, for example, Liang (2011) and 
Tavasci and Toporowski (2010). Also, for a look at three decades of the growing 
concentration of ownership by money managers not only in the United States, 
but also in Australia, Canada, and Germany, see Peetz, Murray, and Nienhuser 
(2013).

2. Looking back at the early post-World War II era, we find that the share of US 
corporate equities controlled by managed money increased from 8 percent in 
1950 to 60 percent in 1990 (Porter 1992, 69). More recently, Peetz, Murray, and 
Nienhuser (2013) show the overwhelming ownership of the largest US industrial 
corporations by “finance capital” (that is, banks, insurance companies, mutual 
and pension funds, trusts, and private equity firms) before and after the global 
financial crisis.

3. For an early look at the crisis from a Minskyan perspective (emphasizing finan-
cial innovation, securitization, and unregulated practices and institutions), see 
Whalen (2007).

4. According to Michael Useem (2015, 1–2), institutional owners “are more 
demanding and less patient than individual [share]holders; they look for 
company competitiveness and clamor for change when firms fall short …. 
Individual shareholders had been relatively powerless to change underperform-
ing company management, but professional investors acquired the clout and 
mastered the strategies for doing so.” See also Useem (1996).

5. See, for example, Haldane (2015), which shows that firms seeking to boost the 
value of their stock avoid long-term investments.

6. Evidence of the strong link between the corporate pursuit of shareholder value 
and rising worker insecurity is provided by Greenwald, Lettau and Ludvigson 
(2021), which finds that 44 percent of the $34 trillion in real equity growth gen-
erated by US corporations from 1989 to 2017 was attributable to a reallocation of 
rewards to shareholders, primarily at the expense of labor compensation.

7. Of course, corporations also have—indeed have long exhibited—a predatory 
side, and it has become only more pronounced in the era of MMC; for more on 
the long evolution of corporations toward becoming “profit pirates,” see Jo and 
Henry (2015).

8. In a similar manner, Greta Krippner (2005, 174) defines financialization as 
“a pattern of accumulation in which profits accrue primarily through financial 
channels rather than through trade and commodity production.”

9. For more on the relationship between MMC and financialization, see, for 
example, Zalewski and Whalen (2010) and Whalen (2020a).

10. Minsky (1990, 56) acquired a similar view from Joseph Schumpeter, his disser-
tation adviser.

11. Krippner (2005, 196–197) adds that non-financial firms do not simply keep 
financial activities at home and offshore productive activities abroad. In fact, she 
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finds that US non-financial corporations actually generate more portfolio income 
from foreign sources than from domestic sources in the era we call MMC.

12. For discussions of supply shortages during the pandemic, see, for example, 
McMullan (2020); Morris (2021); Pfeiffer, Anderson and Van Woerkom (2020); 
and Rose (2020).

13. Imports of Chinese medical equipment to the United States increased by 78 
percent between 2010 and 2018 (US-China Economic and Security Review 
Commission 2019, 251–252).

14. For more on how finance has eroded US manufacturing, see Berger (2014); and 
for an early warning of the dangers of an economy driven by a short-term finan-
cial focus, see Hayes and Abernathy (1980). MMC’s erosion of capital develop-
ment is at the heart of what James Crotty (2003) calls the “neoliberal paradox,” 
which is that investors’ relentless pursuit of financial gains undermines the 
ability of corporations to sustain the investments and innovations essential for 
capitalism’s long-term survival.

15. After the Trump-era corporate tax cuts of 2017, billions of dollars were repatri-
ated from overseas tax havens and funded an extraordinary buyback binge: stock 
buybacks among the S&P 500 surged by 55 percent to a record $806 billion 
in 2018 (Smith 2020). (It should also be noted that corporations are permitted 
to borrow external funds to finance buybacks, which means that buybacks are 
not constrained by the availability of internal funds.) Although the COVID-19 
pandemic slowed the buyback boom, US corporations announced $484 billion 
in buybacks through the first four months of 2021. Analysts anticipate that 
2021 will be not merely another record-setting year, but also the start of a new, 
multi-year buyback “bonanza” (Sozzi 2021).

16. For the upward trend of M&A since the mid-1980s, see Institute for Mergers, 
Acquisitions, and Alliances (2021).

17. For a recent article showing that the “Big Four” tech companies (Amazon, 
Apple, Facebook, and Google) have grown tremendously in size and scope by 
way of M&A, see Alcantara et al. (2021).

18. For a broader discussion of how contemporary finance sabotages industrial pro-
duction, see Nesvetailova and Palan (2020).

19. While it is often said that the rise of MMC marked the end of shared prosperity, 
it is more accurate to say that MMC marked the end of the pursuit of shared 
prosperity. In fact, prosperity in the managerial era was far from broadly shared.

20. For a discussion of wage stagnation in the United States since the mid-1970s, see 
Shambaugh et al. (2017, i).

21. All too often, companies also deprive workers of pay and benefits to which they 
are legally entitled, and estimates suggest that as many as one in five employers 
have misclassified workers as independent contractors (Cooper and Kroeger 
2017).

22. Research by analysts at the US Treasury Department provides evidence of the 
growth in nonstandard employment. For example, the number of individuals 
with self-employment income increased by 29 percent between 2000 and 2014. 
According to the authors of that study, “[W]orkers who earn their living outside 
of the formal employee-employer relationship earn less, are less likely to have 
health insurance coverage, or to participate in or contribute to a retirement 
account” (Jackson, Looney, and Ramnath 2017, 22). For more on the rise of 
precarious work, see Kalleberg (2011) and Weil (2014).
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23. For discussions on how a relentless pursuit of earnings endangered healthcare 
workers and patients during the pandemic, see, for example, Gold and Evans 
(2020) and Pattani (2021). For earlier discussions on the focus on profits over 
people in healthcare and related services, see Appelbaum (2019); Ivory, Protess 
and Bennett (2016); and Pasquale (2014). For a perspective outside the United 
States, see Garcia-Gomez, Maug, and Obernberger (2020).

24. For challenges faced by workers in the grocery and retail sectors, see, for 
example, MacGillis (2021) and Neely and Carmichael (2021).

25. For more on the consequences of financialization on workers and employment 
relations, see Weller (2015).

26. According to Campbell Robertson and Robert Gebeloff (2020), “More than 
two-thirds of the workers at grocery store checkouts and fast food counters are 
women.”

27. Robertson and Gebeloff (2020) report that women “make up nearly nine out of 
10 nurses and nursing assistants, most respiratory therapists, a majority of phar-
macists and an overwhelming majority of pharmacy aides and technicians.” They 
also report that 33 percent of women workers were deemed essential; in contrast, 
28 percent of male workers were deemed essential (Robertson and Gebeloff 
2020).

28. For a look at COVID-19 deaths among healthcare workers in the United States at 
the end of 2020, see Jewett, Lewis and Bailey (2020).

29. See Falk et al. (2021) for an examination of unemployment rates during the 
pandemic.

30. According to the same survey (conducted by the US Census Bureau), “Black and 
Latino adults reported difficulty covering expenses at higher rates: 42 percent 
and 36 percent respectively, compared to 23 percent for Asian adults and 21 
percent for white adults” (Center on Budget and Policy Priorities 2021b).

31. Palley (2007, 18) also identifies two other reasons for the cult of debt financing. 
One is that the tax code favors such financing over equity financing because 
interest payments are tax deductible. The other is that debt can be used as a tactic 
to drain free cash flow from firms, thereby putting pressure on workers and 
leaving less income available for other income-stream claimants.

32. Prior to 1982, stock buybacks were considered stock manipulation and were pro-
hibited in the United States. For details on many of the policy changes mentioned 
above (and additional references), see Whalen (2008); for Institutionalist analy-
ses of bankruptcy reform that illustrate how such policy changes serve financial 
interests at the expense of US households, see Waller (2001) and Scott (2007).

33. Wray (2009, 816) also identifies a variety of ways that neoconservative poli-
cymakers (mostly Republicans) in the nation’s capital sought to advance even 
further the interests of money managers, such as: privatizing Social Security, 
replacing income and wealth taxes with consumption taxes, transferring health-
care burdens to patients, substituting private training accounts for unemployment 
benefits, and supporting school voucher systems. The common thread of all 
these efforts is the aim of reducing government responsibility for public welfare 
and shifting economic risks from government and corporations to workers and 
households. In most cases, those particular efforts failed, but proponents of 
that agenda have not always been unsuccessful, as shown by Galbraith (2008), 
who surveys the record in a number of policy areas. Galbraith (2008, 14) also 
identifies financial deregulation as “the most complex and damaging example” 
of the predator state at work: “Here we see …, in pure and unalloyed form, the 
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consequences of market power, of asymmetric information, and of regulatory 
capture, leading to rampant predation against both a public system and the public 
itself, and on a colossal scale.” See also Mishel and Bivens (2021), who examine 
the policy-driven sources of wage suppression and inequality.

34. According to William Gale et al. (2018, II), under the most plausible scenarios, 
the Tax Cuts and Jobs Act will “end up making most households worse off” than 
if the legislation had not been enacted. For more on the Trump era tax cuts, see 
Cary and Holmes (2019), Desai (2018), Dickinson (2020), and Gleckman (2017).

35. In 2008, Galbraith (2008, 135–136) illustrated the predator state’s disregard for 
the public interest by describing how the federal government contracted with 
private loan-servicing firms to handle university loans that were previously 
administered by government workers. During the Trump era, thousands of 
teachers were surprised to find that their university tuition grants were converted 
to loans by a servicing firm that stood to gain from the conversion. In the end, 
public outrage eliminated those loans, but the incident shows how privatization 
and predatory behavior have continued to undermine the public interest (Turner 
and Arnold 2018; Turner 2020).

36. The Trump administration also failed to support a bill to increase the federal 
minimum wage to $15 an hour by 2025, which passed the House of Representatives 
in 2019. That minimum wage, which was last raised in 2009, currently stands at 
$7.25 per hour; it has lost more than 30 percent of its purchasing power since 
its real-value peak in 1968 (Cooper 2019; McNicholas, Rhinehart, and Poydock 
2020, 12).

37. According to an analysis by the Kaiser Family Foundation (Kamal et al. 2018), 
insurance premiums purchased through state health exchanges were expected to 
be about 16 percent higher in 2019 than would otherwise be the case because 
of the repeal of the individual mandate and other changes that weakened the 
Affordable Care Act.

38. A lack of federal coordination forced states to compete with each other for vital 
supplies and medical equipment during the pandemic (Soergel 2020). At the 
same time, to the extent that the administration was engaged, the record shows 
that the president and his top aides played favorites in awarding contracts and 
allocating scarce resources, often insisting that governors praise the president 
publicly (later used in campaign ads) and even relax state stay-at-home rules in 
exchange for federal assistance (Allen, McCausland, and Farivar 2020; Mackey 
2020; Sarkis 2020).

39. Several other indicators of economic insecurity among American households 
at the start of the pandemic (such as the large number of workers without sick 
leave) have already been discussed in a previous section of this chapter.

40. DeVos also tried to force public school districts to divert an outsized portion of 
federal coronavirus relief funds to private schools (Bryant 2020).

41. Employees at such facilities are required to work even when experiencing 
COVID-19 symptoms or awaiting test results, since companies excuse absences 
for COVID-19 only when a worker has tested positive for the virus. However, 
meat- and poultry-processing workers often find tests expensive and difficult to 
access, so many sick employees forgo the tests and just continue to work (Yearby 
2021).

42. For a broad strategy that remains relevant, see Minsky and Whalen (1996). Also, 
see the other chapters in Part II of this book for constructive policy ideas.

43. On the many varieties of capitalism, see Minsky (1991, 10).
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44. Of course, in addition to recognizing and addressing the political challenges 
that stem largely from the resistance of vested interests, Post-Keynesian 
Institutionalists and other progressive economists must also seek to advance the 
discipline of economics so as to improve academic and public understanding of 
contemporary economic challenges. In fact, contributing to that end by fleshing 
out Post-Keynesian Institutionalist analyses of today’s capitalism is a key aim 
of this entire volume. Beyond that, we thoroughly endorse pluralistic efforts 
that seek to strengthen ties across heterodox traditions for the purpose of better 
understanding socioeconomic reality.

45. Actually, this problem has been building throughout the era of MMC; see 
Whalen (2020c), which includes some ideas, based on the work of John R. 
Commons, to address this situation by means of institutional changes. In addi-
tion, it must be acknowledged that some members of the Democratic Party have 
also chosen to demonize their opponents and reject compromise; the difference 
is that Republicans have elevated such members to leadership positions; to date, 
Democrats have largely avoided doing so. As congressional scholars Thomas 
Mann and Norman Ornstein ([2012] 2016) demonstrate in It’s Even Worse than 
It Looks, both parties participate in tribal warfare, but both sides are not equally 
culpable; instead, there is “asymmetric polarization,” owing to a Republican 
Party that refuses, at all costs, to allow anything that might help Democrats 
politically.

46. Meanwhile, most Republicans, accepting a narrative repeatedly presented on Fox 
News and other right-wing media outlets, falsely insist that Biden’s election was 
illegitimate (Reuters 2021).

47. For an interview with Joe Walsh, who was fired from his conservative radio 
show for speaking critically of Trump, see CNN Newsroom (2021).

48. Moreover, when such anger threatens the interests of elites, the affluent look to 
the state for anti-democratic solutions to contain it (Parramore 2018).

49. Although candidate Biden positioned himself as a moderate liberal, there is room 
and time (as of this writing, a little more than 100 days into his presidency) for 
him to evolve in the direction of progressive populism.
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5. Wealth inequality, household debt, 
and macroeconomic instability
Christian E. Weller and Emek Karakilic

INTRODUCTION

A growing number of households in the United States (US) face current and 
future financial insecurity due to rising wealth inequality and increased expo-
sure to economic risks. As the COVID-19 pandemic made abundantly clear, 
many households find it difficult to weather economic emergencies, such as 
a layoff or unexpected medical expenses. In addition, households often cannot 
adequately prepare for the future because of current financial insecurity. For 
example, many households took out new loans or borrowed from friends or 
family members just to pay daily expenses during the recession of 2020. Such 
indebtedness contributes to future financial insecurity for those households. It 
often comes at the expense of borrowing for investments (in higher education 
or in starting a business, for example) that could enhance household economic 
security in the future. And, households need to pay down that debt, cutting the 
resources households will have available to make security-enhancing invest-
ments for some time to come.

Although the COVID-19 pandemic starkly illustrates widespread house-
hold exposure to economic risks, that exposure is not new. For decades, US 
households have increasingly faced large economic risks on their own. Jobs 
have become less stable; wage growth has lagged behind productivity gains; 
and many employers have not provided workers with adequate retirement and 
health benefits (Weller and Newman 2020).

This greater risk exposure happened amid rising wealth and a growing 
economy. For more than a decade prior to the start of the pandemic, the US 
economy expanded steadily, causing corporate profits and stock-market values 
to reach record highs. The US economy generated more wealth, but it also dis-
tributed that wealth in an increasingly unequal manner. For example, at the end 
of 2019, just before the pandemic began, the top 1 percent of income earners 
owned 25.4 percent of all wealth in the United States, and the top 10 percent 
of income earners owned 70.5 percent; those wealth shares for high-income 
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earners were the highest on record, going back to September 1989 (Board of 
Governors 2020a). The problem of increased exposure to economic risk is 
rooted in wealth inequality, not wealth creation.

Moreover, wealth inequality creates a problem for the overall economy. The 
rising household indebtedness caused by increased risk exposure threatens 
not only individual well-being but also economic growth and stability. Such 
indebtedness adversely affects the macroeconomy through a number of key 
channels, as we discuss below.

The purpose of this chapter is to explore these problems, linkages, and 
channels. The investigation is organized as follows. We begin by summarizing 
the evidence on rising wealth inequality in the United States. Then we consider 
the increased exposure to economic risk faced by individuals and households, 
especially the rise of precarious jobs, highlighting the costs of that increased 
exposure and the impediments to increased saving by households. That 
analysis is followed by an examination of how the growth of household debt 
represents a key link between wealth inequality, mounting economic risks, and 
the macroeconomic problems of slower growth and greater instability. A final 
section offers a brief discussion and conclusion, including some attention to 
our investigation’s implications for public policy.

WEALTH INEQUALITY

Wealth in the United States is unequally distributed. As Figure 5.1 illustrates, 
wealth has become increasingly concentrated among the richest families for 
decades, but especially in the years after the Great Recession of 2007–2009 
(Bricker et al. 2020; Piketty, Saez, and Zucman 2017; Wolff 2017). Wealth 
inequality even increased during the more recent recession: from December 
2019 to September 2020, the average real wealth of households in the top two 
income quintiles grew faster than the average wealth for households in the 
bottom three quintiles.

In addition, Figure 5.1 does not tell the whole story because it shows only 
the average wealth for each income quintile. Before the crisis hit in 2020, 
even many middle- and upper-income households had little wealth (Wolff 
2017). Moreover, a large fraction of US households have seen their real 
(inflation-adjusted) wealth shrink since the eve of the Great Recession, which 
began at the end of 2007. The median wealth of non-retired households in 2019 
was $91,540, or 22.2 percent below the $117,627 (in 2019 dollars) recorded in 
2007.1 Similar differences held for all income quintiles, other than the bottom 
quintile, where median wealth in 2019 was the highest since 1995.2 The typical 
wealth of all middle-income groups lagged far behind the levels recorded 
before the Great Recession. As a result, many households were more badly 



Notes: Population sizes based on Federal Reserve Research (Board of Governors 2020b) for the 
third quarter of survey years of the Survey of Consumer Finances. All other quarters up to June 
2019 are linear interpolations. Population growth after December 2019 is assumed to be the same 
as from September 2016 to September 2019. Real dollar values deflated using the Bureau of 
Economic Analysis’ (2020) price index for personal consumption expenditures. All dollar figures 
expressed in September 2020 dollars.
Source: Authors’ calculations based on Federal Reserve research (Board of Governors 2020a; 
2020b).

Figure 5.1 Average real per household wealth by income quintile, 
1989–2020
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prepared for the economic risks associated with the COVID-19 pandemic than 
they were for that earlier recession.3

Wealth inequality is especially pronounced by race and ethnicity (Hanks, 
Solomon, and Weller 2018; Solomon and Weller 2018; Weller and Thompson 
2018). For example, research using various data sets and time horizons finds 
that Black and Latinx households tend to own only a fraction of the wealth 
of White households (Asanthe-Muhammed et al. 2017; Bhutta et al. 2020; 
Dettling et al. 2017). African-American and Latinx households are much less 
likely than White households to own their own house, a retirement account, 
or a business (Hanks, Solomon, and Weller 2018; Solomon and Weller 2018). 
Evidence also shows that wealth is more unevenly distributed among Asian 
Americans than among Whites, largely because (relative to Whites) there is 
much less wealth among Asian-American households at the bottom of the 
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wealth distribution (Weller and Thompson 2018). Also, even when they own 
these assets, the size of such assets is usually smaller for people of color, often 
reflecting systemic racism in labor, housing, and credit markets (Hamilton et 
al. 2015; Hanks, Solomon, and Weller 2018).

RISK EXPOSURE, PSYCHOLOGICAL STRESSES, AND 
LOW SAVINGS

Household wealth serves not only as a financial buffer in an emergency, but 
also as a means for economic mobility and as a pathway to a secure retirement. 
Since such wealth is a stock of assets accumulated over time, it includes what 
economists call precautionary savings—income saved so it will be available to 
meet an unanticipated need. The COVID-19 pandemic highlighted the impor-
tance of precautionary savings and overall wealth in times of emergencies.

The pandemic forced individuals and households to make difficult choices—
choices that were often wrenchingly difficult for those without emergency 
savings. Many workers faced the choice of continuing to work and risking 
their health or not working and finding themselves unable to pay their living 
expenses. In contrast, sufficient emergency savings allowed others to stay 
home and protect the health of themselves and their family members. In fact, 
those with even more wealth were able to move to new locations that offered 
more space for social distancing, thus lowering their chances of illness. Older 
workers, people who are generally at greater risk of becoming seriously ill 
from the coronavirus than their younger counterparts, faced an especially dif-
ficult choice, and only those with sufficient wealth could opt to leave the labor 
force to reduce their risk of illness.

The widespread lack of wealth to draw upon in crises became apparent 
during the pandemic and associated recession. For example, renters, who typi-
cally have much less wealth than homeowners, faced more housing uncertainty 
as they fell behind on their rent. About 20 percent of renters and approximately 
10 percent of homeowners with a mortgage fell behind on rent and mortgage 
payments during the pandemic (US Census Bureau 2020). Renters also gener-
ally had less access to a reliable internet service and electronic devices for their 
children’s remote learning (Francis and Weller 2021). Looking at households 
more broadly, the combination of limited savings and a severe economic crisis 
exposed millions of households to housing insecurity, hunger, and poverty 
(Han, Meyer, and Sullivan 2020; US Census Bureau 2020). Current and future 
economic uncertainty went hand-in-hand with little or no wealth during the 
pandemic.

In short, the COVID-19 pandemic demonstrated that many households do 
not have the wealth, or even the precautionary savings, needed to effectively 
handle crises. It also showed that many times the people facing the greatest 
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risks—such as low-income healthcare workers, for example—tend to have 
the least wealth and the fewest opportunities to save more (Weller 2018). 
Unfortunately, rising wealth inequality has left a large and growing share of 
households ill-prepared for the future.

Moreover, the adverse consequences of rising inequality are not limited to 
times of crisis. Rising inequality has meant that more and more households 
have fewer opportunities to invest in their own future by starting a business, 
relocating to an area with better employment opportunities, buying a house, 
and supporting their children’s education. These challenges have impeded 
households’ financial security for at least two decades. Even worse, rising 
costs of housing, healthcare, and care for children and older adults presented 
households with substantially greater economic risks well before the pandemic 
(Weller and Newman 2020; Weller and Tolson 2018).

To be clear, the long-term economic forces that have increased US wealth 
inequality have simultaneously shifted the burden of economic risks from com-
panies to workers (examples include replacing long-term employment with gig 
work and short-term work contracts, and the move from defined-benefit pen-
sions to defined-contribution retirement plans) and left households in a weaker 
financial position to cope with those growing risks. At the same time, public 
policy changes and policy inaction at the federal, state, and local levels have 
often worsened the problem by adding to the burden of economic risk borne by 
individuals and households. For example, a variety of social protections—such 
as minimum wages, union membership, and social insurance programs—have 
eroded over the past three decades, as has support for public education (Weller 
and Newman 2020). That deterioration has left individuals with more precari-
ous income and employment.

Precarious Work and Volatile Incomes

The concept of precarious work goes back to the French sociologist Pierre 
Bourdieu’s (1998) idea of précarité. According to Bourdieu, who closely 
observed working conditions after 1980, precariousness is everywhere and 
influences almost everything from industry to institutions of cultural produc-
tion (Bourdieu 1998). Similarly, Arne Kalleberg (2009) defines precarious 
work as “employment that is uncertain, unpredictable, and risky from the point 
of view of the worker” (Kalleberg 2009, 2). British economist Guy Standing 
argued that new labor market conditions after the 1980s created a new working 
class, termed the precariat (Standing 2011). Standing shifted precarity from 
Bourdieu’s description of labor conditions to “precarious workers as a socio-
economic category or class” (Millar 2017, 3).4

Precarious work and income volatility have become more evident since 
the 1970s in the US (Kalleberg 2009). According to Kalleberg (2009, 2), the 
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economic crisis of the early 1970s and the ensuing period of slow growth and 
falling profits gave rise to a reorganization of labor institutions amid growing 
global competition. Several public policies contributed to the rise of precarious 
work. These include erosion of the minimum wage, deunionization, and dereg-
ulation, all of which increased corporate power. For example, the minimum 
wage has been eroding for decades, offering less and less security to workers. 
By the early 1990s, an employee working full time at the federal minimum 
wage received less than what she would have needed to have an income above 
the federal poverty line (Bernstein and Schmitt 2000; Luce 2017). The federal 
minimum wage has subsequently lost ground further, as Congress last adjusted 
its value to $7.25 per hour in 2009, but has made no further adjustments to 
account for inflation or productivity gains since then.

Moreover, workers have faced increasingly worsening conditions since 
the mid-1970s as employers and the public sector attacked unions. This has 
resulted in a steady decline of workers protected by collective bargaining 
agreements since the early 1980s (Kalleberg 2011). The federal government 
also deregulated key industries and cut the budgets of public agencies that 
monitor labor regulations. For example, the Reagan administration reduced the 
monitoring and regulatory functions of institutions such as the Occupational 
Safety and Health Administration (OSHA) and the Equal Employment 
Opportunity Commission (EEOC). Meanwhile, as a result of lax enforcement 
of (and loopholes in) existing protective labor legislation, employers could 
avoid their legal obligations to workers by increasingly hiring people as inde-
pendent contractors (Kalleberg 2011; Luce 2014).

Precarious workers often lack other job options and alternatives (McKay et 
al. 2012). In the United States, there have always been such workers. Today, 
the difference is that fewer and fewer workers have access to what were once 
considered “standard employment relations,” which Leah Vosko (2010, 1) 
describes as “a full-time continuous employment relationship, where the 
worker has one employer, works on the employer’s premises under direct 
supervision, and has access to comprehensive benefits and entitlements.”

David Weil’s (2014) notion of the “fissured workplace” captures many of 
the workplace changes associated with the spread of labor-market precarious-
ness. According to Weil, the three main forces that have fractured standard 
employment relations are increased employment subcontracting, franchising, 
and supply-chain globalization. All three are driven by the same motivation: 
to reduce labor costs and shield employers from responsibility for employees’ 
working conditions by transferring that responsibility to individual workers 
or third parties (such as subcontractors or employment agencies). As a result, 
workers and work become commodified, resulting not only in slower wage 
growth, but also greater instability in employment and earnings for the affected 
employees.5
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Widespread precarious work also translates into both slower income growth 
and greater income volatility for households. To increase income in the face of 
sluggish wage gains and the rising cost of household expenses such as housing, 
healthcare, and education, workers need to work more hours, work additional 
jobs, or have more family members join the labor force. Since well-paying, 
stable jobs with benefits have fallen as a share of labor force employment, 
much of this additional work also occurs in precarious jobs (Jacobs and Gerson 
2004). As a result, while many households have gained income on average, 
that income has often become increasingly unstable.

Instability in earnings has many sources, but chief among them are irreg-
ular work schedules, unemployment spells, and contingent pay such as tips, 
bonuses, and commissions (Board of Governors 2014). Employment by retail-
ers and restaurants, which grew prior to the pandemic (Golden 2015; Morduch 
and Schneider 2017) and is likely to recover slowly afterward, is particularly 
prone to this erratic earnings pattern. However, workers in others sectors have 
also increasingly experienced negative earnings-related shocks over the past 
several decades. In addition, the observed trend toward shorter periods of 
employment with a given employer likely reflects involuntary instabilities, not 
voluntary increases in job mobility (Weller 2018).

Increasing income volatility has been a key characteristic of households’ 
economic experience as precarious jobs have proliferated. For example, Karen 
Dynan, Douglas Elmendorf, and Daniel Sichel (2012) find that income vola-
tility has grown since the 1970s. Just prior to the Great Recession, households 
had a 12 percent chance of income drops that were greater than 50 percent of 
their income, compared with a 7 percent chance for households in the 1970s 
(Dynan, Elmendorf, and Sichel 2012). Hardy and Ziliak (2014) similarly find 
increasing income volatility, at both the bottom and the top of the income 
distribution. Underlying changes in income volatility appear to be increases in 
earnings volatility, especially for men (Dahl, DeLeire, and Schwabish 2007; 
Gottschalk et al. 1994; Haider 2001; Shin and Solon 2011; Ziliak, Hardy and 
Bollinger 2011), but also for women (Ziliak, Hardy, and Bollinger 2011).

Short-term Instability and Long-term Insecurity

Families that experience greater income instability also generally have less 
wealth available to ensure a secure future. This link between short-term and 
long-term economic insecurity results from several factors; four are mentioned 
here. First, families experiencing more income volatility must more often dip 
into savings—or borrow—to pay their bills than families without such vola-
tility. That reduced savings or increased borrowing then becomes a long-term 
drag on household finances.
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Second, families with more income volatility save less because they are less 
likely to qualify for a retirement or healthcare plan at work or even to work for 
an employer that offers one. Part of the problem here is that employees expe-
riencing income volatility might also have short work tenures and therefore 
fail to qualify for certain workplace benefits (as opposed to those with more 
time on the job). But the growth of precarious work also has made it hard for 
many workers to gain access to such benefits regardless of work tenure, since 
more and more jobs (such as so-called “gig economy” jobs) do not offer those 
benefits. Workers without such benefits also usually have less income avail-
able to save because their out-of-pocket expenses (such as for healthcare, for 
example) are higher than for workers in standard work arrangements (Keith, 
Harms, and Long 2020; Larsson and Sabolova 2020).

Third, households with high income volatility can ill afford risky but poten-
tially high-return investments, such as stocks (Gollier and Pratt 1996; Kimball 
1993; Pratt and Zeckhauser 1987). Instead, they tend to take a cautious 
approach to investing that focuses on protecting their savings (Cagetti 2003; 
Carroll and Samwick 1998; Gourinchas and Parker 2001; Guiso, Jappelli and 
Terlizzese 1992; 1996; Hochguertel 2003). In short, their savings grow more 
slowly because of greater risk exposure in other parts of their lives.6

Fourth, the uncertainty that accompanies more negative income shocks 
often creates anxiety that interferes with savings decisions. Research finds that 
people experiencing substantial uncertainty, as in the case of income volatility, 
experience more stress (Peters, McEwen, and Friston 2017; Rohde et al. 2016; 
Sinclair and Cheung 2016). This leads to a greater reliance on heuristics, 
including status quo bias, and often results in limited exploration of financial 
options and fewer active financial decisions, including those that involve 
saving for the future (Bernartzi and Thaler 2007; Porcelli and Delgado 2009). 
In fact, uncertainty often results in worse outcomes, as a consequence of stress 
and an inability to make decisions, than the certainty of negative outcomes (De 
Berker et al. 2016; Peters, McEwen, and Friston 2017).

The Need for—and Lack of—Savings

The need for an emergency buffer or financial support for economic mobility 
has not diminished as wealth has decreased for most households. On the 
contrary, less stable incomes have increased the need for more precautionary 
savings.

In the face of precarious work, income volatility, and decreased wealth, 
households could benefit from more risk protections such as pooled social 
insurance programs. This is especially true in the case of protections for 
retirement security. However, since the 1980s, the shift from retirements 
supported by defined-benefit pensions and Social Security to those supported 
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by individualized savings—such as individual retirement accounts (IRAs) 
and 401(k)s—has moved the risk burden in the opposite direction (Weller 
2016). Regular attacks on unions and collective bargaining rights have made 
it harder for workers to access defined-benefit pensions both in the private and 
public sectors. Moreover, the unwillingness of policymakers to raise taxes on 
higher-income earners has meant greater pressure on programs such as Social 
Security. Congress has not updated Social Security’s benefits to address 
increasing risks such as mounting caregiving needs (Weller and Hamilton 
2018). Instead, initial benefits relative to lifetime earnings have declined as 
the age of eligibility for full benefits has increased from 65 years to 67 years.

To offset the decline of defined-benefit pensions and Social Security, house-
holds need to save more on their own. Yet, individualized forms of saving 
are highly inefficient and increase households’ risk exposure even further. 
Households face greater financial risk exposure with these savings plans than 
with social insurance programs such as Social Security (Weller 2016; Weller 
and Newman 2020). Moreover, Congress has offered tax incentives that are 
complex and heavily skewed towards higher-income earners (Weller 2016; 
Weller and Ghilarducci 2015). In fact, higher-income earners, especially those 
with stable incomes, are more likely to make use of such retirement savings 
plans (Weller 2016; 2018). As a result, the current system’s emphasis on 
individualized savings adds to economic insecurity for most households and 
further exacerbates wealth inequality.

The COVID-19 Pandemic: A Closer Look

The need for and lack of emergency savings amid widespread risks became 
readily apparent during the pandemic of 2020. Many low- and middle-income 
households lacked sufficient financial cushions for an emergency such as job 
losses, higher childcare costs, or additional healthcare expenses—and the 
pandemic threatened many families with all of these. With little savings to 
fall back on, many households fell behind on rent and mortgage payments 
(US Census Bureau 2020; Weller 2020a). For example, one-in-seven renters 
with family incomes from $35,000 to $100,000 were not current on their rent 
in November 2020, and 79.9 percent of these renters expected to face eviction 
within two months. At the same time, among homeowners with a mortgage, 
one in ten were not current on their mortgage, and 56.1 percent expected 
a foreclosure within two months.7

Because of the pandemic, many people left the labor force to care for 
children and other family members. This was especially true for women, 
particularly women of color (Kashen, Glynn, and Novello 2020). In November 
2020, for instance, 14.2 percent of non-retired people living in families with 
incomes between $35,000 and $100,000 did not work because they took care 
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of children or other family members, and another 13.7 percent stayed away 
from work because of health worries. The pandemic only highlighted the 
stark choices that people must often make between earning income and caring 
for themselves, children, and other family members; many of these difficult 
choices already existed, owing to insufficient and unaffordable child-care 
options (Malik et al. 2018) and limited support for those caring for older rela-
tives (Weller and Tolson 2020). The recession of 2020 merely illustrated (in an 
extraordinarily vivid manner) the financial insecurity of many US households.8

While the pandemic highlighted the need for policies supporting those 
families in the most precarious financial situations, congressional action fell 
short of what was needed. For instance, only about 30 percent of workers in 
the pandemic had the privilege of working from home (Gould and Shierholz 
2020); at the same time, many of those who could not work remotely failed to 
receive protective equipment and pay supplements that would have enhanced 
their physical safety and financial security. This was particularly true among 
direct care workers who were pivotal in protecting the lives of others (Weller 
2020d; Weller, Cohen, and Stone 2020; Weller et al. 2020). In early 2020, 
Congress enacted the CARES Act to counter the economic and public health 
effects of the pandemic, but it did not directly provide for hazard pay for those 
most at risk (Kinder, Stateler, and Du 2020) and much of its added financial 
assistance to struggling workers ran out by that summer. Public policy had 
put many workers in a precarious situation before the pandemic, and then 
Congress offered too little assistance when it was needed most.

HOUSEHOLD DEBT, SLOW GROWTH, AND 
FINANCIAL INSTABILITY

Households with little or no savings often turn to debt, not just to make invest-
ments in the future (such as purchasing a home or starting a business), but also 
to cover emergencies, including the need to continue paying for daily living 
expenses in the face of an unexpected drop in income. For example, many 
middle-income households borrowed during the pandemic to pay for their 
regular expenses. In November 2020, more than one-third of households with 
incomes between $35,000 and $100,000 borrowed from friends or family or 
used loans (including credit card debt) to pay their current expenses.9

The recession of 2020 highlighted the importance of informal lending as 
a way to get households through difficult times. According to the US Census 
Bureau (2020), 13.1 percent of all households borrowed money from family 
or friends to pay their expenses in November 2020, up from 11.4 percent in 
August 2020 (see Figure 5.2). This type of debt is much more widespread 
among Black and Latinx families, younger families, and those without 



Source: Authors’ calculations based on US Census Bureau (2020).

Figure 5.2 Share of households that borrowed from family or friends 
to pay for expenses from August to November 2020, by 
demographics
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a college degree (Figure 5.2). For example, 24.6 percent of households without 
a high school degree borrowed money from family or friends (Figure 5.2).

New household debt during the pandemic extended a longer-term trend of 
borrowing money to bridge a widening gap between household financial 
resources and expenses. For example, indebtedness has grown for three 
decades among older households about to enter retirement (Lusardi, Mitchell, 
and Oggero 2018). In addition, household debt, especially in the form of mort-
gages and home equity lines of credit, increased startlingly for several years 
before the Great Recession. Then, amid tightening credit standards following 
the financial and economic crisis from 2007 to 2009, mortgages, home equity 
lines, and credit card debt became harder to acquire. Auto loans and student 
debt filled the void, reaching record highs prior to the pandemic recession of 
2020 (Board of Governors 2020c; Weller 2020b) (see Figure 5.3).

When the recession hit in early 2020, those formal types of debt were not 
enough, especially as banks tightened lending. Many households did not have 
the resources needed to pay their expenses or make important investments, 
such as those necessary to support their children’s online learning (Francis and 



Note: Consumer debt in Board of Governors (2020c) is allocated to non-revolving credit in the 
same proportion reported in Board of Governors (2020f).
Source: Authors’ calculations based on Federal Reserve research (Board of Governors 2020c; 
2020f).

Figure 5.3 Non-revolving consumer debt to after-tax income, 1968–2020
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Weller 2021). As a result, many households had to rely on informal networks 
for financial help.

From Higher Debt to Slower Growth

The combination of massive wealth inequality and continued high debt levels 
raises the specter that household difficulties will lead to slower growth across 
the entire economy. For example, slower growth may result from reduced 
business investment in response to concerns over widespread consumer debt 
(Dutt 2006; Palley 1994; 2009). Firms know the level of debt, and thus the 
level of debt service, that consumers have to repay. Thus, they also understand 
that households’ debt burden will depress demand in the future, since that 
burden means those households will be less able to make future purchases. 
This reduces the incentive for firms to invest (Dutt 2006; Palley 1994; 2009).

Heavy debt burdens also make it harder for households to receive financing 
for other ventures. For example, banks will consider unsecured debt levels 
when making decisions about new loan applications. Thus, households that 
have taken on large loans to cover expenses will find it harder to make other 
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large investments: they will be less able to access the financial resources needed 
for purposes such as buying a house or starting (or growing) a business.10 In the 
absence of such investments, economic growth will be less robust.

From Indebtedness to Instability

In addition to leading to slower economic growth, household indebtedness can 
also spread financial insecurity and instability to other sectors of the economy. 
This can occur through at least two channels.

One channel involves informal borrowing through social networks. As we 
have already observed, households with little or negative wealth often rely on 
friends or family for financial assistance (O’Brien 2012; Pugliese, Le Bourdais 
and Clark 2020). But borrowers often struggle to repay that debt, and unrepaid 
loans reduce the financial security of lending households.

Data from the Federal Reserve (Board of Governors 2020b) provide some 
insight into the magnitude of financial support that households provide to 
friends or family. In 2019, 14.5 percent of households financially supported 
family or friends with an average of $9,337 that year. This totaled about $173 
billion in payments between family or friends at a time when unemployment 
was low and incomes were rising in general. The data also show that lending 
households are often in shaky financial situations themselves. One-quarter of 
households that financially supported others in 2019 had less than $37,670 in 
income; such households loaned an average of $3,000.11

Often those amounts will not be repaid because they were meant as a gift 
or because of the borrowers’ inability to repay. This directly lowers the finan-
cial security of the lenders, who themselves are often financially insecure. 
Estimates suggest, for example, that financial interrelationships between 
family members tend to correlate with financial instability and substantially 
contribute to the wealth gap between White and Black families (Chiteji and 
Hamilton, 2000; 2002; Toney and Hamilton, 2020). Economic insecurity then 
proliferates through already economically insecure households and depresses 
demand.

The other channel linking indebtedness to instability emerges when heavily 
indebted households fall behind on their debt repayments for formal debt such 
as mortgages. The growth of delinquent and ultimately defaulted-on debt 
can have two negative consequences for economic growth. For one, banks 
become more cautious in extending credit, even as just loan delinquencies 
increase. Starting in April 2020, banks quickly tightened lending standards 
for mortgages and other consumer loans (Board of Governors 2020d). By 
July 2020, more than half of all banks reported that they tightened standards 
for non-subprime mortgages and for all types of consumer loans, for instance 
(Board of Governors 2020d). As a result, households will have a harder time 
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purchasing durable goods and buying a house, reducing aggregate demand 
and longer-term growth. Moreover, banks can fail if loan defaults become 
substantially large, although increased capital requirements have considerably 
reduced this possibility in the aftermath of the Great Recession. Yet, banks 
reported that 2.81 percent of all residential mortgages were delinquent in the 
third quarter of 2020, up from 2.34 percent at the end of 2019 and the highest 
delinquent share since the end of 2018 (Board of Governors 2020e). The 
quality of mortgages quickly deteriorated in the recession, but remained in the 
range of the prior years.

Consequences of Unequal Access

The lack of access to capital for future investments is unevenly distributed. 
African-American, Latinx, and many Asian-American households already 
have higher levels of consumer indebtedness than White households (Hanks, 
Solomon, and Weller 2018; Solomon and Weller 2018; Weller and Thompson 
2018). They will find it especially difficult to secure additional financing for 
new investments.

This racial and ethnic inequality has two consequences that will indirectly 
slow growth. First, if current trends continue, the lack of affordable financing 
for people of color to invest in their own future will make it harder for them 
to increase their wealth. Wealth inequality by race and ethnicity, already at or 
near record high levels, will thus become worse and perpetuate financial inse-
curity for a large proportion of the population. As discussed above, such finan-
cial insecurity slows economic growth. Second, people of color are a growing 
share of the US population. As people of color on average have more debt than 
White households, an increasing share of American households will find it 
difficult to make productive, long-term investments, which means growth will 
be constrained even further.

DISCUSSION AND CONCLUSION

Wealth inequality has grown over the past four decades, reaching persistently 
high levels for much of the past decade. The lack of wealth for many house-
holds has left a large section of the population ill-prepared for emergencies 
and with few means to invest for the future. At the same time, households have 
faced increasing exposure to economic risk in a number of ways, most notably 
through the proliferation of precarious jobs, which offer low pay, little income 
stability, and few benefits. As a result, the combination for many families of 
very little wealth and high risk exposure further cemented wealth inequality 
since such households have often needed to go deeper into debt. Widespread, 
high, and growing household debt burdens also slow economic growth and 



Wealth inequality, household debt, and macroeconomic instability 135

raise the possibility of more financial instability: microeconomic insecurity 
translates into weaker overall economic performance and threatens macroeco-
nomic stability.

Our chapter counters the Neoclassical economists’ argument that house-
holds respond to more short-term financial insecurity by building up precau-
tionary savings. On the contrary, the available evidence shows that increasing 
economic risk exposure contributes to increasing wealth inequality. The 
risks are concentrated among middle-income and lower-income households, 
who have the least room for increased savings from the outset. Wealth and 
economic risk exposure are also unequally distributed by race, ethnicity, and 
gender, often leaving people of color and women most vulnerable.

As inequality has widened and the challenges and economic risks confront-
ing US households have increased, public policies, especially at the federal 
level, have often made matters worse for struggling workers and their families. 
Some aspects of this difficulty have been mentioned in our chapter, especially 
with regard to minimum wages, unions, and social insurance. But the policy 
challenges are even greater than we have had an opportunity to address above. 
For example, Congress has failed to provide paid family and medical leave to 
assist households with caregiving responsibilities for children and other family 
members. Policymakers have also repeatedly attacked Medicaid, even though 
it is one of the key sources of financial assistance to households that require 
long-term care due to illness or disability. In a similar way, conservative con-
gressional majorities and the Trump administration attacked the Affordable 
Care Act, which offered households some protections from healthcare risks 
that would not be available in the absence of that law.

Worsening inequality and mounting household risk exposure are social 
problems; as such, public policy can address them. The pathway forward 
towards more wealth equality, greater economic security for households, and 
thus a foundation for stronger economic growth will have to rely on large-scale 
and sustained policy interventions. As the discussion in this chapter shows, 
lower-income and middle-income households, African-Americans and Latinx 
households, single women, and other vulnerable groups will not be able to 
build more wealth rapidly, and on a sustained basis, without substantial policy 
changes.

One set of key policy interventions will need to focus on giving all workers 
equal access to well-paying, stable jobs with strong career opportunities and 
decent health insurance and retirement benefits. Higher minimum wages, more 
opportunities for workers to join a union, and universal healthcare and retire-
ment benefits are all important first steps in this direction.

Other policy interventions will need to reduce economic risks to families. 
This requires a variety of policy steps, including: broadening the circle of 
workers eligible for unemployment insurance benefits; raising unemployment 
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insurance benefits; making healthcare more affordable (so that workers will 
face lower out of pocket expenses); investing in a progressive family care 
infrastructure; making college education debt-free; and expanding Social 
Security benefits. A wide range of policies will also need to target systemic 
discrimination against people of color and women—especially women of 
color—in labor, housing, credit, and other markets.

Moreover, simply making sure that people have enough money to save will 
not be enough to substantially shrink and possibly reduce wealth inequality. 
Additional and systemic reforms to reduce inequality and boost wealth creation 
will need to be considered and crafted alongside those changes. In particular, 
Congress will need to find ways to rectify decades, centuries even, of systemic 
oppression and exploitation of people of color, especially African-Americans, 
but also Native Americans. Because of these past historic injustices, previous 
generations were often robbed of the opportunity to build wealth. They could 
not pass on wealth to the same degree that White households could. Wealth 
inequality persisted and, without institutional reforms, will continue to persist 
across generations. Targeted wealth transfers to members of those groups that 
historically have been harmed will have to be part of any realistic agenda to 
eliminate massive wealth inequality by race and ethnicity.

Widespread household debt slows economic growth. It depresses eco-
nomic demand and increases financial instability. Microeconomic insecurity 
translates into macroeconomic instability. Congress needs to have the will-
ingness to tackle this generational challenge with serious and sustained policy 
interventions.
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NOTES

1. The authors’ calculations based on Federal Reserve research (Board of Governors 
2020b).

2. The authors’ calculations based on Federal Reserve research (Board of Governors 
2020b).

3. To be sure, median wealth for many quintiles in 2007 was relatively high due 
to inflated housing values, but median wealth in 2019 was also below levels 
recorded during the late 1990s and early 2000s.

4. The rising precariousness of work corresponds with the rising economic inse-
curity that Hyman Minsky and Charles Whalen (1996–1997) associated with 
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the emergence of money manager capitalism in the early 1980s. According to 
Whalen (2020, 189–190), the rise of money manager capitalism and the spread 
of worker insecurity and economic inequality are two sides of the same coin.

5. The workplace fissuring is part of a series of changes in the structures, strategies, 
and practices of corporations beginning in the 1970s. Corporate executives, often 
driven by the growing influence of institutional investors (Minsky and Whalen 
1996–1997), gained more incentives to pursue short-term profits (Lazonick 
2014). The search for such profits meant that workers increasingly became 
residual claimants to corporate earnings. Corporate restructurings accelerated 
to trim labor costs, often through the downsizing, outsourcing, and offshoring 
of jobs (Lazonick 2014). As a result, workers saw jobs and incomes disappear. 
Meanwhile, firms sought to increase profits and maintain profitability, even in 
recessions (Bivens and Weller 2006). In this context, companies eliminated labor 
protections and reduced employer responsibility (Weil 2014). In the end, workers 
ended up with lower and less stable incomes and benefits, while the growth of 
corporate profits accelerated, signaling a substantial shift in economic risks.

6. For related research on how households with high income volatility are relatively 
less willing to invest their money for the longer term, see, for example, Benito 
(2006); Gonyea (2007); Orel, Ford, and Brock (2004); and Weller (2018).

7. All figures (data) in this paragraph are the authors’ calculations based on US 
Census Bureau (2020).

8. Healthcare is another area that presented an economic risk to US households 
even before the pandemic. In 2019, for example, 59.8 percent of households 
that experienced large, unexpected health expenses and had no health insurance 
ended up with medical debt (Hanlon, Vinelli, and Weller 2020). Among house-
holds with health insurance, 38.2 percent still had medical debt (Hanlon, Vinelli, 
and Weller 2020). Health insurance reduces the chance of medical debt, but it 
does not eliminate it, leaving many households across the United States indebted 
as a consequence of necessary medical procedures (Weller 2020c).

9. All figures in this paragraph are the authors’ calculations based on US Census 
Bureau (2020).

10. Banks will be especially reluctant to lend when delinquent loans and debt 
defaults are on the rise. Moreover, unpaid loans further dampen growth by limit-
ing lenders’ ability to lend, spend, and invest.

11. All figures in this paragraph are the authors’ calculations based on Board of 
Governors (2020b).
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6. Labor-market institutions matter: 
inequality, wage policy, and worker 
well-being
Oren M. Levin-Waldman

INTRODUCTION

Isaac Newton’s famous law of motion states that every action produces 
an equal and opposite reaction. This would also appear to be true in poli-
tics and economics. An idealized model of ever-competitive markets and 
economy-wide equilibrium, which has found expression in a range of neo-
liberal policies over the past few decades, can be viewed as a reaction to the 
Keynesian welfare-state model that, during the 1970s, could not address the 
contradiction of high unemployment and inflation.

Since at least the early 1980s, economic policies in the United States (and 
many other countries) have been driven mainly by the notion of market 
self-regulation, resulting in increased capital mobility, greater hostility to 
workers and labor unions, reduced spending on social programs, and increased 
income inequality (Friedman and Friedman 1980; Goldfield 1987). Those 
arguing for this course claimed that the traditional welfare state had gone too 
far and was interfering with economic growth, productivity, and efficiency. 
For example, they insisted that the pursuit of efficiency and competitiveness 
in a global economy required the elimination of labor rights that were believed 
to interfere with wage flexibility. However, consistent with Newton’s law, 
the adverse consequences of globalization on the middle class may now be 
dictating a return to some of the worker rights and labor market institutions we 
abandoned (Levin-Waldman 2018a).1

With each new phase in the evolution of capitalism has come a corre-
sponding evolution of the state and the role of government and policy. In 
the late-nineteenth century, industrial capitalism led to the development of 
a regulatory state, partly in an attempt to smooth out bumps in the business 
cycle and protect firms from hostile takeovers by their competitors (Kolko 
1963; Lustig 1982; Weinstein 1968). Later, the Great Depression led to the 
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New Deal’s more expansive regulatory and welfare state, including efforts to 
boost and sustain aggregate demand. With that welfare state came new labor 
protections, such as the minimum wage, and (partly because strife between 
labor and management was considered disruptive to the economy) the right of 
workers to form unions and bargain collectively with employers.

Following World War II, the nation has seen the advent of money manager 
capitalism (Minsky and Whalen 1996), a stage of capitalist development that 
parallels the emergence of the neoliberal, market-driven approach to public 
policy. Driven by the goal of increasing shareholder value, money manager 
capitalism has resulted in catastrophic consequences for workers and commu-
nities. While the nation may debate the merits of green energy, free college 
tuition, Medicare for all, and higher taxes on the wealthy to redress rising 
inequality, we must recognize that all of these proposals are in large part 
a reaction to the consequences of money manager capitalism.

Yet attention to money manager capitalism alone means our diagnosis 
of the economic ailments of the United States—and of what it will take to 
address them through constructive policy action—only scratches the surface. 
Today, many analysts recognize a sharp political polarization in the United 
States and attribute it to the divergent views of conservatives and liberals; in 
fact, that polarization is rooted in the existence of two different economies 
within a single nation. The economies of what we refer to as “blue” states and 
“red” states are not the same, and neither are their respective labor markets. 
The results of the presidential and congressional elections in 2016 and 2020 
showed the country to be deeply polarized along these blue and red lines. Some 
have remarked that it is as though these states were located in parallel uni-
verses; and that’s nearly the case. The ideological and cultural differences that 
constitute the blue state/red state dichotomy are rooted in different economies.

In this chapter, I argue that money manager capitalism, which has resulted 
in greater inequality, a deterioration of the middle class, and erosion of dem-
ocratic governance, has also contributed much to the political polarization of 
recent years. I also argue that the consequences of money manager capitalism 
have necessitated the strengthening of labor market institutions for the sake of 
worker well-being. In fact, if capitalism is once again to be saved from itself 
(as it was by the New Deal in the 1930s), there needs to be greater coordination 
between the public and private sectors in ways that not only increase economic 
opportunity for struggling workers, but also protect working families and shore 
up the middle class.2

At the same time, the data will show that the consequences of money 
manager capitalism are more visible in blue states than red states, conse-
quences which appear to have made blue-state residents generally more open 
to pro-worker public policy reforms than red-state residents. As a result, 
although blue-state residents may have experienced a greater increase in eco-
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nomic insecurity in recent decades, red-states residents may be experiencing 
greater anxiety—as a result of concerns not only about where the economy of 
their state is heading, but also about the prospect of policy changes that do not 
yet seem as inevitable to them as to many blue-state residents. A unified policy 
approach has the potential to reduce economic polarization in red states and 
blue states, but because each grouping faces unique economic and political 
realities, residents of red states may not be as accepting of such an approach as 
residents of blue states.

CAPITALIST EVOLUTION

Joseph Schumpeter ([1942] 1975) famously observed that dynamic capitalist 
economies are characterized by creative destruction, whereby old and obso-
lete industries, organizations, and institutions are replaced by those that are 
new and more technologically advanced. Far from labeling this a problem, 
Schumpeter considered it a mark of progress. To be sure, creative destruction 
means job loss for many workers, but most economists have usually just 
assumed that workers will be reabsorbed, sooner or later, by new or surviving 
parts of the economy. In general, the creative destruction view of the economy 
says nothing about displacement, nothing about consequences for the middle 
class, and nothing about the possibility that such dynamism will exacerbate 
economic inequality.

Many who write about creative destruction suggest it is natural or inevitable. 
However, the writings of Hyman Minsky, whose doctoral work was supervised 
by Schumpeter at Harvard University, offer a different perspective. According 
to Minsky (1986, 7; 1991, 10), economic systems are social systems—created 
by the decisions of individuals, private organizations, and policymakers—not 
natural systems, and nothing about their shape is preordained. In fact, Minsky 
often stressed that capitalism can and does come in many varieties.

From Minsky’s perspective, much of the creative destruction that took place 
in the US economy since World War II can be traced to the transition from 
managerial capitalism, grounded in the institutions established during the New 
Deal, to money manager capitalism, grounded in the rise of institutional inves-
tors, a focus on the maximization of shareholder value, labor-market changes 
that aimed to slash labor costs, and public policies (such as trade liberalization 
and deregulation) consistent with the market-oriented neoliberal agenda. 
Building on that viewpoint, Minsky and Whalen (1996) divide postwar US 
economic performance into two periods. The first, from 1945 until about 1970, 
was a generally successful period characterized by robust economic growth, 
rising wages, and declining inequality. It was also a period in which cyclical 
instability was controlled and human resource development (human capital) 
and public investments were supported by the federal government. The second 
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period, however, turned out to be the opposite. The economy suffered from 
mounting financial instability, debilitating inflationary booms, increasingly 
serious recessions, stagnant family incomes, a neglect of public infrastructure 
and human-capital investments, rising inequality, and spreading workforce 
insecurity.

The Mask of Globalization

It has become commonplace to attribute the postwar evolution of US capital-
ism to globalization. In fact, though, globalization is both an effect of money 
manager capitalism and its mask. References to the “forces of globalization” 
effectively obscure the deliberateness of money manager capitalism, which 
became a reality during the 1980s as institutional investors, holders of the 
largest share of corporate stocks and bonds by the end of that decade, began 
to exert their influence on financial markets and business enterprises (Whalen 
2000).

In the era of money manager capitalism, financial markets and arrangements 
are dominated by institutional fund managers, whose sole objective is the max-
imization of shareholder value as measured by the total return on investment 
assets and investments (Minsky and Whalen 1996; Lazonick and Shin 2020). 
The situation is quite different than in the initial era of capitalism, known as 
commercial capitalism, when outside financing was principally used to facili-
tate commerce by financing goods in process or in transit, or later in industrial 
capitalism, when financing aimed to enable the rise of factories and industrial 
expansion. Because of the growing influence of the current era’s institutional 
investors, business leaders were forced to focus more than ever on quarterly 
profits and the stock-market value of their corporations; maximization of 
shareholder value has also caused employers to insist on lower labor costs and 
greater workplace flexibility (Whalen 2017).

All of this has resulted in more capital flight to areas around the globe where 
wage rates have been lower. Money manager capitalism’s need to increase 
shareholder value requires the suppression of workers’ wages, which has 
been conveniently masked under the guise of globalization. In short, creative 
destruction has been aided and abetted by a willful desire to maximize share 
value at the expense of workers and their communities.

Kathleen Thelen (2001) suggests that while all of this has happened under 
the rubric of globalization, the combined effect in advanced capitalist coun-
tries has been a reorienting of labor politics, away from labor’s traditional 
distributional agenda and towards employers’ firm-level preoccupation with 
productivity and efficiency. The widespread nature of that preoccupation 
resulted in employers pushing for even more flexibility to respond to chang-
ing market conditions, including the heightened competitive pressures of 
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increasingly integrated international markets, and in many cases that drive for 
flexibility has been linked to efforts to weaken labor unions and push for more 
decentralized wage bargaining. With globalization, the balance of economic 
and political power shifted towards capital, and the full-employment focus of 
previous decades was replaced by an emphasis on wage restraint, labor market 
flexibility, and production issues.

The Rise of Money Manager Capitalism

The era of managerial capitalism that existed in the United States (US) fol-
lowing World War II was a period in which corporate managers dominated 
the economic scene. In most major industries, a few large, vertically inte-
grated firms controlled the market and set prices to cover labor costs (and 
other production expenses), provide for their reinvestment needs, and ensure 
a target rate of return for stockholders. Because such firms did not face intense 
competition, managers could offer workers rising wages and benefits, which 
were often determined directly via collective bargaining or indirectly by 
benchmarking to other firms’ collective agreements. They also could generally 
keep stockholders satisfied by combining corporate control over prices with 
steady business growth. The federal government played a supporting role by 
providing not only a policy framework (on labor relations, business regulation, 
and social insurance, for example) that complemented the private sector’s 
institutional structure, but also a commitment to using monetary and fiscal 
policy to sustain robust aggregate demand.

Over time, however, US corporations faced increasing competition from 
companies based in Europe and Asia, where nations had rebuilt and refocused 
their economic systems following massive wartime damage. This had con-
sequences not only for US enterprises, but also for the American economy 
overall. At the enterprise level, the competition put a squeeze on corporate 
profits, which peaked in the mid-1960s and then stagnated for more than 
a decade (Harrison and Bluestone 1988, 7–11); and at the macroeconomic 
level, attempts to contain inflation through conventional policy tools resulted 
only in both inflation and unemployment occurring together (in addition to 
greater strain on the social safety net). At the same time, a narrative emerged 
within the financial community that insisted the problem facing large US cor-
porations was that their managers built empires “for their personal aggrandize-
ment” and forgot that corporations exist to serve the interests of their owners 
(Lazonick and Shin 2020, 63).

In response to those developments, business and government in the United 
States pursued what Bennett Harrison and Barry Bluestone (1988) described 
as a “great U-turn.” For business, that meant a drive not simply to restore 
short-term profits, but to boost such profits as much as possible so as to maxi-
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mize shareholder value, consistent with the demands of institutional investors 
and shareholder activists (who were, in fact, often fund managers) (Harrison 
and Bluestone 1988, 53–75). It also meant “zapping labor,” by attacking 
unions, sending jobs offshore, and slashing labor costs, especially by cutting 
worker benefits (Harrison and Bluestone 1988, 21). Looked at more broadly, 
the U-turn in corporate strategies, which began in the early 1970s and accel-
erated in the 1980s, aimed to regain control over an increasingly competitive 
environment by establishing more flexible arrangements with employees, sub-
contractors, governments, and even customers (Harrison and Bluestone 1988, 
11). Meanwhile, for government (at the federal, state, and local levels), the 
great U-turn, which began in the late 1970s but also accelerated in the 1980s, 
meant (economic, social and labor-market) deregulation, privatization, corpo-
rate tax cuts, tight money, new business subsidies, and even military spending 
that underwrote and supported the new approach pursued by American corpo-
rations (Harrison and Bluestone 1988, 76–108).

ECONOMIC CONSEQUENCES OF MONEY MANAGER 
CAPITALISM

Among the many economic consequences of money manager capitalism, three 
are worth special attention: a shift in businesses’ focus from value creation to 
value extraction; rising worker insecurity; and increasing income inequality.

Value Extraction

Value creation is the process that generates high quality, low-cost goods that 
are the essence of productivity growth. In contrast, value extraction is the 
process of appropriating portions of value that already have been created. 
According to William Lazonick (2019, 5), money manager capitalism’s maxi-
mization of shareholder value—“incentivized by the stock-based pay of senior 
corporate executives”—has involved “massive distributions of corporate cash 
to shareholders” and “legitimized predatory value extraction from US business 
corporations.” In turn, the shift from value creation to value extraction has 
“undermined innovative business enterprise.” While the corporate executives 
of managerial capitalism aimed to “retain-and-reinvest” corporate earnings, 
the executives of money manager capitalism are instead driven to “downsize 
(total employment and the scale of business operations)-and-distribute” corpo-
rate earnings.

MIT’s Suzanne Berger shares Lazonick’s assessment. According to Berger 
(2014), financial market pressures since the 1980s have transformed US cor-
porations, emphasizing their need to pursue activities that promise short-term 
profitability and reducing their ability to research, innovate, make large capital 
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outlays, and bring new products or services to market. This has contributed 
not only to the gutting of US manufacturing, but also to a wider slowdown of 
business productivity growth after 1973 (compared with 1947 through 1973) 
(US Bureau of Labor Statistics 2020).

Worker Insecurity

Rising worker insecurity is another major consequence of the emergence and 
development of money manager capitalism. Lazonick and Shin (2020, 5) 
identify three trends that have eliminated increasing numbers of middle-class 
employment opportunities in the United States since the late 1970s: ration-
alization, marketization, and globalization. Rationalization, the earliest of 
these trends to appear, involves plant closures, resulting in the elimination 
of jobs for blue-collar workers with a high school education, most of whom 
were also unionized. Marketization began in the early 1990s, and ended the 
employment-relations norm of companies providing workers with career-long 
employment; this structural change put in jeopardy the job security of 
middle-age, white-collar workers, many of whom were college educated. Then 
globalization became the dominant trend starting in the early 2000s, and has 
been characterized by the offshoring of employment to lower-wage countries. 
This has left the American worker vulnerable to displacement regardless of 
educational attainment.

Other aspects of rising worker insecurity in the United States are highlighted 
in research by David Weil (2014) on what he calls the “fissured workplace.” 
Weil identifies several fissures to the stable employment-relations system that 
most middle-class workers enjoyed in the age of managerial capitalism. For 
example, the fissured workplace of the current era of (money manager) cap-
italism is characterized not only by arrangements that put intense downward 
pressure on wages and benefits, but also by employment instability, union 
avoidance, and business practices that shield corporations from responsibility 
for working conditions. These new employment-relations realities have been 
brought about by labor subcontracting (as growing numbers of corporations 
narrowed their in-house operations and shed activities deemed peripheral to 
their core business), heavy corporate reliance on franchising, and supply-chain 
globalization (facilitated by the internet and information technology).

Income Inequality

Increasing US income inequality is a third major consequence of money 
manager capitalism. In the 26 years between 1947 and 1973, real family 
income for those in the bottom fifth of the income distribution grew by 117 
percent, more rapidly than for any other income quintile; in fact, during that 
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period, real family income grew slowest for the top quintile, though still by 
88.3 percent. In contrast, over the 27 years between 1973 and 2000, real family 
income for the lowest quintile grew only 11.2 percent, more slowly than any 
other income quintile (growth in those other quintiles ranged from 17.4 percent 
for the second quintile to 65.5 percent for the top quintile) (Mishel, Bernstein, 
and Shierholz 2009, 59).

Increasing inequality is also evident in more recent data. In 2019, according 
to the most recent estimates from the US Census Bureau (2020), the share of 
total US income received by the two lowest-earning quintiles was 11.4 percent, 
compared to 14.1 percent for the middle quintile, 22.7 percent for the fourth 
quintile, and 51.9 percent for the top quintile. Except for the top quintile, which 
saw its share rise from 43.3 percent in 1970, all other quintiles saw a decrease 
in the total income share received since 1970 (US Census Bureau 2020). In 
addition, decades of rising income inequality have made the distribution of 
wealth increasingly unequal as well (Saez and Zucman 2020).

Moreover, income growth associated with the transition from managerial to 
money manager capitalism has been most rapid at the very top of the income 
distribution. In 1947, the average income of families in the top five percent 
of the income distribution was 14 times that of families in the bottom income 
quintile; then, by 1979, that ratio had fallen to 11.4 times. However, the gap 
began to widen thereafter, with the top 5 percent earning nearly 20 times that 
of families in the bottom quintile in 2007 (Mishel, Bernstein, and Shierholz 
2009, 60).

Meanwhile, families within the top 1 percent of the income distribution 
received 60 percent of the income gains generated between 1979 and 2007, 
while families at the bottom 90 percent of the income distribution received 
only about 9 percent of the period’s income gains (Belman and Wolfson 2014). 
More recent data indicate these trends toward widening inequality have con-
tinued. Not surprisingly, tax records also show that most of the people at the 
very top “are not media stars or celebrity athletes, but corporate and financial 
executives”—including, of course, Wall Street’s money managers (Hacker and 
Pierson 2020, 45).

CONSEQUENCES FOR POLITICAL ECONOMY

Money manager capitalism has also brought political as well as economic con-
sequences. One political consequence is erosion, as a result of rising worker 
insecurity and increasing inequality, of the individual autonomy necessary for 
an effective system of democratic governance. Another is a political polariza-
tion, the roots of which appear to lie in labor markets.
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Erosion of Democratic Governance

An effective democratic system requires that individuals participate in dem-
ocratic governance as equals. However, wide disparities in the distribution 
of income and wealth can adversely affect the autonomy of individuals with 
low income and little or no wealth, thereby eroding democratic governance. 
In other words, societies with a high degree of economic inequality do not 
merely put many people in a position to be exploited in the labor market; they 
also generate unequal access to political and policy officials, excluding many 
citizens from participation in civic life and from an opportunity to have their 
voices heard.

When income and wealth are concentrated, those at the top are in a better 
position than others to achieve their political and other ideological objectives, 
and that’s precisely what we find in the United States today (Bachrach and 
Botwinick 1992, 4–5; Hacker and Pierson 2020). Numerous studies find that 
legislative bodies are most responsive to their affluent constituents (Bartels 
2008; Gilens 2012; Volscho and Kelly 2012). Using that influence, those at 
the top of the income distribution are able to not only limit redistribution to 
others, but also tilt the rules of the game in their favor (Stiglitz 2012). Even 
the Earned Income Tax Credit, which is provided to workers, represents an 
upward redistribution because it serves to subsidize the profits of employers 
who pay low wages (unlike a higher minimum wage); low wages cost the 
nation an estimated $152.8 billion a year in social supports (Jacobs, Perry, and 
MacGillvary 2015).

A highly unequal society provides large numbers of working families with 
neither the time nor the resources to exert individual autonomy and participate 
in civic engagement. A market-driven, capitalist economy is, by definition, 
one of control. Workers are effectively exploited by their employers precisely 
because of asymmetrical power relations (see, e.g., Prasch 1995). David 
McNally (2011), for instance, argues that workers are perpetually disciplined 
in capitalist markets by the need to provide labor in exchange for wages that 
enable them to live. As globalization exerts intense downward pressure on 
wages and requires slashing social programs to attract business investment 
and economic growth, the effect is to discipline workers even more. They are 
forced to conform to the dictates of those who control the means of production, 
or face the uncertainty that comes with unemployment and eventual poverty 
(Braekkan and Sowa 2015). The result for most workers is greater economic 
insecurity (even as people often work more hours and multiple jobs) and less 
involvement in community and political life. In short, widespread inequality 
and worker insecurity combine to diminish community engagement, reduce 
social capital, and erode democratic governance (Putnam 2020, 358–360; 
Wisman 2011, 890).
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Political Polarization

In addition to eroding democratic governance via rising inequality and worker 
insecurity, money manager capitalism has produced an economic divide that 
has contributed to the political polarization of America. In the era of money 
manager capitalism, a close look at US labor markets in red states and blue 
states reveals a tale of two economies.

The analysis here is based on data from the IPUMS Current Population 
Survey for the years 1992, 2000, 2008, and 2016.3 In particular, I look at 
full-time workers between the ages of 18 and 65, and use the same blue state/
red state distinction widely adopted by US news organizations. A blue state is 
one in which the majority of voters typically cast ballots for the Democratic 
candidate in a presidential election, and where Democrats typically hold 
a majority of seats in the state legislature; in contrast, red states typically 
favor Republican presidential candidates and state legislators.4 Because the 
crucial elements of this analysis are skill levels and industrial and occupational 
features of labor markets, I examine educational attainment and job char-
acteristics, not demographics such as age, gender, race, and ethnicity. Also, 
because the focus is on full-time labor market participants, I look only at wage 
inequality, rather than at the larger category of household wealth and income 
inequality.5

Wage inequality in red and blue states
When states are divided along these lines, we see some clear labor market dif-
ferences. For example, Table 6.1 shows levels of wage inequality according to 
90/10, 90/50, and 50/10 percentile ratios and the top-to-bottom quintile ratios.

The data in Table 6.1 show distinct patterns across the red/blue divide. In 
1990 and 2008, there was greater wage inequality in red states on all measures 
except the 90/50 percentile measure in 1990. But in 2000 and 2016, there was 
greater wage inequality in the blue states on all measures except the 90/50 
percentile. Between 1990 and 2016, on all measures except the 90/50 measure, 
wage inequality decreased in both blue states and red states, but more so in red 
states; on the 90/50 percentile measure, wage inequality increased 4.8 percent 
more in red states than in blue states. Over that same period, according to the 
top-to-bottom quintile ratio, wage inequality in red states decreased by 26.3 
percent, whereas it only decreased by 8.5 percent in blue states, a difference 
of 209.4 percent. The data suggest that a widening gap in blue states between 
earners at the top and the bottom helps account for relatively greater overall 
wage inequality decreases in red states between 1990 and 2016.
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A closer look
To further explore the smaller decrease in wage inequality in blue states than 
in red states, we must look at differences in industrial and occupational com-
position as well as in educational attainment. Michael Lind (2020) suggests 
that American society divides into two categories: the managerial elites, who 
are well educated and employed in high paying occupations (often in the 
finance and information-technology sectors), and everybody else, including 
many workers who do not possess an abundance of skills. The managerial 
elites have not only discretionary income to spend on luxury goods; they also 
have resources available to influence political leaders. As a result, they are the 
citizens to whom the political class is most responsive (Bartels 2008).

In an effort to approximate Lind’s classification, I examine workers 
across three broad occupational groups: Professional/Managerial, Skilled, 
and Unskilled. Examples of Professional/Managerial occupations include 
jobs in finance and real estate; corporate executives; and many occupations 
in the information and communications technology sector. Both Skilled and 
Unskilled occupations include many blue-collar jobs, including, for instance, 
craft and related trades workers in the former group, and mining and manu-
facturing laborers in the latter group. Using this occupational categorization 
in Tables 6.2 and 6.3, we can further examine differences in inequality across 
the red/blue divide.

We see from Tables 6.2 and 6.3 that there have been greater decreases in 
wage inequality in red states than in blue states. It may be that blue states have 
more skilled workers at the top and more unskilled workers at the bottom, 
whereas red states may have more of a middle, although it too may be dwin-
dling. A logistic regression analysis can help sort that out. Because the Current 
Population Survey provides only individual level data, it will only tell us that 
individual workers with certain characteristics are either more or less likely to 
be in either a blue or red state. Therefore, two regressions are done, with resid-
ing in a blue state as the dependent variable in the first regression, and residing 
in a red state as the dependent variable in the second regression.

Here’s how the regressions were structured. In addition to independent 
variables for Professional/Managerial, Skilled, and Unskilled jobs, I also 
use a variety of industry categories as additional independent variables: 
Manufacturing and Mining (which are better paying industries for blue-collar 
workers and may well speak to significant differences between red states 
and blue states), Finance and Real Estate, Business and Repair Services, and 
Services (which includes information technology jobs). In addition, I include 
variables for educational attainment, and whether one lives in a state where 
there is greater wage inequality than in the US as a whole. All variables are 
dichotomous with values of either 0 or 1. Regression coefficients and their 
statistical significance can be seen in Tables 6.4 and 6.5. The purpose of pre-



Table 6.2 Wage inequality in blue states, various occupational 
categories

 Professional/Managerial Skilled Unskilled

90/10 
percentile 
ratio

90/50 
percentile 
ratio

50/10 
percentile 
ratio

90/10 
percentile 
ratio

90/50 
percentile 
ratio

50/10 
percentile 
ratio

90/10 
percentile 
ratio

1990 9.1 2.1 4.5 11.4 2.0 5.7 22.8

2000 8.6 2.3 3.7 9.3 2.0 4.6 23.0

2008 6.5 2.3 2.8 9.3 2.0 4.6 17.3

2016 8.0 2.4 3.4 10.0 2.0 5.0 20.0

Percentage 
Change

-12.1 +14.3 -24.4 -12.3 0 -12.3 -12.3

Source: Author’s calculations using data from Ruggles et al. (2020).

Table 6.3 Wage inequality in red states, various occupational 
categories

 Professional/Managerial Skilled Unskilled

90/10 
percentile 
ratio

90/50 
percentile 
ratio

50/10 
percentile 
ratio

90/10 
percentile 
ratio

90/50 
percentile 
ratio

50/10 
percentile 
ratio

90/10 
percentile 
ratio

1990 9.6 2.2 4.4 11.9 2.1 5.6 26.0

2000 7.3 2.3 3.2 10.0 2.0 5.0 19.0

2008 7.5 2.4 3.1 10.8 2.0 5.3 18.0

2016 6.8 2.4 2.9 9.4 2.1 4.5 18.3

Percentage 
Change

-29.2 +9.1 -34.1 -21.0 0 -19.6 -29.6

Source: Author’s calculations using data from Ruggles et al. (2020).
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senting both regressions is to demonstrate that blue-state and red-state results 
are almost mirror images of each other.

The results of Tables 6.4 and 6.5 do indeed move, for the most part, in oppo-
site directions. For example, both tables suggest that, in 1990 and 2016, those 
living in states with more wage inequality than the nation as a whole were 
also more likely to be in blue states, which is to say that there was also less 
wage inequality in red states. Thus, it is indeed possible that blue states have 
more workers at the top and bottom of the distribution, with fewer in between. 
This may account for why wage inequality is higher in blue states, and would 
support the proposition that wage inequality has been about those at the top 
pulling away from everybody else (Piketty 2014; Stiglitz 2012). The ranks of 



Table 6.4 Regression coefficients and statistical significance (blue 
states as dependent variable)

 1990 2000 2008 2016

Professional/Managerial .169 .120 -.030 .138

.000 .000 .000 .000

Skilled workers .046 -.041 .045 -.077

.000 .000 .000 .000

Unskilled workers .104 .040 -.002 .028

.000 .000 .672 .000

Higher Wage Inequality than the US as 
a whole

1.844 .959 -1.055 1.351

.000 .000 .000 .000

Manufacturing .134 .127 .106 -.163

.000 .000 .000 .000

Mining -.920 --1.325 -.-358 -1.422

.000 .000 .000 .000

Business and Repair Services .172 .155 -.019 .060

.000 .000 .017 .000

Graduate and/or Professional Degree .216 .254 -.092 .309

.000 .000 .000 .000

High School Degree 016 -.000 .011 -.008

.000 .882 .001 .010

Finance and Real Estate .289 .183 -.016 -.080

.000 .000 .004 .000

Services .030 .019 -.080 .199

.005 .043 .000 .000

Constant -.160 .349 .302 .772

.000 .000 .000 .000

Source: Author’s analysis using data from Ruggles et al. (2020).
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the high-income earners appear to be greater in blue states than in red states. 
Moreover, because there is less dispersion in red states, red-state residents may 
not consider inequality to be as serious a problem as blue-states residents.

The regression coefficients would appear to confirm a tale of two economies. 
For example, almost the entire data series indicates that those with advanced 
university degrees are more likely to be found in blue states (the exception 
being in 2008) and less likely to be found in red states. This is an important 
variable for at least two reasons. First, advanced degrees serve as a good (albeit 
imperfect) proxy for additional skills. Second, advanced degrees speak to the 
presence of a managerial/professional class; the fact that the coefficient for 



Table 6.5 Regression coefficients and statistical significance (red states 
as dependent variable)

 1990 2000 2008 2016

Professional/Manager .015 .000 -.014 -.138

.001 .905 .000 .000

Skilled workers .137 .170 .028 .077

.000 .000 .000 .000

Unskilled workers .095 .095 .003 -.028

.000 .000 .425 .000

Higher Wage Inequality than the US as 
a whole

--1.583 -.836 --.093 -1.351

.000 .000 .000 .000

Manufacturing -.068 -.086 .008 .163

.000 .000 .125 .000

Mining .917 1.321 .615 1.422

.000 .000 .000 .000

Business and Repair Services -.096 -.120 -.066 -.060

.000 .000 .000 .000

Graduate and/or Professional Degree -.133 -.199 -.011 -.309

.000 .000 .032 .000

High School Degree .094 .076 -.061 .008

.000 .000 .000 .010

Finance and Real Estate -.154 -.105 .013 .080

.000 .000 .018 .000

Services .022 .006 -.116 -.199

.042 .548 .018 .000

Constant .533 -.148 .546 -.772

.000 .000 .000 .000

Source: Author’s analysis using data from Ruggles et al. (2020).
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such degrees tends to become stronger over time in blue states suggests the 
growth of this managerial/professional class. At the same time, having a high 
school diploma as the highest level of educational attainment is not statistically 
significant in blue states in 2000 and 2008, and the effects are small in the other 
years, as though it is a given that most workers have a minimum of a high 
school degree. And yet, a high school degree as the highest level of educational 
attainment appears to be more significant in red states, which might suggest 
that workers have more opportunities with only a high school education in red 
states than they do in blue states. The change of that coefficient in blue states 
and its decrease in size in red states may reflect what Goldin and Katz (2008) 
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refer to as the decline of the high school premium, which they consider an 
important factor contributing to rising inequality.

In general, professional and managerial jobs have a positive correlation with 
living in a blue state, whereas working in manufacturing has been increasingly 
correlated with working in red states. Here is a summary of some other results 
from Tables 6.4 and 6.5:

• Working in a professional/managerial job has positive effects for being 
in a blue state (except in 2008), but is either not statistically significant or 
negative in red states.

• Working in finance and real estate has strong positive effects for being in 
a blue state in 1990 and 2000, but it has little effect in 2008 and a negative 
effect in 2016. In red states, that effect is negative in 1990 and 2000, but 
begins to have a small positive effect by 2008 and 2016.

• Working in services (including information technology) has little effect for 
being in a blue state, but by 2016 it does have a relatively stronger effect 
than in the earlier years, whereas in red states it has little effect in 1990 and 
2000, but becomes negative by 2008 and 2016.

• In both 2000 and 2016, being a blue-collar skilled worker has negative 
effects for being in a blue state; it has positive effects for being in a red 
state. Also, with the exception of 2008, being an unskilled worker has 
a small positive effect for being in a blue state. In red states, however, the 
effect for unskilled workers is positive beginning in 1990, but its effect 
weakens and turns negative by 2016.

• Working in manufacturing has a positive effect for being in a blue state 
beginning in 1990, but becomes negative in 2016, which may speak to 
a greater decline in manufacturing in blue states than in red states, whereas 
its effects for being a red state are positive in 2008 and 2016, which may 
suggest a greater presence of manufacturing in red states.

• Working in business and repair services has a positive effect for being in 
a blue state, with the exception of 2008. In red states, however, it is nega-
tive throughout.

Wage structures in red and blue states
To shed even more light on labor market differences between red and blue 
states, we turn finally to the wage structures on each side of the red/blue 
divide; see Table 6.6. The overall wage structure has historically been lower 
in the South than in the North (Schulman 1991): both median and mean 
wages have been considerably higher in blue states than in red states. To be 
sure, some of this difference reflects the historically lower cost of living in 
red states. Still, differences in wage structure provide a prism through which 
workers in particular states view a wide range of issues.
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It becomes clear from Table 6.6 that median and mean wages of those in the 
professional/managerial class are higher in blue states than they are in red 
states, and that their percentage increase from 1990 to 2016 was also greater in 
blue states. Although mean and median wages for skilled blue-collar workers 
is higher in blue states than in red states, their percentage increase over the 
period analyzed was greater in red states than in blue states. The same was 
true for unskilled workers, at least when it came to median wages. Still, greater 
wage inequality in blue states can be accounted for by median and mean wages 
of those in the professional/managerial class increasing faster than those of 
unskilled workers (Gottschalk 1997), whereas in red states there appears to be 
less dispersion.

In short, the labor markets of blue and red states appear to be significantly 
different. The professional/managerial class, which includes money managers, 
appears to be more predominant in blue states where the wage gap between the 
top and bottom is indeed wider. Meanwhile, there are more skilled workers in 
red states and in industries that appear to have disappeared in blue states.

Polarization rooted in the economic divide
The analysis above suggests that America’s political polarization is rooted 
in the existence of two different labor markets. While further investigation is 
certainly warranted, including focus groups and interview-based studies, some 
working hypotheses can be offered from what we know currently.

One hypothesis is that residents of red states have a vantage point on the 
economic consequences of money manager capitalism that has caused them to 
double down on their traditional political philosophy. Residents of red states 
have long supported limited government regulation, low taxes, and restrained 
public spending. Observing the consequences of money manager capitalism, 
first in blue states then even closer to home, may have reinforced their distrust 
of government.6

Driven by an emphasis on shareholder value, the managerial elites predom-
inant in blue states have already exported millions of (blue-state) jobs under 
the guise of an increasingly globalizing economy. Residents in red states are 
likely concerned that a similar loss of jobs could happen in their states as well, 
and to the extent that it has already begun to occur they may even hold partly 
responsible the professional and managerial elites residing in blue states. In 
short, although the adverse consequences of money manager capitalism appear 
to have so far affected blue states more than red states, red-state residents 
might actually be much more anxious than blue-state residents about possible 
future economic changes.

Given that anxiety, it is understandable that red-state residents have doubled 
down in support of political candidates who aren’t viewed as imposing elitist 
or big government solutions (such as globalization, government regulation, or 
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income redistribution). After all, more than a generation of political rhetoric 
has linked the Democratic Party, fairly or unfairly, to: Wall Street financiers 
and business executives who are believed to favor globalization over saving US 
jobs; labor unions that are thought to have priced US workers out of the global 
marketplace; regulations that are said to have made American businesses 
uncompetitive; and redistributive fiscal policies that are supposed to have 
overburdened the public sector and discouraged many people from working. 
Red-residents may believe it is still possible to protect their communities from 
the ravages of globalization.7 Moreover, a genuine belief in independence, 
autonomy, and personal responsibility may accompany red states’ relatively 
higher concentration of skilled blue-collar jobs.

Another working hypothesis is that residents of blue states have also 
doubled down on their traditional political viewpoint, which is that govern-
ment has a constructive role to play in the economy. As we have seen, labor 
market structures in blue states have become increasingly polarized, con-
tributing to growing insecurity for many workers—especially those without 
advanced university degrees—and to widening income inequality. Given that 
these consequences of money manager capitalism are already unmistakable in 
blue states, it is not surprising that many residents of such states would believe 
that government has a responsibility to assist those left behind by a changing 
economy.

A third hypothesis accounts for the several blue states that flipped red in 
2016, giving Donald Trump an electoral victory. Most of the anti-establish-
ment voters who supported Trump in 2016 (and, in many cases, in 2020 as 
well) resided in red states. However, in 2016, they were joined by enough 
anxious voters outside that block, especially blue-collar workers, to flip some 
other key states and elect Trump. The willingness of anxious blue-collar 
workers to vote Republican is no aberration, nor is the reason a mystery. 
Rather, it reflected the anxiety of such workers that they are headed toward 
what Michael Sandel (2020) calls obsolescence: their apprehension is that, 
because of how US capitalism has evolved, society may no longer need the 
skills they have to offer, and that this evolution may have been hastened by 
public policies often associated with business and academic elites (such as 
policies in support of globalization).

LABOR MARKET INSTITUTIONS AND PUBLIC 
POLICY

Increasing worker insecurity and inequality threaten both our economic and 
political systems. If capitalism is once again to be saved from itself, there 
needs to be greater coordination between the public and private sectors in ways 
that increase economic opportunity for struggling workers, protect working 
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families, and revitalize the middle class.8 Moreover, since many of our eco-
nomic and political challenges can be traced to the labor market, labor market 
institutions in the United States need strengthening for the sake of democratic 
governance as well as economic performance and worker well-being. Five 
types of public policies that can contribute constructively to that end are men-
tioned briefly below.

The Right to Organize and Bargain Collectively

The right of workers to join together and bargain collectively with their 
employer is an important way for workers to improve employment terms and 
conditions. Labor unions also allow workers to collaborate with employers in 
ways that creatively solve enterprise problems and generate innovations that 
can serve as a source of competitive advantage. However, US laws governing 
workers’ right to organize and bargain collectively are weak, have usually 
been feebly enforced, and have not been updated to reflect workplace and 
economy-wide changes.

The right of workers to organize and bargain with employers needs to be 
bolstered by means of federal labor law reform (for a variety of policy details, 
see, e.g., Block and Sachs 2020; Kochan 2020). With the emergence of money 
manager capitalism, many corporations in blue states sought to avoid unions, 
sometimes moving jobs initially to red states—where so-called “right-to-work” 
laws make union organizing difficult—and then out of the country. But capital 
flight motivated by a “race to the bottom” on wages and benefits is not a sus-
tainable solution for enterprises or for job-sending and job-receiving nations. 
The only sensible alternative is labor law reform that respects the human rights 
of workers to organize and bargain collectively, combined with both domestic 
policy inducements that encourage firms to compete by treating labor as a val-
uable resource (not a cost to be minimized) as well as international support for 
labor rights abroad.9

Wage Policy

For the purposes of helping to level the playing field in employment relations 
and ensuring a viable labor force, collective bargaining is a valuable labor 
market institution. But the right to organize and bargain collectively is not the 
only policy element needed to bolster and protect worker incomes; it is only 
one component of a broader wage policy. A wage floor is also needed.

Traditionally, wage floors assumed the form of federal and state minimum 
wage legislation, but in recent years they have often assumed the form of 
“living wage” ordinances at the local level, as well as broader proposals for 
basic and/or minimum incomes (Levin-Waldman 2011). Local ordinances are 
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useful to address geographic differences in the cost of living, and minimum 
income proposals certainly warrant public discussion. Nevertheless, a higher 
federal minimum wage (and more comprehensive coverage, since some 
workers are excluded from current law), which peaked in value in 1968, is 
a vital first step toward a more robust wage policy (Economic Policy Institute 
2021). As this chapter is being written, the federal minimum wage is $7.25 
per hour, and has lost 22 percent of its value to inflation since it was last 
raised in 2009. Raising the minimum wage to $15 and allowing it to rise each 
year with the cost of living (and perhaps occasionally adjusting it further 
upward to reflect economy-wide productivity increases) would benefit not 
only low-wage workers, but also the middle class through its effect on wage 
contours (Levin-Waldman 2018a).

Workforce Development

The United States must also bolster its workforce development policies so 
those in the workforce and those preparing for the workforce have the educa-
tion and training needed to succeed in a dynamic, knowledge-driven economy. 
The need for aggressive workforce development policies, created with input 
from educators, business leaders, and organized labor, is even greater today 
than in the era of managerial capitalism, not only because of the rapid pace of 
economic change in the restless, digital era of money managerial capitalism, 
but also because employer-provided training and long-term employment rela-
tionships are no longer the norm.

Suitable jobs skills are important, but so are basic education, critical think-
ing, and lifelong learning. Unfortunately, policy initiatives in the area of job 
training, even for dislocated workers, have long tended to be out of date and 
woefully underfunded (Glover and King 2010). General education also has not 
kept pace with technological advances, and may account for the decline in the 
high school wage premium (Goldin and Katz 2008). There are best-practice 
examples in the United States and abroad that can be used benchmarks, and 
what the United States needs most of all in this policy area is a sound and 
coherent system of education and training standards, assessments, and curric-
ula (Marshall 2010).

Stakeholder Voice

Public policy must also aim to redirect corporate governance from an exclusive 
focus on shareholder value to a broader consideration that protects the interests 
of workers and their communities. David Zalewski (2003), for example, sug-
gests combining “triple bottom line” reporting requirements (that is, attention 
to profits, workers, and the environment) with tax changes that promote worker 
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well-being and ecological sustainability. Moreover, stakeholder considerations 
are not always in conflict with business needs. Environmental destruction is 
ultimately in nobody’s interest; and low wages are inefficient when employees 
can’t adequately sustain themselves, reducing not only worker morale but also 
productivity (Webb 1912).

Another constructive policy possibility is to put workers (and perhaps also 
community members) on corporate boards. This has long been a recommen-
dation of Institutionalists (see, e.g., Marshall 1987). The voice of labor has 
much to contribute to all areas of economic decision-making, and with greater 
worker input employee rights are more likely to be guaranteed and less likely 
to be suppressed in the face of shocks to the system (Altman 2008).

Ensuring greater attention to worker interests might also require a redefini-
tion of property rights to include a genuine right to work at a living wage, or 
even a universal basic income. With a true right to work, unemployment and 
payment of subsistence wages would be akin to encroaching upon workers’ 
property rights. It would, in short, amount to a form of theft (Zatz 2009). 
Institutionalists and Post Keynesians have long called for such a right—and 
for government to back it up by serving as an employer of last resort (Minsky 
1986, 308–313)—and today such employment could be combined with the 
need to address community and environmental needs that have gone unad-
dressed for far too long (Whalen 2019). Moreover, the emergence of artificial 
intelligence and the spread of automation underscore the need to seriously 
consider a policy that would ensure a basic income for all (Levin-Waldman 
2018b).

Antitrust Action

A final policy area involves vigorous antitrust action against employers who 
exert monopoly power over the labor market, making them the primary (or 
only) purchaser of particular kinds of labor, especially within a certain com-
munity or region. Such employers—monopsonists—use that power to drive 
wages below what they would be in a more competitive labor market (Bahn 
2019; Muehleman, Ryan, and Wolter 2013). Antitrust laws could be used to 
break up such monopsonies (Litwinski 2001).

Political Philosophy as an Obstacle to Constructive Policy Action

The various policies mentioned above would help support the middle class and 
counteract rising income inequality and worker insecurity. They would offer 
constructive change in both red and blue states. But that doesn’t mean that 
residents of red states would embrace this agenda. Red-states residents might 
be open to more forceful antitrust action and workforce development, but the 
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other initiatives suggested here are likely to be seen as conflicting too much 
with the dominant political philosophy of small government and laissez-faire 
(even though, in fact, there is very little about contemporary economic policy 
that is actually small or laissez-faire in red-states or anywhere else in the 
capitalist world). Yes, it is true John Kenneth Galbraith (1958, 21–22) long 
ago observed that “the enemy of the conventional wisdom is not ideas, but the 
march of events.” But he also admitted that the conventional wisdom “dies but 
does not surrender.” Thus, an important implication of the analysis presented 
in this chapter is that a large portion of the nation might not yet be ready for the 
policies that will be necessary to address some of America’s most serious and 
pressing economic difficulties.

CONCLUSION

In the name of increasing shareholder value, money managers have effectively 
assaulted workers and created a cycle that has resulted in an ever-widening 
income gap, rising worker insecurity, and erosion of the middle class. New 
institutional arrangements that consider the well-being of the middle class are 
needed to redress these issues. The economy can only become more efficient 
and inclusive when the rights of workers are placed on a par with those of 
money managers, who have imposed upon the economy a single-minded focus 
on shareholder value.

The nation needs a new policy direction. And yet, the political polarization 
gripping the nation might also make it more difficult to achieve the institu-
tional changes we need to move in that new direction. That’s because, as this 
chapter has shown, residents of red states and blue states do not necessarily 
view the US economy in quite the same way.

To be sure, there is common ground to be found by looking at the economic 
facts. In both red states and blue states, the most pressing problems point 
to a clear need to strengthen labor market institutions. In the age of money 
manager capitalism, the experience of blue states is a bellwether for the rest of 
the nation. Over time (without a change in direction), the worker obsolescence 
and insecurity now pervasive in blue states will ultimately reach red states. 
But red-state residents might hold fast to their traditional political views until 
that happens—and perhaps even longer. Deep-seated political realities are as 
formidable as economic reality.

Strengthening labor market institutions is not the same as adopting what 
might be considered, especially among red-state residents, the standard 
blue-state response of income redistribution. That fact points to America’s 
need for a fresh look at the science and art of politics and public policy—and 
provides hope for finding policies that benefit working families in all states. 
But the starting point for that sort of scholarship and practice must begin with 
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recognition of the realities and consequences of money manager capitalism, 
including its divergent consequences for red and blue states over the past 
several decades, as described in this chapter.
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NOTES

1. Heterodox economists will recognize a similarity between Newton’s law of 
motion and Karl Polanyi’s notion of a “protective response” to the consequences 
of a market-driven society (see Stanfield 1980).

2. It is important to recall that the emergence of the US middle class was not inev-
itable. It came about by means of worker struggles via a union movement that 
fought for living wages, which afforded low-skilled, assembly-line workers not 
only economic security but also dignity in their jobs (Glicksman 1997).

3. IPUMS is an interdisciplinary research center based at the University of 
Minnesota. IPUMS began as an acronym for Integrated Public Use Microdata 
Series, but the scope of the center’s work has subsequently expanded beyond 
public use and microdata.

4. Using presidential election results, red and blue states are somewhat fluid catego-
ries; with states identified as follows:

• Red states in 1992: Alabama, Alaska, Arizona, Florida, Idaho, Indiana, 
Kansas, Mississippi, Nebraska, North Carolina, North Dakota, Oklahoma, 
South Carolina, South Dakota, Texas, Utah, Virginia, Wyoming. All other 
states (and the District of Columbia) were blue states. Note that 1992 red/
blue electoral results are applied to the 1990 data in this analysis.

• Red states in 2000: Alabama, Alaska, Arizona, Arkansas, Colorado, 
Florida, Georgia, Idaho, Indiana, Kansas, Kentucky, Louisiana, Mississippi, 
Missouri, Montana, Nebraska, Nevada, New Hampshire, North Carolina, 
North Dakota, Ohio, Oklahoma, South Carolina, South Dakota, Tennessee, 
Texas, Utah, Virginia, West Virginia, Wyoming. All other states (and the 
District of Columbia) were blue states.

• Red states in 2008: Alabama, Alaska, Arizona, Arkansas, Georgia, Idaho, 
Kansas, Kentucky, Louisiana, Mississippi, Missouri, Montana, Nebraska, 
North Dakota, Oklahoma, South Carolina, South Dakota, Tennessee, Texas, 
Utah, West Virginia, Wyoming. All other states (and the District of 
Columbia) were blue states.

• Red states in 2016: Alabama, Alaska, Arizona, Arkansas, Florida, Georgia, 
Idaho, Indiana, Iowa, Kansas, Kentucky, Louisiana, Michigan, Mississippi, 
Missouri, Montana, Nebraska, North Carolina, North Dakota, Ohio, 
Oklahoma, Pennsylvania, South Carolina, South Dakota, Tennessee, Texas, 
Utah, West Virginia, Wisconsin, Wyoming. All other states (and the District 
of Columbia) were blue states.

5. Because the data focuses on wages among full-time workers, which allows com-
parisons in the wage structure of red and blue states, decreases in wage inequality 
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will be observed in some groups of states over certain time periods even as other 
measures, such as total household income (which includes all sources of income, 
not just full-time wages), have pointed to increasing income or wealth inequality.

6. To be sure, this chapter does not mean to suggest that residents of red states—or 
any states—would recognize money manager capitalism by that name. However, 
many would certainly recognize it by its features (such as an extreme focus on 
near-term shareholder value and the outsized influence of private equity firms 
and other institutional investors) and economic consequences (such as corporate 
downsizing and restructurings, increased globalization of production, erosion 
of employer-provided benefits for much of the work force, and more precarious 
employment relationships for most workers).

7. As mining is more prevalent in red states (see Table 6.5), there is also likely to be 
much less interest in green energy in red states than in blue states. In the absence 
of abundant job alternatives with comparable wages and benefits in other indus-
tries, many red-state residents will likely seek to retain their existing extractive 
industries.

8. According to Post-Keynesian Institutionalists, institutional adjustment provides 
the balancing wheel of the economy. Thus, institutional change is required when 
economic performance falters (Minsky and Whalen 1996). In the field of politi-
cal science, a similar view—especially on the need for institutional adjustments 
to coordinate private and public economic activity—is held by scholars working 
in the tradition known as “varieties of capitalism” (Hall and Soskice 2001).

9. There are successful real-world alternatives to the US approach to labor law. 
Germany, where there is much labor-management co-determination, offers one 
example.
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7. Social capital and public policy: the 
role of civil society in transforming 
the state
Asimina Christoforou

INTRODUCTION

This chapter focuses on the concepts of social capital and civil society. 
Social capital includes social norms and networks of reciprocity, trust, 
and cooperation. Civil society encompasses non-governmental, not-for-profit 
self-governing organizations, and informal groups. In the past three decades, 
the concepts of social capital and civil society have received much academic 
and public interest. Social capital appeared to enhance the ability of civil 
society to cultivate cooperation and solidarity, influence public policy, and 
promote democratic ideals and social welfare. The public debate on these 
concepts reminded economists that markets are socially embedded, and in 
many cases shifted their attention to the social factors required to improve the 
functioning of economies on a global, national, and subnational scale.

Concepts of social capital and civil society are not merely topics of scientific 
investigation and discussion. By the start of the new millennium, they were put 
to the test as they found their way into policy reports and social welfare pro-
grams across developed and less developed countries; development programs 
for the eradication of poverty by international organizations, such as the World 
Bank and the United Nations; the common policies and the economic govern-
ance systems of supranational institutions, such as the European Union (EU); 
and alternative frameworks for local development in both rural and urban 
areas (with the coordination of national and supranational institutions). These 
projects and studies claimed to restore the social dimensions of economies and 
public policy by accounting for the ways social groups and their underlying 
norms and networks can contribute to economic and political objectives.

However, under the influence of Third Way politics and the post-Washington 
Consensus, those initiatives most often reproduced dominant rational-choice 
principles and neoliberal agendas (e.g. Fine 2010, 98, 111). They over-
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shadowed the “dark side” of social capital, and the role of powerful groups 
operating at the expense of broader social objectives.1 They reduced social 
capital and civil society to a mere means for serving market objectives of profit 
and competition, which reproduce social inequalities and power structures. 
Nonetheless, there are studies in social capital research that employ these 
concepts with an aim of unraveling those conditions under which individuals 
and groups can build norms and networks of cooperation and mobilize social 
forces to scrutinize and challenge the social injustices and inequalities created 
by power relations, market competition, and undemocratic states.

Post-Keynesian Institutionalism (PKI) recognizes that the active contri-
bution and collaboration of states and citizens are essential in addressing 
the abuses of private power and creating a civilized life and a good society 
founded on values of equality, security, and fairness (Whalen 2020). However, 
little has been said about the dynamics and complexities related to the forma-
tion and evolution of the social institutions that enable us to determine and 
pursue social transformation and welfare. Institutionalists have yet to unravel 
questions regarding how values, institutions, and behaviors for social welfare, 
justice, and equality come about and evolve, especially in a market society 
where values of profit and competition prevail. Also, they have all too seldom 
sketched out the ways in which social groups organize and mobilize collec-
tively to voice social needs and concerns; make state officials accountable and 
responsive; take part in the provision of public goods and services by applying 
cooperative and democratic principles and practices of labor and production; 
challenge and resist powerful groups, which pursue particularized interests 
via clientelistic networks with state officials and policymakers; and develop 
synergistic relations with the state and promote norms of generalized trust in 
order to support broader social welfare objectives.

Moreover, economic policy debates usually evolve around the market-state 
dualism—more market and less state, or less market and more state. This 
is seldom the case in Institutionalism, Post Keynesianism, and PKI, which 
recognize the creative role of the state (e.g., see Ayres 1967, 101; Larson 
2002; and Whalen 2008, respectively). Those traditions understand that the 
state has the power to make legislative, administrative, and judicial decisions, 
which define and legitimize rights and freedoms and thus determine the form 
of the economy and its relations with the government. They also understand 
that conflicting economic classes and interests compete in the political field to 
legitimize their rights and freedoms, and consolidate their power to shape the 
social order through the state apparatus. This raises important questions with 
regard to the form state action takes as well as the type of interests it serves. 
Nevertheless, even in PKI little attention has been given to the non-market 
and non-state institutions that comprise the civil society and contribute to the 
formation of the social norms and networks that specify not only society’s 
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relations with the market and the state, but also the means and objectives of 
public policy.

This chapter seeks to fill that void by explaining how social capital and civil 
society can develop the social values and institutions that make markets and 
governments accountable, and that promote public policies for social welfare. 
We argue that, according to the social capital literature, social transformation 
and welfare require synergistic relations across diverse groups and with the 
state, as well as generalized norms and networks of reciprocity, cooperation, 
and trust. We take the argument further by exploring the concepts and pro-
cesses of participatory and deliberative democracy and the commons, and 
their potential to provide the basis for creating the synergistic relations and 
generalized norms for social justice and equality.

We begin by conceptualizing social capital and its relations with civil 
society. Then we discuss the relations of social capital and civil society with 
the state and the critical role they can play in public policy. In the penultimate 
section, we further explore how social capital and civil society can build values 
and institutions to promote social participation and welfare by connecting this 
literature with studies on processes of participatory and deliberative democ-
racy and the commons. We conclude by stressing that PKI has much to gain 
by engaging with these ideas and delving deeper into the development of those 
social institutions that will enable us to define and achieve change for social 
welfare.

SOCIAL CAPITAL AND CIVIL SOCIETY

Social capital includes social norms and networks of cooperation, reciproc-
ity, and trust that facilitate collective action for a mutual benefit. Since the 
late twentieth century, social capital has been associated with the social 
resources that enable individuals and groups to promote cooperation and 
participation, and to improve the institutional effectiveness of markets and 
states. Mainstream economic approaches to social capital are influenced by 
Neoclassical assumptions of individualism, instrumentalism, and function-
alism. Hence, they view social norms and networks of cooperation and trust 
either as a means to enhancing individual utility or as an outcome of indi-
vidual investment decisions (Becker 1996; Glaeser et al. 2000; 2002). These 
assumptions are reproduced in the theoretical models and experimental games 
used by New Institutional economics to study the formation and evolution 
of social capital as cooperative behavior and trust (see, for instance, Keefer 
and Knack 2008). As a result, these approaches largely ignore the impact of 
contextual factors—such as governance structures, power relations, and social 
inequalities—on cooperation, trust, and economic behavior (Fine 2001; 2010).
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This chapter adopts an alternative approach to social capital whereby 
social norms and networks are not subject to the reductionist confines of the 
utility-maximization and capital-accumulation framework of Neoclassical 
economics. According to this approach (for instance, see van Staveren 2001; 
Christoforou 2011), elements of social capital do not solely constitute an 
instrumental means for improving one’s personal socioeconomic status; they 
are pursued for their intrinsic value, which reflects people’s social, political, 
and moral considerations (non-instrumental approach). In addition, elements 
of social capital are not simply an outcome of individual biological/psycho-
logical predispositions; they also derive from social, political, and moral 
processes of individual agency that create common identities, needs, and 
demands (non-individualist approach). Furthermore, they do not respond only 
to one’s personal preferences or strategic choices; they express people’s com-
mitment to shared values and institutions of trust, cooperation, and reciprocity 
(non-preference-based approach). Finally, they are not primarily formed to 
minimize transaction costs from state and market imperfections; they inspire 
responsibility and concern toward others (non-consequentialist approach). 
Overall, the underlying idea is that human beings are not primarily and 
naturally guided by their egotistical instincts and impulses, rather they have 
naturally and historically evolved to equally consider altruistic and cooperative 
motivations in their behavior.2

We distinguish two traditions in the theoretical and empirical social capital 
literature, namely the Putnamian and Bourdieusian traditions (Christoforou 
2017). The Putnamian tradition identifies with the work of the American 
political scientist Robert Putnam, whose work in the 1990s triggered renewed 
interest, among scholars and policymakers alike, regarding the role of social 
relations in improving the effectiveness of market and state institutions. It 
adopts a more macro-social perspective by stressing the importance of social 
capital for social cohesion and political integration. Measures of social capital 
are typically derived from survey data, which focus on individuals’ percep-
tion of and participation in a variety of social and political activities, and are 
aggregated to compare aspects of generalized trust and civic engagement 
across regions or countries. An indicative list of relevant measures includes: 
the number of group memberships, club meetings, elections or referenda in 
which individuals participate, or the hours they do volunteer work; frequency 
of attendance in public meetings on community issues; frequency of spending 
time visiting friends or entertaining them at home; and the share of individu-
als claiming that most people can be trusted, are honest, fair, and helpful, or 
engage in acts of civic behavior (e.g. pay taxes, keep public spaces clean). 
However, it has been argued that this tradition suffers from a historical and 
cultural determinism that overlooks the impact of human agency in shaping 
institutional factors; a functionalism that regards institutional factors as an 
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outcome of rational choice decisions or an exogenously-determined factor, 
with disregard to alternative social, political, and moral motivations and 
considerations in decision-making; and a reductionism that not only oversim-
plifies the complex and evolutionary dynamics of the interactions between 
agency and structure, but also underestimates the role of social inequalities and 
power relations in the formation of social capital.

The Bourdieusian tradition derives from French sociologist Pierre Bourdieu. 
Although it preceded the work of Putnam, it received relatively less attention 
in the broader social capital literature, perhaps due to its critical stance toward 
rational choice approaches to human behavior (Fine 2010). Here social capital 
becomes important because it grants individuals access to a set of material and 
non-material resources possessed by the members of their networks, be they 
personal (family, kin, friends, and neighbors) or professional (at the work-
place, in professional organizations, and within shared fields of activity or 
business). However, social structures are characterized by the unequal distri-
bution of capital and power, and thus differentially affect individuals’ capacity 
to invest in the various types of capital, including economic, cultural, and 
social capital. In the Bourdieusian tradition, the rather understudied notions of 
conflict and struggle, as well as the interactions between agency and structure, 
are reinstated in the analysis of social capital. This sheds further light on the 
dark side of social capital, which can be used to consolidate social inequalities 
and power structures. To empirically assess social capital, Bourdieu applied 
social network analyses in order to distinguish: the number of links and nodes; 
the degree of network closure or openness toward other groups and networks; 
the flow of economic and non-economic resources among members; and the 
structure of hierarchical and vertical relations. Thus, the value of individuals’ 
social capital depends not only on the connections they have, but also on the 
economic, cultural, and social capital resources they can access through their 
connections.

Both traditions can be combined to obtain a more holistic and relational 
interpretation of social capital by highlighting not only its structural and 
cognitive aspects, but also the impact of individual and institutional factors. It 
must be stated, however, that all these methods and measures can only provide 
proxies to capturing dimensions of social capital. As van Staveren (2001) 
notes, values express commitments that are intrinsically valuable and incom-
mensurable; they are at the same time economic, social, political, and moral, so 
they are subject to multiple considerations and motivations of human behavior; 
and they have unintended consequences across different value domains in 
the economy, the state, and our interpersonal relationships. Thus, norms and 
networks are characterized by a multiplicity of motives, conditions, and social 
outcomes, which reflect different perceptions of individual members and 
groups on issues of development and redistribution, efficiency, and fairness. 
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Our focus is to unravel those conditions, particularly the collective processes 
of association and political participation, whereby state-society synergistic 
relations will cultivate generalized norms and networks of cooperation and 
reciprocity. We return to this argument in subsequent sections.

Social capital is often identified with the notion of civil society (for an 
overview, see Keane 1998; Edwards 2014). Civil society generally includes 
non-governmental, not-for-profit self-governing organizations, voluntary 
associations, and informal groupings and networks, which act collectively 
in a public sphere to express their interests and pursue collective values and 
goals. Discussions regarding the relations between citizens and the state trace 
back to the philosophies of the Ancient civilizations of the Mediterranean 
Basin (such as Aristotle’s concept of the polis, or city-state, as a civil commu-
nity; see also Adloff 2021). These issues were reinvigorated in social capital 
research in the twentieth century. Whether one adopted a communitarian 
approach (emphasizing cohesion, integration, and social harmony) or a more 
critical stance (highlighting power, conflict, and social change), most would 
see social norms and networks of cooperation, reciprocity, and trust as the 
elements which have enabled the organizations and collectives that comprise 
civil society to cultivate values of social participation, democracy, and welfare, 
and thus to play a critical role in the formation of public policy.

Although the revival of civil society in the late twentieth century highlighted 
the critical role of participation and democracy, in some cases it tended to 
overlook the power relations and social injustices that hinder individuals’ 
capacity to partake in democratic deliberations. The civil society revivalists 
also attributed the weakening of civil society and social capital to individuals’ 
moral decline: distance from traditional values of family, respect for authority, 
and personal responsibility (Roberts 2000; see also Edwards 2014). However, 
by focusing on the history of the racial exclusion of Blacks in the United States, 
Roberts (2000) reminds us that social injustices, not moral decline, have pre-
vented people from participating in the nation’s economic and political life 
and co-creating a sense of common humanity. These injustices emanate from 
institutional barriers, such as the lack of public assistance; social and spatial 
segregation; the violation of human rights to freedom, justice, association, and 
self-determination; limited access to education and employment; and the social 
and scientific justification of racial hierarchy.3

Radical approaches to civil society perceive it as a source of social resistance 
and transformation. While imprisoned by the Italian Fascist regime in 1926, 
Antonio Gramsci introduced the concept of hegemony as a form of domina-
tion, which relied on the expansion of the state, including the ways it extends 
into the complex institutions and organizations of civil society. Yet he also 
envisioned a civil society where an alternative moral and intellectual order, 
what he termed the counter-hegemony, would emanate from the collective 
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efforts of the working class, intellectuals, and social organizations, in order to 
transform economies and societies (see Gramsci 1971). As we discuss in the 
following section, the economic and political impact of social capital and civil 
society depends largely on their relationship with the state and public policy.

SOCIAL CAPITAL, CIVIL SOCIETY, THE STATE, AND 
PUBLIC POLICY

In the past decades, many theoretical and empirical studies have emerged 
concerning the relationship between social capital and the state. Most find that 
social capital and the state mutually influence one another in the formation of 
public policy. Before identifying social relations conducive to social welfare, 
we summarize the kinds of questions those studies raise regarding state-society 
relations in public policy.

Often social capital has been associated with programs for state-building, 
conflict resolution, local development, social regeneration, and targeted social 
provisioning in various regions across the globe. Supranational organizations 
and national governments have funded these programs conditional upon the 
utilization or creation of social capital, especially in what is called the social 
economy (or the voluntary sector or the third sector of the economy), where 
public-private partnerships are forged to provide welfare services and goods 
to those who face social exclusion or displacement.4 In these settings, less 
privileged social groups of local communities would be invited to actively and 
collectively partake in the determination of those social norms and networks 
that were needed to govern collaborative relations within and among commu-
nities in a polycentric system of governance developed at the supranational, 
national, and subnational levels (Ostrom 2010). However, by focusing on 
rational-choice principles and incentive-based mechanisms to alter individual 
behavior, these initiatives tended to overlook the impact of contextual factors, 
such as the unequal distribution of resources, the capture of powerful groups, 
and welfare state retrenchment, which prevented other social groups from 
exploiting opportunities for social participation, empowerment, and the provi-
sion of welfare goods and services (e.g. Fine 2001, 123). Eventually, the state 
is absolved from its own duties for redistribution and welfare, concealing the 
interests and acts of powerful groups.

In other studies, social capital underscores the kind of civic behavior needed 
for people to respond to their obligations as citizens and honor their commit-
ment to the state by, among other things, paying taxes and avoiding bribery 
(Andriani 2016); protecting the environment and respecting human rights 
(Jones et al. 2009; Marbuah 2019); and supporting social protection (against 
poverty, unemployment, disability) and welfare programs (Schneider 2006). In 
debates among social groups on citizens’ obligations, human rights, and social 
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protection, the government may step in to act as a coordinator of discussions 
and exchanges among these groups (capital and labor, for example), or as 
a broker enabling parties to reach a consensus and to honor their commitments 
as partners in a social agreement. However, it could be argued that the gov-
ernment may simply be mediating to ameliorate citizens’ and social partners’ 
collective resistance against certain policies which serve the particularized 
interests of powerful groups. A case in point is fiscal austerity applied after the 
recent financial crises, when national economies were already experiencing 
deep recession. In this context, social resistance would often be relegated to 
an illogical and imprudent reaction toward state policy and social consensus 
(reflecting weak social capital and civil society), rather than a resounding 
protest by the unprivileged and the unheard against the rolling back of the state 
and the violation of human rights to participation, welfare, equality, and justice 
(signifying a strong sense of social capital and civil society).

Another strand of literature focuses on the kinds of evaluation systems 
governments establish, namely public and social accounting and auditing 
techniques, for measuring and assessing the social norms and networks and 
governance structures in development programs and social economy organi-
zations (e.g. European Commission 2014; 2017). Though evaluation methods 
now appreciate the impact of social networks and governance structures 
on economic, social, and political processes and outcomes,5 they seem to 
underestimate and exclude important relational and contextual dimensions of 
social capital: the critical role of informal networks in responding to social 
needs and concerns, especially in times of crisis; the inequalities and power 
relations in society; and the importance of inclusiveness and democracy in 
decision-making processes. Further insights can be gained on these aspects of 
social capital by introducing alternative evaluation methods, which incorporate 
institutional-historical analyses, social network analyses, and process-based 
techniques (in conjunction with almost exclusively-used output-based evalua-
tion) (cf. Pisani et al. 2017).

Ultimately, the underlying question throughout the literature is: Can 
top-down initiatives via legislation and public policy foster or debilitate 
bottom-up initiatives for solidarity, state accountability, and social welfare? 
The dominant view, supported by international organizations, policy author-
ities, and social scientists, was that social capital and civil society provide 
an additional social means to fulfilling market objectives of profit, compet-
itiveness, and growth. That perspective saw the development of norms and 
networks as a process of social investment rather than social transformation. 
International and national public bodies would stress the importance of 
social capital and citizens’ collective support for ensuring good governance, 
which was perceived as the state’s commitment to cost-benefit analyses in 
policy-making, efficiency-enhancing public management, and the individuali-
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zation and marketization of welfare.6 Hence, both civil society and government 
become restricted and frugal in pursuing social values and controlling markets.

However, other studies acknowledge social capital and civil society as 
expressions of active citizenry, participatory and deliberative democracy, 
and social transformation. Some claim that social capital had enormous 
appeal in the late twentieth century, precisely because it coincided with 
general disillusionment toward Western market-oriented neoliberal regimes 
and Eastern centrally-planned communist regimes, and because it offered 
valuable insights on new forms of politics and governance structures, where 
civil society would play a central role in the struggle for social welfare 
(Evans 1996a; Bowles and Gintis 2002). More recent work on third sector 
organizations stresses that social capital is conducive to the transition of the 
social economy from one related to “good governance,” with its neoliberal 
overtones, toward one founded on “democratic governance,” with emphasis 
on plurality, participation, deliberation, and self-organization (Laville and 
Salmon 2015). In this context, third sector organizations are seen as a result of 
the “re-embeddedness” of the economy à la Polanyi, as the civil society acti-
vates to restrict the detrimental effects of individualization and marketization. 
Moreover, they reflect a hybridization of the different poles of the economy 
designated by Polanyi, namely exchange (market), redistribution (state), and 
reciprocity (civil society), because they take part in market exchange (e.g. 
social enterprises, cooperatives) as well as public policy. This is consistent 
with conceptions of social capital that emerged in the late nineteenth century 
to confront the negative consequences of capitalism and promote democratic 
participation, community action, and social movements (Christoforou 2013; 
Farr 2014).

Certain studies observe that social participation and welfare can be achieved 
when social capital develops synergistic relations across diverse groups 
and with the state (Andriani and Christoforou 2016; Christoforou 2017; 
Evans 1996b; Rothstein and Stolle 2003; Woolcock 1998). Woolcock (1998) 
introduces two concepts that refer to distinct but complementary forms of 
social capital, namely “embeddedness” and “autonomy.” “Embeddedness” 
emphasizes the importance of what we refer to as “bonding” social capital, 
while “autonomy” stresses the importance of “bridging” social capital. Forms 
of “bonding” social capital are necessary to support intra-group ties in order 
to pursue collective goals. To avoid the exclusion, introversion, and discrim-
ination by intra-group ties serving particularized interests, more generalized 
forms of social capital that transcend local or special-interest groups and 
bridge ties across multiple, diverse groups must be established. In other words, 
embedded social relations need to be combined with autonomous social ties. 
At the micro level, autonomy enables members of local groups to create links 
with diverse groups outside their own locality, in order to explore different 
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opportunities and capabilities, including job positions, access to educational 
and health facilities, as well as new ideas, visions, and practices of collective 
action, participation, and welfare. At the macro level, autonomy enables local 
groups to create generalized norms and networks of cooperation and solidarity 
and thus overcome the impact of powerful (public and private) groups, which 
serve particularized interests and function as vehicles of corruption, nepotism, 
and exploitation. In this manner, government officials and policymakers 
become accountable to broader social welfare objectives.

The dynamics and complexities of the relationships between the state and 
social capital are also addressed in studies investigating how trust in public 
institutions and the type of welfare state regimes, such as Esping-Andersen’s 
(1990) categorization, may affect structural or cognitive aspects of social 
capital (cf. Christoforou 2010; Kumlin and Rothstein 2005; Rothstein and 
Stolle 2003). These studies contend that, compared to more universal systems, 
selective welfare systems are susceptible to discrimination and fraud, and 
thus reduce confidence in public institutions, which in turn adversely affects 
norms and networks of cooperation and trust within society. On the one hand, 
selective public services are provided to individuals only after they are proved 
to meet a number of more or less specific conditions to qualify for benefits 
and services (such as poor income and health). On the other hand, universal 
welfare systems ensure access to many social programs that are less targeted 
to specific groups and instead cover a wider segment of the population without 
considering their particular status. This may explain why the social democratic 
countries of Scandinavia, where universal systems prevail, portray relatively 
higher levels of trust among citizens and toward public institutions, as well as 
higher levels of membership in a diverse set of associations, compared to the 
neoliberal systems of Anglo-Saxon countries, where selective welfare systems 
have been established. In fact, the universal welfare systems of Scandinavian 
countries were the outcome of a history of social struggles among groups and 
organizations representing conflicting interests in view of the expansion of 
markets and the need to preserve social welfare.

Questions may arise with regard to the potential of civil society to build 
synergistic relations within a context of authoritarian governance and sec-
tarian societies. However, there are studies which evidence the capacity of 
social capital to mediate between conflicting interests and develop synergistic 
relations with the state in order to produce social change (see, for instance, 
Evans 1996a; 1996b). It is argued that in such societies the real key to synergy 
is translating social ties from engines of parochial loyalties into vehicles 
for more encompassing forms of organization through political activity and 
debate. To achieve this transformation, citizens need to foster the consolida-
tion of representative and autonomous social organizations; forge an objective 
alliance between social movements and reformists; and promote structures of 
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bureaucratic organization on the basis of impartiality, transparency, and cred-
ibility (Evans 1996a; 1996b; Harriss 2002). In this manner, social struggles 
and conflict, rather than stifling social capital, may contribute to the creation 
of social capital, as power relations shift and new social groups and networks 
take form to pursue collective goals (Paterson 2001). For example, in response 
to financial crisis and the fiscal consolidation policies, a series of new informal 
networks emerged in Greece ranging from self-help neighborhood groups, to 
second-hand shops, social kitchens, even local currencies and barter economy 
institutions, all aiming to respond to society’s needs and concerns, which con-
ventional, formal organizations operating in the market, state, and civil society 
were unable to satisfy (Sotiropoulos and Bourikos 2014).

Therefore, state-society relations are influenced by institutional factors, 
conflicting interests, and incommensurable values across social groups. Karl 
Polanyi uses the term “re-embeddedness” to explain the ways in which the 
state and the civil society work in synergy to promote values and institutions of 
redistribution and reciprocity against the social “dis-embeddedness” imposed 
by unregulated markets (Adaman and Madra 2002; Polanyi 1944). To avoid 
the patron-client relations, rent-seeking, and corruption that could arise from 
unchecked reciprocal exchanges in dealings with the state, van Staveren 
(2001) suggests that the value domains of freedom (exchange), justice (redis-
tribution), and care (reciprocity) become accountable to one another, and eco-
nomic actors invest in all virtues of each of the domains. In this manner, actors 
would compete in exchange, agree on a legitimate distribution, and incorporate 
others’ contingent needs in the economic process on the basis of broader 
social welfare objectives of justice and equality. Put differently, according to 
Klimina (2020), a reasonable market capable of weakening power elites and 
building economic and political democracy should be founded on universal 
values of ownership empowerment and equal opportunity, and supported by 
impartial state regulations, an unbiased judiciary, and liberalized impersonal 
exchanges, alongside personal reciprocal relations.

Overall, we accept that social capital and civil society have the poten-
tial to generate social awareness, mobilize groups, develop institutions of 
state-society synergy relations, and cultivate values of responsibility and 
solidarity, equity, and justice. However, the question remains: how can we 
strengthen this potential to achieve social transformation? We think the key 
lies in values and institutions of participatory democracy and “commoning.” 
We take up this issue in the following section.



A modern guide to Post-Keynesian Institutional economics184

REBUILDING SOCIAL CAPITAL AND MOBILIZING 
CIVIL SOCIETY FOR SOCIAL TRANSFORMATION

To discuss how social capital and civil society can develop the capacity for 
social transformation and public welfare, we introduce concepts of partici-
patory and deliberative democracy and the commons, and examine how the 
ideas and structures of cooperation they promote can become the basis for 
social norms and networks of synergistic relations and generalized trust, which 
will transform economies and societies toward the social goals of equality and 
justice.

Mainstream economics focuses mainly on competitive modes of democracy, 
which emphasize voting as a mechanism for aggregating political preferences, 
and choosing representatives and leaders (Enjolras and Steen-Johnson 2015). 
Yet little attention has been given to participatory and deliberative modes 
of democracy: on the one hand, participatory democracy stresses the direct 
involvement of all those affected by certain activities in processes of political 
discourse and decision-making; on the other hand, deliberative democracy 
highlights rational discussion and deliberation in the public space in order to 
solve conflicts of interest by means of transformation rather than preference 
aggregation (Enjolras and Steen-Johnson 2015). Mainstream economics fails 
to explain collective acts of participation and deliberation due to its reduc-
tionist view of economic behavior: it excludes the social and moral values of 
commitment and solidarity toward the needs and concerns of others, values 
which constitute the quintessential elements of democracy (Sen 1999).

For Post Keynesians, the aim of economic policy is primarily the devel-
opment of an open, democratic, and civilized society, by appealing to the 
social and moral values upheld by individuals and groups in their economic 
transactions and social relationships, namely loyalty, responsibility, the pursuit 
of excellence, love, and compassion (Marangos 2000). Post Keynesians claim 
that a civilized society cannot prosper on efficiency considerations alone; it 
must eradicate social inequalities and injustices by harmoniously blending 
civic values with self-interested behavior. Similar views are found among 
American Institutionalists. For instance, John R. Commons focuses on the 
concept of “collective democracy,” which draws our attention not only to the 
social outcomes produced by democratic participation, but also to the pro-
cesses themselves, where all affected parties form groups of common interests 
(like representatives of labor and capital in industrial relations) and partake 
in collective bargaining and negotiated problem-solving (Commons 1950; 
see also Whalen 2022). Wilber and Jameson (1983) note that, inspired by 
Institutionalism, PKI focuses on mediating structures, such as family, church, 
voluntary associations, neighborhood, and subculture, which operate beyond 
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the market and the state, and cultivate ethics of cooperation and stewardship 
against hedonism and quietism, and thus enable societies to fulfill the eco-
nomic goals of life-sustenance, freedom of choice, esteem, and fellowship. 
The authors argue that these structures should take an active role in economic 
planning through public policies which promote decentralization (e.g. applica-
tion of the subsidiarity principle in governance structures) and institutions of 
participatory, democratic decision-making within firms (e.g. worker owner-
ship) and communities (e.g. formal and informal neighborhood associations).

Generally, Post Keynesians and Institutionalists focus on state intervention 
(including the judicial system) as the central means for coordinating the 
conflicting interests of social groups, especially representatives of capital and 
labor, and for regulating markets on the basis of civic values. PKI leaves unre-
solved some of the tensions discussed in previous sections: How can we ensure 
that social goals of cooperation and participation do not devolve into a mere 
means for economic goals? Does focus on traditional moral and familial values 
overshadow the impact of social inequalities and injustices? Can bottom-up 
initiatives be stifled by top-down actions? Here we argue that civil society can 
play a more active role in creating the social values and prefigurative relations 
that will transform economies and societies and promote participation and 
democracy.

To ensure the conditions for a truly participatory and deliberative democ-
racy, a three-way relationship is suggested between representative bodies, 
administrative structures, and self-governing groups of civil society (Boje 
2017; Devine 1988). This is reminiscent of Gramsci’s (1971) concept of 
counter-hegemony and Polanyi’s (1944) idea of the social re-embeddedness of 
the economy, where civil society challenges market domination and restores 
human values of social and environmental protection. A case in point is the 
application of participatory budgeting within firms, social organizations, or 
the broader community. These methods have already been implemented in 
various forms around the globe, manifesting their ability to enhance public 
participation and democratic decision-making.7 At the heart of these processes 
is the involvement of all interested parties, including community residents and 
government officials, in order to share and discuss proposals for projects; to 
vote and decide on the allocation of available funds among the different pro-
posals; to monitor and assess the results of these projects and the effective use 
of funds; and to reflect on, and improve for the future, procedures of resource 
allocation and democratic participation.

Values and practices of participatory and deliberative democracy are related 
to the commons and “commoning.” The commons is understood as a pool of 
resources that groups of people manage for individual and collective benefit 
(Akbulut 2017; van Laerhoven and Ostrom 2007). Ostrom (1990) challenged 
the view that states and markets provide the sole solution to Hardin’s tragedy 
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of the commons, and introduced the possibility of community-based manage-
ment of resources. Though these ideas generated a series of policy reports by 
international organizations and national governments, which shifted attention 
to community-based collective initiatives for development programming, these 
policies perceived the commons as a means to promote market objectives of 
capital accumulation and competition, again in the spirit of Third Way politics 
and the post-Washington Consensus. We endorse an alternative understanding 
of the commons as a social sphere of life, which mainly challenges market 
dominance and protects against social injustices and inequalities. Thus, the 
commons is not perceived as an existing, pre-defined entity, but as a process of 
social interaction, struggle, and transformation, or as a process of commoning, 
where production and reproduction take place under collective labor, equal 
access to resources, and egalitarian forms of decision-making (Akbulut 2017; 
Fournier 2013; Wainwright 2013).

Commoning goes beyond the distribution of rights to access commonly 
produced and preserved resources; it incorporates social duties and respon-
sibilities for organizing work in the provision of common goods (Fournier 
2013). For example, in a community garden, the commons may be open to 
those who preserve the natural and social environment in a way that they fulfill 
everyone’s needs for food, leisure, knowledge, and association. Generally, as 
Wainwright (2013) argues, commoning requires a shift from an instrumental 
logic to a prefigurative one, that is, toward a logic whereby we act in the 
present according to the social values we are trying to envision and apply in 
our daily lives in the future. Our capacity to labor, or to create, is understood 
as a commons, not as a commodity, because it is not only for the good life, it 
is itself part of the good of life. Hence, we are in want of building alternative 
frameworks for reflection and decision-making in production, evaluation, and 
collective bargaining, which go beyond standard practices of individualized 
wage and income maximization, and take account of values of participatory 
democracy, social and environmental accounting, and the abolition of social 
segregation and inequalities (Wainwright 2013).

The question is how we envision and apply the values and practices ena-
bling us to move beyond conventional institutions of civil society and public 
policy. According to Gibson-Graham (2003; 2006), these values and practices 
already exist. Beneath the systems of formal market transactions, wage labor, 
and capitalist enterprise, we encounter a myriad of submerged but sustaining 
alternative forms of labor and production, which interact with one another to 
form a diverse economy characterized by multiplicity, interdependence, and 
potentiality. It is within this diverse economy that we can discover alternative, 
non-capitalist subjectivities, rationalities, and imaginaries, and learn how to 
create collective modes of production and community economies founded 
on values and practices of participatory and deliberative democracy. In other 
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words, social interaction and collective learning are essential elements of the 
commoning process, which raise awareness of social injustices and teach us 
how to mobilize and organize collectively to restore social welfare.

Adaman and Devine (2002) discuss the benefits of a participatory economic 
system in relation to the production and allocation of material and non-material 
resources, and to the implementation of inclusive and democratic processes 
of participation and decision-making. They define a participatory economic 
system as an interlocking network of social relationships and institutions, 
where the values and interests of people in the different aspects of their lives 
interact and shape one another in a discursive process of decision-making 
through negotiation and cooperation. Generalized norms and networks of par-
ticipation constitute a crucial element of this economic system: all those with 
either a relevant input to contribute or a legitimate interest in the outcome, i.e. 
all those who are affected by an activity and operate in the market, the state, or 
the civil society, are actively involved on an equal footing.

Researchers and academics can play a critical part in this process of learning 
and co-transformation. Gibson-Graham and Roelvink (2009) introduce what 
they term “hybrid research collectives,” where researchers and academics 
collaborate with all community members whose interests are affected by 
a certain activity—including workers, pensioners, students, local producers, 
and administrators—in order to discuss and resolve socioeconomic problems 
on the basis of social welfare objectives. Researchers and community members 
engage in a discursive process, based on participatory democratic principles 
and practices, and are jointly mobilized and re-constituted to embody a new 
“econo-sociality” (Gibson-Graham and Roelvink 2009), which cultivates col-
laborative possibilities and subjectivities, and ethical considerations of justice 
and equality (Christoforou and Adaman 2018). In this process, civil society 
organizations may contribute to the creation of transformational and prefigura-
tive relations toward alternative economies by envisioning and experimenting 
with new ideas and practices for labor and production on the basis of collective 
and democratic values.

CONCLUSIONS

In this chapter, we discussed how social capital and civil society can impact 
public policy and transform the state. Contrary to the instrumentalist and 
individualist interpretations of social capital and civil society in mainstream 
economics, which emphasizes their extrinsic value as a (social) means for 
enhancing market efficiency and economic growth, we argue for forms of 
social capital and civil society which enhance social participation and cooper-
ation in scrutinizing and challenging the injustices and inequalities created by 
power relations, market competition, and undemocratic states.
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To explore the conditions under which state-society relations develop the 
potential to promote social welfare, justice, and equality, we connected the 
literature on social capital and civil society with studies on the concepts of 
participatory and deliberative democracy and the commons. We contend that 
social capital and civil society can play a critical role in public policy for 
social welfare and the transformation of the state by promoting social values 
of justice and equity on the basis of principles and practices of participatory 
and deliberative democracy and processes of commoning. Conditions of 
democracy and the commons are necessary to ensure that social capital and 
civil society organizations will be employed to prevent capture from powerful 
groups and particularized interests, and to cultivate social responsibility and 
solidarity, social justice and equality, state-society synergy, and generalized 
norms and networks of cooperation, reciprocity, and trust. In short, the chapter 
has investigated social capital and civil society and their relations with public 
policy and the state, in order to shed further light on the complex interactions 
between social organizations, the market, and the state, and to determine the 
ways they affect economic and political outcomes and processes, particularly 
the ways they can restore values and institutions of social welfare, equity, and 
justice.

PKI can inform and enrich its theories, methods, practices, and policies by 
studying the institutional and historical analyses of civil society organizations, 
and by examining the emergence and evolution of non-capitalist economies 
and forms of commons and commoning. Within these diverse economies, PKI 
can discover the transformational and prefigurative relations which already 
exist and foster alternative rationalities and subjectivities, influencing forms of 
labor and production, as well as policymaking processes and outcomes aimed 
at promoting social change and welfare. Ultimately, the key questions we need 
to address are not how much state, but what kind of state we want, and what 
needs to be done to transform it.

In closing, we should bear in mind that through these processes of par-
ticipation, transformation, and commoning, our conceptions, relations, and 
structures of coordination and governance in society (including the market, 
the state, and the civil society) will evolve and change. Indicatively, the 
state-dominated welfare regimes of the Fordist era in the previous century 
gave way to new forms of governance characterized by the co-production of 
private and public initiatives and the hybridization of civil society organiza-
tions, which now also partake in commercial activities and public policy. This 
can be seen as the outcome of two opposing forces: on the one hand, there 
has been the dismantling of the welfare state, the privatization of social pro-
visioning, and the dominance of values of efficiency and profit in the private 
and public sectors; and on the other hand, new social groups and movements 
have emerged to respond to these trends and counteract the attack on social 
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justice and equality. To be sure, the challenges are great. For example, recent 
years have witnessed a number of troubling developments, including: serious 
restrictions on the civic space following violations of fundamental rights such 
as the freedom of association, peaceful assembly, and expression; withdrawal 
from international initiatives and treaties for social and environmental protec-
tion; and violence against social groups of a different gender, race, religion, or 
ethnicity (CIVICUS 2019). Thus, the aim is to mobilize and organize social 
forces that can reflect on and respond to these changes so as to protect social 
values of participation, democracy, welfare, equality, and justice for all.
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NOTES

1. Examples of the dark side of social capital include, among others, local, national, 
and global economic and political elites; groups supporting acts of discrimina-
tion, nepotism, and racism; patron-client networks with the government; and 
criminal organizations.

2. By now a vast literature versed in the Institutionalist and Post Keynesian tradi-
tions explains how economic behavior is socially embedded and motivated by 
considerations beyond the narrowly-defined instincts of homo economicus. See 
Wrenn and Waller (2018) for an analysis of the ways mainstream economics has 
distorted the social and ethical dimensions of human behavior.

3. Moreover, disenfranchised groups are similarly rendered responsible not only 
for their own deprivations, but also for disrupting civil life when they organize 
collectively to protest against social degradation. However, according to Jessica 
Gordon Nembhard (2014) and Caroline Hossein (2018), Black people have 
learned to master the creation of collectives and community-based inclusive 
cooperatives in order to pool resources, deal with constant crises, and help one 
another in safe ways.

4. An example would be the much-celebrated microfinance institutions and 
networks.

5. They have typically used measures of social capital introduced in the Putnamian 
tradition; see the previous section (“Social Capital and Civil Society”).

6. This is reminiscent of a Foucauldian understanding of neoliberalism as a mode 
of governmentality, whereby the social is organized through economic incentives 
and political power is organized on the competitive logic of markets (Madra and 
Adaman 2014).

7. See, for instance, Participatory Budgeting Project (2021); and Lodewijckx 
(2021).
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8. Constructing an economically 
democratic society in the former 
Soviet Union: Post-Keynesian 
Institutionalist insights in historical 
perspective
Anna Klimina

INTRODUCTION: PROGRESSIVE REFORM OF 
PREDATORY CAPITALISM

Building on the work of Institutional economists such as Thorstein Veblen, 
Post-Keynesian Institutionalists have long recognized that advanced capitalist 
economies are dominated by the concentrated economic and political power 
of business corporations, which control most national industrial and financial 
assets and influence societal choices in their own interest (Peterson 1989, 
381–382).1 To counter the deleterious socioeconomic effects of corporate 
control, they have also long argued that it is crucial to progressively restruc-
ture economic relations along more equitable and inclusive lines, which is to 
say to make them more economically democratic. The work of such scholars 
has resulted in a framework for research with international significance and 
applicability.2

Using the framework of Post-Keynesian Institutionalists, this chapter 
outlines a program for progressively reforming authoritarian and oligarchic 
market societies in post-Soviet transition. It focuses most directly on how 
to remedy the deeply elitist and profoundly unjust economies of Russia and 
Ukraine, the largest and most heavily industrialized countries of the former 
Soviet Union (FSU).

There is an urgent need for such a progressive program to address the 
economic difficulties that global neoliberalism has produced on several 
continents. The political decision to dissolve the Union of Soviet Socialist 
Republics (USSR) and build a “free market” order in its culturally and eco-
nomically diverse republics has led to the emergence of a variety of “national 
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neoliberalisms” with different institutional facades. That surface diversity 
resulted from the differing ways in which national elites and other influential 
social groups modified and reconstructed the newly imposed neoliberal pol-
icies, not only to align with institutional and economic legacies of the past, 
but also to suit their own visions of socioeconomic development. Yet, despite 
these apparent differences, the modern economic order in most states of the 
FSU fully conforms to the toxic neoliberal ideology of unrestricted market 
freedom, and thus it is commonly characterized by corporate, financial, and 
labor market deregulation; acceptance of great inequality in income and 
opportunity; aggressive anti-unionism; lack of democratic decision-making, 
and deep de-socialization.3 Moreover, neoliberal privatization of state-owned 
property at the start of post-Soviet transition has led to a particular variety of 
neoliberal capitalism in Russia and Ukraine: oligarchic capitalism. Both coun-
tries are characterized by the highly concentrated private ownership of equally 
concentrated productive assets, previously controlled by the socialist state, and 
both nations are dominated by business tycoons known as oligarchs.4

Russian and Ukrainian oligarchic capitalism generally favors unrestricted 
market freedoms for its oligarchic class and allows oligarchs to “manipulate 
politicians and shape institutions” in the course of appropriating the national 
wealth for themselves (Hellman, Jones, and Kaufmann 2003, 752). Among 
former Soviet economies, oligarchic capitalism in Russia and Ukraine is 
closest to the “predatory” type of contemporary Western corporate capitalism 
described by Post-Keynesian Institutionalist James Galbraith in his book on 
the “predator state” (Galbraith 2008, 130–132). Because unchecked predatory 
economic behavior is neither acceptable in the short term nor sustainable over 
time, it becomes important to review the Post-Keynesian Institutionalist vision 
of progressive reform and apply it to these countries.5

A key point of this chapter is that many Soviet reform scholars of the 1960s 
to the 1980s reached similar conclusions to those of the early Institutionalists 
as well as more recent Post-Keynesian Institutionalists. In particular, the work 
of those Soviet and Western economists emphasizes the need for a comprehen-
sive democratization in the parts of the economy where one finds concentrated 
economic and political power, which in the case of Soviet-type state socialism 
appeared in the form of monopolistic state ownership of societal produc-
tive assets and dictatorial political control of society. Of course, we are all 
a product of our times, and the Soviet reform scholars’ proposals for decentral-
izing and democratizing the Soviet command economy reflect the experience, 
history, and vision of Soviet citizens at the time. For example, those scholars 
recognized that proper economic motivation is required for any functioning 
economy and can emerge only through marketization, but also retained due 
emphasis on construction of an equitable, participatory, and viable economic 
order. In this chapter, we recognize both the importance of historically 
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grounded insight and the emergence of common themes across Western and 
Soviet scholarship—themes that include the importance of establishing a more 
equitable market economy on the foundation of comprehensive democratiza-
tion of the relations of large-scale productive property, progressive regulation 
of industry by the democratic state, and wide-ranging use of participatory 
processes throughout the national economy.

The narrative of the chapter is presented in three broad stages. The 
first stage focuses on the foundation of a Post-Keynesian Institutionalist 
vision for the construction of economically democratic markets in advanced 
industrial society, which was developed in the pioneering work of original 
Institutionalists. The second stage discusses the continued preference for 
fostering democratic processes throughout the economy, as further developed 
in the work of John Kenneth Galbraith, one of the original Post-Keynesian 
Institutionalists, as well as contemporary Institutionalists and Post Keynesians. 
The third stage focuses on the ideas developed in the Soviet Union during 
the economic reforms from the 1960s to the 1980s, and underlines useful 
lessons from Mikhail Gorbachev’s Perestroika (1985–1991) movement.6 It 
also discusses economic developments in Russia and Ukraine since the 1990s 
to illustrate in some detail the argument of this chapter—that insights from 
a distinctive theoretical tradition of Post-Keynesian Institutionalism (PKI), 
concerning the construction of economically democratic society in developed 
industrial capitalism, are best suited for remedying the neoliberal economies 
of the post-Soviet region.

To begin then, we need to review the key elements of the Post-Keynesian 
Institutionalist understanding of the crucial role that more equitable distribu-
tion of economic power in society plays in progressively reforming economic 
relations in developed capitalist economies. As important as is the seminal 
work of John Kenneth Galbraith and his followers on the subject, many ideas 
that they built on can be traced to Veblen, John R. Commons, and other 
Institutionalist forerunners of the Post-Keynesian Institutionalist approach to 
progressive development.

PROGRESSIVELY REFORMING INDUSTRIAL 
CAPITALISM: INSIGHTS FROM FORERUNNERS OF 
PKI

The best place to begin is with Veblen’s analysis of vested interests of con-
centrated ownership and control of industry. Veblen was the first among 
Institutionalists to acknowledge the inevitable growth of “large wealth, 
large-scale industry and large-scale commerce and credit” (Veblen 1919a, 
160) owing to the technological triumphs and associated progressive increases 
in per-unit productivity in scale economies. Despite recognizing the unfairness 
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of the existing dictatorship of “vested rights of [concentrated] property and 
privilege” (Veblen 1921, 83) that resulted from the capture of the develop-
ment of a large-scale industrial economy by pecuniary business interests, 
Veblen did not endorse a “reversion to the [old] system of free competition 
[among small-scale traditional owners-employers],” arguing instead that going 
backward in economic evolution “might involve great waste … and might 
seriously retard the advance of the [human] race toward something better than 
our present condition” (Veblen 1891, 73). He considered the path of economic 
modernization toward a highly productive, large-scale industrial economy 
an important prerequisite for successfully moving market-based economies 
toward an economically abundant and socially just future.

Hence, in his response to both the inevitability and progressive potential of 
large-scale development, Veblen argued that predatory business interests of 
“concentrated power” (Veblen 1921, 83) could be “ousted,” and “economic 
respectability” among “actual producers” re-established through “carrying 
democracy and majority rule over into [the] domain of [modern] industry” 
(Veblen 1919b, 175). Veblen foresaw that providing industrial workers and 
engineers with greater control and decision-making rights (Veblen 1921, 
168) would not only increase worker participation and democratization of 
the workplace (Veblen 1919c, 374), but also foster comprehensive economic 
and political changes in the society (Veblen 1904, 160; 1921, 76, 158–159). 
Veblen considered trade unions and worker councils as inherently progressive 
forms of decentralized governance and argued that union members endeavour, 
“under the compulsion of the machine process, to construct an institutional 
scheme on the lines imposed by the [progressive] new exigencies of the 
machine process” (Veblen 1904, 160).

Overall, Veblen’s belief in the progressive potential of democratically 
reorganized large-scale industrial development set the stage for two important 
conclusions made by Post-Keynesian Institutionalist scholars. The first is 
that breaking up large companies to curtail concentration of economic power 
is often inadvisable (see, e.g., Galbraith 1967, 23–26, 39–41); the second 
is that it is possible to counter the negative effects of monopolistic market 
power through strengthening industrial democracy and promoting broader 
democratic participation in all spheres of political and social life (Dugger 
1987, 89–93; Tool 1979, 144–146). At present, many Institutionalist scholars 
consider “broad democratic participation in the economy and society” as 
indispensable for resisting the predatory value system of a pecuniary capitalist 
culture (Ayres 1961, 282; Brown 1992, 294–297).

Equally influential are the insights of Commons, another early contributor 
to Institutionalism. Commons also regarded the emergence of concentrated 
large-scale industrial production as an inevitable result of economic modern-
ization and its “sociological law of centralization” (Commons [1899–1900] 
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1965, 168). However, in contrast to Veblen, Commons did not anticipate that 
progressive economic changes would be brought about primarily as a result of 
grassroots incentives and decentralized decision-making (Commons [1934] 
1964, 51); rather, he believed that progressive changes can be implemented 
by combining such incentives and decision-making with the actions of gov-
ernmental and judicial authorities (Commons [1924] 1968, 387; [1934] 1961, 
751, 759).

Commons, in fact, expected progressive economic change to develop 
through the continuing processes of “collective bargaining” and “conflict 
resolution,” which involve “law-givers and law-interpreters” (such as “courts, 
legislatures, government executives”) as well as organized interested groups 
such as worker unions and political parties (Commons 1921, 90; [1924] 1968, 
378; [1934] 1964, 51, 751,759). Above all, Commons emphasized the impor-
tant role of worker unions and the public sector in establishing processes of 
negotiation for resolving otherwise inevitable conflicts between capital and 
labor, conflicts that would become only more intense in the age of large-scale 
industrial dominance (Commons [1924] 1968, 306, 363; [1934] 1961, 5, 109, 
673; 1950, 237).

Commons defined the legal outcome of these extensive processes of nego-
tiation and dispute resolution as an “artificial” (purposeful) selection of best 
practices and institutions and emphasized that “artificial selection” is always 
aimed at reconciling conflicting interests in society (Commons [1924] 1968, 
120; [1934] 1961, 636). It is through such processes of “artificial selection” 
that economic power in society is redesigned, new practices and working rules 
are developed, and necessary changes in law, backed by the sovereign power 
of the state, are implemented.

Two important insights from Commons’s analysis of progressive eco-
nomic change through “artificial selection” deserve special emphasis in this 
discussion of the Post-Keynesian Institutionalist approach to the purposeful 
construction of an economically democratic society.

The first relates to Commons’s acknowledgement of the ameliorative nature 
of human volition, viewed as “survival of good customs and punishment of 
bad customs” that is purposefully enforced by “the visible hand of … courts” 
as well as of governments on “refractory individuals” (Commons [1934] 1961, 
162) or “attached to property and contract” (Commons [1924] 1968, 318–321). 
This artificial selection signifies “Purpose, Futurity, Planning, injected into 
and greatly controlling the struggle for life” (Commons [1934] 1961, 636). 
Among the “most fundamental wishes of mankind” to be created through 
legislation and guaranteed by the authorities, Commons regarded “security, 
liberty, and equality” (Commons [1934] 1961, 706) as the most important, 
and of these three, it is “security for [their] expectations” that people “crave” 
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the most, since “without the feeling of security” they “could not act at all as 
rational being(s)” (Commons [1934] 1961, 705).7

A second and closely related insight is Commons’s perspective on the 
crucial role that the sovereign state is expected to play in progressively reshap-
ing the course of economic development and directing it toward greater social 
efficiency and justice.8 Commons considered this role essential and explained 
that in democratic market society it is the state that, through “a concerted 
action under the name of Political Parties,” selects and gains “control of the 
hierarchy of legislative, executive, and judicial personalities” in order to shape 
and reshape the structure of the national economy by establishing “the laws 
of the land,” controlling and changing the regulation of large-scale “property 
and contract,” and proportioning “the factors [of production] over which it 
has control” (Commons 1909, 79; [1924] 1968, 318–321, 387; [1934] 1961, 
751, 752). Institutional regulatory economics, which called for a sufficient 
rearrangement of concentrated market power by the democratic state to 
increase common welfare and serve all members of society, had its origin in 
this Commonsian approach to institutionalism (Miller 1990; Trebing 1974).

In contemporary PKI, Commons’s constructivist vision of the role of the 
state is thus largely interpreted as an indication of both the state’s ability and 
its obligation to design, impose, and nurture institutions that will correct eco-
nomic injustices, channel business activities in a socially desirable direction, 
and guide economic development toward a market order that is equitable, dem-
ocratic, and humanist (see, e.g., Ayres 1961; Klimina, 2014; Pressman 2006; 
Samuels 1997; Stanfield 1992; Whalen 2008; 2013; and Wilber and Jameson 
1983). When we thus combine insights from Institutionalist scholarship, we 
see the unmistakable outline of a Post-Keynesian Institutionalist approach 
to constructing an economically democratic society: democratization of the 
relations of large-scale productive property through the encouragement of 
industrial democracy, all-encompassing democratic participation in all spheres 
of social life, and progressive regulation of the economy by a democratic state 
and its judiciary system.9

These foundational insights were further developed by John Kenneth 
Galbraith in his important and manifestly insightful theory of progressive 
convergence that first and foremost raised questions about how to use more 
assertively the constructivist role of the government and other authoritative 
agencies for promoting—in different but technologically still compatible 
societies—a new kind of modern industrial order, an order that will be more 
democratic, humanist, transparent, and civilized. That discussion needs to be 
revisited and analyzed, so that lessons can be learned, and potential applica-
tions of the theory can be explored.
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MATURATION OF PKI’S VISION OF ECONOMICALLY 
DEMOCRATIC SOCIETY: SIGNIFICANCE OF THE 
PROGRESSIVE CONVERGENCE HYPOTHESIS

The concept of convergence among the characteristics and structure of the 
industrial systems of all highly developed technological societies, often gen-
eralized as convergence between market capitalism and command socialism, 
appeared in Western economic thought at the end of the 1950s (Sorokin 1960, 
143–147; Tinbergen 1961, 333–335). Its core idea is that differences between 
market and collectivist industrial orders would undoubtedly become smaller 
and smaller because similar patterns of technological progress would result 
in increased compatibility between their organizational-economic relations, 
especially in the correlation between concentrated industrial production and 
an equally concentrated control over an economy’s industrial assets (Meyer 
1965, 208–209; Tinbergen 1961, 335–336). At the same time, most Western 
theorists viewed the liberal market as an organizing principle of that projected 
joint industrial system, and maintained that the private ownership of industrial 
property, despite its “increasing concentration as a result of technological 
advances,” must in fact be retained and, if anything, strengthened (Goldman 
1963, 510–512). In 1964, Zbigniew Brzezinski and Samuel Huntington openly 
acknowledged that “most convergence theories [at that time] in reality pos-
tulate not convergence but [pragmatic] absorption of the opposing system” 
(Brzezinski and Huntington 1964, 491). What seemed to be at stake in the 
minds of many Western convergence scholars was not actually convergence 
toward a new industrial system, but assimilation of command socialism into 
unfettered market capitalism.

It was John Kenneth Galbraith, Institutionalist and social democrat, who, 
“being influenced by early institutionalists” (Adkisson 2008, 1), was the first 
to argue that a convergence between two economic systems (capitalist and 
socialist) could actually produce not a predominantly unrestricted market 
society, but a reasonable market economy built on progressive values and 
democratic principles. Convergence could be progressive and lead to a better 
future in both economic systems (Galbraith 1967, 389, 391, 398–399). It is 
that hopeful vision of a progressive convergence that constitutes an important 
step in the development of the Post-Keynesian Institutionalist approach to the 
construction of an economically democratic society.10

Most notably, Galbraith fearlessly emphasized the importance of state 
intervention for progressive management of the economy. In fact, the starting 
point for Galbraith’s analysis of convergence was in complete accord with 
Commons’s belief in the state’s essential role in harmonizing capitalism 
through government legislation. His main questions became not how ideolog-
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ically and culturally diverse the economic systems of capitalism and socialism 
were, but how hospitable any particular economic system was to the emer-
gence and nurturance of Commonsian “good customs” and institutions benefi-
cial to promoting social justice and common good. If economic systems are not 
hospitable, what legislative actions of the reformist state are then required to 
enable the cultivation of such progressive “customs” and “beliefs” (Galbraith 
1967, 176–177, 320, 345–346, 349–351; 1973b, 221; 228–232; 250–251)?

Galbraith discussed in detail the rise of corporate power under capitalism 
and acknowledged, again very much in line with Commons, that the state 
and its judicial system could be “captured by powerful corporations” which 
“exercise an influence or control over the larger economic, political, and social 
context that far exceeds anything available to the entrepreneurial firm” and, 
therefore, act as “the executive committee of the great corporation and its plan-
ning system” (Galbraith 1973a, 10; cf. Galbraith 1988, 373). Galbraith, who 
identified himself as a Post Keynesian (as well as an Institutionalist) when that 
camp emerged in the 1970s (Galbraith 1978, 8), further explained that, given 
John Maynard Keynes’s recognition that economic agents must act in a world 
of fundamental uncertainty, the only reasonable response to “unpredictable 
markets in the technological era” is to take control over markets through the 
kind of global and detailed planning that only large corporations can achieve 
(Galbraith 1967, 16, 20, 23–26, 31–33, 39–41, 60–65, 171–173). It is thus 
inevitable that corporations must replace the individual entrepreneur as the 
center of power in modern economic society (Galbraith 1967, 60–61).

However, despite his recognition of such “promiscuous exercise of power 
in modern economic life by the large enterprise” (Galbraith 1988, 374), 
Galbraith was also convinced that the state could be “emancipated” from 
corporate control and further “retrieved for the public purpose” by being 
placed “at the disposal of the public through the electoral process” (Galbraith 
1973b, 221–222). Then, after the establishment of competent and trustworthy 
democratic leadership, the state would be in a position to nurture the “reason-
able” market and provide for public goods and benefits (Galbraith 1973a, 10; 
1973b, 218–220; 242–244). Galbraith thus based his hope for liberation from 
the hegemony of corporate control and for optimum human development on 
the countervailing power and “responsibility” of the democratic state. In his 
thinking, “despite the conjunction of state and corporate power,” necessary 
“remedial action”—such as “restriction of excessive resource use, organiza-
tion to offset inadequate resource use, controls, actions to correct systemic 
inequality, protection of the environment, [and] protection of the consumer”—
still “lies with the state” (Galbraith 1973a, 11; 1973b, 242; 1988, 376). In the 
1990s, acknowledging “the [continually] diminishing role of the trade union in 
the modern industrial society” (Galbraith 1988, 374; cf. James Galbraith 2008, 
115–120), Galbraith was passionate in his urgent reminders to economists 
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about the “increased importance of the state” in correcting market failures 
and providing “fully independent” government regulation of corporate man-
agement. Without such government regulation, it was highly unlikely that the 
public good would be served, social justice created, and economic democracy 
enhanced (Galbraith 1996, 31–32, 75–81).

In this regard, it is interesting to point out that some contemporary 
Institutionalists go even further and, for cases when “regulated corporations 
avoided or fought the regulations, captured many of the regulators, and/or 
had themselves deregulated,” suggest nationalizing corporations and placing 
them under direct public control (Dugger 2010, 442; cf. Melman 1970). 
Thus, with regard to electric utilities, William Dugger proposes replacing 
corporate-owned utilities “with a network of municipally-owned utilities 
connected by a national power grid owned and operated by the federal govern-
ment” (Dugger 2010, 442). This proposal, very much in line with the Soviet 
Perestroika model of shared ownership that will be discussed below, confirms 
Galbraith’s point, with which I concur, that the role of the democratic state in 
restructuring concentrated economic power is indispensable.11

The obvious conclusion here is that Galbraith’s economic theory of pro-
gressive convergence calls for state-led democratic regulation of large-scale 
production in mature industrial societies, both market-based and collectivist. 
His theory is built on the economic need to retain yet democratize large-scale 
firms in the process of progressive modernization. Especially helpful in 
this respect are Galbraith’s considerations about the important role that 
large-scale companies could have in alleviating market uncertainties, stabi-
lizing the economy, and promoting investment spending (Galbraith 1967, 16, 
20, 23–26, 29–30, 39–41; cf. Eichner 1976, 17–25; Shapiro 2005, 542–544). 
Consequently, Galbraith argued that reforms of large-scale productive prop-
erty should not be conducted through the forcible division of large enterprises 
into smaller companies. Instead, large companies should be independently 
regulated by reputable government agencies within a national system to make 
certain that the following outcomes would be guaranteed: better equalization 
of economic power; adequate, even generous, provision of social services; 
equality of return between oligopolistic and competitive systems (based on an 
enhancement of return to workers and entrepreneurs in the competitive realm); 
an inter-industry coordination, of which the corporate sector is incapable; and, 
above all, a strict control of public expenditures to ensure that only public 
purposes are served (Galbraith 1973b, 250–251, 270–273).

Admittedly, Galbraith’s constructivist theory of progressive convergence, 
developed in the United States of the 1960s, was rather visionary and well 
ahead of his time. In the Soviet Union, however, the timing of his theory 
was so much better that it had a profound impact on the Soviet economic 
reformers. It is unfortunate that the subsequent innovative Soviet approach to 
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social-democratic reforms was sidelined by predatory oligarchic capitalism 
and its resultant misery and neoliberal despair. To understand the impact of 
Galbraith’s theory on Soviet reformers, subsequent developments, and its 
current relevance, some historical context is required. The next section will—
very briefly—present that 50-year story.

TWO STEPS FORWARD, THREE STEPS BACK: 
SOVIET ATTEMPTED REFORMS AND POST-SOVIET 
ATAVISTIC RELAPSE

The Need for—and Theoretical Contribution of—Soviet Reforms

After the Bolshevik (socialist) Revolution of 1917 and their winning of the 
Russian civil war of 1918–1920, the Bolsheviks’ plans for building a workable 
collectivist society in a predominantly backward country were implemented.12 
In particular, centralized state control of the economy on behalf of the prole-
tariat was established, and all industrial property was nationalized and placed 
under state control (Lenin [1917] 1974: 402–410). From that point on, the 
advancement of socialism came to be exclusively associated with expansion of 
state ownership of property, and, consequently, with expansion of state power 
over the economy (Lewin 1974, 83).

At the end of the 1920s, Stalin, who succeeded Lenin in 1924 as the leader 
of the Soviet Union, accelerated the Soviet industrialization program, which 
was intended to create a modern industrial structure and transform a backward 
Soviet economy into a large industrial power.13 That industrial structure, built 
in the USSR by the end of the 1930s, was characterized by large-scale pro-
duction, capital-intensive industries, a high degree of industrial concentration, 
extreme specialization, and the dominance of heavy and extractive industries 
(Gregory and Stuart 1986, 142–144).

By the end of the 1950s, Soviet economic growth, based on extensive 
expansion of inputs of production, began to decelerate. The urgent need to 
restore economic growth by reorienting it toward an “intensive pattern, driven 
by increases in factor productivity and efficiency in production” (Aganbegyan 
1984, 3–5) led to the emergence of Soviet reform economics. For Soviet 
reform scholars, it had become clear that to achieve an increase in efficiency, 
deep changes were required in the way in which the economy was managed, 
enterprises operated, enterprise and industry performance assessed, prices 
formed, and workplace incentives structured.

Given that the time of reform coincided with the Khrushchev thaw, when 
more congenial relations between the USSR and the West were established, 
reform scholars were permitted, briefly, to sidestep the usual automatic 
denigration of Western views.14 Hence, they were able to discuss, more posi-



A modern guide to Post-Keynesian Institutional economics204

tively, Galbraith’s convergence ideas about a potential increase in similarities 
of organizational forms of economic management between capitalism and 
socialism and, consequently, consider some pro-market reforms, aimed at 
democratizing economic relations within the Soviet state-industrial complex 
(Bregel 1968, 15–20; Kozlova 1968, 142–144; Menshikov 1964). Those 
reform measures included: the use of shadow prices in optimal planning and 
“cost-accounting” systems in the assessment of enterprise results; a shift 
to multi-level models of rolling, indicative planning; the establishment of 
inter-enterprise contracting for materials and product flows; and the use of 
enterprise profitability as a decision-making criterion (Katsenelinboigen, 
Lackman, and Ovsienko 1969; Petrakov 1971).

It is during this time of Soviet economic reform that the concept of 
multi-leveled state ownership of large industrial assets, envisioned as a working 
template for the democratic restructuring of large-scale productive property, 
was originally introduced (Kornienko 1966).15 Here is a clear beginning for 
the carrying-out of Galbraith’s vision, but unfortunately the promise of change 
was short-lived. At the end of the 1960s, especially after the 1968 uprising 
in Prague, the nascent Soviet reform economics was basically stopped, and 
anti-Western rhetoric regained its dominance in Soviet economic discourse. 
The comprehensive reform process was resumed, in its fullness, only during 
Gorbachev’s 1985–1991 Perestroika, which at that time was perceived in 
certain Soviet academic and political circles as an actual realization of “the 
process of [economic] convergence” with the democratic West (Karpinski 
1989, 18; Shishkov 1989, 33–41; cf. Zweynert 2017, 21–34).

On the one hand, the economic program of Perestroika was undoubtedly 
inspired by the Galbraithian concept of democratic convergence discussed 
above (see, e.g., Galbraith and Menshikov 1988, 127–175). On the other 
hand, it can also be seen as an original contribution of Soviet reform scholars 
to the Post-Keynesian Institutionalist discourse on deliberate construction 
of an economically democratic society. In particular, Perestroika reformers 
creatively combined PKI’s approach to the public regulation of large-scale 
corporations (through legislation and European social-democratic practices 
of worker co-determination and participation in management) with their own 
vision for the wide-ranging reorganization of large-scale production through 
establishing a tripartite (or “shared”) model of large-scale ownership of pro-
ductive property.

According to this model, there are three co-dependent, co-existing levels 
of ownership: the state level, the enterprise (firm) level, and the worker 
(employee) level (Mereste 1987, 22–34; Starodubrovskaya 1990, 31–37; 
Zaslavskaya 1986b, 35–37). Without being entirely transformed into the prop-
erty of worker collectives or turned over into private hands, such a tripartite 
version of large-scale ownership offered possibilities for worker co-ownership 
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and co-decision-making of enterprise plans, allocation of resources, election of 
managers, and profit (revenue) sharing, all of which would increase the eco-
nomic motivation of workers and promote workplace democracy (Zaslavskaya, 
1986a, 5–9). In a similar vein, Perestroika scholars explained that multi-level 
co-ownership of the means of production within an enterprise, which provides 
workers with significant control and decision-making rights, would better 
address the diverse economic interests in a workplace, moderate their potential 
conflicts, and reduce worker alienation (Ryvkina and Yadov 1989, 247–248). 
Some researchers also pointed out that for small- and medium-size enterprises, 
both in industry and agriculture, the development of worker cooperatives 
would result in increased worker commitment and involvement (Abalkin 
1987, 7–11; Mereste 1987, 30–34; Kurashvili 1989, 21–44).16

The vision of Perestroika reformers for a new economic order to be con-
structed in the Soviet Union was very much in line with Galbraith’s theory of 
progressive convergence on a more democratic, humane, and civilized society. 
This new (envisioned) society, which this chapter calls an economically 
democratic market order, included: the construction of a state-guided, mixed 
economy based on transparent and impartial public regulation of large-scale 
production; strengthened economic power of the public, vital for popular 
checks on bureaucratized management and the polity; support of labor-owned 
small and medium-sized enterprises, including worker-run cooperatives; 
a secure flow of income to all economic participants; wide-ranging welfare 
programs; and disarmament and peaceful coexistence (Gorbachev 1987).

Unfortunately, the Soviet Union as a united country did not have enough 
time to implement these reforms, let alone see the long-term outcomes of its 
progressivist Perestroika policies. The “centrifugal forces of nationalism and 
regionalism” (Nove 1992, 419), combined with external pressure for reform 
radicalization, brought about economic disintegration and made it impossible 
to continue the intended reform processes. In the summer of 1990, under the 
conditions of an accelerated breakdown of the country and worsening eco-
nomic situation, a group of pro-market economists (S. Shatalin, G. Yavlinsky, 
E. Yasin, N. Petrakov and others) drafted the “500 Day Program” for a decid-
edly radical transition to an alternative, free-market system, a program that 
envisaged large-scale privatization, radical price liberalization, and total 
deregulation of the economy (Shatalin et al. 1991, 27–47). After the collapse 
of the USSR in 1991, that essentially neoliberal 500 Day Program was imple-
mented, with minor changes, and led to a total replacement of the economic 
system. The subsequent neoliberal privatization of the 1990s made the notion 
of shared ownership and democratic tripartite control of large-scale enterprises 
largely irrelevant.
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Neoliberal Disaster and Its Aftermath: A New Hope

The dynamics of neoliberal reforms in post-socialist Russia and Ukraine, the 
most heavily industrialized states of the FSU, are cases in point that illustrate 
the direct correlation between the neoliberal rolling-back of the regulatory 
capacity of the interventionist state and the rapid privatization, advocated 
by officials of the International Monetary Fund, of highly concentrated state 
ownership of industrial assets.17 On the eve of the transition, Ukraine had the 
highest share of large-scale enterprises and was the second largest industrial 
producer among the FSU countries after Russia. With 3 percent of USSR ter-
ritory and 18 percent of its population, Ukraine produced 16.7 percent of the 
USSR’s industrial output (Boss 1993, 3–4). In Russia, even in 2012, 60 percent 
of Russian gross domestic product was produced by “the 100 largest enter-
prises,” while the average four-firm concentration ratio in Russia’s industries 
has remained virtually unchanged at between 45 and 47 percent since 1992 
(OECD 2013, 28). Unquestionably, the unrestricted and profoundly opaque 
large-scale privatization in these countries led to the creation of highly con-
centrated private equity ownership controlled by selected (and openly favored) 
business clans.18 In both countries, the end of the 1990s saw the emergence of 
a neoliberal, “wildcat capitalism,” the entire “oligarchizing” of the economy, 
and “chaos, and deep division of society” (Gorbachev 2006, 52).

Then, in the early 2000s, Russian President Vladimir Putin’s authoritarian 
actions reasserted state control over strategic industries, including natural 
resources, and deprived many oligarchs of their economic power. As I explain 
elsewhere (see Klimina 2018), the state under Putin “has focused on accu-
mulating authority, not on fulfilling urgent tasks” (Inozemtsev 2009, 45). 
Moreover, its increased power has not been directed “to ensure that citizens 
receive the social benefits guaranteed by the Constitution” (Inozemtsev 
2009, 45), but primarily to “concentrate key assets in an ever smaller circle 
of state-owned companies, most of them controlled by individuals close to 
the Kremlin and indeed to Putin himself” (Gustafson 2012, 435). In Putin’s 
Russia, power is once again concentrated at the top as leading state bureaucrats 
now hold “the positions of oligarchs” (Lipman 2016, 39), while the people 
remain alienated from power over the production and distribution of the 
nation’s wealth, a power they have never had historically.

During the same time in oligarchic Ukraine, a few clans used their enormous 
economic power to capture the state’s legislative, executive, judicial, and 
regulatory apparatuses to such a degree that even after two pro-democratic 
and essentially anti-oligarchic revolutions (the Orange Revolution of 2004, 
which brought power only to a set of competing oligarchic clans, and the 
Euromaidan Revolution of 2014, which essentially did the same), Ukraine’s 
politico-administrative organization still remains firmly in the grip of oligar-
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chic vested interests and is widely considered to be profoundly corrupt (Csaky 
2020, 5–6; cf. Klimina 2015).

When we juxtapose Russia with Ukraine, it matters little whether the 
majority of productive wealth is controlled by top-ranking bureaucrats as in 
state-capitalist Russia, or by a few private large-scale owners as in openly 
oligarchic Ukraine. In both cases, the result has been an increasing concen-
tration of income and wealth in the upper strata of society, entrenched power 
distribution, growing workers’ alienation, and marginalization of trade unions. 
This is the current disagreeable reality of not only the Ukrainian but also the 
Russian economy (Klimina 2015; 2018; Olimpieva 2011, 2). As long as people 
remain economically powerless and alienated from control over the economy’s 
productive assets, both countries continue to be deeply elitist and profoundly 
unjust. State capitalism, while seemingly logical and fair in its re-nationaliza-
tion of unfairly appropriated state assets, is clearly not a panacea for unjust and 
non-democratic oligarchic development; it should not remain an end in itself 
if the goal is to change the neoliberal nature of the economy and move toward 
a more equitable and inclusive society.

However, as a transitory condition, as a tool to divest oligarchs of their 
often unlawfully acquired economic power and to subordinate them (e.g., as 
state-hired managers of large-scale productive assets) to formal regulation, 
state capitalism is definitely a step in the right direction and as such, should be 
implemented in Ukraine. Then, after establishing trustworthy and competent 
democratic leadership and placing former oligarchic property under state 
control, the predatory neoliberal orders in state-capitalist Russia and Ukraine 
must be progressively reformed.

The best possible blueprint for such reforms has already been laid out in the 
tenets of Post-Keynesian Institutionalism, as has been presented in this chapter 
in the form of insights from both Western Post-Keynesian Institutionalist 
scholars and Soviet reform economists. Let me summarize again: to divest 
the vested interests of modern large business enterprises of their economic 
power and establish instead an adequate citizen control over the social order, 
there is but one workable route. It is to establish, democratically, a competent 
and trustworthy leadership, under which a progressive market order can be 
deliberately implemented. Through state regulation and state-encouraged 
comprehensive restructuring of large-scale ownership of productive prop-
erty, possibilities for worker co-ownership and joint decision-making can 
be offered, including workers’ shared ownership of enterprise assets and 
participation in determining enterprise plans. The concept of multi-level state 
ownership, developed thoroughly in the years of Perestroika, can become 
a working template for democratic restructuring of large-scale state capitalist 
property. All these measures would promote economic democracy and reduce 
alienation. Thereafter, as part of a larger program of nurturing democratic and 
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participatory processes throughout the economy, “new property” in social 
investment can and should be created, through state-supported access to 
jobs, state-guaranteed income programs, and a state-funded system of social 
benefits, to secure more equitable sharing of economic surplus and “upward 
chances for all” (Galbraith 1996, 31–32).

CONCLUSION

Using the Post-Keynesian Institutionalist approach to the construction of an 
economically democratic market in advanced industrial societies—which 
Post-Keynesian Institutionalist scholars, ahead of other economists, recog-
nized were dominated by concentrated economic power in both production and 
finance and were thus in need of the comprehensive democratic restructuring 
of their economic relations in order to become more equitable and fair—this 
chapter has outlined a framework for progressively reforming neoliberal 
capitalist orders in the emerging markets of the FSU. It has explained that 
since post-Soviet economies are still at a stage of industrial capitalism, they 
should thus be treated accordingly. This necessity makes especially relevant 
the insights from Post-Keynesian Institutionalist scholarship concerning the 
progressive restructuring of developed industrial markets. The chapter has 
focused most directly on how to remedy the deeply elitist and profoundly 
unjust economies of state capitalist Russia and manifestly oligarchic Ukraine.

The template outlined in this chapter for progressive reforms in these 
countries includes the comprehensive democratization of the relations of 
large-scale productive property, but without the forced fragmentation of its 
enterprises. Given the important role of large companies in alleviating market 
uncertainties, stabilizing the economy, and promoting investment spending, 
the path toward necessary reform requires the progressive regulation of indus-
try by a trustworthy democratic state, and the nurturing of all-encompassing 
participatory processes throughout the national economy. It also involves 
offering state-supported access to jobs, state-guaranteed income programs, and 
a state-funded comprehensive system of social benefits. The ability to pursue 
such comprehensive policies can and will determine the success of progressive 
reforms in post-Soviet transition.19
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NOTES

1. Post-Keynesian Institutionalism emerged as a separate strand of economic 
thought in the 1980s (see, e.g., Wilber and Jameson 1983). It represents a synthe-
sis of Post Keynesian economics, which emerged in the mid-1970s (Mata 2004, 
250) and traditional Institutionalism, which originated in the work of Thorstein 
Veblen (1857–1929) and John Commons (1862–1945) (Whalen 2013, 15–17). 
The Post-Keynesian Institutionalist vision of economically democratic society in 
mature industrial capitalism is rooted in traditional Institutionalism.

2. To date, most Post-Keynesian Institutionalism has focused on advanced capi-
talist economies. From the end of the nineteenth century until the middle of the 
twentieth century, big business enterprises in such economies were primarily 
industrial corporations; since the end of World War II, they have often operated 
as industrial-financial corporations or (increasingly) as financial corporations (Jo 
and Henry 2015; Minsky 1996).

3. The exceptions are the Baltic states (and the Western part of modern Ukraine). 
The non-Baltic states of the FSU were part of the pre-World War I Russian 
Empire, which even at the start of the twentieth century remained “the most 
backward of the major European countries” and was characterized by an auto-
cratic and anti-proprietary cultural matrix, bureaucratic tyranny, and the absence 
of vital civil liberties (Gregory 1994, 35). In contrast, the Baltic states—Latvia, 
Estonia, and Lithuania—more closely resemble the transition countries of 
Eastern and Central Europe (in terms of both their pre-socialist history and their 
post-socialist transition performance); these nations joined the European Union 
in 2004 as part of the European Union expansion, their market models resem-
bling the European model of a social market economy and welfare state, rather 
than neoliberal unfettered capitalism.

4. The form of capitalism found in Russia and Ukraine is not merely the result 
of early privatization. Both areas have long been characterized by a highly 
concentrated industrial structure. In the Russian Empire, large-scale industries 
started to emerge between the late 1880s and 1917, as part of the Russian 
state-led industrialization that favored the development of heavy industries and 
the highly concentrated production of capital goods in what had been a mostly 
rural, underdeveloped country (Gerschenkron 1963, 152–153). After the October 
1917 Bolshevik Revolution, the socialist government continued to prioritize 
the development of highly concentrated, heavy industries in the USSR; central 
planners emphasized the construction of gigantic industrial plants and considered 
small-scale production to be economically inefficient (Gregory and Stuart 1986, 
142–144).

5. While it is possible to apply elements of the Post-Keynesian Institutionalist 
vision of democratic society to Russia and Ukraine, it is also clear that these 
countries have not moved through the stages of capitalist development described 
by Hyman Minsky (1993) in an analysis he fashioned mainly on the experience 
of the United States. The oligarchic, industrial capitalism in Russia and Ukraine 
is its own variety of capitalism (in fact, each is its own variety, as will be briefly 
discussed later in this chapter). Of course, Minsky understood that capitalism 
comes in many varieties; in fact, he stressed this when writing about economic 
options for former socialist countries at the start of the post-Soviet transition 
(see Minsky 1991, 9–10). As it happens, the capitalism evident today in Russia 
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and Ukraine includes several features found in the United States early in the 
twentieth century; thus, insights from early Institutionalists (such as Veblen) and 
originators of Post-Keynesian Institutionalism (such as John Kenneth Galbraith) 
are relevant to analyzing those post-Soviet economies.

6. The literal meaning of Perestroika is comprehensive restructuring.
7. Notably, Commons was among the first Institutionalists not only to acknowledge 

the unfavorable impact of uncertainty on all market participants but also to 
emphasize that it is through the deliberate provision of laws and regulation by 
the authorities that the “new” social conditions of security are created (Commons 
[1924] 1968, 296, 305–307).

8. The fact that the state in many market-based economies does not always satis-
factorily manage the economy for public benefit does not negate the state’s huge 
potential for accomplishing good (cf. Mayhew 2001, 244).

9. An especially detailed and thoughtful Post-Keynesian Institutionalist discussion 
of the vital elements of an economically democratic society is provided by 
Wilber and Jameson (1983, 230–263).

10. Although Galbraith explicitly discussed the convergent tendencies of industrial 
societies in his 1967 book, The New Industrial State (Galbraith 1967), elements 
of his argument, including the need for establishing a “workable” economy and 
the importance of countervailing power and social balance, can be found in his 
popular books of the 1950s, American Capitalism (Galbraith 1952) and The 
Affluent Society (Galbraith 1958).

11. Minsky, another pioneering Post-Keynesian Institutionalist, also thought that 
certain large-scale, capital intensive industries should be placed under public 
control (Minsky 1986, 311).

12. The Russian February 1917 revolution dismantled the Tsarist feudal autocracy 
and established a pro-market Provisional Government, which was overturned by 
Vladimir Lenin during the October 1917 Bolshevik revolution.

13. The Soviet Union was officially established in December 1922 with the union 
of the Russian, Ukrainian, Byelorussian, and Transcaucasian Soviet republics, 
each ruled by local Bolshevik parties. Early Soviet industrialization debates have 
been thoroughly addressed in economic literature concerning Soviet economic 
thought of the 1920s (Erlich 1960; Nove 1992, 78–158).

14. The “Khrushchev thaw” was a distinct period of relative freedom and cultural 
liberalization from the time of Stalin’s death in 1953 to the 1965 reversal 
of Khrushchev’s policies of “de-Stalinization” by Leonid Brezhnev, Nikita 
Khrushchev’s successor as leader of the Soviet Union.

15. This multi-level concept (a shared model of large-scale ownership) is discussed 
further below.

16. The Post-Keynesian Institutionalist vision of Wilber and Jameson (1983, 
7–8, 241–248)—which contains democratic economic decision-making by and 
within government, enterprises, and workplaces—is remarkably similar to the 
multi-level model of Soviet reformers.

17. For details see Boycko, Shleifer, and Vishny (1995, 11, 83).
18. From 1998 through 2006, the average fraction of capital held by the principal 

shareholder in the Russian corporate sector was approximately 50 percent 
(Vanteeva and Hickson 2012, 188). For a discussion of how the oligarchy was 
created in Russia, see Goldman (2008); and for the case of Ukraine, see Kuzio 
and Wilson (1994).



Constructing an economically democratic society in the FSU 211

19. To be sure, achieving the vision outlined in this chapter is complicated by the 
increasingly globalized nature of what Minsky (1996) called money manager 
capitalism, but carefully examining that challenge is beyond the scope of this 
chapter and must be tackled in a follow-up analysis—as must the consequences 
of Russia’s invasion of Ukraine, which began just as this chapter's proofs arrived 
for review.
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9. A Post-Keynesian Institutionalist 
perspective from Latin America: the 
monetary circuit across stages of 
development
Alicia Girón

INTRODUCTION

Understanding the historical process and challenges of economic development 
is a central issue in Latin American economic thought. This chapter traces 
some important theoretical and methodological contributions of heterodox 
Latin American economists to the study of such development. Their research 
has long contained elements compatible with aspects of Institutional and Post 
Keynesian economics, and more recently it has converged with Post-Keynesian 
Institutionalism (PKI) through a focus on financial crises and financialization.

The chapter links the region’s economic heterodoxy to a historical analysis 
of Latin American and Caribbean economic development, which is placed in 
the context of capitalist development worldwide. In particular, that analysis is 
divided into three stages and focuses on the integration of the region’s spaces 
of production and monetary and financial exchange into a global economy, 
as well on as the expansion of financial capital. The first stage covers the 
insertion of Latin America into the global economy from the conquest era to 
the independence era and the eventual erosion of the dominance of British 
capital between the two world wars; the second covers the rise and decline of 
United States (US) capital hegemony from the end of World War II until the 
late 1970s; and the third considers international finance capital since the late 
1970s, an era in which the Washington Consensus has exposed multiple con-
tradictions regarding profitability and recurring economic and financial crises.

Special attention is given to the contributions of José Carlos Mariátegui, 
Agustín Cueva, Raúl Prebisch, and Celso Furtado, which reflect influences 
ranging from Karl Marx through John Maynard Keynes and contain key 
features compatible with Institutional and Post Keynesian economics. Their 
work highlights the monetary circuit, but also draws attention to prevailing 
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and changing modes of production within countries, inequalities in terms of 
trade, the class struggle, the formation and shape of leading economic groups, 
the policies of governments and government-led organizations, and the lack 
of technological innovation and of an industrialization project of national 
scope. The chapter also shows that more recent contributions by the region’s 
heterodox economists, such as Eugenia Correa, have brought a Post-Keynesian 
Institutionalist perspective to the region’s challenges, which has simultane-
ously enhanced PKI’s view of the emergence and consequences of money 
manager capitalism.

FROM JOSÉ CARLOS MARIÁTEGUI TO AGUSTÍN 
CUEVA

Pioneering work by José Carlos Mariátegui and Agustín Cueva provide 
important contributions to understanding the first stage of the development 
of capitalism in Latin America and the Caribbean, a period reaching from 
the conquest era to the independence era and ending between the two world 
wars. The theoretical-methodological body of development theory has its roots 
in explorations of the development of capitalism worldwide. Since global 
production determines a methodological indivisibility between the countries 
of the North and the South, it is essential to analyze the integration between 
pre-capitalist and capitalist modes of production to understand the importance 
of the development of capitalism in Latin American societies from the con-
quest to the present day.

For Mariátegui ([1928] 2005), the origin of the region’s capitalist devel-
opment is found in the moment the Spaniards arrived as colonizers. They did 
not arrive with large bands of pioneers like those who came to New England. 
Instead, colonizers in Latin America used a labor force comprised of natives 
and dedicated themselves to exploiting gold and silver in Mexico and Peru. 
Therefore, the region’s capitalist economic bases developed out of the Spanish 
conquest and the later establishment of colonies, which served as economic 
and political spaces integrated into Spain.

The Viceroyalties of Peru and New Spain (Mexico) became independent 
from the Spanish Empire during the first decades of the nineteenth century. At 
the same time, the Industrial Revolution in Europe made necessary the expan-
sion of new territorial spaces. British finance capital found an interest for its 
growth in the newly independent countries. Thus, the new republics were born 
to independent life, but also simultaneously intertwined with the international 
monetary circuits commanded by England.

The characterization of the current capitalist development of Latin America 
has its roots in the way in which Spain approached and managed the coloni-
zation process, which was unlike that which occurred in the British colonies 
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of New England. On the one hand, the declining power of the Spanish Empire 
resulted in a weak transition from an ecclesiastical and feudal military struc-
ture toward an economy commanded by an expanding bourgeoisie and based 
on the discovery and exploitation of mines and the production of gold and 
silver. On the other hand, the expansion of the capitalism of the British Empire 
required spaces for the export of its financial capital. In the evolution from 
Spanish colonization to the construction of independent countries, the Latin 
American region came to depend on the financial circuits commanded by the 
British banks. As Mariátegui writes:

Mr. [George] Canning, faithful interpreter and agent of England’s interests, recog-
nized [Latin Americans] and thereby justified their right to separate from Spain and, 
in addition, to organize themselves democratically. And even before Mr. Canning, 
the bankers of London—no less timely and effective for being usurers—had 
financed the formation of the new republic. (Mariátegui [1928] 2005, 23)1

The independent life of those new Latin American countries was subject to the 
expansion needs of British industrial and financial capitalism. For example, 
the export of rubber, gold, silver, guano, and saltpeter was a source of foreign 
exchange in Peru. The Latin American countries, independent from Spain, 
became integrated with the financial capital of the British Empire.

Then, starting in the period between the two world wars, British capital 
in the region ceased to predominate, gradually fading as US finance capital 
gained strength. At the same time, the Panama Canal (which opened in 1914) 
made it easier for products to reach the United States and Europe from Peru 
and Latin America’s Southern Cone, which spurred the growth of industries 
in that region. Meanwhile, a nascent capitalist class, integrated to British and 
American finance capital, was shaping loan decisions for the area.

In addition to the relevance of his work to Latin America’s first stage of 
capitalist development, Mariátegui’s contributions also contain insights that 
remain applicable to contemporary Latin America. Even today, there are 
segments of the region in which the development of capitalism has not created 
solid markets and where the labor force is subject to ancestral cultural rela-
tions. Writing on Peru in the 1920s, Mariátegui ([1928] 2005, 30) observed 
the following, which remains true for much of Latin America: “The elements 
of three different economies coexist in Peru today. Underneath the feudal 
economy inherited from the colonial period, vestiges of the indigenous com-
munal economy can still be found in the sierra. On the coast, a bourgeois [but 
underdeveloped] economy is growing in feudal soil.”2 Contemporary Latin 
America is a heterogeneous region with very particular specificities for each 
country, but, in general, there is modern capitalism along the coast (where the 
most dynamic sectors integrate into the global financial system), an economy 
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with feudal and colonial roots in areas where colonizers established mines 
and exploited native people, and pre-capitalist subsistence communities in the 
Amazon.

For Agustín Cueva, the combining of Latin America’s different modes 
of production with the international accumulation process accounts for the 
economic, political, and social development of each country. The result is het-
erogeneity and diversity in the countries of the region, which implies different 
economic policies. Moreover, the development of capitalism cannot happen 
without its contradictions, most evident in the emergence of class struggle.

Cueva’s description of development in Latin America is worth quoting at 
some length. He writes:

The very analysis of the development of capitalism in Latin America depends on 
a correct understanding of its articulation with pre-capitalist modes of production. 
For it is obvious that capitalism did not develop in a social vacuum and that, for 
example, its initial phase, the so-called “outward expansion,” was also and neces-
sarily the stage of an “inward” development, in which the original accumulation 
process marked the fundamental pattern of the relationship between the different 
modes of production. It was the beginning of a long process of the implantation 
of capitalism in our societies, with insufficiently studied phases and modes of 
transition either because the pan-capitalism thesis took it for granted since the 16th 
century, or because dependency theory—not detached from the previous thesis—
saw in this whole process nothing more than the mechanical reflection of an external 
determination. (Cueva 1975, 34)

Cueva also offers suggestions for more constructive analyses. In particular, he 
identifies three examples of matters that not only merit systematic investiga-
tion, but also rest on more solid (and historically grounded) foundations than 
earlier analyses. Those three subjects are: (1) “the process and ways of devel-
opment of capitalism in the countryside” (which he describes as “an unfinished 
process in many areas of the continent”); (2) “the constitution of the truly 
capitalist State after the ‘anarchic’ and ‘oligarchic’ phases of transition;” and 
(3) “the evolution of the ideological [and] cultural instance of our societies” 
(Cueva 1975, 34).

Cueva’s work extends Mariátegui’s line of thought by connecting the inter-
relation of certain production modes to class struggle, thus making the class 
structure more comprehensible. It is class struggle that reveals the articulation 
of the different modes of production to the international accumulation process. 
Moreover, that struggle accounts simultaneously for the diversity within Latin 
America as well as for the unity of the region’s financial organizations and 
central banks in the struggle for profitability.

In short, the expansion of the accumulation of capitalist development and its 
reproduction in the meeting of two worlds (pre-capitalist and capitalist) is what 
laid the foundation for creating capitalist development in Latin America and 
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the Caribbean as well as for the region’s entry into the orbit of international 
capitalist reproduction. Exchange relations of social reproduction, and conse-
quently monetary relations, created intertwined monetary circuits between the 
hegemonic countries and the peripheral economies. Therefore, principles of 
monetary theory were established that include not only a simple accumulation 
process, but also one of expanded, global, and hegemonic accumulation.

The economic, political, and social development process of capitalism 
depends on institutions, the power of dominant groups, and past economic 
development. It is a unique and particular process in which the development 
of productive forces, the relations of production, and the formation of the class 
struggle will be decisive in determining the region’s exchange relations and its 
relationship with world circuits. Applied to today, the work of Mariátegui and 
Cueva suggests the need for institutional changes (via public policy reforms) 
to achieve more equitable development in the region, and we will return to this 
later in the chapter.

From our perspective, the stage of Latin American development described 
in this section corresponds to the first phase of financialization in Latin 
America and the Caribbean.3 The export of the financial and productive capital 
of the British Empire, within the framework of global development of capi-
talism, gained momentum during the nineteenth century until its increasing 
displacement by the United States. In this first stage, financialization involved 
both an expansion of loans from the British banks to newly independent 
governments and an upsurge in direct foreign investment in the interest of the 
capitalist accumulation process. It also involved appropriation of agricultural 
and mining production, which large British companies financed in the recently 
independent countries to satisfy world demand. This nascent capitalism was 
also accompanied by a combination of low wages and feudal conditions for 
countless workers.

RAÚL PREBISCH AND CELSO FURTADO

The contributions of Raúl Prebisch and Celso Furtado on matters of develop-
ment policy explain the second stage of the monetary circuit in the develop-
ment of Latin American capitalism. This stage corresponds to the second phase 
of financialization, characterized by US economic hegemony and financial and 
industrial capital organized under the Bretton Woods accord. It was during this 
second stage that Latin American thought began to question the conventional 
notion of “stages of capitalist development” and to focus even more on trou-
blesome aspects of relations between center countries and the periphery.

Raúl Prebisch is one of the most important exponents of the structuralist 
current of heterodox thought. His pioneering work in the 1950s and 1960s 
focused on the problems of the region by questioning the economic theories 
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from developed countries. According to Prebisch (1963), the capitalist devel-
opment in center countries is not comparable to that of the Latin American 
region; the path to economic development, as described by American econo-
mist Walter Rostow, for example, is not adaptable to the Latin American situ-
ation. Prebisch added: “[A]fter a while, we also discovered in Latin America 
that Keynes’s genius was not universal, but that his analyses were limited to 
the economic phenomena of large centers and did not take into account the 
problems of the periphery” (Prebisch 1963, xii).

Prebisch called on Latin American economic scholars to find solutions to 
the region’s problems. In particular, he stressed the need to “continue exam-
ining the development process, not only as an economic phenomenon but 
also as something that has deep social and political significance” (Prebisch 
1963, xvi). The region’s scholars had already come to recognize that the key 
to understanding Latin American development lies in studying the origins of 
that development and the way in which countries inserted themselves into the 
world economy through international trade. But Prebisch also shed light on the 
absence of reciprocity in international trade, and on the increasing gap between 
development in center countries and those in the periphery, which have been 
mainly producers of raw materials. In addition, he stressed the impossibility of 
understanding phenomena such as inflation or external economic imbalances 
“without considering in-depth structural factors” (Prebisch 1963, xiii).

In the early 1960s, Prebisch wrote (1963, 3), “A century ago our economies 
[in Latin America] were articulated with the international economy and half 
of the population still vegetates in precapitalist ways incompatible with their 
growing economic and social aspirations.” Looking for improvement, he 
emphasized the importance of industrialization aimed toward advancing the 
region’s own industries. In particular, he thought that state protections for 
industries should move from merely subsidizing the production of substitutes 
for imported goods and advance to providing support for “the substitution of 
intermediate goods or durable consumer or capital goods that, being complex 
in manufacture, require a market of much larger dimensions than the national 
ones” (Prebisch 1963, 84). In other words, he offered a vision that looked 
beyond important substitution and toward export-oriented growth.

Thus, Prebisch (1963) believed the only way to strengthen the economy 
of underdeveloped countries was through a series of policies. That includes 
an industrialization policy accompanied by a plan through which the public 
sector increases private sector investment. It also includes state participa-
tion in capital formation, in conjunction with fiscal reform that compresses 
high-income groups’ consumption and allows for a redistributive policy that 
functions as the axis of economic development. In addition, public policy must 
aim (as mentioned above) to reduce the import of manufactured goods and 
move from exporting raw materials to exporting manufactured goods, using 
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temporary international resources (facilitated by organizations such as the 
World Bank) to achieve that end.4

Celso Furtado points out that development has a historical dimension; the 
behavior of the world economy undergoes a radical transformation through the 
historical process. Furtado focuses on “the causal genetic factors of growth, 
which become endogenous to the economic system,” but also on a particular 
aspect of those factors: “the imperative of technological advance, which 
resulted in the intimate articulation of the capital formation process with the 
development of experimental science” (Furtado 1964, 151). In addition, he 
stresses the historical importance of openness to finance capital and large 
foreign investors, which are fundamental and decisive in the international 
division of labor and the deepening and expansion of the world market.

Furtado emphasizes that this development has been far from perfect—and 
more than a transitory stage. He writes:

[The expansion of financial circuits linking Latin America to the center economies 
produced] capitalist expansion on archaic structures ... which ... varied depending 
on the region, driven by local circumstances, the type of capitalist penetration, and 
its intensity. The result was almost always the creation of hybrid structures, one part 
of which tended to behave like a capitalist system and the other to remain within the 
pre-existing structure. (Furtado 1964, 165)

Thus, Furtado concludes that the heterogeneity and differentiation of real-world 
capitalist development led to “underdevelopment as an autonomous historical 
process, and not a stage through which economies that had already reached 
a higher degree of development went through” (Furtado 1964, 165).

In short, the second stage of Latin American capitalist development is 
associated with a phase of financialization that developed from the expansion 
of transnational business and financial corporations, which were mainly North 
American. For Latin American countries, accompanying that expansion was 
the process of external indebtedness as well as the continued subordination of 
the region’s currencies to the dominant international currency, which in this 
case was the US dollar.5 Meanwhile, the financial policies of the US Federal 
Reserve mainly favored US financial institutions. For Prebisch and Furtado, 
meaningful regional development requires autonomous development based on 
an autonomous industrial project and regionally oriented monetary, fiscal, and 
financial policies that allow such economic expansion. The near-term vision 
was not one of regional financial and fiscal independence; rather, it was one 
in which the region’s industrial project was successfully linked to expansion 
of foreign capital and the financing of the development of large transnational 
companies.
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WASHINGTON CONSENSUS, MONEY CIRCUITS, AND 
FINANCIALIZATION

The third stage of Latin American economic heterodoxy began in the late 
1970s, in the wake of the unraveling of the Bretton Woods arrangements. 
In this stage, the region’s economists confront the hegemonic thought of the 
Washington Consensus, which emerged in the 1980s and has been closely 
associated with the stabilization and adjustment plans of the International 
Monetary Fund (IMF). Features of this third stage include the influence on 
policymakers of market-focused economists such as Milton Friedman and 
neoliberal thinkers; the breakdown of external financing from mainly US 
commercial banks to Latin American governments; and the consequent mor-
atoriums and multiple renegotiations of Latin American foreign debt, which 
plunged the region into a so-called “lost decade” (in the 1980s) until financing 
became available to the region from institutional investors. As a result, from 
the late 1970s to the present, recurring crises have created an amalgam of Latin 
American countries inserted into the development of capitalism without being 
able to promote autonomous economic development. Moreover, the influence 
and interference of the IMF in monetary, fiscal, and financial policies, together 
with the weight of the interests of institutional investors, have intensified 
regional political conflicts and created confrontations between citizens and 
the region’s governments, deepening the economic contradictions that reveal 
themselves as social movements demand better living conditions and alterna-
tive development plans.

For Latin Americanists, the process of Latin American development is 
based implicitly on the theory of a monetary economy of world production. 
Thus, central to that theory are “the circuits of money” needed for reproduction 
and globalization (Girón 2007, 36). It is not by chance that capitalist history 
in the middle of the last century included both the penetration of large foreign 
banks into the independent life of Latin American countries and the creation of 
international financial organizations. That need for reproduction and globali-
zation continues: the speculative movements from the 1970s until the present 
decade show the powerful influence exerted by the interests of hedge funds 
and other non-banking financial entities, whose growth has been exponential 
for the last forty years.

The stages of capitalist development identified in this chapter show how 
the money circuit is decisive for the different phases of social reproduction 
of capital in the region, to such a degree that the independence of colonies 
was a result of the need for the realization of capital itself.6 In the first stage, 
the insertion of Latin American countries into the international financial orbit 
allowed foreign investment to expand. Moreover, newly created governments 
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used capital flows to expand roads and highways and to create public works. 
In the second stage, the state encouraged the expansion of consumption by 
creating aggregate demand to expand the production circuit and, in turn, 
circulation for the appreciation of capital. Meanwhile, financial capital has 
been decisive from the mining stage, through the expansion of guano and 
nitrate, to today’s enclaves such as automotive maquiladoras and the export 
of oil and agricultural products. The organic construction of the bourgeoisie 
also continuously adapts, along with the state, to the needs of the international 
accumulation process. All of that brings us to the current era (the region’s third 
stage of development), where national and international interests collide, and 
that conflict defines both the existing political processes and the future direc-
tion of underdeveloped capitalism.

In recent years, the work of several Latin American economists has con-
verged with the work of Post-Keynesian Institutionalists. From the perspective 
of Eugene Correa (2012; 2014) and other Latin Americanists who have been 
influenced by—and contributed to—PKI, the evolution of capitalism in Latin 
America and the Caribbean since the 1970s involves the transition from 
a regulated international financial system (under the Bretton Woods accord) to 
a deregulated monetary and financial system characterized by financialization 
and recurrent, severe financial crises.7

The current third stage of Latin American development coincides with 
the global emergence of an era Post-Keynesian Institutionalists call “money 
manager capitalism” (Correa 2014, 324). Consistent with that emergence, 
capital account opening and other forms of financial deregulation and liberal-
ization in Latin America have contributed to the rise of institutional investors 
(such as mutual funds and pension funds) as the main international economic 
actors, and, in turn, they have fueled a process of financialization through 
an intense focus on the value of corporate stocks and the maximization of 
near-term returns. This process has not only discouraged long-term productive 
investments, but it has also resulted in risky financial innovations and rising 
consumer indebtedness (owing to increasing worker insecurity and inequality), 
all of which have increased the likelihood and severity of financial and eco-
nomic crises.8 These various trends are clearly evident in the privatization of 
financial systems and the banking crises of Latin America (Girón 2006).

Government fiscal and monetary policies have also been affected by this 
capitalist evolution. For example, austerity policies and privatization of state 
services have accompanied market liberalization and financialization; the 
so-called “fiscal discipline” of public-sector austerity has prevented regional 
efforts at sustained development—and reduced the policy space available 
for addressing economic crises (see, e.g., Girón and Correa 2021; Vidal and 
Correa 2021).9 In fact, when democratic and “center-left” governments emerge 
and try to advance policies that generate employment (consistent with existing 
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modes of production) and aim toward a more equal distribution of income, 
financial markets step in to impose their desired degree of profitability through 
pressure on the central bank and other policymakers. The dispute over profit-
ability between finance capital and the state produces confrontations that are 
regular occurrences in Latin America.

According to François Chesnais (2000, 46), the current capitalist regime is 
far-reaching in that it “has arisen from liberalization and deregulation in the 
triple sphere of the financial scene, commercial exchanges and productive 
investments.”10 He also finds that the regime is global. At the same time, 
however, he writes: “[L]et us not forget that this globalization is selective and 
hierarchical, and the previous economic and social trajectories of the countries 
have given rise to varied forms of integration.”11 Mariátegui could not have 
said it better.

CONCLUSIONS

This chapter has traced some important contributions of heterodox Latin 
American economic thought to the study of economic development, linking 
those ideas to a historical analysis of Latin American and Caribbean economic 
development in the context of capitalist development worldwide. Tracing 
capitalism’s development in Latin America through three stages, the chapter 
gives special attention to the contributions of José Carlos Mariátegui, Agustín 
Cueva, Raúl Prebisch, and Celso Furtado, followed by insights from the work 
of more recent Latin Americanists such as Eugenia Correa. The work of the 
earlier writers highlight a number of elements, including unequal exchange 
relations and contradictions among social classes, and the more recent work 
adds—and augments—Post-Keynesian Institutionalist insights on financial 
crises and financialization.

A central element across all three stages of Latin American development is 
the monetary circuit. Today it is indisputable that the US dollar, the dominant 
currency (also referred to as the hegemonic “general equivalent”) for nearly 
a century, has spread through the circuit of money worldwide as part of com-
mercial and everyday financial transactions. In fact, however, since the days 
of the Latin American conquest, there has been a dominant currency from 
outside the region, and Latin America and the Caribbean have been integrated 
into a money circuit extending to all corners where commercial exchange was 
established as the priority process for global capital accumulation.

The concept of the monetary circuit provides a vital link between 
Latin American economics and a long heterodox tradition that includes 
Institutionalists and Post Keynesians (as well as Joseph Schumpeter and Marx, 
among others). Instead of the conventional economists’ emphasis on money as 
a medium of exchange, this heterodox tradition emphasizes money as a means 
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of payment, which means that credit-debit relations are at the heart of what 
we consider money; in the ever-changing real world, money is a flow as well 
as a stock. In other words, money enters as part of an economic process that 
occurs over time: production precedes exchange, and financing precedes pro-
duction. Thus, the notion of the monetary circuit corresponds to the dynamics 
behind the monetary theory of production found in the work of Keynes and 
the Institutionalists (which closely parallels the core idea of Marx’s M-C-M’ 
formula of money circulation), and it leads to an endogenous view of the 
money supply, which reverses the mainstream (ahistorical) beliefs that saving 
creates investment and deposits create loans.12 At the same time, the Latin 
American perspective emphasizes that the region’s money circuits can only 
be understood as part of a global network shaped by centuries of hegemonic 
accumulation and unequal financial relationships.

The more recent Latin American research reviewed in this chapter shows 
a convergence with PKI, especially with respect to the study of financial 
crises and financialization. Scholars like Correa have found PKI indispen-
sable for analyzing such crises and understanding the institutional changes 
they have produced in Latin American countries, including those changes 
that have “cleared the way for money manager capitalism” in the region 
(Correa 2014, 323). At the same time, the work of such scholars in Latin 
America has enhanced PKI’s view of the emergence and consequences of this 
investor-driven stage of capitalism, which has until recently been examined 
most often by scholars from the United States and Western Europe. Moreover, 
the three-stage analysis in this chapter augments the long-term historical 
description of capitalist development that the pioneering Post-Keynesian 
Institutionalist Hyman Minsky (1990; 1996) offered largely on the basis of his 
familiarity with the United States. Today, global capitalism is a central reason 
why “life itself is at risk globally” (Vidal and Correa 2021, 432); thus, an 
international convergence of heterodox research on economic development—
bringing together scholars from both the North and the South—has come not 
a moment too soon.
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NOTES

1. Canning served twice as British Foreign Secretary in the nineteenth century; at 
the end of his life, he served briefly as Prime Minister of the United Kingdom. 
For the English translation, by Marjory Urquidi, of Mariátegui’s “Outline of the 
Economic Evolution,” see Mariátegui ([1928] 1971, Essay One).

2. This English translation also comes from Mariátegui ([1928] 1971, Essay One).
3. While many scholars describe financialization as a particular stage of capitalism 

that emerged in the 1970s, this chapter sees three phases of financialization 
from a Latin American perspective. The first phase is consistent with what 
many, following Rudolf Hilferding ([1910] 1981) call “finance capitalism” (see, 
e.g. Minsky 1990, 67). The second phase is consistent with what many from 
the United States call “managerial capitalism,” an era that takes on a different 
appearance when viewed from Latin America. The third phase is consistent with 
what Post-Keynesian Institutionalists call “money manager capitalism,” an era 
driven by shareholder value, which many refer to as the age of financialization.

4. For more on Prebisch and his policy ideas, see, for example, Love (1980); 
Sikkink (1988); and Street (1987).

5. The subordination of Latin American currencies to a dominant currency outside 
the region has been a continuing, central feature of its economic history since 
the arrival of the Spanish. In the colonial period, Spanish money was the official 
currency; in the early years of independence, regional currencies integrated 
themselves into an international economy dominated by the British pound. Since 
World War II, the dominant currency—or “international general equivalent” 
(Girón 2012, 511)—has been the US dollar.

6. As discussed in an earlier section, Mariátegui points out that the independence 
of the colonies was a product of—in fact, it facilitated—the expansion of British 
capital.

7. According to Correa (2014, 323), “[T]o understand what really happens during 
financial crises and the changes in overall economic activity that they produce, 
a Post-Keynesian Institutionalist approach is essential.” For related work on 
Latin America, see Arza and Español (2010); Correa and Vidal (2012); Cruz and 
Walters (2010); Girón (2012; 2015); Girón and Correa (2021); Girón and Solorza 
(2015); Levy-Orlik (2010); Ventimiglia and Tavasci (2010); Vidal and Correa 
(2021).

8. For Post-Keynesian Institutionalist perspectives from outside the region, see 
Minsky (1996) and Whalen (2020). For a related discussion—from the per-
spective of regulation theory—of how financialization has affected business 
organizations, production, and the relationship of employees with the means of 
production, see Boyer (1986).

9. For a Post-Keynesian Institutionalist discussion of reduced policy space within 
emerging economies during the era of financialization, see Liang (2011). 
Meanwhile, it is important to recognize that financial investors “have succeeded 
in getting governments to apply policies that guarantee high interest rates and 
security in collecting all loan-related income” (Chesnais 2000, 46).

10. Like Boyer, Chesnais’s work is grounded in the regulation theory perspective. 
For a similar view grounded in PKI, see Vidal and Correa (2021, 433–435), 
which also gives attention to the labor realm.
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11. Chesnais (2000) also observes that the current era is not merely dominated by 
finance; it is also an era during which the degree of financial concentration has 
intensified.

12. The notion of a monetary theory of production is mentioned in the previous 
section of this chapter as a “theory of a monetary economy of world production.” 
For discussions of the monetary circuit and a monetary production economy 
and their usefulness as concepts in economic analysis, see, for example, Dillard 
(1980), Lavoie (2006, 54–82), and Seccareccia and Correa (2018), which also 
suggest that the heterodox theory of money and monetary circulation (because 
of its focus on money as a means of payment) can even apply to pre-capitalist 
economies.
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10. What do economists really mean? 
Post-Keynesian Institutionalists as 
economic translators
Timothy A. Wunder

INTRODUCTION

Mainstream economics has a lexicon of words and phrases that are used in 
specific ways and often convey something very different from what the terms 
mean to non-economists. Even “economics” has a meaning among mainstream 
economists that is at odds with what most other people mean when using that 
word. Mainstream (aka conventional) economists are taught that economics is 
the study of how scarce resources are allocated in a world of unlimited human 
wants; therefore, to those so trained, economics is understood as the study of 
how people choose. In contrast, most others view economics as the study of 
a system (“the economy”) that fosters the production and distribution of the 
goods and services people need to survive and enjoy life.

The mainstream vision of the economy leads those economists to explore 
issues such as how people rationally choose mates, when parents choose to 
have children to maximize happiness, and even how individuals may rationally 
choose to become addicted to a narcotic.1 In contrast, most non-economists are 
more likely to see the economy as a system that produces the means and oppor-
tunities to entertain a potential spouse during courtship, the housing and goods 
required to raise a family, and even the products that can trap people in a black 
hole of dependency. Conventional economists and the general population are 
talking past each other because they are using the same words differently. 
This communication divide would mean little were it not for the fact that such 
economists are often given positions that enable them to exert great influence 
on how a society is structured; as a result, the misunderstanding can conceal 
a huge gulf between the sort of structure preferred by economists and the sort 
preferred by most of the rest of society.

This chapter stresses the vital work of Post-Keynesian Institutional econ-
omists and other non-mainstream economists as economic translators.2 
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Post-Keynesian Institutionalists and their intellectual forebears have long 
served as translators of mainstream pronouncements on the economy and 
public policy, using their broad training in economics and related disciplines to 
clarify mainstream assumptions and highlight the implications of mainstream 
policy guidance.3 Moreover, in the wake of the global COVID-19 pandemic—
as was the case following the global financial crisis a decade earlier—such 
work takes on even greater significance than usual. This chapter looks at the 
privileged place of economists in policy discussions and then explores three 
concepts that clearly call for this type of translation: rationality, scarcity, and 
small government. In each case, there is a vast gulf between what the concept 
means to conventional economists and what it means to other people.

THE OUTSIZED ROLE OF ECONOMISTS IN POLICY 
DISCUSSIONS

Economists have a disproportionate impact on public policy compared to 
scholars in most other academic disciplines. Economists are given a voice in 
the making of all sorts of policies, ranging from local matters such as school 
busing (Hafner, Stepanek, and Troxel 2017) to national and international 
matters such as the COVID-19 pandemic (IGM Forum 2020) and global 
climate change. In fact, policymakers seek economists’ input on just about 
every proposed project, statute, or regulation. With the possible exception of 
lawyers, the policy influence of no other group of professionals comes close 
to that of economists.

It is a fair question to ask why economists, and most often mainstream econ-
omists, are given such a privileged policy position. Do they really add value 
to policy discussions? Does society truly benefit from giving their consider-
ations a key role in public decision-making? Those are, of course, important 
questions; but they are seldom asked. The fundamental reason economists are 
usually given a hearing has little to do with such thoughtful questions, even as 
it reveals an important gap between the public’s perception of the economics 
profession and the actual work of economists: economics is seen as the study 
of money, and, as the saying goes, “Money makes the world go around.” 
Moreover, since conventional economists hold dominant positions in most 
major university economics departments and policy think tanks, mainstream 
voices are those most often heard in policy discussions.

This outsized role in policy discussions is what makes mainstream econo-
mists powerful when it comes to the shaping of societies. Their training and 
thinking has a major impact on which policy choices are widely perceived as 
“economically” viable. Unfortunately, a pool of like-minded economists, all 
with similar training and experience, results in a set of policy prescriptions that 
are limited in scope and vision. The training and thinking of the economics 
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discipline limits not only the research agenda of the discipline, but also the 
scope of solutions offered to address society’s problems.

To understand the thinking of mainstream economists, one first must be 
trained by, and associate with, its practitioners. The training required to become 
a professional economist is extensive, and it takes a long time to understand 
their way of thinking. Going through such training, and being exposed to such 
thinking for a long while, will inevitably affect a student’s worldview. Like an 
initiate to a religious order, the student will find it difficult to be surrounded 
by a way of thinking for extended periods of time without internally accepting 
at least some, and usually most, of the ideas of the group. Individuals highly 
critical of the group’s ideas are likely to leave before completing the ritualized 
training—and may even be ejected for failing to understand “The Truth.”

The result is that a group of ideologically pure economists serves as the 
advisors who shape policy discussions. These practitioners use the same lan-
guage and jargon-laden shorthand, have similar ways of valuing things, and 
employ common methods of analysis. Yet these similarities mean that any 
effective criticism of their opinions will have to come from outside the camp 
of orthodox believers.

Critics who wish to challenge the mainstream body of thought must first 
be trained in it. They must not only understand mainstream premises, but also 
be able to point out where those premises fail. In addition, such critics must 
be willing to endure belittlement as a consequence of challenging the profes-
sion’s unifying faith. Critics of this sort—with the necessary training, critical 
insight, and will—are hard to find, and economists with those characteristics 
usually manage to stay in the profession largely by forming or joining groups 
with other critical economists. These groups are given the name “heterodox” 
(unorthodox) schools of economic thought and practice. Post-Keynesian 
Institutionalists make up one such school of outsiders.

Conventional economists like to dismiss heterodox schools, but 
Post-Keynesian Institutional economists are fully trained in the methods used 
by the mainstream. They draw on that training not only to criticize mainstream 
methods and theories, but also to develop alternative theories that better reflect 
observations that can be made by the general citizen.4 The next three sections 
of this chapter use their insight to explain what mainstream economists 
actually mean when they talk about rational individuals, scarcity, and small 
government, respectively.

THE RATIONAL INDIVIDUAL

The mainstream economic vision of the individual is that she/he is 
a decision-maker who optimizes choices in the face of constraints generated by 
a world of scarcity. This vision is sometimes referred to as homo-economicus. 
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Thorstein Veblen, one of the intellectual forerunners to Post-Keynesian 
Institutionalism (PKI), had a great time making fun of this vision of the indi-
vidual. As Veblen put it:

The hedonistic conception of man is that of a lightning calculator of pleasures and 
pains, who oscillates like a homogeneous globule of desire of happiness under 
the impulse of stimuli that shift him about the area but leave him intact ... He is 
an isolated, definitive human datum, in stable equilibrium except for the buffets 
of the impinging forces that displace him in one direction or another. Self-poised 
in elemental space, he spins symmetrically about his own spiritual axis until the 
parallelogram of forces bears down on him, whereupon he follows the line of the 
resultant. (Veblen 1898, 389)

This vision of the economic actor, as a decision-maker who calculates pleasure 
and pain in order to maximize individual well-being, plays a primary role in 
mainstream economics.

For example, in a 1984 Journal of Political Economy article, Boulier and 
Rosenzweig (1984) use a maximizing model to look at how people optimize 
decision-making during a “spouse search.” They write: “Assume also that the 
lifetime welfare maximized by the offspring who live Ω years is the weighted 
sum of per-period utilities in the post-school, unmarried and married states” 
(Boulier and Rosenzweig 1984, 716). Clearly these authors are hopeless 
romantics; the Journal of Political Economy, one of the world’s top-ranked 
mainstream economics journals, is a gold mine of this sort of understanding on 
the subject of human courtship.

The predominance of such “optimizing” in decision-making can be seen 
in the fact that Gary Becker won The Sveriges Riksbank Prize in Economic 
Sciences in Memory of Alfred Nobel for just such work.5 Becker’s contribu-
tion was “for having extended the domain of microeconomic analysis to a wide 
range of human behavior and interaction, including nonmarket behavior” 
(Nobel Foundation n.d.). One of Becker’s most famous contributions was to 
“develop a theory of rational addiction, in which rationality means a consistent 
plan to maximize utility over time” (Becker and Murphy 1988, 675).

In response to the Great Recession, Paul Krugman (2009) wrote an article 
(published with the title “How Did Economists Get It So Wrong?”) highlight-
ing the errors that prevented mainstream economists from seeing the oncoming 
global financial crisis. According to Krugman, mainstream models “turned 
a blind eye to the limitations of human rationality that often lead to bubbles 
and busts; to the problems of institutions that run amok; to the imperfections 
of markets—especially financial markets—that can cause the economy’s oper-
ating system to undergo sudden, unpredictable crashes.” Krugman concluded 
that the concept of rationality needs to be reassessed in economics.6
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Yet, a decade later a simple search of the “top” economics journals gives 
little doubt that the optimizing view of the individual is still alive and well in 
mainstream economics. One can quickly find several articles in such journals 
on courting within “marriage markets” (see, e.g., Pollak 2019; Persson 2019). 
It is equally easy to find articles that assume optimizing behavior on the part of 
addicted individuals (such as Galenianos and Gavazza 2017). Like a comfort-
able blanket, mainstream economists long for the warmth of a world in which 
individuals optimize their decisions to maximize personal pleasure.

This is where Post-Keynesian Institutionalists can help in the transla-
tion between mainstream economists and non-economists. Merriam-Webster 
defines rational as “having reason or understanding,” which seems a laudable 
trait for individuals making decisions. Given that definition, most people are 
rational when making choices. However, as implied above, what mainstream 
economists define as rational should instead be referred to as optimizing. 
Reasoning through a problem and optimizing are two very different mental 
activities. A person may not be able to optimize due to many variables or 
lack of information. There are multiple reasons a person may not optimize, 
but optimization and being rational are not the same thing. A person in a sit-
uation where they are not optimizing may be acting perfectly rationally, and 
to conflate rationality with optimization is problematic. Further, a person may 
optimize their behavior but do so not in a manner that maximizes their personal 
pleasure and pain matrix. They may optimize in a way to try to help others 
and this too would be quite different from what mainstream economists define 
as optimization. The mainstream conflation of reasoning with optimization, 
and optimization with utility maximizing, creates communication issues that 
Post-Keynesian Institutionalist translators can clarify.

The vision of individuals as optimizing decision-makers—both as an image 
of what sensible people do (whether they actually realize it or not) and what, 
therefore, all people should do—plays a large role in mainstream economic 
thinking, even though there exists strong evidence that such individuals are 
empirical anomalies. In a study of wealthy suburban Tokyo citizens, for 
example, it was found that only a tiny fraction of people demonstrated 
homo-economicus behavior (Yamagishi et al. 2014). The same study showed 
a correlation between demonstrating such behavior and exhibiting the traits of 
a sociopath.

In addition to assuming that individuals are hedonistic optimizing 
decision-makers, mainstream economists dispense with all questions about the 
motivations and influences that lie behind an individual’s wants. As a result, 
the role of the individual in mainstream models is reduced to a utility function 
that exists outside of time and place. In such economics, an individual’s tastes 
and preferences are taken as given; they are beyond the scope of inquiry. In 
this way of thinking, the child wants a candy bar; what the child wants, and 
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why the child wants a candy bar is irrelevant to the economist. The CEO wants 
a personal jet; what the CEO wants, and why the CEO wants a jet is irrelevant. 
Such wants are simply taken as the given starting point for an optimization 
analysis.

This mainstream vision of “economic man” is not really a definition of what 
it means to be an individual.7 Heterodox economist John B. Davis put it this 
way: stripping away all social influences and psychological considerations 
results in mainstream economic theory lacking “an adequate conception of the 
individual” (Davis 2003, 17). Nevertheless, mainstream economics places that 
individual at the center of its analyses. In fact, such individuals and their given 
preferences are the origin of the concept of consumer demand and the related 
“demand curve” of mainstream microeconomics.

The centrality to conventional economics of its vision of individuals can 
be explained as follows. According to the mainstream, an individual, who is 
optimizing under a budget constraint, chooses differing goods to maximize 
her/his utility. This maximizing behavior, combined with the assumption of 
diminishing marginal utility, leads to people choosing to buy a greater quantity 
of an item as its price drops. Thus, the “law of demand” comes directly from 
the mainstream’s optimizing vision—and, of course, the laws of supply and 
demand are the cornerstones of mainstream market analysis, the heart of main-
stream economic theory.

Since optimizing behavior does not represent general individual behavior, 
and utility functions fail to represent a coherent vision of individuality, then 
the mainstream economic vision is built upon a weak foundation. But that 
departure from reality also means mainstream economics is misleading in its 
description of how people behave and its prescriptions for how they ought to. 
A quick example involving two supermarket shoppers helps illustrate how the 
mainstream perspective is out of touch with real life.

Chris walks into a supermarket and begins the weekly ritual of buying food. 
Chris starts in the produce section, picks up a head of lettuce and quickly ana-
lyzes how many units of satisfaction it would give versus the price. Chris then 
picks up a bundle of broccoli and calculates the satisfaction versus price. Next, 
Chris compares the satisfaction-to-price ratio of the broccoli to the ratio of the 
lettuce and determines that lettuce gives less satisfaction per unit of money and 
therefore puts back the lettuce. Then Chris picks up an apple and does a quick 
analysis of satisfaction per price and determines that broccoli still grants 
greater satisfaction per unit and thus puts the apple back down. In a similar 
manner, Chris goes through each product in the store, calculating satisfaction 
per price and only buys products in such a manner that the shopping budget is 
expended to maximize Chris’s overall satisfaction.8

Then Pat enters the same supermarket. Upon reaching the snacks section, 
Pat’s eyes come to rest upon a puffed corn product covered in a powdery 
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cheese substance. Upon seeing this product, Pat, in a blissful childlike manner, 
places the product in a shopping cart, saying, “I love Cheesy Poofs!” Pat then 
proceeds to travel the rest of the store, choosing products that have a habitual 
attraction or that tickle Pat’s fancy at the moment. Pat is motivated by a series 
of impulses far outside the realm of optimization.

While the shopping behavior of Pat might be too embarrassingly close 
to reality for some people, Pat’s behavior is probably the closer of the two 
descriptions when it comes to the reality of how most people make their actual 
decisions. In fact, if forced, most mainstream economists would probably also 
admit that human behavior is most often closer to that of Pat. However, to the 
mainstream economist, how people actually decide—on a conscious level—is 
irrelevant to the models used to describe economic behavior. In conventional 
economic models, people are assumed to act like Chris, the optimizing 
shopper, whether they realize they are acting that way or not.

Moreover, the mainstream economist is likely to add that people “should” 
behave like Chris. Since optimization represents the “economics way of think-
ing,” the profession’s distinctive terminology substitutes for the dictionary 
definition of rationality—and it is this moral proposition (that all consumers 
should behave like the optimizing shopper) that gives light to the actual prefer-
ences held by mainstream economists. Their vision of homo-economicus is not 
a vision of how people actually behave—indeed, how and why people behave 
the way they actually do is really not of interest to the economic mainstream—
rather, theirs is a moral vision of how people ought to behave.

For many economists, there is appeal to the moral vision that people should 
make decisions with the goal of maximizing their own personal gain. It is 
attractive to think that consumers should weigh alternatives and choose on the 
basis of what will make them most happy. In the example above, Chris’s opti-
mizing seems morally laudable, while Pat’s impish behavior seems to deserve 
moral approbation. However, on closer examination, it can be easily shown 
that Chris’s method of decision-making is not necessarily a morally superior 
method. To show this, we must merely continue to observe our two shoppers.

With Cheesy Poofs in the cart, Pat accidentally bumps into a store worker 
who is stocking breakfast cereals, knocking a few boxes off the shelf. Pat 
reacts by taking a few minutes to help the worker pick up the boxes, and they 
engage in a brief conversation about the weather. Pat then moves on to other 
aisles.

After five hours of calculating the value ratios of all products in the produce 
area, Chris has moved on to another aisle and bumps into the same worker in 
the cereal aisle, causing another spill of boxes. Unlike Pat, however, Chris 
makes a quick calculation about the satisfaction to be received from helping 
to pick up the boxes, concluding that providing help would lead to a negative 
amount of satisfaction; besides, the worker is paid to deal with such situations. 
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Our optimizing shopper further realizes that a conversation would only serve 
to increase lost time. As a result, Chris continues shopping, with nothing said 
to the worker, and begins to calculate the satisfaction-to-cost ratio of Uber 
Sugar Charms cereal.

Most reasonable people would probably be appalled by Chris’s behavior in 
this circumstance. The cold optimization of Chris is on par with what a socio-
path would do. Most mainstream economists would probably also agree that 
such actions are morally inappropriate as social behavior. But as economic 
behavior, our optimizing shopper made the “right” decisions.

Of course, some mainstream economists would argue that the scenario just 
described disregards mainstream economists’ full view with respect to utility 
functions. In particular, they might argue that utility functions of individuals 
can and do take into consideration a person’s interaction with others. In other 
words, the mainstream vision of the individual recognizes that social interac-
tions affect a person’s utility; thus, our optimizing shopper would need to take 
into consideration the possibility of negative consequences associated with 
simply walking away from the store employee.

However, such mainstream additions to the maximization position seem 
weak at best. What if the shopper was only visiting that store once, and 
would never see the worker again? In that case, why should the shopper 
speak to or assist the worker? Perhaps Chris’s utility function incorporates 
judgment by a moral overlord, a God that rewards courtesy and punishes bad 
behavior. Thus, helping to pick up the boxes would actually represent utility 
maximization.

All these arguments are likely to be part of the discussion of optimizing 
behavior when talking to a mainstream economist. Yet they add complexities 
that move the mainstream recognition of reality far outside the realm of any-
thing that conventional economists actually put in their models. The bottom 
line is clear: Individuals are generally not optimizing creatures, and models 
using such optimization should not be treated as providing either realistic 
accounts of “what is” or sensible recommendations for “what ought to be.” 
Moreover, optimization and rationality are not the same thing; mainstream 
economists should not conflate the terms.

After more than a century of being criticized for putting forth a false nar-
rative of the optimizing individual, a number of mainstream economists have 
begun to take seriously the need to examine how individuals actually behave. 
This group has been given the name “behavioral economists.” Some of the 
work done by behavioral economists has been excellent, even if much of their 
work is only now discovering what other social sciences learned decades ago.

Yet even behavioral economists are enamored with hedonistic optimiza-
tion in their own way. Much of the popularity of the behavioral school is the 
result of policy prescriptions offered by such economists to address cases in 
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which people are not behaving in an optimizing manner. For example, a key 
contribution of Richard Thaler (another Sveriges Riksbank Prize winner) and 
Shlomo Benartzi points out that many workers, when offered a 401(k) plan by 
employers, have usually opted out because opting out was the default choice. 
If the default is changed to “opt in,” many more people choose to save in such 
plans. In fact, Thaler and Benartzi (2004) see this “Libertarian Paternalism” as 
providing part of the solution to the problem Americans are facing in the era 
in which defined-contribution retirement plans have replaced defined-benefit 
pensions.9

It is also interesting to note that Thaler and Benartzi (2004) do more than lay 
out their “opt in” plan. They also identify many reasons why individuals make 
poor decisions on a regular basis. For example, they point to lack of knowledge, 
procrastination, and lack of self-control. Given such poor decision-making, it 
would seem important to explore how well people will tend to their new 401(k) 
savings. Will they notice the service fees they pay to 401(k) managers? Will 
they pay attention to the dividends paid by the firms in which they own shares? 
Will they worry about outlandish pay packages for executives? Thaler and 
Benartzi do not explore or mention any of these questions.

A complete accounting of the issues with behavioral economics would take 
far more space than is available here. However, an excellent source that offers 
further discussion is Individuals and Identity in Economics, by Davis (2011), 
which provides a close look at the conceptual flaws that behavioral econo-
mists do not address. The bottom line for Davis: mainstream and behavioral 
economists fail to properly define how people actually behave because their 
economics remains grounded in a vision of individuals who exists outside 
a social context.

Individuals are rational, but rational is not the same thing as optimizing. 
Further, individuals may optimize towards goals that are not self-serving, 
which is not what mainstream economics implies when they use optimizing 
in their models. Mainstream economic models usually assume optimization to 
maximize personal utility, which is a morally loaded position. The person opti-
mizing to maximize another person’s joy is still optimizing, yet such people 
are generally outside of mainstream consideration. By conflating the concepts, 
mainstream economists, at best, obfuscate what is meant by rational; at worst, 
they are being duplicitous.

The emphasis that mainstream economists place on optimization is closely 
aligned with the vision that we live in a world of scarcity. When a society 
does not have enough material goods to meet all the needs of its citizens, 
then choices have to be made. Of course, it makes sense that in such a world 
we should prioritize the allocation of goods to their most valued use; thus 
optimization becomes a laudable goal. However, the next section will call into 
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question the mainstream vision of scarcity that underpins the fascination with 
optimization.

SCARCITY

Universal scarcity is one of the generally accepted precepts within mainstream 
economics. Many conventional economists even place the study of scarcity at 
the heart of their definition of economics. The issue of optimizing behavior 
addressed in the preceding section comes out of the notion that the world is 
defined by a confluence of unlimited human wants and a world with limited 
resources. This section will clarify what mainstream economists mean by 
scarcity. It also explores the origin of their definition; criticizes that approach 
to scarcity; and examines how scarcity relates to making choices.

Mainstream economics places extreme emphasis on the importance of scar-
city with respect to economic activity. The assumption of universal scarcity 
permeates conventional economic research on all fronts, yet finding an explicit 
statement in peer-reviewed articles about the definition of scarcity is difficult. 
In fact, trying to find articles in mainstream economic journals that explore the 
reality of the mainstream’s scarcity assumption is nearly impossible.

To find a general statement about this assumption, one must turn to con-
ventional economists instructing new initiates on the tenets of the mainstream 
faith. As economist Steven Horwitz (2019) writes,

Almost every introductory economics course begins with the fact that we live 
in a world of omnipresent scarcity. For economists, scarcity is not a physical 
concept—it is not the same as ‘rarity’ … Scarcity means that people can imagine 
more possible ways in which they can put a good to use than there are goods that 
can be used.

This mainstream vision of scarcity arises from two opposing forces: on one 
side, there exists a finite world with a limited amount of resources; on the other 
side, there are unbounded human desires.

Further evidence about the primacy of place that scarcity holds in main-
stream economics can be found by looking at the opening chapters of most 
mainstream economics texts. Backhouse and Medema (2009a) take a look at 
the definition of economics offered in the most widely used mainstream texts 
and show that the definition varies. Some authors subscribe to the scarcity 
definition, but others define economics more broadly.

However, even economists who don’t explicitly define economics in 
scarcity terms still give a primacy of place in their thinking to scarcity. For 
example, Paul Krugman is listed as not having an explicitly scarcity-oriented 
definition by Backhouse and Medema, yet upon looking more closely, the 
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primacy of scarcity can clearly be found. In the text Krugman’s Economics 
for AP, the first line of the preface reads: “Economics is the study of choice 
and scarcity” (Ray and Anderson 2011). In the Krugman and Wells (2009) 
introductory (university) microeconomics text, the first section of the book 
centers on the assumption that choice and scarcity are the heart of economics. 
On page 5, a section called “Individual Choice: The Core of Economics” starts, 
and its first subsection is “Resources are Scarce.” Such emphasis on scarcity 
permeates the opening catechism of mainstream economics teaching; it also 
dominates the mainstream’s research agenda.

The origin of the emphasis on scarcity did not arise with the foundations 
of political economy; early definitions of economics often centered on the 
production of wealth and goods for survival. It is true that classical economics 
included a broad discussion of the subsistence wage, but the classical defi-
nition focused on material goods creation, not simply scarcity. In classical 
political economy, scarcity was a concern, but it was not the sole focus. 
Scarcity only emerged as the central focus starting in the 1930s with the work 
of Lionel Robbins (1932), and even then it met with opposition.10 According to 
Backhouse and Medema (2009a, 225):

The Robbins definition of economics was criticized both for being too broad and too 
narrow. It was considered too broad in that it failed to divide economics sufficiently 
from other social sciences. But it was also said to be overly narrow in that it was 
too heavily tilted toward theory and left little, if any, room for empirical analysis, 
history, and institutions—and essentially wrote ethics out of economics.

The true dominance of scarcity as the central tenet of conventional economics 
did not occur until the 1960s and 1970s (Backhouse and Medema 2009b). 
Its acceptance in that period corresponds with the rise in stature of optimiz-
ing analysis. In the 1970s, mainstream economics transitioned away from 
Keynesian analysis and began to embrace a vision more closely aligned with 
pre-Keynesian analysis, in particular a Malthusian perspective. Acceptance of 
the scarcity definition accompanied the need to justify why economists were 
analyzing topics more typically covered by anthropologists and psychologists.

In the wake of the transition to the scarcity definition, economics was no 
longer about a topic; it was about emphasizing a way of thinking. To this way 
of thinking, scarcity is all pervasive and optimization is the best way to deal 
with scarcity. If potential spouses are scarce, then choosing a spouse can be 
framed as an optimization problem and is within the bounds of mainstream 
economic analysis. To the conventional economist, the scarcity definition is 
not about limiting the scope of economics; it is about expanding the reach of 
optimizing analysis.
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Real scarcity exists, and it is irrefutable that some people live in what real-
istically should be labeled poverty. Research on poverty shows that coping 
with impoverishment produces extreme mental distress and impedes cognitive 
functioning (Shah et al. 2018; Mani et al. 2013). Such research suggests there 
is a clear difference between actual material scarcity and the mainstream defi-
nition of economic scarcity. It would be difficult to argue that a CEO has her/
his mental faculties diminished by the scarcity that forces a choice between 
two corporate jets, yet an impoverished farmer can indeed suffer cognitive 
impairment from the stress of deciding how to use extremely limited resources 
so as to avoid death.

Research in anthropology demonstrates that the scarcity mindset is a cultural 
condition. Marshall Sahlins explored the conditions facing hunter-gatherers, 
concluding that hunter-gatherers found material possessions to be a burden. 
While the common perception of a hunter-gatherer society is one in which star-
vation was always close at hand, Sahlins argues that the average hunter-gatherer 
worked three to four hours a day gathering food. Sahlins writes that the “food 
quest is so successful that half the time people seem not to know what to do 
with themselves” (Sahlins 1972, 11). Anthropologists continue to discuss these 
observations and present evidence demonstrating hunter-gatherer abundance 
(Dyble et al. 2019). The mainstream economics advocate would be quick to 
disregard the hunter-gatherer society, arguing that they represent a small part 
of the modern world; yet to do so would be problematic. Hunter-gatherer 
societies account for the vast majority of human history, so it would not seem 
extreme to suggest that unlimited wants is the exception to human experience 
rather than the rule.11

Post-Keynesian Institutional economists have their own history of pointing 
out the cultural nature of the concept of scarcity. Well before scarcity became 
a foundational element in conventional economics, Veblen argued that 
conspicuous consumption is based on the desire to obtain social acceptance, 
rather than the result of an inborn trait (Veblen [1899] 1953). In short, the 
mainstream economic notion that everything is scarce—just because humans 
have the ability to think of unlimited different uses for objects—is as flawed as 
the rationality assumption examined in the previous section.

For the economic mainstream, scarcity is what leads to choice. But that is 
actually easy to refute. We do so by introducing the mainstream concept of 
“opportunity cost.” That concept refers to the foregone best alternative that 
was available when choosing one option over others.

Imagine a mainstream economics instructor offering a student two candy 
bars and telling the student that they may only choose one. Bar A is the 
Outrageous Chocolate Cocoa Chip bar and bar B is the Honey O’Crunch 
bar. The student chooses bar A, which causes the instructor to point out that, 
in choosing bar A, the student is making a sacrifice of bar B; thus, in main-
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stream economic terms, bar B represents the opportunity cost of choosing bar 
A. Building on this example, mainstream economists can demonstrate how 
a scarcity view of the world applies to all areas of life in which choice occurs.

However, scarcity is not the only source of choices, as can be shown by 
a smart student. Suppose the student presents a different demonstration to the 
instructor. The student offers the instructor an Outrageous Chocolate Cocoa 
Chip bar. In this case, since no choice must be made (except, of course, to 
accept or refuse the offer), the cost to the instructor of accepting the bar would 
be zero: there is no opportunity cost because no second-best alternative exists. 
Now suppose the student pulls out a second Outrageous Chocolate Cocoa Chip 
bar and forces the instructor to choose between the two bars. The instructor 
must now decide to choose either bar one or bar two, and the student then asks: 
what is the cost to the selection? In the mainstream vision, the act of choosing 
either bar now involves an opportunity cost represented by the other bar.

The reader of this example would properly ask why the student is being 
so cruel to the instructor. In presenting two bars instead of one, the student is 
introducing an opportunity cost that wouldn’t have existed if the student had 
merely offered a single bar. By adding a greater amount of resources to the sce-
nario, the student is adding a cost to the instructor. In other words, by adding 
resources the student is creating the need for choice—the choice is caused by 
adding abundance, not by scarcity. If economics is the study of choice, then 
abundance is equally responsible for the need to choose as is scarcity.

This example of abundance creating choice was made clear by economic 
anthropologist Karl Polanyi (1977). Post-Keynesian Institutional economists 
have been using this type of analysis to critique conventional economics 
for nearly half a century. Thus, the premise that scarcity alone forces choice 
(and therefore, choice is what economists should be analyzing) is false. Since 
scarcity and increased abundance may each force individuals to make choices, 
arguing that any choice comes with a cost is to truly misinterpret the notion 
of cost.

Cost would be better defined as something causing actual harm, leading 
to negative emotional or physical circumstances. The existence of multiple 
jets that a CEO has to choose between is the result of abundance, whereas 
a poor mother choosing which bill to pay is truly a demonstration of scarcity. 
The mother is facing a real cost, whereas it is difficult to argue that the CEO 
is facing a hardship. In fact, an honest analysis of the human condition in 
a developed country would be hard pressed to prove that scarcity is the cause 
of human misery. In the United States, food is plentiful but nearly 20 percent 
of children face hunger; there are vacant houses in numbers enough to give 
every homeless person a place to live; and there is healthcare in abundance 
(and there could be even more abundance were it not for salary-boosting limits 
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on the availability of qualified medical professionals), yet every year tens of 
thousands die due to lack of access.

For a further look at this, let’s return to the student-instructor example. 
Suppose that the student, in order to make the demonstration, took the second 
chocolate bar from a homeless person for whom the bar would have been the 
only food for the day. Now there is a real economic cost in this scenario, but 
the instructor is not paying the cost (she/he merely chooses between bar one 
or bar two); instead, it is the homeless person who pays the cost. More impor-
tantly, that homeless person is not paying a cost due to a lack of chocolate bars 
(scarcity); the homeless person is paying a cost because of the action of the 
student. Neither a scarcity of bars nor the student’s presentation of a choice 
to her/his instructor is what imposes a cost in this example: a cost is imposed 
because of human action that has nothing to do with either the production of 
candy bars or the quantity produced.

The real problem in the above scenario is that the ownership of the resources 
leaves one person to pay a cost so that other people can have an academic 
argument over what economics is about. There are more than enough means to 
satisfy all the needs in the system (that is, a meal for one person and a course 
lesson for two others, since even stones could be used for the classroom exer-
cise); however, the student and instructor are using more of the means than 
needed. It is not scarcity that leads to the need for choice; it is the choices of 
some that lead to actual scarcity for others. Distribution, not scarcity, is the 
major economic problem in developed economies and mainstream econom-
ics offers little in the way of analysis on how to deal with this fundamental 
problem. In our example, the instructor is not facing a “cost” when choosing 
between the two bars, and to pretend the instructor does minimizes the real 
harm to millions caused by poor distribution.

In the actual world, this example is made real when the issue of private 
property is considered. The real issue of economic scarcity (that is, poverty) in 
developed countries is not about a lack of goods; it is about the allocation and 
distribution of goods. Many mainstream economists are committed to a narrow 
vision of capitalist ownership and are convinced that limited government is 
the best way to run an economy. According to many conventional economists, 
the role of government should be small—a role limited to enforcing prop-
erty rights. The next section looks at this vision of “small government” and 
explores what its conception of property rights actually entails.

SMALL GOVERNMENT

Mainstream economic analysis places a strong emphasis on the argument that 
government should be “small.” Yet the concept of small in this case is once 
again a redefinition based on a specific way of thinking. To the conventional 
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economist, the size of the government is about the amount of resources a gov-
ernment uses. That may be measured by the amount of gross domestic product 
(GDP) going through government hands, or perhaps by the number of workers 
the government employs. To such an economist, government spending and 
taxation determine the size of government; yet this is a confusing consideration 
seeing that, for most people, the size of government is much more about the 
impact government has on their personal lives, and the extent to which gov-
ernment is a constructive force is usually more important than the size of GDP 
it commands. This section first looks at the emphasis mainstream economics 
places on this concept of small government; then it looks at how this emphasis 
misses the real impact of government as the definer and enforcer of property 
rights.

President Ronald Reagan infamously stated, “Government is not the solu-
tion to our problem: government is the problem” (Reagan 1981). President 
Bill Clinton surrendered to this notion in 1996 when he said, in his State of 
the Union Address, “The era of big government is over” (Clinton 1996). These 
political statements did not arise out of a popular, cultural uprising; rather, they 
were an extension of the mainstream economic consensus, rooted in a return 
to pre-Keynesian economic theory. The economic advisors to both presidents 
gave preferential voice to redefining the government’s role with respect 
to the economy. Milton Friedman, who advised Reagan, was notoriously 
anti-government, and Larry Summers, who advised Clinton, was responsible 
for overseeing the dismantling much of the regulatory regime that was created 
in response to the Great Depression.

The ideas of Friedman and Summers each influenced their political coun-
terparts. Friedman had a clear disdain for most government policies and went 
so far as to reanalyze history in an attempt to blame the Great Depression on 
the government (Friedman and Schwarz 1963). While Summers does not have 
as negative a view of the government, some of his views have been similar 
to those of Friedman. On the occasion of Friedman’s death, Summers wrote: 
“[L]ike many others I feel that I have lost a hero—a man whose success 
demonstrates that great ideas convincingly advanced can change the lives of 
people around the world” (Summers 2006).

Mainstream research on the efficacy of small government continues. 
Whether it involves measuring the size of government in relation to its 
population (Krieger and Meierrieks 2020) or in relation to economic growth 
(Asimakopoulos and Karavias 2016), such research emphasizes the “optimal” 
amount of economic resources that should be dedicated to governmental use 
(note the continuing theme of optimization). In the mainstream way of think-
ing, there is the government and its resource use, and the rest of the economy. 
In this way of thinking, the government and the rest of the economy are sep-
arate entities, intersecting only where the government appropriates resources 
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from the economy (through taxation or spending, the latter of which is believed 
to “crowd out” private spending).

This conventional way of thinking implies that the government’s role is 
that of a consumer of resources, rather than maker of public investments (edu-
cation, healthcare, infrastructure, etc.) or creator of the institutional network 
within which the economy operates. In fact, though, as Post-Keynesian 
Institutionalists emphasize (see, e.g., Whalen 2008) the government’s role in 
an economy is pervasive, and affects the actions of every civilian daily. Yes, 
the business owner bristles at government regulations, and the worker decries 
the taxes taken from a paycheck; but the impact of government goes far beyond 
these small inconveniences—into the shaping and stabilizing of markets, and 
even into the definition of private property.

To be sure, the mainstream economist might point to the importance of 
public services in their models (conventional economics can recognize a role 
for government in providing public goods and services such as well-maintained 
city streets, lighthouses, and a national military force); they also argue that 
government plays a major role in protecting property rights. Some mainstream 
economists would even argue there is a place in the system for government 
redistribution to deal with income and wealth inequalities. Yet this mainstream 
vision of the limited nature of the government misses the largely unlimited 
and hidden role that the government plays, not just in advanced economies, 
but always and everywhere (with the exception, of course, of countries that 
have fallen into “anarchy,” which only underscores the need for government 
in a capitalist society).

For example, the mainstream economist recognizes the role of government 
in enforcing property rights, but glosses over the actual impact that such 
enforcement implies. The enforcement of property rights sounds like a simple 
proposition, but we offer a short illustration to demonstrate that this role is 
actually one of the driving forces behind most economic activity.

Consider person X, who lives in an apartment but suddenly decides she/he 
is going to live a life free from the constraints of holding down a job. Along 
comes the first of the month, and the landlord demands that X makes a rent 
payment. Person X states to the landlord that she/he does not have the money, 
and has no intention of paying. At this point (or after some reasonable due 
process), the landlord would call upon the power of the state, in the form of 
the local police, to forcefully compel the person from the apartment. In such 
a situation, the police are authorized to use force, up to and including deadly 
force, to compel the tenant to leave.

Person X, upon eviction, might remain committed to a nontraditional role 
within the economy, deciding to build a cabin or shack in the city park. Upon 
completion of this new home, the police are called to have X removed from 
the park. Person X may then decide to build a shelter in the parking lot of the 
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local S-mart, only to once again have the police evict her/him. The same thing 
could happen again and again, perhaps on vacant agricultural land, and even 
on national forest property. These instances would eventually convince X that 
the need to have a place to live cannot be achieved without first finding money 
to buy or rent property. Since this person has no resources to trade, X’s only 
option is to provide wage labor to get the money needed to afford a place to 
live.

In a developed economy, such as the United States, nearly all working-age 
citizens may be able to (in some sense) choose an employer, but very few 
can choose not to work. They may work for others, or they may start their 
own business; but either way they lack the option of not working. The only 
way a person can have the option of not working (except for those eligible 
for disability support, social security, or other public assistance, all of which 
may be challenged by the mainstream call for “small” government) is to have 
ownership of extensive resources. If those resources include rental property, 
ownership of such resources allows the owner to use the state to compel other 
people to work for the property owner.

Consider the landlord in the above scenario, who could demand payment 
because she/he is able to call upon the power of the state when payment is not 
given. Now consider that this landlord and others like him/her own millions 
of apartments in the United States, all of which can be used to compel rental 
payments. Across the world’s developed countries, this form of property 
ownership compels billions to work in order to simply have a place to exist, 
and failure to work will bring the quick use of force by the government. This 
private property system is the ultimate income redistribution tool—redistribu-
tion compelled by the state’s use of force.

Mainstream economists like to believe the relationship between the prop-
erty owner and the renter, as well as between worker and employer, are the 
result of private economic choices. To the mainstream economist, the person 
working and the landlord having places to rent are all private-sector activities, 
yet it seems apparent that much of this type of activity is clearly compelled by 
government action. The implicit threat of government force is so pervasive 
that individuals usually work and pay bills without considering the state’s role 
in compelling their compliance. Mainstream economists enable this vision by 
creating a narrative in which these activities are based upon private choices, 
even though it is the state’s threat of force that ultimately compels a person’s 
activities.12

The Post-Keynesian Institutionalist way of thinking emphasizes the impor-
tant role that the state-run institution of private property entails. Veblen (1923) 
clarified the importance of this role of the government in his discussion of 
Absentee Ownership. The reason that the landlord can force rent payments is 
not due to scarcity, rather it is due to the ability of the landlord to call upon 



What do economists really mean? 247

state force to compel payment or force eviction. The reason people are home-
less is not that there are too few homes; instead, it is because use of homes by 
people with no money is curtailed through state violence.

This type of created scarcity permeates developed economic systems. The 
production of life-saving drugs is limited by companies who call upon the 
state in the enforcement of patents. The state prohibits the reproduction of 
movies and television programs in order to enforce copyrights. The creation 
of scarcity through state sabotage in the name of property is extensive, yet the 
conventional economist often seems to disregard the massive role property 
rights play in all aspects of the economy. A state that enforces an extensive 
private property regime should not be labeled small government. Friedman 
applauded a limited government focused mostly on enforcing property rights, 
a society in which people would be “free to choose” their role within the 
economy. However, the enforcement of property rights, and the presence of 
absentee ownership, means that a person may be free to choose who to serve, 
but still must be a servant.

CONCLUDING REMARKS

This chapter has offered a glimpse into what mainstream economists really 
mean when they make key economic statements and policy pronouncements. 
Mainstream economists use the terms rationality, scarcity, and small gov-
ernment in ways that differ substantially from what non-economists mean by 
them—and the mainstream meanings actually obscure key insights about how 
the economy really works. Moreover, those meanings conceal the profoundly 
anti-social, narrowly conceived, and financially stratified society that econo-
mists have in mind as their (often tacit) ideal.

Here is a short translation of the aforementioned terms. When the conven-
tional economist argues that people decide rationally, what she/he really means 
is that people should be optimizing their preference satisfaction where these 
preferences are conceived of essentially egoistically. When the conventional 
economist emphasizes the role of scarcity (and choice), her/his emphasis often 
hides the fact that the real source of scarcity is most often allocation and dis-
tribution, not scarcity per se. When the conventional economist calls for small 
government, she/he is really emphasizing an opinion that government should 
have only one main, yet all-powerful role, the creation and enforcement of 
private property rights. Moreover, unlimited wants, scarcity, and government 
protection of private property combine to create a partially decentralized 
system of coercion that ensures that most of the population will work all or 
nearly all of their adult life.

When these three mainstream positions are brought together, a clear picture 
emerges: conventional economics is creating a narrative. This mainstream 
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story argues that the natural condition of humans is to optimize limited 
resources to address unlimited wants. Because people naturally have unlimited 
wants, according to this worldview, scarcity and choice are the prime questions 
in economics. The final part of this narrative argues that the best way to deal 
with this scarcity is to allow people to make free choices, constrained only by 
limited government.

Post-Keynesian Institutionalists can help make these mainstream assump-
tions clear, and they can also show that the assumptions are not based upon 
observable facts. Thinking rationally is not the same thing as hedonistic 
optimizing; the truth is that optimizing, as understood by mainstream econo-
mists, is not how most people behave. Scarcity is not the only thing that brings 
about choice; in fact, it is actually abundance that often compels choice—and 
scarcity and poverty can most often be traced to human decisions, not limited 
resources. State enforcement of property rights allows property owners to 
create scarcity and reorder allocation; the state’s role as property enforcer 
is pervasive, contradicting the enabling myth of “small” government in the 
mainstream narrative.

This chapter finishes with a final note on finding solutions to the problems 
of our current economic system, problems hidden—and often exacerbated—
by the recommendations of mainstream economics. Post-Keynesian 
Institutionalists do not agree on the how to solve our current problems. For 
example, some economists associated with PKI would move the economy 
away from capitalism, whereas others would oppose such a move. Some 
might even suggest abandoning, or severely curtailing, our private property 
regime, whereas others would certainly not. Unlike conventional economists, 
Post-Keynesian Institutionalists do not share a universal narrative about how 
the economy should be fashioned.13 However, such economists do agree that 
the mainstream paradigm is based on observably false premises, and that trans-
lating economic jargon into plain English, to expose those premises for what 
they are, is the first step to a better world. As John Kenneth Galbraith (1973, 
223) wrote, “The emancipation of belief is the most formidable of the tasks of 
reform, one on which all else depends.”
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NOTES

1. This vision of the economy is most readily observable in economics textbooks. 
Some might argue that the textbook version doesn’t represent actual main-
stream economics; why then do so many “top” economists continue to author 
these texts? Further, the key concepts from these texts clearly can be seen in 
the research that permeates the “top” journals. If the “top” journals and “top” 
economists espouse the ideas analyzed in this chapter, it would seem proper to 
refer to their ideas as the “mainstream” ideas. If, however, an economist would 
like to argue that most economists really don’t hold these ideas, then perhaps 
a major restructuring of the field would be in order. During such a restructuring, 
Post-Keynesian Institutionalist criticisms should be more valuable than ever.

2. Consistent with the role of non-mainstream economists as translators, Joan 
Robinson (1978, 75) writes: “The purpose of studying economics is not to 
acquire a set of ready-made answers to economic questions, but to learn how to 
avoid being deceived by economists.”

3. Some Post-Keynesian Institutional economists consider themselves to be exclu-
sively Post-Keynesian Institutionalists, while others feel at home in more than 
one non-mainstream camp.

4. For example, James K. Galbraith is a heterodox economist broadly compatible 
with Post-Keynesian Institutionalism and has written an excellent book on 
these issues entitled The Predator State: How Conservatives Abandoned the 
Free Market and Why Liberals Should Too. Of course, the contributions to this 
Modern Guide also illustrate the work of such economists.

5. Often referred to as a Nobel prize, the award was in fact created in the 1960s 
and some descendants of Alfred Nobel have criticized the creation of the prize 
in economics. For example, Peter Nobel has argued that Alfred would likely not 
have wanted an award given in economics and that the prize is a “public relations 
coup by economists to improve their reputation” (quoted in “Nobel Descendant 
Slams Economics Prize” 2005).

6. It is interesting to note that Krugman believed the parties responsible for the 2008 
collapse were acting irrationally. Were they? Is it really irrational (according to 
either economists or ordinary people) to ramp up loans to people who can’t pay 
them back when you receive massive bonuses for doing so? Was irrationality the 
problem, or was it just a combination of rational, financially motivated behavior 
and widespread fraud? The latter (rational behavior) interpretation shines a more 
critical light on mainstream economics, since it dispenses with the argument that 
the mortgage run-up and collapse would not have happened if only people in 
the real world behaved as they are assumed to behave in mainstream economic 
models. Either way, mainstream economics faces a serious problem.

7. One might be troubled by the gendered nature of the mainstream term “economic 
man” were it not such a distorted view of all humans.

8. Of course, Chris might have used calculations from a previous shopping expe-
rience to draw up a shopping list in advance, as many people do. However, 
prices and product features do change, so that is not a perfect substitute for a full 
recalculation.

9. Thaler and Benartzi call their idea the Save More Tomorrow™ plan, designed to 
help low-wage workers save more. While this may be a laudable goal, it is a point 
of interest to note that the authors make sure to emphasize the trademark on the 
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name (and yes, there are “self-help” plans based on this model). This 24-page 
“adverresearch” is published in the Journal of Political Economy. Perhaps other 
researchers should consider this type of activity to boost their incomes. For 
example, one envisions a libertarian educators’ plan, called “General Revenue 
voucher Education Directive,” which could be shortened to the GReED™ plan.

10. According to Robbins (1932, 15), “Economics is the science which studies 
human behavior as a relationship between ends and scarce means which have 
alternative uses.”

11. Modern humans have existed for somewhere between 100,000 to 300,000 years. 
Modern agricultural “civilization” is perhaps 10,000 years old. Put those facts 
together and it is clear that over 90 percent of human existence is represented by 
hunter-gatherer societies that did not have a social predisposition to unlimited 
material wants.

12. Comparing a modern worker’s life to a feudal peasant’s life offers an interesting 
thought experiment. The peasant was born into his economic role and failure to 
do as the role required would quickly bring down the lord’s wrath. The modern 
worker has the ability to choose their role and who they will serve, but failure 
to choose a lord will still result in the state’s use of violence. So the difference 
between a modern worker and a peasant is that the worker is free to choose, but 
neither is really very free in any robust sense.

13. While all Post-Keynesian Institutionalists do not agree on policy details and do 
not share a universal narrative on how the economy should be fashioned, this 
Modern Guide also demonstrates the existence of a widely shared and broadly 
conceived Post-Keynesian Institutionalist vision of a more economically demo-
cratic society.
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11. Stock-flow consistent macroeconomic 
modeling and Post-Keynesian 
Institutionalism
Marc Lavoie

INTRODUCTION

The stock-flow consistent (SFC) approach to macroeconomic modeling is ever 
more popular among young Post-Keynesian economists. It has also attracted 
the attention of other heterodox economists, in particular scholars engaged in 
Ecological economics or Socio-ecological economics. Stock-flow consistency, 
as it will be defined below, is also progressively becoming a requirement of 
agent-based models, at least those constructed by scholars in the heterodox tra-
dition and who are thus aware of Post-Keynesian economics. Carnevali et al. 
(2019, 228) argue that “the stock-flow consistency of models is now regarded 
as a conditio sine qua non for publication by many heterodox economics 
journals.” Indeed, the Cambridge Journal of Economics goes so far as to have 
devoted a virtual special issue on its website to “stock-flow consistent macro-
economics,” with a paper explaining the foundations of SFC macroeconomics 
(Shipman 2019), along with a list of papers published in that journal that could 
be said to be in this tradition.1

Some readers may wonder whether there is a link between this SFC mod-
eling approach and Post-Keynesian Institutional economics. Charles Whalen 
(2013, 23) argues that the foundations of Post-Keynesian Institutionalism 
(PKI) “would benefit from further attention to methodology (or philosophical 
grounding) and to methods,” adding that “insight on methods can be found 
in the system dynamics literature and in Wynne Godley’s pioneering work 
on stock-flow consistent modeling.” Indeed, there are substantial similarities 
between system dynamics and the stock-flow consistent approach.

In what follows, I shall first briefly explain and illustrate the SFC approach. 
I will then show that its origins can be linked to Institutionalists and to the 
work of Post-Keynesian authors who can be associated with PKI. Finally, 
I will provide three examples, based on stock matrices, of how the SFC 
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approach can be helpful in describing the role played by various institutions 
and sectors of an economy.

WHAT IS THE SFC APPROACH?

I see the SFC approach as a method that allows economists to fully integrate 
the real economy with the financial system. As Nikiforos and Zezza (2017, 
1213) put it, “[I]n SFC models, decisions made by the agents of the economy 
on debt, credit and assets and liabilities allocation have an impact on the deter-
mination of the real variables and vice versa.” They define stock-flow consist-
ent models as based on four principles that underline accounting consistency:

(1) There is flow consistency, meaning that every transaction flow must 
come from somewhere and must go somewhere; there cannot be 
any black holes. Flow consistency is ensured by the construction of 
a transactions-flow matrix, which integrates the standard national income 
and product accounts with the financial accounts (or flow-of-funds 
accounts).

(2) There is stock consistency, meaning that to every financial liability 
issued by some sector there must correspond a financial asset held by 
other sectors. Only tangible assets (such as fixed capital, homes or 
inventories) have no counterpart. Stock consistency is ensured by the 
construction of a stock matrix, also called the balance-sheet matrix.

(3) There is stock-flow consistency, meaning that stocks at the end of the 
current period must be the sum of past stocks, plus the current flows 
plus current capital gains or capital losses. There must be thus, at least 
implicitly or in the equations, the equivalent of a revaluation matrix, and 
one may build a full-integration matrix that collects all that information.

(4) There is quadruple book-keeping, meaning that any one transaction 
generates changes in at least four entries of the transactions-flow matrix. 
This is the quadruple entry principle.

As Carnevali et al. (2019, 228) mention, “the use of the label ‘stock-flow con-
sistent’ is quite controversial.” That is because the label, for the last 15 years 
or so, has been associated with SFC Post-Keynesian models with demand-led 
specifications and endogenous money. One might think that all models do or 
ought to fulfill all these accounting consistent requirements. My own view on 
this question is that all models fulfill stock accounting, but that very few fulfill 
all four of the above requirements. For instance, dynamic stochastic general 
equilibrium (DSGE) models often lack flow consistency as bank reserves often 
seem to arise from nowhere. Thus, while it is true that accounting consistency 
and the matrices that are used to ensure this consistency can no doubt be 



Stock-flow consistent macroeconomic modeling 255

applied just as well to Neoclassical models, the reality is that this is rarely the 
case as a consequence of the modern Neoclassical obsession with microeco-
nomic foundations rooted in optimization.

Models, however, are made of more than accounting equations. They also 
incorporate behavioral equations that give rise to different closures, depending 
on how the equations are set up. A key feature of SFC models, as they are 
now called, is that they rely on behavioral equations based on Post-Keynesian 
theory. As claimed earlier, SFC models are demand-led, as they are based on 
Keynesian and Kaleckian strictures. Agents are imbedded with procedural 
rationality and can make forecast mistakes; firms take production, costing, 
pricing, and financial decisions, and banks play a crucial role in providing 
credit and setting some of the interest rates; and except for a few financial 
markets, prices are not the adjusting variable, as quantities are the main sign-
aling device. Most importantly, SFC models provide a fully explicit traverse 
towards the stationary or steady-growth state. These models can show vis-
ually, through simulations, how flows and stocks gradually change in line with 
each other through time—hence in the short, medium, and long run—as the 
consequence of a change in any parameter. These SFC models are a true illus-
tration of Kalecki’s (1971, 165) statement to the effect that “the long-run trend 
is but a slowly changing component of a chain of short-period situations.”

The first paper fully written in this SFC tradition was by Godley (1996), 
and a substantially different version was published in a journal three years 
later (Godley 1999a).2 Carnevali et al. (2019, 228) say that the “Bible of SFC 
modelers” became the book by Godley and Lavoie (2007). While the book by 
Godley and Cripps (1983) did entertain the accounting consistency and the 
Post-Keynesian behavioral assumptions mentioned above, it did not deal with 
a multiplicity of financial assets and did not integrate portfolio choice and its 
adding-up conditions. These were to be integrated in Godley’s analysis years 
later, by making use of the work pursued by James Tobin from the late 1960s 
to the early 1980s. Dos Santos (2006) has underlined the similarities between 
the work that Tobin pursued then with Godley’s work in the 1970s and 1980s 
and the models that he built later, inspired in particular by the transactions-flow 
matrix found in Backus et al. (1980).3 Yet Tobin, despite all of his Keynesian 
credentials, still held tight to the Neoclassical tradition, first by not entertaining 
any of the behavioral assumptions mentioned in the previous paragraph, and 
second by considering that banks were a financial intermediary like all the 
others, thus minimizing the specific credit-creating ability of banks (Lavoie 
2021). Thus, while Tobin’s work was a major inspiration for Godley when 
launching the current vogue for SFC models, and though Tobin’s models are 
certainly stock-flow consistent in a broad sense, they do not belong to the SFC 
tradition in the modern meaning of the word.4
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Dos Santos (2021, 68–69) suggests that an extensive description of the 
approach of Godley and of his SFC followers could have been “stock-flow 
consistent models of capitalist economies with realistic government institu-
tions and developed financial markets which are closed in a Keynesian way 
and whose dynamics are carefully analysed by means of computer simula-
tions.” While this is a correct description, it is rather long; obviously SFC 
sounds better! Carnevali et al. (2019, 232) suggest that SFC models “are not 
just stock-flow consistent, but also stock-flow relevant,” meaning that in addi-
tion they are realistic. Nikiforos and Zezza (2017, 1229) conclude that “it is 
true that the name ‘SFC’ is misleading and sometimes confusing for what the 
post-Keynesian SFC approach wants to convey,” but also that “it is probably 
too late to change the name.”

TRANSACTION-FLOW AND BALANCE-SHEET 
MATRICES

To illustrate the concept of accounting consistency, here is an example of 
the transactions-flow matrix and the balance-sheet matrix. The two matrices 
shown are taken from the model DIS, for disequilibrium, found in Godley and 
Lavoie (2007, chapter 9). The model is very simple, as it describes a closed 
economy without government or a central bank.

Starting with the balance-sheet matrix of Table 11.1, note that the conven-
tion is that assets take a plus sign while liabilities take a negative sign. The 
institutions of this model could not be simpler. Firms have no fixed capital, but 
they hold inventories as production takes time and because all that is produced 
within a time period is not necessarily sold. These inventories are entirely 
financed by bank loans. There is only one kind of financial institution—banks. 
Households can only hold one kind of financial asset—bank deposits—and 
hence as the own funds of both firms and banks are assumed away (meaning 
that all profits are distributed to households, as in a cooperative), bank deposits 
and bank loans must, by necessity, be equal to each other. The last column of 
Table 11.1 illustrates that financial assets must have a counterpart liability, and 
hence that each row of financial assets must sum to zero. This is not the case 
for inventories, since these are a tangible asset for the firms.

Table 11.2 illustrates how the national income and product accounts can be 
combined with the flow-of-funds accounts. Once again, all the rows must sum 
to zero, ensuring that everything that goes somewhere comes from somewhere. 
The columns reflect the budget constraints of each set of agents. As is the 
tradition with flow-of-funds analysis, sources of funds carry a positive sign, 
while uses of funds carry a negative sign. For each agent, sources must exactly 
equal uses of funds. Thus, for instance, households receive wages, dividends, 
and interest payments on their deposits (held at the end of the previous period). 



Table 11.1 Balance sheet of model DIS

 Households Production firms Banks Σ

Money deposits + M  −M 0

Loans  −L + L 0

Inventories  + IN  + IN

Balance (net worth) −Vh 0 0 −Vh

Σ 0 0 0 0

Source: Godley and Lavoie (2007, 285). Reproduced with permission of the licensor through 
PLSclear.

Table 11.2 The transactions-flow matrix of model DIS

 Households Production firms Banks Σ

  Current Capital Current Capital  

Consumption − C + C    0

Change in the value of 
inventories

 +ΔIN −ΔIN   0

Wages +WB −WB    0

Interest on loans  − rl−1.L−1  + rl−1.L−1  0

Entrepreneurial profits + F −F    0

Bank profits + Fb   −Fb  0

Interest on deposits + rm−1.M−1   − rm−1.M−1  0

Change in loans   + ΔL  − ΔL 0

Change in deposits −ΔM    + ΔM 0

Σ 0 0 0 0 0 0

Source: Godley and Lavoie (2007, 285). Reproduced with permission of the licensor through 
PLSclear.
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What they don’t use for consumption expenditure must thus be used as addi-
tions to their money balances. While this is an addition to their bank deposits, 
the term carries a negative sign as it is a use of funds.

Looking at their current account, firms receive funds from their sales of 
goods to households. When production surpasses sales, there is an increase in 
inventories (+ΔIN). The accounting convention is that the increased invento-
ries are considered as a sale to the capital account of the firm that occurs at the 
production cost of the good, which explains the plus sign in the column of the 
current account. This can be seen when assuming that none of the produced 
goods have been sold to consumers. In that case, the wage bill would need to 
be exactly equal to the change in the value of inventories: WB = ΔIN. Paid 
wages, interest payments on loans, and profits are uses of funds and carry 
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a negative sign. In this simple model, there are no retained earnings, as all 
profits are distributed. Looking now at the capital account of firms, the sources 
of funds are the additions to the loans granted by banks, while the funds are 
used for the implicit purchase of the additional inventories.

Naturally, models and matrices that are much more complicated can be 
built, as we shall see later. Matrices quickly become much bigger when 
open-economy models are constructed. While one can simply add a column 
representing the rest of the world, this could only be valid when assessing 
a small open economy that has virtually no feedback effect on the rest of the 
world, as done by Raza et al. (2019). In general, if dealing with two large coun-
tries, then an economist would need to have a two-country model, with the size 
of the matrix thus being multiplied by two. Godley (1999b) provided the first 
such model—a closed model of an open economy. There are now three- and 
four-country SFC models, with quite varying specifications (Mazier 2020).

THE SFC APPROACH AND INSTITUTIONALISM

Post-Keynesian Institutionalists

One can argue that there are five branches of Post-Keynesian economics 
(Lavoie 2014): the Fundamentalist branch, associated mostly with Paul 
Davidson and closest to the spirit of John Maynard Keynes; the Kaleckian 
branch, associated of course with Michał Kalecki and Josef Steindl; the 
Sraffian branch, associated with Piero Sraffa, Pierangelo Garegnani, and 
other neo-Ricardians; the Kaldorian branch, associated with Nicholas Kaldor 
and Anthony Thirlwall; and the Institutionalist branch, with authors such as 
Frederic Lee as well as advocates of modern monetary theory (MMT), whose 
policy recommendations rest on detailed analyses of monetary institutions. 
While there are differences of emphasis between these various branches, one 
could argue that they all agree about the principle of effective demand and the 
importance of historical time.

The SFC approach is usually associated with the Kaldorian branch, 
since Godley was a long-time friend of Kaldor and had been brought to the 
University of Cambridge by Kaldor. Moreover, Godley’s ideas on monetary 
economics, international trade, and pricing theory were all very close to those 
of Kaldor, and his views on the balance-of-payment constraints were similar 
to those of Thirlwall, who was also considered a Kaldorian economist as he 
had been influenced by Kaldor’s views on regional economics and technical 
progress.

It is possible to argue, however, that Godley’s economics and his stock-flow 
consistent approach also fit well within the Institutionalist branch of 
Post-Keynesian economics. First, Godley’s views of pricing were heavily 
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influenced by those of P.W.S. Andrews, who was his tutor at Oxford 
University. Godley himself published on pricing theory (Coutts, Godley, 
and Nordhaus 1978), entertaining views of cost-plus pricing and normal-cost 
pricing that are in the spirit of Institutionalist Post-Keynesians such as Lee 
(1998). In addition, the analysis of flow-of-funds accounts is part of the 
Institutionalist tradition and was emphasized by some Post-Keynesian authors 
close to the Institutionalist tradition.

While some scholars would put Minsky in the Fundamentalist camp, 
Whalen (2013) places him within the Institutionalist branch, insisting that his 
own view of PKI draws heavily on the contributions of Minsky. But Minsky, 
because of his concern with the details of the financial system, has also shown 
on several occasions that he paid attention to the stock-flow consistency most 
closely associated with the Kaldorian camp. One can provide a long list of 
statements to that effect, including the following:

• “One way every economic unit can be characterized is by its portfolio: the 
set of tangible and financial assets it owns and the financial liabilities on 
which it owes.” (Minsky 1975, 70)

• “Inasmuch as the effective demand for current output by a sector is 
determined not only by the current income flows and current external 
finance but also by the sector’s cash-payment commitments due to past 
debt, the alternative interpretation can be summarized by a theory of the 
determination of the effective budget constraints. The economics of the 
determination of the budget constraints logically precedes and sets the 
stage for the economics of the selection of particular items of investment 
and consumption.” (Minsky 1975, 132)

• “An ultimate reality in a capitalist economy is the set of interrelated 
balance sheets among the various units. Items in the balance sheet set up 
cash flows.” (Minsky 1975, 118)

• “The structure of an economic model that is relevant for a capitalist 
economy needs to include the interrelated balance sheets and income 
statements of the units of the economy. The principle of double entry book-
keeping, where financial assets are liabilities on a balance sheet and where 
every entry on a balance sheet has a dual in another balance sheet, means 
that every transaction in assets requires four entries.” (Minsky 1996, 77)

The last quote above underlines the quadruple-entry principle that was iden-
tified earlier as the fourth accounting feature of the SFC approach. All these 
quotes show that Minsky was concerned with an adequate understanding of 
the relationship between the flow of payments arising from the accumulated 
stocks of assets and debts. He was fully aware of the budget constraints and the 
constraints imposed by the relationships between the various balances. A key 
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insight of Minsky, besides the claim that banks and other agents get euphoric 
after a period of tranquility, was that balance sheets are interrelated and give 
rise to cash commitments; this can best be represented within an explicit SFC 
framework.

It is fitting that many SFC models purport to represent and illustrate Minsky’s 
financial fragility hypothesis, since the SFC approach allows integration of the 
real and financial systems. Minsky himself sets up a complete balance-sheet 
matrix in Delli Gatti, Gallegati and Minsky (1994). One may wonder if he had 
been influenced at the time by Godley’s work, since Minsky and Godley were 
then together at the Levy Economics Institute. But the interest in balance-sheet 
relations was already there (as indicated by the quotes from the 1970s above). 
In fact, it was at Minsky’s encouragement that his student, L. Randall Wray, 
who was to become the main advocate of MMT and whose work has also long 
been associated with the Institutionalist and Post-Keynesian traditions, made 
extensive use of balance sheets in a chapter of his doctoral thesis, which was 
later published as Money and Credit in Capitalist Economies (Wray 1990).

Another Post-Keynesian and Institutionalist author who was clearly con-
cerned with stock-flow consistency is Alfred Eichner, whose work is unfor-
tunately often overlooked. In his synthesis of Post-Keynesian economics, 
Eichner (1987, chapter 12) presents the endogeneity of money, the creation 
of loans, as well as clearinghouse and central bank operations through 
a balance-sheet approach, where he makes a distinction between the financial 
sector and two non-financial sectors. Eichner explicitly ties his approach to the 
flow-of-funds approach and to the work of Godley and Cripps (1983). That 
Eichner (1976) was also within the Institutionalist tradition is obvious from 
his work on pricing theory and the megacorp, for which he is best known; in 
addition, it can be ascertained from the subtitle of his book of essays, Essays in 
Post-Keynesian and Institutionalist Theory (Eichner 1986).

Eichner insisted that one must go beyond the standard national income 
and product accounts, by adding flow-of-funds accounts and the analysis of 
balance sheets. Flow-of-funds analysis is presented as early as chapter 2 of 
his monumental 1987 book, right after an introduction to national income 
accounts. In that book, Eichner (1987, 810–838) devotes nearly 30 pages to 
flow-of-funds analysis, with more than a dozen tables reproducing the conse-
quences of various decisions by economic agents. The very first of these tables 
(Eichner 1987, 811) illustrates the quadruple accounting entry principle. The 
intent of Eichner in presenting this method is clear. He wants to convince his 
readers that “the amount of funds available to finance investment depends far 
more on the lending policies of the banks, including the central bank, than on 
the willingness of households to forego consumption” (Eichner 1987, 138). In 
his assessment of Eichner’s work on monetary theory, Davidson (1992, 189) 
points out that Eichner “almost alone among economists—recognized that 
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the flow-of-funds approach provides a much more useful analytical tool for 
explaining economic processes than the national income accounts.”

The Link with Earlier Institutionalists

In his recommended readings, Eichner (1987, 108) refers to the research of 
Morris Copeland (1952) and that of Jacob Cohen (1972)—the latter assess-
ing how the work of Copeland had stood the test of time. This confirms that 
Eichner was attempting to put together a synthesis of Cambridge Keynesian 
economics and Institutionalist economics, as we shall now see.

It is well-known that the study of flow of funds in the United States 
(US) started with the work of Copeland, which he called moneyflows. 
What is perhaps less known is that Copeland considered himself to be an 
Institutionalist, perhaps in the tradition of Wesley Clair Mitchell. As James 
Millar (1996, 83) puts it, “Copeland and Mitchell clearly belong to the same 
broad branch of American Institutionalist thought of the twentieth century, and 
they have been parallel influences in the development of a more quantitative 
and scientific economics.” Most American proponents of financial-flows 
analysis were heterodox economists, associated more or less closely with 
(original) Institutionalism.5 For instance, in the preface to his huge handbook 
on flow-of-funds analysis, John Dawson (1996, xxix), who was a student of 
Copeland, says that “the book will reveal me as an institutionalist, practical 
in orientation, and skeptical of economic doctrine.” Dawson (1996, 5) criti-
cizes Neoclassical economics, claiming that it “behaves as if the way toward 
improved economic understanding is to combine more and more theory with 
less and less fact.” Dawson (1996, 5) further points out that “the acceptance of 
... flow-of-funds accounting by academic economists has been an uphill battle 
because its implications run counter to a number of doctrines deeply embedded 
in the minds of economists,” and he adds that Copeland, who is considered to 
be the inventor of flow-of-funds accounts, “was at pains to show the incompat-
ibility of the quantity theory of money with flow-of-funds accounting.”

Similarly, Millar (1996, 85) claims that “Copeland always proudly pro-
claimed his commitment to institutionalism. For this reason, and because of his 
unswerving adherence to a neutral science point of view, Copeland has never 
been fully accepted into the mainstream of economics. Ironically, neither is 
Copeland fully recognized today as an institutionalist.” Indeed, the subtitle 
of Copeland’s (1958) collected papers is The Testament of an Institutionalist. 
Copeland could also almost be recognized as an early radical Post-Keynesian. 
First, Copeland had a full-scale battle against the equation of exchange and the 
quantity theory of money, just like Post-Keynesians, including Kaldor, went to 
war against monetarism and the assumption of exogenous money. In addition, 
Copeland argued that Keynes’s General Theory was more of a reformation 
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than a revolution and that “the changes Keynes introduced represented mod-
ifications of neoclassicism, not its rejection.” Millar (1996, 90) also recalls 
that “in the late 1950s Copeland frequently suggested in his graduate course at 
Cornell University that Keynes was being brought back into the neoclassical 
church.” This assessment is nearly identical to the one made by Kaldor (1982, 
21) many years later, when he argued that Keynes’s solution “was a modifica-
tion of the quantity theory of money, not its abandonment.”

There are, no doubt, several other links between flow-of-funds analysis 
and Institutionalists or PKI. One link I know of is the work of James Earley, 
from the University of California, Riverside. I was in touch with Earley in the 
mid-1980s, as a consequence of my analysis of endogenous money. Earley 
sent me some of his writings, including a 1976 paper he published with Robert 
Parsons and Fred Thompson, which was reproduced in the flow-of-funds 
handbook edited by Dawson. As well expressed in their introduction,

[T]he major theses of this paper are two: First, in a modern financial economy 
such as the US, changes in credit flows are the primary financial variables causing 
changes in total money spending on goods and services. Second, in such an 
economy changes in the money stock as commonly defined play only a secondary 
role. (Earley, Parsons, and Thompson 1996, 156)

This was clearly an attack on monetarism, and relied on the use of 
a flow-of-funds analysis.6

INSTITUTIONAL EXEMPLARS OF THE SFC 
APPROACH

Macedo e Silva and Dos Santos (2011, 106) claim that

institutionally rich stock-flow consistent (SFC) models—i.e. models that identify 
economic agents with the main social categories/institutional sectors of actual 
capitalist economies, thoroughly describe these agents’ short period behaviour, 
and consistently model the “period by period” balance sheet dynamics implied 
by the latter—are … a crucial contribution to the consolidation of the broad 
post-Keynesian research programme.

At the time, Macedo e Silva and Dos Santos feared that many Post-Keynesians 
remained skeptical about the worth of SFC models despite their observation 
that the SFC approach was an active area of research in Post-Keynesian eco-
nomics. This section attempts to provide some additional arguments to those 
who would still show some reluctance to accept the worth of this approach. To 
do so, we shall only provide exemplars of the balance-sheet matrix, assessing 
how financialization has affected the representation of the financial system and 
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its relationship with the real economy. This seems to be an appropriate goal 
because, in his review of Godley and Lavoie (2007), Taylor (2008, 643–644) 
questioned whether the SFC approach could handle the main features of finan-
cialization and its financial innovations, which became known as the shadow 
banking system.

While it is always easier to propose a balance-sheet matrix that takes into 
account the main financial institutions than it is to actually build the corre-
sponding SFC model and get it to run, the design of the appropriate stock 
matrix is not necessarily an obvious task. Different scholars have come up with 
different setups, depending on their understanding of the mechanisms under-
neath the various institutions of the shadow banking system. Indeed, as long 
as one does not yet try to get a full model going, one can create as complicated 
a balance-sheet matrix as one wishes.

A First Attempt following the Subprime Financial Crisis

Right after the subprime financial crisis, I tried to design a simple stock-matrix 
representation of the financial system that had led to the crisis. Table 11.3 
reproduces exactly the balance sheet matrix that can be found in Lavoie (2009) 
and that was presented at the Berlin Keynesian conference in October 2008, 
organized by the Forum for Macroeconomics and Macroeconomic Policies.

At the time, I benefitted from the balance-sheet matrix posted by Gennaro 
Zezza (2008), who introduced housing and mortgages in an SFC model, but 
with two classes of households. Recall that assets carry a positive sign, while 
liabilities carry a negative sign. The peculiarity of my stock matrix compared 
to that of Zezza’s as well as all previous ones is that I consider two sets of 
financial institutions—commercial banks and investment banks, the latter, 
the reader may recall, having run into all kinds of trouble during the subprime 
financial crisis. The investment banks in this representation are the shadow 
banking system. Investment banks don’t grant loans or mortgages, in contrast 
to commercial banks.

The households column shows that while they take on mortgages (MO) to 
finance their homes, they hold demand deposits and term deposits. The invest-
ment bank column shows that investment banks purchase mortgage-based 
securities (MBS), s sets of such securities, each carrying the market-determined 
price ps. To finance these MBS, investment banks are assumed to attract term 
deposits from households, presumably at some desirable interest rate. It is 
assumed, however, that the funds so drawn are insufficient to finance all the 
MBS desired by the investment banks, which are thus forced to engage in 
repo operations (R) with the banks, which grant them funds based on the MBS 
collateral offered by the investment banks.



Table 11.3 A balance-sheet matrix with mortgage-based securities

 Households Firms Commercial 
banks

Investment 
banks

Central 
bank

∑

Productive 
capital

 + Kf    + Kf

Homes + ph.hh     + Kh

Cash   + HPMb  − HPM 0

Advances   − A  + A 0

Deposits + Dh  − D   0

Term deposits + TDh   − TD   

Loans  − Lf + L   0

Repos   + R − R   

Mortgages − MOh  + MO   0

Mortgage- 
based 
securities

  − ps.s + ps.s  0

Net worth − NWh − NWf − NWb − NWib 0 −Kh −Kf

∑ 0 0 0 0 0 0

Source: Lavoie (2009).

A modern guide to Post-Keynesian Institutional economics264

Commercial banks constitute the category that has the most complex design. 
On the asset side, banks hold reserves (HPMh) at the central bank, make loans 
to firms, provide mortgages to households, and furnish collateralized loans 
(repos) to the investment banks. On the liability side, besides the deposits of 
households, it is assumed that banks take advances from the central bank so as 
to hold enough reserves. Banks are assumed to issue mortgage-based securi-
ties, which, in this setup, remain on their balance sheet.

The Analysis of Botta, Caverzasi, and Tori

Another way to represent the shadow banking system is found in the work by 
Alberto Botta, Eugenio Caverzasi, and Daniele Tori (2020).7 They provide an 
assessment of the macroeconomics of shadow banking from a Post-Keynesian 
perspective, starting from an alternative balance-sheet matrix, shown here in 
Table 11.4. An obvious difference from the previous stock matrix is that the 
household sector is split into two categories—the workers and the rentiers. As 
in Table 11.3, there are two kinds of financial institutions, which Botta and 
his co-authors call commercial banks and financial firms, the latter taking the 
role of investment banks. There are also many other similarities. For example, 
commercial banks make collateralized loans (the repos) to the investment 



Table 11.4 An alternative balance-sheet matrix

Workers Rentiers Firms Commercial 
banks

Investment 
banks

Central 
bank

∑

Capital   + Kf    + Kf

Homes + ph.hh      + Kh

Cash    + HPMb + HPMib + HPM 0

Deposits + D   − D   0

Mortgages − MO   + (1−z)MO + zMO  0

Loans   − L + L   0

CDO  + CDOr + 
CDOf

 − CDO  0

Repos    + R − R  0

Equities  + E  −Eb − Eib  0

Net worth − NWw − NWr − NWf − NWb − NWib − NWcb −Kh 
−Kf

∑ 0 0 0 0 0 0 0

Source: Botta, Caverzasi, and Tori (2020, 168), notation adapted by the author. Reproduced with 
permission of the licensor through PLSclear.
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banks; working households hold deposits at commercial banks; and both kinds 
of banks hold reserves at the central bank.

The main interesting institutional feature of Botta, Caverzasi, and Tori’s 
(2020) stock matrix is the way securitization has been handled. They assume 
that a proportion z of the mortgages is being passed on to the investment banks 
(the financial institutions), thus reducing by a percentage 1−z the amount of 
mortgages left on the balance sheet of commercial banks. This representation 
is more faithful to the way securitization proceeded before the subprime 
financial crisis than what was shown in Table 11.3, since the main purpose of 
financialization was for banks to reduce their capital adequacy requirements 
by removing assets with high capital requirements—the mortgages. In Table 
11.4, the mortgage-based securities are replaced by collateralized debt obliga-
tions (CDOs), which in addition to mortgages could be based on other kinds of 
loans, such as car loans, other consumer loans, credit card loans or corporate 
loans. Here the CDOs are issued by the investment banks, and it is assumed 
that they are purchased by the rentier households and by firms, which are both 
looking for assets with high rates of return.

Botta, Caverzasi, and Tori (2020) also assume that both commercial and 
investment banks issue stock market equities (E), which are purchased by rent-
iers. They could have assumed as well that production firms also issue shares. 
This is a minor issue. There is a more puzzling anomaly in their stock matrix: 



A modern guide to Post-Keynesian Institutional economics266

while the central bank has the reserves of banks on its liability side, the asset 
side is empty. Central banks hold no assets! With the government absent from 
the matrix, as it also was in Table 11.3, the authors should have assumed that 
the central bank provides advances to commercial banks, so as to close their 
matrix in a proper way.

Beyond Botta, Caverzasi, and Tori

As Botta, Caverzasi, and Tori (2020, 167) themselves recognize, their model 
and balance-sheet matrix do not incorporate some institutions that played 
a role in the 2008 debacle. In particular, there are no special purpose vehi-
cles (SPVs), no structured investment vehicles (SIVs), no hedge funds, and 
no money market funds (MMFs).8 However, as long as we don’t intend to 
produce a full-scale SFC model and get it running, we can certainly build 
a balance-sheet matrix that could include all, or at least most, of the actors 
of the shadow banking system. Table 11.5 shows how such a stock matrix 
could look, in an attempt to provide an institutionally rich balance sheet of the 
economy.9

The matrix keeps the innovations introduced by Botta, Caverzasi, and Tori 
(2020), that is, the fact that a proportion z1 of the mortgages that have been 
granted are being dispatched to an SPV, along with a proportion z2 of other 
kinds of loans, such as consumer loans or corporate loans (L). All these dis-
patched loans are then securitized and issued as asset-based securities (ABS) 
or collateralized debt obligations (CDOs). The SPVs could also transform the 
loans into short-term securities, but this has mostly been done by SIVs, or 
conduits, thus acting as pure financial intermediaries by financing their pur-
chases of ABS and CDOs by issuing asset-based corporate paper (ABCP), the 
rate of return of which is lower than that of the longer-term ABS. The ABCP 
was purchased mainly by money market funds and firms disposing of excess 
liquidity and in search of higher yields than those of government treasury 
bills. The shadow banking system is thus based on an appropriate structure of 
interest rate differentials.

The appearance of money market funds is an innovation of Table 11.5 
relative to previous stock matrices. They attract funds provided by firms and 
households; hold a series of assets (bank deposits, treasury bills, corporate 
paper issued by firms in need of funding, and asset-based corporate paper); 
and provide repos (R) to investment banks. Also, in contrast to previous stock 
matrices, the balance sheet matrix of Table 11.5 includes the government 
sector, which issues treasury bills. These, being safe assets, are purchased by 
most financial institutions and by producing firms. Finally, we can see that the 
central bank also holds government bonds and provides advances to the com-
mercial banking system; on its liability side, the central bank provides deposit 
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accounts to the government and to commercial banks, on top of providing cash 
to the household sector. This shows that it is not overly difficult to build a rel-
atively complex balance-sheet matrix, which provides a detailed institutional 
picture. The challenge would be to create and run an SFC model based on such 
a large number of assets and liabilities.

CONCLUSION

In this chapter, I have described the main characteristics of the stock-flow 
consistent (SFC) approach advocated by Godley (1999a) and Godley and 
Lavoie (2007). I have provided a short history of the approach and reviewed 
some of the controversies that the name of this approach has generated. I have 
discussed how the SFC approach is related to a number of Post-Keynesian 
writers, in particular those who have a connection with PKI, through their 
use of flow of funds. I have further argued that flow-of-funds analysis was 
endorsed and even created by original Institutionalist authors, and hence one 
could argue that the SFC approach ought to enhance PKI. I have further pro-
vided examples of how a specific institutional feature of modern economies—
the shadow banking system—has been described in different ways through 
the balance-sheet matrix, and how several additional institutional details could 
be incorporated in that matrix. In short, SFC modeling provides a method of 
macroeconomic analysis fully in line with the Post-Keynesian Institutionalist 
perspective and its aim of better understanding the role of financial institutions 
in real-world capitalist economies.
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NOTES

1. See Cambridge Journal of Economics (n.d.).
2. Dos Santos (2006) and Godley and Lavoie (2007) recall previous works that 

could be said to have been in this tradition.
3. Whalen (2013, 18) also recalls that Tobin, just like Godley, emphasized the need 

to check the balance sheets of households, firms, and the government.
4. The same could be said about numerous SFC models constructed by Peter 

Flaschel and his many collaborators, as they contain Neoclassical assumptions, 
such as exogenous money. Some of their models, however, are barely distin-
guishable from Post-Keynesian models.

5. By original Institutionalism, I mean Institutional economics in the tradition 
of Thorstein Veblen, John R. Commons, Wesley Mitchell, Walton Hamilton, 
John M. Clark, and other early Institutionalists, a tradition that differs consid-
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erably from much of today’s more mainstream-oriented “New” Institutional 
economics, which often traces its roots to the work of Douglass North and Oliver 
Williamson.

6. Earley had some influence on Robert Pollin, a young colleague at the time, and 
a radical Post-Keynesian, who cited Earley’s papers of the 1980s. As an aside, it 
should be said that Earley did not fully manage to get rid of the orthodox view 
of the money supply process, still believing that reserves were a constraint on 
the creation of bank loans, thus explaining money endogeneity through financial 
innovation and the existence of liability management instead of reverse causa-
tion, as would Kaldor and Godley. This modification of exogenous money theory 
was called structural endogeneity by Pollin (1991) and it initiated the struc-
turalist versus horizontalist controversy on the money supply process among 
Post-Keynesians.

7. Sawyer and Veronese Passarella (2017) have a similar balance-sheet matrix, but 
with a simplified list of assets.

8. Caverzasi, Botta, and Capelli (2019), however, do include special purpose vehi-
cles and mutual funds to commercial banks and investment banks.

9. The conception of the matrix has benefitted from extensive discussions with 
Mehmet Uluğ, a visiting doctoral student from the University of Siena.
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12. The market for labor in 
Post-Keynesian Institutionalism: 
a theoretical framework
Eduardo Fernández-Huerga

INTRODUCTION

Labor economics has occupied an important place within Institutional eco-
nomics since that tradition’s earliest days. Drawing on Kaufman (2004), it 
is possible to identify four generations within labor Institutionalism, broadly 
defined. The first generation includes authors such as Beatrice and Sidney 
Webb, Richard Ely, Selig Perlman, Wesley Mitchell, John R. Commons, and 
Thorstein Veblen, who often brought a historical perspective to their work 
and occupied a prominent place in economic thought through the 1930s. The 
second generation, which focused mainly on the “web of rules” that structure 
labor market outcomes, dominated the scene during the 1940s and 1950s, and 
included Richard Lester, John Dunlop, Clark Kerr, Lloyd Reynolds, Charles 
Myers, Lloyd Fisher, Arthur Ross, and Robert Livernash. The third generation, 
of the 1960s and 1970s, explored structural unemployment, crafted employ-
ment and training policies, developed dual labor market theory, and high-
lighted overlaps with Post Keynesian economics; it includes economists such 
as Charles Killingsworth, Ray Marshall, Michael Piore, Peter Doeringer, Barry 
Bluestone, and Eileen Appelbaum (for more on that generation’s work on dual 
labor markets, see Ramstad 1993). Finally, the fourth generation, which has 
developed since the 1980s, includes various authors including Deborah Figart, 
Oren Levin-Waldman, Paul Osterman, and Thomas Kochan, whose work has 
often intersected with gender studies, political science, industrial and labor 
relations, organizational studies, and human resources management.

Although it is possible to find various common elements of methodology 
and content in the work of the four generations, the idea still persists—
especially among mainstream economists—that the main link within and 
across the generations lies in the rejection of orthodox economic theory, not 
in the development of Institutional theory. Taking a more sanguine view, 
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Kaufman (2004) argues that labor Institutionalists are united by shared norma-
tive commitments on how theory should be constructed. To be sure, Kaufman 
acknowledges Institutionalists’ rejection of the traditional microeconomic 
model of demand and supply in competitive markets, but he also identifies 
six other intellectual links that connect the four generations: (1) emphasis on 
the analysis of persistent “imbalances,” such as involuntary unemployment or 
wage and occupational differences; (2) acceptance of the view (held by Keynes 
as well as the Institutionalists) that the labor market is not self-balancing, and 
that its function is not to set a single wage rate that determines the level of 
employment; (3) the idea that an alternative theory must start from models 
of the behavior of individuals and companies that are more realistic than the 
orthodox models; (4) the idea that any theory about the labor market should 
emphasize identifying the institutions that determine what happens in the labor 
market; (5) the belief that an alternative theory must be multidisciplinary; and 
(6) commitment to a humanistic set of welfare criteria that includes efficiency 
but also other ethical goals.

Employment and unemployment also occupy a central place in Post 
Keynesian economics, but Post Keynesians have not devoted much attention to 
developing a consistent framework for labor market analysis. In large part, that 
is because Post Keynesians have focused on the study of employment from the 
macroeconomic level, leaving in the background microeconomic labor-market 
issues (King 2002). In fact, for many Post Keynesians the labor market “does 
not truly exist” (Lavoie 2015, 275), by which they mean that it is “not a true 
market” (Appelbaum 1979, 39) in the sense that wages and employment levels 
are not determined simultaneously by a process of price adjustment. According 
to the Post Keynesian approach, employment and wages are influenced by 
different considerations and determined separately (King 1990).

Despite some Post Keynesian skepticism about the notion of a labor market, 
efforts to integrate Institutionalist and Post Keynesian approaches to the study 
of labor and employment are not new. In fact, Appelbaum (1979) pointed in the 
direction of a Post-Keynesian Institutionalist labor framework several decades 
ago when she proposed combining the basic principles of Post Keynesian 
economics in the field of labor demand with the Institutionalists’ contribu-
tions on labor supply via their theory of labor market segmentation. It is also 
possible to find research publications that could easily be classified as labor 
economics from a Post-Keynesian Institutionalist perspective. For example, 
although no express reference was made to Post-Keynesian Institutionalism 
(PKI), the “anthropogenic” or “human development” approach to labor eco-
nomics proposed by Eichner (1979) can be considered—with respect to both 
methodology and content—one of the first and most solid contributions in this 
ambit. Moreover, Seccareccia (1991) explicitly outlined a Post-Keynesian 
Institutionalist model of the labor market, which relies on the Institutionalists’ 
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segmentation approach on the labor demand side and Eichner’s (1979) anthro-
pogenic approach on the labor supply side.

Today, growing interest in PKI underscores the value of building 
a Post-Keynesian Institutionalist framework for the labor market. Thus, this 
chapter seeks to sketch the main elements of such a framework. Because such 
a theoretical construction must be consistent with the ontological and epis-
temological foundations of PKI, its starting point must be a holistic, organic 
vision of reality. There must also be recognition that fundamental uncertainty 
is ever-present, and that reality is transmutable (evolutionary), owing to such 
factors as human agency, conflict, and power (Brazelton and Whalen 2011; 
Lawson 1994). In this context, the goal of theorizing is to find the causal 
mechanisms (associated with the tendencies or powers that govern the flow of 
events in an open system, not with universal laws) that underlie the observed 
phenomena and can explain their existence and evolution. Moreover, in the 
search for causal explanations, special attention should be paid to the interac-
tion between institutions and human agency.

Given that what happens in the labor market—and in the workplace in 
general—implies a relationship between individuals and employers, especially 
corporations, the Post-Keynesian Institutionalist labor market framework must 
include a model of the behavior of those economic agents that fits with the 
foundations of PKI. For example, the behavior model of human beings must 
recognize that individuals have limited cognitive and reasoning capacities 
and that they act and make their decisions in a world subject to the presence 
of uncertainty. Similarly, an alternative approach to business enterprise is 
necessary—one that not only fits with the Post-Keynesian Institutionalist 
vision of human beings, but that also highlights firms’ internal organizational 
structure and recognizes the diversity of activities that firms undertake in an 
uncertain environment.

The rest of this chapter develops a Post-Keynesian Institutionalist con-
ception of the labor market along the lines just described. At the same time, 
the exposition is organized in a manner that parallels how such an analysis is 
usually approached in conventional economics. In other words, we examine 
labor supply, labor demand, and then the labor market as a whole.

LABOR SUPPLY

The Relationship between Human Motivation and the Conception of 
Work

We begin by examining what motivates people to offer their labor and what 
they receive in return. The Neoclassical model approaches labor supply deci-
sions within a framework guided by a single purpose: utility maximization. In 
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pursuit of that end, humans are confronted by work that is believed to generate 
a loss of utility (Budd 2011), but that also provides income, which enables 
a gain of utility through future consumption.

The construction of an alternative vision of labor supply should be based 
on a more realistic concept of human beings and their motivation, along with 
a more complete vision of what work can contribute to individual well-being 
(Fernández-Huerga et al. 2017). PKI is associated with a more complex 
motivation model (Fernández-Huerga 2008; Hodgson 1988; Lavoie 2015). It 
recognizes that human behavior is directed toward the satisfaction (in contrast 
to maximization) of several differentiated—and more or less hierarchical—
goals, which are linked to the full range of human needs and wants (Lutz and 
Lux 1979; Hodgson 1988; Lavoie 2015). Because goals are driven by various 
purposes and values, they might not be substitutable and are often difficult 
to compare, especially in any rigorous and quantitative manner (Lutz and 
Lux 1979; Reisman 2002; Lavoie 2015). Further, individuals identify needs 
and wants—and determine what is satisfactory—by means of cognitive pro-
cesses that are conditioned by their socio-institutional environment (Hodgson 
1988; Simon 1979). Some human aims are of a material nature (i.e., their 
satisfaction implies the consumption of goods and services), but others are 
of a non-material nature, both personal and social (Eichner 1979; Lutz and 
Lux 1979; Maslow 1954; Reisman 2002). The latter are not satisfied through 
consumption, but through some kind of action, that is, by means of “doing” or 
“interrelating” with others.

Thus, PKI conceives of work as something that can bring various returns 
to an individual (Budd 2011; Eichner 1979; Fernández-Huerga et al. 2017; 
Kaufman 1998; Spencer 2006; 2011). It provides an income and, therefore, 
a means of meeting material needs. In addition, it can satisfy non-material 
needs, such as personal development, self-esteem, social belonging, pur-
poseful activity (which connects with the Veblenian notion of “instinct of 
workmanship”), and approval or appreciation from others. It also provides 
a way to use and maintain acquired capabilities, as well as to develop new ones 
(Appelbaum 1979; Eichner 1979; Spencer 2006).

The Individual Contribution to Work

Another dimension of labor supply is what a worker actually contributes when 
performing work activity. Perhaps the most obvious contribution of a worker 
is his/her time. But PKI does not assume that this contribution is a result of 
choices made freely and voluntarily, guided by personal desires, and situated 
in a context in which one has full discretion (Spencer 2015). To the contrary, 
in the real world the length of the working day, like any other feature of 
a work relation, is the result of some type of “negotiation” (explicit or implicit) 
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between an employer and employee, conditioned on the distribution of power 
and the prevailing institutional environment (Lavoie 2015; Robinson 1937; 
Spencer 2006). The institutional framework conditions the process of deter-
mining the working day; it shapes choices on the length of the working day by 
determining what is legal, acceptable, normal, and legitimate, and what is not.

Individuals engaged in work also contribute their knowledge and skills—in 
other words, they contribute their competences and productive capabilities. 
This may seem similar to the idea put forward in the theory of human capital, 
according to which individuals contribute their skills. However, both the origin 
and nature of these capabilities are different from those assumed by orthodox 
economics.1 The competences that individuals provide can be of different 
types but, in general, they are usually a matter of knowledge as well as intel-
lectual and practical skills (Eichner 1979; Nelson and Winter 1982). Thus, 
PKI must consider how the cognitive process develops in the real world. In 
a world characterized by the presence of fundamental uncertainty and humans’ 
cognitive limitations, the formation of knowledge and the learning process 
are—at least in part—social acts, which require habits of thinking as well as 
interpretations conditioned by the institutional environment (Hodgson 1997). 
In this context, individuals form knowledge and acquire competencies through 
social affiliation (such as family, school, and employment organizations) 
(Eichner 1979; Hodgson 1998a; 2003).

An additional type of work contribution is effort. In orthodox economics, 
effort is often seen through the lens of a narrow conception of both human 
motivation and the content of work: work provides disutility and motivation 
appears to be guided by the selfish principles that define moral risk or oppor-
tunism. This leads to a portrayal of workers as necessarily lazy, spiteful beings 
(Spencer 2011), who will surely shirk in the absence of adequate control 
mechanisms. In contrast, PKI highlights three observations. First, it is a distor-
tion of reality to believe that workers will always strive to reduce their efforts 
or that they will behave spitefully (Spencer 2011); we cannot even assume 
that workers’ goals will necessarily conflict with those of the firm. Second, 
although wages can play an important role in uniting worker and employer 
interests, remuneration is not the only external incentive, and external stimuli 
are not the only engines of human motivation (Eichner 1979). Third, both an 
individual’s needs and wants and their aspirational intensities are products of 
cognitive, culturally conditioned processes (Hodgson 1988; Kaufman 1989); 
this opens the possibility that a business, through its web of institutions, can not 
only establish the effort level considered appropriate for a given job, but also 
influence worker motivation and, consequently, shape work effort (Hodgson 
1988; Kaufman 1989; Lavoie 2015; Nelson and Winter 1982; Seccareccia 
1991). In fact, shirking is meaningless and cannot occur without the existence 
of work rules and norms (Fleetwood, 2017).
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The Process of Decision-making Regarding Labor Supply

Just as consumption decisions cannot be addressed without reference to the 
available goods and services, labor supply decisions cannot be addressed 
without reference to the available jobs. Individuals offer their “work” (time, 
competences, and effort) in exchange for certain benefits encapsulated in jobs. 
The attributes and benefits of employment have various dimensions that may 
affect, in different ways, a person’s needs and wants. For example, in addition 
to remuneration, work hours, and the effort required, these attributes may 
include opportunities to achieve personal growth, forge social relations, and 
acquire and develop new skills (Spencer 2015).

This multidimensional nature of jobs should be linked to the human moti-
vation structure. However, as we have noted, each individual has a set of 
differentiated needs and wants, some of which are given a higher priority than 
others at any moment in time, and endeavors to satisfy them through work and 
other activities. Thus, there is normally no simple and direct relation between 
what an individual seeks and what can be offered by different jobs; instead, 
there is a much more complex interrelation.

PKI points out that these decisions tend to be made using some kind of 
lexicographic criteria (Lavoie 2015; Lutz and Lux 1979); that is, each attribute 
is evaluated more or less separately and sequentially, according to the order 
derived from the structure of priorities that characterizes the motivation of 
the individual. This order should not be considered perfect, consistent, or 
stable; after all, identifying priorities is a cognitive process, conditioned by 
the limitations of the human being. Furthermore, the individual constructs for 
each job attribute a level of aspiration that allows him/her to distinguish what 
is satisfactory from what is not (Hodgson 1988; Lavoie 2015; Simon 1979). 
Since these levels of aspiration depend on the evolving knowledge that indi-
viduals develop about what is desirable or achievable, they are not exogenous 
or static. Rather, they have an adaptive nature and depend, for example, on an 
individual’s previous experiences and on the results obtained by other individ-
uals in one’s reference groups (Hodgson, 1988; Kaufman 1989; Lavoie 2015; 
Simon 1979).

In the case of labor-supply decisions, the wage rate is usually considered 
a high-priority job attribute. One of the first aims of a labor-supply decision is 
generally to obtain a satisfactory level of remuneration. Once a particular job 
provides a satisfactory wage, it may be that an individual would then turn his/
her attention to other job attributes. This is not to say that the individual does 
not want a higher wage; it simply means that the ranking of this attribute within 
his/her list of priorities has been overtaken by attributes that fulfill other needs.

Another relevant issue is that labor supply decisions are subject to the pres-
ence of fundamental uncertainty. Post-Keynesian Institutionalists recognize 
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that individuals do not know all the available jobs, the full range of job attrib-
utes, or how such attributes will evolve in the future. Furthermore, individuals 
also do not have perfect knowledge about their own needs and wants and how 
they will change over time.

The presence of uncertainty has multiple consequences for labor-supply 
decisions, of which we will mention three. First, these decisions depend not 
only on knowledge that has been constructed, but also on the trust placed in an 
individual’s knowledge and expectations (Dequech 1999; Fernández-Huerga 
2008; Keynes 1936). This assumes that the origin or source of knowledge 
is important for decision-making. Second, any decision-making process is 
accompanied by a certain degree of doubt, which must be overcome (or at 
least temporarily put aside) for a decision to be adopted (Dequech 1999; 
Fernández-Huerga 2008; Keynes 1936). This fact leads us to recognize that 
individuals’ psychological features and emotions play an important role in 
labor-supply decisions (just as they do in the case of investment decisions) so 
that, for example, there may be some individuals more predisposed than others 
to changing jobs. The third consequence is that the presence of fundamental 
uncertainty is ontologically linked to an open conception of reality. In this 
context, a recognition that reality is transmutable and that the future is yet 
to be created means incorporating the possibility that economic agents will 
be creative and even try to influence their environment (Dequech 2006). In 
other words, individuals are not necessarily limited to offering their work and 
choosing among available job options; they can also try to create new options 
or modify existing ones, either by taking action on their own or by seeking to 
alter the existing institutional framework.

Finally, it is necessary to note that human beings are not constantly making 
calculations and decisions with regard to their labor supply, nor do they con-
stantly offer their work (that is, seek new job opportunities) with the same level 
of intensity. Indeed, normally an individual only “offers himself/herself” on 
the job market, at least in an active way, under certain circumstances, such as 
when he/she is unemployed or when his/her needs or aspiration levels change. 
Ultimately, people offer their labor when the work-related part of their needs 
and wants is not fulfilled in a satisfying way. In addition, we may consider that 
an individual sometimes “offers himself/herself” for certain jobs in a passive 
way; this often takes place in internal labor markets, where, according to the 
internal rules and procedures that govern the assignment of individuals to jobs, 
simply occupying a particular job can be interpreted as a worker’s availability 
for jobs higher in the organizational hierarchy (Fernández-Huerga et al. 2017).



A modern guide to Post-Keynesian Institutional economics280

LABOR DEMAND

The Firm as a Combination of Competences

A Post-Keynesian Institutionalist analysis of labor demand should explain the 
causal processes and determinants of employers’ decisions about seeking and 
hiring workers. Since most of those decisions are adopted in organizational 
environments, particularly in firms, it is necessary to begin with a theoretical 
approach to the firm consistent with the fundamentals of PKI. In particular, 
competences-based theories of the firm provide a useful theoretical frame-
work. The compatibility between such theories—associated with the so-called 
“capabilities approach” to firms—and several branches of non-mainstream 
economics (specially Institutional, Evolutionary, and Post Keynesian econom-
ics) has been emphasized recently by several studies (Dunn 2000; Foss 1997; 
Hodgson 1998b). Further, this view of the firm—which places knowledge and 
the learning process at the heart of the characterization of the organization—
connects with the anthropogenic approach proposed by Eichner (1979), as well 
as with a proposal by Piore (1979; 1995) that calls for grounding labor market 
analysis in cognitive psychology, and with efforts to use labor market seg-
mentation theory to explain real-world training processes (Gray and Chapman 
2004).

According to the capabilities approach, a firm can be considered a system-
atically arranged combination of competences or productive capabilities of 
different types (Foss 1993; Hodgson 1998b; Nelson and Winter 1982; Teece 
2007). One part of these competences consists of the capabilities contributed 
by the individuals who work for the firm; another part is contributed by the 
“institutional content” of the firm; and a third part is contributed by the organ-
ization’s physical capital. All of these productive competences are interrelated 
and interdependent (Nelson and Winter 1982).

The competences that individuals contribute may be of many kinds, but most 
of them are a matter of knowledge and skills, both practical and intellectual 
(Nelson and Winter 1982; Teece 2007), which supposes that the generation 
of these competences is conditioned by the institutional environment working 
in conjunction with individuals’ cognitive systems. A part of this knowledge 
and skills is acquired by individuals outside the firm—mainly through the 
educational system and the socialization process to which they have been 
exposed. But there is another part of the competences which is acquired in the 
enterprise itself, through experience, learning by doing, and interaction within 
the organization with other individuals and with the group as a whole (Teece 
and Pisano 1994).
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A firm’s full system of competences constitutes the ensemble of factors at 
its disposal to carry out its activities. Some of these activities are “external” 
in the sense that they involve other agents and the environment, but other 
activities are of an “internal” nature, given that they affect the elements that 
form part of the firm itself. Among the latter, perhaps the most significant is 
the endeavor to acquire, improve, adapt, and coordinate the firm’s productive 
competences (Hodgson 1998b; Teece and Pisano 1994). All of those activities 
are carried out in real time and in an environment that is transmutable and 
subject to fundamental uncertainty. This means that taking control is highly 
important, whence comes the need to plan strategically (Dunn 2002). Strategic 
planning involves not merely choosing between the different courses of action 
available, but also creating new ones and preparing oneself to face and control 
the impact of unforeseeable events (Dunn 2002).

Starting from this conception of the firm, we identify four basic principles 
or ideas that can characterize the analysis of the demand for labor from PKI 
(Fernández-Huerga 2019), each of which will be examined in turn. They are:

1. Labor demand decisions are linked to the firm’s strategic plans and con-
ditioned by the nature and characteristics of the activities to be carried out 
(in particular by the level of uncertainty);

2. Labor demand appears to be associated with a demand for productive 
competences or capabilities;

3. The competences associated with the demand for labor are embedded in 
human beings, which has various consequences; and

4. The labor demand decision-making process is largely independent of the 
wage-setting process.

The Link between Labor Demand and a Firm’s Strategic Plans

Labor demand decisions must be made before starting or changing production 
(or engaging in other enterprise activities) and decision-making and produc-
tion take (real, historical) time. Therefore, labor demand decisions are gen-
erally linked to a company’s strategic plans, which are normally established 
by the organization’s management team and designed in an environment 
subject to uncertainty. This implies, among other things, that the content of 
these plans (and, therefore, labor demand decisions) are conditioned by the 
competences and psychological traits—which evokes the concept of “animal 
spirits” (Dequech 1999; Keynes 1936)—of those who develop them, as well as 
by their own objectives. Strategic plans also depend on the historical trajectory 
that each company (and/or management team) has followed, since they are 
constructed through a dynamic process dependent upon past experience.
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Labor demand decisions are also conditioned by the nature and charac-
teristics of the enterprise activities to be carried out. That means the level 
of uncertainty plays a key role in planning and gives special importance to 
a firm’s capacity to acquire control over the different factors that could influ-
ence its activities. Since such control is vital to reducing uncertainty, it is not 
surprising that the aim of acquiring control over such factors influences (and 
is reflected in) a firm’s labor demand.2 For example, gaining some control 
over the demand for the firm’s product makes it possible to plan the volume 
of labor demand, thereby reducing labor demand variability; gaining control 
over prices reduces the impact of variations in labor costs, thereby giving firms 
more opportunity to set high wages and offer wage increases as necessary to 
attract good workers; and gaining control of innovation assists in planning for 
the productive competences of workers that will be required to carry out the 
firm’s activities.

Labor Demand and Demand for Productive Competences

To carry out strategically planned activities, firms require different productive 
competences, some of which are contributed by individuals. Hence, labor 
demand appears to be associated with a demand for productive capabilities. 
Most of these competences are of a cognitive nature (knowledge and skills, 
acquired through some type of learning), and therefore their acquisition is 
conditioned by the social and institutional environment (Hodgson 1998a; 
2003) and has a certain context-specific character (Teece and Pisano 1994). 
Further, individual competences tend to expand through use, experience, and 
learning by doing, and to depreciate or disappear altogether if unused (Foss 
1993; Hodgson 1998b; Seccareccia 1991).

Some of the competences that firms need can be acquired by individuals 
outside the organization, but there are others which—owing to the nature of the 
cognitive process and the context-specific character of some competences—
must be created and transmitted internally (Foss 1993; Hodgson 1998b; Teece 
and Pisano 1994; Penrose 1959). This is so because much knowledge cannot 
easily be codified or communicated through the use of language, which 
means its transmission and learning cannot be based upon a process of formal 
teaching. Instead, it is produced through constructed knowledge and imitation 
generated by participation in—and interaction with—the other individuals 
and with the institutional content of the organization (Hodgson 1988), or 
in a process of learning by doing; in other words, this is tacit knowledge. 
Meanwhile, the specialization and dispersion of productive knowledge mean 
that it must be coordinated; in this regard, the set of institutions that are part of 
the firm can prove very useful not just in generating this knowledge, but also 
in coordinating it (Hodgson 1988; Teece and Pisano 1994).
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All of this suggests that a great deal of productive activity within a company 
is directed toward the creation, improvement, and coordination of productive 
competences. This is a process with uncertain outcomes and which takes time, 
a fact that calls for the creation of internal configurations (such as systematic 
configurations of job positions, with more or less organized relationships 
between them) that are capable of producing and passing on these competen-
cies. This idea played an important part in the earliest theoretical explanations 
of internal labor markets and labor market segmentation, which highlighted the 
role of training (and its connections with technology and with uncertainty and 
variability in product demand) as one of the main elements causing segmenta-
tion (Doeringer and Piore 1971; Gray and Chapman 2004; Piore 1975, 1980b; 
Thurow 1975).3

Finally, if a large proportion of the competences that individuals bring to 
work are created or developed through the learning that occurs in performing 
their working activities, this means that the “quality of the labor supply” is 
also interrelated with the number and characteristics of jobs in an economy 
(Eichner 1979). This supports the idea that the supply and demand of labor are 
interdependent.

Competences Embedded in Human Beings

The fact that competences are incorporated into human beings has three main 
consequences. The first is that the firm must design (and, over time, redesign) 
its demand for competences (and the work activities to be carried out) and 
link them to jobs, which may then be assigned to individual employees. In 
other words, the firm becomes an organized system of job positions, each of 
which is associated with one or more tasks or activities to be carried out by the 
employee. The design of the system of job positions is a decision for the senior 
management of the organization, and so it is conditioned by the competences 
of the individuals who work at the management level and is dependent on the 
past.

This design generates a series of relationships among the various job 
positions in the organization and among the positions and the firm’s physical 
capital. Some of these relations are more or less fixed, which imposes a certain 
indivisibility on the productive activity and connects with the view that most 
enterprises tend to be affected by the prevalence of (quasi-)fixed technical 
coefficients of production. Further, the move from a demand for competences 
to a demand for individuals is another source of indivisibility (as an individual 
may have many competences) and can contribute to the accumulation of an 
inventory of competences that gives rise to surplus capacities within the firm 
(Penrose 1959). This connects with the idea that firms frequently operate with 
unused productive capacities.
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A second consequence of the fact that competencies are possessed by human 
beings is that some “effort” is required for the competencies to be deployed. 
An essential element that differentiates “labor” from other goods is that it 
cannot be separated from the individuals who provide it, who bring with them 
their own goals, interests, psychological traits, self-awareness, capacity for 
reflection, values, norms of justice, past, etc. (Seccareccia 1991; Prasch 2004). 
Although PKI does not view workers as beings who will shirk whenever pos-
sible, it also recognizes the possibility of conflict arising between objectives 
of individuals and employers. This gives rise to the need to set up control 
instruments that permit the firm to align workers’ interests with its own, which 
can be achieved, for example, by designing the wage system and/or the system 
of job positions and the rules, procedures, and conventions that guide mobility 
between these positions. It also must be recognized (as we have already noted) 
that the firm, through its institutional content, can influence the setting of the 
level of effort considered normal or acceptable, and can influence the ordered 
configuration of workers’ aims, in order to bring employee behavior and aims 
more closely in line with the interests of the organization.4 This connects 
with the concept of bureaucratic control, which has developed within some 
branches of labor market segmentation theory (Edwards 1979; Gordon et al. 
1982).

The third consequence of this embedding is that labor demand decisions 
require the selection and assignment of specific individuals to jobs. Such 
decisions are taken in a context subject to fundamental uncertainty. Indeed, 
managers responsible for making these decisions do not know all the available 
individuals, their capabilities, and their drive. Thus, such decision-making 
tends to rely on the use of formal rules, informal rules, and norms that make it 
possible to assign workers to jobs despite the fact that knowledge is imperfect.

The presence of uncertainty also means selecting workers depends not 
only on knowledge that can be built up about those individuals, but also on 
the confidence decision-makers have in their knowledge. This means that 
both the source of managerial knowledge and the way it has been constructed 
will influence the decision-making process and its outcomes (Dequech 1999; 
2006). For instance, if the person responsible for making job assignment deci-
sions is faced with a choice between different individuals about which he/she 
knows very little, the manager might choose one worker over another simply 
because the information available comes from personal experience (such as 
the case in which one candidate is already employed by the firm in another 
position) or from persons he/she trusts, such as friends or family members. In 
fact, the opportunity to develop this kind of knowledge and trust is one of the 
arguments favoring long-lasting labor relations and the construction of internal 
labor markets.
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The Independence of Labor Demand and Wage Setting

Since labor demand decisions are linked to a firm’s action plans, those deci-
sions are generally required only when such plans are formed for the first 
time and when the plans change. Managers responsible for such decisions are 
usually not continually making calculations and evaluating possible new hires. 
On the contrary, these decisions are generally taken only at certain times and 
have a relatively lasting effect. Apart from when vacancies arise in an existing 
job position, such decisions tend to arise in a going concern only when chang-
ing enterprise plans require more, fewer, or different productive capabilities—
that is, because of a change in the content or, perhaps more often, in the volume 
of a firm’s activities. Because such business changes are frequently linked to 
variations in expectations about product demand, changes in labor demand are 
commonly associated with the principle of effective demand. According to that 
principle—a fundamental element of Post Keynesian economics—the level of 
employment depends not on the market-clearing power of wage changes, but 
instead on the level of aggregate economic activity.

This fact does not mean that wages and wage variation do not play some part 
in labor demand decisions, but it does mean that they do not play the predom-
inant role that is attributed to them in Neoclassical economics (Appelbaum 
1979; King 1990; Fleetwood 2006, 2014b; Lavoie 2015; Seccareccia 1991). 
In large part, this is because wages in the real world are not determined in an 
impersonal market in conjunction with the amount of labor, as we will demon-
strate further in the next section. On the contrary, wage setting is the result of 
a process of (formal or informal) negotiation of some kind, contingent upon the 
distribution of power between the parties and the influence of the institutional 
framework (Appelbaum 1979; Robinson 1937; Woodbury 1987). Thus, setting 
wage levels occurs in accordance with its own set of “rules of the game” and is 
distinct from determining labor demand.

THE LABOR MARKET: A CONCEPTION CONSISTENT 
WITH PKI

In PKI, there is no clear mathematical relationship between wages and the 
coordination of labor supply and labor demand (Fleetwood 2006). On the 
contrary, the underlying decision-making mechanisms in these areas are much 
more complex and are necessarily conditioned by the institutional environ-
ment. This fact dislodges the cornerstone of the Neoclassical conception of 
interplay between labor supply and demand (Fleetwood 2006; 2014b), which 
is that the interaction between those supplying and demanding labor can be 
reduced to an impersonal relationship focused solely on wages. In fact, in 
reality there is not one all-encompassing labor market; rather, there are labor 
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“markets” with no market-clearing price mechanism and in which complex 
supply and demand interrelationships occur.

From the perspective of PKI, the activities and interrelationships found 
within labor markets are conditioned, regulated, and organized through 
a diverse set of institutions with which labor-market participants interact 
consciously or unconsciously. Further, in the course of their activities, the 
participants contribute to reproducing and/or transforming those institutions. 
To be sure, labor markets cannot be dissociated from their institutional content 
(Fernández-Huerga 2013; Fleetwood 2006; 2011; 2014a; 2017).5 But that 
doesn’t mean that the labor market is exactly the institutions that constitute it, 
in the sense of being reducible to them. As Fleetwood (2014a; 2017) points 
out, a labor market emerges from the institutions that constitute it, becoming 
a specific systematic configuration of those institutions—and that configura-
tion is subject to change over time. Further, the institutions of a labor market 
are not independent from the rest of the institutions of the economic and social 
environment; on the contrary, they are built on, interact with, and evolve from 
those other socioeconomic institutions.

Taking as a starting point the definitions developed by Fleetwood (2014a, 
253; 2017, 99), it can be said that labor markets are specific and systematic 
configurations of institutions, which govern the set of activities and interre-
lations that occur around the exchange of the (quasi-)commodity labor force 
for a wage (among other elements), and upon which the agents that operate in 
them have to draw (consciously or unconsciously) to develop those activities 
and interrelationships (thereby contributing to reproducing and/or transform-
ing those institutions, as well as themselves as agents that act in those markets).

In this context, any attempt to theorize about the labor market has to be 
focused on explaining the activities and relationships that occur in the market 
as well as the interaction between the agents and the market institutions, 
placing emphasis on how these institutions are created, reproduced, and/or 
transformed (Fleetwood 2006; 2011). Moreover, these institutions can arise 
in, and develop their influence on, different areas: within a company, in a type 
of occupation, within a productive sector or industry, in a specific geographic 
area, etc.

Given that any institution has a context-specific character, and therefore 
may vary from one environment to another, the objective of constructing 
a theoretical analysis of the labor market that is fully generalizable loses part 
of its meaning. On the contrary, the area to which the analysis is directed (the 
labor market of a company, a type of occupation, an industry, a country, etc.) 
determines the degree of specificity or generality with which the essential 
features that characterize this phenomenon can be identified (the same is true 
for the identification of differences across time, space, or area of analysis). 
In short, the objectives of labor-market research, and in particular the area to 
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which the analysis is directed, condition the theorizing about the labor market 
that is the object of study.

In PKI, the method of analysis is causal-explanatory, and rests on the utility 
of finding (through retroduction or abduction) “demi-regularities” (Lawson 
1994; 1997) or stylized facts/“ideal types” (Hodgson 1998a) that characterize 
the essence of phenomena, as well as on developing conjectures or hypoth-
eses (Hodgson 1998a; Lawson 1994; Lawson 1997; Tauheed 2013) about 
the structures, interactions, and (deep) underlying mechanisms that explain 
observed results. Thus, it would be useful to have a “guide” to help identify 
the characteristic features of each labor market. To that end, we can ask what 
relationships take place in the labor market and what institutions are necessary 
for the development of these relationships. We can also organize our thinking 
on the matter by drawing a distinction between vertical relationships (those 
that occur between potential employers and employees) and horizontal rela-
tionships (among different potential employees or among employers).

Vertical Relationships in the Labor Market

The main relationship that occurs in the labor market, and the one that gives 
meaning to the existence of any type of market (Fourie 1991; Jackson 2019), 
is the exchange relation. For that reason, it is useful to begin by asking what is 
being exchanged. As a first approximation, the exchange implies the transfer 
of a “labor service,” or, using Fourie’s (1991) terminology, of some kind of 
“right of use.” This leads to recognizing the need for a set of institutions, both 
legal and otherwise, that help determine what exactly is being exchanged and 
that specify and cover the existence and transfer of rights involved. These 
institutions are not independent of the rest of the institutions of the economic 
and social environment. In fact, the integration of individuals in the labor force 
is shaped from birth, progressively, by the set of social environments in which 
they participate (Eichner 1979; Seccareccia 1991). As Fleetwood (2011, 19) 
points out:

Workers are born into a pre-existing world replete with, inter alia, social struc-
tures of class, laws, rules and discourses governing the legitimate and acceptable 
exchange of labor services for wages. These (and other) socioeconomic phenomena 
ensure that laboring activity is a quasi-commodity. And this quasi-commodity, 
labor, is traded in labor markets.

Time, competences and effort
The contribution of individuals at work (or what they “deliver” in exchange) 
focuses mainly on three elements: time, competences, and effort. All these 
contributions are conditioned by the institutions of the labor market.
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The first thing workers contribute is a part of their time. This contribution 
is strongly influenced by the institutional framework of the market, since it 
conditions the power of each of the parties in setting the working day and 
contributes to establishing what can and cannot be chosen in that area. Legal 
institutions often play an important role in determining working hours in many 
countries; however, in some areas it may be that non-legal institutions are more 
relevant, even prevailing over existing laws. For example, some companies 
or work environments may operate under customs that establish that it is 
normal to work ten hours a day, even though the law may permit and perhaps 
even encourage a shorter work day. These institutions are not invariable or 
independent of the actions of labor market participants; in fact, the actions of 
individuals contribute to reproducing and/or transforming existing institutions.

The contribution of productive competences is also conditioned by the full 
set of (legal and other) labor-market institutions. In fact, this occurs in two 
ways. First, the institutional environment affects (as discussed previously) the 
creation and content of competences. Second, institutions help to identify and 
delimit what capabilities or competences, of all those available to individuals, 
can be used by employers (and in what way) and which ones cannot be used. In 
other words, the institutional environment helps define the rights of use that are 
transferred in the labor exchange process. For example, an individual may be 
skilled at performing cleaning tasks, but this does not mean that the employer 
automatically has the right to use these competences in the development of the 
work activity.

Finally, the contribution of effort is also conditioned by the institutional 
environment at least in two ways that we have already mentioned. First, the 
institutional environment conditions the determination of the level of “effort” 
considered “normal,” “acceptable,” or “desirable.” Second, that environment 
can influence both the identification of the needs and wants of each individual 
and the establishment of aspiration levels considered satisfactory.

Wage determination
The realization of an exchange through the labor market requires that the 
employer provide compensation to the worker, and that it includes, in addition 
to other possible elements, a monetary transfer associated with a wage. This 
makes it possible to differentiate the exchange that takes place in the labor 
market from other types of activities, such as the development of a volun-
teer activity. This means that the labor market exchange relationship entails 
a process of determining wages in particular and the attributes and rewards of 
work more broadly.

A wide variety of processes are available for determining wages, including 
some involving formal mechanisms of negotiation and dispute resolution. In 
each labor market, the institutional framework helps to determine the process 
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used, the role different agents have in that process, and how the process takes 
place. The framework also influences the considerations that enter into wage 
determination. For example, wages are at least somewhat dependent on past 
practices; they also contain a certain idiosyncratic character that reflects 
a particular company, occupation, or industry; and, of course, wages are 
conditioned by the distribution of power and by the broader socio-institutional 
environment (Robinson 1937; Appelbaum 1979; Woodbury 1987; Greenwood 
2016).

The fact that wages are, at least in part, a consequence of decisions made by 
those on both the supply and demand sides of the market (decisions developed 
in a context of explicit or implicit negotiation) makes it necessary to take 
into consideration the various elements that mobilize their behavior. On the 
workers’ side, the wage is not the only end that they seek through work; and 
the wage objective is usually to obtain a satisfactory level of remuneration, not 
some optimal, maximum wage. This is a cognitive and adaptive construction, 
the fixation and evolution of which depends on, among other aspects, the wage 
received in the past and on the remuneration received by other individuals 
belonging to the same reference groups. All of this gives relevance to relative 
wages and to worker wage profiles that (tend to) trend upward over time.

On the side of firms, wage decisions are generally not made to maximize 
profits. In a world subject to the presence of fundamental uncertainty, optimi-
zation is not a viable option in most situations (Hodgson 1988, 1997; Lavoie 
2015), profit cannot be considered the only goal that guides company decisions 
(Simon 1979), and all costs and revenues generated by each worker cannot be 
known in advance. All this leads to rejection of the theory of marginal produc-
tivity as the basis for wage determination (Appelbaum 1979; Eichner 1979; 
Gray and Chapman 2004; Greenwood 2016). Instead, wage decisions, like 
the other choices made by companies, can be considered strategic decisions 
(Shapiro and Sawyer 2003), adopted in the pursuit of a set of higher-level 
enterprises goals. From the perspective of PKI, the design of the internal wage 
structure of each company is conditioned by the past and by the routines of the 
organization, as well as by that structure’s influence on the effort extraction 
process and on the process of on-the-job training and acquisition of compe-
tences (Eichner 1979; Piore 1975; 1980a; 1980b). In addition, a firm’s wage 
structure is also conditioned by the influence of external references, mainly 
from other jobs with which there is a relationship within the same occupation, 
industry, or geographic area (Dunlop 1957). Finally, decisions on wages are 
not independent of the possibilities of the company to manipulate the prices 
of its products or to manage the rest of the costs. In fact, the determination 
of nominal and real wages is subject to different influences, since the latter 
depend on forces operating in the goods market, in particular on the ability of 
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firm to set profit margins and manipulate prices (Appelbaum 1979; Eichner 
1979; Seccareccia 1991).

This conception of the process of wage determination is consistent with the 
relative rigidity that wages present in the real world. Once established, wages 
acquire a certain legitimacy or “authority” and tend to remain relatively stable 
over time. This stability helps reduce uncertainty and helps agents to plan and 
make other decisions. This is not to say that wages do not change. In fact, the 
institutional environment also conditions the procedures for wage adjustments, 
regulating when they can be raised and what practices and variations are 
considered normal, fair, or acceptable and which ones are not. But, in the end, 
wages are not designed to adjust to “clear” the market, and even flexible wages 
do not necessarily lead to full employment or even a market “equilibrium.”

Other job attributes and relationships
Of course, the wage is not the only relevant attribute of a job. For example, 
each job incorporates possibilities for the maintenance, development, and 
acquisition of productive competences by the worker, and offers a scope that 
can also satisfy other human needs, both individual and social (Eichner 1979; 
Reisman 2002; Seccareccia 1991; Spencer 2006). As in the case of work 
hours and wages, the institutional environment similarly conditions these job 
features. Further, the institutional environment determines what agents seek 
in these areas. For example, what each worker considers satisfactory in the 
field of social needs is conditioned by his/her past and by the rest of his/her 
social affiliations; therefore, the set of individuals’ previous affiliations tends 
to channel them towards certain affiliations in the workplace (Eichner 1979; 
Seccareccia 1991; Piore 1975; 1980a).

All the above elements influence what employers and workers deliver in the 
exchange relationship. However, labor markets usually also involve other types 
of relationships and perhaps even additional parties. For example, the parties 
could become embroiled in a dispute; as a result, additional relationships may 
emerge as third parties help resolve such disputes and/or monitor workers’ or 
managers’ compliance with the terms of their employment agreement. A care 
relationship could also emerge from concerns about health and safety at work 
(Prasch 2004). And, of course, parties could also develop affective or emo-
tional relationships, resulting in bonds such as loyalty and trust.

Assigning workers to jobs
Decisions about assigning workers to jobs tend to be made by employers. But 
that is not always true; workers sometimes play an important role in making 
these decisions, especially when there is a labor organization that gives 
them power and an institutional environment that permits them to play such 
a role. Either way, labor market allocation is institutionally conditioned, and 
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decisions are affected by not only formal and informal rules, but also by the 
unavoidable reality of uncertainty and power dynamics.

There are two main ways for workers to be assigned to jobs—through the 
use of internal labor markets or through external hiring. When decision-makers 
use an internal labor market, what normally happens is that there is a set of 
“administered rules” (which includes both formal and informal rules) that 
conditions and guides decision-making in this area and that constitutes the 
firm’s “system of promotions or mobility” (Doeringer and Piore 1971). When 
decision-makers hire from outside their organization, they usually do not have 
direct knowledge of the competences and characteristics of the available can-
didates. As a result, decision-makers evaluate the work-related credentials of 
job applicants, sometimes supplementing their evaluation with job interviews 
or skills tests. Personal traits of candidates are also sometimes considered, 
even traits (such as age, sex, and race) that may be illegal to consider in a given 
jurisdiction. In any event, the value judgments underlying both internal and 
external hiring decisions are conditioned not only by the institutional frame-
work within the hiring organization, but also by the sociocultural environment 
of the community in which the firm is located (Fleetwood 2011).

In short, workers are selected and assigned to jobs through a “filtering” 
process that rarely adjusts wages to coordinate labor supply and demand 
(Dugger 1989; Thurow 1975). Instead, the credentials or characteristics 
required to fill job positions are most often adjusted to ensure that essential 
positions get filled. All this means that individuals do not compete for jobs 
through wages, but rather on the basis of their skills, past behavior, credentials, 
contacts, and sometimes even personal characteristics.

Horizontal Relationships in the Labor Market

In the Neoclassical conception of the labor market, horizontal relationships 
are reduced to wage competition. There are no other horizontal relationships 
between the agents involved, and no institutions that regulate those relation-
ships; in fact, any type of additional relationship would be an “imperfection.” 
On the contrary, the conception presented here leads to a different—and 
broader—vision of the horizontal relationships among agents. Indeed, each of 
the vertical relationships that we described in the previous section constitutes 
a space in which workers and/or firms could try to outperform other labor 
market participants.

Horizontal relationships entail, in their very essence, some degree of 
rivalry or competition since, once the exchange is made, other suppliers or 
applicants are excluded. However, this rivalry does not have to occur with the 
same intensity in all cases; in fact, in many areas there are common interests 
within the same group of agents (suppliers and demanders), which can give 
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rise to agreements among them (such as the formation of labor unions or trade 
associations).

Furthermore, in the real world it is common for this exclusion to be more 
relevant among workers (suppliers of labor), mainly for two reasons. First, 
since work is usually a necessary and irreplaceable mechanism to meet basic 
needs, the possibility of waiting or leaving the market is not always an option 
valid for suppliers of labor (Prasch 2000). Second, it is normally easier to find 
substitutes on the part of demanders than among the suppliers, partly because 
there is usually some unemployment in the economy and because firms can 
often attract people into the labor force if the need for workers is sufficiently 
strong (automation, which substitutes machinery for workers, or some other 
adjustment of production processes could also be an option).

In any case, given that workers contribute time, skills, and effort to the 
exchange, and that employers contribute a series of attributes (wage and 
others) associated with the job, each of these elements can be used to compete 
and try to outperform the rest of the suppliers or demanders. Each agent can try 
to contribute more than others to the exchange or show a willingness to receive 
less in return. In addition, the presence of uncertainty opens the possibility that 
labor market rivalry can also be exercised in other ways as well. For example, 
suppliers of labor might find ways to enhance the credibility associated with 
the content of their work. This could include reliance on credentials, accredita-
tions, certificates, and letters of recommendation, but it could also include the 
establishment of personal relationships with potential employers.

As in the case of vertical relationships, horizontal relationships are condi-
tioned by the institutional environment, which helps determine what can or 
cannot be done by both workers and firms. Thus, institutions (formal and infor-
mal) may establish that some practices are prohibited and/or that others are 
preferred. The institutionalized rules of the game may even determine that the 
best way for agents to compete is not by competing directly with each other, 
but by maintaining a cooperative relationship with the rest of the agents; this 
happens, for example, in some internal labor markets, in which cooperative 
behavior is considered a valuable attribute and can lead to worker advance-
ment. There is also the possibility that workers or firms can gain an advantage 
over others by taking steps to modify or control the institutional environment 
that conditions labor market interrelationships.

CONCLUSION

The broad vision presented here incorporates contributions from Institutional 
and Post Keynesian economics, and offers one more step toward construction 
of a Post-Keynesian Institutionalist conception of the labor market. This 
vision treats the presence of different outcomes across labor markets (and 
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within labor markets over time) as a normal occurrence, not as an anomaly or 
imperfection. Analytically, these differences could come from the coexistence 
of different institutional settings or from the heterogeneity of the processes 
underlying both the supply and demand for labor. In practice, however, the 
setting and processes of labor markets are closely interrelated and constantly 
interact with each other.
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NOTES

1. Human capital theory assumes that most of the skills of individuals are acquired 
in the “market” and that this acquisition is approached as any investment deci-
sion. Furthermore, it is assumed that skills are similar to any physical asset, 
ignoring the distinctive features associated with their origin and evolution 
(including the consequences of use and disuse).

2. This idea was already present in the first contributions of the theory of labor 
market segmentation, which highlighted that the uncertainty and variability of 
product-market demand—and, as a consequence, of the demand for labor as 
well—were among the main generators of segmentation in the labor market 
(Piore 1980a; 1980b).

3. One of the causes of segmentation is the fact that some companies make sig-
nificant investments in the training of their workers, especially investments 
that generate specific qualifications (Piore 1975; 1980a; Thurow 1975). Once 
these investments are made, workers become a quasi-fixed factor of production, 
similar to capital, and therefore employers have incentives to avoid their loss. 
Thus, it is no surprise that labor market structures are influenced by the charac-
teristics of the work that employees must carry out. In fact, Piore (1980b) even 
hypothesized that the various segments of the labor market are ultimately an 
expression of different modes of learning and understanding work.

4. This is not to say that the rules and norms that govern effort and shirking are 
exactly what firms determine, nor that, once they exist, firms can simply impose 
them on workers. These rules and norms exist prior to any particular cohort of 
agents and condition their thinking and action, but at the same time they are 
transformed and/or reproduced by the actions of the agents acting under their 
influence (Fleetwood, 2014a; 2017).

5. Labor markets are not unique in that they cannot be dissociated from their insti-
tutional content; this is, of course, true of all other markets as well.
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13. The cyclical evolution of financial 
regulation: a theoretical explanation
Samba Diop

INTRODUCTION

The global financial crisis of 2007–2009 demonstrated the adverse and wide-
spread consequences of regulatory and supervisory weaknesses that led to 
increasingly complex financial products and risk-management shortcomings 
by financial institutions. Thus, it is not surprising that the crisis led to the 
implementation of restrictive rules to regulate financial activities, including the 
Dodd-Frank Act (in the United States), the Banking Union (in the European 
Union), and Basel III (a global framework). However, history also shows that, 
over time, public authorities tend to gradually unravel the mechanisms put in 
place to regulate financial activities. For example, the Trump administration 
eased Dodd-Frank restrictions barely ten years after the crisis (and Republican 
Party efforts to roll back its restrictions actually began shortly after the law was 
passed). In short, financial regulation appears to have a fundamentally cyclical 
dimension: periods of tranquility are usually accompanied by significant finan-
cial deregulation, symbolizing a desire to reduce the regulatory constraints on 
financial institutions, while periods of financial crisis tend to produce major 
reforms aimed at providing a stricter framework for the activities of such 
institutions.

This chapter provides a theoretical explanation for the cyclical nature of 
financial regulation. To this end, we draw on Hyman Minsky’s work on insti-
tutional change. At the heart of that explanation is Minsky’s notion of a barrier 
of “financing orthodoxy” (Minsky [1986] 2008, 236, n. 15). According to 
Minsky, profit seeking by bankers and other financial-sector participants 
means they are always aiming to stay on the frontier of acceptable financial 
practices—and are constantly looking for financial innovations that will 
allow a profit advantage. It is only the “subjective preferences” of business 
leaders, bankers, and policymakers—their views of what’s “acceptable”—that 
keep such practices and innovations in check: the constraining force of that 
collective sentiment is what Minsky called the barrier of financing orthodoxy 
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(Minsky [1986] 2008, 236–237). Of course, financing orthodoxy changes over 
time, causing that barrier to fall during economic expansions and rise during 
periods of financial crisis. Analysis of the factors that determine these move-
ments will make it possible to propose a theoretical explanation for the cyclical 
nature of financial regulation.

The first section of this chapter provides an Institutionalist reading of 
Minsky’s work on financial instability. That section begins by reviewing the 
most common interpretation of his financial instability hypothesis (FIH), an 
interpretation focusing on the gradual reduction of safety margins. Then we 
show that a less common reading of financial instability is possible—one that 
insists on the institutional dimension. To this end, we emphasize Minsky’s 
career-long interest in institutions, which was particularly evident in his deci-
sion to devote most of the last decade of his life to the study of institutional 
change in capitalist economies.

The interpretation of the FIH that focuses on institutional change not only 
explains the business cycle as an endogenous feature of capitalism but also 
accounts for the cyclical nature of financial regulation through the upward or 
downward movement of the barrier of financial orthodoxy. According to this 
institutionally oriented interpretation, finding the determinants of the move-
ment of the financial orthodoxy barrier is crucial for analyzing the cyclical 
tendency of financial regulation. We actually find two types of determinants: 
psychological factors and power struggles between different economic partic-
ipants. Together, those factors help account not only for systemic economic 
tendencies, but also for the specific regulatory outcomes observed at any 
particular time and place.

The second section of the chapter then examines how real-world patterns 
of regulation fit into this cyclical framework. It briefly reviews the Great 
Depression, the Asian financial crisis, and the subprime-driven global finan-
cial crisis, demonstrating the usefulness of our theoretical explanation of the 
regulatory pendulum. The second section is followed by a brief conclusion, 
which underscores the importance of integrating Minsky’s cyclical work on 
financial instability with his structural analyses of capitalist evolution.

INTERPRETING MINSKY’S FINANCIAL INSTABILITY 
HYPOTHESIS

Unlike approaches that analyze capitalist economies in terms of equilibrium 
and optimized allocation of resources, Minsky insisted on a view of these 
economies as fundamentally unstable. From his perspective, the concept of 
equilibrium is incompatible with the nature of capitalist economies; rather, 
they are ever-evolving and prone to booms and downturns (Minsky 1986; 
Minsky [1986] 2008; Minsky and Campbell 1988). For that reason, Minsky 
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preferred thinking in terms of periods of tranquility rather than equilibrium. He 
developed the FIH to account for the dynamic process that leads the economic 
system from tranquility to panic and financial disaster. After a brief review 
of the main results of the financial interpretation of Minsky’s analysis, we 
present an institutional reading of the FIH (that is, an interpretation focused on 
institutions and institutional change) and discuss how it helps us understand 
the cyclical nature of financial regulation.

The Financial Reading of Capitalist Instability

Most readings of Minsky’s FIH stress his emphasis on analyzing the role 
of finance when seeking to understand capitalist instability. That feature of 
Minsky’s thought goes against the view of mainstream economists, which 
results from a tradition of seeing money as neutral. The “real business cycle” 
(RBC) theory perfectly illustrates that mainstream approach.

According to RBC theory, the shocks that affect the economy are “real”—
not financial in nature and origin—and generally stem from significant random 
fluctuations in technological progress (Kydland and Prescott, 1982; Long 
and Plosser 1983).1 More precisely, changes in relative prices following such 
shocks are believed to cause the economy’s fully “rational” actors to change 
their behavior (including, for example, their consumption, investment, and 
work offers) such that economic fluctuations are the result of optimal conduct 
within the economic system. Despite that framework’s influence in economics, 
it has clear limitations when thinking about the subprime-driven crisis and 
other real-world economic crises.2

In contrast to conventional economics, Minsky’s perspective sees no 
separation between the real and financial spheres. In fact, at the heart of his 
conception of capitalist economic instability is the centrality of financial 
relations that result from investment decisions made by actors in the context 
of radical uncertainty. According to the FIH, the proportion of an economy’s 
different debt structures (which Minsky called hedge, speculative, and Ponzi 
finance) defines its degree of fragility and its propensity for slipping into crisis 
as financing conditions deteriorate.3 In short, the financial dimension exerts 
a tremendous influence on instability and on crisis dynamics—and existing 
debt structures define the ability of economic actors to function in the face 
of declining financial conditions. That said, there are different variants of the 
financially oriented interpretation of the FIH, each emphasizing particular 
variables.

Some economists interpreting the FIH insist on the anesthetizing effect of 
euphoria on the perception of risk and on crisis dynamics. A period without 
crisis, during which predictions come to fruition, has a reinforcing effect on 
lenders and borrowers; it also greatly reduces their risk aversion. The longer 
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the period of calm, the greater the sense of confidence on the part of entre-
preneurs and banks, and the more likely each is to tolerate ever-greater risk.4 
This, in turn, leads to fragility in the financial system. Hence the paradox of 
tranquility.

Such a reading of the FIH finds support in Minsky’s statement that “success 
breeds a disregard of the possibility of failure.” He continued: “[T]he absence 
of serious financial difficulties over a substantial period leads to the develop-
ment of a euphoric economy in which increasing short-term financing of long 
positions becomes a normal way of life” (Minsky [1986] 2008, 237). In such 
a euphoric situation, radical suspension of disbelief brings new investors into 
the market despite increases in asset prices.

Another financially oriented reading of the FIH highlights the importance of 
a long-term dynamic. This view insists on the role played by the current phase 
of capitalism, which Minsky called “money manager capitalism” (MMC), in 
the financial fragility of contemporary capitalist economies (Whalen 2017). 
In particular, the emphasis here is on a certain number of aggravating factors 
associated with MMC, including the principle of shareholder value and the 
expansion of international competition among financial institutions. These 
factors influence the financial system and contribute to its instability.

The subprime-driven global crisis of 2007–2009 offered a chance to 
demonstrate the pertinence of such an interpretation of the FIH. According to 
this interpretation, factors playing a role in the crisis of 2007–2009 included 
highly leveraged funds that, in order to increase shareholder value, attempted 
to maximize yield in a general context of underestimation of risk (Wray 2007). 
This perspective allows us to highlight the importance of financial innovations 
such as securitization and derivatives in the long process that led to that crisis.

While interesting, those interpretations of Minsky’s modeling of financial 
instability do not allow us to account for the totality of his contribution to 
understanding crisis dynamics. Although Minsky himself helped to promote 
a mainly financial reading (see, for example, Minsky 1992a), it is also pos-
sible to identify a more deeply Institutionalist perspective in his work. We 
agree with Palley (2011, 31) that restricting Minsky to a strictly financial 
interpretation is tantamount to making him “a narrow theorist of financial 
business cycles.” A full understanding of Minsky requires going beyond the 
financial level of interpretation to consider the part of his work devoted to the 
institutional dynamics at play in financial instability. That reading highlights 
the Institutionalist foundation of FIH, and thus most closely aligns Minsky’s 
economics with the tradition of Post-Keynesian Institutionalism (Whalen 
2011; 2020).
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An Institutional Approach to Financial Instability

The analysis of institutions was always an important part of Minsky’s work. 
For example, in an article in the 1950s, he presented institutional changes as 
responses to tightening monetary policy that contribute to greater financial 
instability (Minsky 1957). A dozen years later, he wrote: “[M]onetary eco-
nomics cannot escape being institutional economics” (reprinted in Minsky 
1982, 280). In addition, less than a year before his death, Minsky (1996) 
grounded his own work in the intellectual proximity of John Maynard Keynes 
and Institutionalist John R. Commons. In fact, institutional dynamics took 
center stage in Minsky’s research during the last decade of his life (Ferri 
and Minsky 1992; Minsky 1996; Minsky and Whalen 1996). We propose an 
institutional interpretation of FIH that draws heavily on that decade of work.

Institutions as thwarting mechanisms
The institutional interpretation of Minsky’s model flows from the role he 
assigns to institutions. Emphasizing the constructive role of institutions in 
stabilizing an economy, Ferri and Minsky (1992 80) wrote: “Institutions 
and interventions thwart the instability breeding dynamics that are natural to 
market economies by interrupting the endogenous process and ‘starting’ the 
economy again with non-market determined values as ‘initial conditions.’” 
That message was underscored two years later: “Endogenous interaction can 
lead to incoherence and the impact of institutions and interventions aim to 
contain these thrusts towards incoherence” (Delli Gatti, Gallegati and Minsky 
1994, 3).

Minsky highlighted two roles for institutions in maintaining financial sta-
bility: they can “prevent perverse feedback” (for example, they can attenuate 
risk-taking during an economic expansion); and they can “impose new initial 
conditions within which the structure will generate an alternative, presumably 
more satisfactory, future” (they can, for instance, interrupt a downward eco-
nomic spiral when a crisis emerges) (Minsky 1992a, 12). Unlike analyses in 
which the behavior of the economy reflects first and foremost the mechanisms 
of the market, Minsky’s analysis relies on a model in which market behavior 
is shaped by “institutions, conventions and policy interventions [that] contain 
and dominate the endogenous economic reactions that, if left alone, breed 
instability” (Ferri and Minsky 1992, 80). In another work, he clarifies his posi-
tion by highlighting that it is the “aptness” of the institutions that determine 
whether an economy’s path moves toward turbulence or tranquility (Delli 
Gatti, Gallegati and Minsky 1994, 8). The mere existence of institutions does 
not guarantee a stable financial system. As Sinapi (2011, 7) reminds us, insta-
bility depends on institutional effectiveness.
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For Minsky, we might even say that the occurrence of a deflation crisis can 
be explained by the lack of an adequate institutional structure. That structure 
“at any date reflects legislation, administrative actions, and the evolution of 
institutions and usages that are due to the past behavior of market participants” 
(Delli Gatti, Gallegati and Minsky 1994, 7). An effective institutional structure 
acts as the guarantor of stability by warning against risky financial behaviors 
and serving as a circuit breaker capable of establishing maxima and minima 
over economic variables. It is in this way that laws and regulations governing 
financial activity, along with other aspects of the economy’s institutional 
structure, play a decisive role in preserving the stability of the financial system.

Institutional dynamics and financial regulation
When we keep in mind the role of institutions as thwarting mechanisms in 
Minsky’s work, we are better equipped to understand that their suppression, 
disappearance, or absence paves the way for a situation of fragility or even 
financial instability. Therefore, institutions cannot be left aside when it comes 
to understanding the dynamics described by the FIH. This is precisely the 
meaning of the analysis proposed by Arestis and Glickman (2002).

Focusing on the role that financial innovations play in risk taking and in 
increasing financial fragility, Arestis and Glickman (2002, 240) draw on 
Minsky to observe that even if bankers are always seeking new financial 
instruments and practices, “orthodoxy and conservatism can form a barrier to 
the assimilation of innovation.” They also stress Minsky’s emphasis on the 
endogenously dynamic nature of that barrier. Quoting Minsky, they write: 
“[A] period of success of the economy … will lead to a lowering of the finan-
cial innovation barrier, whereas a period of bankruptcies … has the potential 
for raising [it]” (ibid.).

But the barrier of financing orthodoxy affects more than innovation. A long 
period of tranquility reduces overall financial conservatism. In addition 
to prompting more financial innovation, it causes financial institutions to 
increase their offers, non-financial corporations to increase their requests for 
financing, and policymakers to adopt a more permissive approach to financial 
regulation. In contrast, a financial crisis tends to result in greater financial 
conservatism and tighter regulation. In fact, from a Minskyan perspective, 
deregulation is the embodiment of institutional easing, while stricter regulation 
means increased reliance on institutions as thwarting mechanisms.5

What is the economic agent that orients administrative and legislative inter-
ventions towards more or less strict regulations? For Minsky, the government 
plays a crucial role, since it is “a source of change in financial market usages 
and institutions, [and] operates by way of legislation and decrees or interven-
tions by authorities, such as central banks” (Minsky [1986] 2008, 220). More 
generally, it is political decision-makers who, according to the prevailing eco-
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nomic dynamics, adopt economic perspectives that respond to the regulatory 
and deregulatory needs warranted by the economic situation.6

Thus, the more firmly that euphoria takes hold of the economic system, the 
more likely it is that an economic perspective calling for financial regulation 
will be disregarded. Thwarting mechanisms become weaker, and imprudent 
lending and borrowing practices become more and more common. The key 
point is that political decision-makers and regulators are not immune to the 
dominant climate of economic performance and expectations; like financiers 
and business leaders, policymakers can also become intoxicated by a period of 
robust economic success. This pushes them toward more permissive regula-
tory provisions even when stricter regulation would produce greater economic 
stability. As Minsky (1986, 16) writes: “[I]t is very difficult to set up a regime 
of regulation which long remains effective. This is particularly true as the regu-
lators live in the same environment as the regulated. The decrease in risk aver-
sion by financiers is accompanied by greater permissiveness by regulators.”

If we also recognize the validity of the Keynesian precept which says that 
the current performance of the economy exerts influence over the model of 
the economy that actors use to shape their expectations, we can easily see why 
Minsky considers that the laws and regulations are a reflection of economic 
theory: “Legislated changes, such as the reforms that took place during the 
Roosevelt years and the deregulation mania of the late 1970s and 1980s, reflect 
some theory” (Minsky [1986] 2008, 221). Several years later, Minsky broad-
ened the scope of this idea: “The behavior of the economy depends not only 
upon endogenous dynamic processes, institutional structures, and interven-
tions by the authorities, but also upon the model of the economy that guides the 
authorities” (Delli Gatti, Gallegati and Minsky 1994, 8). Thus, the economic 
views “held by our rulers and their court intellectuals” (Minsky [1986] 2008, 
220) shape legislation, decrees, and interventions intended to regulate the 
practices of the banking system and prevent the economy from slipping into 
financial fragility and economic crisis.

In short, when the economic theories and perspectives chosen by govern-
ment leaders celebrate the virtues of market self-regulation, a tendency toward 
regulatory easing will be observed; and when governments immerse them-
selves in analyses grounded in an endogenous view of financial instability, 
the tendency will be reversed—toward stricter financial regulation. Minsky 
([1986] 2008, 221) even pushes his analysis further by arguing that when 
the dominant theory that inspires legislative reform is not able to propose 
a satisfactory explanation of economic phenomena, the resulting legislative 
changes can be dangerous and destabilizing. More precisely, on the question 
of financial regulation, in order for the influence that economic theories exert 
over laws and regulations to be constructive, it is imperative that these theories 
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are able to explain the endogenous instability of capitalist economies and don’t 
rely only on seeing this instability as anomalous or external in origin.

The application of the above-mentioned Keynesian precept explains why 
pro-regulatory ideas lose influence in a well-performing economy, especially 
as one gets further away from a period of crisis. A regulatory system put into 
place to curb the effects of a crisis appears less and less valid the longer the 
period of tranquility. In such an economic climate, theories that postulate the 
stability of the economic system gain ground to the detriment of those that 
postulate the inherent instability of capitalist economies. The self-regulation 
hypothesis of financial markets appears self-evident in times of stability, 
contributing to the de-legitimation of discourse on the necessity of financial 
regulation. The weakening of the intellectual underpinnings of regulatory 
discourse is rooted in the experience of a long period without major crisis. At 
the same time, deregulation mania ends up getting the better of legislation and 
the regulatory institutions it created.

This cyclical dimension to economic thinking is undoubtedly one of the 
keys to understanding how financial regulation evolves over time. As Delli 
Gatti, Gallegati and Minsky (1994, 8) write: “[I]nitial conditions are not set 
once and for all, but are imposed from time to time as institutional usages 
become binding or the authorities react to their view of the state of the 
economy and its future.” But there is also another regulatory dynamic: reg-
ulation is continuously shaped not only by the economic setting, but also by 
the evasion strategies used by those being regulated. The economy’s financial 
actors are essentially engaged in a perpetual process of adaptation that allows 
them to work around the regulatory constraints in place. That means the 
financial regulation must be constantly updated to preserve a certain level of 
effectiveness amidst constant innovation. The result is a reinforcement of the 
dynamic nature of financial regulation.

Of course, even financial regulation aimed at updating the regulatory 
system occurs against the backdrop of a particular state of the economy, so 
the cyclical dynamic generated by business conditions is powerful. In fact, 
although Minsky never explicitly incorporated into his analyses a nation’s 
elected legislators and its electorate, it is possible to see how their actions 
are also consistent with the cyclical nature of financial regulation. Just as 
regulators are not immune to the optimism or pessimism of the economic 
climate of the moment, legislators also can be influenced by the economic 
euphoria or distress of the moment. When it comes to both crafting and voting 
on legislative proposals, lawmakers may be more inclined to ease institutional 
constraints during a phase of tranquility and stiffen them in times of economic 
crisis. By the same token, we can understand that citizens—who are also bor-
rowers, consumers, workers, and entrepreneurs—might be more receptive to 
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anti-regulatory political programs when memories of crisis are dim, and more 
receptive to pro-regulatory proposals during periods of economic turbulence.

In summary, the prolongation of economic tranquility produces a relaxing 
effect on regulatory constraints and is a powerful factor in reducing risk 
aversion on the part of borrowers and lenders. Regulators, legislators, and 
voters also get caught up in the euphoria, making regulatory easing a widely 
agreed-upon option. The relaxing of constraints facilitates the taking of risks 
and fuels financial innovation. The proportion of entities with fragile debt 
structures increases to the threshold of financial fragility. At that point, any 
adverse evolution of financing conditions can set off a financial crisis.

In response to such a crisis, economic participants tend to sharply change 
both their expectations and their behavior. Borrowers and lenders become 
much more cautious; regulators engage in stricter supervision and oversight; 
and voters tend to back legislators whose platforms are more favorable to 
financial regulation. The dominant economic theories of the day also change 
as the economy evolves: theories that see the economy as self-regulating tend 
to be ascendant when the economy is tranquil and prosperous; theories that 
emphasize financial instability gain popularity during crises and downturns.

Toward a deeper analysis of institutional change
Although the institutional approach to financial instability described above 
is more thorough than financial interpretations, it remains nonetheless an 
approach that places great importance on psychological factors. As discussed 
above, the euphoria generated during periods of tranquility and the stress 
produced by crises have a significant impact on institutional structure. On that 
note, it is interesting to point out that Robert Skidelsky, in his monumental 
biography of Keynes, finds a shortcoming in Keynes’s treatment of psycholog-
ical factors. In fact, analyzing the reasons why institutions are neglected in The 
General Theory, Skidelsky (1992, 543) underlines that: “The psychological 
‘propensities’ are data. They are the equipment which ‘agents’ bring to their 
decisions. Their roots in events or social systems are unexplored. There is no 
mention of … the changing balance between capital and labor … which might 
plausibly be called [one of the] causes of the [G]reat [D]epression.”

To a large extent, Skidelsky’s critique also can be applied to the institutional 
interpretation of the FIH. In Minsky, there is often no attention given to the 
underlying mechanisms that determine psychological variables. To be sure, 
the institutional analysis proposed above offers a lens through which crises 
can be read: During pre- and post-crisis periods, two forms of institutional 
change—deregulation and regulation—are explained by the expectational 
consequences of periods of tranquility and financial instability, respectively. 
Yet we are also left wondering about the roots, to use Skidelsky’s term, of the 
key psychological variables.
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An explanation of financial instability and cyclical institutional change 
based solely on psychological considerations (working via their influence on 
economic expectations) is inadequate. Driven only by the prevailing mood of 
optimism or pessimism, capitalist regimes would alternate between expansions 
and contractions like clockwork. Yet history indicates that has not been the 
case: sometimes the push for deregulation comes soon after a crisis; sometimes 
it does not come for quite some time.

However, a closer look at Minsky reveals several elements that caution 
against a mechanistically repetitive conception of institutional change. For 
example, Minsky liked to quote Heraclitus: “You cannot step twice in the same 
river” (for instance, see Minsky 1987, 1). This is a comment on the singularity 
of each event and the evolving and unique character of the prevailing condi-
tions that precede each crisis. Minsky (1991) also stressed that crises have 
both common, systemic elements and their own idiosyncratic elements. Thus, 
he accounted for the financial instability of the early 1990s by combining 
a discussion of the financial structure’s evolution from robustness to fragility 
with “special characteristics of the present situation,” including the economic 
legacy of the monetarism of the late-1970s and early 1980s, and the emergence 
of MMC (Minsky 1991, 19–20).

In short, a truly Minskyan analysis necessitates factoring in elements that 
are specific to a particular time and place. According to Minsky (1991, 18), 
“Each period of increased indebtedness has unique elements.” What happens 
next also depends on unique, situational characteristics: “The transformation 
of a downturn from a recession cycle to a depression cycle depends upon the 
details of the institutional structure and the pattern and efficacy of interven-
tions” (ibid.). This aspect of Minsky’s work underscores the benefit of comple-
menting attention to psychological factors with a consideration of situational 
factors that permit a deeper analysis of institutional change.

Incorporating power struggles into the financial instability hypothesis
One way to incorporate situational factors into the FIH is to draw on insights 
from French Regulation Theory (FRT) (Diop 2016). According to the 
approach to institutional change in FRT, institutions carry the mark of their 
judicial, political, and sociological history, and their evolution is the result of 
transformations in the balance of power, specifically the shift of objectives 
and strategies of the most powerful actors (Boyer 2003; Lordon 2008).7 In 
other words, the easing of the barrier of financing orthodoxy is not solely the 
result of an anesthetizing euphoria—and its tightening a sign of mobilizing 
pessimism—but it equally points to a power struggle between economic inter-
ests, such as corporate managers, bankers, and regulators; that is, between the 
principal actors in industry, finance, and the state (government). Yes, all of 
those actors (one could also include legislators and the public) share the same 
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expectational climate, but their interests are not always identical and power 
struggles do emerge between (and sometimes even among) various groups.

Because institutions are interwoven into economic activities and are the 
manifestation of social relations, studying them becomes inseparable from 
looking at the conflicts and the power plays unfolding in the society as 
a whole. Thus, far from being ahistorical creations, institutions are a reflection 
of power relations at a particular time and in a specific context. With this 
conception of institutions, it becomes possible to place the notion of power at 
the heart of Minsky’s analysis—and this takes us further in our understanding 
of the evolution of regulation, the instability of capitalism, and the persistence 
of its financialized form.8

With the hypothesis of the evolution of regulation under the effect of 
a balance of power, there is a place for the role of the state and for political 
decisions coming from the domain of law and jurisprudence (Boyer 2003). The 
laws that govern financial practices, shape the surveillance of financial inno-
vations, and more generally contribute to raising the barrier of financing ortho-
doxy, are in fact nothing more than the legislative incarnation of a resolution of 
power struggles. Thus, the process of forming laws—including lobbying and 
other interventions by influential economic actors that occur before legislation 
is adopted—must be integrated into the analysis of power relations between 
the financial and regulatory sectors.9

Thus, by considering not only the influence of (fading or vivid) memories 
of financial crisis, but also the struggle for power between regulators and regu-
lated (and similar struggles among other actors), one arrives at an understand-
ing of the de-regulationist or regulationist ideas that prevail at any particular 
time and place. Next, we will use this lens to analyze the cyclical nature of 
financial deregulation in three financial crises.

REAL-WORLD FINANCIAL CRISES AND CYCLICAL 
REGULATION

Over the past century, several financial crises have left their mark on the 
evolution of capitalist economies, thereby demonstrating capitalism’s inherent 
instability. In this section, we present an analysis of three of these crises in 
light of the arguments developed above. In particular, we show the links in 
the sequential and cyclical pattern involving deregulation, financial instability, 
and crisis.

The Great Depression

The political consequences of the Great Depression in the United States (US) 
are well known. The national election of 1932 brought about a transition 
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marked by the coming to power of the Democratic Party. The victory of 
Franklin Roosevelt, with nearly 57 percent of the popular vote and a comfort-
able majority of Democratic legislators in both the House and Senate, initiated 
a long period of 22 years during which the Democrats held the US presidency. 
For many people, the result of the 1932 election was the consequence of an 
evolution in the understanding of the role of the state in regulating economic 
activity, and Roosevelt’s arrival in the White House was considered a major 
change in managing the economic crisis that began in 1929.10

However, to account for shifts in the barrier of financing orthodoxy related 
to the Great Depression, it is necessary to look at the evolution of financial 
regulation not only before the start of the crisis, but also afterward. The Federal 
Reserve Act of 1913 established the Federal Reserve. Over time, partly to 
attract banks to the new system, the Federal Reserve reduced reserve require-
ments, lifted restrictions on real estate loans, and enhanced member banks’ 
access to discount window loans (White 1982).

The passage of the Federal Farm Loan Act in 1916 allowed for the creation 
of joint stock and federal land banks. With that law and the subsidies that came 
with it, farmers, who had a history of being deemed too risky for bank loans, 
would now have greater access to mortgage loans (Dagher 2018). The difficul-
ties they faced getting loans would be circumvented by support in the form of 
subsidies. Also, with this law, national banks could offer loans guaranteed by 
any type of real estate for up to one year. This law greatly increased the number 
of real estate loans advanced by joint stock land banks over the course of the 
1920s, contributing to a dramatic increase in the farm foreclosure rate and the 
rise of regional bank failures in the late 1920s.

Another development in the decades prior to the Great Depression was 
the emergence of large commercial and industrial firms with financial 
needs that could not be met by banks because of regulatory limits placed on 
long-term bank loans. This led to the development of the securities market and 
risk-avoidance strategies by the banking sector. Thus, although most banks 
were forbidden from trading in securities, many financial institutions put into 
place securities affiliates, and the number of such affiliates increased signifi-
cantly over the course of the 1920s (White 1986; 1990).

With the Great Depression, deregulation mania gave way to the inverse. 
Nudged by the Roosevelt administration, a set of regulatory acts was enacted 
in 1933, for example, to reinforce the stability of the banking sector and facili-
tate the accumulation of capital. The creation of the Federal Deposit Insurance 
Corporation (FDIC) was the main response to the problem of securing bank 
deposits and avoiding outbursts of panic that could lead to mass deposit with-
drawals. The Glass-Steagall Act erected firewalls between capital markets and 
deposit banks with the goal of separating money markets from the risky capital 
markets.11 In addition, Regulation Q aimed to establish an upper limit on the 
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interest rates on deposits. That initiative was taken to contain the competition 
between banks and to ensure low rates on loans.

A cyclical dimension to financial regulation is clearly evident from a look 
at the pre-crisis and crisis periods of the Great Depression. The legacy that 
the crisis left on regulation was consequential and the mark it left on finan-
cial activities in the post-Great Depression period was long-lasting. But the 
prolonged absence of another crisis, coupled with the prevalence of economic 
theories hostile to financial regulation, gradually led to a push toward dereg-
ulation which would slowly bear fruit, culminating in the era of MMC and 
regulatory rollbacks right up to the start of the subprime-driven financial crisis 
of 2007.

The Asian Financial Crisis of 1997

The Asian Financial Crisis—which affected a number of countries including 
Thailand, Philippines, Malaysia, South Korea, and Indonesia—marked an eco-
nomic turning point in several ways. It shattered an extended period of growth 
in a part of the world that had long been considered by the Bretton Woods 
institutions to be a model for developing countries. It spread by means of 
financial contagion, once again illustrating the instability of capitalism and the 
international dimension of financial crises. It also led many analysts to see the 
need for a regulatory system that better supports—or perhaps even curbs—the 
process of financial globalization.12

The analysis presented here is distinct from other interpretations of the Asian 
crisis. For example, interpretations that emphasize moral hazard (Corsetti et 
al. 1999; Krugman 1998) and multiple equilibria (Chang and Velasco 1998; 
Radelet and Sachs 1998) fail to fully account for the structural dimension 
of the crisis. We also go beyond other Minsky-inspired readings (Cozzi and 
Toporowski 2006; Dymski 1999; Kregel 1998; Mayer 1998) by examining 
the case of South Korea to illustrate (1) the role of financial deregulation in 
triggering the crisis; and (2) the post-crisis regulatory dynamic that aimed to 
reinforce the underlying robustness of affected financial systems.

From the 1970s to the outbreak of the Asian crisis, South Korea recorded 
three decades of exceptional economic growth, averaging 7 percent a year. 
That long period of tranquility, seen as an Asian miracle by the Bretton Woods 
institutions, led to changes—in the direction of financial liberalization or 
deregulation—that planted the seed of the subsequent crisis. As a result, the 
crisis was the consequence of a series of developments that gradually eroded 
the stability of the banking sector.

In addition, a subtle slowing of South Korean economic activity at the 
beginning of the 1990s brought about political initiatives to restart investment. 
The choice was made to deregulate the financial and industrial sectors with 
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measures such as the liberalization of the commercial paper market in 1994, 
the reversal of credit controls on the large conglomerates known as chaebols, 
and the transformation of 24 financially weak short-term financing companies 
into commercial banks. Those measures, presented as concrete variants of the 
process of financial liberalization, led to a considerable increase in the level 
of investment and the volume of credit distributed. Yet documented problems 
with influence trafficking, along with the financial scandals that followed the 
rise in investment and credit, attest to the fragile foundation on which these 
changes were built. The financing of investment projects with low profitability 
put the banking system over the edge, first into a fragile situation and then into 
crisis as financing conditions deteriorated and capital ebbed.

Once the crisis broke out, the party in power undertook initiatives to restore 
the confidence of investors. In November 1997, only several months after the 
devaluation of the Thai baht, which was the first in a chain of events leading 
to the crisis, a South Korean reform aiming to set up a Financial Supervisory 
Board was discussed. That board would oversee the consolidation of existing 
regulatory agencies (Haggard 2000). While the reform was never adopted, the 
mere fact of its discussion attests to a change in perspective regarding the role 
of financial regulation.13

In December 1997, national elections brought into power the National 
Congress for New Politics (NCNP), quickly resulting in 13 new financial 
laws aiming at overhauling the financial system.14 Those laws sought to fund 
a restructuring and recapitalization of viable financial institutions, reduce the 
influence of the chaebols, impose a minimum capital requirement ratio as of 
April 1998 (Crotty and Lee 2002), and reinforce the infrastructure of financial 
supervision by replacing a fragmented financial supervision system with 
a single Financial Supervisory Service empowered to control all compartments 
of the financial sector.

Kim Dae-Jung’s presidency, from 1998 to 2003, began with financial 
re-regulation led by the Korean government, but this active role of the state 
was short-lived. Very quickly—in fact, in mid-1998—a change of direction 
in favor of financial deregulation was undertaken. For reasons as varied as the 
conversion of public opinion to the mainstream explanation of the crisis, the 
increased power of foreign capital, and the preservation of the power of the 
chaebols (Lee, 2010), measures in favor of greater financial liberalization were 
undertaken. The relaxation or even abolition of foreign investment regulations, 
the authorization of hostile mergers and acquisitions for foreign investors, and 
the completion of the liberalization of the derivatives market were effective 
in June 1998. And in April 1999, the “two-phase financial opening” was 
launched: Korea definitively turned its back on the ephemeral regulatory phase 
that followed the crisis.
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The Subprime Crisis

The cyclical nature of financial regulation is also evident in the US financial 
crisis of 2007, which was driven in large part by widespread issuance and 
securitization of subprime mortgages, and which triggered a severe global 
financial crisis. If we examine the politics surrounding the regulation of the 
real estate and financial markets in the United States, it appears that two sets 
of mechanisms worked together to trigger disaster: (1) those incentivizing real 
estate investment; and (2) those related to the deregulation of financial instru-
ments. Together they created one of the greatest financial disasters since the 
Great Depression. In short, the subprime-driven financial crisis was the result 
of a progressive deregulation of financial markets. Then, once the crisis broke 
out, there was a shift in direction toward regulation.

The political consequences of the crisis are hard to refute. The Republican 
Party, in power when the crisis hit, lost the presidential election and a signif-
icant number of seats in Congress. To be sure, the crisis may not have been 
the sole driver of that political transition, but (as in the other cases discussed 
above) it certainly played a role. The electoral gains of the Democratic Party 
signaled a clear and widespread desire to contain the excesses of financial 
institutions and clean up Wall Street.

To understand what led to the Subprime Crisis, it is useful to begin with 
developments following passage of the Glass-Steagall Act of 1933. Although 
that legislation separated deposit banks and investment banks, which prevented 
the former from underwriting equities or engaging in brokerage activities, it 
was quickly circumvented by bank holding companies and brokerage com-
panies. Very quickly, the Federal Reserve began allowing commercial banks 
to offer investment loans as long as their amount did not exceed 10 percent, 
and then 25 percent, of total bank revenue. Brokerage firms also engaged in 
offering traditional deposit accounts through money market mutual funds and 
cash management accounts.

The loosening of limits set by Glass-Steagall was followed by other 
changes. For example, in the interests of fighting inflation, the Treasury-Fed 
Accord of 1951 freed the central bank from its commitment to keeping interest 
rates low. In addition, the Community Reinvestment Act of 1977 introduced 
the possibility of banks loaning to entities with low credit-worthiness.

Additional changes in the direction of deregulation occurred in the 1980s. 
The Depository Institutions Deregulation and Monetary Control Act of 1980 
made it possible for financial institutions to impose elevated interest rates 
and high commissions onto customers. Other laws passed in the early 1980s 
allowed banks to make adjustable-rate mortgage loans and permitted the use 
of variable interest rates and “balloon” payments for other loans. In addition, 
the Tax Reform Act of 1986 ended the tax deductibility of interest paid on 
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consumer loans, but not on real estate loans, which provided an incentive for 
greater use of the latter.

Still more deregulation occurred in the 1990s. For example, the 
Gramm-Leach-Bliley Act of 1999 ended the separation put in place by 
Glass-Steagall. The argument was that the change would give American 
banks the ability to compete with foreign banks, which were becoming 
quite large. Passed with the support of Republican Fed Chairman Alan 
Greenspan, Democratic President Bill Clinton and his Treasury Secretary 
Robert Rubin, and a comfortable majority in both chambers of Congress, 
Gramm-Leach-Bliley allowed for the merging of traditional banking and 
financial activities, thereby leading to the consolidation of financial services. 
In retrospect, the end of Glass-Steagall’s separation is an important reason 
why the top five US investment banks (Bear Stearns, Goldman Sachs, Morgan 
Stanley, Lehman Brothers, and Merrill Lynch) eventually found themselves at 
the center of the Subprime Crisis.

The importance of this series of regulatory changes in accounting for the 
Subprime Crisis cannot be ignored. They not only transitioned the American 
banking system toward greater permissiveness in credit operations, but also 
paved the way for the invention and development of high-risk real estate loans. 
These laws fashioned a more permissive regulatory environment that provided 
incentives for developing risky innovations and pursuing financial practices 
with a strong speculative dimension.

All of those changes happened under the banner of financial modernization. 
In fact, however, the driving force appears to have been the increasingly distant 
the memory of the Great Depression. But regardless of how it was presented, 
the result was that legislators and regulators tore up the framework inherited 
from the New Deal era and replaced it with faith in both a “great moderation” 
of economic fluctuations and the idea that crises were a thing of the past.

Then, in 2007, reality set in. The first tensions were reported in the stall-
ing real estate market at the end of the first quarter of 2007, and, along with 
difficulties encountered by certain financial institutions, were a stark contrast 
with the position represented by the “efficient market” hypothesis, which had 
become the cornerstone of modern finance (Fama 1970). Soon, it became clear 
that what was occurring was no temporary correction; instead, it was a crisis 
threatening both the United States and the global economy. The crisis quickly 
brought into general acceptance the idea that quick action and broad reforms 
were necessary to save the financial system. It also contributed (as a result of 
the presidential election of 2008) to a change in the political party controlling 
the White House.

In response to the crisis, the US Congress passed the Dodd-Frank Act in 
2010, the most comprehensive reform in the domain of US financial regulation 
since the Great Depression. It included the following: (1) a rethinking of the 
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oversight of financial institutions; (2) a new mechanism for resolving prob-
lems at major financial institutions; (3) strict minimum leverage and reserve 
requirements for banks; and (4) oversight of credit rating agencies. Another 
aspect of this law was an attempt to better manage the demand for consumer 
credit, and for that reason the Consumer Financial Protection Bureau (CFPB) 
was established in 2011. The goal of the CFPB was to provide consumers with 
assistance and education about financial institutions and services.

As it turns out, the chorus of those complaining about excess regulation and 
its adverse effects on economic growth—voices that had not fully disappeared 
even during the acute phase of the crisis—began to regain strength just as the 
CFPB started to operate. In fact, the Republican Party called for the repeal of 
Dodd-Franks during the presidential election of 2012. While its candidate, 
Mitt Romney, was not elected, deregulation became more and more attractive 
as the crisis became a more distant memory and the economy continued to 
improve. In 2016, the election of Donald Trump, while certainly not explain-
able solely by the swinging of the regulatory pendulum, nonetheless marked 
a turning point on this front.

In May of 2017, significant legislation was passed—with bipartisan 
support—in the direction of a dismantling of the Dodd-Frank regulatory 
framework. Then two other developments the next month left no doubt as to 
the desire of the new administration and its allies in Congress to turn their 
backs on financial regulation. First, the Republican-controlled House of 
Representatives voted in favor of a bill that would have further weakened 
Dodd-Frank regulations (it was not passed by the Senate); and second, just 
a few days later, the Treasury Department issued a report that aimed to loosen 
bank regulations. The deregulatory phase had indeed begun.

CONCLUSION: TOWARD AN INTEGRATION OF 
CYCLICAL AND STRUCTURAL ANALYSES

Drawing on Minsky’s FIH and his work on institutional change, this chapter 
has provided a theoretical explanation for not only the endogenous nature of 
business cycles, but also the cyclical nature of financial regulation. At the 
heart of that explanation is Minsky’s notion of an ever-evolving barrier of 
financing orthodoxy, driven both by a systemic evolution traceable to the 
psychological effects of memories of economic crisis (which tend to produce 
stricter regulation when crisis memories are fresh and looser regulation as 
such memories fade) and by the less predictable outcome of economic and 
political power struggles between competing economic interests. Thus, the 
evolution of financial regulation has systemic tendencies, but also depends on 
the special—or idiosyncratic—characteristics of a particular time and place. In 
the end, our theoretical explanation is not merely an analysis of business cycles 
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and institutional dynamics, but actually a broader analytical perspective on the 
political economy of financial regulation.

The chapter has also examined how real-world patterns of regulation fit into 
our cyclical framework. A look at events surrounding the Great Depression, 
the Asian Financial Crisis, and the Subprime Crisis indicate that historical 
experience is indeed compatible with our theory of the cyclical evolution of 
financial regulation, including our position that such evolution never moves 
like clockwork. The speed and intensity of such evolution varies with time and 
place, and is never fully predictable.

There are also periods that seem to defy the regulatory movement that we 
describe in this chapter. For example, the long period of US economic experi-
ence from the end of World War II to the Subprime Crisis was characterized 
by an overall trend toward financial deregulation despite the appearance of 
a number of financial crises. In part, this is because those crises were resolved, 
often by the Federal Reserve’s action as a lender of last resort, before there 
was much harm done to the overall economy. But that does not appear to be 
the whole story, as Minsky recognized in various works written between the 
mid-1980s and his death in 1996.

In that last decade of his life, Minsky sought a deeper look at the resilience 
of capitalism and the nature of its ongoing evolution (see, e.g., Minsky 1990). 
The result was his sketch of stages of US capitalism, with a focus on the 
transition from an era he called “managerial capitalism,” which ran from the 
New Deal through the end of the 1970s, to the era of MMC that came next and 
eventually spread globally. Minsky’s analysis of the emergence and spread of 
MMC helps account for the continued push toward deregulation in the decades 
leading up to the Subprime Crisis, the persistent resistance to regulation in the 
face of that crisis, and the aggressive steps taken by Republican officials once 
that party regained control of the White House in 2017.

The key element added here by Minsky’s analysis of capitalism’s stages is 
that MMC is an era driven by finance in general and by institutional investors 
(money managers) in particular. Their drive for maximization of shareholder 
value has shifted the balance of power away from the managers of industrial 
corporations, whose voices were dominant in the era of managerial capi-
talism. In fact, MMC’s short-term-oriented financialization has shaped not 
only industry and finance but also public policy. As Gerald Epstein writes, 
“Financialization refers to the increasing importance of financial markets, 
financial motives, financial institutions, and financial elites in the opera-
tion of the economy and its governing institutions, both at the national and 
international level” (Epstein 2002, 1). Since the early 1980s, state power has 
responded to crises (including the COVID-19 pandemic in which the world 
finds itself as this chapter is being written) with at least as much of a focus on 
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rescuing the financial sector (including enabling it to offload or insulate itself 
from risk) as on protecting the economy and the public.

Thus, a central conclusion of this chapter is the need to integrate Minsky’s 
work on stages of capitalism with his work on cycles and financial instability. 
In other words, understanding the current era of capitalism, not only in the 
US but also in the overall global economy, requires integrating Minsky’s 
cycle-oriented FIH and his structural analysis of MMC. Moreover, the possi-
bility of such an integration comes most clearly into view when we adopt an 
institutionally oriented reading of the FIH. Properly viewed, both the FIH and 
MMC are evolutionary and institutionally grounded analytical concepts.

Despite this chapter’s focus on an underlying cyclical tendency and 
a postwar historical movement toward economic and political dominance 
by the US financial sector, it is possible to end on a note that contains some 
hope. At bottom, Minsky’s fundamental policy message is the same as that of 
Keynes and a long line of Institutionalists: “Our economic destiny is control-
lable” (Minsky [1986] 2008, 8). Thus, we should not view cycles as a reason 
for fatalism and for thinking that regulatory frameworks are inevitably con-
demned to a short lifespan, but rather as an invitation to look for institutions 
and processes that could allow us to initiate a new phase of capitalism—a more 
regulated capitalism in which public authorities have the power, will, and 
endurance to resist the siren song of deregulation.
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NOTES

1. Some contributions within the RBC framework admit the possibility of a rela-
tionship between the level of production and money. The work of King and 
Plosser (1984), for example, explores this relationship, but exclusively in the 
sense of causality that runs from production to money.

2. At the time of writing, the crisis sparked by the COVID-19 pandemic, which has 
resulted in a reduction in supply and demand worldwide, has not yet delivered all 
its consequences. The available projections, however, point to a reduction in eco-
nomic activity that is undoubtedly significant enough to place it at the forefront 
of the economic crises that have recently shaken world capitalism.

3. Ponzi finance is named after financial schemer Charles Ponzi.
4. Kregel insists on the importance of cushions of safety, which cover the margin 

of error on the expected returns in an investment project, in order to understand 
how the normal functioning of capitalist economies produces instability (Kregel 
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2008). From that point of view, an increase in financial fragility derives from the 
progressive erosion of cushions of safety that occurs as risk aversion decreases.

5. Minsky confirms the perspective described above when he maintains that the 
transition from robustness to institutional easing does not happen in a vacuum, 
but is instead determined by a series of institutions and rules themselves deter-
mined by the legislative and administrative interventions of governments and 
central banks (Minsky [1986] 2008, 219). See also Sinapi (2011).

6. Minsky ([1986] 2008, 3) stressed that economic institutions “are not ordained by 
nature.” In fact, he emphasized: “Economic systems are not natural systems. An 
economy is a social organization … [and] policy can change both the details and 
the overall character of the economy” (Minsky [1986] 2008, 7).

7. In Regulation Theory, attention to balances of power is a consequence of the 
influence of Karl Marx. While the influence of Marx does not appear explicitly 
in Minsky’s work, others have highlighted important commonalities shared by 
Marx and Minsky; see, for example, Crotty (1986; 1990) and Keen (2001).

8. Although power does not enter into Minsky’s discussion of the FIH, it is part 
of his analysis of stages of capitalist development. In particular, the balance of 
power between economic actors is part of what distinguishes one stage from 
another (Minsky 1990, 66). Thus, power struggles are implicitly part of the 
contextual backdrop for Minskyan financial instability.

9. This element is very well documented in Chavagneux and Philipponnat (2014), 
particularly in the case of the European Commission.

10. While Roosevelt certainly offered a different approach to the Great Depression 
than his predecessor, Minsky notes that the “bank holiday” that followed 
soon after the presidential inauguration in 1933—and helped transfer the 
problem of illiquid and insolvent banks to the federal government—“was 
forced on Roosevelt” by bank closures in 30 states. Minsky also notes that the 
Reconstruction Finance Corporation (RFC), created in early 1932 at the initiative 
of President Herbert Hoover, played a “central role” in resolving the financial 
crisis, though the expanded powers and additional funds the RFC needed to make 
a significant difference did not occur until after Roosevelt took office (Minsky 
1993, 1–2).

11. For Minsky, the Glass-Steagall Act introduced a greater transparency of financial 
activities. He writes:
The scope of permissible activities by a depository institution was to be limited to what 
examiners and supervisors could readily understand. This objective of examinability and 
supervisability supported the separation of investment and commercial banking. It was not 
so much the differences in riskiness as it was the ease of understanding the operations that 
led to the separation of investment and commercial banking. (Minsky 1995, 5)

12. Until the Asian crisis, globalization was presented as an opportunity to push 
growth worldwide, but the 1997 crisis highlighted the fact that globalization also 
links the economic cycles of different countries.

13. Studies on this issue reveal that the failure to pass the law to create a Financial 
Supervisory Board is related to the political costs it would have imposed on the 
ruling party (Haggard and Mo 2000).

14. It took about ten days for president-elect Kim Dae-Jung to enact the new finan-
cial laws. He was elected on December 18 and the laws came into effect on 
December 29, 1997.
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14. From Public Choice to Minskyan 
collective action: the case for macro 
rationality-based financial regulation
Faruk Ülgen

INTRODUCTION

As this chapter is being written (in early 2021), economies around the world 
face extraordinary uncertainty. Despite the harmful consequences of the global 
financial crisis of 2007–2009, the limited nature of post-crisis regulatory 
reform (and, indeed, a recent trend toward deregulation in some nations over 
the past several years) means that serious financial crises remain a threat to 
economic stability worldwide.1 Moreover, economic distress generated by the 
COVID-19 pandemic has made socioeconomic life all the more precarious.

Faced with that uncertainty and precarity, questions about the organization 
and management of the economy are emerging both within and outside aca-
demia. These questions partly relate to the characteristics of our monetary and 
financial systems. The search for ways to control the evolution of an economic 
situation that could become collectively dangerous and humanly unacceptable 
necessarily raises questions about the functioning of financial markets and the 
sustainability of debt relations that are at the heart of all economic operations in 
market-based capitalist economies. In a broader sense, the challenges we face 
include both the propensity of today’s capitalist economies to generate recur-
rent systemic instabilities and insufficient societal awareness of the crucial role 
of collective/public mechanisms and regulatory institutions in fighting against 
such a tendency and achieving a more stable and prosperous society.

This chapter focuses on the endogenous financial instability of capitalist 
economies and seeks to assess and highlight the relevance of a regulatory 
framework that is different from market-centered self-regulation. Drawing 
on the work of Hyman Minsky and other contributors to the Institutionalist 
and Post Keynesian literature—which regards the working of the economy as 
a whole and not as a mere sum of individual decisions—the chapter develops 
a systemic (holistic) view of contemporary capitalism. The originality of the 
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current analysis is that it supplies a relevant framework on financial stability 
by using theoretical approaches that do not immediately seem compatible 
with each other, namely the economic approaches of Public Choice (PC) and 
Post-Keynesian Institutionalism (PKI).

Although PC is usually related to microeconomic rationality hypotheses and 
PKI is generally associated with the primacy of macroeconomic coherence over 
individual rationality, both perspectives aim at dealing with public-decision/
collective-action issues to improve the functioning of capitalist economies. 
The difference is PC maintains that the decisions of public officials cannot 
be relied upon to rise above narrow self-interest and serve the public interest, 
while PKI (a branch of the Institutionalist tradition situated at the cross-
roads of the economics of Keynes, Post Keynesianism, and Institutionalism) 
stresses that market self-regulation cannot ensure macroeconomic stability. 
The purpose of this analysis is not to suggest micro-foundations to conduct 
a macroeconomic analysis or vice versa; nor is it to suggest that PC is either 
fully or in all circumstances relevant to PKI scholarship. Rather, this chapter 
argues that the PC may be regarded as a relevant departure point for the study 
of systemic stability in a capitalist economy.

The main explanation put forward in this chapter is that a natural bridge 
between micro-rational individual behavior and macro-rational systemic sta-
bility is not provided through market mechanisms. Systemic stability is 
a society-wide issue that requires—despite the challenges—society-wide 
measures and actions, while the micro-rational behavior of PC provides 
only action driven by separate and individual goals and judgments. Thus, 
this chapter rejects the notion of market self-regulation and calls instead for 
transforming the microeconomic rationality-based logic of the PC approach 
into a macroeconomic approach focusing on collective rationality. A clear 
separation between private and public decisions and interests is a necessary 
condition when it comes to systemic stability. Put simply: financial regulation 
and supervision require a framework based in macroeconomics and collective 
action.

The rest of the chapter proceeds as follows. First, we focus on the con-
vergence between Institutionalist and Post Keynesian visions of a monetary 
capitalist economy, highlighting the pitfalls of the neoliberal, free-market 
approach that has dominated economics and public policy for several decades. 
Second, we review the PC approach and argue not only that its assumptions 
about self-interested policymakers can be amended, but also that they must be 
amended to have any relevance in a world with financial markets—because 
such markets give rise to systemic problems that cannot be resolved without 
collective action. The assumptions of the PC approach are right with regard to 
the incentives that drive individual market participants in their decisions and 
strategies; the trouble is that such incentives often lead to outcomes widely 
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recognized as societally inefficient and unstable. Third, we adapt the PC 
approach to address the financial-market realities highlighted by PKI. Since 
financial markets require public regulation and supervision, that section calls 
for transforming the micro-rationality-based logic of the PC approach into 
a macroeconomic reasoning—that is, into an approach focusing on collective 
rationality. A final section concludes.

PKI: THE ECONOMICS OF A MONETARY ECONOMY 
AND FINANCIALIZATION

In mainstream (Neoclassical) economics, the underlying image of the economy 
is that of a real exchange (non-monetary) economy (Minsky 1975, 57). To be 
sure, money can be added to the analysis under some ad hoc assumptions 
without providing a deeper understanding of economic reality. Once real 
equilibrium is achieved under competitive market assumptions, in the long 
run, money only affects nominal prices, not real variables such as output and 
employment (Minsky 1975, 8). Thus, it is no surprise that such economics 
cannot adequately explain the recurrent monetary and financial instabilities of 
capitalist economies.

PKI insists that economics must not ignore these instabilities. As a result, 
it offers an alternative vision rooted in two positions that contrast sharply 
with mainstream economics. One is that capitalism is a monetary economy: 
financial relations play a central role in its evolutionary dynamics. In fact, 
Minsky (1975, 57–58) argued that the proper alternative to the barter paradigm 
(underlying conventional economics) is a Wall Street paradigm: “the image is 
of a banker making his [sic] deals on a Wall Street.” The other core position is 
that capitalism’s internal dynamics endogenously generate systemic instability 
that threatens the viability of the whole system; thus, those dynamics engender 
the need for a public hand in the form of government regulation. In other 
words, PKI maintains that collective action is required to establish an institu-
tional environment that sustains economic activity and provides a stabilizing 
force in the face of capitalism’s destabilizing tendencies.2

Contemporary PKI is the economics of a monetary economy. But it is also 
the economics of financialization. That’s because PKI emphasizes the core role 
played by money and financial institutions in capitalist development, which in 
recent decades has led to an era that Minsky called money manager capitalism 
(Minsky 1993a; Whalen 2012; 2020). Analyses of a monetary economy and 
financialization both point to the need for public intervention.
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The Money Economy

Looking at capitalism as a monetary economy enables us to recognize and 
study the significance of its ongoing evolution. More than three decades ago, 
Arestis and Eichner (1988) pointed to the close links between Institutional 
and Post Keynesian economics, which they traced to the fact that John 
Maynard Keynes, Thorstein Veblen, and others inspired by them worked on 
the monetary theory of production, wherein money is an endogenous and core 
variable allowing capitalism to evolve through an accumulation path. Indeed, 
Institutionalists like Veblen, Wesley Mitchell, and John R. Commons, each 
highlighted the monetary characteristics of capitalism and the links between 
those characteristics and the systemic instabilities observed over the course 
of its history.3 In more recent work, Ülgen (2016; 2017; 2018) shows that the 
Institutionalist approach offers a relevant analysis of capitalism as a “money 
economy” in which the characteristics of money and the behavior of financial 
systems are central to capitalist evolution.

Two important theoretical constructs can be found at the intersection of 
Institutional and Post Keynesian economics: a monetary theory of produc-
tion, and the hypothesis of endogenous money.4 Working at the crossroads 
of Institutional and Post Keynesian economics—but within a tradition that 
encompasses not only Keynes, Michał Kalecki, and Nicholas Kaldor, but 
also Joseph Schumpeter—Dudley Dillard (1987, 1623) highlighted what he 
called an Institutionalist monetary theory of production. His theory stresses 
the central role of money in the economic process, and points to perhaps the 
central weaknesses of mainstream economics, which is it overlooks the fact 
that “the production of goods and services by which we live is a byproduct 
of the expectation of businessmen [sic] to ‘make money.’” Minsky’s (1975; 
1986) investment theory of endogenous business cycles—which explicitly 
highlights not only the need for countercyclical macroeconomic policy, but 
also government regulation to bring some stability to an inherently unstable 
economy—rests on such a monetary theory of production.

The hypothesis of endogenous money (see Lavoie 2014) stresses that 
a capitalist economy works through continuous and expansive debt relations, 
which provide the means of financing decentralized and private economic 
decisions without any central planning and public oversight. A capitalist 
economy is inherently a debt economy, and, as a consequence, it needs viable 
and sustainable public (extra-market) rules to ensure the society-wide validity 
of the process of circulation and repayment of debts.5 Such a process allows for 
wealth accumulation on a large scale.

The endogenous money approach is implicit in Minsky’s (1986) work on 
financial and macroeconomic instability, but also in L. Randall Wray’s (2002) 
sectoral balances approach to macroeconomic analysis. Wray’s analysis 
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focuses on the macro structure of debt relations and points to the crucial role 
played by the institutions of the system of payments. Wray, who was a doctoral 
student of Minsky, actually wrote his dissertation on endogenous money. That 
work demonstrates that the endogeneity of money and the need for public 
regulation of financial operations are two sides of the same coin (Wray 1990).6

Money Manager Capitalism

PKI’s attention to money manager capitalism is part of Institutionalism’s 
longstanding interest in the stages of capitalist evolution. Writing in the 1920s, 
Veblen (1921, 34–38) observed that the rise of industrial capitalism in the 
latter half of the nineteenth century meant that corporate finance had become 
“the controlling factor in industry.” Commons (1950, 61) went further—but 
still with a focus on finance—and identified three stages: merchant capitalism, 
industrial capitalism, and financial capitalism, using the latter designation to 
highlight the dominant economic role of investment bankers in the early twen-
tieth century.7 Minsky (1993a), drawing on a similar approach to capitalist 
development that he learned from Schumpeter (his dissertation adviser), then 
extended Commons’s analysis by adding two more stages: managerial capi-
talism, which began with the New Deal and reached its peak in the first two 
decades after World War II, and the current stage (which took shape around 
1980) that he called money manager capitalism.

PKI argues that much of the dynamism in capitalism in any era can be traced 
to the financial system, where profit-seeking lenders, investors, and executives 
are always looking for institutional innovations that will provide them with an 
edge over others (Minsky and Whalen 1996, 156). Moreover, since finance 
proceeds production (which, of course, is a key insight of any monetary theory 
of production), finance is always an important driver of economic activity. 
But the present period, like the earlier stage of financial capitalism, is notable 
because financial actors—in this case, institutional investors (who manage 
pension funds, hedge funds, and other large financial portfolios)—play a dom-
inant role, not the entrepreneurs, industrialists, and business leaders who were 
dominant in several other stages (ibid., 158).

Instead of financing productive activities, most financial relations in the 
era of money manager capitalism focus on maximizing near-term financial 
profitability. In fact, because maximization of shareholder value over the short 
run is the key aim, attention is heavily oriented toward speculative operations 
that often involve increasing systemic risks. Writing in the wake of the global 
financial crisis of 2007–2009, Wray (2012, 6) notes that the new practices 
stemming from such financial innovations generally serve “no social purposes 
beyond making top management and financial institutions incredibly rich.” He 
adds: “At the same time, the structure of incentives and rewards was changed 
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[over the course of several decades] such that risky bets, high leverage ratios, 
and short-term profits were promoted over long-term firm [enterprise] survival 
and returns to investors.”

The now decades-long focus on shareholder value and on short-term 
financial gains is what many today describe as financialization, which is 
really just another way of describing what Minsky called the emergence of 
money manager capitalism.8 Elements of financialization were identified by 
the Financial Crisis Inquiry Commission (FCIC), established by the United 
States (US) Congress, as a factor contributing to the global financial crisis. 
In particular, the FCIC (2011) highlighted various aspects of the evolution of 
financial markets between the early 1980s and the start of the crisis, includ-
ing the oversizing of financial activities, the growth and asset concentration 
of investment banks, the increasing role of shadow banking, the growth of 
derivatives, and the increasing gap in compensation between financial and 
non-financial sectors.9

Leading up to the crisis of 2007–2009, such a long-term financial evolution 
was permitted and even supported by regulatory changes. Restrictive public 
oversight was removed or loosened to encourage financial innovations and 
market openness. The regulatory framework was also changed in favor of 
market-centered self-regulation models that relied not only on credit rating 
agencies, which were often paid for by the issuers of the products being 
rated, but also on banks’ own risk calculations (a method called the “internal 
ratings-based approach” to credit risk). Until the crisis hit, many policymakers 
and regulators, such as Federal Reserve Board chairman Alan Greenspan, 
were enthusiastic supporters of such a reform process—even when the 
increasing risks related to this transformation began to worry financial industry 
practitioners.10

Free-Market Pitfalls and the Need for Public Action

By focusing on both the cyclical and structural dimensions of the current 
era, PKI highlights the pitfalls of free markets and the need for public action. 
According to PKI, private institutions are vital because they allow individuals 
and enterprises to undertake profit-seeking economic activities via decen-
tralized credit-debt relations. But this is also where cycles enter the picture: 
when local disequilibria accumulate within those credit-debt relations—as is 
bound to happen owing to an endogenous tendency toward riskier practices 
during expansions (Minsky 1986)—crises break out and public institutions 
are usually required to restore financial-sector confidence and stabilize the 
economy (Delli Gatti, Gallegati, and Minsky 1994). PKI also stresses that 
pursuit of maximum shareholder value and other features of the current finan-
cialized era—including a general emphasis on market-oriented, neoliberal 
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policies—exacerbate capitalism’s core tendency toward periods of financial 
expansion and contraction. In addition, money manager capitalism gener-
ates and intensifies worker insecurity and economic inequality (Minsky and 
Whalen 1996; Whalen 2020).

From the perspective of Post-Keynesian Institutionalists, it is clear that 
a new approach to public action in financial markets is needed—beyond 
market self-regulation, but also beyond dependence on bailouts in periods of 
crisis. Indeed, in the aftermath of the global financial crisis of 2007–2009, it 
was clear the biggest gains from public action went to financial institutions, 
whose profits (boosted by low interest rates and access to low-cost government 
borrowing) rebounded within two years of the start of the crisis (FCIC 2011, 
401). What is needed is a macroprudential preventive approach that recognizes 
the public as well as private dimensions of finance and stability.

MICROECONOMIC RATIONALITY, COLLECTIVE 
RATIONALITY, AND THE GOAL OF FINANCIAL 
STABILITY

Recognizing that there are public and private dimensions to finance and 
stability means admitting that monetary economies present us with social 
dilemmas—that is, conflicts between what is optimal from an individual 
(microeconomic) perspective and from a societal (macroeconomic) vantage 
point. The PC approach accepts the need for some sort of coordination of 
individual decisions; indeed, it accepts the need for some type of regulation. 
However, it concludes that such coordination should emerge from within the 
private sector—and that the most efficient form of regulation is market-based, 
self-regulation (Buchanan 2003). This section reviews that approach’s assump-
tions, which, we argue, must be amended to reflect the realities of a monetary 
economy.

The PC Approach and Microeconomic Rationality

PC builds on the hard-core assumptions of Neoclassical economics—
such as methodological individualism, rational choice, and “politics as 
exchange” (which means individuals secure mutual gains by “contracting” 
for a constitution)—and concludes that what motivates the behavior of both 
public and private decision-makers is the process of rational, self-interested 
decision-making at the microeconomic level of individuals and enterprises. 
Recognizing the existence of market failures, PC also aims at establishing 
conditions for efficient allocation in the presence of such failures, which leads 
to “the study of nonmarket procedures for revealing individual preferences 
in these situations” (Mueller 1976, 396). Although considered a critique of 
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the public regulation of markets, one of the most important contributions of 
PC is to show the impossibility of determining the conditions of an optimal 
equilibrium that would result from a collective choice process, whether based 
on market mechanisms or public action.

Within some limits, the assumptions of the PC approach are right with 
regard to the incentives that could drive people in their decisions and strat-
egies. Especially in the case of public goods, a relevant decision process for 
goods allocation is not obvious.11 More generally, PC maintains that although 
markets (the private invisible hand) do not work at optimum, government (the 
public visible hand) does not always effectively correct market failures. In fact, 
PC maintains that public bureaucracies tend to grow, apparently without limit 
and without connection to initially promised functions (Buchanan 2003).

Because of the difficulties the PC approach associates with revealing indi-
vidual preferences and determining an optimal economic equilibrium, James 
Buchanan and Gordon Tullock (1962) argue that a collective decision in the 
public interest has to be supported unanimously by all the voters, whereas 
majority decisions may be unfair. However, Steven Croley (2008) maintains 
that the PC theory rests on an incomplete and undertheorized understanding of 
regulatory government. In particular, he argues that it is possible to produce 
regulatory outcomes that promote the public interest by means of existing 
legal-procedural mechanisms. With a more specific focus on the characteris-
tics of a monetary economy, one can also argue that, in their usual form, the 
assumptions of PC about the individualistic micro-rationality of self-interested 
policymakers are not relevant with regard to the issues generated by the work-
ings of financial markets.

Private Interests, the Public Good, and Collective Rationality

The workings of financial markets give rise to systemic problems that cannot 
be resolved without collective action, and market incentives often lead to 
social outcomes widely recognized as unacceptable and inefficient. A distinc-
tion between private interests and the public good must be established. Adam 
Smith’s invisible hand does not work in a monetary economy: private and 
public interests do not converge toward the same outcome.

Given that PC aims at dealing with collective (public) action in the case 
of market failures, it would be suitable to transform the logic of the micro-
economic, individual rationality-based PC approach into a macroeconomic 
reasoning, based on a collective rationality. Because of the divergence of indi-
vidual private interests and the public good, it would not be logically consistent 
to think that financial regulation and supervision would be achievable through 
the self-regulation of decentralized market mechanisms. The monetary and 
financial characteristics of contemporary capitalist economies—and the dis-
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equilibria and instabilities they endogenously generate—require a different 
methodological and conceptual approach than is usual in PC: they require 
a theory of collective action based on macroeconomic reasoning. Such a theory 
must allow rational decision-making at the societal level; it must consider 
financial regulation for the common good.

Since micro-oriented PC economics does not address systemic instabilities 
and provides no avenue for encouraging private entities to pursue strategies that 
foster macroeconomic stability, the search for an alternative approach to finan-
cial regulation—that is, an approach based in collective action and focused on 
preventive public oversight—points us in the direction of PKI (Phillips 1997; 
Whalen 2011). This alternative is not intended to inhibit financial-market 
innovation and dynamism. It rather seeks to redirect market dynamics toward 
economically and societally sustainable activities. Furthermore, such an 
alternative would enable financial regulation to address other socioeconomic 
challenges—including poverty, worker insecurity, widening inequality, threats 
to public health, environmental degradation, and global warming—through 
a collectively coherent organization of financial markets.

The Macroprudential Approach of PKI

This macroprudential approach—necessitated by the fact that markets do not 
work in a socially efficient way—offers coordination by a visible (public) 
hand that could put collective interests ahead of individual interests. From 
such a perspective, the role of public intervention, regulation, and oversight 
of markets is to correct, reframe, and sanction actors’ behavior, providing 
incentives that rest on collective goals and that (with those goals in mind) fix 
the limits of acceptable individual behavior. Since the rules of the game are 
common coordination devices, the aim of this regulatory approach is mainly 
to rely on institutions (including the organization of markets and extra-market 
institutions), thereby shaping individual strategies according to “the common 
good” in ways that cannot be achieved by relying entirely on private informa-
tion and individual plans and actions.12

Financial regulation takes on systemic importance since a smooth function-
ing of markets requires the continuous and sustainable provision of financial 
stability. Systemic financial stability is, thus, a public good to be provided 
by appropriate mechanisms—and cannot rest on market self-regulation. 
Nevertheless, a mix of micro (private) and macro (public) regulation may have 
a political and ideological attraction for policymakers and private corpora-
tions. It might also be attractive as a practical matter: there are certainly private 
dimensions to financial markets. In fact, from the perspective of PKI, it turns 
out that the dilemma of how voluntary associations could be made to pursue 
public interest—highlighted several decades ago by Mancur Olson (1965)—
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can be seen as a matter of providing the right institutional environment such 
that the consistency of each micro-level alternative depends on specific condi-
tions and predefined public goals.13

PUBLICNESS OF FINANCIAL STABILITY AND 
MACRO-COHERENT FINANCIAL REGULATION

Provision of financial stability is not something that can be left to the private 
sector. Financial operations generate externalities—both positive and negative 
in nature—that affect the whole of society, whether or not individuals are 
directly involved in those operations. But, as indicated in the previous section, 
the matter goes beyond externalities: financial stability must be considered 
a public good since it is a systemic need that cannot be met by market mecha-
nisms.14 In fact, because economic relations rest on the feasibility of continu-
ous payment and settlement operations, monetary and financial services can be 
viewed as part of the vital infrastructure of a capitalist economy.

Appreciating and Reforming the Basic Infrastructure of Capitalism

Many economists recognize the central bank as part of the economy’s basic 
infrastructure because it acts as a rule-maker and rule-keeper. But that infra-
structure includes the entire legal and regulatory framework that enables 
the central bank and various government agencies to stabilize the economy 
by means of rules, regulations, and oversight (Minsky 1964). In a capitalist 
society, the monetary system is a society-wide payments system that deter-
mines how economic relations take place among individuals and organi-
zations. The system consists of rules and practices that define, govern, and 
support the process of debt creation, circulation, and repayment. These debts, 
also known as money, finance individual and organizational decisions across 
the economy and are the common denominator of capitalist accumulation; debt 
financing is also the fundamental linkage between the real and financial sector 
(Kregel 2010a).15 The monetary structure allows private decision units to make 
their economic plans effective without any collective plan but according to 
some common rules. At the same time, financial stability is a societal concern 
that links the viability of the whole to the consequences of the monetary and 
financial decisions of a few. Thus, the financial system displays the features of 
a basic infrastructure common to the whole of society, and financial stability 
displays those of a public good.

In the wake of the global financial crisis, several regulatory reforms have 
been discussed; some have even been implemented.16 However, the core 
of financial regulation in the United States and elsewhere still relies on 
self-regulatory schemes and has not been modified to give a larger place to 
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procedures and tools centered on collective action and aimed at anticipating 
and preventing economic catastrophes. Endogenous fragilities and the funda-
mental weaknesses of liberal financial regulation yield recurrent crises and call 
for a thoroughgoing transformation of supervision mechanisms by means of 
extra-market public oversight.

The first goal of such reform is to break financialized capitalism’s “doom 
loop,” whereby the system evolves through a boom-bust-bailout financial 
cycle that leads to recurrent economic crises. When markets are loosely 
regulated, risky investments and dangerous financial practices gain ground 
and initially lead to increased growth and profit. However, such a boom is 
soon counterbalanced by a slump that puts markets under the pressure of an 
uncertain future and pushes the financial sector toward collapse. In the face of 
generalized difficulties and the threat of systemic panic, collective action takes 
the superficial form of a bailout, which calms markets without addressing the 
system’s fundamental flaws.

Preventive and prudential regulation and supervision, organized and 
managed by an extra-market/public power, is required to break the doom loop. 
A macroprudential framework regards the financial sector’s evolution toward 
instability as endogenously determined and assumes that a system-wide eco-
nomic failure is not an accident but a normal outcome of the working of free 
markets—an outcome with widespread societal consequences. Thus, the aim 
of macroprudential regulation must be to oversee systemic risk and limit the 
likelihood of a generalized systemic failure. Market-related self-regulation and 
micro-prudential risk management are insufficient because they lack a global 
view. That insufficiency is evident not only in the euphoric period prior to 
a crisis, when it makes sense for individual firms to make increasingly risky 
moves, but also in a downturn, which is when it becomes obvious that financial 
institutions are not able to internalize the costs imposed on society as many 
firms shrink their assets at the same time (Hanson, Kashyap, and Stein 2011). 
There is then a rationale for the macroprudential organization of the economy 
regarding its sustainability conditions.

Some Rules and Challenges

Since a key macro objective is financial stability over time, two general regula-
tory rules can be put forward. One is that regulators need to supervise balance 
sheets and cash flows with an eye to identifying solvency threats and prevent-
ing an increase of systemic risk (see, e.g., Phillips 1997). The other is that when 
gains are private, losses must not be socialized. In line with this rule, and given 
the societal criticalness of financial operations in a capitalist society, financial 
responsibility of the market deciders (for instance, chief executives) must also 
be linked to effective criminal responsibility such that the punishment should 
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be proportional to the damages caused by unfair speculative operations.17 The 
aim is to reduce, by all means, the likelihood of hazardous strategies that could 
generate systemic consequences. This is not a moral statement; rather, it aims 
to encourage prudent business decision-making and reduce the social costs of 
private failures.

Macroprudential regulation also requires the supervision of regulators to 
ensure their work stays focused on the public interest. Regulators should be 
civil servants, beyond the influence of those being regulated. They must also 
issue reports to the public on a regular basis. Of course, no human system is 
perfect, so there will certainly be room for improvement over time. But the 
main current challenge is not to achieve something close to institutional per-
fection. Rather, it is to forge firm national and international commitments to 
moving financial regulation in the macroprudential direction.

CONCLUSION

This chapter has argued that a major source of economic imbalances and 
systemic crises since the 1980s is the transformation of capitalist economies 
into speculation-based financialized machines that are overseen by insufficient 
extra-market public regulation. In fact, the past several decades have seen 
a general trend toward liberalization of finance and market-self regulation of 
the financial sector. There has even been a “commodification” of financial 
regulation, resulting from often heavy reliance on rating agencies to assess 
the default risk of organizations and the credit risk of specific debt securities 
(including new, untested financial innovations).

The chapter has also argued that Institutionalist and Post Keynesian research 
offers valuable insight relevant to designing the collective action framework 
required to reshape financial markets and ensure systemic stability. Fashioning 
such a framework is a matter of designing institutions for regulation and super-
vision, and is closely linked to the broader matter of social dilemmas and the 
challenges of public decision-making. Thus, financial regulation can also be 
studied with the PC approach and public goods literature. However, PC meth-
odology, based on the micro-dynamics of markets, cannot capture the systemic 
roots of financial instabilities that are part of macroeconomic dynamics and 
that, therefore, need to be addressed at the level of the economy as a whole, 
beyond the perspective of individual financial institutions.

Although one might maintain that policymakers can be regarded as 
micro-rational decision units that may seek to maximize their own interests 
even when they are expected to serve the public interest, a collective action 
framework of financial regulation cannot be considered a mere tool of 
private-interest satisfaction. The challenges of financial regulation are mac-
roeconomic and extend beyond the scope of individual behavior. To be sure, 
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as Gary Dymski (2010, 253) states, “[T]he ability to control instability, which 
Minsky so prized, depends on institutional arrangements that are, in the end, 
themselves fragile and unstable.” Yet that does not lead to the conclusion that 
micro-rationality-based market self-regulation is better than public regula-
tion.18 As this chapter has emphasized, the problem of endogenous financial 
instability, inherent in a (capitalist) monetary economy, makes it necessary 
to frame financial regulation at the systemic level—beyond or outside market 
relations. Thus, the appropriate questions are: how to forge national and inter-
national commitments to macroprudential supervision and regulation; and how 
to devise (and then update) frameworks that would reduce the risk of conflicts 
of interest in the exercise of public power?

The publicness of financial stability renders self-regulation mechanisms 
inadequate as a means of ensuring economy-wide financial stability. The 
stability of the financial system cannot be produced and managed by decen-
tralized market mechanisms. The gap between micro-rational efficiency and 
macro-rational systemic stability cannot be bridged by the invisible hand of the 
price mechanism and market incentives.

Nearly three decades ago, Minsky (1993b) described two opposing models 
of capitalism. One is an interventionist, big-government capitalism (that is, 
an economy with government big enough to stabilize aggregate profits in 
downturns), aimed at sustaining welfare-generating activities. The other is 
a laissez-faire capitalism, wherein the public hand seeks to loosen public 
oversight and regulation over markets, intervening only in emergencies and in 
ways that primarily socialize the financial losses of large organizations. The 
latter model, which has provided the standard for most economic activity in the 
industrialized world since the 1980s, has led to an exuberant growth of spec-
ulative finance at the expense of industrial development and social improve-
ment, as well as to large and recurrent financial crises, rising worker insecurity, 
and extraordinary inequalities of income and wealth—all of which call into 
question the sustainability of such an approach to economic organization.

Unfortunately, nations still seem to beat around the bush on this issue and 
avoid cutting to the chase and getting to what really counts. The sooner that 
market-centered regulation is replaced by collective action-based regulation, 
the sooner we will have economies that are stronger and more stable over 
the long term. The serious worldwide downturn caused by the COVID-19 
pandemic could have served as the decisive reminder of the need for collective 
action to ensure the stability of financial markets. However, current develop-
ments do not bode well for those seeking a fundamental change in financial 
regulation; the current health crisis seems to largely have obscured the under-
lying economic problems that no vaccine can solve.
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NOTES

1. See the chapter in this volume by Diop (Chapter 13) for an illustrative discussion 
of how policymakers in the United States began to loosen financial regulation as 
memory of the global financial crisis began to fade.

2. While PKI highlights the compatibility of the economics of Keynes, Post 
Keynesians, and Institutionalists, it is called Post-Keynesian Institutionalism 
because it is, most fundamentally, Institutional economics. Yes, this strand 
of Institutionalism is informed by the common ground it shares with (and the 
insight contained within) Keynes and Post Keynesians, but PKI begins and ends 
as a branch of Institutionalism on a par with, for example, the Veblen-Ayres and 
Commons traditions. While Keynes and the Post Keynesians offer important 
insights and contributions, Institutionalism has always gone beyond both of them 
in its emphasis not only on the fundamental importance of the institutional char-
acter of economies in general, but also on the crucial role of monetary features 
in capitalist economies in particular. Indeed, this is what attracted Minsky to 
Institutionalism (see, e.g., Minsky 1982, 280; and Whalen 2008a, 251).

3. Indeed, Mitchell (1916, 157), maintained that money “is the root of economic 
science” and envisioned a theory of the “money economy” as the ultimate goal 
of his research on business cycles (see Dillard 1987, 1629).

4. For a comprehensive presentation of different strands of Post Keynesian analy-
ses, see Lavoie (2014); for a similar look at Institutional economics, see Whalen 
(2022).

5. A debt not built on generally accepted and legally reinforced rules is of limited 
value because it cannot be used as a socially asserted means of financing.

6. I owe the above observations on endogenous money in Minsky and Wray to 
Charles Whalen.

7. In Institutional Economics, Commons (1934, 763–773, 789) even used the term 
“banker capitalism” to refer to what he (and others) later called financial (or 
finance) capitalism.

8. According to Epstein (2005, 3), “[F]inancialization means the increasing role of 
financial motives, financial markets, financial actors and financial institutions in 
the operation of the domestic and international economies.”

9. In 2009, annual average compensation was $102,069 in the US financial sector 
(which includes finance and insurance) and $58,666 in the non-financial sector 
(FCIC 2011, 62).

10. According to the FCIC (2011, 20), “Even those who had profited from the 
growth of nontraditional lending practices said they became disturbed by what 
was happening.” The report continues:
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Herb Sandler, the co-founder of the mortgage lender Golden West Financial Corporation, 
which was heavily loaded with option ARM [i.e., adjustable rate mortgage] loans, wrote 
a letter [in 2006] to officials at the Federal Reserve, the FDIC, the OTS, and the OCC 
warning that regulators were “too dependent” on ratings agencies and “there is a high 
potential for gaming when virtually any asset can be churned through securitization and 
transformed into a AAA-rated asset, and when a multi-billion dollar industry is all too 
eager to facilitate this alchemy.”

11. For a comprehensive presentation of the related issues, see Mueller (1976).
12. The above discussion is one illustration of Minsky’s (1982, 280) observation that 

“monetary economics cannot escape being institutional economics.”
13. For an excellent discussion of the need for public policy to establish (and 

constantly update) an institutional environment that can contain capitalism’s 
endogenous tendency toward instability, see Ferri and Minsky (1992), which 
emphasizes the need for institutional “containing or thwarting” mechanisms 
“that make observed values of variables different from what they would have 
been if each economic agent pursued ‘only his [sic] own gain’” (ibid., 79, 84).

14. For further discussion of financial stability as a public good, see Ülgen (2021).
15. This again harkens back to our discussion of the monetary theory of production 

at the heart of PKI.
16. For discussions of reform ideas from the viewpoint of PKI and related perspec-

tives, see, for example, Epstein and Crotty (2013); Keen (1995); Kregel (2010a; 
2010b); Palley (2009); Rosser, Rosser, and Gallegati (2012); Whalen (2008b); 
Wray (2011; 2012); and Wolfson (2002).

17. I owe this remark to Lyubov Klapkiv.
18. Indeed, Minsky clearly recognized that the economic stability produced by 

policy-driven institutional arrangements would always be transitory at best (see, 
e.g., Ferri and Minsky 1992, 84).
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15. Women’s work and its 
conceptualization in Post-Keynesian 
Institutionalism
Anna Zachorowska-Mazurkiewicz

INTRODUCTION

The situation of women in the economy is affected by the roles they play in 
society. Women’s work illustrates how culture defines the economic situation. 
Women’s engagement in care labor defines their position in the labor market, 
not only in terms of their participation, but also the remuneration they receive 
for their work compared with that of men. The mechanism that creates this dif-
ference in pay is the main focus of the chapter. The main objective is to explain 
why women’s work is valued less than that of men. In particular, we consider 
the problem from a Post-Keynesian Institutionalist perspective, drawing, along 
the way, on vital insight from Feminist economics.

The chapter begins by presenting some manifestations of women’s contem-
porary economic status. The data presented show the time people devote to 
paid and unpaid work, as well as the difference in pay that women receive for 
their work relative to men. Then women’s work is discussed from the perspec-
tive of Institutional economics, focusing on the gender division of paid and 
unpaid work. Next, the Post Keynesian attention to the monetary production 
process is presented, shedding light on the necessity of paid employment in 
modern capitalist economies. The last part of the chapter (followed by a brief 
conclusion) offers a Post-Keynesian Institutional perspective that discusses 
women’s remuneration by linking the gender and monetary processes. It is 
this last part—informed by crucial insights from Feminist economics—that 
provides the full picture of women’s subordination through work in contem-
porary societies.
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WOMEN AT WORK: ALLOCATION OF TIME AND THE 
GENDER PAY GAP

When writing about women’s work, what is considered “work” needs to be 
precisely defined. Work can be analyzed in a narrow or broader sense. The 
narrow meaning of the term is connected to paid employment; indeed, that is 
also the concept’s most common contemporary meaning. Work in this narrow 
sense consists of activities performed for remuneration, which means that 
work refers to activities that are sold in the market. Here the function of work 
is to produce marketable goods and services, and in this way the work one does 
provides for one’s livelihood.

However, work might also be defined in a broader sense than just paid activ-
ities. A broader definition describes activities tied to effort, time, and oppor-
tunity cost. For example, Margaret Reid (1934, 11) writes that work includes 
all activities to which a “third-person criterion” could be used. According to 
this criterion, if one can hire a third person to perform the activities (such as 
cleaning, ironing, or cooking, for example), then those activities are “work,” 
regardless of whether they are performed for pay.

But there are still other types of work to which the third-person criterion 
cannot be applied, such as unpaid care labor performed in order to develop, 
sustain, or deepen a relationship—labor we can classify as a relational work. 
To be sure, people can be paid—and many are—to provide childcare and adult 
care, but in such cases the person who hires another to provide that care is not 
building their own personal relationship with the person receiving the care. 
When the purpose of unpaid care labor is to develop or maintain a relationship, 
such work cannot be performed by a third person.

Referring to a report by the United Nations (UN), Margaret Snyder (2007, 
13) describes work broadly as the participation of people in productive activ-
ities for which they either receive a (monetary or in-kind) payment or are 
unpaid because the activities are undertaken free of charge for the benefit of 
a family (or community) member or enterprise. For example, such work may 
include housework, childcare, volunteer work, looking after elderly family 
members, providing labor to a family business enterprises, or constructing and 
repairing owner-occupied buildings (UN 2000, 109). The International Labor 
Organization (ILO) also proposes a definition that includes unpaid activities in 
the concept of work. In the ILO definition, all activities that generate products 
and services—whether or not they are later sold in the market—should be seen 
as work (Campillo 2003, 11).

Therefore, there is a strong case for “work” to be conceived broadly, indeed, 
for defining it to include the full range of activities necessary for survival, 
reproduction, and personal development (Standing 2009, 7). But, of course, 



Table 15.1 Minutes of work daily—paid and unpaid—by gender, region, 
and income group

Region Unpaid care work Paid work Total work

Women Men Women Men Women Men

World 265 83 183 322 448 404

Low-income countries 262 89 193 290 455 378

Middle-income countries 267 66 192 346 460 412

High-income countries 257 135 154 249 411 384

Note: Unpaid care work and paid work may not add up to total work due to rounding.
Source: Data from Addati et al. (2018, 56).
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that provides only a starting point for studying and analyzing work. In the next 
step, we should recognize that opportunities for engaging in paid employment 
are influenced by decisions concerning the unpaid work done in one’s house-
hold. Thus, it becomes necessary to analyze paid and unpaid activities jointly.

We must also introduce an awareness of gender. Brenda Spotton Visano 
(2017, 4) recognizes that gender awareness raises important questions about 
the nature of what and how we know. In the case of work, gender awareness 
not only expands our inquiry into such domains as unpaid household activity, 
it also encourages disaggregation of marketed labor and income variables.

The distribution of paid work and unpaid care work between women and 
men in different regions of the world is presented, according to average 
minutes of work per day, in Table 15.1. The data come from an ILO report in 
which care work “is broadly defined as consisting of activities and relations 
involved in meeting the physical, psychological and emotional needs” of 
people of any age, regardless of whether the work is provided within house-
holds or elsewhere in the community (Addati et al. 2018, 6).

The findings presented in Table 15.1 illustrate a gender division of work, 
in which women are primarily responsible for unpaid care work, while men 
do more paid work. Women are also involved in paid work more than men 
in unpaid care work; as a result, women do more work in total than men. In 
addition, there are some differences between regions divided according to 
level of income. In low-income countries, the gap in total work performed by 
men relative to women is largest: 77 minutes daily. Women in middle-income 
countries perform unpaid care work the longest—267 minutes per day—while 
men in these countries spent only 66 minutes doing such work daily.

The data presented point to the gender division of work as a worldwide phe-
nomenon. Women work longer hours than men, but they are mainly involved 
in unpaid work, not receiving monetary rewards for their efforts. Moreover, 
the allocation of time across these two activities is connected. Among women, 
41.6 percent of those not employed report that the reason is their involvement 



Table 15.2 Mean and median gender pay gaps by region and income: 
hourly wages and monthly earnings

 Hourly wages Monthly earnings

Region Mean gender 
pay gap

Median 
gender pay 
gap

Mean gender 
pay gap

Median 
gender pay 
gap

High-income countries 16.2 15.7 25.6 24.9

Upper-middle income countries 15.1 17.3 19.2 20.2

Lower-middle income countries 16.2 14.8 15.8 22.3

Low-income countries 14.6 22.7 28.2 31.7

World 15.6 16.6 20.5 21.8

Source: Data from ILO (2018, 24–25).
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in unpaid care work. This means that 606 million women are not employed 
because they are taking care of other people and are not remunerated for it. 
In contrast, only 5.8 percent of men—41 million—report that they are not 
employed because they are providing unpaid care work (Addati et al. 2018, 
xxxi–xxxii).

In addition to the gender work gap (gender division of work), there is also 
a gender pay gap. Table 15.2 presents ILO (2018) data on pay for women and 
men across the world. In all regions, women earn less than men.1

Both mean and median gender pay gaps are substantial. In the case of hourly 
wages, the difference in the mean pay gap across regions is not substantial 
(with gaps ranging from 14.6 to 16.2 percent); the difference in the median 
gap is much larger, and women experience a 22.7 percent median pay gap in 
low-income countries. In the case of monthly earnings, the pay gaps are gen-
erally even larger than for hourly wages. The largest monthly gender pay gaps 
are found in low-income countries (it does not matter if we look at median or 
mean results), but the second largest are in high-income countries. In terms of 
monthly earnings, both the mean and median gender pay gaps for the world 
overall exceed 20 percent.

INSTITUTIONAL INSIGHT ON WOMEN’S WORK: THE 
GENDER DIVISION OF WORK

What accounts for the gender division of work and the gender pay gap? 
Economists have generally focused on the pay gap, which seems linked to the 
valuation of women’s work in terms of sectors and occupations. While other 
features that contribute to the gender pay gap have diminished over time, 
such as differences in education, gender differences in the sorting between 
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and within occupations and industries remain important in explaining the gap 
(Boll, Rossen, and Wolf 2017; Blau and Kahn 2017).

Ariane Hegewisch and Heidi Hartmann (2014, 16) suggest there is a clear 
financial penalty for working in female-dominated occupations. Women dom-
inate in jobs that resemble their traditional gender roles and are linked to care 
and services (Zachorowska-Mazurkiewicz 2016). Considering the actual sala-
ries received by caregivers, it seems clear that the human and societal value of 
care exceeds the market value calculated according to the services performed.

The reason the market undervalues care is that the monetary value assigned 
to care work accounts only for those aspects of caregiving for which substi-
tutes can be found in the market (Campillo 2003, 106). Since the personal and 
relational aspects of care do not have market equivalents, they are difficult to 
valuate—and their value often goes uncalculated (Folbre 2001; Sikoska 2003). 
However, this is exactly what matters most in the care relationship—the car-
egiver’s positive attention to the person receiving care. That attention involves 
the creation and keeping of a personal relationship (van Staveren 2015, 45), 
which is precisely the part of care work that becomes difficult to value mon-
etarily. Additionally, a paid caregiver can perform many activities that are 
usually done as part of unpaid household work. This is the case with nurses, for 
those providing care to the elderly and young children, and is also true of some 
work performed in other professions such as teaching or therapy. As a result, 
employed women often compete with women who do not receive a monetary 
reward for their work.

According to Claudia Goldin (2014, 1093), “[R]elative earnings often 
signify how individuals are valued socially and economically.” Paying women 
less sends a message that society regards women as having less economic 
and social worth. The gender division of work and the gender pay gap could 
be analyzed separately, but deserve to be discussed together because they are 
closely linked and because they are both grounded in cultural influences that 
shape the role of women in society.

Insights from Institutional economics effectively serve the purpose of 
exploring the connection between the involvement of women in unpaid work 
and care work (Zachorowska-Mazurkiewicz 2015). Institutionalism strives 
to explain the real world by means of theories that represent observed reality 
as accurately as possible (see, e.g., Whalen 1996, 88).2 Moreover, Thorstein 
Veblen, originator of Institutional economics, produced pioneering work that 
recognized gender norms as important institutions in the economy; in recent 
years, other Institutionalists have followed his lead.

Institutional economists recognize that producers, workers, and consum-
ers are largely cultural products (Whalen 1996, 96). For that reason, an 
Institutionalist interpretation of economic behavior examines the various 
cultural influences shaping that behavior. Many cultural categories exist to 



Women’s work and its conceptualization 343

label groups of people with some similarity on the basis of that commonality. 
The commonality may or may not affect each person in any meaningful way 
and, in fact, it may not signify any substantial difference between those inside 
or outside the group, but the cultural label treats that common characteristic 
as having social significance and values it either positively or negatively in 
the particular culture. The creation of any category is, hence, at the same 
time the creation of a value category (Waller 2005, 331). Thus, Institutional 
economics begins its analysis by looking at cultural processes rather than 
an isolated individual.3 A consequence of this approach is Institutionalism’s 
strong resistance to the notion that any significant portion of human behav-
ior is private in the sense of being untouched by cultural norms and values 
(Zachorowska-Mazurkiewicz 2015).

One categorization that serves as a criterion to build such cultural labels and 
hierarchies is gender. Gender is a set of cultural categories that use biological 
sex as the element of commonality to assign value in our culture to people and 
the activities they perform, including work. Gender, like all cultural categories, 
assigns attributes, roles, and behavioral norms to each person based on the 
category in which they are placed (Waller 2005, 331).

Veblen often gave attention to the norms that valued the position of men 
and degraded the position of women in society (van Staveren 2010a, 21). 
In two groundbreaking articles (Veblen 1894; 1899), he recognized gender 
norms as exemplary for how historical and cultural patterns influence the 
economic process of provisioning. Moreover, Veblen stressed the fact that 
pecuniary activities, those of buying and selling, were not synonymous with 
social provisioning (Mayhew 1999, 480). The market represents one important 
way that people organize themselves collectively to make a living, but social 
provisioning can also occur within the household or via the state (Power 
2004). For example, the work of women that takes place without remuneration 
within households, including caring for others, is a vital element of social 
provisioning. In fact, according to Zdravka Todorova (2015, 426), that work is 
simultaneously production and reproduction.

The concept of care work focuses on the gendered character of social norms 
that shape the division of work in both the family and the market. The gender 
division of work was established in a historical process that started with the 
industrial revolution. Social norms that link being female to caring for others 
developed as part of this historical process. The consequences of those norms 
have been extensive and significant, contributing to gender inequality within 
both the household and the labor market (Badgett and Folbre 1999).

Before the industrial revolution, work in most countries occurred in the 
household or in agriculture. After industrialization, the definition of work 
evolved to focus on activities performed outside the home or farm, which 
influenced the perception of jobs undertaken by women and men in different 
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ways (Coleman 1999, 503). At the end of the eighteenth century, women whose 
work consisted mainly of taking care of the family were considered productive 
workers. That view changed with the development of the market economy, 
which is when production for personal use—rather than for the market—began 
to be equated with the responsibilities of women (Folbre 1991, 466).

Thus, in the second half of the nineteenth century, the division of labor 
became established in the leading industrialized economies. In many house-
holds, only men took up employment in the labor market as long as their 
families could afford it. (In low-income households, both women and men 
were often compelled to work out of economic necessity.) The activity of 
women within the household did not provide any basis for measuring their 
work against that of men (and women) in the monetized part of the economy. 
Earning money became primarily the domain of men, while performing house-
hold work the domain of women—a realm more often described using moral 
rather than economic terminology (Gornick and Meyers 2009, 7; Himmelweit 
1995, 7).

During the census carried out in England in 1851, women working for 
their own household were recognized as a separate category; by the census of 
1881, however, they were added to the category of people working without 
a specific occupation. Then, at the end of the nineteenth century, a special par-
liamentary committee took into account Alfred Marshall’s suggestion to adopt 
the German tradition and transfer women working for their own household 
without pay into the category of dependent persons (Folbre 2009, 252–253).

Antonella Picchio (1992) argues that the separation of production and 
reproduction that took place during the industrial revolution explains why 
macroeconomics was not structured to consider the unpaid and care work 
women provide for households. Consequently, this considerable part of the 
economy—consisting of unpaid activities, often carried out within house-
holds, and primarily undertaken by women—remains invisible (van Staveren 
2010b, 1132). But outside of economic analysis, in the economy of the real 
world, unpaid housework does not take place independently from the general 
capitalist structure. Such work instead conditions the reproduction of the labor 
force, and is an important part of the overall culture of capitalist production 
(Todorova 2009, 52).

In short, the private realm of households is a product of particular historical 
and geopolitical circumstances. According to Todorova (2009, 86–87), it is 
a product of gender and monetary processes, which form what Veblen called 
a “pecuniary culture.” Todorova further writes that the Victorian period saw 
a development in the gender process that is specific to a pecuniary culture and 
best manifests the ideological notion of the household as a separate, auton-
omous, and feminine sphere. Households acquired a position of remoteness 
from the public sphere, which was deemed masculine, and they consequently 
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became the ideological embodiment of the feminine domain. However, this 
separation is, of course, a fiction. This fictional autonomy of the household 
as a distinct arena for women “is revealed by its economic dependence on the 
public sphere” (Todorova 2009, 96).

The data presented in the first part of this chapter show that women are not 
only devoted to their care duties but are also active in the public realm. This 
contributes to long hours of women’s work. Todorova (2009, 122–123) uses 
the concept of “ceremonial encapsulation” to explain the puzzle of long hours 
that women work. In particular, ceremonial encapsulation involves a situation 
in which a social innovation is both ceremonially and instrumentally feasible, 
and it is through ceremonial encapsulation that the ceremonial aspects of 
a given institution—those linked to myths, mores, and arbitrary distinctions 
of status and rank—are left undisrupted.4 With respect to households and 
the economic activity of women, ceremonial encapsulation accounts for the 
“double burden” of work represented by the innovation of women entering 
the labor force, while continuing with their homemaking responsibilities.5 It is 
predominately women’s time that is stretched between work in the unpaid and 
paid economies. The innovation in household relations is allowed only under 
the condition of preserving the dominance of a woman’s role as a homemaker, 
mother, and wife (Todorova 2009, 122–123).

Popular conceptions of women’s appropriate roles have shifted since 
Veblen’s time, but differential economic outcomes for women and men 
remain linked to distinctions between market and familial activities (Jennings 
1994, 559). In their analyses, Institutionalists view the concept of power as 
involving “multifaceted systems of status and hierarchy” (Waller and Jennings 
1990, 620) that can be of use when discussing the relation between market 
and household activities. The hierarchical gender relations that characterize 
our contemporary societies are a manifestation of that power, resulting in 
public-private bifurcation, a hierarchical valuation of economic activities, and 
the gender division of work (Todorova 2009, 86).

POST KEYNESIAN INSIGHT: EMPLOYMENT AND THE 
SIGNIFICANCE OF MONEY

The main aim of Post Keynesian economics is to provide a clear understanding 
of how the economy works, thereby relating economic analysis to real eco-
nomic problems (Arestis 1996, 112). According to Wallace Peterson (1977), 
that aim is, in fact, one of many features that Post Keynesian economics 
(which he called the “economics of Keynes”) shares with Institutionalism. 
Other commonalities identified by Peterson include the recognition that 
pecuniary criteria matter in capitalist reality, and an appreciation of the role 
of the following as significant aspects of economic reality (all of which were 
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addressed in Keynes’s (1936) The General Theory of Employment, Interest, 
and Money): uncertainty, economic instability, the institutions of money (and 
finance) and wage determination, and culturally and institutionally grounded 
human behavior.

Keynes (1937, 215) wrote that money serves two principal purposes. By 
acting as a unit of account, it facilitates exchanges without being a substantive 
object. In this respect, it is a convenience, leading some economists to refer 
to money as “a veil” (which merely shrouds the underlying transactions of 
actual goods and services).6 In the second place, it is a store of wealth, and in 
this respect it is a barometer of the degree of our distrust in our own calcula-
tions and conventions concerning the future (Keynes 1937, 216). But Keynes 
also showed that real and monetary phenomena are inextricably linked in an 
economy in which participants face uncertainty over the possible outcomes 
of future events, an economy Post Keynesians call a monetary production 
economy (Todorova 2009, 26).

People make active, thoughtful, and socially embedded efforts to make their 
own futures (Danby 2004, 59), and money provides a necessary link between 
the present and the future (Peterson 1977, 217). In Post Keynesian economics, 
by holding cash, individuals (and firms) become better equipped to face unex-
pected events (Danby 2004, 59).7 While the future is unmade, it is being made 
(Danby 2004, 60).

Post Keynesians have much to say about money, production, and employ-
ment in a monetary production economy, but of particular relevance to 
the analysis in this chapter is how the Post Keynesian perspective links to 
gender and Feminist theory. According to Marc Lavoie (2003) there are some 
commonalities between Post Keynesian economics and Feminist economics, 
including that both traditions are more interested in production (and distri-
bution) rather than exchange. But in Post Keynesian theorizing, money and 
finance are necessarily integrated with the “real” economy from the start of 
the analysis (Arestis 1996, 118). In addition, Colin Danby (2004, 61) observes 
that the Post Keynesian literature tends to see the “economic” as that which is 
monetized, and thus to ignore non-monetized transactions and production. In 
such a case, there is no place for the unpaid work performed in households.

In fact, Irene van Staveren (2010b, 1124) takes a different view from that 
of Lavoie. According to van Staveren, Post Keynesianism has traditionally 
exhibited little concern for Feminism and shows limited recognition that 
the major Post Keynesian concerns may matter differently for women and 
men. The strong connection between the economy, the market, and money 
in Post Keynesian economics appears to exclude attention to non-market 
and non-monetary production and to reinforce a strict dividing line between 
markets and society (Danby 2004; van Staveren 2010b, 1128).
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The difference between Post Keynesian and Feminist economics is well 
illustrated by their approach to the concept of social reproduction. In the Post 
Keynesian tradition, the label of social reproduction is often concerned with 
material well-being generated through markets (and public goods), hence 
through paid labor. Thus, Post Keynesians generally ignore institutions beyond 
the market (and market-centered institutions such as the corporation and labor 
union) and the state—institutions such as kinship or gender or ethnic solidar-
ity, all of which may be performing important roles in organizing or structuring 
economic activity (Danby 2004, 63).

In contrast, social reproduction in Feminist economics has always referred 
to women’s unpaid work in a patriarchal system. According to van Staveren 
(2010b) the very term social reproduction has been replaced in Feminist 
economics by notions of unpaid work and caring. The “blind spot for unpaid 
work and caring in Post Keynesian economics” implicitly assumes that these 
categories are separate from the monetized economy and do not affect it (van 
Staveren 2010b, 1133). In fact, Feminist Institutionalist Ann Jennings (1994) 
notes that monetary theories of production recognize the social power of 
money, but also fail to explore the implications of this social power on women, 
families, and other gender issues (see also Waller 1999, 627).8

However, gender relations often manifest themselves in unpaid housework, 
which in the monetary production economy cannot be performed without 
inputs purchased with money (Todorova 2009, 65). As this chapter has already 
made clear, many goods and services produced within households contrib-
ute appreciably to peoples’ livelihoods but do not generate income. Yet the 
production of such nonmarket goods and services requires the purchase of 
commodities (Todorova 2013, 63). For the purposes of social reproduction, 
households must obtain money through participation in the market process.

Consumption expenditures are necessary for the biological survival of 
workers, but also for the social cohesion of the household as well as for its 
cohesion in relation to other households (Todorova 2009, 64). Thus, house-
holds are not self-sufficient: they need money to buy goods and services, and 
to pay their tax obligations. Households rely on market-based output, income, 
and employment; they also rely on money as a link between the present and 
the future.

This brings us back to Post Keynesianism, which gives much attention to 
dimensions of the employment relationship, especially the money wage. In 
Post Keynesian analyses, the money wage assumes an important role not just 
because it is the fundamental determinant of the price level (Robinson 1969) 
and is the most widely utilized contract in the entrepreneurial system where 
money is used (Arestis 1996, 113). Rather, the fundamental importance of the 
money wage comes from a recognition that it is primarily through employment 
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that individuals obtain the income necessary for purchasing products that are 
crucial to their survival (Todorova 2009, 36–37).

But Post Keynesianism also looks beyond the money wage. According to 
the pioneering Post Keynesian work of Alfred Eichner (1979), which clearly 
and self-consciously straddled the Institutionalist and Post Keynesian tradi-
tions, it is vital to remember that the labor market involves human beings, and 
that many people spend a large portion of time within employment relations. 
Thus, Eichner called for an “anthropogenic approach” to labor economics, an 
approach that views work as affiliation, not just a contract. According to that 
approach, because work functions as a milieu for social interactions, employ-
ment provides opportunities for broadening people’s options in life (Eichner 
1979, 354, 363).

Thus, Post Keynesian economics provides important economic insight. 
Money is a form of wealth that matters in capitalism (Jennings 1994, 556). 
From such a perspective, money is no longer an innovation that simply facili-
tates market transactions; monetary production economies cannot be reduced 
to “money-using” systems. Money signifies value and social relations, and the 
acceptance of the money unit as an invariable measure of value and standard 
of wealth is a convention that permeates the whole culture (Todorova 2009, 
22, 41).

The Post Keynesian attention to money also underscores the connection 
of that tradition to Institutionalism—and an unmistakable conclusion from 
looking at that connection is that attention to gender must be a common focus 
of both traditions. After all, it was Veblen (1891, 350) who wrote more than 
a century ago that the value of human beings may also be presented in terms 
of money:

When we say that a man is “worth” so many dollars, the expression does not convey 
the idea that moral or other personal excellence is to be measured in terms of money, 
but economic success is the most widely accepted as well as the most readily ascer-
tainable measure of esteem.

Thus, money has consequences for the material provisioning of house-
holds, and cannot be separated from other social relations, including gender 
(Todorova 2009, 58).

POST-KEYNESIAN INSTITUTIONALISM: GENDER 
AND MONETARY ISSUES

In addition to highlighting the significance of money, Post Keynesian econom-
ics points to the need for employment. According to Hyman Minsky (1986, 9), 
providing employment opportunities for all who seek them is a key to social 
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justice, which rests “on individual dignity and independence from both private 
and political power centers.” But the gender division of labor and the gender 
wage gap suggest that employment opportunities are not the same for women 
and men. Thus, we integrate Post Keynesian and Institutional economics—in 
light of the engagement of both traditions with Feminist economics—to 
fashion a Post-Keynesian Institutionalist analysis regarding women’s employ-
ment opportunities and remuneration.

The significance of a Post-Keynesian Institutional analysis of women’s 
work and pay relative to men, especially analysis informed by the literature 
of Feminist economics, is that it enables a more comprehensive explanation 
than individual traditions provide on their own. Institutional economics, as we 
have seen above, introduces culture and culturally generated gender categories 
to shed light on the connection between the involvement of women in unpaid 
work and paid care work. We have also seen that Post Keynesian economics 
focuses more on paid employment; Post Keynesians recognize that all work 
may provide human affiliation, but they also stress that paid work generates 
income that is indispensable in capitalism. Thus, it isn’t surprising that Post 
Keynesianism has more to say about the gender pay gap than the gender work 
gap (gender division of labor). In particular, Post Keynesians tend to explain 
observed differences in the pay received by women relative to men by refer-
ring to segmentation into typically “male” and “female” jobs (van Staveren 
2010b, 1137), without questioning where this stereotyping comes from. In 
contrast, Feminist economists often explain the gender wage gap by referring 
to intangible gender institutions, such as shared ideas among labor market 
participants about appropriate pay differences between men (often seen as 
breadwinners) and women (often considered secondary earners) (van Staveren 
2010b, 1137). The aim of Post-Keynesian Institutional analysis is to provide 
a more unified account of observed patterns of work and pay.

As indicated above, Institutionalism and Post Keynesianism have much in 
common. In addition to a commitment to realistic theories and the recognition 
of uncertainty, economic instability, institutions, culture, and the pecuniary 
focus of capitalist economies, both power and distribution of income and 
wealth are at the heart of Post Keynesian and Institutional analyses. In both 
traditions, individual choice “is heavily influenced by income, class, and the 
technical conditions of production” and a major object of economic analysis 
is to shed light on “income distribution amongst social classes” (Arestis 1996, 
112).

Of course, each tradition also has its own particular emphases. For example, 
coercion and power are the central facts of economic life in Institutionalism. 
Uncertainty occupies this role in Keynes (Peterson 1977, 215). In a world of 
uncertainty, Keynes (1936, 147–164) emphasized the “precariousness” of 
“conventions” and the possibility of a violent and cumulative change in “mood” 
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and “expectations.” Hence, the economic system is not “self-balancing;” 
rather, it is a “cumulative unfolding” process (Arestis 1996, 114). Of course, 
Institutionalists have reached the same conclusion about the economic process, 
and what’s striking to those familiar with both traditions is that, even with 
different initial emphases, Keynes and the Institutionalists reach common 
conclusions again and again.9

Integrating Post Keynesian economics and Institutional economics to 
fashion Post-Keynesian Institutionalism (PKI) is not new. Charles K. Wilber 
and Kenneth P. Jameson (1983) crafted and used PKI to analyze the stagflation 
of the 1970s and early 1980s. Charles J. Whalen (2011) and David Zalewski 
(2019) are among those using PKI more recently. According to Whalen 
(2020, 78), PKI builds on the following foundations: (1) Post-Keynesian 
Institutionalists are interested in analysis built on realistic assumptions rather 
than on the construction of formal models; (2) people act in a world of uncer-
tainty, and, in the process of dealing with that uncertainty, they rely heavily 
on habits and social conventions; and (3) PKI concentrates on institutions, 
not impersonal forces or universal laws of nature, as crucial for shaping the 
economy.10

What is relatively new, however, is focusing PKI on issues involving 
gender. As has already been discussed, gender has generally not received 
serious attention within Post Keynesian economics and has largely been 
treated as unimportant for the advancement of a monetary theory of produc-
tion, which, according to Todorova (2009, 1), restricts the explanatory power 
of that framework. In contrast, in Institutional economics, gender analysis was 
present from the very beginning (in the previously cited articles published by 
Veblen). Therefore, adopting a Post-Keynesian Institutionalist perspective 
allows for Feminist-oriented economic analysis.

The scope and pre-analytic vision of PKI is certainly capable of incorpo-
rating Feminist economists’ understanding of the economy as a realm that 
includes unpaid work and caring. As outlined by Wilber and Jameson (1983, 
155), PKI is a “holistic, systemic, and evolutionary” approach that emphasizes 
the impact of socioeconomic change on social provisioning and economic 
welfare. That is surely broad enough to encompass not only social reproduc-
tion and provisioning outside the marketplace (involving unpaid work), but 
also cultural influences and economic consequences relating to gender.

By drawing on Post Keynesianism’s focus on monetary institutions, 
Institutionalism’s emphasis on history and culture, and Feminist economics’ 
attention to gender and gendered socioeconomic institutions, PKI helps to 
explain both the gender division of work and the pay gap. A starting point 
for such an analysis is provided by Post Keynesian economist Joan Robinson 
(1972, 9), who stresses that “everyone can see” that their relative earnings 
depend on the bargaining power of the group of workers to which they 
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belong. Building on that observation, Peterson (1977, 210) maintains that 
Institutionalism and Post Keynesianism come together in recognizing not 
only that “the distribution of income and wealth is an economic mirror which 
reflects the power struggles of society,” but also that “power relationships 
work through institutions.” Peterson (1977, 210) also emphasizes that money 
is an especially important institution in our world, since “capitalism is essen-
tially a pecuniary order.”

Jennings (1994, 558) then adds to Peterson’s insight. Drawing on a back-
ground in both Feminist economics and Institutionalism, Jennings writes not 
only that money is asymmetrical in market exchange—that is, it is harder to 
sell for money than it is to buy—but also that women’s labor has been socially 
constructed as less saleable than men’s labor. William Waller (1999, 626), 
who identifies as both a Feminist and Post-Keynesian Institutionalist, explains 
that this means that if money is a veil over productive activity, then the activ-
ities that yield monetary gain are socially valuable and those that do not yield 
a monetary gain are not. In other words, in contemporary capitalist society we 
find (as did Veblen in his era) pecuniary criteria rather than industrial criteria 
at the center of evaluating the worthiness of an occupation (Todorova 2009, 
93–94). The highest incomes appear (according to conventional economics as 
well as society’s dominant cultural beliefs) to result from the greatest produc-
tive contribution to society. Following this argument, unpaid activities must 
then also be equated with non-productivity and devalued (Jennings 1994, 559). 
Money in such a case is not a veil, but rather a social prerogative.

The gender analysis of PKI then moves from money to employment. In 
contemporary economies, employment supports the provision of care in the 
household and the purchase of care-related services (Danby 2010, 1163). 
At the same time, however, access to livelihood through paid employment 
is impeded by care work due to time constraints (Todorova 2015, 430). The 
concept of unpaid housework does not necessarily imply that these activities 
ought to be paid; it simply underscores that the monetary production economy 
provides no compensation “for the time and effort spent in such household 
activities” (Todorova 2009, 52)—even as the time and resources that enable 
a household to provide unpaid care can only occur when the household is sup-
ported by some form of income stream. In short, the household is economically 
dependent on the public (market) sphere.

Of course, the public sphere is also dependent on households for a supply 
of labor inputs. Nevertheless, the wages paid by business enterprises do not 
completely compensate for “the full maintenance of labor inputs,” much of 
which occurs within the home (Todorova 2009, 59). Business enterprises are 
“exempt” from considerations of care because households are conceptualized 
as a peaceful feminine realm that functions away from the market. Care 
work has been socially constructed to take place “naturally” within the realm 
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of households and primarily under the obligations and guidance of women 
(Todorova 2009, 96). One result of this is the observed worldwide gender 
division of work.

PKI also accounts for the gender pay gap. Paid work is treated as valuable, 
while unpaid work is considered to be of much less value. Since women are 
delegated to unpaid work at home, this unpaid activity affects the valuation 
of the work that women perform in the labor market. Thus, at the heart of the 
explanation for the pay gap is that women’s work is paid less because it mirrors 
the work women do for free within their households.

But that’s not the entire story. Care implies a relationship of dependency. 
Within a pecuniary culture, dependency within the household is considered 
virtuous, while dependency on others outside the household is consid-
ered pathological—especially when it involves the state in pecuniary terms 
(Todorova 2009, 110). But households, in order to provide unpaid care work, 
need monetary support, and that support can come from either the market, 
through employment, or from the state (or both).11 Households, the state, and 
the business enterprise do not belong to separate spheres; rather their interac-
tion collectively constitutes a pecuniary culture (Todorova 2009, 115). And 
this culture devalues women’s work, be it in the household or in the market, 
resulting in the prevailing gender pay gap in capitalist economies.

CONCLUSION

The observed gender division of work and the gender pay gap are best 
explained jointly with a Post-Keynesian Institutional analysis. Such an 
analysis, bolstered by insight from Feminist economics, paints the picture of 
women’s subordination by drawing not only on the patriarchal segregation of 
women’s work described by Institutional economists, but also on the mone-
tary production processes explained by Post Keynesian economists. Women 
are primarily responsible for providing unpaid work within households. 
But in a capitalist society they are also dependent, one way or another, on 
money wages, and women most often receive lower pay in the labor market 
than men. PKI demonstrates that the observed patterns of work and pay are 
interconnected.

In the course of cultural evolution—that is, as a consequence of social forces 
driving historical development, not inherent differences between women and 
men—women were delegated to unpaid and care work. This accounts for the 
gender division of work, but is also a starting point for analyzing the gender 
pay gap. Much care work can be performed within households, without 
monetary rewards, or it can be performed in the market and remunerated. But 
some aspects of care work, such as those involving a relationship between the 
caregiver and recipient of care, cannot be translated into monetary terms, and 
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thus are left unremunerated. Since women are associated with unpaid work, 
this is a reference point resulting in a gender pay gap that characterizes all paid 
activities performed by women. In the market, women do not compete merely 
with other employees, but also with their own unpaid work—and much of the 
work they do in the labor market mirrors work women do for free in the house-
hold. This helps account for women’s lower pay relative to men.

Since households are not self-sufficient, and performing care work is 
dependent on purchasing products and services in the market, it is necessary 
to obtain money wages (or a stream of income from the state that is widely 
considered a redistribution of money wages). Additionally, employment is 
an affiliation and a condition of economic independence. However, women 
have limited opportunities to participate in the labor market for two reasons: 
(1) they have less time available because of their responsibility for providing 
unpaid work in their households; and (2) their paid work is accorded less value 
than men’s work. Both these reasons contribute to sustaining the hierarchical 
gender structure in the economy and society.

Limiting access to money wages influences women’s ability to successfully 
perform unpaid care work, and that affects the quality of care in society. At the 
same time, care provides social ties; and social ties are vital to human survival. 
As Danby (2010, 1159) observes, it is not just that our social existence in 
the present is heavily influenced by our ties to others; it is also true that our 
ability to construct the future rests on how we and others shape those ties. In 
the case of women’s work, that observation forces us to ask whether we truly 
want to shape our ties with others through the existing (socially constructed) 
hierarchical system; it also compels us to seriously consider how that hierarchy 
influences our construction of the future. Social ties can indeed be reshaped; 
but, in the meantime, construction of the future is already underway.
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NOTES

1. In Table 15.2, pay (wages and earnings) refers to “total gross remuneration 
including regular bonuses received by employees during a specified period of 
time” (ILO 2018, 102). “Mean gender pay gap” compares the average of the pay 
distribution of women to that of men, while “median gender pay gap” compares 
the value located in the middle of those pay distributions. Using hourly wages 
to estimate the gender pay gap has the advantage of disentangling earnings from 
working time. Conversely, monthly measures can reflect differences not only in 
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hourly pay but also in the number of hours worked over an analyzed period of 
time (ILO 2018, 21–22).

2. Post Keynesian economics also aims to construct theories relevant to observed 
reality. For example, see Arestis (1996), which not only offers this perspective 
on economic theory, but also underscores the interrelatedness of Institutional 
economics and Post Keynesianism.

3. It is not only Institutionalism that notices the tendency to categorize people or 
events based on observed similarities and then to make judgments based on those 
categorizations. Keynes (quoted in Arestis 1996, 117) writes: “Knowing that our 
individual judgement is worthless, we endeavor to fall back on the judgement of 
the rest of the world which is perhaps better informed. That is, we endeavor to 
conform with the behavior of the majority or the average.”

4. In such situations, myths can obtain the status of knowledge claims, but 
they still remain distinct from instrumentally-warranted knowledge based in 
problem-solving, experience, and tools (Todorova 2013, 68).

5. Hochschild (1989) uses the term “stalled revolution” to describe this situation, 
in which a higher women’s employment rate is not followed by an increase 
in men’s responsibility for domestic work. Another term used to describe this 
phenomenon of increasing numbers of women who are income earners, yet at the 
same time continue to perform their traditional roles as household managers and 
care providers, is the “second shift” (Lynch, Baker, and Lyons 2009, 19).

6. For the origins of the notion of money as a veil, see Patinkin and Steiger 
(1989); but see also Jennings (1994), who criticizes this view from a Feminist 
Institutionalist perspective, arguing that money is instead “a social prerogative,” 
not a veil. From Jennings’s perspective, money is only a veil in that it conceals 
the underlying reality of economic and social power.

7. However, as Danby (2004, 59) rightly observes, the same could be achieved by 
cultivating kinship ties.

8. Despite finding a “blind spot” regarding unpaid and care work in Post Keynesian 
economics, van Staveren (2010b, 1133) also writes that this can be overcome 
by recognizing the relationships between unpaid care work and the monetized 
economy. Moreover, van Staveren (2010b, 1135) finds three key features of 
Post Keynesianism—attention to uncertainty, market power, and endogenous 
economic dynamics (including circular cumulative causation)—that she believes 
Feminist economists might benefit from using to advance gendered economic 
analyses. The bottom line of the article by van Staveren (2010b, 1140) is that 
elements within each of these traditions can inform (indeed have already con-
structively informed) the work of the other; and she concludes by expressing 
hope that the mutual learning among Feminist and Post Keynesian scholars will 
intensify in the years ahead.

9. For an example of the observation that Institutionalists and Post Keynesians 
reach common conclusions, see Peterson (1977). Writing about uncertainty in 
the economics of Keynes and its similarity to elements found in Institutionalism, 
Peterson stresses that uncertainty pervades economic life and that economic 
activity “cannot be separated from history” because the economy exists in 
real time (Peterson 1977, 215). The system moves on; it is not static, and the 
(uncertain) future is always different from the past. In both economics traditions, 
a process—“a movement through time”—is underlined (Peterson 1977, 216).

10. Whalen (2020, 74) also surveys the literature that finds commonality and com-
patibility in terms of the Post Keynesian and Institutionalist traditions on matters 
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ranging from the economic significance of time, money, and power to a shared 
interest in real-world wage and price determination.

11. Interestingly the state through its policies may actually institutionalize gender 
roles (Zachorowska-Mazurkiewicz 2009).
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16. Toward real sustainability: 
incorporating insight from Ecological 
economics into Post-Keynesian 
Institutionalism
Charles J. Whalen

INTRODUCTION

Post-Keynesian Institutionalism (PKI) is a strand of the Institutionalist 
research tradition that builds on Institutionalism’s compatibility and comple-
mentarity with Post Keynesian economics.1 According to Charles K. Wilber 
and Kenneth P. Jameson (1983, 155), PKI is “holistic, systemic, and evolu-
tionary” in its orientation toward economic activity. They also characterize 
it as giving attention to economic power and conflict, culturally conditioned 
human behavior, and real-world problem solving.2 At the heart of that problem 
solving is PKI’s decades-long work to achieve sustainable and broadly shared 
prosperity nationally and internationally (Whalen 2008).

The sustainability at the center of attention in PKI has most often involved 
sustaining macroeconomic (and transnational economic) expansions. In par-
ticular, the main aim has usually been to eradicate involuntary unemployment, 
ensure a decent standard of living for all, and prevent—or at least contain—
financial crises and other sources of recessions and economic depressions. PKI 
has given much less attention to environmental sustainability.

Today, however, macroeconomic (or global economic) sustainability is 
not enough. The world faces a climate change crisis that threatens not only 
our economic system, but also the very survival of humanity. Moreover, the 
climate crisis can be traced back in large part to human economic activity. 
Thus, we have no choice but to expand the scope of what we mean by sustain-
ability so that it includes environmental as well as economic sustainability.

This chapter seeks to point the way toward a genuine, more comprehensive 
sustainability for PKI. It does so by suggesting the incorporation of insight 
from Ecological economics into PKI. Although PKI has not devoted much 
attention to Ecological economics, it should be well-positioned to do so: 
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Institutionalism has long been better able than conventional economics to rec-
ognize and accommodate the issue of ecological sustainability, and the relent-
less and single-minded drive for shareholder value at the heart of the current 
era of money manager capitalism represents perhaps the greatest challenge to 
moving toward real sustainability.

The chapter is structured as follows. We begin with a brief overview of 
Ecological economics. Next, we look at two articles that appeared in the 
Institutionalists’ Journal of Economic Issues in the 1970s, not only to illustrate 
that Institutional economics has long been able to accommodate vital aspects 
of Ecological economics, but also to demonstrate that Institutionalism has 
long recognized the importance of environmental issues and that its insight 
on such issues remains relevant. Then we draw attention to the work of some 
Post-Keynesian Institutionalists who have given attention to the environment; 
identify (from our literature review) some lessons and suggestions for advanc-
ing the research agenda of PKI; and highlight the relationship between climate 
change and money manager capitalism, a relationship that provides a logical 
starting place for incorporating Ecological economics into contemporary PKI. 
The chapter closes with a brief summary and conclusion.

ECOLOGICAL ECONOMICS

According to Ecological economist Arild Vatn (2009, 120), “Ecological eco-
nomics is concerned with the interrelations between the economic system and 
the ecological or biophysical processes on which it is based.”3 It grew out of 
the work of ecologists and economists seeking interdisciplinary cooperation 
to address concerns about resource limits, environmental degradation, and 
environmental sustainability. Recognizing that the field continues to evolve, 
Vatn (2009, 119) identifies the years between the end of World War II and 
the mid-1980s as the period during which Ecological economics emerged, 
owing to increased interest in environmental and resource issues as well as to 
advances ranging from the development of systems ecology to the formation of 
general systems theory and its application to the physical sciences.4

Boulding’s “Spaceship Earth”

In the mid-1960s, Evolutionary economist Kenneth Boulding (1966) wrote an 
essay that many identify as the starting point for modern Ecological econom-
ics.5 In that essay, “The Economics of the Coming Spaceship Earth,” Boulding 
describes an ongoing and fundamental shift in the image humans have of 
the world around them. According to Boulding (1966, 3), humans have long 
considered themselves inhabitants of a limitless plain: “[T]here was always 
someplace else to go when things got too difficult, either by reason of the dete-
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rioration of the natural environment or a deterioration of the social structure in 
places where people happened to live.” The new image, which did not begin 
to receive wide acceptance until the mid-twentieth century, is that humanity 
inhabits a closed sphere, into which sunlight and solar energy are essentially 
the only inputs from outside “spaceship earth” (Boulding 1966, 3–9).

At the same time that he stressed the largely “closed system” nature of 
our planet, Boulding (1966, 4) also emphasized the “open system” nature of 
living organisms, human societies, and economic activity. In each case, inputs 
are received from the earth, atmosphere, and waters, while outputs are later 
returned to those same places. Thus, his article hints at a tremendous irony in 
conventional economics, which seems to have these perspectives backwards: 
the economic mainstream (mistakenly) tends to study human production and 
consumption (and income and expenditures) as essentially a closed system 
with a perpetual circular flow, while also providing an intellectual home to 
those in the profession who have shown the greatest difficulty transitioning to 
a closed earth conception of the world ecosystem (Boulding 1966, 4).

In short, Boulding (1966, 9) maintains that humanity is an integral part of 
the world ecosystem, which itself is a predominantly closed system: “a single 
spaceship, without unlimited reservoirs of anything, either for extraction or 
for pollution.” Thus, humanity must find its place within that largely cyclical 
ecological system (Boulding 1966, 9). Of course, the energy input provided by 
the sun is vital to humanity and to the sphere of human economic activity that 
Boulding called the “econosphere,” but he stresses that once we deplete the 
“stored-up sunshine” of fossil fuels—assuming we don’t destroy the environ-
ment in the process—humans will need to retreat to living within the bounds of 
what is possible using the sun’s current energy (Boulding 1966, 7–8).6

Boulding never uses the word “sustainability,” but the need to live sustain-
ably on “spaceship earth” is the central implication of the shift from viewing 
the planet as an endless, wide-open frontier to a closed spaceship stocked with 
finite amounts of matter. One way to live more sustainably in such a world 
would be to recycle outputs from consumption into inputs for future produc-
tion, though Boulding (1966, 7) admits that recycling itself requires energy.7 
What’s necessary to ensure truly sustainable living is more far-reaching: 
a major rethinking of our attitude toward consumption and production is in 
order, insists Boulding (1966, 9–11), and that means jettisoning the idea that 
the size (not to mention the growth) of national output is an “adequate measure 
of economic success.” In particular, Boulding (1966, 10) calls for policymak-
ers to focus on improving human well-being, rather than on expanding what 
we today call gross domestic product; to that end, he also argues for bolstering 
and maintaining the quality of our capital stock—broadly conceived to include 
material, people, and knowledge—rather than increasing flows such as output 
and income.
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The Worldview of Ecological Economics

Today’s Ecological economics adopts a pluralistic perspective toward eco-
nomic outlook and methods. But what distinguishes that tradition from 
“environmental economics” and “resource economics” is that these two 
fields have traditionally been associated with Neoclassical economics, while 
much of Ecological economics has generally involved looking beyond the 
economic mainstream. That is evident in the worldview underlying Ecological 
economics as well as in its research directions and contributions, which can be 
summarized as follows.

Ecological economics begins with recognition of Boulding’s essentially 
“closed system” or “spaceship earth” perspective of the world.8 It views the 
econosphere as situated within that global biosphere; thus, the economic 
realm—which Institutionalists call the realm of human social provisioning—is 
conceived as a complex, open system inextricably linked to the biophysical 
world and replete with interdependencies (Vatn 2009, 125–126). Ecological 
economics also views both the biosphere and econosphere as in a constant 
state of flux: it adopts an evolutionary perspective of both natural and human 
systems (and their interrelations), and their evolution may head in the direction 
of order or chaos, but may also cycle between different states. Time, mean-
while is recognized as irreversible; Ecological economists emphasize “real or 
historic time and path-dependency” (Vatn 2009, 121).

The worldview of Ecological economics also emphasizes real-world com-
plementarities, rather than resource substitution, and highlights uncertainty, 
rather than probabilistic risk. In the 1970s, Ecological economists’ concerns 
about natural limits to economic growth were met by the economic main-
stream’s response that there are “no fundamental scarcity problems”—
since there is “always the opportunity” for using technology to substitute 
human-made capital for natural resources.9 In contrast, Ecological economists 
emphasize “substitutability thresholds” (that is, limited substitutability) and 
non-substitutability, and focus on complementarity “as the dominant aspect 
of biophysical systems,” owing to the econosphere’s technical and biological 
interdependencies (as well as its limitations). Ecological economists also 
stress that the concept of risk is insufficient for capturing either ecological or 
economic evolution because future situations always involve novelty.10 Thus, 
such economists generally support both the “precautionary principle” (which 
recommends minimum interference when long-term effects cannot be pre-
dicted and change may be irreversible) and the use of inclusive, participatory 
processes when assessing the consequences of alternative policies (Vatn 2009, 
120–121, 123, 126).11

Ecological economists also distinguish between prices and values. In part, 
this relates to their rejection of the mainstream economists’ emphasis on sub-
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stitutability. Even the mainstream acknowledges that markets do not provide 
prices that fully reflect the benefits of environmental preservation and the 
costs of environmental degradation, but Ecological economists argue that the 
challenge is not simply to get the prices right (via taxes and tradable permits, 
for example) and then use market signals to affect tradeoffs on the margin. In 
addition to non-substitutability, relying on prices alone also overlooks impor-
tant interdependencies (where “the actions of one influence opportunities for 
others”), the endogeneity of preferences, and, more broadly, how existing 
institutions, rights, and power relations influence price estimates and resource 
access (Vatn 2009, 121–122).

To be sure, prices provide one form of valuation mechanism, but according 
to Vatn (2009, 122), Ecological economists stress that “the way valuation is 
undertaken”—that is, the choice of value-articulating institutions—influences 
both the values emphasized and the form in which they are expressed. Richard 
P.F. Holt and Clive L. Spash (2009, 3) complement Vatn’s observation by 
writing that Ecological economists believe economics “cannot and should not 
be separated from ethical judgments, particularly in regard to the impact of 
those living today on future generations and the health of the planet.” Holt and 
Spash (2009, 3) also highlight the following: Ecological economists question 
the conventional (and usually implicit) value that more economic growth “is 
always better;” and such economists consider nature to have “an intrinsic 
value.”12

Research Directions and Contributions

Ecological economics is problem oriented. That explains its interdisciplinary 
orientation and pluralistic approach to methods. As Holt and Spash write, such 
economists hold that “problems should be the focus of concern rather than 
techniques which restrain the type and form of concepts used in analysis” (Holt 
and Spash 2009, 5, emphasis in original).

As suggested by Boulding’s notion of “spaceship earth,” Ecological eco-
nomics began with a focus on “its own type of ‘macroeconomics’” (Vatn 
2009, 122). According to that approach, economic sustainability is not only 
a matter for individual nations but also—and more importantly—a planetary 
aim, which recognizes the earth’s resource constraints and regenerative 
capacity as well as their implications for the growth of humanity’s population 
and artifacts (Courvisanos 2009, 282; Holt and Spash 2009, 3). Moreover, the 
concerns are not narrowly economic; limits to sustainability are recognized to 
have social, economic, and ecological consequences (Holt and Spash 2009, 3). 
At the same time, considerations within the scope of the conventional domain 
of economics—especially all of the subject matter relating to economic 
growth—still remain important, if only because, as Holt and Spash (2009, 3) 
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write, “Endless economic growth is unsustainable both socially and environ-
mentally.” The scope of Ecological economics is certainly broader, but much 
of the domain is the same as in standard economics; what has changed most 
fundamentally is the context and the point of view.

A key early contributor to Ecological economics’ effort to “link econom-
ics to its biophysical basis” was Herman Daly, whose work has focused on 
seeking to establish a “steady-state economy” (Daly 1991; Vatn 2009, 119). 
Daly’s steady state centers on a scale of production that “balances material and 
energy throughputs into the economy, and maintains flows from the ecosys-
tem at a constant and sustainable level” (Courvisanos 2009, 282). According 
to Daly’s vision, innovations allow the economy to continue to develop, but 
that development would center on improving “the quality of society” without 
distorting the biophysical equilibrium (Courvisanos 2009, 282). In short, like 
Boulding, Daly emphasizes humanity’s interaction with the processes of the 
biosphere, and the need to match the scale of the economy with its ecological 
base (Vatn 2009, 120).

Because of the work of early contributors such as Boulding and Daly, 
Ecological economics has always given much attention to flows of matter in 
the econosphere.13 For example, Vatn (2009, 120) identifies two products of 
such work: indicators that measure the physical impact of human consumption, 
such as the concept of the “ecological footprint” (a measure that connects 
flows of matter to depletion of stocks); and the notion of “social metabolism,” 
which “links matter flows to the organization and dynamics of socioeconomic 
systems” (Vatn 2009, 120). Thus, matter flows are a key component of 
Ecological economists’ focus on “the interplay between ecological and eco-
nomic systems” (Vatn 2009, 123).

Another research direction in Ecological economics centers around the 
concept of resilience. The focus here is on the adaptive nature of ecological 
systems—that is, on the capacity of socioecological systems to withstand 
many external pressures as well as to reorganize “in the face of more funda-
mental challenges” (Vatn 2009, 121). According to Ecological economist Carl 
Folke (2006, 259), socioecological resilience focuses on “adaptive capacity, 
transformability, learning, [and] innovation.”14

There is also Ecological economics at the microeconomic level, especially 
in a “still developing” field called the “Ecological economics of consumption” 
(Vatn 2009, 122). This involves the intersection of Ecological economics 
and the sort of microeconomics found in Behavioral, Institutional, and Post 
Keynesian economics. In particular, that work examines motivation and 
behavior as they relate to issues such as the importance of institutions and the 
fashioning of environmental policy (Soderbaum 1994; Vatn 2008; 2009, 122). 
The microeconomic branch of Ecological economics also explores how power 
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relations “influence access to resources and the distribution of risk” (Vatn 
2009, 123).

EARLY INSTITUTIONALIST ENGAGEMENT WITH 
ENVIRONMENTAL ISSUES

Institutional economists have addressed environmental issues for at least 
a half century. This section highlights that attention by focusing on two arti-
cles that appeared in the Institutionalists’ Journal of Economic Issues in the 
1970s. The first is by American economist Harold Wolozin; the second is by 
German-American economist K. William Kapp.

Wolozin

Wolozin’s article, “Environmental Controls at the Crossroads,” is based on 
a paper he presented at the annual meeting of the Institutional economists’ 
Association for Evolutionary Economics in December of 1970. That was the 
same month in which President Richard Nixon signed into law the Clean Air 
Act of 1970 (a substantial amendment to legislation enacted in 1963), and 
less than a year after the enactment of the National Environmental Policy Act 
and creation (by executive order) of the United States (US) Environmental 
Protection Agency (EPA). The Journal of Economic Issues—launched only 
a few years earlier—published Wolozin’s essay, along with brief comments 
from Anatol Murad, in early 1971 (Murad 1971; Wolozin 1971).

Wolozin opens his article by describing his view of the environmental 
problem facing the United States and the world. Acknowledging measurement 
inadequacies, huge gaps in existing human knowledge, and the certainty of 
unpredictable “surprises” beyond our current horizon, Wolozin stresses the 
widespread evidence of serious and worsening pollution, deterioration of the 
environment, depletion of the planet’s natural resources, and a rising toll on 
our quality of life. Describing the situation as an “environmental crisis” and a 
“supreme challenge” to human society, he is blunt: “The prognosis for envi-
ronmental quality is not good” (Wolozin 1971, 26–27, 29–31).15

Wolozin’s article maintains not merely that humanity has given insuf-
ficient attention to the environmental problem, but also that conventional 
public-policy approaches and the concepts of law and economics on which 
they are based are inadequate for addressing the problem. Thus, he calls for 
both a fresh approach to policy and a fundamental reappraisal of its existing 
foundations. In particular, he focuses on the United States (while recognizing, 
of course, that much of the environmental crisis knows no national boundaries) 
and identifies four elements he considers essential for moving toward adequate 
environmental protection (Wolozin 1971, 27, 39).
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First, Wolozin argues that the nation’s environmental authority (the EPA) 
needs broad authority, ample resources for research as well as regulation, 
the teeth required to accomplish its mission and enforce its actions, and the 
ability to avoid being controlled by polluters. On the need for broad authority, 
he writes, “Emphasis on the pervasiveness of [negative] externalities and 
the importance of interdependencies must be faced up to in environmental 
research, planning, and control; and this can only be done by effective control 
at the federal level” and must include “a hard look” not just at production 
and consumption systems that generate and dispose of waste, but also at 
energy, transportation, and growth policies (Wolozin 1971, 38–39). While he 
expresses hope that appropriations (and, implicitly, a professional staff) would 
be sufficient to keep the agency independent, Wolozin admits that regulatory 
capture by special interests is a concern, and indeed the article pointed to evi-
dence suggesting that most state-level pollution control agencies were under 
the sway of major polluters (Wolozin 1971, 27).16

Wolozin also calls for “redefining and expanding the role of law” so as to 
give those seeking to protect the environment “more effective legal recourse” 
(Wolozin 1971, 27). This is the second of the four elements he identifies as 
necessary to protect the environment. In particular, he calls for moving beyond 
compensating people for damages under existing property rights and nuisance 
laws, which are piecemeal solutions and often put the burden of proof on 
those seeking damages, and proposes instead a constitutional right to a clean 
environment, which he described as an “Environmental Bill of Rights.”17 
According to Wolozin, this would not only shift the burden of proof in litiga-
tion, but also change the policy emphasis “from narrow quantitative values in 
environmental planning, regulation and litigation to broad concerns … [aimed 
at fostering] a healthy and wholesome environment” (Wolozin 1971, 39).18

Third, Wolozin argues there is a need for “a searching reappraisal of the 
relevancy” of the economic models and concepts applied to problems of envi-
ronmental quality control. In his view, much of economists’ work relating to 
environmental management has been “fruitless” and its concepts are so narrow 
that, as constructed, they warrant “only a very limited role in overall environ-
mental policy” (Wolozin 1971, 27, 33). For example, many proposed efforts 
at environmental control aim to take “a fee and incentive approach,” relying 
on effluent charges and tradable pollution rights. But Wolozin argues that such 
approaches rely on two highly questionable assumptions: (1) policymakers 
have (or can easily acquire) full and accurate knowledge of environmental 
costs, enabling fees and other incentives to be properly calibrated; and (2) busi-
nesses and individuals will be driven to make socially optimal decisions in the 
normal course of seeking to maximize profit and utility. Even if the first were 
true (which, Wolozin maintains, it is not), the second is too much of a reach to 
use in making policy, he insists, since it fails to hold in real-world conditions 
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characterized by market power, complex economic interdependencies (involv-
ing various aspects of production, consumption, and pollution), and producer 
and consumer uncertainty (Wolozin 1971, 33, 35, 38). In fact, Wolozin (1971, 
36–38) even explains that economists’ conception of individuals and organiza-
tions as “maximizers” does not conform to reality because business behavior 
is often affected by multiple influences and consumption is shaped by adver-
tising and a variety of cultural factors.19

Wolozin’s (1971, 27, 39) fourth element calls for broadening the concept 
of social costs and benefits. Efforts to identify the costs of pollution and 
environmental damage are used in litigation as a way to decide awards that 
aim to compensate for such costs. Similar efforts to identify the costs and 
benefits of human behavior—indeed, benefit-cost analyses—are also at the 
root of market-based environmental management policies. In both judicial 
and public-policy settings, the underlying aim is to internalize the external 
costs of production or consumption; there is also an underlying assumption 
that externalities are an exceptional case and (especially in court proceedings) 
often affect only one third party. However, externalities, including those 
with widespread and even global impact, are a normal and inherent part of 
production and consumption—“a significant accompaniment of economic 
activity” (Wolozin 1971, 30, 32, 39). Moreover, Wolozin (1971, 33) argues 
that “the mere summing of measurable, individual external costs does not give 
an adequate or true measure of social costs as they should be conceived in our 
modern, interdependent society.”

Thus, what Wolozin (1971, 39) envisions as the basis for his Environmental 
Bill of Rights is a concept of social costs and benefits “far wider than we have 
hitherto been willing to accept.” His broader conceptualization of the social 
costs of environmental degradation begins with recognizing the psychological 
as well as physical effects of environmental damage upon humans, agriculture, 
and the rest of the natural world. It requires recognition that some costs involve 
problems that are acute and immediate, while others—which public policy 
often doesn’t take into account—may be hidden initially, yet show up later 
as problems that are extremely serious and chronic, or may involve long-term 
exposure to what at first appear to be insignificant levels of pollutants but 
eventually prove to have irreversible or even toxic effects. It also requires 
recognition of interactions among pollutants, which means that pollution—
and even environmental media (such as air and water)—can’t be properly 
addressed in isolation; and it necessitates recognition that environmental 
damage and costs are usually nonlinear—they often grow exponentially with 
economic activity (Wolozin 1971, 29–31, 38–39).20

Wolozin’s approach also requires accepting that not all social costs and 
benefits can be quantified, regardless of whether the measurement is dollars, 
lives, or some other unit. In part, this is because “dependable cause and effect 
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relationships” have yet to be established with respect to many types of pollu-
tion and because aspects of our knowledge in this area are evolving so quickly 
that it’s possible that “present knowledge would be out of date before we are 
able to feed it into any policy model” (Wolozin 1971, 31). But that’s not the 
whole story. As Murad (1971, 44) writes, “[I]t is clearly impossible to assign 
unambiguous market values to health, esthetics, noise, and so on.”21 In fact, 
that’s a key reason why Wolozin stresses the limited role of internalizing exter-
nal costs and focuses instead on shifting environmental policy from narrow 
quantitative values to broader concerns associated with the right to a healthy 
environment and its role in enabling humans to improve their quality of life.

Kapp

Like Wolozin, Kapp—who emigrated to the US in the 1930s—was also an 
Institutionalist whose post-World War II research exhibited a special interest 
in environmental issues and the problem of social costs. In fact, he is often con-
sidered an early pioneer in Ecological economics, on the basis of publications 
such as The Social Costs of Private Enterprise, published in 1950 by Harvard 
University Press (Kapp 1950). Toward the end of 1975, and only months 
before his death, Kapp delivered a paper in Kyoto, Japan, at the International 
Congress of Scientists on the Human Environment. In 1977, that paper 
appeared in the Journal of Economic Issues as “Environment and Technology: 
New Frontiers for the Social and Natural Sciences” (Kapp 1977).

In that paper, Kapp argues that environmental degradation presents a fun-
damental challenge to both scientists and society. The challenge to scientists 
is that the content and evolution of scientific research in the social and natural 
sciences must be aimed at helping society formulate and implement envi-
ronmental norms consistent with human needs and well-being (Kapp 1977, 
537–539). The challenge to society is that it must rethink core institutions 
and processes that not only adversely affect the conditions and quality of 
human life, but also endanger social and economic reproduction (Kapp 1977, 
534–537).

Most of Kapp’s article outlines what he calls the “substantive” nature of 
the problem of environmental disruption—an institutionally and historically 
grounded description of the problem in which social costs play a central 
role. Before we get to social costs, however, he introduces us to the setting, 
which involves “the manifold interdependencies between socioeconomic and 
ecological-physical systems,” and simultaneously highlights the ecological 
and human dimensions of the environmental problem as well as its interdis-
ciplinary nature (Kapp 1977, 528). This interdisciplinarity is also evident in 
Kapp’s (1977, 531) discussion of the “complex and cumulative character of 
the causation of environmental disruption.”22



A modern guide to Post-Keynesian Institutional economics368

According to Kapp, environmental damage is just one of various social 
costs generated in the course of economic activity; such costs are “anything 
but exceptions or minor side effects” (Kapp 1977, 529). Moreover, the threat 
to the environment from such costs are particularly great in our market-driven 
system, where the overriding objective of producers is to maximize returns 
and minimize costs; thus, their aim is to “internalize” only monetary benefits 
and “externalize” environmental disruption and other social costs “as far as 
possible within the existing institutional and legal framework” (Kapp 1977 
532). As a rule, Kapp adds, as long as there is air, land, or water to pollute 
freely, and as long as enterprises feel some amount of market pressure to 
maximize profits, less environmentally harmful techniques and processes 
won’t even be explored. In short, market systems have a “built-in” ten-
dency toward environmental disruption—and entrepreneurial optimization is 
“a pseudo-optimization,” at least from society’s vantage point, because it fails 
to take total costs into account (Kapp 1977, 532–533).23

As did Wolozin, Kapp rejects relying on market-based approaches to 
provide an effective solution to the environmental problem. While admitting 
(but with an expression of wariness) that taxes, tradeable rights, and awards 
for damages might be able to play some limited constructive role, Kapp (1977, 
534) concludes that protecting human health and safeguarding the environ-
ment for future generations require more active public policy measures. These 
include: (1) introducing strict, science-based standards to control the use of 
harmful production inputs and the disposal of dangerous residuals; (2) explor-
ing, developing, promoting, and requiring production methods and technol-
ogies with a low ecological impact; (3) increasing the natural environment’s 
“capacity to assimilate residuals” (such as by water aeration or treatment of 
wastes before they are discharged); and (4) making public investments to find 
“new ways of recovering and reusing waste materials” (Kapp 1977, 534–535). 
Kapp also underscores that reducing environmental destruction is good for the 
economy: Toward the end of his article, he emphasizes both that economic 
activity does not require uncontrolled environmental disruption (it all depends 
on the amount and composition of input and output) and that, over time, such 
disruption and depletion of natural resources actually constrain economic 
activity (Kapp 1977, 535–536). In other words, both Wolozin and Kapp are 
pointing toward a genuinely sustainable economy.

POST-KEYNESIAN INSTITUTIONALISTS AND 
ECOLOGICAL CONCERNS

The previous section’s look at two Institutionalist articles from the 1970s 
shows that Institutionalism has indeed long been able to accommodate vital 
aspects of Ecological economics. While the holism of Institutional economics 
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has traditionally focused on how the economy interacts, in complex ways, 
with culture and other aspects of human society, Wolozin and Kapp demon-
strate that an even more complex economic interaction with the rest of the 
biosphere likewise fits within—indeed, must be part of—the perspective of 
Institutionalism. Their essays, despite having been written a half-century 
ago, also show a solid grasp of issues and challenges that are unmistakable 
today, including the limited effectiveness of market-based solutions, the 
resistance of vested interests, and the threat of irreversible climate change 
“with far-reaching consequences” (Kapp 1977, 529; Wolozin 1971, 30).24 In 
addition, although the work of these Institutionalists predates widespread use 
of the notion of the “precautionary principle” (which began roughly in the 
1990s), it is clear that a precautionary approach to environmental management 
is consistent with their attention to unmistakable climate dangers, considerable 
gaps of knowledge, and an uncertain tomorrow.

The current section considers the work of some Post-Keynesian 
Institutionalists who have turned their attention to environmental concerns. 
In particular, we focus on John Kenneth Galbraith’s discussion of such issues 
in several publications, including chapters on the environment in Economics 
and the Public Purpose (Galbraith 1973a, 275–282) and The Good Society 
(Galbraith 1996, 82–88), and Wilber and Jameson’s discussion of environmen-
tal matters in An Inquiry into the Poverty of Economics (hereinafter referred to 
as The Poverty of Economics) (Wilber and Jameson 1983).

Galbraith

Recognized as both an Institutionalist and Post Keynesian, Galbraith was in 
many ways the first Post-Keynesian Institutionalist. In 1958, Galbraith’s The 
Affluent Society described environmental damage as part of American society’s 
failure to achieve a “social balance” between the interests of private economic 
activity (which encompasses production and consumption, both of which he 
traced back to producing corporations and their army of advertising firms that 
molded consumer demand) and the public sector’s need to protect the public 
interest. The result was a nation characterized to a large extent by “private 
opulence and public squalor,” a society in which “the private goods have full 
sway.” Polluted water and air could be found in communities from one end of 
the country to the other, as were litter-filled cities, congested roadways, and 
scenic vistas blighted by roadside billboards (Galbraith 1958, 251–258).

In Economics and the Public Purpose, Galbraith identifies two ways to 
protect the environment.25 One is for the public sector to spend the money 
necessary to clean up past damage and to protect resources and public areas 
(waterways, city streets, parks, etc.) from future damage. Of course, this is 
the sort of expenditure “against which the modern economy systematically 
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discriminates, because there has long been a presumption in favor of economic 
growth and the prerogatives of private enterprise,” but Galbraith (1973a, 276) 
insists that the role of the state must be to protect the public interest. The other 
way the state can protect the environment is to set boundaries that define the 
permissible environmental damage associated with production and consump-
tion. This would not prohibit economic growth, but instead provide a legis-
latively determined assessment of when private interests are outweighed by 
those of society overall. Moreover, observing that production and consumption 
are already shaped by large corporations, Galbraith stresses that his approach 
is merely “public guidance and planning” in place of “private guidance and 
planning” (Galbraith 1973a, 275–280).26

Other relevant publications by Galbraith include his presidential address 
to the American Economic Association (Galbraith 1973b); his essay “On 
Post Keynesian Economics,” which appeared in the inaugural issue of the 
Journal of Post Keynesian Economics (Galbraith 1978); and his chapter on the 
environment in The Good Society (Galbraith 1996, 82–88). In his presidential 
address, Galbraith makes a number of the same points found in Economics and 
the Public Purpose, but he also warns proponents of economic growth that 
there might be no growth at all in decades to come without a policy strategy 
that confines growth “within parameters” protecting the public interest—not 
merely because of environmental destruction, but also because other voices 
argue that “growth itself is the villain” and “are seeking its extinction” 
(Galbraith 1973b, 9). In the Journal of Post Keynesian Economics, Galbraith 
stresses that the market—controlled by huge corporations and no longer 
impersonal and unplanned—has lost “its authority as a regulatory force,” and 
that Post Keynesian economics centers on accepting the decline of the market 
and working to best ensure that modern economic life “can be made socially 
acceptable to as many people as possible” (Galbraith 1978, 8, 11).27

While a call for social balance can be viewed as implicit in all the works of 
Galbraith discussed in this section, he not only makes that point explicit, but 
also places it at the center of his discussion of the environment in The Good 
Society. In particular, Galbraith argues that a central task of any “good society” 
is to find a balance between (on the one hand) the production and consumption 
needs of the present and (on the other hand) the adverse consequences of that 
activity, which appear not only in the present but also over the long term. 
Since corporate interests, motivated by near-term economic reward (profit), 
are fervent advocates on the side of current economic activity (that is, business 
as usual), social balance requires some other segment of society to champion 
protection of the environment and to speak up for future generations, and the 
principal instrument of that protection is the state (Galbraith 1996, 82–88).

Galbraith does not hide the fact that his perspective gives the state respon-
sibility for both protecting the environment (which is an advocacy role) and 
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achieving “a compromise between the current financial and longer-range 
public interests” (which is a dispute-resolution role). But current economic 
power (the business community) is at no great disadvantage because, as 
Galbraith observes, business interests have money, lobbyists, and plenty of 
political power on their side. Besides, the compromise that Galbraith describes 
as “essential and inevitable” is one he believes must, “as broad rule, … favor 
the larger community interests and the interests of those to come” (Galbraith 
1996, 87).

Wilber and Jameson

The Poverty of Economics (Wilber and Jameson 1983) is the first volume to 
outline an explicitly Post-Keynesian Institutionalist analysis. Consistent with 
Institutionalism’s longstanding attention to practical problems, Wilber and 
Jameson focus on the stagflation that caused economic hardship and perplexed 
policymakers in the United States throughout the 1970s and into the early 
1980s.28 To be sure, there is attention to business cycles and the need for 
macroeconomic stabilization, but much of the book probes deeper, drawing 
on a rich and diverse literature (both in terms of perspectives and methods) to 
highlight the US economy’s post-World War II emphasis on economic growth 
and mass consumption.

Wilber and Jameson stress that a market-based emphasis on growth, 
especially in an economy dominated by powerful mega-corporations, is both 
self-perpetuating and self-destructive. It’s self-perpetuating because con-
sumer demand becomes insatiable in an economy in which competition rests 
on product differentiation and business advertising, production centers on 
stylistic and physical obsolescence, and consumption—elevated to the status 
of a virtue more important than thrift—focuses on “positional” goods. It’s 
self-destructive because much growth is “based on profligate use of natural 
resources,” and the market, at best, reflects the current cost of obtaining such 
resources; market-based activity largely ignores environmental pollution and 
assumes technology will find a solution to resource exhaustion (Wilber and 
Jameson 1983, 2, 217–220).29

The conclusion of Wilber and Jameson is not that economic growth or 
market-based activity must end; rather, they argue that we must judge eco-
nomic performance by its ability to meet human needs—including not just 
life-sustenance (physiological needs), but also psychic needs, such as esteem 
and fellowship (a sense of worth, dignity, and belonging), and the need for 
genuine choices and avenues of meaningful participation for consumers, 
workers, and citizens (Wilber and Jameson 1983, 4–8, 230–263). To address 
life-sustenance, they propose that the concept of stewardship offers a guiding 
principle, which they describe as the right to use property for private purposes 
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“only as long as it does not result in harm to the common good” (Wilber and 
Jameson 1983, 239–240).

Wilber and Jameson (1983, 240) write that a key implication of the moral 
cannon of stewardship is that “society has responsibility for the resources 
which are at its disposal, and they must be used well.” They also write that their 
perspective is all encompassing: “the whole earth is held under stewardship.” 
Thus, as part of meeting human needs for life-sustenance, Wilber and Jameson 
insist on the need for energy and resource conservation as well as on various 
forms of civic engagement and collaborative decision-making (throughout the 
economy) to ensure the planet’s resources are protected (Wilber and Jameson 
1983, 240–241).30 In short, the concept of stewardship leads Wilber and 
Jameson to the same need to temper or even override market-based drives that 
Galbraith described as the need to achieve social balance.

Galbraith and Wilber and Jameson are certainly not the only Post-Keynesian 
Institutionalists to recognize the need for environmental protection. For 
example, Hyman Minsky emphasized the importance of devoting more 
expenditures and attention to the provision, upkeep, and quality of public 
goods and services (offering national parks and forests as examples) as well 
as schools and educational programs, public health services, and community 
recreational facilities.31 In fact, he explicitly argued that expenditures aimed 
at a more humane and civilized society were warranted even at the expense of 
some near-term market efficiency or aggregate income. Minsky also advocated 
linking a government job-guarantee initiative to modern versions of programs 
such as the Civilian Conservation Corps and Works Progress Administration, 
with the aim of not only enhancing public resources, but also achieving envi-
ronmental improvements.32 Nevertheless, PKI has undoubtedly focused much 
less on environmental stability than on macroeconomic stability, and it is to 
a discussion of ways to improve that situation that we now turn.

LESSONS AND SUGGESTIONS

The literature examined in the previous sections points to several lessons and 
suggestions for incorporating insight from Ecological economics into PKI.

Lessons

The first lesson is that PKI is indeed well positioned to recognize and 
accommodate the issue of ecological sustainability and other vital aspects 
of Ecological economics. The worldview of both traditions have much in 
common: in addition to sharing a holistic, systems oriented, and evolutionary 
perspective toward economic activity, they also emphasize limited substitut-
ability, uncertainty, historical time and its irreversibility (resulting in path 
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dependence), and cultural influences upon individual and organizational 
behavior (all while not diminishing the driving force of the profit motive in 
contemporary capitalist societies such as that found in the United States). Both 
traditions also recognize the importance of power relations, social conflict 
(rather than focusing narrowly on voluntary exchanges), a pluralistic approach 
to methods, and a focus on real-world problems.33

The second lesson, which flows from the first, is that the key to accom-
modating the central concerns of Ecological economics into PKI is for the 
latter to incorporate Boulding’s “spaceship earth” perspective, including its 
recognition of complex interrelations between human economic activity and 
a biosphere that has limited resources and assimilative capacities. Through its 
look at not only the Institutional economics of Wolozin and Kapp, but also the 
PKI of Galbraith and Wilber and Jameson, this chapter has demonstrated that 
Boulding’s perspective, a core element of Ecological economics, indeed can 
be incorporated into Institutionalism in general and PKI in particular. Wolozin, 
Kapp, Galbraith, and Wilber and Jameson may have focused more on environ-
mental protection than on “ecological sustainability,” but, as mentioned above, 
Boulding’s groundbreaking article never even uses the term “sustainability,” 
and a common focus on “quality of life” (rather than merely economic growth) 
and the interests of future generations reflects these economists’ shared 
“spaceship earth” viewpoint. The current task is to make that perspective 
a foundational element in all contemporary PKI.

Another lesson also derives from the shared worldview of Ecological eco-
nomics and PKI: the importance of inclusive, participatory processes of policy 
decision-making. Evidence of this third lesson was highlighted above in Vatn’s 
(2009, 121) overview of Ecological economics, and in Wilber and Jameson’s 
(1983, 7) discussion of the importance of meaningful citizen participation at 
all policy levels. But the need for public engagement and genuine stakeholder 
participation in decision-making is also found in the work of the other econo-
mists reviewed above (see, e.g., Galbraith 1996, 84; Kapp 1977, 539; Wolozin 
1971, 27) and has been a key element of Post-Keynesian Institutionalism from 
the very start (Whalen 1992, 61–74; 2008, 46).

A fourth lesson is that the authors examined in this chapter have already 
cleared a shared path for Ecological economics and PKI with regard to the 
limited usefulness of the market as a measure of human well-being. None of 
the writers discussed in this chapter wish to eliminate market-based transac-
tions, but their writings offer a catalogue of important reasons to be skeptical 
of using the market as a mechanism for all economic allocation and social 
provisioning. Thus, they also see a limited role for market-based environmen-
tal policies that aim to internalize external diseconomies, even as their work 
underscores the pervasiveness of social costs and the importance of taking an 
expansive view of such costs and benefits of economic activity.
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A fifth lesson is that there is much that can be done to address environmental 
disruption. It begins with recognizing and strengthening the state’s responsi-
bility to protect the public interest by stepping in when private activities are 
outweighed by society’s interests. This can be backed by an expanded Bill of 
Rights, as proposed by Wolozin, combined with a regulatory body with broad 
authority, science-based boundaries on permissible environmental damage 
(based, for example, on the environment’s ability to assimilate waste), poli-
cies that require adoption of “low ecological impact” methods of production 
and consumption, and environmental considerations that are factored into all 
aspects of public policy (energy policy, transportation policy, etc.). Of course, 
those policy steps are not comprehensive (indeed, as Wilber and Jameson 
indicated, environmental protection requires action from the local level to 
the international level) and they will always meet obstacles and challenges. 
Nevertheless, the point is that PKI has a sizeable body of policy ideas to build 
upon when seeking to protect the environment.

There is also an important sixth lesson that underscores the whole aim of 
protecting the environment as part of PKI. It’s implicit in Boulding’s con-
ception of “spaceship earth,” but warrants emphasis. The lesson is that the 
literature surveyed in this chapter demonstrates that environmental destruction 
threatens all of our economic activity—and, indeed, humanity itself. Thus, 
protecting the environment is, in large part, about ensuring that future gener-
ations will have any economy at all. The literature reviewed in this chapter, 
especially when combined with what we now know about the current state 
of climate change (Intergovernmental Panel on Climate Change 2018; 2021), 
makes it clear that PKI’s longstanding attention to economic sustainability can 
no longer continue in any meaningful way without also incorporating ecologi-
cal sustainability. The environmental crisis was a “supreme” or “fundamental” 
challenge in the eyes of Institutionalists in the 1970s; it is clearly an existential 
threat to humanity today.

Suggestions

The literature reviewed in this chapter suggests a number of concepts that 
could be useful to Post-Keynesian Institutionalists. An example is the precau-
tionary principle, which seems to make more sense than ever in the context of 
the projected consequences and irreversibilities associated with climate change 
as well as the growing evidence of long-term harm associated with many of 
today’s chemicals and pollutants. That principle is also consistent with PKI 
research on policy-generated institutions (ceilings and floors on permissible 
economic activity) that act as circuit breakers to stabilize the macroeconomy 
and prevent complex, nonlinear systems from experiencing chaotic dynam-
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ics or outright collapse.34 Other useful concepts include stewardship, social 
balance, and (broadly defined) social costs and benefits.

The above discussion also suggests that PKI would benefit from giving 
attention to Boulding’s focus on the stocks, rather than merely the flows, of the 
econosphere, as well as to Daly’s notion of a steady-state economy. Boulding’s 
essay on “spaceship earth” emphasizes society’s (broadly conceived) capital 
stock, which bears some resemblance to Minsky’s (1986, 300) notions of 
resource creation and public capital assets; and hints at a balance-sheet 
approach to economic activity, which is also found in the work of Minsky 
and other Post-Keynesian Institutionalists (Whalen 2013, 18). Indeed such 
an approach can be found in Boulding’s writings on macroeconomics (Wray 
1997). Meanwhile, Daly’s contributions draw attention not only to a bio-
physical equilibrium consistent with economic and ecological balance, but 
also to the broader quality-of-life considerations found in the work of the 
Institutionalists and Post-Keynesian Institutionalists discussed above.35

In the past two decades, much environmentally oriented research and 
practice has focused on the notion of industrial ecology and the related per-
spective of a circular economy, which aims to replace the “linear” notion 
of “take, make, and dispose,” with a more cyclical approach to production 
and consumption (Whalen and Whalen 2018). That work, inspired to a large 
extent by Boulding’s “spaceship earth” essay, also deserves the attention of 
PKI. Industrial ecology aims to apply not only recycling but also biomimicry 
(redesigning industrial systems along biological lines) to achieve a more eco-
logically sustainable, circular economy, and PKI can benefit from that litera-
ture’s emphasis on the environment and resource use in an economic context. 
Meanwhile, PKI can help dispel some of the misconceptions of the circular 
economy literature (which in several cases can be traced to its inattention to 
the fallacy of composition) as well as underscore the essential role for public 
policy often overlooked by industrial ecologists (Whalen and Whalen 2020).

An increasingly prominent feature of the circular economy literature is 
discussion of the usefulness of indicators of “economic circularity,” measures 
of the extent to which circular economy considerations (such as product dura-
bility and recyclability) are adopted by enterprises, communities, or nations 
as a foundation for economic activity. PKI would certainly benefit from 
considering ways of incorporating such indicators into their own analyses and 
policy-oriented research. The same is true of related work on the “triple bottom 
line,” which seeks to encourage—or perhaps even compel—corporations to 
consider social and environmental goals in addition to their traditional eco-
nomic objectives. An example of such work is an article by David Zalewski 
(2003), which recommends linking measures of triple-bottom-line perfor-
mance to the US tax code, thus providing enterprises with an incentive that 
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brings the pursuit of profits into closer alignment with the broader public 
interest.

Other contemporary Post-Keynesian Institutionalists follow Minsky (and 
Institutionalists such as Gordon 1980, 320–339) in calling for linking a federal 
job guarantee to environmental clean-up and protection. For example, Pavlina 
Tcherneva (2018) proposes public jobs related to care for the environment 
(such as flood control, environmental surveys, and weatherization projects) 
as one of three broad categories of government-provided work for the unem-
ployed (the other categories are care for one’s community and care for people). 
In a similar manner, Whalen (2019, 333–334) envisions a public employment 
program working in an integrated fashion with a national economic strategy 
and a national investment initiative focused on addressing climate change 
(with special attention to the development and adoption of clean energy in 
place of fossil fuels).36 This is a promising area for further policy-oriented PKI 
research, especially as the reality, costs, and dangers of climate change begin 
to sink in among policymakers and the general public.37

The literature reviewed in this chapter also leads me to suggest that 
Post-Keynesian Institutionalists would benefit from looking at the work of the 
late A. Allan Schmid, who studied at the University of Wisconsin under stu-
dents of the pioneering Institutional economist John R. Commons and taught 
agricultural and resource economics at Michigan State University for over four 
decades (retiring in 2006). Schmid’s (2008) “Institutional law and economics” 
approach to the environment stresses that “economic value is not independent 
of law.” That approach, and Schmid’s Institutionalism in general, provides 
an excellent bridge between Ecological economics, which emphasizes that 
institutions, rights, and power relations influence access to resources and the 
distribution of risk (Vatn 2009, 121), and PKI, which recognizes that “property 
is not an absolute right and never has been” (Wilber and Jameson 1983, 240).38

Yet another suggestion is for PKI to incorporate Ecological economists’ 
recognition of the intrinsic value of nature and other species. Since publication 
of the Wolozin and Kapp essays discussed above, the intrinsic value of nature 
has been reflected in the writing of a number of Institutionalists.39 However, 
a similar recognition has generally not entered the literature of PKI in a sig-
nificant way; thus, this represents an area where Ecological economics can 
appreciably broaden the worldview of Post-Keynesian Institutionalists.

Going further on the subject of values, a broader suggestion can also be 
made. Scholars may be convinced that changing conditions warrant changes 
to public policy and other social institutions, but such changes do not occur 
without an adjustment of social beliefs. Thus, Post-Keynesian Institutionalists 
must aim for a better understanding of why people hold certain social beliefs, 
how those beliefs are rooted in deep-seated cultural values, and how those 
values and beliefs can and do change over time (for more on this as it relates to 
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environmental problems, see Adkisson 2022). Such knowledge is essential to 
addressing the challenge for scholars that Kapp identified decades ago: helping 
society fashion and make use of environmental norms consistent with human 
well-being.40

A final suggestion for contemporary PKI is to find ways to apply Kapp’s 
insight that market capitalism has a built-in tendency toward environmental 
disruption in that it seeks to offload costs as much as possible and internalize 
only monetary gains. Early Post-Keynesian Institutionalists such as Galbraith 
and Wilber and Jameson echoed Kapp’s observations, noting not only corpo-
rations’ efforts to shift costs, risks, and other burdens onto the community at 
large, but also the tremendously destructive nature of that process when left 
unchecked. Today, this dynamic can be examined by recognizing and explor-
ing the interrelations of climate change and money manager capitalism. In fact, 
such an exploration may provide the most logical starting place for incorporat-
ing insight from Ecological economics into PKI, and it’s for that reason that we 
give the matter a brief look before bringing this chapter to a close.

CLIMATE CHANGE AND MONEY MANAGER 
CAPITALISM

Since real-world problem solving is the focus of both Ecological econom-
ics and PKI, it’s appropriate that efforts to incorporate insight from the 
former into the latter should begin with the top problems confronting these 
traditions—climate change in the case of Ecological economics, and money 
manager capitalism in the case of PKI. Of course, “money manager capital-
ism” is merely the name Minsky (1993) gave to the current, investor-driven 
stage of capitalism that emerged in the United States during the early 1980s, 
replacing the business-driven “managerial” stage fashioned in the wake of 
the Great Depression. But the current era is recognized as a problem because 
it is associated with a number of serious economic difficulties, including 
widespread worker insecurity, rising income inequality, persistent financial 
fragility, increased macroeconomic instability, slowed technological progress, 
and erosion of manufacturing capacity (Whalen 2020).41 Money manager 
capitalism also appears to exacerbate the climate-change problem (for reasons 
discussed below), thus it poses a threat to ecological sustainability as well as 
to Post-Keynesian Institutionalists’ longstanding goals of macroeconomic 
sustainability and broadly shared prosperity. This is a matter that deserves to 
be at the top of the research agenda of PKI—especially as money manager 
capitalism has become an increasingly global phenomenon.

The driving force of money manager capitalism is the maximization of 
shareholder value. In this stage of capitalist development, institutional inves-
tors seek to maximize short-term returns for their fund holders, which trans-
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lates into corporate executives’ relentless focus on profits and the stock-market 
value of their firm. Maximization of shareholder value also leads to corporate 
mergers, break-ups, restructurings, and stock buybacks; fuels the introduction 
of risky financial innovations; encourages downsizing, outsourcing, offshor-
ing, and union busting; and undermines worker wages and benefits (Minsky 
and Whalen 1996; Whalen 2022). The result is the set of economic difficulties 
listed above.

Even without bringing in the problem of climate change, it is easy to see 
how Kapp’s discussion of business’s tendency to socialize costs can apply to 
the era of money manager capitalism. This is especially true with regard to 
workers, who often find they are on their own in bearing retirement, health-
care, education, and other costs in the current era.42 In fact, many corporations 
subcontract large portions of their workforce, freeing them from any obliga-
tions to workers at all. And, of course, “gig economy” enterprises such Uber 
and Lyft take this offloading of risk upon workers to the extreme and consider 
most of their workers “independent contractors” (Whalen 2022).43

PKI needs to introduce the climate change crisis into its discussion of 
money manager capitalism from both an economic and human perspective; 
current economic activity is on a path to self-destruction of the economy and 
the planet’s ability to sustain human life. But Ecological economics also needs 
to examine money manager capitalism because that system’s single-minded 
focus on shareholder value poses perhaps the greatest challenge to achieving 
ecological sustainability. For example, money manager capitalism pits nations 
against each other in a race to the bottom on environmental regulation (or at 
least resistance to the elevation of national and international standards); it 
stands as an obstacle to the development and use of environmentally friendly 
energy innovations and clean technologies; it demands low taxes that make 
governments reluctant to undertake necessary public investments; and it gener-
ates economic inequality and insecurity that draws public attention away from 
the mounting environmental threat.44

Another way to look at the ecological problem posed by money manager 
capitalism is that at the heart of this stage of capitalism is the process of finan-
cialization, which Gerald Epstein (2005, 3) defines as “the increasing role of 
financial motives, financial markets, financial actors and financial institutions 
in the operation of the domestic and international economies.”45 Embedded in 
that definition is the notion that financialization is an economic and a political 
process, both of which impede the attainment of any sort of Galbraithian social 
balance.46 Instead, profit is pursued without regard for the environment or 
other aspects of the current and long-term public interest.47

While PKI has yet to incorporate a concern for environmental sustainabil-
ity into its analyses of money manager capitalism, at least one recent paper 
explores the connection between financialization and sustainability. Jacob 
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Assa, an economist at the United Nations, identifies and considers a number 
of direct and indirect ways that financialization exacerbates climate change. 
For example, adverse direct effects include financial firms’ disruption of the 
solar energy industry and the introduction of financial instruments that reduce 
the resilience of farming, while adverse indirect effects include weakened 
support for multinationalism and evidence of global institutions dominated 
by the interests of financial elites (Assa 2020). The paper by Assa provides 
a promising beginning for such work; going forward, this is likely be a fruitful 
and important area of Post-Keynesian Institutionalist research.

SUMMARY AND CONCLUSION: TOWARD REAL 
SUSTAINABILITY

Until now, PKI has largely ignored ecological sustainability and focused 
instead on macroeconomic sustainability that involves attenuating business 
cycle downturns and seeking to foster broadly shared prosperity nation-
ally and internationally. But the current climate change crisis requires that 
Post-Keynesian Institutionalists give attention to environmental concerns and 
conduct research that contributes to moving us toward real sustainability—that 
is, in environmental as well as economic terms.48 This chapter has sought to 
point toward that genuine, more comprehensive type of sustainability, and 
it has done so by recommending the incorporation into PKI of insight from 
Ecological economics.

A good portion of the chapter offered a survey of relevant literature. It 
began with a brief overview of the origins, worldview, research directions, 
and contributions of Ecological economics, with particular attention to the 
work of Boulding. Then, articles from the 1970s by Wolozin and Kapp were 
examined—to demonstrate Institutionalism’s longstanding engagement with 
environmental issues as well as that engagement’s continuing relevance—
followed by an overview of similar works by Galbraith and Wilber and 
Jameson that can be considered early contributions to PKI. The rest of the 
chapter brought all of that material together in the form of lessons and sug-
gestions for advancing the research agenda of PKI, giving special attention to 
the opportunity—and pressing need—for analyses of the relationship between 
climate change and the current, financialized era that Minsky called money 
manager capitalism. While the chapter identifies a number of ways that insight 
from Ecological economics can be incorporated into contemporary PKI, the 
problem-oriented nature of both traditions draws attention in the direction of 
the interrelations of climate change and today’s financialized capitalism.

In Stabilizing an Unstable Economy, Minsky (1986, 7) writes: “Economic 
systems are not natural systems. An economy is a social organization created 
… through legislation … [and] an evolutionary process of invention and 
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innovation. Policy can change both the details and the overall character of 
the economy.” Today, we must use policy not merely to achieve near-term 
macroeconomic stability, but also to ensure long-term economic and ecolog-
ical sustainability. However, time is running out; we must move toward real 
sustainability while we still can.

ACKNOWLEDGMENTS

The author thanks Erik Dean, Nicola Matthews, Jim Peach, Robert Scott, and 
Linda Whalen for valuable comments and suggestions.

NOTES

1. Drawing on the work of economists such as John Kenneth Galbraith, Joan 
Robinson, Wallace C. Peterson, Dudley Dillard, Alfred S. Eichner, and Hyman 
Minsky, PKI emerged in the 1970s with a focus on stagflation, and shifted its 
gaze to financial instability (and endogenously generated business cycles) in 
the 1980s. The tradition proved its worth during the global financial crisis of 
2007–2009, by analyzing and addressing that period’s tumultuous events far 
better than standard economics. Since then, PKI has focused on the economic 
evolution that produced the era of “money manager capitalism,” a stage of cap-
italist development characterized by the dominant role of institutional investors, 
a relentless drive for shareholder value (short-term returns), the financialization 
of economic activity, rising worker insecurity, and widening economic inequal-
ity. For further discussion of PKI, see Charles Whalen’s introduction to this 
volume; see also Whalen (2022).

2. Wilber and Jameson (1983, 155) stress that human behavior often deviates 
from the “rational” (utility maximizing) decision-making assumed by standard 
economics. Moreover, the problem-solving focus of PKI results in an interdis-
ciplinary approach that pursues the study of real-world problems (which are 
themselves interdisciplinary) across academic boundaries as needed.

3. This chapter’s overview of Ecological economics relies heavily on Vatn (2009), 
but interested readers are also encouraged to see Costanza et al. (2015) and Spash 
(1999).

4. In the mid-1980s, scholars in the field of Ecological economics established both 
a journal, Ecological Economics, and the International Society of Ecological 
Economics.

5. Although Boulding did not consider himself an Institutional economist, he 
was a member of the Association for Evolutionary Economics (founded by 
Institutionalists) and his own view of Evolutionary economics had much in 
common with Institutionalism. (Commenting on a draft of this chapter, Robert 
Scott noted that Boulding was also a financial contributor to the establishment 
of the Journal of Post Keynesian Economics.) In addition to Boulding’s essay, 
another important early contribution to Ecological economics is the work of 
Nicholas Georgescu-Roegen (1971); for an Institutionalist appraisal and exten-
sion of that work (and related literature), see Swaney (1985).
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6. Boulding (1966, 7–10) acknowledged that technological improvements might 
forestall that retreat to living within the bounds of the sun’s current energy, but 
he did not count on technology to offer an enduring solution. It should also be 
emphasized that humans are on track to irreparably damage the environment well 
before fossil fuels run out (United Nations 2019; Kuo 2019).

7. Developing and relying on more efficient ways to transform solar energy into 
usable forms, and depending more on renewable resources and less on exhausti-
ble resources, are also ways to live more sustainably, observes Boulding (1966, 
8–9).

8. To be sure, the universe may still appear as a nearly limitless frontier, and 
humans have certainly demonstrated a capacity to explore beyond our own 
planet, but such explorations do not appear likely to resolve the earth’s economic 
and/or ecological problems anytime soon and are thus beyond the scope of the 
current discussion.

9. See Vatn (2009, 120), who cites works by conventional economists such as 
Robert M. Solow. Note also that this reveals yet another irony of conventional 
economics: the school of thought that organizes itself around the notion that 
resource scarcity is a dominant force in the world also relies on technological 
change and resource substitution to avoid confronting the long-term problem of 
exhaustible resources.

10. Like many conventional economists, some Institutional economists also hold an 
approach that comes close to denying that there are fundamental scarcity prob-
lems. For many Institutionalists, the matter around us (raw materials, plants, etc.) 
is “neutral stuff,” which gets transformed into resources as capabilities emerge 
when humans interact with that “stuff” on the basis of our ever-changing knowl-
edge (that is, science and technology) (Gordon 1980, 28–30; De Gregori 1987). 
But even neutral stuff is limited in quantity, and technological change cannot be 
assumed to always offer timely and environmentally benign solutions to material 
shortages, nor can humans fully anticipate all side effects and ecosystem disrup-
tions that will emerge over time as a result of introducing new technologies; for 
a nuanced Institutionalist view of resources and technology, see Swaney (1987; 
1989).

11. On the need for participatory processes, Vatn (2009, 121) writes, “In a situation 
with radical uncertainty [that is, a situation in which probabilistic risk does not 
apply], expert and citizen evaluations should be combined.”

12. Vatn (2009, 122) also underscores Ecological economics’ “emphasis on the 
intrinsic value of other species.” Most economics is anthropocentric, with 
nature’s value evaluated according to the economically measurable benefits 
humans receive from other animals and plants (Costanza and Wainger 1990). In 
contrast, many preservationists argue “not that we elevate other species to the 
importance of people, but rather that we extend rights of existence … to all flora 
and fauna because it is in our own survival interest [in a world of complex eco-
logical interrelations] to do so;” this involves non-mainstream economic thinking 
in that the perspective looks “far beyond the dictates of pecuniary self-interest” 
(Swaney 1987, 1744, 1751–1752).

13. To be sure, Boulding (as previously discussed) wanted policymakers to focus 
on bolstering and sustaining stocks, not flows (such as today’s gross domestic 
product). Nevertheless, Ecological economists must study flows (as well as 
stocks) because their expansion without regard to environmental damage and 
resource limits is considered a primary source of ecological problems.
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14. More broadly, Ecological economics has focused on three distinct yet interre-
lated themes: resilience, vulnerability, and adaptation; see Janssen and Ostrom 
(2006). While much research on resilience examines how humans affect the 
adaptability of ecosystems, vulnerability research focuses on the vulnerability 
of people to environmental change; and adaptation studies focus on adjustment 
in socioecological systems (by means including, for example, sustainable devel-
opment initiatives or disaster preparedness programs) “in response to actual, 
perceived, or expected environmental changes and their impact” (Janssen and 
Ostrom 2006, 237).

15. Wolozin saw environmental damage not merely as a threat to the quality of 
human life, but also as a threat to human survival (Wolozin 1971, 40, n. 1).

16. Murad’s commentary also expresses concern about regulatory capture: “Business 
will not let itself be regulated, but will itself regulate the regulators, as has been 
the experience of [many] regulatory agencies … Whatever teeth there may be [in 
a national environmental regulatory authority] may well bite the little fellows, 
not the big polluters” (Murad 1971, 43).

17. According to Murad (1971, 45–46), an environmental extension of the US Bill of 
Rights would complement an economic extension of the Bill of Rights proposed 
by some within the administration of Franklin Roosevelt during the 1940s.

18. As this chapter is being completed, residents of New York prepare for a state-
wide ballot measure that would give New Yorkers a constitutional right to clean 
air and clean water (DeWitt 2021).

19. Murad (1971, 44) elaborates on Wolozin’s critique of a market-based approach 
to environmental management as follows:
[T]he fact that everybody wants a car and would be willing to pay for all the measurable 
environmental damage caused by producing and using it is no proof that people would not 
be better off and feel better off in a car-free society. The individual’s choices are limited 
and conditioned by the kind of society in which he [sic] lives. His choices do not express 
his preference for that particular kind of society. In an automobile society, people … are 
willing to pay for automobiles because for all practical purposes they cannot live without 
them. They do not have the option to live in a car-free society.

20. It is important to note that in addition to environmentally harmful interactions 
among pollutants, there are even synergistic processes between pollutants and 
sunlight, which can, for example, create hazardous, ground-level smog.

21. Murad also challenges the conventional notion that social costs might be calcu-
lated as the sum of private costs; see note 19 above.

22. Much of Kapp’s discussion of the complex and cumulative nature of environ-
mental disruption is similar to that found in Wolozin’s article. For example, 
Kapp (1977, 529–531) mentions that: (1) residual waste products and other 
pollutants come from multiple sources and then react upon one another, often 
giving rise to toxic combinations; (2) there are important nonlinearities because 
once critical environmental media reach thresholds of assimilative capacity there 
can be sudden and catastrophic consequences for health and well-being—and 
irreversible effects on the environment; and (3) the negative effects of pollution 
and environmental degradation may take years to become apparent, usually 
making it impossible to identify a specific source when damages materialize. 
Readers familiar with Institutional economics will also recognize Kapp’s ref-
erence to that tradition’s principle of cumulative causation, which, along with 
an open-system conception of economic activity (that is, open to an extensive 
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sphere of social, cultural, and environmental influences), he considers to be at the 
core of Institutionalism (Kapp 1976).

23. In addition, in a further example of cumulative causation, the worldwide 
economic expansion following World War II added to the environmental 
problem—at an accelerating pace—through an expanded use of highly polluting 
technologies (involving petrochemicals, for example), high rates of obsoles-
cence, and increased reliance on automobiles (Kapp 1977, 533).

24. See Kapp (1977, 538) for his discussion of how vested interests can be expected 
to obstruct environmental management (including their tendency to “delay and 
inhibit the successful search for truthful information”); attention to this matter in 
Wolozin (1971, 27) has been highlighted above.

25. Galbraith also mentions the possibility of internalizing external diseconomies so 
that producers, and thus ultimately customers, are required to pay to protect the 
environment, but, like Wolozin and Kapp, he considers that approach to be of 
limited practical value and effectiveness (Galbraith 1973a, 276–277).

26. Galbraith (1973a, 278) writes, “Effective environmental protection requires 
explicit and unyielding legal specifications.” Then, a few pages later, he adds that 
his strategy “does not exclude growth …. [Rather,] it undertakes to discipline 
that growth, align it with public purposes and do this under public auspices” 
(Galbraith 1973a, 281).

27. Having mentioned Post Keynesian economics above, it is worth noting that 
Joan Robinson, an originator of Post Keynesianism who often had much in 
common with Institutionalists, wrote occasionally about environmental issues, 
often making points similar to those of Wolozin, Kapp, and Galbraith (see, 
e.g., Robinson 1972, 7; 1980, xiii, 42, 118). Moreover, in addition to chiding 
economists for their failure to offer society much help on the most important 
questions of the day, Robinson (1972, 6) admonished them for having nothing to 
say about the content of employment and the composition of public expenditures: 
“Keynes did not want anyone to dig holes and fill them;” and Robinson did not 
want military spending to be the go-to solution for the unemployment problem, 
expressing concern that “[t]he most convenient thing for a government to spend 
on is armaments.” Robinson’s criticisms continue to offer lessons for contem-
porary Post-Keynesian Institutionalists on the subject of the environment and 
ecological sustainability.

28. Stagflation was also a problem in other industrial democracies, but the United 
States was among the nations in which it was especially troublesome, and Wilber 
and Jameson focus most of their attention on that country.

29. Wilber and Jameson (1983, 218–222) also identify American society’s ten-
dency toward individualized consumption (private automobiles, home washing 
machines, etc.) and self-centered behavior (an erosion of ethical standards and 
conduct) as both self-perpetuating and, ultimately, self-destructive.

30. Wilber and Jameson also indicate that environmental protection must occur, via 
stakeholder engagement, at all societal levels—at the workplace, locally (which, 
for example, can involve weatherizing homes, minimizing pollution discharges, 
and boosting public transit services), nationally, and internationally (Wilber and 
Jameson 1983, 8, 241–248, 256).

31. Minsky frequently referred to providing public goods and services as public 
“resource creation,” a process he conceived as encompassing the development of 
human as well as physical resources, and that he thought was all too often over-
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shadowed by attention to private goods and services and to government transfer 
payments (see, e.g., Minsky 1986, 311–312).

32. For examples of the views of Minsky mentioned above, see Minsky (1986, 293, 
300, 310–312; 1996; 2013, 71).

33. The overlapping worldviews of Ecological economics and PKI are not just 
a matter of (pre-analytic) methodology; this is particularly evident in Vatn’s 
(2009, 122–125) discussion of the links between Ecological, Institutional, and 
Post Keynesian economics in the realm of microeconomic analysis.

34. See, for example, Ferri and Minsky (1992). Central to their work is the useful-
ness of taking precautionary steps that anticipate and limit the processes that fuel 
economic disruption.

35. In addition to Daly (1991), see his much more recent essay: Daly (2019). But 
also see Peach (2018, 297), which considers Daly’s notion of the steady state as 
unrealistic and a distraction “that takes the focus away from policies that could 
facilitate economic development [which, consistent with Boulding, Peach sees 
as distinct from economic growth], alleviate poverty, reduce environmental 
damage, and help prevent species extinction.” (Individual Post-Keynesian 
Institutionalists will have to make their own judgments on this literature, but 
I find valuable insight in the work of both Daly and Peach, and a similar view 
is offered by Swaney (2003).) Post-Keynesian Institutionalists should also look 
at Ecological economists’ research on social metabolism, socioecological resil-
ience, and adaptive systems (for references, see Vatn 2009, 120–121).

36. For another Post-Keynesian Institutionalist discussion on the subject of linking 
public service to environmental sustainability, see Forstater (2003).

37. For a discussion of costs and risks associated with climate change in the United 
States, see US Global Change Research Program (2018).

38. See Schmid (1994; 1999a; 1999b; 2008) for examples of his work.
39. See, for example, Swaney (1987), which mentions both the intrinsic value of 

nature and the value humans receive when other species continue to exist.
40. For the Institutionalist emphasis on continuous appraisal and reappraisal of 

values, see Gordon (1980, 37–66); that emphasis can serve as a useful com-
ponent in a PKI approach to environmental sustainability. Also, see Chapter 7 
(by Asimina Christoforou) for a discussion of the role of social capital and civil 
society in helping to shape social beliefs, values, and institutions.

41. The COVID-19 pandemic has made matters worse by underscoring and aggra-
vating all the problems mentioned above (for more on money manager capitalism 
and the pandemic, see Chapter 4, by Liang and Whalen, in this volume).

42. Several chapters in Part II of this book highlight the nature and consequences of 
the offloading of costs and risks by corporations in the age of money manager 
capitalism.

43. It is also worth noting that the offloading of worker-related costs and risks by 
corporations in the current era—a process that many describe as trying to turn 
labor into just another spot-market commodity—underscores the common 
ground of PKI and Ecological economics on how institutions, law, and power 
relations affect the distribution of risk (Vatn 2009, 122–123).

44. Of course, many companies claim that their products are good for the envi-
ronment, but much of that is misleading—what environmentalists call “green-
washing” (see, e.g., National Public Radio 2007). Meanwhile, it is true that 
corporations have long had a predatory side; money manager capitalism has 
merely nurtured it and allowed it to flourish (Jo and Henry 2015).
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45. For a discussion of money manager capitalism and financialization, see Whalen 
(2020); for a historical perspective, including a discussion of how the evolution 
of property rights shaped contemporary US capitalism, see Atkinson, Hake, and 
Paschall (2021).

46. Bringing ecological considerations into the picture also reveals the environmen-
tal dimensions of the inequality generated under money manager capitalism. 
Those who are most economically disadvantaged are also most likely to live in 
communities exposed to significant environmental hazards.

47. Of course, market solutions, such as carbon taxes combined with emissions 
trading initiatives, seek to reconcile profit and regard for the environment, but 
such arrangements (long viewed with caution and skepticism by Ecological and 
Institutionalists, as indicated above) have also led to “the financialization of 
nature.” Such arrangements have “normalized the exploitation of nature as part 
of the financial sphere” (Assa 2020, 7).

48. What I refer to here as “real” sustainability is consistent with Swaney’s (1986) 
notion of the sustainable coevolution of both the ecosystem and the socioeco-
nomic system.
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