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Abstract:
The focus of this note is the nature of money and related issues. Its objective is simply to
clarify the more significant differences on these matters between the conceptions of
proponents of modern money theory (MMT) and those of contributors to social positioning
theory.1

1. Introduction
What is money? Two sorts of answer to this question can be found in the modern literature. One
locates money’s nature in the organising structure of human communities, the other in intrinsic
properties of particular (money) items (like commodities, debts, precious metals and so on). If accounts
of money that draw on social positioning theory are instances of the former, a currently very popular
and seemingly increasingly influential version of the latter takes the form of modern money theory
(MMT). Notably, however, whilst contributors to social positioning theory have regularly concerned
themselves with elaborating explicitly a conception of money’s nature, proponents of MMT rarely
address the matter explicitly; mostly the notions entertained must be inferred from monetary
assessments and policy proposals and the like.
An exception to the latter, though, is provided by the writings of Randall Wray, a central contributor to
MMT; and Wray (2022) has produced a new book on money in which the topic is again addressed head
on. As Wray observes it is difficult to have confidence that claims about monetary policy are coherent
if we do not first understand the nature of what is being talked about. I agree with Wray on this, albeit
defending a different conception drawing on social positioning theory.
Here I take the publication of Wray’s new book as affording an opportunity to contrast (I intend
constructively) the two accounts of money in question. This, I stress, is not a review of the book; Wray
is concerned there with all aspects of MMT’s theorising and deals with money’s nature mostly in its first
chapter. My concern, in contrast, is not even with MMT per se but with understanding the nature of
money. But to this end it is, I believe, informative and useful for progress to identify the conception of
money’s nature presupposed by MMT proponents and to contrast it with another prima facie very
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For helpful comments on an earlier draft, I am grateful to Jamie Morgan, Stephen Pratten and Roy Rotheim.
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different conception that appears to be sufficiently explanatorily adequate to serve as a relevant
comparator.
To anticipate the argument, although the term money is not always used consistently by proponents of
MMT, the dominant and essential claim is that money is debt/credit; the credit theory of money is
accepted. For those working within social positioning theory, in contrast, money is never debt per se
and debt may not figure in money constitution at all. Briefly put, whereas for proponents of MMT the
involvement of debt is both necessary and sufficient for money constitution, for proponents of social
positioning theory its involvement is neither. Perhaps somewhat surprisingly, however, it turns out that,
despite these differences, MMT’s main monetary assessments and policy proposals, if correct at all,
remain so even if, in place of the credit theory of money, MMT rested instead on the sort of account of
money defended by contributors to social positioning theory. In other words, although MMT’s policy
arguments make use of the credit theory of money they do not depend on the latter theory essentially.
This paper, then, is not in any way intended as a critique of MMT’s main monetary analyses or policy
stances but at most provides an implicit questioning of its reliance on the credit theory of money. To the
extent that the credit theory is inadequate (see Lawson 2019a, chapter 6) this paper might even be
interpreted as providing support for MMT in suggesting that this particular money theory can be
discarded without loss in terms of policy positions. However, here I do not seek to critique the credit
theory, or MMT’s reliance on it. My purpose, rather, is simply to use the opportunity provided by Wray’s
book to elucidate where differences in reasoning about money in the two projects or theories, MMT and
social positioning theory, lie and how they arise.
I have already attempted this sort of task elsewhere (see Lawson, 2019b). In doing so I employed an
explicitly ontological framework and language (and specifically a framework originating within the
explicitly ontologically oriented project of Cambridge Social Ontology). Wray’s response, in effect, was
that I had failed to convey my assessment in a clear enough manner 2. Here, then, I try again to convey
my understanding of our differences, but in doing so, tying in more to Wray’s own procedures, language
and framework. I shall still use some ontological terms where I believe doing so is warranted. But rather
than introduce these terms abstractly in a general way, as part of developing a comprehensive
ontological conception, I account for them in the context in which they crop up. I shall, of course,
compare the two (ever evolving) conceptions as I believe them currently to stand.

2. Method
Conveniently Wray and I adopt a similar basic methodological procedure in seeking to understand
money’s nature, even if Wray does not formally present matters as such. Before it is possible to identify
the nature of a kind of thing there must be a way of delimiting the field of candidate instances of the
kind. We need a way to nominally identify a field of candidates before seeking to uncover their common
natures. We may initially identify dogs, say, by their common rough shape and propensity to bark and
wag tails, before locating their nature in their genetic code. Similarly, humans, throughout history, have
identified water in numerous ways according to its properties everywhere found to be useful, before

2

Specifically, Wray responds to a number of commentaries on MMT, including one by myself, that are collected
together in a special issue of Real-World Economics Review, 2019, vol. 89, 109–28 edited by Edward Fullbrook
and Jamie Morgan. In doing so, Wray writes: “I’m not going to talk about every contribution to the special issue
of rwer. Some of them I will not read […]; and one of them I read but could not follow the argument (Lawson)”
(Wray, 2019, MMT: Report from the front line (part 2). Downloaded on 25 July 2022 from:
https://neweconomicperspectives.org/2019/10/mmt-report-from-the-front-part2.html.)
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science uncovered the nature of the stuff so identified at the level of its molecular structure in the form
of a collection of H 2O molecules.
The method, then, is first to group or collect things or stuff together according to a shared possession
of certain seemingly identifying properties, and then to uncover (usually less obvious) properties in
virtue of which the former identifying properties are possessed, i.e., that account for those properties
whereby items are first grouped together and identified as stances of a kind.
As a terminological aside, according to the Aristotelian-Lockean conception that I accept, the accessible
or widely agreed shared properties used to identify dogs or water etc., are their nominal essences,
whilst those common properties like genetic codes or molecular structures in virtue of which the nominal
properties are possessed are their real essences or natures. Anything that possesses an identified
nature or essence of a kind must be an instance of the kind; it is impossible to consist of H2O molecules
and not be water. Of course, in the process of uncovering natures of certain items, we might find that
our starting classifications were not quite right (that, despite nominal appearances, tomatoes are really
fruit and not vegetables, and sharks are really [not mammals like whales and dolphins, but] fish, etc).
So, the sorts of identifying properties can be critically examined and revised at any stage. But still, we
have always to start somewhere.
In the context of understanding money specifically, then, the method is first to determine a set of
properties that are reasonably associated with money, that serve to identify it, and then to focus on the
items that bear these properties, setting about uncovering the additional properties in virtue of which
the identifying properties are possessed. We need to identify money’s nominal essence before we can
hope to reveal its real essence or nature.
With a social phenomenon like money, though, we come across a significant difference with items of
the sort so far considered. Water and dogs are the same kind of thing everywhere and can exist as
such even if there are no human beings to classify them. Social phenomena, in contrast, depend
necessarily on human persons and their interactions for their existence, and are everywhere constituted
as components of localised space/time specific communities (or as components of items intended as
components of such communities). It is only as components of such systems that the properties
whereby we identify social phenomena hold; and we implicitly recognise that this is the case by typically
referring to these system properties as the items’ (system or community) function(s). That is, we
everywhere select out some of the properties possessed and identify them as significant in terms of
their contribution to some system or community as a whole. It is these capacities qua system functions,
then, that are the items’ properties (their nominal essences) by which we identify them as community
components of a kind in the first place, that is, as instances of a certain social kind of thing.
Money, whatever it is, is clearly always a property of some community or community system, and so if
we are to uncover its nature it is necessary to start by questioning its (system) function(s). This is
precisely how Wray (2022) in effect starts out, and how I have also proceeded elsewhere (see e.g.,
Lawson 2016, 2019a). As we shall see Wray and I at first appear to disagree somewhat on the
function(s) of money, though I think this disagreement is more apparent than real. A more fundamental
disagreement concerns the manner in which the main identified function(s) arises. That is, we hold to
different accounts of the supportive conditions or explanation, the properties in virtue of which money’s
function(s) is/are possessed. In short, we disagree on money’s real essence or nature.
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3. The function(s) of money
I start, then, with a brief consideration of the function(s) of money as assessed within the two projects.
Wray opens the relevant chapter of his book (called “What is Money?”) as follows:
What is money? You will probably answer: ‘Money is what I use to buy stuff.’
That is a perfectly sensible answer, defining money by its function. We call this function
‘medium of exchange’ – you exchange money for the stuff you want to buy.
After a few moments of thought, you will add: ‘I also use money to store value – so that I
can buy stuff later.’ This refers to money as something you can hoard, although unlike
Scrooge, you do plan to spend it, eventually – even if you are not sure what you’ll buy.
Holding money lets you postpone spending.
You also might offer that you use money to pay off your debts. We can call this function
the ‘means of payment.’ Money can help you get out of debt.
You can also mention that we use money as a measuring unit, to calculate money (or
‘nominal’) values: ‘I think that painting is worth a thousand dollars’ or […]. This is money
functioning as a unit of account – sort of like using the yard or meter to measure length
or the quart or litre to measure weight. (Wray 2022, pp. 7-8).
Here Wray makes reference to the four ‘functions’ of money as traditionally distinguished in economic
textbooks, namely a medium of exchange, a store of value, a means of payment, and a unit of account.
My own assessment is that money’s only actual or true function is serving as a communitywide accepted
means of payment, and that, appropriately interpreted, this function encompasses any features of the
noted others that are relevant. I also believe that Wray’s actual analyses are compatible with this
assessment. Let me explain.
The term pay itself derives from the Latin pacare meaning appease; in middle English ‘to pay’ meant
‘to pacify’. The notion of a payment emerged from the act of pacifying or appeasing one to whom an
individual (the payer) has an obligation. Eventually, it came just to mean the paying off, or the
discharging, of a debt. In identifying a, or the, function of money as being a ‘means of payment’ here,
I understand a ‘general’ form of payment or debt discharger, one that can be used to cancel any existing
debts in a community. It is payment of a form that is acceptable, and indeed must be accepted where
offered, to cancel any already existing debt throughout a community, excepting where a contract
specifying an alternative acceptable means of payment is agreed by all contracting parties in advance
of the debt being formed.
So, if I pick up a loaf of bread in the marketplace, and the vendor is happy that I do (and perhaps puts
it in a paper bag for me), in taking possession of the bread I am immediately in an agreed debt to the
vendor, and if I offer money in payment, the vendor must accept it. Money is the only community system
feature that is able in this way to discharge all or any existing community debts (not covered by specific
predesigned contracts). Why or how money is able to so function, the properties in virtue of which it can
so function, constitute its nature, a matter I come onto in due course below.
How about the supposed ‘medium of exchange’ function? To accept that money serves as a medium
of exchange is to interpret it as an intermediary item, and, as traditionally formulated, a particular type
of commodity in a commodity exchange. It is supposed that in a situation where a participant A
possesses commodity X and wishes to exchange it, but cannot find item Y that they would really like,
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then A accepts this intermediary commodity (or a negotiated amount of it) for the time being in its place.
The presumption here is that the intermediary is something for which there is always a demand, so that
if the commodity desired by A becomes available, the intermediary (or the amount of it possessed) can
then be handed over by A in exchange for (an amount of) Y; any holder of Y is always ready to exchange
it (or a negotiated amount of it) for the intermediary.
A problem here is that it is not clear that any such medium of exchange has ever existed. There is
simply no evidence that any item has functioned this way within historical communities. Of course, if
something had been so used in a context where everything is valued in a community accepted unit of
account, the function would not be so different from serving as a means of payment. On handing over
the X, the person that acquires it goes into debt to A, a debt that is cancelled in effect by handing over
a relevant amount of the intermediary with a denominated value in the accepted unit of account (which
in the circumstances A is bound to accept) and so serving in effect as a general means of payment.
Of course, it could be argued that if A so uses this money to acquire Y then it has ultimately mediated
an exchange of X for Y and so served as a medium of exchange after all. But then mediating an
exchange under these conditions is the same as serving as a means of payment twice over (by the
original purchaser of X from A, and of A in purchasing Y from its holder). Either way I think the medium
of exchange function can be ignored or taken as covered by the means of payment function.
What about the money’s supposed store of value function? Here being a store of value means that its
value remains relatively stable over time. Is that really money’s function, the reason money is held?
Instead, or so I suggest, maintaining a stable value is a condition that allows a money to realise its
means of payment function successfully. A function, as already noted, is a system feature, a property,
of a community component. But realising a function may not always be possible. For this there will
always be certain conditions that need to be in place. Thus, for a family car, say, being reliable in a
multitude of ways (for example possessing a enduringly good engine) is a condition for the car to fulfil
its function of facilitating the everyday safe transportation of a number of people across short or large
distances. But being so reliable is, if necessary to realising a car’s function, not the car’s function in
itself, which is to facilitate safe transportation.
A successful money qua general means of payment is one that community participants are continually
happy both to accept, and to make payments with as and when they choose. That is, a successful
money qua means of payment is a money that has purchasing power (vendors are prepared to sell,
meaning enter into new, if often momentary, debts with purchasers) and can be used not merely
everywhere throughout a community but continually over time. These features require precisely that
the money be a store of value in the relevant sense. For where a money’s value is expected to fall,
community participants will prefer not to hold/accept it and may avoid allowing others to (make
purchases and so) become indebted to them (where the debt would be dischargeable using money that
creditors are obliged to accept when offered). And where a money’s value is expected to increase,
participants will tend to hoard it -- not per se to delay payment, but in the expectation of financial gain.
Either way, if the value of money is not stable, or not expected to be stable, money will be hampered in
its functioning as a means of payment.
Notice that separate individual decisions of particular community participants to defer spending for, say,
a number of days, weeks or years (to save for retirement, perhaps) is different from a communitywide
tendency to hoard due to the value of a money increasing. Where a money reliably allows individuals
that hold on to it to defer (or intertemporally space) their spending (involving saving), it is being
especially successful in realising its means of payment function, and this depends on it being a store of
value. But it is not clear that being (expected to be) a store of value is itself a money function, as
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opposed to a condition that must be satisfied if money’s means of payment function is to be successfully
realised.
Finally, I turn to the curious idea, or so it has always seemed to me, that a unit of value, for example,
the euro, US dollar, UK pound sterling, is also a function of money. It does not seem to be any such
thing. Of course, as with any social phenomenon, the unit has to be accepted or ‘sanctioned’ throughout
a relevant community; and this may indeed occur by way of the sovereign or state assuming the right
to determine these units. But that in itself does not constitute it as a function of money. Indeed, it is not
obvious that a unit of value is a function of anything as opposed to being a separate component of a
community (accounting) system, a component with its own function. Specifically, it is a human
contrivance, a device whose (system) function is to facilitate the creating and maintaining of (systems
of) accounts by providing the common or shared basis for numerical value assignments. Clearly the
widespread acceptance of any such device is a condition for money. That is, just as being a stable store
of value is a condition for a money to function successfully as a general means of payment, a unit of
account is a condition for it to function as a means of payment at all. But that does not render it a money
function. It is moreover a condition not only for money qua a general means of payment but also for
debts of a sort that any accepted general means of payment is used to cancel.
In fact, any particular community accounting system that includes a unit of account as a component
may or may not also possess a general means of payment component. That is, a unit of value can exist
without money qua a general means of payment being part of the system, and historically seemingly
often did (see Grierson, 1977). Items were assigned value measures before notions of money, markets
or exchange came into being. But being an essential condition for a general means of payment to
emerge is very different being a function of something possessing the means of payment property.
Incidentally, it is not obvious that making use of a unit of value is “sort of like using the yard or meter to
measure length or the quart or litre to measure weight” (Wray, 2022, pp. 7-8). The latter units
approximate invariable standards and can be used to compare lengths say of items existing individually
and isolated in different times and places. Exchange, or monetary, values of different items can normally
be determined only simultaneously (at a given time and place); and the value unit does not help in
deriving relative values, it is merely used to express relative evaluations somehow independently
derived.
My own assessment, then, is that the real or only function of money is to serve as a general means of
payment, meaning that it can be utilised to cancel any existing debt. Where community participants are
happy to receive money, they will allow others to become new debtors to them (knowing that they must
accept money if offered to discharge the new debt). So, a successful (in this sense) money also has
purchasing power. But it has such purchasing power only as a successful general means of payment.
Although Wray does not present things this way explicitly, the foregoing basic assessment seemingly
underpins his analysis. For when discussing policy issues associated with MMT, Wray everywhere
reasons as if the point of money is to serve as a general means of payment as elaborated here. Our
real differences of analyses, then, or so it seems to me, lie elsewhere. And, specifically, they lie in how
we explain this function. Certainly, this is a core difference. That is, we part company in our assessment
of the additional properties that money possesses in virtue of which it is able to serve as a general
means of payment, as a general discharger of existing debts. As I say, we disagree on money’s nature.
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4. The nature of money
In virtue of what, then, does money function as a general means of payment? I start with outlining the
answer supported in accounts that draw on social positioning theory. I do so because in various ways
the conception derived is the more general one, or at least it is easier to situate the theory of money’s
nature accepted in MMT in relation to it.
At the heart of the conception of money sponsored by social positioning theory are particular sets of
communitywide accepted and enacted rights and obligations. Put very simply, the claim in the case of
money is that all members of the community in which a money exists accept that those holding it have
a community accepted (in the sense of sanctioned) right to use it to discharge any existing debt, and
(symmetrically) that any creditor holding a debt has a community accepted/sanctioned obligation to
accept any offer of money (of equivalent value) the debtor makes in seeking to discharge it. The only
exception is where a contract is agreed by relevant parties before a debt is created stipulating that some
other means of payment may be used.
In other words, the function of being a general means of payment has nothing whatsoever to do with
any money things, whether they be precious metals, commodities, forms of debt, markers of debt, or
whatever, and everything to do with those aspects of a community’s organising structure comprising
sets of rights and obligations that bear on the community accepted/sanctioned uses of money. In
essence, the rights and obligations that bear on money’s legitimate use have the function of money
built into them in that they orient those involved to its fulfilment.
That, in outline, is the whole theory of the constitution and nature of money, as defended from the
perspective of social positioning theory. Money’s function is being a general means of payment; and a
money possesses this function in virtue of a communitywide accepted, usually a state-imposed, set of
rights and obligations bearing on how in the given community it can and should be used. The state, of
course, may also impose obligations on community participants in the form of compulsory tax payments
and the like.
Why or how was this conception of money determined or arrived at? The method, I acknowledge, turned
on exploring whether a plausible account of money that functions as a general means of payment could
fit with, or be supported by, an existing seemingly explanatorily powerful account of how all other social
phenomena are created and (where relevant) function (again see Lawson, 2022). Of course, it might
be conjectured that money is constituted very differently from every other kind of social phenomenon.
But without any good or obvious reason to see why it should be, or is, exploring whether the manner of
its constitution could be seen as a particular instance of a more general process of social constitution
seemed as reasonable a route to take or explore as any. The a posteriori finding that the noted account
of money fits very easily and without strain into the noted general framework seemed itself a compelling
reason to accept a conception of the sort outlined. As it happens, the account of money produced not
only explains money’s function rather straightforwardly but also easily accommodates and makes sense
of various relevant observations on related monetary issues
as well.3 But the manner in which the account does fit with processes of social constitution in general
is significant.

3

The additional monetary issues that are easily accommodated and rendered intelligible include not only relevant
features of everyday monetary interactions but also the assessment that different sorts of monetary items (from
forms of debt to commodities to precious metals, etc.) have been used in making payments in various communities
over space and time; the fact of (and a perceived need to resolve) long lived and continuing disputes in monetary
history concerning the nature of money; a recognition that when legal tender laws have been used to transform
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Thus, the manner in which money is created, I am suggesting, is no different in its basics to the manner
of constitution of, say, a Cambridge college high table, a passport, a postage stamp, a set of traffic
lights, a pedestrian crossing, and the like. Thus, in a Cambridge college dining room, there are typically
a number of tables only one of which is constituted as the high table. This high table functions differently
from the other dining room tables in that, on occasion at least and perhaps on all occasions, it is
reserved for the use of fellows (students are required to sit elsewhere), allowing the fellows of the
college to meet and interact alone together in an organised manner for a reasonable and predictable
period of time. The feature I want to stress here is that this function of a high table has nothing
essentially to do with the high table’s physicality but rather is entirely grounded in the differential rights
and obligations falling on the various different sorts of college participants (in virtue of which it is
constituted as a high table). Typically, the table itself is physically identical to all others in the dining
room.4
Equally it is community accepted rights and obligations that account for the functioning of passports,
postage stamps, traffic lights, pedestrian crossings, and so on. Thus, a pedestrian crossing (a zebra
crossing in the UK or a marked crosswalk in the US) serves the function of allowing pedestrians safely
to cross, at a specific location, a road that is usually full of traffic, and this function is realised (when it
is) by way of community members accepting that as motorists and as pedestrians they are subject to
different rights and obligations bearing on how they are allowed or required to act and interact at such
a crossing.
Any disbeliever of the core assessment that it is sets of rights and obligations that make the difference
in all such cases could take apart the material objects that are associated with a high table, a passport,
a postage stamp, etc., and look for an explanation of the items’ functional properties within their intrinsic
structures. None of course will be found. The same, I suggest, is true of money. From the perspective
defended it is simply a mistake to seek for, or to attribute, the grounding or explanation of money’s
function in (not the community accepted rights and obligations that govern its use, but) the intrinsic
properties of some money thing.
However, seeking to ground the functions of money in the intrinsic properties of money things
themselves is the traditional way of proceeding of money theorists. Or at least this is how those
associated with the credit and commodity theories of money usually present their opponents as
proceeding and very often themselves too. Thus, commodity theorists are interpreted as seeking or
locating money’s nature in the intrinsic properties of some or other commodity, and credit theorists are
usually understood and present themselves as seeking or locating it in the intrinsic properties of
credit/debt5. In the latter case, this usually has meant locating money’s nature in the only property that
debt possess apart from a monetary value, namely its redeemability.

existing monetary situations, they have usually been aimed at impacting the rights and obligations in play; and so
on (on all this see especially Lawson, 2022, but also Lawson 2016, 2018a, 2019a, 2019c).
4

Though the physicality of the table of course affects whether the high table formed out of it can serve well (or
even at all) its (high table) function.
5

In Lawson 2016 I argued that many contributors associated with the commodity and credit theories present
themselves as conforming to these theories whilst in practice, when it matters, falling back on something like social
positioning theory. In that paper I misleadingly also claimed that social positioning theory accommodated the
commodity theory and the credit theory as special cases. If we understand these two theories as locating the
nature of money in certain intrinsic properties of certain commodities or debt respectively then the claim made was
obviously misleading at best. Rather a conception of money based on social positioning theory will constitute an
alternative to the commodity and credit theories of money so interpreted but one that can accommodate the
assessments that both commodities and debt have been involved in money constitution.
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In sum, there are two basic approaches to seeking to identify the groundings of functions. There is a
traditional approach, that I reject, which looks for, or locates, these groundings amongst the intrinsic
properties of the (money) things or items involved. And there is a second approach, that I defend, which
locates the groundings at the level of the community accepted sets of rights and obligations that bear
upon the allowed and required uses of that system components (or money) formed out of these items.
The second of these two approaches is that defended in social positioning theory, and I hope, before
moving on, I can be excused for including a paragraph quickly restating the assessment just outlined
in terms of that theory. Doing so, and in particular introducing the notion of a social position, renders
comparisons more straightforward in the discussion that follows.
In brief, items like high tables, passports, postage stamps, traffic lights, pedestrian crossings and money
are components of particular community systems. An object is formed into a such a community
component by way of making its use, qua a component, subject to a set of community accepted rights
and obligations. Any such set of rights and obligations is referred to as a social position. It is by way
of some item being allocated to a relevant position, that is by way of its being so positioned, that a
community component is formed. Any right in such a package that is held by one (typically human)
party regarding its use is matched to an obligation held by another. The right of fellows to have exclusive
use of the college high table is matched to an obligation of students to sit elsewhere, etc. Similarly, the
right of a citizen to pass from one country to another on showing a passport is matched to an obligation
of immigration officers to allow the passage. The right of pedestrians to walk safely onto a pedestrian
crossing and so safely cross the road at that point, is matched to an obligation of motorists to stop until
all pedestrians currently at the location have safely crossed. All such matched right/obligation pairs are
(constitutive or internal) social relations that serve to organise people and things in a community by way
of forming relational components out of them. In all cases the relational components formed are
irreducible to the items (the position occupants) used to form them. This is simply because the
components so formed have relational properties that the position occupants do not, and it is in virtue
of these relational properties that the components’ functions are grounded.
So much for social positioning theory. In its language, the function of a money specifically is grounded
in a set of rights and obligations that constitute the money position. These govern the uses of the system
component that is formed by allocating some kind of thing to the relevant (the money) position. Indeed,
the component so formed is called money, and the system in question is the community accounting
system. The occupant of the money position could in principle be anything. But, for the monetary system
to be a success, the occupant needs to take the form of a stable store of value, or more accurately of
something such that the money formed by positioning it, forms a (expected) stable store of value.
Obvious candidate money things to allocate to the money position are precious metals, commodities
and forms of debt. Currently, according to proponents of social positioning theory, the occupant in
communities like the US or the UK are forms of bank debt. That is, money takes the form of appropriately
positioned commercial and central bank debt.
Incidentally, where the occupant of the money position is indeed one or more types of debt, the money
formed out of it is not visible, and so its existence has to be marked or represented in some way. Thus,
items of metal and paper may be positioned as notes and coins that are markers of money. Currently
in communities like the US and UK these are markers only of (some) central bank debt. So too entries
in (commercial and central) bank accounts serve to mark or record the money of the account holders.
And numerous technological devices may be positioned as instruments of money transfer, etc. None of
these are actual means of payment (as opposed to means or instruments for effecting payment) and
so, according to any social positioning conception, none are money.
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The central point, though, is that theories of money based on the social positioning theory stand
opposed to those that seek to ground money’s ability to function as a general means of payment in the
intrinsic properties of the material occupant of the money position. According to social positioning theory
the grounding rather is the set of rights and obligations that constitute the money position.

5. MMT and the nature of money
The notion that the explanation of how money functions is instead to be found in the intrinsic properties
of the money stuff is, though, adopted by advocates of MMT. This, then, is where MMT and accounts
of money sponsored by social positioning theory necessarily part company. Specifically, the notion
accepted by proponents of MMT, including Wray as we shall see, is that money is essentially debt, a
liability per se, and so its ability to function as money lies in the nature of debt/credit per se, which turns
on the latter’s property of redeemability. In other words, a version of the credit theory is in effect
advanced.
I repeat, for clarity, that, from the perspective of the social positioning theory, it is the case that money
is never debt. Money can only ever be (at most) a positioned (form of) debt; and money need not involve
debt at all. Money’s function has nothing to do with the intrinsic properties of any debt (i.e., its
redeemability) or of any other item that may happen to occupy the money position, and everything to
do with community agreed rights and obligations governing the use of whatever occupies the money
position qua a positioned item or a community component.
How, specifically, does Wray establish that money is debt per se? In his earlier 2012 book Wray argues
that “Money is always debt; it cannot be a commodity [...] because if it were that would mean a particular
good is buying goods” (Wray, 2012, p. 264). Here Wray argues in effect that the grounding of money’s
functions can only be in the intrinsic properties of the money item involved. As this grounding clearly
does not lie in the properties of any commodity then, by elimination in effect, it must be a property of
debt/credit. It was this reasoning I sought to question in Lawson 2019b.
In the current book, Wray’s reasoning follows the basic methodological strategy already noted. Thus,
after focussing on the functions of money, Wray moves to uncovering the properties that money
possesses that can ground the identifying nominal properties or functions possessed. And here Wray
does focus in effect on the means of payment function. In so proceeding, Wray takes the following three
steps.
First, he supposes that it is only certain money things in themselves (and not relationally organised
money things qua position components) that account for money’s ability to realise its function, and so
enquires into a property that these things themselves share: “What do all these things […] that function
as money have in common?” (Wray, 2022, p.10).
Second, Wray considers or includes as money things only items that are easily interpreted as liabilities
(so items like commodities are not considered): “We could continue with other examples, but you have
noticed that there is one thing all of these kinds of money have in common: they are liabilities of their
issuer and assets of their holder” (Wray, 2022, p. 13).
Third Wray observes that a common deeper property possessed of the money things considered is
debt redeemability: “Maybe less obvious is that all of them [the money items in his list interpreted as
liabilities] share the characteristic that they can be redeemed […]” (Wray, 2022, p. 14). Thereupon Wray
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provides a lengthy section on the topic of ‘redemption’ as the money mechanism. In essence Wray
supposes that money takes the form of a government debt to the public, and that taxes are a debt of
the public to the government. So, the payment of taxes involves both sorts of debts being redeemed
in effect, whilst the need for community members to possess (this restricted) money to pay taxes
explains why there is a demand for it enabling it to work as a general means of payment.

6. Some challenges that derive from MMT reasoning.
This methodological strategy as wielded by Wray does, however, result in various challenges for
proponents of MMT, and these warrant a brief comment. Two in particular are significant. I note them
not so much to criticise as to clarify differences in the two conceptions being contrasted, given that they
do not arise for the social positioning conception.
The challenges are, first, that there are numerous items that figure in monetary history that cannot be
easily treated as liabilities, and so their frequent historical appearance warrants some explanation.
Second, if redeemability is the property in virtue of which money qua debt can serve its (money)
functions, i.e., is money’s nature, then, because all debt is redeemable with its issuer, all debt is
necessarily money, and so a general means of payment, including debt created between, say, friends.
This seems at least counterintuitive.
Before I comment on these two implications of the theory, however, let me dispense with a possible
diversion in the form of a seeming additional difference between social positioning theory and MMT that
is, I suspect, more apparent than real. The issue here is that in identifying his list of money things Wray
seems occasionally not to distinguish between 1) liabilities in themselves, 2) items that I am calling
markers or representations or records of liabilities (such as bank notes and coins and electronic account
entries), and 3) additional items that I am calling devices utilised in ensuring that liabilities are involved
in the making of payments (such as cheques, cheque cards, etc). Thus, there are places where notes
and coins are referred to as liabilities and other places where they are referred to as records of liabilities
and so on6.

6

For example, at one point, after referring to a large number of items as liabilities, Wray sums up his discussion
so far:
To recap: coins and notes are liabilities of the treasury or central bank that issued them and are the assets of
the person or entity that happens to hold them; bank deposits are liabilities of the banks that issued them, and
assets of the depositors” (p. 13)
Let me just reiterate that my own view is that modern notes and coins are not liabilities but merely markers of
(holders of) central bank liabilities. Cheque cards are not even that, but merely devices that can be used to ensure
payments are forthcoming in due course. Wray, though, soon informs us that “Your credit card is [….] your liability”
(p. 14). However, several pages later Wray asks:
“What is the tally stick or the paper note or the gold coin? It is the record of the issuers IOU – the issuer’s debt
or obligation. That record of the IOU is returned to the issuer in payment” (p. 21)
Here, then, some items that were referred to as liabilities are now considered records of liabilities. I might note that
I actually believe that the gold coin is no such marker or record at all. But let me put that aside for the moment.
The point of interest here is that Wray is now distinguishing between a liability and a record of it. When Wray writes
that the “record of the IOU is returned to the issuer in payment” that is fine if the “in” is loosely interpreted. It is not
returned “as” payment. That comes with the debt that it records being passed over. Or if the debt in question has
been positioned as money, then it comes with the positioned debt qua money being passed over.
Having noted a distinction between debt and records of debt Wray asks rhetorically?
“So wooden sticks are money? Or are they merely recording devices used to measure the king’s debt? Or
both?
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These matters, though, need not detain us if we recognise that the dominant position, the one that
carries over to policy, is that all money things, and so money itself, for Wray and other proponents of
MMT, are of the form of liabilities; money is not the everchanging markers or technological devices
employed in using it. Thus, I take comments like the following to be the more essential:
The nature of money does not really change when the recording technology changes,
[…]
While the march of the payments technology will continue […] the nature of money as the
debt of its issuer, denominated in a national money of account (the US dollar, the
European Euro, the Chinese RMB) will not change (Wray 2022, p. 22).
So, to return to the main discussion, I have suggested that there are two challenges for proponents of
MMT following from Wray’s line of reasoning. The first is to accommodate within the theory all the
monetary items that appear in monetary history that are not easily interpreted as liabilities; the second
is to make sense of the implication that all debt is money despite much of it seeming prima facie unlikely
to be accepted as a general means of payment. I now very briefly consider each in turn.

6.1 Money objects apart from liabilities
If it is fairly clear that, currently at least, items like forms of bank debt are indeed involved in some way
in serving the functions of money, what about the past involvement of items like commodities and
precious metals that seemingly most historical investigators agree have been associated with money
in various communities at various times and places?
In the current volume Wray mostly avoids consideration of how items other than those that are fairly
clearly, or anyway interpretable as, a form of debt fit in the picture. He does, though, at one point, make
reference to gold coins that were utilised in the past. However, Wray simply asserts that they were not
money per se, but markers or records of money interpreted as liabilities:
What is the […] gold coin? It is the record of the issuer’s IOU – the issuer’s debt or
obligation. That record is returned to the issuer in payment (Wray 2022, p. 21).
We are though entitled to ask why this is a reasonable interpretation? Why is the gold coin not simply
the metal positioned (via a process involving being stamped to indicate that it is so positioned) to give
rise to a form of money in itself? These coins did not record an obligation of any party to any other. Nor
is it obvious that anyone interpreted or treated them as marking some party’s obligation.

Let’s distinguish between money as a liability that is denominated as a money of account, and the
technology used to record that liability. […]” (Wray, 2022, p.22)
And so on. I am running through all this not in criticism, but because my goal is clarity. According to social
positioning theory, I repeat, debts are distinguished from their (positioned) markers or records, which in turn are
distinguished from other technologies employed in effecting payments indirectly, whereas, for Wray, the distinctions
at points seem not so sharp or consistently maintained. None of this matters so long as we are not distracted by
it all. The essential feature to pull out and focus on is that ultimately, for Wray, or so I am supposing, money is debt
or a liability, whereas in social positioning theory money is never debt but at most only positioned debt. When debt
is involved, according to the latter theory, modern notes and coins are markers not of debt but of money qua
positioned debt.
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The credit theorist Alfred Mitchell Innes interprets the gold coins in the same manner as Wray but admits
that: “It is true that a coin does not purport to convey an obligation, there is no law which imposes an
obligation, and the fact is not generally recognized” (Innes, 1914, p. 160). Elsewhere I have argued that
Innes fails to establish otherwise; rather he maintains the notion that government gold coins were
merely markers of debt obligations just because he believes that the only alternative possibility is that
gold itself (as a precious metal or a commodity) must be money (he has no clearly articulated notion of
money qua positioned gold).
Further, if the objective in producing the coins in question is merely to provide markers of liabilities why
not stamp any old materials to obtain them? Why use a precious metal such as gold? From a social
positioning perspective, it can be argued that the property of being made of a precious metal like gold
or silver encouraged community participants in the view or expectation that a money formed by way of
positioning it would retain its value relatively well. But if all that was required was a marker (of debt
interpreted as money), then, as I say, any form of material appropriately stamped would do. Making
sense of this is a challenge for the credit theorist that remains. As, Wray, indeed ponders in his earlier
book “So, what were coins and why did they contain precious metal? To be sure, we do not know”
(Wray, 2012, p. 165).
Of course, it is not just precious metals like gold that must be treated in this manner. As noted, in many
communities over time all sorts of money objects have been used with no evidence at all that they were
all (though some clearly were) devices for recording debt obligations (see Lawson, 2019a, chapter 6).
Accommodating these often-observed money items into the theory, anyway, is a consideration for
proponents of MMT. I repeat that I am simply pointing out a difference in the two conceptions of money.
For social positioning theory, as I say, it is ultimately immaterial whether precious metals or commodities
or debts, etc. occupy the money position; money’s nature lies in the organising structure, and
specifically the set of rights and obligations that constitute the money position.
This just noted difference, of course, carries over to orientations to future possibilities for money. Social
positioning theory is consistent with a range of kinds of things being used (as position occupants) to
form a community money, and so there is no need for its proponents to rule out in advance, proposals
of any kind, including those involving items other than forms of liability. Thus, it is feasible at least to
consider seriously the possibility of a form of cryptocurrency eventually being positioned as a national
community money, as being the occupant of the money position (as indeed I have attempted to do; see
Lawson, 2019c). In contrast, for the credit theorist any such suggested possibility or proposal must be
dismissed out of hand where it is difficult to interpret the stuff involved as a form of (redeemable) debt.
And indeed, in a footnote in his latest book, Wray writes in relation to cryptocurrencies specifically that:
“we do not see these crypto coins as currency” because “these are not obligations and there is no
possibility of redemption” (Wray, 2022, p. 164).

6.2 All debt is money
The second consequence of Wray’s theorising that appears to provide a challenge to proponents of
MMT, to recall, is that if being redeemable is in effect the real essence or nature of money, then anything
with this property, namely all debt, is money. So, any debt, even that holding between two friends, is
money. As such it bears the function of being a community general means of payment.
Credit theorists like Innes (1913, 1914) and Minsky (1986) have embraced the conclusion that all debt
is money and Innes at least has sought to argue that all debt should indeed be treated as a general
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means of payment; and, specifically, that it is a mistake to treat government or state debt as more
significant than any other (see Lawson, 2019a, chapter 6). This position seems coherent on its own
terms, though a little implausible.
Certainly, numerous modern-day money theorists who suppose that only debt can be money, seem to
feel intuitively that not every form of debt should qualify as a community general means of payment;
and thereby choose to treat only certain forms of debt as money. That is, instead of accepting that many
forms of debt qua money are poor at realising their money function, a number of these theorists prefer
to exclude such forms of debt from the category money altogether. Wray too considers proceeding in
this fashion, though he recognises the impossibility of drawing distinctions between types of debt in
ways that are not arbitrary:
But we don’t want to call all records of debt ‘money,’ […] And we probably do not want to
call every monetary debt, ‘money’ (Wray, 2022, p. 24).
While ‘anyone can create money’ – that is, write ‘IOU five bucks’ – such debts are not
equal in the eyes of the beholder. It is sensible to limit [use of] the term [….] We need to
keep in mind that precisely where we draw the line is somewhat arbitrary (Wray, 2022, p.
29, 30).
Wray is, rightly, very cautious about indicating where or how to draw a line. But it warrants emphasis
that drawing such a line anywhere amounts in effect to parting company with the idea that redeemability
is the real essence of money; it entails abandoning the credit theory of money in effect. What then is
the nature of money for any MMT proponent seeking to take this route? As long as the credit theory is
relied upon, drawing a line is not a coherent option; rather the challenge is to accommodate without
strain the notion that each debt is indeed an instance of money (possessing the function of being a
community general means of payment).
Once more, though, I am seeking not to criticise but only to draw out differences between the two
conceptions, including the challenges faced. Social positioning theory is able to draw a (non-arbitrary)
distinction between the types of debt that are used in forming money (when they are) and others that
are not; those that are relevant are simply those that have been allocated to (have been accepted as
occupants of) the money position 7. Of course, money in such cases, according to the theory, is (not the
debt itself but) positioned debt. Money’s nature lies not in the nature (redeemability) of debt at all but in
positional properties of money’s organising structure, that is in the rights and obligations that constitute
the money position.
In short, for proponents of social positioning theory the involvement of a form of debt in money
constitution is neither necessary (there can be other occupants of the money position) nor sufficient
(even when a form of debt is involved it has to be positioned) whereas for proponents of MMT who
accept a version of the credit theory, a focus on debt is both necessary (only debt can be money) and
sufficient (all or any debt is money). And the latter two features seem to warrant some explanatory
elaboration in the circumstances.
7

Indeed, whatever the context of social constitution, there are usually many persons or other entities that can act,
or be used, in ways considered to be appropriate for a function that requires being served. Positioning is the means
of ensuring that only some, and determining which, candidates get to do so. There will, for example, usually be
numerous suitable candidate persons or items to be a university lecturer, Prime Minister, a player in a football
team, a college high table, a pedestrian crossing, or an identity card; and the positioning process is (amongst other
things) a general way of determining discrete boundaries, that is of quantising the social world. Its use in
determining which types of debts are involved in money use, is simply a particular instance.”

15

real-world economics review, issue no. 101
subscribe for free

7. MMT’s monetary assessments and policy stances
There are, then, definite differences in the sorts of accounts of money advanced by those contributing
to social positioning theory and proponents of MMT, and I hope I have clarified adequately enough
where they lie and how they arise.
In fact, it is evident that the differences that have been discussed actually all turn on MMT’s attachment
to the credit theory of money. It is its reliance on the credit theory that lies behind divergences with
social positioning theory relating to monetary histories, orientations to future possibilities for monies,
abilities to non-arbitrarily distinguish types of debt in money constitution, as well as, of course, the
accounts defended of how the function of money is actually realised.
As a final consideration, then, it might be anticipated that differences in the money conceptions
sponsored by social positioning theory and the credit theory of money will also necessarily underpin
divergent assessments of the possibilities for monetary policy. Specifically, it may be supposed that
the sorts of broad monetary assessments and policy conclusions regularly drawn by, and often
identified with, MMT theorists, the features that I presume are of most concern to proponents of the
theory, also rely on an acceptance of the credit theory. Interestingly enough, however, this is not so. In
fact, if the policy arguments associated with MMT are valid at all, they remain so even were a social
positioning perspective to be adopted in place of the credit theory.
The reason for this is that the MMT policy proposals rest on accounts of how money is brought into
being. And on this, currently at least, proponents of both MMT and social positioning theory seem to
agree. That is, both parties accept that, at present, money, first, is bound up with (a form of) debt, and
second, can be created through a form of lending involving the creation of debt. Of course, details
concerning the basic mechanism of how things work as they do are different in the two conceptions
(with money viewed in social positioning theory as a positioned form of debt governed by rights and
obligations, there is no longer a need to produce a narrative of debt redemption). But as I say the basic
process of money creation is the same in both accounts.
Thus, when Wray writes, for example, that
The money is always created ‘out of thin air’ – when the government spends or the banks
lend. There’s no theoretical limit to the government’s ability to create its money (currency
and reserves) and no limit to banks’ ability to create bank money (deposits) (Wray, 2922,
p.4)
this roughly is the understanding defended by proponents of social positioning theory too. Just as in
some national communities, new babies arrive in the world already positioned as citizens of those
countries, and just as all products created under capitalism are, from the outset, positioned to form
instances of (they are never other than someone’s) property, so currently all (central and commercial)
bank debt arrives in the world already positioned to form money. Although bank debt is not per se
money, because the kind bank debt was at certain points in the histories of the relevant communities
positioned, qua a kind, as money, you cannot currently have any instances of bank debt without also
having instances of positioned bank debt, that is, of money. So according to social positioning theory
too, all banks can and do create money simply by lending.
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From the perspective of social positioning theory, the associated apparent suggestion that ‘the
government spends’ money into existence, that it is the government’s money, needs interpreting or
unpacking8. When, in the US at least, the government spends, money may indeed be created. But it is
the central bank (not the government per se) that conjures money into existence though lending 9. The
government ‘merely’ spends it, or rather (or typically) decides the payments that the central bank should
make on its behalf (increasing the reserves of the commercial bank of the party from whom an item or
service is being purchased [in addition to the deposit account of that party]) 10. It may be the case that
it is government decision-making that is driving central bank lending (and so money creation), but the
two, government spending and money creation, are conceptually and materially distinct. And whilst
this distinction may, under current conditions, matter little for effecting government policy in regard to
government spending and its directing of money creation, it matters a good deal for understanding the
nature of money. The money involved is not constituted as a government debt but as positioned central
bank debt.11
It follows, maintaining a social positioning theory perspective, that on the side of government receipts,
with money (and so government spending) not being a form of debt, there is no need to construe tax
payments as somehow a form of debt either (and specifically as a community participant debt to the
government). Rather taxes are simply (obligatory) payments that community participants are directed
to make by a government that has the relevant power 12. But such an assessment again does not
undermine the idea that the government can influence monetary matters by manipulating the amount
that community participants are required to pay in taxes. Nor does it per se negate the MMT insistence
that, in a country like the US at least, the government does not need to tax in order to spend. In short,
the MMT assessment that, in a country like the US, the government is able to effect money creation,
direct spending, and use taxation to influence monetary interactions, etc., remains as valid if a social
positioning framework is accepted as it does when the credit theory is adopted.

8

It easily encourages the idea (that proponents of social positioning theory reject) that the money that the
government spends is itself a debt (a government debt to community participants), so that if taxes are in turn
(mis)interpreted as a debt (of participants to the government), it looks as though debt redemption really is the
money mechanism. From the perspective of social positioning theory, money, currently, is (not at all government
debt, but rather) positioned bank debt, including positioned central bank debt, and taxes are not at all debts of the
public to the government, merely payments the community participants are required to make (see e.g., Lawson,
2022 on all this).
9

The central bank creates debts in the form of reserves marked by account entries and other debts marked by
bank notes.
10

If the government wishes to buy a X from P, the situation in a country like the US is that the central bank makes
a payment to (increases the reserves of) the private bank of P (that credits P) and debits the governments account
at the central bank.
11

Different national communities may, however, provide hurdles or restrictions affecting how the government is
able to determine spending that is supported by central bank money creation, for example by insisting that the
government’s account with the central bank is always in credit. According to Wray, in the US anyway, the central
bank and treasury have developed procedures to ensure that any requirement of this sort is always satisfied. If
Wray’s assessment of such matters is correct, that assessment is not affected by interpreting money as positioned
bank debt rather than debt per se (with the uses of this positioned bank debt, i.e., money, determined by community
accepted rights and obligations, rather than any processes of debt redemption).
12

These payments ultimately (after a number of interchanges between the tax office [or treasury], the central bank
and participants’ commercial banks) result in the crediting of the government’s account at the central bank, and a
debiting of the customers’ accounts at their commercial banks.
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8. Final comments
So, as I say, unlike conceptions of the nature of money and money histories etc., the policy proposals
associated with MMT, in their basics, do not rely essentially on the validity of (and so on MMT’s
attachment to) the credit theory of money. Of course, if the credit theory is abandoned the details of the
argument do, to repeat, warrant modification (to replace any idea that it is debt redemption [involving
taxation] that is driving the process). But making this modification, as far as I can see, does not in itself
undermine MMT’s more significant policy stances or assessments.
If there is, then, a challenge by proponents of social positioning theory to advocates of MMT it is
ultimately to their reliance on the credit theory of money, a reliance (inherited from the likes of Innes
and Minsky) that, if prima facie problematic in various ways, is, to repeat, actually inessential to MMT’s
current main policy concerns. Challenges aside, though, I hope I have succeeded in providing some
greater clarity as to the nature and sources of the differences that do exist between the sorts of money
notions and conceptualisations of monetary workings found within accounts sponsored by social
positioning theory and those formulated or accepted as part of modern money theory.
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Abstract:
It is widely believed that human knowledge represents valuable information about the
world we live in. Historical studies of Michel Foucault led to the striking conclusion that
human knowledge cannot be separated from the power configurations governing society.
In this paper, we study how economic theories are shaped by socio-political power.

1. Introduction
Epistemology is a branch of philosophy that investigates the origin, nature, methods, and limits of
human knowledge. Currently dominant conceptions of knowledge define knowledge as “True, Justified,
Belief.” Without going into the complex details, we focus on the basic idea that knowledge is “true”.
Suppose we wish to evaluate a sentence such as: “Electricity generated by the Kalabagh dam would
be worth 3 billion Rupees per year at current prices.” Then we would look at the engineering
specifications of the proposed dam, relevant water flow data, and energy prices. If these technical
details add up, then the sentence would be considered “true” and would be added to our knowledge. If
data on water flows, energy generation capacities, and prices of electricity leads to figures like 1 billion
or 6 billion, then the sentence would be considered false, and we would not add it to our knowledge
base. The following questions may be interesting, but they are not relevant to the evaluation of whether
or not this sentence represents knowledge:
1. Who made this claim about the dam? What was the audience?
2. In what context did this conversation take place? Why was it said?
3. What will be the consequences to Pakistan, and to the speaker, if the sentence is accepted as
true?
Post-modern philosophers dispute this idea of knowledge. Many earlier philosophers have noted the
relationship between theories propounded and the interests of the proposer. For instance, Karl Marx
argued that different classes adopt different economic theories which align with their economic
interests. Among modern philosophers, Michel Foucault (1980) took this idea to a radical extreme. He
argues that modern human sciences (biological, psychological, social) purport to offer universal
scientific truths about human nature that are, in fact, often mere expressions of ethical and political
commitments of a particular society. On deeper analysis, what passes for knowledge, and is stated as
a universal scientific truth, is actually a defense of existing power configurations. On initial encounter,
this is a startling claim. Our goal in this article is to make it more plausible by studying some examples

20

real-world economics review, issue no. 101
subscribe for free

of economic theories and their relations to power interests. But first we give an example to more clearly
illustrate the nature of our argument.
According to the Knowledge=Truth theory, the statement that “VAT Taxes will benefit Pakistan” should
be evaluated by economic arguments regarding the amount of revenue generated and costs and
benefits to the economy of Pakistan. However, the Knowledge=Power theory states that if the interests
of multinationals and powerful elites are served by acceptance of this sentence, then it will be accepted
as knowledge. On the other hand, if it does not serve power interests, it will be rejected as invalid. If the
post-modernists are right, then questions 1-3 posed above, as well as a host of other questions, become
very crucial to epistemology. In this essay, we will study the relation between certain economic theories
and the interests of power groups within society.

2. Poverty
In traditional societies, poverty was accepted as a natural phenomenon. The Bible states that “The poor
you will always have with you.” Karl Marx’s famous dictum that “Religion is the opium of the masses”
refers to this state of affairs. He argued that religion serves the interests of the powerful by reconciling
the poor to their lot, instead of revolting against the rich to capture a greater share of the pie. For Islamic
views about poverty, very different from capitalist views, see Zaman (2018, An Islamic Approach to
Poverty and Inequality).
There are numerous recorded instances where the poor did revolt against exploitation by the rich. The
French revolution was the most important of these events, which permanently changed conceptions of
poverty and attitudes toward the poor. The desperation of the excessively exploited poor led to the
overthrow of the established aristocracy and the formation of peoples’ government; for more details,
see, for example, Forrest (1981). The changed power configurations led to the emergence of new ideas
about the nature of poverty. It became clear to powerful aristocrats and landowners that more rights for
the poor supported the long-term interests of the rich by reducing the chances of a revolution. In this
favorable atmosphere, slogans of “Liberty, Fraternity, and Equality,” and progressive ideas of
Enlightenment thinkers like Godwin and Condorcet led to substantial popular support for social
programs to improve the lives of the poor.
Across the channel, these ideas were threats to the power of the English aristocracy. It was necessary
to come up with an alternative stance regarding the poor, in order to protect the interests of the powerful,
and prevent them from having to make too many concessions to the poor. Necessity is the mother of
invention, and Malthus fabricated the desired theory in his famous “Essay on Population.” Working
entirely from his imagination, without any support from facts or statistics, he argued that the main reason
for poverty, vice, and misery was the high population growth rate of the poor. Schemes to help the poor
would be counterproductive because giving the poor more food would only lead them to reproduce
faster, creating even more poor. By putting the blame for poverty on the poor, he diverted attention from
the responsibility of the rich to provide welfare and social programs to help the poor.
This example is an interesting test case to compare the two theories of knowledge discussed at the
outset of this article. Even now, it is widely believed that Malthus was right. However, on comparison
with facts, we find that all of the quantitative elements of Malthusian arguments have proven to be false.
For example, on the basis of his calculations showing that population would outstrip food supplies,
Malthus argued that the island of Britain could not sustain a population of more than 20 million.
However, 150 years later the population was more than triple Malthus’ ceiling. Also, Nobel Prize winner
Amartya Sen has shown that supplies of food per capita have been increasing slightly for centuries,
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contradicting a key Malthusian assumption. Even more striking is Sen’s (1981) demonstration that
famines are not caused by food shortages, in conflict with Malthusian predictions. Thus the popularity
of Malthusian theory is not due its “truth”. Widespread belief and acceptance of Malthus reflects the
power of the English elite, whose interests were well served by these theories. Initiatives for social
programs to help the poor were curtailed or dropped by the English parliament, resulting in a budget
saving for the rich. It was also widely observed, with approval, that worse conditions for the poor led to
a more docile labor force, willing to work for less in poor conditions, for lack of alternatives.

3. Communism
The idea that human knowledge represents configurations of power receives substantial support when
we look at situations where power configurations changed. In the twentieth century, the Russian
revolution was a dramatic change in configurations of power, both within Russia and also globally. The
theory of Communism as developed by Marx stated that Capitalist societies would over-exploit laborers,
which would eventually lead to a communist revolution. Peasant agrarian societies like Russia were
supposed to first transition to capitalism, and then later on to communism. Thus the Russian revolution
contradicted Marx’s theories about how economic systems changed. Accepting this as a contradiction
would be damaging to the founding ideology of Communism. Thus, the Russians revised the theory to
align with their experience of having skipped the capitalist stage of development.
The battle between capitalism and communism was reflected by the intellectual debates about the
relative merits of planned economies versus free market economies. Russia was the only successful
example of a transition from an agrarian economy to an industrial economy at the time. The capitalist
economies feared that agrarian societies all over the world would seek to emulate Russia and turn
communist. The theory of Development Economics was developed as the capitalist answer to this
threat. It provided theoretical answers to how economies could develop within a capitalist economic
structure. These theories reduced the complex process of economic growth to capital accumulation.
They argued that poor growth due to low savings could be accelerated by foreign aid. Although the
results of these strategies were very poor, these theories were very conveniently tied to the interests of
the elite ruling classes in the developing countries. As has been documented by many sources, military
and civil ruling classes were the beneficiaries of these foreign aid policies, which only increase tax
burdens on the populace which repaid these loans, without gaining any benefits from them. In effect,
foreign aid can be viewed as the salaries being paid to the military and ruling elites, in return for
governing the country on behalf of the foreign power, and for extracting tribute for the foreigners.
In the 20th century, Mao’s revolution which brought Communism to China, was a major upset to
dominant power configurations. The CIA was called to the carpet for its failure to anticipate and frustrate
this anti-capitalist phenomenon. They explained that this revolution was based in rural areas, while the
CIA had a presence only in the urban areas. Older readers will remember the extensive Village Aid
program in Pakistan. Similar programs were launched all over the world to gather information, and
generally prevent unrest and revolutions in rural areas. Thus theories of rural development entered the
discourse of development economists not as a result of the discovery of new facts about the real world,
but as a result of shifting power configurations. Furthermore, these programs were dismantled when it
became clear that, unlike Russia, China did not plan to export its revolution. The decline in academic
studies of rural development in this era corresponds to this loss of funding, rather than any factual
changes in the world, providing further support for the idea that knowledge represents power interests.
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4. Development Economics
The prescriptions of Development Economics were applied to generate growth in Pakistan in the 1960s
by a group of expert economists from Harvard. As already discussed, these theories focus on the
accumulation of capital, rather than the lives of human beings. Pakistani economist Mahbubul-Haq saw
through the mathematical formulations to the heart of the strategy proposed for growth. He wrote: “ It is
well to recognize that economic growth is a brutal, sordid process. There are no shortcuts to it. The
essence of it lies in making the laborer produce more than he is allowed to consume for his immediate
needs, and to reinvest the surplus thus obtained.” Despite this clear recognition, he thought that
exploiting the poor was necessary to create growth, which would bring long-term benefits to all. Much
to his credit, he renounced his earlier views when he saw the bad effects of these economic policies.
As the Power=Knowledge theory predicts, these theories were accepted and adopted not because they
were true, but because they served the interests of the rich. Mahbubul Haq noted that wealth became
concentrated (in the hands of 22 families) and did not “trickle-down.” He wrote that “we were told to
take care of our GNP as that would take care of poverty – let us reverse this and take care of poverty
as this will take care of our GNP.”
One might think that the learning acquired from experience would translate into practice. This accords
with the idea that knowledge is “true” and is acquired by rejection of false theories. However, the
knowledge acquired by Mahbubul-Haq at such great cost to the Pakistani public was promptly forgotten.
Mahbubul-Haq went back to the World Bank, and Pakistani governments, military and civil alike,
continued to concentrate on programs favoring accumulation of capital by the wealthy at the expense
of the public. Only lip service was paid to key initiatives like achieving universal literacy, which is a
prerequisite for economic growth of any kind. For more details, see Faisal Bari on Mahbubul Haq: From
Economic Growth to Economic Development.

5. Free Trade
John Kenneth Galbraith writes “The modern conservative is engaged in one of man’s oldest exercises
in moral philosophy; that is, the search for a superior moral justification for selfishness.” The Invisible
Hand of Adam Smith is an illustration of this idea – selfish behavior by individuals leads to the best
outcomes for society. This is at the heart of mainstream economic theory, which propagates as a core
belief the idea of “Laissez-Faire”: let everybody do what they please, and the best social outcomes will
result. Superficially, “Laissez-Faire” or no interference in markets seems like a fair and equitable
philosophy – let everyone do whatever they want. In fact, it is highly inequitable; the poor don’t have
choices, while the rich and powerful take advantage of this liberty to extract money from the less rich.
The economic theory of free trade is an application of Laissez-Faire to international relations. It says
that it is best for all nations to not put any restrictions on trade. This is among the most widely believed
and fervently advocated ideas of economists. It is an excellent illustration of the idea of
power/knowledge. This theory was invented in England, after it had acquired a fifty year lead over the
rest of Europe in industrialization. As Bairoch (1995, Chapters 2,3,4) has shown, adoption of this theory
in Europe led to a recession in European economies and a boom in the English economy. German
economist List realized this and put forth the infant industry argument to create tariff barriers against
England. This revived the German economy and allowed it to compete and industrialize. Contrary to
the idea of knowledge as truth, English theories of free trade represented their economic interests while
German theories of infant industry reflected German needs of the time.
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There are many other instances that show the direct relationship between Power and the Knowledge
that Free Trade is good. These are cases where these theories were imposed by force on unwilling
(and ungrateful) recipient nations. Japan was invaded for the sole purpose of imposition of free trade
by Admiral Perry of the U.S. and including Britain, France, and Germany with some representation of
Holland as well, The treaty imposed upon Japan forbade her from imposing any tariff , either on imports
or exports. Similarly, the two Opium Wars in China were fought in the holy name of Free Trade to
defend the rights of the English to export Opium to China. The theory that it was beneficial for Portugal
to export wine and import clothing from England instead of setting up her own cotton industry was
enforced upon Portugal by English gunboats; as a result, Portugal still does not have a textile industry.
For more details, see Ahmad and Zaman (1998).
If knowledge that free trade is beneficial for all nations is the objective truth, then it is rather odd how
nations at the receiving end of these theories stubbornly refuse to see this truth, while the more powerful
nations utilize force to bring them to their senses, and do what is beneficial for all. The idea that
knowledge is an expression of power conforms perfectly with this historical experience.

6. Trickle Down Theories
The World Bank and other powerful institutions continue to insist, despite overwhelming evidence to
the contrary, that the best way to eliminate poverty is through economic growth. This is also the
approach of standard economic textbooks on growth theory: the main problem is the accumulation of
capital. This idea has been labeled the “trickle-down” theory – concentrate on acquiring wealth, even
though this wealth will go primarily to the rich and powerful. Eventually, their prosperity will trickle down
to the poor. Furthermore, this is the best strategy to help the poor.
We have already detailed Mahbul-Haq’s implementation of these theories in Pakistan, and their
subsequent failure. Under the name of “Structural Adjustment Programs” or SAP’s these economic
policies were applied all over the world by the World Bank. According to the received wisdom, this
should have created growth, stabilized governments, and alleviated poverty. However, independent
evaluations by Mr. Fantu Cheru (2001) show that these have had the opposite effect:
“Increasing malnutrition, falling school enrolments and rising unemployment have been
attributed to the policies of structural adjustment. Yet these same institutions continue to
prescribe the same medicine as a condition for debt relief, dismissing the overwhelming
evidence that SAPs have increased poverty.”
Many other authors have documented the harmful effects of the SAP’s on global poverty and inequality.
Even World Bank experts have admitted that these policies have failed to achieve the desired effects;
see Rodrik (2005). Accordingly, the SAP’s were replaced by PRSP’s – Poverty Reduction Strategy
Papers. The name strongly suggests that these papers would be more poor friendly. Closer examination
reveals old wine in new bottles – policies known to worsen poverty continue to be pushed as effective
anti-poverty measures. The reasons why PRSP’s will not make any impact on poverty is detailed in the
report by Cheru (2001) cited earlier.
There is overwhelming empirical evidence against the central idea of the “trickle down” effect. Repeated
experience shows that implementation of unfettered capitalistic policies leads to unhealthy
concentrations of wealth and income at the top, and increasing poverty and misery at the top. The
collapse of communism has allowed for the worldwide application of these free market theories. Reagan
and Thatcher implemented these free market policies in the USA and UK with predictable results. From
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1980 to 2006 the richest 1% of America tripled their after-tax percentage of our nation’s total income,
while the share of the bottom 90% dropped over 20%. Between 2002 and 2006, it was even worse: an
astounding three-quarters of all the economy’s growth was captured by the top 1%. The same pattern
of sharply increasing inequality holds globally; the wealthiest 250 people have more than the poorest
2.5 billion people on the planet.
In her book The Shock Doctrine: The Rise of Disaster Capitalism, Naomi Klein (2008) has provided a
detailed picture of the adverse effects of these theories and policies.
Empirical data clearly shows that free market policies lead to “trickle-up” – money is extracted from
laborers and accumulates in hands of wealthy elites. Nonetheless, policies and theories taught in texts
continue to favor and advocate the opposite: a growth-oriented perspective towards poverty removal.
This does not accord well with the idea of knowledge as truth, but is very much in line with the idea of
knowledge as an expression of power.

7. Conclusions
Extremely disturbing consequences follow from the idea that our political and economic theories are
reflections of dominant power interests, rather than an encapsulation of objective truths about the world.
An immediate consequence is that our educational institutions strengthen existing power
structures. This is because the “knowledge” being imparted to the students is not factual information
about the world, but a representation of existing power configurations.
This may be very useful to the wealthy and powerful countries, but is very harmful to the poorer
countries, since the political and economic theories studied as objective truths support current the
extremely inequitable distribution of world wealth. Klein (2008) has given examples of how specific
universities in target countries have been helpful in supporting the interests of foreign capitalists at the
expense of domestic industries and laborers. For example, the School of the Americas run by the US
Military for Latin Americans produced many dictators who ruthlessly enforced free market policies in
Latin America, favoring US Corporate interests at the expense of the native populace. Efforts to shut
down the School and cut its funding for these reasons failed, and it continues its old policies under a
different name.
Globally, university-educated elites are taught to favor political and economic policies which limit,
harm, or destroy domestic industries, while favoring foreign investors. Several economic theories
point to foreign debt as the key to progress; it can fill the investment gap and accelerate growth. Such
theories place the poor countries in bondage to the rich, enabling them to extract colonial revenues
without actually colonizing:
•
•

The developing world now spends $13 on debt repayment for every $1 it receives in grants.
For the poorest countries (approximately 60), $550 billion has been paid in both principal and
interest over the last three decades, on $540bn of loans, and yet there is still a $523 billion
dollar debt burden.

In the past, armies were required for this process of revenue extraction from the colonies, and wars
were used to dictate free trade as the terms of surrender. Today graduates of USA universities and
their local replicas at the helm of Economics and Planning ministries suffice. These observations have
radical implications for the planning for higher education in Pakistan.
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Abstract:
The Coronavirus is neoliberal in origin, spread and consequences. It is neoliberal in origin
because scientists have been telling us for a long time that profit-driven deforestation has
forced pathogens out of their traditional domains. It is neoliberal in terms of spread
because the proliferation of the virus was aided by market-based policies pursued by
neoliberal governments and by years of privatisation of public healthcare establishments.
And it is neoliberal in terms of consequences because it has attacked primarily the poor,
underprivileged and vulnerable, and because it has enabled profiteering and aggravated
inequality, poverty and food insecurity. The way forward is to move away from
neoclassical economics and inject a dose of morality in the economic decision-making
process.

Introduction
On 11 February 2020, the International Committee on Taxonomy of Viruses adopted the official name
of the Covid-causing virus: “severe acute respiratory syndrome coronavirus 2” (SARS-CoV-2),
commonly known as the “Coronavirus”. Although viruses do not hold ideological views, and there is no
right-wing or left-wing virus, the Coronavirus has conspicuous neoliberal footprints with respect to its
origin, spread and consequences. Like neoliberalism, the virus has inflicted significant damage on
humanity, but it has also produced a minority of beneficiaries and enriched the already rich and superrich. However, the silver lining is that the virus has exposed the problems with neoliberalism and made
it clear that free market policies cannot cope with a pandemic of the scale of Covid-19 or any serious
shock.
The Coronavirus is neoliberal in origin because scientists have been telling us for a long time that largescale deforestation, which is linked directly to the activities and profitability of multinational corporations,
has forced pathogens out of their traditional domains. It is neoliberal in terms of spread because the
proliferation of the virus has been aided by market-based policies and thinking, and by years of
privatisation of healthcare. And it is neoliberal in terms of consequences because it has attacked
primarily the poor, underprivileged and vulnerable, and because (like any neoliberal policy) it has
enabled profiteering, aggravated inequality, and pushed out the boundaries of poverty and food
insecurity.
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The Neoliberal Origin of the Virus
The Covid-19 pandemic is typically described as an “exogenous shock to an otherwise functional
system”, a “black swan-type event” and a “meteorite of history which can only be ascribed to a foreign
entity” (Šumonja, 2020). However, it is not so according to Rob Wallace, an evolutionary biologist and
phylogeographer, who attributes the increasingly frequent appearance of corona viruses (such as
SARS, MERS and Covid-19) to intrusion on the habitat of these viruses by business enterprises
(Wallace, 2020a, 2020b). Wallace refers to the “agroindustry’s devastating impact on natural
ecosystems” and to “an interplay between industrial production of food and a growing market for exotic
wild food”. The land-grab by multinationals, the consequent deforestation, and the push deeper into the
remaining primary ecosystems have, according to Wallace (2020a), enabled “spillover of previously
boxed-in pathogens to human communities that are forced to breach the natural barrier between them
while working”.
Wallace (2020a) explains the tight links between new viruses, industrial food production, and the
profitability of multinational corporations, suggesting that the real danger of each new outbreak is the
failure or refusal to grasp the fact that the emergence of new viruses is not an isolated incident. He also
argues that “anyone who aims to understand why viruses are becoming more dangerous must
investigate the industrial model of agriculture and, more specifically, livestock production”. He goes on
to say that “capital is spearheading land grabs into the last of primary forest and smallholder-held
farmland worldwide”, which is why “previously boxed-in pathogens are spilling over into local livestock
and human communities”. Wallace (2020a) goes as far as suggesting that “agribusiness is so focused
on profits that selecting for a virus that might kill a billion people is treated as a worthy risk”.
Wallace is not alone in thinking that deforestation brings about new infectious diseases. The idea that
deforestation can cause novel diseases and even global pandemics is not new: scientists have been
blowing the whistle about the hazard of deforestation for a long time. As far back as 1976, William
McNeill suggested that the first plague-causing pathogens, such as smallpox, are believed to have
originated in tropical Asia early in the history of animal husbandry and large-scale forest clearing for
permanent cropland and human settlements (McNeill, 1976). Zimmer (2019) tells a story about how
deforestation in Indonesia forced resident fruit bats with no other option than to fly elsewhere in search
of food, carrying with them a deadly disease. The rest of the story goes as follows:
Not long after the bats settled on trees in Malaysian orchards, pigs around them started
to fall sick—presumably after eating fallen fruit the bats had nibbled on—as did local pig
farmers. By 1999, 265 people had developed a severe brain inflammation, and 105 had
died. It was the first known emergence of Nipah virus in people, which has since caused
a string of recurrent outbreaks across Southeast Asia.
Zimmer (2019) quotes Andy MacDonald, a disease ecologist at the Earth Research Institute of the
University of California (Santa Barbara), as saying that “the more we degrade and clear forest habitats,
the more likely it is that we’re going to find ourselves in these situations where epidemics of infectious
diseases occur”. Tollefson (2020) explains why deforestation leads to pandemics as follows: “while
some species are going extinct, those that tend to survive and thrive — rats and bats, for instance —
are more likely to host potentially dangerous pathogens that can make the jump to humans”. Guegan
and Vourch (2021) put it simply as follows: “Deforestation disrupts the circulation of pathogens and
enables the emergence of new diseases”. Morand and Lajaunie (2021) suggest that outbreaks of
infectious diseases are more likely in areas of deforestation and monoculture plantations. Similar views
are expressed by The Economist (2021), Zuker (2020), and Scientific American (2020). The
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Coronavirus is a neoliberal virus in origin because it is a by-product of insatiable appetite for profit, in
the spirit of the free market doctrine.

Neoliberalism as an Enabler of the Spread of Coronavirus
The spread of the Coronavirus was aided by unpreparedness, the fact that the private sector cannot
deal with a pandemic, neoliberal policy makers who could not care less about ordinary people, and
years of dismantling public health systems through privatisation. Since the 1980s, belief in the power
of the market has led to a status quo where governments take a back seat, allowing the private sector
to steer the economy for the benefit of the oligarchy. As a result, governments have been put in a
position where they are not always properly prepared and equipped to deal with crises such as Covid19. Free markets cannot deal with a crisis of this magnitude. The economy is like the human body: a
person who cuts himself shaving does not need the intervention of a surgeon, but the intervention of a
surgeon is required when a person is involved in a major car accident.
Covid-19 is not a “black swan”, but rather a case of neglected risk, where neglect can be attributed to
neoliberal thinking, to the belief that that the market can solve any problem and that it does a better job
than the public sector. It is true that a pandemic on this scale is a once-in-a-hundred-years event, but it
has been a hundred years since the Spanish flu decimated humanity. The fact of the matter is that the
Coronavirus was not unexpected. Gilding (2020) suggests that Covid-19 was “the first in a herd of
stampeding black elephants racing towards us”. In November 2005, 15 scientists published a letter in
Nature Medicine in which they warned of the possibility that a SARS-type bat Coronavirus would appear
in humans (Menachery et al., 2015). In The Black Swan, Nassim Taleb warned of “the risk of an acute
and very rare virus across the planet” (Taleb, 2010). The US National Intelligence Council (2004)
warned that globalisation could be slowed down or stopped by a pandemic. In April 2015, Bill Gates
warned that “if anything kills over 10 million people in the next few decades, it is most likely to be a
highly infectious virus rather than war” (Gates, 2015).
The production and accumulation of the goods necessary to manage a pandemic are hindered by the
manufactured leadership role of the private sector, which is motivated by one thing only (profit). For
example, the early stages of the pandemic witnessed a scramble for personal protective equipment
(PPE) and ventilators because they were in short supply. Olsen and Zamora (2020) suggest that the
chaos provoked by the dramatic shortages of basic medical equipment illustrates the wasteful
competition associated with market-driven solutions. Saad-Filho (2020) argues that “the disintegration
of the global economy left the wealthiest and most uncompromising neoliberal economies, the USA and
the UK, exposed as being unable to produce enough face masks and personal protective equipment
for their health staff, not to speak of ventilators to keep their hospitalized population alive”.
The spread of the virus was aided by “epidemiological neoliberalism” as Frey (2020) calls it. The
underlying principle here is to let the market work its magic, even if it means allowing people to get sick
and die from “just another flu”. Epidemiological neoliberalism is symbolised by herd immunity, which
relies on the assumption that a contagious disease is best overcome by leaving it unregulated. After all,
an unregulated market and an unregulated contagious disease are similar in that they both kill, primarily
the weak, the poor, the homeless and people with low socio-economic status. It is therefore plausible
that Frey describes herd immunity as “biological warfare” and a “logical continuation of the political
rationale that has governed the world for the past decades, taken to an extreme as a laissez-faire social
Darwinism”.
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The attitude of “business as usual—just wash your hands and keep your distance” is intended to allow
governments to abdicate their responsibilities during a health crisis. Al-Nakeeb (2021) accuses the
former British Prime Minister, Boris Johnson, of “experimenting with British lives” as he wanted Britons
to develop a herd immunity by not enforcing isolation, which was “precisely what COVID-19 wanted”.
Had Johnson persisted, Al-Nakeeb argues, “he would have wiped out all the British elderly”. He
describes herd immunity as a “devilish Malthusian solution to balancing the British budget by eliminating
the elderly, together with their pensions and healthcare costs”. Likewise, Frey (2020) accuses Johnson
of initially refusing to implement social distancing, aiming instead to “let the virus spread among people
who are at low risk, so that a large part of the population becomes immune”. Frey attributes this
response to neoliberalism, which “has replaced state-led social policy with privatization and
deregulation of the market”. She also argues that “belief in the inherent justice of the market has led to
a political rationale, which literally puts profit before people”.
The spread of the virus has been aided by the neoliberal drive to privatise everything under the sun,
including healthcare. Forty years of the privatisation of public health institutions (allegedly in the name
of efficiency and for the benefit of consumers) has resulted in a disastrous situation as private
healthcare providers have no commercial interest in preparing for or preventing emergencies. The
spread has been aided by the lack of staff and material capacities in underfunded public hospitals, and
the complete inability of the private, profit-motivated healthcare industry to provide even the most basic
medical equipment and treatment when they are needed. The followers of neoliberal thinking disagree
with this proposition and suggest that only the private sector can deal with the pandemic.
Free marketeers argue that the development of a vaccine would not have been possible without the
free market principles. In his defence of “Big Pharma”, Ralph (2020) praises the “global pharmaceuticals
sector”, which “has been working for months with academia and governments to develop vaccines at
unprecedented speed and financial risk, but also against a backdrop of cynicism from a public weary of
controversies from drug price ‘gouging’ to bribery and marketing scandals”. In an editorial, City A.M.
(2020) suggests that only those who know the principles of free market economics, or those who are
observant, realise that “over the past hundreds of years it has invariably been the private sector, driven
by need, who have innovated the world into progress”.
Those who argue along these lines seem to overlook the fact that vaccines would not have been
developed without government action and public sector support. Typically, pharmaceutical companies
take the risk of innovation in return for a profitable period under patent protection. If research fails (in
the sense that a useful product does not materialise) the underlying company will likely fail to recoup
the cost of research and development. This means that the risk of innovation is borne by pharmaceutical
companies. However, this time it is different as the risk posed by the pandemic forced governments to
accept innovation risk by pre-ordering vaccines without knowing whether or not they would be effective.
This acceptance provided the incentive for pharmaceutical companies to develop multiple approaches
simultaneously in order to find those that work, while letting the government take the risk of those that
do not work. Pharmaceutical companies have also been allowed to progress the vaccines through the
necessary regulatory clearance stages more quickly, continuing with testing while seeking regulatory
clearance in parallel, rather than sequentially. Those same companies have been assured that they
would not face law suits if the vaccines produced side-effects that could kill or harm people. And they
have been receiving billions of dollars of taxpayers’ money in the form of research grants and subsidies.
This can hardly be a triumph for the free market as noted by Parker (2020) who argues that it points to
the importance of government policy in setting the right framework for innovation incentives. The refusal
of Big Pharma (with the approval of their governments) to waive patents, even after making billions in
profit and the elevation of top executives to the billionaires club, has allowed the mutation of the virus
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and the wild fire of the Omicron that started in November 2021. Neoliberal ideas and policies provide a
reverse-Robin-Hood redistribution of wealth from the poor and middle class to the rich and super rich.
Being a neoliberal virus, it has done the same, providing cash cows for “Big Pharma”.
Free marketeers believe that the pandemic can only be fought by using the private sector, which sounds
an extension of the proposition put forward by Eric Prince, the founder of Blackwater, that it is more
efficient to fight wars with private armies (mercenaries) funded by taxpayers’ money. For example,
Rasmussen (2020) suggests that “free markets and working economies are absolutely essential in
order to effectively mobilize the resources required to take on COVID-19 and other public health
problems”. He proposes a “visionary political program to deal with COVID-19 and future pandemics”—
the requirement for that is to “free up healthcare innovation and point out the life-threatening effects of
totalitarianism and groupthink at home and abroad”. In truth, the free-market provision of healthcare
means that those who cannot afford it should be left to die, which is social-Darwinism at its best. In the
Covid era, it means that those who cannot afford treatment should be allowed to infect others before
they die.

The Neoliberal Consequences of the Coronavirus
It is a myth that the Coronavirus does not discriminate—it does. It discriminates against the
underprivileged and the poor. The prevalence of free market thinking has led to the loss of the social
safety net for the majority of ordinary people, since a social safety net is found in “nanny states” only,
as postulated by free marketeers. In the US, the loss of health cover goes with the loss of one’s job,
which means that those who lose their jobs are condemned to death and/or suffering. Oxfam (2020)
has revealed that black deaths from Covid-19 are nearly two times greater than would be expected
based on their share of the US population, and the same goes for Latinos. Neoliberal policies, which
are divorced from morality, have provided the right environment for the neoliberal virus to strike, killing
or condemning to misery those without a social safety net.
Free marketeers are proud of the market because it has no morals—it behaves according to the “law”
of supply and demand. It follows that profiteering during extraordinary circumstances is acceptable in
an environment where behaviour is governed by the forces of supply and demand, which (according to
the free market doctrine) the government should not obstruct. In a pandemic, the biggest profiteers are
pharmaceutical companies, which take public money to develop a vaccine then they charge prices that
are much higher than what is required to make a reasonable rate of return. In addition to profiteering
from the vaccine, they also generate abnormal profit from treatment by raising the prices of prescription
drugs. The Coronavirus is neoliberal because it is conducive to profit maximisation.
Even doctors, the angels of mercy, took the pandemic as an opportunity to profiteer. A California doctor
was criminally indicted for selling $4000 “COVID-19 treatment packs”, consisting of hydroxychloroquine,
antibiotics, alprazolam (Xanax), and sildenafil (Viagra). A Connecticut internist used public Covid-19
testing sites to conduct unnecessary tests for at least 20 respiratory pathogens, billing up to $2000 per
person and charging insurers $480 to give patients test results by phone (Dyer, 2021). Four California
hospital systems, which had spare beds, denied requests from overflowing nearby hospitals to take
uninsured patients or those on Medicaid (Evans et al., 2020). According to some free marketeers, this
kind of behaviour should not be regulated because eventually customers will detect the fraud and stop
buying from the fraudster.
Profiteering from the pandemic turned out to be a worldwide phenomenon. In Australia, where price
gouging is not illegal per se, a biosecurity law was issued to prohibit the selling or offering for sale an
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essential good at more than 120% of the value that the person bought the goods. Under this law,
essential goods include masks, gloves, gowns, goggles, disinfectants and sanitiser. In Australia too,
private health insurers have been raking in profits off the backs of Australian families struggling through
the global health and economic crisis caused by the pandemic (Medical Technology Association of
Australia, 2020). Similar horror stories come from the UK. In April 2020, the BBC reported that
customers were seeing hand sanitiser being sold at £15 for 250 ml, toilet rolls for £1 each and pasta
sold by the handful (BBC, 2020).
The OECD (2020) reports similar stories from the rest of the world. In Spain, the authorities looked into
excessive pricing behaviour in sectors affected by the crisis, including funeral services. In Greece, an
inquiry was launched into possible price hikes and output restrictions of healthcare materials and other
products. Romania’s competition authority investigated price hikes of sanitary products, protective
equipment and disinfectants. In Italy, an investigation was initiated into the prices charged by a private
health and laboratory group for serological tests to identify Covid-19 antibodies. Kenya’s competition
authority sanctioned a supermarket for increasing excessively the prices of hand sanitisers. In South
Africa, the government issued regulations that prohibit excessive prices for certain essential goods and
services, ranging from foodstuff and medical supplies to masks and surgical gloves. The Indonesian
competition authority looked into whether hospitals were overcharging for Covid-19 rapid tests.
Thailand’s authorities lodged a complaint over alleged inflated prices of surgical masks sold on an
online platform. In Brazil, the authorities conducted an investigation into whether companies were
profiting unduly from an increase in the demand for pandemic-related pharmaceutical products. It
seems, therefore, that crisis profiteering has been rampant.
Neoliberalism has been aggravating inequality, poverty and food insecurity. By its neoliberal nature, the
Coronavirus has already done its “duties” in this endeavour. As bad as inequality was without Covid19, the pandemic has made it worse via several channels. To start with, the pandemic has pushed up
the prices of essential goods and services. The other channel is the rise in unemployment, with the
biggest job losses affecting low-paid workers who are more represented in the sectors that have
suspended activities such as hotels, restaurants and tourism services. Another form of interaction
between inequality and the Coronavirus is that it has infected and killed the poor disproportionately.
Furthermore, high-paid workers can work from home while low-paid blue-collar workers typically do not
have this option. Then a higher share of low-paid workers are in essential services such as nursing,
policing, teaching, cleaning, refuse removal, and store attendants who are more likely to come into
contact with infected people. This is why Stiglitz (2020) describes the Coronavirus by saying that it has
not been “an equal opportunity virus”, arguing that it goes disproportionately after the poor, particularly
in poor countries, and in advanced economies like the US where access to healthcare is not
guaranteed.
A consensus view has emerged that Covid-19 will aggravate poverty worldwide, thereby contributing to
the neoliberal cause. Sumner et al. (2020) provide estimates of the potential short-term economic
impact of Covid-19 on global poverty through contractions in per capita household income or
consumption. They demonstrate that the pandemic poses a real challenge to the UN Sustainable
Development Goal of eradicating poverty by 2030 because global poverty could be on the rise for the
first time since 1990, which represents a reversal of the progress made in this respect. They find that
in some regions, the adverse impacts could result in poverty levels similar to those recorded 30 years
ago.
Other estimates have been prepared by the International Labour Organization (ILO) and the
International Food Policy Research Institute (IFPRI). The ILO (2020) estimates, which are focused on
the working population, suggest that between 9 and 35 million new working poor would appear in
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developing countries in 2020 (at the higher World Bank poverty line of $3.20 per day). The IFPRI
estimates, prepared by Vos et al. (2020a, 2020b) on the basis of the IFPRI’s own global CGE model,
show that a one percentage point slowdown in global GDP growth would lead to rising poverty (at the
lower World Bank poverty line of $1.90 per day) by between 14 and 22 million people.
Poverty has been aggravated by the fall in remittances caused by Covid-19. For many low-income
countries, the economic shock was magnified by the loss of remittances, the money sent home by the
migrant and guest workers employed in foreign countries. Remittance flows into low-income countries
represent a lifeline that supports households and provides much-needed tax revenue. Sayeh and
Chami (2020) compare Covid-19 with previous economic crises, arguing that the pandemic poses an
even greater threat to countries that rely heavily on remittance income. As a result of the global nature
of this crisis, recipient countries have experienced dwindling remittance flows, while simultaneously
enduring outflows of private capital and diminishing aid from struggling donors.
A related issue is that of hunger and food insecurity, a problem that has been aggravated by the
neoliberal virus all over the world. Covid-19 arrived at a time of unprecedented global need, with a
record 168 million people already requiring humanitarian assistance at the beginning of 2020
(UNOCHA, 2020). Food insecurity is not observed in developing countries only. Pollard and Booth
(2019) point out that “household food insecurity is a serious public health concern in rich countries with
developed economies closely associated with inequality”. They put the prevalence of household food
insecurity in some developed countries in the range of 8-20% of the population. Wolfson and Leung
(2020) suggest that the disruptions to daily life generated by Covid-19 have created unique hardships,
particularly for low-income Americans and communities of colour, who are historically at higher risk for
food insecurity, and who are also at disproportionately higher risk for negative health and economic
outcomes associated with the pandemic. Likewise, Bauer (2020) points out that since the onset of the
pandemic, food insecurity has risen in the US. The same goes for the UK, as Butler (2020) notes that
the pandemic has had a catastrophic effect on the nutritional health of the UK’s poorest citizens with as
many as one in ten forced to use food banks while vast numbers skip meals and go hungry.

The Silver Lining
The Covid-19 pandemic has forced a rethink of neoliberal principles and policies as the virus has
highlighted the hazard of neoliberalism and exposed its shortcomings. The neoliberal virus has
demonstrated that collective problems require collective solutions and a government that provides for
the essential needs of its citizens. The pandemic is forcing a reconsideration of the free market doctrine
and the role of the public sector in economic activity. Gilding (2020) argues that countries with a
coherent, competent, respected and well-resourced state (everything market fundamentalists have
sought to undermine) are likely to have both lower economic and human cost. He also argues that
market fundamentalism is no longer even in the interest of the corporate sector or the financial elites
because “it creates unmanageable economic risks and ultimately poses an existential risk to
capitalism”.
It is widely believed that the Covid-19 pandemic provides an opportunity to depart from the free market
dogma and reconsider blind faith in the free market and its invisible hand. Isaković (2020) suggests that
the pandemic has exposed the toxic effects of a system that has for far too long dominated every aspect
of our lives. Neoliberalism, he argues, has “depleted our public services, turned our education and
healthcare into profit-driven businesses, hoarded profits at the expense of undervalued and underpaid
workers, favoured profitability of a militarised world over human security and well-being, and aggravated
inequalities between people and countries”. Gilding (2020) suggests that “COVID-19 gives us clear
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evidence that market fundamentalism is a failed economic strategy” and that the “death of free market
fundamentalism and the return of the State” is the most profound of the “many long-lasting social and
economic impacts of the COVID-19 pandemic”. Mazzucato (2020) believes that “we can use this
moment to bring a stakeholder approach to the centre of capitalism”. Even the Financial Times (2020)
subscribes to this view by entertaining the idea of reversing the prevailing policy direction of the last
four decades.
Likewise, Kılıç (2020) notes that Covid-19 prepares for an ideological transformation that has the
potential to put an end to neoliberal thinking. Pope Francis shares the sentiment, suggesting that the
pandemic was the latest crisis to prove that market forces alone and “trickle-down” economic policies
had failed to produce the social benefits their proponents claim (Pullella, 2020). Saad-Filho (2020)
suggests that “neoliberal capitalism has been exposed for its inhumanity and criminality” and that
“COVID-19 has shown that there can be no health policy without solidarity, industrial policy and state
capacity”. Last, but not least, Wolff (2020) argues that “the novel coronavirus pandemic has exposed
many of the structural weaknesses in capitalism”.

The Way Forward
The way forward should be a fundamental change in the economic system rather than what Feffer
(2020) describes as “the tweaking of markets to achieve optimal performance”. With or without Covid19, the way forward is to do something about inequality, not only because it is grotesque and morally
reprehensible but also because it is bad for the economy. According to Stiglitz (2020), the starting point
is to abandon the neoclassical economic model of competitive equilibrium whereby producers maximise
profit, consumers maximise utility, and prices are determined in competitive markets where demand
and supply are balanced, producing the “optimal” outcome.
In a post-pandemic world, the dignity of the public sector should be restored for the benefit of the 99%,
away from the dominance of the private sector that serves the 1% only. This can be done by taking
several measures. The response to a crisis (health or otherwise) should not only take the form of
injecting funds, but rather governments must invest in, and in some cases create, institutions that help
to prevent crises, or put them in a better position to handle crises when they arise. For example,
strengthening healthcare systems requires long-term investment as well as the reversal of the trends
involving privatisation, outsourcing and public-private partnerships (PPPs). Governments must take the
responsibility of co-ordinating research and development activities, steering them towards public health
goals. Furthermore, governments have a responsibility in shaping markets by steering innovation to
serve public goals. Governments need to restructure PPPs in such a way as to serve social welfare.
More drastic, but needed, action would be a bigger role for the public sector, which requires the
nationalisation of some private enterprises that were once under public ownership (such as utilities).
Al-Nakeeb (2022) argues that some activities are unsuited for private ownership because they should
not have profit as a driver, including the courts, the military, prisons, and central banks. The private
sector should never be entrusted with the provision of goods and services characterised by inelastic
demand, most notably healthcare, education and utilities. Natural resources must also be under public
ownership—this is not the North Korean model but rather it is how Norway has created a happy society
that is free of homelessness. This leaves plenty for the private sector to provide and make profit out of,
but private-sector entrepreneurs should never be allowed to benefit from death and misery. Democracy,
according to Al-Nakeeb (2022), “should never surrender its economic affairs to a private company”.
What is required, according to Stiglitz (2020), is a “comprehensive rewriting of the rules of the economy”
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to contain corporate power, enforce the bargaining power of workers, and erode the rules governing
the exploitation of consumers, borrowers, students and workers.
Likewise, Saad-Filho (2020) puts forward propositions and recommendations to rectify the status quo.
He sees “radically neoliberal administrations” as being unable to perform the most basic functions of
governance: “to protect lives and secure livelihoods”. Accordingly, he proposes the nationalisation of
the banking system to secure the flow of credit and prevent speculation, arguing that “if the government
can give tens of billions to private-sector firms, taxpayers might as well own them”. In short, he suggests
that the economic burden of this crisis will be much higher than that of the global financial crisis, and
that there is no way that public services can, or should, bear this burden. The only way out, as he sees
it, is through progressive taxation, nationalisation, default where necessary, and a new green growth
strategy.
It is about time that we move away from neoclassical economics and its teachings that call for
selfishness and reject altruism, all in the name of the alleged efficiency. The alternative is to adopt moral
economics, which “instinctively and rationally balances morality with materialism and societal interest
with self-interest, to achieve the dual objective of economic efficiency and fairness” (Al-Nakeeb, 2022).
After all, overcoming the neoliberal virus requires high moral standards. A genius named Albert Einstein
once said the following: “We cannot solve our problems with the same thinking we used when we
created them”. He also described repetitive mistakes as insanity, or “doing the same thing over and
over again and expecting different results”. Politicians and policy makers should take Einstein’s advice
on board.
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Abstract
Proofs of general equilibrium crucially hinge on establishing the existence of an
equilibrium price vector that makes excess demand in all markets equal to zero. This
paper shows that the “price vector” is not a vector and that all proofs of general equilibrium
are, therefore, invalid.

1. Introduction
The publication of Paul Samuelson’s Foundations of Economic Analysis in 1947 came as a shock to
most economists of the day. Accustomed to thinking in terms of words and diagrams, à la Marshall,
they had believed that mathematical economics was one of the ways of doing economics. But now they
were told that it was the best way. The epigraph on the title page summed up the author’s views on
using math in economics; it approvingly quoted physicist Josiah Willard Gibbs: “Mathematics is a
language.” The book was based on Samuelson’s Ph.D. thesis, and the difficulty it presented to older
economists may be judged from the anecdote which had Joseph Schumpeter, chairman of the thesis
examining committee, asking the other members after Samuelson’s presentation, “Well, gentlemen, did
we pass?”
By the end of the 1950s economists had begun to absorb and apply the ideas underlying Foundations.
Indeed, the optimising methods in it had become conventional wisdom. It was then that economists
were struck by another mathematical thunderbolt, this time in the form of modern General Equilibrium
Theory (GET). The new theory drew on areas of mathematics that no one would have thought possible
to connect to economics: sets, topology, fixed-point theorems, and so on. If the calculus of optimisation
was difficult for the uninitiated, the math of GET was positively weird.
The new ideas began as a dribble of papers in the early 1950s, had widened into a stream by the end
of the decade, and then became a flood. Soon they were being routinely taught to graduate students
and became a part of microeconomic price theory. Most important of all, they were a showcase for the
claim that the use of mathematics could resolve questions that had vexed economists for ages,
economists who did not have access to the toolkit of modern mathematics. If Samuelson had shown
that mathematical economics was the best way of doing economics, GET went further to underline that
mathematical economics was the only way.
Over the past half century GET has accounted for at least two Nobel prizes in economics, hundreds if
not thousands of published papers, and tens of thousands of academic lecture hours. As this paper will
show, all this was an utter waste of time and resources because GET is founded on a basic error
committed by the pioneers in the subject like Kenneth Arrow, Gerard Debreu and Lionel McKenzie. And
those who came after them were merely parroting the errors they had been taught, and unthinkingly
passing them on to future generations.

38

real-world economics review, issue no. 101
subscribe for free

2. The price vector
The idea of a price vector is crucial to GET, as will be clear from the following quotes, taken from Gerard
Debreu’s Nobel Prize lecture (Debreu, 1983).
“The most primitive of the concepts of the theory I will survey and discuss is that of the
commodity space. One makes a list of all the commodities in the economy. Let l be
their finite number. Having chosen a unit of measurement for each one of them, and a
sign convention to distinguish inputs from outputs (for a consumer inputs are positive,
outputs negative; for a producer inputs are negative, outputs positive), one can
describe the action of an economic agent by a vector in the commodity space R l. The
fact that the commodity space has the structure of a real vector space is a basic reason
for the success of the mathematization of economic theory. In particular convexity
properties of sets in Rl, a recurring theme in the theory of general economic equilibrium,
can be fully exploited. If, in addition, one chooses a unit of account, and if one specifies
the price of each one of the l commodities, one defines a price-vector in Rl, a concept
dual to that of a commodity-vector. The value of the commodity-vector z relative to the
price-vector p is then the inner product p.z.”
“One of the aims of the mathematical theory that Walras founded in 1874-77 is to
explain the price-vector and the actions of the various agents observed in an economy
in terms of an equilibrium resulting from the interaction of those agents through markets
for commodities. In such an equilibrium, every producer maximizes his profit relative to
the price-vector in his production set; every consumer satisfies his preferences in his
consumption set under the budget constraint defined by the value of his endowmentvector and his share of the profits of the producers; and for every commodity, total
demand equals total supply. Walras and his successors for six decades perceived that
his theory would be vacuous without an argument in support of the existence of at least
one equilibrium, and noted that in his model the number of equations equals the
number of unknowns, an argument that cannot convince a mathematician. One must,
however, immediately add that the mathematical tools that later made the solution of
the existence problem possible did not exist when Walras wrote one of the greatest
classics, if not the greatest, of our science.”
And a little later, Debreu describes how the idea of the price vector combines with elements of topology
to yield a proof of the existence of an equilibrium price vector:
“In the summer of 1950, Arrow, at the Second Berkeley Symposium on Mathematical
Statistics and Probability, and I, at a meeting of the Econometric Society at Harvard,
separately treated the same problem by means of the theory of convex sets. Two
theorems are at the center of that area of welfare economics. The first asserts that if all
the agents of an economy are in equilibrium relative to a given price-vector, the state
of the economy is Pareto-optimal. Its proof is one of the simplest in mathematical
economics. The second provides a deeper economic insight and rests on a property of
convex sets. It asserts that associated with a Pareto-optimal state s of an economy,
there is a price-vector p relative to which all the agents are in equilibrium (under
conditions that, here as elsewhere, I cannot fully specify). Its proof is based on the
observation that in the commodity space Rl, the a priori given endowment vector e of
the economy is a boundary point of the set E of all the endowment vectors with which
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it is possible to satisfy the preferences of all consumers at least as well as in the state
s. Under conditions insuring that the set E is convex there is a supporting hyperplane
H for E through e. A vector p orthogonal to the hyperplane H, pointing towards E has
all the required properties. The treatment of the problem thus given by means of
convexity theory was rigorous, more general and simpler than the treatment by means
of the differential calculus that had been traditional since Pareto.”
If all this sounds incomprehensible it does not really matter. Our aim in reproducing these quotes is to
underline the importance that the price vector plays in GET and, also, why Arrow, Debreu and others
fell into the error of assuming that an n-tuple of prices is a vector.

3. A little about vectors
A vector in physics is defined as a quantity having both magnitude and direction. It is represented, as
in the figure below, as a line segment with an arrowhead at one end.
Figure 1: A vector has both magnitude and direction

Figure 2: A vector in a Cartesian coordinate system

(4,3)

A vector can be placed in a Cartesian coordinate system as shown above.
The vector represents a force acting on a body. It has magnitude 5 newtons and its components along
the x-axis and y-axis have magnitude 4 newtons and 3 newtons respectively. In defining the vector by
the coordinates of one of its end points, the other being at the origin, we specify both the magnitude
and the direction of the vector.
The convenience is immediately obvious. If one vector is defined as (4, 3) and another is defined as (3,
4), then the vector formed by the addition of the two vectors is (7, 7). Its magnitude is √98 and it forms
an angle of 45º with the x-axis.
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The idea can be extended to three dimensions. If three vectors defined as (2, 3, 4), (5, 6, 7) and (8, 9,
10) are added, then the combined vector will have coordinates (15, 18, 21).
Vectors can also be multiplied with one another. A particularly useful multiplication is what is called a
dot product or an inner product. Thus, if a body is acted on by a force defined as (f x, fy, fz) causing a
displacement defined by (sx, sy, sz), then the work done by the force is fxSx + fySy + fzSz.
The 3-tuples representing quantities in 3-dimensional Euclidean space can be extended to ndimensions. Thus, one n-tuple Q could represent the quantities of n goods (q1, q2, q3, … , qn) consumed
in an economy and another n-tuple P could represent the prices of those goods (p 1, p2, p3, … , pn). The
total value of the goods consumed in terms of money would then be q 1p1 + q2p2 + q3p3 + … + qnpn.
There is a clear parallel with the scalar representing work, being the inner product of the 3-tuple
representing force and the 3-tuple representing displacement.
Given this parallel it is not surprising that the pioneers of GET jumped to the conclusion that the n-tuple
representing quantities of goods and the n-tuple representing the prices of those goods are both
vectors. To show why that is erroneous we must take a short digression through the idea of temperature.

4. A meditation on temperature
Sometime in the 1960s, Richard Feynman, the physicist, was asked to serve on a committee to help
select the books that would be used in schools in California. He was sent a huge pile of books for which
he set up a special bookshelf. The books were lousy, and as Feynman read them in the basement his
wife would hear sounds from below like that of a volcano exploding (Feynman, 1985).
“Finally I come to a book that says, ‘Mathematics is used in science in many ways. We
will give you an example from astronomy, which is the science of stars.’ I turn the page,
and it says, ‘Red stars have a temperature of four thousand degrees, yellow stars have
a temperature of five thousand degrees. . .’ — so far, so good. It continues: ‘Green
stars have a temperature of seven thousand degrees, blue stars have a temperature
of ten thousand degrees, and violet stars have a temperature of ... (some big number).’
There are no green or violet stars, but the figures for the others are roughly correct. It's
vaguely right — but already, trouble! …"
“Anyway, I'm happy with this book, because it’s the first example of applying arithmetic
to science. I'm a bit unhappy when I read about the stars' temperatures, but I'm not
very unhappy because it's more or less right — it's just an example of error. Then
comes the list of problems. It says, ‘John and his father go out to look at the stars. John
sees two blue stars and a red star. His father sees a green star, a violet star, and two
yellow stars. What is the total temperature of the stars seen by John and his father?’
— and I would explode in horror.”
“My wife would talk about the volcano downstairs. That's only an example: it was
perpetually like that. Perpetual absurdity! There's no purpose whatsoever in adding the
temperature of two stars. Nobody ever does that except, maybe, to then take the
average temperature of the stars, but not to find out the total temperature of all the
stars! It was awful! All it was was a game to get you to add, and they didn't understand
what they were talking about.”
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Both the mass of an object and its temperature are measured by real numbers together with some unit.
But whereas the masses of two objects can be added it makes no sense to add the temperatures of
two objects. Even transferring an operation as simple as addition from mathematics to the real world
requires you to first ask whether the operation is valid.

5. What are vectors?
In the last but one section, we defined a vector as a quantity having both magnitude and direction and
represented it by an arrow. This makes sense in Euclidean 3-dimensional space. But in higher
dimensions the idea of direction is not intuitive and we need a more formal definition that is consistent
with the definition in three dimensions. In mathematics, an object is defined as a vector if it is an element
in a vector space. This seems a circular definition but the additional requirements make it clear why it
is defined in this way. Thus, when a vector is multiplied by a scalar (a real number, for our purpose) the
result must be an element of the vector space, i.e., another vector. And a vector added to another vector
must also be a vector in that vector space.
Consider two 10-tuples of numbers, T1 = (t1, t2, t3, … , t10) and T1 = (t1, t2, t3,… , t10). Let these
represent the temperatures at ten points along the lengths of two metal bars. Then it is obvious that
these 10-tuples cannot be vectors because they fail the requirement of vector addition; it makes no
sense to add t1 and t1 because, as shown in the section on temperature, adding temperatures is a
meaningless operation.
Similarly, consider two 10-tuples of numbers P1 = (p1, p2, p3, … , p10) and P1 = (p1, p2, p3, … , p10).
Let P1 be the prices of 10 goods which an individual consumes on Monday and P1 be the prices of the
same goods which he consumes on Tuesday. Now it is meaningless to add the price of a good on
Monday to the price of the good on Tuesday. Therefore, it is meaningless to add the elements of the
two 10-tuples P1 and P1. Hence, the two 10-tuples cannot be vectors and, indeed, there cannot be
such a thing as a price vector.
We are therefore forced to conclude that GET, which in its modern version is nearly three quarters of a
century old, is merely highfalutin nonsense.

6. A bit of history
Einstein described Gibbs as “the greatest mind in American history”. And later, when asked who were
the most powerful thinkers he had known, Einstein said: “Lorenz”, adding, “I never met Willard Gibbs;
perhaps had I done so, I might have placed him beside Lorenz.”
Gibbs’s influence on modern economics, especially on optimisation theory, is well known. That
influence was through the effect on Samuelson, via Gibbs’s pupil, E.B. Wilson.
But Gibbs, along with Oliver Heaviside, was also the inventor of vectors, the subject matter of this paper.
So, his influence runs through the other important strand of modern mathematical economics as well,
mainly in proofs of general equilibrium, though the price vector has since ramified into other areas such
as international trade theory.
Critics of mathematical economics would say that Gibbs was doubly unfortunate in his disciples, at one
remove. But, of course, that was hardly his fault.
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Samuelson must be blamed for erecting a huge mathematical edifice, without first ascertaining that the
utility and profit functions are differentiable.
In GET, the error that Arrow and Debreu made was in blindly transferring mathematical ideas to the
real world without first ascertaining that those ideas were transferable. It is significant that both of them
were mathematicians who wandered into economics.

7. Conclusion
Debreu noted in his Nobel Prize lecture that the success of the mathematization of economic theory
depended “on the fact that the commodity space has the structure of a real vector space”. We have
shown that this is incorrect. The “price vector” is not a vector, and GET is therefore false. But we may
go further and assert that not only was the proof incorrect, what was set out to be proved was not true
in the first place. The real economy cannot be brought into equilibrium by adjusting prices. And indeed,
the real economy is never in equilibrium.
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Jayati Ghosh is Professor of Economics, Department of Economics, University of Massachusetts at
Amherst, Amherst, USA. She is one of India’s best known political economists and is well known for
her work in a number of fields, including macroeconomic policy, the economies of East and South East
Asia, development economics, gender and development and various facets of globalization. She has
authored, edited and collaborated on 20 books, and published more than 210 academic articles,
essays, commentaries and reviews in publications as diverse as Monthly Review, Development and
Change, Cambridge Journal of Economics and the British Medical Journal.2 She is a regular contributor
to various media both in India and around the world. In addition to numerous articles written for
Economic & Political Weekly in India she has, for example, been a regular contributor to The Guardian
newspaper in the UK and has been writing for Project Syndicate since 2018.3 Her name, in any case,
should be familiar to readers from her contributions to Real-World Economics Review (for example,
Ghosh 2021a, 2020a, 2017a, 2014). 4
Professor Ghosh graduated BA (Hons) in sociology from the University of Delhi in 1975, M.A. in
economics from Jawaharlal Nehru University in 1977 and MPhil in economics, University of Cambridge
in 1979. She completed her PhD in economics from University of Cambridge in 1983. She was research
fellow at Darwin College, University of Cambridge, from 1983 to 1984, a consultant to the Planning
Commission, Government of India, from 1985 to 1986 and was then employed by the Centre for
Economic Studies and Planning, Jawaharlal Nehru University in 1987. She worked at the Centre until
2020, progressing from assistant professor (1987-1990), to associate professor (1990-1998) and full
professor in 1998. Professor Ghosh took up her most recent position at University of Massachusetts in
2021.
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Professor Ghosh has been a policy consultant for many well-known organizations, including the ILO,
UNDP, UNCTAD, UN-DESA, UNRISD and UN Women. She has lectured all around the world, sits on
various advisory editorial boards and has been the recipient of numerous awards. She is a founder of
the non-profit Economics Research Foundation, New Delhi, and was Executive Secretary of the
International Development Economics Associates (IDEAS) between 2002 and 2021. 5 She has been a
member of the UN High Level Advisory Board on Economic and Social Affairs since 2018. In 2021 she
was appointed to the WHO Council on the Economics of Health for All, chaired by Mariana Mazzucato
and, in March 2022, she was appointed to the UN Secretary General’s High-Level Advisory Board on
Effective Multilateralism.
Her work can be accessed via the Political Economy Research Institute (PERI) at University of
Massachusetts:6 https://peri.umass.edu/economists/jayatighosh
and she blogs at: http://www.networkideas.org/jayati-blog/
She is interviewed by Jamie Morgan for RWER…

Jamie: Let’s start with what led to your move from the Centre for Economic Studies and Planning,
Jawaharlal Nehru University (JNU) to Amherst, is this a permanent move?
Jayati: I retired from JNU in New Delhi at the end of September 2020, as is compulsory at the age of
65 years. I joined the University of Massachusetts Amherst as a Professor in January 2021, and have
been teaching there since. It has been a good experience so far, with a congenial progressive faculty
and bright and mostly motivated students. I obviously keep all my links with India and plan to spend a
significant amount of time there.
Jamie: You were a student in Cambridge during the late 1970s and early 1980s. This seems to have
been a period of transition at Cambridge. Many well-known figures associated with Keynes and with
the later Capital Controversies and the birth of ‘post Keynesian’ and neo-Ricardian and Kaleckian
economics – Joan Robinson (1903-1983), Piero Sraffa (1898-1983), Nicholas Kaldor (1908-1986),
Maurice Dobb (1900-1976), Richard Kahn (1905-1989) etc. – were either dead or coming to the end of
their lives during this period. Luigi Pasinetti had left in 1976...
On the one hand, the Cambridge economics department was in the early stages of transition towards
a more ‘mainstream’ approach (Frank Hahn and general equilibrium etc.). On the other, Cambridge
Journal of Economics was founded in 1977 and Geoff Harcourt would have been in his 50s around
1980. What kind of experience was Cambridge for you?
Jayati: When I joined the Economics Department at Cambridge as an MPhil student in 1978, the
heyday of the “Cambridge School” as we now know it was over, but many of the great icons of that time
(Joan Robinson, Richard Kahn, Nicholas Kaldor, even Piero Sraffa) were still around, occasionally
attending seminars, coming to the Marshall Library, interacting with some graduate students. So I did
get to see them in the flesh, and interact with them a little bit, which I still consider to have been a great
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and https://www.umass.edu/economics/sites/default/files/Jayati%20Ghosh%20CV.pdf and the interview as part of
an ISRF project: https://vimeo.com/702605611
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privilege. Frank Hahn was already a major force in the Department, but there were other powerful and
quite different influences: we had lectures and seminars with Bob Rowthorn, John Eatwell, Brian
Reddaway, Richard Goodwin, Ajit Singh, Frank Wilkinson, Peter Nolan, Tony Lawson, among others.
Jamie: Some of these will be familiar names to readers. Others less so perhaps, notably W. B. (Brian)
Reddaway. Reddaway was Director of the Department of Applied Economics (DAE) at Cambridge until
the end of the 1960s (an initiative of J. M Keynes following WWII), and Chair of Political Economy until
his retirement in 1980. Reddaway had been a doctoral student of Richard Kahn and Keynes and in the
spirit of Keynes’s critique of Tinbergen and because he was critical of the failure to distinguish statistical
and economic significance (a critique later made famous by McCloskey and Ziliak) he was a well-known
sceptic regarding econometrics, preferring survey data, interviews and well marshalled descriptive
statistics. Despite political differences with its prime movers – he was a liberal rather than left-wing –
he was also a patron of Cambridge Journal of Economics and following his death in 2002, Ajit Singh
and Frank Wilkinson organized a series of essays in CJE to celebrate his life (Singh and Wilkinson
2009).7 Reddaway is one of those characters that have abounded in academia, influential, if not a
household name. I guess we can all think of someone like that…
Jayati: My first supervisor for the PhD thesis was the brilliant Suzy Paine, who worked a lot on
development issues, and whose important contributions are unfortunately not adequately recognized. 8
She was sharp and insightful, very strong on aspects of development strategy. Many people do not
know that she played a role in advising on the doi moi policy reforms in Vietnam, which sought
(successfully) to bring in market activity under the overall control of the state. When she became very
ill with cancer in 1982 (she tragically passed away a few years later), I was lucky enough to get Geoff
Harcourt to supervise me (he had come back to Cambridge from Australia just around then) along with
Terry Byres from SOAS in London. As you intimate in your introduction, after I completed my PhD, I
stayed in Cambridge for nearly two years, as Adrian Research Fellow at Darwin College.
Jamie: Geoff is another who is no longer with us. 9
Jayati: I was really privileged to know Geoff and benefit from his wisdom. Geoff exemplified the very
best of being an economist, a social scientist, a human being. We all learned so much from him: not
only with regard to the capital theory debates on which he had written so well, but in broader terms in
understanding capitalist macroeconomic dynamics from a more heterodox framework, and insights into
the perspectives of different economists about whom he had encyclopaedic knowledge. But he was
always genial, humane, and understated. Incredibly modest about his own brilliance and achievements
and unfailingly generous to students and colleagues, with humour and joie de vivre that made him so
much fun to be with.
Cambridge economics was still very vibrant through that entire period, with a multiplicity of approaches
(Keynesian, Sraffian, Marxist, Neoclassical, etc.) flourishing side by side, lively debates across different
schools of thought, lots of intellectual exchange between faculty and graduate students. The research
7
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students came from all over the world, dominated (at least in my memory) by Italians, Latin Americans
and South Asians, with perhaps only one or two from the UK. The Department of Applied Economics
(DAE) also had a lot of intellectual heft at the time: Francis Cripps, Terry Ward, Terry Barker, Michael
Landesmann among others were active, and Wynne Godley came back to the DAE when I was a
Research Fellow. So the combination of very diverse but high quality faculty and students made for a
very invigorating atmosphere.
Jamie: It’s widely commented on among historians of economics and those who work on sociology of
knowledge that tolerance for diversity and debate – an active and committed open-minded pluralism
that one might think a basic tenet of free inquiry and of progress – is something a certain type of mindset
has (in practice) failed to respect. A mindset that associates economics as science with formal models
and tests presented as though value-free. One often hears that those with this mindset have actively
sought to reproduce an economics discipline in their own image and this has had enduring effects. Was
this something already observable at Cambridge while you were there?
Jayati: The big change in the nature of the Cambridge economics department actually occurred after I
left in 1986, when there was a concerted (and ultimately successful) effort by some in the Faculty to
shift both power and perspectives to a more mainstream orientation.
I must note, however, that the Centre for Economic Studies and Planning in JNU, where I was a student
before going to Cambridge, was also a very remarkable place especially in the 1970s. It did not get the
renown it deserved because of the still-colonial nature of our discipline, where those not located in the
major rich countries (and particularly in the North Atlantic) are not taken as seriously. But the immense
stimulation and sheer excitement of being a student of truly exceptional and profound economists like
Krishna Bharadwaj, Prabhat Patnaik, Amit Bhaduri, Utsa Patnaik, Sunanda Sen, Sheila Bhalla, SK Rao
and others, has been unparalleled in my own life. That is still for me the lodestar for an exciting academic
environment and I was very fortunate to have had that experience as a student. There was really a
heady exhilaration in being exposed to their ideas in a relatively informal and interactive setting, getting
the benefit of their profound insights into the workings of capitalism particularly in a developing economy
context and having intense discussions with fellow students on economics and politics. As a result,
even though Cambridge was and remains much more globally reputed, for me JNU was actually more
intellectually exciting and a more significant learning experience.
Jamie: I guess it indicates something about economics that these are names I am unfamiliar with. The
power of wealthy countries and especially the USA to dominate organizations, personnel and
publication are well documented and different social sciences have come to terms with this to different
degrees over the years. Power, hierarchy and publication are perhaps more concentrated in economics
than in virtually any other academic discipline. While recently there have been interesting new initiatives
that attempt to address the issues in development economics, such as the ‘Developing Economics’
blog, coordinated by Carolina Alves, Ingrid Harvold Kvangraven, Surbhi Kesar and Devika Dutt and
others10, in terms of disciplinary responses, international political economy, global political economy
and world systems theorists have probably done most to acknowledge the problems of power,
representation, recognition and voice. 11
10
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Note from Jamie: Though there have always been figures in prominent Global North institutions prepared to
acknowledge the problems, Barbara Harriss-White, Wendy Olsen, Peter Nolan etc. (e.g. Olsen 2019; Kvangraven
2020). However, see also Jayati’s later comments and the links…
Note from Jamie: for a summary of the contemporary state of political economy and of its “blindspots” see Best
et al. (2021), LeBaron et al. (2021).
11
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Jayati: Actually there are many more writers and thinkers in different parts of the world who have raised
these concerns, but simply not been recognised or acknowledged. One of the problems with the North
Atlantic domination of the discipline of economics is not just the obvious exclusion of the majority of the
world, but also how much is lost in terms of perspective and insight when other traditions and analyses
are ignored. These theories or approaches have been significant through history and across
geographies, but have been marginalised by a narrow and rigid conception of “economic science” that
has often had (and increasingly so) little bearing on economic realities.
In the book Elgar Handbook of Alternative Theories of Economic Development, jointly edited with Erik
Reinert and Rainer Kattel (Reinert, Ghosh and Kattel 2018) we tried to bring in at least some of these
very rich and illuminating perspectives: different analyses of economic organization, structures and
evolution from Ming period China, 17th century Italy, Ottoman Turkey, even ancient India. We tried to
highlight different theoretical approaches, from Marxist and structuralist to feminist and institutionalist.
We included theories and approaches that have existed as alternative courses of policies and actions
to those emanating from today’s mainstream and neoclassical theories, theories much older and better
tested than those based on the economics of David Ricardo or the marginalists and on the idea of
equilibrium. Our selection was problem-driven, in terms of what has added to our understanding of
economic processes, rather than driven by the tools currently in fashion, and we tried to include many
economists and thinkers who are not based in the Global North.
Related to this, I have been involved for two decades (2001-2020) in organizing International
Development Economics Associates as its Executive Secretary. 12 This is an international network of
development economists which is explicitly South-based and South-led (website:
www.networkideas.org). The purpose is to encourage, disseminate and raise more awareness about
the important work in political economy and heterodox development economics being done by Southbased scholars. This is not just about gaining more recognition in the North, but even more importantly
among one another, since so much knowledge dissemination is otherwise mediated by the Global
North, and especially through the Anglo-American stranglehold on academics and policy research. Over
the years, we have organised conferences and capacity building workshops for young researchers,
policy makers, activists, legislators, all in different locations in the developing world. We have also had
research projects across scholars based in different countries, NOT mediated by Northern institutions
or scholars, but among ourselves. And in the process we have come to know and appreciate the
important insights and knowledge to be gained from such interaction.
It is very heart-warming for me to see that younger scholars are now so active in taking up these issues.
There are a number of recent initiatives and groups that seek to do this in different ways. “Rethinking
Economics” is a voluntary grouping with chapters in different parts of the world; the “Young Scholars
Initiative” of the Institute for New Economic Thinking also has global representation. The group
“Decolonising and Diversifying Economics” includes feisty young women like Ingrid Kvangraven,
Carolina Alves, Surbhi Kesar and Devika Dutt – who you have already mentioned. And of course, the
World Economic Association itself! This flowering of new initiatives has been helped by recent
technological developments that have enabled more online interaction. This has been quite
emancipating for some of these groups, because intellectual engagement across the world on more
equal terms is now more possible and affordable.
Jamie: Your work has over the years engaged with and drawn on a range of thinkers, approaches and
concepts – Kalecki, Marx, financialisation, imperialism and many others (e.g. Ghosh 2016, 2011b,
12
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2010a, 2001). Is there anything in particular that connects these together? Would you, for example,
describe yourself as ‘post Keynesian’?
Jayati: For many years, the most important intellectual influences in the economics (or political
economy) that I sought to engage in, were Marx, Keynes and Kalecki for capitalist economies, and
Lenin and Rosa Luxemburg to understand uneven development.
But now I am in some ways more open, and increasingly wary of labels, and of being classified into one
particular stream or perspective. I confess that I am also less inclined towards any great ‘purity’ of
approach—for example, I find I have less patience with squabbles about what Marx or Keynes exactly
said or meant. I look for insights into economic reality wherever they can be found, which means
engaging with a range of different approaches and with other disciplines as well. I consider myself to
be a socialist feminist economist concerned with issues of economic evolution, development and
transformation, with a broadly Kaleckian macroeconomic approach.
Jamie: For those unfamiliar, could you just briefly summarise what you mean by ‘Kaleckian
macroeconomic approach’?
Jayati: Michal Kalecki was an unjustifiably neglected 20th century economist of Polish origin. He
provided analyses of both short-run and long-run dynamics of advanced capitalism of great richness
and complexity, not based on standard equilibrium analysis, but using inherently more dynamic notions
of investment, oligopolistic behaviour and technical progress, derived from Marxian categories. Like
Keynes, he emphasised that while ex-post savings and investment are equal, investment is the active
factor that determines savings; and the ex post equality is not brought about by changes in the rate of
interest (which he recognised to be a policy variable) but by changes in the level of economic activity.
His theory of price formation was critical in relating aggregate income to its distribution: capitalists are
assumed to spend on investment and luxury consumption; workers spend on wage goods and do not
save. The prices of primary products (or raw materials) are determined by demand and supply; the
prices of other products are cost-determined with oligopolistic mark-up that depends upon the “degree
of monopoly”, which reflects forces such as the extent of concentration of production, the requirements
and extent of sales promotion and the bargaining power of workers. This mark-up is not constant over
time, but reflects economic and political dynamics. The Kaleckian multiplier emerges from the wage
share of national income as well as the propensity to consume out of profits. As also for Keynes,
government intervention, even when debt-financed, can prevent cyclical behaviour and allow for full
employment.
Jamie: And some of this work, first published in 1933, predates and anticipates Keynes’s argument in
the 1936 General Theory (see Kalecki 1937, 1971; Dobb 1972)…
Jayati: Absolutely, but in addition, Kalecki was more aware of the different dynamics of developing
economies, essentially because of the difference in the nature of unemployment. In developed capitalist
economies, unemployment was seen to be related to the inadequacy of effective demand. However,
he viewed the problem of unemployment in less developed economies as structural, resulting from the
basic and endemic shortage of capital equipment as well as bottlenecks in the supply of necessities. In
such a context, increased government expenditure could simply add to inflationary pressure. Therefore,
addressing unemployment must necessarily involve an expansion of productive capacity, and so a
central question becomes how to increase investment and finance it without generating inflation or
balance of payments deficits.
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Jamie: Thanks, that’s clear. In terms of your work though, and following on from your previous
comments, it would be unfortunate if we left readers with the impression that you are merely eclectic.
Might it be more accurate to suggest you are selective and critical to some purpose – placing theory in
context, thinking about the bigger picture, looking to solve problems in the best traditions of political
economy? In this sense, how would you characterise your approach methodologically?
Jayati: Well, I have discussed this in previous interviews (see Polychroniou 2021: 173-188) and
Sucharita Sen has also attempted to summarise my position (Sen 2019: 184-190) in David Simon’s
Key Thinkers on Development. My work obviously is in the political economy tradition in a broad sense,
and many of the issues I am concerned with are interconnected but require insights and perspectives
from several different approaches to be able to analyse them. I believe that it is not possible to
understand global capitalism today without looking at the nature of imperialism and how it plays out
(with imperialism defined as the struggle of large capital over economic territory, whether that be
markets, land and natural resources, labour, intellectual property, cyberspace or anything else). Class
relations and the associated relative power dynamics are obviously critical in determining and being
affected by economic trajectories. In addition, though, I believe that it is also not possible to understand
the past and present of any economy without looking at the nature and implications of the gendered
division of labour, which then requires additional insights and analyses.
Jamie: OK, let’s start to turn to more substantive issues. Your comments so far should have alerted
readers that you are a critic of at least two components of standard public understanding of
“development”:
1. Simplistic accounts of a trajectory of development (its process): a binary of
developing/developed, a stage-based or incremental and linear set of steps from A to B…
2. Implicit norms of “progress” built around standard metrics of GDP, per capita income and so
forth.
Perhaps you might elaborate.
Jayati: I believe that the study of economic development has to be rescued from the miasma created
by the discourse on poverty alleviation and the idea that there is inevitably progression from poor to
richer societies. This requires recognising that the process of development is an evolutionary one in
which there is a continuous interplay of various forces; that economic outcomes reflect social and
historical factors, the level and nature of institutional development, relative class and power
configurations; and that the processes of production and distribution inevitably involve the clash of class
interests and gender relations, along with the interaction of social, historical and institutional factors.
Jamie: And use of metrics?
Jayati: The problems of using national income expressed in Gross Domestic Product (GDP) are now
widely recognized, in terms of the blindness to distributional issues and the inability to measure either
the quality of life or the sustainability of any particular system of production, distribution and
consumption. Despite these obvious limitations, however, it remains the most widely used indicator on
any economy, and is generally the one that is tracked to determine both perceptions of national
economic performance and policy orientations of most governments. This is unfortunate, because this
obsession with GDP growth in itself, and independent of other markers of well-being, makes for
problematic assessments of the actual performance of economies and, even more tellingly, for poor
policy decisions and outcomes. Because GDP in most countries captures only market transactions, it
excludes a significant amount of production of goods and services for self or household consumption.
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It makes market pricing the chief determinant of value, irrespective of the social value of any activity,
which leads to massive undervaluation of what are now (especially post-pandemic) recognized as
essential social services relating to the care economy. It correspondingly overvalues those activities,
goods and services that are priced higher because of the oligopolistic structure of markets.
Jamie: You touch on this in your recent Real-World Economics Review article (Ghosh 2021a) using
various examples…
Jayati: As I write in that article, a chaotic, polluting and unpleasant system of privatized urban transport
involving a multiplicity of private and polluting vehicles on over-congested roads (as is common in many
developing countries) typically generates more GDP than a safe, efficient and affordable system of
public transport that reduces vehicular congestion and provides a more pleasant living and working
environment.
Jamie: Herman Daly, for example, refers to these effects as “illth” rather than “wealth” and also notes
the perversity of the metrics…13
Jayati: Exactly. The depredations caused by climate change and other evidence of ecological damage
are the result of unsustainable patterns of economic activity that are simply not adequately factored into
national income, despite various attempts to incorporate them.
Furthermore, where health services are more commercialized, the consequent increase in morbidity
from pollution and mortality from vehicular accidents also raises GDP, because of the resulting (largely
private) expenditure on health services, etc.
Jamie: And there are many such examples of how unwelcome trends can become sources of GDP
growth once public services are privatized and commercialized. Social ills become measurable wealth:
rising prison populations, an opioid crisis… But as you suggest more generally in your paper, paralleling
a point various financialization theorists have made, GDP lacks adequate sensitivity to the nature of the
sector whose values are measured…
Jayati: Yes, services GDP is particularly hard to evaluate, because of the wrong valuation (from a
human and social welfare standpoint) of different types of services. Financial services are hugely overrewarded, at least partly because of the political and lobbying power of financial interests in
contemporary societies—and financial asset booms that reflect asset price changes then get reflected
in increasing shares of financial services in national income, without any underlying real economic
changes.
Jamie: So, inflated values, and transfers and wealth extraction (rents writ broadly) can appear to be
wealth created by the financial sector? 14
Jayati: Yes absolutely! And meanwhile, as the Covid-19 pandemic has shown, care services that are
crucially important for human welfare, for the survival of societies and the resilience of economies, are
Note from Jamie: For Daly’s work see the interview Daly and Morgan (2019); and for additional discussion of the
problem of transitioning for transport - a problem that need not exist (continued growth of car dependency), see
Morgan (2020a).
13
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Note from Jamie: for various works on financialization and related issues see Bezemer et al. (2021); Pettifor
(2018); Soederberg (2014); Seabrooke and Tsingou (2021); Morgan and Nasir (2021); the interviews in Real-World
Economics Review, Baker and Morgan (2021) and Batt and Morgan (2021), and, of course, Chandrasekhar and
Ghosh (2017).
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routinely undervalued, with much of this activity performed unpaid (largely by women) within households
or in extremely underpaid form (Ghosh 2020b).
This also has an impact on measures of productivity like GDP per worker, which is still the most widely
used indicator of human progress, popular among economists of very different persuasion. The
usefulness of this indicator is in serious doubt, because both the numerator (GDP) and the denominator
(number of workers or labor time, which typically ignores the unpaid labour of women, for example) may
be wrongly estimated—and even wrongly conceptualized. When relying on this aggregate measure to
understand economic changes, we may therefore be missing or misinterpreting some of the actual
economic processes under way.
Jamie: So to put these points together, the heavy emphasis on GDP and the perversity of that metric
are still proving counterproductive. An obsession with GDP distorts what it means for an economy to
develop and for a society to prosper? The unintended consequences continue to be ecological and
climate harms, as well as an absence of due attention to the services that really matter to us? This
seems to imply the need for a more nuanced approach to what it means to develop… One might argue
that your interest in imperialism places historic and structural issues to the fore. For example, unless
one pays attention to structures and power it can be easy to miss how much the wealthy world takes
from the rest. A recent paper by Jason Hickel, Dylan Sullivan and Huzaifa Zoomkawala contains some
eye-watering statistics:
According to our primary method, which relies on exchange-rate differentials, we find that in the most
recent year of data the global North (‘advanced economies’) appropriated from the South commodities
worth $2.2 trillion in Northern prices — enough to end extreme poverty 15 times over. Over the whole
period [since 1960], drain from the South totalled $62 trillion (constant 2011 dollars), or $152 trillion
when accounting for lost growth. Appropriation through unequal exchange represents up to 7% of
Northern GDP and 9% of Southern GDP. (Hickel et al. 2021).
Jayati: Globally, inequalities are as extreme as they were at the peak of Western imperialism in the
early 20th century – even the recent World Inequality Report 2022 makes that clear. The global income
share of the poorest half of the world’s population is only around half what it was in 1820, before the
great colonial divergence. Yet the way capitalism has evolved in different locations, especially in the
recent phase of financial globalization, has meant that within-country inequalities have grown even
faster, with income and wealth inequalities exploding at the very top of the distribution and private wealth
almost wiping out publicly held assets in many countries.
Jamie: This is a subject you discuss in your “Global inequality in a time of pandemic” essay (Ghosh
2020a). Perhaps you might just briefly reprise what you argue there…
Jayati: The Covid-19 pandemic exposed and accentuated the extreme inequality that has come to
characterise the global economy, both between and within countries. Three features of the nature of
the global economy drove the dramatic increase in spatial inequalities: the differences in degrees of
formalisation of labour market and legal/social protections available to workers; the nature of the
external constraints, including volatile trade and capital flows; and the varying willingness and/or ability
of governments to respond with fiscal stimuli.
Widespread informality in the developing world (on average 70 per cent of recognised workers, in some
countries like India as high as 90 per cent) meant not only much greater pressure on their material and
health conditions, but also the macroeconomic absence of automatic stabilisers, such as unemployment
benefits or health insurance, that are found in economies with greater proportions of formal workers.
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But most of the world simply lacked the fiscal space that suddenly became available to advanced
countries, where governments speedily abandoned their previously rigid adherence to “fiscal
discipline”. By contrast, governments in middle and low income countries were constrained by the
overhang of external debt and onerous debt servicing requirements, and by the fear of downgrading by
credit rating agencies and capital flight, and therefore did not engage in anything like the fiscal stimuli
evident in the Global North. Indeed, middle and low income country governments spent even less than
they had after the Global Financial Crisis in 2008-9. Meanwhile, neo-colonialism was openly in play in
the production and distribution of vaccines, with obscene forms of vaccine grabbing and nationalism
displayed by advanced economies, even as they continued to prevent wider supply by insisting on the
“intellectual property rights”, allowing pharma companies that had benefited from huge public subsidies
to monopolise the resulting technology. Meanwhile, within all countries, the rapid further enrichment of
the already extremely rich has continued apace, with truly dramatic increases in the wealth and incomes
of the top 1 per cent of the population globally and within major countries.
This is now a global capitalism eating its own tail, so dysfunctional that it requires huge monetary and
fiscal injections from the state to survive at all; shows much less dynamism, and yet persists in
destroying the mass incomes that are necessary for stable growth. It is also a global capitalism that is
destroying nature and the planet so rapidly that apocalyptic scenarios are only too likely if it is not
immediately restrained and regulated.
Jamie: And in terms of solutions?
Jayati: There is obvious need for systemic solutions: a greater role for public ownership and public
provision in meeting essential basic needs and furnishing social services, an end to the privatisation
and commercialisation of knowledge through the regime of intellectual property rights and much more
extensive and effective regulation of private activity so as to serve common social goals. This requires
reversal of the disastrous privatisations of past decades—of finance, knowledge, public services and
utilities, of the natural commons.
Jamie: All of which though suggests that growing inequality has causes – it is a consequence of the
historical evolution of economies, something your work does much to illuminate. It might be worth
recalling here your essay a few years back on Thomas Piketty’s Capital in the Twenty-First Century
(Ghosh 2014). As I recall, you were originally quite critical of that book for its lack of due attention to
causation and lack of a coherent concept of capital, but you do suggest wealth taxes can be part of
solutions to inequality…
Jayati: There are some obvious fiscal policies, such as taxation of the wealthy and of multinational
corporations, which only require sufficient political will. But, as Piketty also increasingly recognises (as
in his latest book, Piketty 2022), changing the institutional and regulatory features of current national
and international economic relations is also essential, so as to affect the processes that have generated
the extremely unequal outcomes in terms of assets and incomes. Undoing the structural inequalities of
gender, race, ethnicity, caste and so on, which feed into the economic disparities, will be more difficult
but is also essential, and strategies are again available which have been proposed in different contexts.
Jamie: Over the last couple of decades there has been quite a bit of emphasis on microfinance
initiatives in the Global South. What is your take on this?
Jayati: I have argued that microfinance is not the same as financial inclusion ensuring access to
institutional finance and, most significantly, does not allow for productive asset creation and viable
economic activities to flourish (Ghosh 2013). While the focus on group lending does allow for financial

53

real-world economics review, issue no. 101
subscribe for free

integration in the absence of collateral, the high interest rates, short gestation periods and (increasingly)
coercive methods used to ensure repayment militate against its usefulness in poverty reduction and
asset creation by the poor, even though it does typically play a role in consumption smoothing.
Therefore, it cannot be seen as a silver bullet for development, as occurred in the global “development
industry” for some time.
Jamie: Yes there are numerous well documented problems with initiatives supported by the World Bank
and others based on financialised processes, debt dependence, dual track or unequal opportunity
(restricting some to petty commodity production) and a basic reticence in addressing fundamental
agrarian structural inequalities – not least land ownership, water rights etc. 15
Jayati: Profit-oriented microfinance institutions are especially problematic and prone to boom-bust
cycles. To fulfil even some of its progressive goals, microfinance must be strongly regulated and
subsidised, and other strategies for viable financial inclusion of the poor and of small producers must
be more actively pursued. Proper financial inclusion for the poor and other excluded groups like women
into institutional finance inevitably requires some forms of subsidy as well as creative and flexible
approaches on the part of the central bank and the regulatory regime, to ensure that different banks
(commercial, cooperative, development, etc.) reach excluded groups such as Small and Medium
Enterprises (SMEs), self-employed workers, peasants, women and those without land titles or other
collateral. A secure savings function for the poor, which enables them to save for the future in a reliable
asset, is also important and may require guarantees on deposits in community banks and savings
banks, as well as other measures.
Jamie: This kind of policy has had a strong gender dynamic and given your previous reference to
structural inequalities of gender and your previous comment that you place great weight on the need to
pay attention to the nature and implications of the gendered division of labour this seems an appropriate
point where you might say a bit more about what feminist economics means for you… you’ve already
suggested that a great deal of economics undervalues care and I take it this is an insight that feminist
economics sensitised you to…
Jayati: Feminist economics is not just another “stream” or “area of study” within economics. Rather, it
is a perspective, and one that can be hugely disruptive, because it challenges the fundamentals of
mainstream economics, as well as the implications as they play out in economic policies and
social/political processes. Conceptually, it challenges the philosophical underpinnings of neoclassical
microeconomics, which is based on personal individual utility maximization by “Rational Economic
Man”. People are supposed to operate in their own best interests, with the trade-off being between
personal material gain and leisure. In this framework, caring for someone else without pay simply
wouldn’t happen. Yet it does happen, and it is the basic activity without which societies would not exist.
Jamie: Which reveals that there is a lot more to a real society and economy than selective quotation
from Smith in the Wealth of Nations might suggest: “It is not from the benevolence of the butcher, the
brewer, or the baker, that we expect our dinner, but from their regard to their own interest. We address
ourselves, not to their humanity but to their self-love, and never talk to them of our own necessities but
of their advantages.” (Book 1 Chapter 2).16

15

Note from Jamie: For a range of material on microfinance see, for example, Bateman and Maclean (2017)
Bateman and Chang (2012); Morgan and Olsen (2011).
16

Note from Jamie: For another take on feminist economics see the work of Julie Nelson as well as her interview
in Real-World Economics Review (Nelson and Morgan 2020).
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Jayati: Recognizing the social and economic significance of care undermines the basic theoretical
premise on which mainstream economics is based. It also challenges how we understand the
macroeconomy, its drivers and the processes of growth and distribution in economies over time. Unpaid
and unrecognized work (mostly performed by women) plays a massive role in subsidizing the
recognized and formal economies, though that is rarely documented or recognized.
Gender constructions of society and the division of labour are critical in determining patterns of
economic growth and accumulation, in how economic and business cycles play out, how economic
trajectories vary across different societies. It is also important in understanding global economic trends
and processes, such as cross-border trade, migration, capital flows. Not recognizing the significance of
unpaid work also gives rise to false notions of “productivity” that do not correspond to real economic
changes. The recognition of unpaid work also gives a different meaning to time poverty, and what it
means for other kinds of poverty.
Because of all this, feminist economics also challenges the ways that public policies are developed.
The “male breadwinner model” of economic policy making is usually seen as gender-blind; actually it is
not, it is gender-exploitative, making use of the gendered division of labour (with the understanding that
these will be provided anyway by unpaid workers within households and communities) to reduce
essential social services or not provide them in the first place.
Jamie: I take it your recent edited text Informal Women Workers in the Global South (Ghosh 2021c)
touches on this?
Jayati: Yes, and I have also done a set of lectures with INET on Feminist Economics that elaborates
on these issues.17 In the edited book, one important conclusion is that even well-meaning strategies of
formalisation of enterprises and workers can end up being harmful for women workers if they do not
explicitly take account of the very different economic and social conditions under which women workers
have to operate.
Jamie: Moving on, you have been quite critical of the Indian government’s response to the pandemic
(e.g. Ghosh 2020c)…
Jayati: I have a recent book (The making of a catastrophe: Covid-19 and the Indian economy, Aleph
Books 2022) in which I argue that the Covid-19 pandemic has been the worst health calamity in India
for at least a century. But beyond the direct health and mortality impacts, the economic and social
devastation experienced by the country over this period had even worse results, being so severe as to
merit the description “catastrophe”. This catastrophe cannot be ascribed only to the disease. Rather,
much of the damage resulted from government action and inaction. Very significant policy failures—
acts of both commission and omission—were responsible for the widespread and pronounced decline
in people’s livelihoods and in many of the basic indicators of well-being among the population, and
caused major setbacks to the development project of the country.
Several aspects of the Indian government’s policy responses were responsible for this combination of
adverse outcomes. The initial national lockdown was brought in suddenly, without any planning and
brutally implemented on a population where more than 90 per cent of workers are informal, with no
social or legal protection. Such workers were to restrict their own activity, even at the cost of losing
whatever little incomes they had, and with little to no compensation. Social protection measures were
some of the most meagre in the world: there was some distribution of free food-grain for some months
17

Visit: https://www.ineteconomics.org/perspectives/videos/feminist-economics
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to those with ration cards, but this excluded at least 100 million of the needy, and the amounts
distributed were inadequate. Hunger increased in an already malnourished population, and has
dramatically affected child nutrition in particular. School closures have been some of the longest in the
world. The fiscal stance was very conservative, with state spending not rising as it did in most other
countries, and did not compensate for declines in household and corporate spending. Inequality has
increased sharply as a few large companies led by businessmen close to the government benefited,
even as real wages fell and most people experienced declining real incomes. The setbacks to equitable
and sustainable growth in India are huge and may take a decade to recover from.
Jamie: And your criticisms have continued more recently in the context of the record heat waves India
is experiencing (e.g. Ghosh 2022)…
Jayati: Most workers in India are informal, have no income protection and are forced to keep working
no matter how terrible the weather. Agriculture and construction employ the most workers, and also are
the worst affected by warming, in terms of deteriorating conditions and working-time losses. Meanwhile,
hundreds of millions of women and girls who fetch water for daily household use have to walk longer
distances and spend even more hours collecting and carrying water, as scorching heat dries up existing
surface water sources and reduces ground water supplies. We are perilously close to climate change
causing significantly higher morbidity and mortality for such workers, yet the government has shown no
inclination for public policies that will alleviate this distress. Instead, it continues to invest and subsidise
more carbon-emitting activities that worsen the problem.
Jamie: Climate solutions, though, create new tensions that need careful thought and management –
activists are clearly not wrong to argue on a global basis that we need to expedite rapid transition from
carbon dependency while ensuring this transition is “just”: a redirection of resources to key caring
services in the context of economic provisioning systems that place less pressure on ecosystems… but
this ultimately needs a global compact since the planet doesn’t respect borders and it is currently
manifestly the case some countries take more than a fair share through production or consumption or
both (and also carry historic responsibility for the current situation) – a context which make terms like
“degrowth” hard to gain a hearing for and so few grasp the ideas on distribution and equality behind
them…18 And, of course, there are the immediate contradictions to overcome – many policies work by
increasing prices of climate harmful goods and services – but this can exacerbate inequalities and feed
resistance (the Yellow Jacket phenomenon in France say). Does working in the US now give you two
different takes on this problem? You have written on the subject of climate quite a bit of late for Project
Syndicate (e.g. Ghosh 2021d, 2021e) and Monthly Review (Ghosh 2022 b) but you were also writing
on this over a decade ago in The Guardian (Ghosh 2009b)…19
Jayati: According to Climate Watch, today’s developed countries are responsible for nearly 80% of all
human-related carbon emissions from 1850 to 2011. 20 The climate impacts the world is facing today
are a result of over-exploitation and abuse of the planet by a small group of now-rich countries, which
together account for only around 14 per cent of today’s global population. Furthermore, more than half
of these historical emissions occurred in the last 30 years, that is, even when climate change has
18

Note from Jamie: For a survey in Real-World Economics Review of recent work on degrowth see Morgan
(2020b).
19

Note from Jamie: See also an article by Jayati in Social Europe: https://socialeurope.eu/who-should-beresponsible-for-emissions-reductions
And the webinar “Capitalism and climate
https://www.youtube.com/watch?v=wMIv83ukY1U
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become increasingly evident and widely accepted, and even though the technologies for climate
mitigation have developed significantly. Clearly, rich countries could have done more to avert the
climate crisis we now face. Meanwhile, the effects of climate change are being felt disproportionately
by low- and middle-income countries, which did not contribute much to the problem and are less able
to deal with the consequences because of lower per capita incomes, less fiscal space and reduced
access to international capital markets. The net-zero commitments made by rich countries do not
explicitly mention this vast negative impact of their own past growth trajectories. If this climate debt
were to be incorporated, it would mean a major revamp of existing proposals made by rich countries.
For example, it has been estimated that the United States’ fair share of the global mitigation effort by
2030 would require a reduction of 195% below its 2005 emissions levels. 21 However, the advanced
economies have refused to discuss historic responsibility and climate debt, and negotiate only current
and future emissions. Their own carbon emission reduction commitments assume that they will continue
to grab most of the available global “carbon budget” for the next three decades. 22 Sadly, this crucial
feature is often missed even by well-meaning climate activists based in the Global North.
The three largest emitters of CO2 today (accounting for more than half global total) are China, the United
States and India. But in per capita terms, the advanced economies still remained by far the greatest
emitters. The United States and Australia showed eight times more per capita carbon emissions than
low- and middle-income countries like India, Indonesia and Brazil, which are nevertheless castigated
for allowing emissions to increase. Even China, despite recent increases, still shows less than half the
level of per capita carbon emissions of the United States.
Jamie: So there are numerous background considerations?
Jayati: Then there is the role of global trade. By sourcing high-carbon products and services from other
countries, nations can effectively “export” their emissions. Shifting from direct emissions to “indirect”
emissions through cross-border trade means that the full emissions embodied in the consumption and
investment of the rich countries are not counted if only production-based emissions are conisdered.
Especially from the turn of the century, rich countries followed the now-infamous strategy proposed by
former US treasury secretary Larry Summers, of exporting polluting industries to the developing world
– while adding carbon-emitting industries and production processes to this list. If we look at per capita
carbon emissions according to final demand, the United States shows 12 times the per capita carbon
emissions of India, and three times that of China.
But there are also significant internal differences in carbon emissions, which mirror the inequalities in
incomes and assets. According to the World Inequality Report 2022, global carbon inequalities are now
mainly due to inequalities within countries, which now account for nearly two thirds of global carbon
inequality, having nearly doubled in share from slightly more than one third in 1990. 23 Today, the richest
10 per cent of people on the planet are responsible for nearly half of all carbon emissions. Most of these
very rich people are in North America and Europe, but there are also some from Asia and other
developing countries in this group. What is more, growing inequality also seems to drive up carbon
emissions overall. While the bottom half of income groups in the United States and Europe reduced per
capita emissions by 15–20 per cent between 1990–2019, the richest 1 per cent increased their
emissions quite significantly, everywhere.
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Visit: https://climateactiontracker.org/countries/usa/
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This suggests that climate policies should target wealthy polluters more. Instead, existing plans for
carbon taxes fall more heavily upon low- and middle-income groups and have relatively little impact on
consumption patterns of the wealthiest groups, both in rich and in poor regions. In addition, there has
been little attempt to alter the structure of massive subsidies given to fossil fuels – the IMF estimates
that direct and indirect subsidies for fossil fuel production and distribution came to as much as $5.9
trillion in 2020, compared to the paltry $640 billion estimated by the IPCC for climate finance from both
public and private sources. 24 Clearly, the strategies to reduce carbon emissions need to start focusing
on containing consumption of the rich, and shifting subsidies form brown to green energy, both within
countries and globally. This requires a major shift in how climate alleviation policies are conceived and
implemented.
Jamie: You really are a remarkably versatile thinker. OK let’s start to draw the interview to a close. As
I noted in the introduction, you have acted as a policy consultant for many well-known organizations.
You have been on the UN’s High Level Advisory Board (HLAB) for Social and Economic Affairs since
2018, in 2021 you were appointed to the WHO Council on the Economics of Health for All, chaired by
Mariana Mazzucato and, in March 2022, to the UN Secretary General’s High-Level Advisory Board on
Effective Multilateralism. Perhaps you might provide some comment on what the goals of these are and
what your role is…
Jayati: Each of these boards/commissions (and indeed some others that I am on) is working on similar
and inter-related issues that are concerned with a sustainable and equitable future. They are all
informed by the basic principle that the economy must be made to serve the broader interests of society,
rather than the other way around; and that economic processes must be in harmony with nature and
planetary boundaries, as well as greater equity.
The UN HLAB on Economic and Social Affairs has recently produced a document that considers several
important changes that are required in national and global frameworks for economic policies with these
goals in mind.25 The big questions we consider are how to get the economy back on track, particularly
with regard to productive good quality employment generation; financing the recovery; addressing
inequality; saving the planet; managing the role of technology; and the implications of ageing
populations. We have provided several broad-brush approaches to dealing with all of these, as initial
steps.
Jamie: No shortage of ambition then…
Jayati: Yes these are ambitious, but they are also essential! Clearly, we need measures that can track
our success or failure in dealing with these concerns. To my mind, therefore, one of the critical
contributions in the Report is the argument that we must move beyond GDP to a dashboard of relevant
indicators that capture what is important with regard to these goals. Obviously, the SDGs are along
those lines, and each country will develop a dashboard according to its own requirement. But we have
argued that there is a minimum set of indicators that the UN Statistical system (and therefore national
statistical authorities) should generate on a regular basis as soon as possible. These include:
•

24

a labour market indicator (I have suggested the median wage multiplied by the employment
rate);
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•
•

•

a nutrition indicator (e.g., per capita food consumption and percentage of population able to
afford a nutritious diet);
a time use indicator disaggregated by gender, based on time-use surveys (to indicate how
much time women and men spend on paid and unpaid work, as well as the time available for
leisure and relational time);
environmental indicators (such as per capita carbon emissions and emissions of top 10% and
bottom 50% of population, along with biodiversity and water stress).

Ideally measures of inequality—Gini coefficients or (preferably) Palma ratios—should be included for
each of these.
Jamie: And in your other work?
Jayati: In the WHO Council on the Economics of Health for All (an all-women council) we are trying to
rethink how value in health and well-being is measured, produced, and distributed across the economy,
with an all-of-government approach rather than in different ministerial or departmental siloes. 26 We are
looking at four major areas: measurement (valuing and measuring Health for All); capacity (pathways
including especially public capabilities); finance (investing in Health for All); and innovation (governing
innovation). We have already produced some policy briefs on these issues and are beginning with wider
engagement to put some of these ideas into practice at different levels.
The UN High Level Board on Effective Multilateralism has just begun its work in earnest, in what is a
challenging and ambitious project: how to strengthen the international governance arrangements that
can deliver the global public goods that are so urgently needed, immediately and in the future. 27 It’s a
very diverse, committed and stimulating group of members with two very impressive Chairpersons:
Ellen Johnson Sirleaf and Stefan Lofven. We are tasked with delivering a report by the end of the year
or early 2023, to be considered as part of the build-up to the UN Summit for the Future in late 2023. We
have already had and are continuing with a range of wider consultations in the relevant areas
(international financial architecture, global public health, climate governance, needs and demands of
the youth and future generations, gender equity, inter-faith concerns, digital governance, etc.) and will
be working intensively in the coming months.
In separate work done as part of the Transformational Economics Commission of the Club of Rome,
we have just produced a book (Earth for All: A survival guide for humanity, published in September
2022) that outlines five major turnarounds that are essential if we want to provide well-being for all in
harmony with nature and the planet, and to avoid truly dismal if not disastrous future outcomes. These
turnarounds are eliminating poverty, reducing inequality, empowering women, transforming food
systems, and changing patterns of energy use b electrifying (almost) everything. For each of these,
specific policy levers have been identified—and they are all eminently doable, if there is enough political
will.
Jamie: This seems a tremendous array of goals and (for you) responsibilities. Would you say these
initiatives are in the spirit of those initiatives that signaled the emergence of a sense of a collective

26

Visit: https://www.who.int/groups/who-council-on-the-economics-of-health-for-all The manifesto and policy briefs
are also available from this site.
27

Visit: https://highleveladvisoryboard.org/

59

real-world economics review, issue no. 101
subscribe for free

Global South at the UN in the 1960s and 1970s… initiatives that were somewhat curtailed by the debt
crises of the 1980s and subsequent neoliberal form that globalization took?28
Jayati: In a sense, I really do believe that the current period is even more momentous and requires
even greater policy ambition at all levels. In the 1960s and 1970s, the failures of the global economic
order were evident but perhaps the international architecture was not as completely broken and out-ofdate as it is today, and there was still scope for autonomous development. But today, not only are we
experiencing dramatic increases in inequality in all dimensions and much greater coercive power of
large capital, including on the effects on state policies, but we are frankly on the brink of major planetary
destruction. We are also experiencing multiple crises that are increasingly hard to control and can have
unexpected fallouts. This means that we have very little time to get our act together internationally, to
reverse course, to bring our economies on to a more sustainable and equitable footing and in harmony
with nature and the planet. I would love to see a major and complete transformation of our economic
system and very unequal arrangements at all levels (internationally, nationally and locally) but I am also
very aware of the urgency of some required changes, which means that we have to do whatever we
can as quickly as we can, without just waiting for revolutionary transformation. It’s also the case that
more and more people are becoming aware of this urgency and the necessity for change. Unfortunately,
that is not reflected in the actions of most governments, as policies still seem so excessively short-term
in orientation, driven by immediate and narrow political interests and by the lobbying power of large
capital.
Jamie: To conclude then, are you optimistic about the future?
Jayati: Like many other people, I probably shift between different moods, and certainly the force of
Gramsci’s comment about pessimism of the intellect and optimism of the will is constantly evident. But
the primary source of any optimism I have is from the young people I am privileged to meet, interact
with and learn from: my students, young activists and others. We are leaving a truly terrible and
challenging world for them at so many different levels, but I find that so many of them show remarkable
integrity, courage, intelligence, resilience—and even humor—in the face of really terrifying odds. Also,
I still think that humanity will step back from the brink, so that means that these young people and
millions of others like them can undo much of the terrible harm that our current economic systems have
wrought.
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Abstract
The neoclassical paradigm leaves students with the simplistic understanding that the
contribution of essential workers is far less compared to that of CEOs and financial
executives. This teaching is crystallized through principle 8, which associates living
standards with productivity. The objective in this paper is to develop a renewed
perspective by projecting the ideas of John Komlos through the song of the seven
dwarves. Such an approach allows to retain student interest, make economic content
relatable, and facilitate a nuanced understanding. The song lyrics help advance a
renewed perspective that higher productivity does not always lead to higher living
standards.
Keywords: Komlos; ECON 101; Disney; heterodox economics; productivity
JEL Codes: A22, B50

1. Introduction
The seven dwarves in Disney’s 1937 animation Snow White and the Seven Dwarfs dig diamonds and
rubies in a mine all day long but instead of living in a palace they live humbly in a faraway forest cottage.
Although they are quite productive by digging a thousand or more gems, their living standard does not
parallel that of the evil queen. Yet, principle 8 (P8), which is widely taught as part of the ten principles
of economics in the Mankiw, Kneebone, and McKenzie (2020a) textbook for ECON 101, clearly states
that productivity is the main determinant of living standards. This is a pressing issue in the COVID
economy where essential workers including grocery and sanitation workers risk their lives for a pittance
in contrast to CEOs and financial executives, whose compensation far outstrips their contribution. It is
therefore not surprising that many including Campbell et al. (2019) and Goodwin (2014) have critiqued
these principles and offered alternative principles.
On the other hand, Colander (2016) has argued that the principles can be taught with nuance. This
alludes to the idea of not throwing the baby out with the bath water. In this regard, Komlos (2019) comes
in handy with its approach of ‘humanistic economics’ or ‘capitalism with a human face’, for it has been
widely recognized as a textbook that most effectively complements mainstream neoclassical textbooks.
The ideas presented by Komlos including the critique of GDP, the marked differential between
productivity and wage growth, and the exploitation of workers, not only add nuance to P8 but also allow
using the case of the seven dwarves, as a teaching tool to advance a nuanced perspective that
productivity does not always translate to higher living standards.
The objective in this paper is to develop a renewed perspective on P8 through the ideas presented by
Komlos and to project this nuanced understanding through the song of the seven dwarves. To this end,
this paper is divided into seven sections. In Section 2, a brief literature review of teaching economics
beyond the chalk and talk method is undertaken, which justifies the use of the dwarves’ song as a
teaching tool. In Section 3, the presentation of P8 in the Mankiw, Kneebone, and McKenzie (2020a, b)
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textbooks is delineated along with its critique. In Section 4, alternative textbooks are explored to
highlight the heterodox perspective in the context of P8. In Section 5, the justification for using the
Komlos textbook is provided, and the relevant key ideas in the context of P8 are delineated. In Section
6, the lyrics to the song ‘Heigh Ho’ by the seven dwarves are analyzed through a series of questions
informed by Komlos’ key ideas. The issue of stereotypical representation of the differently abled is also
raised. Finally, in Section 7, concluding remarks are offered on recasting P8.

2. Beyond chalk and talk
Since the Becker and Watts (1996) critique of the chalk and talk method, there has been a surge of
literature that involves the use of tools including video clips, music, poetry, and animated cartoons to
teach economics and retain student interest (Al-Bahrani et al., 2016). At the ECON 101 level, Deyo and
Podemska-Mikluch (2014) use Harry Potter and O’Roark (2017) uses comic book superheroes to
illustrate various economic concepts and principles. In this context, Knudsen and Duncan (2018) justify
the use of Disney animations to teach economics by arguing that textbook discussions are too
hypothetical, video clips reinforce concepts and ideas, relatability enhances memory recall, and that
popular culture catches student interest in a way that traditional pedagogies cannot. More recently,
Mandzik (2021) has illustrated the concepts of opportunity costs, utility maximization, and the impact of
technology on the production function through Disney’s The Little Mermaid, Cinderella, and Aladdin
respectively.
These methods are used to make economic content more relatable, increase student interest and
retention of economic ideas (Acchiardo et al., 2017). However, this literature keeps on hitting at topics
in neoclassical economics including trade-offs, opportunity costs, marginal thinking, rationality, and
production possibility frontier through different TV shows, cartoons, commercials, and songs. Moreover,
the economic lessons that are usually drawn lack nuance, as complex decisions and issues are viewed
through simplistic axioms. This is significant, as the neoclassical mainstream economics paradigm has
come under intense criticism especially since the 2008 financial crisis. Hodgson (2019) notes that
students “formed organizations, mounted demonstrations, pushed for alternative curricula and
published books” towards alternative perspectives. Likewise, Bowles and Carlin (2020) have mentioned
that students are more concerned about real world issues than neoclassical economic theory. Overall,
this offers a justification for using the seven dwarves’ song from Disney to project a renewed perspective
on P8. Such an approach allows to retain student interest, make economic content relatable, and
facilitate a nuanced understanding.

3. P8 and its critique
The neoclassical viewpoint
The Mankiw, Kneebone, and McKenzie textbooks present P8 by attributing variation in living standards
predominantly to differences in productivity. Specifically, they state that “the growth rate of a nation’s
productivity determines the growth rate of its average income” (Mankiw, Kneebone, and McKenzie,
2020a, p. 13). This means that improving living standards would warrant raising productivity “by
ensuring that workers are well educated” and that they “have access to the best available technology”
(p. 14). However, it is only in Chapter 18 that this principle is nuanced through a Canadian case study
that shows that from 1976 – 2014, labour productivity averaged 1.12% per year but median real hourly
earnings averaged only 0.09% per year (p. 410). While this weakens the connection between
productivity and living standards, the authors conclude that this gap is “not completely understood” (p.
411).
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Given time constraints, the back of the book chapters including Chapter 18 are not usually covered at
the ECON 101 level where focus is maintained on developing foundational concepts of demand and
supply, equilibrium, elasticities, producer theory, and market structure. Regardless, the authors use the
supply and demand framework and competitive markets to explain that workers receive “the value of
their marginal contribution” in equilibrium (p. 406). Chapter 19 goes further to connect wages with innate
abilities, chance, beauty, and the superstar phenomenon where top actors and athletes earn very
highly. However, the authors do not make the Rawlsian argument that such income is undeserved, and
instead associate wages with hard work and investment in human capital. All of this leaves students
with the understanding that the contribution of essential workers is far less compared to that of CEOs
and financial executives and that they deserve their pittance and riches respectively.
The heterodox critique
Based on P8 that living standards depend on productivity, the understanding that essential workers are
less productive than CEOs and financial executives is concerning. As such, P8 along with the other
principles of economics has been subjected to various critiques. Specifically, Campbell et al. (2019)
state that P8 is “not very insightful”, as it does not consider the concerns of the people in the real world
including the quality of life and the conditions of work. Campbell et al. (2020) go further to offer an
alternative set of principles that include the ideas that capitalists exploit workers by paying them less
than the value they create and that the threat of unemployment limits workers’ ability to obtain higher
wages. This suggests that despite their productivity, essential workers do not enjoy a decent living
standard, as their hard work is exploited by overpaid CEOs. Indeed, during the COVID pandemic, the
wealth of billionaires in Canada increased by CAN $78 billion whereas essential frontline grocery
workers saw their brief pandemic bonus pay of $2/hr get clawed back (Hemingway, 2021; Hemingway
and Rozworski, 2020).
Similarly, Goodwin (2014) provides his critique of P8 by stating that “most of us don’t live any better
than we used to, while a very small number of people live in insane luxury”. This suggests that living
standards are explained less by productivity and more by inequality. Additionally, he also problematizes
high productivity by associating it with the depletion of forests and degradation of the environment. In
other words, while productivity, measured as GDP per capita, goes up, living standards do not become
higher due to the negative impact of inequality and climate change. In a similar vein, Colander (2016)
argues that P8 is presented in a tautological manner that lacks nuance. He adds that the GDP, which
is used in the definition of productivity, lacks many aspects that measure social welfare.
Ghosh (2021) goes further to state that the concept of productivity is “full of conceptual and
measurement holes”, as it is blind to distributional issues, the quality of life, and concerns on
sustainability. She adds that productivity is based on the GDP, which rests on market value instead of
social value. This is problematic, as financial services are overvalued even though there are no real
economic changes with financial asset booms, whereas care services are undervalued despite their
essential significance during the COVID pandemic. Additionally, basing productivity on the GDP is
problematic as it increases due to higher market value in oligopolistic markets and due to higher health
expenditures associated with the concomitant pollution. This understanding buttresses the idea that
living standards do not increase due to productivity because of the negative impact of the associated
pollution.
Overall, mainstream neoclassical economics connects productivity with living standards at the macro
level and attributes the wages of workers to their contribution at the micro level. However, this
understanding is problematic, as it ignores the issues of inequality and pollution with rising GDP at the
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macro level and the exploitation of workers in oligopolistic markets at the micro level. Thus, P8 that
associates living standards with productivity seems to be quite simplistic, as it lacks nuance of the real
world that is considered less by the neoclassical paradigm and more by heterodox approaches.

4. Heterodox alternatives
It is important to go beyond critique to offer an alternative. Mearman (2017) provides examples of
student feedback, which indicates that they want to hear from both sides of the argument. He adds that
thinking comparatively from multiple perspectives improves our understanding, and that the best way
to develop critical capacities is through a contending perspective approach. Thus, he supports
upholding a pluralistic perspective in teaching economics, where students are introduced to both
neoclassical and heterodox approaches. In this regard, various heterodox economics textbooks can be
reviewed to showcase alternative perspectives on P8. For the purpose of this paper, three textbooks
including Goodwin et al. (2019), Schneider (2019), and Keen (2011) are considered before the case is
made for Komlos (2019).
Goodwin et al. (2019) offer a heterodox perspective in Chapter 10 titled ‘Markets for Labour’. The
authors critique the neoclassical model, where productivity differentials determine wage differentials,
by questioning the faulty assumptions of rational individuals and competitive markets. They add that
labour productivity cannot be easily measured, and that labour is not free to vary labour hours or quit
and work for competitor firms if they are paid below their marginal product of labour. This is because of
the monopsony and oligopsony power of the firms and the declining power of worker unions, which
allows firms to sustain dual labour markets. For instance, despite similar credentials, in contrast to
tenure track faculty, sessional faculty are paid lower wages with lower job security and fewer
opportunities for advancement. Generally, the authors state that good jobs with the characteristics of a
decent wage, job security, health and retirement benefits have been on the decline with the rise of the
gig economy. The solution, according to the authors, includes strengthening collective bargaining and
limiting the ratio of the top to bottom incomes to contain inequality and therefore starkly different living
standards.
Schneider (2019) offers another heterodox perspective in Chapter 22 titled ‘Working for a Living’. He
states that the neoclassical model that equates wage with the marginal revenue product is based on
equal bargaining power between firms and workers. However, he mentions that marginal product of
labour cannot be determined, as production is a group effort and that firms have undue power, which
allows them to exploit workers by paying them less. Additionally, while workers contribute to both wages
and profits, shareholders that are lucky to be born in rich families simply extract profits from the value
of labour work, which is unfair. Thus, there is an inverse relationship between the wages of workers
and the income of firm owners. The solution, according to the author, is the strengthening of unions and
worker input in running companies, as in the case of Germany with less working hours and more pay,
in contrast to places like Mexico with weaker unions and therefore long working hours and low pay.
Similarly, Keen (2011) offers a heterodox perspective in Chapter 6 titled ‘To each according to his
contribution’. He states that while neoclassical economics attributes the high wages of financial
executives and low wages of teachers to individual productivity and deems such market outcomes fair,
“wages are highly unlikely to reflect workers’ contributions to production”. This is because supply and
demand are unsuited to analyzing the labour market, as they are not independent of each other, which
leads to multiple equilibria. Additionally, workers’ incomes are determined by the relative bargaining
power of workers and firms. Thus, with weak unions and monopsony power, workers are exploited, as
the choice they face is between working and starving. Overall, Goodwin et al. (2019), Schneider (2019)
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and Keen (2011), all associate living standards less with productivity and more with the market power
of firms.

5. Why John Komlos?
Keen (2011) seems to be a challenging textbook for ECON 101 students and appears to be more
suitable as an intermediate level textbook that allows students to reflect upon the neoclassical viewpoint
they would have studied in introductory courses. To a lesser extent, a similar critique could be leveled
for Goodwin et al. (2019) and Schneider (2019). However, in terms of simplicity and heterodox
engagement with the neoclassical paradigm, Komlos (2019) stands out. Indeed, Freeman (2019) notes
that “it is primarily positioned as an alternative to introductory Econ 101 “principles” type textbooks”.
Kesting (2021) adds that it offers a “critical running commentary” to mainstream neoclassical textbooks.
Similarly, Balak (2021) adds that “it stays as close as possible to the traditional textbook structure” and
that it best facilitates “a critical reflection upon the traditional theories”. His book is well-recognized, as
it has a Wikipedia page, which indicates that it has been translated to five different languages including
Chinese.1 Moreover, his book has been extensively reviewed in academic journals (Allen, 2019;
Blackford, 2019; Cantillo, 2019; Foster, 2019; Burnazoglu and Ostermeijer, 2020; Coclanis, 2020;
Jahangir, 2020; Tomer, 2020) apart from popular online platforms. Thus, for the purposes of this paper,
Komlos’ work will be predominantly considered in drawing out a renewed perspective on P8 from the
song of the seven dwarves in Section 6.
In offering his work, Komlos (2021) clearly tackles the issue of equating living standards with productivity
by arguing that “output does not translate automatically into well-being or happiness” and that “we no
longer need an ever-increasing quantity of goods”. Komlos (2019) mentions that from 1982 to 2016,
productivity increased by 94% but compensation only increased by 40% in the U.S. (p. 112). Instead of
blaming globalization or technological changes, he explains this weaker connection by arguing that
“firms took advantage of their power and payed workers far less than what they were worth” (p. 112).
He rejects marginal analysis that equates wages to the value of the marginal product of labour because
both consumers and producers do not optimize but rather satisfice respectively through heuristic rules
of thumb and markups in their decision making. Additionally, like Schneider (2019), he states that “it is
impossible to measure individual productivity accurately” (p. 121). This is because, according to
Komlos, a firm’s output is a joint product, and consequently, productivity cannot be apportioned between
management and other employees. He adds that “some 40% of wages in the powerful oligopolistic
finance sector is actually rent” (p. 116). Thus, Komlos directly challenges the neoclassical viewpoint
that the high wages of financial executives and low wages of teachers are based on merit.
Komlos upholds a Rawlsian perspective, according to which the high wages of top actors, financial
executives, and athletes are based on unearned factors such as physical features, being born in a rich
family with networks, and “the laws that allow sports associations to be legal cartels”. Thus, he considers
most such high wages as rents and adds that “CEOs would work as hard at 10% of their current salary”
(p. 119). At a macro level, he states that the GDP is a misleading measure of welfare, as it increases
by the amount of treatment for cancer, cleaning up toxic pollution, or buying the latest fashionable
clothing (p. 183-184). This is because all such measures simply put individuals and the economy to a
state before they were afflicted by cancer, pollution, and obsolescence of the older clothing style,
instead of making them better off. For instance, despite his Disney prince looks (Figure 1), fame, and
fortune, Canadian singer Sean Mendes, who flaunted his fashion style at the 2022 Met Gala, also

1

https://en.wikipedia.org/wiki/Foundations_of_Real-World_Economics
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revealed to his fans that “the truth is even with so much success I still find it hard to feel like I’m not
failing … the truth is I’m overwhelmed and overstimulated” (Garner, 2022; Kedem, 2022).
Figure 1: Sean Mendes and Disney’s Prince Eric

Source:
Credit:

https://people.com/style/met-gala-2022-shawn-mendes-draws-comparisons-disney-princes-tommyhilfiger/
Arturo Holmes/Getty; Disney

Overall, like Goodwin et al. (2019), Schneider (2019) and Keen (2011), Komlos (2019) rejects the
neoclassical view that living standards are determined by productivity and therefore views P8 as a
simplistic axiom. Instead, he attributes the low wages of essential workers to the exploitation of firms
with market power, and the high wages of financial executives to rents. At the macro level, like Ghosh
(2019), he deems the measure of productivity as problematic, as it is based on GDP that does not
adequately capture wellbeing. Moreover, he presents this renewed perspective at a level that is
conducive to ECON 101 students. Thus, while other heterodox alternatives offer similar ideas, it is the
simple and comprehensive approach of Komlos that seems most appropriate to mesh with the song of
the seven dwarves to teach ECON 101 students about the limits of P8.

6. Heigh Ho!
Disney’s Snow White and the Seven Dwarfs is a classic animation from 1937 that has been enjoyed by
many generations. The song ‘Heigh Ho’ is sung by the seven dwarf miners, as they return home from
work. The lyrics with the repetitive chorus removed are presented below Figure 2. This 2.5-minute song
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provides an active learning exercise to elicit a renewed perspective on P8 through the key ideas, as
delineated by Komlos.
Figure 2: Heigh Ho!

Source: https://www.youtube.com/watch?v=HI0x0KYChq4
Credit: Disney

We dig dig dig dig dig dig dig in our mine the whole day through
To dig dig dig dig dig dig dig is what we like to do
It ain't no trick to get rich quick
If you dig dig dig with a shovel or a pick
In a mine! In a mine! In a mine! In a mine!
Where a million diamonds shine!
We dig dig dig dig dig dig dig from early morn till night
We dig dig dig dig dig dig dig up everything in sight
We dig up diamonds by the score
A thousand rubies, sometimes more
But we don't know what we dig 'em for
We dig dig dig a-dig dig
Heigh-ho, Heigh-ho
It's home from work we go
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The song can be easily played in class, as the technological requirements compared to other active
learning approaches are minimal. Students can be actively engaged in parsing the lyrics line by line.
Such an exercise actively engages students, as they can connect with childhood memories and in a
fun manner, they can gradually learn about a renewed perspective on P8 from the song lyrics. However,
the instructor must be prepared with questions to guide the relatively weak and indifferent students
through the exercise of eliciting economic ideas from the song lyrics. Thus, the instructor can first ask
that if the dwarves “dig in the mine the whole day through” and dig “a thousand rubies, sometimes
more”, then why is their living standard much lower than that of the evil queen. This provides a starting
point to ask students about the living conditions of low skilled workers working for minimum wage in
developed countries, factory workers for multinational corporations in countries like Bangladesh, or
South Asian labourers in tourist destinations like Dubai. Students can learn on their own that despite
working very hard for long hours, many workers barely make enough to make ends meet and live in
poor conditions in shared accommodations with multiple occupants in places like Dubai. Thus, students
can learn that high productivity does not always translate to higher living standards if labour is exploited
by large corporations, especially in the absence of union strength.
However, the story does not show that the dwarves work for anyone, which elicits the idea that the
reason they joyfully express that they like to dig and leave when the clock hand turns 5 o’clock is
because they are operating as a worker cooperative instead of working for a corporation. This facilitates
a discussion of working conditions and productivity under corporations and cooperatives respectively.
It also leads to a discussion on inequality, as all the seven dwarves live in similar conditions. Indeed,
had they been working for a corporation, then perhaps the leader Doc would have been paid multiple
times more than the other dwarves not because of his effort but because of leadership position despite
his bumbling traits. This leads to a discussion on how many productive nurses and teachers are paid
much lower than the much highly paid administrators, whose qualifications are not very different from
that of their peers. Thus, students can learn about better working conditions and higher productivity with
cooperatives and the point underscored by Komlos that much of the top executive compensation is
rent.
A third theme that deserves to be fleshed out comes from the line that “it ain’t no trick to get rich quick”.
This opens the discussion on how financial executives increase their wealth simply by the luck of being
born in a rich family, as they can access portfolios that yield higher returns compared to the savings of
an average worker, who earns lower returns. Thus, the song lyrics show that while there is no trick to
getting rich, the dwarves still live in humble conditions despite working all day long in a gemstone mine
simply because they were not lucky to be born in riches like Snow White’s Prince Florian. Indeed, their
gemstones are stored away and are of no use to increasing their living standards. This brings an
associated point, which some students can raise, that perhaps the dwarves lack entrepreneurial skills,
based on the line that “but we don't know what we dig 'em for”. However, this can lead us back to the
perspective upheld by Komlos that many people have average innate abilities and cognitive skills and
that therefore the higher wages of those with superior abilities are simply rents that accrue based on
their genetic characteristics.
There is an additional theme that can be elicited from the song. It has to do with the representation of
the differently abled in Disney animations. In the context of the remake of the original animation, actor
Peter Dinklage has expressed concerns on the stereotypical representation of little people (Murphy,
2022). Thus, it is important to note that all economics issues have a socio-cultural context and
implications.2
2

I am grateful to the anonymous referee for this point.
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Overall, the song lyrics help student actively learn about the limits of P8 that higher productivity does
not always lead to higher living standards, that better working conditions and higher productivity are
associated with worker cooperatives, and that living standards are based on the luck of being born in a
rich family and having inherited superior innate abilities and cognitive skills. Thus, the song lyrics help
advance a renewed perspective on living standards instead of the simplistic axiom of P8 upheld in
mainstream neoclassical economics. This takes us to Komlos (2021) that instead of productivity, the
goal should be to improve the quality of life through a good work-life balance.

7. Concluding Remarks
The neoclassical paradigm leaves students with the understanding that the contribution of essential
workers is far less compared to that of CEOs and financial executives and that they deserve their
pittance and riches respectively. This teaching is crystallized through principle 8 in the Mankiw,
Kneebone, and McKenzie textbook, which associates living standards with productivity. However, this
axiom seems to be quite simplistic, as it lacks nuance of the real world. Thus, the objective in this paper
was to develop a renewed perspective on P8 through the ideas presented by Komlos and to project
this nuanced understanding through the song of the seven dwarves. Such an approach allows to retain
student interest, make economic content relatable, and facilitate a nuanced understanding. It was
shown that heterodox perspectives associate living standards less with productivity and more with the
market power of firms. Specifically, Komlos attributes the low wages of essential workers to the
exploitation of firms with market power, and the high wages of financial executives to rents.
He presents a heterodox perspective at a level that is conducive to ECON 101 students and offers key
ideas that can be elicited from the song of the seven dwarves to teach ECON 101 students about the
limits of P8. The song lyrics help student actively learn that higher productivity does not always lead to
higher living standards, that better working conditions and higher productivity are associated with
worker cooperatives, and that living standards are based on the luck of being born in a rich family and
having inherited superior innate abilities. Thus, the song lyrics help advance a renewed perspective on
living standards instead of the simplistic axiom of P8 upheld in mainstream neoclassical economics.
Overall, the idea is that instead of productivity, focus should remain on the quality of life through a good
work-life balance.
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Abstract
We introduce a three-dimensional production possibilities frontier, the third axis
of which measures the amount of psychological stress being generated in the
economy. Stress, a negative externality, is the body’s biological response to
unpleasant external conditions. It is produced through countless pathways, much
of it related directly or indirectly to financial pressure and insecurity. There is
ample clinical evidence that mental illness has increased markedly in the U.S.
We suggest that the same quantities of inputs can produce more or less output
depending on the amount of stress experienced by the population. This crucial
issue should be considered in the formulation of economic policy.1
Keywords: Production Possibilities Frontier, Stress, Mental Health
JEL Codes: A10, A20, E19, I10

Introduction
That homo economicus has no emotion is common knowledge. Hence, psychological stress is
under the radar of most, though not all, economists (Akerlof 2020, Flèche and Layard 2017,
Rabin 2013). However, the overwhelming evidence of the accumulation of stress around the
globe but especially in the U.S. should induce economists to explore ways to introduce the
concept into economic theory (Marchese 2022). We propose such an innovation for the
production possibilities frontier (PPF).

Stress is ubiquitous
Stress, the body’s biological response to external threats, is generated in the economic system
as a negative externality through countless pathways, that include long working hours, being
underpaid, being evicted, income insecurity, unhealthy work environments, tight deadlines,
being fired, long spells of unemployment, underemployment, low income relative to the median,
reduction of earnings, unexpected medical expenses, college tuition, being victim of predatory
loans, financial pressure, inadequate work-life balance, being underinsured, excessive childcare costs, inflation, incarceration, and inadequate government safety net programs, to name
some contributing factors.

1

Constructive comments by P.K. Chaubey, John E. McDonough, and Eytan Sheshinski are greatly
appreciated.
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The relevant literature is humongous: a search of the National Library of Medicine (PubMed)
and of the IDEAS/REPEC websites found tens of thousands of articles in which stress and an
economically relevant descriptor were both either in the title or in the abstract (Table 1). That
these studies have increased exponentially in the 21st century is indicative of the increasing
significance of this phenomenon. For instance, in the year 2000 there were 630 articles with
“work” and “stress” in the title or abstract in the PubMed website while there were 4,986, or
eight times as many (per annum) even before the Covid pandemic. In 2021 there were 7,299.
This pattern obtained for all other keyword pairs investigated.
Table 1: The number of articles found in two databases with relevant keywords

Stress & ...
Work
Family
Mental Health
Job
Economic
Income
Financial
Discrimination
Socio-economic
Unemployment
Racism
Money

PubMed
Found in
the Title
the Abstract
2,396
60,306
2,129
48,091
1,074
25,888
1,306
8,854
233
9,827
211
6,127
168
4,976
218
4,121
23
1,326
37
1,581
53
579
11
481

Ideas/Repec
Found in
the Title
the Abstract
304
3,958
105
1,377
69
998
283
1,451
a
38
1,495
a
10
219
8
476
10
535
11
180
a

Date of search: June 10, 2022
Note: PubMed searches also include Economy, Finance, Finances.
Both searches included Unemployed and Race.
a) Ideas/repec database had too many studies about "stress testing banks" to be included.

No wonder that in an era characterized by mass shootings, deaths of despair, the rise of
populism, declining labor’s share, stagnating wages for those without a college education, and
a mental health crisis, stress would appear on our radar screen (Case and Deaton 2020; Sandel
2018; St. Louis Fed series LABSHPUSA156NRUG). Men in the U.S. without college in 2021
were earning about $2/hour less than they did in 1973 (EPI 2022). Inadequate financial cushion
to face an unexpected economic downturn also increases stress within the household (Board
of Governors 2019; Financial Health Network 2019). Moreover, 40 percent of Americans
evaluate their lives as “struggling” and another 3.5 percent evaluate it as “suffering” (Gallup
2022). So, stress is ubiquitous.
“Stress represents the main environmental risk factor for mental illness” (Cattaneo and Riva
2016). A mental illness is defined as an episode of behavioral or emotional distress, impairment
in functioning, or behavioral or psychological dysfunction (SAMSHA 2020, Appendix A). 2 These
2

More extensive literature on mental illness can be found in (American Psychiatric Association, 2022).
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are diagnosed cases of depression, bipolar disorder, phobia, anxiety disorder, panic,
obsessive-compulsive disorder, posttraumatic stress, anorexia nervosa, hallucinations,
delusions, or suicidal thoughts, but do not include substance use disorders (SAMSHA 2020,
Appendix A).
Forty million adults experienced a mental illness episode in 2008 while in 2019 their number
rose to 51 million, an increase of 29% (SAMSHA 2020, Table 10.1A). That implies that 20% of
adults suffer from an episode of mental illness annually. The increase in young adults between
the ages of 18 and 25 was especially large. Their incidence increased in the interim 11 years
by 63% (SAMSHA 2020, Table 10.1B). This high incidence indicates the fragile mental
condition of the population.
A major pre-Covid study summarized these complex issues succinctly by concluding that
“stress about money and finances is prevalent nationwide…” and added: “Nearly threequarters
(72 percent) of adults report feeling stressed about money at least some of the time and nearly
one quarter say that they experience extreme stress about money… during the past month...
In some cases, people are even putting their health care needs on hold because of financial
concerns” (American Psychological Association 2015, p. 2).
Poverty has also been linked directly to mental illness. “Children from impoverished families
are more prone to mental illness… Poverty brings with it a number of different stressors, such
as poor nutrition, increased prevalence of smoking and the general struggle of trying to get by.
All of these can affect a child’s development, particularly in the brain, where the structure of
areas involved in response to stress and decision-making have been linked to low
socioeconomic status” (Reardon 2016; Swartz, Hariri, and Williamson 2017). No wonder that
poor children generally underperform in school (Heckman 2006). Thus, the increase in mental
illness is indicative of the increased stress experienced by the U.S. population.
In other words, most of stress is related directly or indirectly to financial pressure (Brzozowski
and Visano 2020; Friedline, Chen, and Morrow 2021; Wilkinson 2016). Stress is not a choice
variable. It is a negative externality mostly imposed on the individual by the economic system,
like the financial crisis or the federal minimum wage which is $5 less in real terms than it was
in 1968. Alternatively, it can also be a consequence of individual action that fails to take the
long-term effects of stress into consideration. This can occur because the biological effects of
stress are both uncertain and take decades to materialize. Hyperbolic discounting may make it
desirable to work instead of taking a half-day off in order to go to the doctor but over an
extended period of time such myopic decisions impact the biological system (Laibson 1998).
Furthermore, financial considerations forced many low-income essential workers to work even
during the Covid lockdown, generating stress in the process. So, stress is not a variable people
consciously choose.

Three-Dimensional Production Possibilities Frontier
Hence, there are ample reasons to begin to think about incorporating this deleterious externality
into economics. We do so for the concept of the PPF. Its standard conceptualization is the
region of Figure 1 that encompasses the two-dimensional area designated C. The economy is
assumed to produce two goods, Cars and AOG (all other goods) with maximum amounts A and
B respectively. These quantities are being produced without appreciable psychological stress.
That means that the stress is occasional and temporary so that coping mechanisms suffice to
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limit its permanent biological impact and prevent it from causing mental health issues (Wälde
2018). We now introduce a third axis that measures the amount of chronic stress experienced
by the population.3 The innovation is that it is possible to increase production beyond A and B
with the same amounts of inputs if additional stress is generated in the production process. So,
beyond the outer reaches of the region C chronic stress increases along the z-axis with
deleterious biological consequences (Cohen, Janicki-Deverts, and Miller 2007).
Figure 1:

There are a myriad of ways to increase output at the expense of psychological stress. World
War II is an example of a stressful era during which real GDP increased by 50% (1941-1945)
although the unemployment rate in 1941 was just 10%. 4 After the war, the 1945 level of real
per capita GDP was not reached again until 1953.
Given the prevalence of mental health issues documented above, coupled with the opioid
epidemic, it should be clear that during the course of the past decades the economy evolved
from region C into region D where increasing levels of stress is indicated by the latitude, or
rising parallels. In this region, increased output beyond point A is obtained at the cost of
increased biologically-relevant stress experienced by the population (Figure 1).
3

Three-dimensional PPFs have been used in other contexts (Copeland and Taylor, 2005; Salter and
Luther, 2016).
Bureau of Economic Analysis, National Income and product Accounts, Table 1.1.6 “Real Gross
Domestic Product,” https://apps.bea.gov/iTable/index_nipa.cfm. Unemployment rate is from U.S. Bureau
of Labor Statistics.
https://data.bls.gov/timeseries/LNU04023554&series_id=LNU04000000&series_id=LNU03023554&seri
es_id=LNU03000000&years_option=all_years&periods_option=specific_periods&periods=Annual+Data;
Population data are from the U.S. Census.
4
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Although the role of this paper is not to discuss how the stress was generated in the economy,
but to introduce the usefulness of thinking about stress in a three-dimensional PPF framework,
we should mention in passing that at the macroeconomic level, the technological transformation
of the economy to a post-industrial knowledge economy, the high degree of globalization that
destroyed many jobs of low-skilled and medium-skilled workers without a college degree, the
financial crisis, the low level of federal safety net in the U.S., the high degree of uncertainty
associated with independent contractors and online platform workers, all increased GDP but
simultaneously generated much stress in the population (Akerlof and Shiller 2015; Azar,
Marinescu, and Steinbaum 2022; Blanchflower 2019; Colantone, Crinò, and Ogliari 2019;
Corak 2013; Cutler and Glaeser 2021; Gilens and Page 2017; Krueger 2012, 2017; Rajan 2019;
Rodrik 2016, 2018; Pierce and Schott 2016, 2020; Stevenson and Wolfers 2009; Temin 2017;
Whybrow 2005; Wisman and Capehart 2010). Consequently, the U.S. became the 7 th most
stressed country in the world (Ray 2019).
In some sense these considerations are reminiscent of the notion of X-efficiency which raised
the possibility that a given amount of input can produce different amounts of output, depending
on the way factors of production were combined by management within the firm (Leibeinstein
1966). Similarly, we suggest that the same quantities of inputs can produce a varying quantities
of output depending on the amount of stress externality that has to be borne by the population.5
In other words, the PPF is not carved in stone but can expand at a psychological cost (Figure
1). Hence, it appears appropriate to begin incorporating this concept into economics. This
implies that we should think about stress as a negative externality particularly when formulating
economic policy. Hence, developing this concept further should be put on the agenda of
economists (Aiginger and Rodrik 2020; Austin, Glaeser, and Summers 2018).
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For the last 90 years, the United States has pursued and advocated free trade. For the last 60
of those 90 years, American workers and other observers have watched America lose highpaying jobs to imports and asked: can this really be good for the American economy?
Professional economists have answered, virtually unanimously, that yes, it is good, due to
something called the Law of Comparative Advantage.
They are wrong. Their free trade theory, based on the so-called Law of Comparative
Advantage, does not work for the U.S. or for many other countries. We know this because
dozens of economists have published studies of the empirical results of import penetration
showing that the Law of Comparative Advantage, and the modern economic theory built around
it is outmoded and inapplicable to high wage nations like the U.S. Indeed, it can actually worsen
the performance of high wage nations.
Economists advocate free trade theory less because they actually believe it than because of
what Nobel laureate economist Paul Romer has called “a sense of academic group identity
grounded in a common defense of [a] dogmatic position.” 1 In other words, economists use this
dogmatic theory as a weapon to win jobs, influence, and consulting contracts.
In fact, free trade theory fails to correspond to reality, as the evidence published by economists
for at least 100 years has shown. This is not an argument that free trade is insufficiently
compassionate, or that it creates short-term problems. Rather, it is an argument that the theory
itself is wrong because it is outdated and fails to recognize important features of modern highwage economies. I should add that I consider myself a conventional economist. I consider the
two greatest economists of the 20th century to be John Maynard Keynes and Paul Samuelson.
I believe if they were here today, they would agree with what follows.
First, a quick summary of what we mean by free trade. As first explained in 1817 by David
Ricardo in his foundational text, Principles of Political Economy and Taxation2, a free trade
event, such as the abolition of tariffs between two countries, should make all workers and
capitalists better off in both countries as workers and companies take advantage of the cheaper
imports to move to industries where they can be more productive. In modern economics, this
was generalized and mathematicised to say much the same thing: each worker will increase
her “marginal product” and wages by moving into higher-productivity industries as imports
provide lower-productivity goods and services.

1

Paul Romer, Mathiness and Academic Identity, May 27, 2015.

2

David Ricardo, Principles of Political Economy and Taxation, Dover Publications, 2004 (1817).
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This view of an economy was reasonably accurate in David Ricardo’s time, because workers
across Europe were paid at close to subsistence wages, with specialized craft workers earning
slightly more.
But this wage structure has not been true since the rise of the Industrial Revolution in the late
1800s. It is even more inaccurate today, with devastating consequences for free trade theory.
The assumption that wages are independent of a worker’s industry and depend only on
something called “marginal product” (which is in turn often proxied by years of experience) is a
little-appreciated but critical assumption on which all free trade economics rests. The theory
asserts, and requires, that when workers change industries their wages remain the same, or
rise slightly because they are supposedly moving to a more productive industry.
There are reams of evidence disproving this assumption. One set of studies disproving it is
known as worker dislocation studies. Empirical labor economists began to publish hard
evidence of the damage to wage levels from import penetration back in 1992 3. Economists
Jacobson, LaLonde and Sullivan gained access to Pennsylvania state employment records and
studied a sample of over 9,000 workers who had suffered “mass layoff events” between 1980
and 1986. They found that 6 years after job loss, the workers who found a new job in a different
sector suffered earnings losses averaging 38%. Regarding all workers, they concluded that:
“Earnings loss represents 25 percent of workers’ pre-displacement
earnings…Further, because the estimated losses do not decline
significantly after the third year following separation, there is little evidence
that displaced workers’ earnings will ever return to their expected levels.”4
Since then, dozens of other studies have found similar results. These studies have consistently
found a double-digit percent loss in earnings for workers who suffered mass layoffs. Some of
the studies followed workers’ data for twenty years after layoff and no study to date has found
groups of U.S. workers who achieved pre-layoff earnings levels. This contradicts a fundamental
assumption of free trade doctrine which holds that if two countries move from autonomy to free
trade, both will gain.
Why would economists ignore the overwhelming mass of evidence that some workers lose from
the import penetration following a free trade event? After all, the theory is quite explicit. It says
workers move to higher productivity (and therefore higher wage) jobs. In fact, studies show
many move to lower productivity and wage jobs. The standard model in economic theory
assumes workers are paid according to their contribution to the output of their employer’s
business and their contribution is determined solely by their experience, skill, and/or age levels.
The precise criteria chosen matter less than the fact that they must be simple and be
determined outside of the model. If wage levels are determined by factors within the model,
then the model may not lead to a solution. This is made explicit in a widely used current textbook
on trade economics, International Trade, Theory and Policy5, written by Nobel laureate Paul
Krugman and two other highly respected trade economists. On page 72, they say: “The
3

Louis Jacobson, Robert J. LaLonde, Daniel G. Sullivan, Earnings Losses of Displaced Workers, Upjohn
Institute Staff Working Paper 92-11, February 1992.
4

Ibid, pg. 9.

5

Paul Krugman, Maurice Obstfeld, Marc Melitz, International Trade, Theory and Policy, 10th edition,
Pearson, 2017.
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proposition that trade is beneficial is unqualified. That is, there is no requirement that a country
be competitive or that the trade be `fair’.” 6 The book goes on in this vein for many pages. They
state explicitly that wages are equal across all industries 7.
This analysis was the basis on which 300 economists signed a letter to President Clinton in
1993 endorsing the NAFTA agreement with Mexico and Canada. Actually, whenever 300
economists agree on something, it is a safe bet that it is wrong. 8
In the real world, wages are not the same across industries even if skills are equal. Moreover,
the U.S. has higher wages than almost every other country in the world. These large wage
differentials (inter-industry and international) explain why the worker dislocation studies of 1992
and afterward found such large earnings declines following mass layoffs. It’s because the
layoffs were taking place predominantly in high-wage industries. In many cases the layoffs were
due to imports and the imports came from nations that had lower wages and lower costs than
the U.S. If and when those displaced workers found another job, it paid less, because usually,
even for the same skill level, the pay in the new industry was less than that in the previous
industry.
In the real world, free trade is a vehicle that allows highly competitive, well-managed foreign
companies or countries to target high-wage U.S. industries and drive the companies out of
business and the workers out of a job. In many cases, the foreign government subsidized those
exporting industries. In some cases, the U.S. industries that lost market share and jobs were
not highly paid by U.S. standards, but certainly were by international standards. The key point
is that the “standard trade model” does not allow that to happen. So, a change in industry
CANNOT reduce an employee’s wage in the model even if it does so in fact.
It is not just the dozens of worker dislocation studies that disprove the validity of free trade
theory. Before those studies, there were decades of studies of inter-industry wages that found
that wages varied widely by industry. The extensive literature on inter-industry wages was
summarized in an important article published in 1986 by Alan Krueger and Larry Summers 9
(both staunch free traders). It documented in detail the vast differences in wages earned by
different types of workers over the preceding 60 years and found clear, persistent evidence that
wages vary by industry. Here’s their conclusion:
“The inter-industry wage structure is remarkably similar in different eras, in
different countries, and among different types of workers. Industries with
high capital-to-labor ratios, monopoly power and high profits pay relatively
high wages. We conclude that the competitive model cannot without
6

Op. cit., pg. 72.

7

The assumption that wages are fixed outside the model and cannot go down can be found on pg. 82 of
Krugman, Obstfeld, Melitz where it says: “The wage rate w must be the same in both sectors because of
the assumption that labor is freely mobile.”
Previous examples include a 1930s economists’ letter protesting Franklin Roosevelt’s New Deal and
another in the 1980s in Britain protesting Margaret Thatcher’s anti-inflationary policies. Today, both of
those leaders are highly respected and both sets of policies are broadly considered to have been
successful or at least the best available option at the time.
8

9

Alan B. Krueger, Lawrence H. Summers, Reflections on the Inter-Industry Wage Structure, NBER
Working Paper No. 1968, June 1986.
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substantial modification provide an adequate explanation of the interindustry wage structure.”10
Note, this was not Krueger’s and Summers’ opinion. This was their summary of dozens of other
studies, which by their volume and consistency across time and national boundaries, could not
be disputed. What these studies found was that wage levels depend most of all on an industry’s
profitability. Interestingly, these studies found that the role of unionization and the presence of
labor unions was a minor factor in wage levels. Profitability and monopoly power were
consistently far more important.
The implications of this are crystal clear. If America competes with lower-wage countries, wages
will converge to a global midpoint. I have been arguing for over a decade that globalization is
regression to a global mean and this is bad news for the vast majority of high-wage nations like
the U.S., Britain, France, and the Netherlands. This explains the anti-globalization votes in all
those nations.
But the second point is equally important. Globalization provides a platform for poorer nations
to take away our high-wage industries, condemning our workers to take the lower-wage jobs
that remain, unless and until our wages get down to the global mean.
Globalization advocates repeatedly point to the lower prices that result from imports from lowwage countries. They have developed innovative mathematical methods to estimate (read:
exaggerate) the benefits of lower prices to the American consumer. But a nation can only
consume what it can pay for. All imports must ultimately be paid for with exports. If workers
move out of high-productivity industries into lower-productivity industries, which is in fact what
has happened here on average throughout the globalization years, the economy as a whole
becomes less productive. We can only afford the imports we buy by borrowing more from
foreign lenders. Robert Lighthizer explained this succinctly in a recent TV interview when he
said: “We are transferring the wealth of our children overseas in exchange for TV sets and Tshirts.”
Note the important difference between the impact of imports and technological change.
Technological change replaces jobs in the U.S. with different jobs in the U.S. The rise of the
Internet and Google swapped thousands of advertising jobs in traditional ad agencies for
software jobs in Silicon Valley. But in the main, all the money, spending power, and jobs stayed
at home, to be re-spent on more American goods and services. Imports are different. If a U.S.made automobile is replaced with an import (and the former U.S. car-workers move to less
productive jobs), then those jobs and revenue leave our nation for good. If the spending power
comes back in the form of a loan, it creates no jobs but instead a financial obligation for future
generations.
Most people do not appreciate this, for at least three reasons: first, economists continue to
assert, in spite of all the evidence, that free trade increases national productivity. Second, they
further obfuscate the reality by claiming that “winners” can compensate “losers.” But as I have
argued, if studies find thousands of people are losers from free trade and few studies find

10

Ibid, pg. 1.
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winners11 then the nation as a whole is a loser, not a winner. (Of course, low wage nations are
winners from this process.)
But there is a third important reason: since the early 2000s, the U.S. government, led by Federal
Reserve president Ben Bernanke and others later, have taken action to stimulate our economy,
so even if we are losing share in global markets and at home, our GDP rises. The effect of this
is to stimulate industries that are insulated from global competition, industries where we have
an effective national monopoly (such as Internet software), raise asset prices, and drastically
shift our income distribution away from the middle class and towards the top 20%, 5%, 1% and
0.1%. This should not be surprising. The average U.S. textile worker once held a valuable job.
Today if she exists at all, she is in competition with workers in Bangladesh or Guatemala. On
the other hand, the average Google software engineer is primarily in competition only with other
Americans. So inequality can only grow for a high-wage nation like the U.S.
The lower consumer prices that have resulted from globalization have made those workers
insulated from global competition better off. But the long-term cost of this is a reduced growth
rate as we lose high-growth industries and a growing share of our workforce moves into lowgrowth industries such as retail and restaurants in the private sector or education and social
services in the public sector. The growing inequality of globalization, combined with the lowgrowth nature of the remaining jobs, and the no-growth future for hundreds of cities and towns
that were once thriving manufacturing centers, especially in the middle of the country, are
turning the U.S. into a powder keg of polarization and discontent. As labor economist David
Autor told the New York Times last year: “trade can have very, very disruptive effects…There‘s
no amount of everyday low prices at Walmart that is going to make up for unemployment.” 12
So where should the U.S. economy go from here? And where should the economics profession
go from here?
In the real world, our prime goal must be long-term economic growth. Strong annual growth
rates are what drove the prosperity, and the greater income equality of the American century,
from 1870 to 1970. And far from being a global win-win situation, each nation must compete for
the best high-wage jobs. High wages jobs are created by high-growth, high-profit, highinvestment, industries. High wages are the result of those three factors. The empirical evidence
is clear.
The U.S. must identify the industries that can deliver prosperity to a nation with 330 million
people, and enable long-term persistent growth of domestic production, employment, and
incomes. In most cases, these can be industries in which we are or have been technological
leaders. We must change the policy framework to ensure that most or all of the entire supply

11

Wonky footnote: by winners I mean people who become more productive. If your wage stays the same
but imports become cheaper, you are better off but if you have not become any more productive, the
nation cannot pay for those additional cheap imports you consume. It is foreign lending that masks the
fact of declining national productivity. Great empires attract foreign capital. This is why empires, from the
Dutch in the 1600s to the British in the 1800s to ours today, suffer this kind of decline: because financial
powers seek to invest in them, accelerating their decline even while earning good financial rates of return.
Quoted in Swanson, Ana, In Washington, `Free Trade’ Is No Longer Gospel, New York Times, March
17, 2021.
12
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chain is produced here, to enable the benefits of wealth creation in these industries to flow to
their suppliers and a large number of workers, including those without college degrees and
those from disadvantaged communities. The size and scale of our nation means this must
include everything from steel, chemicals and cement through to high-tech products like
semiconductors. And this argument is based purely on the needs of economic prosperity,
before we even move onto national security concerns.
This strategy requires a degree of insulation from low-wage competitors. The government of
every democratic nation has an obligation to its people to pursue the best growth path for its
population. For high-wage nations, that means insulation. The end result will be nations with
complementary growth strategies, instead of the race-to-the-bottom, least common
denominator, growth and inequality forced on nations by unrestrained globalization.
It is not hard to identify growth or potential growth industries in the U.S. The four key
characteristics can all be measured (high wages, profits, investment, and growth rate). Such
industries have been the drivers of American prosperity from steel and railroads in the 19th
century to software and Internet services today. The chief reason why our superstar industries
today have not delivered prosperity more broadly is that most of their supply chains are located
overseas. If Google’s version of hardware-intensive search stimulated domestic demand for
domestically produced equipment and components (as IBM’s did 70 years ago), the U.S. would
be both more prosperous and more egalitarian.
The significance of monopolistic competition is often misunderstood. Space limits the
opportunity to go into detail here, but in a nutshell economic growth (and its handmaiden,
greater income equality) has been driven in the U.S. and elsewhere by monopolistic competition
(think: Ford Motor Co., GM, GE, Boeing, IBM, Xerox, etc.) The measure of a company’s
contribution to the national economy is its ability to increase wages directly and via its suppliers.
Growth plays a vital role in enabling this. Growth companies like Google and Microsoft (and
many more) could play this role if the demand they stimulated for hardware was produced
domestically.
Some other dominant companies (i.e. participants in monopolistic competition) do not
contribute to growth at all. Abbott Labs, in its efforts to cut costs in baby formula, is clearly not
a growth company and not likely to increase wages or other key economic variables. Boeing
may be in the same category today. These companies should be investigated with a view to
creating a more competitive environment—out of which future growth companies are likely to
arise.
Finally we must ask why economists still ignore the obvious reality that application of their
standard free trade model failed to generate broad-based income gains. Why do many still turn
a blind eye to the mounting evidence of the social, economic, and human costs of the
globalization experiment? Some were genuinely misled by the fancy algebra. But many know
their models are irrelevant. They were seduced by the surprising willingness of political leaders
to believe their sophistries and appoint them to positions of money, power, and influence. The
great economist Paul Samuelson, himself a lifelong skeptic of free trade, once said that
economics advances funeral by funeral. Old economists find it hard to give up on the theories
that made their careers.
I will give the final word to John Maynard Keynes, who was also a free trade skeptic:
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“Free trade assumes that if you throw men out of work in one direction you
re-employ them in another. As soon as that link is broken the whole of the
free trade argument breaks down.”13
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Abstract:
This paper analyses three issues that are widely regarded as key policy decisions
of an independent Scotland. The first is the choice of the exchange rate regime.
The second is the policies that it may be necessary to adopt given that choice.
The third is the characteristics of the transition period to an independent currency
and its duration. The analysis, which is based only on economics theory,
contrasts the standard orthodox approach to the Post Keynesian and Modern
Money Theory frameworks. It shows that progressive policies can be
underpinned by heterodox economics theory and, in particular, that the
government in an independent Scotland can make choices that give it the policy
space to pursue progressive domestic objectives. Whether these objectives are
actually attained will naturally depend on the specific political circumstances at
the time and on the government’s enlightened use of the available policy space,
but this is outside the scope of the paper. 1
Keywords: Scottish independence; Post Keynesian economics; Modern Money
Theory; independent currency; exchange rate regime; macroeconomic policies
JEL classifications: B52; B59; E42; E60

1. Introduction
The choices of a currency and an exchange rate arrangement will be key policy decisions of
an independent Scotland. In the meantime, the position of the Scottish National Party on this
issue has shifted significantly from that at the time of the first independence referendum: in the
Spring of 2019, the party conference agreed that Scotland should have its own independent
currency and a floating exchange rate regime. This is a very sensible objective – indeed,
according to some, the only sensible objective – since an independent country ought not to use
another country’s currency or peg to it. This statement is controversial – especially if one

1

I wish to thank Robert McMaster for his helpful comments.
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considers exclusively arguments in the economic instead of political domain – and is discussed
in Section 2.
Another highly contentious matter concerns the policies that Scotland should adopt in the early
years of this currency regime even if it is agreed that it is the best arrangement for the country.
On the one hand, there are those who stress the importance of external constraints and,
accordingly, advocate austerity policies. On the other hand, others downplay the role of external
constraints and support more expansionary policies in pursuit of full employment. The contrast
between these positions originates from competing economic paradigms. This is addressed in
Section 3.
Section 4 addresses specific issues concerning the transition to a flexible exchange rate,
namely, the duration of the transition period and the existence of preconditions. For some, such
transition should be protracted because the economy should first attain certain preconditions.
For others, the required preconditions do not have an economic nature and those that do would
be automatically satisfied in the switch to an independent currency.
Accordingly, the transition period can have a short duration. This conflict of opinions results
from different views about the possible extent and economic benefits of sovereignty in
economic policy. This paper shows that progressive economic policies can be underpinned by
heterodox economics theory and not just by purely political considerations.

2. An independent floating currency
There is no definitive consensus on the appropriate choice of an exchange rate regime, either
in the mainstream or the heterodox economics literature. Many would argue that, from a purely
theoretical perspective, there is no single currency regime that is right for all countries or at all
times (see, for example, Frankel, 1999, or Lavoie, 2014). Others take a less relativistic stance
and, in any case, newly independent countries are doomed to choose.
The overriding argument in favour of an independent floating currency is that it provides the
largest policy space for the government. In particular, domestic fiscal and monetary policies
can target the achievement of policy goals. This could be presented in terms of the well-known
‘impossible trinity’, which implies that only a country that floats its exchange rate can enjoy
domestic policy independence if capital flows are unconstrained. Modern Money Theory (MMT)
– a Post Keynesian strand 2 – highlights that, as there is no need to safeguard the stock of
foreign currency reserves, the central bank can set the interest level at the level it chooses, and
the government can thus target full employment through expansionary fiscal policy. Should this
be accompanied by the accumulation of government debt, a monetary sovereign government
would still be able to maintain a stable interest rate. The reason is that, since the authorities
can never run out of money, there can be no default risk on their bonds. Even if there was a fall
in the demand for government bonds, the central bank can always purchase unlimited amounts
of bonds and keep the interest rate stable (Wray, 2015). With a flexible exchange rate, the
government does not depend on the will of investors to purchase its bonds denominated in

2

Many Post Keynesian and MMT economists emphasise the common elements between the two
frameworks. Nevertheless, there are also points of disagreement (Lavoie, 2019).
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domestic currency. MMT and Post Keynesian theories concur that neither the loanable funds
theory nor the theory of crowding out hold in the real world.3
A government that issues its own currency faces no financial constraints and can afford to
purchase anything that is for sale in that currency. Consequently, it can pursue any objective
that it chooses, e.g., full employment; public infrastructure investment; universal access to basic
necessities, healthcare and education; transition to sustainable energy; assistance to
developing countries; etc. This does not mean that monetary sovereign governments can
achieve any objective they want. For example, it is possible that the needed real resources may
not be available; in these circumstances, government expenditure would generate inflation. A
possibly undesirable characteristic of a floating currency is that it causes more uncertainty than
‘harder’ exchange rate arrangements (such as fixed or managed exchange rate regimes,
currency boards, monetary unions). However, the microeconomic costs related to greater
uncertainty in the planning decisions of firms are likely outweighed by the benefit of greater
freedom in macroeconomic policy setting (see for example Sardoni and Wray, 2007).
Hard exchange rate arrangements limit the fiscal and monetary space available to the
government, as domestic policy is constrained by its ability to obtain the foreign currency. Thus,
a government would no longer be able to spend as much as needed, for example, to eliminate
unemployment. In other words, the government now faces a financial budget constraint, which
does not exist under a floating exchange rate arrangement.4 The unilateral adoption of a foreign
currency is the arrangement that provides the least policy space of any exchange rate regime.
The constraint on an expansionary conduct of fiscal policy remains in a monetary union since,
while currency risk is eliminated, country risk is not, because defaults on debt remain possible.
In the absence of a purchaser of last resort for government securities, their interest rates are
determined by financial markets. This constrains fiscal policy (Ehnts and Hofgen, 2019).
In his analysis of the currency choices available to an independent Scotland, MacDonald (2014)
concurs that an independent currency would be preferable to all other options and voluntary
sterling-isation the least desirable. However, MacDonald argues that the transitional costs
necessary to establish a credible currency would be extremely large, including the need for
strict austerity.5 This is investigated in the next section.

3

According to the loanable funds theory, investment is constrained by savings and the interest rate is
determined in the market for loanable funds. As in this framework the financial sector is merely an
intermediary between savers and borrowers, there is a limited supply of loanable funds. When the
government borrows, it becomes a competitor with private borrowers for loanable funds causing the
interest rate to rise which, thus, crowds out private investment.
4

Fixed exchange rates are characterised by a deflationary bias that falls particularly on the country that
runs external deficits. In contrast, countries that enjoy external surpluses can pursue independent
monetary and fiscal policies even under a fixed exchange rate regime.
5

Although written before the 2014 first independence referendum, MacDonald has subsequently
reiterated the views expressed in his 2014 paper.
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3. Appropriate policies in a flexible exchange rate regime
MacDonald (2014) estimates that an independent Scotland would record current account
deficits in the order of 2% to 5% of GDP. 6 He argues that this would cause strong pressures for
depreciation of the independent Scottish currency and, given the lack of foreign exchange
reserves at the outset, there is no alternative but to let the currency float freely. To stem a
continuous depreciation of the Scottish currency it is essential that it achieves a ‘hard currency’
status, which can only be earned by running budgetary surpluses for a number of years. In fact,
budgetary surpluses would not only serve the purpose of establishing reputation but would also
allow Scotland to build up a pool of about £40bn of foreign exchange reserves, which is seen
as essential to run a credible independent currency regime 7 — an amount that is too large to
be borrowed on international financial markets.
This argument, which as shown below is based on standard tenets of mainstream international
macroeconomics, is analysed from three different angles in this section:
i.
ii.
iii.

whether the current account is a major determinant of exchange rates;
whether fiscal surpluses are required to improve the current account balance and
accumulate foreign exchange reserves;
whether external balance is a constraint on the conduct of fiscal policy.

3.1. The current account and exchange rates
In mainstream models, the current account is a fundamental determinant of the exchange rate
(MacDonald, 2007). This is the case even in models which focus on financial markets and allow
for imperfect substitutability of bonds in investors’ portfolios. Indeed, the longrun equilibrium
position in mainstream models is characterised by a balanced current account. While these
models have also been extended to allow for agents’ irrationality and non-fundamental
movements in exchange rates, these extensions are deemed to have short-run impacts which
are essentially superimposed on fundamental effects.
This is not the case in Post Keynesian models. The exponential growth of capital markets since
the 1970s and the increasing separation of capital flows from trade-related transactions suggest
that portfolio capital flows – far from being the means through which trade flows exert their
influence on the exchange rate, as in mainstream models – are independent and indeed the
commanding drivers of exchange rate movements. 8 Foreign exchange markets are, thus,
dominated by speculative activities. In the Post Keynesian approach, currencies are considered

6

Using more recent figures, it has been forecast that the current account deficit could even reach 10% of
Scottish GDP.
7

MacDonald reports that this is the amount of foreign currency reserves which Denmark, Norway and
Sweden – three economies of comparable size to Scotland – hold in order to run their currency regimes,
which vary from a float, to a fixed rate, and a managed float. This amount is equivalent to about one third
of Scotland’s GDP.
Data from the Bank for International Settlements show that in 1989 – the first year in which these data
were systematically collected in the Triennial Central Bank Survey – foreign exchange market transactions
were already about 50 times the amount of world trade. They continued to grow much faster than world
trade so that, in 2019, they amounted to over 90 times world trade. Even allowing for covering transactions
for exports and imports, it can only be concluded that capital flows, instead of trade flows, account for the
vast majority of foreign exchange transactions.
8
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international assets the respective demands for which depend on investors’ forecasts of their
differential profitability (Harvey, 2009). 9 As in Keynes’s analogy between the stock market and
a beauty context, speculators in the foreign exchange market react not so much to their own
beliefs about exchange rate movements but to what they believe about the beliefs of other
speculators.
This implies that unlike mainstream models, where economic fundamentals determine
expectations and, thus, the exchange rate, in Post Keynesian models there are no underlying
exchange rate fundamentals, nor a priori reasons to select any particular set of indicators over
another.10 Rather, fundamentals are whatever agents expect to be important in a specific
context and temporality. Agents try to discover exchange rate determinants in an environment
of fundamental (or radical) uncertainty – instead of the mainstream vision characterised at best
by probabilistic risk – and, if they decide that any particular variable is of importance in
forecasting the exchange rate, it would become so: “for all practical purposes, fundamentals do
not exist – except when market participants convince themselves that one or another of the
many candidates truly matter” (Taylor, 2004, p. 307). Thus, strong bandwagon (or herding)
effects may occur. The focus on capital flows and psychological factors does not restrict their
influence only to the short run. In Post Keynesian economics, there is no long-run equilibrium
to which the economy converges, but path dependency, whereby the ‘long run’ depends, to
some extent, on what has happened in the short run.
As the exchange rate is influenced by movements in portfolio capital flows, there is no
expectation in these models that the resulting exchange rate will ensure equilibrium in the
current account, not even as a tendency over an extended period (Harvey, 2019). If agents in
the foreign exchange market believe that a country’s protracted deficits may raise its default
risk, it is not inevitable that they will sell that country’s currency, and, if they do, the ensuing
depreciation may fail to reduce the current account imbalance – let alone eliminate it. A country
may be able to carry increasing levels of debt for a protracted period. Or, it is possible that
agents in the foreign exchange market do sell the currency causing it to depreciate and that
this would restore current account balance. But, if this happens, it will be the result of a change
in expectations in the foreign exchange market, rather than an inevitable dynamic set out by
the current account imbalance. So-called ‘fundamentals’ – like the current account – are thus
nothing more than an ex post justification for actual events and they lack, therefore, explanatory
power.11
Harvey (2009, Chapter 6, and the references cited therein) contends that Post Keynesian
theories of exchange rate determination successfully explain what drives exchange rates in an
era of large portfolio flows and account for observed exchange rate phenomena, such as their
large swings, sudden busts, weak correlations with sets of ‘fundamental’ determinants, and
9

For an extension of the model to the case of developing and emerging countries see Kaltenbrunner
(2015).
In mainstream models, speculators’ expectations have no direct effect on the exchange rate since this
is determined by objective fundamentals. The job of speculators is to second-guess the fundamentals. As
noted by Harvey (1996), “exchange rate forecasting is then analogous to guessing a dice roll or predicting
the weather; the expectations have no effect on the actual outcome” (p. 574). In fact, speculators are not
guessing the outcome of some external process but are creating the outcome.
10

11

For example, Eichengreen et al (1995) study cases of turbulence affecting both pegged and floating
rates and find that the behaviour of the current account (as well as that of other economic fundamentals)
is not consistently linked to speculative attacks.
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persistent current account imbalances. He contrasts this with the relatively poor performance
of mainstream models, which – as also analysed in Harvey (1996) – are unable to present a
unified framework for the operation of the foreign exchange market.
It is worth emphasising that, in a Post Keynesian framework, persistent current account
imbalances can occur because one price – i.e., the exchange rate – cannot, except by
coincidence, equilibrate both speculative capital flows and trade flows. Factors driving capital
flows are distinct from those determining trade flows. In mainstream models, since capital flows
have no autonomous impact on the exchange rate, the current account tends towards balance.
To summarise, based on Post Keynesian theory, this section questions the existence of a
strong link between current account deficits and currency depreciation, which is predicted by
mainstream theory. On this ground, MacDonald’s argument – that Scotland’s current account
deficits require corrective action to curb the depreciation of the Scottish currency they would
cause – may lack solid foundations. Indeed, some predict that, in the first year of floating, the
Scottish currency will appreciate against sterling and remain more or less unchanged against
the dollar and the euro (see, for example, Rideout, 2020a).12
The expected direction of change in the Scottish currency exchange rate would also be
determined by the process through which the currency is introduced. This is described in
Rideout (2020b). The key point is that there is no compulsory exchange of sterling for the new
currency. All conversions are voluntary – Scottish residents are expected to readily take up the
new currency as local and central government taxes and charges for public services would be
levied in that currency – and international markets will, at least initially, have no holdings of the
Scottish currency. In short, the currency rollout has been designed to minimise – in fact, to
avoid – an excess supply of the Scottish currency. 13 In these conditions, there is little reason to
expect a rushed sale of the currency or its depreciation. By implication, the point that the
Scottish currency needs to attain a hard currency status may become moot. The next two
sections further develop this issue.

3.2. Fiscal stance, the current account balance and foreign reserves
This first part of this section discusses the link between a country’s current account and the
government fiscal balance. It is a proposition of mainstream economics – the so-called ‘twindeficit hypothesis’ – that the two move together. It states that austerity policies are required to
improve the current account and earn foreign exchange reserves. Since the national accounts
show that the financial balances of the private domestic sector, the government sector, and the

12

Rideout (2020a) calculates that, ten months from the start of floating, the value of the Scottish currency
will have risen from 1 pound sterling to 1.12. In contrast, MacDonald (2021) expects a depreciation of the
Scottish currency of up to 30%. The reliability of these calculations is questionable to say the least. As
explained above, in the Post Keynesian framework, the real world is characterised by fundamental
uncertainty where economic agents do not know how other agents will react. In these circumstances, it is
impossible to quantify the expected outcomes of certain processes. Attempting to do so is closer to writing
fiction than economic analysis.
Redenomination of debt into the Scottish currency – which is expected to lag the exchange of deposits
and cash – might cause depreciation pressure as the currency is sold to redeem sterling denominated
debt. However, this could be compensated by the late conversions by individuals who will initially hold on
to sterling.
13
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current account deficit sum to zero, the twin deficit hypothesis assumes that the private sector
is in balance and that causality runs from the fiscal balance to the external balance.
Neither assumption is easily defensible. Mitchell et al (2019) note that the evidence from many
countries is that the private domestic balance is far from stable over time and that no inferences
about causality can be made from the accounting identities of the sectoral balances. 14 In fact
the sectoral balances have an important implication, namely that current account deficits (as in
Scotland) can be compatible with the private domestic sector’s overall savings only if the
government sector spends more than what it takes out in revenue.15 The only sustainable
position for the private domestic sector is to be in surplus; private sector’s deficits can only be
sustained for brief periods. It may be noted that this suggests that fiscal deficits may have a
crowding in effect, instead of the crowding out effect invariably predicted by mainstream
economics.
Any attempt to impose austerity in pursuit of government financial surpluses would cause
unemployment to increase. 16 Indeed, using official data for Scotland which show that the
private domestic sector is running a small overall deficit but with a low investment ratio,
Mitchell (2019a) argues that the fiscal net spending is supporting growth but is too low.
More public spending is required to avoid any hint of recession.17
The relationship between the current account and the accumulation of foreign exchange
reserves also needs to be considered, since mainstream authors see the achievement of
current account surpluses as necessary for the latter (e.g., Bernanke, 2005). However, Borio
and Disiyatat (2011) highlight that this view is highly misleading since it arbitrarily pairs up a net
financial flow (the current account) with a specific gross capital flow (the change in foreign
reserves). Gross flows are much larger than net flows and bear little relationship to them. The
current account records the net financial flows that arise from trade in real goods and services
(and income transfers) but excludes, among other things, purely financial transactions, such as
the accumulation of foreign exchange reserves. This automatically generates an offsetting
gross flow and, thus, leaves the current account unchanged. 18 Borio and Disiyatat argue that
the root of the problem is in the theoretical framework of mainstream economics, as it
14

Once the private domestic balance is allowed to vary, the link between the government fiscal balance
and the current account would disappear. For example, even if the government sector is in balance,
there would be a current account deficit if the private sector spent in excess of its income. And, even if
the private domestic sector were in balance, causality could run from the current account to the fiscal
balance.
This point is consistent with Kalecki’s macroeconomic theory of income distribution, which states that
private sector’s profits are positively related to government deficits and the trade balance (see Lavoie,
2014, for an extensive discussion).
15

16

Moreover, the operation of automatic stabilisers might prevent policies of fiscal restraint from reducing
budget deficits.
17

Murphy (2021a) among others has pointed out that the official Government Expenditure and Revenue
Scotland (GERS) statistics do not provide a meaningful account of the Scottish Government’s fiscal
position. The procedures employed in the construction of GERS tend to result in large fiscal deficits that
do not reflect the actions of the Scottish Government, which is in fact required to set a balanced budget
each year.
18

Borio and Disiyatat (2011) explain that the view that current account surpluses are necessary to
accumulate foreign reserves harks back to a world of strict capital controls – in which agents were required
to surrender scarce foreign exchange – but is inappropriate when, following the lifting of restrictions, the
central bank is just one of a myriad of domestic agents acquiring foreign assets at any given time.
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disregards monetary factors and, in so doing, it fails to distinguish clearly between saving and
financing and, in an open economy context, between net and gross capital flows. They note
that in fact the empirical relationship between current account positions and changes in foreign
reserve is in general very weak. Indeed, countries can accumulate reserves even when
recording large current account deficits. Moreover, the causality between current account
positions and changes in foreign reserves can run in the opposite direction to that expected in
the standard framework.
This section has argued so far that the adoption of austerity policies to improve the current
account and build up a stock of foreign exchange reserves may fail to achieve those objectives
or may have undesirable consequences. But another important observation is that the concern
that Scotland may lack an adequate pool of foreign exchange reserves may be misplaced. This
matter is related to the design of the currency rollout. As mentioned in the previous section, all
exchanges of sterling for the new Scottish currency would be voluntary. Moreover, the new
currency is not obtained for free; rather, each unit of the new currency is paid for with an
equivalent amount of sterling as residents in Scotland swap their bank deposits to the new
currency.19 This would thus automatically start with 100% backing of foreign currency (sterling).
Depending on different estimates of the exchanges into the Scottish currency, the amount of
foreign currency reserves in possession of the Scottish central bank is in the range of £40bn to
£70bn, i.e., a very significant amount (Rideout, 2019 and 2020c).20

3.3. External balance constraints
As mentioned in part 1, the ultimate reason for preferring a flexible exchange rate regime over
others is that it allows the government to retain control over the use of fiscal policy. With a
flexible exchange rate, the government can keep its spending at the level that would buy all
goods and services that the country can produce, thus eliminating unemployment. According
to this principle – which is part of the so-called “functional finance” – an appropriate fiscal policy
stance is one that sustains demand at full employment, rather than one that targets an arbitrary
fiscal balance over a particular time period (Lerner, 1943). Similarly, Kalecki (1944) gave priority
to the achievement of full employment over “sound finance” and regarded a long-term budget
deficit as the key component in securing full employment, keeping account of possible resource
constraints. The argument that, even under a flexible exchange rate regime, a country may
need to strive for budgetary surpluses – as, for example, in MacDonald (2014) – implicitly
reveals a different view about the strength of the external balance constraint on the conduct of
domestic macroeconomic policies. We now turn to this discussion.
Mainstream international macroeconomics suggests that the maintenance of full employment
might face an external constraint in the presence of current account deficits. The pursuit of full
employment by means of expansionary fiscal policy might lead to higher wage demands, loss
of competitiveness and increases in imports. The currency may thus depreciate and lead to an
19

This one-to-one exchange rate is applied for an initial exchange period that is expected to last one
month or two. Subsequently, foreign exchange fees will be added to the market-determined exchange
rate.
Moreover, Mitchell (2019b) argued that the Scottish central bank’s stock of net foreign exchange assets
would be augmented as a result of the settlement on Scotland’s share of the UK’s official gold and foreign
exchange reserves. However, this is a disputed point as Scotland may choose not to claim any share of
these assets as a counterpart of not taking on any of the UK’s liabilities.
20
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acceleration of inflation. It could even encourage destabilising currency speculation. In this
situation, deflationary policies are inevitable. Thus, it is claimed that fiscal expansion is an
ineffective policy to achieve full employment in an open economy even under flexible exchange
rates.
This argument is not without criticism. MMT emphasises that, in a flexible exchange rate
regime, current account deficits are ‘balanced’ by capital account surpluses and will persist as
long as the foreign sector desires to accumulate local currency-denominated assets. It is
possible – particularly if the deficit country is not a reserve currency issuer – that there could
be a sudden shift of international investors’ sentiment against assets denominated in the deficit
country’s currency, which could lead to currency depreciation. While strictly speaking, this does
not reduce the government’s capacity to purchase whatever is for sale in the domestic currency
and to continue to pursue full employment, the extent of the depreciation may be a matter for
concern. Even in this case, though, this does not imply that corrective austerity policies are the
only available or the most sensible option. 21
In the first place, fiscal restraint may fail to eliminate the fiscal deficit because it shrinks the tax
base. If the fiscal contraction occurs, its effect on inflation is the result of the excess capacity
and unemployment it generates, which may be unnecessary costs. Indeed, an approach to
exchange rate stabilisation that may be superior to orthodox stabilisation programmes based
on restrictive fiscal and monetary policies is to pursue high employment and price stability by
means of productivity-enhancing investments that could generate sustainable growth and raise
the ability to service foreign debt. There are no obvious reasons to expect that international
investors, despite the need to diversify their portfolios, would stop demanding the assets of a
country that enjoys full employment, stable political and economic environments and is able to
service its debt.22 Moreover, in such an economy, cooperation between government and
industry is likely to be conducive to the development of productive activities and the formation
of highly skilled labour. This would be expected to attract foreign direct investment and make
current account deficits more sustainable. It is plausible that foreign firms would also be
attracted to an independent Scotland because English is its first language and, particularly, if it
acquires EU membership. Moreover, Murphy (2021b) alludes to the possibility that Scotland
may be an attractive prospect for high energy consumption firms, given that the country is
almost self-sufficient in electricity from renewable sources.
Secondly, even if the fiscal expansion were associated with currency depreciation, the impact
on domestic inflation might in fact be quite limited. The inflationary effect of depreciation – which
reflects the impact of depreciation on import prices, and the weight of the price of imported
goods and services in domestic prices – depends on a variety of factors including expectations
of further depreciation, whether the economy is growing or contracting, the elasticity of
substitution between imported and domestic goods, the substitution among foreign suppliers
(i.e., the degree of trade integration), the extent of competition in the domestic market, etc.
Thus, both the extent of imported inflation and the length of the period for depreciation to result
in higher domestic inflation may be highly variable. Overall, the empirical evidence has found
weak and irregular effects that are at odds with textbook expectations (Bailliu et al., 2010;
21

For a discussion concerning how the existence of a currency hierarchy may limit the policy space
available to developing and emerging market economies see Bonizzi et al (2019).
In contrast to public debt, the service of private sector’s debt is always subject to default risk. The
likelihood of default is diminished through successful productive investment.
22
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Forbes, 2016; Ortega and Osbat, 2020). As to speculative attacks, there is equally little
empirical evidence to suggest that flexible exchange rate regimes may be particularly
vulnerable to them. In fact, given the lack of commitment to any given parity, the opposite may
be expected. More generally, Mitchell et al. (2019) point out that, in the research literature, there
is no evidence linking fiscal deficits and large exchange rate depreciations in countries with
flexible exchange rates.
In case of significant depreciation pressures, a country could also resort to capital controls as
a means of protecting the exchange rate while pursuing domestic policy independence (Wray,
2015). There is increasing acceptance, even within mainstream economists and institutions
such as the International Monetary Fund, that capital controls have an important role to play to
limit short-term and speculative financial flows – in either direction – and to maintain monetary
and financial stability (for example, see Ostry et al, 2016). Indeed, Mitchell (2016) advocates
the use of capital controls – together with other capital account regulation – as an integral part
of a progressive policy package. Capital controls and regulation are in fact necessary tools to
maintain independence of domestic policy making (Rebucci and Ma, 2019). Rey (2013) points
out that the volume and high volatility of global capital flows have transformed the trilemma
facing domestic policy makers into a dilemma, as a result of which flexible exchange rates
cannot insulate domestic economies when capital is mobile. Rather, independent policies are
only possible if the capital account is managed, regardless of the exchange rate regime.
The policy space available for the pursuit of domestic policy objectives is reduced by the
accumulation of public and private sector’s debt denominated in foreign currency. The service
of this debt requires adequate foreign currency earning capacity and/or foreign currency
reserves. MacDonald (2014) argues that, because of the amount of debt that an independent
Scotland would inherit from the remaining UK (rUK) – which he estimated to be 86% of
Scotland’s oil-inclusive GDP – a stabilisation plan is necessary to reassure investors and avert
a currency/debt crisis.
However, at least on practical grounds, these concerns may not be justified. Indeed, in January
2014, the UK Treasury unilaterally declared that no part of the British government’s debt would
be transferred to an independent Scotland. This declaration had an obvious logic: by taking
responsibility for all the currency liabilities, rUK asserted at the same time its ownership right
over the British pound. Two implications can be drawn. The first is that the declaration by the
Treasury is not a negotiating ploy and the Treasury’s position is not going to change in future.
The second is that whether Scotland makes a contribution to rUK – for example towards interest
costs – and the extent of this contribution will be the result of negotiations and will be based
purely on good will. Murphy (2020) estimates that, in the worst-case scenario, the debt service
burden on Scotland is likely to amount to less than £600m per year – this is less than 1% of
government expenditure.
Moreover, it has been argued that the application of the so-called “Lex Monetae” principle would
allow the Scottish government to redenominate the interest obligations on any debt it inherits
from rUK into the new currency (Mitchell, 2019b). According to the same principle, private
contracts can also be redenominated in the new currency. Where the lender is not a Scottish
entity, they would be required to enable such conversion as part of their banking licence to
operate in Scotland. In practice, therefore, the foreign debt of the Scottish public and private
sectors can be expected to be small and it would not impose any significant constraint on the
pursuit of full employment. As pointed out by MacDonald, a necessary condition for a currency
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to be regarded as ‘hard’ is that the currency issuer’s solvency is beyond doubt. For the reasons
explained above, on this score, Scotland’s credit rating on financial markets should be
favourably affected and it may be expected that Scottish government securities would become
part of internationally diversified portfolios.
This does not mean that current account deficits do not matter. They do if local producers –
current and/or potential – are squeezed out by foreign producers. This requires government
action to minimise the associated social costs and help the transition of workers and
entrepreneurial resources into growing sectors. In conclusion, the main argument in this section
is that, in the specific circumstances of Scotland after independence, external balance
considerations would not constitute significant constraints on its government’s actions. In
particular, supported by the choice of a flexible exchange rate regime, the government would
be able to pursue domestic policy objectives.

4. The transition to a flexible exchange rate regime
The Sustainable Growth Commission (SGC) – established by the First Minister of Scotland –
published a report that, among many other issues concerning the future of the Scottish
economy in a post-independence vote scenario, also considered the matter of the currency
appropriate for an independent Scotland (SGC, 2018). Its recommendation is that the currency
should remain the pound sterling. It proposes six tests that, if met, could justify the subsequent
introduction of a separate Scottish currency. The SGC anticipates that the Scottish economy
would not be able to meet the six tests “until towards the end of the first decade following a
successful independent vote” (point C2.8).
However, the 2019 Spring Conference of the SNP voted in favour of the so-called Amendment
D, which mandates the party to introduce a new Scottish currency “as soon as practicable after
Independence Day.” It has been argued that the endorsement of Amendment D also implies a
rejection of the SGC’s six tests, but in fact this is a controversial point since the conference
delegates rejected Amendment B, which intended to explicitly remove the six tests as the
relevant criteria guiding the transition to an independent currency. Moreover, the SNP
leadership seems to continue to regard them as crucial. The current status of the six tests is
thus somewhat unclear.
The six tests concern (1) fiscal sustainability; (2) central bank credibility and stability of debt
issuance; (3) financial requirements of Scottish residents and businesses; (4) sufficiency of
foreign exchange and financial reserves; (5) fit to trade and investment patterns; (6) correlation
of economic and trade cycle with rUK and other main trade partners. While the report gives no
information about the reasons for selecting these particular tests, there is no doubt that the
report is heavily influenced by principles and theories of standard mainstream economics. 23
The six tests have been closely scrutinised and heavily criticised by some authors. For
example, Mitchell (2019b) stresses their neoliberal nature and argues that they are designed
23

This can be inferred for example from the definition of a credible and sustainable fiscal framework as
one where the fiscal deficit falls below 3% of GDP and the national debt does not increase beyond 50%
of GDP, or the recommendation that the government should abide by the golden rule and borrow over the
economic cycle only to fund public investment, or the rejection of capital controls on the basis of their
ineffectiveness. Many other examples could be made. These here have been chosen because this paper
has already presented alternative perspectives on these topics.
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to keep Scotland on the pound indefinitely and thus curb any real independence. The present
paper has little to add to these analyses of individual tests but focuses on the tests as a set.
The contrast between this set and the set of tests proposed by Rideout (2019) – the mover of
Amendment D and member of the SNP’s Policy Development Committee – is very sharp. The
tests in the latter set are: (1) Is the Bill to establish a Scottish Reserve Bank drafted and ready?
(2) Will new notes and coins be ready on time? (3) Have we designed, implemented and tested
a new Scottish Bank payment system? (4) Have we designed/executed a Public
Information Campaign? (5) Are the premises, staff, infrastructure, etc., for the Scottish Reserve
Bank in place? (6) Have we identified and developed a plan for the financial regulation that will
be needed for our financial institutions, etc.? (7) Has a (sterling) Pensioner Guarantee been
established?
While the SGC’s tests embody the view that the move to a new currency should be made
conditional on the achievement of economic preconditions – with the implication that the
transition period might have a long duration – Rideout’s tests have a mere practical nature
concerning legal and institutional arrangements. None of these tests point to economic
preconditions. Consequently, the transition period can be much shorter.
This prompts the question whether there are lessons that can be learned from the experience
of countries that left a monetary union. Currency breakups are not rare events: Rose (2007)
reports that there have been 69 such cases since the end of WWII. His study searches for
macroeconomic patterns around the time of currency union exits. Rose finds that the criteria
identified by the optimum currency area (OCA) literature – such as, for example, the size of the
government sector/spending or trade openness – or other aggregate macroeconomic features
are poor predictors of breakups or continuing monetary unions. There is remarkably little
macroeconomic volatility before, during, or after currency union dissolutions. In particular, exits
have not been followed by precipitous drops in output. Nitsch (2004) also searches for stylised
facts associated with the breakup of currency unions but using a different approach in the
treatment of cases.24 He considers insights from the literature on OCAs and that on currency
crises, thus deploying a much broader set of variables than Rose (2007). Similar to Rose,
Nitsch (2004) finds no tight links between currency union dissolutions and their theoretical
determinants, especially macroeconomic fundamentals. He sees little evidence that the degree
of symmetry in output movements and the occurrence of shocks or the extent of similarity in
fiscal stances are associated with breakups in currency unions or their continuation. A more
positive result is that dissolutions are often related to changes in political status (i.e., the
attainment of political independence): a split in political union is quickly followed by currency
union dissolutions. Three recent examples are the breakups of the Soviet Union, Yugoslavia
and Czechoslovakia. In particular, the experiences of Estonia, Croatia and especially Slovakia
have been used as evidence – relevant to Scotland – that a successful introduction of national
currencies can be rapid (The National, 2021).
Estonia was the first of the former Soviet republics to issue its own fully convertible currency,
the Kroon. The country became independent in August 1991 and the Kroon was introduced
within ten months, having the central bank been set up a year before independence. Croatia
declared itself independent in June 1991 and the Croatian Dinar was introduced in December.
24

Unlike those in Rose (2007), the data are arranged in pairwise form. This results in the identification of
245 currency unions and 128 dissolutions.
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The National Bank of Croatia, which had been part of Yugoslavia’s federal system of monetary
authorities since the 1970s, was designated as the country’s central bank in December 1990.
Skreb (1998) recounts that the introduction of the Dinar proceeded surprisingly smoothly,
despite the war brought by the rest of Yugoslavia against Croatia. Czechoslovakia split into two
independent countries – namely, the Czech and the Slovak Republics – on 1 January 1993,
within six months of the 1992 parliamentary elections. It was initially decided that the Koruna
would be maintained as the common currency. In fact, the monetary union broke down in a
matter of weeks. After secret negotiations between the two sides, monetary separation was
announced on 2 February and became effective on 8 February. Fidrmuc et al (1999) attribute
the collapse of the monetary union to the combination of its poor design and the lack of political
commitment.25 Despite this ‘unplanned’ development, this currency breakup has been
described as the most successful, fastest and least eventful ever.
The extent to which all these historical precedents can be relevant to the case of Scotland is
doubtful. The introduction of the new currency in Estonia occurred in the context of a ‘shock
therapy transition’ to a market economy in which there was virtually no provision for
discretionary economic policy (Hoag and Kasoff, 1999). In Croatia, the new currency was
introduced in a context of near-hyperinflation and was thus a crucial element of stabilisation
policy. Estonia, Croatia, the Czech Republic and Slovakia were all relatively closed economies
both commercially and financially. The cases of currency exits in the datasets used by Rose
(2007) and Nitsch (2004) include countries that gained political independence in the process of
decolonisation. Nevertheless, a conclusion that can be drawn is that currency separation can
be accomplished quickly.
It seems also reasonable to expect that the economic costs involved in the breakup of Scotland
from sterling will depend on the agreed procedures and especially on the political will of both
parties to cooperate and minimise costs. The SGC’s six tests and its recommendation to retain
sterling for an extended period are based on the assumption that there is a strong economic
case for sterling retention because Scotland and rUK are a close approximation to an OCA and
will continue to be so at least for the short and medium term. The SGC also assumes that the
benefit of issuing a new independent currency is outweighed by the economic benefits of
staying in the OCA as well as the benefit, in terms of stability, of maintaining the status quo.
As a response, it could be pointed out that there is no consensus in the literature on whether
the UK meets the OCA conditions (e.g., Cuthbert, 2014; Schelkle, 2014). Consideration of the
endogenous version of the OCA theory – according to which economic convergence, for
example, develops dynamically as an effect of policies of cooperation and integration – would
likely fail to strengthen the consensus, as it can be argued that the policies undertaken by the
UK government have been responsible for the growing divide between UK regions (Cumbers,
2014). Brexit is a case in point, since it impacts differentially on UK industries and regions.
Figus et al (2017) suggest that the direct impact on Scotland from leaving the EU would be
compounded by strong indirect and induced spillover effects arising from the economic
importance of rUK for Scotland. Thus, Scottish independence – if buttressed by the economic
policy space that would result from monetary sovereignty and would allow Scotland to pursue

25

The monetary union lacked a single monetary authority. In its place it had a Monetary Committee
composed of representatives of the two national central banks who were widely expected to pursue the
interests of their respective countries rather than those of the union. This induced mounting speculative
transactions.
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economic objectives and strategies different from those in rUK – may be an important
determining factor of how Brexit will impact on the Scottish economy and may affect the relative
economic performance of Scotland and rUK (Blyth, 2021).
In any case, regardless of whether the UK is an OCA, the empirical evidence reviewed in this
section suggests that the outcome of currency breakups may not be particularly affected by
conditions related to OCA criteria. Even if the economic outcomes of such historical precedents
are not regarded relevant for Scotland, the breakout themselves suggest that policymakers in
newly independent countries have tended to privilege political decisions over considerations
based purely on economic calculations. It is not altogether clear why Scottish policymakers
should behave differently.
A possible answer is that the SGC might see the benefits of a new currency as rather limited,
perhaps more of a political and symbolic nature than economic. To be fair, this interpretation of
the SGC’s view is only by deduction since, when assessing the costs and benefits of retaining
sterling or issuing a new currency, the SGC does not make explicit what the advantages of a
new currency might be. Nonetheless, their report stresses that the capacity of Scotland to
conduct an independent monetary policy and set the interest rate autonomously is constrained
by the small size of its economy compared to that of global capital markets. Similarly, the
conduct of fiscal policy by an independent government is constrained by the need to ensure
that capital markets remain willing to finance its fiscal deficit. To this end, the report
recommends that an independent Scottish government should reduce public deficits and debt
to “healthy and sustainable” levels primarily by keeping public expenditure growth below that of
GDP. In this framework, therefore, there is little that independent monetary and fiscal policies
can achieve. In contrast, in the Post Keynesian/MMT framework presented in this paper,
sovereignty in macroeconomic policy setting is possible and highly beneficial.

5. Conclusions
This paper has argued that an independent Scotland should introduce a new currency and
adopt a flexible exchange rate regime. It has rejected the view that in the early years of this
regime the conduct of macroeconomic policy should be constrained by externally imposed
considerations. It has expressed the view that the transition to a flexible exchange rate after
Independence Day can be rapid as it does not need to be delayed by the need to achieve
significant economic preconditions.
These arguments have not been made by weighing contrasting political and economic
considerations but purely on the basis of economic considerations derived from the perspective
of heterodox economics frameworks, especially Post Keynesian and Modern Money Theory.
Too often progressive economic policies are delegitimised by the appeal to an alleged
economic reality which in fact is not reality at all but only a distorted vision that reflects the
organising principles and framework of mainstream economics.
It is worth highlighting the complementarity between this paper and Dow et al (2018) on the
2014 Scottish referendum. They lament that both sides of the debate – those advocating
political independence and those opposing it – over-relied on arguments framed in terms of
mainstream economics. Dow et al contend that mainstream economics – due to its equilibrium
setting and its limited conceptualisations of institutions, power, knowledge, and uncertainty – is
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particularly unsuited to address issues related to constitutional and institutional change. They
argue that, in contrast, a political economy approach can much better analyse the nature and
consequences of dynamic changes on institutions, social structures and behaviour. This paper
makes the point that the debate about post-independence economic policies is also fought on
arguments based on theories and perspectives that are typical of mainstream economics,
despite the fact that its predictive capabilities and explanatory framework have both been found
inadequate. Post Keynesian economics and Modern Money Theory offer alternative and
arguably superior perspectives for such debate and, compared with mainstream economics,
they are a much more solid foundation for progressive policies.
Unfortunately, mainstream economics remains the only approach to economics taught in many
economics departments. Stronger support for heterodox economics together with more
widespread knowledge of its principles and frameworks can enhance our understanding of the
real world and improve decision making. The agenda for research and change is long.

References
Bailliu, J., Dong W., and Murray, J., 2010, Has exchange rate pass-through really declined? Some recent
insights from the literature, Bank of Canada Review (Autumn): 1-8
Bernanke, B., 2005, The global saving glut and the US current account deficit, Speech 77, Board of
Governors of the Federal Reserve System
Blyth, M., 2021, Economics and populism, in: UKICE, Brexit and Beyond: Economy (London: The UK in
a Changing Europe), pp 23-24
Bonizzi, B., Kaltenbrunner, A. and Michell, J., 2019, Monetary sovereignty is a spectrum: modern
monetary theory and developing countries, Real-World Economics Review 89: 46-61
Borio, C. and Disyatat, P., 2011, Global imbalances and the financial crisis: Link or no link?, BIS working
Paper 346
Cumbers, A., 2014, The Scottish independence referendum and the dysfunctional economic geography
of the UK, Political Geography 41: 33-36
Cuthbert, J., 2013, The mismanagement of Britain: A record of the UK’s declining competitiveness – and
its implications (Biggar: Jimmy Reid Foundation)
Dow, S., McMaster, R., and Cumbers, A., 2018, Sine praejudicio? Economics and the 2014 Scottish
independence referendum, Cambridge Journal of Economics 42(3): 597-615
Fidrmuc, J., Horvath, J. and Fidrmuc, J., 1999, The stability of monetary unions: Lessons from the breakup
of Czechoslovakia, Journal of Comparative Economics 27(4): 753-781
Ehnts, D. and Hofgen, M., 2019, Modern Monetary Theory: A European perspective, RealWorld
Economics Review 89: 75-84
Eichengreen, B., Rose, A. and Wyplosz, C., 1995, Exchange market mayhem: The antecedents and
aftermath of speculative attacks, Economic Policy 10 (21): 251-312
Figus, G., Lisenkova, K., McGregor, P.; Roy, G.; Swales, K., 2017, The long-term economic implications
of Brexit for Scotland: An interregional analysis, Strathclyde Discussion Papers in Economics, No.
17-11
Forbes, K., 2016, Much ado about something important: How do exchange rate movements affect
inflation?, Manchester School 84(S1): 15-41

104

real-world economics review, issue no. 101
subscribe for free

Frankel, J. A., 1999, No single currency regime is right for all countries or at all times, NBER Working
Papers 7338
Harvey, J., 2019, Exchange rates and the balance of payments: Reconciling an inconsistency in Post
Keynesian theory, Journal of Post Keynesian Economics 42(3): 390-415
Harvey, J., 2009, Currencies, capital flows, and crises: a Post Keynesian analysis of exchange rate
determination (Abingdon: Routledge)
Harvey, J., 1996, Orthodox approaches to exchange rate determination: A survey, Journal of Post
Keynesian Economics 18(4): 567-583
Hoag, J. and Kasoff, M., 1999, Estonia in transition, Journal of Economic Issues 33(4): 919931
Kalecki, M., 1944, Three ways to full employment, in: J. Osiatynski, ed., 1990, Collected works by Michal
Kalecki, Volume I, Capitalism: Business cycles and full employment (Oxford: Clarendon Press), pp
357-376
Kaltenbrunner, A., 2015, A Post Keynesian framework of exchange rate determination: A
Minskyan approach, Journal of Post Keynesian Economics 38(3): 426–448
Lavoie, M., 2019, Modern monetary theory and post-Keynesian economics, Real-World Economics
Review 89: 97-108
Lavoie, M., 2014, Post-Keynesian economics: New foundations (Cheltenham: Elgar)
Lerner, A., 1943, Functional finance and the federal debt, Social Research 10(1): 38-51
MacDonald, R., 2021, Creating Scots pound will be anything but orderly, Financial Times, 8 February
MacDonald, R., 2014, An independent Scotland’s currency options redux: Assessing the costs and
benefits of currency choice, CESifo Working Paper Series 4952
MacDonald, R., 2007, Exchange rate economics (Abingdon: Routledge)
Mitchell, W., 2019a, Some MMT considerations for an independent Scotland: Part 1, at
http://bilbo.economicoutlook.net/blog/?p=42275
Mitchell, W., 2019b, Some MMT considerations for an independent Scotland – Part 2, at
https://bilbo.economicoutlook.net/blog/?p=42291
Mitchell, W., 2016, Why capital controls should
https://bilbo.economicoutlook.net/blog/?p=33943

be

part

of

a

progressive

policy,

at

Mitchell, W., Wray, L.R. and Watts, M., 2019, Macroeconomics (Basingstoke: Macmillan)
Murphy, R.J., 2021a, This is the big question ahead of GERS Day 2021, The National, 5 August
Murphy, R.J., 2021b, The FT’s analysis of the economics of an independent Scotland is a catalogue of
errors and false assumptions, at: https://www.taxresearch.org.uk/Blog/2021/04/03/__trashed-2/
Murphy, R.J., 2020, How much debt does
https://youtube.com/watch?v=NoOfXUZj4gM

Scotland

owe

on

independence?,

at

The National, 2021, Open minds on independence #19: Busting the old Unionist anti-indy myths, 17 April
Nitsch, V., 2004, Have a break, have a… national currency: When do monetary unions fall apart?, CESifo
Working Paper 1113
Ortega, E. and Osbat, C., 2020, Exchange rate pass-through in the euro area and EU countries, European
Central Bank Occasional Paper 241
Ostry, J., Loungani, P. and Furceri, D., 2016, Neoliberalism: Oversold?, Finance and Development 53(2):
38-41

105

real-world economics review, issue no. 101
subscribe for free

Rebucci, A. and Ma, C., 2019, Capital controls: A survey of the new literature, NBER Working Paper
Series 26558
Rey, H., 2013, Dilemma not trilemma: The global financial cycle and monetary policy independence,
NBER Working Paper Series 21162
Rideout, T., 2020a, Timetable for
https://reservebank.scot/timetable

the

introduction

Rideout,
T.,
2020b,
The
introduction
plan
of
https://reservebank.scot/currency-rollout#gsc.tab=0

of

a

the

new
new

Scottish
Scottish

currency,
currency,

at
at

Rideout, T., 2020c, How to establish a new Scottish currency in an independent Scotland, at
https://yesedinburghwest.info/e-flets/the-economy/how-a-new-scottish-currencyshould-beestablished-in-an-independent-scotland/
Rideout, T, 2019, What tests should there be
https://reservebank.scot/currency-tests#gsc.tab=0
Rose,

A.,
2007,
Checking
out:
Exits
https://faculty.haas.berkeley.edu/arose/exit.pdf

for

a
from

new

Scottish

currency

currency?

at

unions,

at

Sardoni, C. and Wray, L. R., 2007, Fixed and flexible exchange rates and currency sovereignty, Levy
Economic Institute Working Papers 489
Schelkle, W., 2014, The ‘Poundzone’ is just as sub-optimal a currency area as the Eurozone, at
https://blogs.lse.ac.uk/europpblog/2014/07/30/the-poundzone-is-just-as-suboptimal-a-currencyarea-as-the-eurozone/
Skreb, M., 1998, Economic transition in Croatia: An insider’s view, SAIS Review 18(2): 71-88
Sustainable Growth Commission, 2018, Scotland – The new case for optimism: A strategy for intergenerational economic renaissance
Taylor, L., 2004, Reconstructing macroeconomics: Structuralist proposals and critiques of the mainstream
(Cambridge MA: Harvard University Press)
Wray, L. R., 2015, Modern money theory, 2nd edition (Basingstoke: Palgrave Macmillan)

Author contact: Alberto.Paloni@glasgow.ac.uk
___________________________
SUGGESTED CITATION:
Alberto Paloni, “The choice of currency and policies for an independent Scotland: A debate through the
lenses of different economic paradigms”, real-world economics review, issue no. 101, 15 September 2022,
pp. 90-106, http://www.paecon.net/PAEReview/issue101/Paloni.pdf
You may post and read comments on this paper at http://rwer.wordpress.com/comments-on-rwerissue-no-101/

106

real-world economics review, issue no. 101
subscribe for free

End Matter
Board of Editors
Nicola Acocella, Italy, University of Rome
Robert Costanza, Australia, The Australian National University.
Wolfgang Drechsler, Estonia, Tallinn University of Technology
Kevin Gallagher, USA, Boston University
Jo Marie Griesgraber, USA, New Rules for Global Finance Coalition
Bernard Guerrien, France, Université Paris 1 Panthéon-Sorbonne
Michael Hudson, USA, University of Missouri at Kansas City
Anne Mayhew, USA, University of Tennessee
Gustavo Marqués, Argentina, Universidad de Buenos Aires
Julie A. Nelson, USA, University of Massachusetts, Boston
Paul Ormerod, UK, Volterra Consulting
Richard Parker, USA, Harvard University
Ann Pettifor, UK, Policy Research in Macroeconomics
Alicia Puyana, Mexico, Latin American School of Social Sciences
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Chandrasekhar, Heikki Patomäki, Romar Correa, Piet-Hein van Eeghen, Max Koch, John Robinson, Oscar
Ugarteche, Taddese Mezgebo, Donald Katzner, Crelis F. Rammelt, Phillip Crisp, John B. Benedetto, Alicia Puyana
Mutis, Leon Podkaminer, Michael Kowalik, Mohammad Muaz Jalil, José A. Tapia, Robert W. Parenteau, Alan
Harvey, C. T. Kurien, Ib Ravn, Tijo Salverda. Holger Apel, John Jeffrey Zink, Severin Reissl, Christian Flamant,
Rainer Kattel, Amit Bhaduri, Kaustav Banerjee, Zahra Karimi Moughari, David R Richardson, Emil Urhammer, Michel
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