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Notes on Money, Growth and Distribution

1. Intreductien

The main purpose of Lhis paper is twefeld. Fiist, it is
mtended to develop a critical assessment of same recent
Lheoretical attempts to provide a monetar} explanation for
the long peried positions of seme systemic variables such as
vutput and employment and income distribution. Basically, it
i+ intended ta critically outline the alternative arguments
put forward by Panico (1988) and Pivetti (1991) to support a
monetary theory of distributioen and, to a lesser extent,
Fegers  (1989) formulatieon on a menetary determination of
long period unemployment equilibrium (1) second. it is
intended to evaluate to what extent, if any, what is called
here 'new stagnationist’ approach to growth and distribution
{hat has been developed by authers such as Rowthern. Tayler.
and Dutt can beneflit from the monetary formulations
mentioned abeve. It should be stressed at the oeuset, theugh,
that the comparative analysis developed in what follews is
not to be interpreted as ultimately arguing for a complete
synthesis among these two distinctive research programs, but
rather as evaluating the extent te which they can beneflit of
each other in the <coanselidation of their theoretical
edifice, specificities noetwithstanding.

The paper is organised in the following way. Section 2
critically outlines the somewhat alternative explanations
for a monetary theory of distribution put forward by Panico
and Pivetti. Section ) presents a brief critical survey of
the main argumen:s advanced by Regers to support a monetary
determination of long period unemployment equilibrium. A&
general overview of what is called here ‘new stagnationist’
approach opens Sectien 4, in which is also evaluated to what

extent, if any., some insights contained in the monetary



approaches discus-ed provicesly can. should and need he
inuorporated into “he Thnew stagnationist’ tradition.

Povally, some concluding cmar&s <l vse the paper.
2 2
2. Searching for a monetary theory of distribution

Roth Panico's and Pivetti’'s formulations on noney and
distribution mav he conceived as falling within the so-
valled classical approach to Jdistribution. As it is detailed
llr. what follows, both of them clearly attempt to put forward
an explanation of distribution between profits and wages
along the lines of the clussical political economy or, more
precisely, along the lines of the Sraffian recovery of the
so-called surplus approach to distrihution (2 qn clearing
the ground f(or the recovery of classical political economy,
Sraffa 1s said to had provided a consistent critique of the
nevclassical theory of the rate of profit and so of the
entite neoclassical explanation of value, distribution and
vutput.

Unlike the supply-and-demand approach adopted by
neoclassical theory, the surplus approach to value and
distribution treats the two basic distributive variables -
the real wage and the rate of profit - as being neither
symmetrically nor simultaneously determined. In the surplus
approach, only after either one of these distributive
variables has been explained independently of both the
social product and the other distributive variable, then the
latter is determined as a residual. While the classical
economists and Marx. on one hand, considered the real wage
as independent variable, and the rate of profit as a
residual to be Jdetermined on the basis of the dominant
techniques, Srafla, on the other hand, conceived the rate of
profit as susceptible of being determined from outside the
system of production, in particular by the level of the

money rates of interest.



Both Pan:ico and ivectt have Laken gp the suggestion

alven by sSraflfa cencerninz the Tundamental role played b
the rate of interzat an the deteimination of distribution
il carried e forward into a seally woherent and promising

malysis of the very complex relationship between the iate

ol interest and the rate of profit (3D as it s well-knoun,
this relationship is often ignored in most of traditional
analysis, either classical or neoclassical, it being assumed
that the r1ate of interest is equal to the rate of profit or
deviates onlyv by <ome risk factor; put somewhat crudely,
despite monetary factors are allowed to determine only
everyday fluctuations in the rate ol interest, it is argued
that its average value over long periods depends upon the
rate of prolit to be made from the employment of capital in
production ‘4,

Notwithstanding Sraffa’'s claim that the rate of profit
should be made to depend upon the money rate of interest,
one cannot fail to recognise that he did not put forward
clear and explicit arguments to support it. Yet, as Panico
(p. 1) correctly stressed, this suggestion underlines a very
important aspect of the issue at stake, namely, that any
attempt to invert the causal relationship between the rate
of interest and the rate of profit is bound to put forward
an alternative theory of value and distribution; monetary
factors have to be allowed to affect the rate of profit, the

distributive variables and the determination of prices (5,
2.1 Pamico on interest, profit and distribution

The main purpose of Panico's work is to examine the
possibility of relating the theory of interest and that of
value and distribution in a way different from that
envisaged by traditional analysis of conceiving the rate of
interest as just another aspect of, and determined by, the

rate of prolit.



Following Sralfa’s uggestien. Panico’s stated purpese
Is 1o put ferward 1 monctary theory ol the rate of profits
that may give some initial undeirstanding ibout how monetary
Tactors  and  policies are likely to affect inflationary
processes and the Jdistribution of income amongst bankers.
tndustrial capitalists and workers {p. ). In closely
following Sraffa’s suggestion, Panico’'s purpose is to allow
monetary factors and poelicies to clearly play a role in
distribution, thus presenting a Llrue alternative to the
gssentially real explanations advanced by neoclassical
theary. In the latter one, both relative values and income
Jistribution are determined in terms of supply and demand,
1L being that all distributive variables are determined
vndogenously and simultaneously, together with equilibrium
prices and gquantities. In other words, the neoclassical
approach is based upon the principle of substitution to
determine the distributive variables in terms of supply and
demand functions for productive factors (p. 2-3).

Given that Panice’'s purpose is to set the stage for a
monetary determination of the rate of profit, the framework
adopted by him is the so-called surplus approach. an
approach that analyses the condition., that have to be
~atisfied for the reproduction ~f the economic svstem at the
existing level of acti'ity. Panico justifies the choice of
the surplus appreach by arguing that it allows one to take
the rate of profits as an independent variable, determined
from outside the system of production, and the real wage
rate as a residual one. For Panico, whether the real wage
rate or the rate of profit is to be taken as an independent
variable is largely dJdependent of prevailing economic, social
and political conditions. In his view, the strength of the
surplus theory of value and distribution relies exactly upon
it is compatibility with different ways of relating those
distributive variables (p. 5).

Panico argues that any explanation intended to provide

a consistentl monetary theory of distribution along the lines



suggested by Srafia must {uifil two conditiens. First. 1t

must be based upon 4 theory ol the rate of interest that
allows  Tor  variat.ons in the rate of interest, hoth
Lemporary and long-lasting, which do not depund wupon
vattations in the rate of profits. Second. it must provide a

mechanism through which competitive market forces causes
vartations in the rate of prolit to be determined by
variatiens in the rate ol interest. Given that he interprets
Marx and Keynes as providing impertant insights both for a
monetary theory of the rate of interest and about how the
rate of interest determines the rate of profit, he makes
extensive use ol several writings of them in order to
provide an explanation that fulfil these two conditions (6),
Put directly, Panico uses them to derive a model describing
the different ways in which competitive forces, set in
motion by the activity of bankers, financial asset holders
and producers, can bring about interactions between the
rates of interest and profit, and can coensequently affect
the prices of commodities and the real wage rate.

Panicoe interprets Marx's writings as discussing the
analytical conditions that allow a monetary determination of
the average interest rate. According to Marx, Panico argues,
the rate of interest depends upon the rate of profits oenly
in the sense Lhat the latter sets the maximum level that the
[ormer can reach. He interprets Marx as arguing that several
factors other than the rate of profits play a relevant role
in determining the average rate of interest (7). For Panico,
Marx, by having greatly stressed the historical and
conventional character of this determination, thus
criticising any attempt based upon either natural or
material laws, has provided a monetary determination of the
average rate of interest more akin to that of Keynes than to
that of those who wanted to stress the role played by the
tlassical [orves of productivity and thrift (p. S0).

Panico suggests that Marx's interesting hints about how

bankers appropriate their share of income can clarify some



of the vompetitive forces linking tozether the movements of

Lthe average interest rate and of the zencral rate of profits
(p. 32). The Jdevelopment of Mar< s analysis <hows that
bunkers and industrial capitalists share some common

titterest against workers in the distribution of the social
product. Tel, Marx's writings «clarify that the relation
between  these two groups of capitalists also have an
antagonistic character.

Using a Sraffian price system explicitly containing the
credit sector. Panico models Marx's insights on the
competitive forces regulating the <conflictual relations
between bankers, industrial capitalists and workers over the
share of income they can earn. Given the purpose of this
paper, it is worth recalling Panico's suggestions of how
some conc¢lusions derived from that model <¢an help to
investigate inflationary processes and the influence of
monetary policies on the distribution of income and the rate
of inflation.

In Panico's model, variations in the rate of interest
on loans can affect distribution and prices in two ways,
First, since interest payments on short-term lending to
firms are directly introduced into the cost of production of
commodities, a variation in that rate of interest causes an
immediate variation, in the same direction, in this cost;
when, for instance, i1t increases, an increase in the cost of
production and an immediate transfer of profits from
industrialists to bankers results. [ndustrial producers may
then try, if circumstances allow them, to pass their higher
costs on in higher prices. In this case, workers will then
suffer a loss in their purchase power. In the presence of
real wage resistance. however, this may generate a demand
for higher money wages and a consequent inflation process
(p. 98).

Second. if the variation in the rate of interest on
lvans is considercd to be permanent, a change in the same

direction both in the price level and general rate of



conventional Jdetermination of the rate of interest in terms
ol factors ovperating in the monev market, rather :than in
terms of what determines the real rate of return of capital
1n Lthe production process (p. 14i) (a

The +very complex nature of the relationship between
interest and prolitl resulting from the eperation of market
mechanisms transmitting stimulations hetween monetary and
real variables (s alse vconsidered by Panice as another
common ground between Marx's and Keynes' formulations.
specilicities notwithstanding. While Marx envisaged the
related movements of these rates as resulting frem the
werhing of competition within the banking sector and between
this and the industrial sector, Keynes concentrated upon the
links between these rates established by the tendency
towards equality between the rates of return of all
[inancial and real assets. Put shortly, while Marx analysed
how banks appropriate their share of surplus value generated
in the production process, Keynes l|looked essentially at the
complexity of flinancial markets and at the way in which
their wvery woperation regulates the rates of return ef
different kinds of assets and affects investment decisiens
of industrialists (p. 157-8).

Panico argues that Keynes' innovative writings on how
the rates of return of different assets are related one teo
another, and in particular his insightful analysis in
chapter 17 of the General Theory, provide a very useful
analytical method for investigating how changes in the rates
of return of financial assets may affect the rate of return
of real capital assets (p. 178). Despite the fact that
Keynes did net specifically deal with hew the rate of profit
charged by producers in the cost of proeductien of their
commodities adjusts to changes in conditions prevailing in
the financial markets, Panico argues that Keynes' analysis
is capable of being used for such a different purpese. The
development of Keynes's analysis, on the one hand, allews

the difinition of the conditions of equilibrium for the



linancial market s e for pruducers s lecisions 1thost

pPricing, 4nd on the other hamd. allows one to study the
adjustment processes when these _onditions Jo not ho'd.

in 2eneral lines, Panico’s argument runs as follows. in
equilibrium all (inancial and real capital asset: have equal
awn 1ates of money interest, and the market evaluations of
the alliguidity discounts or risk premium of the several

financial assets determine the differentials between their
inte¢rest. On the other hand, the illiquidity discount of the
financial assets depend upon the expectations of the future
level of their own rates of money interest and on the degree
of liquidity of the system as it is perceived by the public.

For Panico, these differentials are affected by the
vperation of the monetary policy, but they may also move
independently of the intentions of the mcnetary authority.
By (he same token, another equilibrium condition determines
the differential between the interest rates and the rate of
profits, for the own rate of money interest of real capital
assets to be equal to the own rate of money interest of
[inancial assets. Assuming that the illiquidity discount of
the capital assets is equal for all entrepreneurs, as well
as assuming differences in efficiency or productivity
between [irms and workers away, the minimum rate of profit
accepted by individual entrepreneurs is uniform for all the
economy and can be therefore called the general rate of
profits. In equilibrium, the equalization conditions
described above must prevail feor all financial and real
assets. For Panico, when these conditions of equilibrium do
net hold, some adjustment process come inta operatien.
Changes in the structure of interest rates and in relative
prices occur in oerder for all rates of money interest to
reach equality again (p. 179).

At this poinl, Panico raises an essentially neo-
ricardian criticisms against Keynes analysis. He mentions
that Keynes never abandoned the traditional marginalist view

of how competitive forces tend to re-adjust the own rates of



meney intzrest of voal _apetal o wsw-ots oamong themselves and

Lo changes 1n the owstl dies 0! noncr nterest of [iaancia
aswels. In other woids., Ko nes linked the adjustment process
te  the pranciple of Jdiminishing marginal returns. For
Panivo, Lhe acveceptance ol this principle is not hewever
necvessary, and a Jifferent view of price formation. such as
that based on the “full cost principle’, can he used tao

describe these adjustment processes. Even if it is assumed,
at least in principle, that such a criticism can be raised.
Panico can be charged by not supperting it in a censistent
way. First, he simply assumes that the adjustment mechanism
cnvisaged by Kevnes is an essentially marginalist one.
Secend, he dees not provide any explanation of why Keynes's
mechanism, even if neoclassical in nature, is net adequate
to deal with the issue at stake. Third, he does net suppert
his claim regarding the pessibility ef using an alternative
price flermatiaon, e.g.. wone based on the ‘full coast
principle’, Lo describe those adjustment process. As
Panico’s purpose is to purge Keynes frem any neoclassical
veslige, one cannet fail te wender why he did not use that
alternative principle in his refermulatien of Keynes's
analysis.

In any case, Panico draws the fellewing caenclusiens
from the analysis he derived from that of the chapter 17 of
the General Theery. First, the control of the monetary
authority oever the interest rates, theugh existing. has to
work through changes in the public evaluation of the degree
of illiquidity and of the rate of appreciation of flinancial
assets. In other words, monetary autherity may not always
fully contrel the interest rates. Second, the influence of
menetary policies on the interest rates works at the
beginning through changes in the differentials hetween the
rates on Jdifferent classes of debts. The whole structure of
interest rates therefore may only move with seme delay, and
this may cause further preblems for the menetary authority

in implementing its pelicy. Finally, changes in the whole



stoucture  of  dinterest  rates affect the rate of  profit

~narged by producers an the cosloof predducticon of  thetd
commedities. gn the same lirectren. only tho.e change: in
the Dinancial markets ahich are persistent cnouzh to modify
the whole  Structure of the interest rates can thereflore

dffect Uhe rate of profit (1779-50). The latter conclusion is
particularly impertant within Panico’s discussion, for it
~houws w second way, additiunal te that pointed out when he
dealt with Marx's writings about the distribution of surplus
between [irms and banks, through which changes in financial
markets can affect the cost of preduction and therelore the
price of commudities. Since the aim of Panico’s book is to
esltablish the analytical conditions allowing the development
of a4 monetary theory of the rate of profits, the last step
in his dargument is te combine these two ways threugh which
changes in [inancial markets can affect distritbutien and
prices in a Srafflian model, where the financial markets. the
banking system and the productive sector are described along

the lines pointed out by Keynes and Marx (p. 186-7).
2.2 Pivelti on money and distribution

Like Panico's, Pivetti's work is alsoe intended to deal
with a view to making some steps forward in the direction
suggested by Sraffa for explaining income distribution in
terms of monetary factors (p. 4). For Pivetti, this requires
a consistent analysis of the nature of the connection
between the rate of profit and the rate of interest in order
to determine which of the two ultlimately governs the other.
He argues that a monetary detlerminatioen of the rate of
profit is fully compatible with the analytical setting of
the classical-marxian approach, whereby distribution between
the rates of prolil and wage does not depend on the relative
scarcities of labour and capital, but rather on the
relatiens that capitalists and werkers are likely to

establish with one another (p. 4). Moreover, there is no



eirement in the classi. . approdach ahich is in conflic: with

the possibility of ciass coiatiods acting primasily upon the
rate of profit, thus letoiminir the veal wage jate 15 g
tescdual varitable. For Dreetti. it is this very possibility
shirch constitutes the actuarl object of study when ene asks

shether the rate of profit is capable of being deiermined by
e meney rate of interest, and whether this determination
vooosupported by reality or not (p. 5). In his view, actua

caperivnce clearly seems to validate the cencept of an
autonomeus determination of the meneyv rate of interest. in
the sense that interest rates do underge lasting changes
which are reasonably explained without any need te refer to
a prior cthange in the nermal rate of prefit. In other words,
the level of the rate of interest in any ene country is
strongly inflluenced by circumstances which have nothing to
Jo with those several real forces regarded by the classical
and marginalist ecenomists as the determinants ef the normal
rate of prefit. Accerding te beth classical and marginalist
economists there 1s, between the nermal rate of prefit and
the money rate of interest, a leng run causal relationship
going from the former te the latter, so that the rate of
interest is ultimately determined by those real forces which
explain the course of the normal rate of prefit, namely the
real wage rate and productien techniques in the classical
theory of distributien up to Ricardo and the fundamental
phenomena of productivity and thrift in the marginalist
theory (p. 8).

Pivetti argues that the rate of interest is a monetary
phenomenen which regulates nermal distribution by regulating
the ratie of prices Lo money wages. In order te suppert the
cenception of a rate of interest determined by menetary
factors, he alse turns to both Marx's and Keynes' analyses
on the prior determination of interest; specifically, he
turns to their ciiticism against the cemmenly received
cenception of the money rate of interest as a magnitude

suberdinate to the normal rate of prefit. Hence, Pivetti, by



interpreting the ruea’ anege o v residual variable along the

Fiaeas  suggested by Soafloo Clowr i, modified the carls

classical approach too calue amd 1i otribution. for in the

N

laiites the money rate of interest was viewed as a magnitude

sunordinate Lo the nermal rate of profit. being ultimately
determined by those real forces. the teal wage rate and
production  tochnigques., which explain the <course of the

noimal rate of proflit

Before Tucusing upon the mechanism through which money
interest is likely to regulate normal profit, it is worth
cxplicitly pointing out what Pivetti understands bv normal
cate of profit and money rate of interest. By the former he
simply mean what the theories of distribution try to
cxplain: <lassical and Marxian expressions such as ‘natural
rate of profit’, “permanent rate of profit' or 'general rate
of proefit', and marginalist expressions such as ‘natural or
real rate of interest’ and ‘equilibrium or full-employment
rate ol interest’', never refer to actual or effective
profits, but to normal profits. The latter, reckoned gress
ol interest, correspond to the rate of return on capital
which would be obtained by firms using dominant or generally
acessible techniques. and producing output at levels
regarded as nermal at the time the capacity was installed.
To the extent that actual profits always deviate from normal
profits, economic theory is in substantial agreement,
Pivetti believes, regarding the normal rate of profit as a
magnitude which cannoet be arrived at statistically and
empirically (p. 20). As to money interest, Pivetti argues
that since there is of course no such thing as the rate of
interest, but rather at one specific time and place a whole
host of interest rates depending upon elements such as
maturity, quality, marketability, size and cther features of
the loan, one might think of the rate of interest in terms
of the average rate - the mean of the loan and deposit

interest rates prevailing within a given economy (p. 21).



in o zeneral lines, v owlit’ s arsument At out the actiuag

mechanism by which the ivonz-term tniterzst tale 15 Likels to
gavern the rate of prolot rups s Tollaws, The rate of
(nlereal wan be considered the rezuiator of the ratio of
prives Lo money wages when 1t i» taken into account that the
tate of interest 15 an autonomous dJeterminant of normal
praduction  cost. The  normal rate of profit n ca.h

particular sphere of production is arrived at by a process
of  wdding up two autonomous components: the long-term
interest rate and the normal profit of enterprise. For
Pivetti, the consideration of the latter dees not centradict
Lhe proposed concept of the money rate of interest as the
tegulator of the ratio of prices to money wages (p. 22-3).

Taking the Tirst step of his coherent argument, he
duevises competition as the mechanism through which prices
tend to be equated with normal costs. By presuming the rate
of  interest to he a determinant of production costs,
together with money wages and production techniques., Pivettl
is in position to argue that lasting changes in normal costas
will result in corresponding changes in the price level.
Finally, he then concludes that by wvirtue of the competition
among [irms within each industry, a lasting change in
interest rates causes a change in the same direction in the
level of prices in relation to the level of money wages,
thereby generating changes in income distribution (p. 22
That is to say, a prolonged fall in interest rates causes a
fall in prices relative to the wage level, and thereby
brings about a lower rate of proflit and a higher real wage;
whilst a prolonged rise in interest rates will raise the
rate of profits. and thus reduce the real wage (1o)

For Pivetti, the notion that lasting changes in
interest rates coenstitute changes in normal costs should not
be interpreted as resting on the assumption that all capital
employed in production is horrowed capital, and this is so
by the very reason that interest is conceived here as the

price fer the use of capital, i.e the pure remuneration of



~ipittal,  whatever Bathe 4 al Lts o wemplovment,  whethe.
financtal eor rea.. 7 poodaectien s carried on with the
Foim' s uwn EOP il » tiien interest Junstitutes il
gpportupnity-cos=t. and as such wili enter into that normal
cost which in rhe long tun tends to be equated with the unit
piice  YHLT 1y the  Lase of  share capital. a  similar

tationale applies. s Lhe nearest competing alternative 10
shates are long-term bonds, ordinary shares will be held
andy ol the expected yield on them exceeds the vield on
long-term bonds. As competition tends to maintain a certain
relationship hetween the prices of the various classes of
sccurities, a rise in prices for leng-term government bonds
- a Tfall in the long-term rate of interest - will be
foliowed by a rise in prices of securities generally. Put
shortly, as a higher quotatien for existing equilties implies
that [irms can raise capital on more favourable terms, we
may conclude that the issue ol common stocks will become
cheaper (or dJearer) in the face of a persistent fall (or
Tise)] 1n interest rates (p. 23).

For Pivetti, to the extent that changes in normal
profits are pgoverned by lasting changes in long-term
interest rates, real wages being a residual, the effects of
wiage bargain on distribution depends on its influence on
manetary policy. Put shortly, onece the normal profit of
enterprise 1s regarded as independent of the behaviour of
any other component of total unit cost, then wage
bargaining, in order to have any persistent effect on income
distribution, will ultimately have to exert some influence
on the level of the rate of interest. For Pivetti, there are
no direct effects of wage bargaining on normal distribution,
but only possible indirect effects through monetary policy
(p. 33).

Moreover, to regard the rate of i1nterest as setting the
pace, in its connection with the rate of profit, has another
implication which i1s worth indicating, namely, that changes

in interest rates will tend to be associated with changes in



12zregzate demand, hut by o1 overy JifTerent route Trom

traditionally envisageld: demand P —aptal 22314, HERS
Vs lance.,  Jlre not yuppeaed ot Lo | i 1 af bzl by
Manizes o0 the Intereal rate. o the extunt that the normal
reldrns 1ire nat indepenident  of  the interast rale in
Livettl > anaiyals, bul rather tend te move parallel with
cieow lasting reduction (increase) in the long-term rate
Aaill nut rairse (lower) the demand price of a capital good
felative Lo its supply price. Thus no increase in investment

vhoald be cxpected as a consequence of a lasting reductien
in interest rates (p. 44-5). In ether words. theugh Pivetti
achnuwledges Lhat both the propensity te censume ind the
inducement to invest are important determinant- ef eutput,
their inflluence on the latter .re supposed to woeperate
primarily through changes in the nermal distribution between
profits and wages. This is the reute, in Pivetti's view, by
whitch changes in the interest rate is likely to influence
ihe  level of output. The directions of such influence,
however, cannot be predicted en the basis of seme a priori
functional link, ultimately because the impact of changes in
Jdistributien en the inducement te invest 1is beund te be
different in each cencrete situatien, and may ge either way
ip. 15).

In presenting the main difference between his view and
the familiar pest-Keynesian theery of distributien, Pivetti
argues that whilst in the latter changes in the level of
prices in relation to the level of meney wages are
determined by changes in aggregate demand, in his view they
are determined by lasting changes in interest rates (p. 24).
Pivetti argues that unless one assumes situatiens ef full-
utilizatien of c¢xisting capacity, there appears in fact te
be ne analytical reasen (at least outside an orthodeox
approach tv value and distribution) why changes in aggregate
Jemand sheuld be associated with changes in distribution;
they will rather tend te be associated with changes in

output, and, in long-run analysis, alse with changes in



[2)

productive capactty . 31 Moreover., FPrvettt argies
that although Keynes o aatcipretation of interest 1s widelds
recogniced as the mo-~t .mportant aovelly in his analysis.
hardly any  toom 1+ Jelt for that interpretation in  the
vallouus versiuns ol the  “hesnesian’ (original  emphasis)

o)

theoiry of distribution {p. [32).

For Pivetti, the idea that the normal rate of profits
1> determined by the rate of growth of the economic svystem
its andeed clearly itncompatible with an interpretation of the
iate ol interes: as an  independentiy determined monetary
phenomenon, unless one is prepared to deny any long-run
canneetion hetween the rate of interest and the rate of
profit. Indeed, he argued that "it would (...) reguire a
huge amount ol good will on the part of anyone to regard a
rate of proflit determined by the rate of growth of the
economic system as a magnitude ‘determined from outside the
system of production™, which can be taken as 'given before
the prices are [ixed” {(p. 134). In his view, the connection
between the rates of interest and profit was not denied by
Keynes, who consistently maintained that it is the interest
rate, a monetary phcnomenon, which sets the pace in its
vonnection with the rate of profit. As a consequence,
Pivetti argues, the ‘Kevnesian’ theory of distribution
ultimately treats the rate of interest as a subordinate
phenomenon, as either 1n classical or in neoclassical theory
(p. 133) (13),

Going on with his diatribe against other theories of
distribution, Pivetti refers to an aspect of his approach to
distribution which, in his view, very much distinguishes it
from the major theories of distribution, marginalist and
non-marginalist alike (the Kaleckian one, for instance, we
should presume). (le argues that by considering the money
rate of interest as a magnitude determined from outside the
system of production which can be taken as given before the
prices are lixed, a very <close and direct link is

established between the microeconomic behaviour of firms as



! -anl o computing wnl prio g and the macroeconomic adtoome
ax o io nvcnal Jdistriburion o aatioena income tetween prolit s
1nd wdges. He maiatains that o s Tormulation the anoncs
tate of Interest which cach Tirtm takes 4s ziven at any one
time . and on which it bases its caiculations, does nut have

ta he vaiildated in the long run by any zeneral! eqguilibrium

beiween Jdemand anmd  supply  in the market for gzoods anid
production Tactors: nor does that money rate of interest
have to be validated by an independently determined real

wage rate, or by the rate of growth of the economic system -
these being the variables that govern the ratio of prices to
money wages in the classical and the "Keynesian' theories of
Jistribution, respectively. For Pivetti, to conceive of the
money rate of interest as an exogenously determined variable
- which governs Lthe ratio of prices tc money wages rather
than being governed by it - amounts to regarding money
interest as a determinant of normal costs and prices: so
that the microeconomic mechanism whereby prices are
determined on the basis of costing-margins which tend to be
adjusted to any lasting change in the rate of interest, is
one and the same thing as the very mechanism whereby changes
in money interest vrate bring about changes in normal
distribution (14).

Kalecki s theory of distribution based on the notion of
“degree of monopoly' is also conceived by Pivetti as having
several limitations. For Pivetti, Kalecki's view amounts
ultimately to maintaining that, given production techniques
(which contribute to the determination of the ratio of
capital to output), the nermal rate of profit is determined
by competition. In his view, Kalecki's theory of profits has
been criticized, e.g. Kaldor (1955-6, p. 225-6), as mere
tautology, simply Jdefining rather than explaining the ratio
of price to prime costs. Kalecki's theory cannot be
confirmed once that ratio has been defined as the 'degree of
monopoly', Pivetti argues, so that the proposition according

to which the ratio of proceeds to prime costs depends on



~hat happens to thu sive o menopoiy’ avulid possess no
greater explanatery -aluc than one which stated that the
;atio changes when 1t cChanges (p. 109). Moreover. Pivetti
argucs Lthat if one goes along with Kalecki’s arzument. one
is ultimately left with a pictute in which the gquestion of
the upper and lower limits of profit margins remains auite
indeterminate. In his view, by confining attention on the
[erces of coempetition, Kalecki was unable te provide uany
ground Lo permit one to rule eut the possibility that the
normal profit will be equal zere or as low as poessible; no
reason can be found, that is to say, why the actien of these
forces should always cease bellew a certain positive level
of profit. Put anether way, since Kalecki, as well as
Steindl, tend to identify the <circumstances governing
Jistribution with the greater or lesser stregth of the
forces of competition, the existence of a positive prefit in
long period cenditions seems ultimately to be attributed to
the circumstances that cempetition 1is net sufficiently

strong to bring it down to zere (p. 110-1).
2.3 Panico and Pivetti: general similarities and differences

Both Panico's and Pivetti's formulations on money and
distribution fall within the so-called classical approach to
distribution. Both @f them clearly attempt te put forward an
explanation of distribution between prefits and wages along
the lines of the classical political econemy oer. more
precisely, along the lines eof the Sraffian recovery af the
surplus approach to distribution.

Moreover, they share the same ultimate goal, namely, to
take up the suggestion given by Sraffa concerning the
fundamental role played by the rate of interest in the
determination of income distribution and carry it forward
inte a consistent analysis of the complex relatioenship
between the rate of interest and the rate of profit. On the

other hand, it was seen above that any explanation intended



to provide a4 conslatluent nenetdry theory of distributicn

along the lines sugauested by 3rafla  must fullil LW
conditions. Fir~t. it must be hased upon a theory of the
rate of interest that alloas for variations in the rate of
interest, bLoth temporary and long-lasting. which Jo not
depend upon variations in the rate of profits. Second, it

must provide o truly consistent mechanism through which
competlilive market forces causes variations in the rate of
profit to be determined by variatioens in the vrate of
interest. In order to Jdeal with the first condition, Panico
and Pivetti rely essentially wupon Marx and Keynes, in
particular upon their conclusion regarding the very
conventional nature of the rate of interest in the long
period. Finally, in both cases the main policy conclusion is
that restrictive monetary policies tend to have inflationary
effects., unless they are attended by a reduction in the real
income of workers in favour of capitalists. The opposite
ef[fects come from a policy of gradual reductions of the
interest rates (p. 99). However, Panico and Pivetti provides
two Jdilferent mechanisms through which a change in the rate
of interest is likely to provoke a change in the rate of
profit. While Panico's argument is based on Keynes's
analysis of how the rates of return of different assets are
related one to another, Pivetti's argues that the rate of
interest is a monetary phenomenon which regulates normal
distribution by regulating the ratio of prices to money
wages (15),

However innovative their analysis of how distribution
is ultimately regulated by monetary factors might be, and
they certainly are, one cannot fail to speculate to what
extent the Sraffian system is really the only one which can
provide an adequate framework for a monetary theory of
distribution, as both Panico and Pivetti implicitly argue.
As [ intend to suggest in the brief presentation of Rogers's
analysis to be put forward in the next section, and

especially in the section 4, monetary factors can be



consistently incorpurated inte Jdiscuassicns adout employment.
growth and distributicn sitiwout recourse to the surplus

apptoach.
3. Rogers's monctary Lheory of unemployment equilibrium

Rugers’'s starting point is that in capitalist vconomies
- those in which we actually live - producing heterogeneous
capital gouds which are largely [linanced by the banking
system, the rate of interest emrges as 4a key independent
variuble which can determine long period equilibrium. In
such economies, Rogers argues, the principle of effective
demand originally formulated by Keynes should be conceived
as replacing Say's law as the relevant analysis of output
and employment, on the one hand, and the concept of monetary
equilibrium is to be interpreted as replacing the quantity
theory, vn the other hand. Put another way, in credit-money
capitalist econemies monetary forces should bhe integrated
with real forces in the determination of long period
positions. Somewhat polemically, at least for those working
along the lines suggested by Panico and Pivetti, Rogers
argues that the monetary analysis of the General Theory
appears as a generalization of Wicksell's monetary and
capital theory to a monetary system in which the real forces
of productivity and thrift cannot determine the rate of
interest. In any case, Rogers's main purpose is to provide
the theoretical foundations for, in his words, "a unified
Keynesian analysis of output and employment".

Furthermore, Rogers argues that the notien ef monetary
equilibrium provides a sound theoretical foundation for Pest
Keynesian monetary theory and strengthens the general
Keynesian perspective by identifying the necessary
conditions for the existence of a long period unemployment
equilibrium to which the usual Keynesian stories of perverse
dynamic adjustment can readily be appended. To that end,

Rogers sustains, like Panico and Pivetti, that the money



rate of interest, a3 + h.zhi, -onventional variable in the

long peried, must v tieated as o1 exogenous variahle (o oa
credit-maney economy. [1 his view. the very fundamental
theoretical implication of this treatment i> that it opens

up & ro,e for the principle of elfective demand. Put anether
Wday the principle of effective demand emerges as an
essential feature of a credit-money hecause in such a system
the rate of interest can set a limit te the prefitable
expansion ol output in the leng period before full
employment is reached. The principle of effective demand
provides therelfere a menetary explanation fer the existence
of a long peried equilibrium with unempleyment.

A key element in the demenstratien eof this pessibility
is the cencept of monetary equilibrium used by Rogers to
Jescribe the relationship between the rate of interest and
the marginal eflficiencies of all assets. In Regers's view,
the concept of menetary equilibrium links the rate eof
interest (a moenetary phenemenen), through the marginal
efficiecy eof capital, to investment, output and employment
(real phenemena), in a manner which is net oepen te the
Cambridge critique of neeclassical capital theory.
Furthermere, he argues, the concept of menetary equilibrium
applies the classical netioen of leng peried equilibrium as a
state eof rest in which the rates ef return en all ferms ef
converting present inte future wealth are equalised. For
Regers, this, it seems, is the netien which lies behind the
general theory of asset-helding put ferward by Keynes in the
enigmatic chapter 17 of the General Theeory.

By reformulating the discussion carried out by Keynes
in that chapter, Rogers provides a formal analysis of the

elatienship between the rate of interest and the marginal
efficiencies of all durable assets in terms of their demand
and leng peried or normal supply prices. Regers then argues
that the leng-term meney rate of interest, a conventienal
phenemenun, can determine menetary equilibrium in the sense

that it sets the rate of return te which all ether marginal



efliciencies must o], ust S (R PP O [P i 1 0 PR 1 [ 5

equality between the .atc of oo oiest ind  the marzinal
efficiency  of capizal, ot instance. iecurs through
adjustment . .0 the demand prices of capital zeods relative
Lo their norma! or longz period supply prices and determines

shether capital goods can be profitably produced. The rate
of investment therefore plays an important role in the
production of capital goods, i.e. it influences the rate of
investment. Put ancother way, the money rate of interest may
rule the roost and this has very important implications for

output and employment and long period equilibrium.
4. The new stagnationist approach to growth and distribution

The thesis that in an economy subject to persistent
excess capacity demand-related factors usually play a very
fundamental role in determining patterns of secular change
has a long history in economics (Tayler 1985, p. J83). As
recounted by Rowthorn (1981), recent manifestaticns are the
theories of monopoly capitalism of Baran and Sweezy (1966)
and Steindl (1952), who in turn follow the contributions of
Kalecki (1971), Hobson {(1902), Luxemburg (1951} and the Marx
of realisation crises and reproduction schemes in Volume II
of Capital. All these authors are stagnationist in assuming
that both the growth rate and the level of capacity
utilization are likely to be essentially different under
different conditions of income distribution and/or
macroetonomic policy, their preferred policies presumably
leading to greater equality, increased utilizatien or step
up growth. Put shortly, these authors usually deal with two
analytical questions, namely, how output respond in the
short run to changes in income distribution and how output
adjustments feed back into distribution dynamics, especially
under conditions when price and wage inflation rates may be
influenced by employment levels, productivity changes, and

conflicting income claims (Taylor 1985, p. 2813).



As [ mentioned belore. this pape. ts intended not oniy

to critically outline “hu wonetary formulation put forward
Hhy authers such as [anico. Pivetti. and Fogers. hut also to
evaluate Lo what =sitent, . uanxy. the ‘new stagnationist’

appreach to growth and Jistribution that has been developed
by authors such as FRowthorn, Tayler. and DButt can beneflit
from these monetary [formulations. To that end, this section
make some suggestions about how such an incorporation might
be carried out, specificities notwithstanding. [ should
mention, theough, that since I intend simply te suggest the
basis for a fruitful integration of some of those monetary
formulations into a subset of the new stagnationist
approach, I will net provide neither a formal nor a complete
derivation of that suggestions.

) Moreover, one cannot fail te realize at the outset that
these two approaches sometimes deal with very different
problematics. While the neo-ricardian appreach developed by
Panico and Pivetti, flor instance, is not directly concerned
with the determination of output, but only with the monetary
conditions geverning the distribution of a given level of
output, Rogers's formulation is essentially a long period,
monetary theory of output and employment, rather than a
theory of distribution. Given their neo-ricardian pedigree,
the analysis put forward by Panico and Pivetti are open with
respect to the determination of the output, and, at least in
principle, could be combined with Rogers' formulatien (16}
New stagnationists, on the other hand, though they are
concerned with distribution in its connection with growth,
can also explore the possibility of integrating elements of
the monetary determination of distribution put forward by
Panice and Pivetti, as [ briefly outline below. To the
extent that the surplus approach is essentially distribution
oriented, the latter, in turn, would presumably incerporate
growth as subordinated to distribution.

However, wone cannot fail to recognize that the

frameworks that wunderlie the neericardian and the new



slagnat ionist apprudches are guite 2istinci. Part lireotly

while the Sraffiaan [toamesoih anderiyvinzg the conirtibat.ons o7

Panico and Piveiti i+ c-~entiall .easit-hased, the authers

WOThilly dicng new stasnationist lines adopt a Tundamentally

framesorh. Not o sarprisingly. on the one hand,

deinand-"ased
Fanico and  Pivetti would certainly Jdisagree with the
recourse to eiacess demand functions to inalyse chanzes in
distribution tatiables; new stagnationist authors, on the
hand, would certainly disagree with the idea of not allowing
demand factors to play any direct role in incaome
distribution. Turthermore, even though the contributions of
Panico and ['ivetti are open with respect to the level of
output, these authors would probably consider the new
stagnationist results regarding growth and distribution too
dependent on the excess capacity assumption. Put shortly,
they would probably consilder some new stagnationist models,
¢.g., Dutt (1981). Taylor (198%5), Dutt (1990-1), Amadeo and
Dutt (1991,, as explaining only the maintenance of excess
capacity through time, bul not its very ocurrence at a given
point in time i17) . mesides, both Panico and Pivetti would
presumably complain that the somewhat definite relationship
between the rate of interest and the rate of investment upon
which these models rely is a doubtful assumption (18y,

Dutt (1990) presents a basic framework for the analysis
of growth and income distribution that, by virtue of being
an undetermined model, can accomodates different closures.
Dutt then explores four alternative ways of closing that
framework, which are identified with the neoclassical, neo-
Marxian, neo-Keynesian, and Kalecki-Steindl theories of
growth and distribution. In order to further demonstrate the
generality of that f[ramework, as well as to make some brief
suggestions about how some elements of the contributions put
forward by Panico and Pivetti might be incorporated into the
new stagnationist framework, I ‘close' this discussion by

providing the basis for a [ifth closure.



Foliowing Scalffa . .u his altzinal ive - e
should conceive the at: 0 pirolic a5 -us.2 foheing
deternined  [rom  outside he satem T P §
par.icalar by the ievel ‘I <he meney tates of interest.
which should be conceived, Tollowing now the suggestion of
Panicu, Pivetti, and Rozurs. as a highly <conventional
variable in the fong period. The assumption that the vate of
proeflit is exogenously given in the lung period could be
combined withey with an  assumption vegarding the fuil

Cdapd<ily uiilication or with one stating, like in Kalccki-
Steindl approach, that firms have a higher desired rate of
accumuiation if, ceteris parikus, the proflit rate 1s higher,
or, vceteris paribus, the rate of cépacity utilization 1is
higher. In the latter case, the degree of capacity
utilization might be determined by a mechanism “a la Rogers,
i.¢., through an equalization mechanism hased on chapter 17
of the General! Theory. Conversely, Pivetti's insight that
the rate of interest is a monetary phenomenon which
regulates normal dJdistribution by regulating the ratio of
prices to money wages could be explored through the
incorporation of menetary elements into a Kalecki-type price
equation. Finally, another possible modification would be to
explore the possibility of incorporating the equalization
mechanism described in chapter 17 of the General Theory into
the relationship between the rate of investment and the
expected profit rate that underlies the neo-Keynesian mode | .
In this case, the expected profit rate would be governed not
only by the rate of accumulation itself, but also by the
expected return on other assets. This seems to be, 1 would
argue, an interesting opportunity for developing Keynes's
fundamental insight that money is not neutral, either in the

short or in the long period.



5. Concluding remarks

The putpose of Lhis paper was not only to put forward a
critical assesament of the recent theoretical attempts Lo
provide a monetary explanation for the long period positions
ol some systemic variables such as output and employment and
distribution developed by Panico, Pivetti, and Rogers. hut
also te evaluale (o what extent the new stagnationist
approdach to growth and distribution that has been developed
by Rowthorn, Taylor, and Dutt can beneflit [lrom them. As I
mentioned before, this comparative analysis was not intended
to argue for a complete synthesis among these distinctive
research programs, but rather to evaluate the extent to
which they can benefit of each other in the stregthening of
their theoretical framework, specificities notwithstanding.
Even though I focused upon only a subset of the issues that
both of them dJdeal with, leaving aside, for instance, the
impertant connections between inflation and growth and/or
distribution, I conclude that ‘potential profits’ seem to
exist in a broader and deeper exchange of ideas between
them. If not because a fundamental property of equilibrium
is that no unexplored opportunities for further improvement

exist, [ believe that those possibilities could be explored.
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(1) Throughout this paper, Panico (1988), Rogers (1989) and
Pivetti (1991) will be quoted simply as Panicoc, Rogers and
Pivettl, respectively, followed by the page number.

(2) Even though some early drafts of the so-called surplus
approach to value and distributioncan can be found in the
works of Petty and Cantillon, it found systematic expression
only with Quesnay (1758), being further developed later on
by Smith, Ricardo and Marx. For a detailed account of the
surplus approach, see Garegnani (1984, 1987 and 1990); for a
comprehensive analysis of Sraffa's contribution te political
economy see Steedman (1988), Schefold (1989) and Schefold
and Bharadwaj (1990).



VI3 In Fpaffa’s weods TMe wats f ool s o Fatice as

a stgnificance whooh v odependony of oy proces, and Zan
sell  be Tg.oven’ hel - the [Liles are fixed. it i
accordingly susceptibile T heing determined from outsids the
system of pyodaction, in opart -ula: by the level of the
money tates ufl interus:" (100, p. 33,

{(4) in 4 recent neoclassical houk on interest and profli:,
Duughlierty (17930, p. T} argues that Lhe workh . of Wicksell and
Fisher on how the theory of inters ' rate {s related to the
theory of value and disti ution should still be considered
the cleare available neoclassical treatment of this
subject.

(5) T..h Panico and Pivetti seem to be arguing that a
monztary theory of distribution can be built only through
the surplus appruach to value and distribution. In other
words, a yuestion that arises at this point is whether a
monetary Jdetermination of distributive variables can be set
up outside clussical approach. This point will be discussed
later on.

(6) Panico combines the two different interpretations of
Sraffa's suggestion advanced by Nuti (197l) and Garegnani
(1979). Cnlike Nuti, who argued that arguments to support
Sraffa’s view could be found in the writings of Marx,
Garegnani (p. 81) claimed that Keynes' writings can provide
such a support. He argues that Keynes's suggestion that the
average level of the rate of interest 1is determined by
conventional factors, ultimately determined by the policy of
monetary authorities, would provide the core of a theory of
distribution: if the rate of interest depends on the policy
of the monetary authorities, the long period movement of the
two major distributive variables also depends upon that
policy. Yet, Garegnani admits that "[t]his does not entail
maintaining afresh that the wage bargain has no power to
change real wages: the policy of the monetary authorities is
not conducted in a vacuum and the movement of prices and of
the money wages determined in the wage bargain will be
amongst the most important considerations in the formulation
of that policy" (p. 81).

(7) Panico (p. 44-5) notes that some incipient contributions
in the literature before Marx are worth recalling both by
virtue of their either intrinsic value and because they are
essential to an understanding of Marx position. Ricardo is
considered for his development of a consistent way in which
to relate the rates of interest and profits within a surplus
approach to value and distribution where the real wage |is
taken as given. Tooke, in turn, is considered for his
influence on Marx's writings and for his change from a
critical position regarding Ricardo's monetary analysis, in
which he introduced the very possibility of permanent
variations of the rate of interest independent of those of



he rate of profi:z.. 1o v :ubseguent posit.on shere “hess
-

rwo rates were related 1noan roterpative way to o that o of
Rivardo.

{31 Even though Keynes stivased that his veneral Theory Jdid

dot fullow the Riwdidian trad.tien of being concerned either
with the distribution of 4 given volume of employed
resoutves between dJdifferent uses or with what determines
their relative rewards and the relative values of their
products 197 5u, p. 4), Panico argues that Keynes, in route
to .he General Theory, tried to establish a theorctical

analysis where monetary factors affect both the level of
output and the distribution of income. Leaving aside the
excgetical dimension of the controversy about the existence
or not of a theory of distribution in the General Theory, |
will come hack to the implications of such a Neo-Ricardian
interpretation later on.

(9) Revealing again the love-hate character of the Neo-
Ricardian relationship with Keynes's theory, Panico argued
that Keynes, though, partially lailed to put his critique of
the internal consistency of the dominant theory of the
interest rate on solid ground. Although Keynes laid the
basis for accomplishing this task, Panico adds, his partial
failure was due to the fact that he did not abandon some
elements of the traditional theory such as the analysis of
capital and investment.

(10) For Pivetti: "It is almost universally recognized that
prices respond to cost changes, a major element of which are
of course money wage changes. Given money wages, lasting
changes in the general level of prices will reflect changes
in dominant techniques and in normal profit rates. These

latter (...) are arrived at in each sphere of production by
a process of adding up two independent components, the meoney
rate of interest and the normal profit of enterprise - so

that a direct relationship is established, in our
explanation of distribution, between the «ate of interest
and the price level: ceteris paribus, a lasting change in
money. interest causes prices to change in the same direction
(p. 74).

(11) In Pivetti's words: "Firms would not continue to
replace plant which is wearing out unless the prices for
their commodities were such that they could not do better
for themselves by investing theri depreciation funds in
gilt-edged securities; conversely, commodity prices could
not permanently involve rates of return on the firms® funds
exceeding the relevant rates of interest by more than a
normal remuneration for the 'risk and trouble’ of
productively employing capital” (p. 23).

(12) Since changes in aggregate demand are usually c!osgly
associated with changes in distribution in new stagnationist



models, [ will come hack to ponl dater on Qo
paper.

(i3 Strangely envuzh. itetll celivs apon an essent.aliy
neoclassica, work on e tolait.onship between the rates ol
interest and profit to criticize what he calls “Keynesian’
theoury; of Jistribution. He approvingly quotes Dougherty

(1930, p. i42) remark that in the Keynesian theories of
Jistribution the rate of prolit "hecomes the mere hy-product
ol the inteiaction between two exogenous factors, the rate
ol 2rowth and saving behaviour™.

{14} Like Panico, Pivetti suggests that the explanation of

the nuormal rate of profit proposed in his work can be seen
in connection with the principle of '"full cost' pricing. His
view i5 that the ‘normal’ margin for profit considered

appropriate Lo each sphere of production is based upon the
Sdme two magnitudes to which attention was repeatedly
directed in his work, namely, the long-term money rate of
interest, plus a remuneration for the risk attached to each
different productive undertaking (p. 122).

{13} Though their contributions are not contempocraneous, it
is worth noting that neither Panico nor Pivetti cite each
other s work.

(t6) in particular, Panico's and Rogers's contributions, by
sharing the same source of intellectual inspiration. namely,
the chapter 1~ of the General Theory, can be seen as natural
candidates for an integrated long period analysis of output
and distribution. A problem with such an attempt, though, is
that the Wicksellian flavour of Rogers's model, in which the
conventional rate of interest plays essentially the same
role as that played by the natural rate of interest in
Wicksell's model, is clearly at odds with the neo-ricardian
[ramework underlying Panico's analysis.

{17) Moreover, Panico and Pivetti would probably complain
about the argument of excess reserves on the part of banks
presented by Amadeo and Dutt (1991) to justify the
endogenous nature of money supply.

(18) At this point, Rogers would probably intervene in the
debate to suggest that new stagnationist authors evaluate
the possibility of incorporating his monetary theory of
employment into their framework.
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