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I - Introduction: the Keynesian Problem

The conventional wisdom of the next century could be still that the value of money is established by financial markets and that for attaining the blessed zero-inflation state, some high level of unemployment is required to prevent ab ovo expected wage inflation.  According to this ultimate avatar of neo-classical economics, private firms must target the lowest level of employment required by competitiveness and the State must never target full employment; it must target some Non Expected Inflation Rate of Unemployment (NEIRU) which is of course quite higher than the Non-Accelerating Inflation Rate of Unemployment (NAIRU).

The first to have explicitly challenged this theory of the value of money was Keynes in the Treatise, although the true meaning of his fundamental equations has been often misunderstood.  In his two-sector model, Keynes emphasized that the most dangerous cause of inflation was profit inflation
 initially caused in the financial markets by a rise in the market value of real assets.  For a given income cost, it was determined by an exogenous fall in the rate of interest.  Given the willingness of firms to increase output and the length of the production period, profit inflation implied a fall in the real-wage rate which could trigger a rise in income costs, and thus a cumulative process of inflation.

Therefore, Keynes had wished to prove firstly that the quantity theory of money was wrong and secondly that the perceived value of money was the outcome of financial markets.  The logical conclusion was that a fall in income costs induced by an increase in unemployment would do nothing to stabilize the currency.  It would just artificially allow wealth-holders to escape from real losses initially induced by their whimsical animal spirits.  The fall in incomes would cause a cumulative process of deflation.  The collapse of demand for consumption goods would trigger sooner or later profit-deflation inducing a fall in the price level and a rise in the perceived value of the currency.

Albeit Keynes did not explicitly maintain this macro-economic theory of the value of the currency in the General Theory,
 he strived to find an anchor for the stability of the system by defining the value of the currency in terms of the wage-rate.  The real value of the currency should not depend on whimsical financial markets.  This real value of money is to be determined solely in the production sphere, the former industrial circulation.  In what should have been the third step in Keynes’s escape from classical analysis (see Rochon, 1998),
 Keynes would have defined this real value of money as the value (or purchasing power on labor and therefore on commodities) bestowed on money because spending money creates real wealth and especially the most fundamental one, employment.

The core of the General Theory and Keynes’s post-1936 papers are therefore the following set of propositions:

- 
the wage-rate must be a full-employment wage-rate.  It must be protected against 
the fluctuations of the Reserve Army of Labor.

- 
Full employment must not lead to an unsustainable income inflation.

- 
In the capitalist economy, firms usually determine the level of employment below 
full employment which is a waste of real wealth and debases the currency.
  
Unemployment being defined as the state in which all those who seek a job at the 
current wage cannot find it.  Unemployment is always involuntary and has nothing 
to do with a lack of information that could be reduced by some search process.

In line with Keynes’s ultimate conclusions, we reach the following fundamental propositions which are the explicit agenda of the Theory of the Monetary Circuit.  Firstly, the wage-rate or the rate or variation of the wage-rate must be exogenously determined by the State.  Secondly, full employment must be the absolute priority of the government at any moment.  Through its macroeconomic policy, the State can increase aggregate demand of firms for labor but it cannot impose on them full employment.  It should not even tinker with the so-called labor market for instance by subsidizing the creation of jobs.  To use a concept coined by Palley (1998), the solution is structural Keynesianism.  Today, the most advanced program in line with structural Keynesianism is the program called Government as Employer of Last Resort (Mosler, 1997-1998; Wray, 1997).  Anybody who cannot find a job in the private sector at the wage-rate imposed by the Reserve Army of Labor will be hired at once by the State at a pre-determined wage-rate.  For the most part of the truly unemployed people,
 jobs and living wages would be substituted for misery benefits.  A living wage is the wage rate allowing working people to finance their normal or average consumption plans.  Such a bold program will therefore require at once a large net increase in the so-called deficit and, in the long-run, the jettisoning of any balanced budget plans (BBP).  This is good economics while the BBP attained through State downsizing is inconsistent with the very fabric of capitalism even in the context of the so-called Global Economy.  The Theory of the monetary circuit makes full sense of the major propositions of the ELR, for the following reasons.

- 
Since the State is the ultimate authority determining both the existence and the 
value of money, it must pledge to achieve permanent full employment while not 
hindering the flexibility of the economy.

- 
Neither the financing of the deficit nor its very amount matter at all.

- 
By increasing the deficit, the State can control at will interest rates.  Therefore 
both wage rates and interest rates will be stabilized.

Of course, such an agenda requires to throw away the whole paradigm of a lean State striving to comply with the view of blind financial markets.  This view ignores the laws of capitalism; it is imposed by technocrats living always in the pre-capitalist world of the agrarian state (Wittfogel, 1959).  It is thus straight forward that the purpose of this paper is to strive to prove that the ELR is rooted into a general theory of money which is the most advanced aspect of the post-Keynesian research program.

II - Money and the State in the Capitalist Economy

1. The core propositions of the Theory of the monetary circuit is that money is the existence condition of the capitalist economy.  Money is essential because it is the fundamental mean of production and accumulation.  Firms being the private owners of their stock of equipment defined in the broadest sense, owned themselves by their stockholders, must always be able to get the amount of money they need to carry out their production plans.  The first commitment of firms is to pay their income costs, wages, salaries and dividends.  Assuming a two-sector model, consumption-goods firms must also, if they want to increase their capacity, spend to acquire new equipment goods.
  They cannot pay their costs and their new equipment goods neither in nature nor out of their receipts generated by their spending.  This is why the capitalist money is defined by the following characteristics:

- 
Firstly, it is perfectly endogenous which means both that the quantity of newly 
created money is demand determined and therefore logically unbound by any 
exogenous constraint.  It cannot be a scarce resource.  This is why it cannot be a 
commodity money.

- 
Secondly, it is created by a set of institutions, the banks, through credit-contracts 
with firms.  Money creation is therefore embodying three debt relationships:


Banks are instantaneously indebted to society to provide firms with the required 
financing capital.  This is why newly created money appears as an increase in bank 
liabilities.  Firms promise to pay back the credit by recouping money through 
selling commodities or titles to savers; firms are instantaneously indebted to 
laborers and stockholders to pay incomes and dividends.

- 
Money is thus created to be spent and canceled sooner or later when firms pay 
back their debt by recouping money from the sale of commodities or stocks.

- 
The debt of any bank is money for all society on which is bestowed a general 
purchasing power especially on labor.  Money has therefore an intrinsic value 
which is absolutely independent  of any demand to hold it as an asset.  Logically, 
this demand could be nil.  This is why the General Theory does not deal with any 
circulationist or spending view of money.  Hoarding money, in a pure private 
economy (if it could exist), has always for counterpart a long-run indebtness of 
firms.

- 
The core of the capitalist system is that the sole required collateral of credits is the 
expected value of firms which depends on future profits and interest rates.  This is 
the foundation of the hierarchical power of firms on labor.  They have a priority 
access to credit which is the very root of capitalism.  The expected value of firms 
is the pure bet of banks on an unknown future.

- 
To emphasize the endogeneity of money does not mean that banks are passive 
(Rochon, 1998).  Firstly, they impose the rate of interest which is included in costs.  
Secondly, they determine the creditworthiness of firms by making them to comply 
with a set of norms, such as the required monetary mark-up, the expected ratio of 
profits to wages (Parguez, 1998a, b).  Before the existence of money XXX does 
not depend on uncertainty XXX the quantity of newly created money depends on 
the absolute uncertainty in dealing with the future.  Constraints imposed on firms 
embody the ability of banks to bet on an unknown future.  Those norms and the 
rate of interest together determine the demand for credit which is identical to the 
supply of credit (Parguez, 1998a, b; Rochon, 1998).
  There is thus therefore 
neither a credit market not a labor market.  We cannot deal with the role of banks 
as credit-rationing since the effective demand for credit has to comply with banks’ 
constraints.

2. Until now, the theory of the monetary circuit has postulated the existence of such a capitalist money and has ignored the crucial role of the State.  The existence of the capitalist money depends on the following three conditions.

- 
The first condition is the full monetization of the State.  A shown by Wray (1998) 
and Mosler (1997-1998), the State is the ultimate institutional infra-structure of 
society, the last resort source of legitimacy and law.  In a capitalist society, the 
State has to spend without being constrained by the law of scarce resources (i.e. 
the available stock of gold, silver or copper like in Ancient China).  The State is 
thus legally free to legislate, and proclaim that simple notes issued at will or 
deposits accounted as liabilities in its Banking Branch are money.  Both the 
Chartalist School and Keynes in the Treatise argues that to get its money accepted, 
the State has just to require that there will be taxes and that these taxes are to be 
paid in state money.  The reason why the former Soviet State was not a monetized 
state but a pur command economy lies in the paramount fact that the Industrial 
Despotic States (like the former USSR) (Wittfogel, 1959) did not really need 
money and thus taxes were quite low.  In the capitalist non-despotic society, 
private agents, firms and laborers alike have first to get State money by selling 
equipment goods to the State or working for it. The State has therefore an 
unbounded power of money creation.  In a sense, State money is credit money.  
The spending branch requires credit to its banking branch.  State money is 
therefore endogenous money.  State money recouped through taxes will be 
canceled but as rightly stated by Forstater and Mosler (1998), the recouping of 
money is not a prerequisite for the existence of State money.

- 
As the need for financing capital increases, the State authorizes the creation of true 
banks by legally recognizing banks’ debts as money.  In the case of banks, 
recouping money in the reflux is a prerequisite for the stability of the system 
(Parguez, 1984, 1998a, 1998b; Rochon, 1998).  Such a generalization of the 
monetization of the economy is done by accepting the payment of taxes in banks 
liabilities which are now money proper.  Banks’ money is thus perfectly convertible 
at will in State money.  It is thus proven that the dynamic monetary circuit could 
not exist without the State.  It is thus wrong to integrate the State in a preexisting 
monetary circuit.

- 
Firms or State spending of money must lead to the expected creation of real wealth 
and especially of jobs.  The general purchasing power of money is bestowed on it 
by the widespread belief that its creation will augment employment, productivity 
and growth.  It is what Keynes and before him, Marx, had understood.  Whatever 
the taxation power of the State, a cumulative deflation leads to a fall in the real 
intrinsic value of money.  The role of the State as ultimate monetary authority 
becomes inconsistent with the requirements of the system.  Such a conclusion 
means that for the generalized theory of the monetary circuit, money cannot be a 
simple token deprived of any intrinsic value.  It had first been shown by Parguez 
(1984) anticipating the criticism of Forstater and Mosler (1998) against some early 
XXXX.

Form these conditions stems the fundamental theorem: the real value of money is identical to the exogenously determined money wage-rate in a state of perfect full employment.  The money wage rate determines the value of the fundamental resource, labor.  Therefore, the higher the level of the fixed base wage rate the higher is the real value of the currency.  This fair wage-rate is to be fixed by the Government.  It should be high enough to grant a fair level of consumption, including the acquisition of real assets, so as to stop the relative fall of wages relative to rentiers’ incomes and windfall gains in the stock exchange.  It will be enforced on the private sector by hiring all those who do not find a job at the effective  level of the wage-rate determined by the level of unemployment.  To increase (or even maintain) their work force firms will have to pay higher wages than the base rate.  It  will be the end forever of the process of wage-deflation so feared by Keynes.  Indeed, State spending of money will have to rise but the creation of money will have for counterpart the creation of real wealth.  We cannot assume, of course, that the base wage rate is to be fixed by the government at some low level to be equal to the assumed low productivity of job seekers.  Firstly, because the level of unemployment is independent of the productivity of labor.  In many countries, highly trained laborers cannot find a job.  Secondly, because the main problem is to prevent wage deflation.

III - The false problems of the increase in the deficit

1. In the capitalist economy, the structure of the State is transmogrified relative to the non-monetized command State.  On one hand, it allows for the existence of the monetary circuit.  On the other, it must comply with the laws of the monetary circuit.  Too many post-Keynesians have forgotten that the sequential process of finance constraints both firms and the State.  It is even true for some circuitist writers (Parguez and Seccareccia, 1998).

Therefore, the State in a first stage plans the amount of its required outlays.  Understanding the role of the capitalist State in a structural Keynesian perspective as the producer of collective goods, State outlays are to be divided (Eisner, 1994) into two components.  The current cost-expenditures and the real-investment expenditures in both tangible and nontangible assets.  We may account for the hiring of job seekers as investment in non-tangible assets.  It is a net increase in the stock of real social equipment.  Newly hired job seekers will be either employed in public services, where there is a tremendous lack of the required labor force, or in the active training programs to enhance their ability to comply with the new technology.

Next, the State plans the amount of taxes as long as it can forecast the future.  It is obvious that outlays cannot be financed by taxes for the same reason that firm expenditures cannot be financed by their receipts.  When the State spends, taxes do not yet exist.  They could be raised only in the last stage of the monetary circuit when all incomes earned by households from both the State and the firms have been paid (income tax), spent (sales Tax) and when firms have earned their gross money-profits (tax on profits).  Therefore, the State has to create money through its banking department (the Central Bank) to finance all its outlays.  As already shown (Parguez, 1998a, b), the Government is not to be submitted to the same constraints that private firms.  It has not to pay interest on the newly created money and it has not to prove its creditworthiness by pledging to attain some rate of monetary mark-up.  The “raison-d’être” of Government is not to exact profits out of wage-spending but to be efficient by providing society with the required amount of real social equipment.  The implementation of the ELR will lead to an increase in the creation of State money financing investment in the most productive non-tangible asset, the human resource.  Therefore the so-called deficit is a pure ex-post concept.  It is already entirely financed.  This theorem is the ultimate proof that the role of taxes is not to finance State spending because the cannot finance it.  They are just a part of the ‘reflux’ in the monetary circuit of production.

2. The deficit is thus equal to the quantity of State money remaining in the private sector, firms, households and mostly banks.  It is logical to assume that most of Government money has been transformed into bank money, inducing a sharp increase in bank reserves earning no interest.  Banks’ effective reserves will exceed the desired reserves and on the aggregate the net demand of reserves will fall to zero, driving to zero rates of interest on the money market.  At the same time banks will strive to acquire Government bonds.  The same mechanism will occur for households and firms having excess money balances.  XXXXXXXXX.  If the Government does not sell new bonds, the rate of earning on existing bonds will collapse and rentier income could fall to zero.

From this mechanism stem the following conclusions.

- 
Firstly, the State sells new bonds to maintain rentiers’ income or to increase it.

- 
By determining the quantity of new bonds, it can attain the level of long rates it 
wants.

- 
Selling bonds does not finance the deficit but is used to control the financial 
markets.  This is why we can prove that all interest rates are perfectly exogenous.  
This means that both they are not the result of some market adjustment and that 
they are what the State wants them to be.  This is why there is not the least reason 
why the long rates should be driven by the rate of profit.

3. A fortiori, the Government is never obliged to sell bonds to foreign investors.  Such a call to foreign “savings” is sometime justified by the lack of domestic “saving” or the reluctance of domestic “savers” to buy State bonds.  As it has been shown there cannot be a lack of domestic demand for bonds that would hinder the financing of the deficit.  Selling bonds to foreigners does not deal at all with the financing of the deficit.  The hidden purpose is to attract foreign capital so as to overvalue the currency relative to its true intrinsic value.  It is a pur speculative policy raising artificially the value of a currency debased by high unemployment and waste of real resources.  The very notion of a lack of “domestic savings” is at odds with the laws of the monetary circuit.  As already shown (Parguez, 1998a), if by “aggregate savings” we account for the sum of aggregate profits and income-earners’ savings like in the general Theory, then the State deficit always generates an equal increase in aggregate savings.  In the context of the ELR approach, assuming a zero or very low propensity to save for newly hired job seekers, then any increase in the deficit will raise by an equal amount aggregate profits by raising profits in the consumption goods sector.

4. There is indeed no doubt that the implementation of the program will require a strong increase in State outlays, especially in European countries like France and Germany with dramatic mass unemployment.  Of course, a lot of programs granting misery benefits to unemployed people should be cut and all job subsidies should be canceled.  We could even think of repealing the already vanishing unemployment insurance and of course to renounce to any program of cutting the working time.  Such a program is just redistributing unemployment (Rousseas, 1998).  People will be paid to work (when they can) and not to waste their human capital by not working.  Since all welfare programs grant barely a subsistence level while tinkering with the so-called labor market, there will be a net increase in expenditures and therefore in the deficit.  As shown above, it should be accounted as an investment in non-tangible assets, in the fundamental resource labor increasing the real value of the currency and lowering interest rates while increasing aggregate profits.  During the first stage of the implementation of the program, the tremendous increase in spending by the newly hired people will indeed lead to an increase in taxes.  The rise in spending depends on the rise in income depending itself on the wage-rate that should be fixed quite above the misery minimum wage.  Substituting jobs for benefits should not adjust the base wage to the average minimum income paid by benefit programs.  Such a policy would prevent the reluctance of some structural Keynesians (Palley, 1998) who conflate the ELR approach with the conservative reform of the welfare programs voted by the Congress.

Even if we account for the induced ex post increase in tax revenue, there will remain a net deficit as the outcome of the program.  Such an increase in the deficit must be targeted for two reasons.  Firstly, as shown in Eisner (1994), an increase in investment is never to be entirely paid back ex post by current revenue in the case of firms.  The same law holds for very long-run State investment in labor.  It is not to be entirely paid back in the last stage of the monetary circuit by taxes.  There is more as stake since the deficit will lower interest rates and also increase aggregate profits.  The State must therefore prevent too high a rise in taxes by lowering tax rates on labor income.  The theory of the monetary circuit brings about the proof that increasing investment in labor and cutting taxes on labor are twin policies of structural Keynesianism.  The State can thus plan the amount of the ultimate deficit by fixing the base wage rate by forecasting the number of job seekers and by targeting the level of interest rates.  It should target the lowest possible interest rates and maintain them as it is fixing and stabilizing the wage rate.  In the framework of the ELR, interest rates are no more to be used as a tool of a policy of zero expected inflation.  Therefore, the ELR program by determining the full employment wage rate determines at the same time interest rates.  Contrary to the so-called Keynes-effect, a rise in the wage rate lowers interest rates.

IV - Productive Deficits and the Private Sector

1. All Post-Keynesians and circuitists as well agree -- or should agree -- on the inexistence of a labor market.  The level of employment is imposed by firms and is usually inferior to the desired level of employment.  There is no neoclassical supply of labor since there is no choice between labor and no-labor.  In a capitalist economy, labor is the sole source of income and therefore of spending for non pure rentiers.  To speak of disutility of labor is to dream of an eerie land.  It is a pity that in the General Theory Keynes had not explicitly rejected that oddity (cf. Lequain and Parguez, 1998).  a fall in the wage rate is to lead to an increase in the desired quantity of labor to maintain the level of income.

2. According to the theory of the monetary circuit (Parguez, 1996, 1998, a, b), the level of employment depends on four factors.

-
Firstly, on the level of aggregate autonomous demand, the sum of private 
investment and Government investment or deficit.

- 
Secondly, on the discrepancy between desired ‘savings” and effective savings.  
Any increase in desired savings raise the propensity to save of income-earners and 
cuts consumption targeted by firms, which leads to a fall in employment in the 
consumption goods sector and ultimately in the equipment-good sector.

- 
Thirdly, on the monetary mark-up.  When banks wishing to raise their own capital 
value impose on firms a rise in the monetary mark-up to increase their profits 
before any increase in investment (private and public), the required wage-bill falls.  
For a given wage-rate imposed by the preexisting level of unemployment, there 
will be a fall in the demand for jobs.  Here is a straightforward proof of a principle 
put forward by Marx, Keynes and Kalecki.  Banks and individual firms as well 
strive to cheat the macro-economic laws of the system (Parguez, 1996).  It is the 
core of the famous Kalecki principle.  Banks and firms believe that cutting wages 
will raise profits while profits are determined by prior aggregate investment minus 
income-earners’ savings.  This principle was -- as shown by the fundamental 
equations of the Treatise -- the case of Keynes’s theory of profits.  It is only the 
State which can perceive the macro-economic laws of the system.  A fall in the 
wage-rate will trigger a fall in consumption and a new drop in employment.  As 
shown above, it will thus debase the intrinsic value of the currency.

XXXXXXXXXXXX

3. Productive investment in labor by the State fixing the wage-rate at a true full-employment level stabilizes the private sector without imposing the choice between frozen technique and employment.  It repeals the negative impact of increased competitiveness on employment and income.  As shown by Forstater (1998), the ELR specifically targets workers fired because of the net decrease in employment induced by changes in technology.  This is why in the long-run, in an accelerating race to changes in technology, there should be an increase in the deficit.

- 
Firstly, it determines a sharp increase in profits in the consumption sector both in 
the short and the long run because of the net increase in demand.  This is why the 
amount of the deficit does not matter.  What matters is how much the State wants 
to increase aggregate profits.  Employment will rise in this sector by fixing a wage-
rate higher than the base wage.  At the same time, the expected value of equipment 
goods in this sector rises because of the long run increase in expected profits and 
the fall in interest rates.  Therefore, there will be an increase in desired investment, 
which will encourage investment-good firms to increase their own production by 
raising employment and trapping the pool of laborers employed through the ELR 
program.  Maintaining full employment in the long run will never generate a wage-
inflation.  There will be no more inflation barriers.

- 
Secondly, the general rise in profits will allow for a fall in the monetary mark-up 
rate.  If firms and banks are too slow in lowering the desired mark-up, the ELR 
should include a true income-policy controlling the mark-up rate.  A tax could be 
raised on firms which do not lower their mark-up.  While their profits are increased 
because of the implementation of the ELR program.

- 
Thirdly, the change in distribution determined by the rise of wages relative to 
rentiers income will allow for a fall in the savings rate. since the propensity to save 
of rentiers is higher than the propensity to save of wage-earners.

- 
Lastly, the increase in profits will finance the capital costs induced by the 
acceleration of the dropping out of existing equipment and deter firms from 
striving to cut labor cost to compensate for the accelerating growth of dropping 
out equipment for the sake of competition.

Therefore, through this true structural Keynesian policy in the long run, there is to be an increase in employment in the private sector.  The economy will be no more enslaved to whimsical financial markets the behavior of which cannot be forecasted if they are not tamed by a stabilizing set of institutions like the ELR.  It is so much non-ergodic in the Davidsonian sense that any formulation is either impossible or suppressing the absolute non-ergotic nature of the “markets.”

4. In the theory of the monetary circuit, firms in both sectors impose their selling price by applying a monetary mark-up to the labor cost.  The fall in the mark-up rates, the compensation of capital costs and the stabilization of wages should help to stabilize the price level in both sectors.  It would be fair to index the wage-base at least in the long-run to protect the living standard of hired people through the ELR program.  As long as the mark-up is not fixed and lowered.  Since the intrinsic value of money is embodied into the wage-rate fixed by the State, the higher this base wage, the greater is to be the real value of money and the lower should be the financial instability of the system, which explains why Minsky embraced the ELR program (Wray, 1997).  As shown above, wage-deflation debases the value of the capitalist money.  Keynes in the General Theory missed this fundamental proposition when he made the puzzling reference to the Pigou Effect by emphasizing that a fall in the wage rate should increase the real value of the given money stock and thus could lead to a fall in interest rates.

IV - The Full Employment Policy and Globalization

1. The implementation of this policy requires first that the State has a full control of the Central Bank and that it does not reject its power of creating money at will XXXXX..  It also requires to reject any exogenous norm on the amount of the deficit and a fortiori the balanced budget.  This is why, for instance, structural Keynesianism is inconsistent with the manic logic of equilibrium embodied into the European Economic and monetary Union.  As shown by Parguez (1998c), the Euro is to be a false and speculative money deprived of any intrinsic value since it is firstly deprived of any link with the State and secondly because it is to be rooted into a rise in unemployment (NEIRU).

2. The general fall in interest rates and the increase in the deficit could worry in the short run financial investors and there would be some outflow of “capital.”  That does not matter at all.  There will be never a lack of money to finance both firms and Government outlays.  There will be in the short run a depreciation of the currency on exchange markets.  That could boost exports while raising the cost of living through the increase in the price of foreign imported commodities.  In the long run, the “fundamentals” will prevail.  The rise in real return on assets will convince the markets that the intrinsic value of the currency is indeed higher than the value of the currency with higher unemployment and lower real ratios of return on assets.  Therefore, the currency of the country implementing ELR should rise relative to other currencies artificially overvalued by high unemployment.  The problem would be to impose in the long run some limit on the rise in the relative value of the currency for instance by imposing controls on the inflow of “capital.”  The so-called globalization is therefore not at all inconsistent with full employment.

3. The impact of the ELR program on the trade deficit does not matter at all therefore in the long run.  As it has been shown, it will both sustain a constant schumpeterian process leading to the supply of more and more “advanced” goods generating its own demand while maintaining a true stable XXXXX.  XXX constraint which Schumpeter ignored.  Therefore, it should lead to a lower trade deficit if not to a surplus.  XXX since the US trade deficit is now what is preventing the world economy from a world deflation.  We are thus reaching the core conclusion: in the long run, the ELR program is to be extended to other countries.

V- The solution to Keynes’s problem

We have tried to prove how the ELR program is at last solving the problem raised by Keynes in the Treatise.  First, it embodies a generalized theory of the monetary circuit which should encompass all technical controversies within the post-Keynesian research program.  It is in line with Keynes’s deep wish to cut any link, even in terms of formalization, with neoclassical economics which is more fundamental in that at last post-Keynesian economics can reach what Keynes never could: a full employment program targeting full employment, a stable and strong currency, stable and XXX wages, stable and low interest rates.  At the same time, it reconciles productive changes in technology, those which are not driven by the accelerating race to competition and increases in market shares at any cost, with full employment and stable wages.  It is also encompassing a comprehensive income-policy and a change in distribution by lowering the share of rentiers.  Through the ELR program the State can attain the everlasting dream of Keynes: the euthanasia of the rentiers.  It is thus the core of what Palley (1998) calls structural Keynesianism.  At last, as we have tried to show, it reconciles full employment, high wages and globalization.

Through such a program, we can understand how much Post-Keynesian economics, the PKC (Halve and Redrawn, 1998), differ from neo-Marxian schools, like the French so-called Regulation school. which blindly emphasize the natural laws of capitalism.  Doing so, they deny any possibility of a comprehensive, sensible full-employment policy and they go back to neoclassical economics.  They can only dare to redistribute unemployment (Parguez and Seccareccia, 1998).  By strongly endorsing the ELR program, post-Keynesian theory of the monetary circuit is raising a lot of problems that should be solved.  The major one is a dynamic theory of the change of institutions, the most important of which is the State.  The State must both comply with the laws of the capitalist production economy, the sequential process of financing, and always compensates for the destabilizing games or bets on the future of the private sector.

This is why the ELR program is enshrining a dramatic change in contemporary role the State wants to play by mimicking the destabilizing games of private corporations.  Technocrats and high officials are endorsing an ultra classical neo-conservative agenda, the worse aspect of which is the official or hidden addiction to the NEIRU.  They want to impose scarcity, and thus high unemployment, on society.  This staunch dismissal of full employment is one of the major explanation of the end of the so-called Golden Age (Parguez and Seccareccia, 1998).

The ELR program could help to prevent the collapse of the world economy under he yoke of destabilizing institutions.  Firstly, it proves that the new economic ideology is deprived of any theoretical foundations (for instance the hate of deficits).  Secondly, that is inconsistent with the economic system it wants to sustain.  It is dealing with some corn non-capitalist economy.  Thirdly, it must emphasize that it brings about what was lacking in the Golden Age: a long-run comprehensive structural Keynesianism policy dealing with full employment, inflation, changes in technology and income distribution.  Even in Sweden, contrary to the conventional wisdom, the Golden Age was not a Keynesian Age.  It lacked any cogent long-run policy which explains why it collapsed so easily.

Ultimately, we want to emphasize the social impact of the ELR program.  It aims at suppressing the dual society by substituting jobs and income for benefits.  It is thus repealing what has been the policy since the mid-seventies: to substitute always decreasing  benefits for jobs.  This kind of policy has been called by the French social democrats, “the social way of dealing with unemployment.”
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�  Profits being equal to investment, the market value of new equipment goods minus income-earners savings.





� He goes back to a Marshallian micro-theory of commodity prices.





�  And thus rejecting a lot of the General Theory which ignores the very notion of a monetary circuit while the fundamental equations are a macro theory of prices rejecting the core of Marshallian economics.





� This term has been rightly coined by Eisner (1994) to qualify the NAIRU.  It can be extended to the NEIRU.





�  This is why Keynes was so obsessed by the stabilization of the wage rate.  he never assumed a fixed wage rate.  The wage rate had to be stabilized through an institutional framework.  It is the proof that the theory of the monetary circuit has to deal with a theory of endogenous institutions (Parguez, 1984; XXX, 1998).  The problem is that endogenous institutions consistent with stabilization of full employment have to be XXX,





� Exception is made, of course, of those who truly cannot work.





�  Equipment-good firms produce themselves their own equipment.  There is no reason why profits earned by consumption goods firms would be equal to their desired investment.  Therefore, their desired investment could not be  entirely financed by their profits.  Aggregate profits are created by prior investment expenditures according to Keynes (1930) and the fundamental Kalecki Principle which is a causal relationship.





�  Therefore it is not relevant to speak of some inverse Say’s Law, as put rightly forth by Davidson.  It is true that early work in the theory of the monetary circuit have too often dealt with passive banks (Rochon, 1998).  It is also the proof that this dynamic theory of money cannot be reconciled with the so-called New Keynesian view (Rochon, 1998) which is no more than a restatement of the late Benassy-Clower XXXXXX.





�  What I call the ‘effective demand for credit’, Rochon (1998) calls the ‘creditworthy demand for credit’.





�  This would require the hiring of permanent civil servants.  We could even raise the question of pensions.  More and more, firms fire workers by transforming them into “old” retired people.  They should instead be hired by the State and do very useful jobs.  There could thus be cuts in pensions for those able and willing to work.





�  In Sweden, in the forties and fifties, the social democrats implemented a kind of corporatist policy having nothing to do with the ELR.  Most Swedish experts like Myrdal were staunch anti-Keynesians.  They ignored Kalecki and had not the least theory of money.
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