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Political Economy of Economic Theory

Roberto Scazzieri

1 Introduction

Political economy deals with the economic arrangements needed for the
material life of the polity and with the political arrangements supporting
the working of the economy (see the chapters by Cardinale and Scazzieri
in this Handbook). This feature of political economy is already manifest in
its formative period, when the emergence of the modern state goes hand in
hand with increasing awareness of the need to provide a systematic frame-
work to discussions concerning the material life of the polity (Botero 1558;
de Montchréstien 1889 [1615]; Mun 1664; Serra 1613).! At the same time,

political economy became increasingly interested in the political conditions

stvan Hont emphasizes the intertwining of politics and economics at the core of Montchréstien’s pro-
gramme by recalling his belief that ‘every society, in general, appears as consisting of government and
commerce’ (de Montchréstien 1889 [1615], p. 137, as quoted in Hont 2010, p. 137, my translation).
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making the material life of the polity viable ad improving (Steuart 1966
[1767]. Antonio Genovesi’s definition of political economy as ‘the political
science of economics and commerce’ (Genovesi 1767) pointedly emphasizes
the interface between politics and economics, while shifting the object of
economics from the sphere of practical reasoning to the scholarly analysis of
relevant political arrangements.

It is in the course of this evolution that economic theory developed as
a specialized branch of knowledge concerning the organization of interde-
pendent production and consumption activities. Mid-eighteenth century
works such as those by Francois Quesnay (1758, 1766), Antonio Genovesi
(1767), James Steuart (1966 [1767]), and Adam Smith (1776) signaled a
conceptual shift whereby the structural condition of interdependence within
the material sphere became a central focus of attention and triggered seminal
advances in understanding the process of formation of national wealth. The
questions arising from this interdependence have been a distinctive feature
of economic theory since its formative period, and are directly relevant to
political economy in its twin attention to the material life of the polity and
to the political requirements of the economy. The aim of this chapter is to
address the political economy of economic theory by focusing on the three
following related issues: (i) which economic arrangements economic theory
suggests for organizing the material life of the polity?; (ii) which political
arrangements economic theory considers to be essential for the working of
a viable economy?; and (iii) are the economic and political arrangements
under (i) and (ii) mutually consistent or not?

To address the three above questions, this section takes up a distinction
between two different ways of representing the fundamental relationships
of the economy (plutology versus catallactics) and builds on that distinc-
tion a classification scheme for economic theories. Section 2 discusses the
implications of plutology and catallactics, respectively, for question (i) and
examines whether the economic arrangements involved in the two types of
economic theory are mutually consistent or not. Section 3 discusses the
implications of plutology and catallactics for question (ii) and examines
the political arrangements involved in the two types of theory with the
aim of assessing whether they are mutually compatible or leading towards
alternative organizations of the political sphere. Section 4 examines the
interface between economic and political conditions as highlighted in
plutology and catallactics respectively and investigates the role of this
interface in explaining the role of economic theory with respect to policy
decisions.
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2 Plutology and Catallactics

Theories simplify the architecture of complexity by circumscribing the type
and number of relevant units of analysis and by highlighting relationships
assumed to be of greater causal significance (Simon 1962). Economic theo-
ries are means to reduce the complexity of economic systems allowing their
description in terms of a manageable number of relationships. Different
economic theories adopt different criteria of complexity reduction depend-
ing on which units of analysis, patterns of interdependence and causal
relationships they highlight. The distinction between economic theories
centred on the interdependencies between production units at intermedi-
ate levels of aggregation (such as industrial sectors) and economic theories
centred on the coordination between individual actors within a system of
interdependent markets highlights a cleavage between two fundamentally
different ways of addressing complexity reduction in economic theory. Luigi
Pasinetti describes that distinction by referring to theories focusing on com-
modities ‘of the production type’ in the former case and to theories focus-
ing on commodities ‘of the scarcity type’ in the latter case (Pasinetti 1965,
p. 576). He also emphasizes the role of learning, dynamics and structural
change in theories of the former type and that of given resources and rational
allocation of resources between alternative uses in theories of the latter type.
Production-oriented theories are inherently dynamic as production involves
‘the engagement and the application of human ingenuity to make and shape
the products that people want. But since, by doing and experiencing, man-
kind learns, it is implicit in the very nature of carrying on a production
activity that new and better methods will be discovered. Of course, to find
new methods takes time, and takes time in a persistent way. The economist
is faced here [...] with a process of learning’ (Pasinetti 2007, p. 253). On
the other hand, exchange-oriented theories are considered to be inherently
static as they start off ‘with a situation in which a plurality of economic sys-
tems (or of individuals) is endowed with particular resources or products
and tries to gain advantages through exchange ...We may imagine a situa-
tion in which a plurality of economic systems has reached an internal equi-
librium, but the systems do not trade among themselves, and then another
situation in which the same economic systems, besides having reached an
internal equilibrium, also trade with one another. It is easy to show that the
passage from the first to the second situation - i.e. a once-and-for-all change
from no trade to trade, to be maintained thereafter- normally brings about
gains for all. What is involved is a problem of rationality, which may be
expressed by a mathematical function to be maximized under certain con-
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straints (Pasinetti 2007, p. 253). What is most distinctive in Pasinetti’s
argument is his association of each type of theory with the conditions char-
acterizing different phases of economic history. This is done by distinguish-
ing between two different stages in the ‘process of unprecedented increase
in material wealth’ (Pasinetti 2007, p. 251) that started off at the beginning
of the early modern age and continued as a long-term tendency ever since.
One is the ‘phase of trade’, the other the ‘phase of industry’ (Pasinetti 2007,
pp- 251-252). The phase of trade ‘is the first to break through’ (Pasinetti
2007, p. 251) and is characterized by improvements in transportation tech-
niques opening up ‘new possibilities of trade’ and leading to an increase
in material wealth ‘just by exchange, by a better spatial allocation of exist-
ing resources and products’ (Pasinetti 2007, p. 252). The phase of industry
was ‘much slower to reveal itself” (Pasinetti 2007, p. 252), as its resilience
presupposes improvements achieved with the phase of trade. The phase of
industry, which is associated with ‘a process of augmenting wealth through
a material increase in the quantity and number of products’ (Pasinetti 2007,
p. 252), maintains a complementary relationship with trade, even if ‘as a
cause of further increases in wealth, [trade] is bound to subside’ (Pasinetti
2007, p. 252). Indeed, ‘[ilndustry [...] is bound to remain a permanent
cause of increase in wealth and to become preeminent as time goes on,
owing to the very nature of its cumulative process’ (Pasinetti 2007, p. 252).
In Pasinetti’s view, exchange-oriented and production-oriented theories are
suitable focusing devices for the fundamental economic relationships in the
phase of trade and in the phase of industry, respectively. However, this analyt-
ical complementarity breaks down with the conceptual shift associated with
the marginalist revolution, as the latter led to a return to ‘the pre-industrial
age concept of wealth considered as a set of given endowments of scarce nat-
ural resources (a stock concept)’ (Pasinetti 2007, p. 261). The stock concept
of wealth is at the root of the reformulation of economic theory as a theory
dealing with the efhicient management of existing resources. This type of the-
ory would have been ‘capable of dealing with the problems of a simpler soci-
ety’ (ibidem), but ended up being out of tune with the features of economic
systems that had entered the phase of industry and the associated cumulative
process of structural change. In short, Pasinetti not only emphasizes the dual-
ity between exchange- and production-oriented theories, but also stresses the
possible mismatch between theory and context and highlights that theory, if
selected independently of context, may divert attention from the most funda-
mental characteristics of the economic system under consideration.

John Hicks outlines a partially overlapping distinction by using the
term ‘Plutology’ to denote theories of the production type and the term
‘Catallactics’ to denote theories of the exchange type. Hicks starts his
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reconstruction of ‘revolutions’ in economic theory highlighting that each
type of economic theory embeds a selective concentration of attention:

Our theories, regarded as tools of analysis, are blinkers in this sense. Or it may be
politer to say that they are rays of light, which illuminate a part of the target, leav-
ing the rest in darkness. As we use them, we avert our eyes from things which may
be relevant, in order that we should see more clearly what we do see. It is entirely
proper that we should do this, since otherwise we should see very litde. But it is
obvious that a theory which is to perform this function satisfactorily must be well
chosen; otherwise it will illumine the wrong things. (Hicks 1975, p. 320)

Hicks emphasizes the heuristic role of theories in directing the economist’s
attention to one or another set of units of analysis and patterns of interde-
pendence and thus to a specific causal mechanism in lieu of others. In this
way, theory is not only an instrument for explaining evidence but also (and
primarily) a way to organize evidence in view of looking ‘more clearly’ into
certain aspects of it. This attitude to the role of economic theory suggests
that ‘a theory which illumines the right things at one time may illumine
the wrong things at another’ (Hicks 1975, p. 320) and that scientific rev-
olutions in economics, in Thomas Kuhn’s sense of shifts from one concep-
tual paradigm to another (Kuhn 1962, 1977; Thagard 1992), ‘are not clear
advances in the scientific sense’ (Hicks 1975, p. 320). As a consequence, the
trajectory of theoretical development in economics shows switches between
different standpoints (‘systems of thought’) whereby the shift from ‘system
of thought' A to ‘system of thought' B (Hicks) is not always such that ‘B
should be able to cope with [new facts with which A could not cope]” as well
as ‘with all those facts which were already coped with by A’ (Hicks 1975,
p. 319). In Hicks view, the transition from classical to post-classical eco-
nomic theory is a clear instance of this type of conceptual dynamics. The
classical economists (from Quesnay and the other Physiocrats to Adam
Smith and David Ricardo) identified the wealth of any given economic sys-
tem with the flow of annual production in that system, and thought it neces-
sary ‘to identify the values which were needed for the weighing of the social
product’ (Hicks 1976, p. 211). To achieve that, they had to bring about ‘the
reduction of the heterogeneous commodities [composing the annual flow
of production] to a common measure’ (Hicks 1976, p. 211), thus making
the latter ‘so far homogeneous that it can be greater or less’ (Hicks 1976,
p. 210). The purpose, and the point of view, of the economists who trig-
gered the Marginalist Revolution is different. For those economists ‘instead
of basing their economics on production and distribution, they based it on
exchange [...]. It was possible, they found, to construct a “vision” of economic
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life out of the theory of exchange, as the classics had done out of the social
produce’ (Hicks 1976, p. 212). To account for the different theoretical stand-
points of the classical and marginalist economists, Hicks suggests that two
different names should be used, calling plutology the classical system of
thought (from the Greek word ‘ploutos’ for wealth) and catallactics the mar-
ginalist system of thought (from the Greek word ‘katalatto’, for the action
of exchanging). In Hicks’ view, plutology and catallactics are only partially
overlapping as either system of thought does not fully cope with all facts
encompassed by the other. This explains why plutology and catallactics have
remained distinct ways of looking at the economy, with either system of
thought showing phases of strength or relapse, and a remarkable ability to
achieve comebacks under changing historical conditions. For instance, even
after the conceptual revolution associated with marginalism, ‘there were occa-
sions when it was necessary to think about the whole economy [...] Partly
as a result of the Keynesian revolution, but more (perhaps) because of sta-
tistical labours that were initially quite independent of it, the Social Product
has now come right back into its old place. Modern economics [...] is cen-
tred upon the Social Product, the Wealth of Nations, as it was in the days of
Smith ad Ricardo, but as it was not in the time that came between’ (Hicks
1975, p. 324, my emphasis).

The relationship between theory and context is central in Alberto
Quadrio Curzio and Roberto Scazzieri’s reconstruction of the dynamics of
economic theory in terms of the exchange—production duality (Quadrio
Curzio and Scazzieri 1986). This reconstruction connects that duality with
the historical dynamics of industrial economies by introducing a distinc-
tion between phases of industrial dynamics that highlight the role of the
interdependencies within the industrial structure itself (structural appa-
ratus) and phases that highlight the one-way relationship between pro-
ductive infrastructure (produced and non-produced resources) and final
consumption goods (transformation apparatus). One distinctive feature
of Quadrio Curzio and Scazzieri’s analysis is that the two above configu-
rations of the productive system are not mutually exclusive but may coex-
ist side by side. However, the structural apparatus and the transformation
apparatus may alternatively take priority in the working of the economic
system depending on the dynamic condition of the system: ‘during peri-
ods of rapid growth, the inter-industry network gains priority, whereas in
the periods of decline in growth, the apparatus of transformation comes to
the fore. It could also be said that the transformational feature is typical of
economies where the growth potential is being exhausted, of economies per-
haps characterized by a high level of welfare, but in a ‘climacteric’ phase of
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development. Conversely, the structural aspect is typical of more dynamic
economies (although these latter might be under the pressure of particular
scarcities)” (Quadrio Curzio and Scazzieri 1986, p. 380). Quadrio Curzio
and Scazzieri suggest that the coexistence of the structural and transforma-
tion apparatus in most industrial economies, and their changing weights
in different historical phases, provides a cue into the reasons for the rise to
dominance of exchange- or production-oriented theories in different peri-
ods: ‘the dynamics of political economy can be considered to be the result
of an interaction between a dichotomy internal to the manner of thinking
of economists (due mainly to a different understanding of productive phe-
nomena), and an external dichotomy, based on the antagonism-coexistence
between the fundamental apparatuses of transformation and structure)’
(Quadrio Curzio and Scazzieri 1986, p. 403). The joint utilization of the
two dichotomies suggests a heuristic to explain the relative weight of
exchange- and production-oriented theories in different phases of system
dynamics. Accelerated growth (even if under constraints concerning the
availability of primary resources) highlights the interdependencies between
components of the production structure and gives prominence to theories
focusing opportunities and constraints within that structure, while growth
deceleration or stagnation highlights the relationship between resources
and final consumption, and tends to give prominence to theories focusing
opportunities and constraints external to the production structure (Quadrio
Curzio and Scazzieri 1986, pp. 403—4). For example, it is suggested that the
continental blockade against the United Kingdom in the early nineteenth
century might have triggered attention to the interindustry configuration
of the economic system (the structural apparatus) under conditions of sus-
tained capital accumulation and limited land availability. In the latter part
of that century, the situation had changed. Economic growth had slowed
down in some of the old industrial countries while deep structural changes
were taking place in countries that had later entered the industrial phase.
This situation brought different features of the production system into focus,
highlighting the transformation apparatus and the structural apparatus,
respectively. The decline of interest for objective interdependencies within
production structure in the United Kingdom of Alfred Marshall (1890) and
the contemporary attention given to those interdependencies in Germany or
Russia may be seen as instances of the way in which context influences the-
ory (Quadrio Curzio and Scazzieri 1986, pp. 389—-394). Different contexts
can make theory to respond differently to the task of selecting the mecha-
nisms of greater causal significance for understanding the material life of the
polity. The catallactics—plutology distinction identifies alternative structural
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specifications of the economy and highlights that patterns of interdepend-
ence that are visible, say, under plutology are not always visible under catal-
lactics, and vice versa. Each structural specification provides a distinct focus,
which may or may not be consistent with the relevant historical context. As
a result, ‘there is, there can be, no theory which will do for us everything we
want all the time’ (Hicks 1975, p. 320). Three distinct issues arise in this
connection. First, changes of context may require a change of theoretical
focus. Second, a mismatch between theory and context is possible. Third,
the context compatible with a given theoretical focus may reappear under
different conditions along the dynamic trajectory followed by any given eco-
nomic system. In the latter case, the recurrence of theoretical focus may be
a consequence of the persistence of certain fundamental economic mecha-

nisms over time.2

3 The Material Life of the Polity

Plutology and catallactics identify two distinct sets of conditions for the
material life of the polity. Each set of conditions presupposes a distinct set
of units of analysis and a distinct type of interdependencies between those
units. Plutology starts with a focus on socio-economic groups and/or pro-
ductive sectors and focuses on the proportionality conditions to be sat-
isfied by the interdependencies between those groups and/or sectors in
order to achieve a viable mechanism for the formation of national wealth.
The central idea, common to the different formulations of plutology, is
that a viable economic system must be capable of reintegrating the pro-
duced means of production needed to achieve the current levels of output.
In other words, in a viable economy production cannot lead to depletion
of productive capacity. To achieve this condition, the interdependencies
between productive sectors (as well as between socio-economic groups)
must be such that the output of each sector (group) is at least sufficient to
provide what is needed for that sector (group) and for the sectors (groups)

Recurrence of economic issues and contexts may be considered as ‘the outcome of the working of the
economic system’s basic structure [...] The nature of this recurrence is of the causal type, since it is the
expression of objective properties of the system, quite independently of how often any event is repeated
through time’ (Baranzini and Scazzieri 1986, pp. 67-68). The recurrence of economic contexts may
explain the recurrence of analytical foci in economic theory, as the ‘recurring periods of vitality and
lethargy’ of each research line ‘could be related with recurrence of certain phenomena in actual eco-
nomic dynamics’ (Baranzini and Scazzieri 1986, p. 68).
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depending on its supply. When this condition is satisfied, the economy is in
a self-replacing state (Sraffa 1960). The viability condition may be expressed
in two different, but mutually compatible, ways depending on whether we
consider the interdependencies between productive sectors or those between
socio-economic groups. The earliest explicit formulation of the self-replacing
condition is due to Quesnay (1758). In Quesnay’s Tablean économique the
self-replacing condition is expressed in terms of proportionality require-
ments for the production and expenses of the different and interdependent
socio-economic groups that make up a national economy. As a result, the
achievement (or not) of the viability condition depends not only on the
mutual compatibility of the technology in use in the different productive
sectors, but also on the compatibility of the income and expenditure flows
that are generated within the economic system. Simonde de Sismondi took
this approach one-step further by questioning whether the viability condi-
tion can be satisfied in an industrial economy characterized by increasing
utilization of labour-displacing machinery (Sismondi 1819). The possibility
of technological unemployment led Sismondi to argue that there would be
increasing asymmetries between production and income flows, and increas-
ing difficulties in maintaining income and expenditure flows at the levels
needed for the economic system’s viability (as defined above). Subsequent
literature has seldom addressed again the viability of the economic system
in terms of income and expenditure flows between socio-economic groups.
However, Stanislav Strumilin explicitly considered the issue of the economic
system’s viability in terms of a ‘complex social structure’ (Strumilin 1963
[1927], p. 114). In particular, Strumilin pointed out that viable interde-
pendencies between productive sectors should reflect ‘the equilibrium state
generated by these competing social forms, the specific weight of each one
of them within the common system, and the distribution of these weights, as
it may be detected during the time period under consideration’ (Strumilin
1963 [1927], p. 114, our emphasis). The more recent work by Richard
Stone on social accounting matrices (SAM) belongs to this analytical tradi-
tion, as it is motivated by the idea that ‘a complete system of social accounts
must be able to handle transactors in all their aspects: as producers, consum-
ers and accumulators’ (Stone 1962, p. 230). To achieve this, it is necessary
‘to reduce the number and variety of transactors to manageable dimensions’
and thus ‘to classify them’ (Stone, ibid.). However, Stone also maintains that
‘it is impossible to find a single classification which will be equally suita-
ble for each aspect’ (Stone, ibid.) and suggests a pragmatic approach to the
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study of social interdependencies, which makes the selection of relevant
units to depend on the analytical and policy purpose in view.?

The study of the viability requirements for a system of interdependent
product flows is a central feature of the plutology analytical tradition since
the reformulations of Quesnay’s 7ableau économique by Karl Marx (1983
[1867]) and Mykhaylo Ivanovich Tugan Baranovsky (1913 [1894, 1900]).
A distinctive feature of Marx’s and Tugan Baranovsky’s viability analysis is
the consideration of intermediate product flows in a circular economy inde-
pendently of income and expenditure flows between socio-economic groups
(social classes). This approach allows Marx and Tugan Baranovsky to iden-
tify the internal consistency requirements for a circular economy to be in
a self-replacing state (with or without capital accumulation), but leaves the
consistency of income and expenditure flows outside the scope of ‘techni-
cal’ viability analysis. Differently from Quesnay’s original formulation of via-
bility as a social condition, Marx and Tugan Baranovsky address viability as
a technical requirement for the system of intermediate product flows in an
industrial economy. This point of view identifies proportionality conditions
in the technical sphere but leaves open the issue of whether existing social
structures would generate the income and expenditure flows consistent
with technological viability. Both Marx’s analysis of the long-term dynam-
ics of a capitalist economy and Tugan Baranovsky’s medium-term analysis
of periodic industrial crises highlight the separation between technical and
social viability conditions. At the same time, they contribute to clarifying
the dual dimension of viability in the technological and social spheres. What
becomes apparent with Marx’s and Tugan Baranovsky’s researches is that
technical viability requirements are not sufficient to ensure that the econ-
omy is in a self-replacing state (under stationary or expanding conditions).
For Marx, self-replacement presupposes the maintenance of a proportion-
ality between the share of net product value going to the capitalists’ class
and the value of the overall social product that would be structurally com-
patible with the maintenance of capitalist economic conditions. For Tugan
Baranovsky, self-replacement involves the maintenance of proportions
between capital goods industries and consumer goods industries that would
be compatible with the full utilization of the productive capacity generated
from within the economic system. In either case, technical viability is a nec-

3Stone emphasizes that, in principle, one could introduce as many classifications of transactors as it
is convenient for the purpose in view. However, a set of classification converters should guarantee
the over-all consistency of the different classifications adopted (Stone 1962; see also Johansen 1985;
Marangoni and Rossignoli 2014).
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essary but not also a sufficient condition for the economic system to be in a
self-replacing state.

The emphasis on technical viability conditions is a characteristic feature
of the more recent literature on the material conditions for the existence of a
coherent (self-replacing) set of interdependent production and consumption
activities. Wassily Leontief’s 7ableau of the American economy is a seminal
contribution to this analytical development (Leontief 1941). In Leontief,
differently from Quesnay, the relevant interdependences are between
industrial sectors rather than between socio-economic groups, and social
structures (such as net product distribution between different categories
of income receivers) appear as conditions external to the core set of inter-
dependent industries. Piero Sraffa (1960) also follows this approach in his
discussion of self-replacement conditions for the case of ‘an extremely simple
society which produces just enough to maintain itself” (Sraffa 1960, p. 3).
A society satisfying this condition is considered to be ‘in a self-replacing
state’, and any system capable to maintain itself from one production period
to another can be transformed into a self-replacing one ‘merely by chang-
ing the proportions’ between its constituent industries (Sraffa 1960, p. 5n).
On the other hand, ‘[s]ystems which are incapable of doing so under any
proportions and show a deficit in the production of some commodities over
their consumption even if none has a surplus do not represent viable eco-
nomic systems’ (Sraffa 1960, p. 5n). The standard means of representing the
material structure of an economy supported by a core set of interdependent
production and consumption/utilization activities is by means of a technol-
ogy matrix such as 4, whose elements are the ‘production coefficients’ denot-
ing the quantity of intermediate good 7 needed for the production of any
unit of good J:

A = [a]

The technology matrix describing the material structure of a simple two-
sector economy in which all sectors depend on each other for the provision
of necessary inputs will be as follows:

A* = ail a2
azr a2

A self-replacing economy may or may not produce a net output over and
above what is necessary for maintaining its productive capacity intact. The
case of an economy capable of producing a positive (or semi-positive) net
output vector (that is, a vector of net output in which at least some elements
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are greater than 0) provides additional insights into the role of viability con-
ditions. In particular, production technology determines which total outputs
are needed to support the production of any given set of net outputs (out-
puts over and above what is needed for self-replacement), and which price
ratios are consistent, under the self-replacement condition, with any given
distribution of total value added between productive sectors (or groups of
income receivers). The two conditions may be respectively expressed as fol-

lows (see also Pasinetti 1977a, Chapter 4):

q=(T-A)"'n (1)

p=(>1-A)"lv 2)

In expression (1),%> q is the vector of the total quantities produced in the
system, n is the vector of net outputs produced in the same system, and (I -
A)~! is the so-called Leontief inverse allowing the computation of the total
quantity requirements (expressed by vector q) needed to deliver the net out-
put vector n.

Expression (1) shows that, given viable production technology A, we
may choose a given net output vector, say n*, and compute via (I - A)™!
the total outputs that would deliver n* after satisfying the self-replace-
ment requirements for maintenance of productive capacity. Expression (2)
shows that, given viable production technology A, we may choose a vec-
tor of (sectoral) value added quantities, such as v*, and then compute via
(I - A)7! the prices that would be consistent with v* while satisfying the
self-replacement requirements for maintaining productive capacity intact.
The two expressions point to conditions constraining, respectively, the phys-
ical and the value structure of the economy without explicitly addressing
the reasons why the net output vector and the value added vector should
be taken as given. This approach reflects the distinction between techno-
logical and social interdependencies that characterizes the literature on the
viability conditions of economic systems. At the same time, expressions (1)
and (2) draw attention to the fact that exogenous changes in the level and/
or composition of the net output vector n, or of the value added vector

“Expression (1) may be obtained from q - AQ = n, from which we have q (I - A) = n, thenq = I-A) ' n.
SExpression (2) may be obtained from p - Ap = v, from which we have p (I - A)=v, thenp = ([ - A) ! v.
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v, would require/trigger a complex constellation of changes in the system of
total physical quantities or in the system of prices respectively. These latter
changes would make the attainment of target vectors n* and v* feasible. The
argument rests on the possibility to separate technological and social con-
straints, so that for example we could address the technological feasibility
of certain social objectives (as expressed by a target net output vector n*)
without explicitly examining the causal mechanism behind those social
objectives. Alternatively, we could address the social feasibility of certain
technological arrangements by asking, say, if a switch from technology A
to technology A* would be consistent with the given distribution of value
added between productive sectors or social groups as expressed by vector
v.% In short, the distinction between technological and socio-institutional
constraints allows a better understanding of the extent to which one set of
constraints involves the other and of the extent to which constraints in one
sphere leaves degrees of freedom in the other sphere.” On the other hand,
the same distinction calls attention to the cases in which the intertwining of
different constraints highlights the need to address az the same time the inter-
dependencies in the technological and the social spheres.®

Differently from plutology, the original focus of catallactics was the
coordination between individual actors in a system of interdependent mar-
kets. This approach developed side by side with plutology and was trig-
gered by the latterss investigation into the interdependencies at the root
of national wealth. However, the specific conditions governing those inter-
dependencies when exchanges take place within the framework of a mar-
ket economy gradually became a major focus of attention. Achille-Nicolas

®The switch from A to A* may or may not allow the maintenance of the existing value added vector.

Luigi Pasinetti emphasizes the heuristic effectiveness of distinguishing between different layers of
interdependence in the economic system by explicitly discussing what he calls ‘a separation theorem’
(Pasinetti 2007, p. 275), according to which ‘we must make it possible to disengage those investigations
that concern the foundational bases of economic relations—to be detected at a strictly essential level of
basic economic analysis—from those investigations that must be carried out at the level of the actual
economic institution, which at any time any economic system is landed with, or has chosen to adopt,
or is trying to achieve’ (Pasinetti 2007, p. 275). Expressions (1) and (2) above entail that it may be use-
ful to examine structural constraints from the technological or the socio-institutional sphere depending
on which interdependencies are relatively ‘more invariant’ and on which are the purposes of the analysis
at hand (see Landesmann and Scazzieri (1990) for a discussion of the relative invariance criterion).

8In this connection, Alberto Quadrio Curzio emphasizes the role of non-produced resources (natural
or technological scarcities) in combining material and socio-institutional constraints (and thus in high-
lighting the close relationship between the material structure of the polity and the political dimension
of the economy) (Quadrio Curzio 1980, 1996; Quadrio Curzio and Pellizzari 1999, 2018).



206 R. Scazzieri

Isnard, a French engineer-economist, strongly criticized Quesnay’s Zableau
and outlined in his 77aité des richesses the first mathematical formulation of
a general equilibrium system of market exchanges (Isnard 1781). This work
expresses the interdependence between competitive market equilibrium
prices through a system of simultaneous equations. Isnard’s formulation
of economic interdependencies as market interdependencies side-stepped
a central point of Quesnay’s scientific programme (which was 7ot to con-
fuse market exchanges with economic transactions at the structural level)?
and started a new analytical tradition in which the allocative procedures
of market exchanges become the central focus of attention. This switch is
already apparent in Destutt de Tracy’s belief that the economic system is
‘purely and only a continuous series of exchanges (Destutt de Tracy 1823,
p. 68), and that ‘this is the greatest praise one could express of society, for
exchange is an admirable transaction, in which the two contractors are both
always obtaining an advantage: as a result, society is an uninterrupted series
of advantages that are continuously renovate for all its members’ (Destutt
de Tracy 1823, p. 68). Following this line of argument, Richard Whately,
in his Oxford Lectures, criticized the use of the term ‘political economy’
and proposed ‘catallactics” as a substitute for it: “The name [... ] of Political
Economy is most unfortunately chosen [... ]The name I should have pre-
ferred as the most descriptive, and on the whole least objectionable, is that
of catallactics, or the ‘Science of Exchanges’. Man might be defined, ‘An ani-
mal that makes Exchanges’ [...] And it is in this point of view alone that
Man is contemplated by Political Economy’ (Whately 1847, pp. 3-6). This
focus on exchange as the outcome of a transaction in which both contractors
seek and obtain an advantage triggered research on the motives of human
actions leading to exchange. Francesco Ferrara explicitly attempted a new
definition of economic science based on a theory of deliberate choice. In his
view, economic science ought to study ‘voluntary acts, and this not all: they
have to be acts by which Man is seeking means of improving his own exist-
ence’ (Ferrara 1859, p. 82). This point of view led Ferrara to criticize classi-
cal political economy for its emphasis on ‘material things rather than [on]
actions’ (Ferrara 1859, p. 81) and to move beyond exchange relationships

9Quesnay writes that ‘the new science of economics does not confuse Ziude with the profession
of the Merchant, who buys in order to sell; by Trade it means the transaction between the original
seller and the consumer; this type of transaction can be direct or indirect: in the former case, Trade or
exchange is effected without any intermediary Agent, i.e. without the service of a Merchant’ (Quesnay
1767, pp. 167-168). To make the point clearer, Quesnay adds that “Trade consists of Production
and Consumption, whereas Traffic consists only of purchase, transport and sale’ (Quesnay 1767,

pp- 176-177).
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per se by maintaining that ‘value in its most complex form, as exchange
value, has all its constituent elements [...] in the individual man, inde-
pendently of any exchange relation with other men’ (Ferrara 1854, p. 49; added
emphasis). The relationship between ends and means within an instrumen-
tal rationality framework came to be seen as the central feature of catallac-
tics, so that the latter gradually gave way to the view of economics as ‘the
study of the general principles of administration of resources, whether of
an individual, a household, a business, or a State’ (Wicksteed 1933 [1910],
p. 17). There is a direct link between Wicksteed’s conception of economics
in its ‘widest scope’, that is as ‘a study of the principles of administration of
resources and selection between alternatives, conceived without any formal or
conventional limitation’ (Wicksteed 1933 [1910], p. 17) and Lionel Robbins’
definition of economics ad ‘the science which studies human behavior as a
relationships between ends and scarce means which have alternative uses’
(Robbins 1932, p. 15).10 In fact, both Wicksteed’s and Robbins’s definitions
of economics are consistent with the conception of economics as a science of
instrumental rational action, that is, as a component of the general theory
of human action: ‘the economic or catallactic problems are embedded in a
more general science, and can no longer be severed from this connection [...]
[E]conomics becomes a part, although the hitherto best elaborated part, of a
more universal science, praxeology’ (von Mises 1949 [1940], p. 3).

The switch from catallactics to a general theory of human action (praxeology)
triggered the analysis of allocation criteria independently of specific configura-
tions of exchange. Francis Ysidro Edgeworth’s and Vilfredo Pareto’s investigation
of the properties of optimality conditions for bilateral exchange (Edgeworth
1881) and resource-constrained transformations (Pareto 2014 [19006]) opened
the way to Bruno de Finetti’s formal analysis of optimality conditions for the
case of multiple-objective maximization (de Finetti 1937, 1952). De Finetti
moves from the consideration of multiple objective functions, which he
describes as ‘partial objectives’, and asks which conditions should be satisfied for
the joint maximization of those functions under given limitational constraints.
Formally, de Finetti introduces a ‘global’ objective function defined as linear
convex combination of manifold partial objective functions:

F(u) = I F\(u) + \pF2(u) + -+ iFg(w), subjectto Y A =L k=1,....n 3)

19Robbins acknowledged his debt to Wicksteed’s view of economics in his Introduction to Wicksteed’s
Common Sense of Political Economy, in which he wrote that Wicksteed’s approach cast ‘the whole corpus
of economic science into an entirely new light—a light in which Economics is seen to be a discussion
not of the nature of certain kinds of behaviour arbitrarily separated off from all others, but of a certain
aspect of behaviour viewed as a whole’ (Robbins 1933, p. xxii).
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De Finetti envisages a solution criterion by which the attainment levels
of any collection of # — 1 partial objectives are given, while the value of
the kth objective is maximized. This operation is repeated for any combi-
nation of (# — 1) partial objectives in order to obtain the set of all possi-
ble feasible combinations of achievement levels that allows maximization
of all partial objectives taken one by one. A distinctive feature of the lat-
ter set is that no further improvement of attainment level for any partial
objective is possible without compensatory losses for some other partial
objective. De Finetti’s algorithm generalizes Edgeworth’s exchange postulate
beyond the institutional setting of an exchange economy, and allows iden-
tification of the value judgements implicit in the multiple-objective maxi-
mization exercise. For the As multipliers denote the different degrees of
importance (the different weights) assigned to the partial objectives in the
construction of the global objective F(x). De Finetti’s analysis of optimal-
ity conditions highlights both the compensation principles at work behind
transfers from one optimal allocation to another and the central role of
weights in moving from partial to global objective functions. Compensation
principles presuppose trade-offs between different allocations based on lim-
itationality constraints, while weighing criteria call attention to the fact
that different allocation patterns can have hugely different consequences
for any global objective function depending on how skewed the global
objective is towards any one of its partial objectives (or collection thereof).
The combined attention for compensation criteria and weighing systems
highlights the potential of allocation theory in investigating the complex
trade-offs involved when transferring resources from one use to another
(as well as from one social group to another) under a given limitational-
ity constraint. Maurice Allais’s analysis of economic surplus and loss is an
explicit attempt to address allocative trade-offs between different individ-
uals or social groups and their relationship with the optimality conditions
for the economic system as a whole: ‘[t]he search for a representative indi-
cator for the efficiency of an economy [...] boils down to a search for an
indicator to represent its inefficiency. The main conditions which such an
indicator must fulfil are that it be nil for any situation of maximum effi-
ciency, that it be positive for any situation which is not of maximum efh-
ciency, and that it decreases when one passes from a given situation to one
where certain preference indexes are found to be raised without any corre-
sponding decrease in the other preference indexes. Such an indicator, when
associated with a given situation, can be considered as representative of the
loss [...] which the economy is undergoing in that situation’ (Allais 1986,
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Fig. 1 Optimality frontier and distributional trade-offs

p. 137). Figure 1 represents the frontier of possible allocations that satisfy
the de Finetti-Pareto optimality condition for multi-objective maximization:

Line /,1, represents the alternative combinations of attainment levels for
the separate objective functions of individuals (or groups) 1 and 2 consist-
ently with the given limitationality constraints and the de Finetti-Pareto
optimality condition. Any global objective function F (/, 1,) would attain
a maximum by fixing the attainment level of either 7, or 7, and finding the
corresponding attainment level for the objective function of the other indi-
vidual or group. The global objective function F (/;, 1,) can be seen as a lin-
ear convex combination of the partial objective functions /; and /,;:

F(Ii, b) =Y iFi(h) + JaFa(l) (4)

For given values of weights A, A,, any increase/decrease of either 7, or 7,
entails a corresponding decrease/increase of the attainment level for the
other objective. A change of weights A,, A, modifies the impact of any dis-
tributional change on the value of the global objective function. As a result,
the same distributional change may have different consequences depending
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on which weighing system we are considering. For example, a society assign-
ing equal weights to the objectives of different groups (say, ‘rich’ and ‘poor’)
would be indifferent to whether a distributional change makes the ‘poor’
group better off or worse off. On the other hand, a society assigning dif-
ferent weights to different groups would react differently to distributional
changes depending on which weights are assigned to which groups.

The above argument draws attention to a complex intertwining of means
and objectives and has manifold consequences for the way to assess the
material life of the polity. First, any given allocation of resources between
social groups may contribute differently to any global objective function
depending on the distribution of weights associated with different social
groups. Second, the maximum value of any global (social) objective func-
tion may be compatible with different allocations between groups if society
is prepared to modify their respective weights accordingly. Third, a con-
cern for the relative positions of groups may lead to the entrenchment of
sub-optimal patterns of allocation even if all groups would be better off by
moving to an allocation on the optimum frontier.

To conclude, plutology and catallactics highlight two distinct sets of con-
ditions for the material life of the polity: viability conditions in the former
case, efficiency conditions in the latter case. Either set of conditions can be
identified independently of the other. For viability conditions denote a prop-
erty of the economy as a set of interdependent production processes if the
latter is to be in a self-replacing state. On the other hand, efficiency conditions
denote a property of the economy as a collection of resources directly or
indirectly fulfilling human needs. An economic system may be viable with-
out being efficient in the de Finetti-Pareto sense (for example, a system can
be in a self-replacing state even if it may be possible to shift to a technol-
ogy requiring less inputs per unit of output). Moreover, an economic system
may be efficient without being in a self-replacing state (for example, a sys-
tem may be unable to introduce improvements without compensatory losses
even if it requires non-reproducible resources and is thus unable to replace
its own means of production). In spite of the distinction between viability
conditions and efficiency conditions, there may be cases in which both con-
ditions highlight relevant features of the economy under consideration. For
example, the physical and distributive trade-offs revealed by viability condi-
tions (1) and (2) may be different from the allocation trade-offs revealed by
the efficiency condition, and the policies dealing with those trade-offs may
be correspondingly different. The material life of the polity involves both
viability and efficiency issues, and different political arrangements may be
required for the two sets of issues.
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4 The Political Life of the Economy

The economy is a sphere of interdependent practices mutually constrained
by the explicit or implicit acceptance of a common condition (which may
be the maintenance of the field as such). This view of the economy encom-
passes both the practices of actors following independent objectives but
mutually constrained by existing customs and rules, as well as the practices
of actors who are explicitly coordinating with each other in view of a com-
mon objective.!! Economic theory provides different perspectives on the
economy depending on whether it emphasizes viability over efliciency, or
vice versa. The viability approach highlights proportionality conditions for
the self-replacing state. It also addresses the proportionality conditions for
the economic system to achieve systemic objectives such as a given growth
rate or a given level of overall employment. Political conditions are instru-
mental to the achievement of a self-replacing state, and of any additional
objective in terms of growth or employment. On the other hand, the allo-
cation approach highlights optimality conditions for the economy to be
on the maximum efliciency frontier. It also addresses the shifts in relative
allocation of resources that may take place when a sub-optimal economy
moves towards that frontier. Political conditions are instrumental to the
achievement (or maintenance) of optimal allocation, and are directly con-
cerned with the mutually compensating gains and losses that are involved
in shifting from one optimal allocation to another.

Viability conditions are central to the political arrangements addressed
in Quesnay’s economic writings (Quesnay 1766, 1767). Both unproductive
expenses by the landed social groups and the advocacy of a single tax raised
on agricultural net product (impét unique) reflect Quesnay’s concern for the

"'This distinction recalls Max Weber’s duality between ‘economic system’ (Wirtschaft), defined as ‘an
autocephalous system of economic action’ (Weber 1947 [1922], p. 158, and ‘economic organization’
(Wirtschafisbetrieb), defined as ‘a continuously organized system of economic action’ (Weber 1947
[1922], p. 158). The continued existence of the Wirtschaft presupposes the viability of mutual con-
straints independently of any explicit sharing of objectives between economic actors. On the other end,
no Wirtschafisbetrieb may exist without the sharing of certain objectives between the relevant actors
(so that their actions can be considered as ‘tasks’ relative to the fulfilment of those objectives). Michael
Oakeshott draws a complementary distinction between two different views of human association,
which he calls ‘human association’ and ‘enterprise association’ or, following Roman private law, societas
and universitas respectively. The former (societas) is defined by membership of a field in which possi-
ble (acceptable) actions are ‘neither definitive principles of conduct nor explicit injunctions addressed
to assignable agents commanding or prohibiting substantive actions or utterances” (Oakeshott 1975,
p. 128). The latter (universitas) is defined by membership of a field in which actions (as tasks) must fol-
low ‘definitive principles of conduct’ in the instrumental pursuit of a shared objective.
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necessary proportionality between the sectors of a self-replacing economy.
Unproductive consumption, even if not directly needed for commodity
production, is necessary to ensure the reproducibility of the circular flow
from one agricultural cycle to another, while impdr unigue makes it possible
to levy taxation directly on surplus produce over means of production, and
thus allows the State to provide its needs without endangering self-replace-
ment. In this view, laissez faire (free trade) allows unencumbered expendi-
ture flows between agriculture, industry and the landed groups consistently
with the proportionality requirements of self-replacement (obstacles to free
trade being seen as directly encroaching on the viability of the economy).
Adam Smith (1776) and David Ricardo (1951 [1817]) address the rela-
tionship between triggers of change (increasing and decreasing returns) and
viability conditions along a structural dynamics trajectory. Smith highlights
the relationship between viability and the economy’s growth potential when
division of labour is the principal mechanism driving structural change.
In this case, maximum growth can be achieved by shifting accumulation
of capital from agriculture to industry, and eventually from industry to
‘carrying trade’, along a trajectory describing the ‘natural progress of opu-
lence’ (Smith 1776). In this case, two complementary requirements drive
structural change: (i) the single-period condition for self-replacement and
(ii) the multi-period condition for expanding productive capacity in the
productive sectors in which productivity gains are most likely as the overall
scale of production increases. A distinctive feature of Smith’s analysis is the
existence of upper bounds on increasing returns within any given techno-
logical regime, and the consequent stage-structure of structural dynamics
along the maximum path of expansion. For this reason, net product accu-
mulation should switch from agriculture to industry as soon as the limited
potential for agricultural improvement is exhausted, and then from indus-
try to carrying trade whenever the potential for manufacturing increasing
returns is slackening. This approach highlights the relationship between
single-period and multi-period viability: (i) single-period viability makes
self-replacement possible but does not guarantee maximum growth at any
given time while (ii) multi-period viability guarantees economic expan-
sion at the maximum rate consistently with fulfilment of the self-replace-
ment condition. Smith’s natural dynamics highlights the growth potential
of increasing returns while at the same time ensuring that the economic
system is structurally able to replace used up means of production. This
explains the sequence characterizing Smith’s dynamics: the manufacturing
stage does not start before agricultural improvements have fully worked
themselves out, and the carrying-trade stage does not start before the
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formation of a manufacturing base. In short, the increasing returns-eco-
nomic growth nexus presupposes fulfilment of the self-replacement con-
dition at any stage of natural dynamics, and determines the tempo of
economic expansion. The political implications of Smith’s natural dynam-
ics are far reaching. In particular, natural dynamics suggests that systemic
coherence may require a specific sequencing of the stages of economic
growth, and that for this to be possible the relative weight of agricultural,
industrial and commercial interests should be such as to allow the economic
system to follow that particular sequence. Ricardo investigates a different
aspect of the relationship between viability and growth by considering
the dynamic trajectory of an economic system subject to natural resource
constraints and decreasing returns from the use of capital and labour. This
analytical exercise is carried out by assuming an exogenously given popula-
tion growth and changes of technology in use due to the need to overcome
scarcity bottlenecks (Ricardo 1951 [1817]). It is possible to cast the cen-
tral features of Ricardo’s contribution in more general terms by considering
the dynamic trajectory of a multi-sectoral, resource-constrained economy
achieving maximum growth under the viability condition (Quadrio Curzio
1986, 1990; Quadrio Curzio and Pellizzari 1999, 2018). This formulation
highlights the existence of upper bounds on the maximum growth that
the economy can achieve at any given time due to the need of using less
and less productive technologies (that is, technologies requiring increas-
ing inputs per unit of output) as the upper limits on activity levels of the
more productive technologies are reached. This sequence involves that it
is not always possible to invest the net outputs delivered by the most effi-
cient techniques in expanding the productive capacity of the less efficient
techniques (due to mismatches between the input requirements of different
techniques). This situation brings about the formation of residuals, which
might however become usable again if further technical changes reduce the
mismatch between the input requirement structures of ‘new’” and ‘old’ tech-
niques (Quadrio Curzio 1986). In this case, structural bottlenecks gener-
ate both upper thresholds, above which it is no longer possible to use the
most efficient techniques so that less efficient techniques need to be intro-
duced (decreasing returns) and lower thresholds above which input residu-
als become usable again, thus triggering a spurt in the economy’s maximum
growth rate. This type of analysis highlights the role of structural differen-
tiation and structural fits (or mismatches) in determining the character of
dynamic trajectories. Structural differentiation is a direct source of differen-
tial incomes (rents) and these incomes acquire a central position in deter-
mining the maximum possible growth of the economy at any given time.
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In particular, the internal differentiation of productive structures generates
productivity differentials. These differentials are the source of ‘structural
rents that may or may not translate into ordinary rent incomes depend-
ing on the appropriation arrangements governing the distribution of pro-
duction. The relationship between net products and structural rents is of
central importance in assessing the way in which the material configuration
of the economy interacts with political arrangements in triggering one path
or another of economic dynamics. Structural rents signal technological dif-
ferentiation and highlight the existence of a share of net product generated
within a particular subsystem of the economy. They may advance or retard
the maximum growth rate of the economy depending on the way they are
distributed and used to expand productive capacity (Quadrio Curzio and
Pellizzari 2018; Scazzieri, Baranzini and Rotondi 2015).

The viability requirements for self-replacement intertwine with the
political and institutional conditions under which those requirements
must be satisfied. Karl Marx (1983 [1867]) and John Maynard Keynes
(1936) consider two different aspects of that relationship, while Luigi
Pasinetti (1977b) investigates it in terms of a vertically integrated rep-
resentation of a self-replacing economy. Marx focuses on the ‘social
equilibrium’ requirements for self-replacement in a capitalist economy
characterized by a given configuration of relative power between social
classes. The ratio between the value of the economy’s net product, or sur-
plus (s), and the value of the workers’ necessary consumption, or variable
capital (v), expresses the relative position of capitalists and workers under
given historical conditions (both magnitudes are measured in terms of the
corresponding quantities of directly and indirectly embodied labour). If
we take this ratio (rate of surplus value, or rate of exploitation) to be given
from outside the circular flow, it follows that either production technology
or income distribution should adjust in order to maintain the given con-
figuration of relative positions between social classes. A situation in which
v is fixed from the technological and social point of view (subsistence
wages) is one in which a given /v ratio can be maintained by changes of
production technology (that is, by changes that modify the viability con-
dition for self-replacement). On the other hand, a situation in which v is
flexible (for instance because one fraction of workers’ remuneration reflects
contingent arrangements independently of technological constraints) is
one in which changes in income distribution might be sufficient to main-
tain a given s/v ratio. In the latter case, there will be no need to adjust
production technology in order to maintain given relative positions
between social classes. Keynes draws attention to a different aspect of the
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relationship between self-replacement and social equilibrium by consider-
ing the way in which a scale constraint external to the circular flow, such as
the level of aggregate employment, brings about production and expendi-
ture flows compatible with it. Keynes’s analysis is not explicitly concerned
with the viability condition for self-replacement, even if the crisscross
causal mechanism determining sectoral employment responses to a given
exogenous increase of expenditure reflects the same network of interde-
pendencies that also find expression in the viability condition. However,
Keynes foregrounds the macroeconomic consistency between employ-
ment targets and expenditure without explicitly addressing the issue of the
intersectoral consistency of the expenditure and production flows that are
thereby generated. In fact, the multiplier mechanism at the root of Keynes’s
analysis highlights the sequential causality governing the propagation of
exogenous variations in expenditure (see also Kahn 1931) but overlooks
the mutual consistency requirements of production flows in a self-replacing
state. This means that, in principle, we might have a sequence of expend-
iture and employment impulses that is consistent with a full employment
target even if, at no stage of the sequence, the economy is in a self-replac-
ing state (nor can it be reduced to such a state). Pasinetti investigates the
relationship between macroeconomic employment and structural viability
conditions by means of his vertically integrated representation of sectoral
interdependencies. In his formulation, it is possible to partition any given
circular economy into a set of vertically integrated sectors (or subsystems)
such that any given subsystem includes one element of the system’s net out-
put vector and the whole set of physical and labour inputs that are directly
and indirectly needed to produce that particular net output component
(Pasinetti 1977b). In a subsequent formulation, Pasinetti constructs verti-
cally hyper-integrated sectors, in which each sector also includes the physi-
cal and labour inputs needed for the corresponding net output component
to grow at a given rate (Pasinetti 1988). The vertical integration, and ver-
tical hyper-integration, of sectoral magnitudes highlights two comple-
mentary aspects of the relationship between the viability of the economy’s
internal structure and the consistency of this structure with macroeconomic
or systemic objectives (such as full employment or full capacity utilization).
One aspect of this relationship concerns the physical quantities produced in
the economy, the other aspect concerns the values at which these quantities
should exchange with one another in view of systemic constraints:

SO = HY; = Y, i=12....,m (52)
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L(l) = VYi = Vl'Yl‘, I = 1, 2, ce., M (Sb)

p=vw+ Hp (©6)

Expressions (5a) and (5b) denote, respectively, the vertically integrated
stocks of produced inputs (vertically integrated productive capacity) and ver-
tically integrated labour inputs needed to produce each unit of commodity
as an element of the net output vector.!? Expression (6) denotes the rela-
tionship of the price of each commodity to the value of the vertically inte-
grated labour and capital inputs entering the production of one unit of that
commodity with the given technology in use. The generalization to verti-
cally hyper-integrated sectors allows expressing the relationship of a net out-
put vector growing at a given rate, say ¢* to the corresponding quantities
of labour and capital inputs. It also allows expressing the relationship of the
price of each commodity to the value of vertically integrated labour and cap-
ital inputs needed to produce one unit of that commodity, inclusive of the
unit mark-up needed to allow expansion of productive capacity in the corre-
sponding vertically hyper-integrated sector. This formulation highlights the
link between the viability requirements of any given production economy
(the requirements for this economy to be in a self-replacing state) and the
‘external’ (macroeconomic) targets or constraints that any given economy is
trying to achieve or is subject to.!? Political objectives may find expression
in those targets and constraints. Their pursuit may or may not be consistent
with the viability requirements of a given technology in use depending on
whether conditions (5a, 5b) and (6) are satisfied. This property highlights a
possible conflict between specific political objectives and the systemic coher-
ence expressed by the viability condition for self-replacement.

"2Pasinetti calls ‘each coefficient v, ... the vertically integrated labour coefficient for commodity i (i = 1, 2,
..., m)’ (Pasinetti 1977b, p. 20), whereas ‘each column vector 4, ... expresses in a consolidated way the
series of heterogeneous physical quantities of commodities 1, 2, ..., 7, which are directly and indirectly
required as stocks in the whole economic system, in order to obtain one physical unit of commodity I as
final good (i =1, 2, ..., m). This is another particular composite commodity, which we shall call 2 unit of
vertically integrated productive capacity for commodity 7 (i =1, 2, ..., m)” (Pasinetti 1977b, pp. 20-21).

3Pasinetti expresses this link contrasting ‘the point of view of the circularity of the production process
and ‘the point of view of final demand’: {tlhe point of view of the circularity of the production process
is evinced by the construction of the hyper-subsystems (which now acquire completeness by inclusion of
the relations concerning the expansion of the means of production, besides those concerning their replace-
ment). The point of view of final demand is evinced in an even sharper way. Even in a growing economic
system, consumption appears at one extreme of the production process and labour appears at the other
extreme, and the two are immediately and directly put into relation with each other. The complex circular
(expanding) production process, which is in between, is taken for granted, as it is closed onto itself and
merely fulfils an intermediate and ancillary function’ (Pasinetti 1988, p. 133). The duality between ‘the
point of view of circularity’ and ‘the point of view of final demand’ has interesting implications for the
analysis of the relationship between the economy and the polity, which are discussed in Cardinale (2018).
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Interdependent processes are not always synchronized. For example,
production processes may be of different time lengths and yet they may
require each other’s products as intermediate inputs. Under these con-
ditions, ad hoc coordinating devices are necessary so that mutual input
requirements can be met in spite of temporal asymmetries (Scazzieri
2017). This property highlights an additional feature of viability, which
is primarily associated with the stage-structure of production activity.
John Hicks addresses this issue in his treatment of the dynamic viabil-
ity condition for a successful transition from one technical structure to
another (a successful traverse) (Hicks 1973). In his treatment, capital-us-
ing production processes include a construction phase in which produc-
tive equipment is built, and a utilization phase in which final products
are delivered. Lack of material synchronisation over time requires ad
hoc coordination providing what may be described as structural liquid-
ity (Cardinale and Scazzieri 2016). Both material and monetary debt-
credit relations may be adequate to provide this type of liquidity but,
in the latter case, monetary policy needs to be tailored to accommodate
the specific conditions arising from lack of synchronization of interde-
pendent but asymmetrical processes (Amendola and Gaffard 1998).
Conditions in which the provision of structural liquidity may be nec-
essary highlight a possible tradeoff between the proportionality require-
ments and the scale requirements for viability (Cardinale and Scazzieri
2016). The former are needed for self-replacement in the single period,
while the latter ensure the coordination of processes of different time-
lengths. A system scale ensuring time coordination may be incompati-
ble with self-replacement, or self-replacement may be incompatible with
time coordination. This situation highlights a potential conflict between
viability and coordination, and thus a potential conflict between the
social groups supporting one or the other approach to economic system’s
coherence.

The allocation approach to the political conditions for the effective work-
ing of the economy starts from different premises. As we have seen, a strand
of writings in the age of classical political economy highlights the features
of the economy as a collection of exchanges (Isnard, Destutt de Tracy,
Whately). Destutt de Tracy explicitly acknowledges the constitutive role of
exchange in the formation of human society. His argument is developed in a
sequence of steps. Fist, human society is considered as a collection of agents
‘who are capable of feelings and of acts of will as we are, whenever they are
in contact and in an established relation with other agents of their kind, who
are similar to them, and with whom they can have full intercourse’ (Destutt
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de Tracy 1823, p. 65; author’s emphasis). Second, the economic condition
of society is seen to be relative ‘to our own most immediate needs and to
the means we have to provide them’ (Destutt de Tracy 1823, p. 68). Finally,
Destutt de Tracy considers exchange as an essential element of the social con-
dition itself. For he describes the formal or tacit’ convention of not harm-
ing each another as ‘a real exchange’, seeing as ‘everybody gives up a certain
manner of using one’s own power, and receives back the same sacrifice from
everybody else’ (Destutt de Tracy 1823, p. 69). This argument involves that
‘commerce is the whole society’ (Destutt de Tracy 1823, p. 78; author’s
emphasis) and suggests a definite political agenda in support of exchange
relationships: ‘the true utility of society is to make possible among ourselves a
multitude of [exchange] arrangements’ (Destutt de Tracy 1823, p. 71).

The emphasis on exchange as a political condition (exchange as a condition
for the making of covenants and thus for the existence of the body politic)
highlights the emergence of an interface between the economic dimension
of the polity and the political dimension of the economy. This interface is
based on the belief that oz the economy and the polity are instances of
a ‘society of exchange’ (Lowe 2010 [1935]), Chapter IV). In this view, the
catallactic (market) features of the economy are intertwined with empha-
sis on ‘civil liberty, private property rights, free decision of the individual as
to his bargaining’ (Lowe 2010 [1935]), p. 58). This provides the template
for a laissez faire economy that is at the same time a market polity (a pol-
ity in which the covenant between citizens is based on the same contractual
principles governing an economy of markets). Economists and economic
writers such as Frédéric Bastiat (1845, 1850), Charles Dunoyer (1846),
Francesco Ferrara (1859) and Richard Cobden (1867) highlight the comple-
mentarity between market economy and market polity. They started a line
of thinking that stretches to twentieth-century contributions such as those
by Friedrich von Hayek (1948, 1960), Ludwig von Mises (1949 [1940]),
James Buchanan and Gordon Tullock (1962), James Buchanan (1977), and
more recently by Douglass North (1990), Douglass C. North, John Joseph
Wallis and Barry R. Weingast (2009), Daron Acemoglu and James Robinson
(2006, 2012).4

“The beginnings of this intellectual tradition are steeped in classical political economy, and particu-
larly in the contributions by Smith and Ricardo. However, the emphasis on exchange as the fundamen-
tal analytical template for economic theory distinguishes this approach from classical theory (Scazzieri
2008; Todd 2015), while the committed advocacy of free trade policies also distinguishes most con-
tributions in this tradition from the more nuanced approach to free trade of the Classical Economists

(Grampp 1960).
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Exchange situations make allocation principles clearly visible, but the fun-
damentals of rational allocation are also manifest independently of exchange
(see Sect. 3). This feature of allocation theory makes it a useful instrument
in investigating the allocation criteria characterizing different institutional
arrangements, and in comparing the relative efficiency of those arrange-
ments. The de Finetti-Pareto optimum principle highlights the distinction
between general optimality conditions and specific allocation mechanisms,
and draws attention to the possible application of allocation theory to con-
texts different from that of market exchanges. Thus, it has been possible
to investigate the political-institutional prerequisites for the allocative efh-
ciency of different institutional arrangements, and to highlight which con-
text is needed for any given institutional mechanism to meet optimality
conditions. The discussion on the compensation transfers needed to move
from one optimum allocation to another under market economy conditions
(Arrow 1951; Hicks 1939a; Kaldor 1939; Scitovsky 1941), and the debates
on the feasibility of efficient allocation of resources under planned economy
conditions (Barone 1908; Dobb 1933; von Hayek 1935, 1940; Lange and
Taylor 1938) highlight the implicit ‘separation criterion” at work in alloca-
tion theory, and the possibility to use allocation principles as means to eval-
uate and compare alternative institutional arrangements. At the same time,
the distinction between general optimality conditions and the specific allo-
cation (distribution) mechanisms characterizing different economic regimes
highlights that different political arrangements may be required in order
to meet the same optimality principles in different contexts. This feature
of allocation theory opens the theory to application in manifold institu-
tional contexts. De Finetti is possibly the most outspoken advocate of the
use of optimum principles in a multi-objective maximization setting. First,
he highlights that one should ‘translate in precise form the goals initially
expressed in a more or less vague and indeterminate form, [...] assess their
internal coherence, and [...] suggest, if necessary, how to modify or change
them’ (de Finetti 1973, p. 15). Then, one should ‘delineate forms of social
organisation meant to lead to the desired situations, by investigating and
comparing their attitude to function in a simple and effective way, and with
a tendency to stability’ (de Finetti 1973, p. 15). This procedure involves
two distinct but interconnected tasks. Task 1 requires the assessment of the
mutual consistence of goals. In terms of the achievement of any collection
of social objectives, this requires disentangling the plurality of objectives
in order to assess to which degree the different objectives are mutually
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compatible and to which degree satisfactory attainment of one objective
may require accepting an incomplete attainment of other objectives.!® This
task entails attaching weights to the different partial objectives, and different
societies may attach different weights to different objectives. For example,
equality of opportunities may conflict with the protection of disadvan-
taged individuals or social groups; the maximization of opportunities (and
of the freedom of choice associated with it) my conflict with the minimi-
zation of uncertainty. Or, distributional equality may conflict with savings
and accumulation requirements. Task 2 requires the identification of effective
and workable mechanisms capable of leading to the desired outcomes. For
instance, full employment may require attainment of a certain level of aggre-
gate demand as well as certain changes in the sectoral composition of the
economy (with the relative expansion of certain sectors and the relative con-
traction of other sectors). In other circumstances, a satisfactory expansion
of the gross domestic product may require to overcome resource bottlenecks
or technological bottlenecks that would otherwise hamper the attainment
of that objective, or the attainment of full employment without trigger-
ing inflationary pressure may require an institutional mechanism in which
strong welfare policies effectively compensate the income losses that might
be associated with wage moderation. !¢

Allocation principles highlight trade-offs but do not provide an immedi-
ate way to deal with trade-offs. They draw attention to what can be ‘tech-
nically’ achieved without anybody’s loss (by moving from a sub-optimal to
an optimal allocation of resources) and to what can only be achieved by
some individual or social group at somebody else’s loss (by moving from one
optimal allocation to another). At the core of allocation analysis is a set of
assumptions (or data) concerning the elements of the economy that must
be considered as given when asking which resource transfers are feasible and
under which conditions. This entails that the content of the allocation prob-
lem changes fundamentally depending on which features of the economy
we consider as given. For example, a transfer of resources from group A to

5In technical terms, this would require a maximisation exercise, but ‘the function to be maximised
[should] synthesize all the partial objective functions previously considered, making them compatible
with each other in the way considered to be the best’ (de Finetti 1973, p. 30).

1%James Meade emphasized the complementarity of incomes and welfare policy as a necessary condition
for a non-inflationary full employment policy: ‘the successful introduction of institutions for achieving
the necessary flexibility of rates of wages and of other forms of carnings [are] by far the most difficult
economic problem which they have to face. [T]heir introduction would have been impossible if they
had not been accompanied by effective measures to ensure that workers had, in addition to their earn-
ings from work, a secure fixed income from some other source’ (Meade 1993, p. 90).
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group B may require a corresponding loss for A when technology and insti-
tutions are given but may be feasible without any such loss if there is a corre-
sponding change to a more effective technology, and similarly for a resource
transfer from B to A. This analytical framework highlights the complex hier-
archy of constraints and opportunities that characterizes allocation processes.
Opportunities are different depending on which specific constraint is bind-
ing, so that shifting the binding condition from one constraint to another
opens up a set of opportunities while closing off others. This view draws
attention to the role of constitutional arrangements as means to entrench
a particular constellation of constraints and opportunities, and of political
conflicts and compromises as means to establish a particular allocation from
among the allocations consistent with binding constraints.

Allocation theory highlights a plurality of situations in which constitu-
tional and/or political conditions determine which allocation mechanism is
at work, how that mechanism can deliver a particular allocation, and which
adjustments are needed to make the outcome of a particular allocation mech-
anism consistent with optimality conditions.!” For example, political con-
ditions at a fundamental (‘constitutional’) level may determine whether the
relevant allocation mechanism is, say, a competitive market economy or a
command economy. In this connection, economic theory highlights the
feasibility conditions of the respective allocation mechanisms if these mech-
anisms have to meet ‘technical’ requirements for the mutual fitting of eco-
nomic actions. Instances are investigations into the Walrasian equilibrium
of a competitive economy of markets (Walras 1874—77; Hicks 1939b, 1946;
Allais 1943; Arrow and Debreu 1954; Debreu 19564, b), and research into

Leonid Hurwicz defines an allocation mechanism as the mechanism that ‘specifies rules according to
which, given the information available to him at a given time, a participant send messages to other’
(Hurwicz 1977, p, 20). In his view, ‘[bJoth market phenomena and command systems can be fitted
into this schema. Thus in the Walrasian tAtonnement process the language consists of prices and quan-
tities demanded or supplied by the various agents. If the model contains an “auctioneer”, his response
function calls for price changes proportional to aggregate excess demand, while the response functions
of others require them to convey their excess demands given the prices called out by the auctioneer. In
an extreme version of a “pure command” system, the dialogue starts with the peripheral agents sending
to the center messages describing their respective components of the environment (e.g. their resource
holdings and production functions), whereupon the center, after suitable data processing and calcu-
lations, sends to the peripheral agents the order for actions. In this command system the outcome is
clear: to carry out the orders received. In the Walrasian titonnememt process, the matter is a bit more
complicated. One must wait until equilibrium is somehow established—i.e. everyone is repeating his
previous message. Then the outcome rule is to carry out exchanges according to the equilibrium bids
made’ (Hurwicz 1977, pp. 20-21).
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the characteristics and feasibility of coordination in a centrally planned
economy (Barone 1908; von Mises 1920; Marschak 1924, 1959; von Hayek
1935, 1940; Lange and Taylor 1938; Kantorovich 1965; Kornai and Liptdk
1965; Malinvaud 1967. Either line of investigation is concerned with the
internal coherence of the allocation mechanism and 7oz with the assessment
of its specific allocation outcomes. Political considerations do not directly
enter this type of analysis, even if the actual existence of a particular allo-
cation mechanism may reflect a particular constellation of relative positions
of individuals and/or social groups in the polity. Once a given allocation
mechanism is in place, the issue arises of the way in which a specific social
and political context may determine the initial resource endowments of
individual and/or social groups, and thus the outcome of the allocation pro-
cess under the allocation mechanism under consideration. A possible way
of addressing this problem is by dropping the assumption of given distri-
butional parameters and of considering the allocation mechanism as a two-
stage procedure (Hurwicz 1977, p. 22). In this case, stage one specifically
deals with the setting of initial resource endowments and stage two deter-
mines the allocation outcomes. Here distributional (and political) issues take
central stage, in the sense that initial endowments may be assigned to indi-
viduals and/or social groups in such a way that a predetermined distribu-
tion can be achieved through the working of a given allocation mechanism
(Hurwicz 1977; Pazner and Schmeidler 1978; Shapley and Shubik 1967;
Dasgupta 1980). Alternatively, the initial resource endowments of individ-
uals and/or groups may be considered as given, and political objectives may
intervene after the allocation outcome is known. In this case, compensa-
tory measures may be necessary to achieve an ex post adjustment of allo-
cation outcomes if the latter is not acceptable from the social or political
point of view (for instance, if allocation outcomes are too skewed against
certain social groups). Compensation may consist of resource transfers
between individuals or groups (Chipman and Moore 1968; Hicks 1939a,
b, 1975; Kaldor 1939; Samuelson 19505 Scitovsky 1941; Sen 2002, 2009).
It may also require the introduction of ‘hybrid’ allocation mechanisms,
such as those combining features of market and command economy (Arrow
1974, 1983 [1969]; Meade 1948, 1986). In short, allocation theory high-
lights a plurality of conditions under which the working of any given allo-
cation mechanism gives scope to political conflicts and compromises. First,
any allocation mechanism presupposes a political settlement (the settlement
bringing into operation that mechanism in lieu of others). Second, certain
allocation mechanisms draw attention to the possibility of implementing
political objectives through the working of the allocation mechanism itself
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(as in the case of endogenous endowments described above). Third, the allo-
cation mechanism may pinpoint the scope of politically triggered compensa-
tory measures once allocation outcomes are known.

To conclude, both viability requirements and allocation mechanisms
highlight constraints and possibilities for the political life of the economy.
However, viability and allocation concentrate attention on different features
of the relationship between the economy and the polity. Viability highlights
systemic requirements for the feasibility of interdependent economic activ-
ities. This type of investigation highlights the political conditions neces-
sary to the implementation of viability requirements, as well as the scope
for the achievement of political objectives given the conditions for viability.
Allocation analysis takes the fulfilment of viability conditions as given and
concentrates attention on the political cleavages and alliances that may arise
when distributing given endowments among individuals and/or groups, or
when assessing the relative advantages of individuals and/or groups along
trajectories from sub-optimal to optimal states of the economy.

5 Political Economy Between Theory
and Context

Viability and allocation highlight two different approaches to the economy as
a political space. Viability conditions point to the existence of systemic con-
straints (what I have called the proportionality requirements for the material
life of the polity) and may be suggestive of an ‘active’ policy domain. For in
this space, political actors are often considered to be capable of identifying the
relevant proportionality conditions, and to be empowered to act towards their
fulfilment. Viability analysis could also provide a benchmark for assessing to
which extent different policy objectives are compatible with the proportion-
ality requirements of any given set of interdependencies between sectors and/
or social groups. In this way, this type of analysis may also be instrumental to
the discovery of conflicts of interest between sectors and/or between groups
that might otherwise remain concealed within the web of interdependen-
cies. Allocation analysis takes a different view. For it presupposes economic
actors capable of responding in an appropriate way to the incentives of a
given allocation mechanism, as well as political actors capable of bringing into
existence that particular mechanism. This framework presupposes a political
space in which conflicts and/or compromises may arise in the determination
of the allocation mechanism, in the introduction of the political objectives
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constraining the working of that mechanism, and in the adoption of possi-
ble compensatory measures. However, conflicts and/or compromises do not
directly show up in the working of the allocation mechanism itself.

Both the conditions for systemic viability and the conditions for systemic
efficiency provide useful heuristics for the identification of which constella-
tions of sectoral or group interests are compatible with either set of condi-
tions. Viability and efficiency conditions are also instrumental in identifying
which sets of policies are feasible in view of the given constellation of inter-
ests in society.!8

The economy as a political space has a twofold character depending on
whether the relationship between the economy and the polity is seen from
the viability or the allocation point of view (see above). In addition, both
viability and allocation conditions are inherently flexible and open to a
variety of formulations, depending on which conditions are considered
to be fixed and which conditions are viewed as variable and open to con-
text. The relationship between theory and policy is one in which one can
most clearly see the implications of the duality between viability and allo-
cation approaches, and the open ended character of either approach. This
is one important reason why arguments developed, respectively, within
the viability or the allocation framework may support the same pol-
icy, and why either framework may sometimes provide support for oppo-
site policies. For example, the allocative view of taxation may support
a tax policy aimed at correction of the outcomes of a specific allocation
mechanism, as with Arthur Cecil Pigou’s view of tax incentives to sup-
port increasing returns sectors and tax disincentives to divert resources
away from decreasing returns sectors (Pigou 1912, 1920). On the other
hand, the allocation approach may also support a tax policy aimed at trig-
gering within the existing allocation mechanism a social-welfare increas-
ing allocation outcome, as with James Mirrlees’s optimal tax argument
supporting a zero marginal income tax rate for the highest income indi-
vidual or group (Mirrlees 1971). Similarly, viability theory may support,
respectively, free trade or protection depending on whether the atten-
tion is focused on the mutual advantages of trade at any given distri-
bution of resources and productive capacities (Ricardo 1951 [1817]),
or on the means of acquiring those productive capacities before the opening

In this connection, Gunnar Myrdal emphasizes the role of economics as ‘economic technology’, by
which he meant a tool for the ‘analysis of the field of social interests’ (Myrdal 1953, p. 199).
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of trade relationships (List 1904 [1841]).!° The policy-openness of the via-
bility approach reflects the emphasis of this approach on interdependence
and hierarchy between industrial sectors, which justifies free trade or pro-
tection depending on whether the industrial structures of trading partners
are considered to be given or subject to policy decisions. A similar open-
ness to different policy options is manifest in the allocation approach, as this
approach may support free trade as an efficiency-enhancing measure (Ohlin
1933), but may also justify limits to free trade as means to cope with the
existence of strong asymmetries in the distribution of initial endowments
between trading partners (Samuelson 2004).

The political economy of economic theory suggests a close look both at
cases in which the same theory recommends opposite policies and at cases
in which the same policy is supported by different theories. In either set of
circumstances, the causal mechanism leading from theory to policy allows to
overcome the apparent indeterminacy of the relationship between theory
and policy and gives reasons for the policy that any given theory may sug-
gest under specific circumstances. For example, tax policy may address pro-
duction as a welfare-enhancing activity either in terms of the way in which
production processes are organized in different industrial sectors (Pigou) or
in terms of the unequal distribution of skills in the economy (Mirrlees). The
emphasis by Pigou and Mirrlees on different aspects of production activity
leads to different causal mechanisms and explains the differences between
their respective policy proposals: a tax and subsidy policy based on the dis-
tinction between ‘marginal social net product’ and ‘marginal private net
product’ for Pigou (1929 [1920], p. 174); an ‘approximately linear income-
tax schedule’ for Mirrlees (1971, p. 208), who maintains that ‘complete
equality of social marginal utilities ceases to be desirable, for the tax system
that would bring about that result would completely discourage unpleasant
work’ (Mirrlees 1971, p. 175). Similarly, viability theory may support either
free trade (Ricardo) or protection (List) depending on the different causal
mechanisms at play when we take a static or a dynamic view of comparative
advantage in production. For with static comparative advantage (Ricardo)
the opening of trade reflects the existing distribution of productive capac-
ities between trading partners, while with dynamic comparative advantage
(List) the accumulation of productive capacities may precede the opening of

YLionel Robbins emphasizes that any close and unqualified connection between classical political econ-
omy and free trade is historically unjustified. In particular, he highlights that according to the Classical
Economists ‘the good society is to be regarded as an artifact’ (Robbins 1952, p. 55). He also notes that
‘the system of economic freedom [can only work] if a conscious effort is made to create the highly artifi-
cial environment which is necessary if it is to function properly (Robbins 1952, p. 56).
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trade, so that protection may become a prerequisite for the determination of
the ‘manufacturing power” of the economy under consideration (List 1904
[1841], p. 162).2° In short, a given theoretical framework may be consist-
ent with a plurality of causal mechanisms and policy frameworks. This high-
lights the context-dependence of theoretically grounded policy advice, but
also emphasizes the central role of theory in identifying which causal factors
make policy intervention effective in each particular context.
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