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Introduction: Problem and Plan 
Political Economy and Economics represent fundamentally different approaches of economic theory, and are, as such, associated with alternative conceptions of social science. The differing scientific outlook leads, in turn, to divergences in the method and content of theories and implies contrasting views on policy implications and the role of ethics plaid in the social sciences.

The differences in the notion of science put to use in Political Economy and in Economics are indeed striking. For example, a leading neoclassical economist states that "a science is defined by its method, and that this method must include certain features. [First, the] discourse of the discipline should be conducted according to the tenets of open and rational argument. Appeals to tradition, to authority or seniority ... have no place in a science. [Second, the] conduct of the discipline must embody the evaluation of beliefs by means of evidence ... by the observation or examination of the world, including its historical archives. [Third, it] should be the practice to maintain records of what the researchers are doing, what they observe, and what ideas they propose ..." (Bliss 1986, pp. 363-64). For the modern economist science is analytical and appeals, as such, to the intellect: reasoning is from - provisionally - given premises and aims at formulating testable propositions. Analysis deals with clearly specified problems, for example economic, at the exclusion of other issues, social, political or ethical, at least in a first step. In contrast, political economy considers society as a whole; ethical values are prominent and are embodied in specific institutions, and historical considerations are important as is clearly evident from Gustav Schmoller's Foundations of Political Economy (1920), for example. Similarly, in his General Theory (1973b), Keynes is concerned with the "behaviour of the economic system as a whole" (p. xxxii) and considers the social sciences to be moral sciences (Keynes 1973c, p. 300). Philosophical foundations are important: "Keynes's philosophy of practical action [ranges] from a metaphysical idea down to immediate rules of decision" (Fitzgibbons 1988, p. v) and his "system was consciously cast as a third alternative to both Marxism and laissez-faire ..."(pp. 1-2). With Keynes pure reason and intuition play a crucial role in attempts to capture the essence of socioeconomic phenomena (Carabelli 1985, Fitzgibbons 1988 and O'Donnell 1989). In this view, the notion of social science acquires an entirely new meaning: the problem is to transcend social phenomena in order to arrive at a comprehensive vision of society, i.e. a Weltanschauung (H. Diels in Oncken 1902, p. v). This implies attempting to get hold of essentials and asking metaphysical questions: what is society; what is basic to a price, to distribution or to employment.

Hence in order to argue about the state of economic science, we must be aware of the fact that political economy and economics imply entirely different approaches to tackle socioeconomic problems. To bring out the differences between political economy and economics with respect to content and method is the purpose of these notes. The analysis is on the level of pure theory, exhibiting fundamentals or principles. This implies dealing with ideal type models of political economy and of economics.

To prepare the terrain we shall, in the first place, have a look at the relationship between society and the individual on the level of social philosophy. Social philosophies are associated with visions of man and society which shape the content of economic theories, i.e. of political economy and of economics (section II) and the method employed respectively (section III). Knowledge of content and method enables us to broadly sketch the historical line of development of both approaches, which is the object of the fourth section. The next three sections deal with some implications of political economy and of economics: the relationship between the economy and society (V), the role of ethics (VI), and policy issues (VII). A tentative answer as to which of the two approaches - political economy or economics - is more fundamental is suggested in section VIII. Our choice will be on Political Economy which is seen as a middle way social theory relevant for postindustrial societies (section IX). In the concluding remarks it is suggested how this result could be put into perspective.

I. Society and Individuals: Some Remarks on Social Philosophy

1. The Problem

What is society? A tentative answer to this question is indispensable to organize systematic thinking in the social and political sciences. The difference between political economy and economics can indeed be brought out only if it is attempted to come to grips with the nature of society, i.e. with the fundamental conceptions of society which exist. In trying to grasp the essence of society pure reason must be put to work; in fact, theorizing on the most fundamental level means 'contemplating essences'. The raw material for speculative reasoning is provided by the history of social and political facts, ideas and theories. Of course, the knowledge of principles so obtained is always probable in Keynes's sense (Keynes 1973a): knowledge about the essence of things is scrappy and imperfect, and hence tentative; the intersection of subjective thinking and objectively given essences is thus partial and fragmentary. The amount of scientific knowledge obtained depends on the evidence in the widest sense we possess of a subject: philosophical or metaphysical, scientific, empirical and historical, i.e. the history of facts and theories (Keynes 1973a). In the process of obtaining knowledge historical considerations, specifically those relating to the history of theories, are very important: deeper knowledge obtains from comparisons of divergent or even opposed theories and eventual syntheses that may be established. Metaphysics, which deals with the fundamental properties of all existing things, is fundamental. According to Aristotle metaphysics is the architectonic science which enables scientists to bring order into scattered pieces of knowledge, i.e. to build up systems of knowledge or bodies of science.

2. Two Meanings of the Social

Each social theory rests on a preanalytical vision (Schumpeter 1954, p. 41) which, in turn, implies a social philosophy, whether this is made explicit or not. To characterize social philosophies, the notion of the social state of affairs or, for simplicity, the social is fundamental. "It would seem that two basically different meanings of the social are conceived of and used in a great number of varieties and combinations in systematic thinking on social matters. With the first meaning, the social denotes relationships and interactions between formally equal, autonomous and self-contained individuals and collectives striving at individual aims; specialization, competition and substitution characterize these relations. Social phenomena come into being through explicit and implicit contracts between individuals and collectives. The relationship between sellers and buyers would be a social phenomenon in this sense.

The second [- more fundamental -] meaning of the social stands for the relationship between unequal, incomplete and therefore mutually dependent individuals who require each other to be able to reach common aims, on the one hand, and social ... entities, including society as a whole, on the other. Such part-whole relationships are characterized by complementarity between various functions, which in turn requires co-operation and co-ordination. ... Examples for this meaning of the social are the position and the function of individuals or groups in some enterprise within which a sophisticated division of labour prevails, the determination of shares in a given national income, the structure of wages in a monetary production economy, [and the social process of production as is pictured by Leontiev-Sraffa models]" (Bortis 1997, p. 21). These two notions of the social may be used to bring to the open the basic features of social philosophies. In fact, "the meaning and the significance of the term social ... determines the property of social philosophies and the systems of social science ensuing therefrom" (Bortis 1997, p. 27).

3. Three Conceptions of Society

At the level of principles, it is usual to distinguish between three different social philosophies: liberalism, socialism and humanism. Liberalism and socialism have become familiar since the French political revolution and the English industrial revolution, the former emphasizing the individual, the latter society. This is different with humanism which is individualistic in a broad sense and is normally associated with the resurgence of antique thinking in the fifteenth and sixteenth centuries and its influence in the centuries to follow. Here we use the notion of humanism in a comprehensive sense; specifically, humanism encompasses the social dimension of man, whereby the social is used in the second, more fundamental sense as defined in the preceding section. 

In the social philosophy of liberalism "the autonomous individual is primary, social phenonoma are derived and come into being through explicit and implicit contracts between individuals. This holds for social groupings such as the family and the various economic, social and cultural associations to be found in a society. Some liberal philosophers even claim that the state has come into existence through a contract ... between individuals" (Bortis 1997, p. 30). Liberalism thus rests on the principle of individualism; individuals are, in principle, self-contained and autonomous, and the primary aims pursued are thus individual. Social institutions - associations of some kind - are merely vehicles which enable individuals to reach their aims more easily and more completely. Liberalism also postulates the existence of automatic mechanisms which are supposed to deal with specific social problems. Competitive markets are expected to solve economic problems, voting procedures political issues. In a liberal view, the social sciences in a broad sense ought to explain economic, social and political phenomena on the basis of the behaviour of individuals. Specifically, this implies that economics is based upon the social philosophy of liberalism.

Socialism in its totalitarian form is based on the principle of holism. Society is considered a tightly organized entity, similar to a complex organism or a huge machine of which individuals are parts, defined by the functions they exercise within society. The isolated individual is as useless as are the individual parts of a machine. Consequently, society and social goals - military strength for example - are basic and all-encompassing, and individuals and their aims are secondary and integrated into the totalitarian society; individual liberties are sacrificed in favour of social duties. In fact, individuals do not count and can be replaced as are the defective pieces of an engine. This holds for totalitarian socialism of the right and of the left type. Central planning of prices and quantities is characteristic for totalitarian socialism. Its economic theory is thus an extreme form of political economy.

Humanism considers man a social individual. "This double dimension of man makes each individual a unique person who has duties towards society and simultaneously possesses personal dignity and individual rights" (Bortis 1997). The social is taken here in its fundamental meaning: common aims are pursued by unequal and incomplete individuals exercising complementary functions, requiring co-operation and co-ordination. The social emerges most forcefully in the social process of production - pictured by Leontiev-Sraffa models - and within enterprises; however, the social is present in all spheres of life: for example, orchestras or literary circles are social institutions pertaining to the cultural domain. Within institutions social and individual aims are permanently pursued; all institutions taken together form the social structure or society. A double-sided relationship exists between society and individuals. On the one hand, society - the economy, the legal system, social and cultural institutions - provide the social foundations within which individuals act; society is, in a way, ancillary and thus stands in the service of the individuals composing it. On the other hand, individuals reach higher degrees of perfection in performing social activities, e.g. serving some social institution. 

Humanist social philosophy is fundamentally ethical. The fundamental concept of social ethics is the common good which is broadly equivalent to the public interest. This notion encompasses the social foundations required for the prospering of all individuals. Full employment and a socially acceptable distribution of incomes and wealth would be the most important socioeconomic components of the common good. 

The complementary principles of solidarity and subsidiarity specify the relationship between society and individuals. The principle of solidarity states that society should take care of all the individuals composing it, that is there should be no exclusion: full employment, implying the right to work, and a fair access to education - to ensure social mobility - are essential elements of solidarity. The principle of solidarity thus requires political and social interventions which, however, must be minimized in order to bring about a maximum scope of freedom for the social individuals. This is ensured by the principle of subsidiarity which affirms that the state and higher-order social entities should intervene only if individuals or lower-order social formations, for example families or associations, are not able to deal with some problem.

Comprehensive humanism is closely associated with the vision of man and society expounded by Christian Social Doctrine (see for example Messner 1938, pp. 464-522 or Utz 1964) which, in turn, is based on Aristotle (Politcs and Nicomachean Ethics) and Aquinas (1987) and has common features with Marx's early writings (Marx 1973), where a humanist socialism is expounded. The main difference with Marx is that private property is considered an important social institution by comprehensive humanism (Bortis 1997, pp. 172-74).

The application of humanist principles to complex social problems requires knowledge which is to be provided by the science of political economy.

II. The Theoretical Content of Economics and of Political Economy

The three social philosophies just mentioned give rise to corresponding approaches in economic theory. Liberalism leads to economics, totalitarian socialism to the economic theory of socialism involving central planning, and humanism is associated with political economy. Since central planning is essentially a war and crisis system we concentrate on economics and political economy.

1. Economics

In economics considerations start from the individual and exchange (Pasinetti 1986, pp. 416-21). This is clearly evident from the basic model of neoclassical economics, the general equilibrium model set forth in Walras (1952) which represents the pure economic theory of liberalism exhibiting the fundamental principles: Individuals are endowned with already produced goods. For each individual, some of the goods are in excess, while there is a shortage of others. This provides incentives for exchange which is steered by utility maximizing behaviour and leads to a new allocation of goods (pp. 43-172). The crucial point is that production is a simple application of exchange (pp. 175-238). Entrepreneurs demand factors of production (land, labour and capital), households supply them. The factor prices determined by supply and demand govern the allocation of the means of production such that profits are maximized. The extent to which accumulation of capital takes place is regulated on the market for new capital goods (pp. 241-294); saving represents the supply, investment the demand for these goods. 

Hence the prices of all goods, consumer goods and factors of production, are governed by supply and demand, i.e. the markets. This implies that, fundamentally, all the great economic problems - value, distribution and employment - are solve on the basis of a single principle, i.e. the marginal principle. This principle steers the utility and profit maximizing behaviour of economic agents and is, as such, implied in the demand and supply curves on all markets. Prices are scarcity indicators (pp. 164ff.), and the scarcity of all goods implies that productive resources, most importantly labour, are fully employed.

Of course, real world economies are never in a full equilibrium as is pictured by the general equilibrium model: there may be voluntary and structural unemployment, and prices may be above marginal costs due to imperfect competition. However, if there is sufficient competition a strong tendency towards full employment is supposed to prevail. Walras, although he had only shown that an equilibrium could exist, was convinced that a tendency towards equilibrium was an inherent feature of a competitive liberal economy. In fact Walras considered the long-period equilibrium a centre of gravity around which the economy fluctuates: "Il en est ... du marché comme d'un lac agité par le vent et où l'eau cherche toujours son équilibre sans jamais l'atteindre" (Walras 1952, p. 370).

It is remarkable that the basic exchange model and its extensions to production and accumulation are in barter terms. The model only determines relative prices and quantities. Money is not essential to the core of neoclassical theory. As a consequence, Walras introduces money in section VI (pp. 297-362) in the form of a pure medium of exchange governing absolute prices. As such money is neutral and does not, in principle, affect real magnitudes.

2. Political Economy

The social process of production - pictured by Leontiev-Sraffa models - and society as a whole provide the analytical starting point in political economy. Both are linked by the surplus principle: Part of the gross product - intermediate products and necessary wages - is used up in the social process of production; the social surplus - a residual - may be used to set up and to maintain an institutional superstructure which contains a political, legal, social and cultural sphere (Bortis 1997, pp. 89-95). 

Production is a genuinly social process. There are basic goods - raw materials, foodstuffs, machines to make machines - which are required in the production of all basic goods; non-basics are, in turn, produced by basics (Sraffa 1960, 7-8; Pasinetti 1977, pp. 104-11). Hence the various sectors of production are complementary and mutual deliveries - productive consumption - must take place to achieve the implicit common aim of production, i.e. the production of the social product. 

Since production is a social process, all the great socioeconomic phenomena are also the outcome of social processes implying part-whole relationships. This is illustrated by distribution, which is "the principal problem in Political Economy" (Ricardo 1951, p. 5). The determination of the great shares in a given product or income - wages, profits and rents as a proportion of income - is typically a social or a part-whole issue. Rent is governed by the marginal principle: the least fertile land gets no rent - this is a simplifying assumption -, on intramarginal land rent increases with fertility (Kaldor 1980, pp. 212-13). The social product net of rent is divided between profits and wages on the basis of the surplus principle (pp. 211-13) which expresses the part-whole character of distribution: indeed, social forces govern the long-period 'equilibrium' wage rate, the natural rate in Ricardo's system, and hence the wages share in income net of rent: "The natural price of labour is that price which is necessary to enable the labourers, one with another, to subsist and perpetuate their race, without either increase or diminution" (Ricardo 1951, p. 93). "It is not to be understood that the natural price of labour, estimated even in food and necessaries, is absolutely fixed and constant. It varies at different times in the same country, and very materially differs in different countries. It essentially depends on the habits and customs of the people" (pp. 96-97). The natural wage - the modern normal wage - is thus determined by instititutions which would presently also include trade-unions and employers' associations. In Ricardo's system of distribution long-period profits emerge as a surplus over natural wages, the rate of profits being determined in the agricultural sector: "The remaining quantity of the produce of the land, after the landlord and labourer are paid, necessarily belongs to the farmer, and constitutes the profits of his stock" (pp. 112). The division of the social product into the great shares of wages, profits and rents is preliminary to the determination of income structures, most importantly of the wages structure which, in the long run, is governed by a host of institutionalized factors, the intellectual and physical requirements of the different types of work and their social status perhaps being most important. Hence in a sociological theory of distribution the wage rate is, fundamentally, not an equilibrating price equating demand and supply of labour but constitutes an institutionally governed share in the total wage sum and in national income (Barrère 1991, p. 131). J.St. Mill expressed most appropriately the instiutional nature of distribution based on part-whole relationships: "The laws and conditions of the Production of wealth partake of the character of physical truths. There is nothing optional or arbitrary in them. ... It is not so with the Distribution of wealth. That is a matter of human institution solely. ... The distribution of wealth, therefore, depends on the laws and customs of society. The rules by which it is determined are what the opinions and feelings of the ruling portion of the community make them, and are very different in different ages and countries; and might still be more different, if mankind so chose" (Mill 1987, pp. 199-200). 

Considerations about the socially appropriate or correct distribution of income give rise to an important problem of social ethics, i.e. distributive justice (Bortis 1997, 317). This issue was dealt with by Aristotle and Aquinas and is implied in the labour theory of value developed by Ricardo and Marx in the form of the reduction problem which is about the structure of wages.

Ricardo dealt the problem of distribution before he tackled the issue of value, i.e. the determination of relative prices. Indeed, in political economy, the formation of prices is not a microeconomic phenomenon based upon the behaviour of economic agents but a macroeconomic problem associated with institutions, primarily those governing distribution, and technology. This clearly emerges from Sraffa's neo-Ricardian model (Sraffa 1960). Here, the prices of production or the normal prices depend upon the conditions of production of all basic goods and upon distribution, i.e. the rate of profits. "The essence of the classical relationship between value and distribution is set out by Pasinetti (1977, pp. 72-3). In an economy [i.e. in the social process of production] n-1 basic commodities are produced by n-1 commodities and labour. There are n-1 cost or price equations (system V.31 in Pasinetti 1977, p. 73) and n+1 unknowns: n-1 money prices, the money wage rate ... and the uniform rate of profits. An appropriate numéraire good may be selected, good 1 for instance. This implies dividing by p1 on each side of all equations. The number of unknowns is thus reduced by one: n-2 relative prices ..., the real wage rate ... and the rate of profits ..., that is n unknowns. With only n-1 price equations given, the necessity to fix one of the unknowns arises. Since there is no economic sense in fixing one the relative prives, the real wage rate or the rate of profits must be determined exogenously. Ricardo and Marx opted for determining the wage rate which implies that the real profits, or the rate of profits, appear as a residual. In [modern political economy], long-run distribution is the outcome of an institutional process which fixes the rate of profis or the hierarchy of profit rates, and real wages are a residual ..." (Bortis 1997, p. 99). The relationship between value and distribution appears very clearly if a vertically integrated view of an economy is taken (Pasinetti 1981). The absolute price of each good is seen to depend on three factors: the vertically integrated labour coefficients - comprising direct and indirect labour, the latter being used to produce the intermediate goods -, the money wage rate and the rate of profits (p. 44). On the macroeconomc level the price level equals the money wage rate, divided by labour productivity (unit labour costs), and multiplied by the average mark-up on wages. This is the Kalecki-Weintraub normal pricing equation (Bortis 1997, rel. 6, p. 145) which is widely applied in practical life. It is somewhat ironic that the Ricardian-Marxian theory of value and price of political economy has been carried on by managerial economics and by entrepreneurial practice where mark-up pricing is standard.

The ethical element enters the theory of value through the problem of the just price associated with justice in exchange or commutative justice (Bortis 1997, p. 317). Just prices would obtain if distributive justice prevailed, and exchanges performed on the basis of such prices would be in line with commutative justice, i.e. each trading partner would get his due. It should be clear that both distributive and commutative justice are objectively given ideals which can only be imperfectly realized in the real world, mainly because knowledge of complex issues is always probable (Keynes 1973a) and as such sketchy.

III. Method and the Nature of Knowledge

Both economics and political economy are scientific. Both approaches aim at obtaining a body of systematic knowledge, i.e. pure theories associated with a set of principles. Theoretical models provide the basis for applied models aimed at explaining concrete situations or serve as a rational basis for policy making. However, the meaning of 'economic science' and of the 'science of political economy' is entirely different. The present section aims at bringing, very tentatively though, some of the differences to the open.

The differing meanings of science associated with economics and with political economy respectively can perhaps be brought out most appropriately through a distinction made by Karl Pribram (1986). Pribram would broadly associate the economists with hypotheticians and the political economists with essentialists (p. 592). The latter attempt to approximate the conceptions with an external order of things; truth is conceived of as identity between the subject's thinking about the object and its essence, hence the notion essentialists. Science is systematic knowledge about the essential features of the object considered. The hypotheticians would deny the very existence of essences or that the scientist can get hold of essences, even if they existed. All the notions used in the scientific process, i.e. in the process of obtaining knowledge, are freely conceived by the human mind. The abstract model is thus subjective and forms the basis to elaborate testable hypotheses: the model is like a net aimed at catching specific parts of the real world. The object is thus determined by subjective considerations (Pribram 1986, p. 592). 

Hence the hypothetician's conception of science is clearly subjective and based on a priori notions conceived of by the human mind. This is Kant's idealism, a conception of science according to which the subject determines the object through his ideas. It implies that man is, in a way, the measure of all things. Scientific investigation is based on partial abstraction, i.e. directed at a clearly delimited sphere of the real world, for example the economic domain. All other spheres are excluded from the analysis and relegated to the framework thereof: the social, political and cultural spheres are located around the market place. Reasoning is analytical, i.e. based on freely chosen hypotheses. If applied to the social sciences, specifically to economics, the method is individualistic and mechanical: the behaviour of individuals in various spheres and its co-ordination by some anonymous mechanism, i.e. markets, is considered. It is evident that Kant's idealism is closely associated with subjective rationalism and can be combined with empiricism.

For the essentialist, however, science is knowledge about the essential features of the object considered. Hence the properties of the object are supposed to shape the scientist's reasoning. This is realism. Here, the objectively given external order of things is crucial, the systematic reasoning of the scientist, though important, is secondary. This requires that reasoning be synthetic and holistic. Abstraction must be comprehensive in the sense that the whole of the object, i.e. society, is considered. In an Aristotelian vein abstraction means leaving aside non-essential elements in order to get hold of those elements of the real world which are essential in order to explain certain, for example economic, phenomena like prices or employment levels. Hence theoretical reason is supposed to be capable of getting hold, approximately and imperfectly though, of the essence of the object under investigation. This implies that knowledge about complex states of affairs is always probable in Keynes's sense (Keynes 1973a). Moreover, since there are no realistic hypotheses to start with, the initial vision of things plays a crucial role (Schumpeter 1954, p. 41). 

The point about the meaning of science in economics and in political economy can perhaps be made most appropriately by comparing methodologically Walras's Eléments (Walras 1951) to Ricardo's Principles (Ricardo 1951) and Keynes's General Theory (Keynes 1973b). Walras's main work is hypothetical and a priori designed to produce testable hypotheses based upon the behaviour of individuals. Economic science is as mechanical as are the natural sciences: "Il est à présent bien certain que l'économie politique [economics, H.B.] est, comme l'astronomie, comme la mécanique, une science à la fois expérimentale et rationnelle. [L'économiste devra s'habituer] à manier à la fois l'induction et la déduction, le raisonnement et l'expérience. Alors l'économique mathématique prendra son rang à côté de l'astronomie et de la mécanique mathématiques; et ce jour-là aussi, justice nous sera rendue" (Walras 1951, p. xx). The mathematical character of the Eléments, dominated by formal logic, precise definitions and reasoning from given premises constrasts heavily with Ricardo's Principles in which "one of the pillars of scholastic reasoning persists, i.e. the belief in the substance of things" (Pribram 1986, p. 597; author's translation). The contrast with Keynes's General Theory is even more pronounced. Keynes's vision of society is organic, his reasoning is heavily based on intuition: in particular, there are no realistic hypotheses to start with; the literary style is almost poetic at times and seemingly obscure expressions abound. Samuelson called the General Theory a "badly written book, poorly organized; [...] not well suited for classroom use. It is arrogant, bad-tempered, polimical, and not overly-generous in its acknowledgements. It abounds in mares' nests and confusions [...] Flashes of insight and intuition intersperse tedious algebra. An awkward definition suddenly gives way to an unforgettable cadenza. When it finally is mastered, we find its analysis to be obvious and at the same time new. In short, it is a work of genius" (Samuelson 1946, p. 190). Samuelson is of course the perfect representative of economics as clearly emerges from his Foundations of Economic Analysis (Samuelson 1947).

The difference between economic science and the science of political economy is so striking that it should be possible to identify historical development lines of both approaches.

IV. A Glance at the History of Economic Theory

The significance of the distinction between economics and political economy naturally emerges from the great works in economic theory. Most importantly, Ricardo wrote On the Principles of Political Economy and Taxation (1951), Marshall on the Principles of Economics (1920). Methodologically, both deal with pure theory. However, Marshall is clearly a hypothetician working out a priori constructions to capture selected aspects of economic phenomena on the basis of rationally acting individuals. On the other hand, Ricardo, in the manner of a self-made man, struggled through the intricacies of the socioeconomic system to dig out fundamentals or principles governing economic phenomena. For example, Ricardo's labour values clearly constitute the essence of prices which represent observable phenomena. As regards content, Marshall explains the central economic phenomena, value and distribution in the main, by exchange associated with the optimizing behaviour of economic agents, with the marginal principle playing a crucial role. Ricardo, however, starts from the great social classes and the social process of production to formulate the labour theory of value and the surplus principle of distribution. 

The historical line of development of economics starts with Adam Smith's Wealth of Nations where the individual and exchange provide the starting point of considerations. The approach was popularized by J.B. Say (1841) and others, for example Longfield and Senior, from the beginning of the 19th century onwards (Dobb 1973, ch. 4). In the course of the marginalist revolution of the 1870s economics was systematized and rigourously formulated (ch. 7). W.St. Jevons, Léon Walras, Carl Menger and Alfred Marshall may be considered the founders of neoclassical economics. For the latter "economics is a study of men as they live and move and think in the ordinary business of life" (Marshall 1920, p. 14). From then onwards the development of economics was straightforward. Samuelson's Foundations of Economic Analysis (1947), in which optimization or maximization under constraints is fundamental, represents the most rigorous formulation of economics as a behavioural science. 

Modern Political Economy starts off with the Mercantilists in the 16th century, to be joined by the Cameralists in the 17th century (Heckscher 1932). This line of thought culminated in James Steuart's Inquiry into the Principles of Political Oeconomy (1966) where a definition of Political Economy is provided: "The principal object of this science is to secure a certain fund of subsistence for all the inhabitants, to obviate every circumstance which may render it precarious; to provide every thing necessary for supplying the wants of the society, and to employ the inhabitants ... in such a manner as naturally to create reciprocal relations and dependencies between them, so as to make their several interests lead them to supply one another with their reciprocal wants" (p. 17). The founder of political economy, however, is François Quesnay who, considering society as a whole, pictured the social process of production in the extended zig-zag tableau économique set forth in Oncken (1902, opposite p. 394). Building upon the social process of production Ricardo worked out his sociological theory of distribution based upon the surplus principle and his labour theory of value (Ricardo 1951). Marx took up, elaborated and extended Ricardo's approach to value and distribution to sketch laws of motion of capitalist economies (Marx 1973/74). While classical political economy primarily dealt with proportions to tackle the issues of production, value and distribution, Keynes's concern was with the scale of economic activity or the explication of equilibria implying involuntary unemployment (Keynes 1973b). Sraffa (1960) put the classical theory of value and distribution into a modern shape. Pasinetti, building on Sraffa, worked out his vertically integrated model which allows to capture structural changes, to deal with value and distribution, and lays the analytical basis for bringing together classical political economy and the Keynesian principle of effective demand on a long-period basis (Pasinetti 1981). A synthesis of classical and Keynesian political economy is suggested in Bortis (1997).

V. Economy and Society

Economics and Political Economy imply two entirely different ways of looking at the relationship between the economic sphere and other spheres of social and political life. Economics implies that the different spheres can be considered separately in a first step and relations between them established subsequently. In the political economy approach, however, society is considered a structured whole with the different spheres being complementary.

Economics considers how individuals purposefully act in the economic sphere. The optimizing behaviour of the various economic agents is supposed to be co-ordinated by an automatic mechanism, i.e. the market place where social activities of an economic nature take place: individuals engage in exchange. The marginal principle underlies the demand and supply schedules which regulate exchange and the associated optimization processes. Substitution and competition are supposed to produce a strong tendency towards a market equilibrium. This tendency towards equilibrium is associated with an important feature of economics, namely the fact that individual rationality and the rationality of the market system coincide. For example, if economic agents find it rational to save more, the market is supposed to transform the additional saving into increased investment through a lower rate of interest. 

Other spheres of social life, e.g. the social, political and legal spheres, surround the market place to form a framework. The institutions located in this framework govern the position of demand and supply curves. For example, legal prescriptions concerning minimum wages will lead to a shift in the demand curve for labour. In a way economists take a horizontal view of society: the market place is central; around it other institutional systems are located. Social life as a whole is built upon the interaction of individiduals which takes place in the various spheres of society. The social sciences - economics, sociology, law and politics - are in fact behavioural sciences which are largely independent of each other and co-exist side by side.

Political economy considers society as a whole from a specific point of view. The holistic approach is required because society is considered an integrated whole possessing laws of its own that cannot be derived from the behaviour of individuals. The various spheres - economic, legal, political, social and cultural - are thus complementary and, consequently, society forms a structured entity, involving part-whole relationships. This implies that the social sciences just mentioned also form a unity, with each social science considering an aspect of the social whole.

The economy forms the material basis of society. At its core is the social process of production; the market and the financial sector perform auxiliary functions: the former generates a tendency to approximate market prices to the prices of production, the latter renders possible production and accumulation since, as a rule, outlays and receipts cannot be perfectly synchronized. From the social process of production emerges the social surplus which may be put to various uses, for example to accumulate capital or to finance government expenditures, luxury consumption and cultural activities. Hence it is the surplus and its use which links the material sphere - the economy - to other spheres of society. All spheres are complementary and concur to determine the level of welfare in a society which decisively depends upon the level of economic activity. In the political economy view the scale of output and employment is governed by effective demand in the short, medium and long term (Bortis 1997, pp. 142-251). This gives rise to permanent involuntary unemployment which greatly influences the quality of life in the various societies. Moreover, in political economy, short-period market equilibria are of secondary importance. The long-period equilibria, i.e. long-period prices and quantities, are all governed by technology and institutions and are, as such, system equilibria. Indeed the entire institutional system comes in, direcly or indirectly, to determine employment levels and quantities produced (Bortis 1997, pp. 142-54 and pp. 199-204), the prices of production (pp. 175-80) and distributional outcomes (pp. 158-75). Money plays a crucial role in political economy in the sense set forth by Keynes in his General Theory (Keynes 1973b): besides the transaction function, money forms part of wealth in the long run and may be used for speculative purposes in the short run. The economy considered is thus not primarily a market economy but a monetary production economy in the sense defined by Marx (Das Kapital, vol. II, p. 31): M-C .... P ... C'-M': money and finance M are used to buy means of production C - raw materials and labour - which in the social process of production P are transformed into final products C' that, in turn, are exchanged against money M', representing effective demand. 

Economics and Political Economy are both positive in the sense that values are given and that concretely existing situations may not correspond with what would be desirable from an ethical point of view. However, for policy making, both the positive and the normative dimension of economic science are required. In the next section we argue that the relationshipe between science and ethics is entirely different in economics and in political economy.

VI. Ethics and Economic Theory

In a letter to Harrod Keynes strongly emphasized the moral character of  the social sciences (Keynes 1973c, p. 300). This certainly holds for the science of political economy as defined above. However, economics or economic science is usually considered positive, value free and independent from ethics. In this section, the role of ethics in economics and in political economy is to be sketched briefly by taking a look at the issues of distribution and employment at the most fundamental level, i.e. at the level of principles. 

It has been suggested above that - neoclassical - economics, that is general equilibrium theory and associated theories, starts from individuals which engage in exchange on goods and factor markets. In ideal conditions with perfect competition, markets are supposed to solve all the great economic problems, including distribution and employment. In fact, markets are supposed to co-ordinate the optimizing behaviour of individuals in a way which is also socially optimal. In the Walrasian model there is no gap between the rationality of the individuals and the rationality of the market system. Walras expresses this fact in the title of his book: Eléments d'économie politique pure ou théorie de la richesse sociale. Pareto elaborated the latter. The possible existence of a Pareto optimum implies for the liberal economist that the market system embodies an ethical value from an external or social point of view. However, within the market system the natural forces of supply and demand dominate and there is no room for the discussion of aims which are assumed to be given. The determination of these aims is precisely the subject matter of ethics.

The natural forces can be seen at work in the spheres of distribution and employment. Distribution is regulated by the marginal productivity mechanism which John Bates Clark saw as a kind of natural law. Full employment is also a natural outcome of a competitive economy where all goods, including labour, are scarce. Both distribution according to performance and full employment are social ethical values produced by an ethically neutral mechanism. 

Hence, according to the neoclassical economists, ethics enters the scene at the margin only in the form of desirable properties of the market system. The main sphere of ethics lies outside the realm of economics, however, and concerns, in the view of Robbins, ends to be pursued - for example the type of goods entering the utility function - and the initial distribution of resources: real capital, land, and human capital (Robbins 1935). Hence, in the liberal view, individuals act in different domains, economic, political, cultural, ethical and others. Each sphere has its proper laws. The mutual relationships between these spheres are largely ignored, however.

This implies that Adam Smith's message has been forgotten by the modern liberals. Indeed with Adam Smith a strong ethical element was present in the formation of natural prices, including of course the natural wage rate, in the form of propriety, a socially appropriate combination of fellow feeling and self-interest (Adam Smith 1976a,b): the Wealth of Nations rests on the ethical basis set forth in the Theory of Moral Sentiments. Adam Smith conceives of ethics in the usual sense, that is, as the moral property of human actions.

Similarly, in the political economy approach the ethical dimension is inherent. The ethical element is a property of real-world elements. Social ethics is about a good and perfect society, individual ethics about the properties of the good life. For example, with Ricardo and the neo-Ricardians distribution is regulated by the surplus principle which is about proportions or part-whole relationships, given the level of employment. The determination of the great shares, i.e. the shares of wages, profits and rents, is typically a problem of proportions. The same is true of the structure of wages. 

Social ethics is fully present in this determination of proportions since, as the ancient philosophers clearly perceived, justice is a relation. The ethical dimension implied in the surplus approach to distribution is captured by the notion of distributive justice which is a part-whole relationship. The ethical problem consists in attempts to establish just proportions regarding distribution. In practical life this ethical process goes on within enterprises whenever wages structures or mark-ups are established. In the economy at large the problem of social ethics is about attempts to fix just and fair wage differences between the various sectors of production.

Once distribution is determined - in Sraffian terms, once the rate of profits is fixed - the prices of production are also fixed (Sraffa 1960). Exchange on the basis of these prices realizes another ethical principle, that is justice in exchange or commutative justice. This means that, in productive and consumtive exchange, each producer and consumer gets, in principle, his/her due. Hence justice in exchange is essentially a piece of individual ethics which regulates relations between individuals.

Since there is no tendency towards full employment in a political economy view, the employment problem as is associated with the scale of economic activity is also a problem of social ethics linked up with the right to work. The classical-Keynesian theory of the supermultiplier shows that the scale of long-period output and employment depends on proportions between government expenditures, income distribution, leakage coefficients, investment activities, exports, import coefficients and the terms of trade. Hence the right to work can only be realized through an appropriate social organization. Thus the employment problem is not a market issue but represents a social ethical problem of immense complexity, involving proportions associated with the whole of the institutional structure making up society. The fact that, in the long run, employment is positively linked with a more equal distribution of income is of particular importance. In his obituary on Keynes, Schumpeter asserts that Keynes's doctrine "can easily be made to say both that 'who tries to save destroys real capital' and that, via saving, 'the unequal distribution of income is the ultimate cause of unemployment'. This is what the Keynesian Revolution amounts to" (Schumpeter 1946, p. 517).

The basic problem in social ethics is to organize society, i.e. the socioeconomic system, in a way such that individuals may prosper, i.e. develop their natural dispositions and abilities, individual, social and cultural. The socially appropriate foundations for the actions of individuals and the ethically good aims that are realized represent the common good or the public interest. In this ethical view, the economy is a means to realize ends associated with the finality of human nature (on this see Utz 1964). The means-ends-relationships involved represent a complex entity which renders the separation of economics and ethics impossible. 

At this stage, it is appropriate to note that the Common Good is the political economy counterpart of the Pareto Optimum of neoclassical economics. The common good is an essentially social notion comprising the social foundations within which individuals act and the social actions which enhance the perfection of the individuals making up society. Because of the part-whole relationships involved, the common good is much more than the sum of the particular interests and also differs from these interests. The Pareto optimum, however, is individualistic and behavioural: individual actions are co-ordinated by an automatic mechanism, the market, in such a way that a social optimum obtains. Here the social optimum corresponds to the sum of individual interests and in fact represents a specific arrangement of these interests.

In the final chapter of the General Theory Keynes argues that "the outstanding faults of the economic society in which we live are its failure to provide for full employment and its arbitrary and inequitable distribution of wealth and incomes" (Keynes 1973b, p. 372). This proposition of a social ethical nature is still valid at present. In order to tackle the issues of employment and distribution two things are required: first, a vision of man and society as a whole, i.e. a system of social ethics, and second, a solid set of principles of political economy. Theory, i.e. knowledge, is an essential preconditon for formulating ethically correct policy conceptions. This is "the kernel of Keynes's philosophy, his vision, [according to which] truth is likewise a prerequisite for correct action" (Fitzgibbons 1988, p. 51; see also O'Donnell 1989, specifically chapter six).

VII. Policy Issues

In a long-period perspective socioeconomic policies ought to aim at establishing an ethically desirable organization of society; this policy aim represents a guiding star which can only be imperfectly realized, due, for example, to a lack of knowledge relative to social and economic affairs. Specifically, socioeconomic policies ought to favour the coming into being of an institutional set-up such that the common good is enhanced as much as possible.

Economics and political economy imply entirely different views about reaching this basic policy aim. It is well known that policy prescriptions based upon economics aim at building up a strong competitive economy. This is to eliminate or to neutralise everything that might obstruct competition. Fundamentally, the formal aim is to approach as closely as possible a Pareto optimal situation. Hence economic policies based upon liberal or neoclassical economics are essentially free trade policies. The ultimate end must be a free global economy as is presently aimed at by the industrialised countries and international monetary and trade organizations. Eventually in such an economy only a few currencies would survive.

The policy prescriptions based upon political economy start from the fact that there is no tendency towards full employment on whatever level, regional, national, or global in a monetary production economy. Hence the full employment aim is of basic importance (Bortis 1997, ch. 4). 

In the presence of widespread involuntary unemployment, the scale of economic activity cannot be increased universally through aggressive trade policies. Indeed, given world effective demand one country can, eventually, increase its employment level only at the expense of another. As a consequence, international competition may turn into a struggle for survival and thus become destructive. Hence high employment levels must be brought about by stimulating internal demand in each country: public and private spending must be enhanced until full employment is achieved (Bortis 1997, ch. 6). Private consumption basically depends upon the distribution of incomes: a more equal income distribution is associated with a higher spending power and thus with increased demand for consumption goods. This implies that a permanent incomes policy is fundamental for socioeconomic policies based upon political economy. 

However, to implement socioeconomic policies aiming at stimulating internal demand requires an appropriate monetary and financial framework on the world level. Keynes sketched the basic features of such a framework during the Second World War when he started to think about a post war monetary and financial order (Keynes 1980). At the heart of Keynes's system is the bancor, a supranational money on the basis of which international real and financial transactions would be effected; national currencies would not cross their respective frontiers and would remain a means for internal economic policies. For each country exports and capital imports would lead to an inflow of bancor and vice versa. Surplus countries accumulating bancor balances should be forced to spend these, for example by means of a negative interest rate, which would result in rising imports corresponding to higher export volumes of the deficit countries. The latter should be allowed to restrict non-necessary imports. In any case the burden of adjustment would no longer unilaterally fall upon the deficit countries, as is the case under the present régime; both the surplus and the deficit countries would have to take measures to bring their external balances into equilibrium. With the foreign balance secured, internal demand may be stimulated until full employment is reached. Of course, long-period policy measures must be implemented gradually so as to allow the socioeconomic system to adjust, which implies that structural adjustments ought to go on slowly.

Hence in the Clearing Union (Keynes 1980) Keynes deals with the problem of securing full employment in an open economy. He clearly perceived that full employment policies based on redistribution - to enhance spending power - and socially appropriate state expenditures are possible only if the equilibrium of the foreign balance can be secured. The latter aim can be reached most expediently by creating a supranational money - the bancor - which would be used only to effect international real or financial transactions and would, as such, replace gold as world money. Domestic currencies would not be allowed to cross regional or national frontiers and would constitute a means for reaching domestic policy aims. The clearing union-cum-bancor system would put no upper limit on international trade. All it implies is that a country cannot, in the long run, import more than it exports. An attempt to incorporate Keynes's proposals for full employment policies in an open economy (Keynes 1980) into a broad socioeconomic policy framework is Bortis (1997, ch. 6). 

The world economic and financial order which emerged after the Second World War is based on the leading position of the dollar and of some other 'hard' currencies. This order implies immense disadvantages for most countries in the world while favouring a few. The most important disadvantages of the now prevailing order are closely associated with the domination of the industrialized countries, above all the United States, in matters of money and finance. Presently, the rich countries provide the bulk of the world currency reserves in which most international transactions are denominated. On the one hand, this provides the richest and financially strongest countries of the world with great advantages: they may in fact buy anything in the whole world: goods, services and enterprises and may in this way continuously extend their control of the world economy. In particular these countries decide where production takes place, i.e. where jobs are created. Moreover, the rich countries, particularly the United States, may incur a foreign trade deficit and get indebted to an unlimited degree, and through a strong devaluation of their currencies they would be able to reduce her debts to any degree. Simultaneously, their international competitiveness would be enhanced. On the other hand, most poor countries of the world have become economically and financially dependent on the rich ones. In order to attract foreign investment, they have to stabilize their currencies by means of very severe austerity policies resulting in high levels of involuntrary unemployment. Moreover, due to limited internal demand, foreign investments do not, as a rule, add to domestic investment but, on the contrary, may destroy in part domestic - specifically handicraft - production (Bortis 1979, ch. VI), worsening thus the employment situation.

These disadvantages would be largely eliminated by a supranational 'bancor-cum-clearing union system', and important advantages would be obtained. It would be quite easy to bring about a tendency towards current account equilibrium since the deficit and the surplus countries would have to take appropriate measures. Most importantly, however, the bancor system would be truly multilateral since the bancor would be recognized universally. Moreover, capital flows would be accompanied by a corresponding transfer of goods. Purely speculative capital flows that presently destabilize the world economic system and create uncertainty on a huge scale - and thus hamper production - would be largely eliminated; capital flights would no longer be possible. The bancor system would thus ensure that international trade proceeds on an orderly basis enabling thus the individual country or region to pursue autonomous social, economic and cultural policies while, at the same time, benefitting from international trade.

VIII. Economics or Political Economy?

Discussions, in some instances even rather acrimonious, between political economists and economists are not new. For example, at the beginning of this century a great Austrian economist, Eugen von Böhm-Bawerk, attempted to defend the neoclassical market theory of distribution against the attacks of the political economists of the German Historical School who claimed that distribution was a sociological problem related to social and political power (Böhm-Bawerk 1914). 

Economics attempts to explain the great socioeconomic phenomena, that is value, distribution and employment, in terms of the behaviour of individuals and collectives acting in the market place. Political Economy looks at the functioning of the socioeconomic system - the material basis and the institutional superstructure erected thereupon by means of the social surplus - in order to find explanations for these phenomena. Evidently, the problem is whether economics or political economy is better equipped to tackle these issues. In this context, two crucial questions have to be answered: can the marginal principle in association with the law of diminishing returns determine functional income distribution in the long run? And, is there a long-period tendency towards full employment in ideal conditions, i.e. when perfect competition prevails? 

Theoretical arguments and historical experience suggest that both questions have to be answered in the negative (on this see Bortis 1997, pp. 281-93). From the capital theory debate (Harcourt 1972) it emerges that there are no regular associations between 'rates of profit' and 'quantities of capital' which implies that the 'marginal productivity theory of distribution' is not valid in the long run. Moreover, no tendency towards full employment exists in the long run, even under competitive conditions: factor markets cannot transform savings into investment, i.e. solve Say's Law, through the interplay of schedules of the 'marginal product of capital' and of the rate of interest. Indeed, if the process of production is conceived of as a genuinely social process with the scale of activity determined by effective demand, "the marginal product of a factor (or alternatively the marginal cost of a product) would not merely be hard to find - it just would not be there to be found" (Sraffa 1960, p. v). This implies that in the long run lower real wages are, as a rule, associated with lower levels of employment, as indeed emerges from the classical-Keynesian supermultiplier relation (Bortis 1997, pp. 142-54), the reason being that spending power diminishes with falling real wages.

It is not surprising that difficulties arise with the law of 'diminishing returns' in economic theory. Indeed this notion was originally used by the classical economists to picture production problems associated with the application of more labour to a given quantity of land in agriculture where production was still strongly individualistic in the 19th century. Subsequently the law of the diminishing marginal product was generalized to all factors, specifically capital, and also used to picture production in industry where production is essentially of a social nature. Inevitably, the properties of the social process of production immediately give rise to serious problems for marginal productivity theory which resulted in the before-mentioned capital theory debate. These difficulties were explicitly acknowledged by P.A. Samuelson, the leading neoclassical economist participating in the capital-theory controversy, in his conclusions to the debate: 

"Lower interest rates may bring lower steady-state consumption and lower capital-output ratios, and the transition to such lower interest rate[s] can involve denial of diminishing returns and entail reverse capital deepening in which current consumption is augmented rather than sacrificed. 

There often turns out to be no unambiguous way of characterizing different processes as more 'capital intensive', more 'mechanized', more 'roundabout', except in the ex post tautological sense of being adopted at a lower interest rate and involving a higher real wage. Such a tautological labeling is shown, in the case of reswitching, to lead to inconsistent ranking between pairs of unchanged technologies, depending upon which interest rate happens to prevail in the market.

If all this causes headaches for those nostalgic for the old time parables of neoclassical writing, we must remind ourselves that scholars are not born to live an easy existence. We must respect, and appraise, the facts of life" (Samuelson 1966, p. 250). 

Historical experience also suggests that an automatic tendency to full employment is very unlikely to exist. The heavy crises of the nineteenth century, especially in the last quarter of this century, the depression of the 1930s and present-day socioeconomic problems indicate that even with intense competition mass unemployment may persist. In the view of many political economists, the Years of High Theory (Shackle) - the 30s of this century - from which Keynes's and Sraffa's systems emerged, definitely mark the end of the belief in a self-regulating economy. 

Hence it is very likely that social forces and the conditions of production, that is the institutional system, fundamentally govern socioeconomic phenomena like value, distribution and employment (Bortis 1997, pp. 131-251). In this view the market is only a particular institution which brings about a tendency for market prices to approch the fundamental prices of production and for employment and involuntary unemployment to adjust to their respective equilibrium levels. As a consequence, political economy is fundamental and economics secondary. In the next section some wider implications of this statement are briefly discussed in the light of the Keynesian Revolution and developments that have ensued therefrom.

IX. Political Economy and Post-Industrial Society: The Middle Way

1. Keynes and the Middle Way

Two political philosophies, liberalism and socialism, have dominated the intellectual scene since the twin revolutions at the end of the 18th century. Both gave rise to two systems of socioeconomic and political organization, capitalism and centrally planned socialism. The latter has disappeared from the scene, and the former is experiencing, once again, a severe crisis. In a way, the downfall of centrally planned socialism, instead of bringing about the ultimate triumph of liberalism, seems to have initiated serious problems for capitalism. This quite naturally rises the question as to the wider significance of political economy in a humanist post-industrial society, which will significantly differ from a capitalist society.

Possibly the clue to answer this question is to be found in the title of a book on Keynes by the Australian economist and philosopher Athol Fitzgibbons: Keynes's Vision - An New Political Economy (Fitzgibbons 1988). Two remarks at the outset of the book are significant and hint at the extraordinary importance of Maynard Keynes's system of thought: "[Keynes's economics and politics is a] philosophy of practical action, a well defined and logical organ to thought [...] ranging from a metaphysical idea down to immediate rules of decision" (p. v). "Keynes's system was consciously cast as a third alternative to both Marxism and laissez-faire, and it is the only comprehensive alternative which says that the economy is neither a perfect machine nor a system doomed to failure, but a fallible human institution improvable by human reason" (pp. 1-2).

A glance at Keynes's personality and his intellectual development provides some hints about the deeper social meaning of the intermediate way and, simultaneously, about the notion of science associated with political economy.

Keynes was far from only being a political economist. His vision of man and society was comprehensive. Like Marx he believed that one cannot cut man and society into pieces and analyse them separately. Indeed, Keynes said that the ideal political economist "must reach a high standard in several different directions and must combine talents not often found together. He must be a mathematician, historian, statesman, philosopher - to some degree. He must understand symbols and speak in words. He must contemplate the particular in terms of the general, and touch abstract and concrete in the same flight of thought. He must study the present in the light of the past for the purpose of the future. No part of man's nature or his institutions must lie outside his regard. He must be purposeful and disinterested in a similtaneous mood; as aloof and incorruptible as an artist, yet sometimes as near the earth as a politician" (Keynes 1972, pp. 173-4).

In this context the Italian-American Keynes scholar Piero Mini writes that even the "most superficial reading of Keynes's writings [...] should convince anybody that Keynes was not an economist as we understand the term. He was primarily a social philosopher, a cultural leader interested in the cultural amelioration of society. [...] Throughout his life he prodded the people and their leaders to set for themselves standards worthy of men ... : the promotion of solidarity among people (the opposite of Benthamite individualim and egoism) and the extension of the realm of beauty (the opposite of Benhamite 'push-pin'). Attainment of full employment - via the agency of the state and through substantial reforms of the system - was to be the way of attaining these ...  ends" (Mini 1991, pp. 102/3).

Mini goes on to say that "Keynes' criticism of Benthamite materialism, his contempt for money-making, his reliance on psychological explanations, his recognition of the realms of the uncertain and of the irrational, his aesthetic view of life and his view of the positive role of the intellectual, lead one to conclude that he was a 'fatherless child' - that is a thinker who owed little or nothing to his economic predecessors" (Mini, 1991, p. 124). Some strands of thought that shaped Keynes intellectual development are revealing.

First, at the beginning of the 20th century, the young Keynes was influenced by the doctrine of 'New Liberalism' (the expression is by L.T. Hobhouse, a political philosopher) which became increasingly important after 1900 in Edwardian England. This doctrine advocated moral freedom and a certain regulation of economic life which would include social reforms. In contrast 'Old Liberalism' (also Hobhouse's term) dominated Victorian England, i.e. from the 1840s to approximately 1900, and is associated with regulation of non-economic behaviour through rigid moral rules and entire freedom in the economic sphere. Keynes enthusiastically took up the ideas of New Liberalism and struggled for the whole of his life to develop them into a fully fledged middle-way alternative between 'Old Liberalism' and totalitarian socialism. Specifically, he tried to find an answer to the question why, how and to what extent a liberal free market economy ought to be regulated.

Second, Keynes was influenced by 'an anti-rationalistic current associated with certain critics of the emerging commercial England - among them, Coleridge, Carlyle, the Arnolds, Ruskin, William Morris who were the great antagonists of Bentham [and Adam Smith]' (Mini 1991, p. xvii). 'Bentham [and his associates are the representatives] of the new scientific, utilitarian outlook that saw the world as a struggle between efficiency and inefficiency. ... [This implies] mechanism and mechanistic ways of thinking, [that is individualistic rationalism], the concentration on means rather than ends, form over substance, science over ethics, abstract rights over duties, tradition and mutual accomodation" (pp. 2/3). 

"Coleridge [and his associates, however,] stressed the primacy of the spiritual over the material, of ends over means, of intuition over the narrowly logical. They were humanists who opposed the claims of individualism with the claims of community and tradition and who had a positive view of the state and of the binding value of culture" (p. 2). Concerning the economic sphere the Coleridge view found its expression in Chartist thought already in the 1830s: "To solve the immense social and economic problems of [a country] one needs not less but more government, not less authority but more. More regulation and the elimination of the law of the jungle - this is what the labour class wants and needs" (p. 9). Hence in the Coleridge movement some elements characterizing a post-industrial society can already be found.

A third strand of thought that shaped Keynes's vision was philosophical, ethics and the theory of knowledge being particularly important. R.M. O'Donnell remarks that "economics and ethics are close companions in Keynes's intellectual framework ... the role of economics was that of service to the higher discipline of ethics. Along with other moral sciences, its task was to contribute towards bringing into existence as much intrinsic goodness as possible, this being 'the ultimate end of human action and the sole criterion of social progress' [G.E. Moore, a Cambridge philosopher who greatly influenced Keynes]. Ultimately, Keynes's goal was the development of an ethically rational society consciously tending towards higher levels of goodness; and economics, like all moral sciences, was an instrument in its attainment" (O'Donnell 1989, p. 164).

Keynes's interest in the theory of knowledge resulted in the Treatise on Probability (Keynes 1973a) where Keynes attempts to reconcile traditional Aristotelian-Platonian metaphysics with modern science, particularly with the social sciences. For Keynes observable phenonomena are the starting point for looking for invariable principles that shape the real world, i.e. nature, society, and the social individuals - the multiplier principle governing employment levels is an important example (Keynes 1973b). Principles are in turn used to explain phenomena which are, so to speak, illuminated by the principles from inside. Principles are associated with pure theory, explanations of real world situations with applied theory. Both types of theory are associated with imperfect or probable knowledge. The social scientist comes to grips with the universal essence of things and their individualization (existence) only to a greater or less extent. Hence the Treatise on Probability is about rational inference, i.e. about more or less certain relations between premises and conclusions, as they arise in everyday life. Here, many "arguments are rational and claim some weight without pretending to be certain. In metaphysics, in science, and in conduct, most of the arguments, upon which we habitually base our rational beliefs, are admitted to be inconclusive to a greater or less degree. Thus for a philosophical treatment of these branches of knowledge, the study of probability is required" (Keynes 1973a, p. 3). In Keynes's theory of knowledge the principle of organic unities is very important. This principle appears if the whole is independent of the parts as is the case with beauty, utility and the common good (see O'Donnell 1989, pp. 61-2). Knowledge about complex organic facts which form a structured entity, e.g. involuntary unemployment, can only be obtained if the object, i.e. the economy and its place in society, is considered as a whole and if accidental elements are left aside in order to distil the (probable) essence. Obviously, Keynes's theory of knowledge provides important indications about the conception of social science which is associated with political economy.

2. Implications of Middle-Way Political Economy

Keynes's middle way political economy developed out of these elements and is set forth in his General Theory Employment, Interest and Money (Keynes 1973b). His ideas have been taken up after the Second World War by the Keynesian Fundamentalists and developed by Joan Robinson, Nicholas Kaldor and Michal Kalecki (Bortis 1997, pp. 1-6). Simultaneously, Piero Sraffa and his followers revived and developed the classical (Ricardian) tradition of value and distribution. Subsequently, the Keynesian and the classical strands have been synthesized and put into a wider context, taking account of some of the philosophical issues raised by Keynes (Bortis 1997). The classical-Keynesian system set out there (pp. 131-251) has been denoted the Political Economy of Humanism (pp. 20-74) which constitutes an alternative to liberal neoclassical economics (pp. 252-307).

The surplus principle of classical-Keynesian political economy establishes a link between political economy and the philosophy of history (Bortis 1997, pp. 371-80). Historical epochs may be characterized by the values which are pursued on the basis of specific social and economic circumstances, i.e. socioeconomic institutions, the material foundations of which are provided by the social surplus. Historical transformations result in changes in the material basis and the institutional superstructure, both being linked by a network of mutual causation. A new material basis and a new superstructure emerges. The transformation from feudalism to capitalism is a prominent example of historical transformation, as is the eventual transformation of the industrial into a postindustrial society. In a way the wider implications of the surplus principle link political economy with issues related to progress and civilization.

At the very end of his life - in autumn 1945 - Keynes suggested that the political economists "are the trustees, not of civilization, but of the possibility of civilization" (quoted in Harrrod 1982, p. 194). He seemed to emphasize 'possibility' because, at that time, he definitely knew that a highly efficient economy could be put to barbarian use. Moreover, Keynes's statement also seems to imply doubts about linear progress in history.

Keynes's suggestion inevitably raises the question as to the meaning of progress and of civilization. On this issue an important body of literature exists. Perhaps one of the most significant authors is the American economic historian John U. Nef who wrote two highly interesting books on this subject: Western Civilization since the Renaissance - Peace, War, Industry and the Arts (1963) and The United States and Civilization (1967). Nef already argued in the 1940s that there is "a growing recognition in the Untited States that the world is confronted with a serious crisis, from which America cannot stand aloof" (Nef 1967, p. 90). "It is taken for granted ... that all we have to do is to improve the material welfare of the people. We are to look to natural sciences, to technology, to business administration, to economics, or to economic politics to save us" (p. 91). "[Yet, what] is lacking today in the study of history, and in social, economic, and humanistic studies generally, is a hierarchy of aesthetic, moral, and intellectual values. Such a hierarchy is no less important in the realm of scholarship than in the realms of architecture, music, literature, and in the other arts" (p. 4). However, "goodness and wisdom cannot increase, even with the growth of wealth, unless they are cultivated for their own sake" (p. 92). Consequently, Nef goes on to say, that the "final end of civilization is to cultivate truth, virtue, and beauty of and for themselves [which implies] that these objects of civilized existence belong to humanity, not to anyone as an individual" (p. 265). This is broadly in line with Keynes's view who also emphasized the primacy of civilization and the ancillary role of economics, a point confirmed by Piero Mini: "Cultural values, sentiments and attitudes are revealed in politics, in the spoken and written word and in the plastic arts and music. If these values are important, they become major elements in the 'spirit of the times' permeating beliefs and institutions. The emerging antagonism to capitalist values in the nineteenth century is an important manifestation of British culture. It has been outlined in many studies, mostly literary and philosophical; it has influenced social legislation and the philosophy of the schools. [This anti-Benthamite tradition greatly] affected Keynes's vision and work" (Mini 1991, p. 1).

In this context the significance of classical-Keynesian political economy and of Keynes's overall vision emerges: the economy is not an end in itself but a means of social individuals to achieve higher social, political and cultural values. In Keynes view, full employment and a fair distribution of incomes are the most important social preconditions for the prospering of individuals. Social and political ethics and politics in the traditional (Aristotelian) sense are the most important social sciences since they consider society and the state as whole in the light of the common good. Political economy, however, emerges as the key social science of the modern and postmodern era. Without understanding how modern monetary production economies function the approximate realization of the common good implying higher levels of civilization is not possible. Above all, political economy is required to eliminate the calamity of involuntary unemployment, which is associated with exclusion, misery and growing poverty. In this view, Keynes's New Political Economy is a message of hope.

Conclusions

In the early nineties, the downfall of centrally planned socialism seemed to hail the ultimate triumph of liberalism. With the liberal paradise apparently in sight, some even spoke of the end of history. Simultaneously, the definitive victory of economics over political economy seemed equally achieved, implying that the social sciences are natural, not moral sciences. The victory of individualism, which began its ascent about 500 years ago, looked total: man appeared indeed to be the measure of all things. Correspondingly, the social in the sense proper - characterized by the common aim, by different functions to be exercised by unequal indivduals, and requiring co-operation and co-ordination - appeared to be irrevocably buried. Indeed, social institutions have declined, increased privatization being a significant indicator. Individualism has resulted in consumerism "which dissolves the bonds of community and human solidarity" (Mini 1991, p. 202). 

Yet under the surface of these dominating but fragile appearances fundamental changes of a twofold nature were taking place. First, on the level of ideas, the Keynesian Revolution undoubtedly revolutionized thinking on socioeconomic and political affairs. This revolution produced the immensely rich and diverse post Keynesian strands of thought and ended up in classical-Keynesian political economy. Second, on the level of facts it became more and more evident that capitalism could not provide the basis for an orderly organization of societies. Following the unprecedented prosperity phase of the fifties and sixties, the contradictions of capitalism, unveiled by Marx and by Keynes, became glaringly obvious again. There is unprecedented wealth besides abject poverty on all levels: regional, national, continental and, above all, world wide; some people are working very hard and with admirable efficiency, others are involuntarily unemployed and excluded from social life. The production of luxury goods and of weapons is highly profitable, while the production of necessaries yields low profits and has to be limited because effective demand is lacking, with basic needs remaining largely unsatisfied on the world level. 

The presently deepening crisis of the capitalist world economy enhances reflection about alternatives. On the one hand, it is evident that abondoning capitalism cannot mean a return to centrally planned socialism which is, essentially, a war and crisis system. On the other hand, the new system must be in accordance with the basic elements of human nature, individual and social, if it is to persist. This leaves no choice. The only way out is provided by comprehensive humanism, implying that full employment and a fair distribution of wealth and incomes, i.e. a healthy material basis, are essential social preconditions for the prospering of individuals in all spheres of life. As has been suggested above, this implies that the economy is of an ancillary nature, providing, in fact, the material basis to realize higher social, political and cultural values which are in accordance with the finality of human nature (see Utz 1964). 

On the level of method parellel developments might get reinforced. Economics, based on methodological individualism, would largely have to give way to political economy which implies a comprehensive vision of man and of society. As such political economy would have to be integrated into a great system of social science the basis of which would be provided by social and political philosophy. On the latter, systems of social and political sciences could be erected, made up of polititics, law, sociology and political economy. The roof of the whole edifice would be provided by social and political ethics. The history of facts and of ideas would play an essential role in the social and political sciences since, as Keynes once remarked, knowledge about differing, even opposed systems of thought, means emancipation of the mind. 

It is likely, then, that liberalism in the narrow sense will not provide the principles of organizing societies in the next century, implying that the future is not with the still dominating figure of capitalism, i.e. one-dimensional rational economic man. Non-economic values will become more important. With the spiritual dimension in the widest sense of the term gaining momentum, comprehensive humanism will unfold. However, difficult transformation processes lay ahead. In any case, history will continue.

References

AQUINAS, SAINT THOMAS (1987): Recht und Gerechtigkeit, partial edition of the 


summa theologica, translation by J.F. Groner, comment by A.F. Utz,


Bonn (IfG Verlagsgesellschaft MBH)

ARISTOTLE (1984): Politik, Cologne (Deutscher Taschenbuch Verlag) 

   (1986) Nikomachische Ethik, Cologne (Deutscher Taschenbuchverlag)

BARANZINI, MAURO and ROBERTO SCAZZIERI, eds (1986): Foundations of Economics - 
Structures of Inquiry and Economic Theory, Oxford (Basil Blackwell)

BARRERE, ALAIN (1991): L'enjeu des changements: Exigences actuelles d'une éthique 
économique et sociale. Toulouse (Editions Erès)

BLISS, CHRISTOPHER (1986): Progress and Anti-Progress in Economic Science, in M. 
Baranzini and R. Scazzieri, eds, 363-76

BÖHM-BAWARK, EUGEN VON (1914): Macht oder ökonomisches Gesetz? Zeitschrift für


Volkswirtschaft, Sozialpolitik und Verwaltung, vol. 23, 205-271

BORTIS, HEINRICH (1979): Foreign Resources and Economic Development from the 


Early Fifties to the Oil Crises - A Consideration of Some Theoretical and Empirical


Aspects. Fribourg/Switzerland (University Press)

   (1997): Institutions, Behaviour and Economic Theory - A Contribution to 


Classical-Keynesian Political Economy. Cambridge, New York and Melbourne 


(Cambridge University Press)

CARABELLI, ANNA (1985): On Keynes's method, unpublished Ph.D. dissertation, 


University of Cambridge

DOBB, MAURICE (1973): Theories of Value and Distribution since Adam Smith - 


Ideology and Economic Theory. Cambridge et al.: Cambridge University Press

FITZGIBBONS, ATHOL (1988): Keynes's Vision - A New Political Economy, 


Oxford (Clarendon)

HARCOURT, GEOFFREY (1972): Some Cambridge Controversies in the Theory of 


Capital, Cambridge et al. (Cambridge University Press)

HARROD, ROY (1982): The Life of John Maynard Keynes, New York and London


(W.W. Norton & Company); orig. 1951

HECKSCHER, ELI (1932): Der Merkantilismus, transl. Gerhard Mackenroth, 2 vols.


Jena (Gustav Fischer)

KALDOR, NICHOLAS (1980): Alternative Theories of Distribution, in Essays on Value 


and Distribution, 2nd ed., London (Duckworth), 209-36; orig. 1956

KEYNES, MAYNARD (1972): Essays in Biography, Collected Writings, vol. X,


London (Macmillan)

   (1973a): A Treatise on Probability, Collected Writings, vol. VIII, 


London (Macmillan); orig. 1921

   (1973b): The General Theory of Employment, Interest and Money, 


Collected Writings, vol. VII. London (Macmillan); orig. 1936

   (1973c): The General Theory and After - Part II: Defence and Development, 
Collected Writings, vol. XIV. London (Macmillan)

   (1980): Activities 1940-1944 - Shaping the Post-War World: The Clearing Union, 


Collected Writings, vol XXV, London (Macmillan)

MARSHALL, ALFRED (1920): Principles of Economics, 8th edn, London (Macmillan)

MARX, KARL (1973): Ökonomisch-Philosophische Manuskripte auf dem Jahre 1844, 


Marx-Engels, Werke, supplementary volume, Berlin (Dietz-Verlag),,


pp. 465-588; orig. 1844

   (1973/74): Das Kapital, 3 vols, Berlin (Dietz-Verlag); 


1st edns 1867, 1885 and 1894

MESSNER, JOHANNES (1938): Die soziale Frage - Eine Einführung, 


Innsbruck-Wien-München (Verlagsanstalt Tyrolia)

MILL, JOHN St. (1987): Principles of Political Economy. Fairfield NJ: Augustus M. 
Kelley; 1st edn 1848

MINI, PIERO (1991): Keynes, Bloomsbury and the General Theory, London (Macmillan)

NEF, JOHN (1963): Western Civilization since the Renaissance - Peace, War, Industry 


and the Arts, New York and Evanston (Harper and Row); orig. 1950

   (1967): The United States and Civilization, 2nd edn, Chicago and London


(Chicago University Press); orig. 1942

O'DONNELL, RON (1989): Keynes: Philosophy, Economics and Politics - 


The Philosophical Foundations of Keynes's Thought and their Influence 


on his Economics and Politics. London (Macmillan)

ONCKEN, AUGUST (1902): Geschichte der Nationalökonomie, vol. I (only one 


volume published. Leipzig (Hirschfeld)

PASINETTI, LUIGI (1977): Lectures on the Theory of Production, 


London (Macmillan)

   (1981): Structural Change and Economic Growth - A Theoretical Essay on the 


Dynamics of the Wealth of Nations, Cambridge and New York 


(Cambridge University Press)

   (1986): Theory of value: a source of alternative paradigms in economic analysis, in 


Baranzini and Scazzieri, eds, pp. 409-31

PRIBRAM, KARL (1986): Les Fondements de la Pensée Economique, trans. H.P. Bernard.


Paris (Economica); orig. A History of Economic Reasoning, Baltimore 


(Johns Hopkins University Press) 1983

RICARDO, DAVID (1951): On the Principles of Political Economy and 


Taxation, edited by Piero Sraffa in collaboration of Maurice Dobb, 


Cambridge (Cambridge University Press); orig. 1821

ROBBINS, LIONEL (1935): An Essay on the Nature and Significance of Economic 


Science, 2nd edn, London (Macmillan)

SAMUELSON, PAUL (1946): Lord Keynes and the General Theory, Econometrica,


vol. 14, July, pp. 187-200

   (1947): Foundations of Economic Analysis. Cambridge, Mass. (Harvard)

   (1966): A summing up [of the capital theory debate], Quarterly Journal of Economics, 


vol. 80, pp. 568-83; reprinted in G.C. Harcourt and N.F. Laing (eds), Capital and 


Growth. Harmondsworth (Penguin), pp. 233-50

SAY, JEAN-BAPTISTE (1841): Traité d'Economie Politique, 6th ed., 


Paris (Guillaumin); 1st ed. 1803

SCHMOLLER, GUSTAV (1920): Grundriss der allgemeinen Volkswirtschaftslehre 
[Foundations of Political Economy], 2 volumes. Munich and Leipzig 
(Duncker & Humblot)

SCHUMPETER, JOSEPH A. (1946): John Maynard Keynes, 1883-1946, American 


Economic Review, vol. 36, pp. 495-518

   (1954): History of Economic Analysis. London (Allen & Unwin)

SMITH, ADAM (1976a): An Inquiry into the Nature and the Causes of the 
Wealth of Nations, 2 vols, Oxford (Clarendon Press); orig. 1776

   (1976b): The Theory of Moral Sentiments, Oxford (Clarendon Press); orig. 1759

SRAFFA, PIERO (1960): Production of Commodities by Means of 
Commodities, Cambridge (Cambridge University Press)

STEUART, JAMES (1966): An Inquiry into the Principles of Political 


Oeconomy, ed. by Andrew Skinner, Edinburgh and London 


(Oliver & Boy); orig. 1767

UTZ, ARTHUR F. (1964): Sozialethik, vol.I: Die Prinzipien der Gesellschaftslehre,

Bonn (IfG Verlagsanstalt)

WALRAS, LEON 1952): Eléments d'économie politique pure ou théorie de la richesse 


sociale, Paris (Librairie Générale de Droit et de Jurisprudence); orig. 1900

