Far beyond « Keynesian » fiscal policy :

or

The Prerequisites for a successful

Full-employment policy

©Alain Parguez February 2004

                       Paper presented at the 30th session of the Eastern Economic Association

                       Washington  February  2004

                       Session on new regulations in public business : perspective on defense. 

                       Renaud  Bellais organizer

*This paper is the third part of my studies in the general theory of economic policy, the logical act III. Act I being Parguez ( 2002 ), act II Parguez ( 2003 ). Act IV should be played soon. I have been inspired by fruitful debates with Renaud Bellais, Thomas Ferguson, Warren Mosler, Daniel Pichoud and Henri Sader.

I - What is missing in the defense of activist fiscal policies

As I have proven before, a State has an activist fiscal policy as long as it rejects all the commandments of fiscal discipline, which means that it spends to attain a genuine state of full-employment. No economy can be deemed a full-employment one as long as the four following conditions are not met:

1-All those who want to work to get an income must find a job.

2-Jobs must be paid at a living money wage fitting the minimum “normal” desired consumption (including all kinds of expenditures by households)

3-The nature of jobs must fit the taste and ability of job-seekers inherited from their education

4-All those who cannot work because of their age (retired population), health conditions or who do not want to work for legitimate reason (taking care of children, education, etc) must get an income high –enough to finance their normal consumption, which means that their income is to be equal to the income they would get if they were working.

Those conditions are tantamount to the proposition :

                                     The sine qua non of a genuine full-employment is the inexistence of 

                                     income-rationing whatever the cause of the rationing. Such a definition 

                                     is obviously far beyond the (convoluted) Keynesian definition of full-

                                     employment.

It has been proven that there is a necessary condition for such an activist fiscal policy:

                                    The State must run a deficit high enough both to provide firms with 

                                     their required profits sustaining full-employment and savers with 

                                     enough public debt to quench their desired thriftiness without 

                                     jeopardizing full-employment.

Such a proposition spells out what is to be deemed “The Deficit Theorem”:

                                     What is the State full-employment  deficit, but the net increase in the 

                                     private sector as a whole financial wealth (its net saving ) inducing 

                                     full-employment.

The theorem cannot provide a sufficient condition because one has not spelled out the proof that conditions 3 and 4 are automatically met. At least one has proven that contrary to some conventional wisdom, the validity of the theorem does not depend upon any assumption relative to the “closure of the economy”. ( Parguez 2003 )

There remain a paradox which has not yet fully explained:

                                   Why within the business and financial sector is there such an adamant 

                                   claim for the commandments of fiscal discipline and why is there no 

                                   support for activist fiscal policy from labour organisations and the 

                                   population at large.

To explain the paradox, one must take care of the set of very stringent postulates upon which explicitly or implicitly the proof of the theorem had relied.

I can think of six postulates:

PI The sole impact of State outlays is through the private sector plans of spending.

PII The structure of the State outlays does not matter because what only matters is the State net aggregate spending or deficit.

PIII The State is not constrained relative to the magnitude of the deficit.

PIV Through its profit effect the deficit automatically raise firms desired wage-bill.

PV Through the same profit effect the deficit can lead to a rise in investment.

PVI Assuming a trade deficit generated by net imports of cheap consumption goods, the employment effect of the deficit is not hindered by a constraint on the money wage.

Let us for a while accept PI  PII  PIII PVI and address only PIII and PIV to raise the question: are they truly germane to a paramount characteristic of the economy, the absolute unknowability  of the future, and its logical consequence:

                          The sine qua non of rationality for decision-takers is to take bets on their 

                          ability to minimize the impact of future events on which they have no control.

II Postulates IV and V contradict the survival constraint

As it has been shown, the effective wage-bill of firms W* is the outcome of their employment function, r* and 
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being respectively the required rate of profit and expected profits, so that

W*  = 
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Because of the survival constraint, firms have to take  care of the possibility of a fall in profits in the future, let us assume during  T future periods, the length of T being the reflect of their anguish relative to the future. It means that in [1] 
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 is both the expected level of profits for the ongoing period on which firms take wagers and the minimum level of profits on which they bet for the T future period, so that  
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being the expected level of profits for t included into T
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Condition 2 aims at endeavouring to be protected against a future fall in profits that would impose, r* being constant, a fall in the wage-bill and therefore a fall in output leading to excess capacity reflected by losses in firms capital account. 

In any period, effective profits or firms net accumulation of wealth 
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are the sum of two components, endogeneous profits 
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 generated by the private sector and exogeneous profits 
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E generated the State deficit G (let us abstract for a while from the foreign sector).

Let I, S*p, 
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D be respectively aggregate firms investment spending, desired saving of the non-firms private sector, household and banks and the public debt, the Deficit-Theorem implies :
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G = S* + 
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6 and 6 bis explains that non-firms thriftiness is met by the rise in public debt and has therefore no impact on firms indebtness. I ( including spending for research ) being the outcome of firms bets on their mere luck to raise their net wealth relative to a far future horizon ( farther than T) ; it is therefore sensible to assume that endogeneous profits always meet the survival constraint 2.

Such an assumption would contradict the nature of exogeneous profits which are fully independent of firms wagers. Let G(0) be the State deficit in the reflux phase of period 0, 
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 the expected level of S* in t, 
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(0) its expected level for period 0, 
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its expected level for future t period within T, G(0).has a positive effect on W* if it meets:
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Assuming that neither [8] not [9] is met, whatever the magnitude of G(0) , it has not the least impact on 
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in the employment function, which explains why it cannot lead to a rise in W*. Unexpected profits must therefore be absorbed by a rise in the price of output above its targeted level fitting the financial rentiers-led constraint (Parguez 2004). It reflects a fall in the purchaging power of wage-earners (a lower real wage rate), which means a fall in the share of output available for private consumption. Since firms do not plan for the future any increase in the wage-bill, some constant level of G over T is just reflected by a higher permanent price level. Sooner or later, at some time within T, it must lead to a fall in the wage rate to meet the price target imposed by banks as one of the crucial credit-worthness norms (Parguez 2004). The drop in the wage - rate automatically adjusts the expected value of output at the targeted price of output to effective receipts through the squeeze of wage-earners.

Such a situation is to occur in three cases:

1- Managers know that the state is so committed to fiscal discipline that it is planning as soon as it can either a zero deficit or even a surplus. They have therefore to expect that after some 
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 being exogeneously imposed by the State :
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The stronger is the politicians pledge to fiscal discipline, the sooner is the expected time 
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, the more demanding is the survival constraint on managers bets

2-  Managers know that the state is just relying on the so-called “automatics stabilizers” being committed to  pure “anti-cyclical” policy. Let us assume that they respond to the induced deficits by rising in t1 , t2…their wage-bill . The outcome of their positive response is both an accelerated rise in taxes and an automatic drop in compensatory State outlays ; it is to be reflected by a cumulative fall in G(t) until it is turned into a surplus leading to negative exogeneous profits whatever 
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. By responding positively to the “stabilizers” firms would soon be afflicted by a collapse of their profits generating excess output. Rational managers are therefore obliged to bet on some threshold 
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in the near future; so that for any t after 
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Taking care of [11] reflecting the survival constraint, they have to freeze their wage-bill  by ignoring the so-called “stabilizers”. Their sole impact is the induced fluctuation in the wage-rate stabiliziling the price level of output.

Herein is the logical explanation of the failure of “bastard Keynesian policies” when firms managers take care of the future.

3-Because of the whimsical nature of politicians, rational managers either are convinced that there is no fiscal policy at all or lack any kind of information on the future course of this policy. Their sole sensible response is to ignore their unexpected exogeneous profits by freezing their wage-bill.

From those three cases, stems the fundamental theorem :

                                Postulate four is fully contradicting the survival constraint. It does not  

                                hold in a system where managers have to take care of the fundamental 

                                unknowability of the future. The so-called deficit-theorem is therefore 

                                irrelevant for the success of a full-employment policy.

Since rational managers do not take care of exogeneous profits when they determine their wage-bill they do not have the least incentive to raise their investment just because of those exogeneous profits. Instead of being transformed in working capital, they are wasted into pure speculative activities like paying back old debts not yet matured or financing pure merging activities. It means that the so-called “acceleration effect” is another aspect of the bastard “Keynesian economics” . It would only been sensible if managers did not strive to take care of the future, which is impossible when unknowability of the future is their fate. The situation could be quite worse if managers are so afraid of the threat resulting from the future course of fiscal policy that they respond to exogeneous profits by taking their wagers on negative deficits in the far future. Deficits now impose a fall in future expected profits reflected by a drop in investment generating a lower wage-bill. Such a negative effect on employment could make sense of the lack of support for “Keynesian policies” from workers and salaries national unions. 

Herein lies the ultimate proof of the contradiction between postulate five and the survival rationality condition. Instead of stabilizing the private sector , the State increases the threat arising from unknowability of the future. “Political Uncertainty” creates an unsustainable anguish which is the “last resort obstacle to full-employment”.

There are only two ways of removing “political uncertainty or hazard”:

-One way  is the orthodox way. Since what is at stake is to prevent managers from being tempted by exogeneous profits, the solution is to remove the source of temptation by imposing a permanent fiscal discipline. Banks managers could recommend this way because it should protect them against losses induced either by erratic changes in profits of firms that had been tempted or by inflation when firms strive to resist the temptation. Herein could be the ultimate rational of disciplinary economics explaining the paradox of a private sector leadership imposing a policy which, were the IV and V postulates true, would shrink aggregate profits (Parguez 2003).

Following the first way, the State renounces for ever genuine full-employment and deeply increases the instability of the private sector (Parguez ibid).

-By luck, there is a second way, the full-employment way. The State is permanently so committed to full-employment that all rational managers know that the State will always provide them with the required profits sustaining full-employment. Entering this way, the State explicitly renounces  forever fiscal discipline, even its soft aspect the anti-cyclical “Keynesian policy”.

III   Such a permanent commitment to full  employment is inconsistent with 

Postulates I and II.

Let us assume that the state policy-makers are forever following the second way. Fiscal policy is therefore always meeting the necessary conditions of success, in each t 
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Profits are high enough to entirely pay back the debt to banks generated by investment while providing firms with a working capital (or positive net cash flow) equal to the excess of the State deficit over non-firms desired saving. In banks balance-sheet the net cash flow is reflected by the generation of firms deposits (liquid saving) equal to the remaining rise in excess reserves of banks. Since those excess reserves are to be absorbed by the sale of bonds to banks, G
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 is reflected by an equal increase in the public debt. It means that looking at the private sector aggregated balance-sheet(table1) the counterpart of 
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D is the sum of firms working capital and non-firms accumulation of assets, which is obviously aggregate private net saving.

                                                         Table1

	Growth of assets
	Growth of liabilities

	Firms working capital 
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	Non-firms accumulation S*
	


The working capital is to be recycled into the growth of future investment expenditures induced by new sets of bets on the future. It means that on the full-employment way a share of new investment is always financed by the past creation of money by the State reflecting past deficits. Such a financial structure of accumulation is perfectly stable, no Ponzi finance exists as long as the third postulate holds. Rational managers (animated  by the survival constraint) are convinced of the State pledge if it is enshrined into a set of specific                                        policies endowed with four characteristics:

1-They target so far a future that, contrary to private managers bets, they are not bounded by a predetermined time horizon.

2-Their course is independent from endogeneous cycles arising from the private sector and any kind of political hazard.

3-They display an absolute indifference to the possibility of failures in the future.

What only matters is taking the boldest wagers on the far future, which means that policy-makers have to free themselves from anguish relative to absolute unknowability of the future. Each of them makes sense of the wonderful definition of the German writer Ernest Jünger in his book the problem of Aladin1: “Space rockets are not  built to reach unknown worlds ; what is their meaning but to shake the ancient faiths”

( p.122 ).

Overcoming private anguish, tempting to beat fate, herein is the cornerstone of the State leadership when it closes the two ways to disaster in the modern economy :

               The planning way
The privatisation way

It aims at freezing time, contradicting 

the infinity of possible futures. It destroys
It aims at imposing private

the desire to beat fate, the animating spirit
rationality on State policy

of the modern Economy. Planners do
-makers . Following this

reject the very possibility of failures.
way, they would succumb to    

They do fear failures . Only pure

private anguish relative to the

fear of the enemy lead them to launch the              infinity of possible futures

rockets. This proposition is
They would never launch

relevant for both the former

                     the Jüngerian space rockets authoritarian planning ( the soviet model )

and the former ”indicative” planning ( the French 

model ) which tried to determine objective

rates of interest generating the present value 

of public projects ) .

4-Together they must provide the private sector with both the required growth of exogeneous profits and public debt on one side, the required degree of price stability on the other side taking care of banks ( as rentiers ) credit worthiness norms.

Together those policies must therefore target :

-A permanent growth of expenditures for each of them.

-A decrease in taxation to sustain the required growth of the deficit.

-An increase in labour productivity sustaining, for a given rate of profit, the growth in the wage rate. Since State policies could allow a fall in the required rate of profit as the outcome of increase banks optimism, the wage-rate could grow at a higher rate than productivity.

Public investment policies must meet those conditions. Since the State is the producer of collective goods ( Health, Knowledge, Security, Environment, Freedom, Well-being etc), it has always to spend to maintain and increase the “stock of collective or social capital” sustaining the long-term growth of the output of collective goods. As already proven by Eisner (1994), public investment has two components, tangible investment in infrastructure and equipment of all kinds and non tangible investment reflected by the rise in the quantity and quality of the human resource or “human capital” invested in the production of collective goods. Herein is the explanation of the true nature of a large share of salaries paid by the State ( Eisner ibid):they must be accounted as investment into the human capital, particularly in activities where human resource is the crucial factor of production or where there is a limit to the substitution of tangible capital for human capital.

All the convincing characteristics are enshrined into direct public investment into education, health , environment, security of society relative to dangers that could arise from the future ( encompassing therefore defense ), knowledge . Public investment in knowledge reflects spending in the so-called “fundamental or pure” research targeting the sole progress of science whatever the ultimate outcome. It enshrines such an acceptance of the threat of failures, a pure fight against absolute unknowability, that is beyond the capacity of the boldest private managers. It also includes research on the possible and most fruitful use of scientific discoveries, what could be deemed the fundamental applied research, which is also beyond the ability of rational managers since it requires again to be free from anguish relative to the future failures. Investment in knowledge perfectly embodies the Jüngerian principle : what only matters is the indomitable desire for removing the frontier of knowledge and doubting olden truth. Bellais ( 2004 ) emphasizes the crucial distinction between two kinds of “researchers” or rather “searchers”. There are both who are animated by the Jüngerian quest, they are “Newtonians” but there are also those who are only animated by the quick social or private outcome of research, they are “Baconians” rejecting the Jüngerian principle. He suggests a major theorem spelling out the efficiency condition of public investment in knowledge :

A necessary and sufficient condition maximizing its convincing strength is that it must be animated by the sole “Newtonian” spirit. It is socially efficient if and only if it is free from any kind of private efficiency norm in terms, for instance, of a higher rate of profit.

A corollary is that investment in knowledge is inconsistent with any kind  of intertemporal  actuarian calculus ; no sensible rate of actualisation can be used to justify investment in research which means that their “present value” resulting from some rate of interest does not exist at all !. Herein is the proof that the structure of State outlays does matter, which explains why postulate II must be rejected. What has therefore been proven is that the first postulate cannot hold. Just to play its role of steward of private managers the State directly increases the real wealth of society through its investment which is the real counterpart of the deficit. Herein is the explanation of the fact that as long as the State plays this role, the creation of money by State expenditures cannot generate inflation. Both as an investor and a producer of collective goods including the protection against the danger of income rationing which is a major aspect of security the State is a direct source of income encompassing salaries and all kinds of compensatory incomes.

IV  The dangerous public private partnership
As shown by Bellais and Foucault ( 2004 ), since the last years of the twentieth century policy makers have chosen a third way to play their stewardship role, it is dubbed the private –public partnership 

( P.P.P.) PPP enshrines the two following principles :

1-Private managers must be equal partners of State civil servants at all the stages of the process leading to public investment. The equal partnership must particularly be applied to the research stage.

2-The counterpart of the partnership is that a share of outlays is henceforth to be undertaken by private managers. It requires an increasing substitution of private spending for public spending in knowledge investment.

According to supporters of the PPP, the first principle is a logical consequence of the stewardship  role. What could be the best way to convince  private managers of the State role but to make them equal partners to the decision process?! PPP would forever get rid of some private doubt reflecting the fear of a disguised restoration of the bureaucratic planning way embodying the “political hazard”. The second principle would therefore be the logical consequence of the partnership : the sole way to enshrine partnership into unbreakable commitments  is to require private mangers to finance a share of outlays. The logical truth is that the first principle contradicts the stewardship role of the State or is bereft of content. Either private managers  just endorse the Jüngerian or Newtonian spirit of knowledge investment, partnership does not exist, or knowledge investment takes care of their anguish relative to the future. Jüngerian spirit vanishes and research becomes Baconian animated by the desire for quick efficiency leading to a collapse of expenditures. The contradiction is therefore compounded by the substitution principle. Supporters of the PPP way rely on a crucial postulate :

Thanks to substitution , it will be henceforth possible to reconcile the growth  of aggregate  investment in knowledge  with fiscal discipline imposing the fall in state outlays.

Assuming that the postulate makes sense, it means that a growing share of knowledge investment is to be financed by private banks creation of money out of usual credit contracts. Given the anguishing threat of failures, banks mangers would soon be convinced that they are led into pure Ponzi finance. Either they would impose outrageous credit-worthiness norms on firms indulging into Ponzi financing ( in terms of very high rate of profit, rate of interest , reimbursement delay ) or they would ask for the State support. The first case implies that no substitution at all could exist and the second case contradicts the dream of a decrease in the State participation to spending. The State will be obliged to pledge to bail-out either firms by subsidies or banks by financing their losses or both. In any case it would require  new creation of money by the State, what could contradict the hopes embodied in the PPP way.

One must therefore be worried by the efforts to force PPP on the public investment in knowledge even in the activities that were the most protected against the anguish of failure and the policy hazard, like defense. It seems that nothing could stop the course of the long run fall in spending for the future. Rockets would never have been launched, even built, as long as  cautious partners cannot expect for sure some profitable new market…..(may be some new computerized game for youngsters!)

V The third postulate must hold

It means that the State has the full sovereignty over its currency through the relationship between itself as a spending agency( the treasury) and itself as a banking agency (the central bank). State outlays materialize instantaneously as deposits in the central bank liability side reflecting the amount of  newly created money by the State. Their counterpart in the asset side of the central bank  balance-sheet is the acquisition of short-term bills. In the private sector balance-sheet, State outlays  materialize therefore on the asset side as an equal creation of deposits by private banks  reflected in their balance-sheet on the asset side by an equal acquisition of reserves. In the private sector account , on the liability side is the counterpart of State outlays, the tax liabilities to be paid only  in the reflux phase of the monetary circuit. The payment of taxes destroys both tax liability  and an equal quantity of money. Ultimately , as already shown ,the final deficit is reflected by the rise in the public debt held by the private sector (banks non-banks income earners) which is the most secure  of all financial assets because the State can never default on its commitment .

Herein lies the deep meaning of the first postulate :

As long as the State  enjoys monetary sovereignty it cannot be short of money. It is

therefore not exogeneously bound relative to the magnitude of the deficit.

What happens when the State surrenders its sovereignty on the currency either by imposing a foreign currency or by being part of a monetary union, of which the perfect model is the European Eurozone?

Let us address the Eurocase which is the most stunning since members States freely surrendered their monetary sovereignty to  a new Sovereign  and an Absolutist one, the European Central Bank. The absolutist power of the new Monarch has been enshrined into an article of faith of the treaty of Maastricht forbidding the ECB to create money for members States that would lead to its direct participation to the financing of States outlays. Contrary to some optimistic interpretation, it is much more than a “red herring”. If it were so, why such a paramount emphasis on a principle spelling out the doctrine of the Stateless money inherited from Menger and his French adept Rueff ( Parguez , Seccareccia and Gnos 2003 )!? Its logical corollary is that there must be a substitution of private banks for the central bank in the initial finance of State outlays. Assuming that a member State runs  a final deficit, it is to be reflected by the accumulation in banks balance-sheet ( and other net savers ) of State bills. Contrary to the sovereign State case, members States are now deprived of the power to issue new money to meet their financial commitments ( both interest payments and reimbursement ).

It is true that the ECB is not forbidden to buy public debt through open-market interventions. Such a possibility does not suppress the dramatic change in the nature of State debt. At a sudden accumulated State debt could be, sooner or later, be looked by cautious banks managers as indulging into pure Ponzi finance . They cannot free themselves from the anguish of the impossibility to be bailed out of their losses by the ECB that could fear to become more and more involved into the financing of State outlays. I have therefore to agree with Wray

( 2003 ) interpretation of the prohibition :

It leads to a privatisation of State finance submitting the State to management norms ( like the PPB ). The threat of the collapse of a Ponzi financial structure cannot be reconciled with the Newtonian and Jüngerian spirits animating Public investment.

Herein lies the “logical” explanation of the ultradisciplinary Growth and Stability Pact. It is highly possible that so poor was the understanding of macroeconomics by those who framed the euro that they believed that banks ( and rentiers at large ) would be keen to pile up forever public debts titles. Since what was at stake was fiscal discipline, exogeneous constraints on State deficits were required! Euro architects, in some way, believed in the absolute passivity of banks as if they were a cornucopia! Such an interpretation explains why all euro governments ( whatever they say ) strive to implement the GSP by slashing outlays ( even the most productive ) and raising taxes.2

One cannot escape from the conclusion that the sine qua non in Europe for a sensible full-employment policy securing the future survival is to get rid of both the GSP and the prohibition. How and when are indeed the paramount questions? It would require a tremendous pression on the European ruling class!3

Could we bet on some revolt of exporters as suggested by Warren Mosler? What explains the rise of the euro relative to the US dollar is that the eurozone is turned more and more into a pure rentier economy embodying what  a long time ago Steindl had feared for the US economy. Free ( or hoping to be free ) from political constraints all governments squeeze their population and jeopardize most of the former welfare support. So high is effective unemployment mirrored by the collapse of the bargaining power of income-earners that income deflation is on the agenda sustaining quasi-zero inflation and expected growing rates of profit. As long as governments squeeze, the Ponzi threat can be ignored, which is enough to feed speculation on the rise of the euro, exporters do nothing yet either because they bet on exporting more and soon in the east ( thanks to the so called enlargement ) or because they take strong wagers on the future drop in money wages.

The rise in the euro does not therefore contradict what I wrote some time ago on the forthcoming collapse of the existing structure of the Eurozone :

Either there is  no change and the Eurozone is doomed to the dire alternate states of economic freeze or Ponzi crisis ( leading to some social unrest ) or changes there must be freeing the zone from the hijacking by ultra-conservative technocrats , managers and politicians.

VI I In guise of conclusion:the sixth postulate must hold and globalization 

is not an obstacle 

One has already proven that the so-called “external constraint” on the deficit does not exist

(as long as monetary sovereignty still exists)  ( Parguez 2003 ). It is wrong to believe that the State deficit generates a trade deficit or that “foreign saving”, the postulated counterpart of the trade deficit, is financing  the State deficit. We may go further by proving that the so-called “globalisation” is perfectly consistent with a pledge to full-employment. Let us address the idealized4 model of the relationship between USA and China relying on three assumptions:

-In the USA, there is a growing public investment in education and knowledge animated by undaunted Jüngerian-Newtonian spirits rejecting the temptation of PPS.

-A growing share of America consumption is provided by commodities produced in China at labour cost in dollars, at some given exchange rate, incommensurately lower relative to the average American wage rate.

-There is no effort in USA to impose a wage adjustment aiming at the  fall in the trade deficit relative to China.

Such a model is perfectly stable. Under the first assumption, there must be an accelerated growth of profits of American firms sustaining the domestic growth of aggregate income. Public investment is much more than a compensating factor of the transfer to China of most  of consumption goods industries. It accelerates the dominant role of the USA is technology on which ultimately China is to depend. Thanks to the trade deficit, there is a strong  increase in the purchasing power of american households preventing pressures for excess wage increase relative to the growth of productivity  ( for a given rate of profit ) . The compounded effect of those assumptions is perfectly fitting the commitment to full employment:

What happens is a continuous shift of the labour force from the consumption sector to the state-led “public sector” including the knowledge sector. One has already proven that this transfer does not imply at all some disguised planning or socialisation. It must be sustained by bold compensatory programs targeting those who cannot be transferred ( or quickly enough ) whatever the reason including the lack of qualification . Herein lies one the perfect rationals for programs supplying temporary jobs (including training ) to absorb the turnover of workers.

The financial counterpart of the State deficit is now the aggregate net financial saving of the private domestic economy and the foreign sector ( China ) 
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Table 2

	Aggregated balance- sheet of the US economy

	Net acquisition of assets
	Net increase in liabilities of the State

	Domestic private economy
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 The US treasury does not need Chinese acquisition of bonds to finance its already existing deficit. Chinese banks need US bonds to accumulate secure assets they buy by spending their deposits in dollar.

Such a system cannot be destabilized by the depreciation of the dollar relative to the Euro  for four reasons:

-It is not reflected by an equal depreciation relative to the Chinese Yuan.

-Even if the dollar dropped strongly relative to the Yuan. It could not nullify the discrepancy of labour costs between the US and China.

-The Chinese banks would have no incentive to liquidate their dollar asserts to acquire euro assets. An attempt of liquidation would inflict enormous losses on them.

-At last changes in exchange rates speculation-led cannot lead to a reversal of the production structure that is the outcome of an evolution that started a long-time ago.

The proof is now spelled out : Globalisation is not to be feared as long as the State has not surrendered its steward role of society . As for China, the “Transfer” generates employment and incomes higher than their former misery level in the ancient economic structure. Nothing prevents the Chinese State to implement a full-employment policy relying on the growth of public investment.

It means that for pure logical reasons I reject the conventional visions  of globalisation : 

Table 3

 The ultra-neoclassical vision spelled out                The neo-marxist supporters of 

(for instance by Friedman  ( 2000 )                       “Alternate world economy”  vision
It imposes the famous golden straight-jacket           Like Thomas Friedman, they believe

on each partners. Everywhere the State                    that Globalization imposes the

surrenders to market forces. It is the road                abdication everywhere of the State.

to economic paradise.                                               They believe that it imposes the

                                                                                  straight-jacket  but it is not a golden

                                                                                  one, it is a poisoned tunic leading to

                                                                                  Hell. The solution is to try to stop

                                                                                  Globalization and protect olden

                                                                                  structures. What they share with 

                                                                                  Thomas Friedman is the absolute  

                                                                                  ignorance of Modern Money. What

                                                                                  matters is redistribution.

The sole destabilization factor can be a deep misunderstanding of the role of globalisation leading to attempts to restore the olden structure by forcing a wage deflation  directly or indirectly by a strong rise in the exchange rate. Looking at the ongoing situation of both USA and Europe. It seems that in the USA the first solution is tried while in Europe both are imposed, may be to convince the world that Euro is the new gold standard.

Notes

1-I translate Jünger from the French version of the book reviewed by himself from the German edition. In this book “Der Arbeiter” “the working man” published in 1930, Jünger emphasized the key rule of defense in the advance of technology. Later, he emphasized the leading  rote of the space adventure, especially in his philosophical novel Heliopolis. I do think that Jünger ( like Heidegger ) had a much more deeper understanding of the increasing fight against fate relative to an unknowable future than Keynes.

2-In Eurozone official data are misleading. In France for instance there are two budgets. One is voted by the parliament; it reflects the official deficit ; another one, the effective one, is implemented by the Finance minister who has the power by simple decree to freeze any amount of voted expenditures he wants!

3-Such a pressure is not on the social agenda , especially in France and Germany where governments are now Thatcherian-reborn ignoring strikers. The full collapse of Unions is a crucial aspect of the Eurozone. From this perspective the debate over the “rigidity of the European labour market “ is nothing but a cover up of what is going on for a long time. The much praised European model was much more a fantasy than a reality. In any case, it vanished a long time ago to open the way to Monetary Union.

4-My model of the couple USA-China describes what could and should be done in the USA. At least, relative to the requirement of a strong public investment, the situation is worse in the Eurozone where the PPP now rules.
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