Conclusion

Orienting an economy toward human need and effort in a way that
satisfies human needs induces more socially productive economic activity
is a perfectly practical goal. The problem for mainstream NC economists
is that this is a fundamentally value-based or moral goal that cannot be
derived from an amoral or immoral theoretical apparatus.
If economists began to view themselves properly again as moral philosophers deriving best practices from widely understood and agreed upon
moral values conducive to human well-being, based on evidence from societies and economies that have been most successful at this, rather than
trying to explain away success that does not fit NC ideological precepts,
the profession could rise above its current lap-dog apologetic status and
become the vital and essential moral social science that humanity in the
early twenty-first century so desperately needs.
Such an economics would forthrightly condemn, as the best of the classical political economists such as Smith, Ricardo, Marx, Veblen, George, and
Keynes did, unearned income for unproductive rentier activity and rewards
for the already obscenely wealthy that serve no social purpose, arguing that
resources should be directed toward real needs, with motivational resources
for productive effort that are just sufficient to induce such effort and not
more (Baiman 2014). Can there really be any morally justifiable argument against minimizing the advantages of inherited external ownership
(or wealth) and reducing, as much as possible, the advantages of inherited
internal ownership (or genetic endowment) subject to supporting overall
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productivity and well-being with optimal but not excessive incentives for
entrepreneurship, discovery, and the cultivation and utilization of individual
skills and talents to benefit others? (Roemer 1988). Can one really make a
moral case that some humans should be able to control and benefit from the
labor of armies of other, often low paid and impoverished, people because
they can directly or indirectly afford to rent their labor, while these workers (who are generally better off than the masses of unemployed—another
indespensable component of neoliberal capitalism—with no formal income
at all) have no alternative but to sell their labor to them?1 Is there any question that such an economics as a branch of scientific moral social philosophy
would be strongly supportive of social democracy, democratic socialism, and
ideal communism as feasible within a democratic society?
The only way that the current capitalist (“to each according to
what they and the instruments they own – including the labor of other
people – produce”), as opposed to democratic socialist (“from each according to their ability, and to each according to their need,”), economics can
be justified is through an ends justifies the means argument common to NC
economics and conservative thought more generally. This is the 18th c entury
Adam Smith rationale that postulates that self-interest and the use of the labor
of others for one’s own gain is justified because, though it is based on patently
unethical, undemocratic, and exploitative relationships, it delivers the goods.
The claim is that capitalism fosters innovation, growth and prosperity that
supports human well-being and political democracy, overall and in the long
run, and there is no other practical economic system that will do this.
But even if this, means justify the ends, thinking were supportable,2 where
is the evidence for this particular claim that evil produces good?
The Chinese market opening cannot, for example, be used as a good historical example as China is practicing its own—highly politically repressive
(see Fingleton 2008; Mann 2007; Navarro 2008)—version of the Asian
1
That is can undemocratic class power based on ownership of capital and the renting of
labor be justified? This is the pretence of NC economics, though, as discussed in chap. 4, it
is hard to see how labor or labor power can be separated from the will and well-being of the
humans who deploy it (Ellman 2004).
2
Hahnel and Albert (1990), for example, make a strong case that capitalist individualist
and competitive means that sanction the human exploitation of other humans, or the treatment of others as means and not ends for those with a Kantian bent, reinforce the worst aspects
of human behavior and thus produce ends that, however prosperous in market-based consumer-values terms, generate increasingly brutal and barbaric societies that tolerate widespread exploitation, poverty, and inequality, and undermine the most valuable aspects of
human behavior and life in general.
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Model of state capitalism that is not free-market capitalism and, certainly, not
a good example of an advanced democratic economy and society like those of
Northern Europe and the Mondragon Cooperatives, which also provide direct
existing highly successful counter examples to the claim that there is no alternative (TINA) to capitalism (Schweickart 1993, 2011).
The collapse of Soviet style central planning cannot be used as supporting evidence, as the most advanced and successful capitalist Social
Democracies do not attempt to do away with markets, but rather try to
tightly constrain, regulate, and guide them through political means to
directly serve the goal of human well-being. And by almost every indicator—empowerment of women, political participation, the breadth and
depth of public political debate, and the empowerment of citizens rather
than money—these societies are much more democratic than the USA and
the UK (Hill 2010, Part Five).
So a properly moral mainstream economics would be a democratic socialist
(neo-Marxist, Left post-Keynesian, radical political economics) economics,
rather than the current NC capitalist economics. And this kind of economics
would not be, and is not, an ideology but a true economic science based on a
generally accepted, scientifically grounded, basic understanding of what is
good for human well-being—satisfying need, rewarding effort, caring for the
environment, and fostering economic democracy—unlike the truly ideological mainstream or NC economics that now masquerades as amoral economic
science, but is based on, and attempts to justify, morally unsupportable capitalist values like the sanctioning of rentier exploitation.3
Economics cannot be a value-free natural science, as it is inherently a
moral science. The real question is whether it should be based on scientifically supportable moral values that foster human well-being, or be a thinly
disguised system of capitalist apologetics that pretends to be amoral. Only
the former, that is democratic socialist economics—referred to as radical
political economics in the USA and UK—can be justified as scientific in the
sense that it explicitly attempts to improve social and human well-being
based on widely shared values of social equity, democracy, and solidarity,
3
As the most forthright NC’s will occasionally openly admit. For example, a fellow member of the Ethical Humanist Society of Chicago (a person who is thus otherwise publicly
committed to secular humanistic values) and faculty member of the University of Chicago
Business School once stated in a public debate with me on these issues, that: “Of course, my
job is to promote capitalism.”
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rather than pretending to be amoral but in practice functioning as a fundamentally immoral legitimation theory for capitalism.
What purpose does the persistence of extraordinary levels, for a wealthy
and advanced economy, of clearly unmet human needs and aspirations,
due to poverty, unemployment, lack of health care and educational opportunity, housing, and even food, serve, even as unheard of wealth and economic and political power is showered on a tiny minority and their families
and heirs?
Is there any way to reasonably justify this kind of late-capitalist, rentier-
based, global neofeudalism?
There is not. There is no reason and no excuse for us not to do better.
Only by sticking its collective head in the sand and refusing to allow
basic human morality to intrude in any way, can mainstream neoclassical
economic thinking pretend that the current, largely unfettered, market
capitalist status quo is justifiable.

Appendix A

Consider an enterprise that produces qi = 1, 2, 3, …n goods and sells them
at prices pi to households with income y who buy qi(p1, …., pn, y) and
have consumer surplus S(p1, …., pn, y). If N denotes the total number of
households in the market, f(y) the relative density function for the numeric
share of households by income, and u′(y) marginal social utility of household income (assumed to decline with increasing income/wealth), then
aggregate consumer welfare, or total weighted consumer surplus, W, will
be (Baiman 2001, (2.2), p. 206):
¥

W = N òS ( p1 ,....,pn ,y ) u ¢ ( y ) f ( y ) dy

(A1)

0

And aggregate consumption of good i will be (∞ could be replaced
with maximal income ŷ , but ∞ is the value that is used in the papers)
(Baiman 2001, (2.3), p. 206):
¥

Qi = N òqi ( p1 , ¼.,pn ,y ) f ( y ) dy
0

(A2)

Following Feldstein we define the distributional characteristic of good i
as the marginal utility of income weighted, average of aggregate household
utility from the consumption of good i (Feldstein 1972, p. 33) (Baiman
2001, (2.10), p. 207):
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¥

Ri =

N
q i ( y ) u ¢ ( y ) f ( y ) dy
Q i ò0

(A3)

Diminishing marginal utility from increases in income will cause Ri to
be greater for goods consumed relatively more by low-income households
for which u′(y) is larger than for goods with a relatively larger share of
high-income consumers for which u′(y) is smaller. In other words, the
greater the income elasticity of demand, that is the more demand there is
from higher income consumers, the lower the value of Ri.
For constant income elasticity of demand household consumption,
qi ( y ) = bi y µi, with marginal utility of income u′(y) = y−η where η is a policy
determined elasticity of marginal utility of income with respect to income,
and lognormal income distribution with Y = mean of log ( y ) and variance
s Y2 , Feldstein estimates that (Feldstein 1972, p. 35)4
é
ù
æ1ö
Ri = exp ê -h Y + ç ÷ (h 2 - 2a ih ) s Y2 ú
è2ø
ë
û

(A4)

Note that according to (A4) for any given positive value of η (assuming
2
similar variances s Y ), goods with higher income elasticities of demand αi,
and goods whose consumers have higher average incomes Y will have
lower Ri.
Subject to these definitions, Baiman (2001, p. 208 and 206, Eqs. 2.13
and 2.5) provides a complete proof that, when cross-price effects are
negligible,5 total weighted CS, or W in (A1), is maximized subject to6.
C ( Q1 , ¼,Qn ) - å pi Qi = d 0
i

(A5)

where δ0 is a (negative) constant that fixes the overall level of (positive)
profit for the firm when the Progressive Ramsey Pricing formula:

4
Baiman (2001; 216; Footnote 19) mistakenly adds a constant to this formula.This, however, does not affect the subequent derivations.
5
See (Baiman 2001, Appendix B) for analogous but more complex formulas when cross-
price effects are not negligible.
6
Specifying the profit constraint in this way is necessary for a positive Lagrangian multiplier λ > 0 in Eq. (A6) below—see (Baiman 2001, p. 215–6, Footnote 17).
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is satisfied, where Ei > 0 is (defined as positive) own price demand elasticity
for good i, λ > 0 is a constant Lagrange multiplier, and λ − Ri > 0 (Baiman
2001, p. 208).7 Note that Eq. (A6) reverts back to the standard flat Ramsey
pricing formula (10.1) when income distributions of customers of product
segments i are identical (so that the parameters in Eq. (A4) are equal across
product segments i), or when the marginal utility of income does not decline
(η = 0), as in both of these cases from Eq. (A4) Ri = c = constant, so that:

( pi - mci )
pi

=

1 æ l - Ri
Ei çè l

ö 1 æl -cö 1
÷= E ç l ÷= E k
ø
ø
i è
i

æl -cö
Where k is constant across all goods i: k = ç
÷.
è l ø
Finally, (Baiman 2002, Equation 5, p. 315) determines when Eq. (A6)
stipulates that CS maximization requires “progressive pricing” in the usual
sense that prices relative to marginal costs for goods consumed more by lower
income consumers are lower than prices relative to marginal costs for goods
consumed more by higher income consumers. This is not obvious from
Eq. (A6) as there may be cases in which the Ramsey inverse-elasticity efficiency effect may override the direct-elasticity equity effect whereby a larger
Ri (generally corresponding to a lower Ei) produces a lower (pi − mci)/pi.
The question is when does Ri/Rj > 1 imply that: (pi − mci)/pi < (pj − mcj)/pj,


or: pi < p j ? (where p i = ( pi - mci ) / pi for all i). It turns out that the
necessary and sufficient condition for this is that (Baiman 2002, Eq. (5),
p. 315)8:
7
Formulas (12–14, 372), (12:38; 378), (12–58, 388) and (15–25; 470) in Atknson and
Stiglitz (1980), and Feldstein (1972; 33) Eq. (6a), are equivalent, or generalizations, of Eq.
(A6) above. However, as is noted in the text above, these derivations are incomplete as, even
though the consumer welfare term in the maximand is clearly convex in price, they do not
include a demonstration that second order conditions requiring that the constrained maximand, including (A5), be concave in price. This proof is necessary to maximize the Lagrangian.
8
Note that Eq. (2.15) in (Baiman 2001; 208) is erroneous. Equation (5) in (Baiman
2002: 315) is the correct replacement formula. This error was pointed out by Vincent
Snowberger – see Baiman (2002) Footnote 2.
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(A7)

The following are different ways in which weighted CS maximization
requires that prices be “progressive in the usual sense” or that Ri /R j > 1


imply that pi < p j for all products i of a monopolistic single firm, or
entire economy, operating under a fixed profit constraint:
(a) when Ei ≥ Ej, for example when price elasticities of demand in normal price ranges for products consumed more by lower-income consumers
are greater or equal to those products consumed more by higher-income
consumers, progressivity in the usual sense always holds. In particular, if
Ei ≈ Ej can be approximated by a constant elasticity E progressivity in the
usual sense always holds.
(b) When Ei < Ej (the most interesting case), if Ei does not get too
small relative to (Ri/Rj) and Ej as determined by Eq. (A7), progressivity in the usual sense holds. It turns out that, given the very unequal
income and wealth distributions of capitalist economies, even when
Ei is substantially lower than Ej, Eq. (A6) has to stipulate a very high
markup over marginal-costs pi before Eq. (A7) is violated, so that even
in this case, Eq. (A6) will generally dictate that “pricing progressivity
in the usual sense” must be followed if (static) welfare optimality is to be
obtained. This can be demonstrated as follows.
Using Eq. (A4) above, for any policy determined η > 0, conservatively
assuming consumers of goods i and j have roughly equal income elasticities of demand αi, and that the distribution of household incomes of these
2
consumers have roughly equal variance s Y , we have:

( )
( )

Ri exp -Y i
=
R j exp -Y j

But since for a log normal distribution the actual mean y has the following relationship to the mean of log(y), or Y ,
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æ
s2 ö
y = exp ç Y + Y ÷
ç
2 ÷ø
è
Under the assumption of roughly equal variance:
Ri y j
=
R j yi
Where yi are the actual means (not the log means) of household
incomes for consumers of goods i and j, respectively.
So if we assume that good i is consumed mostly by consumers in the
two lowest quintiles of household income (quintiles 4 and 5), which in
2006 (in 2007 dollars) had an average after-tax income of $20,200, and
good j is consumed mostly by consumers in the second highest quintile of
household income (quintile 2) with average after tax income of $74,700
(Wolff 2010, p. 46), we have:
Ri
R
$74, 700
= 4 −5 =
= 3.698
Rj
R2
$20, 200
So that in this case, even if E2 = 1 and E4.5 = 0.5, from Eq. (A7): for
welfare maximization, prices for goods i and j will to be progressive in the
usual sense as long as:

p4 -5 < 0.84
So that as long as the markup over marginal cost for good i is less than
5.25 = 1/(1–0.84)–1, or 525%, prices for goods i and j will to be progressive in the usual sense. Thus in most cases, for static welfare maximization,
even with large price elasticity differences, static consumer welfare maximizing prices will be progressive in the usual sense.
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If we do the same calculation using 2007 wealth distribution (Wolff
2010, p. 46), we have (again in 2007 dollars)9:
Ri
R
$291, 000
= 4 −5 =
= 132.3
Rj
R2
$2, 200
And:

p4 -5 < 0.96
So that as long as the markup over marginal cost for good i is less
than 24 = (1/(1–0.96)–1, or 2,400%, prices for goods i and j need to be
progressive in the usual sense. Thus in almost every case, for static welfare
maximization, even with large price elasticity differences, prices will be
progressive in the usual sense.
(c) Finally, Eq. (A7) provides a condition for the static welfare optimality of flat markup pricing under the (usual) downward sloping demand
curve, average-costs higher than marginal-costs, conditions. In this case
pi = p j is welfare optimal if and only if 1 / p i - Ei = Ri / R j æç1 / p i - E j ö÷
è
ø
holds. This can be derived from Eq. (A7) with equalities instead of
inequalities (Baiman 2002; 316). Thus, in almost every case, even flat marginal pricing, not to mention “standard” Ramsey “inverse-elasticity” regressive pricing, is suboptimal. Thus even a modification of the NC “inverse
elasticity” Ramsey pricing doctrine encapsulated in (10.1) that stipulated
that static welfare maximization occurs when prices are proportional to
marginal cost would be wrong in any market where average costs are
higher than marginal costs, that is, in almost all markets.

9
I am using (Wolff 2010) household income distribution data so that income and wealth
data come from the same source.

Appendix B

Design Your Own Utopia10
Assume that you are a member of an Executive Committee of elected
representatives with the power to restructure your nation’s economy so
that it allocates economic resources to working adults in a way that is as
fair to individuals, and as beneficial to society, as possible. Assume also that
your committee is omnipotent in the sense that it has detailed knowledge
that allows for an accurate measurement of the level of each of the criteria
below for each working adult. In other words assume that you have yearly
data for all the people in your country (remember, you are omnipotent!)
that measures:
(a)
(b)
(c)
(d)
(e)

The value of the services or products that they produced.
The amount of time and effort they spent.
Their level of need.
The value of their property or wealth.
The social status of their parents (e.g. “caste” or “nobility” level; or
racial or ethnic background if this is tied to social status.)

10
Adapted from an Instructor’s Manual edited by Mehrene Larudee for the 2nd edition
of an introductory economics text: Understanding Capitalism by Samuel Bowles and Richard
Edwards (1993: New York, Harper Collins). A new 2005 third edition of this text has been
published by Oxford University Press with Frank Roosevelt added as a coauthor. Jayadev
(2014) is listed as the author of an Instructor’s Manual for the 3rd edition of this text
(Bowles et al. 2005) that includes a similar exercise.
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(f) How much they have received as a result of luck.
Given this data, you want your staff (who will work out all the details
of how to do this) to set up an economy that will allocate resources based
on the criteria listed below with weights, or levels of importance, given to
each criteria so that the sum of the weights adds up to 100 %. You also
want to be able to explain your choice of weights to your staff.
Criteria for allocating resources Weight or importance
(a) Inherited social status
(b) Luck
(c) Need
(d) Productivity
(e) Property or wealth
(f) Time or effort
Sum of weights:

_____
_____
_____
_____
_____
_____
100 %
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