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Abstract 

 

The debate about economic growth and unemployment in Brazil is hindered by Friedman’s 

imported theory, based on the “natural rate” of employment that today pervades global economic 

thought as adopted by new classical and new Keynesian economists. This misguided view is 

responsible for a brutal recession, with rising unemployment and a drop in aggregate production, 

failing at that which it purports to do: recover metaphysical credibility for companies. This 

matter concerns the political power of a specific social group, which today extends beyond 

political parties. It is the result of an imported theory from abroad that also is damaging the 

global economy by imposed economic austerity. 
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Introduction 

A discussion about unemployment in the Brazilian economy – and the economic policies 

that address this problem – involves a much wider, theoretical debate about how the economy 

functions. The streams of economic thought present in this debate are the focus of this article. 

Despite their theoretical roots, the actions and results of these lines of thought are concrete and, 

for that reason, render the prior debate of austerity political. This debate does not fall along party 

lines, considering that today, ideas and practices are mixed as different parties adopt similar, if 

not the same, measures. The problem becomes political once it encompasses interests specific to 

social groups, not to political parties. The focus is in Brazil, but the discussion is on economic 

hegemonic orthodox theory. 

In recent years, Brazil has experienced substantial growth, unseen since the 1970s. 

Although full of internal contradictions, Brazil promoted significant employment growth, from 

income derived from public investment policies (PAC - Growth Acceleration Program) and 

social improvements, which altered the characteristics of the country. This process was blocked 

since 2011 by internal and external problems, by failures and steering difficulties, which made 

room for criticism and pressure exercized in the interest of some economic groups of power. 

This article aims to demonstrate that, despite the real problems that the Brazilian 

economy has faced and continues to face, what in fact inhibits economic and job growth are 

political decisions based on a particular understanding of how the economy functions. These 

policies are derived from economic theories of the orthodox models featured in imported 

‘economic textbooks’ from USA. Notwithstanding their technical appearance, at their base, these 

theories serve to specific interests linked to disputes over national income, as opposed to real 

economic growth and income distribution policies. It is these imported theories, used in an 

opportunistic fashion by specific social classes, which impede and challenge real transformation 

in Brazil. This theoretic base is the intellectual interpretation of a group of economists, which 

work as ideologues of the social power bloc, spreading new “orthodox theory”
1
 as technical and 

correct. As Bresser observes, their interpretation was transmitted directly in universities, “an 

ideological apparatus, key of domination”, when Brazilian economists went to “do their PhDs in 

foreign universities … studying economics ... dominated by neoliberal ideology” (Bresser 

Pereira, 2014 p. 309). It is these economists, co-opted by the power structure, which occupies 

state bureaucracy and define economic policies, and that thus generate unemployment. 

This theoretical vision argues that “excessive” [social] public expenses have subverted 

“good theory” based in “natural laws,” and thus removed the “labour market” from its “natural 

equilibrium” and GDP growth from its “potential”. The Government was accused of subverting 

the “natural rates of unemployment”, which would have caused GDP growth that exceeded its 

potential, as well as causing wage pressures and inflation. Even though little is reflected in 

inflation rates, regarding as a ‘monster’ that had yet to appear but was announced by the press 

with screams, as if they intended to wake him. Strangely, this monster only appeared after, once 

recession-provoking policies had pushed the economy to its knees, not before then. Instead of 

                                                
1
 New Classical and New Keynesian schools. 
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regaining the expected subjective credibility, the austerity launched Brazil into a deep recession 

without altering the real problem: the growth of imports and deindustrialization. It diminish 

Imports, but with brutal recession.  

In the last 10 years, this mode of economic thought was present in the adopted political 

pact that coexisted, to a certain extent, with the development of social policies, due to economic 

growth and the commodities exports boom. Now this pact has broken, making space for the 

growth of orthodoxy as hegemonic thinking.  

In capitalist economies, principally for those in which income is highly concentrated, the 

solution for better income distribution historically occurs with a large leap forward. GDP growth 

and job creation, at the same time as increasing surplus value, is the combination that can 

improve the standard of  living. The economic downturn exacerbates disputes over wealth among 

social groups that have greater power and control over it (banks and corporations), and 

exacerbates struggles for the power structure that constitutes the state. 

 

Recent crisis and employment 

In the last 10 years, the unemployment rate has declined consistently, moving from an 

average 11.5% in 2004 to 4.8% in 2014 (IBGE, median rate of unemployment), numbers barely 

affected by the significant fall in economic activity in 2008-9. The working class average income 

increased by 35% above inflation in the same period (IBGE, monthly survey of employment). 

The increase of GDP was persistent between 2004 until around 2010, when the 7.5% mark was 

reached, beginning the decline from 2011, but without impact on employment or income until 

2014. It is important to remember that inflation rates, despite having reached the target ceiling 

established by the Central Bank, remained stable at around 6.5% annually until the end of 2014. 

The net debt of the consolidated public sector fell from 54.5% of GDP to 35% (Central Bank of 

Brazil) in the same period. Gross debt fell from 70.6% of GDP in 2004 to values between 60% 

and 64%, rising slightly between 2008 and 2014 due to the fall in GDP growth and revenue, as 

well as to policy reversals that reduced interest rates, payed by public bonds. 

The decline of GDP growth rates from 2011 reflects Dilma’s president reversal of Lula’s 

policies due to a shift in the international scene, principally caused by the decrease in commodity 

prices, the central base of Brazilian exports (and of our neighbors in South America). Policies 

that cut public spending, initiated early that year, signalled a slowdown of the economy. On the 

other hand, the reduction in commodity prices revealed the fragility of the strategy of increase of 

consumption and income without relative growth in industry, based on imported goods. The 

manufactured export that was intended principally for Latin America also declined. The decline 

in commodity prices affected all countries in the region that had previously benefited from the 

export boom. 

With 20 years of the valorization of the Brazilian currency Real, as well as with the rise 

of China, industry has benefitted little from the growth of the decade. This reflects the lack of 

specific policies, which have had negative effects on employment in the sector which have a 

strong multiplier and distributional effects on the economy. The devaluation of the national 
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currency only began when the economy was already slowing in 2011. This should have been 

done when the economy was growing in order to stimulate domestic industrial production, thus 

lowering the impact of inflation and imports. With the economy slowing, the currency 

valorization causes a pressure on prices by transfer of import costs by corporations, and few 

companies were willing to invest in import substitution as economy goes down. A decrease in 

interest rates throughout 2012 – that was expected to have an instantly positive effect on 

industrial investments – served only to infuriate the financial market and rentiers, and for that 

reason it was quickly reversed. Economy activity further declined continuously. 

Even in this scenario of slowdown, the unemployment rate continued to be low until 

2014, while the average income continued to grow – principally due to the expansion of the 

service sector – as inflation remained relatively stable. After having remained positive 

throughout 20 years (+3,0% to 3,5% of GDP), in 2014 the government’s primary
2
 budget surplus 

fell slowly, becoming a deficit in December (-0.6% of GDP). On the eve of the elections, this 

fact was enough to legitimize an accusation against the government of a fiscal “debacle,” when 

in fact, the deficit was the result of a decline in revenues due to a drop in the actual growth of the 

economy, as opposed to because of the increase in public spending. 

A problem in the external accounts starts in 2012-13 in the face of falling of commodity 

prices. It became clear that it was the moment to review strategy, resume the Growth 

Acceleration Program (PAC) to provide positive signals to businesses and thus draw principally 

industrial investments – including import substitution – gradually dismantling the import 

pressure. However, strategy was not reviewed until 2014. Instead, the economy continued to 

decelerate, further losing credibility. 

In 2015, due to policy pressures or errors in steering, it was decided to implement an 

incredibly strong recession-provoking policy, which was being signalled since the end of the 

mandate in 2014. Orthodoxy austerity and special kind of interests triumphed over heterodoxy 

which proposed a leap forward as the solution. The option to maintain employment and income, 

as well as to correct the course due to a reversal of the international situation which impacted the 

international Commercial Balance, was substituted by a brutal austerity policy.  

These fabricated recession-provoking policies have already demonstrated their impact on 

employment and income. High interest rates on government bonds cause a strong transfer of 

income to the financial rentiers, reaching volumes of 8% of GDP, compared to the historic 5% of 

recent years.
3
 In this way, the austerity policies – despite their purported objective to combat 

currently rising inflation – promote an incredible concentration of income alongside the decline 

of wage-goods s and employment. Additionally, starts a movement to criticize the 1988 

constitution  which has accused of giving too much importance to social rights in relation to the 

spending capacity of the state. The objective is to generate public budget primary surplus to pay 

high interest rates and not the social expenses. 

                                                
2
 It not includes interest or public debt payments, only operational accounts.  

3
 For the sake of comparison, at the height of GDP growth and of the Growth Acceleration Program in 2010, Brazil 

invested 2% of the GDP in infrastructure. With the current interest rate policy, Brazil cut infrastructure budget. 
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With an economic theory disguised as technical – based on mathematics that scare 

layperson all the while being a laughingstock to physicists – orthodoxy theory serves to 

determine who benefits from National Income. Using the media, orthodoxy transformed a stable 

inflation rate of 6.5% annually to a hyperinflationary monster. Besides this, orthodoxy also 

placed an enormous magnifying lens on a public deficit harbinger, against a low public debt in 

relation to that of almost all other countries in the world, announcing a “fiscal debacle.” Today, 

after significant austerity imposed on the economy, inflation is increasing nearly 10% annually, 

with negative GDP growth of -3,5% in 2015, a growing unemployment rate, and, worse, there is 

no sign of the recovery of metaphysical “credibility” promised by the orthodox theory in which 

the adopted policies were founded.  

  

Employment, the labour market and income: the theoretical question 

The debate regarding the question of unemployment is ample and historically present in 

economic literature, and is central in the discussion between streams of thought. This debate is at 

the base of the structure of orthodox thought, materializing in policies of “inflation targets”, 

founded in the “natural rates” equilibrium of employment and production. Such natural rates halt 

public intervention due to the risk of breaking the “credibility” which constitutes the 

psychological nature of agents. Its base originates in the recuperation of the idea that the labour 

force is a commodity to be bought and sold for prices determined by supply and demand. This 

concept harkens back to the XIX century, when it was amply discussed by Marx and Keynes in 

their respective works. More recently, these ideas were revisited by new classical thought 

through incorporating Friedman’s “natural rates” of unemployment and with the criticism of the 

Phillip’s curve (Friedman 1988, p.389) of the old orthodox Keynesianism
4
 (see the debate 

between Snowdon & Vaine 2005).  

With the persistence of elevated unemployment rate in the real world, orthodox 

Keynesianism itself modified the concept of “full employment”, discussed by Keynes, to a 

concept founded in Phillips Curve, defined as that level which does not accelerate inflation. This 

thus admitted a “normal” unemployment equilibrium – in the classical sense – between supply 

and demand of labour. An increase in demand of labour alongside a decrease in supply created 

upward wage pressures (as in the commodity market) implying additional costs that firms 

automatically transfer to their prices, precipitating inflationary pressures. By this view, a rate of 

unemployment would exist that does not accelerate inflation (Lavoie 2006, p. 13).  

For new classical thought, following Friedman, this logic would not be valid. They 

appeals to the microeconomic “rationality” of labour force, which asserts that workers would 

offer labour according to their real wages (purchasing power), independently deciding to work or 

not based on a rational trade-off between income and leisure (Snowdon & Vane, 2005, p. XX; 

Lavoie, 1992, p.219). By this logic, workers decide how much labour power they offer. This 

implies that a “natural unemployment rate” exists, defined by the workers through inter-temporal 

changes in wage-goods. Following this theory, the rate of employment is not an autonomous 

                                                
4
 Refer to the model IS-LM, founded by economists Hicks, Hansen, and Samuelson.  
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decision made by companies, once labour demand is understood as based in a technical relation: 

in production and costs curves defined in terms of available technology, the level of productivity, 

and the price of factors of production, particularly labour. By this logic, founded in 

predetermined labour supply, for each level of wage-goods , the companies always hire more 

workers, while the marginal revenue given by the production and sale of an additional product 

unit (hypothetically decreasing) is higher than the marginal cost of the increase production due to 

the additional employment (hypothetically increasing). According to orthodox logics, the 

companies always maximize employment depending on their hiring costs, which constitute their 

marginal costs. In this way, if they do not hire, that is because of elevated wages that do not 

compensate for the expansion of production. Therefore, the aggregated supply is defined at a 

given level due to the price of factors of production, principally, labour. 

In this way, there would be technically an optimum relation that connects labour demand 

to labour supply, the latter workers’ decision. This is how the natural rate of unemployment is 

defined. Any deviation on this level would pressure an increase in real salaries, “forcing” 

employers to increase product prices, causing inflation. Inflation is therefore a result of the 

increase in employment above the natural rate by an external interference to market factors. By 

this way, the potential growth rate of the GDP (natural product – aggregate supply) is defined 

depending on the microeconomic foundations that govern the labour market: the autonomous 

rational behavior of workers in relation to the rational technical maximizing behavior of 

companies. 

The theoretical logic of the “natural rate of unemployment” substituted the classical 

notion of full employment that, in fact, does not translate to reality. However, the “natural rate of 

unemployment” is not so different from the unemployment discussed and criticized by Keynes in 

his “General Theory…” (Keynes 1982, p.25). This is evidenced when affirming that, for 

orthodox (“classical”) thought, there only exists voluntary unemployment, the decision of 

workers, which they arrive at through a comparison between the marginal disutility of work and 

the marginal utility of real wage gain, or otherwise, that there would only be unemployment 

caused by “adjustment imperfections” such as: “disproportions in specialized resources”, 

“miscalculations” or “unexpected changes” (information gaps), or “intermittent demand” 

(business cycle), concepts that can be embedded in current theories of “market failures” present 

in the new Neoclassical Synthesis (see Carvalho, 1987/88). 

For orthodoxy, the violation of the natural rate of employment and production creates 

confusion in the markets, which hinders their natural adjustment through flexible prices in the 

“business cycle” also inherent to the economy as it works. This translates into a pendulum 

motion of adjustment between supply and demand via free variation of prices in different 

markets, in order to ensure the optimal allocation of scarce resources. In this way, interference in 

markets would leave agents (workers, entrepreneurs and consumers) confused, without knowing 

if the variation of prices is inflation or if it signals necessary adjustments between supply and 

demand. This adds another psychological factor to the context. The defense behind the new 

“inflation-target policy” is based in this idea that it is crucial do not confuse these agents that 
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know how economics works. This is added to the idea that markets correct themselves in an 

efficient fashion, as though there exists a “Hayekian intelligence” internal to them. 

Substituting the notion of full employment for the natural rates of unemployment idea is 

providential. Full employment is a concrete and defined concept, even as an objective to be 

achieved: the lowest possible unemployment rate toward zero. Already the concept of a natural 

rate of unemployment carries the discussion to a metaphysical level defined by the abstract 

“rationality” of workers, by the idea they have the power to define their salaries and determine 

the volume of labour they offer. This is also founded in a metaphysical concept of the “rational 

and production maximizing” firm that Keynes already destroyed, alongside Marx, in introducing 

money and capital accumulation as central objectives, and not the maximization of production 

due to factor costs. This becomes clearer because the natural rate of unemployment is unknown: 

its level is reached through deduction from hypotheses based on agents’ ideas of rationality – 

transformed into rational expectations. To guarantee the desired conclusion, the path is 

strategically inverted: inflation results when the rate of unemployment falls outside its natural 

level, as in, there are more workers employed than the economy can support given the 

technology that defines the level of marginal product and wage-goods . In this way, inflation 

would be, through deduction, the result of this imbalance as salaries raises. The rate of 

unemployment is not known, but by deduction, if there is inflation or deflation (rare case), 

unemployment falls out of its natural balance. In reality, this concept aims to cover the concrete 

discussion about the existence of unemployment – as it relies on the idea that involuntary 

unemployment does not exist, except in the very short term, and markets (all, including the 

labour market) naturally arrive at equilibrium. 

The most interesting is that this issue was central to the debate in Keynes’ era. It is not for 

nothing that this issue is discussed in Chapter 2, practically the first chapter of “General Theory.” 

Furthermore, this has already been amply discussed by Marx in another way in Chapter XXIII of 

his “The Capital” book I.  It is worth revisiting these arguments, since the current debate on the 

issue is guided between stylized orthodoxy, as exposed above, and heterodoxy. The axis of 

difference is that, for these authors, the worker does not possess whatever power to define their 

salary (real or nominal), but instead, it is the companies that determine the level of employment 

based on their autonomous decisions about investment which depend little (and sometimes not at 

all) on the cost of labour, but depend heavily on an uncertain future, involving the dynamic 

struggle for control and occupation of markets between “individual capital” or corporations in 

their expanded accumulation strategies. Positioning labour as a “scapegoat” for the problem 

seems to serve ideological rather than technical ends. 

  

Marx’s labour market    

It is interesting to return to the classics to introduce a discussion dominated by self-

identified neo-classical thought (center of the new Neoclassical Synthesis), which has its base in 

“marginalists” (Walras), also of the XIX century, from which the foundations of current 

orthodox thought are derived. In this way, revising Marx when discussing the labour “market” 
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does not seem heretic, but instead demonstrates that the currently evolving discussion is in fact 

very old, and has already been covered more prudently. It is worth recalling Chapter XXIII of 

“Capital”: 

 

The demand for labour is not identical with increase of capital, nor supply of labour with 

increase of the working class. It is not a case of two independent forces working on one 

another. Les des sont pipes. Capital works on both sides at the same time. If its 

accumulation, on the one hand, increases the demand for labour, it increases on the other 

the supply of labourers. The action of the law of supply and demand of labour on this 

basis completes the despotism of capital. (Marx 1980, p. 743).  

 

The demand and the supply of labour follow the designs of the dynamic accumulation process, 

not the wishes of autonomous workers. When the economy grows and the capital accumulation 

process is amplified, the demand for labour increases, applying pressure that raises wage-

goods.Without the development of new technologies, this wage pressure decreases the surplus 

labour that is surplus-value. It is this very cost pressure that leads companies to invest in new 

machines and technologies to substitute labour (which can be relative and not absolute, given 

that both amount to economic growth), modifying the composition of capital in a dynamic 

process. Innovation is driven by competition between individual capitals (corporations), in their 

search for decreasing the individual unit value of the goods they produce in relation to the 

average value of those of their competitors. In this way, individual capitals become more 

efficient and superscede their competitors, all the while substituting labour, which is more 

expensive, with machines and modern, cheap equipment. It is this dynamic that forces a 

permanent search for innovation and technology, as it elevates the productivity of the economy 

as a whole – hence rendering final products cheaper – allowing, if the gains in productivity are 

not fully transferred to the workers, the diminution of the relative participation of salaries in the 

total value created, increasing the relative surplus-value for all individual capitals. 

The contradiction of this dynamic is that when capital expands, given the technology, the 

demand for labour increases, but when the technological innovation (that substituted workers 

with modern machines) takes place, workers are expulsed from the process, subsequently also 

increasing the available supply of labour. Therefore, capital acts both on the supply and the 

demand of labour, and has the tendency to, in this process, cheapen the labour force in relation to 

the value created, which may reduce its participation in the National Income. Therefore, this 

process serves to concentrate income when productivity gains are not transferred to labour and 

when the result is unemployment. For instances in countries where income is very poorly 

distributed – even if salaries increase on the basis of productivity –  better distribution would 

only occur if income were to surpass productivity, redefining the division of value between paid 

and surplus labour. 

The described procedure, in addition to being under the control of capital, has, according 

to Marx, a tendency to exclude labour from production rather than to include it. Jeremy Rifikin’s 
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classic text points to this problem, which is revisited in the new introduction of his 2004 edition, 

which affirms that: 

 

“The old logic that technical advances and increases in productivity destroy old jobs and 

creates new ones is no longer in force. Productivity has always been seen [in orthodox 

thinking] as an engine for job creation and prosperity. … Productivity is increasing 

rapidly in the US and, at every step, more workers are dismissed” (Rifkin 2004, p.xxi).  

 

Rifkin himself highlights the possibility of the transfer of jobs to other countries such as China, 

but pointing that the expulsion of workers is a trend of capital accumulation this is a process that 

must also occur in China. Besides this, he contends that this structural unemployment is also 

affecting the service sector. 

According to Marx’s logic, it would only be possible to increase employment by 

expanding and accelerating the capital accumulation process continuously, which is not only 

difficult, but also because its tendency is always ends in a crisis of over-accumulation (excess 

capacity) and under-consumption, the latter a consequence of the decline in labour’s share of 

national income. And yet, it is still necessary to seek mechanisms for income distribution that 

fall outside the standard accumulation or market logic. 

In this way, there exists no real labour supply curve defined by workers who have not the 

capacity to determine their salaries. Instead, what exists is a constant and dynamic pressure to 

maintain low salaries, combined with an unemployment rate, which does not impact the rates of 

corporate earnings. These ideas can concretely explains what orthodox economics call the 

natural rate of unemployment: that which does not impact corporate profits and does not permit 

income distribution through the elevation of wage-goods above productivity. 

  

The labour market and Keynes’ critique   

It is not a coincidence that the radical critique of the neoclassical labour market is 

addressed at the beginning of Keynes “General Theory of Labour…”. The issue was central in 

debates in the 1920, as it is today (Keyes published a book in 1936). Dispel the myth that the 

economy is the science of “allocation of scarce resources” was essential, as evidenced in the first 

paragraph of chapter 2 (Keynes, 1982). The first objective was to demonstrate that labour – the 

principal productive resource, which creates machines and develops technology – and more 

generally, supply as a whole, is not inherently scarce. This demonstrates that, while considering 

(in a first approximation) the labour demand curve downward-sloping due to the notion of 

precarious idea of diminishing marginal product, it does not stand to understand the labour 

supply curve as defined by the power or desire of the workforce, the marginal disutility of 

labour. This unrealistic basis is discussed in Lavoie (1992 chapter 5, p. 217-224) in affirming 

that “the aggregate supply curve of labour may take just about any format” and more than that it 

“does not affect the analysis of the labour market” (Lavoie, 1992, p. 224). 
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The inexistence of a labour supply curve is fundamentally due to the fact that workers do 

not define the volume of labour nor their salary (see Sicsú 2003, p. 160). As there is no form of 

social existence available given that the workers have no capital, they can only exist socially 

through the sale of their labour. Workers do not possess the power to decide to work or not 

whatever their salary will be. Their power is limited to comparing their salary with that of others 

in their field. Moreover, if indeed there exists a marginal disutility of labour that prevents one 

from accepting to work, this it must be very low given that there is no alternative to ensure one’s 

social existence. 

It can also be argued that a downward-sloping labour demand curve exists due to the “law 

of diminishing returns” – in which each additional unit of labour creates another product that is 

smaller than the previous (diminishing marginal product) – still based partially in orthodox 

thought. On one hand, this would only be valid were there no economies of scale, even in the 

short term (the more is produced, the lower the cost per unit), which – since Kalecki (1983, p. 

13) raised the issue following Marx – have become the norm. Regardless, accepting that the 

marginal product is declining, this would only work in the short term, during which the 

manufacturing facilities are a given. In the long term, when investments in capital stock are 

considered (Keynes 1982 p. 125), the manufacturing facilities can be increased, they are not 

restricted, and the level of technology and productivity can be elevated. As such, the existence of 

the labour demand curve – negative given technical relations of production (marginal 

production) – is disputed. 

Thus, the employment problem is not related to these mechanisms or to the logic of the 

labour market. The demand for labour is a prerogative of the companies according to their 

strategies, based on their anticipated monetary gain for the future (Marginal Efficiency of 

Capital) when they decide to create a number of jobs that will generate certain product value 

(supply price). This decision relates to the “Effective Demand” that companies expect to achieve 

in the future. Companies do not decide the volume of employment necessary dependent on the 

current wage. The problem is how much companies will sell in the future, which is inherently 

uncertain and depends on future aggregated demand that is clearly unknown. The expectation of 

low wage in the future weighs negatively on the decision of companies, as it suggests a lower 

future consumption. 

This signifies that if a company decides to employ a number of workers disregarding the 

terms of labour supply, “...there may be no method available to labour as a whole whereby it can 

bring the wage-goods equivalent of the general level of money wages into conformity with the 

marginal disutility of the current volume of employment” (Keynes, 1982, p. 30). 

It is expectations for the future, not the volume of factors of production or volume of 

workers available that determine the size of investment, and thus how many workers will be 

hired. On the contrary, there is no relation with the labour offer, but instead with the future 

Effective Demand. Thus, companies may decide to use a volume of factors of production lower 

than that which is available (workers that wish to work for the prevailing wage) because they do 

not believe they will find future demand for greater investment. In this way, they determine the 
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size of their productive structure. Companies do not know how much will be consumed in the 

future because that depends on the jobs created. Furthermore, they especially do not know the 

size of the future investment (demand production goods), as that will depend on future decisions 

of the companies to invest which are almost totally unknown. 

By this same logic of capital accumulation, there is no way to determine if labour is at the 

hypothetical “natural level”, neither to imagine that microeconomic decisions, as rational as they 

may be, would lead to attaining full employment. A natural employment rate does not exist, just 

as an imaginary balance in the labour market does not exist. The power of the decision is not in 

the hands of the workers, but in the hands of the companies that make the investment decisions 

depending on their future expectations at long run, which Keynes named “effective demand” 

(Keynes, 1982 p. 38). Therefore, the number of jobs that will be created has little to no relation 

to the “orthodox” concept of the labour market. Instead, it is the investment decision – a 

transformation of money into productive capital – taken unilaterally by the capitalist 

entrepreneur. It is this investment that determines the level of employment. 

Orthodox thought attempted to transform these expectations (radical uncertainty) into 

something known, something that can be rationalized, contrary to the very terms. Thus, agents 

would know what happens in the future, allowing them to anticipate their decisions according to 

that which they understand as correct economic theory, as the natural functioning of the 

economy. As such, the future became fully recognizable. Moving forward, as the agents 

(companies and workers) know the principle of natural rates of unemployment, they understand 

that their violation would cause inflation (or increase the public debt). By this route, the 

government – in guaranteeing that it would not violate the natural logics of natural economics 

laws – would ensure that “rational expectations” direct the actions of entrepreneurs and markets 

at their natural level of dynamic equilibrium. Without inflation, the variation in prices in the 

“business cycle” would serve to signal for allocation of the factors of production in diverse 

sectors of the economy. Economic growth would occur naturally within the limits of the natural 

rates of unemployment and production. Therefore, there exists no “issue of unemployment” for 

orthodoxy, nor income distribution problems. 

 

How is labour elevated?   

Economic growth in capitalism depends on entrepreneurs’ decision to invest, not 

workers’ decision whether or not to work. Companies that invest also decide how much the 

economy grows, and how much employment will be generated. Natural rates do not exist. 

Instead what exists is a dynamic process of bargaining for surplus value between labour and 

capital, with clear disadvantages for labour as it possesses only itself as a means of economic and 

social existence. The contradiction is that this dispute can be inflationary: entrepreneurs transfer 

wage increases to prices. This is standard practice in an oligopolistic economy. On the other 

hand, the need for the expansion, imposed by the logic of accumulation, propels each company 

forward in a mechanism founded in the dispute for the overall surplus value (added value) and 

for the space of accumulation. This forces each individual capitalist to invest in modernization, 
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replacing living labour with machines. The greater or lesser job creation depends on these 

dynamics of capital. 

The orthodox idea to maintain an abundant supply of unemployed workers, which make 

up the “natural rate of unemployment”, serves to prevent wage pressures in the process of 

unequal competition for wealth. Contradictorily, the unequal distribution of income hinders 

economic growth, and capital accumulation itself, in its most expansive sense. It also contributes 

to impeding investment in innovation and technology, resulting from the effect of those very 

wage pressures on corporate profits. Thus, this idea, despite being microeconomically logical, 

prevents its own investment and growth. In addition, the impact on the consumer market further 

impedes the expectations on future business demand. On the contrary, as can be seen in Brazil 

today, investments drop further, fueling negative expectations. From there, unemployment 

grows.  

This indicates that the employment problem is, first of all, related to how the logic of the 

capitalist economy is understood to function. The current Brazilian Minister of Economy 

approaches the economy with a new neoclassical orthodox synthesis logic, and repeatedly asserts 

that the economy will soon return to its foundations. From there, he contends, rational 

expectations will be restored and investments will automatically grow, respecting the natural 

rates of unemployment and production. Thus, in the years of employment growth, the 

government is accused of having cheated workers (Friedman 1988, p. 431), as “populist” 

economic policies removed the economy from its state of dynamic general equilibrium which is 

reliant on natural rates.  

This “irresponsibility” of the government in the past years caused an imaginary 

acceleration of inflation rates – imaginary because it did not surfaced until the adoption of the 

restrictive policies of 2015. According to this logic, maintaining expansionary policies for a long 

time would have led the country to inflation and an upward spiral of prices and wages. The 

proposed solution was to force the economy to return to the hypothetical natural rate of 

unemployment, resting upon the understanding that this would guarantee the resumption of 

confidence for agents, as well as the price mechanism as a factor of excellence in the allocation 

of scarce resources. Facing a stabilized scenario, entrepreneurs (as autonomous maximizers) 

would invest, which could increase productivity and create new jobs given that wage-goods 

could be higher and more people would want to work, 

 

“celebrated optimism of traditional economic theory, which has led to economists being 

looked upon as Candides, who, having left this world for the cultivation of their gardens, 

teach that all is for the best in the best of all possible worlds provided we will let well 

alone...” (Keynes, 1982 p.44). 

 

By this account, the only solution to the problem of unemployment is economic growth. 

This requires investments. Companies only invest pushed by competition strategies and for new 

spaces of accumulation (Marx) and by the expectation to sell their goods at the desired supply 
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price, thus reaching an effective demand in the unknown future (Keynes). This expectation 

depends on the level of consumption to be achieved in the future (income level of workers) and, 

most important, depends if the companies in the future were to continue investing (buying the 

production), if them will remain optimistic and will be pressured by their market strategies to 

modernize.  

Even in this scenario, there is no guarantee that employment growth will result in an 

improvement of income distribution that favors labour. Accumulation tends to concentrate 

income as surplus-value (profit, interest and rent). In a structurally unequal economy like that of 

Brazil, is not enough create jobs to improve the distribution of income. The capitalist 

mechanisms of pressure for the increase in wage-goods does not function, not only because of 

the logic Marx exposes, but also because companies have the power to transfer costs to prices, 

generating inflation and impeding the distribution of income via wages. 

The only way to return to growth would be through a signal change by the government 

for companies to resume investments – the current signal is austerity and recession. This is 

particularly important for industry that was excluded from previous growth given the dream that 

the country would grow and develop returning to its status as a primary exporter of soya beans 

and iron ore. One way to initiate this signalization to businesses is by the resumption of public 

investments on infrastructural projects. If the 3% increase of the GDP interest payment (which 

rose from 5% to 8%) on public debt is shifted to infrastructure, the reality would be entirely 

different. With economic growth, tax revenue would also increase to meet the social policies 

which account for a small sliver of the budget, yet are nonetheless critical in the distribution of 

income. Despite the possible and normal salary increases through pressure on labour demand, 

companies not only gain from increased consumption – which requires a smaller transfer to 

prices (diminishing the inflationary pressure) – but also would be pressured to invest in new 

technologies that increase productivity, as in the capitalist system in reality.  

Regardless, it is only possible to resolve these problems by ending the neoclassical new 

orthodox synthesis logic, which has overtaken the bureaucracy of the state all around the world. 

Founded in microeconomic arguments that fail to understand the complexity of macroeconomics, 

new orthodox logic instead serves to generate domestic income for the rentier groups.  

It becomes increasingly clear that the defeat of orthodoxy relies primarily on the defeat of 

a power structure rooted in a power block, which occupies space in the most forceful way of all 

state institutions. Defeat austerity policies.  
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