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The paper builds on Pasinetti’s separation between a dynamic path that provides a normative framework (the
“natural economic system”) and the need to devise concrete institutions to approximate that path (the “insti-
tutional problem™). The paper argues that addressing the “institutional problem” requires theorising the role of
actions within economic structures. By doing so, it proposes an approach to institutional analysis that shows how
an economy growing with structural change offers opportunities for, and imposes constraints on, the pursuit of

collective objectives as well as particular objectives by social groups variously defined. It also makes it possible to
address the interplay between collective and particular objectives. A key argument is that how social groups
themselves represent structures and their position therein is a non-reducible factor to explain which dynamic
path an economy follows out of those which a given structure makes possible.

1. Introduction

A defining and distinctive feature of Pasinetti’s theory of structural
economic dynamics (Pasinetti, 1981, 1988, 1993, 2007) is the separa-
tion between a normative framework and the institutions that may or
may not make it possible to approximate that framework. More specif-
ically, the normative framework (the “natural economic system”) is a
dynamic path along which an industrial economy growing with struc-
tural change can reach certain systemic objectives. The need to devise
concrete institutions that would allow a given economy to approximate
that path, and hence to achieve those objectives, is what Pasinetti calls
the “institutional problem”. Pasinetti’s theory can therefore be inter-
preted as defining the conditions that a growing industrial economy
must meet to pursue collective objectives. Crucially, it remains
open-ended as to whether and how those objectives can be achieved in
concrete settings.

The paper builds on this interpretation of Pasinetti’s theory. It argues
that addressing the “institutional problem” requires delving deeper into
the role of actions, and, on that basis, it proposes a route to develop
institutional analysis. A key feature of the approach proposed in the
paper is that it makes it possible to study not only the pursuit of collective
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objectives within the structures of an economy growing with structural
change, but also the pursuit of particular objectives by social groups
variously defined, and the interplay between collective and particular
objectives. In doing so, the paper aims to show how Pasinetti’s work can
provide crucial building blocks to interpret economic structures as of-
fering opportunities for, and imposing constraints on, the pursuit of the
objectives of a variety of collective actors and social groups. It also ar-
gues that how social groups themselves represent the system and their
position therein is a non-reducible factor to explain which dynamic path
the economy follows out of those which a given structure makes
possible.

The paper starts by introducing Pasinetti’s distinction between nat-
ural and institutional analysis (Section 2) and specifically the “institu-
tional problem” that polities need to address in order to meet collective
objectives (Section 3). Pasinetti is not committal as to which actors
should pursue those objectives and, more generally, who the relevant
social groups in an economy will be; Sections 4 and 5 introduce the
problem and discuss the variety of social groups that could emerge
within a given economic structure. To think about which groups could
be relevant in a given situation out of those which are possible, it is
necessary to delve deeper into how action within structures could be
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understood (Section 6). On that basis, the paper theorizes what actors
might emerge (Section 7) and how they could represent economic
structure, and hence what constraints and opportunities that structure
entails for them (Section 8). In this light, Pasinetti’s “institutional
problem” can be revisited to account for a plurality of actors and ob-
jectives, both collective and particular (Section 9). Section 10 concludes
the paper.

2. Pasinetti on natural and institutional analysis

Pasinetti’s theory of structural economic dynamics aims to capture
an essential feature of industrial economies: the continual changes in the
structures of production and consumption, and the need to coordinate
them. The former derive from the application of human learning to
production, which results in technical change and accumulation; the
latter are caused by the evolving tastes of consumers in response to
changes in income. The need to coordinate production and consumption
imposes requirements that must be satisfied for collective objectives to
be reached. These requirements are intrinsic to the industrial form of
production and must therefore be addressed by all economies that
organise production in an industrial manner. These are what Pasinetti
calls capitalistic economies, which are characterized by “a certain stock
of capital goods” (Pasinetti, 1983, p. 411), and, in order to reproduce
themselves and grow, they must ensure “its continual renewal, and [...]
its expansion through time” (ibid.). These requirements hold irre-
spectively of whether a given economy also has capitalist institutions, i.
e., who owns the means of production (Pasinetti, 1981, p. 151).!

In Pasinetti’s analysis, several layers of objectives and requirements
can be detected. For example, the “general multi-sector dynamic model”
(Pasinetti, 1981, pp. 80-85) describes the conditions for what Pasinetti
defines as single-period equilibrium, i.e., full employment and full uti-
lization of productive capacity in a given period. It shows that even if the
system is in equilibrium in the initial period, it is not necessarily so in
subsequent periods. Whilst these dynamic paths do not prima facie entail
collective objectives, they still display (non-proportional) growth. And
whilst there are no explicit requirements, there arguably are implicit
ones, such as proportions between economic activities and technology
that make the system viable to start with, as well as a surplus that can be
invested to make possible the expansion of production capacity. These
requirements in turn presuppose a degree of coordination of economic
activity that can be seen as a systemic requirement for the collective
objective of growth.

“Dynamic equilibrium” paths (Pasinetti, 1981, pp. 85-108) display
full employment and full utilization of productive capacity at each
period. These features can be seen as systemic objectives. The problem is
therefore the following: in a multi-sectoral economy, full employment
and full utilization of productive capacity are reached if the production
and consumption of the product of each sector are equal in any given
period. However, because of continual change in production techniques
and consumers’ tastes, that equilibrium is incessantly disrupted.
Reaching the systemic objective therefore requires that sectoral
employment and hence productive capacity, relative quantities and
prices be constantly re-proportioned (Pasinetti, 1981, pp. 85ff.; see also
Garbellini and Wirkierman, 2014, p. 253). But no mechanism in the
economy guarantees that re-proportioning will happen automatically. If
this does not happen, the economy will grow along a path that is not an
equilibrium one, i.e., one that does not achieve full employment and full
utilization of productive capacity.

The “natural economic system” (Pasinetti, 1981, pp. 127-155) not
only displays full employment and full utilization of productive capacity
at each period. It also has the property that a pure labour theory of value
holds, so that equal rewards are offered to equal amounts of

1 See Garbellini and Wirkierman (2014, pp. 235ff.), where this distinction is
made explicit and its implications are analysed in depth.
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homogenous labour (ibid., p. 132), and all surplus goes to wages because
profits only serve for investments needed for expansion of productive
capacity.” These can be seen as collective objectives that require a
specific set of sectoral profit rates, each of which must be equal to the
sum of the rate of growth of population and “the rate of increase of per
capita demand for each consumption good” (Pasinetti, 1981, p. 130).

Pasinetti highlights that there are no mechanisms that guarantee that
a given economy will approximate the natural system:

“The natural economic system [...] does not automatically come into
being by itself. It has to be brought into actual existence — by us. But it
is a moving framework (not a stationary one). This means that, within
it, many profound tendencies are constantly at work, from its very
foundations, which are making it continually evolve, i.e. change in its
structure. Thus, even if, or when, the natural economic system were
hypothetically to be brought into active existence at any specific
moment in time (which will never happen, also because some extant
institutions, at any specific point, may become unsuitable), it would
then soon change in size and, most importantly, in its proportion (i.e.
in its structure) and hence the current economic magnitudes would
have to be modified accordingly, as time goes on” (Pasinetti, 2007, p.
306, emphasis original).

Hence, far from being a description of an actual dynamic path, the
natural system spells out the requirements imposed by a capitalistic
organization of production to a polity that aims to achieve certain col-
lective objectives in the face of structural change.® How to do that?

“To bring the natural economic system into existence, to close its
degrees of freedom and then to keep it going through time, a set of
procedures, rules, regulations, administrative bodies is required,
which for short I have called institutions. [...] Essentially any society
must face its ‘institutional problem’. It must face the social re-
sponsibility of constructing its institutions, adapting and modifying
them as time goes on, perfecting them and (now and then when it
becomes necessary) even discarding some of them, while inventing
new ones” (Pasinetti, 2007, p. 306, emphasis original).

Arguably, different institutions would be suitable for the different
collective objectives discussed above.? Pasinetti sees this separation
between a normative framework (whether the “natural economic sys-
tem” or the other paths) and the concrete institutional settings that may
or may not allow an economy to meet the requirements of that frame-
work as classically inspired, for “classical economists always underlined
the necessity of penetrating below the surface of the immediately
observable economic phenomena, into the more fundamental forces that
move them”, and in particular “the determinants of the economic
magnitudes that characterize the industrial economic systems”

2 Ppasinetti shows that, in the natural system, “[total] profits emerge as a kind
of prior claim to share in the final national income, while total wages — by being
(conceptually) determined after profits have been determined already — emerge
as a kind of residual, or looking at it from a different point of view, as a ‘surplus’
that remains over and above what has been charged for profits” (Pasinetti 1981,
p. 144). Hence, “[total] consumption [...] (conceptually) emerges as a kind of
residual, or ‘surplus’. It must absorb all that is left over after providing for the
necessary additions to productive capacity, as a requirement for full employ-
ment growth” (ibid., p. 146).

3 The same can be said of the paths, discussed above, that entail ‘mere’
growth or equilibrium growth, which require less demanding conditions than
the natural system.

4 For example, Pasinetti shows that a uniform rate of profit may, under
certain condition, allow full employment and utilization of productive capacity,
but it would require giving up the ‘natural’ feature of prices that are propor-
tional to physical quantities of labour (hence, a pure labour theory of value) and
accepting instead prices that reflect labour equivalents (Pasinetti 1981, p. 153),
with “quantities of labour being weighted differently according as to whether
they were applied directly or indirectly” (Pasinetti, 1981, p. 132).
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(Pasinetti, 1993, p. 146).° And yet, in contrast to the Classics, whom he
sees as attributing ‘natural’ character to the institutions of the com-
mercial society (ibid., p. 118), Pasinetti argues that natural features are
to be found at a “deeper and more fundamental level” (ibid.): that of the
pre-institutional mechanisms that operate in any economy organized
industrially, irrespective of its institutional arrangements.®

Pasinetti’s separation adds a further system-level means-ends prob-
lem to what characterizes many approaches in structural economic
analysis. In fact, the latter approaches can be interpreted as studying the
requirements that economic structure imposes on the pursuit of collec-
tive objectives (Cardinale, 2022a). For example, the Hawkins-Simon
conditions (Hawkins and Simon, 1949) can be seen as setting an
objective of viability (reintegrating the inputs and generating a
non-negative surplus) and finding the requirements for the pursuit of
that objective, in terms of the range of proportions between quantities of
outputs of different industries. In von Neumann’s (1945-46) model, the
objective is the maximum growth of the system, and the constraint de-
rives from technology; specifically, technology determines the growth
rate of the slowest-growing sector, which in the equilibrium growth path
imposes the growth rate of the entire system. In Quadrio Curzio’s model
(1967, 1986; Quadrio Curzio and Pellizzari, 2009, 2018), the systemic
objective is the same as von Neumann’s (i.e., maximum growth), but its
pursuit is subject to the scale constraints deriving from the use of
non-produced resources. In Pasinetti’s approach, the first means-ends
problem concerns the magnitudes that make it possible to achieve col-
lective objectives. The second means-ends problem - the “institutional
problem” — concerns how to design institutions that make it possible to
achieve those magnitudes in concrete settings.

3. The “institutional problem”

Let us recall how Pasinetti introduces institutions and the “institu-
tional problem”.

“To bring the natural economic system into existence, to close its
degrees of freedom and then to keep it going through time, a set of
procedures, rules, regulations, administrative bodies is required,
which for short I have called institutions. [...] Essentially any society
must face its ‘institutional problem’. It must face the social re-
sponsibility of constructing its institutions, adapting and modifying
them as time goes on, perfecting them and (now and then when it
becomes necessary) even discarding some of them, while inventing
new ones” (Pasinetti, 2007, p. 306, emphasis original).

So, Pasinetti takes institutions to be what closes the degrees of freedom
of the system from potential paths to an actual path. This can be the natural
path (or, more realistically, an approximation thereof), or another path.
Specifically, institutions define the magnitudes that bring into existence
one dynamic path out of those which are possible given the coefficients.

“The same economic variables may actually come under scrutiny at
both levels of investigation, but in a quite different manner: at the

5 An example of this separation can already be found in Pasinetti’s (1962)
determination of the profit rate required to generate the investment that pre-
serves full employment in a growing economy. Pasinetti shows that this
requirement holds for ‘capitalist’ and ‘socialist’ systems alike: if full employ-
ment is to be maintained, the system must generate savings and investment at
the required level, although how this will be done and by which socioeconomic
group will differ across systems. See Baranzini (1991) for a study of manifold
institutional arrangements, dynamics of social groups and patterns of behaviour
that make it possible to satisfy Pasinetti’s condition (see also Baranzini and
Mirante, 2013, 2018).

© See Scazzieri (2012) on continuities and discontinuities between Pasinetti’s
and the Classics’ natural analysis. See Bellino (2015) for a comparison between
Pasinetti’s natural system and Garegnani’s (1984) “core” of a capitalist system
in the light of classical theories and Sraffa’s reinterpretation thereof.
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natural level as ideal positions to be achieved; at the institutional
level as actual positions that are in practice realizable, through
particular institutional mechanisms; the latter having to be
compared with the former, and to be gauged according to the speed
with which they tend towards the former” (Pasinetti, 1993, p. 147).

Whilst this definition of the institutional problem leads to a ‘residual’
understanding of institutions, which may not amount to a formal defi-
nition, it is useful for the purposes of this paper as it focusses on re-
quirements whilst preserving open-endedness as to how they are
satisfied. More specifically, this paper focuses on what is arguably an
important but largely neglected aspect of open-endedness: who the
relevant actors are and what their actions will be. In fact, the natural
system only specifies the requirements for a growing capitalistic economy
to reach the collective objectives discussed above. That is, it specifies
what needs to be done, but not by whom.

4. The systemic actor (or lack thereof)

Pasinetti’s discussion of how different institutional arrangements
may be more or less likely to lead the relevant magnitudes to the natural
levels does not explicitly commit to specific assumptions about actions
and actors (see, for example, Pasinetti, 1993, ch. 8). However, because
of the systemic character of the collective objectives and requirements
imposed by the production system, it is unsurprising that Pasinetti often
refers to a collective actor acting on behalf of society as a whole — what
could be called a “systemic actor” (Cardinale, 2022a). A typical case is
the “Agency” tasked with pursuing full employment (Pasinetti, 1981, p.
91).

For the purposes of the collective objectives of full employment and
full utilization of productive capacity, a systemic actor could indeed
exist: typically, a national government. But if we consider collective
objectives that should be pursued at the international level, such as in-
ternational macroeconomic stability or environmental sustainability,
there is typically no actor that has the mandate or power to act on behalf
of an international economic system (such as the world economy). In
fact, even within a given country, to the extent that reaching full
employment and full utilization of productive capacity also depends on
other countries through export demand, as is the case in an open
economy, then the powers of a (national-level) systemic actor are not
unlimited; that is, they are constrained not only by materiality and in-
stitutions, but also by the actions of other (in this case, external) actors.
More generally, even when a systemic actor exists, its powers are the
result of a process of centralisation that takes place over time and is
never complete. The systemic actor always has, to varying extents, to
interact with social groups whose worldviews and objectives may well
differ from those of the systemic actor. These groups can be called
“subsystemic” actors. In sum, the ability to act — whether to merely carry
out “private” economic actions, or to try to influence collective decisions
— belongs to a variety of potential actors, be they systemic or sub-
systemic. Who these actors are, and what objectives they pursue, is an
institutional feature.

5. Subsystemic actors

Who are the subsystemic actors? It is typical in structural economic
analysis to assume at the outset (i) what the social groups are (e.g.,
classes defined on the basis of the income they receive); (ii) that they
behave in ways that follow straightforwardly from their position in
structure, so that their actions can be assumed ex ante (e.g., workers will
consume, capitalists will save and invest); including (iii) what their
objectives are (e.g., securing a higher share of a given value added).

It will be argued in what follows that a limitation of this approach
derives from the fact that structure cannot determine the relevant col-
lective actors or their interests—much less their actions. Making sense of
actions requires taking social groups’ viewpoint — something that is
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seldom done in structural economic analysis. For example, even when it
is explicitly shown that a given class can receive a higher share of a given
surplus, such as in Sraffa’s (1960) standard system, it is rarely consid-
ered what its ‘action problem’ would look like (Cardinale, 2022a); for
example, how the workers’ class can obtain such higher share, i.e.,
through what means and with what constraints.

To establish that structure does not determine the relevant collective
actors, an important negative result can be obtained through Pasinetti’s
(1973) logical process of vertical integration. As is well known, Pasinetti
shows that any system of inter-industry interdependencies can equiva-
lently be represented as a set of final commodities, each produced
through an input of composite labour and an input of composite capital.”
From the viewpoint of action, the insight is that if the same structure can
be represented in different ways, each of which highlights different so-
cial groups, then structure in itself cannot determine what the relevant
social groups are in a given situation, and what their interests and ac-
tions will be (Cardinale, 2018b, 2022a).

Even within circular representations of the system, different aggre-
gations are possible, and this is particularly apparent by comparing
representations that differ as to the institutional assumptions they make.
Take for example the difference between the price systems of the open
Leontief system and the Sraffa system. The former can be seen as a
relatively pre-institutional representation as value added is generated in
industries but there are no assumptions as to how it will be distributed
between income types within them. Hence, the aggregations that could
count as actors in a given situation could be, for example, classes across
industries, income types within industries, or industries themselves. The
Sraffa model is less institutionally open. Here too industries are visible,
but since the rates of profit and wage are assumed to be uniform, capital
and labour appear as homogenous blocs across industries in that they are
remunerated uniformly; hence, the interests of workers are aligned, as
are those of capitalists. It is therefore likely that workers and capitalists
will appear as the relevant social groups.®

Such a way of thinking about the aggregations that are possible
within a given structure can be understood in terms of Truman’s (1951)
distinction between potential and actual interest groups. In the example
above, if the wage rate is uniform, all workers would benefit from a
higher share of surplus going to labour. Therefore, they are a potential
interest group in that they would benefit from the same outcome. That
they recognise themselves as such — as having an interest in common - is
a precondition for becoming an actual interest group, by organising
themselves to pursue that interest concretely by investing time and re-
sources to acquire the required political influence or clout in industrial
relations.

6. Two views of action

In the previous section, it was shown on the basis of representation
of structure alone (i.e., Leontief vs Sraffa representations) that struc-
ture cannot determine the relevant collective actors. Hence, different
potential interest groups are possible within the same economic
structure.

How to close this open-endedness? That is, how to move from the
variety of potential groups that a structure allows, to the actual groups
that form in a given context? To answer this question, it is useful to

7 See Baranzini and Scazzieri (1990) on the horizontal and vertical patterns of
interdependence underlying different economic theories, and the significance of
this distinction for economic analysis; see Landesmann and Scazzieri (1990) on
the implications for economic dynamics. The patterns of connectivity of a given
economy can give rise to yet other representations of economic structure (see, e.
8., Reggiani, 2022; Scazzieri, 2022) and a multiplicity of potential aggregations
of social groups (Cardinale, 2022b).

8 Note that these are only examples of possible social aggregates: other pos-
sibilities exist, some of which are mentioned in what follows.

205

Structural Change and Economic Dynamics 70 (2024) 202-210

distinguish between two ways to conceptualise actions. One view
emerges, for example, from Chapter 8 of Pasinetti (1993), where
different institutions are evaluated in view of their ability to bring the
relevant economic magnitudes close to their natural level. This approach
assumes that once institutions, i.e. “procedures, rules, regulations,
administrative bodies” (Pasinetti, 2007, p. 306) are set, the actions of
actors in the economy will be predictable, in the sense that actors can be
relied upon to behave in predictable ways given their position within
structure and the institutional arrangements that the systemic actor has
created. This can be seen as a “third-person” view of action (Cardinale
and Scazzieri, 2023; see Martin, 2011). It is an instance of what Bour-
dieu (1990) calls ‘social physics’, which is the approach to social science
that “sets out to establish objective regularities (structures, laws, sys-
tems of relationships, etc.) independent of individual consciousnesses
and wills” (Bourdieu, 1990: 26-27).° This is arguably the most common
view in structural economic analysis, and it is shown perhaps in its
clearest way in the assumptions made about workers’ and capitalists’
actions (for example, see Pasinetti, 1960, 1962).'° The fundamental idea
is that actions are seen as being determined by something external to the
actor; in this case, the position within structure (e.g., whether someone
is a worker or a capitalist) and institutions (e.g., private ownership of
means of production).

Lowe’s instrumental analysis, which shares some features of Pasi-
netti’s normative approach (see, e.g., Hagemann, 2022; Scazzieri, 2012;
Schefold, 2022), assigns a more explicit role to actions.

“[Instrumental] analysis takes as given not only the initial but also the
terminal state — the latter being "known" through explicit stipulation
of a macrogoal toward which the system is to move. The unknowns to
be determined are (a) suitable paths over which the system can move
toward the macrogoal, (b) behavioral and motivational patterns that
set the system on such paths and keep it to them, and, possibly, (c)
public controls suitable to elicit the appropriate motivations. Finally,
the link between data and unknowns is forged by our knowledge of
the pertinent laws of nature and engineering rules, including those
psychological laws that relate specific behavior to specific motiva-
tions, and of certain empirical generalizations describing the manner
in which the social environment and, in particular, public controls
affect motivations™ (Lowe, 1976, p. 12, emphasis original).

As compared to Pasinetti, Lowe more explicitly considers actions —
including the motivations of actors — as part of the systemic actor’s
strategy to achieve collective objectives. However, it is not fully speci-
fied whether the link between motivations and actions, especially as it
can be influenced by public intervention, is a stable and predictable
relationship or whether it involves an active role of actors, for example
in terms of degrees of freedom in interpreting the situation, their in-
terests, and which courses of actions would be most appropriate in the
light of that interpretation.

To allow for such a role for actors, we need to also consider the
“first-person” viewpoint (Cardinale and Scazzieri, 2023; see Martin,
2011). This is an expression of what Bourdieu (1990) characterizes as
“social phenomenology”, which is an approach to social theorizing
that seeks to render reality as it appears to a given actor. In contrast

9 The characterization of this approach as “social physics” has no derogatory
connotation. In Bourdieu’s (1990) view, it expresses the necessary epistemic
break that social analysis must make from how the world appears to actors in
order to capture relations that are otherwise not apparent.

10 pasinetti’s (1962) approach is particularly revealing because the behaviour
of social groups is not assumed ex ante as much as defined in terms of re-
quirements for full employment; this leaves spaces for a variety of behavioural
possibilities, such as a range of saving rates on the part of workers. Yet, the
theory does not aim to reconstruct how a group’s behaviour depends on its own
action problem (as defined below); in this sense, it adopts a third-person view of
action.
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to the third-person perspective, which attempts to explain action as
determined by forces external to the actor, such as position in struc-
ture and institutions, the first-person viewpoint (as instantiated in this
paper) seeks to consider the viewpoint of actors within structures, in
terms of the action problem on the basis of which actors act.'' This
can be shown to be influenced but not determined by structures
(Cardinale, 2018a, 2018b, 2022a). More specifically, the first-person
viewpoint will be considered in terms of how economic structure
appears, to actors positioned within it, for the purpose of action.'? In
other words, the focus is on the possibilities for action that structure
affords to actors within a certain position. This can be conceptualised
in terms of ecological psychologist James Gibson’s (1977) concept of
affordances. Gibson discusses how living beings perceive objects not
in terms of their material properties but for the possibilities for action
they entail. In what follows, Gibson’s approach is adopted to render
the idea that an actor does not aim to understand structure in terms of
relations for their own sake, but in terms of opportunities for action.
Specifically, the focus is on how a position in structure can afford
possibilities such as receiving a (higher) share of surplus. So, the
problem is how actors (at different levels of aggregations) are affor-
ded opportunities by their position within structure. This in turn re-
quires defining who the actors are, and then reconstructing their
action problem.

7. Identifying the relevant actors...

Once equipped with the distinction between third- and first-person
viewpoints, we can address the problem of identifying the actors that
are relevant within structures (and institutions) and how they formu-
late their action problems.'® One way to identify which subsystemic
actors can be relevant out of those which are possible is to go through
the (first-person) viewpoint of actors at the micro level, such as firms
and workers; that is, to consider their representation of themselves and
of the structures within which they act. For example, a given firm
might see itself as belonging to an industry or to a vertically integrated
sector, which in turn could be constructed on the basis of the final good
it produces, or the inputs it uses. This approach can also be explored in
the case of coalitions formed around the introduction of technological
innovations, where interdependencies are between the processes that
would be affected by such innovations. The same holds for workers:
will they see themselves as one social group across industries, or as
groups in each industry, or as groups defined by, say, mobility, or skill
level?

A given structure therefore affords different possibilities for potential
interest groups. Depending on how micro actors represent structures and
their position therein, they will see themselves as part of a given ag-
gregation or another, and hence will have different interests and

11 The idea that structure appears within the action problem of actors as a set

of constraints and opportunities is explored in more depth in Cardinale (2022a).
12 This is not restricted to individual actors; it can refer to agency at different
levels of aggregation, as will be shown in what follows.

13 A different approach to the endogenous formation of social groups is
developed by Baranzini (1991; see also Baranzini and Mirante, 2013, 2018),
where the emergence, evolution and (potentially) disappearance of groups
derive not only from structural and institutional factors, but also from behav-
ioural ones, i.e., from groups’ actions. Specifically, a key role is played by forms
of bequest behaviour, which are shown to generate different dynamics of social
groups. In this approach, actions are mostly understood from a third-person
viewpoint, although some elements of first-person analysis are present, as in
some places groups’ behaviour is explicitly understood as deriving from the
pursuit of objectives; however, this is rendered in a traditional microeconomic
fashion. In this paper, in contrast, first-person analysis is theorised as an
interaction between groups’ action problems, which depend on their repre-
sentation of economic structures, and the affordances and constraints shaped by
those structures.
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therefore different allies.'* In Truman’s terms, they would turn from
(one of the possible definitions of) potential interest group to an actual
interest group. For our purposes, this is when we consider a social ag-
gregation as a subsystemic actor. In this perspective, the analysis of
coalitions of firms (and workers) is grounded in industrial in-
terdependencies, but which coalitions come to form remains open-ended
as it depends on which interdependencies are salient.'” In fact, because
structure does not determine relevant social groups and their interests,
self-representation of social groups is crucial to close open-endedness.
Understanding salience in turn raises the question of how groups
adopt a given representation instead of another. This problem is espe-
cially important in systems subject to structural change, as are those
studied by Pasinetti: will the change in production structures be
accompanied by a restructuring of actors’ representations of that
structure, and hence group affiliations and interests?

For example, structural change could lead to widening within-
industry or within-sector heterogeneity, to the point that different
parts of an industry could have different interests. And yet, it is unlikely
that representations of structure and organisation of interests would
respond immediately. In fact, representations of the economy and social
groups therein might be taken for granted as a result of having been
adopted for a long time, as in the case of trade unions that represent
workers on the basis of their industry or type of employment, or of in-
dustry associations organised on the basis of firms’ output or size,
whereas structural change could make other forms of aggregation more
aligned with the new structure and hence more relevant (Cardinale and
Landesmann, 2022). Similarly, policymaking often takes place in a
setting of ‘epistemic communities’ that comprise representatives of
public bodies and of various economic interests (Haas, 1992). The rep-
resentations of the economy that are more or less explicitly adopted in
such communities are likely to have a certain persistence in representing
aggregates such as social groups or sets of countries, even in the face of
structural change.

Another effect of structural change could be a shift in the
geographical delimitation of the relevant system of interdependencies,
for example because of changes in trade patterns and production net-
works. In fact, some interdependencies could strengthen whilst others
weaken, so that a wider or narrower system of interdependencies — say,
regional, national or international — becomes relevant. There is no
guarantee that the representation of relevant interdependencies on the
part of actors will be updated accordingly; much less that suitable or-
ganisations can be easily set up to manage interests at shifting levels.

14 The difference between ‘micro’ actors and social groups into which they
might aggregate is akin to how Quadrio Curzio and Pellizzari (2018) define
“macro decision-makers”, where the criterion is that the latter can have an
influence on collective outcomes, whereas the former are unlikely to: “the
institutional [macro-decision makers] who can influence by policies all the
economic system; the entrepreneurial [macro-decision makers] who earn
profits and have a certain control on accumulation and choice of techniques;
the labor unions [macro-decision makers] who earn wages and have a certain
control on wages and employment and therefore on the choice of techniques;
the [macro-decision makers] owners of [non-produced means of production]
who earn rents and can exert a certain control on quantities and qualities of
[non-produced means of production] put into activity and therefore on the
choice of techniques” (Quadrio Curzio and Pellizzari, 2018, pp. 693-694).

15 An interesting empirical setting can be found in Ferguson et al.’s (2021)
study of voting in relation to industrial structure, which discusses the need for
firms to decide their political stance towards a tariff package by weighing the
benefits of protection of final goods against the disadvantage of higher cost of
imported intermediate inputs. Ferguson (1995) argues that firms’ managerial
structures are designed to make decisions in the face of such conflicting in-
terests. From the perspective of this paper, this issue can be thought in terms of
the multiple affiliations made possible by a given structure (in this case, affil-
iations could be based on final demand or on intermediate inputs), and how this
open-endedness gets to be closed in specific situations.
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In more general terms, the argument is that whilst actors’ repre-
sentations cannot be fully reduced to structures, they are not completely
unpredictable or subject to radical change at any moment. As was
explained above, there are important elements of cognitive and organ-
isational persistence. Hence, it is a matter of considering the interplay
between changes in economic structures and changes in actors’ repre-
sentations, which are likely to display persistence but could also be
restructured.'®
8. ... and their action problems
Once groups’ representations of structure are defined, what affor-
dances will be associated with groups’ positions in structure?

For example, let us assume that actors adopt a representation based
on the open Leontief price system. To the systemic actor, the system
would afford the generation of a surplus, but this would be constrained
by the need to maintain the system within proportions that make
reproduction with surplus possible (Cardinale, 2022a). In terms of the
quantity system, this can be interpreted through the Hawkins-Simon
conditions (Hawkins and Simon, 1949), which express the range of
proportions between quantities that make it possible to produce more
goods than were used as inputs in production. In terms of the price
system, relative prices must remain within the range compatible with
each industry being viable, which is necessary for the whole system to be
viable (Steenge and van den Berg, 2001). Under each set of relative
prices, a different value added would accrue to each industry.

What about the affordances for subsystemic actors? Since the Leon-
tief representation is relatively pre-institutional, it allows different
possibilities to aggregate actors and define their affordances. For
example, a cleavage by class could lead to affordances that consist in a
higher wage rate across the economy, which could be pursued, for
example, by trade unions trying to establish institutions that set a rela-
tively uniform wage rate and make it possible to negotiate it upwards. In
contrast, if industries are the relevant actors, what the system affords to
them could be a higher value added. This could be pursued, for example,
by attempting to exert influence on political authorities to intervene on
the price system through policies that could lead to relative prices that
increase the value added accruing to the industry. This would however
be subject to the systemic constraint that prices remain with the range
that ensures viability. From the viewpoint of the industry, viability
would be seen not as a result of the objective to preserve the system, but
as a condition on the pursuit of the industry’s own objectives, for outside
the viability range some industries would be unable to produce and
would therefore make the system unviable, so that the industry could be
affected too. If, in contrast, an industry looked at the quantity system, a
different affordance that could present itself would be to increase
output. In this case, the constraint would be that proportions between
the outputs of different industries remain within the viability boundaries
expressed by the Hawkins-Simon conditions.

If the micro actors, instead, understand production structure as a
Sraffa system, the assumption of uniform wage and profit rates will lead
to see classes as the relevant social groups. The affordances open to them
will likely be understood in terms of increasing the share of surplus that
they receive. This is most clearly visible within the standard system,
where distribution is independent of prices and the trade-off between
profit rate and wage rate is immediately apparent. Interestingly, because
in the standard system the size of the surplus is independent of distri-
bution, a class’s attempt to obtain a higher share does not affect the size
of the surplus. Hence, there are no obvious constraints to the extent to
which a class can try to increase its share of that surplus.

The consideration of affordances for different actors could be further
extended to different aggregations of production processes, such as

16 gee Cardinale (2018a, 2019a, 2019b, 2022a) for a more extended and
formal treatment of this problem.
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vertically integrated sectors variously constructed, as well as to coun-
tries and geographically defined systems of interdependencies.

9. The “institutional problem” revisited: collective and
particular objectives

The foregoing discussion of the actions of subsystemic actors leads to
a more complex understanding of the institutional problem as defined by
Pasinetti.

From the viewpoint of the systemic actor, the pursuit of collective ob-
jectives is first constrained by the material requirements of different
paths. For example, pursuing an equilibrium path, i.e. full employment
and utilization of productive capacity, requires that sectoral employ-
ment and hence productive capacity, relative quantities and prices be
suitably reproportioned over time. Making that possible in concrete
settings in turn requires addressing the “institutional problem”.'” Whilst
institutional design is seen by Pasinetti as instrumental to the systemic
actor’s objectives, at a given time existing institutions also constrain the
systemic actor itself. Moreover, institutions have their own inertia; that
is, they can only be changed at different time horizons (Archer, 1982;
Cardinale 2019b). One must also consider political feasibility of such
changes, which also depends on how actors constitute themselves and
what institutional changes they pursue.'®

Even once institutions are devised and (temporarily) stabilised, the
systemic actor is also constrained by subsystemic actors’ pursuit of their
own objectives. Such objectives could be strictly economic in nature;
this case is exemplified by the typical Keynesian problem of pursuing full
employment under decentralised investment decisions. Subsystemic
actors’ objectives could also revolve around their attempts to influence
collective decisions about setting institutions (e.g., Kalecki, 1943). If one
takes the third-person viewpoint, these actions are assumed to be pre-
dictable within the action problem of the systemic actor. But given the
open-endedness of representation of structure, the first-person view
matters: even within the same structures and institutions, micro actors
may coalesce into different groups, such as industries or classes,
depending on their representations of structure. They would hence
pursue different interests and act accordingly. We must therefore
consider subsystemic actors’ first-person perspectives.

From the perspective of subsystemic actors, pursuing objectives is con-
strained by the same structure as the systemic actor — but seen from their
own position. In other words, just as a public authority to reach full
employment must consider constraints imposed by production structure,
so must a social group to pursue its own objectives. Hence, as for the
systemic actor, economic structure shapes subsystemic actors’ oppor-
tunities, e.g., for appropriating shares of surplus. Institutions constrain
the ways in which this can be done in specific settings.

This in turn matters for the systemic actor’s pursuit of collective
objectives. Take the issue of the sectoral rates of profit that are
compatible with natural dynamics (Pasinetti, 1981, pp. 151-153; see
also Scazzieri, 2012). Pasinetti shows that what is taken to be a key
feature of capitalist institutions — a uniform rate of profit — is incom-
patible with full employment and utilization of productive capacity
unless the profit rate is “higher than [...] the weighted average of the
sectoral “natural” rates of profit” (Pasinetti, 1981, p. 152). This is a
third-person view, where it is assumed that features of a capitalist sys-
tem such as the lack of barriers in the movement of capital will reliably
cause actions (i.e., movements of capital across sectors) that lead to a
uniform profit rate. The systemic actor’s institutional design is then
supposed either to devise and implement institutional arrangements that
make sectoral profit rates approximate natural ones even in capitalist

17 See Pasinetti (1 993, ch. 8) for examples of institutions.

18 For a broader analysis of the ‘constitutional’ issue of the relationship be-
tween systemic actor and subsystemic actors in a polity, see Pabst and Scazzieri
(2023).
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systems, or to acquiesce to let the uniform profit rate rise enough.

Let us instead consider the first-person perspectives of actors. For
example, if firms adopt a representation that assumes uniform rates of
profit and wage, such as the Sraffa representation discussed above, they
will see the profit rate as uniform but also as a variable that they can
hope to change in their favour; whether the rate will rise enough to
guarantee full employment will depend on factors such as distributive
conflict with workers. In contrast, if firms adopt a representation where
there are no assumptions about distribution, such the open Leontief
representation discussed above, the profit rate might not be seen as
uniform, as it will depend, for example, on the value added accruing to
an industry as well as its distribution within that industry.’® It is of
course unlikely that the profit rates thus reached in each industry —i.e.,
as the result of how firms interpret their situation and act accordingly —
will lead to the profit rates in vertically integrated sectors that are
required for equilibrium growth. Hence, the values of the relevant
economic magnitudes, which may or may not lead to equilibrium or
even natural dynamics, are influenced not only by material relationships
but also by conflicts that depend on actors’ representation of structure.

Another example concerns the very choice of collective objective.
Take full employment. This could be an objective shared by workers if
they see themselves as a ‘class’ across industries, but not necessarily if
they see themselves as groups within industries. Firms, in contrast, may
be unlikely to view full employment in a good light because of its im-
plications for distribution and industrial relations, unless they see it as
instrumentally useful within a broader social pact. But a different col-
lective objective, such as viability in the sense of reproduction of means
of production, could be seen in a different light by firms. In fact, if the
system is unviable, firms may be unable to pursue their interests. Hence,
viability might under certain conditions be reached even in the absence
of a collective policymaker (as is the case, for example, in international
settings), as a result of groups’ consideration of viability as a necessary
condition for the pursuit of their own interests. The requirement to keep
the system viable as a constraint on the objective of each actor can be
called systemic interest (Cardinale, 2015, 2017, 2018b, 2022b). In other
words, systemic interest is the viability condition as it appears within the
action problem of a subsystemic actor. International macroeconomic
viability and environmental sustainability may be usefully interpreted in
this light. Like particular interests, systemic interests depend on how
actors represent structure. Of course, it cannot be taken for granted that
systemic interest will be considered by actors in forming their strategies
for action, and, even so, that this will preserve viability. This will depend
on contexts. A relevant factor is the system that different actors consider
to be the relevant one (e.g., industry, sub-national, national, interna-
tional). In fact, preserving the viability of any such system could be seen
as a matter of systemic interest by different actors, and there is no
guarantee that actors will converge on the same definition of the system
(and hence of systemic interest). Moreover, even once systemic interest
is defined, acting on it also depends on whether there exist institutions
that allow actors to coordinate their actions. It must also be noted that,
as interdependencies change over time, so could actors’ representations
thereof and definitions of systemic interest, although, as discussed

19 The argument suggests that features taken as ‘objective’ in third-person
analysis assume a different form within first-person analysis, where they mat-
ter not in themselves but for the affordances and constraints they shape, which
depend on representation. In the case discussed here, whether the profit rate is
uniform matters for how it influences the action problems. In a Sraffa repre-
sentation, the assumption of a uniform profit rate leads to understand capitalists
and workers as the relevant groups in society. Hence, for example, within the
action problem of the capitalists of a firm, it might suggest a convergence of
interests with other capitalists (against workers) across the economy, where
(uniform) profit and wage rates are the relevant variables. The lack of such
assumptions, as in the Leontief representation, might lead to different visuali-
zations of groups in society, potential allies, and relevant variables.
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above, there could also be persistence in representation in the face of
structural change (Cardinale and Landesmann, 2022). Moreover, the
different time horizons of different actors and the presence of funda-
mental uncertainty may lead to prefer established ways of coordinating
interests.

In sum, the existence of, and relationship between, the systemic actor
and other actors vary across contexts. All actors face constraints that are
structural and institutional — each from their position. They also face
each other’s actions. This points to the need to understand the interac-
tion between systemic and subsystemic actors, whose representations of
structure, action problems and actions derive from their position in
structure as well as from persistence of previous representations.

10. Conclusion: the institutional problem and the action
problems

The paper has argued that addressing polities’ “institutional prob-
lem” requires explicit analysis of action. More specifically, a third-
person view of action is not sufficient: since a given structure can be
represented in multiple ways, it cannot determine its representation on
the part of actors, and hence their actions. We also need to address the
first-person view: the action problems formulated by actors at the ‘micro’
level and at the level of social groups. Since structure doesn’t determine
representation, and actions close the system by setting the path of
structural dynamics that takes place out of those which are possible,
actors’ representation of structure emerges from the analysis as a non-
reducible component of structural dynamics.

Aview of action is implied in any structural theory. Making it explicit
— in its third- and first-person dimensions — allows us to develop what
Pasinetti (1986) calls the “pure labour model”, and indeed structural
economic analysis more generally, to address new problems, such as the
institutional dimension that this paper has started exploring. But this
requires a view of action that is consistent with structural economic
analysis. This is the purpose of the view of action within structures
developed in the paper, which revolves around the affordances that
structure provides to actors in different positions, depending also on the
representation of structure that they adopt.

Actors’ representations of structure are in turn neither exogenous nor
completely unpredictable. They emerge over time as actors act within
structures. They can therefore be seen as an interaction over time be-
tween positions in structure and representation thereof. They tend to be
relatively persistent but there is also a possibility for actors to restruc-
ture them, notably as a result of changes in economic structures. It thus
becomes possible to address the relationship between the many possi-
bilities for dynamics that a given structure affords, and the way in which
the history of actors can close that open-endedness.”

Once action is duly considered, Pasinetti’s approach can lead to an
interpretation of structural economic analysis where the purpose is
neither to provide a model of an actual economy by closing ex ante the
open-endedness of dynamics, nor to fit stylised facts. Rather, the purpose
is to discover the requirements imposed by the materiality and organi-
sation of a capitalistic economy (as defined by Pasinetti) on the pursuit
of objectives. More specifically, it becomes possible to conceive the
pursuit of a variety of possible objectives — collective and particular — on
the part of several potential actors — systemic and subsystemic — who
may form a variety of possible action problems.

This interpretation can pave the way to overcome the reduction of

20 This approach can be seen as bringing together the relative structural
invariance that characterizes economic structures (Landesmann and Scazzieri,
1996) and the interplay between invariance and restructuring that character-
izes structures of cognition and action (Bourdieu, 1990; Cardinale, 2018a).
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structural economic analysis to mechanistic interpretations where ac-
tion follows from external circumstances alone, such as positioning in
structure and institutional settings.>’ Rather, this approach lays out
what economic requirements need to be satisfied to achieve collective
objectives; and in so doing, it leaves open the relevant actors, their ac-
tion problems, and their actions. This makes it possible to reconnect
structural economic analysis to the preoccupation with statecraft that
characterized the origins of political economy (Serra, 2011 [1613];
Montchréstien, 1999 [1615]; see Cardinale and Scazzieri, 2018), but
with full consideration of the structural requirements of a capitalistic
economy, the relevant institutional constraints (such as those of a
capitalist economy, and with the specific features of each context) and a
complex set of actors exercising agency at different levels and in
different ways.

Recognising the extent to which representations, actions, in-
stitutions, and structural dynamics are open-ended in different contexts,
and how they relate to each other, allows systemic actors to abstract
from the status quo without falling into utopian thinking. It also offers a
framework for the political action of subsystemic actors, highlighting
the central role of their representation of structures and of themselves,
and how different structures and institutions afford opportunities and
impose constraints on their action.
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