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Abstract

This paper discusses the building blocks of a paradigm shift for a needs-based approach to
macroeconomic policy to tackle the multiple crises of inequalities, care and climate change in the
aftermath of the pandemic, and outlines a “green, purple, red” policy mix of increasing public
spending in the care and green economy, labor market policies and progressive taxation of both
income and wealth.
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Un New Deal verde, purpuray rojo:
reconstruyendo una economia para todos
después de la pandemia

Ozlem Onaran®
Universidad de Greenwich, Reino Unido

Resumen

Este documento analiza los componentes principales de un cambio de paradigma hacia un
enfoque de la politica macroecondmica que se base en las necesidades de hacer frente a las
multiples crisis de desigualdad, cuidado y cambio climatico tras la pandemia, y esboza una
combinacion de politicas "verdes, purpuras, rojas" que consiste en aumentar el gasto publico en la
economia del cuidado y en la economia verde, en politicas del mercado laboral y en la tributacion
progresiva tanto de la renta como de la riqueza.
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1. Introduction

The Covid-19 crisis laid bare the intersecting crises in the world, with inequalities and ecological
breakdown at their core. Public spending increased substantially in the countries with fiscal space
to support the emergency measures to mitigate the effects of the crisis on household income and
firms but fell short of linking the short-term emergency policy response to long-term rebuilding of
the economies.

There are two important lessons from the pandemic for policy: first, the pandemic and inequalities
with respect to class, race, gender and across countries exacerbate each other. As all crises, the
pandemic has also left distributional scars. To tackle both the public health crisis and the economic
fall out in the aftermath of the pandemic, we have to tackle inequalities which requires being bold
about regulating labour markets, public investment, and international development.

The second lesson is to recognize the needs for public investment in both the green and care
economy. On the one hand, the pandemic added to the vast evidence regarding the unsustainability
of the way human activities interact with the nature. Reversing the ecological crisis requires a
massive and urgent mobilization of large amounts of spending in renewable energy, public
transport, housing, energy efficiency in the existing buildings, industry and the grid, sustainable
agriculture, forestry, recycling, and repair. On the other hand, the effects of the pandemic became
deeper due to the inadequate levels of public provision of health and social care. The pandemic
also increased the unpaid domestic care requirements, which fell disproportionately on women,
increasing their time poverty and reversing former gains made towards gender equality. The scale
and the urgency of the spending needs to address both of these deficits in the green and care
economy and the public good character of these services requires a large public spending program,
which cannot be substituted by private investment based on profit motive.

There is widespread recognition of the care and ecological deficits and class, race and gender
inequalities which are exacerbated by the crisis, but when it comes to policies to address these, the
budget deficit is still conventionally seen as a binding constraint in the medium run. After an
unprecedented rise in public debt during the pandemic, policy makers once again raise concerns
that spending cuts in the future may be inevitable. The timing of this renewed fiscal conservatism
is particularly unfortunate at a time when social and environmental needs require a more
substantial urgent mobilization of fiscal policy.

The multiple crises of our time requires a paradigm shift towards a needs-based approach to
macroeconomic policy, in particular fiscal policy, avoiding competition between urgent social and
ecological requirements. The public provision of high quality universal free basic services in social
care, health, childcare, and education from early childhood to university tackles both the care deficit
and inequalities by both creating decent jobs and providing the much-needed services. Public
spending in the green economy is the key policy to address both the scale and timing of the
investment required for transition to a zero-carbon economy. While short-term responses such as
furlough schemes and flexible short working time arrangements have helped to limit the rise in
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unemployment in some countries, and further policies such as job guarantee schemes, education
grants, retraining schemes, paid on the job training are very important, there has never been a better
moment to make the case for creating permanent public sector jobs with decent wages.

Following this introductory section, section two of this paper discusses the building blocks of a
theoretical framework for a needs-based approach to macroeconomic policy, informed by
structuralist post-Keynesian/post-Kaleckian demand-led growth models, gender economics and
ecological macroeconomics. Section three summarizes the findings of Onaran et al. (2019) on the
effects of a “purple, green, red” policy mix of increasing public social and green infrastructure
spending, labour market policies to increase real wages of both men and women with an upward
convergence in wages closing gender gaps, and more progressive taxation of both income and
wealth in the case of the UK. This section discusses the macroeconomic multiplier effects of public
spending which helps to finance part of this spending as well as the effects of wealth taxation,
compared with those of taxation of capital or labour income, and presents how wealth taxation can
ease the budgetary constraints on fiscal spending. Finally, section four concludes with further
policy implications.

2. A theoretical macroeconomic framework for a green, purple and red new deal

This section presents a theoretical framework for macroeconomic analysis based on a gendered
structuralist post-Keynesian/post-Kaleckian demand-led growth model building on Onaran et al.
(2019a, b, 20223, b) and Oyvat and Onaran (2020), incorporating explicit analysis of both the
components of demand and supply side analysis, the government and employment.” Unlike
standard neoclassical growth models that assume full employment, this theoretical framework
recognizes: i) demand-side constraints in the economy, which lead to excess capacity and
involuntary unemployment, ii) the effects of different types of public spending on demand, income
distribution, and employment in both the short run and the medium run as well as on the supply
side on productivity in the medium run, iii) the dual effects of wages on not just production costs
but also aggregate demand, iv) the effects of distribution of wealth and income between wages
and profits, as well as gender gaps in wages and employment on both demand and productivity, v)
the effects of the structural features of the economy in terms of sectoral composition, oligopolistic
price setting, import dependency, financialization, household debt, gender differences in the
distribution of unpaid and paid labor in different sectors, and bargaining power between labor and
capital and between different genders.

Addressing both the care and ecological needs, we analyze the effects of three different types of
government spending: i) green public spending in renewable energy, energy efficiency and public
transport, ii) purple current spending in the care economy including spending in education,

T Post-Kaleckian models within the post-Keynesian macroecomomics synthesize Keynesian and Marxist economic
analysis of the dual role of wages on aggregate demand.
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childcare, healthcare, and social care, and iii) other capital spending in infrastructure (e.g. housing
or buildings for the care economy, hospitals or schools).??

The economy has three sectors: i) the social sector, which consists of the current expenditure of
the government in the care economy, i.e., provides the public services in education, childcare,
healthcare, and social care, ii) the rest of the market economy, and iii) the unpaid care sector.

Wealth inequality is defined as wealth concentration, i.e., the share of the private net wealth of the top
1% in total wealth. Changes in wage rates, gender pay gap and tax rates on wages, profits, and wealth
impact both wealth distribution and functional income distribution between labor and capital.

On the demand side of the model, components of aggregate demand, i.e.,, consumption, private
investment, net exports are defined by behavioral equations. Therefore, differences in the marginal
propensity to consume out of wages or profits, or out of the wealth of the top 1% vs. bottom 99%, or
gendered differences between women and men in not just the marginal propensity to consume in
aggregate but also in the composition of their consumption in the social sector vs. the rest of the
economy have an impact on the macroeconomy. Similarly, the sensitivity of private firms' investment
to profitability vs. demand matter for the effects of wage increases on aggregate output.

On the supply side, labor productivity (output per worker in the rest of the economy) is expected to
increase in response to an increase in output, wages, private and public spending in the care
economy, green economy, and other infrastructure.

All three types of public spending are expected to have direct positive effects on total output as
well as further multiplier effects, as they generate more employment and aggregate income, which
in turn increases household consumption as well as private investment due to demand effects. The
magnitude of the multiplier effects of the three different types of spending will depend on i) the
labor intensity of the sectors receiving the extra spending, ii) the marginal propensity to import out
of the new spending, iii) the effects on household consumption by substituting private spending,
iv) the effects on private investment by providing public infrastructure, and the v) the gender
composition of new employment.

The effect of public spending on employment depends on the relative size of the increase in output
and labor productivity. We expect the proportionate increase in output to be larger than that in
productivity in response to all three public spending categories, and thereby a positive medium-run
effect on employment, albeit with gender differences.

2 See Onaran and Qyvat (2022) for an analysis of the macroeconomic effects of public spending in the green economy.
See Dafermos and Nikolaidi (2019) for an ecological Post-Keynesian macroeconomic model; Pollin et al. (2015) for an
input-output analysis of the employment effects of public spending in renewable energy and energy efficiency; and Batini
et al. (2021) for an econometric analysis of the multiplier effects of public investment in renewable energy.

3 [lkkaracan (2013) coined the term “purple economy” to identify the care economy, indicating its effects on gender equality.
Public spending in education, childcare, health, and social care are categorized as current spending (government
consumption) in national accounts; however feminist economics literature emphasizes the investment character of this
spending given the positive effects on productivity and the positive externalities due to their public good character and refers
to it as social infrastructure investment (Elson, 2016, 2017; Women'’s Budget Group, 2015; Onaran et al., 2019a, b, 2022a).
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Higher public spending with constant tax rates could increase the public debt as a ratio to GDP, if
multiplier effects are not very high. This, in turn, might lead to an increase in the interest rate under
certain circumstances, in particular if monetary policy does not actively accommodate fiscal policy.
Consequently, depending on the interest elasticity of investment, there may be negative crowding
out effects on private investment. However, this effect might be small if investment is not very
sensitive to interest rate and the effect of public borrowing on the interest rate is not very high.

3. A policy simulation for a green, purple and red new deal

This section summarizes the findings of Onaran et al. (2019a, b) on the effects of a “purple, green,
red” policy package based on econometric estimations for the case of the UK, which includes on
the fiscal policy side increasing both public spending and taxation of both capital income and
wealth, and on the labor market side policies to increase real wages of both men and women and
close gender gaps.

In detail, the policy package includes:

i) an annual increase in government spending in both the purple and green economy by 1%-point
as a ratio to GDP. Purple public spending includes creating decent public care jobs, i.e., hiring more
nurses, social care workers, teachers with decent wages, decent working conditions and adequate
career prospects. Investing in the green economy and infrastructure includes public spending in
renewable energy, energy efficiency, housing, or public transport. The public sector spending
policies also target increasing the wage rates while at the same time closing gender wage gap via
upward convergence, i.e., increasing the wages at the bottom of the pay scale at a higher rate, and
enforcing equal pay legislation. The policy simulation is based on the effects of an annual 2%
increase in women’'s hourly wage rate and 1% in men'’s hourly wage rate in real terms, i.e. a
combination of “red” and “purple” pay policies.

ii) an increase in the average tax rate on wealth by 1%-point (which corresponds to a doubling of
the tax rate on wealth in the UK), and an increase in the progressivity of income taxation via an
increase in the average effective tax rate on profit income by 1%-point and a decrease in the
average tax rate on wage income by 1%-point.* These correspond to progressive “red” policies.

iil) a combination of “red” and “purple” labour market policies, targeting an increase in the hourly
real wage rate of women in the private sector by 2% and that of men by 1%, again closing gender
gaps via upward convergence in the rest of the economy.

In a nutshell, in the case of the UK, this policy mix leads to in the medium-run a 10.9% increase in
GDP, an increase in the hours of paid employment of women by 9.6%, and that of men by 5.8% and

4 Tippet, Wildauer, and Onaran (2021) presents the tax revenue potential of a progressive scheme of wealth taxation,
aiming at the top 1% of the wealthiest households. This is particularly important after the pandemic which is likely to
substantially increase wealth inequality.
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a substantial improvement in public finance with a 10.3%-point decline in public debt as a ratio to
GDP (Onaran et al., 20193, b).

In more detail, public social and green infrastructure spending has a very strong effect on output
and employment of men and women. Public spending is partly self-financing (albeit not fully), as it
increases national income and thereby tax revenues even without an increase in the tax rate. Public
spending, in particular on education, childcare, health, and social care has a very high positive effect
on productivity in the rest of the economy in the UK, directly and indirectly.

An increase in the progressivity of income taxation by increasing the tax rate on profits and
decreasing the tax rate on labor income increases output, men’'s and women’'s employment, and
decreases public debt/GDP. However, an increase in the tax rate on wealth has a much higher
positive impact on output, and thereby employment and the budget. This is because it decreases
wealth concentration, which in turn reduces the financialization of non-financial companies, market
concentration, and barriers to entry, and thereby stimulates private investment. As such, taxation
of wealth is a particularly effective policy to fund purple and green public spending, while tackling
income, gender, and wealth inequalities.

Fiscal policies are crucial in reducing inequalities. Taxes on profits and wealth decrease wealth
concentration. Public spending improves functional income distribution by increasing employment
and wage income. Public spending in the purple care economy also plays a crucial role in closing
the gender gaps in employment and income.

4. Conclusions and policy implications for global development

Building a caring and sustainable society based on a green, purple and red new deal in the
aftermath of the pandemic is possible and public investment is the key to such a policy programme.

How to finance such a green, purple and red new deal? The answer is both simple and complex:
the social and ecological needs, and the urgency of an effective response to the multiple crises of
inequalities, care and climate change requires the use of all tools of policy.

Public spending even without any increases in the tax rates, is partially self-financing, thanks to the
strong multiplier effects.

Public borrowing to fund some of this spending can be justified given the effects on productivity
and sustainability, or to put it negatively, the expected damage to the ecology, society, and economy
if investment needs are not delivered on time. On a related matter, from a long-term perspective, it
would be beneficial if fiscal sustainability did not narrowly focus on public borrowing or public gross
debt, but at least on net wealth. Also, in the case of public spending in the care economy,
considering their long-term effects on productivity, such spending could be considered as public
investment in social infrastructure rather than current expenditure, which justifies borrowing to
fund spending if need be.
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However, eventually the large scale of spending needs requires undeniably a combination of
progressive taxation of both income and wealth.

National and regional investment banks working in cooperation with the government and central
bank are also crucial for funding large scale public infrastructure projects.

Crucially, policy coordination should involve the coordination of fiscal and monetary policies. The
strict separation between monetary and fiscal policy is becoming more difficult to justify. Effective
monetary policy requires coordination with expansionary fiscal policy targeting long-term public
investment in social and green infrastructure, building on a needs-based approach to policy
considering long term needs to tackle inequalities, social, economic, and ecological sustainability.
The lessons of the past decade show that the central banks’ mandate should include a dual target
of full/high employment and an inflation target high enough to be consistent with the former,
moving within a band, with a higher weight for employment.

Although unconventional monetary policy (quantitative easing (QE)) carried the heavy lifting in
terms of policy since the Great Recession and helped to stabilize financial markets and prevented
a new Great Depression, monetary policy is less effective than fiscal policy, and one reason for this
is that the elasticity (sensitivity) of private corporate investment to interest rate is low and its
elasticity to demand is high. For example, in the UK, for £200bn early QE, which is about 10% of
GDP, the growth effect on GDP in 2009 was about 1.5-2% according to the own forecast of the BoE
(as recently cited by Bailey et al., 2020). If we had fiscal spending of 10% of GDP at a time of
recession, we might have achieved 15% growth effect, assuming cautiously a multiplier of 1.5. This
multiplier is consistent with our econometric estimates (Onaran, Oyvat, Fotopoulou 2019a, 2022;
Obst, Onaran, Nikolaidi, 2019) and is at the lower end of the estimations of multipliers in recessions
(Blanchard and Leigh, 2013, Stockhammer et al., 2019). QE has further contributed to inequalities,
financialization and higher wealth concentration at the top 1% via asset price inflation; both of these
led to lower private corporate investment according to our research (Onaran, Oyvat, Fotopoulou
2019, Tori and Onaran 2018, 2021). This in turn leads to low productivity and deepens a vicious
circle of low paid precarious jobs despite low unemployment.

International policy coordination can make further difference, in particular for the emerging
economies. The effects of public spending are stronger and negative effects on the current account
balance are moderated, if policies are implemented simultaneously in all the countries (Onaran,
2016; Obst et al.,, 2016). If the large high-income economies lead the way, this creates space for
small import dependent balance of payments constrained emerging economies. From the
perspective of the emerging economies, public investment as part of a well-designed industrial
policy is also key to structural change and productivity gains.

Managing the short-run constraints on the balance of payments requires further policies in terms
capital controls and FDI policies. Finally, to address global inequalities, which have further
deepened with the pandemic, two policies stand out: firstly, cancellation or restructuring of parts
of the debt of the developing countries needs to be part of the international development agenda.
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Secondly, transfer of technology to support mass not-for-profit global production of key public
goods from vaccines and medication to solar panels, turbines, or batteries for storing renewable
energy is the only way to tackle global crises such as the pandemic or climate change.

The coordination of fiscal policies with the labor market policies also makes the effects of fiscal
spending stronger and eases the funding pressures as higher wages lead to higher tax revenues
(Onaran, 2016; Obst et al, 2016). Strong pro-labor institutions —particularly, strong, well-
coordinated trade unions, equal pay legislation, increased job security, permanent contracts, higher
minimum wages, and an improved and equitable parental leave are good for an equality-led and
sustainable development. Labor market regulation for a shorter working week can also promote a
rise in gender equality in paid and unpaid work and income, while facilitating a green transition and
higher productivity (Onaran and Calvert Jump, 2022).

Finally, The Covid-19 crisis opens space to rethink not just the role of fiscal policy and public
spending but also public ownership in key sectors of the care and green economy. Health and
social care, education, childcare, energy, water, transport, and social housing are at the top of these
key sectors where private for-profit provision proved to lead to high prices, low quality, and
inadequate level of supply. In the next phase of the economic crisis, when the rise in the debt of
low-income households, small and medium enterprises and low and middle income countries
trigger a new financial crisis, we will be reminded of the fact that we need publicly owned banks as
well as financial regulation -a lesson, which was missed after the financial crisis in 2008. The
chaotic management of the pandemic by governments relying on outsourced private services
opens space to emphasize the need for a radical structural change including in decision making
and ownership in key sectors towards national coordination in combination with collective,
municipal, and cooperative ownership and democratic participatory decision making. The urgency
of managing a transition to a zero-carbon economy also invites a more planned and participatory
approach to the economy.
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