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Abstract: This paper shows that Keynes'’s involuntary unemmpént derives from
Walras’s voluntary unemployment by means of chantie characteristic of the
aggregate supply curve (function) of labour.

On the one hand, when the original aggregate sufapigtion is a strong-ly in-
creasing function, as in Walras’s approach, thernghtonly be voluntary unem-
ployment, and its magnitude is the difference betwdne available quantity of
labour and the equilibrium point. On the other harfdhe supply curve of labour
is a weakly increasing one, which means that thplsufunction may have a hori-
zontal segment, then there might be involuntarympieyment if the equilibrium
point is located be-tween boundary points of thezoeatal segment, and the mag-
nitude of involun-tary unemployment is the diffeeetween the right boundary
point of the hori-zontal segment and an equilibripaint.

According to Walras’s approach, “forced unemploytfienight also might be
considered, which is the result of the interventidrexternal forces (government,
monopoly, trade unions, and so on) into the marked, is therefore a disequilibri-
um phenomenon.
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Finally, in reality there are many types of labolrence a suggested com-
prehensive approach of employment might be a usadlifor policy-making and
the planning of economics.

Introduction

This paper shows that Keynes’s involuntary unempieyt derives from
Walras'’s voluntary unemployment by means of chagfire characteristic
of the aggregate supply curve (function) of lab@m.the one hand, it will
show that Walras's theory allows the defining dimtary unemployment,
despite the fact that post-Walras authors have beserting that Walras's
economy is characterized by full employment. Ondtieer hand, despite
Keynes’s vague and incomplete definition of fullayment, voluntary
unemployment and involuntary unemployment, providesheoretical
framework for their definition. This paper demoas#s that Keynes estab-
lished the following main characteristics of a gaheéefinition of involun-
tary unemployment:
1. Itis an equilibrium phenomenon;
2. It may or may not exist, and, if it does, then &guum employment is
less than the available quantity of the factor;
3. (3) It may co-exist with voluntary unemployment.

Seventy-five years ago Keynes coined the term flumvary unem-
ployment” in his famouseneral Theory Since then, this central issue of
Keynes’'s economic theory has been assessed in dwodifferent ways.
On the one hand, there are economists who con$idarluntary unem-
ployment” to be an innovation, and one of Keynesiscial contributions
to economic science (Shapiro & Stiglitz, 1985, 17). On the other hand,
there are those who consider the concept of “invalty unemployment”
as an issue which does not contribute anythindi¢oemployment theory
and, as such, is superfluous (Pissarides, 2000vpxvi). Keynes himself
asserted that ‘my doctrine of full employment isatvithe whole of my
book is about! (Keynes, 1936, xiv).

The crucial reason for this bewildering situatiarthe definition of in-
voluntary unemployment and its use for the policgking is the absence
of aline of demarcation between pure theory anglieg theory. Some
economists deny the existence of involuntary unegmpent, claiming that
in reality it is not possible to find statisticaatd about it. On the other

! The notion “involuntary unemployment” was in uséopto Keynes both by English
economists (see Kahn, 1976, pp. 19-20; Ahiakpd®819®. 17) and also by other countries’
economists (see Boianovsky and Trautwein). But thefion differs from Keynes’s notion.



Unemployment: Walras’s Voluntary and Keynes'’s laatdry 607

hand, the reason for the absence of such data nhighthe above-
mentioned situation of the definition of involuntarnemployment. There-
fore, the theoretical treatment has to be a nepessadition of the practi-
cal issues, and therefore, this paper will gengi@hsider the theoretical
aspect of involuntary unemployment (Walras, 20053).

It will be shown that the type of unemployment degeon the charac-
ter of the original aggregate supply curve of lab@n the one hand, when
the original aggregate supply function is a strgrigtreasing function, as
in Walras’s approach, there might be only voluntamgmployment, and its
magnitude is the difference between the availablentty of labour and
the equilibrium point. So, in such a case, an iiddial is unemployed ac-
cording to his own wishes, because the equilibrnuage defined by free
competition is less than the wage which he requBes, at the same time
it is incorrect to confuse Walras’s voluntary undoyment with leisure.
Moreover, unfortunately, some modern economists Haaen confusing
Walras’s voluntary unemployment with “involuntargamployment”.

On the other hand, if the supply curve of laboua iweakly increasing
one, which means that the supply function may feaherizontal segment,
then there might be involuntary unemployment if duiilibrium point is
located between boundary points of the horizorggheent, and the magni-
tude of involuntary unemployment is the differertoetween the right
boundary point of the horizontal segment and arilibgjum point. In such
a case, an individual is involuntary unemployediagjeto his own wishes,
because an equilibrium wage defined by free coripetis equal to the
wage which he requires.

The definition of full employment, and of the kindsunemployment,
is a key issue of the theory of employment. Unfoately, Keynes’s defini-
tions of full employment, voluntary unemploymentdanvoluntary unem-
ployment are extremely vague and incomplete (HazZi®59; Patinkin,
1949, p. 314; Lipsewgt al, 1990, p. 751). These definitions only became
murkier as Keynes's followers tried to explain thesde infra).

For example, post-Keynes economists have been sdisgu whether
“‘involuntary unemployment” is an equilibrium or asequilibrium phe-
nomenon. There are also two opposing claims: thioseclaim that it is
a disequilibrium phenomenon (Clower, 1965, p. 198zlitt, 1959; Mises,
1998, p. 599; Patinkin, 1949, pp. 337-8; Rothbaffi, p. 780) and those
that claim that it is an equilibrium phenomenon \[daon, 1967, p. 567;
Hahn, 1987, p. 1). In the latter case, the quessiavhether Keynes's equi-
librium theory is equivalent to Walras's orénfortunately, Keynes him-
self alleged that ‘Walras's theory and all othdmng those lines are little
better than nonsense’ (Skidelski, 1996, p. 615ma&ority of economists
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assert that they are different theories (for exanghug, Leijonhufvud, De
Vroey, and Davidson), and unfortunately, only a feeonomists consider
them to be related theories (Morishima, 1977; DagitHorn, 1983, p.
727). It is worth recalling here Chick’s assertthat ‘It is doubtful, in fact,
whether we would have got in such muddle over Keyiheve had under-
stood Walras properly’ (Chick, 1978, p. 20).

The second issue of the employment theory is tterdannection be-
tween full employment, voluntary unemployment andoiuntary unem-
ployment, and their measurement. The point is wdretloluntary and in-
voluntary unemployment are mutually exclusive, fothey can co-exist.
The economics literature to date has either igntirecto-existence of the-
se two kinds of unemployment, or claimed they wasth the same (Lay-
ardet al, 1994, pp. 11, 41; Lucas, 1978; Pissarides, Z08@lor, 1987).

According to Walras's approach, “forced unemployihemght also be
considered, which is the result of an interventibrexternal forces (gov-
ernment, monopoly, trade unions, and so on) imtheket, and therefore,
it is adisequilibrium phenomenon. Unfortunatelyeywes combined
Walras's two types of unemployment, voluntary aondcéd, and called
them “voluntary” unemployment. On the other handme economists
interpreted Walras’'s forced unemployment as “inmtdmy unemploy-
ment”.

The result is that in the economics literaturegesly in the textbooks,
there is either an abundance of variant definitiohsnvoluntary unem-
ployment, or else the concept, as well as voluntamymployment, is not
mentioned at all. Therefore, this paper will discughether “Involuntary
employment” is an innovation or is irrelevant iroeomic theory.

This paper consists of five sections. Following ithieoduction, the se-
cond section discusses Walras's theory of employmeamd shows that
Walras defined voluntary unemployment and forcednyployment. The
third section considers Keynes’s definition of fulbluntary and involun-
tary unemployment, and demonstrates how Keynegjgerand incomplete
definition of these categories causes serious s@riuin the theory of
post-Keynes economists. The fourth section dedls the comprehensive
approach to employment. Unemployment and the Tektlmd Macroeco-
nomics is briefly considered in the fifth sectidfinally, conclusions are
presented.
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Walras and Unemployment

Walras’s general equilibrium approach seems todoaveniently” charac-
terized by full employment in services includingdar. For example, Hay-
ek asserted that: ‘But it does mean that we hawtatd where general eco-
nomic theory stops; that is to say at a conditibrequilibrium when no
unused resources exist’ (Hayek, 1931, p. 34; sseMhdden, 1992; Mor-
ishima, 1977, p. 58; Negishi, 1979, p. 17). Thimtorrect, since Walras’s
approach assumes that at equilibrium, there mighutemployment of
services in the following Economies: Productionpi@ Formation and

Credit, and Circulation and Money; and unsold gogodsan Exchange

Economy (Davar, 1994, pp. 51-2, 2014b). In ordeddfine unemployment

according to Walras’s approach, let us take a senlmok at his general

equilibrium theory.
First, let us consider the relevant assumptionsdafiditions in his the-
ory:

1. Walras assumed that the total demand function weds as demand
functions for individuals — is a strictly decreasgifunction (Walras,
1954, p. 466). The offer function first strictlycieases and then strictly
decreases. In other words, the offer curve consibgses first and then
falls (Walras, 1954, p. 467). Throughout this paper will assume that
the first is the only case.

2. Walras assumed that demand and supply curves fordaridual may
be either continuous or discontinuous (Walras, 195985).

3. Walras determined effective supply as follows: "gthall apply the term
effective offer to any offer made, in this way, afdefinite amount of
a commodity at a definite price” (Walras, 195484). He defined effec-
tive demand as: "We shall apply the term effectieenand to any such
demand for a definite amount of a commodity at éinde price"
(Walras, 1954, p. 85). This means that for both atehmand supply, for
a particular quantity, there is only one price, sitg versa.

4. Consequently, Walras determined the state of dujwitn by compari-
son of the effective demand and offer of a comnyo@iifalras, 1954, p.
85).

5. Walras stated that the demand and the offer cuaxedounded by an
available quantity from above for both the indivadiicases and the
whole economy (Walras, 1954, p. 116, 166, 171)sTheans that, at
equilibrium, if it exists, demand and offer alwaysve to be less than or
equal to the available quantity for all commoditéesl services.
Secondly, let us discuss Walras's method of esfatent and re-

establishment of equilibrium. Walras employed tlienmon method of
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equilibrium establishment and re-establishmentigtian of prices) in the
four types of economies. Namely, he first considehe problem of estab-
lishing equilibrium for given basic data for theoeaomy of the individual
(utility functions for each commodity and serviceparately, and available
guantities of goods and services). Determinatiothefsupply and demand
for goods and services for each individual econasniye first step in the
random price system. The total supply and demamgbotls and services
may be calculated from the results of models oividdals’ economies. At
this stage, Walras formulated two models (equatimtem) for the equilib-
rium state and the disequilibrium state, and dbedrthe process of estab-
lishment of equilibrium by means of thétonnementalgorithm (Davar,
1994, 2002, 2012, 2014b; Negishi, 1985, pp.170-1Ra@mely, Walras
shows how this iterative process transforms anyalndisequilibrium sit-
uation into an equilibrium situation if it is posk, and by this, guarantees
its solvability Each isolated iteration dhtonnemenis divided into two
stages: firstly, equilibrium establishment for atam good (or service)
— partial equilibriunt and secondly, general equilibrium establishment f
all categories simultaneouslygeneral equilibrium Walras asserted that
the partial equilibrium of a certain category wowxist if the essential
assumptions (vide supra) plus the additional requant, that is, the total
(aggregate) demand curve and the total offer ciraeeat least one inter-
sections poin{Walras, 1954, pp. 108, 171). Walras concentraredhe
Law of Equilibrium Statewhich is different from the well-known “Walras’
Law” formulated by his followers (Davar, 1994, 202014). While the
Law for more advanced economies only applies to nmeskets entering
the system, it automatically includes the law intatto earlier types of
economy. For example, the Law of Capital Formatod Credit only re-
lates to new capital goods, saving, investmentratedof income. Thus, the
equilibrium law for consumer goods and servicesthar earlier types of
economy (exchange and production economies) igriated into the law
for the economy in question (capital formation anetit).

Moreover, Walras discussed the variation of pricgste-establishing
the equilibrium following changes in the given lzadata for an individual
or group. This means that, on the one hand, ifiadiyidual as supplier of
services discovers that in the equilibrium stageddrvices (or goods) are
not traded, he might change his initial data adogrdo the results of an
obtained equilibrium state. Yet, on the other hahdny individual as de-
mander of commodities discovers that his demandneasatisfied, he too
might change his initial endowment. Then, a newcess of equilibrium
establishment is required.
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Voluntary unemployment
Under the above assumptions, if there is a geremallibrium, we

could conclude that there should be at most onéliledgum point for
a certain service and good (see Figure 1).

Figure 1. Walras’s definition of Voluntary and Forced Uneoyhent

d | QUANTITY
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Source: Walras (1954, p. 433).

If the equilibrium point for a certain service ia the upper boundary
point of the supply curve (called the right bourydpoint in the case of
post-Walras authors, who used Marshall’'s curvet) akes interchanged,
namely, quantity on the horizontal axis, and pooethe vertical one), that
is, the available quantity point, themitty be said this service is to be fully
employedBut if an equilibrium point is located below thpper point (left
side of the right border point), this indicates mpéoyment in that part of
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the service, which is defined by the differencenestn the boundary point
(available quantity) and equilibrium point, namely (°-T). Of course, if
we take into account the fact that the total oferservices is based on the
solution of the model for individuals, we may carag that, in such a situ-
ation, the individual is “voluntarily unemployedrhis is because the wage
he or she requires to be employed is higher tharetuilibrium wage. In
other words, in this situation that depends onrages contribution to the
whole economy,unemployed means voluntarily unemplayédis im-
portant to emphasize that Walras’s voluntary unegipkent is generally
confused with leisure. However, leisure is deteadirby an individual
prior to his arrival in the market, whilst volunfaunemployment is ob-
tained by market forces.

Thus, in Walras’s approach, there would be full Expment if the equi-
librium point is identified with the upper (righthoundary point (available
guantity) or voluntary unemployment if an equiliomi point is under the
upper point (to the left of the right boundary ghiThe magnitude of vol-
untary unemployment is the difference between thentary and equilib-
rium points. It should be stressed that in ordeddgfine unemployment of
services, if it existshe available (existing) quantity of service isuiqd.
The latter was not included in Lange and Patinkapproaches (vide in-
fra).

Forced unemployment

Walras also discussed the problem of price (wagglation of produc-
tive services or products. Walras stated: ‘We nuli§erentiate now be-
tween two cases:

1. The case of anaximumprice], when it is forbidden to sell a service or
a product at a price higher than the fixed pricactvthas been [arbi-
trarily] set below the level that would have beesiedmined by free
competition; and

2. The case of aninimumprice, when it is forbidden to sell a service or
a product at a price lower than the fixed pricechtas been [arbitrari-
ly] set above the level that would have been datexdhby free compe-
tition. In actual practice it is generally veryfittilt to enforce such re-
strictions; but it is not impossible’ (Walras, 19%4. 431-432).

Walras discussed this for the three types of sesyistarting with land-
services and then to labour-services: ‘If the Sestblished a minimum
wage by legislation or if certain private organiaas did the same by the
use of threats and violence, either a certain nuroab&orkers would not
be able to sell any labour at all, or all of therowd find it impossible to
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sell as much of their labour as they would like kick has nothing to do

with the question whether or not it is of benefitthe workers to work

more hours at a lower wage or fewer hours at aehnigtage’ (Walras,

1954, pp. 432-33).

From the above discussion, the following conclusioray be drawn:

1. At the minimum price (wage), the unemployed parthef factor (la-
bour) may be termedborced unemploymentetermined ast'-T");
which Patinkin calls “involuntary unemploymentijde infra;

2. At the maximum price (wage), the unsatisfied demtmmdhe factor is
theforced unsatisfied demand for factor (labowd@termined asTI{(-t’);
which Patinkin calls “involuntary over-employmengVjde infra).

In this context, it is interesting that Friedmaisfinition of “natural
rate of unemployment” is consistent with Walrastduntary unemploy-
ment.

Keynes’s Definition of Voluntary and
Involuntary Unemployment

Voluntary Unemployment

Keynes began — his theory of employment and hik lwith the central
statement: ‘The question, also, of the volume efayailableresources, in
the sense of the size of the employable populatios,extent of natural
wealth and the accumulated capital equipment, fas deen treated de-
scriptively. But the pure theory of what determitiesactual employment
of the available resources has seldom been exanimegteat detail’
(Keynes, 1936, p. 4). This means that Keynes, dsaseWalras, deter-
mined unemployment, first of all, in the generainfio— as the difference
between the available quantity minus employed duyarend then dis-
cussed various possible kinds of unemployment.

Keynes considered three kinds of unemploymenttidneal, voluntary
and involuntary. Throughout the paper, it is asgithat “frictional unem-
ployment” means a fixed share from the availableola forces, and it
cannot influence the issues discussed.

Keynes considered “voluntary” unemployment as bethg to the re-
fusal or inability of a unit of labour, as a resoillegislation of social prac-
tices or of combination for collective bargaining af slow response to
change or of mere human obstinacy, to accept ardee@responding to
the value of the product attributable to its maagjiproductivity’ (Keynes,
1936, p. 6). Careful examination of this quotatshrows that Keynes, un-
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fortunately, combined Walras’s two types of unemgpient: voluntary and
forced (vide supra). Such an intolerable combimatibtwo opposing con-
cepts creates serious confusion in post-Keynesomittiscussion of un-
employment (vide infra). Keynes, however, by théimition of “volun-
tary” unemployment, declared that his own defimtiof unemployment
(involuntary) differs from theirs (Viner, 1964, $36).

Moreover, Keynes’s definition of full employmentindes “frictional”
and “voluntary” unemployment (Keynes, 1936, pp.16)- If “voluntary”
unemployment is only considered according to Walrdefinition (vide
supra), then such a definition of full employmernigint have certain rea-
soning, because in this case each individual reeiemployed or unem-
ployed by his own wishes. But Keynes also inclutfedced unemploy-
ment”, hence such a definition of full employmesiiot only inconsistent
with its practical definition (vide supra), but alsreates a mystifying situa-
tion (vide infra).Therefore, we cannot agree with M. de Vroey’s cliat
Keynes considered two types of full employment gshe supply curve of
labour with the horizontal segment. What de Vroalscthe first full em-
ployment is equilibrium employment, since involugtaunemployment
exists, as Vroey himself indicates (Vroey, 2004 8g}0).

Involuntary Unemployment

Keynes began his definition of “involuntary unemptent” with the
following statement:

‘Men are involuntarily unemployed if, in the eveh&@mall rise in the price of
wage-goods relatively to the money-wage, both ggrenate supply of labour
willing to work for the current money-wage and #dggregate demand for it at
that wage would be greater than the existing volawinemploymeniKeynes,
1936, p. 15).

Keynes understood that this definition of involugtanemployment is
very vague, so he clarified it further (Leijonhuéyul968, p. 94; 2000, p.
18):

‘An alternative, though equivalent, criterion isséuation in which aggregate
employment is inelastic in response to an incréadbe effective demand for
its output’(Leijonhufvud, 2000, p. 26).



Unemployment: Walras’s Voluntary and Keynes'’s laatdry 615
He then added two simplified assumptions:

‘(1) That all unemployed resources are homogeneoukinterchangeable in
their efficiency to produce what is wanted; (2) Ttz factors of production
entering into marginal cost are content with thensamoney-wage so long as
there is a surplus of them unemployed. In this cesestant returns and a rig-
id wage-unit, as long as there is any unemploymgrmijonhufvud, 2000, p.
295).

Careful examination of Keynes'’s definition and tleations of invol-
untary unemployment enable us to conclude that Egyhanged Walras’s
assumptions. Namely, Keynes assumed that the gamgly function of
labour is a weakly increasing function, and notc8yr increasing (and
decreasing) function, as Walras assumed. This m#atssuch supply
functions might be characterized by a horizontghsent. And secondly, as
a result of the first assumptions, in the case adréain magnitude of wage,
there might be a number of magnitudes of quantdgfdabour. Therefore,
in the equilibrium state there might be involuntanyemployment if the
equilibrium point is located on the horizontal segithat does not include
its boundary points (vide infra). So, Keynes stateat involuntary unem-
ployment is characterized by the rigid-wage phenmneand consequent-
ly, allows describing the supply curve of labouthna horizontal segment.
Moreover, he also hinted at measuring the magnitdfidievoluntary unem-
ployment as the difference between the right boyngaint of the seg-
ment and the equilibrium point of employment. Thusthe absence of
rigid wages, there is also no involuntary unemplegyim Hence, Keynes
assumed that involuntary unemployment may or may occur. In
Keynes’s own words: ‘Obviously, however, if thesdacal theory is only
applicable to the case full employment, it is feidas to apply it to the
problems of involuntary unemployment — if theresleeh a thing (and who
will deny it?)’ (Keynes, 1936, p. 6). Keynes aldaimed that “involuntary
unemployment,” as well as “voluntary unemploymerdte equilibrium
phenomena (Keynes, 1936, p. 28).

These assumptions, particularly (2), allowed posyésian economists
to define “involuntary unemployment” relatively aldy (Negishi, 1979, p.
27; Sachs & Larrain, 1993, p. 62).

On the other hand, Lange was one of the first etigts to define in-
voluntary unemployment graphically, that is, clésets genuine meaning
in economics literature. To gain an understandingamge’s version, here
is a long quotation frorRrices Flexibility and Employment
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“Involuntary unemployment” in the Keynesian sers@at an excess supply of
labor, but an equilibrium position obtained by irgection of a demand and
a supply curve, the supply curve of labor, howelemg infinitely elastic over
a wide range with respect to money wages, the pafimtersection being to
the left of the region where elasticity of supphiabor to money wages be-
come finite. Thus “involuntary unemployment”, iretKeynesian sense, does
not imply excess demand for cash balances, asasdthr all other goods are
supposed to be in equilibrium in the Keynesian thebhe difference is shown
on the adjoining diagram (See Figure 2).

D is the demand curve and S is the supply cuntkeofactor. In our treat-
ment “underemployment” is the excess supply AB (),Rvhile Keynes con-
siders the line CQS as the supply curve, P an ibquim point, and PQ (=
AB) involuntary unemployment. Change in price (@@pears in the Keynes-
ian theory as a shift of the horizontal part (CQ}lwe supply curve. As is easily
seen, our treatment is translatable into Keynes@éams and

vice versa. The choice is merely a matter of colenee. It seems that our
method ties up more easily with general price thi€ofLange, 1944, p. 6).

Figure 2. Lange’s Definition of Involuntary Unemployment
A

S

c : e

0 A B X
Source: Lange (1944, p. 6).

Lange correctly defined involuntary unemployment, unfortunately,
he identified it with total unemployment, whichasly correct in one case
(vide infrg. Namely, by Lange’s definition “involuntary unetapment”
only exists if the labor supply curve includes tiwizontal segment (the
part with rigid wages) (see Modigliani, 1944, p) &nd the equilibrium
point is located on this line, except at the basdér other words, involun-
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tary unemployment occurs if the employment equiilifor point is located
to the left of the right border point of the hornital segment and is deter-
mined as the difference between the latter and doraquilibrium points.
This means that “involuntary unemployment”, if ists,is an equilibrium
phenomenarBYy this definition of involuntary unemploymentahge made
a very important contributionAt the same time, he did not connect his
definition to the size of the available labour. Ndyn he did not clarify if
the right border point can be identified with thHeesof available labour
force, or if the latter is greater than the formes, might be understood
from Lange’s figure. Thus, Lange did not define ltudary” unemploy-
ment or discuss “full” employment. Therefore, heated a situation in
which it appears that involuntary and voluntary mp&oyment cannot co-
exist. Surely, this cannot be so.

Two examples of controversial definitions of invbdéury unemployment

There are many controversial definitions of invaéug unemployment,
but here we have chosen two examples because floe dedinitions are
variations of these definitions.

Patinkin’s version of involuntary unemployment

Patinkin rejected Lange’s definition of Keynes'svaluntary unem-
ployment, claiming that:

‘... our interpretation does not tie the Keynesiaedhy of unemployment to
any special form of the supply function for lablor particular, it is independ-
ent of the all-too-frequent assumption that thisaty presupposes a supply
curve for labor as represented in figure XIV-1Patinkin, 1965, p. 342).

The crucial characteristic of this curve is tHakemains infinitely elas-
tic at the prevailing-and presumed rigid-money wesge ap until the point
No. Accordingly, writers who make use of this curgentify the maximum
amount of employment that workers are to offerhet tateay with the
level “full employment,” and define involuntary unployment as the dif-
ference between this level and the one actuallgtiej in the economy,
sayN, (Patinkin, 1965, p. 341).

In principle, this is the correct description ofrige’s definition of in-
voluntary unemployment, but two observations shdaddmade \ide su-
pra). Firstly, Lange did not consider “the maximum ambof employ-
ment” and “full employment”. Secondly, in Lange’sproach, involuntary
unemployment is determined by the equilibrium peaintl not by “the one
actually existing in the economy”, as Patinkin ilad. He continued: ‘If
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the curve did not have this shape, but insteadyswase (no matter how

slowly), and if at every wage rate worker were 3lgvat the uniquely cor-

responding point upon the curve, then, by definitimo involuntary unem-
ployment could ever exist in the system: workersil@always be receiv-
ing as much employment as they desired at the fireyavage rate’

(Patinkin, 1965). There are two important points:

1. Involuntary unemployment exists only if the labampply curve in-
cludes a horizontal segment, which is correct.

2. Conversely, if the labor supply curve “always rqs® matter how
slowly)”, then “workers would always be receiving mmuch employ-
ment as they desired at the prevailing wage rat#ich is incorrect.
Patinkin rejected Lange’s “partial” definition ofivoluntary unem-
ployment and tried to define it “generally” (seei@mwvsky, 2006).

Let us start with Patinkin’s definition of full edgyment: ‘It follows
that a state of general equilibrium in the econamsya whole, or even
a state of partial equilibrium in the labor markey, itself, isipso factoof
full employment. It also follows that the bench iaf full employment is
not an absolute constant, but something whichfitgaties with every
change in the real wage rate or in the subjectaterchinants of the labor
supply curve’ (Patinkin, 1965, p. 315). Here, Patirhas defined full em-
ployment as an equilibrium employment, which is notnpatible either
with Keynes's definition, which included voluntargemployment into full
employment, or with a practical definition by whidbll employment
means that the whole available labor has to be@ragl

Patinkin’s definition of involuntary unemployment its original form
(Patinkin, 1965, pp. 31413; see also Leontief, 1947) is:

‘The norm of reference to be used in defining inmtdry unemployment is the
supply curve of labor; . . . Hence as long as wskare “on their supply
curve” — that is, as long as they succeed in sglhtfl the labor they want to at
the prevailing real wage rate — a state of full éoymnent will be said to exist
in the economy. It follows that a state of genexlilibrium in the economy as
a whole, or even a state of partial equilibriumtive labor market by itself, is
ipso facto a state of full employment. It alsoda# that the bench mark of full
employment is not an absolute constant, but songptlvhich itself varies with
every change in the real wage rate or in the subjecor objective determi-
nants of the supply curve. ... Conversely, if workeesnot on this curve, they
are acting involuntarily. Thus, if they are at theint A in Figure XllI-1 (see
Figure 3) ..., involuntary employment to the extentMN}; exists. On the other
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hand, if they are at the point E, there exists lamtary unemployment to the
extent N — N2’

Figure 3. Patinkin’s definition of Involuntary Unemployment

w
p
.
N=R(w/p)
A
(W/p)
D
(Wip),
K L M
(Wip) \
__—"5 E W)

0 N N N N N

Source: Patinkin (1965, p. 316).

So, Patinkin gave two different definitions of imwotary unemploy-
ment. The first definition is the disequilibrium gtion, which contradicts
Keynes's important statement that involuntary unieympent is an equilib-
rium phenomenon; and, moreover, he ignored Largfatement that “Un-
deremployment, having been defined by us as exaggdy of a factor of
production, implies thus existence of excess densantewhere else in the
economy. This treatment of underemployment diffeosn the “involun-
tary unemployment” as defined by Lord Keynes’ (Lanfj944, p. 6, note
4); thus, Patinkin replaced Lange’s “underemploythemith Keynes's
“involuntary underemployment”; yet, according to Méa’'s approach it is

2 |n the origin W), but in the paper “Unemployment and KeynesianpBupunctions”
Patinkin asserted ‘involuntary unemployment (toeeentN; - N,); which are parallel with
No - N, — E. D.), be said to exist in the system’ (Patinkiose5, p. 369).



620 Ezra Davar

“forced unemployment” at theinimumwage(point A) (vide suprd. The
second definition is based on two different wagesguilibrium and dise-
quilibrium; hence it is absurd (see also PatinkB49, p. 369).

Patinkin also considered two additional conceptsebluntary under-
employment in the spirit of the interpretation ofyies’s macroeconomic
theory. In this case, only one side of an econgghenomenon, either ag-
gregate demand or aggregate supply, is domingheidefinition of invol-
untary underemployment. Patinkin asserted: ‘In otherds, only the de-
sires of demanders influence the determinationabional income, while
the desires of suppliers are completely ignored. Wéeld then have as
a measure of the extent of involuntary underempkayngJ) in the system

U=7-Y

That is, involuntary underemployment is measurethieydifference be-
tween the level of national income in the norm refiee,;7, and the level
actually prevailingyYy (Patinkin, 1949, p. 371). On the other hand, te-c
tinued: “In brief, the level of national income des by spendersyf) is
greater than that desired by suppliers. If the ll@fenational income is
actually Y7, then a measure of the extent to which suppliees cver-
employed is the negative quantity

U=7y¢-Y

That is, involuntary over-employment is measuredHgydifference be-
tween the level of national income in the norm eference, and the level
actually prevailing’ (Patinkin, 1949, p. 374, sdsoalrevithick, 1992, pp.
108-109). It must be stressed that what Patinkiimel@ as involuntary
over-employment is equivalent to tf@ced unsatisfied demand for factor
(labour) according to Walras’s approach (vide supra).

To sum up, to define involuntary unemployment cctiyerequires the
correct definition of full employmertWhat Patinkin calls “involuntary
unemployment” is underemployment according to Langketermination
and "forced unemployment" according to Walras'srapph; and what
Patinkin calls “involuntary over-employment” is tieed unsatisfied de-

3 It is necessary to stress that Klein was the, firsbur opinion, who defined “unem-
ployment” similarly to Patinkin (see Klein, 19527.180-87). We decided to use Patinkin’'s
version because it is much more comprehensivesanged in the majority of modern litera-
ture (or textbooks) for Macroeconomics (for exangse Chick, 1984; Taylor, 1987; Sachs
& Larrain, 1993).
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mand of factor (labour)” at theaximumwage according to Walras’s ap-
proach.

Shapiro and Stiglitz's version of involuntary unéoyment
Shapiro and Stiglitz claimed (see Figure 4) that

‘The equilibrium is depicted in Figure 2 (see Figut — E.D.). It is important
to understand the forces that cause E to be anlibgum. From the firm’s
point of view, there is no point in raising wage&ce workers are providing
effort and the firm can get all the labor it wamitsw*. Lowering wages, on the
other hand, would induce shirking and be a losithegi.

From the worker’s point of view, unemploymerihisluntary: those without
jobs would be happy to work at w* or lower but cahmake a credible prom-
ise not to shirk at such waggS8hapiro & Stiglitz, 1991, p. 131).

Figure 4. Equilibrium Employment

WAGES AGREGATE AGREGATE
w4  LABOUR DEMAND NSC

F (L)

»

L N  ENPLOYMENT

Source: Shapiro & Stiglitz (1991, p. 132).

The first statement is correct, in our view, but the@ second one. Thus,
if the supply curves of labour are determined anhhsis of labour supply
of individuals, then ‘those without jobs’ are inathstate because of the
labor conditions they offer, or by their own chgieed due to market forc-
es. But when they discover that they are out ofkwiirey might decide to
change the labor conditions they offer. Howevesuoh cases, there would
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be a new equilibrium process, and, hence, a newilegum point would
be established. Thus, it is incorrect to call itdluntary unemployment; it
is the opposite, it is voluntary (vide infra).

The Comprehensive Approach
to Unemployment

Based on the above, we can formulate a compreteetis@ory of unem-
ployment. According to Walras’s approach, kindsuoemployment de-
pend on the type of economy under discussion, nangelthe economy
characterized by free competition, where marketdsrgovern the activi-
ties of the economy; or are there external forgesdrnment, monopoly
and so on) which intervene in the activities of #eenomy? Walras shows
that in the former case, in the framework of hisuasptions, there is vol-
untary unemployment, and in the latter case theferced unemployment.
Keynes, unfortunately, combined these two typesiredmployment and
called it “voluntary” and introduced an additiorigpe of unemployment
— involuntary, which, like voluntary unemploymeist also derived from
free competition, but with a different assumptidrhis paper discusses
only the approach of pure theory, so the term “mtdAwy” is used in
Walras’s sense.

Several fundamental statements provide the gefraraework for the
definition of unemployment. First, it is an equiliom phenomenon, i.e.,
unemployment requires a definition of the equilibni situation. This is
established when an effective supply of a factabglr), which is obtained
by the supply curve of factor (labour), equals [Hi®ur demand, which is
obtained either from the labour demand curve (Keyrenge) or the equa-
tion system, based on the demand for consumpti@igygWalras). Se-
cond, if the quantity of the equilibrium point issk than the available
quantity of the factor, then there is either invaary unemployment
(Keynes-Lange) or voluntary unemployment (Walr&sjt if the equilibri-
um point is equal to the boundary point of the $yipprve, which is iden-
tified with available quantity, then there is neitlinvoluntary unemploy-
ment nor voluntary unemployment, but there is éatiployment.

In Walras’s version, unemployment (voluntary) isadbed when the
supply curve is strongly increasing and its rightidary point is identi-
fied with the available quantity of a factor. Thireans that in Walras’s
approach, for every wage, there is only one effectupply; hence equilib-
rium point is established, if it exists, when effee demand is met by ef-
fective supply.
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Lange’s version of Keynes's involuntary unempleyrm is obtained
when the factor supply curve has a horizontal segnidamely, the supply
curve is a weakly increasing curve. In other woidsthis case, for one
wage of labour, there are several quantities oplsugbut there might be
one equilibrium point; therefore, there might bedtuntarily unemploy-
ment and its magnitude is the difference betweernritfht boundary point
and equilibrium point. Also, in this horizontal segnt, the elasticity re-
mains infinite?

Thus, as concluded above, Walras defined voluntagmployment and
linked it to full employment, but he did not andutsbnot consider involun-
tary unemployment. On the other hand, Lange defleghes’s involun-
tary unemployment, but he did not connect it witli £Employment and
voluntary unemployment. Combining these two dabini$ of unemploy-
ment provides the comprehensive approach to unemmelot. Therefore,
for this purpose, assuming that the supply curnweulshinclude a non-
increasing segment and the right boundary poirthefcurve is identified
with the factor’s available quantity (see Figure 5)

Figure5. The Comprehensive Approach to Unemployment

Source: own work.

* Hence we cannot agree with Darity and Young, wivemdly suggested that ‘His defi-
nition would have been the following: involuntargamployment exists if the elasticity of
employment (and output) is greater than zero wagpect to an increase in aggregate de-
mand’ (Darity & Young, 1997, p. 26), because ifstieity is greater than zero, then there
might be only voluntary unemployment.
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If the equilibrium is at point \W(available quantity)then there is nei-
ther involuntary unemployment nor involuntary unéogment; that is,
there is full employment. If the equilibrium poiigt at W, then there is
only voluntary unemployment, which is determinedtlzs difference be-
tween Ll and L. If the equilibrium point is at )/ then both voluntary un-
employment and involuntary unemployment exist. Toener is deter-
mined, as in the previous case, but the involuntargmployment is the
difference betweeniland L,. The total unemployment is the summation of
these two kinds of unemployment, i.e., it is deiaed as (- L;) + (L; —
L,) = (Lo — Ly). Finally, let us consider two extreme forms o gupply
curve: (1) If the supply curve is only a horizortliak, then there is either
full employment if the equilibrium point is at thight boundary, or only
involuntary unemployment, which is obtained as difference between
the boundary (available quantity) and equilibriuoings (equilibrium em-
ployment). (2) If the supply curve is only a vedalidine, there is full em-
ployment in all cases.

To sum up, in the framework of free competitiore t#ind of unem-
ployment, if it exists, depends on the characteassumptions, i.e., on the
form of the supply curve of labour. Generally, thare four possible cases:
full employment, voluntary unemployment only, inwntary unemploy-
ment only, and, finally, both voluntary and invalary unemployment.

Unemployment and Textbook
of Macroeconomics

The problems of unemployment may be cured by a gemeration of
economists — if they understand these problemsortinfately, Macroeco-
nomics textbooks do not facilitate this, because difinition of Unem-
ployment is so confusing and unclear that it isasgible to learn anything.
To illustrate our above statement, we start witissussion of the defini-
tion of voluntary and involuntary unemployment iracnoeconomics text-
books. It is amazingly difficult to find textbookeghere voluntary and in-
voluntary unemployment are considered, and if tueyconsidered then it
is done in a very confusing form (Lipsest al, 1990). Mankiw and
Krugman (2009), two eminent new-Keynesians, wholea€eing support-
ers and propagandists of the “Keynesian Revolufioeer mention the
term “involuntary unemployment” in their textboolBut, it is Keynes'’s
truly unique contribution!

Sachs and Larrain (1993), correctly define invalmptunemployment
in principle: ‘The notion of involuntary unemploymes that some people



Unemployment: Walras’s Voluntary and Keynes'’s laatdry 625

who are willing to work for the wage received bhet workers of compa-
rable ability cannot do so’ (Sachs & Larrain, 19p362). But, following
this, it is not clear how its magnitude is calcethtlf we take into account
the definition that the unemployment rate ‘meastinesnumber of people
who are without a job and are actively, searchorgafjob, as a proportion
of the total labor force’ (Sachs & Larrain, 1993,5), this means that to
calculate any unemployment, two sets of data ajeimed: the total labor
force and the amount of employed people. The astfangot about this
statement when the voluntary and involuntary unegwmpent was dis-
cussed. Moreover, they asserted that ‘There i®anno standard accepted
procedure to estimate the natural rate of unempdoynand leads to disa-
greements about methods and magnitudes’ (Sachs r&aiha 1993, p.
506).

This is not accurate, because the natural rate@hployment is calcu-
lated according to the equilibrium state: ‘the tmat” rate of unemploy-
ment as the rate which corresponds to macroeconequgibrium, in
which expected inflation is equal to its actualdeySachs & Larrain,
1993, p. 496). The problem is how to achieve mammemic equilibrium.

On the other hand, Krugman and Wells define therahtunemploy-
ment rate asThe natural rate of unemploymerst the normal unemploy-
ment rate around which the actual unemployment fltattuates. It is the
rate of unemployment that arises from the effe€tfictional plus struc-
tural unemployment’ (Krugman & Wells, 2009, p. 210Jhen“Frictional
unemploymenis unemployment due to the time workers spendoln |
search” (Krugman & Wells, 2009, p. 207) and ‘Stanat unemployment is
unemployment that results when there are more pesgpéking jobs in
a labor market than there are jobs available atdimeent wage rate’
(Krugman & Wells, 2009, p. 208), where did the ltdédoor force disap-
pear? What about Macroeconomics equilibrium?

Conclusions

In this paper it was shown that Keynes’s involuptanemployment de-
rived from Walras’s voluntary unemployment by meafischanging the
characteristic of the aggregate supply curve (fongiof labour.

It was shown that the kind of unemployment depestdshe character
of the original aggregate supply curve of laboun. tBe one hand, when
the original aggregate supply function is a strgrigtreasing function, as
in Walras’s approach, there might be only voluntamgmployment, and its
magnitude is the difference between the availablentty of labour and
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the equilibrium point. So, in such a case, an iiddial is unemployed ac-
cording to his own wishes, because an equilibrivagevdefined by free
competition is less than the wage which he requBes, at the same time,
it is incorrect to confuse Walras’'s voluntary undéoyment with leisure.

Moreover, unfortunately, some modern economistsanis\Walras'’s vol-

untary unemployment for “involuntary unemployment”.

According to Walras’'s approach, “forced unemployihemight also be
considered, which is the result of an interventibrexternal forces (gov-
ernment, monopoly, trade unions, and so on) irkatarket, and therefore,
it is a disequilibrium phenomenon. Unfortunatelyeyes combined
Walras’'s two types of unemployment, voluntary aondcéd, and called
them “voluntary” unemployment. On the other handme economists
interpreted Walras’'s forced unemployment as “inmtdmy unemploy-
ment”.

On the other hand, if the supply curve of laboua iweakly increasing
one, which means that the supply function may leaterizontal segment,
then there might be involuntary unemployment if dggiilibrium point is
located between boundary points of the horizorggheent, and the magni-
tude of involuntary unemployment is the differerioetween the right
boundary point of the horizontal segment and anliegum point. So, in
such acase, an individual is involuntarily unemphlb against his own
wishes, because an equilibrium wage defined by doeapetition is equal
to the wage which he requires.

The comprehensive approach to employment was gezsan the end
of the paper. It was shown that the existence aflimtary unemployment
depends on the character of the original aggregigiply curve of labour,
and is connected with the existence of voluntargnuployment and full
employment. Involuntary unemployment might not eiighere is either
full employment or only voluntary unemployment,ibmight exist alone
or together with voluntary unemployment. Finally, ieality there are
many types of labour, hence a suggested comprefeeapproach of em-
ployment might be a useful tool for policy-makingdathe planning of
economics.
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