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ABSTRACT
This article opens with some remarks on Geoff Harcourt’s thoughts
on macroeconomic policies (broadly conceived). This is followed by
comments on some recent developments within the scope of fiscal
policy. The article moves on to aspects of monetary policy and
central banks, with particular reference to the ‘independence’ of
central banks and inflation targeting. There are then relatively
brief discussions on three policy areas on which policies pursued
by the central banks have some, albeit often limited, impacts,
namely, financial stability, inequality, and climate change and
environmental damage. The article considers alternative
approaches to controlling inflation in view of the failures of the
inflation targeting regime (and Geoff’s interest in incomes policy).
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1. Introduction

This article reflects on Geoff Harcourt’s writings, which appertain to macroeconomic pol-
icies (broadly conceived), and discusses some recent macroeconomic policy issues. In
Section Two, we briefly review Geoff’s writings on macroeconomic policy issues. In
Section Three, we comment on some recent developments within the scope of fiscal
policy. In a similar vein, the focus of Section Four is on aspects of monetary policy and
central banks, with particular reference to the ‘independence’ of central banks and
inflation targeting (IT). The following three sections provide relatively brief discussions
on three policy areas on which policies pursued by the central banks have some, albeit
often limited, impacts. Hence, Section Five discusses some aspects of financial stability,
while Section Six remarks on possible relationships between monetary policy and inequal-
ity and then climate change and environmental damage. Section Seven moves on to con-
sider the recent episode of inflation. Finally, Section Eight offers some concluding remarks.

2. Harcourt on Macroeconomics

Harcourt (1992) viewed the purpose of economics to be ‘to make the world a better place
for ordinary men and women, to produce a more just and equitable society’ (p. 9) — a
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rather different perspective on economics than the study of the allocation of resources!
He continued by saying that ‘all economies have created surpluses in one way or
another. Capitalism does it in a particular way… I would like to help to create a
society where the surplus is extracted and used in a way quite different from that of a
capitalist society’ (p. 9).

Harcourt (2001) suggests that there is a need ‘to create institutions that can encourage
the level of private investment it considers desirable while engaging in the production of
a surplus [profits] through its own activities so that it can fulfil its redistributive goals and
provide a social wage without having to create ever-increasing deficits’ (p. 92). Harcourt
(2001) states that:

the role of government is not a question of the degree but of the nature of this intervention.
For example, greater government control over the use of profits, traditionally exercised
through fiscal policy, could avoid a fiscal crisis by being exercised through direct govern-
ment participation in the production of this surplus, that is, direct involvement of govern-
ment in the production and marketing of goods in profitable industries. (p. 83)

Harcourt (2001) was particularly concerned with establishing full employment of labour
and ensuring that would be compatible with low inflation, often by means of the use of
some form of incomes policy. He referred to what he termed Salter’s rule: ‘advocating the
setting of nominal income increases according to the rate of increase of effective produc-
tivity plus prices, so that equity and efficiency can be achieved’ (p. 7). Also, ‘[i]f the rule is
combined with a full employment policy, we may attain a sustainable situation, in the
sense that because wage-earners (and others) receive aggregable rises in real incomes,
full employment without too much inflation may be achieved for indefinite periods’
(p. 7). He also argued that:

In essence my proposals involved redistribution through the public sector as the quid pro
quo to the wage earning groups for accepting incomes policies directed at the rate of increase
of money incomes… Fiscal and monetary measures were to be directed towards the level of
economic activity, the rate of growth and the post-tax distribution of income. Nationalisa-
tion of certain key industries including financial intermediaries was put back on the agenda
for discussion… . (p. 14)

Geoff viewed markets, and particularly financial markets, as rather unstable. He con-
trasted the mainstream perspective on markets as inherently stable with a general
post-Keynesian perspective. He often used the wolf pack analogy:

The mainstream approach is that akin with a wolf pack running along. If one or more wolves
gets ahead or fall behind, powerful forces come into play which return them to the pack.…
The other approach has it that the forces acting on the wolves who stray make them get
further and further ahead or fall further and further behind at least from long stretches
of time. (Harcourt 2010, p. 240)

Harcourt (2010) illustrates these differences by reference to foreign exchange
markets, and to financial asset markets, where he supported a financial transactions
tax to dampen down speculation. More generally, there was a need for a range of
policies to address issues of financial instability. Harcourt’s theoretical contributions
are well within the post-Keynesian approach. This is obvious from the above
analysis of his theoretical views and also in terms of what follows below in this
contribution.
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3. Some Fiscal Policy Matters

The Kaleckian/post-Keynesian perspective on fiscal policy and budget positions is to aim
for the achievement of the full employment of labour, while recognizing the require-
ments of sufficient productive capacity and, in the right places, to enable non-inflationary
full employment and acknowledge the limits of ‘fine tuning’ (as in our focus on what we
termed ‘coarse tuning’) (Arestis and Sawyer 1998a). This is the focus of Harcourt in terms
of his view on and approach to fiscal policy (for example, Harcourt 2007; see, also, Arestis
1997). A significant feature of his approach to fiscal policy was the view that government
spending should be determined by medium- to long-term social needs and ‘short-term
aggregate demand puzzles being tackled by changes in taxation’ (Harcourt 2010,
p. 244). This combines emphasizing that the purpose of public expenditure should be
to serve social need, and that variations in tax rates (and perhaps social transfers) are
more readily and speedily applied than variations in public expenditure. Further, varia-
tions in meeting social needs are not an appropriate means of seeking to stabilize employ-
ment. And, as Arestis (1997) suggested, ‘full employment cannot be the only objective of
post-Keynesian economic policy. Governments should also strive to promote a more
equal distribution of market power and, thus, income and wealth’ (p. 431). Our discus-
sion in this section on fiscal policy is very much focused on explaining the kind of fiscal
policy upon which Harcourt’s approach is based.

The fiscal policy responses to the global financial crises (GFC) of 2007–2008 were gen-
erally a mixture of allowing automatic stabilizers to have some effect and budget deficits
to rise and discretionary fiscal policies including ‘bail-out’ of banks and other financial
institutions. These responses were soon followed by pursuit of ‘fiscal consolidation’,
which sought to reduce the budget deficit and lower the government debt to GDP
ratio. Reducing government expenditure lowers economic activity and budget deficits
may fall but not to the extent of the reduction in government expenditure. The degree
of austerity resulting from fiscal consolidation was often underestimated (Blanchard
and Leigh 2013). Fiscal policy re-emerged as a macroeconomic policy following the
New Consensus Macroeconomics theoretical framework, which disregarded fiscal
policy completely (Arestis 2019). The COVID-19 pandemic required government
responses in the form of spending on measures to (1) combat the epidemic and (2)
support employment and incomes. The effect of lockdowns, limitations on travel, and
disruption of supply chains led to falls in GDP. Table 1 illustrates the scale of budget
deficits, and so on.

Table 1 provides a summary of the scale of fiscal responses in a range of advanced
economies in the first 18 months or so of the COVID-19 pandemic. The early responses
to COVID-19 (in terms of government expenditure and deficits) illustrate that govern-
ment expenditure can be financed in response to ‘emergency’, though the financing of
emergency COVID measures was no different to any other government expenditure.
They also illustrated something of a ‘whatever it takes’ approach to government spend-
ing, and acceptance of the resulting budget deficits. The resulting budget deficits (often
relatively large) were generally readily funded as private (household and corporate)
saving rose in the face of constraints on expenditure during Covid lockdowns.

The level of public debt in many countries has risen sharply as a consequence of the
Covid-19 pandemic and policy responses to it. Government expenditure, particularly to
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support incomes, rose and tax revenues diminished as economic activity fell. Govern-
ment debt levels rose: in the euro area, the average public debt (measured by government
net financial liabilities) to GDP ratio rose from 63.0 per cent in 2019 to 75.5 per cent in
2020, and to 71.3 per cent in 2021.1 The budget deficit to GDP ratio in 2020 was 7.0 per
cent for the euro area on average, up from 0.7 per cent in 2019. For the US, the debt ratio
rose from 83.0 per cent in 2019 to 98.0 per cent in 2020, with a budget deficit ratio in 2020
of 15.4 per cent from 6.4 per cent in 2019.

For a national government, any level of debt (relative to GDP) is likely to be sustain-
able in that interest payments can always be made by government, whether based on
ability to levy taxes or ability of the central bank to create money to enable government
to meet interest payments (provided that the debt is denominated in the national cur-
rency). The question of sustainability should focus on the sustainability of a deficit posi-
tion in terms of the implications of budget deficit for the time path of debt if the deficit
were to be maintained. It should also focus on the sustainability of the sectoral balances,
which correspond to the budget. A particularly important sectoral balance is the balance
of payments and the sustainability of current account deficits and the servicing of inter-
national debt.

The budget deficit relevant for the discussion of sustainability at the present time is not
that pertaining during the pandemic but rather the deficit that emerges after the
pandemic.

The socially responsible budgetary and fiscal policy would be to use the structure and
level of public expenditure to re-build after the pandemic, to provide good income
support to individuals, and to structure taxation in a progressive manner. The balance
between expenditure and tax revenues, i.e., the budget deficit, should aim to secure a
high level of employment (consistent with the capacity of the economy). There have
been many calls for a reduction in the debt ratio via running small deficits or surpluses.
The debt to GDP ratio will decline if d < b.g/(1 + g), where d is the deficit to GDP ratio, b

Table 1. Fiscal Measures in Response to the COVID-19 Pandemic.
Percentage of
GDP: January
2020–October
2021

Additional spending
or foregone revenues Accelerated

spending/
deferred
revenue

Liquidity
support

Equity
injections, loans,
asset purchase,

or debt
assumptions

Contingent liabilities

Subtotal
Health
sector

Non-
health
sector Subtotal Guarantees

Quasi-fiscal
operations

Australia 18.4 1.0 17.4 1.8 0.8 1.0
Canada 15.9 2.8 13.1 3.9 4.0 0.2 3.7
European
Union

3.8 0.0 3.8 6.7 6.1 0.6

France 9.6 1.5 8.2 3.0 15.2 0.7 14.5
Germany 15.3 1.8 13.6 27.8 3.0 24.8
Italy 10.9 1.2 9.7 0.4 35.3 0.2 35.1
Japan 16.7 2.1 14.6 0.5 28.3 2.9 25.4
Korea 6.4 0.7 5.7 1.7 10.1 3.7 6.5
Spain 8.4 1.7 6.7 0.0 14.4 0.1 13.4 0.9
United
Kingdom

19.3 4.8 14.4 0.6 16.7 0.0 16.7

United States 25.5 3.3 22.2 0.1 2.4 0.3 2.2

Source: IMF Fiscal Monitor: Database of Country Fiscal Measures in Response to the COVID-19 Pandemic (IMF 2021).

1The source of the figures in this paragraph is the OECD Economic Outlook 111 database, accessed August 2022.
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the debt to GDP ratio, and g the (nominal) growth rate. For example, with a debt to GDP
ratio of 120 per cent and a nominal growth rate of 5 per cent, a deficit to GDP ratio of less
than 5.7 per cent would lead to a decline in the debt ratio. The rate of decline would likely
be slow, and the debt/GP ratio would level out at x/g, where x is the achieved budget
deficit ratio. But attempts to set the deficit to secure a significant reduction will bring
unnecessary unemployment and hardship. Setting a target reduction in the debt ratio
(e.g., in the form of a continuous decline in the ratio, reach x per cent over a specified
period of time) is as stupid as setting arbitrary deficit rules.

The fiscal policy responses to both the GFC and the pandemic meant that previous
policy announcements on budget deficits and public debt had to be abandoned or at
least suspended. These policy announcements had often been in the form of adoption
of ‘fiscal rules’: in the European Monetary Union (EMU) case, that budgets should on
average be in balance or have a small surplus and public debt to GDP ratio should be
below 60 per cent; in the UK, ‘fiscal rules’ outlining intentions to reduce debt ratio
and achieve close to balanced budgets were laid down and often changed. The US, in
principle, has a debt ceiling but one that has to be updated often. The frequent variation
or suspension of these fiscal rules is a clear indication of how unsuitable they are.

Attention, particularly within the EMU, has focused on so-called structural budgets. A
structural budget position is that which would arise if the economy were operating at
‘potential output’ with the prevailing structure of tax rates and public expenditure.
While the effects of operating at ‘potential output’ rather than actual output can be cal-
culated with given tax rates and unemployment benefits and similar, it is more difficult to
take account of discretionary policies, adopted to counteract inadequacies of private
demand. The advocacy (as in the fiscal rules of the euro zone) of some form of structural
budget position (often in balance) faces two major problems. First, it assumes that a
balanced structural budget is feasible, that is, that not only would tax revenues and gov-
ernment expenditure be in balance at ‘potential output’ but also, from the other side, that
intended private domestic saving is equal to intended private investment plus capital
account outflow. As Kalecki (1943) explained 80 years ago, there is no reason to think
that such an equality would hold sway.

Second, the estimation and stability of ‘potential output’ are problematic. Potential
output is not what it says, which would suggest something like capacity output; rather,
it is the level of output that is believed to correspond to a constant rate of inflation. It
is based on a Phillips curve-type approach to inflation and the existence of an ‘equilib-
rium’ at which inflation would be constant, while departures from that ‘equilibrium’
would involve continuously rising (falling) inflation for output above (below) potential.
Estimates of potential output vary over time. This is particularly evident when unemploy-
ment and the ‘non-accelerating inflation rate of unemployment’ (NAIRU) is used as a
substitute for potential output.2

Fiscal policy in the immediate aftermath of the GFC and during the COVID pandemic
was moving in the right direction to support employment and economic activity, though
the extent of the fiscal stimulus could have been larger in most countries, particularly in
the aftermath of the GFC. But in the case of the GFC, it was soon followed by fiscal con-
solidation and austerity, which did not help. As the COVID pandemic subsided, concern

2For extensive discussions on these points, see Heimberger and Kapler (2017) and Heimberger (2020).
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switched to the higher debt ratio created by the pandemic measures and proposals to
change the budget position so as to secure such a reduction, though the energy and
gas price crisis of 2022 has delayed any implementation.

4. Central Banks and Monetary Policy

Geoff Harcourt wrote little on monetary policy. Indeed, in response to an approach by Jim
Cairns, then Deputy PrimeMinister of Australia, ‘to see [whether he] would consider being
… the Governor of the Reserve Bank of Australia’, he said ‘no’ immediately, adding, ‘You
knowme Jim, I’m a real man, not a money man’ (Harcourt 2001, p. 17). However, in one of
his last papers (Harcourt et al. 2018), the idea of central bank independence was critiqued
along the lines that a major policy institution is taken away from democratic control, and
hence the arguments for that are either the rejection of representative democracy or that
central bank independence is an exceptional case, which merits being excluded from dem-
ocratic processes. The exceptional case made for central bank independence rests on the
central bank being more credible than politicians in the pursuit of inflation control (and
that monetary policy in the form of a policy interest rate is an effective way to control
inflation). It is bizarre ‘to argue that the government does not have the best interests of
the country at heart, while the Central bank governors do[; it] implies that the latter
have solely altruistic goals, even though they are not answerable to the people’ (p. 210).

Much of Harcourt et al. (2018) is directed to the undemocratic nature of central bank
‘independence’. Although an ‘independent’ central bank could be assigned an objective
other than inflation targeting, the arguments for central bank independence have gener-
ally combined a close connection between monetary policy and the control of inflation, a
demand-side view of inflation to be controlled by variations in interest rates, and the
‘conservative’ central banker argument.3

We have highlighted elsewhere the issues around inflation targeting and the lack of
evidence to support the use of inflation targeting as an effective counter-inflation tool
(for example, Arestis and Sawyer 2008b). The experiences regarding prices during and
following the COVID pandemic illustrate the shortcomings of the one instrument–one
objective approach of inflation targeting, especially when the rise in prices is driven by
supply-side disruptions. As many have observed, raising interest rates are irrelevant to
supply shock inflation. We have previously cast doubt on the effectiveness of raising
interest rates to counter inflation (Angeriz and Arestis 2007, 2008).

Geoff Harcourt expressed his view that ‘like Keynes, Kalecki, Kaldor and Robertson, I
am very sceptical about over-reliance on changes in the rate of interest as an effective
policy measure’ (2010, p. 245). He went on:

The fiscal fine tuners of earlier years were undoubtedly over optimistic, but what of the mon-
etary fine tuners in independent central banks in more modern times? There is a lot to be
said, within given constraints, of setting relatively low interest rates and keeping them there,
using other measures to tackle short-term fluctuations and long-term needs. (p. 245)

The sharp rise in prices (particularly of energy, and some foodstuffs) in the second half of
2021 and extending through 2022 provided a sharp indication of the limitations of the

3For our early doubts on the case of an ‘independent central bank’, see Arestis and Sawyer (1997, 1998b).
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inflation targeting framework. The upward pressure on prices clearly resulted from
supply-side shocks and, as far as a national economy was concerned, from the global
economy. Interest rates are close to impotent in terms of addressing such price rises,
and only serve to push the domestic economy downwards. The central bank has, at
best, a weak policy instrument to deal with inflation, and one which is intended to
work through deflation. Its implementation in the second half of 2020 was seen as
seeking to restrain wage rises rather than price rises, thus ensuring a substantial drop
in real wages. Other and more powerful weapons, including forms of incomes policy,
selective price controls, and price subsidies, are sidelined, and, in the specific case of
the energy and food price rises of 2021 and 2022, forms of income support too.

Independence of the central bank makes coordination between fiscal and monetary
policy problematic. A monetary policy focused on inflation targeting by means of interest
rate effects on economic activity and employment can readily clash with an expansionary
fiscal policy. Clearly, proper coordination of fiscal, monetary, and financial stability pol-
icies would avoid such clashes. This suggestion is very clearly consistent with Harcourt’s
contribution in terms of the independence of central banks, as referred to above.

The actions and policies pursued by a central bank have economic implications far
beyond price-level stability. Issues arise concerning what the broader effects of central
bank policies are and whether they can and should be taken into account when such pol-
icies are being determined. In the following three sections, we briefly examine three
dimensions, the first of which is financial instabilities and financial crisis. The distribu-
tion of income and wealth can be impacted by interest rate and other policies. At a
minimum, the policy rate of interest has implications for borrowers, lenders, and
savers. Through effects on asset prices (whether from interest rates or quantitative
easing), central policies impact on the distribution of wealth.

5. Financial Stability

Geoff Harcourt viewed the economy, and particularly the financial sector, as subject to
the forces of cumulative causation (as illustrated in the quote above referring to the
behaviour of wolf packs). He often expressed concerns over the instabilities of
financial markets and their effects, arising from speculation. He advocated a form of
financial transaction tax (e.g., Harcourt 2001, Chapter 18) to dampen down speculation
and the volumes of financial transactions. In this section, we consider some of the more
general issues relating to financial stability and, in particular, the role of central banks.

Some countries have formally extended the mandate of the central bank to include
financial stability. What policy instruments are these banks using? Do they conflict
with other policy objectives? Financial stability comprises microprudential (individual
financial institutions), and macroprudential (whole financial system) aspects. The macro-
prudential approach is a relatively new financial stability policy, which was implemented
after the GFC; in contrast, the microprudential approach has been around since 1979.
The focus of financial stability is on controlling the financial sector so as to make it
useful to the economy as a whole, especially to the productive elements of the
economy, and also to ensure that funds can be channelled from surplus-sectors to short-
age-sectors (see Arestis 2020). Brazier (2018) suggests that ‘guard[s] against the financial
system disrupting the wider economy’ (p. 6) are important aspects of financial stability.

REVIEW OF POLITICAL ECONOMY 7



Aikman et al. (2019) suggest that, ‘a macroprudential regime with a suitably strong
mandate, coupled with powers to adjust financial system leverage and maturity/liquidity
transformation and to limit household sector indebtedness, could have significantly ame-
liorated the macroeconomic fall-out from the collapse of the real estate bubble’ (p. 127),
referring of course to the GFC crisis. Forbes (2019) proposes that, ‘[m]acroprudential
policy should improve the economy’s ability to withstand shocks and allow the
financial system to function effectively under adverse conditions’ (p. 471).

Financial stability should be one of the key objectives of central banks. The Bank of
England (2016) states that:

the primary responsibility of the Financial Policy Committee (FPC)… is to contribute to the
Bank of England’s objective for maintaining financial stability. It does this primarily by iden-
tifying, monitoring and taking action to remove or reduce systemic risks, with a view to pro-
tecting and enhancing the resilience of the UK financial system.

Financial stability requires the development of relevant policy instruments together with
abandoning the inflation targeting approach whereby price stability is the only objective
of monetary authorities.

In terms of financial stability policies, the most important one is that the financial
sector should have sufficient capital to enable it to absorb losses, especially in the case
of crises. This is the ‘counter-cyclical capital buffer’ (CCyB), which is the necessary
amount of capital financial institutions should set aside to avoid breaching their
minimum capital requirements. A CCyB’s higher bank capital increases the resilience
of the financial system, and its loss-absorbing capacity. Properly introducing a CCyB
reduces the likelihood of a financial crisis (see Forbes 2019). The Bank of England Finan-
cial Policy Committee (FPC) proposed that an appropriate CCyB should be ‘in the region
of one percent in a standard risk environment’ (Kohn 2019). A CCyB should be applied
to non-bank financial institutions, especially shadow banking which has expanded enor-
mously in recent years (Arestis 2020). Another policy suggestion requires that the central
bank intervenes in the bond market to ensure that yields are on target, in the same way as
it intervenes to set its base rate (also see Bernanke 2020). Both macroprudential and
monetary policy influence the rate of interest applied in the financial sector, which
may create conflict that could have a negative effect on the focus of monetary policy
on price stability (also see Barwell 2013). Further financial policy suggestions include
the liquidity coverage ratio (LCR), a requirement that includes a portion of high-
quality assets (cash and short-term government debt, and relevant foreign exchange
assets). Targeted leveraged ratios (total debts/total assets, which restrict the ability of
banks to exceed a minimum ratio), loan-to-value ratio, debt-service-to-income ratio,
and limits on foreign currency loans, when financial risks emerge, are further policy mea-
sures. Also consider King’s (2016) proposal that banks should pay a yearly compulsory
insurance premium so that, in a crisis, they can access further funds from the central
bank. Loan-to-value ratios and debt-to-income ratios are relevant and important
financial stability policy suggestions.

Stress tests, the focus of which is on identifying whether financial institutions could
manage large losses that might arise from financial crises (Bank of England 2013), are
another suggestion for ensuring financial stability. The separation of retail banking
from investment banking is another route towards financial stability (Arestis 2020).
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Such separation could deliver a more stable financial system, and avoid the high-risk
taking of the combined financial institutions, commercial and investment banking.
Russell (2014) suggests that the lessons of the Glass–Steagall Act ‘provide important
insights for contemporary projects of progressive financial reform’ (p. 101). In addition,
control of non-bank financial institutions, especially shadow banking, is urgently
required. Financial stability, as explained above, is an area that is very much within
Geoff Harcourt’s contributions on monetary and financial policies.

6. Central Banks and Social Objectives

Harcourt et al. (2018) questioned the democratic legitimacy of the so-called indepen-
dence of a central bank. A feature of this independence in recent decades has been the
inflation targeting framework associated with it, and the single objective assigned to
the central bank that the inflation target be achieved through variations in the policy
interest rate. This policy framework appears to preclude a central bank taking into
account any other policy concerns (though financial stability has been added to the objec-
tives of some central banks). It also disallows any co-ordination of interest rate policy on
the part of the central bank with other government policies (notably, fiscal policy). In this
section, we consider two major policy areas— income and wealth inequality and climate
change — and their relationship with central bank policies. Some, but not all, central
bankers have on occasion expressed concerns regarding these policy areas. We would
argue that central banks should pay heed to the general policy objectives of government.
In some areas, these general objectives can be incorporated into central bank decisions.
In general terms, the example given below with respect to climate change is that the
financial assets purchased by central banks, as part of quantitative easing programmes,
should be those considered to be ‘green’. We also argue that interest rate policy can be
geared towards income-distribution considerations to a greater degree by the adoption
of a ‘fair’ interest rule. This is not to argue that central banks can have particularly sig-
nificant effects on inequality or on climate change, but rather that their policy decisions
should seek to be consistent with government policies.

Income and Wealth Inequalities

Carney (2016), former governor of the Bank of England, remarked that ‘all monetary
policy has its distributional effects’, though significant questions to address are the
nature and scale of those distributional effects and how far the operations of a central
bank should seek to influence income distribution or take distributional effects into
account when setting monetary policy. It has been recognized that the distributive
effects of quantitative easing (QE) during the 2010s may have been significant in
terms of wealth inequality. The main mechanism identified is that the high level of
asset purchases pushes up the price of assets, which are disproportionally held by the
wealthiest households (Bank of England 2012). It can be agreed ‘that there is enough evi-
dence to conclude with confidence that monetary policy does affect inequality. The mag-
nitude and the duration of the impact must be better studied’ (Kappes 2023, p. 227). In
many cases (and the effects of QE are the leading example), the effects of monetary policy
on inequality are unintended side effects and perhaps temporary and reversible. These
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effects are difficult to bring into the decision-making process and may be more appropri-
ately addressed through other fiscal policies such as the taxation of wealth and capital
gains.

The policy instrument that is interest rates does have an impact on the distribution of
income between borrowers and lenders. In that context, it is useful to ask what the central
rate around which the actual policy rate varies should be; and whether or not variations in
the interest rate are used to influence level of demand (and, under inflation targeting,
thereby the rate of inflation). In Arestis and Sawyer (2010), we argued for a real rate of
interest in line with the rate of growth of productivity, with the nominal rate of interest
adjusted on, say, an annual basis. This idea of policy interest rate around the rate of
growth of productivity has a number of interesting implications. It can be considered as
a ‘fair rate’ of interest (Pasinetti 1981), which ‘in real terms should be equal to the rate
of increase in the productivity of the total amount of labour that is required, directly or
indirectly, to produce consumption goods and to increase productive capacity’ (Lavoie
and Seccareccia 1999, p. 544). Setting the policy interest rate on this basis is not without
its difficulties— estimation of the trend growth rate, misalignment of the domestic interest
rate with international rates, for example. The interest rate is set in nominal terms and
hence must be based on the ‘fair rate’ plus (expected) inflation. To what extent the aim
should be for the real rate of interest to be, broadly speaking, constant or whether the inter-
est rate should also respond to current conditions, e.g., being much lower in times of low
demand, would have to be discussed. A key feature of applying a rule such as the ‘fair rate
of interest’ is that it is based on income distribution considerations (albeit limited).

Climate Change and Environmental Damage

Central banks can have a role to play in supporting strategies to address the climate emer-
gency and transition to a low carbon economy. Campiglio et al. (2018, p. 463) describe
four types of intervention that central banks (and financial regulators) could adopt to
help deal with climate-related risks: (1) development of ‘methodologies and tools that
would promote a better understanding of these risks and their economic and financial
implications’; (2) ‘investors can be encouraged or required to disclose their exposure
to climate-related risks’; (3) ‘these risks can be explicitly taken into account in setting
financial regulations’; and (4) ‘central banks can take into account climate-related risks
in their policy toolkit (for example, through monetary policy)’.

A highly significant question arises here: who should be responsible for setting out
which investments and activities are to be considered ‘green’ and which ‘dirty’. Respon-
sibility for creating environmentally-friendly policies lies firmly with the government,
and the central bank (and other institutions) should make decisions that support these
policies. The government should thus be responsible for establishing what is deemed
environmentally friendly and what is not to enable support for the former to be provided.

Through QE programmes, central banks have been involved in the purchase of exist-
ing financial assets (largely purchase of government bonds, though extended to corporate
bonds) rather than the financing of new investment. A range of proposals focusing on
central bank purchasing of environmentally-friendly bonds and non-purchasing of
‘dirty’ bonds (however defined) have been mooted. Following this approach, the
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central bank would move away from market neutrality and favour some forms of bond
(‘green’) over others.

There is a requirement that the independence of a central bank be severely limited to
operational matters and its policy decisions co-ordinated with and subservient to the
government’s macro-economic policies. This would mean that fiscal policy is fully sup-
ported by the central bank in terms of the provision of (initial) finance for expenditure
and no attempts are made by the central bank to seek to nullify fiscal policy through
interest rate changes. The setting of interest rates should take into consideration
income distributional aspects. The operations of the central bank (e.g., with respect to
QE) should be fully consistent with government environmental policies and ensure
that environmentally-damaging activities are not supported in any way.

7. Inflation

The failure of inflation targeting requires the development of alternative policies for con-
trolling inflation that do not resort to deflation. GeoffHarcourt’s long-standing advocacy
of incomes policies to contain inflation without resorting to demand deflation are very
relevant in this respect. According to Harcourt (2001), ‘the single most important insti-
tutional change required in Australia [writing in 1977] is the creation of effective machin-
ery with which to ensure that, by and large, we obtain the level and rate of change of
prices which is acceptable’ (p. 77). Harcourt goes on to talk of indexation, which, with
rising prices and wages, ‘[leads] inevitably to savage fiscal and monetary policies designed
to bring the rates down, policies that proved ineffectual in their aims and disastrous and
tragic in their by-products’ (p. 77). He continues, ‘indexation by itself is not a panacea. It
needs to be coupled with relativity plus productivity elements’ (p. 78) and

[b]asically, the aim is to provide a set of policies which allow sustained full employment
with agreeable rates of inflation and more satisfactory rates of growth of GDP and produc-
tivity. A necessary corollary of achieving these is to raise the overall level of accumulation.
(pp. 265—266)

Of equal importance, is the statement that an ‘incomes policy can combine with both
fiscal and monetary policy and be consistent with the rate of growth expected as
resources are relocated, and restructuring takes place’ (p. 93).

The passages above refer to the 1970s, with a focus on Australia. In the decades from
circa 1990 onwards, inflation rates in the ‘advanced economies’ have been relatively low,
and the inflation target of circa 2 per cent per annum has been broadly reached: the NICE
era and the ‘great moderation’ (with a few exceptions, e.g., Zimbabwe). The China effect,
reduction in trade union bargaining power, and rise in corporate power were the main
causes of that generally lower level of inflation. In effect, and in the context of generally
slower growth, workers have ‘accepted’ a shift in the distribution of income as a result of
the loss of bargaining power.

Our approach, in relation to Harcourt’s relevant contribution, is to view inflation as
multi-causal and the sources of inflationary pressure as varying over time and
economy (Arestis and Sawyer 2005, 2008a). We seek to explore alternative policies to
address inflation, including the role of incomes policy. To the extent also that the
range of factors that impact on the rate of inflation include struggles over income
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shares, the level and rate of change of the level of aggregate demand and cost–push
factors emanating notably from the foreign sector (change in import prices and the
exchange rate), then a range of policies may be required to address the different
sources of inflation. This is more consistent with Geoff Harcourt’s relevant views, as
noted above.

The approach to inflation policy here has three components. The first is to maintain as
far as possible through fiscal policy and by other means, employment and output close to
full employment and capacity, seeking to avoid sharp changes in demand. This must be
combined with supply-side policies to ensure that there is sufficient capacity and relevant
geographical distribution to ensure that the inflation barrier is consistent with high levels
of employment (‘full employment’). The second is the development of policies to ensure
that the distribution of income (in all its dimensions), which appears to be consistent
with the constant inflation level of output, is less inequitable than at present. The third
is the development of prices and incomes policies designed to reduce the impact of
imported inflation on domestic inflation.

The focus of attention of a prices and incomes policy should reflect perceptions on the
likely sources of inflationary pressure. Many price and incomes policies have focused par-
ticular attention on wages in the belief that labour costs are a particular source of infla-
tionary pressure. In contrast, inflation targeting focuses directly on price inflation, and in
principle responds to price inflation rather than wage inflation. It also views inflationary
expectations as a potential source of inflationary pressure and seeks to anchor inflation-
ary expectations through adoption of numerical inflation targets along with the credibil-
ity of independent central banks to secure the set target.

That the institutional arrangements upon which the incomes policies of the 1960s and
1970s relied are long gone is a trite observation. Attempts at tripartite arrangements
between government, business and trade unions, and national collective bargaining
with wide coverage of wages based on large bargaining units, also no longer exist, at
least so far as the UK and other inflation targeting countries are concerned. An important
lesson, nonetheless, may be derived from that and subsequent experience in the UK.
Incomes policy is likely to be most effective when trade unions help design and
control them. An important implication for current arrangements is that any policy
affecting wages could only and effectively take place in the public sector in which
some 20 per cent of the workforce is employed in the case of the UK.

Direct government intervention to confront inflation can take some other forms, partic-
ularly when the driver of inflation is largely external to the national economy. This was the
case in 2021–22 in the later stages of the COVID-19 pandemic and associated supply chain
disruptions and massive rise in energy prices (some associated with the Russian invasion of
Ukraine). The external rise in prices means that the domestic economy is worse off than
otherwise. A range of policy responses would be appropriate, which could be viewed in
terms of an incomes policy — in the sense that they can address people’s income levels.
These policies may include focused income support for groups particularly adversely
affected by price rises (e.g., in the current situation, those affected by a sharp rise in
energy prices); price controls, particularly in relation to the profit margins of domestic pro-
ducers; and, in some circumstances, rationing alongside price controls.

12 P. ARESTIS AND M. SAWYER



8. Concluding Comments

In this article we have touched on a range of issues connected with fiscal and monetary
policies. Although there are many other aspects of and issues related to macroeconomic
policies that we have not dealt with, their omission is not to be taken as an indication of
their lesser significance. We have sought to reflect the commitments of GeoffHarcourt to
a fully employed non-inflationary economy along with an egalitarian approach.

Further considerations of Geoff Harcourt’s contributions relate to financial stability, a
more recent area, emphasizing the important aspects of this new policy. Income and
wealth inequality is another important issue highlighted here and frequently discussed
by Geoff Harcourt in his important contributions, as are climate change, environmental
damage, and inflation.

Acknowledgements

We would like to use this opportunity to acknowledge and thank the reviewers who reviewed this
article and aided in its publication.

Disclosure Statement

No potential conflict of interest was reported by the authors.

ORCID

Malcolm Sawyer http://orcid.org/0000-0002-4565-5276

References

Aikman, D., J. Bridges, A. Kashyap, and C. Siegert. 2019. ‘Would Macroprudential Regulation
Have Prevented the Last Crisis?’ Journal of Economic Perspectives 33 (1): 107–130.

Angeriz, A., and P. Arestis. 2007. ‘Assessing the Performance of Inflation Targeting Lite
Countries.’ World Economy 30 (11): 1–25.

Angeriz, A., and P. Arestis. 2008. ‘Assessing Inflation Targeting Through Intervention Analysis.’
Oxford Economic Papers 60 (2): 293–317.

Arestis, P. 1997. ‘Post Keynesian Economic Policies for `World Prosperity’.’ In Markets,
Unemployment and Economic Policy: Essays in Honour of Geoff Harcourt, Vol. 2, edited by
P. Arestis, G. Palma, and M. C. Sawyer. London: Routledge.

Arestis, P. 2019. ‘Critique of the New Consensus Macroeconomics and Propose a More Keynesian
Macroeconomic Model.’ In Frontiers of Heterodox Macroeconomics, Annual Edition of
International Papers in Political Economy, edited by P. Arestis, and M. C. Sawyer. Palgrave
Macmillan.

Arestis, P. 2020. ‘Financial Stability: Still Unsettled for the Future.’ In Economic Policies for a Post
Neo-Liberal World, Annual Edition of International Papers in Political Economy, edited by
P. Arestis, and M. C. Sawyer. London: Palgrave Macmillan.

Arestis, P., and M. Sawyer. 1997. ‘The Problematic Nature of Independent Central Banks.’ In
Money, Financial Institutions and Macroeconomics, edited by A. Cohen, H. Hagemann, and
J. Smithin. Boston and London: Kluwer.

Arestis, P., and M. Sawyer. 1998a. ‘Keynesian Policies for the new Millennium.’ Economic Journal
108 (1): 181–195.

REVIEW OF POLITICAL ECONOMY 13

http://orcid.org/0000-0002-4565-5276


Arestis, P., and M. Sawyer. 1998b. The Political Economy of Central Banking. Aldershot: Edward
Elgar.

Arestis, P., and M. Sawyer. 2005. ‘Aggregate Demand, Conflict and Capacity in the Inflationary
Process.’ Cambridge Journal of Economics 29 (6): 959–974.

Arestis, P., and M. Sawyer. 2008a. ‘A Critical Reconsideration of the Foundations of Monetary
Policy in the New Consensus Macroeconomics Framework.’ Cambridge Journal of Economics
32 (5): 761–779.

Arestis, P., and M. Sawyer. 2008b. ‘New Consensus Macroeconomics and Inflation Targeting:
Keynesian Critique.’ Economia e Sociedade 17 (Número especial): 629–654.

Arestis, P., and M. Sawyer. 2010. ‘What Monetary Policy After the Crisis?’ Review of Political
Economy 22 (4): 499–515.

Bank of England. 2012. ‘The Distributional Effects of Asset Purchases.’ Bank of England Quarterly
Bulletin 2012 (Q3).

Bank of England. 2013. ‘A Framework for Stress Testing the UK Banking System. Discussion
Paper.’ Available at: https://www.bankofengland.co.uk/news/2013/october/framework-for-
stress-testing-the-uk-banking-system.

Bank of England. 2016. ‘Financial Stability Report.’ Presented to Parliament Pursuant to Section
9W(10) of the Bank of England Act 1998 as Amended by the Financial Services Act 2012,
Issue No. 40. Available at: https://www.google.com/search?q = Bank(of(England(%282016%
29%2C(Financial(Stability(Report%2C(November(2016%2C(Issue(No.(40.&ie = utf-8&oe = utf-
8&client = firefox-b-ab.

Barwell, R. 2013. Macroprudential Policy: Taming the Wild Gyrations of Credit Flows, Debt Stocks
an Asset Prices. Basingstoke: Palgrave Macmillan.

Bernanke, B. 2020. ‘The New Tools of Monetary Policy.’American Economic Review 110 (4): 943–983.
Blanchard, O. J., and D. Leigh. 2013. ‘Growth Forecast Errors and Fiscal Multipliers.’ American

Economic Review 103 (3): 17–120.
Brazier, A. 2018. ‘Market Finance and Financial Stability: Will the Stretch Cause a Strain?’ Speech

given at the Brevan Howard Centre for Financial Analysis, Imperial College, 01 February.
Campiglio, E., Y. Dafermos, P. Monnin, J. Ryan-Collins, G. Schotten, and M. Tanaka. 2018. ‘Climate

ChangeChallenges forCentral Banks and Financial Regulators.’NatureClimateChange 8: 462–468.
Carney, M. 2016. ‘The spectre of monetarism.’ Speech given as Roscoe Lecture, Liverpool John

Moore University, December 5, 2016. https://www.bankofengland.co.uk/speech/2016/the-
spectre-of-monetarism.

Forbes, K. J. 2019. ‘Macroprudential Policy: What We’ve Learned, Don’t Know, and Need to Do.’
American Economic Review Papers and Proceedings 109: 470–475.

Harcourt, G. C. 1992. ‘Introduction’ In On Political Economists and Modern Political Economy -
Selected Essays of G.C. Harcourt, edited by C. Sardoni. London: Routledge.

Harcourt, G. C. 2001. Selected Essays on Economic Policy, Houndmills. Basingstoke, Hampshire:
Palgrave.

Harcourt, G. C. 2007. ‘The Theoretical and Political Importance of the Economics of Keynes: Or,
What Would Marx and Keynes Have Made of the Happenings of the Past 30 Years or More?’ In
Post Keynesian Macroeconomics. Essays in Honour of Ingrid Rima, edited by M. Forstater,
G. Mongiovi, and S. Pressman. London and New York: Routledge.

Harcourt, G. C. 2010. ‘Finance, Speculation and Stability: Post-Keynesian Policies for Modern
Capitalism.’ In Macroeconomics, Finance and Money: Essays in Honour of Philip Arestis,
edited by G. Fontana, J. McCombie, and M. Sawyer. Basingstoke: Palgrave Macmillan.

Harcourt, G. C., P. Kriesler, and J. Halevi. 2018. ‘Central Bank Independence Revisited.’ In
Economic Growth and Macroeconomic Stabilization Policies in Post-Keynesian Economics,
edited by H. Bougrine, and L.-P. Rochon. Cheltenham: Edward Elgar.

Heimberger, P. 2020. ‘Potential Output, EU Fiscal Surveillance and the COVID-19 Shock.’
Intereconomics 55 (3): 167–174.

Heimberger, P., and J. Kapler. 2017. ‘The Performativity of Potential Output: Pro-Cyclicality and
Path Dependency in Coordinating European Fiscal Policies.’ Review of International Political
Economy 24 (5): 904–928.

14 P. ARESTIS AND M. SAWYER

https://www.bankofengland.co.uk/news/2013/october/framework-for-stress-testing-the-uk-banking-system
https://www.bankofengland.co.uk/news/2013/october/framework-for-stress-testing-the-uk-banking-system
https://www.google.com/search?q=Bank(of(England(%282016%29%2C(Financial(Stability(Report%2C(November(2016%2C(Issue(No.(40.%26ie=utf-8%26oe=utf-8%26client=firefox-b-ab
https://www.google.com/search?q=Bank(of(England(%282016%29%2C(Financial(Stability(Report%2C(November(2016%2C(Issue(No.(40.%26ie=utf-8%26oe=utf-8%26client=firefox-b-ab
https://www.google.com/search?q=Bank(of(England(%282016%29%2C(Financial(Stability(Report%2C(November(2016%2C(Issue(No.(40.%26ie=utf-8%26oe=utf-8%26client=firefox-b-ab
https://www.bankofengland.co.uk/speech/2016/the-spectre-of-monetarism
https://www.bankofengland.co.uk/speech/2016/the-spectre-of-monetarism


IMF. 2021. Fiscal Monitor: Database of Country Fiscal Measures in Response to Pandemic.
Washington: IMF.

Kalecki, M. 1943. ‘Political Aspects of Full Employment.’ Political Quarterly 14: 322–331.
Kappes, S. A. 2023. ‘Monetary Policy and Personal Income Distribution: A Survey of the Empirical

Literature.’ Review of Political Economy 35 (1): 211–230.
King, M. 2016. The End of Alchemy: Money, Banking and the Future of the Global Economy.

London: Little Brown.
Kohn, D. 2019. ‘How Can the Objective of Macroprudential Policy be Operationalized, Given

the High Uncertainty About the State of the Financial System?’ In Speech Given at the
Joint Bundesbank-ECB Spring Conference, 15 May. Frankfurt. www.bankofengland.co.uk/
publications/Pages/speeches/default.aspx

Lavoie, M., and M. Seccareccia. 1999. ‘Interest Rate—Fair.’ In Encyclopedia of Political Economy,
edited by P. A. O’Hara, 543–545. London: Routledge.

Pasinetti, L. 1981. Structural Change and Economic Growth. Cambridge: Cambridge University
Press.

Russell, D. E. 2014. ‘Lessons from the Glass-Steagall Act.’ Chap.7 In Banking, Monetary Policy and
Political Economy of Financial Regulation: Essays in the Tradition of Jane D’Arista, edited by
G. A. Epstein, T. Schlesinger, and M. Vernengo. Cheltenham, UK: Edward Elgar.

REVIEW OF POLITICAL ECONOMY 15

http://www.bankofengland.co.uk/publications/Pages/speeches/default.aspx
http://www.bankofengland.co.uk/publications/Pages/speeches/default.aspx

	Abstract
	1. Introduction
	2. Harcourt on Macroeconomics
	3. Some Fiscal Policy Matters
	4. Central Banks and Monetary Policy
	5. Financial Stability
	6. Central Banks and Social Objectives
	Income and Wealth Inequalities
	Climate Change and Environmental Damage

	7. Inflation
	8. Concluding Comments
	Acknowledgements
	Disclosure Statement
	ORCID
	References


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles false
  /AutoRotatePages /PageByPage
  /Binding /Left
  /CalGrayProfile ()
  /CalRGBProfile (Adobe RGB \0501998\051)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /sRGB
  /DoThumbnails true
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 524288
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments false
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo false
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings false
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Remove
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.90
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.40
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages false
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.90
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.40
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Average
  /MonoImageResolution 300
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /ENU ()
  >>
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [595.245 841.846]
>> setpagedevice


