


F%M wegwgw 2
NEW YoRX, L CAMBODAA §
EEANG THE  §
MISMANAGED

TR D
1Y DERE, {A‘K CW %
HERE? memN? H@W DDA
EXPUNATVON: %"‘%ﬁ%

1. BUDGEHCRIGIS 2GRS
3 FINANGINL CRQS 20

H. SR CuAL
5. TRE NEM LEFT { WHEREERE GOING,
Lk G (oA GNARNNNARGHAL

S LAV psiow). &
REAEACIER \‘b‘ (

WE ARE Al F
e CEFECTS OF

M WEY {ELForeS. CUHBE
DEFACIHS, POVER
WHATS GOIVG 0

NN A‘H r’\?’c
CONFEME S

SO\LAL ECON.

8 m

\??\‘*%@MS LTNeQUYY

GOING )

’«h A@

Nobody seems to be
| particularly crazy about

| these budget cuts, however,

| taxes have become a major
taboo and nobody supports

; | them either. How do you
deal with an ever increasing -

need for social programs
declining trust in the state,
overall tax resistance, and a
large federal/state deficit. So
far our representatwes have
responded by cutting the
1 | budget all over the place but
ﬂ mostly where it hurts most
(educatlon) Citizens driven
crazy by the prospect of
state spending and
‘intervention such as Jared
Loughner show just how
unstable this poh’ucal—

how do we deal? It’s not just
about pressuring pohtmans '
t0 make the right choice in
the budget. It’s also about
re-evaluating the system that
has brought us to this point
where we (not even us
really) rather, our

- “representatives” > bave 10
decide between cutting
medicare, pcnsmns,
collective bargaining, Or
education...and it seems like
they’re going to be cutting
them all.

economic dynamic is. Well, -

o

CHAPTER 1: THE FISCAL/BUDGET CRISIS |

Fewer 5ay Spend More, But Most

Cuts Find Littie Favor

| Would you increase,
I decrease or keep

spendmg the same fbr

, Education Increase

Decrease

veterans’ bernefits Increase
and services

_ Decrease
.Hea&hmveare N .:”'Increase
Decredse
Medicare - Inerease“
Decrease
Combating crime Increa;e
Decrease
- Ener-g'-,; . Increase
Decrease
Scientiﬁe reseer& vIncreese
o Decrease
Env‘i.rﬁqm'enfet Increase
protechion Decrease

u.s. anti—terroﬂrizsm Tncrease
defenses

Decrease

Agriculture Increassa
Decrease _

Military defense Increase

Decrease

unemployment Increase

assistance . D N cre ase

Global poverty Increase

assistances Decrease
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Obamn Budget Pivots From Stimulus To Deficit Cuts

Juckie Calmes - NYT : , ,
WASHINGTON — President Obama, pivoting at midterm from costly economic stimulug
mensures to deficit reduction, on Monday released a fiscal year 2012 budget that projects
an annual deficit of more than $1 trillion before government shortfalls decline o
“sustainable” levels for the rest of the decade.

Still, annual deficits through fiscal year 2021 will add a combined $7.2 triltion to the
federal debt, Mr. Obama’s budget shows — after allowing for $1.1 trillion in deficit-
reducing spending cuts and tax increases that the president proposes over the 10-ycar
period. As he acknowledges, after 2021, an aging population and rising medical costs will
drive deficits again to unsustainable heights.

The budget reflects Mr. Obama’s cut-and-invest agenda: It creates winners and big losers
as he proposes to slash spending in some domestic programs to both reduce deficits and
make room for increases in education, infrastructure, clean energy, innovation and
research to promote long-term economic growth and global competitiveness.

The 2012 deficit will be thie fourth and final year it is projected to exceed $! trillion.
When Mr. Obama took office in January 2009, the deficit for that year was projected to
be — and ultimately was -- $1.3 trillion. A similarly large shortfall followed for 2010.
After this year’s spike to $1.6 trillion, the president’s budget charts a decline from the
trillion-dollar level after 2012 -- to a low of $607 billion in fiscal year 2015 -- before the
annual deficits, in dollars, start inching up again. .

Compared to the size of the economy, as economists prefer to measure, the annual
deficits would decline from a projected 10.9 percent of gross domestic product this year
to 7 percent in 2012. By 2015, Mr.-Obama projects, the deficit would be just above his
target of 3 percent — the level that many economists consider sustainable because it
means deficits are not growing any faster than a healthy economy.

How This Year’s Budget Differs From the Last |

MANDATORY SPENDING Includes |
nsing Social Security and
Medicare payments.

EDUCATION Spending rises 20
percent from 2010 levels, but
some Pell grantst are
eliminated.

WISCONSIN

By James Kelleher v

(Reuters) - The Wisconsin state Assembly on Thursday approved sweeping restrictions on
public sector unions in a stinging rebuke of the labor movement that critics fear will encourage

- other states to follow. After a short debate, the Republican-dominated Assembly voted 53-42 to

limit government union bargaining rights to wages only and impose a series of other restrictions.
The proposed law sparked fierce opposition from Democrats and labor unions across the nation
-and drew the largest demonstrations in Wisconsin since the Vietnam War (86,000 total).

"Their action will save jobs, protect taxpayers, reform government, and help balance the
budget," Walker said in a statement after the vote.

Walker insisted the limits are needed to help the state's cash-strapped municipalities deal with a
projected $1.27 billion drop in aid over the next two years from the state, stuggling to close its
own $3.6 billion budget gap.

The stakes are high for labor because more than a third of U.S. public employees such as
teachers, police and civil service workers belong to unions while only 6.9 percent of private
sector workers are unionized. In Wisconsin, 46.6 percent of government workers are union
members. )

* State workers must increase contributions to their pensions to 5.8 percent of salary, and double
contributions to their health insurance premiums to 12.6 percent. This would result in a cut in
take-home pay of about 8 percent. .

* Public sector union collective bargaining would be limited to the issue of wages, and cap
increases to the rate of inflation, with a voter referendum needed for bigger increases.

* Employer collection of union dues would be prohibited and members of collective bargaining
units would not be required to pay dues. Collective bargaining contracts would be limited to one
year, and units must take annual votes to maintain certification as a union.

* Governor Walker said collective bargaining takes too long and the cuts need to be made
immediately. He said the alternative would be layoffs of more than 10,000 government workers.

NEW YORK & CUOMO’S BUDGET (NYT)

New York’s lawmakers passed a $132.5 billion budget before the April 1 deadlive, a
rare event. Thal is, on the whole, a political win for Gov. Andrew Cuomo, who cut $10 billion
out of it. But the way he chose to do it will bring unnccessary pain to the less fortunate across
the state, while allowing some of the richest residents to escape their share of the burden of a
recession-era budget. Tellingly, legislators passed the 201 1-12 budget behind locked doors early
Thursday afler angry protesters chanted in the Capitol corridors on Wednesday.

" -New York City schools were also particularly shortchanged because their expected

allocation of state aid of $6.2 billion was cut by $840 million.

-Medicade spending has been reduced by $5 billion

-Individual New Yorkers earning more than $200,000 a year and married couples
earning $300,000 pay a modest surcharge that expires in December.

- Mr. Cuomo and the Legislature have agreed to cut the court system by an additional
$70 miltion, tor a total of $170 million. That portends delays and layoffs and threatens much-
necded plans (o expand legal services for low-income New Yorkers.
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Sourco: Suzanne Mettler, “Reconstituting the Submerged State: The Challenge of Social Bolley
Reform in the Obama Era,” Perspectives on Politics (September 2010): 809.

\,\M”_&’L (,\385\(_2\ “CONOMlj* |

Who were these men? We know them as the Greal ‘

Economists. But what is strange is how little we know about
. them. One would think that in a world torn by economic
problems, a world that constantly worries about economic af-
fairs and talks of economic issues, the great economists
would be as familiar as the great philosophers or statesmen.
Instead they are only shadowy figures of the past, and the
matters they so passionately debated are regarded with a
kind of distant awe. Economics, it is said, is undeniably im-
portant, but it is cold and difficult, and best left to those who
are at home in abstruse realms of thought. _
Nothing could be further from the truth. A man who
thinks that economics is only a matter for professors forgets
that this is the science that has sent men to the barricades. A

HERS )
(2

&

0—-—? man who has Jooked into an economics textbook and con-

8 ,g cluded that economics is boring is like a man who has read a

Q M primer on logistics and decided that the study of warfare
~J J  mustbe dull

E N1 No, the great economists pursued an inquiry as -excit-

A T ing—and as dangerous—as any the world has ever known.

The ideas they dealt with, unlike the ideas of the great

> E;Z" philosophers, did not make little difference to our daily work-

4y ing lives; the experiments they urged could not, like the sci-

w entists’, be carried out in the isolation of a laboratory. The

notions of the great economists were world-shaking, and
their mistakes nothing short of calamitous.

" wrote Lord Keynes, himself a great economist, “both when
~ they are right and when they are wrong, are more powerful
than is commonly understood. Indeed the world is ruled by
little else. Practical men, who believe themselves to be quite
exempt from any intellectual influences, are usually the
slaves of some defunct economist. Madmen in authority, who
hear voices in the air, are distilling their frenzy from some
academic scribbler of a few years back. I am sure that the
power of vested interests is vastly exaggerated compared with

~ the gradual encroachment of ideas.”

(THE WORADI
Re

“The ideas of economists and political philosophers,”
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NSRBI w5 ppa s first publication

p " " Publcato “The Theory of Moral Sentiments 4 ' john A. Hobson: ' ‘
roposad that man isn't solely motivated, °Y Seit-interest, and o A : " i
Perlrshﬂ e abllity fo remove ones:self from a situation in the mffﬂ rermars,| 1. Hobson was a utopian humanist. He wrote * The ppys‘or‘ggye?'ifty.
PITSon enables one to act sym icallyfy . o n : industry” which predicted that savings would “"der.m'&e F\’Norl% s
The Wealt of Natjons|{! '@-—«(‘]U ek by Hdd j (je;r;? ) " Hobson argued that capitalism would even‘a}::aga/J r:/l:::; e st
argued the ‘invisible h; neory, that “ the private ' | KA o because of ir‘ujp‘enahsm; Toa%séu;c‘e) li(i;t(;;‘igrsl. Workings of the profit
interests and passion’s of men" beriefit society as a _w;holg (54)[ - - turn to 'T‘Zﬁgﬂfgg&;ﬁ?&ibuﬂdﬂ of wealth, which Hobson highh.gl
. Smith's focus was ORIabOT 8Nd “gpiretrenstrial ship, which would propel, ' Zy:;?irgu:':Shoﬁcoming. This inequality led to a mafc‘Si"_e_Par?:dO);'n(
[ soclety torward, Be it If QUCTION OF": - i = o wen of wealllly which neither rich nor poor could.consume enough gogdiésor g
This is evident in- Srmifh's L AR market to endure, society must consume all that It DrOGUSES. - —
S evident in-§ Tith sl REL AL . o v o3 © O
must accunitilate thefr gains o c2g 9 25
the wealthier-priv chwill-makel | SES B 598
and maChlnery lTh Bt S Kai’.lfMal"X}E..th rg?r“n??rk'“, R | 3»@ %. M% %’é‘ =
1. Marx assured the world that capitalism must evéntually collapse by | | /-3-'-4:5- g8 o 52
means of self-destruction.. He believed strongly in a proletariat .- " . %, /5 73 E?’D EE
| revolution. In his theory Dialectical Materialism: He explaing how - S Mo T ey g8 ga SR ag
production and exchange of goods is the foundation of social order. v ’ 533 % HERE
Therefore, social and political change is- only possible thiough 2 o gi"&" 238848
changes in the mode of production and exchange (145). Marx: - =5 = S g =
explains capitalism’s inherent flaws:to be coninected tothe paradox of c 2R <3 g
“Factory Paradigm and Private Property (individualism)” according to 599 (T 3@ ,
Marx, these two qualities are incompatible. Another theory 6f Marx's - i o0 3 b Al
which dooms: capitalism, Das Kapital- How can there be-profit.in the K N QB3 <253
whole system if everything-exchanges for its honest worth? Capitalism | .- A 233 350
is flawed because one must oppress the ¢ther in order to profit.. This 8?;; o &5 8
oppression is expounded by Marx under.the concept of “Surplus - s ) 828
Value” : While philosophers Smith; Ricardo, and. Marx assert that the - 2o g 338
value of a-workman is the money he néeeds in order to exist, called ' - ® .5 252 &
sustenance wage. Workers are unpaid for works they do not need to - @ g o NED: ® @
complete in-order to maintain them, but cant.choose otherwise. This 8.8 'y 3 = =
surplus value allows for capitalists to profit. Capitalists monopolize ' 822 2 =98 @
access t0 the means of production, capitalist's “own” jobs, or 1983 S33%3 8I
machinery necessary to produce the desired commaodity. All workers 233 ne2%%g
are cheated according to Marx because they are forced te work more 18 5% 2 0. S o9 % Ed
than their necessary sustenance. Marx also-predicted that machinery 8oz SS®28g@
will compromise the necessity for labor, thus.a portion will be left 285 31823924
unemployed leaving the wages low and competition for work high, and 0p g BB 9227
capitalist's With power. After capitalism destroys itself, Marx foresaw a EGx 2238 pf8m
successful society in which there were no classes or private property, | "/ S5 2 g €E55%a %
The transitional.period between capitalism and communism would be . / oF ?f ?. =8 g S cgn § =
a temporary socialism in which the. proletariat was under a / Sof 8F<35%9 2
dictatorship but pure communism would follow. Marx questioned:; How | /- o 8% © %)Z =, 9 é
can labor be used as a common denominator of valus If it varles 8o / %8 s a5/ =/
much? Marxist society would focus on labor power as @ meana of 4 €3 o) ’// @ 3 T
e el e - ™ -




M

ELEYE
NOMISAS SueH 3 ADA CIASS\CAL ECONOMASES DINT B

;\\x by DEVELOPED FREE MARVET z IN BBBLES UNTILL Thy ARE BANKRCPT
THEORY, THE ROGT OF HSTASIOQ  gyop|y % @ﬁMﬁN\- IS }S\B?P
ernegmv e Woron vt fo Pletate H MF\P%EJF

owNASTSé E FlCIE\:\{e\&'ARKE{- o
H\\;«S@MISSES S WHILE MANY SE\LL CLNG |
10 IS THEORY, THE RECENT forpd

Demand Supply

EQVilliboipy

INS'HQATED B E " ‘; Surplus
I BUB%E@%VEA BUBBLE? 5 AR oy

Shottage

o«

=

PRACE
VALVE

0 10 20 30Q*40 S0 60
QUANTITY

i\ bnansial bubiblet is s svarker aberration
manufacrared by government, finance, and in-
dustry, a shared speculacive hallucinarion and
then wcrash, followed by depression. Bubbles
WETU CUNCE VETE TG~ 1138

had folly deflared, 5 new mania begin ro tak
hald on the foundation of aur tong-standling
American faith thut the widi expansion of huan
ownership cin produce social harmony and i
vonal eesmemic well

every hundred years or s
was ghough o motvie
roliicians, bearing the
pst-bubble e of their
newly destitne citivenry.,
by erunt lepislavon that
would prevent subsequere
ecurrences. Atter the
duse settled fngn the 1720
crash of the South Sea
Babble, fot IS,
Brsosh Packinsnent pe sissed
th{ Bubbile Acr te forbid
“eaigitg or pretending to
ratse a reansferable stock."
For a century this taw did
mgchin prevent the for-

heins. Spurresd by the
actioms of the chcml Ry
serve, financed e
credit derivastives anddaly
secuntiztion, an aimudv

. &
massive real estace gl

and-marketing progra
expanded'to include th
desperite issuarceof mon
s o the poor and fack

less, campounding thi

craubles and ours.
That the im‘iry/,m-

bousray hvperinflition

tragspired withan a perio
of gen yeurs, cich ceein
riblions of dualbs i

THE YE AR 2008 15 THE YEAR THE

UENT MA
3 E ,{:iE 5&&\&5\#

, R~ "HE H@usux/é,
Apﬁf CRASH 4 FINANCU AL

/RISIS

mﬂwmw%

wealth, s, [beliove, andy e bernismg, Thore wil /

arkl st b many avore such b, lon withog

then the economy of the Dnired States 4o
tonger fusvweeiom The bbbl vy le |
replaced the business cycle,

matkan of new specufative swellings,
Nowadays we harely pause between such bouts
of msanity. The dor-com crash pfthe enrly 2000
shaidd have been followed by deendes of soul-
sewrching instead, cven betire the old byble




| THE HOUSING MARKET BACK TN Tift o
.D)ATY %(bow\e-see.w) : M : | . &2 ?abw% o Srodnd‘» \\be.&-f—

DEBT
o o ]

$¥8  Gean
T TURY W
\ N\\Et\p%é’é*‘ CENTURY HaUSING

(hemE § EEKER)

(‘ ") e

L&NDUL; .
aNME D
@A o T\ B e

TNYESTMEN j &%‘%DEC zsf; Under Tws Syt
BANIK WV & o, DERT S © bec‘ause SAlly 5
o RGENCY “fliH h quTG\Q_Q s PaYING. BUT]

- \ pEsT et maTe Sh
Mo:&m\aeﬁ" o \p(‘ﬁ”rh [N whett B SR 4

;6251,;\&@5 . | *““52‘” ANCALCP\\%'P%&

LSeLor,-hes) arf Sopposte

LR  However, %S you

?QBA @d{f Pals
Wil see W e Nesk ?a%agé'i 4@

ey Srabiliy ob Macexs, qmém

15 The ausd
i NS

5

INSURANCE

|




Heo Meleds ;\\
“ ’S‘C_;L\u-\ C.ass ' é\j

LB, HY A MINSKY ii"{H O FOMZI FIMANCE

e ewme T e -

».éa -.n%August 2007, shortly after the beginning of the subprime crisis,

3

o - & astory on the front page of The Wall Street Journal said, “The re-
: eéa"ﬂ,"éeiﬁ‘t market turmoil i's.-"r‘ockiﬁg'iinves;tgrs. around -thgjglgbe. But it

is raising:the stock of oné person: /hose

iews have suddenly become very p

an Minsky, an avowed Keyn,

was. Hym:

esian who- taught for -’many‘,_'years‘
at Washington Unii’férsit'y_in St. -Li?uis._.F;om: ‘the xé:.arly‘; ]9€gQ§I‘-_un_t_:i_l
shortly before his death in 1996, Minsky advanced the ~W§“{s‘?h?£§r_€e'
market capitalism ‘is_A_i_hhe;ent_l'y:'uns_'téble., and that the primary source

 of thi§ instability is the irresponsible actions of bankers, traders, and

| types. Should vermm to regula e_ﬁ}nar.l
sector effectively, Minsky;_wag_ d, it would besiibject to. pgdlc

. “At a time when many economists were coming, to believe
én'cy':&f' markets,” the Journal's Justin Lahart noted, “Mr.
* Minsky was considered somewhat of a radical.” Now, however, many

were eageily poring over his articles and books, most of which were
out of print. “We are in the midst of a Minsky moment, bordering on

‘Wall Street ecbf orists ”a_n'd.,at'Ieast,b_rj_e_”fpfrmér governot of the Fed

-

- from a -IéFt—wix'fejg‘bfackgrbuijﬂi his mother was & trade union activist and

but he decided to.switch to. econornics, ‘atteniding classes taught by

ZAE % HOW MARKETS FalL

a Minsky meltdown,” Paul MeCulley, -a managing director at Pacific * . ;-l

Investment Management Company, the world's biggest manager of bond

mutual funds, told Lahart. T ' .
Minsky was born in Chicago on ‘September 23, 1919, He came

his father 2 member of the:Sccialist Party, (According to family legend,

the two met at a party to celebrate the hundredth anniversary of Karl -
Marx's birth.) As with Paul Samuelson, Milton Friedman, and many

others .of his generation, it was the Great Depression that inspired
Minsky's interest.in economics. In high school he jdined the youth
section of the:Socialist Party, and during his seconid year at the Univer-
sity of. Chicago, which he entered in 1937, he attended a series of
lectures on the economies of socialism. The lecturer was Oskar Lange, -
the-_,Po}i'shiecbﬁ_o,mist and technocrat who helpedto formalize the con-
cept of market efficiency. Minsky had beeri majoring in mathematics,

Lange land Henry Simons, a true Chicago man who nonethieless was
critical of several aspects of capitalisrn, In‘the summer of 1942, Min- .
sky spent a summer at Harvard working with Wassily Leontief, one of
the ﬁiqneers, o_f.matherna_tit:al4.ec<_>n-omic-s-',A:Et-ef.thi'ée years serving in
the U.8, Army, he returned to Harvard to corplete his graduate work |
and serve as a teaching assistant to Alvin Hansen, who was the leading
American Keynesian of his day. SR L

‘With this admirably catholic education, it was perhaps not surpris-

ing that Minsky failed to adhere to the increasingly rigid orthodéxy E
that took hold of economics during the postwar decades. In some . &
ways, he was a throwback. He.expressed his thoughts in clear English, |
used equations spatingly, and made little attempt to keep up with in-

tellectual fashion, But what Minsky lacked in modernity, e more than

made up for in insight. 4 Ajthoughherarely made explicit reference to -
concepts such as theﬁbgi;oﬁen’s-.dile'mma,‘41asymmetric- information, or 3
M,mqs’;_er .myopig‘% his analysis displayed an acute awareness of the vari-
ous ébiii‘ﬁéé’fii?%arkep':fail’ure'." A keen student of Keynes’s Treatise on

il

-Probability as well as‘The Gemeral Theory, he had never accepted that
financial markets dggregited economic data-efficiently, or that deci-
sions fnvolving the future could be represented as-a process of taking .
mathemmatical expectations of known probabikities. “To ‘businessmen,
portfolic managers and bankers, uncertainty means. that.decisions are

Pt
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in The General Theory, siic. fas 2

succeeded in |

how a free ‘market eco S central ai??i‘-:c_’f:‘d,emqnstrating
p; he didn't ex.

P Nomy could.pep sl e oo
Plaiit how Boorme and L. o r¢-getstuckin a-glyy
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Nargely faeonen ek 85 Alin Hafigen and Pa] gov g, Mo
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Do place. for stock matket b '

Cpr o oa ook market bubbles; credi mpimal ae o
. '"S['t;‘eg t P??h?l?g,gs_-_ ‘That was-the [écucr::q; Orunches, or other Wall
- [TIhe Wall Streets of the world. gte fmpopc. " §

ancial sector in 5 cursory ma

et ot to ],

book, Sz R ¢-are important,” he wrote i ix
iy sen:zle;zmg an Unsiable Economy, copies of\ev‘flxvrinte Koy
§ for hundreds of doljars on ?éﬁay in the sr.lz(r:nrr\:’ 3teff;P0ff'
i € sumimer of 2007

I3 . b
they cenerate daciailns
cial ;rg?',]er?'-’es.d_e_s_tab_lh'_z,m s e
. PrOCESSEs OF Qup-easrms o ] oy o O 1:{me. to time t A
gconomic inscabfﬁ?piion?my lead to serious threats of fipng hei hln-an—'
== OBC Instability, that is, the hehaviog of:hewéc&%camd
R ‘ '!Ql‘ny becomes
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Minsky's analvs; of Bnanci .
hat usually};:j;)f financial capitalism begap from the bservatio;
chally involyes the advancing of money t0d5§ in 'Ir.éiii"ge?at!l() :
ey Waay.an return for the

.e‘r;_l't;'ej. enough cash to provi
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In a capitalist system, much of this speculation takes place through
the banking system, which acts as ‘the ‘primary allocator of capital.
During times of prosperity; banks’ appetite for risk-taking increases at
same time as businesses and en: neurs are seeking '

mon;yEo fin heuexpans:c“mplan - In fact, banks and other finan-

cial institutions ‘compete with one another to supply additional capi-
tal, both by expanding existing forms: of tredit and by inventing what
Minsky described as “new forms of money"—=by which he meant new
types of loans. With.borrowed money increasingly easy to come by,
investment spending rises, and so-do stock prices and. corporate prof-
its. This reinforces businesses’ demand for credit-and the willingness
of bankers and other lenders to supply it. Do
Minsky stressed: that this process.doesn’t.depend on any external
pitat the invention: of an’exciting new technol-
fiscal policy, although' such things
: ie_ Upwatd mo nentum, The primiary ifitidtive came -
from the‘canipetitive '@?@'-aﬂt- work within- the financial sector. Any-
périod-of economic stability “léadsto an expansion of debt-financing—
weak at first because of the memories of precéding financial difficul-
ties,” Minsky wrote. The period of calfi‘is “a transitory state because
speculdtion ipon and experimentation’ with liability structures and
novel financial assets will Jead the econoniy to an investment boom.”
At the risk of oversimplifying, Minskyfs-'a{rgu'rneﬁt"éan be reduced
to threewordsswt_gbgﬂliégg‘tg,bﬂx‘zmg In ltj.bé’ eaf}y'étages of the g’ycl'e,
- banks will lend only to businesses that are generating enough cash to

-precipitating event, such.as
ogy ‘or -an easing

would refiife

‘meet regular interest payments and repay the principal on an gmor-

vt i o et

(Before the rise of hedge funds, to "hedge” meant to take precautions.)
As the boom proceeds, competition between lenders increases, and their

w

b

™ tized basis. Minsky referred torthis form of lending as*‘*@gqﬁ@nce‘ o

innaté sense of caution gets diminished. Many of them make foans °

to borrowers whe .can meet only the interest payments: repaying the
principal would be beyond them. Loans of this nature-have.to.betolled
over at regular intervals; Minsly called them “speculative finance.”

Eventually, banks start extending credit to people and firms. that
can't even afford to make regular interest payments. On each payment
date, the portion of the interest due that these borfowers are unable to
pay gets added to their prificipal, meanirig the longer the foan lasts,
the more they end up owing. Technically, loans with this feature are

s babedsnid, S 4
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tate: developers and other speculative entrepreneurs, who

: pledge the projects they are worlung on as collateral. Sometimes, banks

QINELINES, D!

- agree todssue.a loan and.defer any.interest payments until a particular

'bullgllng or, development is completed reflect inig a belief that it will be

. sold at a price that covers the principal and the accrued interest. But
 there 15 always a danger that the real estate market will turn before the
' project is sold, leaving the creditor unable to repay in full..“Such loans

irnpart a Ponzi flavor to the financial structure,” " Minsky wrote.,

‘No credit boom lasts forever. ‘At sorrie point, lenders get nervous :
» about all the dubious credit they have already extended ‘This prompts,
" them to call in some existing, loans and restrict the issuance of new.

ones. Where money was. ﬂowmg Freely, it is suddenly much harder to
obtain, even for ﬁnanc:ally sound ‘creditors. This is a Mmsky mo-

.ment” of the type that Paul McC‘.ulley and’ other Wall Street econo-

mlstS'ldentxﬁed in August 2007 Strugg]mg%o meet thelr ﬁnancml

assets they can hquxdate 'Thls, Mmsky noted drnly, is hke]y to-lead
‘10 a collapse of asset values,” which, in turn, can lead to “a’spiral of :
. declmmg investinent, dechnmg profits, and" dechnmg asset .prices.”
~Unless the financial authorities intervene, lendmg public money freely
'to. whoever needs it, the ultimate result could well be “a traumatxc
M

'deﬂatxonend—deepdapmsgmn

“.In-what was perhaps a poke at the efﬁment market hypothesis,
Mmsky descnbed his thesis that capitalist economies inevitably pro-

gréss from conservative: finance to reckless speculatmn as the “finan-

cial instability hypothesis.” Minsky described it as an interprétation of
Keynes s General Theory, and he also credited the Austrian economist
Joseph Schumpeter for influencing his views. “The first theorem of

the- financialinstability hypothesis is that the ecoriomy has fnancing

‘regimes under which it is stable, and ﬁnancmg regimes in which It is
‘unstable,

" he explained in 1992. “The second theorem of the financlul

i ] : T perty values
o-tise'sk arp ¥ his. facﬂltates a bng expansxon in dubzous lendmg _

‘profits is.the"
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instability hypothesis is that over periods .of prolonged prosperity, the:
economy transits from financial relations that make for a Stable system
to ﬁnanmal relatmns that make for an unstable system

Although ‘Mih‘é’ky'ﬁidn’t state it as such, the financial instability hy-
pothesis is 2 theory of rational irrationality, with the mdmdually ratio-
nal actions of banks and other financial firms serving to destabilize the
entire system. “In a wotld with capxtalxst ﬁnance it is simply not true
that the pursuu by each unit of 1Ls own mterest will lead an economy

t. of bankers ]evered

16 econom has endocrenous destabl-

Yotk _- P AL

hzmg.forces

Minsky's knowledge of banlung wasn't confined to what he had
read in books. For years: he served as'a’ consultant to'and director of .
the Mark Twain Barik i1 St. Louis, takirig a keen inferest in all aspects
of its business. Tri'the traditional bankmg modei which dates back
centuries, banks take in money froin their customers and lend most of
it out to businesses and other borrowers, keeping a small ameunt in
reserve to meet depositors’ demands for cash. The. source of banks'
“spread” between the interest rate they pay deposnors
and the rate they. charge’ borrowers. In, tlns«versxon _of banking, the

o T

_.Msectors role is essentzally passxve it-acts as an mtermedlary

Lo e

between savers and borrowers and its actlvmes dont have much im-
pact on the overall Tevel ‘of economic activity, - il

‘Minsky pointed out a nurmber of deficiencies in this analysis, be-
ginning with the fact that when a bank extends 2 loan it creates a.very.
special cornmodity: money. When banks lend more together, the total
supply of money in the economy grows, which means total spending
power increases. Similarly, when banks call in loans and refuse to make
new ones, the money supply contracts and overall spenchng power

falls. Apart from the governmient, 'banks are the only instititions in the

economy with the ability to create money, and that is what makes them
50 important,
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*“after all; their-traditional role
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Unfortunately, there is nothing in a typical banker’s employment
::fmtmct that says he shoqld,.’té_kg;inm .account, thefiihapacf.gf }Zis im
tions.on ;hgTegQgg as g ‘'whole; wh ich is an hertyp 'E-ﬁigovi:r;

ver. As an employee of 2 pt v_l;ic'ébjmpéliy;:Hié.onfjbﬁ Ation.isto
ofits, which involves expanding lending when he “thinks

the cutlook i ‘good and refusing to'lend when he is worried about the

future JBut the level of bank lending that makes sense for individual

bariks: d.é'és.rji;"t" _h@;‘éés_a;ily make'sense for the country} . -

_ A similar péint applies to bank leverage, or borrowing, It may seem
strange to thihk of b e :’_g_a'r_x_c;i.a_l ¢companies as borrowers;
: is to act as lenders,.But in addition

A MR o Rt P, Pyl to
securing money .f;om-_depqsitorsrthat they then lend out, banks borrow

3 E;o‘_n;y_ in gy.’arigt_y-qf ways: T'lj*gy‘___i_;s“su_'gi_lggg-j_tegm bonds and short-term
onds; they take out overnight Joans from one another in the interbanls

rarket; occasionally,. they borrow from the Fed. What do the.ban
matket; occasionally, they borrow from the Fed. at do the banks dc
with all this money they borrow? Some of it they.lend to individu,alz

and businesses; the»gg_s_t__the vest in financial assets, such as.Trea®

sury.honds and_ mg_gt.gggg__'_f_s‘e_c‘ugiﬁgé—. Ifthe -returns ‘a. bank receives

on‘ 1‘t-s fnancial investments exceed its own borrowing costs, it makes
- money. v » . -

 Likeany other investor, a bank can increase its retumns by increasing
its leverage. Take.abank with $100 milli ] 'in‘equjﬁ)”;an_d:ﬂ.i‘*oo million

: }ngblcustqrfl.eﬁr‘ deposits, on which.it pays an annual interest rate of 3.per-
c]:.nt Ifthebank maintains a'10 percent capital teserve and 1enas out
_therest of its funds at an interest rate of 8 percent, it eams $24 million

gigar Noiw consider the same bank, but imagine that it borrows an-
| other $509 m}l].lqln at a rate of 4 percent, raising its total borrowing
to $900 million, and lends that money out at 8 percent, too: its prof-

its-Will jump ta f}‘:40'milliqn. Simply by applying the magic of lever-
age, the bank will have increased its return on capit.a]“employed by

- twosthirds.

" -Wbere 1s th'g;’ c_'at'.'c_h? In leveraging up, the bank rakes on more risk.
sonie of its borrowers default, or some of its investments éour, much

- of ts capital can quickly get wiped out, leaving it vulnerable to a
g collap’se._TopreVent banks from getting themselves into this ;ﬁredicq»
. \‘*r.xent-, lrggulatorslex.ar‘nine their loan books at regulér intervals and 1:1
sist on their maintaining adequate reserves of capital. However, banks’

often ﬁnd ways to cixcumvent regulatory guidelines. At the end of

_seyen cents of every dollar they ] lenf out.

.
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- 1983, Minsky reported, some of the biggest banks .in"the__co_gﬁtry,' such.

a5 Banl of mﬁ_gndiB.ankers Trust, wé-‘l"gr._}gggd ving, about nini ’
and invested. Even suppos-

edly conservative institutions such as the Mellon Bank had debts
“equivalent to more, than 90. sercent of their assets. The increase in

bank Jeverage Tatios “was part of the process that moved the economy

" toward ﬁnanr‘:iéllf_i_a:g'ﬂ'i'tjy‘,_’:fy\'dinsky wrote. In addition to leavingl,}_j_éri_ks _
more vulnerable to.économic shocks,it generated alot of irresponsible
Jending: T,q,,emplbyeéluhg.mmA,__y‘,t_ng_;ha,d.,bom-ewedf—banl&%ﬁ.‘had to

oial custor oxtend themselyes into new, riskder -

 search our marginal customers and exenc.t

% As-:l\'/lins:k;;;i;ti 1t, ‘-f'[f[']l‘ie leverage ratio of banks.and the'imp"é?ﬁi o
of speculative and.Ponzi financing in the economy are two sides of a3

coin.”

Another shortcoming in the traditional view of banking that Minsky
highlighted was its Failure to take adequate account of firianctal inno-
vation. “Like. all entrepreneurs in a capitalist gconomy, bankers are
aware that innovation assures proﬁ;s,”ffl\/lihékﬁavrdte. “Thus, bankers,
whether they be brokers or dealers, are .mefchants of debt who strive
'to inhiovate in the assets they acquire-and the l’iabi'llities_.théy miarket.”
One quick way fora bank to expand its réy'enu'e's is by extending credit

to people and firms that previously it would have turned down for
* loans because of ‘doubts about their ability to repay. In the era when' .
Banks ordinarily held.on to the loans-they issued until they matured, A
pursuing such-a risky 'vleridihg,‘strategy»géherally didn't make sense:
the extraincome from the. new Joans wasn't enough,to cover the in- -
creased probability of defaults. ‘But, beginning in the 1970s, a series of
financial innovations transformed the incentive structure that banks
faced. R : .
The key development was the rise of “securitization.” In 1970, the

Government National Mortgage Association (Gihnie Mae), one of three
govémment—spompred agencies that guarantee certain types of home
loans———t_hevother two.are the Federal National Mortgage Association
(Fannie Mae) and the Federal Home Loan Mortgage Corporation
(Freddie Mac)—issiued a new type of bond known as 3 residential

%éga;baskﬁﬁmsgcumm_..(ﬂMB3) ! & hond s simply a loen. 1t ¥ 2
*Piﬁgev__df—P-aP-e[v-?-h?lt—-PEQEl]i??fj—ts bearer (the lender) a set of interest

7
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. or repaid- the principal early: there would still.be e

- home loans that underpinned these mo

from a pool-of mortgages and mortgage-backed
- “into a number of different layers, or “tranches.” The purchasers of the

I HeMan PMINGKY AND POMZI FINGHCE » 212

peyments over a certain period, together with full repayment of the
principal at a certain date. In theory, any. economic entity that gener-
ates a reliable-set . of cash flows can issue a bond. Prior to 1970, the
biggest Issuers were governments, :
tions, Ginnie Mae's idea was to take a number of home loans, pool the
monthly payments they generated; and use that cash flow as the back.
ingfor a bond; As long'as most of the homeowners k'ept:ma'king-their
monthily payments, ‘it-wouldn't matter very much if a few defaulted

nough cash to pay

nce' the individua)
rtgage bonds were government-
guaranteed, the credit risk attached to-them was greatly reduced. They
received high credit ratings, and they. paid an interest rate that was
only slightly higher than Treasuty borids.

After a slow start, mortgage bonds proved popular with institutional

investors, such as mutual funds and pension funds; :Seeing the success

the .bondholders: the' interest they were owed.  Si

. of Ginnie Mae, Fannie Mae and Freddie Mac followed itslead, and the
. number of outstanding mortgage bonds expanded
.+ principle of securitization had been established, Wall Street firms looked

rapidly. Onee the

around for other cash flows tht could be tranisformed into sellable
per.In 1977, Salomon Brothers and Bank of America managed the first
securitization of home loans that weren't govetnment:guaranteed, Dur-
ing the 1980s, new sécuritized products and acronyms came thick and
fast. In 1983, Freddie Mac marketed the -ﬁr’-st»eolrl‘a_t‘erali‘;ied'mor‘tgagc
obligation (CMO)—a'sort of bond mutnal fund in which the cash flows

o

sgcurities were ‘dividid

senior tranches: got first claim on the underlying cash flows i the buyers

of the mezzanine tranches got' secand: dibs; the holders of the junior

tranches were entitled to whatever was left. Two years later, a company
called Sperry Lease Finance Corporation created the first asset-backed
security (ABS) when it issued 2 set of bonds backed
from a paol of comiputer equipment leases,

With: the development. of -a secondary market in ‘meortgages and
other types of credits, banks were able to sell many of the loang they
made. The “originate-to-distribute” model of banking gradually re-
placed the “originateto-hold” model. If a mortgage holder whose loan
has been securitized falls behind on his monthly payments, it is the

by the cash flows

‘which generate taxes, and-corpora-
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buyers éf the'm,orfgage securities who lose out rather tban_ th? _bank'
that issued the loan. S . - :
" Unlike many economists, Minsky took a lgee.n mtfa;e.ss.m tbﬁsc:gd;v
velOpmen:ts and he didn't view them as wholly negative, ln 3 "
a er B‘e{»faointed out that the purchiase of -mortgage{qu}c}sra? | other
Is)ecr:)!,xr;tx?ezd préducts enabled investors to diye;si-fy th:e;y_hp}fllzngs across
ot classes and seographic boundaries. (In 2007, it-would transpire -
assef ¢lasses and geographic .bpun_, . “wollld trar
that sorae -of the bipgest -holders of y-.s.;,mort‘ggge ,,559_‘??%_?‘_55 gére
obsture European binks.) Minsly.also mtg@?_thg.t‘_tihﬁ _};anlqu.;n lfd
try's edger embrace: of securitizdtion‘was areﬂecmon oft:/{e mc:ie?jnd
c?éapétii:i&- ‘it was facing fi)r’dépositS;iancl:r_b:grr??egéz_‘_,:_ u‘t-u_aifdin |
c Ofﬁ‘f’én.ie.s. and othe nonbank financial ;orppan}ieshwgre ‘?rol_ ; hag
rest-bearing checking acco ts, and S&Ls, which previcus
interest-bearing.checking accounts, and.s e fotarest
-t “controlled; were offering. depositors: attractive i
been tightly controlled, were offering s that mesded working
1e time, many big corporations’ that ‘needed worli
rates. At the same time, many Digc ik alking out loans from the
Al ssing banks. Rather than taking out loan: e
capital were bypassing banks. Rather thantaking ont Joan: bonds of
irj likes of Citibank and Wcllis.Fargo,_ theylxssued short‘te,rmv on
Y_their own, which called. cormercial papet.
|_their own, which were calle cormercidl papet- »
) 'ge&.uiii,tb-étioh enabled banks to moye manhy of th‘mrv lqaﬁs offi:;e:;
b e T L e TP s 7 SR i
\ce sheets. This they didn't have to keep as much cap
nce sheets. This meant ‘they.. dn’t.have to keep as muc :
‘:g‘;z{lv?éyﬁ;zﬁsﬁt the regulators; which- boosted their »%br(.g_.ﬁtlsi To h(f,lept '
tye 10 3 : . e i it 1 Citigroup, s
is p alon “banks, following:the lead o itige
jthis process along, many-bar e e R aniting
jup spéeiai—purpose vehicles (SPVs)—also known as structure

ment vehicles (S1Vs) a’ﬂd.cbnduitss-fw}ﬁich .-berigme heavy gqrchas,?rz
i of RM-BS% CMOs, and other securitized products“ éThe ufe§sT ; i 5
" ed mutual funds, ke ve finds, and wealthy enidowments. -
included mutualfunds,.hedge nds, and we endowments) This
i ' alled shadow banking system would grow
onceived, the so-called shgdow_.‘ g system would grow £ el
;hantine proportions while remaining largely vbeyond .the purview of
s ers, and journalists. -
egulators, bank stockholders, and journali o
rcgtll\l/[datl:’:li;' :'idn’t realive the full implicataons" of secvkmuzén‘c.;r}
obody did—but he was one of the few economists to dr;iw alteﬁtgor;
T : e 1< Y Vs ‘ b ‘ u
it. After hi i of his colleagues'in the sma
it. After his death in 1996, some of his colleag » the small but
:)e:ic[':ted post-Keynesian school pursued his interest mﬁmn;a}{ml
ovation. In his 2002 book, Fium'cial.Markets, Money 'qndat, et tgzt )
r\:Voﬂd. Paul Davidson, of the University of‘Te'nness,ee',__po}nt}e: dou that
almost half the loans that U.8., banks.initiated, 2?101 ]25 ;L; e
 quentl VBé:'éﬁ{ré.r{s'?érred o nppbgﬁlc,gntit;e—s,:mq_s,!_:_lx-,,t,rqug.,1 ﬁt
E:tfon y"Thc downside aspect of this shift in the soutce of bank profits
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[rom Interest inas to orieinating and ‘cing fees is that.banl ‘growth in mortgage debt, especially subprime loans, but the rise in
iy ¢ d a ] 1 F K » . . 3

n interest earnings to or1g nating an . _sgmcmg ces 1'5 4 atml ankc mortgage lending, was just part_-ofva much larger credit boom. Of the.
loun officers do not worry. as.much about the creditworthiness of bor- ! cing.; ; A : m. L [0S
rowers as Jong ag t is-a strong market.for.these.loans,” Davidson -

‘overall rise in indebtedness_'betwegn 2002 arid 2006, AQiif{eﬁbl’dgszéig_' _
cesponsible for alout a third—so 4 trllion==aind that fi rem B

wrote. “There is therefore an-incentive for bank loan officers to be-

1§ theres incentive ! e onehold debt; not just mortgages and home'eq-
come Joan pushers’ and loan irdders vather than investigators of the cludes all fypes oﬁ,‘hquseho M - e

soundness of the borrower’s-use of loan money.” ' I“1—1—----1‘5' '-'-1.°aﬁ-s - Another $2 ‘rillion, . of -mé;eabOUts a C? me m the forrnof :

o ' " i S i . increased boyrrowing,pn_l_t_he pazt gf’ federal, state, and 10(:'&1_ govern- .

5, 2 , : _ : o ments. The balance of the $13:5 trillion increase Was debt takeri out

A‘ c:o.nﬁrlm”ed worrywé}F; Minsky never fe%l'victiraf to the illusion uf sta- af::l:;islii;jimﬂﬁ Fhe bor;:;e::tlvgszes:;;h;?:te Haiand

 bility As earlyas the mid-1980s, he,per/gg_“p_z__.gf_lﬁ_.a.msing.tihreahof.ﬁn.an‘e.ial -d privately own nessis of all Kinds: But by-far theb
chaos. Referring to the collapse of the Penn Squate Bank in 1982, the : e Ao e oAbt

" “federal bailout of Continental Hlinois Bank in 1984, and the first in-

. Idings .of the savings-and-loan crisis, he pointed out that countefing

" financial instability was becoming & “major task” of economic polich -

" Most economists, including some supposedly liberal ones at places

S== £ ML N RN R

Soat e e SR LR

ooy st

" suich as the Brookings Lnstitution, supported the effoits by the White
. House and Congress to deregulate the banking industry: MinsKy ar-
. gued that finance couldn't be treated like other sectors that had been
. freed of government supervision, such as airlines and trucking. “For a
. new era of setious reform to.enjoy more than transitory success,” he
£ wrote, it should be based on an understanding of why a-decentralized
“f ., market mechanism-—the free market of the conservatives—is the ef-
. ficlent way of handling the many details of economic life,” twinned -
4 with anacceptance that the “Brancial institutions of capitalism . . are
g inherently disruptive. Thus, while admiring the properties of free-mar-
' Kats we must accept that the domain of effective and desirable free

markets is restricted.” : ‘ : '

With most mainstream economists still in thrall to the efficient

market hypothesis, interest in and sympathy for Minsky's arguments
| ¥ waslargely confined to the fringes of the economics profession. During
- & the 19805 and '90s, a diminishing band of Marxist economists, centered : et
' around Thé Monthly Review, a small New York journal that had been ' . i REEEE R A

% of GDP

J, Pinancial seg._t‘or
Households

- 1H

b Pederal government 3
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eking out an existence since the 1940, focused on what they Lermed . 1956 1966 1976 1986 ..1996- 2004 2005 2006 :
the "Rnancialization” of U.8. capitalism, pointing out that employment o R '

inthe Anancial sector, trading vol urnes in speculative markets, and the
. ‘earnings of Wall Street firms were all rising sharply: Between 1980 and

YR 7 - 1. ‘Sources: Fedural Reserve SysxerAn.F‘owo(: Fund Accounts of the U nited States; B..uke.au of Economic Analysls, Natlonal
2000, financial industry profits rose from $32.4 billion to $195.8 hillion, - S - :
? . Eronomit Accounts Data)

~ Year

Y £ according to figures from the Gommerce Departraent, and the financial




The World Finance Crisis.

& thei

HY wrmmen suntanl, we have hean
Weling dhetigh 1 rllllﬂll aganauls
thiwntn alie s Wardd Wa {1 I osigy
naie, anwa alt knaw, in s nollapis of s
Unoking syitam, antl the Hoat attanptn
o unddrstand the raguitlng aconomic
oriddh tocusod on the reasony for bank

talluvan, The banks, - K

was anld, huel tniled
10 "manage” the asw
"risks" posed by finan-
cial (nnovation, Alan
Greenspan's statement
thac the cause of the
crisis was the “under-

* ypricing of risk world-

© wide” was the most
sucemel expeession of
this view.! Particutar
atzention was paid to
the rale of the A mers-
can subprime mort-
gage market as the
source of the so-catled
“toxic" assets  that
had come to domiate
bank batance sheets.
Early temedies for

the crisis-concentrated on bailiog .out |

or refinancing the banks, so thet thiey
cauld start lcnding.again. These were
followed by “stimulus packeges,” hoth
muoetacy and fiseal, o xevive the real

ARENOMY.

country the means to continue its
speadlag spree. Tha puzzle, though,
was why the countries with surpluses.
continued fo pour- thelr hard-earned:
gavings into the debt-ridden Actterican
cconomy. ’ .
fn a notable lecture in 2005, Ben
Bernanke, about to become chajeman
of tie Fedatal Reserve, gave the.an-
swer, At first, he sald, it was becavss .
the US was-a highly praductive. con-
amy: But-following the financia) erisis
ol 1997-1998, . East JAsian countries.
hed " deliberately started .actumulat. |
ing foreign exchange reserves ta guard
against.another flight of capital similar
lo what they had just suffered. or ob- |
served. “To- accumulate resorves they
had ta sup current acconot surpluses,
by eatning moré in exports :then they -
spent on irports. This tied in with cheir -
policy of undervaluing their curcencies .

againsc the dolar in order to maintain
export-led-grotvth, S
“After the collapse .of the dot.com
boom in 2000, the US bacaméa much’
tess. desirable place for direct. foréign”
. -investmeat: So East Asian countries,
" especially Chias, statted -to ‘buy US
Treasvey bonds. Théy adopead aggres-
sive palicies of buying large quantitics
ol dollavs add resisting matket pressure
for appreciation of thelf tutrencies. la-
vesting -their ddllars

g Tdomestic

American Mission

¢ thal wo are—or mny he—over
\‘:ur‘:t of tha arista, nltanuon bas
anclly switehed to trylng to understand
in danpss cnuses, The Lo most popu-
Int oxplanoetions to have :.me;ge_d l“f'
the "money glut” and the “saving glut
theorlas, The first blames the cosis on
Joose flsea) snd monetery policy, whncté
enabled Amerieans 10 live beyond
theic means, 1o particular, Greenspen,
chairman ol the Federal Reseeve n:‘
the critical yeacs until his voticomen

_in eprly 2006, uzed Jow interest.rates:|

" 10 Keep-maney too cheap for o long,

thus allowing the hovsisg bubble to ge_t-:; :

. _ pumped uptill itburst

The second explanation seés cheap |

ef io the US as 8 vesponse 1072
{'!;;l,:th saving glut” origineting in:East

Asia a0d the.Middle East. The “exotbir |-

ivilege" enj :the US dolr,
tant peivilage" enjoyed by} US d
tar ag the world's key curizncy.allowed

Robaet Niidaleky

Amerjcan tradable goods und servieny
with which to rapay the barrawlng, AV
a vesult, America's domesdle aped furs

< eign debrjust wenton {narewsing, In the

techiriical jargon, both the US ourtsm
account defieit and {tv debt-Ananesl
housing boom were unsustatnabis: )
was uncledc whether. the dollar or the

housing bubble would collapae Hest,

;':.Coxii:;rn'.al;é\_n"ihe' US curzent account
‘deficit--the, .oxcess of. expendituras

JaEt .a"' t
-“over receipts jn-a connury's bnlange o
- payments—ong preceded the finonels)
crisis. By 2005; ithad aleeady ballqomd
’ cent of GOP. How Had thié ap-

the US 1o pursuc a fiscal and

AR
. " and 1

icy ihat pushed doinestic demaa
?c‘ﬁ-hgods, _an%_ sorvices welt.beyond do- | -

jc output, thereby ?bsorb;ng the
‘r‘;t:?gn savip:gs hurled atit, _'[he 1 r?ub(s
was that fogeigin, and particolarly Chi~
nese, “investment" ir the US ecanomy,
which in recént years has aken the

ing ; - bonds, - 4,
form of buying ‘US Tteasury d
(:{led 10 ereate 3 corresponding flow oF 1

e st s bt

it Alan -Greenspan, The Age

of "- E
bulence: Advencures (n o New World

_(Peaguin, 2008), p. SO7.
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price fncreases that would Yave exgded
their  expart competitivensss. Like
other economises at the " time, Ber.
nanke saw considerable. merit in the
acrangsment: it enabled emerging and
developing counteies (o reduce their
foreign debts, stabilize their eurren.

cies, and “reduce the-risk-of- Anancial-—

celaes. Without US willingnes to actds
2 “cQHSuni¢; of last resort (he glabat
savings plut vould exert a hage defla.
tionary prassuce on the world c’cohomy. |
ButBernanke afso pointed out three
-Susgs in the situacion, First, for davel. -
oping countries to he Tending large net -
Soms to mature industrial countries
with abugdane capiral was undesiy-

- 8ble: the Bow should be gaing the athar " |
Way—t0 countries with a capital short.
age. Second, mueh of the inflow of copl-
tat to-thie- US went not into improving

- productivity bu inta the housiiig sector
and eansumption. Third, the arrange-
meat depressed US £XROrts, sncourag-
ing instead ihe parts:of the cconomy
that produce nontraded goods and sar. .
vices, such as the Baancial industry. Yot
to repay its foreign crediiors, the US
needed healthy export industries, A, °

fakl in the doltay was, thezefore, naeded
to shrink the nontradable sconomy rel.
ative 1o the expoct sactor. Nevertheless,

Bernenke concluded, "fundamemaliy.

T see no reason why he ~hote process

" ta b ope

fot rebedancing) should not proceed
smoothjy.”

-pened? The conservetive explanotion
" was that thé US.monetaty and fixes]

authorities hiad -provided Ameticans
. with the money (o make payments i
. foteigners for.imports f‘?r o &xCoI8 O
" the payments they recen:ed "trom for
. eignecs -for: exports. . This “spending

“beyond your means™is the classic roat-

. to ruin, for-hauscholds as well ay lo
" gountrias. I the case.of householdr
it'is normatly beought to an ead by
notice from your bank dr credit aan
company saying that you hnv_e rqnehm
-your ¢redit fumit or-your account ba
beeq frozen..In the case of countrla
it is normally ended by the refusal ¢

his was the scandard view before
the present erisis broke, Martin Wol,
the world's most respected financial
columpist-—mainly for tbe Financial
Times——publishad a2 baok in 2004

) vy Globalfzatton Wk,
saw. glo_l?ali'zation as a migha'kcrugl?:
iqr_.vcndlqg-'global poverty, and wa3
seornful 6t degumens against it, mosc

e dismissed as lacking pro.
. C0itpetence. He pointed (o
]r:; l;l._:gee Suceess of China in redyc.
eXtréme poverey (peapla liviny o,
less than'S1 a day), Hg‘;aif nolpr‘c;‘bgle%l
Baising from the macrocconomic im
balances char reg

ulted from fops;
trade. As he weates lopsided

calléd 1vx

The pattera of surpluses and defi.
s will “crsace difficulties enly
T g lo the extem that
& thefatermediation of
< the flows from (he
savingg.surplus g
the : savings.defiair
‘countries does ot
-watk  stigothly.,..
Bt no insuperable
difficulty . shautq
. arise. I{ some peo-
ple [Asians) wish
W spend less thon
they enrn tadoy,
then others ncud (o
be encouraged to
spond mora,

~—~Its monetary'policy may -have-been.—|

er_covntries 10 lend the profiigm

- Agilate 2y mid-2007,"
‘e thought that the
possibllity ther “huge
calamities” could be
genersted by world financia) mackets
“laoks remote,"?
His message just two months Jater
was very difterent;

No(i:ing that has. happenad hay
been a product of Fed folly alone,

loos_c‘mb‘ldng;‘,_'t’he-resuln(ors may
ais baic been aslecp. But neither
iae s the heat of the matter..
oday's eradit. erisis...is alio 1
| symptom: of an ‘unbilonced world
economy,' :

Wolf more racencly drgued that the s¢.
cumylation of dallai feserves by Ching
and other East' Asian counteics thar
bave maintained'under valued exchange
rates againist the dollar explains the low
long-terr interest rates and monetary
easifg of the'US in the 20005 Cheap
money, hé Writes, had “cacouraged an
orgy..of financial innovarion, borraw-
inig and spending” that created homsine
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' OUGHLY BETWEEN 1945 and 1975, America struck a reraarkable
R accommodation herween capmhsm and democracy. It combined 2.
hugely productive economic systemiwith a broadly responsive and widely
admired -political system. America in those years achieved its highest
deg.ree: of income equality (since measurements have been available). It
generated a larger proportion of good-paying jobs than before or since,

and mare economic security than evér for more of

its people. Perhaps not
coincidentally,

in those years Ameriig:ans also expressed high confidence
in democracy and trust in government, both of which sharply declined
in subsequent years.! Tha singular success and that powerful promise
extended the moral authority of thd Ametican system throughout the
world. In contrast to Soviet commiunism, America .
both. political freedom and suburban middle-

becarne an exemplar of
class affluence.
The ecoriomy was based on ‘mass ‘production. Mass production was
profitable. because a large middle class had ‘enough money ro purchase
‘what could be mass-produced. The nujddlé class had the money because
¢ profits from mass production were idivided up between the giant cor-
oi‘atioq’s' and their suppliers, ret'aﬂers% and employees. The bargaining
ower of these latter groups was enhanced and enforced by government
ction. Almost 2 third of the workforce bélonged to a labor union, Eco-
omic beniefits were also spread across the nation—to farmers, veterans,
maller towns, and small businesses—thirough regulation (of railroads, tele-
hones, utilities, and energy supplies) and subsidy (price supports, high-
1y, federal loans). Thus did democracy offset the economic power of
-scale production and widely disperse itsbenehis, . -

e




16
SUPERCAPITALISM

But it was not quitea B ' o "'
= goldcn age. WOan and m.' e
for political equality and economic oppo;tmﬁs, ;ndzl:;:e?;ti suruggled
over i oy - Much of the nation
poverty was hidden away in rural hollows or black ghetros Foréig nau_;ms
T . g1 policy,

ostensibly shaped by the perceived threat of Soviet communism, -ail |
or. 2t amuasm, -all tpo

frequentdy pand: .
: pandered to the needs of larse Amer;
resources abroad, such as bananas, tin arge American firrns for cheap
iled during Senator 1 o
Ameﬁl:::’cl’,«s.enator Joe McCarthy’s anti-communist witch hune. M
. : h hunt. Muc

m - éh lfewas monotonous, conformist, and deadly dui Atnd uéh of
bl- | prtcommgs, democratic capitalism seemed to be w k1 yec for
ably well, and on the way to working even better: oriing remat-

In order to understand wh
d what happened to 1 : »
we first need to understand how it Sfme ab:zl:h e Not Quite Golden Age;

1 A
THE .zvow:r: ON began as the nineteenth ceniury ended, when I .
io,rauon's posed a profound challenge to A‘;neridan -d;no: arg?l;;f:’r-
;:;?h::dniw; ::;rc! of lziosp;erity t.ov.the_ nation bur also sweatshtz;, chig
indusm,‘ies Th-e e wor} ng  ;ondiuons, and they. monopolized jwhole
: s. The unprgeedented economic power of these giant ¢ npani
made them politically unaccountable. America : for n my
ot groped for a way to
. RI;:::te.d @;h a::lixts,ized personalities whose footprints-are still visible—
b mdg::};z basl er’s son who sold stocks for the railroads, engineered a
e il oo 1111an9.t1, and became a wealthy financier (J. P Mérgan and
X : evo Yed into today’s Morgan Stanley); Andrew Catnegie, wh
Rt;;g:tn zs a telephone derk, rose to the presidency of the Penzyiéi:
JOhnc;; ki::e;gum made a forqmeas a steel magnare (Carnegie Steel);
Joha D r o inelz 6\7;'11: :::zi at:l'a b-C;OkkcE::r in Cleveland, bought his
st oil ) e oif market in the 18
flard Qxl C}ompa.ny {whose descendant is EnbnMOI:i;?::r tg;r}:l -
. into coal, iron, shipping, copper, and banking (Chase ;\/Ianha o
subsequently, Flenry Ford. : | ) snd

With these men and others like t:hcm flowed a stream of new in
. a stream ven-

and oil. Civil liberties were impér-

b Sugar Refining,
3 ers, gained unprec

———— - @ . - o~

bines, internal combustion engines, and iron and steel machinery with
hat allowed all sorts of things to be made and
me. Costs oould be spread over 5O many units
that each single one was cheap to produce. Procter & Gamble devised a
new machine for mass-producing Tvory soap. Diamond Match used a

hine that made and boxed matches by the billions. A cigaretre-making

mac
inachine invented in 1881 was 50 productive that just fifteen of them satis-
Standard Oil, American

fied Americd's annual demand for cigarettes.
. Tnternational Hatvester, and Camegie Steel, among oth-
edented efficiencies ;;'th:o,ugh giant funaces, whitling
and rolling and finishing equipment.

“While the typical Ametican worker in the early

interchangeable paris—t
shipped in very large volu

centrifuges, CORVELTETs;
Productiviry surged.

vieeks

percent migre each year {seeding and harvest-
ing crops, logging, fishing, or applyingﬁ his crafe with hand tools), by the -
last decades of the century his productivity was rising at six times that
rare.? Qurput also exploded. Iron production doubled in just a few years;
steel production mulsiplied rwenty-fold.? Railroad and telegraph networks
expanded in tandern. Fast, regular, and reliable transportation and com-

. munication brought raw materials fro;;n far corners of the country into
factories and‘sent‘ﬁnishcd goods ouit tp wholesalers and retailers all over

« - 1800s had produced 2. tiny 3

the nation.

Avgrage Weeks Unemployed (Seas Adj)




. Pic BUsINEssES four
- ond. The bargains bo :
! established norms across the economy,

e

1d their correlate in big Jabor; the first begat the sec-

th sides struck over Wages and working conditions

spteéding_ the benefits of high pro-
ductivity and contributing to the growth of America’s middle class. Their
relationship was to be a ceniteal feamre of defocratic capitaiism during
the Not Quite Golden Age. ' :

Labor's tise was not smooth. It had its fiery per_sonal-itie:s——]ohn L.
Lewis of the United Mine Workers, Walter Reuther of the United Auto
Workers, Philip Murray of the United Steelworkers, Yet as was the case
with the rise of the giant coxporation, structitral changes in-the eéonomfr

-accounted mare for Jabor's rise (and subsequent decline) than the domi-
nant characters. who made the headlines. In the carly twentieth century,
the Supreme Court had determined thar agreements among workets o
form unions violated the nation’s antitrust laws. Antitcust law did bar
agreements that restrained trade, but the Court was acting cynically
given the growing economic power of large cSrporations. As that power
increased, labor nonetheless intensified its effores to organize. -

>

After the Wagner Act finally legitimized collective bargaining in 1935,
uions grew considerably larger. General Motors recognized the United

Auto Workers as baggaining agent for its workers, and Unired States Steel
did the sarne for thie United Steelworkers. They did so not just because the --
law now allowed for unions, but for much the same reason that they.and+

other big businesses hadn’ strqngly apposed the Wagner Act in the first
place. They saw-in ¢ollective bargaining an efficient method for mainfain-
ing a stable workforce and minimizing unexpected disruptions—key
precondiions for high-volume production.

.During World War 11, the ranks of organized labor swelled to 14 mil-

lion. Big companies offered lirtle resistance. They were raking in: profits,

mainly from government CONLACTS. Qpen opposition to unions would
have been unseemly under the circumstances. Labor, for i part, vpledged-
not to strike; striking would have been seen as unpatriotic.

Soon after the war ended, though, labor demanded irs share. American
industry had grown fat on wartime profits, bur American workers had not
had a raise in years. An influential University of California study released

in 1945 (authore{i by Dr. Walter Heller, who later chaired the Council of .

Economiic Advisers in the John F. Kennedy and Lyndon Johason adminis- .
trations) found that the typical American family of four needed around
$50 2 week to maintain a “decent standard of living,” but the average fac-

The Not Quite Golden Age 3

tory worker earned only $40.98 & eck (steclworkers were paid $45.60;

© autoworkers, $44.8%; electrical wo‘:ilfc,ers, $41.25; garment wotkers $23.75).%

“William H. Davis, then director o:ﬁ_the government’s Office of Economic
Stabilization, estithated that inditstry was so profitable it could raise wages

a5 much as 40 to so percent withour

man, who felt he had enough ori!his plare without gerting involved in

ising prices. President Harry 8. Tru-

management-labor disputes, repud;finted Davis’s calculation and annouriced
Davis was out of a job. :

Steelworker president Philip Miura‘.y denounced the billion dollars big
steel companies had raked in during World War I and the nearly $750 mil-
lion they had distributed to theit-sli;reholders; compa;red 1o the paltry sums

steclworkets had been paid. UAW president Walter Reuther demanded
General Motors link autoworkers” 'Pafyéﬁedgs to the auto giant’s “ability to

. pay.” At one noted bargaining session whose transcript became public,

Reuther threatened, “[U]nless we gctz 2 more.realistic distribution of Americas
wealth, we won't get enough to keéb this machinery going.” His comment
transcended the speciﬁc,negotia_tioii. Hewas referring v Amaricanwork(:rs
in genefal, and the apparent urgendy of spreading corporate wealth to them
so. they could buy the cars, Icitcheré appliances, radios, washing machines,
and life insurance policies big business was now churning out. Yt was a sig-
nal moment in the history of labcé'r and of democratic capitalism, bur it

did not-eficit an especially const_t\‘ic‘z:d\.re dialogue immediately thereafter:

ez You cant talk about this . l. _ without exposing your socialistic
desires.

REUTHER: If fighting for r:qugil and equitable distribution of the
wealth of this country is social&séc, 1 stand guilty of being a Socialist.
o You're convicted. ; .

'

rEUTHER: 1 plead guilty. 1

Reuther’s threat—not only thait the UAW would strike GM but that
unless corporate profits were moré{broadly. shared with American -workers,
‘they wouldn't be able to consumel the ourput of American companies—
*struck a nerve. Tr-prompted GM f@%ﬁ,'mnﬁxﬂ—page advertisements in major
newspapers setting out its philosophical view: .
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HER]EW{S THE ISSUE: Is American business to be based on free com-

petition, or is it to become socialized, with all activities controlled and

regimented? . . . America is ata crossroads! It must preserve the free-

dom of each unit of American business:to determine its own destinies.

Or it must transfer to some governmental bureaucracy of agency; or to

a union, the responsibility of management that has been the very key-

stone of American businesst” ‘ . ' :

Corporate America held fast. Labor acted: In 1946 more than 2 million
autoworkets, steelworkers, mearpackers, and electrical equipment workers
went on stiike. Truman had no choice but to ger involved. Hesetup a.-
fact-finding panel that showed the cost of living had jumped about 33 pet--
cent since before the was, while the wartime wage-freeze had fimited pay

. increases of the typical workers to around 15 percent. The panel called on

industry to raise wages 33 percent above what they had been in January
1941. Business leaders reluctandy agreed. .

The results were not neasly as dire as they had feared.. Because every
large company in every major industry had to make the same.concession,

" no single company or industry suffered 2 competitive disadvantage at
home, and needn’t yet fear competition from abroad. The biggest compa-
nies in each industry already coordinated prices and outpus; coordinating
wages turned out to be a relatively simple matter. Labor had done it just
right: In organizing itself by industry—including auto, E’E;‘ciiift, steel, Tub-
ber, shipbuilding, chemicals, electrical equipment—it mimicked the pre- '
existing oligopolies, and therefore minimized the cost to any single firra of
accepting union demands. _

Moreover, markets were growing briskly. By- virtue of ever greater ..
economies of scale, productivity was rising, t0o, which meant that most.
iteras could be produced as cheaply as before even though wotkers got
higher pay. Business leaders were also confident that, when necessary;
extra labor costs could be passed along to consumers in the form of higher
prices. Consumers, after 4l didn’t have much choice. Finally, and most
important, business executives now appreciated what a toll strikes and
wotk stoppages could take on large-scale production. Tt was often cheaper
to give the unions whar they wanted. “Where you have a well-established

e on - A

‘ The Not Qtitite Golden Age b33
Industry and a well-established. unxon, you ar¢ going to get to the point
where a strike doesn't make sense,” wryly observed George Meany, the
president of the AFL-CIO.*? : N
_ By the 1950s the tumult was ndainly over. Wages rose as did so-called
fringe benefits. Indeed, benefits ‘were: becoming important features of
pay packages. In 1950, 10 percent of union contracts offered pensions and
30 percent included health insutance. Five years later, 45 percent of
- medium-sized and large compéniieé gavé their workers pensions, and
70 percént provided a range of insurance—life, accident, and health that
included hospitalization and matéénity‘care. " :
J '
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2004 Introduction

: IN THE NINE YEARS that have élapsed since I published The End of
Work, the global economy went on-a wild ride, careening to new

* heights, then plummeting just as fast, leaving in its wake a worldwide

'Tecession. But, even at the peak of the economic cydle; structural un-
employment remained dangerously high i countries “around the
world, despite gains in both global productivity and gross domestic
product, In 1995, 800 million people weré uniemployed or underem-
ployed. By 2001, more than'a billion pecple fell into one of these two
categories.! R

Today, millions of workers across America find themselves under-
“employed or without jobs and with little hope of obtaining full-time
employment, This sobering reelity is all the more painful when we re-
call that just a few short years ago, business leaders und eloctod offi-

- . clals were making exuberant claims that the Unitod Stutes had solved

its unemployrent problems. “Official” unemploymant droy ped from

6.6 percent in January of 1994 to 4 percent in January of wooo, lead- -

Ing some econoxnists to boast that unemploymont ws u tl e of the
past.? Their predictions turned out to be ill foundd, By the apring of
2003, official U.S. unemployment had climbed hack 1o 6 prorcont and
become the most worrisome problem factng the eonntey™ Now is the
U.S.alope.. - : '

The world’s most highly developed nations contiio to In Phyied
by chronic high unemployment, Germany's unomployment al the ond
of 2003 was 10.4 percent, and 60 percent of the unemployod had

- been without a job for more than a year? France's and Ttaly'n wnenn-

ployment in 2003 hovered around g percent, whilo Spuin's way neunly

2004 Introduction o

ent.f  Uni
percent; aridin th ’

~ Theoth

overall unemployinient raté'of .5 peroent, the la:gestg percentage of wn-
exmploysd workexs since récord keeping begat i the 1ggos. Indone-
sias unemployment rate was 9.1 percent and Indias was 8.8 percent.
I the Caribbean and Latin America, the average unemployment rate
was 10 percent.” - A ' .

- What has becone clear throughout fhis period is that the struc-
tural problems behind rising unemploymient that were first discussed

. in.The End of Work have only deeperned in the interim years, making

the future of employment the critical issue of our age. Interestingly

enough, the analysis and trends taken up it the body.of the book held

greater resonance now than when the book was first published. :
I have taken the opportunity in this new introducﬁbn-to’-bﬁng\vﬂne

 reader up to date on the future of work, with emphasis on Jessons that

can be learned from the tumultuous econormic svents of the past sev-
exal years. I have.also expanded on some of the many suggestions for
addressing the jobs crisis that appear inthe first edition with-a range
of new ideas for rethinking the nature of work. My hope is that these -
proposals might help us navigate ourwayinto a newworld where each
person’s avocation. and contribution to the'lot of humanity and the
well-being of the. Barth will likely be of a'far different sort thian any-

thing previously imagined. .

Every niation is in‘the throes of a great debate about the future of
work. Saddled with high unemployment, high taxes, burdensome wel-
fare systerns; and convoluted regulatory regimes, which some say only
perpetuate economic stagnation, critics in government, industry, and
civil soclety are locked in a fierce ideological striggle about whether

. the rules governing employment, commerce, and trade need to be re-

formed, and if so, how. While politicians and biisiness and labor leaders
squabble over the issiies of creating a flexible labor policy, loweiing
taxes, and rewriting the xules governing welfare and pension allot-
ments, the real cause of global unemploymentis going unaddressed in
the public policy debate. A

If the key to creating new jobs was orly  matter of making the
above-mentioned reforms, then the United States of America shouldbe
experiencing robust employment. After all; we’have made virtually all

of the reforms that other countries are now attempting to implement.”




il 2004 Introduction

Yot American workers—and for that matter workers in virtually every

other.national economy in the world—are experiencing hard times.

ment in the U.S;, ¢
1990s, when th
ment rate, wds.

umemployment levels, at ¢

‘i,
he

~-were incarcerated. In 1980, the prison population stood at 503,000 in-
matss.' By the year 2000, nearly two million people were in prison.10
Currently, 1.8 percent of the adult male workforee is in prison.!! More~
over, many of the workers:who.did find employment in the bull maz-
ket between 1995 and:2000-

back fnto the ranks of the unemployed by.the end of 2003,

benefits, and for the most ._pﬁrt_.';uxjderemplpyed. Many of themvsiaﬁ‘l:c" '

. TaERisE AND FALL OF THE “AMERICAN MIRACLE” -

Much of the so-called American economic miracle of the late 19gos,

-+ including the temporary bubble in employment, turns out, in hind-
. sight, to have been illusory: It wasn’t so much America’s superior man-
* agement skills, entrepreneurial abslities, and productivity gains that
fed the commercial expansion but, rather, the unprecedented esten-
sion -of consumer. credit, which. allowed Americans to go on an ex-

tended spending spree. The American miracle was, to a great éxtent,

bought on eredit, Indeed, it is impossible to understand the texpo-

rary reduction in U.S. unemployment in the late 1990s without ézam:
ining the close relationship. that developed hetween job creationiand

the amassing of record consumier debt. = :
Consumer credithas been growing for nearly a decade. The burst
0 consumer spending put people back to work for a few years to make
all the goods and provide all the services being purchased on credit.
The result was that America’s family savings rate, which was about 8
percent in the early 1990s, sank to around 2 percent by the yoar 200112

& temporary and part-time, without

2004 Introduction  xi

An analogous situation oocurrsd in‘the mid- to late 1g20s. Liké to~ . -
day, the 19205 was a périod of disruptive technological change: Elec-
tricity replaced steam. power - dcross every major industry, greatly
Incredsing the productive capacity of thé country: Productivity gains,
howeves, were not matched by a sighificant increase it worker corn-
pensation. Instead; wages remained relatively fiat, while many marginal
workérs were let g0 in the wake of cheaper, miore cfficient technology - -

- substitutions. By the late 1920s, American industry-was running’at only

75 percent.of capacity in most key sectors of the economy. The fruits
of the new productivity gairis were not being distributed broadly enough
among workers to sustain increased consumption and empty thé in-

-ventories. Concerned over ineffective: consumer deriand, thé-bank-

ing commaumity provided consumer loans arid the retzil irade extended
cheap credit in the form of installment buying o encourage workers
to buy more and keep the economy growing. By late 1929, consumer
debt was so high that it could rio longer be sustained. Even the bull
market Was being: stoked by record putrchases of stocks on margin
(i.€., the amount paid by the custorier when using a broker’s credit to
buy or sell:a secuirity). Finally, the entire houseof cards collapsed,
The same phenomenon.is occurring today. The productivity gains
brought -on by the information and telecommunication -révolitions

" are finally being felt. The problem is that virtually evety industry is

facing ‘global.undérutilization of capacity and insufficient consumer
demand. Atnericati manufacturers teported that they were using less
than 73-pércent of their éapacity in October 2003.13 Onge again, in
the United States, consumer credit has bécorne the palliative of sorts,
a way to keep the economic engines throttled 1ip; at léast for a time.
Consumer credit is growing by a stapgering'g percent annual rate,
and personal bankruptciés: are incréasing, In.2.994, 780,000 Ameri-
cans filed for bankruptcy. By-200s, the niumber of bankruptcies had
sodred to 1,576,133:" Until recently, some econotists argued that
the near zero percent savings rate was not really as bad as the figures
might suggest, because millions of Americans experfenced record

 gains in the stock market, making their equity portfolios a substitute
~ for traditional bank savings. Of course, the recent downturn in'the

stock market has'muted such"claims. Moreovet, it should be noted
that iiearly go percent of the gains of thé stock market went to the top
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undly wrong with the way we live r_oday

S omething is profo
For thirty years we have made a virtue out of the pursuit of

material self-interest: indeed, this very pursuit now constitutes

whatever remains of our sense of collective purpose. We know

what things cost but have no idea what they are worth. We no.

longer ask of a judicial ruling or a Jegislative act: is it good? Is it
fair? Is it just? Ts it right? Wil it help bring about a better soci-

r world? Those used to be zhe potitical questions,

ety or a bette

even if they invited no easy answers: We must learn once again

to pose them.
ic and selfish quality of contemporary life is

The materialist
human condition. Much of what appears

not inherent in the
om the 1980s: the obsession with wealth

the

‘natural’ today dates fr
creation, the cult of privatization and the private sector,
growing disparities of rich and poor. And above all, the rhetoric
which accompanies these: uncritical admiration for unfettered

markets, disdain for the public sector, the delusion of endless |
o : i

growth.
this. The little crash of 2008 was

a reminder that unregulated capitalism is its own worst enemy: 3\ _
!

its OWI eXcesses and trn

We cannot go on living like

sooner or later it must fall prey to

again to the state for rescue. But if we do no more than pick.up . |

the pieces and carry on as before, we can 1ook forward to greater

upheavals in years to come. o
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American inequality highlighted by 3d-year
gap in life expectancy

By Leonard Doyle In Washington
Thursday, 17 July 2008

The United States of America Is becoming less united by the day. A 30-year gap now exists In the average life
expectancy between Mississippl, In the Deep South, and Connecticut, in prosperous New England. Huge
disparities have also opened up In Income, health and education depanding on where people live-n the US,
according to a report published yasterday.

The American Huran Development Index has applied to the US an aid agency approach to measuring
weli-belng — more familiar to observers of the Third World - with shocking results. The US finds Itself ranked
42nd In global life expectancy and 34th In survival of Infants to age. Suicide and murder are among the top 15

causes of death and although the US is home to just 5 per cent of the global population it accounts for 24 per
cent of the world's prisoners.

Despite an almost cult-ike davotlon to the bellef that unfettered free enterprise Is the best way to ift
Americans out of poverty, the report points to a rigged system that does little to lessen inequalities.

"The report shows that sithough America is one of the richest nations in the world, it is woefully behind when
it comes to providing opportunity and cholces to all Americans to bulld a better life,” the authors said.

Some of its more shocking findings raveal that, in parts of Texas, the percentage of adults who pass through
high school has not improved since tho 1970s.

Aslan-American males have the boxt quallty of life and black Americans the lowest, with a staggering 50-year
life expectancy gap hetwaen the twu gioups.

Despite the fact that the US spendy roughly $5.2bn (£2.6bn} every day on health care, more per capita than
any other nation in the warld, Amaricans live shorter fives than citizens of every western European and Nordic
country, bar Denmark.. '

Using official government statlstics, the study polnts out that because Amerlcan schools are funded primarlly
from local property taxes, rich districts get the best state education. The US has no federally mandated sick
pay, paternity leave or annual pakl vacation.

"Some Americans are living anywhere from 30 to 50 years behind others when it comes to Issues we all care
about: heaith, education and standard of living,” said Sarah Burd-Sharps co-author of the report.

Although the US Is one of the most powerful and rich natlons In the world, the study concludes It is "woafully \
pehind when It comes to providing opportunity and cholices to all Americans to build a better life”.

According to a United Nattons human davelopment report, the US Is In 12th place ina league table of wealthy
developed natlons. Britain Is ranked 16th. .

[q/(/CZ;[fal\[ Taxes, Heal faare,
(Munteipal Respons(BILIEY? )
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Our Banana Republic

By NICHOLAS D. KRISTOF o .

In my reporting, I regularly travel to banana republics notorious for their inequality. In
some of these plutocracies, the richest 1 percent of the population gobbles up 20 percent of
the national pie.

But guess what? You no Tonger need to travel 1o distant and dangerous countries to observe
such rapacious inequality. We now have it right here at home — and in the aftermath of
Tuesday’s election, it may get worse.

The richest 1 percent of Americans now take home almost 24 percent of income, up from
almost 9 percent in 1976. As Timothy Noah of Slate noted in an excellent series on
inequality, the United States now arguably bas a more unequal distribution of wealth than
traditional banana republics like Nicaragna, Venezuela and Guyana.

C.E.O.s of the largest American companies earned an average of 42 times as much as the
average worker in 1980, but 531 times as much in 2001 Perhaps the most astounding
statistic is this: From 1980 to 2005, more than four-fifths of the total increase in American
incomes went to the richest 1 percent. '

That's the backdrop for one of the first big pdstelection fights in Washington — how far to
extend the Bush tax cuts to the most affluent 2 percent of Americans. Both parties agree on
extending tax cuts on the first $250,000 of incomes, even for billionaires. Republicans
would also cut taxes above that.

The richest 0.1 percent of taxpayers would get a tax cut of $61,000 from President Obama.
They would get $370,000 from Republicans, according to the nonpartisan Tax Policy
Center. And that provides only a modest economic stimulus, because the rich are less likely
10 spend their tax savings.

Ata time of 9.6 pément unemployment, wouldn’t it make more sense to finance a jobs
program? For example, the money could be used to avoid laying off teachers and

undermining American schools.

Likewise, an obvious priority in the worst economic downturn in 70 years should be to
extend unemployment insurance benefits, some of which will be curtailed soon unless
Congress renews them. Or there’s the Trade Adjustment Assistance program, which helps

train and support workers who have lost their jobs because of foreign trade. It will no longer
apply to service workers after Jan. 1, unless Congress intervenes.

So we face a choice. Is our economic priority the jobless, or is it zillionaires?

And if Republicans are worried about long-term budget deficits, a reasonable concern, why
are they insistent on two steps that nonpartisan economists say would worsen the deficits by
more than $800 billion over a decade — cutting taxes for the most opulent, and repealing

health care reform? What other programs would they cut to make up the lost $800 billion in
revenue?

In weighing these issues, let’s remember that backdrop of America's rising inequality.

In the past, many of us acquiesced in discomfiting levels of inequality because we perceived
a tradeoff between equity and economic growth. But there’s evidence that the levels of

inequality we've now reached may actually suppress growth. A drop of inequality lubricates
economic growth, but too much may gum it up.

Robert H. Frank of Cornell University, Adam Seth Levine of Vanderbilt University, and
Oege Dijk of the European University Institute recently wrote a fascinating paper suggesting
that inequality leads to more financial distress. They looked at census data for the 50 states
and the 100 most populous counties in America, and found that places where inequality
increased the most also endured the greatest surges in bankruptcies.

Here’s their explanation: When inequality rises, the richest rake in their winnings and buy
even bigger mansions and fancier cars. Those a noteh below then try to catch up, and end up
depleting their savings or taking on more debt, making a financial crisis more likely.

Another consequence the scholars found: Rising inequality also led to more divorces,
presumably a byproduct of the strains of financial distress. Maybe 'm overly sentimental or
romantic, but that pierces me. Iitsa reminder that inequality isn't just an economic issue
but also a question of human dignity and happiness.

Mounting evidence snggests that losing a job or a home can rock our identity and savage our

self-esteem, Forced moves wrench families from their schools and support networks.

In short, inequality leaves people on the lower rungs feeling like hamsters on a wheel
spinning ever faster, without hope or escape.

Economic polarization also shatters our sense of national union and common purpose,
fostering political polarization as well.

So in this postelection landscape, let’s not aggravate income gaps that already would make a
Latin American caudillo proud. To me, we've reached a banana republic point where our
inequality has become both economically unhealthy and morally repugnant.

I1invite you to comment on this column on my blog, On the Ground. Please also join me on
Facebook, watch my YouTube videos and follow me on Twitter.
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Let’s Not Make a Deal

By PAUL KRUGMAN

Back jn 2001, former President George W. Bush pulled a fast one. He wanted to enact an
irresponsible tax cut, largely for the benefit of the wealthiest Americans. But there were
Senate rules in place designed to prevent that kind of irresponsibility. So Mr. Bush evaded
the rules by making the tax cut temporary, with the whole thing scheduled to expire on the
last day of 2010.

The plan, of course, was to come back later and make the thing permanent, never mind the
impact on the deficit. But that never bappened. And so here we are, with 2010 almost over
and nothing resolved.

Democrats have tried to push a compromise: let tax cuts for the wealthy expire, but extend
tax cuts for the middle class. Republicans, however, are having none of it. They have been
filibustering Democratic attempts to separate tax cuts that mainly benefit a tiny group of
wealthy Americans from those that mainly help the middle class. It's alt or nothing, they
say: all the Bush tax cuts must be extended. What should Democrats do?

The answer is that they should just say 1o. If G.O.P. intransigence means that taxes riseat *
the end of this month, sobe it.

Think about the logic of the situation. Right now, the Republicans see themselves as
successful blackmailers, holding a clear upper hand. President Obama, they believe,
wouldn’t dare preside over a broad tax increase while the economy is depressed. And they
therefore believe that he will give in to their demands.

But while raising taxes when uwnemployment is high is a bad thing, there are worse things.
And a cold, hard look at the consequences of giving in to the G.O.P. now s_uggests that -
saying no, and letting the Bush tax cuts expire on sehedule, is the lesser of two evils.

Bear in mind that Republicans want to make those tax cuts permanent. They might agree to
a two- or fhree-year extension — but only because they believe that this would set up the

conditions for a permanent extension later. And they may well be right: if tax-cut blackméil
works now, why shouldn’t it work again later?

America, however, cannot afford to make those cuts permanént. ‘We're talking about almost
$4 trillion in lost reveniue just over the next decade; over the next 75 years, the revenue loss
would be more than three times the entire projected Social Security shortfall. So giving into
Republican demands would mean risking a major fiseal crisis — a crisis that could be
resolved oply by making savage cuts in federal spending.
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And we're not talking about government programs nobody cares about: the only way t0 cut
' the long run would be to dismantle large

spending enough to pay for the Bush tax cuts in
parts of Social Security and Medicare.

to Republican demands is high. What about the costs of

So the potential cost of giving in
¢’ letting taxes risein a depressed economy would do

Jetting the tax cuts expire? To be sure, e
damage — but not as much as many people seem to think

A few months ago, the Congressional Budget Office released a repor-t on the impact of
various tax options. A two-yeat extension of the Bush tax cuts, it esh‘mated, would 10\.NEI‘ the
unemployment rate next year by between 0.1 and 0.3 percentage points comparedxv.nth
what it would be if the tax cuts were allowed to expire; the effect would be about tvvlce: as .
significant numbers, but not huge — certainly not enough to justify

Jarge in 2012. Those are
; about what will happen if the tax cuts are allowed to

the apocalyptic rhetoric one often hears
end on schedule.

Oh, and what about confidence? I've been skeptical about claims that budget deficits burt ’
’ because they undermine confidence in the government's
T've argued, have a lot of fiscal leeway. But anything

long-run solvency. Advanced countries, '
that makes permanent extension of obviously irresponsible tax cuts more likely also sends a
’t really an advanced country; we'rea

‘strong signal to investors: it says, “Hey, we aren
banana republic!” And that can’t be good for the economy.

the economy even in the short run,

Last but not least: if Democrats give in to the blackmailers now, they'll just face more
demands in the future. As long as Republicans believe that Mr. Obama will do anythin.g to
avoid short-term pain, they’ll have every incentive to keep taking hostages. If the pre'sxdent
will endanger America’s fiscal future to avoid a tax increase, what will he give to avoid a

government shutdown?

So Mr. Obama should draw a line in the sand, right here, right now. If Republicans hold out,

and taxes go up, he should tell the nation the truth, and denounce the blackmail attempt for |
what it is.

Yes, letting taxes go up would be politically risky. But giving in would be risky, too —
especially for a president whom voters are starting to write off as a man too timid to take a
stand. Now is the time for him to prove them wrong.

Your Coming Tax Cut (or Not)

The Bush tax cuts of 2001 end 2003 are setto  $250,000 or more. The Republican leaders insist  Treasury through 2020, Here 15 a guida to wha
expire at the end of this yesr, and the fight ison  that all taxpayers should get relief, even those in  will get what if the cuts are extended, and who
to renew some or 4l of them. Many Democrals  the highest income stratn. Wenlthy Americans,  got What {from the last seven years of culs,
want to scrap future cuts for the wealthiest they say, canuse their tax savinps o create jobs, according to an analyt;ls by the Tax Poliey Centar,
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taxpayers — pse Income after In either case, the- would be |
deductions is more than $200,000 and couples ar  expensive: perhaps $27 irlllion less for the BILL MARSH
1. The American Peonle (magine the nation is 2. If the Tax Cuts Are Extended This is what each 3. Since 048
represented by 1,000 people — those filing individual person in each income level would recelva, on average, in the What each
tax returns, merled couples filing Joint returns, and 2011 tax yesr, and also what he or she will pay In federel taxes: person saved,
others, Including those who don't have to fila retums. on average,
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$60 Billion

I“he approx:mate amount that extending the Bush tax cuts on Income abeve $250,000 a

i year—- which Congress seews on the verge of doing-—will cost a year, in inflation- adjusted .

" terms, On average, the afftuent households that benefit from these cuts will sav
annually. What else might that $60 billion a year buy? ? e
eunpe

B As much deficit reduction as the elimination of earmarks,

- President Obama’s proposed federal pay freeze, a 10 percent cut
.in the federal work Eorce and a 50 percent cut in foreign aid—
'combmed

oA tmplmg of federal fundmg for medical research.

- 8 Universal pmsdm@@ﬂ for 3- and 4-year-olds, with relatively
small class sizes.’

“Kﬁ A much larger itm@p surge in Afghamstan raising spenclmg
by 60 percent from current leveh» B0

. 8 A national mfmsfcn"w,ﬁ.mre progmm to repair and upgrade
, roads, brld;res, maas translt water sysiems and le’veeu

|\ A 15 percent cut in corpomte taxes.

- @ Twice as mich money for clean-energy research as suggested
, by a recent blpartlsan plan. o 4

" B Free coﬁlege, mcludmo room and board for about half of
.. all full time students at both four- and two-year colleges

L A $500 tax cut for all households ~David Leonhardt
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Samuel Bowles and Guard Labor

Inequality leads to an excess of what Bowles calls "

: ) s "guard labor." In a 2007

sMu:_;::ghI‘i :;;l (t::l);:gthor Atrjup h{ayadev, an assistant professor at the Uxﬁvegzigyerogn the
> an astonishing claim: Roughly 1 in 4 Americans i

keep fellow citizens in line and protect private wealth from would-be I;‘s);;gp}l[%);?; e

The job descriptions of guard labor ran; " i i
t I range from "imposing work discipline"-think
;:l?rpof?te IT. spies who keep dqsk jockeys from slacking off onlin&topenforcing la(\’:/‘sth leik
e officers in the Santa Fe Police Department paddy wagon parked outside of Wa.lm;irt ¢

The greater the inequalities in a society, the my i

¢ iety, ore guard labor it requires, B

Thlslho!ds true among US states, with relatively unequal states li.k:1 N::; M:(vilzs finds.
employing a greater share of guard labor than relatively egalitarian states like Wisconsin

The problem, Bowles argues, is that too m

1 sblem. 1 A uch guard labor sustains “illegiti

Lr;egug]mes, creating a drag on the economy. All of the people in guafc% }al?:;t'eobs Id
loing somethmg more productive with their time-perhaps starting thei Jos e

businesses or helping to reduce the US trade deficit with China. & Hemown
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THE PRODUCTIYV.

Despité a 2.8 percent growth in'the ecoriont
of 4.7 percent in labor productivity—-!
1950—more than one million workers: lefL:
10 the Jast year.* They simply gave up lopling
fore, no longer counted as unexp oyed. Why did.
pear? Some critics blame. the: increasing ‘unemployxner :
Iabor and cheaper imports from; abroad, and Tail against. American
corpanies for relocating production and services south of the border
and overseas. While there is some truth to the clain, the deeper cause
. of the spreading unemployment it America and around thewoild lies
with the dramatic boosts in productivity. .. S
The old logic that technology gains and advances in productivity
destroy old jobs but cieate a5 many néw ones:is no longer true. Pro-
ductivity has always been Jooked to as the engine for job creation and |
prosperity. Economists ‘have long argued’ that productivity allows
firms to produce more goodsiat cheaper costs. Cheaper goods; intirn,
simulate demand. Theiincrease indemand leads to more production-
and greater productivity, which, in tumn, increases demand even more,
in a never-ending cycle: So even. if technological innovations throw |
some people out of work in the short term, the spike in demand for
“the’ cheaper products will assure additional hiring down the line to
2 [N P B

meet expanded production runs /
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Why Center-left Parties are Collapsing By Michael Lind

Democfats sacrificed the working class to woo bankers and
professionals - and now they're paying a steep price

The setbacks Democrats are poi i i

. : poised to suffer in the midterm election have to b
viewed in a trans-Atlanti.c context. The backlash against Barack Obama and t}fe
contemporary Democratic Party is part of a global wave of popular disapproval of

* social democratic parties that abandoned their traditional working-class constituents

in order to woo bankers and professionals.

Parties or coalitions c3f the left hang on to control in Norway, Spain and Austria. But
every major country in Europe — Britain, France, Germany and Italy —- is now rixled

by the center-right. From the Balti iterran
. altic to the Medi i i ;
are crumbling, terranean, social democratic parties

For most of the 20th century, Sweden’s ruling Social Democrats were the model f

center-left parties elsewhere. In September’s election, the Swedish Social Democrg:s

;e(;:glved only 3?.9 percent of the vote, their worst showing since 1914. Earlier in

> 9l;!Germany 8 Sqmal Democratic Party suffered its worst electoral defeat since
orld War 11, winning only 23 percent of the vote. In Sweden, Germany and

elsewhere, Social Democrats are losing vote i i i
i bt i g 1s to populist parties of the right, Greens

It .WOI‘lld be a n}istake to believe that the voters, in rejecting social democrats, are
Zejetctmg the mlddlefclass welfare state that social democratic parties built in,the 20th
entury. On the contrary, center-right parties like David Cameron’s Conservatives

and the ruling Moderate party i
. -rul party in Sweden have been forced to limit theii
libertarianism in order to win office. it thelr

;1;1};6 r:ll;lcllt!; (1)st I:hat \;otersI hzge not turned against the old-fashioned social democracy of
- century. In Europe as in the U.S.; universal social in
. . S, ISUrance programs
fgr th_e middle c.lass, as opposed to means-tested welfare programs for the I;))ofrT
VOrgam po;'mlar among voters on the right as well as the left. Voters in Burope z;:e not
ng against public pensions and universal healthcare. Instead, they are tossing out

N » . .
a more recent gellelatloll Of SOClal deInOCIatS W ho went tOO fa‘ mn ﬂlelr embraCC Of

;l‘rhe gfeat.est assault on traditional social democracy in the last generation has come
Elclslr_g ;I‘hlrd Way" leaderg of center.—l'eft parties like T ny Blair, and their continental
e 0pcran counterparts. Like the Clinton Democrats, these "modernizing" social

ats empra,ced free markets with a convert’s zeal, Selebrating globalizati d
deregulating finance, while seeking to privatize or dismantle H o
welfar§ state. The politicians of the Third Way were far more libertarian thanthe
voters in their own parties and their actions helped to make possible the global °

. economic crisis.

ts of the older

Having given up traditional social democratic economics for a watered-down version
of .libertarian conservatism, the Third Way social democrats in Eirope, like the
(linton and Obama Democrats in the U.S., sought to replace the traditional bread-
and-butter concerns of working-class voters with idealistic campaigns about
multiculturalism, climate change and obesity that appealed to more affiuent, college-

educated voters. )
The immigration issue is particularly damaging to the center-left, because it

fllustrates the growing divide between the populist working class and the
professional-class elites who control the machinery of center-left parties. The
conflicts associated with Muslim immigration in Europe are different from those
associated with Latino immigration in the U.S., but on both sides.of the Atlantic
parties of the center-left have treated any concern about the effects of high
immigration on wages, the welfare state, or pational cultural community as
deplorable racism. While the mainstream conservative parties of Europe officially
denounce far-right nativist parties like the Sweden Democrats, the Dutch Freedom
Party and the French National Front, they have moved to the right to-co-opt the issue.
In France, Nicolas Sarkozy was catapulted to the presidency after he called Muslim
rioters "scum” and supervised a crackdown in his previous post as interior minjster.
Angela Merkel, the conservative chancellor of Germany, recently declared that
multiculturalism in Germany had "utterly failed," and Horst Seehofer, leader of a
conservative Bavarian party allied with the ruling Christian Democrats, declared:
"Multikulti is dead." '

During the recent British electoral campaign, David Cameron’s Tories criticized
non-EU immigration, a code word for Muslim immigration. Meanwhile, New
Labour prime minister Gordon Brown harmed his chances for reelection in what the
tabloids called "bigotgate." Gordon Brown’s demise was accelerated by a similar
gaffe during the recent British election campaign. After a 65-year-old widow named
Gillian Duffy-asked him about "all those eastern Europeans coming in,” an open
microphone caught Brown telling an aide that "she was just a sort of bigoted woman
who said she used to be Labour." Brown’s dismissive attitude was strikingly similar
to that of then-candidate Barack Obama in 2008. In the infamous leaked speech toa
group of rich donors in San Francisco, Obama attributed the preference of white
working-class voters for Hillary Clinton in terms of their alleged pathology: "It’s not
surprising, then, they get bitter, they cling to guns or religion or antipathy to people
who aren’t like them or anti-immigrant sentiment or anti-trade sentiment as a way to
explain their frustration.” It is hardly surprising that working-class voters in Europe

and America should reject center-left politicians who treat them as annoying yokels
whom they must humor on the way to their coronations.

In general the parallels between the U.S. and Europe are sfriking. In the US.,asin
Hurope, the right is divided between a pro-business right promoting policles of
auslerily and a populist, nativist right energized by opposition to immigration and
multiculturalism, particularty where Muslims are involved. In the U.S., as in Europe,
the upper-middle-class activists and intellectuals of the center-left devote far less
energy Lo traditional social democratic issues like social insurance and the minimum
wage than to non-economic causes’ like renewable energy, mass transit, the new
urbanism, gay marriage, identity politics and promotion of amnesty for illegal
immigrants?” On both continents, conservatism is becoming more downscale while
progressives are increasingly upmarket.




‘I'h¢ New Spirit of Economics A \ g

by Kalle Lasn . K \
: | S

For Hayek, a market was a personal voyage of discovery. Malthus once told Ricardo to be I 1
‘wary of becoming too attached:to abstract ways of thinking. Keynes believed in “animal
spirits.” Schumpeter sensed a brutal dynamic of “creative destruction” at the heart of
capitalism. Heilbroner sternly warned economists to abandon their “suicidal formalism” if
they wanted to progress ... but such crunchy, philosophical insights into the soul of
economics have largely been lost on the last few generations of its practitioners. For 50 '\

years they’ve been rationalizing human behavior, sanitizing their models and trying their
best to turn economics into a mathematically driven exact science like physics,

Now the old guard is under aftack by students and scientists from other disciplines for its
profound disconnect from reality. The logic freaks of neoclassical economics are in retreat \
- the old certitudes are crumbling. Economists are being forced to admit that their 3
understanding of nonlinear, real-world systems is frail at best and that their abstract ‘
models have limited value. Everything, from banking, financial regulation and credit, right |4
down to the bedrock fundamentals — growth, freedom, happiness, progress — are now
being rethought. The profession is entering an almost Nietzschean period of creative
 destruction. Here are some of the tectonic mindshifts now underway:

A theoretical shift from free market back to Keynesian economics. The idea that
governments should step aside and let markets regulate themselves has been
publicly, viscerally discredited.

An aesthetic shift in the tone, style and spirit of economics. The abstract number
cruncher, alone in his tower, lost in the abstraction of models — that dusty
Apollonian archetype — is dead, - '

An operational shift: After years of self-imposed isolatiori, economists are
finding inspiration in psychology, environmental science, design, philosophy and
art.

An existential shift: Before last year’s meltdown it was considered hetesy to
question the wisdom of growth. Now economists are coming out of the closet and |3

doing exactly that: openly proclaiming infinite growth cannot be sustained on a
finite planet.

This is the most far-reaching, penetrating paradigm shift imaginable — 2 monumentat

mindshift on par with what Einstein’s relativity did to physics. It points to what is perhaps
the most exciting and intractable problem of our time: how to Create a sustainble economy
that does not feed off nature. It heralds the beginning of a debate that will occupy the bes
minds on the planet for centuries to come: How to manage our planetary household —
to live and be happy — without crashing Gaia?
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: RESISTANCE IS
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Or, it accepts the futility of all struggle, since
the hegemony is so all-encompassing that noth-
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of “dj tvineg violence—a revolutionary version of _

Heidegger's “only a god can save us.”
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spirit of the g ;lobal workmg class is rénewed is
defend what temains of the welfare siars, con-
fronting thote [n power with demands we Lnnw
%*‘-‘Y cannot tulii ,m%,mf,s,awxxwﬂm i ,w?."”
nforeulinmal stadies, where one can U
the work of crivicism,
Clr, it emphasizes that the problun isa mire
fundanmntal one; that glohaj_'qap&dmt—z&-ak-b
mately an effect of the underlying pr Wd
technoloyy or “instrumental sessan

- of. the clearest 1e:>bons of the laSt few g
| iblerMark

-compared it 10 a vampne, and one f the salient -
' poinis of comipatison now appears to-be that vam-
3.1is¢ up apain after béing stabbed 1o
“death, EvenMac’s attempt, in the Cilearal Rev .
olntmn, £o Wipe out theé tricés Of caplcahsm end .

T LmnghL, for ex- -

uld. n.ml etheless be 1es1sted from




The response of w-me critles on the postmod
e lufl to this predicament s to coll for n new
_poliviey of reslstance, Those whe stll nstst on
hightnyg stiibe power, It alone selzng it, wre accused
of rewnalning stuck within the ol paggdigng _
The task today, thelr critics say, 15 to reslst statd |
power by withdrawing From its tewain and creat- ;
Ing new spaces outsice its control. This js, of =

Or, it posits that one can a undermine alobd1
capitalism and state power, not by dire LL[Y at-
taicking them but by refocusing the field of strug-
gle on everyday practices, whele one can “huild a
new world"‘ in this way, the foundations of the

ower of capital and th course, the obverse of accepting the triumph of :
P d r-of capital and the state will be gradually C'lpltahsm Thc polirics UELCS"‘LamD fs nothing bu
un ermm(.d and a some point, the sme will : : : i)

Simon Critchley’s recent book Tnfinitely. De-
manclmw is an almost perfect embodiment of this.

' posxrlon. For Cntchley, the libesal-dem: seratieg -
state is here o stay. Atrempts to abolish the state]
failed: mxsembly, conisecuently, the new politics hasf
to be located at a distance from it: antiwar move-.
ments, ecolopical organizations, groups protestingid |\
against racist or sexist abuses, and'other forms offf

“logal sdf—organrauon Tt must bie a politics of te-{f
sistance to the state, of bombarding the state with
impossible demands, of denouncing the limita-
tions of state mechanisms. The main argument for
conducting the politics of resistance at a distance
from the staté hinges on the ethical dimension of
the “infinitely demanding” call for justices no .
state can heed this call since it ultimate,goal is. | \
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.Ht is striking that the couse on which Flugo |
" Chévez has embarked sinee 2006 is. the: exact i
- oppasite of the one. chosen, by the postmodern " !
| left: far from resisting state poivet, he grabhed ¢ © |
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Ivory Tower Unswayed by Crashing Economy

by Patricia Cohen

For years economists who have challenged free market theory have been the.Rodney
Dangerfields of the profession. Often ignored or belitled beca.use they questioned the
orthodoxy, they say, they have been shut out of many economics departments and the
most prestigious economics journals. They got no respect.

That was before last fall’s crash took the economics establishment by surprise. Since
then the former Federal Reserve chairman Alan Greenspan has admitted that he was
shocked to discover a flaw in the free market model and has even begun talking about
temporarily nationalizing some banks. A Newsweek cover last month declared, f‘We Are
Al Socialists Now.” And at the latest annual meeting of the American Econon‘uc‘ _
Association, Janet Yellen, president of the Federal Reserve Bank of San Fra{101sco, said,
“The new enthusiasm for fiscal stimalus, and particularly government spending,
represents a huge evolution in mainstream thinking.”

Yet prominent economics professors say their academic discipline.i§n’t shifting nearly
as much as some people might think. Free market theory, mathematical models and
hostility to government regulation still reign in most economics departments at colleg‘es_
and universities around the country. True, some new approaches have been explored in
recent years, particularly by behavipral economists who argue that human psychok?gy is
a crucial element in economic decision making. But the belief that people make rational
economic decisions and the market automatically adjusts to respond to them still
prevails.

The financial crash happened very quickly while “things in academia change very, very
slowly,” said David Card, a leading labor economist at the University of California,
Berkeley. During the 1960s, he recalled, nearly all economists believed in what wa§
known as the Phillips curve, which posited that unemployment and inflation were like

| the two ends of a seesaw: as one went up, the other went down. Then in the 1970s
stagflation — high unemployment and high inflation ~ hit. But it took tén years before
academia let go of the Philfips curve,

James K. Galbraith, an economist at the Lyndon B. Johnson School of Public Alfairs at
the University of Texas, who has frequently been at odds with free marketers, said, “I

don’t detect any change at all.” Academic economists are “like an ostrich with its head
in the sand.” '

Unquestioning loyalty to a particular idea is what Robert J. Shiller, an economist at
Yale, says is the reason the profession failed-to foresee the financial collapse. He blames
“groupthink,” the tendency to agree with the consensus.. People don’t deviate from the
conventional wisdom for fear they won’t be taken seriously, Mr. Shiller maintains.
Wander too far and you find yourself on the fringe. The pattern is self-replicating.

|
‘,
|

Graduate students who stray too far from the dominant theory and methods seriously

reduce (heir chances of getting an academic job.

“Ifear that there will not be much change in basic paradigms ;” Mr. Shiller wrote in an

email message. “The rational expectations models will be tweaked to account for the
current crisis. The basic curriculum will not.change.”

“I hope I am wrong,” he added.

The political undercurrent undoubtedly makes c'hange more difficult. There is a Crayola
box full of differently named economic schools that are critical of mainstream free-

market theory, but these heterodox — as opposed to orthodox — economists generally
tend to fall into the liberal camp,

Given the short time span since the crisis began, no one expects large curriculum
changes yet. But in addition to Berkeley and the University of Texas, professors at a
number of departments including those at the University of Chicago, Harvard, Yale and
Stanford, say they are unaware of any plans to reassess their curriculums and reading
lists, or to rethink the way introductory courses are organized.

John B. Taylor, an economist at Stanford and one of President George W. Bush’s
advisors, whose forthcoming book is titled Getting Off Track: How Government Actions
and Interventions Caused, Prolonged and Worsened the Financial Crisis, said he was
planning to update his introductory textbook, Principles of Macroeconomics, because of
the crash. But while the revision will include information about the financial crisis, he
said, explanations of fundamental principles won’t change,

To Philip J. Reny, chairman of the economics department at the University of Chicago -
Milton Friedman’s intellectual home and free market headquarters — such caution is a
#ood thing. “Academia typically moves slowly and carefully and thoughtfully,” he said.
“Ihere is a lot of speculation in the press as to why the financial system collapsed,” he
wlded, but a lot of “work needs to be done to figure out what really happened, which
lhminoes are in front and caused others to fall.”

Uitside of the classroom, debates about the crash are taking place in several public
Inctures and faculty workshops on the subject. But “before we're certain of what the
#mwer is, we’re unlikely to think in terms of changing the curriculum,” Mr. Reny

whiled. “That’s very serious. The responsible thing to do is wait until we have somo
tiderstanding of what went on here.”

A ficld shifts, Mr. Card and Mr. Wray said, not so much because the wise clders chango
el minds, (they are too invested in the way things are), but rather becauso n now
generution of scholars comes along and pushes into new areas of research.
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' Fe, the undersigned, make this accusation: that you, the
B/ R/ teachers of neoclassical economics and the students that you

graduate, have perpetuated a gigantic fraud upon the world.

You claim to work ina pure science of formula and law, but yours is a
social science, with all the fragility and uncertainty that this entails.
We accuse you of pretending to be what you are not.

You hide in your offices, protected by your mathematical jargon,
while in the real world, forests vanish, species perish and human lives
are callously destroyed. We accuse you of gross negligence ia the
management of our planetary houschold.

You have known since its inception that one of your measures of
economic progress, the ‘Gross Domestic Product, is fundamentally

flawed and incomplete, and yet you have allowed it to become a global
standard, reported day in, day out in every form of media. We accuse
you of recklessly projecting an illusion of progress.

You have done great haron, but your time is coming to 2 close. Your
systems are crumbling, your flaws increasingly laid bare. An economic
revolution has begun, as hopeful and determined as any in history. We
will have our clash of economic paradigms, we will have our moment
of truth, and out of cach will come a new economies — open, holistic,
human-scale. '

On campus after campus, we will chase you old goats out of power.
Then, in the months and years that follow, we will begin the work of
reprogramming your doomsday machine.

Sign the manifesto at
KICKITOVER.ORG
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