
END OF THE ECONOMIC CRISIS ? 

By Cliff DuRand 

We are all acutely aware that the US faced a financial crisis in the fall of 2008 as the
housing bubble burst and that this ushered in a general economic recession.  That
recession was officially declared to have ended in 2009 as profits soared.  (1)  But it was
admitted this is a jobless recovery.  In its public pronouncements the White House
emphasizes every improvement in economic indicators.  Some commentators view the
recession as another cyclical downturn that the country will recover from in due time as it
always has done in the past.  Others see it as a more structural problem that will not
resolve itself and requires more basic changes.  I am of the latter school of thought, but
think it might even be a systemic crisis.  

The conventional view of capitalism sees it as a system in a steady state of economic
growth through the accumulation of wealth, although there are occasional, cyclical
interruptions to growth.  I want to suggest an opposite view that has been articulated by
David Harvey, a leading social theorist.  In his book The Enigma of Capital and the
Crises of Capitalism [Oxford University Press, 2010], he argues that crisis is the normal state
of capitalism and that periodically fixes are found that stabilize the system and enable
growth to continue.  But this growth then sets the stage for the next crisis, which will
require a new fix.  

This crisis nature of capitalism is rooted in the internal contradictions of the accumulation
process.  Capital is invested in order to realize a profit.  That profit, or at least a portion of
it, is then also invested so as to increase profit.  This dynamic is what gives rise to growth
and the increasing accumulation of wealth.  But when the opportunities for profitable
investment are exhausted, capital withdraws and stagnation results.  This is called an
overaccumulation crisis.  The reality of a capitalist economic system is that the
economy works only when the rich are able to get richer.  When they are unable to do so,
capital goes on strike unless new ways are found to absorb some of the wealth that has
accumulated.  The state has usually been instrumental in fashioning such fixes that then
restore growth.  Capitalism must grow or it dies.  

This process can be seen in the stagflation of the 1970s.  The simultaneous stagnation and
inflation the US economy encountered in that decade was fundamentally a crisis of
overaccumulation.  Too much capital had been accumulated and there weren’t enough
places to invest it profitably.  The Federal Reserve under Paul Volcker raised interest
rates to historically high levels.  But another part of the fix for that crisis was what we
call globalization.  With assistance from the state, corporations went abroad so as to tap
low wage workforces in the Global South.  This cheapening of labor costs raised their
profits as they were able to sell their commodities in the higher income market of the US.
This fix enabled the accumulation process to resume.  But at the same time it set the stage
for the next overaccumulation crisis, as we will see.  



But let me first back up to an earlier moment in our economic history were we can see the
role of the state in establishing conditions for capital accumulation.  The US came out of
WWII as the only industrialized country with its productive capacity intact.  This
dominance in world trade contributed to the immense profitability of US corporations,
even after paying high wages and benefits to unionized workers and taxes that ran as high
as 90%.   State policy opened opportunities for profitable investment with the building of
suburbia.  This absorbed huge amounts of surplus capital.  The state also invested heavily
in education and infrastructure projects like the interstate highway system –the largest
public works project in history.  What these did is reduce the cost of transportation to
capital, produced a more highly educated workforce, and created a “middle class” of
consumers.  The heightened accumulation of capital carried economic growth into the
‘70s when it once again reached its limits and stagnation set in.  

When there is a surplus of capital, one way to find profitable investment is to seek out
new sources of lower wage labor.  This can be done by bringing into the wage labor force
new ethnic, racial, gender or immigrant groups, or by forcing peasants off the land as is
occurring here in Mexico, thereby increasing the reserve army of labor, or by globalizing
production so as to tap low wage Third World workers, etc.  All of these fixes drive down
wages thereby making investments more profitable.  But the expanded reproduction this
leads to adds further to capital accumulation and eventually another crisis of
overaccumulation.

Another fix is to expand consumer demand by making credit available.  This increases
effective demand and enables value to be realized so that it is available for reinvestment.
This also forces workers to keep their noses to the grindstone so as to keep up with credit
payments.  But that means more gets produced, further contributing to overaccumulation.
The same results occur when capital finds ways to expand commodification (through
technological innovation or by privatization of the commons), for these profitable
investments also add to accumulation.  

In sum, all the fixes for a crisis of overaccumulation are only temporary because they end
up eventually leading to a new crisis.  The logic of capitalism is to ever expand the
accumulation of capital and thus to ever run up against the limits of capital.  

Over the last several decades, all of the above fixes have been employed in order to
sustain this contradictory logic.  Globalization has given capital access to the vast
reserves of cheap labor throughout the Third World.  In the First World, women entered
the workforce in greater numbers as households needed two incomes to sustain
accustomed standards of living.  This enabled capital to get two workers for the price of
one.  Since the mid-1970s incomes have been stagnant or declined for most of the
working class, while the incomes and wealth of the top 1% or so have risen
astronomically.  This would have seriously crimped consumer demand and hampered the
ability of capital to realize profits were it not for the credit fix that has been massively
extended to consumers.  Easy credit became available to most of the population and
savings declined or dropped below zero.  



All of this added further to the overaccumulation of capital.  During the 1990s massive
quantities of surplus capital was thrown into the dot.com bubble.  When this burst,
surplus capital was redirected into real estate.  This had the added advantage of sustaining
effective consumer demand by enabling homeowners to take out second mortgages and
cash in on the equity in their house as its market value inflated.  The consumer demand
that sustained the economy for so long was based on debt rather than a redistribution of
income.  Economic inequality has grown and with it the pool of surplus capital has
become so vast that it has had to look to ever lower income groups to extend credit to
even though such investments were admittedly risky.  These risks were passed off to
other unknowing investors by packaging and securitizing them in what was a vast
unregulated Ponzi scheme.  It was this house of cards that collapsed when the real estate
bubble burst. 

FINANCIALIZATION 

The last 30 years have seen a vast financialization of capital, both in the U.S. and
globally.  Fortunes are made less by producing and more by moving money and other
pieces of paper around.  All of this activity does not produce any new value.  Like
gambling, it only redistributes it.  It drains profit away from productive activity, directing
it to the financial sector.  Speculators, money managers and financial advisors devise
elaborate schemes in hopes that some of the value that they manipulate will end up in
their pockets.  And they are willing to take greater risks when the capital they play with is
not their own.  

The magnitude of this financialization is highlighted if we compare changes in the share
of the GDP from financial services with the share from manufacturing.  In 1950 29.3% of
the GDP was from manufacturing and 10.9% was from financial services.  By 2005 that
had been reversed, with manufacturing accounting for only 12.0% and financial services
had grown to 20.4%.    (2) 

With this the percentage of corporate profit coming from manufacturing has declined
from nearly 60% in the 1950s to less than 5% in the last decade.  At the same time the
percentage coming from financials has risen from 10% to over 40%.  Corporate capital is
devoted less to making money by making things and more to making money from
money.  [cf. David Harvey, op. cit. p. 22] 

In fact financialization directs capital away from production.  With financialization,
profits come not from investment in production that increases value, but from money
itself.  In the productive use of capital we have  M � C � M’.  But with financialization
M � M’ .  How is this possible?  M does not have generative power to create value.  It is
labor that creates value, and can increase value.   The M invested in production buys v +
c � v + c + s .  That is, additional value, s, is created.  This is where the value that profit,
p, represents comes from.  That is the real economy.



Financialization involves the use of M to realize a profit without producing any new
value.  It is crucial to understand that with financialization no new value is created.
Value is just redistributed.  It’s like gambling: winners get money from losers.  But
nothing is produced –except entertainment perhaps – and no value is created.  

To see how this works let’s look at money.  There is money, and then there is money.
That is, there are different types of money.  We usually think of money as currency, the
bills we carry around with us, M0.  That has value because it represents a definite
quantity of goods and services we can buy with it.  Thus the value of that money is stable
if the sum total of M0 in circulation equals the sum of goods and services produced.  This
is the real economy. 

But then there is money that doesn’t represent existing goods and services.  There is the
money that banks create when they give a loan.  That’s right, it is not just the Treasury
Department’s printing presses that create money, private banks do it too.  Consider what
happens when a bank makes a loan.  The bank’s accountant enters two numbers in the
records: the borrower’s promise to repay the loan is entered as an asset and the amount
the bank puts into the borrowers account is entered as a liability.  With the accountant’s
bookkeeping entries, the bank created new money from nothing and caused the total
amount of money in the economy as a whole to increase.  Banking regulations don’t even
require that the bank actually have the full amount of money loaned in hand.  It only has
to have a % of it –the reserve requirement.  

Nevertheless, some of the banks funds are tied up with that loan.  Suppose now an
investor comes along and buys that loan from the bank.  That then frees up its funds to
make additional loans, thereby creating more money.  The investor now has a security
with a certain value, a derivative.  So the original amount of money that represented
value in the real economy, has now been expanded.  Olah!  By the magic of
financialization, M has been increased to M’ without any additional value having actually
been produced.  This is what is called fictitious capital.  

Of course, you might argue, don’t there have to be goods and services there somewhere
for this fictitious capital to have value?  What happens if someone wants to spend it?
Aye, there’s the rub.  As long as it doesn’t get spend on goods and services there’s no
problem.  But if it does get used that way, then there will be too much money chasing too
few goods, and that’s the prescription for inflation.  So instead, use that money to create
more money – financialization!  This Ponzi scheme works as long as there are new
players willing to risk their money in what is an increasingly risky game.

Go back to our gambling simile.  Financialization is like gambling in that it doesn’t create
any new value, it only redistributes existing value.  Consider a gambling casino.  You buy
chips and play with them in various games of chance.  When you leave you cash in the
chips you have at the same rate you originally bought them for, only now you have more
or less depending on your luck.  But suppose the casino operated like a bank and kept
putting more and more chips into circulation.  And suppose the players started buying
chips from each other in securitized packages.  As demand grows for chips, the price



goes up.  There is a bubble in the chip market.  Speculators ride the bubble up as high as
they can before cashing them in.  But what happens when the bubble bursts, as all
bubbles must eventually?  Speculators are left holding chips whose value is dropping.
And the casino –the bank—is left with a load of liabilities as players demand to redeem
their chips.  Meanwhile, outside the gambling halls of the casino the real economy goes
on unaffected – as long as there is a firewall between it and the financialized world of the
casino.  

However, as we see with the current economic crisis, there was no such firewall.
Financialization came to replace the real economy that produces stuff.  The housing
market is a prime example.  One’s house was no longer a home, it was an asset with
which to speculate as real estate prices went up and up.  Kevin Phillips tells us that during
the peak 5 years of the bubble in the housing sector, this accounted for 40% of the growth
in the U.S. GDP.  That is 40% of economic growth was fictitious capital.  We can see
now that it was fictitious because it has simply disappeared.  When we thought the
economy was expanding, we now know we were just blowing bubbles.  

The ideology of our bubble blowers is expressed in a 1996 article in Foreign Affairs by
John Edmunds.  He wrote: 

“Securitization – the issuance of high quality bonds and stocks – has become the
most important engine of wealth creation in today’s world economy….
Historically, manufacturing, exporting, and direct investment produced prosperity
through income creation…. Now many societies, and indeed the entire world,
have learned how to create wealth directly.  The new approach requires that a
state find ways to increase the market value of the stock of productive assets….
An economic policy that aims to achieve growth by wealth creation therefore does
not attempt to increase the production of goods and services, except as a
secondary objective.”  [quoted in Agenda for a New Economy: From Phantom Wealth to Real

Wealth by David C. Korten (Berrett-Koehler Publishers, 2009), pp. 15-16.]  

We can now see that such bubble blowing can make some gamblers in the casino
wealthy, but it does not create wealth for the society as a whole.  It just creates the
illusion of wealth and a lot of bad money.  

With the 2008-2009 bailout of the banks the state covered the bad money they had
created.  It covered the bad bets they had made in that great casino called Wall Street.
And it did it at our expense.  The bad private debts of the banks were socialized, making
the taxpayers liable for them.  

THE AUSTERITY FIX 

It is this speculative game that has now come up short.  And they are trying to make us
pay for it by imposing austerity, even though that reduces consumer demand and
increases economic stagnation and joblessness.  In an effort to save itself, financial
capital sets off a vicious circle whose downward spiral only deepens the crisis, as Paul
Krugman reminds us twice every week in the New York Times.   [e.g. “The Path Not Taken”

NYT October 28, 2011   http://www.nytimes.com/2011/10/28/opinion/krugman-the-path-not-taken.html?
src=ISMR_AP_LO_MST_FB ]



Look at what is happening in Europe with the Euro crisis.  There we have seen severe
austerity imposed on the people by their government even in the face of strong fight back.
Governments in Greece, Italy and Spain insist that their people have to pay with a
reduced standard of living in order to reassure investors in the bond markets.  Rather than
listening to the people, as one might expect in a democracy, governments listen to
investors.  Theirs are the only votes that count because they are measured in dollars.
Ballots no longer matter.  Governments no longer value legitimacy and the voluntary
compliance that come with that.  They value their bond rating and count on the police to
maintain order.  And when governments fall, they are replaced by financial technocrats as
the new leaders.  

Part of the problem the efforts to deal with the Euro crisis reveals is that although there is
a monetary union, there is no political union able to make monetary and fiscal policy for
all of Europe.  That is precisely what is now being advocated as the long run solution.  It
is said there needs to be an overriding authority that can regulate and even set fiscal
policies for individual states.  There is no mention of such a body being democratically
accountable.  In fact, it sounds more like a dictatorship of financial capital.  In light of the
global character of the crisis, there are even suggestions that similar global governance
institutions are needed to deal with future crises.  

One country in Europe has broken out of this straight jacket:  Iceland.  It was the first
country to be hit hard by the 2008 financial crisis.  But rather than bailout the banks and
reimburse 3,500 million Euros to British and Danish banks through monthly payments
over the coming 15 years, the 300,000 people of Iceland said NO.  They took over the
banks, repudiated the debt, threatened to prosecute the bankers and are now writing a new
constitution.  And this assertion of their sovereignty from finance capital has served them
well.  With the crisis resolved through not paying the debt, the Icelandic economy not
only did not collapse, but closed year 2011 with a 2.1% growth and expects 1.5% growth
in year 2012, a figure that triples that of the countries in the Euro zone.  You don’t hear
much about the success of this alternative response to the crisis in the mainstream,
corporate media.  Perhaps they fear the Icelandic-man cometh to Greece, … to Spain and
where next?  

Instead, in the US we are told again and again by the corporate media and by politicians
of both political parties that we must accept austerity in order to satisfy financial capital.
In effect, the state becomes a debt collecting agency on behalf of global finance capital.  
 
POLITICAL CRISIS 

As James Crotty has pointed out, over the last 30+ years we have seen “a deliberate
attempt to destroy the New Deal project, begun in the 1930s, whose goal was to subject
capitalism to democratic control. The right-wing coalition seeks to replace that project
with a modernized version of the 'free-market' capitalism of the 1920s.”  The current
battlefield is an austerity-focused class warfare that has begun in much of the world.
[James Crotty, “The Great Austerity War: What Caused the Deficit Crisis and Who Should Pay to Fix It?”

http://www.peri.umass.edu/fileadmin/pdf/working_papers/working_papers_251-300/WP260.pdf ]  This



battle is an effort of capital to consolidate its class power domestically and globally [David

Harvey, “The Crisis and the Consolidation of Class Power”

http://www.zmag.org/znet/viewArticle/20876 ], a class offensive that goes back at least to the
1971 Powell memo.

Milton Freidman, the guru of neoliberalism, pointed out that a crisis presents an
opportunity for those ideas that are lying around to be put into practice, ideas that under
normal circumstances would not be acceptable.  A prime example of what Naomi Klein
has called “The Shock Doctrine” was that other 9/11 when in 1973 a US backed military
coup in Chile overthrew the democratically elected socialist President Salvador Allende
and installed the 17 year long brutal dictatorship of General Augusto Pinochet.  That
provided the opportunity for Friedman’s neoliberal economic policies to be
systematically implemented countrywide for the first time.  Similarily, our 9/11, that
shocked us with a new Pearl Harbor, provided the opportunity for the neocons to
implement an aggressive foreign policy that in 1992 had been soundly rejected.  But now
their ideas were resurrected and embodied in the 2002 National Security Strategy as
official policy.  

But it is important for us to understand that it is not just any ideas lying around that were
adopted or even the best ideas.  It is the ideas of those in positions of power that get taken
up.  It was because Dick Cheney was Vice President, Donald Rumsfeld was Secretary of
Defense and Paul Wolfowitz was his Deputy Secretary and other neocons were lying
around in the Bush administration, it was because of this that the policies of their Project
for the New American Century became the basis for the misguided “War on Terror.”  

The same was the case in the financial crisis of 2008.  When that crisis hit it was the ideas
of Treasury Secretary Henry Paulson and Federal Reserve Chairman Ben Bernanke that
framed the response.  There were other ideas –and better ones too—that were lying
around, but they did not get taken up.  It was those in positions of power who made the
decisions.  And the important point is that the ideas they implemented were the same

ideas that had led to the financial crisis in the first place.  It is because the Goldman
Sachs boys were lying around in the Bush administration and are still lying around in the
Obama administration that there has been no fix for the current structural crisis of
accumulation.  Instead, there has been more of the same.  

Adding to the crisis is the political deadlock that afflicts national politics.  The two
political parties that monopolize political space in the US have moved further to the
Right.  They both embrace a neoliberal ideology and a pro-corporate agenda that has
dominated political discussion since Ronald Reagan.  The Rightist Republican party
contends for power by trying to destroy the Obama presidency with policy ultimatums
that risk at the same time destroying the country.  Politics has become a blood sport.  

But there is a political crisis that goes deeper than the current stalemate in Washington.
Crucial in finding a fix to previous economic crises has been the ability of political
leadership to invent a solution, to shift the prevailing paradigm.  Whether it was the
Depression era policies of the New Deal or the post WWII policies that developed a new
middle class or the globalization policies that responded to the stagflation of the 1970s, it



was an activist government that made these fixes work.  Government is the steering
mechanism of a society.  It is what makes a concerted response to a crisis possible.
Without that, crisis can only deepen, destroying the very system itself.  I submit, that is
what is happening at this moment of history.  A political crisis on top of an economic
crisis is destroying capitalism.  It is this that may make it a systemic crisis.  

That is why it is incumbent on us to spread some new ideas around, ideas that will not
just fix the existing system, but envision a new paradigm.  Both the economic and the
political systems suffer not only structural crises but crises of legitimacy as well.  Broad
swaths of the population no longer have faith in existing institutions.  They are open to
new ideas.  The Occupy movement is just the tip of this iceberg.  There is a social
movement building that can sink even the mightiest of ships.  It is from the cauldron of
this struggle (if I can shift the metaphor) that the new ideas will be forged to create a
better world for humanity.  

It is against the callous exercise of class power by capital that We the People now must
react.  From the Wall Street occupiers in NYC and across the country, to the indignant
ones in Spain and Italy and Greece and Britain and …well, just about everywhere, we
counterpoise People’s Power in a stirring exercise of participatory democracy.  We will
no longer be the victims of their system, we cannot abide it, the earth cannot survive it.
There must be a better way.  A better world is possible and it is up to us to build it now.  

July 18, 2012  

1.  Boeing reported $9.7 billion in pretax US profits in 2008 to 2010, yet paid no taxes and
received $3.5 billion in tax rebates. From 2006 to 2010, GE reported $26.3 billion in pretax US
profits, paid no taxes and received $4.2 billion in tax rebates. 

 
2.  Changes in % Share of GDP, 1950-2005 

1950  1960  1970  1980  1990  2000  2003  2004  2005  
Manufacturing 29.3   26.9   23.8   20.8   16.3   14.5   12.7   12.1   12.0   
Financial Services 10.9   13.6   14.0   15.0   18.0   19.7   20.5   20.6   20.4    

[cited by Kevin Phillips in Bad Money: Reckless Finance, Failed Politics, and the Global Crisis of
American Capitalism (Viking, 2008).   p. 31] 


