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The Meltdown Chronicles

TINKERING AND ‘TECHNICAL FIXES’ CAN'T MEND A
BROKEN ECONOMIC SYSTEM

The most fundamental cause
of the current global eco-
nomic crisis is capitalism’s
inability to reverse a steady,
long-term fall in corporate
profits.

The of the crisis
include a dramatic rise in
unemployment, severe cuts
in output and a resulting
strong tendency toward
that is, a long-term
tendency for prices to fall,
further depressing wages,
investment and purchasing
power. But what’s actually
it is a long-term ten-
dency for the rate of profit
to fall. It’s actually a
feature of the capitalist
economy. As capitalism has
expanded into a global sys-
tem, the effects of the falling
rate of profit are increas-
ingly felt by people every-
where — in the form of re-
curring long periods of un-
employment, lost opportuni-
ties and hopelessness.

The falling rate of profit...

The tendency for the rate of
profit to fall is im-

portant because in a capital-
ist economy, profit is the
of
economic activity. Corpora-
tions’ and banks’ anticipa-
tion of profit determines the
level of investment, employ-
ment and spending. Deci-
sions about where the high-
est profits are likely to be
made determine what shall
be produced, where and how
— in other words, who shall
work and who shall not.

“When the rate of profit is
high, capitalist economies
are generally more prosper-
ous,” notes US economist
Fred Moseley:  “business
investment is high, unem-
ployment relatively low and
workers’ living standards

increase... On the other
hand, when the rate of profit
is low, prosperity turns into
stagnation and depression:
business investment is low
or non-existent, unemploy-
ment is high and living stan-
dards decline...”

The capitalist economy per-
formed relatively in the
decades immediately fol-
lowing the Second World
War. Growth was strong,
especially compared with
the period that ended with
the war. In the 30 years af-
ter 1945, the United States’
rate of economic growth
averaged between 4 and 5
percent per year, unemploy-
ment seldom surpassed 5
percent and there was nearly




. The Meltdown Chronicles

no inflation.

A report by the US State Department describes how “pent-up consumer demand fuelled ex-
ceptionally strong economic growth in the postwar period. The automobile industry success-
fully converted back to producing cars and new industries such as aviation and electronics
grew by leaps and bounds. A housing boom, stimulated in part by easily affordable mortgages
for returning members of the military, added to the expansion. The nation's gross national
product rose from about $200 billion in 1940 to $300 billion in 1950 and to more than $500
billion in 1960.”

It’s no accident that the rate of profit was relatively high in this period, as the graph be-
low indicates. And as the accompanying graph shows, the rate of profit also outperformed the
period that preceded the First World War, extending into the inter-war years, capped by the
Great Depression of the 1930s:
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Decades of Stagnation.

But as we can see, the rate of profit began to slip again about 1967; with it went the era of im-
pressive growth, low unemployment and rising wages. Between 1974 and 2001 economic
growth averaged only 2 to 3 percent per year, with higher unemployment and workers’ aver-
age real wages virtually . This graph shows the stagnation of workers’
real wages over the period of slowing profits, relieved only in the days of high inflation during
the mid 1970s.
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As we have seen, this period was also one of significantly falling profit rates compared to the
immediate post-war decades. From 1950 to the mid-1970s, notes Moseley, “the rate of profit
in the US economy declined almost 50 percent from around 22 percent to around 12 percent.”

This wasn’t just the case in the US: it was part of a clear fall in the rate of profit in all the ma-

United Steelworkers jor capitalist countries, as this graph by historian Robert Brenner indicates:
District 3
Special Report In addition, the decline in overall profitability occurred of determined efforts by cor-

porations to restore the profit rate. They experimented with several strategies. During the
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Real Wages Struggle
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1970s, for example, as profits cooled and unemployment rose, Western governments resorted
to “Keynesian” policies of , tax cuts and interest-rate reduc-
tions to reduce rising levels of unemployment. But instead of raising output or hiring more
workers, many corporations simply tried to take advantage of the continued growth of de-
mand, maintaining profits by raising prices faster than workers could increase their wages
through collective bargaining. The result was inflation.

In the 1980s, as inflation cut into their profits, bankers and other financial capitalists sought an

to it through dramatic rises in interest rates and restrictive lending policies. Certainly in-
flation was halted — but so was economic growth. By 1982, unemployment hit levels unseen
since the Great Depression.
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Financialization, foreign investment, an attack on wages...

Corporations, bankers and wealthy individuals also tried to restore profits by shifting invest-
ment from production to finance. While what some economists call “financialization” — the
shift of profits and investment to money dealing and stock speculation instead of production —
has been going on for some time, it has intensified significantly in recent years. In the 2001-
2007 economic boom for instance, profits briefly surged: profits recovered more quickly than
in any of the eight preceding post-War booms, wages barely recovered at all. In other words,
as we have seen almost all the gains in productivity and output went directly to corporations,
their executives and their shareholders.
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Corporate profits rose so quickly and so astronomically in the 2001-2 recovery that companies

# profitably reinvest it all in production. Instead, they pumped billions and billions of
dollars into financial dealing and the stock markets or else they invested it outside North
America. Firms purchased their own stocks to drive up share values, bought exotic financial
contracts like derivatives or asset-backed securities, rewarded shareholders with lavish divi-
dends and offered bloated salaries and bonuses to company directors and executives.

Coupled with lavish corporate tax breaks from the Bush administration and other right-wing

$ governments, the huge surplus of profits produced an even massive blast of money into
stock markets; this in turn pushed share prices and encouraged specula-
tion. Profit rates in finance greatly exceeded those in industry, resulting in even invest-

ment capital flowing out of production and into finance. By the turn of the century, financial
profits exceeded manufacturing profits and continued to rise. But unfortunately, as we now
% know, because the billions of dollars invested in finance were increasingly based on fictitious
returns, they were also becoming " . The problem was worsened as invest-
ment bankers and other financial institutions speculated on the basis of billions of dollars in
cash. When some big financial institutions panicked and called their loans, others

among the world’s biggest banking houses began to

Corporations and their supporters in government also tried to increase profits at the expense of
their , for example by speeding up production and downsizing their workforces in
an effort to " " or generate with

" . In the US for instance, the Bureau of Labour Statistics reports that an average
worker’s workday increased from 7.6 hours in 2003 to 8.7 hours in 2008, more and more of it
unpaid overtime. And the BLS also shows that while manufacturing productivity increased by
3.3 percent per year between 2000 and 2008, manufacturing workers’ average real wages ac-
tually by $0.14 an hour over the same period!

Labour-saving machinery allowed firms to get more production with less labour. As long as
there’s no rise in workers’ wages, corporations pocketed the difference, as this graph shows:
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countries and regions, searching for cheap raw materials or workers who will produce longer
and harder for lower wages. Foreign direct investment in China rose 129 percent, from $40.3
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billion in 1999 to $92.4 billion in 2008, according to the US-China Business Council, for in-
stance. Chinese workers earn an average of $16.35 in a typical 12-hour day, so it’s no wonder
that as Australian economist Phillip O’Hara points out, the rate of profit in China was 32 per-
cent in 2002, compared to about 14 percent in the US.

Another strategy is to beef up companies sales effort, either through speeding up the circula-
tion of commaodities or putting more effort into marketing. This has accounted for the signifi-
cant growth in the size of corporations marketing departments in the past half-century. But as
Moseley has shown, the workers in sales and circulation are “non-productive” -- not in the
sense that they don’t work but in the sense that they don’t actually produce commodities but
help get to market or sell products already made. Because they to the products
they help sell, their pay is actually . And if Moseley is right to that
US corporations outlay for non-productive labour doubled from the end of the Second World
War to the mid-1970s, it’s clear that more and more is going into circulation and sales, less oh
and less into actual production.

.. But Profits still tend to fall.

These strategies help account for periodic reversals of the tendency toward falling profits, for
instance the partial revival in corporate profits since the early 1980s. But capital ultimately

nonetheless has a seems capable of restoring profits or re-
versing the long-term tendency for the rate of profits to fall. That’s because the only source of
profits is — and over the long-term, competition forces companies to increasingly

labour with machinery and equipment. As a result, more and more of their outlays are
for machinery, less and less for value-producing workers. Output therefore rises but compa-
nies have to relentlessly reduce the amount of labour relative to capital expended on each unit
of output.

And that’s a problem for corporations because profits represent the difference between labour
costs, production costs and capital costs on one hand and the sales prices of their products on
the other. But workers’ labour is an economic “factor” quite unlike any other. That’s because

there can’t be profits labour. If you doubt that, just think about what gets pro-
duced during a strike: unless the managers do the work themselves, the answer is “nothing”.
Expending labour is the way profits can be generated: workers produce profits by build-

ing all the machines, producing all the equipment, doing all the productive work, transporting
the product to market and so on. As Moseley points out, “since profit is produced by workers,
the reduction in the number of workers employed also reduces the amount of profit produced, the Meltdown Chronicles
in relation to the total capital invested.”

We can see this if we compare recent to the stock of US fixed assets to
the " of growth in employment. Between 1997 and 2007 the Bureau of Economic Analysis
shows that US private corporations’ fixed assets increased 61 percent, from about $1.3 trillion =
to about $2.1 trillion. But over the same period the number of employees in goods-producing
industries " by 9.2 percent! This creates a number of problems for corporations. First,
of course, it puts downward pressure on the rate of profit. Second, it means not a shrink-
ing profit-producing workforce but a shrinking market for goods and services in the US.
All those overseas factories and plants translate into fewer jobs — and therefore fewer paying
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customers — in North America. Third, coupled with the massive inflow of goods from US and
foreign-owned factories abroad, there’s intensified for that shrinking market,
shrinking precisely because at the same time that corporations are chasing US
consumer dollars, US working families have

As historian Robert Brenner points out, this one of the long-term forces pushing down on the
rate of profit: “one after another new manufacturing powers entered the world market --
Germany and Japan, the northeast Asian newly industrializing countries, the South East Asian
‘Tigers’” and finally, the Chinese leviathan.

“These later-developing economies produced the same goods that were already being pro-

duced by the earlier developers, only cheaper,” adds Brenner. “The result was too much sup-

ply compared to demand in one industry after another and this forced down prices and... prof-

its. The corporations that experienced the squeeze on their profits did not, moreover, meekly
b leave their industries. They tried to hold their place by falling back on their capacity for inno-
vation, speeding up investment in new technologies.” This simply the system’s
built-in tendency to replace profit-producing workers with costly machinery.

This is the process that’s at the root of the long-term tendency for the rate of profit to fall.
And historically, we have seen that opportunities for profitable investment continue to decline;

meanwhile strategies aimed at the falling profit rate prove either counter-productive
for American corporations, painful for working people or both. From this standpoint, the cur-
rent crisis can be seen as the result of & to reverse the fall in the rate
of profit. And that effort must now be judged to be & b

As we noted, the economic boom after the dot.com bust of 2000-1 was unique in that there
was an recovery of but an extremely recovery in workers’ a
combination which accelerated corporations’ drive to invest offshore or divert billions of dol-
lars in profits into financial investments. Consumer demand meanwhile was sustained in the
short run, but only through a combination of low interest rates, rising real-estate values and
consumer debt. As interest rates were pushed to , housing starts and house prices
climbed to and household debt-loads

USs HOUSE PRICES
% yearly change in gingle family homes, top 20 metro areas
24

21

The Meltdown Chronicles 15

R A =T

[ i
- =k

United Steelworkers

District 3 1988 1990 1992 1994 1996 1938 2000 2002 2004 2006 2008
Special Report

Page 6



[] Special Report
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Now the system is in ruins again.

Again, this combination proved completely unsustainable. First, the Federal Reserve began to
fear inflation, so starting about mid-2004 it ramped up interest rates, as the graph above indi-
cates. Rising house prices were being driven by low interest rates and easy access to subprime
loans and other sorts of cheap, easy mortgages. Many families borrowed against anticipated
higher home values. But with the Fed’s interest-rate hikes and mounting foreclosures among
maxed-out home owners as the subprime crisis spread, house prices began to drop, sealing off
a key source of cash for consumer spending.

By 2007, the economy was already slowing and workers began to lose their jobs. Growing
numbers of households also found it more difficult to pay off their debts. Bankruptcy filings
by US consumers jumped 47.7 percent in April 2009 from a year earlier as families attempted
to cope with fallout from the subprime mortgage crisis, as the American Bankruptcy Institute
reports. There were 92,291 bankruptcy filings in April; for all of 2007 there were 850,912 and
that was already up 38 percent from 2006.

The Meltdown Chronicles

The all-time high of more than 2 million consumer-bankruptcy filings in fact occurred in
2005, just before federal bankruptcy laws were changed to make it for consum-
ers to discharge their debts, as well as increasing debt payments required and eliminating

some protections such as delays in housing evictions or delaying child-support proceedings. ;z:ﬁ:f;ee'workers
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The crisis appeared first in the US home-construction sector, a leading employment and in-
vestment driver for the entire economy. As Doug Henwood and Phillipa Dunne of the Liscio
" ( note, each dollar spent on residential construction generates $1.27 in
additional economic activity. That's topped only by manufacturing ($1.37) and far exceeds the
contributions of health care (54 cents to 81 cents) or finance (53 cents).

Monthly Private Construction Spending, Jan 2000 - Nov 2008
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Henwood and Dunne noted in 2006 that “the kick from housing... (was) enormously important

in recent years,” not just because of the economic multiplier you get from home construction

but also because the economic effect is building homes is actually , since that

$1.27 of additional economic thrust ) remodelling or the mortgage-equity with-

drawals that allowed many households to effectively “use their homes as ATMs.”

When the housing market went, so did the home-construction and building- products sectors,
along with considerable portions of the demand for subdivision services, home furnishings,
mortgage servicing, municipal services, appliances, metals and vehicles. Fatefully, the result-
ing fall in employment across many sectors of the economy at once put downward pressure on

key sector of the North American economy, the auto industry. As we can see from
the graph, like the fall in housing starts, the drop in auto sales actually pre-dates the fall 2008
stock-market meltdown.

The Meltdown Chronicles

Killing the demand for housing vehicles in rapid succession not only kicked away two of
the primary struts holding up the US and global economy; it also made the mounting financial
bubble increasingly untenable. Financial dealing is based in the last instance on

values and promises to pay. Stock and security prices are increasingly bid up
through speculative sale and resale of assets. But if all the holders of a stock suddenly rush in
and try to cash out, prices immediately plunge. A few people make a killing; lose their
shirts.
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The result of a financial collapse is not only the destruction or devaluation of a huge amount
of those fictitious assets; it’s also a collapse of the , Which is of course a key
component of the real economy. As economist John Bellamy Foster suggests “the destruction
of the supposed assets on the bank balance sheets, still unquantifiable, has been to date beyond
repair. Banks therefore hold on to every scrap of tangible equity — cash — they obtain.”
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pression of the 1930s:

What is to be done?

In the 1930s, British economist John Maynard Keynes sought a way out of the collapse of the
capitalist system. As the quote at the beginning of this essay suggests, even then Keynes was
not really convinced the system could be reformed. In particular, he believed it chronically
tended toward an enormously equal division of income and persistent under-utilization of re-
sources and unemployment of labour, Foster observes. Because it was wedded to the notion
that supply creates its own demand, Keynes believed orthodox economics was “incompetent
to tackle the problems of employment and the trade cycle.” Keynes tried “to fix the system
through various technical fixes,” Foster adds, “probably knowing that this would never be suf-
ficient.”

The Meltdown Chronicles
And that’s the way it is today. Certainly, we can hope that Barack Obama’s stimulus package
and other measures by governments will succeed in at least taking the edge off the system’s
worst faults. We should be urging governments to spend on infrastructure, green
energy, modern forms of transport, sustainability upgrades, training, improved services to peo-
ple and the like. We must fight for unemployment insurance reforms and other income sup-
port measures that would both help people through the worst days and maintain consumer
spending. We can push for measures to ensure working families don’t pay for the mistakes of
corporate executives and bankers.
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But all the same, the system’s flaws remain, funda-
mentally unchanged since Keynes’ day. Left to
their own devices, corporations simply will not in-
vest in new production unless it’s profitable. Unless
workers and their governments insist, the system
will therefore shrink to the level at which production
is profitable — and stay at that level until profits re-
vive. It’s obviously no more likely now than it was
then that " with capitalism can overcome its
most deep-set contradictions, starting with the fal-
ling rate of profit but extending to its seemingly-
permanent tendency toward stagnation, its recurrent
recessions, its tendency to push down workers’ liv-
ing and working conditions and its apparent need to
waste people’s lives or its own resources.

So why repeat the mistakes of the past? Ultimately,
it’s up to working people to

0 asociety and an economy UER OISR RIS o itish Economist John Maynard Keynes
that says that the economy is for people, not the other
way around. We need to create employment and produce useful goods and services. We
need to deal with the many glaring social problems we face: homelessness, poverty, envi-
ronmental neglect and damage, lack of opportunities and hope. Workers need a greater
share in the returns and a bigger say in what gets produced and why.

In the 1930s, Keynes knew that we can’t really tinker our way to prosperity. We
need to radically rethink what it means to be working people in a world that in the last
analysis still depends on labour. But we’ll have to fight for it. And as Leo Gerard says,
while we can’t be sure that if we fight we will , We can be absolutely certain that if we
don’t fight, we’ll !



