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Notes

Goldstein/Ch. 3

The Neoliberal Era (seen vividly in the film Life and Debt) has resulted in “increasing income inequality, financial crises, slow aggregate demand growth, destructive competition and a tendency to global excess capacity and unemployment.” (36)

                                                          ( financial capitalists (primarily)

Workers, consumers,     ( benefits 

the poor and minorities                    ( industrial capitalists

These dislocations have occurred in a world economy dominated by monopoly capital, distorted outcomes determined by endogenous factors like unequal distribution of wealth and income in an environment of uncertainty. The neoclassical myths live on, however.

Why? Because it is a convenient narrative.

Despite the effort to develop a heterodox alternative to the failed neoclassical model, it the disparate elements of such a model remain elusive. 

The barriers: post-Keynesian analysts don’t care to collaborate with Marxists and integrate a Marxian analysis.

Goldsten lays the outline for integrating Keynesian and Marxian analysis.

He will discuss class theory and the cyclic character of the macro economy, then he addresses the level of effective demand and capital accumulation as central to that process; demand and the supply-side are linked; he produces a Keynes-Marx theory of investment; pricing and profit-rate determinantion; problems with balanced growth; crisis mechanisms; long-run structural changes; and long-run dynamics re regime shits.

K-L relations (   production, appropriation, and distribution of surplus value

But Goldstein feels that another set of relations have been ignored:

Capital – Capital

Capital – Finance Capital

In order to finance the accumulation, capitalists compete to extract more and more surplus from workers in a frenzied effort to cannibalize each other’s assets – you win the competitive battle and you destroy the other’s value of capital. This leads to over-investment and under-consumption. (30)

G. reprises the notion of oligopolies when he argues that an unspoken agreement to avoid price wars and to compete principally on the basis of advertising, marketing and distribution to achieve highest market share. Investment is kept modest to allow demand increases to be met by rising prices rather than increasing capacity.

Combine this with wage and benefit cuts and layoffs – all to increase competitiveness. 

Profits are temporarily deemphasized over strategies of increasing market share. 

G. poses the issue of a difficulty in incorporating presence of uncertainty (a central concept). Crotty seems to believe that institutional factors dampen the level of uncertainty and allow for some stability. Gordon’s SSA serves as an example of institutional stabilization over the period the SSA is intact.

i.e., confidence and expectations become more easily established.(40)

Reducing the importance of the micro-foundation – e.g. there is a fallacy of composition (the micro theoretical model cannot be reproduced at the macro level).

However, a microfoundation is still essential.

Marx: Distribution of income is central to a determination of the character of effective demand.

Consumption function:

C = βο + βL1/άҮ + βҚ(1 – 1/ά)Ү

BL is the mpc of labor

βҚ is the mpc of capital

1/ά is labor’s share of income

1-1/ά is capital’s share of income

C is consumption

Y is income

βο is a constant

BL> βҚ

I = ƒ(πR)

πR is the profit rate

the profit rate depends on the the profit share of income and the capital-output ratio; 

πR = (1-1/ά) / (Қ/Ү)

The influence of capacity utilization on investment is captured in denominator. 

(42)

Notes
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Volatile I is crucial not just in relation to changes in aggregate demand but also respecting profit share having greater swings than cap/labor; and C tends to change only slowly over time and expected profits are central as well; demand-induced changes in profit expectations are unpredictable.

But over long periods changes in C as labor share falls is highly significant.

Investment depends on:

1. profit rate (expected)

2. permanence of capital stock

3. competition

And these interact with each other.

E.g. fin. Fragility – I falls – autonomous financial crisis.

Competitive shares pose a constraint which alters the firm’s I strategy (defensive I). Since firm’s can exit (irreversibility of I) there is a tendency for over-investment and the firm takes on excessive debt while incurring excess capacity – just to maintain market share.

Without the competit. Constraint firsm will choose a same I strategy. But I strategy can be merely a survival means.

If profit-rate is low and excess capacity exists the firm faces a financial crisis as well (can’t finance its I plans).

So, the model integrates the real and the financial sector.

(43)

accumulation becomes a goal unto itself – accumulate, accumulate said Moses to the prophets.

Profit squeeze ( chg in expected profits ( increasing fin. Fragility

Considerations:

Fundamental uncertainty of profit rate

Firm’s strategic/survival responses

Firms face trade-off between mark-up pricing (profit) and market share.

Marx argued firms are concerned with market share == a dominate firm may operate with MR < MC.

Notes
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Pp 44-

 G. contends that a rational markup pricing strategy that includes cyclical fluctuations as labor and capital switch positions of dominance can replace the labor theory of value of Marx. i.e. here is a move towards Keynes and away from Marx.

 So profit-squeeze and wage-squeeze crises will produce cyclical interactions between periods of over-production and under-consumption.

 Obviously we are now in an under-consumption crisis since capital power is ascendant. 

“…stable economic growth is likely to be illusive for capitalist economies…” (44)

G. seems to think however that capitalism could save itself (no outright statement but an implication) if it constrains the competitive drive of rival firms and constrains the labor-capital struggle (industrial policy).

What this would be transitioning to is not explicitly discussed – state capitalism (like China?) or state socialism (like Norway).

 In the Financial elements section, G. contends that both Keynes and Marx discounted the financial system as a key to understanding a capitalist economy, i.e. the production sector was paramount.

 Others (Minksy, Crotty) claimed that Marx did integrate “the spheres of circulation and production). Minsky argued that the financial elements of capitalism are endogenous to the workings of a market economy – willingness to take on debt, e.g. fluctuates with the condition of the economy and when under-consumption is present new financial instruments can be created to bridge the gap (i.e. debt instruments become more attractive – and this certainly happened in the current crisis).

    Buoyant expectations ( financial innovations ( greater debt carried

 This can produce over-investment in an uncertain competitive process (firms fear loss of market share and take on more debt to finance expansion).

 So, a crisis occurs because investment is founded on fragile supports. 

The outlines of such crises:

· major firm or bank fails

· endogenous credit dries up

· profit-taking (selling off fin. Assets) triggers decline of expectations.

 Keynes Debt Deflation mechanism begins:

 Banks fail, debt is written down, fin. paper becomes worthless, stock certif.. used to line walls in your shack.

 G. argues that there has been a shift of power from industrial capitalists to the rentier/finance capitalist class and the distributional effects on the neoliberal era have put industrial capitalists and labor in an adverse position. (46)

 So, G. says that heterodox economics must distinguish between “profit-led and finance-led accumulation regimes” in a theory of capital development. The mainstream texts never give finance capital this kind of exposure.

 The integrated heterodox framework “[emphasizes]… the antagonistic class relations, coercive competitive relations, the potential for contradictory micro behavior and a notion of economic evolution without a steady state.” (47)

 Crises can be averted for a time (policy intervention, institutional change and modified micro behavior). 

Five forms of crisis:

Profit-squeeze, under-consumption, over-investment, financial profit squeeze and financial fragility.

“Under-consumption crises can be set off via a redistribution of income from labor to capital.” (47)

Note: this is part of the current crisis, along with (I would say) each of the five forms to a lesser or greater degree.

Profit-squeeze and under-consumption crises tend to be long-term in nature, i.e. more difficult to extricate the economy from.

 Balanced growth is not a likely outcome for capitalist economies for any significant period (has not mentioned the period of relative calm, steady growth during the immediate post-WWII period.

 But the theories of SSA are then invoked to attempt to explain the collapse of the relative peace in the 1950s-70s, arguing that it was a crisis theory that explained the rise of the neoliberal era (perhaps but I don’t see it).

 G. invokes Crotty to claim that Keynes-marx integrated model along with the institutional models (SSA etc) can explain the “contradictory dynamics of the world economy under the Neoliberal regime.” (48)

 If you say so.

 Crotty calls this the “Neoliberal Paradox” (excess capacity – over-investment, under-consumption & financial profit squeeze:

Shifts in power:

        Labor ( Capital

        Industrial capital ( financial capital 

        Market system ( coercive competitive regime (e.g. greater international competition).

Firms caught in a coercive competitive regime frantically engage in defensive actions (cost-cutting technology and tactics) to fight off the de-valorization of their sunk capital investment – throwing good money after bad?

G. argues the integrated heterodox theory outlined in the chapter can explain the relative prosperity of the Golden Age of capital – wage-led growth regime and Keynesian macro policy were successfully combined and the collapse of that regime as the Neoliberal era has unfolded. (49)

 Ch. 4

Goldstein

“Methodology and heterodox economics”

 The building blocks of heterodox economics are the work of Marx, Keynes and Wesley Clair Mitchell.

 Marx argued for an institutionalist approach within which was embedded a class conflict and an endogenously created contradiction that had been true of every mode of production prior to capitalism.

 The way we produce (forces of production and relations of production) is related to the institutions we create and the modes of thought prevailing at the time (Hegel thought ideas generated reality and Marx thought reality generated ideas – but Marx still felt that change could only occur through a changed consciousness among the oppressed).

 Disequilibrium was the norm because periodic crises were built into the system – squeezing wages produce an under-consumption crises, squeezing profits creates an over-production crisis. Neoclassical economics believes in equilibrium as a normal state and deviations from it as the exception.

 Capital and labor have opposing interests as did feudal lords and serfs, slave masters and slaves etc.

 Other conflicts occur within the capitalist class (finance vs industry; some workers against other workers) but the main class conflict is that between capital and labor.

 The state is a hand-maiden to the most dominant class (capitalists) --- the state arena becomes contested terrain but capital wins (note bail-out, lack of accountability, no requirement to restart lending, unwillingness to address climate change). 

 The internal contraction has to do with the rate of surplus value (S/V), the rate of profit (S/(C+V) and the capital composition (C/V). As capitalism grows through crises and expansion the rate of capital accumulation can only continue by revolutionizing the production process – replace labor with capital – but this will lead to a final collapse because value creation only comes from labor.

 11.11.10 cont….

 Discussed the three economists last time…beginning with p. 58 in Goldstein:

 Here Wolfson introduces the James Crotty and Raford Boddy’s work in incorporating Keynes’ notion of “fundamental uncertainty” in capitalist production and investment in which Keynes argued that herd behavior, conventions and conditional stability characterized a modern market economy.

Interestingly they also began (1990s) to recognize the increasing importance of the financial sector in generating instability (speculative whims, retreating quickly when doubt went viral).

 They also held that the notion of Marx’s primacy of production over finance was a myth –“Marx treated production and circulation as a unified whole…” (59)

 The interaction between the real and the financial sector can cause crises.

 Further, they argue that a fundamental change (a new stage) had occurred in capitalism by the 1980s – the change was from “the golden age” to “global neoliberalism” (read the article by David Harvey on my home page “Is Neoliberalism Dead?” At this moment it hardly seems likely.

 The change to the second stage was due to the increasing inadequacy of a firm’s retained earnings in financing expanded production. So, the drying up of exogenous sources of financing could create a general crisis more readily in this era of massive capital flows whirling around the world in search of the highest yields. 

Here is Crotty:

“Disrupting organizational structure and routine, firing workers, slashing wages, closing non-amortized plants, attacking unions, taking on debt levels previously considered to be intolerably dangerous” (60) This led to chronic overcapacity and inadequate aggregate demand.  – even though neoclassical economics argues this is impossible (natural rate of unemployment). 

The “neoliberal paradox” resulted from:

· Increasing speculation and impatient capital (disinvest, re-invest etc).

· Taking on more risk.

· Stripping and restructuring a firm’s assets to force up the stock price (the chief focus).

· Corporate managers’ compensation tied to short-term stock price.

· Increasing financial accounting fraud to achieve the last objective.

The state is complicit:

 Monetary policy concentrates on anti-inflation policy (financial sector is dominant and inflation destroys value of long-term, income-earning assets) and so its effect is to suppress economic growth (contractionary monetary policy). 

 A dominant view in congress and the executive branch is that the government “crowds out” private investment so cut social programs and balance state budgets.

 This view also informs the policies of the World Bank and the IMF – restrictive federal economic policies in all countries to which the banks lend money. This also suppresses global growth. 

 “Neoliberal institutions were created because they were the deliberate choice of elites and because the capitalist class had the power to enforce its choice.” (63)

Ch. 5  Does Heterodox Economic Theory Need a Crisis Theory?

  What are the key social relations and how are they reproduced? (ques. Of 

 Heterodox theory is defined by endogeneity of economic forces whereas orthodoxy is defined by exogeneity).

 HET should include crisis theory.

 The chapter makes the case that Herman Minsky’s one-emphasis crisis theory (financial instability) serves well up to 1980s then is ineffective.

 Numerous economists (Jevons, Walras and Marshall) all had problems with orthodoxy’s emphasis on “autonomous market forces” leading to general equilibrium.

 Marx, Keynes and Schumpeter (ignored by orthodox theory) built their theories on endogeneity of forces undermining economic growth in capitalist economies.

 Time, ignorance and power had to be eliminated to establish any sense of orthodox model.

 i.e., well-behaved economic agents making decisions based upon net individual benefits can only become a theoretical model in a set of assumptions that deviates substantially from reality.

 Even game theory and dynamic models in orthodoxy still couldn’t explain how sustainable equilibria could be maintained.

 HET emphasizes power relations, uncertainty and firm strategies to build its model. Growth in a market economy thus becomes fragile and unsustainable.

 Keynes, Kalecki and Marx produced different emphases on flaws in capitalism (68-69)

 Crotty: when Say’s Law is violated the market economy is uniquely fragile.

Continue in book…

Notes

The Current Crisis in Macroeconomics theory

Bill Gibson

Goldstein 85

 The chapter addresses the question of whether macroeconomics can have a scientific basis given the aggregation problem. In other words, the individual preferences and actions of economic actors added up cannot explain the macroeconomic results that obtain. If not, then how can macroeconomic theory be considered to have a scientific basis?

The author argues that “agent-based models” can perhaps resolve the dilemma by creative simulated theoretical structures that can predict the outcome of macro events in the past.

 He begins by stating that Keynesian theory is now discredited along with Marxian and orthodox theory causing macroeconomics to be an unstudied branch of economics.

 Robert Lucas, a Harvard economist, successfully showed that individuals and institutions can accurately adjust their behavior as policy initiatives are changed, causing the policies to be wholly ineffective. So, macroeconomic theory has little predictive value.

 “…economic forecasting became a sideshow.” (87)

 Orthodox theory has thus been overtaken by anti-scientific, ideological hacks who fall back on libertarian and anti-progressive policies – i.e. do-nothingism.

 Bowles, Gintis, Gordon, Roemer et al began to examine the narrow elements within economic systems that could give shape and purpose to how a market economy produces inequality (dual labor markets) and coherent strategies that explain macro behavior (social structure of accumulation) historically – a look back to show how we got where we are.

 This was a break from 150 years of Marxian theory. And as a consequence many of these theorists referred to themselves as radicals or heterodox economicsts.

 But, in the end, they didn’t really have microfoundations to explain macro outcomes either. They rejected Keynesian analysis but offered no real alternative to a larger theory of economic analysis.

 “Most heterodox economists were simply unconcerned with microfoundations” 89

 Some orthodox dilemmas:

 Preference aggregation and preference revelation – meaningless ideas.

 “It follows that the welfare of the system as a whole was not be be determined by an aggregate of the welfare of individuals.” 89

 Bowles, Gintis et al began to play around with econometrics – the tools of neoclassical economics.

 But no common theoretical framework would be forthcoming. 89

 Notes

Heterodox Macroeconomics

“Modern Business Behavior”

Steven M. Fazzari

Goldstein Text 101 (Ch. 7)

 The author argues that mainstream economic theory assumes a passive firm that engage in profit-maximization, seeking technological change and producing homogeneous products using uniform capital and labor inputs.

 Fazzari instead argues (ala Crotty) that the firm in capitalism is an active decision-maker in an atmosphere of future uncertainty.

 Further, managers operate with interests independent of owners (shareholders) with an objective of prolonging the life of the firm.

 Whereas neoclassical firms have little autonomy, HET firms consist of large, dominant institutions that heavily influence government rather than automatons that simply kneel to competitive pressure.

 A reason for the Neoclassical view is the focus on resource allocation (a market system function performed by firms) without any reference to production.

 “agents are … autonomously constituted, lifeless Walrasian calculating machines.” 102

Crotty:

 Firms operate under uncertainty

 Firm managers’ objectives differ from owners.

 Capital investment decisions are irreversible – financing is critical.

Crotty views the firm as autonomous albeit management power has decline relative to owners and financial sector.

 “In neoclassical theory, a more owner-responsive firm seems a better profit maximizer and hence seems closer to the neoclassical ideal of efficiency and optimality.” 103

 But again Crotty admits that more recent trends to short-term focus (one fiscal quarter) shift influence away from managers and toward a model that “serves society less well.”

 Multiple, ever-changing agents and preferences result in this unknowable future. (104)

 Consequence: agents assume future will be much like the past: “conditional stability”

 Behavioral economics comes in here: humans crave control --- “people want to believe that they … [have] all the information required to make optimal choices.” 105

 Agents have a herd mentality – look to others in peer group for quidance (law of large numbers)” 

 Rousseau: “the mind decides in one way or another, despite itself, and prefers being mistaken to believing in nothing.” 105

 When things don’t work out ( extreme instability can occur (no faith in forecasting)

 The market replete with these uncertain, herd-like, model agents create a set of forces that unlike the equilibrating neoclassical model is not over-seen by a will or agency that creates a predictable or stable result. Much like the tectonic plates in geology.

 Neoclassical

 “Under perfect competition, exogenous technology and the pre-determined capital stock entirely determine production and the demand for labor. The sale of output poses no constraint at prices set independently of firm behavior. Given technology and the assumption of profit maximization, there is not much else to say about firm behavior.” 106

 Author (ala Crotty)

“Are firms responding to rapid and uncertain developments in detailed markets or are they mechanically setting the real wage equal to the marginal product of labor? My intuition strongly suggests the former alternative, and I believe that vision of the production decisions flows from Crotty’s conception of the firm.” 107

So, the neoclassical model poses a mechanical process of optimization using information about marginal productivity and marginal adjustment costs.

And Crotty argues that uncertainty poses the problem of choosing strategies that might or might not generate profits – it’s trial and erro.

 Ex: 1970’s oil industry acted on belief oil prices would rise forever.

        2007 housing market caused mortgage originators to act as if housing stock would  

         continue to rise in value.


“From time to time events take place that will make it impossible to sustain the convention that the future will look like the present extrapolated.” 107 (Crotty)

 Crotty argues that “the human agency of firm managers” literally create the future when they make investment decisions using external financing – putting the firm’s future at risk under uncertainty. More weight is placed on financial security than growth.

 Ferrazi ends by emphasizing the importance of “behavioral economics” … a new field.

Chapter 8 (A Keynes-Marx Theory of Investment) was not committed to typed notes. Recall the point of the chapter was the construction of an optimization model that incorporates a firm’s consideration of its long-term survival (safety), the growth rate of the firm induced by investment spending (offensive and defensive), its market share and the imperative nature of external financing. The model assumes managers have decision control and are concerned with maintaining autonomy and will risk slower growth if the firm is financially fragile but will risk increased financial fragility if its market share is in jeopardy – in this instance the Marxian competitive dimension becomes paramount and the risk potentially comes from labor unrest (capital deepening investment throws off labor) and shareholders (increased firm indebtedness causes panic). Goldstein believes that the model explains the neoliberal regime’s tendency towards global excess capacity and “low road labor strategies” (i.e. forcing cuts in wages, benefits; increasing hours and creating faster-paced and more pressurized working conditions). The resulting excess capacity and reduced aggregate demand growth (caused by wage stagnation) coupled with potential price wars with developing nations can also cause both finance capitalists and shareholders to “demand increased earnings.” 

Notes
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Chapters 9, 18, 19, 20

 Brief Notes towards an understanding of important topics

Ch. 9 Did financialization increase macroeconomic fragility?

 Orhangazi says yes, financialization has increased the potential for instability in the nonfinancial corporate sector.

HOW

 The financial dealings are inherently non-transparent. NFCs have increased pressure to generate higher earnings while distributing them to the financial markets.

 Once NFCs retained their earnings and invested in long-term projects (machines, tools, factories, office buildings). 

 Now, in the shareholder value movement institutionalized in the 1980s NFCs are charged with funneling a greater share of earnings to shareholders.

 It’s called “coupon pool capitalism”: first send the lion’s share of profits to the financial markets (wealthholders, financial institutions, i.e. vast pools of agglomerated liquidity) then compete to borrow them back. So instead of growing larger (reinvest in expanded production) the trend is to downsize and distribute, i.e. capitalism is cannibalizing itself. 

CONSEQUENCES

 The contradiction between the “grow or die” imperative of capitalism is at odds with the demands for accelerated mobility of finance capital. 

 The planning horizon for investment funding is shortened and the degree of uncertainty is heightened. (129)

 NFCs are more vulnerable to a strike by big financial capital which can disinvest quickly at the first sign of industrial market weakness, i.e. increased instability.

 The high tech boom of the nineties saw financial markets throwing money at IPOs created by 21 year olds even though they had no earnings, only a prospectus. Hot money drove the tech bubble.

 When financial payments/earnings rises dramatically (as it does in a bubble) it increases the precariousness of the “real corporate sector” if a downturn occurs, i.e. if firms had “real assets” they could more easily liquidate them and pay off their debt but when capital flows toward high-risk, non-bricks-and-mortar economic sectors the potential for painful crises is heightened.

 [NFC credit market debt to net worth was about 30% during the Golden Age and exceeded 50% in the 1990s.]

To prevent takeovers, firms purposely loaded on the debt to thwart interest by predatory capital and borrowed even more to buy back their stock to further protect themselves. (nearly half of major corporations received a takeover offer in 1980s).

In conjunction with this firms also began focusing on the value of their stock (increasing dividend payout & stock buybacks caused this) to make it more expensive to take over the firm.

When profits peaked in the 1990s boom managers redoubled this practice of debt-loading (robbing from their balance sheet) to continue the ramping up of stock prices and, in turn, began taking more compensation in stock options to increase their own net worth.

This left the firms vulnerable to interest rate hikes which would make contractual payment obligations more difficult to meet – no wonder Alan Greenspan and Milton Friedman kept calling for lower interest rates! (see figure 9.4 on p. 133)

But the financial payments ratio stayed high nonetheless. (see fig. 9.5)

A high and rising share of NFC earnings comes from financial sources (debt driven). This increases the volatility of the firm’s financial condition. 

A situation arises in which assets are long-term and liabilities are short-term (maturity mismatch which creates roll-over risk).

“…in 2006 Sears earned more than half of its third-quarter net income from investments in financial derivatives.” (136)

Ch. 18 The Case of Capital Controls Revisited

Are Capital Controls Passé (as Marx argued)?

Some Thoughts

Marx argued that capitalism would triumph worldwide (capital would break down all barriers) while Keynes believed they would work and eventually we would enjoy the “Euthanasia of the Rentier” (the capital financier class).

The post-WW II period seemed to support Keynes’ view while the post 1970s period has seen capital strike back with a vengeance. 

Epstein thinks we’re at a pivotal moment when in might be possible “ [for] capital controls … to help shift political and social power away from capital and toward society … lead[ing] to a more egalitarian and sustainable – and, possibly, socialist order.” (239)

Keynes, Epstein argues, believed that nations could not establish stable full-employment economies in an era of “highly mobile capital”. 

Keynes (1941): “I share the view that central control capital movements, both inward and outward, should be a permanent feature of the post-war system” (qtd in Goldstein 240)

Keynes therefore rejected the neoclassical argument that interest rate equilibrium all over the globe was consistent with social and economic well-being of every nation – i.e. laissez-faire approaches to international capital flows were undesirable.

Marx on the other hand argued that as soon as workers attempted to assert their independence and proffer “planned co-operation” …”capital and its sycophant, political economy, cry out at the infringement of the ‘eternal’ and … ‘sacred’ law of supply and demand.” 241.

In other words, Marx argued that you couldn’t work within the system, you had to destroy it. The workers very livelihood depended on the success of national capital as long as capitalism was the extant system of production and distribution. 

Epstein seems to believe that forcing the issue of capital controls implementation will bring capital to the table to “cooperate with attempts at social transformation.” (242)

But this will only happen when there is a “strong presence of progressive political forces.” And he seems to think that would occur in the midst of a serious crisis (right, like the present one? You must be kidding, the right-wing extremists are in ascendance). 

He cites the failed attempts in France and Mexico as “NOT demonstrat[ing] that such controls are impossible…” (247)

Ch. 19 Neo-liberal finance and third world (mal)development

Grabel will argue that the IMF neoliberal policies are inappropriate for third world nations (duh!); but IMF policies are still being pushed (duh!) and that this advocacy has been stepped up as nations seek trade agreement coherence across nations.

Neoliberal policies press for market determined capital flow models over state controlled models.

The risks of adopting neoliberal policies by poor nations are imposed on currency, by capital flight, internal fragility, financial crisis contagion and threats to sovereignty.

First: currencies can come under attack by western central banks. Poor nations’ central banks don’t have the currency reserves to fight off devaluation.

Second: Foreign holders of a country’s liquid assets can quickly whisk them out, causing a collapse of the country’s currency value. Banks can close over-night for lack of capital deposits. 

Third: Fundamentally, this means that a third world country finances its growth through instruments that require foreign currencies to amortize. In a crisis, that debt becomes doubly difficult to service. Both locational and maturity mismatch place these countries in particular peril.

Fourth: The greater the financial integration (Latin American with U.S. capital, for instance), the greater the potential that a crisis elsewhere will strike a third world country’s economy even harder.

Fifth: In the face of a financial crisis, the poor nation gives up its ability to manage its own economy – the IMF and World Bank dictate policy options. E.g. contractionary macroeconomic policy to prop up the value of its currency and reduce social programs and workers’ wages.

SOME FURTHER NOTES

 Speculative bubbles have been promoted by neoliberal policies because they lead to overlending, overborrowing and overinvesting (money for speculative investment opportunities are freely available).

E.G. instead of building energy facilities (bricks and mortar), a company trades in energy futures. 

“neo-liberal financial reform discourages productive activities that are central to employment and long-term income and economic growth in developing countries.” (254)

BUT THERE’S HOPE

 The decade of crisis we’ve experienced has caused “…the center of gravity [to shift]…away from an unequivocal, fundamentalist opposition to any interference with the free flow of capital to a kind of tepid, conditional support for some types of capital controls.” (255)

BUT THEN MAYBE NOT

Recent multi-lateral trade agreements have “instantiate[d] neo-liberal financial reform and an expansive notion of investor rights than has even the IMF in the recent past or at present.” (256)

Even so, these half measures don’t go far enough – it does not give countries sufficient autonomy to establish their own policy ensuring financial stability.

CONCLUSION

“This is an important moment to press the case for financial policies in developing countries that promise genuine development and that ameliorate social ills, rather than that conform to an elegant but now thoroughly discredited economic model.” (259)

Ch. 20 Heterodox macroeconomics and the current global financial crisis

Goldstein argues that the current financial crisis is only the outward appearance of the deeper and more fundamental crises of under-consumption, over-investment and financial crises. (263)

He trots out the usual suspects: deeper unequal distrib of income/wealth and power between workers and capitalists; and financial capitalists have wrested power from industrial capitalists.

New mortgage instruments and sending more earners from each family into the labor force were reactions to the diminished power and economic status of workers. But none of this helped in the long run – more prisoners, less educational quality, broken families, bankrupt homeowners, seething conservative political revival. 

What’s Goldstein’s prognosis: A deep and prolonged economic downturn – oh goody!

“In an economy where two-thirds of demand is consumption based, it becomes very difficult to sustain economic growth when consumption is propped up by inordinate levels of debt, asset bubbles and the extension of debt to marginally solvent households.” (265)

