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Capitalism Hits the Fan (ix-98)

The economic crisis creates an opportune moment for the left 2

  The notion that capitalism could avoid serious economic collapse has ended. Now is the time to question the capitalist system itself. His argument – systemic problems require systemic solutions. Both government and private business cannot manage the system. They have had their opportunity.

 Wolff challenges the free market ideology. Capitalism itself has been called into question by this crisis.

Provoking a Social Debate 7

 The political-economic right lost credibility from the New Deal and the Depression of the 1930s until the 1970s when it was revived. From the beginning of the 40-year era of Keynesian economics the right fought back. Their tactics included:

. Anti-communist hysteria (HUAC – Ronald Reagan testified against labor leaders in the film industry)

. right wing think tanks attacked (heritage foundation, cato institute, American enterprise institute) New Deal populists.

. think tanks promoted militarism, fundamental religion, racism etc (John Birch Society etc).

. Reagan and Bush successfully demonized welfare state and anti-war left as unpatriotic. 9-11 gave Bush opportunity to further dismantle social democracy (cut taxes on wealthy, eliminate labor protection, cut social security, eliminate poverty programs)

 The real divide in American society is that between workers and capitalists, and wages and profits. A class-based politics is needed to bring workers back to fight for their rights – needed to overcome their alienation.

Coalition of the willing 7

  Bush’s coalition consisted of social conservatives (religious fundamentalists), big business conservatives (free market ideologists) and neo-conservatives (extend American global domination). The coalition was fragile – free market advocates didn’t find anti-abortion advocates, creationists and the NRA as comfortable allies. How did it succeed?

Workers lose wages                      tax cuts & crackdowns on welfare

& benefits & labor rights       (    recipients, immigrants & xenophobia

                                                       fuel support for foreign wars and funda-

                                                       mentalist religions.

 The Democratic party is decimated. Workers turned to Republicans.

Possible Left Strategies 11

  . Document anti-new deal business embrace of religious fundamentalism.

  . Document neo-conservative imperialist’s alliance with anti-

    multiculturalism.

  . expose religious fundamentalists alliance with those attacking social security.

  . connect neo-con wars with rising taxes, cuts in social programs and deficits.

Inequality and Politics

  Share of total income going to bottom 60 percent fell from 32 to 27 percent from 1967 to 2001. Share going to top 5 percent rose from 18 to over 22 percent. The middle’s share barely changed.

  Top 5 percent of American owned 57.7 percent of total wealth and bottom 50 percent owned just 2.8 percent in 2001.

  Result: working families send more workers into labor force, take on more debt to maintain standards of living and reject political involvement and buy into the following notions:

 Liberals are anti-religion, elitist, gay-friendly and sexually licentious.

 Some workers abandon Democratic party for the Republicans. Democratic party follows the money and offers similar legislation to seek business funding. 

 All this means is that as Democrats take advantage of disenchantment with Republican policies (by big business which opposes increasing state power under Bush) they will unlikely challenge the social distributive policies favored by business.

Democrats are reformists at best 15

 Reformism (regulation, labor protection, social programs) is the best we can hope for from Democrats. Wolff calls for an end to exploitation by “taking over the distribution of the surpluses that workers produce.” He argues that the compromise with capitalists following the depression-era reforms left the capitalists in charge of profits and that meant they could attack Social democratic reforms --- as they eventually, successfully did.

[witness U.S. Supreme Court repeal of FEC rules that restricted campaign financing by arguing that spending money is a form of “free speech”.] 

Wolff writes, “History is settling accounts in the reformism versus revolution debate.” (16).

Wolff argues that although Democrats owed their political success to the poor and non-white population, increasingly rich Americans are tired of Bush’s jingoistic rhetoric and policies and voted against their own interests (Bush’s tax cuts on the incomes of the wealthiest).

I.e. U.S. unilateralism offended the educated elite. (culturally, politically etc.)

A movement away from Republicans began in 2006. 

What advantages did the rich get? 22

 Examples:

  .The SEC allows corporations to hide executive compensation.

  .Arguments against high wages (will raise prices) never made against billions paid to top executives.

  . The higher executive pay is offset by using temps, contingent labor, non-union labor and foreign workers.

 “Changed tax laws have thus been an immense incentive for executives to grab as much as possible now before mass opposition might once again drive the top tax brackets back up to where they once were.” (23).

  . 1910 – income tax passed only on the richest Americans. Today Lloyd Blankefein received bonus of $53.4 million in 2006. 

Decline of Public Higher Education 25

 Public education is being defunded. Now distance learning and adjunct professors replace tenured faculty. 

 Argues that a rationing of P.E. by cost will generate resentment and anger. From 1978 to 2007, in-state tuition at UMass/Amherst went from $2,300 to $16,584 – 3 x greater than the rise in consumer prices.

 So, to pay for higher education, American families had to send more members into the labor force, work longer hours and increase their debt load ($15,500 to $20,000 in 2007).

 Resentment against teachers’ salaries, turn against higher education (e.g. a luxury) and a “middle class malaise”. 

 Given the higher costs and increased use of adjuncts & distance learning, American college students are paying more for less educational services.

 Result has been a decline in public education (working class) and a rise in private colleges (wealthy elite).

Reversing the American Dream 29

 Public efforts to increase homeownership in Post-war America were considered by some to be a perfect anti-community strategy. If you had a home, you would want to protect its property value and so would not create a politically disruptive position. (Bush’s “ownership society”.) 

 The home was/is the most significant asset Americans own. They assumed prices would consistently rise, giving them higher equity even as they were paying off a steep mortgage. 

 Homeownership has likely peaked (mass homeownership will likely decline) as evidenced by the rise in refinancing and reverse mortages (#of lenders offering reverse mortgages rose from 370 in 2005 to 500 in 2006; Over the same period the percent rise in reverse mortgages rose 71% in New York, 97% in Boston, 157% in Coral Gables and 238% in Coral Gables).

 Refinancing to access the equity in American homes was undertaken to continue to finance the rising standard of living Americans’ expected. When the housing prices collapsed, equity disappeared and Americans were paying off mortgage loans that exceeded the market value of their homes. The equity provided a cushion against housing price deflation. 

Old Distributions, New Economy 32

 Profits are now as large a share of the U.S. economy as they were in 1929. Inequality has returned to the days of the robber barons. 

The U.S. Federal income tax structure is much less progressive than it was before in the 1970s. The income tax rate applied to the top 1 percent of earners fell from a range of 45-70 percent to 30-35 percent currently.

 Instead of collecting taxes from the richest Americans, the government borrows the lost tax revenue from them ( huge government deficits. 

                                              Dilemma

The rich want low taxes             ((      But want more government services 

                                                                 (better sidewalks, roads, tunnels,              
                                                                  Bridges, national defense, airports)

The rest of Americans, facing rising tax burdens, increase debt to finance spending to fuel living standards they have come to expect (subsidies to middle class have disappeared), savings go negative and the emerging economies, wallowing in dollars, lend them back to us by buying the only thing we have to sell --- securities that are backed by the increasingly worthless housing mortgages. 

Why did the foreign countries buy these securities?

· Wall street successfully hid the risks.

· Foreign country consumers wanted nothing we had to sell. 

Wolff believes that the public’s faith in government regulation is misplaced since government policy is what created the distorted distribution in the first place (repeal of Glass-Steagal, tax cuts for wealthiest, dismantling welfare state programs – medicare, Medicaid, social assistance programs etc ---privatizing government services [and therefore, siphoning tax dollars to profit-making private sector], unwillingness to extend the payroll tax to highest income recipients etc]) 

Result: rising anger and “violent attitude realignments”

Today’s Haunting Specter, or What Needs Doing 35

  Wolff argues that, even in Europe, there is no heart in restoring the welfare state. Neo-liberal policies and free market ideology have won the day. In the process, workers, unions and students have abandoned the left coalition – witness Scott Brown’s defeat of Martha Coakley in Massachusetts this month (Ten Kennedy’s seat in the Senate!). 

“privatization and free markets were heavily advertised as the better solutions”

  So, the right pulled the independent center-left voters who turned against the social programs spawned during and the period from 1930 to the early 1970s. 

How?

 The business coalition used its growing profits (from successful opposition in lobbying for the death of social programs, moving off-shore, promoting immigration of low-wage labor & NAFTA etc) to redirect the media which successfully captured the mass imagination ( killing social democratic reform. 

 Wolff blames these developments on the lefts “historic compromise with capitalism” (remember, give us rising wages commensurate with rising productivity and we’ll forgo the use of the strike?). 

 Wolff’s solution ( “A transformation of the structure of production inside each enterprise could change the basic situation in so far as it ended the dichotomy between workers and capitalists.” i.e. worker collectives.

Twenty Years of Widening Inequality 40

 Richest 1 percent received 11.3% of AGI in 1986 and 21.2% of AGI in 2005. Bottom 75% got only 37.5% of AGI. 

 How?

  Downsizing, falling real wages, deregulation, neoliberalism and globalization and big campaign contributions.

 “The two parties competed for contributions from the rich by promising if elected, to secure or expand the laws and government practices that made them rich.” 

  So, the vast majority of Americans took little interest in politics (they became disillusioned about effectives of political activism) while the very rich took increasing interest in politics – it worked for them.

 (note: Right now Chuck Shumer is offering a bill to give companies a 60-day exemption from fica to lure them into hiring new workers. More benefits for business to bribe them into hiring workers). 

 Profits increased especially for those companies selling goods and services to the rich – yachts, beachfront homes, vacations, high-end restaurants etc.

 Global super-rich invested heavily in securities backed by valueless loans made to cash-strapped, wage-starved working class.

Neoliberalism in Globalized Trouble 44

Hunger, joblessness, poverty dramatically grew and businesses produced less because credit dried up.

Rising unemployment ( reduces purchases ( deepens unemployment (and on and on).

Argument over why this happened:

· caused by deregulation of Keynesian/depression era policies.

· Caused by the inadequacy of those policies that always left the capitalists in position of receiving profits. i.e. they could undo the New Deal. 

The second group argues that “treatment for slaves and serfs would never be secure so long as slavery and feudalism continued.”

Solution: “empowering and repositioning workers so that their jobs include receiving and distributing the profits their work yields.”

Evading Taxes Legally 48

  Ordinary families’ most valuable asset is their home. Property taxes apply to this form of wealth but not to “intangible property (stocks, bonds etc)”. Property taxes on real estate are usually about 3 to 5 percent annually in most states that have property taxes (the majority). So, a homeowner with a $100,000 house would pay $3,000 per year in property taxes.

 Wolff proposes taxing intangible property. In 2006, a 75-year-old tax on stocks in Florida was repealed in Jeb Bush’s administration. In its last year it realized $130 million in revenue for the state – the rate applied to stocks was 1.5 cents per $100 of stock value. So, the owner of a stock portfolio worth $100,000 would have paid $15 in tax to the state. Yet, that was a reprehensibly excessive tax from the perspective of Florida’s wealthiest.

Consumerism: Curses and Causes 51

 Why did consumers in the U.S. go on the rampage?

Wolff says it’s not advertising, not personality flaws but it is the old bugaboo of rising productivity and falling real wages.

“The idea settled into US culture that consumption was the proper goal of work and the measure of personal worth” (52). 

 Why has it stopped working? Because American producers no longer need rising American worker wages to support consumption – move production overseas and sell at WalMart and Costco prices. If they fails they will sell to the rest of the world. 

Capitalism is footloose – whoever said U.S. corporations would be loyal to America?

Nominating Palin Makes Sense 54

 Republicans have depended upon convincing American voters that the old days of male-headed, single worker families with the kids around the dinner table and the 30-yr, low-interest loan in the desk drawer and the two-car garage fully occupied can be brought back again. Ozzie and Harriet in Pleasantville.

 Democrats had nothing better to sell because they too needed corporate mega-bucks so they couldn’t call the Republican imagery phony and manipulative.

 Even after Bush pushed the narrative too far, the in-coming Obama regime feels no more eager to challenge the American dream than the Republicans. 

 Palin’s nomination makes sense because it holds the Republican party image for America intact – flying the flag of 1950s hometown values.

Part II Economics of the Crisis

Capitalism’s Three Oscillations and the US Today

 Wolff states that the US has three interconnected oscillations: economic, political and cultural.

Economic

Economic conditions swing between expansionary and contractionary. 

Cultural

Celebration of the free market swings with welfare statism.
Political

 Conservative economics calling for tax cuts for corporations, government budget cuts, deficit reductions and deregulation swing with Keynesian economics calling for government deficit spending, jobs programs, tax cuts for the middle class and government regulation. This swings between the Republican party domination and the Democratic party domination.

 “Capitalism survives because it can resolve the crises of one kind of capitalism by a transition to the other kind rather than a transition out of capitalism.”

 Read Marx Explains not on page 61..

Wolff argues that what both kinds of capitalism (free market versus welfare statism) have in common is that they both leave the “surplus-yielding employer/employee relationship” intact.

 He muses that the current crisis (the various bubbles etc) might change that.

Financial Panics Then and Now 64

 Wolff writes that the financial sector since the early 1970s has been the “most tumultuous in all time.” (from a book by Rbt Aliber)

 “…businesses and consumers face levels of debt repayment, declining home prices, and rising energy costs that combine to make them less willing to borrow and spend as they had for the last quarter century.”

The fallout:

 Bankruptcies, unemployment, delayed or cancelled visits to doctors, reduced enrollments and rising absences in schools, postponed home and auto repairs …will cause incalculable economic and social losses for years into the future” (65).

 Some conventional explanations: workers and businesses who fail are the inefficient or ill-equipped ones who needed to be culled…or… government regulations, taxe, and programs …[preventing private enterprise from doing its thing] are to blame. (65)

 Or terrorists (will get your mama), immigrants, outsourcing, China and so on.

 When the US economy collapsed in the 1970s, the Republicans were rejuvenated and Milton Friedman drove Keynesian economics into a corner.

 The nation’s wealthholders (stocks, bonds) suffered huge losses in the 1970s.

 Now that we have a crisis that can be blamed on laissez faire capitalism we have Paul Krugman waving the flag of Keynesianism again.

Neoliberal Globalization is not the Problem 68

 Marx argued that capitalism’s class structure was the problem and that government was not the solution – it would simply do the business of the bourgeois class. He did prefer a communist alternative but modern Marxism prefers the terms worker, consumer and citizen collectives for communism.

 But Wolff argues that leftists lack courage – just another swing back to welfare statism. But Wolff states that this leaves the “receivers and dispensers of corporate profits in place – spelling the eventual collapse of the welfare state.

Economic Blues 72

 Since the housing crisis and the financial securities crisis, investors are looking to put their money in “safe assets” i.e. assets whose prices are likely to rise (energy, food, minerals etc). But in doing so they contribute to the inflation they wish to avoid.

 The system is the problem – it is slowing production, which drives up unemployment; and its is driving up the prices of the food and fuel they cannot do without. This is what capitalism delivers these days.

Capitalism has pushed us away from collective choices (housing, transport, energy) which raise costs of living and prevents change.

If we’re constantly told that we’re in this individually, not together, then we will never achieve a correct analysis effective change.

 Capitalist Crisis: Marx’s Shadow 75

Wolff argues that we can do better than a capitalist society. He argues for worker cooperatives. He describes the crisis that began in the 1970s (by this time we know this by heart) being addressed by pouring out loans regardless of the recipients ability to repay – it didn’t matter if the r was so high that the principle would be repaid after a few months of payments (i.e. the amount of the monthly premium – balance + interest).

Suppress real wage growth (1970) ( Provide massive consumer credit (late 1980s-1990s)

Where did the banks get the funding? From overseas financial institutions which had massive amounts of dollar cash reserves. 

Why should foreign lenders eagerly buy up U.S. securities backed by shaky loans?

Massive dollar reserves overseas ( U.S. financial derivatives ( listed by Moody’s as almost riskless.

Why should we move toward worker cooperativesf?

The solutions to these crises will always favor the high-rollers at the expense of the average person. Paulson, Geithner, Summers, Bernanke will never challenge the capitalist mode of production but work to preserve it when the crisis stems from “core components” of the system itself. 

Wolff complains that when the government became dominant shareholders in Fannie Mae, Freddie Mac and AIG it never used its authority to direct these firms to act in the public interest.

Wall Street Versus Main Street: Finger Pointing Vs. System Change 79

Wolff states that folks do talk about capitalism but they really mean big business, big banks etc. They don’t talk about workers, households, consumers and how they are all part of a “system.”

“Neither side (conservatives & liberals) treats the capitalist system as the basic problem.” 

Is capitalism inevitable?

Main street also benefited from the rising stock prices and the rising housing prices (i.e., they are all of a piece). 

“Capitalism works to shift the economic costs downward and the economic gains upward.” 80

Buying shares of the banks does not change this system even though this violates everything free-market capitalists hold dear.

Still it doesn’t change the inequalities, the lack of a democratic workplace, i.e. it “does not basically change the system.”

Question: What changes can we expect?

1930s: FDR’s New Deal intervention.

1970s: Ushered in a de-regulatory phase of capitalism (the New Deal undone). 

2010: Will we see a re-regulation of capitalism (not if tea-baggers have anything to say about it)?

Capitalism Crisis through a Marxian Lens 83

 Okay, the argument here is that workers’ are screwed twice. Once, when they are exploited in the workplace by turning over part of the value produced in a workday to the capitalist (surplus labor or surplus value – this rose dramatically from the mid-1970s on) and secondly by the interest payments extracted from them to keep the system going (remember, without consumer spending the system would collapse).

Note: corporate profits taxes were also falling as a share of total taxes, so even the after-tax distribution was becoming more unequal – government was siding with business against workers. 

Note: Increasing flood of immigration caused wages to be driven down or its grown suppressed while executive pay was reaching astronomical levels.

Rising surpluses and corporate pay ( New financial products (heavily leveraged)( stagnant wages ( massive worker borrowing – rising surpluses and corporate pay…

Note: This is unsustainable! 

If Workers owned the businesses 

1. no wage freeze 

2. no huge payouts to mgrs 

3. distr. fairly equal 

4. jobs not moved overseas.

Capitalism’s class structure is the problem.

It’s the System, Stupid 87

 The central problem of capitalism is the conflict between workers and capitalists.

 Workers want better working conditions, higher wages and better benefits. Employers instead seek to outsource jobs or bring turn to part-time or cheaper immigrant labor – so the value of output is not matched by income earned by workers. 

 Solution: workers become their own boards of directors.

This existing class conflict has produced the crises that plague capitalism. Wage stagnation causing surplus bubbles that finally burst.

In every crisis large amounts of business capacity is idled, forgoing the production of billions of dollars of output which could have alleviated poverty, homelessness, no child or elder care, collapsing infrastructure etc. 

Blaming Democrats or Republicans, or greed and irresponsible borrowing or inadequate state regulation are just diversions from the real problem – capitalism itself. 

If capitalists are allowed to appropriate surpluses they will spend it to “evade, weaken or destroy state interventions..”

Even if private boards of directors are replaced by state boards of directors the embedded antagonism between workers and surplus appropriators will not have changed.

GM’s Tragedy: The System Strikes Back 91

 GM was uniquely positioned to benefit from rapidly rising auto sales from l950s on. The boards of directors are responsible for the failure of GM.

 Obama seems content in the face of GM’s bankruptcy to leave the GM board of directors in charge – those individuals who gave us the worst economic crash in 75 years.

  If the closed plants were converted to factories producing mass transit systems run by laid-off workers the antagonism would be overcome. The UAW should fight for legislation to convert shuttered plants to worker-owned factories – see the glass factory in Illinois that did just that, see the film The Take which shows that happening in Argentina.

 General Motors’ Strategy (instead of the above):

1. Use the drive system to force workers to work as hard as possible.

2. Use surplus to block any attempt to revive mass transit in the U.S.

Instead, GM moved much of its production overseas (late 1970s was height of domestic GM auto production)

Crises in vs. of Capitalism 95

 Growth periods produce speculation, over-production and excess debt, spawning another crisis. The ensuing crisis then erases the over-production, debt and speculative activity. Only when lower wages and poorer working conditions revive profits do businesses choose to expand production once again.

 Those on the left who want to save capitalism (Keynesians) undertake policies of deficit spending, automatic stabilizers (bailouts & stimulus plans) etc. to manage the crisis tendency of capitalism.

  But these policies never address the underlying cause of crises nor do they necessarily work (many argue that it wasn’t the New Deal or World War II that got us out of the depression but the desparate state of workers’ wages and the idled factories that drove the cost of buying businesses to extremely low levels – causing a revival of profits and new investments).

 But recurring crises are different than a Crisis of Capitalism which is when capitalism as a system is thought by the majority of people to be at fault – the core cause of crises – and therefore must be replaced.

 The obstacle to this is TINA (there is no alternative) partly because state capitalism has proven to be no better, i.e. transitions to socialism or communism have not been successful – Wolff argues that this is just state intervention that does not replace the surplus appropriator as distinct from the worker. It still leaves exploitation within the factory as the core culprit in the potential for crisis.

 The surplus appropriators have no special interest in improving workers’ lives, wages or working conditions. (i.e. The USSR demonstrated this emphatically). 

Solution: You improve workers’ lives by putting them in charge.

Show the film  -- The Take..
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