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First, | mustthank the organisers of this seminar for inviting to make a presentation. | am honoured to
have been asked to speak alongside suetbketist of other speakers ands | can seen audience

of experienced and clever Marxists. The organisers haveesethumungous task: to explain the

causes of the current capitalist crisis, bringing in the role of huge increase in debt, which has been the
key special feature of this crisis and also to set the situation of the global capitalist economy within
the longe term motions of the capitalist mode of producticend do it in about 45 minutes. So

expect lots of mistakes in this presentation as | am sure you will quickly point out.

| have a@ded tothe suggesteditle of this presentatiothe words: tendenciestriggers and tulips |

want to bring home the idea that capitalist crises have both an underlying or esaestdhe
tendencyand aproximateor immediatecause &trigger), which can be different in each case (from
tulips to collateral debt obligi@ns) - tulips aresomething appropriate to a presentation taking place in
the country of the first well documented financial crisis of capitalism.

Let me start by outliningriefly what bourgeois mainstream economics has made of the causes of the
globalfinancial collapse and the ensuing Great Recession. Their answer can be divided into two

camps. The first is the classical or neoclassical group whose anitbeithattherecan beno

crises, or at leastrises arenot caused by any inherent flawsthe capitalist mode of production but

only by mistake®f governments or central banks. itds exogenous to the syster@r the argument

goes,§ ven ‘ hunpcaanp intaaluirsemm has crises as a matter of
they must wdk themselves out and they will, especially if governments do not interfere.

The second camp is broadly defiras Keynesianin this campcgrises aréndeed the product of
inherentflaws or malfunctionsn the modern economyThesdlaws are to found inhe financial

sector andred byuncertaintieaboutthe future, buthey arenotto be foundn the capitalist mode of
production as such. And something can be done about it: actions by central banks on monetary policy
and governments in fiscal policy caarrect the flaws and blockages in the financial sphere and get

the capitalisteconomy going again.

Causes of the crisis:
AEconomi cnaprcoagprietsasl iist s d doseph Schumpetarns t ur moi | o

The mainstreamneoclassical

AnThe cent r deprespiororbd veem toifon has been solRoled, for a
Lucas, Jr, top US neoclassiemlonomist addressing tlienerican Economic Association in 2003.

Eugene FamaquotB:We don6t know what crmaaucsreose croencoensi ssito nsso. |
feel bad about that! Wedve never known. Debates



Depression. Economics is not very good at expl ai
predicted the crisis, | would havedlon 6t see it . l6d Iove to know mo

The mainstreammonetarist

Federal Reserve chiBen Bernankéas just retired. lhis farewell speech to the Association of

American Economists, Bernanke announcedtti@global finanial collapse and the ensuing Great
Recessiorthat he presided ovevas verymuctiia c | as si ¢ fno moaerandin@léssip ani c 0,
think the recent global crisis is best understood as a classic financial panic transposed into the novel
institutionalcmt ext of the 21st *century financial Ssysten

For Bernanke, the global financial collapse of 20@8can be likened o t he ‘ fi nanci al pa
1907. This was triggered by speculative activitin 1907 byia f ai |l ed ef fort by a ¢
speculatorstoaoner t he stock of ta midiatrdds G dpep RaddBo mmpea
an identifiable triggerin this case, the growing realization by market participants that subprime

mortgages and certain other credits were seriously deficient in their underwriting and

di s c | olabotheases,@ fire sale of bank assets amflapse in the stock market led to a run

on bank deposits and liquidityi | n 1907, in the absence of deposit
much more prone to run, whereas in 2008, most withdrawals were of uninsured wholesale funding, in

the form of comercial paper, repurchase agreements, and securities lending. Interestingly, a steep
decline in interbank | ending, a form &fdinwhol esal
both 1907 and 2008, there was insufficient regulation of financialutistis to ensure that they were

not up to their necks in risky dud assets.

The orthodox Keynesian

Paul Krugman putitthiswayi Keynesi an economics rests fundament
macr oeconomi cs i0tadepressionsnaceressially & tgchnical malfunctioms

t he Great Depression deepened, Keynesdifeatneous |l y d
economydés troubles were |ike those of a car with
and the job of theconomist is to figure out how to repair that technical problem.

Radical KeynesiaMinsky version

Minsky reckoned that Keynes had shown capitalism to be inheremgtable and prone to collapse:

“instability is an i oapirsem’. anThii ¢ eisrcatpatbil lei tfy aiv
financial sectorii The f |l aw exi sts because the financial sy
vigour, which translates entrepreneurial animal spirits into effective demand investment, contains the

potet i al for runaway expansioh, powered by an inve

Steve Keen’capitalism is inherently flawedbeing prone to booms, crises and depressions. This
instability, in my view, is due wharacteristics that the financial system must possess iioitis
consistent with fulblownc a p i t ainskgJournal of Finance, Vol 24 1969

All theseschools are agreaxh one thing thatcapitalist crises anthe Great Recession of 200&re
nothing to do with profitability of capitadr the capitalist modef production, as such

! Eugene Fama interview with John Cassidyémw Yorker21 January 2010

% Ben Bernankehttp://www.federalreserve.gov/newsevents/speech/bernanke20140103a)htm

3 PaulKrugman http://www.nybooks.com/articles/archives/2013/jun/06/hovcaseausterity-hascrumbled/
*K Erturk and G Ozgwhat is Minsky all about anyw&yReaMorld EconomicReview, Sep 09



http://www.federalreserve.gov/newsevents/speech/bernanke20140103a.htm

Forexampledt ' s | ook a |l ittle closer at the Keynesian
that production creates its own demand or that savings always equals in investment is wrong.
Krugman tells us to look at they macro identity of savings = investment. Keynesian models do the

opposite of recent Nobel prize winner in economi
causation from savings to investment and regkonn v e sirt tumedetérminied byanimal spirits)
does in fact det er ButKmugmah $agd alcecvoeuln tofn gs aivdienngtsi.td e s

you so much. Anyone who claims that the identities tell you everything you know, without an actual
model of how things work, is justdoingd economi cs. 0

Yes, bad economicdt is in the causal direction of these accounting identities that Marx parts with

Keynes. Krugman tells us that the direction of the causation is from investment to saBinigthis is

not realistot’ifsthkhabnlgveéeptment is moved by th
spirits’ or ‘confidence’ . Keynesian theory falls
individual consumers or investomas(inthe work of that othejoint Nobel prizewinner, Robert

Shiller).

What is wrong wittbhothKeynesian andieoclassicaé x pl anati ons of c¢crises and
denial of any role for profit in what is after all a profit economy where businesses are-money

making machines-and wheremet i ng some people’s needs for good
necessary, but not sufficient, sidéfect. Nowhere does profit appear in the Keynesian multiplier,

which has only investment and consumption as its drivéfrprofit is not relevant to crisebut only
‘effective demand’ i . e t heatheeryd drisismdéw dependeost me nt &
spending, particularly consumer spending, the largest segment of effective demand.

Unfortunately for this theory of crisig,bears no relation teality. Gnsumption as a share of GDP
had never been higher in 2007 in most major econordied.the subsequent fall in consumption was
much milder and later than the huge collapse in investmsnta lack of consumption could hardly
be the major caesof the crisis.

Look at the story for the US on consumption and wage share.
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But there is another version of crisis theory that has gained credence. In-ttheraeriod, vage
sharefell, but spending was sustained by increased household debpeaspukaty boom. But this

bred excessive debt and inequalities of income that finally could no longer be supported. This is what
caused the financial collapsefter all profit share was rising so that could not be the ca8sethe

crisis is the prodet of inequality, squeezed wages and excessive debt, not anything to do with
profitability of capital.


http://thenextrecession.files.wordpress.com/2013/04/us-labour-share-and-consumption.jpg

But the empirical evidence f or t hHissorical svideneea k . A's
from several major credit booms finds scant suppontf t he i nequality/crisis h
inequality drove the credit boom that preceded the subprime crisis in the US, the event was an outlier

by historical standards. Comparative evidence from the last century shows little relationship between
rising inequality and credit boomso

Dumenil and LeV§; alsoattacked the inequality argument as the cause of crises. They pdint oata t

the concentration of income distribution in neoliberalism to the benefit of high income did not cause

sagging demangatterns. To the contrary, the period withessed a spending spree. Lower income
strata certainly suf fdenotéhatthéyweremotfspendohgthes incorselbumipt i o r
that their consumption did not measure up to decent standldmatsthere was nmacroeconomic

lack of demand due to their low demand. This trend was much more than compensated by the
spending of upper income fractiles. é. spending
1980 and 2006. The current crisis was ratheraciisis fiover consumptionodo, give
demand imported from foreign countrie$

And let us consider the evidence of French economist, Thomas Rikgtoyhas just published a
magisterial bookcalledCapital in the 21st centurgn inequalities of inome and wealth in the major
capitalist economiesHere we can see the huge rise in inequality of income in the major economies
since 1980.
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But whatis the reasoffior the rise in inequality? Piketty reveals thatds beter skills or scarce

labourdelivering better wages for those with skills etc, but a rise in capital incomes from the

ownership of the means pfoduction @ividends, interest and rentdnequality is a result of an

increased rate of surplus value and not the calinsieis book,Piketty compared his explanation of
growing inequality with Marx’s model of recurren
the first to be calle€apital.

Pikettysaysh capi t al i st s ar e eachiyearemon eagitalibp wiawerandmu | at e
perpetuation, or just because their |life is alre
must necessarily be reduced more and more and become infinitely close to zero, otherwise the share

of i ncome going taol Icyapdevadurwotuh ed ailel$ctnteigahe nat i

. 2NR23 ab5 | y RDoésdnecqdity BeddfdaNrhandial Crisi#durnal of InternationaMoney

and Financeg2013 and Coibion, Olivier, Yuriy Gorodnichenko, Marianna Kudlyak, and John Mondragon (2014),
6452534 DNBIGSNI LYySljdzrfAaGe [SIFIR (2 a2NB | 2dzaSK2f R . 2 NNE
Working Paper 19850.

® Dumenil and Levyhe Crisis of the Early 21st Century:A Critical Review of Alternative

Interpretations

! Piketty, http://www.voxeu.org/article/capitatback



http://ideas.repec.org/p/nbr/nberwo/17896.html

Afdynamic contr adi ctQGagtalistgomust accumwatetmore to lyooshpmoductivity

fiin a desperate attempt to fight aSgpasingmst the dov
inequality of wealth came about because the share of capital in national income has risen, but it

cannot be sustained, not because wage earessjueezed and take on too much drlttbecause

the retrn of capital is progressively squeezed.

Marx’s law of profitability (the tendency)

| f none of t hese theories of crisis are satisfac
profit?

In his farewell speech to the Association of American Economists, Bernanke condlbdddsk is

complicated byhe reality that every financial panic has its own unique features that depend on a
particular historical cont ext Whatdenedde daietd ai | s of
Aistrip away the idiosyncratito aeweat stdfe icmaimvoind
of t hes erhenwescari icsdénti fy and isolate the common f a
us to prevent crises when pos%ible and to respor

So let us do just thatstrip away the aspects iofdividual crises and isolate the common factaks.

this point | want to raise an argument of method. Scientific method is aimed at finding the truth

about phenomena and above all trying to develop laws that can explain cause and effect. If we leave
analysis to just description: namely that this happened andHiseémappened etc, we explain nothing.

Mar x’' s dialectical met hod was fdrlldewtoth® st art wi't
underlying abstraction or essence of the process, namely the underlying laws of motion of capitalism.

Then once that hdoeen defined, namely the nature of the commodity and the law of value, the

scientist can work back to the level of appearance and thus dialectically reveal the causes of everyday
events. That is the method of Capital.

And what was, imostiMgortaxtlag of pdlitieavecondrlyTae tendeng of the
rate of profit to fall So surely, we should consider in detail whetlex r x * s | aw might pr of i t
provide the most compelling explanation of capitalist crises.

L e tfirst$ook at theempirical evidence on tHdS rate of profit sice 1946 and see if we can relate
Ma r ¥aw t® crises.Here is a graph of my very latest calculations for the rate of profit in the US.
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What can we learn from these dat@&iPst, in the whole period from 1946 to 2012, the US ROP fell
20% in current cost term{€C) and 29% in historic cost ternillC).® Sothere has been a secular

® Bernanke op cit

%1 shall not discuss the relative merits of using historic cost or replacement cost for medseihgssets in

the denominator of the rate of profit in this presentatigqrunless asked! See my paper Measuring the rate of
profit, http://thenextrecession.files.wordpress.com/2011/11/thgrofit-cycleand-economicrecession.pdf



decline in the US ROP from 1946 to 2012 or from 1965 to 2012; with the main decline between the
peak 0f1965 and the trough of 1982 (however you measurelitfe ROP measured in current costs
has risen since reaching a trough in the early 1980s, while the ROP measured in historic costs has
been more or less flat (looking at the moving average in the giaple).

Secondthere was a rise in the ROP between 198235% under the CC measure and 12% under the
HC measureThird, from 1997, the ROP has fallen in CC terms and been basically flat in HC

terms. Fourth, the ROP at its trough during the mild redesof 2001 was still higher than at the

ROP trough during the deep recession of 188R4% higher under the CC or 2% under the HC
measure).However, the ROP in the trough of the 2008 Great Recession was 11% (CC) and 6% (HC)
belowthe 2001 trough, althg it was still 10% higher on the CC measure than in 1982 (5% lower

on the HC measure).

Change in the US rate of profit (base for each period =1.0)

196582 198297 199712 194612 196512 198201 200108

cC 0.64 1.35 0.99 0.80 0.86 1.24 0.89

HC 0.86 1.12 1.00 0.71 0.96 1.02 0.94

What these points show is that Marx’'s |l aw of pro
The ‘1l aw as s uch?’ Thersis atendeacwforahe rate of prefintalfall macgong

period oftime and this tendency will overcoraaycounteracting factors eventuallidut it also

shows that, for a period, and especially after a major slump that devalues existing capital,
counteracting factors can rulemamely a rising rate of surplus value, g profits from overseas and
the cheapening of constant capital through new technology, among cfthaisvas the experience of
the soecalled nediberal period from 1982 to the end dit@ century.

Buteventhisneb i ber al recovery'’ period, with t-he dot .
fuelled property boom after 2002, was not able to restore overall profitability back to the high levels

of the mid1960s. The ROP peaked in 1997 and tieeovery in US profitability during the 2000s and

since the Great Recession masgot the ROP back to that 1997 peak.

Another Marxist economist has also done a recent andly3isemis Kalogerakofnds that the US

rate of profit, however it is measureappears to have two main periods: one where a high rate falls
from the 1960s to the 1980s; and one where it recovers from the 1980sng new thereBut TK

also identifies within those two periods, two sub peridtse first is the high and sligitkising rate

of profit from 1946 to 1965, then the decline from 1965 to the early 1980s, then the rebound up to
1997 and then, finally, a period of decline from 19%his matches exactly my own interpretation of
the datafirst analysedn 2006 .

1 Themis Kalogerakos

http://thenextrecession.files.wordpress.com/2013/12/ekhr61 themistoklis kalogerakos.pdf

and also see
http://thenextrecession.files.wordpress.com/2012/06égpankar_basu_ramaa_vasudevan_technology distrib
ution_and_the_rate_of profit_in_the_us_countdown.pdf

1M Roberts The Great Recession (2009)



http://thenextrecession.files.wordpress.com/2013/12/ekhr61_themistoklis_kalogerakos.pdf

Whati s h el pf udnalysisisdhatthe shads tkat, however you measure the rate of profit,
whether by the broadest or the narrowest measure or in bétwieerlUS rate of profit exhibits the

four phases described above. The average rate of profit for the whole perie20194@ K has not

updated for 2012) was 17.99% for the broadest measure and 6.03% for the narrowest. Between 1946
65, the rate of profit s 11% above this average of the broadest measure and 15% above for the
narrowest. In the neoliberal period from 1982 to 1997, the rate was still 9% below the average
(broadest) or 18% below (narrowesAnd the average for 1997 to 2011 was still belogvdkerall

average by 5% (broadest}.was 5% higher than the average for narrowest measure from 1997

2011. But in this latest period, the rate in both cases was still below the@Bg6lden age period by

10% and 15% respectivelyrhese measures wdsased on current cost fixed assdfdistoric costs

are used, then TK ' OGnrtebal bsoadesthnomeaddree enthe ¢
average rate of profit from 1997 to 2011 was 23% lower, while on the narrowest measure it was 16%
lower. So my conclusion that there has been a secular decline in the US rate of profit is clearly
confirmed by TK’'s calcul ati ons.

TK lookednot just at théevel of profitability, but also at thannual change in the US profit rate

Across the whole perioddm 1946, whatever the measure of the rate of profit and whether measured

from trough to trough in the cycle or from peak to peak, the US rate of profit has fallen, by about

0.6% a year.And even more useful for deciding whether profitability can be sed¢meaunderlying

driving cause of the Great Recession, in the period of 1997 to 2011, the rate profit fell annually by

0.6% (broadest) and 0.3% (narrowesthis confirmstat Mar x’' s | aw “handwabeen op
operating just before the Great Redess*

But what about the rest of the major capitalist economies? What has been happening there? Well, |
found inmy paper A world rate of profit’, thatprofitability in the main capitalist economibas

acted in a similar manner to the US economy, omtin@e. On my measure of a world rate of profit,
there was #all from the mid1960s, a recovery to the late 1990s and then a decline again.

A world rate of profit (index 100=1963)
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'2Broad measure profits before tax and interesfarrow =after tax,or retained funds etcfor the whole

corporae sector or just the non financial sector, historic or current cost

3G Carchedi andréach the same resulis our recent paperThe Long Roots of the Present Crisis:
YSeySaAlyays | dza (i SNeHdRgew of Pdlitica EcdlBty ASpring 24913

l4AsyoungTKputslﬁﬁi n the | ast period, that includes the Great Recession
growth rates) of all profit measures are negative in both sectors. The average profit rates are slightly highetitbgreceding period,

but still lower than in any other phase of the long wave and lower than the average rates for the whole period undegjescepirfpr the

after-tax profit rate for the whole corporate sector). In addition to that, the trénldeoTSVR (total surplus value rate) in both sectors is

slightly descending and that of the other measures is leveling off. What is more, it is obvious fromth@@aalknd trougio-trough

CAGRs, that the lonterm profitability in the corporate andon-financial corporate sectors, aside from the partial revival of profit rates

during the 198a1997 period, is one of declining or at best stagnating nature. This denotes that prior to the crisis, the accumulat®n proces
in the US economy was certaipyr o bl emati c, and profit rates in the fireal 0 economy

Bm Robertsa world rate of profit 2011



http://thenextrecession.files.wordpress.com/2012/09/a-world-rate-of-profit.pdf
http://thenextrecession.files.wordpress.com/2012/09/world-rate-of-profit.png

Such is the prima facia case for arguing that Ma
crises Profitability has fallen secularly andespite the neoliberal period, it has not recovered to

previous levels in the Golden Age. Capitalism is unikdeimcreased pressure of low profitabilaynd

erupts into recurrent crises.

Each crisis has a different cause (triggers)

fiFor historians each event is unique. Economics, however, maintains thatifosoesety and
nature behave in repetitive ways. History is particular; econoisigeneralo Charles
Kindleberget®,

fiThe trigger for crisis can be amumber of historical accidents such as the subprime mortgage
swindle. It is necessary to deal with different levels of causation. The main point here is that capital is
drawn into speculative activity when the rate of profit is low, so accident is théestation of

necessityy Mick Brooks'’

Nobody(at least no Marxist economigtisagrees that the crisis of the 1970s was a profitability crisis.
But how can the Great Recession be also due to the law of profitability when profit rates recovered
right thraugh from the 1980sBurely, b argue thus is to adopt sogegmaticAnglo-Saxon
‘monocausalexplanatior’.

Some Marxists prefer a more electic approd2tminel and Levy’ argue that apitalism*underwent

four |l arge crises, wtiicbesve: deheteriasi sisofucher?
Depression, the crisis of the 1970s, and the current crisis. The first and third ones were profitability

crises. The second and fourth crises fotal phases of financial hegemdduring financial

hegemonies, gitalist classes attempt to remove all barrigwgheir power and quest for income.

Thus, in the determination of the natureaddtructural crisis, not only the trends of the profit rate are

involved, also the mechanisms of the crises themselvefriigof the crisis are quite distinct. In a
profitability crisis, capitalism Asinkso; in a c
two crises of profitability manifested themselves, respectively, in a crisis of competition (in the 1890s)

anda cumulative wave of inflation (in the 1970s), both sigmglthe pressure on profitability levels.

Nothing similar happened before the Great Depression and the current crisis; instead a sequence of
phases of explosion of financial mechan&metably the dramatic rise of stoekarket indices,

unsustainable levels of indebtedness, and the involvement in speculative financial indestmient

financial crashes was observed

'8 C KindlebergeManias, Panics, and Crash&878

"M Brooks Capitalist crisig theory and practicé LJdzo f A A KSR o6& O9ELISRALF FYyR | @At
http://capitalistcrisis.org).

¥ Lapavitsasa G KS G Sy R&e/obpiofit20Tall i§ thieScausd of capitalist crises is really a fairly new idea,

one that has arisen only pestar and mainly comes from Angfol E2y &2 dzNOS&X { dzZNBX Al YA:
facts in the 1970s, but not aftecClassical Continental Euegm Marxists of the prewar era never proposed

profitability as the cause of crisidn response to thisa. Carchedi commentsif crises are recurrent and if

they have all different causes, these different causes can explain the different crises, but not their recurrence. If

they are recurrent, they must have a common cause that manifests itself recurrently as different causes of

different crises. There isnoway around ¢h& 2 y 2 Ol dza | f ASée@ ¢ 2 F ONR aSaoé
http://www.isj.org.uk/index.php4?id=614&issue=125

¥ The Crisis of the Early 21st CentuiMarxian perspectives Gérard Duménil and Dominique Lévy



http://capitalistcrisis.org/

A similar approach is adopted Bya n i t ¢ h  aintHeir Geiv prizévinningbook®. For them,

each crisis is unique depending upon the particular relationships and alliances forged between
workers, business, finance, and the state. There have been four major historical global crises, the Long
Depression in the 1870s onwards, the Gegiression of the 1930s, the Great Recession of 1970s,

and what they call the Great Financial Crisis of 2007 For them, each has a different cause.

As for theGreat Recession in particulért,Goi ng back to the theories of
that overaccumulation is the source of all capitalist crises, the crisis that erupted in 2007 was not
caused by a profit squeeze or collapse in investment due to overaccumdlation.USin

particular, profits and investment has recovered sincethe¢ y 1980sé I ndeed inves
growing significantly in the two years before the onset of the crisis, profits were at a peak and
capacity wutilisation in industry had just moved

financial meltdown in 2008 thatprof t s and i nv e kdteatk thetautlibes préfertoe d . 0
explain the Great Recession as a result of stagnating wages, rising mortgage debt and then collapsing
housing prices, causifga dr amat i ¢ f al | Aswe ltacerseen theddea tisapteen d i n g o
Great Recession was product of a collapse in consumption as a result of falling wages has been

dismissed by EL themselves, as we have seen.

D-L concludefrom their analysis of the data that the Great Depresditre 180sand the Great
Recessiomf 2008 onwards annot have been causedWhyyWdllimr x* s | a\
the case of the Great Depression of the 193assay thatherewas no rising organic composition of

capital before 1929.

Wel | | damtheir data (@de graph beloa)d it seems to me that the productivity of capital
starts falling (i.e. a rising organic composition) from 1924 onwards and this also coincides with a
peaking in the rate of profitSo for five years before the startthé Great Depressiothe US rate of
profit was falling.

US rate of profit and productivity of capital 1914-31
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As for the current crisisfweuseDL ' s dat a, we can discern, as | h a

my own data, two periods: first the nkloeral period of 19887 when the rate of profit rosad the

“The making of global capitalisrthe political economy of the American EmiyeLeo Panitch and Sam
Gindin,http://www.versobooks.com/books/152the-makingof-globalcapitalism


http://thenextrecession.files.wordpress.com/2012/06/image0041.png

organic composition of capital fell, although interestingly, the share of profit did not change

much. Then the period after 1997 when the rate of profit started falling (although not by much) while
the organic composition of capital rose, exaatlg c or di ng t o Marhexdtesof profit w
did not fall much up to the point of the Great Recession because the share of profit rose to a record

high. Sothehuge exploitation of the workforce compensated somewhat for the rising organic
conf i r mAng yealzLt layr gnuye otvhna td aMaar.»
of profitability is not relevant to the current crisis.
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Profitability and the downward cycle leads to crisis

Looking for a cause is scientific. Bdialectically there can be causes at different levels, the ultimate
(essence) and the proximate (appearance). The ultimate is found from the real events and then
provides an explanation for the proximate. The crisis of ZDII& other crises has an wertying

cause based on the contradictions between accumulation of capital and the tendency of the rate of
profit to fall under capitalism. That contradiction arises because the capitalist mode of production is

production for value not for use. Profittiee aim not production or consumption. Value is created

only by the exertion of labour (by brain and brawn). Profit comes from the unpaid value created by
labour and appropriated by private owners of the means of production. The underlying coniradictio

between the accumulation of capital and falling rate of profit (and then a falling mass of profit) is
resolved by crisis, which takes the form of collapse in value, both real value and fictitious. Indeed,
wherever the fictitious expansion of capital daseloped most is where the crisis begins e.g. tulips,
stock markets, housing debt, corporate debt, banking debt, public debt etc. The financial sector is
oftenwhere the crisis startbut a problem ithe production sector the cause.

| have argueditat Mar X

of profitability.

S

l aw of the tendency of the
cause of capitalist crises (the tendency). But let us now considenottimate or immediate causes
(thetriggerg of crises It hi
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The profit cycle tendencies triggers and tulips

Rate of profit risesis capital, bothh
tangible and fictitious, is written
off and companies and financial

institutions are liquidated

ﬁ Collapse in investmenthen
employment, and consumption
realisation crisis or "lack of
effective demand"

™ N

In recent paper, G Carcheahd | found that there is a lagged correlation between a fall in the overall
rate of profit and capitalist slumfds If we look at the UK economy, since 1963 there Hzaen four

major economic recessions or slumps: £9749802, 199062 and 2009. In each recession, the rate

of profit peaked and started to decline at least one year before the slump began. And each recession
was accompanied (coincided) by a fall in thass of profit for successive years.

Rate ofprofit fallseventually
leading tofall in mass of profit
and new value production crisis

Massof profit risesas labour
costs reduced and investment
stopped

Similarly, if we look at the US economy, there were five recessions or slumps after 1963, 1974
19802, 199062, 2001 and 20G8.8 In each case, the rate of profit peaked at least one year before, but
on most occasianup to three years before. And on each occasion (with the exception of the very
mild 2001 recession), a fall in the mass of profit Erdcoincided witha slump.

Contrary toPanitch and Ginidh ' ascount of the years before the credit crunch of 20@irthe Great
Recession of 2008 above US corporate profits were falling some two years before the recession

began and investment dropped as a result before GDP contrActedh the recovery, again it was
profits that led investment and GDP up.
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2 Long Roots op cit


http://thenextrecession.files.wordpress.com/2013/11/us-profits-and-investment.png

These conclusions are confirmed by other authBrs.example, Tapia Granadds ound t hat “ da:
from 251 quarters of the US economy show that recessions are preceded by declines in profits. Profits
stopgrowing and start falling four or five quarters befareecession. They strongly recover

immediatelyafter the recession. Since investment is to a large extent determined by profitability and
investment is anajor component of demand, the fall in profits leading to a fall in investment, in turn

leadingtodalli n demand, seems to be a basic mechanism
Camara Izquerddalsof i nds t hat “a significant cyclical dec
preceded the lasttwoe c essi ons ... t he c vy @rofit muatlbe seen asrapimpomantt he r

precipitating factorin he deepest economic downturn since the

Yes, there was rise in the rate of profit and the mass of profits from 2002 to 200@&.of8ability
wasstill in a downward cycle from 198@rdthe rate andhe mass of profits did start to fdlom 2006
onwards

And much of these profits wefietitious in nature. In a recent papPeter Joné$adjustedhe

official figures for profit for fictitious profits, namely those made by banks from lending to

government (bond purchases) and from utilising the savings of workers (mortgagéso@einment
spending that is financed by borrowing is recorded gaubin NIPA. But it is really fictitious

income. Jones goes through the NIPA accounts to deduct what he reckons are the components of this
fictitious profit to come up with a measure of profit that best represents surplus value created in
production andealisedby the corporate sector.

When he puts this against net fixed assets, the result looks like this.
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The credit and property boom from 2002 generated profits that could not eventually be realised,
creating the conditions for a huge collapse iugal The trigger for the collapse was a fall in the
mass of profits and the fictitious nature of those profits.

Each crisis can have its own trigger: t®745 slumpwastriggered by high oil pricegshe 198062
slumptriggered again by high energy ges the 1991 bya property slumpthe2001 by stock market
hi-tech crashand20089 was preceded kycredit-fuelled bonanza in property, diversified through
financial instruments of mass destruct{opllateral debt obligations)

2 Jose A Tapia Granad@nes investment call the tune? and Empirical evidence and endogi¢heories of

the business cycl®esearch in Political Economy, May 2012,
http://sitemaker.umich.edu/tapia_granados/files/doemvestment call_the tune may 2012 forthcoming_r
pe_.pdj.

= Sergio Camardnttp://thenextrecession.files.wordpress.com/2012/11/izquierdaate-of-profit. pdf

* peter Jone$2013),The Falling Rate of Profixplains Falling US Growth
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Debt matters: it’s pro-cyclical!” (tulips)

AHIi story is rife with examples of bubbles and
that started in the summer of 2007; however, we have limited knowledge of how bubbles arise and
how they can be preventedDallasFederal Reserve paper, repGtobalization and Monetary Policy
Institute Working Paper No. 16&éntitled The Boy Who Cried BubBlby authors Yasushi gako

and Kozo Ued.

A fall in the rate of profit promotes speculation. If the capitalists cannot make enough profit

producing commaodities they will try making money betting on the stock exchange or buying various
other financial instruments. The capitdistl experience the falling rate of profit almost

simultaneously so they all start to buy these stocks and assets at the same time driving prices up. But
when stocks and assets prices are rising everybody wants to buy thisris the beginning of

bubbke on exactly the lines which we have seen them again and again since the Tulip Crisis’df 1637.

Tulipmaniawas a futures manipulation and options scheme (credit with leverage) accompanied by
futures rules changes enacted by the Dutch Legislature in IB@6classic description of

Tulipmania appeared in Clarence Mackay's 1841 classinoirs of Extraordinary Popular

Delusions and the Madness of Crowtis 1634, the rage among the Dutch to possess them was so
great that the ordinary industry of the country was neglected, tengdpulation, even to its lowest
dregs, embarked in the tulip tradeThe normally sane Dutch bourgeoisie got carried away and bid

up prices of tulip bulbs spectacularly in winter 1637, only to see them crash in spring. One bulb was
reportedlysold in February 1637 for 6,700 guilders, "as much as a house on Amsterdam's smartest
canal, including coach and garden," and many times thgudififer average income. Asarl A.
Thompson, an economist at the University of California at Los Angeles, and Jonathan Treussard, a
graduate student at Boston University, note woeking paper"the cantract price of tulips in early
February 1637 reached a level that was about 20 times higher than in both early November 1636 and
early May 1637."So it was with the banks and property investors in the 2000s. Before the crash,
there had been aassive bild-up of private sector credit in the US.

M Roberts Debt matterhttp://thenextrecession.files.wordpress.com/2012/11/delmatters.pdf
M Roberts The causes of the Great Recession (2010).
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http://www.slate.com/articles/business/moneybox/2004/07/bulb_bubble_trouble.html
http://www.econlib.org/library/Mackay/macExContents.html
http://www.econlib.org/library/Mackay/macExContents.html
http://www.few.eur.nl/few/people/smant/m-economics/tulipmania.htm
http://www.dklevine.com/archive/thompson-tulips.pdf
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And in all the major economies
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Figure 4 Private Domestic Credit as a Percentage of GDP, 19502011
(22 Advanced and 28 E merging Market Economies)
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Sources: IMF  International Financial Statistics, and World Econamic Outlook , vanows issues
Ranhart. Reinhart, and Rogoff. 2012, and sources cited therein

IV. HOw WiLL THE DEBT BE REDUCED?

Lesson 3: Cnisis resolution. How different are advanced econonwes and emerging markets? Not as
different as is widely believed.

There are essentially five ways to reduce large debt-to-GDP ratios (Box1). Most
historical episodes have involved some combination of these

Box 1. The Elements of Debt Reduction

Economic growth

Fiscal adjustment-austerity

Explicit (de jure) default or restructuring

Inflation surprise

A steady dose of financial repression accompanied by a steady dose of inflation

MeWN -

The residential property boom in the US reached mega proportiof@: example, the speculation

takes place in housing this creates an option for workers to loan andspenthan they earn (more

than the capitalists have lain out as variable capital) and in this way the realization problem is solved.
But sooner or later bubbles burst when investors realize that the assets are not worth what they are
paying for them. Theealization problem reoccurs in an expanded form compared with before the
bubble: now the workers have to pay back their loans and this with interest, they have to spend less



than they earn. The result is even greater overproduction than was avoidedtiyripdhe first

place. While consumer credit only increases demand, producer credit also increases supply. The basic
problem is still the fallen rate of profit which depresses investment demand. If the underlying

economy were healthy an imploding bubbéeds not cause a crisis, or at least only a short one.

When workers and capitalists pay interests on their loans, this money does not just disappear, some
finance capitalists collect them. If the total economy is healthy and the rate of profit isdrigheh

revenue generated from interest payments will in one way or another be reinvested in production.

Comparative Growth of the LPS Home Price Index
and the CPl Owner’'s Equivalent Rent (OER] Index

[ —— Auggregated A % Changs T

10 N
L ot

— U OGRS Change

(==

T
Bl

T

Sepurcanic Lemikes Procesting Senmvdoes
el Theis Barecan oF Labsor SLammtic

L B T~ S T~ - 1 BT DRIl 2O0E OO0 004 o 2O0E 30

ol T - Aadbw i P s Live

Actually, throughout the neoliberal periogttd rose and not just mortgage ddiott also corporate
debt.

Corporate debt relative to net worth
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This increase in debt sustained growthlémger that the profitability in productive sectors justified.
But once it ould no longer be expanded, then it makes the period of recovery weaker and longer as
develeraging must take place.
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So this current recovery is more likéoag depressiosimilar to the 18737 or 192942. By a Long
Depression, | mean economies growing consistently at well below their previous trend rates, with
unemployment stuck at well above previous levels bef@d&reat Recession, and disinflation
(slowing inflation) turning into deflation (falling prices). Above all, it is an economic environment
where investment in productive capital is way below previous average levels, with little sign-of pick

up™).

Indeed this depression is now reaching thecadied emerging economies, where, even with their
large supplies of cheap labour and imported new technology, real GDP growth is also slowing.

27 (http://thenextrecession.wordpress.com/2011/11/25Asstmenistrike/



http://thenextrecession.wordpress.com/2011/11/25/us-investment-strike/

Figure 1: Global GDP growth versus trend
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And t’ s not | us datedictitieus tapital outrgfitalility & the pgraaluctive is also

still too low. Take the recent IMF study. The analysis finds that corporate profitability in those five

countries remains well below the peak levels of 2007, with the exception of erma

companiesFr ench corporate profitability was 18% bel c
below and Italy and Portugal was 22% belo®iven that 2012 was year of recession or even

depression for most Eurozone economies, profitability is unlikehave recovered last year or even

this year. Only German companies have done better since the trough of the Great Recession in 2009,

but even so profitability there is still 8% below the 2007 peak.

8 |MF report on Global Financial Stability (GFSR,

http://www.imf.org/External/Pubs/FT/GFSR/201 3 (pdf/text.pdf),

The IMF aggregated corporate earnings before tax and interest payments against assets basedewelfirm
FyydzZtt REFEGF FNRY GKS . dzNBlFdz @ly 5A21Qa ! YI RSdza RI Gt
financial firms, both publiclyaded and private, from France, Germany, Italy, Portugal and Spain.

o
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The UK is similar. Theverall net return on capital for UK ndimancial companies is still below
that of 2011 and some 20% below its peak at the end of 1997.
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In my view, this Long Depression is thus caused by excessive debt that must be deleveraged and
insufficient profitability in value creating sectors that must be raised before global capitalism can set

off on a new cycle of prosperity (see the profitcygle a p h ) . This is the
stagnhation’ that some Keynesian economi st
Profit cycles and long waves

Roberts2008: fiThere has not been such a coinci

r eal
s have

dence

1991), it vill be accompanied by the downwave in profitability within the downwave in Kondratiev
prices cycle. It is all at the bottom of the hill in 262@10! That suggests we can expect a very severe
economic slump of a degree not seen since-29800 r  (mrittenend2005).

| want to finish by drawing my analysis of the causes of the Great Recession and the subsequent weak
recovery, or Long Depression into a bigger picturemy view, we should see tlarrent period as a

downward depressionary wavethre cyclical motion of capitalist productionit is a conjunction of
various economic cycles in capitalism, with the profit cycle at his heart.

Any support for cycles in capitalism usually gets dismissed for two main reaboedirst is that
statistcs or data showing cycles are spurious and really just an expression of random shocks; or by
extension, there are so few turning points in the longer cycles that no statistical significance can be
applied. The second is that there is no theoretical mtdlcan explain apparent economic cycles
and, without that, the search for cycles is pointlégkink we can go some way to overcome these
criticisms.

Marx thought there were cycles:

“All of you know that, from reasons | have not now to explaintalegtic production moves through
t ai n per Kal Manct@aHAriedricly Enfets,s185And Marx tried to estimate how
l ong t hat cycl e Theffigue ofddiyearsl carrespands clesalysenoudgh to the

cer

*The Great Recession op cit.
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theory, since it establishesuait for one epoch of industrial reproduction which plus ou moins
coincides with the period in which major crises recur; needless to say their course is also determined
by factors of a quite different kind, depending on their period of reproduction. &thaerimportant

thing is to discover, in the immediate material postulates of big industry, one factor that determines

c y c (08.6368, CWA40, 282).

The key poi nt thecycle dfleelated tuwavsrs, exterading dver a number of years,

within which the capital is confined by its fixed component, is one of the material foundations for the
periodic cycle [crisis] €& But a crisis is always
Itis also, therefore, if we consider the society aghale, more or less a new material basis for the

next tur fGIv2e4). cycl ebd

And Marx connected his theory of crisis to cycles of turnover of captah we estimate how long

the cycle of accumulation would be now®ell, the US Bureau dEconomic Analysis provides data

on the age structure of replacement for privatemesidential fixed assetdAnd it shows that if the
replacement of fixed assets is the model for explaining any cycles in capitalist accumulation, then the
US cycle can bexpected to be around-15 years.

And the idea of profit cycles is supported by clear evidence of a stock market cycle in all the leading
financial centresThe US stock market cycle appears pretty much the same as the US profit cycle.
Indeed, the stocknarket seems to peak in value a couple of years after the rate of profiflthiess

really what we would expect, because the stock market is closely connected to the profitability of
companies, much more than bank loans or bonds. When the rate pépters its downwave, the

stock market soon follows, if with a short lag.

And now, rew research has started to idenéfgredit cycleat least in the major capitalist economies
with a duration of 188 years.C| audi o Bori o f i ndisalwhayc lhe’' cwmdilmrg a
composite of property prices (house prices to income) and changes in credit (credit 1o GBR)

is struck by the fact that t h disfihanciaddydleonatchess | on g e
the length of the profit cyel It appears to run inversely with the profit cycle at least in the-US

namely that when profitability is its downward phase, the financial cycle is its upward phase. This

suggests that capitalists look for unproductive investments like property aoeepvestment in

production when profitability in productive assets fall$is is very relevant to understanding the

relation between the productive and financial sectors of capitalism culminating in the Great Recession

of 20089.

Can we talk about evdanger cycles in capitalist productiorJiist as the capitalist profit cydiia the
US and possibly the major economiappears to be spread over approximateh3@3ears from
trough to trough and so does the stock market cycle, there also appeaesdycke in prices that is
about double that size, or around B2 years.This is the famous Kondratiev cyclé.is usually
recorded with a length of about-58 years but | reckon that it has lengthenedrious reasons have
been proposed for the Igihening of the cycle including demographics and government debt
financing. The argument of my paper is that theeycle now follows much more closely the cycle in
profitability as the capitalist mode of production has become doniaioelly.

Interestrates are a very good proxy for the Kondratiev prices cyéle look at the period from
1946 again, the level of the US shtetm interest rate (the Fed Funds rate, it is called, as set by the
Feder al Reserve Bank, fréamle46itoa peaksin 188&hd then &ll badka n k ) , r

¥ The financial cycle and macroeconomics: What have we le@tai®dio Borio, BIS Working Papers, 2012



http://gesd.free.fr/borio395.pdf

after that. That suggests a 36 year up and down phase for the Kondratiev Apcléf the length of

the K-cycle has reached 72 years, then the next trough is not due until 2018.

There are three more cycles of motion under modern capitalism: the cycle in real estate first identified
by Kuznets and now taken up by Boribhis appears to be about-18 years. Then there is the cycle
of GDP-the secalled business or Juglar cyclehish appears to be abouB8/ears.And then the

shorer inventory or Kitchin cycle adbout four years.

We can integrate these cycles into one picture for the mode of capitalist production in the 21st
century. In other words, the long Kondratiev cya&64-72 years can be divided downwards to two
profit (and stock market) cycles of about32 years each, four Kuznets cycles of about86ears

each; eight Juglar cycles and 18 Kitchin cycles.

From Kondratiev to Kitchin: the cycles of capitalist motion

Kondratiev

Innovation
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The profit cycle is key though. We are now in anothefipdownwave that should not bottom until
around 2015.So output and employment slumps should be as severe ardsing as they were in
19745 and 198. This profit downwave now coincides with the downwave in the Kondratriev

prices cycle thatstatd i n 1982 and won’'t reach its

bottom

Can these cycles oper at eexoganousvensatd engerderithg turnirgr  d o
points from up wave to down wave and vice ver&anest Mandel in his pioneering work in long
waves sggested that exogenous events like wars or revolutions were necessary to turn a downwave

into an upwave, although not the opposite.

But | ask: would the Great Depression of the 198@secarried on forever if there had been no world
war? And dd notthe 19" century Long Depression come to an eithoutany visible world war or
revolutionary wave?And can we expect this current depression to last forever unless we have a major

war?

¥ EMandel Long waves of capitalist development, 1980
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The other i ssue idcrisedigjushoaaf rechtieemt and eventreywdao arises, of
booms and slumps in capitalist accumulati@r is it more than that (or alternatively), a theory of
breakdown, namely an explanation of how capitalism cannot continue indefinitely (even if it has

regular crises), buhust reach its limits as a system of social organisation, then break down and be

replaced by a new system?

I don’t think either a cycl i callpreferadchemathad own t he

basically combines both the crisis andak@own modéf. So there are continual recurring crises or
cycles that spin round the secular trend for capitalist development that spreads over centuries.

In my view,we arenow inthe winter phaswithin the downwardectionof thefourth Kondratiev
cycle In each winter phas# the K-cycle we get a depressionary envirmentfor capitalism:
Winter 18001815 Winter 187397; Winter 19296; Winter 199720187

Marx said there is no permanent crisis. By this he meant that if values were suffidésttoyed in

a slump profitability of capital would be restored aadcumulatiorwould resume If the working
class was unable to take the levers of power and replace the capitalist mode of production with
planned production owned in common, thenthelweo ‘ crap’ woul d start

This current winter will come to an erdn my view, not through world war Failing a successful
revolution in a major capitalist economy, capitalism wilentuallyenter a new springith a

agair

recovery in profitability andiewgr owt h based on new technol ogies a

waiting for development. Of course, each time, the system finds it more difficult to dévatiopw
technology as it becomes more and more unproductive in the capitalist Behdeatis another
story.

8 (see my posthttp://thenextrecession.wordpress.com/2012/09/12/crigis-breakdown)
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