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I. Introduction

A. I'm going to talk to day about the economic crisis and its relation to a new, possible, economic order, an order different from capitalism, an economic structure I call "Economic Democracy."   

B. Let me begin with a quote from Matt Taibbi--a contributing editor to Rolling Stone, a magazine which, has over the years, unlikely as this might seem, featured some outstanding economic analyses, particularly by William Greider, and more recently, (this past January) by Nobel Laureate Paul Krugman.
 Here's Taibbi (who has also appeared on The Daily Show).  This is the conclusion to an article published a couple of days ago, entitled "The Big Take-Over."

As complex as all the finances are, the politics aren't hard to follow. By creating an urgent crisis that can only be solved by those fluent in a language too complex for ordinary people to understand, the Wall Street crowd has turned the vast majority of Americans into non-participants in their own political future. There is a reason it used to be a crime in the Confederate states to teach a slave to read: Literacy is power. In the age of the CDS and CDO, most of us are financial illiterates. By making an already too-complex economy even more complex, Wall Street has used the crisis to effect a historic, revolutionary change in our political system - transforming a democracy into a two-tiered state, one with plugged-in financial bureaucrats above and clueless customers below.

The most galling thing about this financial crisis is that so many Wall Street types think they actually deserve not only their huge bonuses and lavish lifestyles but the awesome political power their own mistakes have left them in possession of. When challenged, they talk about how hard they work, the 90-hour weeks, the stress, the failed marriages, the hemorrhoids and gallstones they all get before they hit 40.

"But wait a minute," you say to them. "No one ever asked you to stay up all night eight days a week trying to get filthy rich shorting what's left of the American auto industry or selling $600 billion in toxic, irredeemable mortgages to ex-strippers on work release and Taco Bell clerks. Actually, come to think of it, why are we even giving taxpayer money to you people? Why are we not throwing your ass in jail instead?"

But before you even finish saying that, they're rolling their eyes, because You Don't Get It. 

Taibbi goes on: "These people were never about anything except turning money into money, in order to get more money; valueswise they're on par with crack addicts, or obsessive sexual deviants who burgle homes to steal panties. Yet these are the people in whose hands our entire political future now rests.
"

II. Financial literacy--a short course

A. Be wary of the professional economists.  The mathematization of academic economics and the love-affair with neoclassical models have left most academic economists with little grasp of the real world.  Consider Robert Lucas, professor at the University of Chicago, Nobel Laureate.  In his presidential address to the annual meeting of the American Economics Association in 2003,  after explaining that macroeconomics began as an intellectual response to the Great Depression, he declared that it was time for the field to move on: "the central problem of depression prevention," he declared, "has, for all practical purposes, been solved, and has, in fact, been solved for many decades."
 This, as Paul Krugman has pointed out, has been the prevailing wisdom of the profession for decades.

B. Some key elements

1. Mortgage-backed securities (and other CDOs)

2. Credit Default Swaps (CDSs): AIG

3. Leveraging

4. Non-bank financial intermediaries: commercial banks (deposit-taking) vs. investment banks, brokerage firms, insurance companies, private equity companies, hedge funds, venture capital, sovereign wealth funds

III. But so what?  Why should asset-value collapse lead to a crisis in the real econony, i.e., rising unemployment, non-financial businesses going bankrupt

A. Banks: where the rubber hits the road

B. The standard story: asset-value collapse ( liquidity crisis ( recession

C. But why did we get an asset-value collapse, or an asset-value bubble in the first place?

IV. The Marx-Keynes Story

A. Marxian crises of overproduction

B. The Keynesian-liberal solution (capitalism's Golden Age)

C. But wages flat since 1973.  Who's buying the stuff?

1. Some real investment, increasing productivity

2. Much of the excess has gone into the stock markets and real estate, creating a "wealth effect"--the lifestyles of the rich and famous

3. Credit explosion: home equity loans, credit card loans, automobile loans, student loans

V. Why the Obama Stimulus Plan Won't Work

A. The Great Depression lasted 10 years, and it took WWII to pull us out--and there's not going to be WWIII.

B. Globalization precludes and return to Keynesian liberalism

1. Keynesian multiplier greatly weakened

2. High wages prompt plant relocation and capital flight

3. No more room for expanding military-industrial complex

VI. Out of the Frying Pan, into the Fire

A. The two fundamental contradictions of capitalism

1. Wages are a cost of production and must be held down, but the output must be sold. 

2. Capitalism requires steady growth to be healthy--and yet infinite growth is not compatible with the recourse constraints and carry-capacity of the planet. (Kenneth Boulding: "Only a madman or an economist thinks the exponential growth can go on forever in a finite world.")

B. Contradictory demands

1. Newsweek (3/23/09); I Want You to Start Spending!  Invest in America--Before It's Too Late  vs. the rational tendency of individuals to cut back on spending, increase savings when the economy is in trouble

2. For economic health: spend, spend, spent, vs. ecologists' warning: over-consumption is killing the planet

VII. There is an alternative: an economically viable, more democratic system that is not vulnerable to financial crisis and does not need to keep growing to remain healthy.

A. Capitalism

1. A market for goods and services

2. A labor market

3. A capital market

B. Economic Democracy

1. A market for goods and services

2. Workplace democracy

3. Social Control of investment

C. Why ED not vulnerable to financial crisis: no private financial markets, no possibility for financial speculation and "innovation," no possibility of "making money with money"--i.e., depositing it somewhere and watching it grow

D. Why ED compatible with ecological sanity

1. A democratic firm is not structured to grow.  

2. Social control of investment frees society from dependency on the "animal spirits" of investors.  

a. No stock markets to provoke panic, pessimism

b. Declines in consumption can be offset by increases in leisure

VIII. Back to Keynes

A. The last chapter of his monumental, paradigm shattering The General Theory of Employment, Interest and Money (1936): "Concluding Note on the Social Philosophy toward which the General Theory Might Lead."

1. The two great problems of "the economic society in which we live" 

A. Its failure to provide full employment

B. Its arbitrary and inequitable distribution of income and wealth

2. Possible solutions

A. The "euthanasia of the rentier" as interest rates approach zero

B. Private capital markets replaced by "communal saving through the agency of the State"

C. "A somewhat comprehensive socialization of investment, which will prove to be the only means of securing an approximation to full employment."

B. On the Economic Possibilities for Our Grandchildren" (1933)--speculating on a society in which leisure had replaced mindless consumption.

1. We shall use the new-found bounty of nature quite differently than the way he rich use it today, and will map out for ourselves a plan of life quite otherwise than theirs.  .  .  . What work there still remains to be done will be as widely shared as possible--three hour shifts, or a fifteen-hour week. . . .  There will also be great changes in our morals. . . .  I see us free to return to some of the most sure and certain principles of religion and traditional virtue--that avarice is a vice, that the extraction of usury is a misdemeanor, and the love of money is detestable, that those walk most truly in the paths of virtue and sane wisdom who take least thought for the morrow.  .  . . We shall honor those who can teach us how to pluck the hour and the day virtuously and well, the delightful people who are capable of taking direct enjoyment in things.

2. Keynes wrote these words in 1930, at a time when "the prevailing world depression, the enormous anomaly of unemployment, the disastrous mistakes we have made, blind us to what is going on under the surface.”
  He was wrong, of course. The grandchildren of his generation may have lived in a post-war social democracy that looks good to us now, mired as we are in recession, but they were still far from the promised land.

3. Keynes was wrong--or was he?  In fact, he was not referring literally to his grandchildren, but metaphorically.  His projection was for "a hundred years hence," i.e. 2030.  Might there be things "going on under the surface" right now that could bring us to sustainable, democratic, human world?

IX. Back to Kant, Hegel and Marx, On to the Future

A. Let us think of the philosophical tradition embracing Kant, Hegel, Marx and extending through Habermas today, that regards the human species as engaged in the process of creating an ever more rational world, grounded in freedom.  The process is slow, often opaque, often subject to reversals, and yet, ultimately, there is a direction to history, and it is a direction that should give us hope.

B. I think there are good grounds for endorsing this view.  We are, after all, a deeply pragmatic species, with an astonishing capacity for creative development.  When confronted with problems, we try to solve them.  We experiment.  We learn from our mistakes.  If a solution exists, sooner or later we hit upon it.

C. I submit that we are reaching the point where we it is becoming clear that the old order has exhausted itself, and is incapable of solving the problems that it has created.  This thought is as yet consciously acknowledged by relatively few, but it is intuitively felt by many more. There does exist a better way. We cannot say with certainty that democracy, freedom and rationality will prevail, but there will be a struggle, and, if progressive forces are to prevail, it will involve the efforts of millions.  The slogan has already been articulated by the global justice movement: ANOTHER WORLD IS POSSIBLE.  The task now is to actualize that possibility.
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