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The Karwowski quiz

Answers are: yes, no, unsure unless otherwise noted.

1.

Climate change, if unchecked by mitigation, will lead soo
or later to the collapse of human civilization.

Climate mitigation and adaptation policies, if implemente
canhelp humanity survive climate change

If and when climate change becomes a serious threat, pr
owned corporations will implement the needed adaptatiol
strategies, so humanity will survive.

The capitalist order, while unstable, is adaptive and resilie

To survive climate change, nastaites must impose strong
controls over financial and corporate behavior.

National controls will be inadequate. Global actlurs
global governance, will be necessary to survive climate c
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1. Theoriesf economigolicyaretheoriesof
capitalismandstatepower

A At root, the divide between orthodoxy and heterodoxy in
economic thought is a nature/nurture debate: Does society
create the human or does the human create society?

A This tension exists in the realm of policy debate

I Heterodox view: social structures frame individual
outcomes. Snprovinganypree X I st i n g ot &
means changing the fradne@ho provides, who owns, who
receives.

I Neoclassical view: economic preferences are individual,
arise outside of society. So market arrangeshenis
permit these individual preferences to be satisfied:
Economic policy should correct distortions.



1. Theories of economic policy are theories of
capitalism and state power

A The challengewners exploit workers and expropriate the sc
surpl us: c¢ api-destrdyings selixgandng logim
Resources are allocated via disconnected, unstable market
operated for profit, not human need.

A The counterforce(s): The state, or the community.

PolanyhNo stable resolutiodit he o0 d o u b | €he Great
Transformati@h. 12: The Birth of the Liberal Creed):

Adbt he double movement .. Ca
organizing principles in society, each having the support of
definite social forces and using its own distinctive methods.
one was the principle of economic liberaliammingat a seif
regulating market... The other was the principle of social
protection ai ming at the c




1. Theories of economic policy are theories of
capitalism and state power

A PolanyhNo stable resolutioht he o0doubl e mo:
A Popper/FriedmBarce competition through markets.

A StalinEliminate markets, centralize control over allocation.

A Hitler:Control markets, centralize control over allocation.
Reward your friends with wealth, control. Demand allegianc
Ostraci ze & persecute the

A Keynesian St at »~ ~~n ACmainl A A
conflict isdistributions ~ BOS JohnsdmgeFaragé
I Marine Leen Giuseppe Conte?

Donald Trump Viktor Orban Andrzepud®&
7 7 HeinzChristia®trachdrraukéetry



1. Theories of economic policy are theories of

capitalism and state power

A State powklow much control does any national state nee

t o

bk bdhE

6.

create a world of ot hi
Lender of last resort control over currency
Discretionary fiscal policy: borrow now, repay later?
Flows of capital and credit across its borders?
Ability to set wages, working conditions at fair levels’
Protection of infant industries?
Environmental quality controls?

A What are the consequence if a state cedes macro contrc
(1-3) to a higher power? If it cedes micro contred$q4



2. Postwartrajectoriedfrom Keynesiamapitalisnio
unstabilityandcrises

OECD countries:
AAfter world war devmast @&t
policesosoci al Europe, 6 0OcCa

AUS doll ar & military he:t
empire dismantled, US/Soviet competition on the
globalchequerboatd

AoOKeynesi an fdemandmapagdmient i ¢
pl us pattern bargaining,;

A Slow destabilization of the Bretton Woods system M:
19680 Eurocommunism demand f or W
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2. Historicatrajectoriedrom stablekeynesiamapitalisnmo
unstabilityandcrises

OECD countries: FromO k u Rduality and Efficiency: The Big Toac
oll shock, stagflation, unleashed macro rivalry

i 1971 & 1973: End of US$/gold convertibility, fixed exchange
I 197374, 1978: Oil embargos;mice surges
I 0St ag foll9qg 41982 (price inflation+ recession)

I Suppression of workers after Thatcher, Reagan electioAd$19
airtraffic controllers strike: 198PK miI newor ker s

Developing countries

I Commodities boom, overseas lending, debt crises, market openir
vulnerability to speculative cycles, discipline by global financial mi;



Selected US Interest Rates, 1971-1979
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Volcker s Winter 1979 essay in the NY Federal Rese
Economic ReviéWwe Political Economy of the Dollar,
Indicated his plans. Mgote:

It Is tempting to look at the market as an impartial
arbiter .. But balancing the requirements of a stable
International system against the desirability of retain
freedom of action for national policy, a number of
countries, including the U.S., opted for the latter.

. a controlled disintegration in the world
economy is a legitimate objective for the 1980s.



Selected US Interest Rates, 1971-1984
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Price inflation and Real GDP growth (annual % change), UK,
1831-2009 (Bank of England)
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2. Historicatrajectoriesrom Keynesiarapitalisnto
iInstabilityandcrises

Europeos dil emmas (1/ 2)

A Treaty of Paris, 1951: European Coal and Steel Community

A TheTreaty of Romel,957, created the European Economic
Community (oCommon Mar ket 6)
price levels for agricultural products in 1962.

A After Bretton Woods, European nations faced a dilemma. The
era of the overvalued dollar was ended; and amidst inflationa
pressure, the door was opened to currency
competition/economicoordination problems amongst
European nations.

A The problem of maintaining stable exchange rates amongst |
European nations remained problematic. Germany always

pulling ahead, Britain always protecting its finaroi@é
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2. Historicatrajectoriesrom Keynesiarapitalisnto
unstabilityandcrises

Europeds dil emmas (2/ 2)

AEur op eeurbseerogis o 1 BDeBofs€ommission
(1985) proposed Single European Market, established in
1993.

I It proposed the Maastricht treaty, signed in 1992, whicl
established the pillars of a European Union: cooperatic
In foreign policy, macroeconomic convergence [Price
Inflation: within 1.5 % of 3 best economies; public defic
O 3% of @GdtBebttccGDPcommon

currency.
AEU solution: Empower the ¢
oMar ket 6; diminish the (ne

recycling mechanism.



International Financial Integration

/

Global finance in charge

'd

Direct Channels
e Augmentation of domestic savings
e Lower cost of capital due to better risk
allecation
e Transfer of technology
® Development of financial sector

Indirect Channels
e Promotion of specialization
e Inducement for better policies

e Fnhancement of capital inflows by
signaling better policies

Higher Economic Growth
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Figure 1: Banks' International Claims on Latin America
by Nation of Lending Banks, 1983-2003 (Millions US$96)
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Figure 2: Banks' International Claims on Asia / Pacific
by Nation of Lending Banks, 1983-2003 (Millions US$96)
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Figure 4: BIS-Reporting Banks' International Claims on Africa,
1983-2003 (Millions US$)
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3. NeoMarxianpolicyresponsem Crisis

Marxian theories of crisis:
A stagnation (Luxembouweezystreeck
ALRTRPF (Omaterialistd appr

A profit-squeezeBoddyandCrotty)
At he 6 New Move meHarttandNegrin d 0 E

A breakdown of social reproduction (MaKtab & Japan,
NancyFolbred US)

These different theoretical approaches have been
prominent at different points in historical time.

A Profitsqueez61 9 70s; One w1988 v e me
A Social breakdowdh1990s Japan, néw



3. Marxiam Kaleckiampolicyresponset® crisis

WolfgangStreeld Buying Time: the Delayed Crisis of Democrati
Capitalism

A threefold economic crisis:

A 1. A banking cristtoo many banks in the Western world have
extended too much credit, public and private, an unexpected
large part of which went bad.

A 2. A fiscal crisi@ budget deficits and rising levels of
government debt, which go back to the 1970s, and which wa
worsened In many cases by the need to spend more in the 2
crisis.

A 3. A crisis of the real econodlgigh unemployment and
stagnatiod because firms and consumers have difficulty in
obtaining loans, many of them already in debt and banks sht
of capitab while governments must curb their expenditure
and/or raise taxes. This reinforces the other two crises.



3. Marxiam Kaleckiampolicyresponset® crisis

StreecK2): There were surprise® r Mar Xxi an <cr
ANoone foresaw the ofinanci

A Theidea had spread that capitalist economy had been turt
Il nto a oprosperity machine
Keynesian toolkit, could be kept stable and-tesishrough
orderly cooperation between governments and large
corporations. o0 The pauper.i
longer visible.

A The crisis had turned into one of legitimadienh et h e r
It (capitalism) was able to supply would be enough to mak
reci pirents continue playin
(per classical Marxian theory).



3. Marxiam Kaleckiampolicyresponset® crisis

Wolfgangstreecld Buying Time: the Delayed Crisis of Democrati

Capitalismo (p. 46)

A oTo continue along the road followed for the last forty yez
IS to attempt to free the capitalist economy and its marke
once and for afl not from governments on which they still

depend in many ways, but from the kind of mass

democracy that was part of the regime of postwar
democratic capitalism. o (
past two decades, produced with the help of an unfettere
finance industry, may have finally become too dangerous

f or governments to dare t




3. MarxianKaleckiampolicy responses to crisis

Approaches given the starting point of capitalist accumulation:

A Regulate it: reduce the required rate of profit and constrain the
movement of capital across borders; put sand in the wheels of
commerce (OoOTobino taxes on f

A Check out of the system (rorarket exchanges, LETS and other
alternative currency systems, cooperatives)?

A Elect and pressure governments to secure jobs and growth for
nonrichdt he owor king cl asso/the
limit predatory, exploitative behavior by the powerful

But:
A Can these strategies be coopted?

A At what point are the premises of capitalism threatened? Will
capitalism simply wither on the vine (MaBosCapitalism



3: Marxian /Kaleckiampolicy responses: tension in intentions

A Premises:

[ capitalismds character |
oOospédeiiengygd), and
I If its selfexpanding character leads to increasing inequality (

01%6) and the failure to ad
high hurdle rates of retur

I If private decisions based on prse@ieking always dictate
ochoicesd about 1T nvest me-nts
democratically:

A Then confrontation not compromisé is needed.

A If this defines a Marxian viewontradiction is progre8shen a
Neo-Marxian view can be defined: work to transform social rela
overturning capitalism by changing its naegestfeeck



Figure 2B: The Kaleckian political business cycle
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4. Keynesian policy responses to crisis

A Neoliberal stagnation trap 1: profit, when earned, is
controlled by capitalists who will not spend it. So there Is
always a search for new markets into which to sell.
(LuxembourgKaleck)

A Neoliberal stagnation trap 2: Profit cannot be earned
because there is insufficient demand for the goods whos
purchase will validate it. (Keynes)

A Stiglitz Wages and profits cannot be earned because
banks/financiers do not make productive credit available.

A Minsky: Wages/profits cannot be earned because debt o
financial instability burdens are making stable accumulat
Impossible.



4. Keynesian policy responses to crisis

A Neoliberal stagnation trapPrdfils Shift toward waged
growth: raise minimum wages, tax profits and/or wealth more
heavily, allow for an organi
t a b3toekbammeOnaran Sawyer)

i OFor ced c ap iKalezmKio Capitaksts eaon whah v
they spend ( profits earned equal investment).

I If capitalists will not or cannot invest, the state must do it, \
public works, infrastructure investment, and so on.

A Neoliberal stagnation tragAggregate dejniacdease demand
by any means necessary (Keynes: bury currency, let people c
up).

i oModern monetary theoryo (
empl oyment targets and use
freely print money and put people on puldato get there



5. Are Marxian and Keynesian views consistent?

1. The problem of the surplus

I Marxiansee profit as evidence of the contradictory
Impulse at the heart of capitalism, proving its ultimate
instability. Class conflict is thérine zeresum gama@ is
Inherent in capitalist competition, evidence of its self
destructive tendencies.

I Keynesians see the system as having a growth imperativ
which is the only means of overcoming stagnation. You
have to grow your demand, to keep suppliers interested.
Growth buys out your class contradictions. As long as yol
grow, everyone can have more.

A But'Kaleckik oPol itical Aspects o
it cannot be so codithe capitalists will strike if their margins
are too threatened.



5. Are Marxian and Keynesian views consistenten

2. The problem of asymmetric power

Marxiansare at odds over this. Is the economy a landscape o
power or 1 s It a realm of C
free capital mobi |l ity eithe
optionso between employer (s

Keynesians mostly ignore power. Staying at the aggregate le
analysisnvisibilize®t her o0soci al rel at
makes them inconsequential.

A key example here is power in financeashmmetric exit
option creates an artificial shortage of capital, maintained by
threat to undercut the integrity of the financial system contro
by megabanks. This Is polic
global regulatory game Ofre€ard Molly.

The distortion in the use of the pulbisc d bailing out TBTF
banksd is naturalized.



5. Are Marxian and Keynesian views consistent®n

3. The problem of exploitation

I Marxiangground exploitation in labor process. What do we
do with a capitalism that has shifted the spatial basis of
production so that many former workers are rendered
surplus, unneeded? Do we have the sxpdoitation of
the few in the global South as the basis of capitalist profi

I Keynesians argue for | owel
rentedb, but do not generally
exploitative lending rates in many nations. Is the fact that
much of the working class around the world is paying
exorbitant rates of interest to cover its-tlasihgaps not
relevant for Keynesian analysis?

A Soéwho are exploited, and w
overcome its rage and/or its shame and can fight back?



5. Are Marxian and Keynesian views consistent®€!

4. The problem of crisis and instabllity:

Marxianssee crisis as clearing the way for new rounds of
accumulation based on a renewal of the conditions necessary tc
exploit labor in production. The state as a hammer to use on the
disobedient region (European UnioBreece).

But if for Marxiansthe crisis is a crisis of capitalism, for Keynesic
It is a crisis of policy. Policy mistakes can bring down economic
systems.

If we follow Minsky in seeing financial instability as a natural pro

and 1 f fir nanci al l nnovation I
government 6 must continually
Mehring | NET, the centr al bank

And a multlevel government like the Eurozone blocks the
possibility ofMinskyiamo bi g gover nment 6/ 0b
fiscal recycling/transfer mechanism, no celndrst stopgap)



6. Four challenges for radical change

A Once Keynesian consensus was eliminated in the global |
0 and oncalevelopmentalismas knocked aside in the globa
South, a wave of new alternatives emerged: New Keynesi
economics, New classical economics, New Economic
Geography, and so on.

A The problem of using state power to govern the market tu
Into the question of how to influence markets, how to attra
capital.

IfCapital, once constrainec

ITAn 1T rony I n an age of 0gl

I Markets now discipline states at the highest level. EG,
Argentina



6. Four challenges for radical change

1. Economic / social sustainabiMyecological
challenges of climate change

2. Macroeconomic austerity context {towvn) vs.
microeconomic (bottomap) community development

strategies (Cproduction, voice)
3. Neoclassical sink vs. heterodox spiral

iIA OoOdebated about macro
used to communicate with the people that matter

4. Power irfinanceandfinancializatiorthe strippingof
productionfrom workergBrexitvote) vs.thegrowth
of thefragileandunstablanegabankingomplex



6. Four challenges for radical change

1. Economic / social sustainability vs ecological
challenges of climate change

2. Macroeconomic austerity context (topdown) vs.
microeconomic (bottom-up) community
development strategies (Cgproduction, voice)

3. Neoclassical sink vs. heterodox spiral

IA odebated about macro
used to communicate with the people that matter

4. Power irfinanceandfinancializatiorthe strippingof
productionfrom workergBrexitvote) vs.thegrowth
of thefragileandunstablanegabankingomplex



Industrial competitiveness cyclésdoornexpansions to
global factory to squeezed pefipgce to post capitalism?

Nature of industrial structure

Locationrbased
Linear/ Localized Increasing returns
regular/ no spillovers to scale,
advantages to| available to be | agglomeration

location captured

Successful buildu
of interconnected
local industries

basemultiplier
exchanges

Tradesurplug

Balanced trade
or autarchy

(trade highlighted)

Deinaustrialization, industrial

Trade deficit . .
policy failure

Crossborder balances




Efficient markets tMinskyiarfragility and the waded

alternatives
Outcomef distributional conflict
(capital/labor)
Profit-led growth
(includesrentier Wageled growth
Income from financial
activities)

Impactof financial

system on economic

outcomes

Passive |
reflective (fair
assessment o

credit needs)

ree the system of artificial
expenditureO 2 y & U NJ
with sustainabldinance,
Financiakitizenship

Capital/credit

Financial
fragility-bound,
instability-
inducing
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6. Four challenges for radical change

. Economic / social sustainabiMyecological
challenges of climate change

. Macroeconomic austerity context {timwn) vs.
microeconomic (bottomap) community development
strategies (CGoproduction, voice)

. Neoclassical sink vs. heterodox spiral

iIA OoOdebated about macro
used to communicate with the people that matter

. Power infinance and financialization: the
stripping of production from workers (Brexit
vote) vs.the growth of the fragile and unstable

megabankingcomplex



1.From symbiotic finance to the escape of finan

A The finance/development approacts ¥N, K, F), is a timeless
equilibrium representation used in mainstream theory, with a vague
nonexistent theoretical base, in which it is assumed that more finlanc
will lead to more growth, Y .

A When finance is economically productive this should be the case, the
for our purpose we want pbace finance in retaine trajectories of
capitalist accumulation. Such as:

M 3 C (MP,LPP &NB5

Equity, workinecapital Trade credit, Consumption Expansion
finance Riskmanagement credit finance
A Here, arguably, finance has productive spillovers, as it augments the
of the accumulation and circulation of capital. It is also bounded in s
as Fo given any state of technolegy limited by the scale of
accumulation, and its activities by the needs of accumulation.



1.From symbiotic finance to the escape of finan

A Here we have symbiotic finadosarning income based on-teak
flows in commodities, goodwrkets. Minsky was hameestment
(finance) restores growth after downturn.

A But what the finance/developmemproack(Y = f(N, K, F)) leaves off,
isthat £!' Y (more efficient transac
the only relationship at work.

I What 1If l FOo! &, ss|l bwadsr eal c a pmaking |
to SMEs, that is, to innovators who cannot fully collateralize their loans?
i And what i f ' F absorbs a part of

liquidity, starving nefinancial firms of bridge financing?

A Then! E-1' Y, as ! F has negative spi
financial sectolf its activities are independent of those of the non
financial sector, then its size is limited only by its capacity to manage
leveraging, combined with the availability of liquidity.

A Then finance serves itself, néihtremeconomy, and is partially paras



Figure 10A: Trougto-Peak GDP and Loan Growth, U.S. Commercial Banks,
Average annual % change, FHyear time-spans, 1961-1990
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Figure 10B: Trougho-Peak GDP and Loan Growth, U.S. Commercial Banks,

Average annual % change, FHyear time-spans, 1991 to present
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Figure 14: Assets of the largest domestic bank as a percentage of GDP,
selected countries: 1989, 1997, 2004, and 2012 (1989 = 1.0)
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6. Four challenges for radical change

A Heterodox economists have (some) voice and we mu:
make space.

A Gramsci: this is a war of position, and of strategy:.

A But:You can put your body in the street, in the voting
booth (in yourcountry, you can migrate, you can flee.

A Economic strategies relying on stateycdeptand on the
continued relevance of the state as a boundary and «
community.

AMi nsky: oyou beat a nu
beat a theory with a t

AYou can change your mi
What then is your strategy?

mb
h e
n d



o To o

/. Trumpismand theKaleckiarinversion

" h e “orumgianmacroeconomic dynamic
" h e “orumpeatfin@ncial dynamic

rump and the US Neoliberal mattnancial

dynamic
A Responses firumpism

A

he Kaleckiannversion?




T h e “‘orumpeatmacroeconomic dynamic

ATrumpds macro policies
structure of the Neoliberal (pd€i80s) order.

A Macropolicy management from the 1980s forward he
been based on active and passive components.

I Theacti ve component, unh-c
macro policy consists of using monetary policy to
adjust to shocks to t hi
growth pathFiscal policy disappears from policy vi

I Therehas been a passive component as well: the |
economyos continual t wi
be a defining feature of the glaiakroeconomy



Opinion US budget

How America learnt to love the
budget deficit

A consensus has settled that the US can prosper despite its parlous
public finances

JANAN GANESH <+ Add to myFT)

Janan Ganesh JUNE 27, 2018 [ 151 =



Chart 2. Federal budget deficits are returning to the historical norm.
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