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Only Their Purpose Is Mad: The
Money Men Take Over NZ (1999)
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e Cptn Ahab: “all my meé
moti ve & my object mze

eParall el : “Modern cafy
rational in the methods it uses but it is
ultimately deranged in the purposes to
which 1t puts them”.
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Financialization

* Question: How has a service sector
analogous to public transport, electricity,
sewage, come to occupy driving seat of
US, UK, other G7 economies?




Financilalization: indicators

US: finance sector’s
corporate profits, less than 16% 1973--
1985, 41% 2000s.

US: “wage premi um” |1
1997-2007 = 30-50%.

Harvard grads (1970, 80, 90): in 2005,
200%.

US: CEO remunerati on/
wage, 1982, 42 times, 2007, 344 times.




Financialization (contd)

o World stock financial assets/ world output:
1980, 1.2 times, 2007, 4.4 times.




The global economic crisis, 2008 -
?

e 2008-9: world output contracted for first time since Great
Depression

« Outlook for output, employment, and unemployment
gloomy in much of West. Jobless recovery. US
unemployment > 10%, highest since Depression (some
states 15%-+). Youth unemp -- 30%. Millions of people
foreclosed from homes.

* Only muted bellows of rage or other class warfare. But
sense of grievance, injustice, disillusion, pervasive. In
US grievance against bankers and government deflected
Into health care debate.




FUTURE OF RECESSION IN
WEST?

 IMF World Economic Outlook: past yeatr,
governments of dev’ ecd
combined GDP on balling out the banks (
capital injections, asset purchases,
guarantees, provision of liquidity).

e NYer cartoon




“Stop! Wait! The
t he probl em, |t




FUTURE OF RECESSION (Contd)

No conditions attacked to bailouts etc.
Banks not lending to real economy.
Instead, money goes directly or indirectly
Into equities, commodities and property.

Results: bubbles + bank profits + bonuses.

US/UK stock markets: 35-45% overvalued
Emerging markets: much more




REAL & PRESENT DANGERS

e (1) New bubbles A countdown to next
crash may have begun.

e (2) Fiscal & monetary policy will be
tightened before recovery well established.




U SHAPED, NOT V SHAPED

e 2007 levels of output, employment,
unemployment will not be regained for
several years from now.

* Asian crisis: Malaysia took 4 years after
1997 to regain average income of 1996;
Thailand 7; Indonesia 8.

eJ. K. Galbraith: * Astr
that economic forecasting would look
good. "’




CAUSES OF CRISIS

Standard account: failure of regulation.

Begs question: why the fallure? What is
l 1T nk with “financi all

Financi al ol 1 garchy e
Wall St captured Treasury, Fed, Congress,

whi ch producedo

Lobbying: 5 banking lobbyists
Congressperson.

Exchange of personnel.

per

pol 1 ci




CAUSES (contd)

e Shared belief system: (1) Financial
markets are self-regulating

e (2) Wall St is vital to US national interest,
to US “pri macy’

 Example of deregulation fervor: Office of
Thrift Supervision, 2003




DEEPER CAUSES

o US external deficits: gigantic. In 2006,
equal to I ndia’ s GDP.

fuelled finance.

eUS consumers happy, a
am a rich man as long as | do not repay
my creditor s-tlectedsr at ef

government.




DEEPER CAUSES (Contd)

Failure of international financial regulation

“I' ncapacity probl em”:
|l neffi ci ency”

“1Trresponsi bility pr¢
Eg IMF: Belgium + Netherlands + mighty

Luxemburg has more votes than China +
India + Brazill.

G207? It was cheerleader for finance to be
set free. Rubber stamp of G7 agenda
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DEEPER CAUSES (Contd)

Surging income inequality at top.
Economists: Willem Buiter, LSE:

“[ Absol ute] poverty I
does not . | jJust don’

US share top 1%: 1913 - 2006. Peaked at
22%+ In 1929, fell till 1977, hit bottom at
9%.

Reagan/Thatcher 1980: took off, 22%-+ by
20006, same as 1929.




Figure 3: US: Income share of top
%, 1913-2006
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Figure 4: US: INCOMES OF TOP 1%, MIDDLE 60%, BOTTOM 20%,
1979-2005
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Figure 5. The Rise in American Income Inequality, |979 to 2005

Sewrce: Congressional Budpet Office (2007).
Mage Poserranglar- pediiae meaive




HOW TO STOP THE MONEY MEN

Slim down finance, evaluate not by growth &
profits but by ability to support economic growth
and equitable distribution at low cost. Treat like
transportation, electricity, and sewage.

Change incentives on bankers: eg higher,
countercyclical capital requirements.

Competi tion | aws to ens
farl” ( = "“"too bi g to e
Separate commercial banking from investment
banking.




Figure 5: “These new
fundamentally change the way we get around
t hem”




HOW TO STOP (contd)

International: Slim down international capital
flows, especially short-term; regulate capital so
that 1t has an “address

Hans Morganthau, US Treasury Secretary at
Bretton Woods negotiations,1944: aim of
negotiations -- put in place an international
economic architecture which would not again fell
prey to international speculators.

G20 reforms?
Surveillance function, independent of states.




WHAT CAN BE DONE?

Existing size/profitability of finance + lack of external enemies
(Soviets) & internal enemies (trade unions) A no political consensus
for significant constraints on financial firms.

If SO, see cartoon, and welcome to next crash

But, Irag war + current financial crisis help to weaken global
acceptance of neoliberalism & US leadership.

We are entering lengthy period of increased turbulence in
International economics & politics.

Causes: (1) Soaring income inequality. (2) US government —

Il nstitutionally a war government
togetreel ected. “Li ber al Il ntervent.i
change/weirding, and need to shift to less expansionary economic
model in West. (4) New powerful states. G20

Fascistic response? Soci al democr

d




FI gur e
t here’s time to

bef or e

WE CAN ONLY

- HOPE THAT IT
TURNS AROUND
BEFORE THERE'S
T/ME TO LEARN
ANY LESSONS.

BECAVSE THE

L : LESSON 1§
S:‘;‘;{““ e R 5]/ PROBABLY ME.

24 THE whSUNGTON POIT




Wade essays on crisis

e“ The gl obal sl ump: de

harder | essons ™Qct0O€h al
e*From gl obal I mbal anc
reorgani zations”, Car

Economics, July 09




