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The Great Depression - capitalism in crisis

Wall Street, Tuesday. October 29th, 1929. Panic is palpable, as fortunes evaporates into thin air.

Many saw the economic boom of the 1920s as proof that Marxism as
economic theory was wrong. Capitalism was sound and alive and
everybody benefitted under it aegis. This view came to a crashing halt
when the 1929 stock market collapse triggered the Great Depression.
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Canada hit hard by the depression

Soup kitchen Montreal

Free breakfast being ser ved for men [!!] on Yonge Street

As the crisis spread from the U.S., Canada was one of the industrial countries
hardest hit. In 1933, the year at the depth of the crisis, output had fallen
40% from the pre-crisis peak and unemployment stood close to 30%, causing
many to have no independent means of sur vival.
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The thirties was a lost decade
U.S. Unemployment as a percecntage of civilian labour force
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Keynes, the famous British economist, saw the crisis as a demand
problem and in jest had a solution. “If the Treasury were to fill old bottles
with banknotes, bury them at suitable depths in disused coalmines and
leave it to private enterprise on well-tried principles of laissez faire to
dig the notes up again, there need be no more unemployment."
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Another way of creating artificial demand

Chrysler factory after switching from responding to stagnant demand for cars to hot demand for tanks

War has always been a good way to solve economic stagnation, and World
War Two was no exception. While not in the war from the start, the U.S.
industry was gearing up under the lend-and lease program, creating a
classic debt cycle that ensured it would hold the controlling hand when
the economics of the post-war times were to be sorted out.
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War Economy

The Battle of Kursk, the greatest battle of materials ever seen. The Moloc of War gnashing its teeth.

As soon as the tanks were produced they were sent to the war’s kill zones
to be destroyed again. Only, in contrast to Keynes idea of creating nonutility demand by burying money-filled bottles, demand created by war
requires a certain amount of ‘collateral damage’ in order to work; that is
the soldiers needed to man and follow the tanks into the destruction.
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The Bretton Woods Economic Conference

Plenum meeting of the 44 nations participating in the conference.

By the summer of 1944, the war’s outcome was no longer in doubt and it
was time to settle on the economic system that were to govern post-war
relations. A system of fixed exchange rates was devised and the world
Bank and the International Monetary Fund (IMF) set up to mediate
international development and economic relations.
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High Stakes

U.S. Treasury Secretary Henry Morgenthau and John Maynard Keynes, who headed the British
delegation are here seen in discussion. They were the t wo key players at the conference.

The nature of an international reserve currency was a sticking point.
Keynes wanted a trans-national currency, but in the end the dollar, linked
to a fictional $35 per ounce gold convertibility, won out. This meant
handing the Americans unprecedented global economic dominance. Except
for the gold link—cut in 1971— the repercussions of this decision are
still with us.
See also my article: “Bretton Woods and the Forgotten Concept of International Seigniorage.”Journal of COMER. Sep.2003,
Archived @ http://dixsandbeck.ca/pdf/brettonwoods.pdf
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Post-War Golden Years of Capitalism

!

Signing up for new houses in Levittown, a typical car-accessed-only middle class suburb, built in the 1950s

After the war, the Western economies, with the U.S. in the
lead, rode on a wave of prosperity. A major driver was the
rising middle class that moved from rented apartments in
cities to modest homes the new suburbs that soon ringed all
North American metropolitan areas.
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Toronto became Boomtown

Highway 401 near Weston, 1953.

Canada took part in the post-war boom. Toronto grew rapidly, overtaking
Montreal in the 1960s to become not only the centre of Canada’s
economy but also its largest metropolitan area. It became surrounded by
hastily growing suburbs designed on the premise of the t wo car family;
connected to jobs, shopping and social activities by a net of highways.
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The Middle Class Society

U.S. 1950:
11.4%

Canada 1950:
10.1%

United States
Low point
1973: 7.7%

Canada
Low point
1978: 7.6%

Top 1% share of total after-tax incomes, Canada and United States, 1950 - 1980

What was of particular significance, was that the natural tendency of
capitalism to accumulate and concentrate incomes at the top appeared
broken by the emerging middle class society, in which incomes
inequalities were slowly diminishing. It was the times of “what is good
for GM is good for the U.S., Canada, and their middle classes”.
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The Rise of the Neoliberal Society

Reagan and Thatcher plotting the revolt of the wealthy. Those were the days.

The middle class society also erected many social welfare structures. True
conser vatives, with economist Milton Friedman their guru, were not
happy with this trend, and spurred the Thatcher-Reagan revolt of the
wealthy. Around 1980 it pushed the middle class economy of post-war
‘s oft’ capitalism to the sidelines and returned capitalism to its roots:
being focused on generating incomes-wealth concentrations for the few.

# 13

Rising Income Inequalities
United States high point
2007: 17.9%

Canada 1980:
8.8%

Canada
high point
2007: 15.6%

U.S. 1980:
8.0%

Top 1% share of total after-tax incomes, Canada and United States, 1980 - 2007, Compare to # 11

The subsequent three decades have seen income inequalities return to
levels of the 1920s. The narrative was that unshackled capitalism would
produce higher growth. Even if incomes again would concentrate at the
top, it would trickle down and lift all boats to higher levels than possible if
following Keynesian economics. But the promises were egregiously false.
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Socially Unaccountable Corporate Structures

Corporate boards chained to the profit motives are effectively today social planners

Society is increasingly run by socially and politically unaccountable
corporate leadership structures, whose marketing-entertaiment nexus
has inculcated an overconsumption syndrome into ordinary Jane and Joe’s
lives, which has shackled them to debt bondage and muffled their abilities
to pierce through the constantly ongoing, but in substance meaningless,
variations of political kabuki games, all in reality pulled by corporate
strings behind the veil of obfuscation of fallacious narratives.
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The Tendency of Capital to Accumulate Explained

Monopolistic competition, the missing link in Marx’ system. The shaded rectangle is the mark-up

Neoclassical economics assume that competition among homogeneous products in
competitive market will force prices down to where marginal costs and marginal
revenues intersect. However, in industrial markets all products and sales situations are
differentiated, which allows for mark-up prices and extra-normal profits to be earned.
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The Great Recession, on script

The bailouts were exchanging bad private near-money, including failed derivatives contracts that speculation had
inserted into the financial system, with good government near-money, backed by government’s right to tax the public.

Essentially, the post-1980 years including the Great Recession proved that
capitalism still works according to Marx and Rosa Luxemburg’s old script of
overaccumulation triggering periodic crises: the aberration had been the postwar decades when the legacy of the war economy and memory of the disastrous
1930s had allowed sensible centrist politicians to rule the day; and corporate
structures still had not succumbed to the rapacious greed and total lack of civic
responsibilities that are the norms today.
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