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In 2003 Robert Lucas, professor at the University of Chicago and winner of the 1995 Nobel Memorial Prize in Economics gave the presidential address at the annual meeting of the American Economics Association.  After explaining that macroeconomics began as a 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."  (RDEr: 9)

I. The Great Depression: transformed the world

A. Seemed to confirm Marx's prediction, thus invigorating further the international Communist movement, which developed active parties in virtually every country in the world

B. Led to the triumph in Europe, not of communism, but of fascism--and ultimately WWII

C. Set the stage for a new form of capitalism, eventually called "welfare-state capitalism, or "social democracy" or (by Habermas in LC reflecting common usage at the time) "advanced capitalism"

II. Critical Theory and the "Frankfurt School"-who is Jürgen Habermas?

A. Institute for Social Research established in Frankfurt in 1923, exiled from Germany in 1933: Horkheimer, Adorno, Marcuse, Fromm 

B. Key questions:  

1. Why had the working class not emerged victorious--as Marx had predicted?

2. Why had Communism, which held out such hope for liberation, degenerated into rigid, dogmatic, ruthless Stalinism?

3. Then later, after the war: Is technology truly liberating (as Marx believed) or is it, as key to the West's "culture industry," ushering in a new, "happy" totalitarianism, creating a "one-dimensional man" incapable of revolt  (Dialectic of Enlightenment, (1947), One-Dimensional Man (1964)

III. Habermas--2nd generation FS: Adorno's assistant, former Hitler Youth (age 15); one of the world's greatest living philosophers (b 1929)--now 80

IV. Legitimation Crisis (1973)--44 yrs old

A. Agreements/disagreements with Marx

1. Marx is right that there is a direction to history, that there are various stages of development and that there is rarely regression to an earlier stage once a later stage has been achieved.

2. Marx is right that technological development and class struggle are key factors in explaining the development and transformation of social systems.

3. Marx is wrong, however, to think that moralities and worldviews are simply  reflections of underlying, more basic, economic conditions.

a. Worldviews and morality have their own rationally-reconstructable, stage-like development trajectories

b. The change from one social system to another is "a function of forces of production and degree of systems autonomy, but [such change] is limited by the logic of the development of worldviews, which is relatively independent of political and economic forces." (8)

4. Marx's critique of capitalism is not wrong, but the "advanced capitalism" of our day is significantly different from the "liberal capitalism" of the nineteenth and early twentieth century, and so its crises take on a different form.

5. Marx is wrong to think that a capitalist economic crisis will more or less automatically generate a revolutionary class consciousness among the working class, inspiring them to bring down the old system and set up a new one.  The transition from an "objective" crisis to a "subjective" one is far more complicated than Marx supposed.  For a socio-economic system to radically transformed, a "systems crisis" must become an "identity crisis," that is to say, an economic crisis must ultimately transform the consciousness and self-identity of enough people in such a way as to allow/compel them to be come agents of change.

B. Disagreement with first generation critical theorists

1. Advanced capitalism has not solved the problem of economic crises.  More precisely, he argued that it might be possible for governments to intervene in such a way as to avert an economic crisis, but this intervention will likely produce a series of other crises." (40)

2. It is premature to assume that the techniques of advertising, mass entertainment and mass communication have resulted in "the end of the individual."  

a. This might  happen.  We might become mindless robots incapable of questioning the legitimacy of the given socio-economic order--but that hasn't happened yet.

b. The cultural system is particularly resistant to administrative control.  There is no administrative production of meaning. [Think of efforts of the Soviet and Eastern European communist parties to impose a new set of values on their populations.]

C. Crises Tendencies in Advanced Capitalism

1. Economic Crisis: runaway inflation and/or serious recession

2. Rationality Crisis: government unable to resolve the crisis 

3. Legitimation Crisis: citizens call into question the legitimacy of the existing order

4. Motivation Crisis: motivational patterns important for the functioning of the system breaks down.

V. Legitimation crisis post Legitimation Crisis: the collapse of the Soviet Union

A. Economic Crisis: seemingly permanent stagnation.  Rather than overtaking the West, as its citizens hoped, and as many in the West, among them influential economists, feared, the gap between the Soviet Union and the West, which had narrowed significantly from the time of the Russian Revolution to the mid-seventies, suddenly began moving in the opposite direction, becoming ever larger--and, due to enhanced communication technologies, ever more apparent. 

B. Rationality Crisis: although centralized planning produced some triumphs, particularly in nuclear catch-up and the "space race," the state-run economy could not get the growth rate back up and narrow the East-West gap, as it had once been able to do.  The gains due to "extensive development" (building more factories, moving more labor from the countryside to cities) had been exhausted.  "Intensive development" (grounded in technological innovation) lagged far behind the capitalist West.

C. Legitimation Crisis: Russians stopped believing in the system.  (My trip in 1987: glasnost produced an unending stream of bitter complaints that the state could not redress.)

D. Motivation Crisis: "They pretend to pay us.  We pretend to work."

We should not forget our astonishment at the rapid, non-violent collapse of a "totalitarian" system in which the Communist Party controlled all jobs, emigration, the press, the police, the military.  We should not forget how, in the 1980s, Western policy-makers, backed by prominent intellectuals, many of them in the Reagan Administration, drew the distinction between "authoritarian" regimes and "totalitarian" regimes (the former most often comprised of murderous military cliques serving as our anti-communist allies), on the grounds that authoritarian, but not totalitarian regimes, could be expected to evolve over time into more moderate systems. 

VI. The current economic crisis

A. The standard story: the subprime mortgage debacle has caused a general liquidity crisis, which, in turn, has provoked a severe recession

B. But what is a "liquidity crisis"?

1. The Great Depression: how could a collapse of the stock market--the devaluation of pieces of paper held mainly by the rich--lead to an economic collapse that lasted a decade?  Recall--this was not a natural disaster

2. The secret: banks: where the rubber meets the road, where finance meets the "real" economy.  A stock market crash, in and of itself, need to little damage.  (Witness the Crash of 1987, which saw the stock market plunge 23% on October 19--as compared to the 7.3% plunge last October 10, the largest drop single one-day drop of the current crisis.  The real economy barely blinked.  The Federal Reserve rushed cash to the banks.  Within a couple of months the stock market itself had recovered.)

C. The current crisis (standard story)

1. Housing bubble(
2. Subprime mortgage lending(
3. Mortgage-backed securities(
4. Freezing of that and other "collateralized debt obligation" securities markets(
5. Banks, which held many of these, now unable to lay hands on cash, and hence unable to make loans(
6. Businesses can't borrow to meet payroll, buy raw materials, etc., have to lay off workers(
7. Consumer demand drops, consumer confidence plummets(
8. Recession--or worse

D. But we know how to resolve a liquidity crisis, don't we?

"Most economists, to the extent that they think about the subject at all, regard the Great Depression of the 1930s as a gratuitous, unnecessary tragedy. If only the Herbert Hoover hadn't tried to balance the budget in the face of an economic slump, if only the Federal Reserve hadn't defended the gold standard . . . if only officials had rushed cash to threatened banks, . . . then the stock market crash would have led to only a garden variety recession, soon forgotten.  And since economists and policymakers have learned their lesson . . . nothing like the Great Depression can ever happen again." (Krugman, RDE 3)

1. We're not trying to balance the budget

2. We're not defending the gold standard--or even the dollar 

3. We are rushing cash to threatened banks

E. But why isn't this working?  Banks still aren't making loans.  Why not?  Time for a deeper, more Keynesian-Marxian analysis.

VII. Roots of the current crisis

A.  The fundamental problem is not
1. subprime lending

2. the housing bubble

3. Wall Street greed

4.  Deregulation

5. Speculation

B. Marx's insight: the seemingly irrational "overproduction" crises of capitalism rooted in the defining institution of capitalism: wage labor

1. Labor is a factor of production--and so capitalists strive to keep wages low

2. But capitalists need to sell their products

3. Hence the ever present crisis tendency: if workers don't have the money to buy what is produced, production is cut back, workers are laid off, demand drops further . . . the downward recessionary spiral

C. Not so fast: workers aren't the only ones that purchase goods; so do capitalists.  If the gap between what is produced and what the workers can buy is filled by the purchases of capitalists, recession can be avoided.  [Difference between Marx and Keynes]

1. What do capitalists buy?

a. Consumer goods, to be sure, many of them luxury goods, but not nearly enough to close the gap.  It is a fundamental feature of a capitalist society that capitalists do not simply consume the surplus that workers have created.  

b. Feudal lords might have routinely consumed all the surplus their peasants produced, but what gives capitalism is fundamental dynamic is the fact that capitalists routinely reinvest a portion of their profits, so that the economy can grow, and they can reap even greater rewards in the future.

2. But what does "reinvestment" mean in real, material terms.  It means buying capital goods, not consumer goods--the extra machinery and raw materials that can be utilized during the next production period to produce more than was produced in the current period.  That is to say, so long as the capitalists keep reinvesting, the economy can keep growing, can remain healthy, can avoid recession.

3. So we see: two conditions are essential for capitalism to avoid recession

a. Capitalists must have the means to purchase the capital goods [profit, credit]

b. Capitalists must have the desire to purchase the capital goods [investor confidence] 

4. We can see that wage levels need to be in the right range for the system to function properly.   If wages are too low, businesses will have trouble selling their goods, so they will be less inclined to invest that they otherwise would be.  But if wages are too high, they will be similarly disinclined to invest, since it will be more difficult to make a profit on their investments than it would otherwise be 

5. So we have in fact three necessary conditions for a healthy capitalism.  If any of these breaks down--wages too low or too high, sufficient credit not available, or investor confidence weak--we get a recession.  For Keynes, investor confidence is the key.  If, for whatever reason, investors cut back on investment, the economy will slump.  

6. Moreover, as Keynes emphasized, the market's invisible hand will not automatically turn things around.  To the contrary, market incentives often make matters worse: if the economy beings to slump, prices drop, companies go bankrupt, workers are laid off, demand drops further--the downward spiral with no built-in countertendencies.

D. So governments must intervene. If government action isn't adequate to pull us out of a recession, the recession could lead to a full-blown Depression, from which we may not be able to recover without a radical restructuring of our institutions

E. What can governments do? What did they do? The Social-Democratic Compromise; capitalism's Golden Age [1945-1975]

1. Labor unions encouraged; wages rise in tandem with productivity gains, so that the wage-output gap remains relatively constant

2. The government fills in the gap via

a. Monetary policy--keep the money supply growing so that credit for business expansion is always available.  When a recession threatens, cut interest rates, so as to make business and consumer borrowing (and hence business and consumer spending) more attractive.  Prevent runs on banks by providing structurally-sound banks with liquidity (cash) in times of trouble so they can keep lending.

b. Fiscal policy--large-scale government employment and purchases, the costs of which can be allowed to exceed tax revenues when recessions threaten, thus providing the stimulus of public employment and purchases when private employment and purchases fall off.

3. For several decades, this worked.  Krugman (Conscience, 3)

Postwar America was, above all, a middle-class society.  Th great boom in wages that began with World War II had lifted tens of millions of Americans--my parents among them--from urban slums and rural poverty to a life of home ownership and unprecedented comfort. The rich, on the other hand, had lost ground.  They were few in number and, relative to the prosperous middle, not all that rich.  The poor were more numerous than the rich, but they were still a relatively small minority.  As a result, there was a striking sense of economic commonality: Most people in America lived recognizably similar and remarkably decent material lives.

F. Trouble in Paradise

1. In the mid-1970s  real wages stopped rising--and have been flat ever since; that is to say, the social democratic compromise came to an end

a. Median household income has grown only modestly since 1973, up only 16% (Krugman, Conscience 126)--and that increase is due primarily to large influx of women into the workforce, greatly increasing the number of two-income households. 

b. "For men ages 35-44--men who would a generation ago, often have been supporting stay-at-home wives--we find that inflation-adjusted wages were 12% higher in 1973 than they are now." (K,C 127)

2. Yet worker productivity has increased steadily.  "The value of the output an average worker produces in an hour, even after you adjust for inflation, has risen almost 50% since 1973." (K, C, 124) And GDP has more than tripled.

3. Where has all the money gone?  Who will buy the products?  Why didn't the economy plunge into depression back then?  
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G. Some the surplus was ploughed back into the real economy, increasing productivity

H. Some of the "surplus surplus" went into paper assets (stocks and bonds) and real estate, inflating asset values  

1. In 1956 the DJI reached 500, 16 years later, 1972, it reached 1000, 15 years later, 1987, it hit 2000, then exploded to 8000 ten years later (1997), then to 14,000 ten years after that (2007)

2. Real estate bubble: housing prices rose by 2/3 between 2000-2006 (Ellis 8); 6%/year 1997-2006, vs 1%/yr 1975-1997 (C&F 23)

3. Wealth effect: people felt richer, and so they bought more

I. Another large portion was loaned to consumers.  (In effect, instead of raising wages, the capitalist class loaned a large piece of their profits to working class.  (When I say "working class," I'm referring to most of the "middle class as well," to everyone who has to work to maintain a decent standard of living and not simply live comfortably off one's investment income.)

1. In 1975 outstanding household debt stood at 47% GDP.  It currently stands at 100%.  That is to say, the amount of debt people are in, adjusted for inflation, is twice what it was 30 years ago. (C&F 18)

2. Various loans

a. Home equity (became available in late 1980s) In 2005 mortgage equity withdrawals reached $800b, a full 9% of disposable income, up from 2% in 1995 (Brenner 321)

b. Credit card debt  $55b in 1980( $880b in 2006 (NYTA 334) [adjusted for inflation, $132b( $880, a nearly seven-fold increase]

c. Student loans

d. Auto loans

J. What can't go on, won't.

1. Debt levels can't keep increasing indefinitely when incomes are stationary, since compound interest takes its toll.

2. When debt levels are high, monetary stimulus doesn't work.  Tax cuts or rebates are used to pay down debts, not buy more stuff.

3. We can't return to Social Democracy, paying high wages again, because we are now competing in a global economy.

4. WWII ended the Great Depression--not Roosevelt's New Deal stimuli.  Millions were drafted, and millions more employed in war industries--thus ending unemployment.  And remember--those defense industries, and military employment did not end after WWII, but continued on throughout "the Golden Age."  But there's not going to be a WWIII.

5. Moreover, even if we manage to pull out the current crisis with the basic institutions of capitalism still intact, there is another crisis staring us in the face.  As the present crisis makes clear, a healthy capitalism requires economic growth.  When growth falters, we don't glide smoothly to a steady-state economy.  We crash. So, when growth slows, we scramble wildly to "stimulate" the economy, get people buying again, consuming more.  Buy, buy, or we'll all go down!  [Uncle Sam wants You--To Spend] But this growth imperative presents as with a profound problem: as environmentalists keep reminding us, mindless, exponential growth is killing the planet.  Interestingly enough, Habermas also pointed this out --in 1973.

"Even on optimistic assumptions one absolute limitation on growth can be stated (if not for the time being, precisely determined): namely, the limit of the environment's ability to absorb heat from energy consumption.  If economic growth is necessarily coupled to increasing consumption of energy, and if all natural energy that is transformed into economically useful energy is ultimately released as heat . . . then the increased consumption of energy must result, in the long run, in a global rise in temperature. . . These reflections show that an exponential growth. . . must some day run about against the limits of the biological capacity of the environment. . . . (42-3)

VIII. Back to Habermas

A. I have argued that the tools available to the government are insufficient to bring us out of the current economic crisis and back to a world that has essentially the same structure as that of post-war "Golden Age" capitalism.  In Habermasian terms, I maintain that the current economic crisis will generate a rationality crisis.  What follows?

B. Not revolution--at least not immediately.  A rationality crisis must provoke a legitimation crisis.

1. We are not at such a stage yet.  To be sure there is widespread distrust of the elites who govern us, more I suspect, than at any time in recent history.  

a. The general public has long been cynical about politicians. The travesty of the Bush Administration has only deepened this cynicism. sh.

b. Corporate CEOs, who have seen their pay skyrocket from 40 times the average worker in the 1970s to nearly 400 times now, are also in disrepute.  Witness the reception accorded the CEOs of Ford, Chrysler and GM when they appeared before Congress.--stupid rich guys who have mismanaged their companies to the point of bankruptcy.  Witness the public rage over the AIG bonuses.  [The Thinking Man's Guide to Popular Rage]

c. Still--there is a countervailing force.  The Obama victory was stunning.  And he's a smart guy, not trapped by neoliberal ideology, who has brought a lot of intelligent people into the government.  "The best and the brightest."   But will his economic program work?  Will it be enough?  The Kennedy-Johnson best and brightest led us into the quagmire of Vietnam.  Will the Obama team be any more successful in their mission?  

2. If my analysis is right, they will not be successful.  What then?  Suppose the Obama rescue efforts fail--as FDR's failed, and that no WWIII comes along to save capitalism.  Suppose more and more people come to see the present system as inherently flawed, in need of radical restructuring.  What if we wind up with a full-blown legitimation crisis.  What then?

C. According to Habermas, the next stage is a "motivation crisis."  But what exactly is that?

1. Habermas's discussion of this stage is fascinating in its details, but murkier than his discussion of the other crisis stages in terms of outcome.

a. His basic thesis: the motivational patterns essential for the functioning of advanced capitalism--what he calls civil privatism and familial‑vocational privatism (meaning that people of detached from politics, focusing their energies and finding the meaning of their lives in career and family)--are being systematically eroded, while at the same time the emergence of functionally equivalent motivations are precluded by the developmental logic of normative structures.  This developmental logic points to universal values that are incompatible with capitalism.

1) Modern capitalism is formally democratic, but it depends for its existence in the passive acquiescence of the citizenry to elite rule by those who will protect the interests of the capitalist class.  But there is a deep tension here.  We are taught that we should be politically active, and yet, if the citizenry becomes too active, for the political theories of the bourgeois revolutions demanded active civic participation in democratically organized will-formation." (76) This tension has been contained by authoritarian residues of pre-bourgeois culture.  But these residues are being undermined by changing forms of education, gender relations and child-rearing, thus setting the stage for a resurgence of political activism.

2) Patriarchal ideology, and with it the "authoritarian personality" is rapidly giving way.  The authoritarian father is disappearing, in part because of the women's movement, in part because of more egalitarian patterns of child rearing, in part because fathers (and middle class parents generally) can no longer protect their children's economic future.

3) Education no longer guarantees commensurate employment.  More and more young people are receiving more and more education, but "the connection between formal schooling and occupational success no longer even remotely automatic.  Moreover, fragmented and monotonous labor processes are increasingly penetrating even those sectors in which an identity could previously be formed through the occupational role.  Intrinsic motivation to achieve is less and less supported by the structure of labor processes.

In short, people--especially young people, are becoming dangerous. (It is worth noting that in 1975 Leonard Silk and David Vogel interviewed a large number of high-level corporate executives, a fair cross section, they claim, of the country's business-leadership group.  They were startled to find that "many leading businessmen have begun to wonder if democracy and capitalism are compatible. . . .  Many see a trend toward a more 'authoritarian' or 'controlled' system as inevitable if the corporation is to survive."  One executive asks anxiously, "Can we still afford one man, one vote?  We are trembling on the brink."  We shouldn't forget either the a widely discussed report of that same year, co-authored by Harvard neo-con Samual Huntington for the Trilateral Commission on The Crisis of Democracy which decried "the democratic distemper," and argued that "democracy cannot survive without widespread apathy.  

We might reflect on the fact that it is precisely at that point in time when college tuitions began skyrocketing--and student loans became widely available.  One way to rein in these potentially unruly students is to be sure that they graduate deeply in debt, and so have to get a job, no matter how little it is "intrinsically satisfying."

2. Back to Habermas.  Suppose we get a "motivation crisis"?  What then?  How might the motivation crisis be resolved?  Moral chaos and societal breakdown would seem to be the logical result, though Habermas does not say this explicitly.  He does worry about the replacement of our democratic order by a more authoritarian one, as was being as advocated by a number of prominent "systems theorists" of the time.  Niklas Luhmann and others were arguing that this is the only choice for highly complex societies.  (I should note that Bill Moyers interviewed William Greider two weeks ago--one of the best and most interesting economic journalists around these days.  Greider is deeply worried that this might be in the cards for us--as economic policy slips away from our democratic institutions and into the hands of the highly undemocratic, highly secretive Federal Reserve System that is doing everything in its power right now to keep control of the economy is the hands of the Wall Street financial elite.)

a. Habermas's hope lies with the young--better and more highly educated than ever before, less susceptible to authoritarian (patriarchal) leaders, more imbued with universal values.  But what are they to do?  

b. They should not "retreat to a Marxistically embellished orthodoxy."  We must have "theoretical clarity about what we do not know.  

c. But what should they do?  Here Habermas disappoints.  LC ends with a call to "expose the stress limits of advanced capitalism to conspicuous tests, and  . . . to take up the struggle against the establishment of an authoritarian social system "over the heads of its citizens." (143) That is to say, we are left with critique, with protest--but no indication whatsoever as to what the positive program of the "young radicals" might advocate.

IX. Beyond Habermas, Back to the Present

A. I don't think we should fault Habermas for his failure to provide an alternative model.  The world was very different in 1973 from what it is now, and, as he noted, there was much that we did not know.  The Soviet Union's centrally-planned economy had not yet entered its terminal decline, the East German model appeared promising to some, Maoist China was promoting a distinctive "Chinese road to socialism," there were experiments with markets under socialism underway in Hungary, there was an experiment with both markets and worker-self-management in Yugoslavia.  How was this all going to play out? No one knew at the time. 

B. What are the alternatives facing us now.  

1. A return to neoliberalism--not a chance, at least not in the foreseeable future.  Neoliberalism is dead.  True, there are still some screaming pundits on Fox News, and some brain-dead Republicans who think that Keynesian stimulus programs are designed to usher in a new totalitarianism, but this has little political traction.  The vast majority do not want the government "off our backs." They want the government to do something to get the economy up and running again.

2. Fascism, friendly or otherwise.  Despite the perennial fears of many on the Left, that would not seem likely either.  Fascism as an economic model (authoritarian capitalism) has been tried, not only by Mussolini and Hitler, but also by a large number of anti-communist military and civilian dictatorships since WWII.  None of the instigating regimes have survived.   I don’t see fascism as a threat, at least not at this historical con juncture. (I hope I'm right about this--though I must say, after listening to Greider, I'm not as confident as I once was.  His scenario isn't "fascism" exactly.  We would still have a "democracy."  But we wouldn't have any significant control over the economy.  We would just have to learn to live with high unemployment, massive inequality, and indefinite economic stagnation, for, the elites will assure us, there is no alternative.)

3. On a more hopeful note--how about a return to "Golden Age" social democracy-- the Obama promise?

a. Elements of the plan

1) A revitalization of the "welfare state," including universal health care

2) A return to an active fiscal policy

a) Tax cuts to stimulate consumption

b) Massive federally funded jobs program

b. Important steps in the right direction, but will they address the underlying problem of indebtedness.  There would seem to be no way to return to the "Golden Age," of ever rising real wages, certainly not in the Age of Globalization

4. A democratic socialism?  Hmmm, let's think about that.

X. A Democratic Alternative to Capitalist Madness

"Capitalism is secure, not only because of its successes--which have been very real--but because no one has a plausible alternative.  This situation will not last forever.  Surely there will be other ideologies, other dreams, and they will emerge sooner rather than later if the Great Recession persists and deepens. (Krugman, RDE99, p, 6)

A. Important to stress that the economic crisis we are facing is not the result of a natural catastrophe--no asteroid on collision course with our planet, no run-away virus for which we have no cure, no climate disruption.  As Krugman has noted, "There is no good reason why misguided investments in the past should leave perfectly good workers unemployed, perfectly useful factories idle." (RDE99, 160)

B. It is equally important to realize that we could have a full employment, democratic economy that is completely immune to financial speculation and the havoc such speculation can wreak on the real economy, and--at least as significant--does not need to grow to remain healthy.

C. Economic Democracy: the Basic Institutions  

1. Market competition remains.  Incentives remain in place for firms to use their resources efficiently, to innovate and to respond effectively to consumer demand.

2. Most enterprises run democratically by workers, whose incomes are no longer wages, but shares (not necessarily equal) of profits

3. Financial markets are replaced by a public investment banking system that raises funds, not from private savers, but by taxing the capital assets of all enterprises, and returning all of these revenues to state and local investment banks, giving each region its per-capita share.  All of the collected taxes are reinvested in the economy.  All economic expansion is financed by these public banks.  Loans are granted only to those project that promise to be profitable, but priority is given to those that create the most employment.

D. Economic Democracy: the Supplementary Institutions  

1. A capitalist sector of small businesses and entrepreneurial firms remains, but firms over a certain size must be sold to the state, to be democratized, when the original founders retire or leave the business.  Individuals are free to start up capitalist enterprises, getting their start-up capital from the public banks, which treat there applications on par with applications from democratic firms, or from private investors.

2. The government serves as an employer of last resort.  All able-bodied people who want to work will have a job.

3. A network of cooperative Savings and Loan associations exist to provide housing mortgages and other consumer loans.  (Note: the allocation of capital for business investment is kept sharply distinct from providing credit for consumer purchases.)

E. Why ED is not vulnerable to a financial crisis

1. There are no financial markets in ED: no stock markets, no bond markets, no hedge funds, no private "investment banks" concocting collateralized debt obligations or currency swaps or other sorts of derivatives.  So there's no possibility of financial speculation--apart from the housing market.

2. The financial system is quite transparent.  A capital assets tax is collected from businesses, then loaned out to enterprises wanting to expand or to individuals wanting to start new businesses.  Loan officers are public officials, whose salaries are tied to loan performances, so the incentives structure is right.

3. The kind of housing bubble we've just experienced, fueled by the massive demand for mortgage backed securities couldn't happen, since there are no such securities.  Mortgages stay with the Savings and Loan of origin.  Nor is there a vast pool of money, (wealthy investors, pension funds, etc.) out there looking for speculative opportunities, trying to make money with their money.  To be sure, if the demand for homes should rise, individuals might gamble that prices will keep going up, and hence buy in order to resell--but the S&Ls would be well positioned to scrutinize loan applications, since they are all coming from local residents.  An individual S&L may make some bad loans, thus compelling all the bank workers to take a pay cut, or even declare bankruptcy, but there is little danger of contagion.

F. Why ED is better positioned to avoid an ecological crisis.

1. A fundamental fact about a democratic firm is that it lacks the expansionary dynamic of a capitalist firm.  The reason is structural.  Democratic firms tend to maximize profit per worker, not total profits.  That is to say, doubling the size of a capitalist firm will double the owners' profits, whereas doubling the size of a democratic firm will leave everyone's per capita share the same (since doubling the size of the firm means doubling the size of the workforce).

2. This means that democratic firms are not incentivized to grow.  Unless there are serious economies of scale involved, bigger is not better.  

3. Moreover, since funds for investment come from taxes (the capital assets tax), not from private investors, the economy is not hostage to "investor confidence."  Which means it does not have to keep growing to remain healthy--as does a capitalist economy.  Which means Economic Democracy can be a healthy, sustainable, "no-growth economy," whereas capitalism cannot be.

Actually, "no-growth" is a misnomer. Productivity increases under Economic Democracy are more likely to translate into increased leisure than increase consumption, so the economy will continue to experience "growth," but the growth will be in free time, not consumption.  

XI.  Back Beyond Habermas, 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?

