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Night 1:



Understanding the Logic of Capitalism
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My Goal: Demystify & Reclaim Economics •  Get concrete •  Relate ideas to daily life •  Avoid jargon, graphs, math •  Empower people as legitimate, confident economic citizens with opinions and influence www.fabians.org.nz
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g n i h t o n s ’ e r The o d n a c u yo … t i t u o b a …supply and dema nd… … e l b a t i v …ine …irresistible… www.fabians.org.nz



MY GOAL: To Demystify & Reclaim Economics… www.economicsforeveryone.com •  •  •  •  •  • 



Excerpts Lesson plans Resources Glossary Blog Feedback www.fabians.org.nz



Step 1: Demystify the Economy
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What is the Economy?



W O R K www.fabians.org.nz



Work, Production, Value •  Work = productive human effort •  All production involves performing work to transform material goods harvested from nature and perform useful services •  Different types of work –  Goods / Services –  Private sector / Public sector –  “Highly skilled” / “Less skilled” –  Paid / Unpaid –  Even “management”!



•  Work is the source of all “value-added”
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Step 2: Demystify the Crisis •  Economy = sum total of the work we perform, to meet our needs and wants •  We can work today as well as ever –  In fact, we can work better (technology, skills, productivity)



•  •  •  • 



So why are we in a “crisis”??? Ignore the financial mumbo-jumbo Focus attention on real work, production Demand our right to work and produce! www.fabians.org.nz



Where Did This Crisis Come From, Anyway?
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Where Did This Crisis Come From, Anyway?
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Step 3: Demystify the “C”-Word … Capitalism •  A particular kind of economy •  Hasn’t always existed, won’t always exist •  Has two defining features: 1.  Most work is performed by employees in return for a wage or salary (wage labour) 2.  Most production is undertaken to generate profit for a private owner (production for profit) www.fabians.org.nz
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Meet the Players



Households support themselves through paid employment Around 85% of population of developed capitalist countries



Major owners and top managers of firms Under 2% of population of developed capitalist countries



Also: 10-15% of people who “work for themselves” in farms & small businesses (shrinking)
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Statistics That Will Shock and Appall You… (p.92) Distribution of Financial Wealth Top 10%



Top 1%



Billionaires



Bottom 50%



Canada



58%



n.a.



5% (54)



3%



U.S.



71%



34%



6% (≈500)



2%



Australia



53%



n.a.



7% (37)



6%



U.K.



71%



34%



10% (169)



1%



World



57%



32%



n.a.



4% www.fabians.org.nz



Step 4: Demystify “Tools” •  Capital = the tools we use to do our work well •  Technology = human knowledge: knowing that it’s more productive to first build tools, then do the final work •  Tools themselves are not productive •  Owning capital is not, in itself, a productive act … it’s a social construction
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What is Investment? •  Investment is NEW capital •  Capitalists buy & accumulate “tools” •  The initial motive force that drives the whole system –  “GO” button for capitalism



•  Workers depend on this happening –  conflict, interdependence



•  Understanding and ultimately challenging investment, is key to understanding and challenging the system www.fabians.org.nz



Building a “Road Map” of Capitalism •  Every map has 3 purposes: 1.  Find out where you are 2.  Find out where you want to go 3.  Find out how to get there



•  We will build a comprehensive road map of capitalism •  We will start with the simplest “core” relationships: –  Investment, work, production, profit
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The Central “Circle” •  Nothing happens without the initial investment •  Nothing happens without work •  Income is divided between wage & profit •  Creates complex relationship between workers and capitalists –  They “need” each other –  They experience constant tension



•  All production must be “bought” for the circle to keep working www.fabians.org.nz



Step 5: Demystifying Finance •  Where did the capitalist get the initial money from? –  Saved from past profits –  Stolen from others –  Finance



•  Financial sector supplies initial purchasing power –  “Printed” from thin air



•  Finance gets a cut of the profits www.fabians.org.nz



The Private Credit System



•  Private banks have a license to “print money” (ie. create credit)



–  Credit is essential to our economy –  We’ve “outsourced” the job to banks



•  They create credit in order to maximize their own profit –  Too much some times –  Too little some times (bankers’ cycle)



•  Must hold banking system to account to meet society’s need for steady credit



–  And if need be, step in to do it ourselves –  We can “print money,” too! www.fabians.org.nz
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2000-2007: Paper economy captured large share of surplus (50% in US)



www.fabians.org.nz



•  Investment no longer constrained b Implications savings of Finance –  Just need a credible business plan



•  Real capitalist & financier have sha interest in boosting the rate of pro •  But they may argue over the divisio the flow of profits •  Overdeveloped financial industry m distract, destabilize real investmen
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The “Real” Economy and the “Paper” Economy
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Real Economy: Real Goods & Services
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Paper Economy: Buys & Sells Paper Assets
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The Real Economy and the Paper Economy •  Real Economy: the work we all do to meet our material needs & wants •  Paper Economy: financial sector; plays a different, unique role –  Not directly productive –  Trades in paper assets



•  Theory: Paper economy facilitates, lubricates real investment & production •  Practice: For every $1 of productive lending & finance, the paper economy spends $100 on speculation (buying/selling existing assets) www.fabians.org.nz



Global Financial Crisis www.fabians.org.nz



Mother Of All Meltdowns www.fabians.org.nz



The Long-Awaited Demise Of Capitalism As We Know It www.fabians.org.nz
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Financialization •  Since early 1980s, policy emphasized financial activity over real production •  Employment and real production kept under tight control –  Jargon: Need to control inflation –  Reality: Goal is to control workers!



•  But finance was given total freedom: –  Deregulation –  Speculation



̶ Globalization ̶ Tax Subsidies



•  Economic “split personality”



–  Political/cultural effect: “Stock-marketization” www.fabians.org.nz



Wha’ Happened? •  Speculative bubble (again): –  Centred in U.S. housing



•  Fueled by aggressive, irresponsible lending •  •  •  • 



–  “NINJA” mortgages



Speculators borrowed at 50:1 or more U.S. housing prices began falling in 2006 Chain reaction of collapse, deleveraging Blow to wealth, confidence, lending, investment, spending  RECESSION •  Globalization made things far worse
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Making Sense of the Crisis •  Neoliberalism privileges financial activity •  Instability is hard-wired into the DNA of the private credit system •  Deregulation, globalization, innovation made it worse •  No bubble can arise without injections of cheap unproductive credit •  Collapse is inevitable •  It will happen again, if the rules aren’t changed www.fabians.org.nz



Been There, Done That, Got the T-Shirt •  1978-1981: Neoliberalism is born with interest rate crisis •  Mid-1980s: U.S. savings and loans crisis •  1994: Peso crisis •  1997-98: Asian financial crisis / Russian bond crisis •  2000-01: Internet stock market collapse •  2007-08: U.S. subprime meltdown •  2012? 2014? 2016? www.fabians.org.nz



Now We’re In “Recovery”… (Has anybody seen it???)
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Our Economic “To-Do” List 1.  Explain where this crisis came from –  –  –  – 



It It It It



wasn’t caused by workers was caused by finance wasn’t a random accident will happen again, if rules aren’t changed



2.  Reclaim the value & legitimacy of real work and production 3.  Resist attempts to make us pay 4.  Fight for an alternative economic vision that puts production ahead of finance www.fabians.org.nz



We Produce…



…They Don’t



We Didn’t Cause the Crisis…They Did www.fabians.org.nz
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