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    FOREWORD


  




  

    The complexity of social and economic policy problems of the 21st century, including the widening of inequality gaps both locally and globally, is strongly increasing. Many take this as a call to revise, in a nontrivial way, our conceptual outlooks, and to increase recognition of the role and importance of multi-sided reflection of theory and practice. The evolution of capitalism and the globalization of its various forms has contributed to unprecedented social, political, and environmental challenges. The global financial crisis of 2007-2008 made clear the need to redress and redesign both the global economy and economics as a discipline, to broadening the dialogue on social responsibility, and to develop a new culture of decision making. The long-standing debates regarding economic systems, criteria of economic and social justice, and which macroeconomic policies bring about the best possible outcomes are gaining currency; this leads to asking new questions concerning various aspects of the state and market relationships on national and transnational levels, and the relation between freedom and capital economy. A pluralist approach is needed, both practically and methodologically, for a better grasp of the historical development and conditions of both the current socio-economic system and our framing and perception of it in problem solving approaches.




    Pluralist Readings in Economics: Key-concepts and policy tools for the 21st century provides such conceptual openings in interdisciplinary engaged and accessible ways. In this eBook, Maria Alejandra Madi provides broad coverage of the topics through a careful selection of some of the influential economic thinkers, and offers a substantial literature overview that includes pointing the reader to the main tenets of the included authors’ ideas, context, and interpretations. Dealing with complex problems requires an ability to go beyond our received ideas and conceptualizations of the problems in question to redefine them in new contexts, and to dialoguing on social responsibility. Maria Alejandra Madi’s introductory work fits well with such end, preparing the reader for enlargement of the debate that aims to contribute to the transformation to a more just and sustainable economy and world.




    The book is recommended for a broad interdisciplinary audience, specifically to students in social sciences and humanities. It will benefit all those who seek to better understand the complex stakes in the transitions of the capitalist system, in the tensions between regulatory policies, free market equilibria, and participatory openings in governance.




    

      Malgorzata Dereniowska


      Aix-Marseille University, Marseille, France

    


  




  




  




  

    PREFACE




  




  

    As John Kenneth Galbraith pointed out economics is overwhelmed by an ‘uncorrected obsolescence.’ The target of economics education is the comprehension of the reality in its economic dimension, that is to say, the understanding of those practices and ideas that support the evolution of material life and the provision of human needs. In the post-war period, economics was broadly understood as economic science, that is to say, as a specific area of the development of human knowledge. Today, the main challenge to economics as a discipline is to cope with changing economic realities. In the current setting, a pluralist approach to economics attempts to consider a broad scope of perspectives in order to apprehend the complexity of the real-world.




    These Pluralist Readings aim to foster the awareness of diversity of ideas within economic thought. Its scope involves broad topics in economics and debates about historical and theoretical approaches, besides policy matters. We examine the contribution of major thinkers in relation to their understanding of the historical development of capitalism, highlighting the writings of Karl Polanyi. Rudolf Hilferding and Eric Hobsbawm. Indeed, at the heart of modern political thought there is an ongoing debate about the main features and the outcomes of the capitalist system. Considering the power issues at stake in the capital accumulation process, relevant questions have emerged in the economic debate. At this respect, we include the writings of scientists who sharply analysed the conflicts and tensions within the economic capitalist system, including Karl Marx, Michal Kalecki and John Kenneth Galbraith.




    Significant contributions to monetary theory by Eugen von Böhm-Bawerk, John Maynard Keynes and James Tobin are also considered. Indeed, controversies about the role of money, interest rates and the banking system have been present in economic debates since the 18th century. Today, monetary issues continue to play an outstanding role in policy making. In addition, differing perspectives from economic thinking are presented on behalf of their insightful perspectives about the challenges for enhancing competition and price stability. In this attempt, Alfred Marshall, Joan Robinson and Milton Friedman’s contributions are considered.




    Some topics on theories of economic growth and business cycles are structured around great debates that have present in capitalist societies over the past 300 years. In this attempt, we include the contributions of Adam Smith, Joseph Schumpeter and Hyman Minsky around the outcomes of free markets, the role of technology and entrepreneurship and the impacts of the financial set-up on economic growth and cyclical business dynamics. In addition, controversies around the best way to organize economic activity—through government, through free markets or some combination of the two – have been always present in the economic debates. These issues are addressed by considering the writings of David Ricardo, John Maynard Keynes and Friedrich von Hayek - economists whose contributions to the economic policy debate have been outstanding in real-world economics.




    Finally, as concerns on welfare, justice and fairness have been closely intertwined in economic thought, we address these relevant topics by including the contributions of Arthur Pigou, Amartya Sen and Elinor Ostrom.




    We believe that the eBook will provide a space for reflection about economic issues that arise whenever one seeks to understand the complex process of evolution of the capitalist system. The systematic study of some of the most influential interpretations about the economic features and outcomes of the capitalist system certainly offers an excellent opportunity for humanists to deal with some of the central concerns of social scientists.




    

      Maria Alejandra Madi
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    “The study of economics does not seem to require any specialized gifts of an unusually high order. Is it not, intellectually regarded, a very easy subject compared with the higher branches of philosophy and pure science? Yet good, or even competent, economists are the rarest of birds. An easy subject at which very few excel! The paradox finds its explanation, perhaps, in that the master-economist must possess a rare combination of gifts. He must reach a high standard in several different directions and must combine talents not often found together. He must be mathematician, historian, statesman, philosopher - in some degree. He must understand symbols and speak in words. He must contemplate the particular in terms of the general, and touch abstract and concrete in the same flight of thought. He must study the present in the light of the past for the purposes of the future. No part of man's nature or his institutions must lie entirely outside his regard. He must be purposeful and disinterested in a simultaneous mood; as aloof and incorruptible as an artist, yet sometimes as near the earth as a politician”.


    


    (Keynes, Collected Writings, vol. X: Essays in Biography)
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      Abstract




      This chapter presents three critical appreciations about the capitalist system since the First Industrial Revolution in Britain until current globalization. Firstly, we consider Karl Polanyi’s contribution about the First Industrial Revolution's effects on economic and social life. Then, we address the contribution of Rudolf Hilferding whose studies on financial capital highlights the role of banks in the expansion of large corporations and capital markets in the early 1900s. Finally, we consider Eric Hobsbawm's ideas about contemporary globalization that intertwines economic and political challenges along with social and cultural outcomes.
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      1. Introduction




      At the heart of modern economic thought lies an ongoing debate about the main features and the outcomes of the capitalist system. Which social, political, and moral relations emerge alongside the evolution of a capitalist economy? How are we to understand the larger historical significance of the financial transformations throughout the world? How has globalization transformed the world in which we live?




      This chapter presents three critical appreciations about the capitalist system since the First Industrial Revolution in Britain until current globalization. First, we present Karl Polanyi’s contribution about the First Industrial Revolution's decisive effects on economic life. He turned out to be world known on behalf of his criticism of the self-regulated markets as a “natural” institutional set-up where the search of individual enrichment is the “natural” characteristic of men.




      Second, we address the contribution of Rudolf Hilferding who analyse the role of financial capital in the expansion of banks, large corporations and capital markets in the early 1900s. For him, the key to understanding the economic changes was the transition from free competition to monopoly. Indeed, Hilferding shows how the interconnections between banks and non–financial corporations create monopolies and cartels with market power to influence levels of output, prices and working conditions in different economic sectors.




      Finally, we consider Eric Hobsbawm's interpretation about contemporary world history. He explored the economic and political challenges of globalization along with the cultural and social outcomes. Besides, he pointed out the threats to economic stability and peace at the beginning of 21st century.




      

        1.1. Karl Polanyi on the Liberal Myth




        

          



          1.1.1. Setting the Scene




          Karl Paul Polanyi was critical of the methodological individualism of the Austrian school as the point of departure of economic analysis. His critique focused the assumption of homo economicus – the representation of the self-interested agent who maximizes utility in his choices. In the book Trade and Markets in the Early Empires (1957), he addresses that it is necessary to distinguish between the formal and the substantive meanings of the concept of 'economics'. Reflecting on the epistemological concerns that arise in Economics as a scientific knowledge, Polanyi states that, at his time, Economics as a discipline mainly depended on deductive methods of inquiry.




          However, in Polanyi’s view, the economic analysis must cope with multiple issues associated with human nature and human needs [1]. Polanyi invites us to re-examine the concept of economics as many people are accustomed to think that the only way of organizing men's livelihoods is the market economy. Indeed, in the introduction to Trade and Markets, he proposes a new theoretical construction in order to explain the place and role of human beings in the social and economic system. And he addresses that men value material goods only as these goods serve the promotion of social standing. Adopting the method of economic anthropology, Polanyi privileges the study of principles of economic behaviour that are induced from empirical observation. In this approach, the economic question becomes an anthropological question. And the study of Economics could be known as substantial.




          In fact, the fundamental problem in economics, for Polanyi, is the attendance of human needs. Thus, the Polanyian concept of economics certainly offers to us a new way of looking at the “human beings” and at the “real economy” around us. This concept of economics is supported by ethical principles that touch on social justice. While taking into account different ways of organizing men's livelihoods, Polanyi provides a guide that stimulates empirical observations of economic life in the real world.




          His criticism also focused on the myth of the self-regulated markets in capitalism. With the advance of industrialization, the liberal economic theory spread out the statement that the search of individual enrichment is the “natural” characteristic of men. For Polanyi, the institutional set-up and its economic and social outcomes cannot be considered “natural”. Indeed, he looked for evidences in history and anthropology to show that the expansion and dominance of the behaviours based on the “economic motive” in the markets is essentially a modern phenomenon. The spread of this behaviour fosters the rupture of traditional social relations overwhelmed by links of reciprocity and redistribution within families and neighbourhoods.




          The world-known Polanyi’s book The Great Transformation (1944) emphasizes the deep impacts of industrialization on economic, social and cultural life. Indeed, Polanyi highlights the role of the free-market ideology in shaping a “new discipline” that supports the expansion of economic liberalism. The economic changes that enhanced and resulted from the Industrial Revolution cannot be apprehended if ignoring political, social and ethical issues. As one of the most original interpreters of the market economy, his analysis serves as an effective counter argument to free market fundamentalism.




          

            Box 1 A biographical note.




            

              

                

                  	Karl Polanyi was born in the city of Vienna in the year of 1886. While living in Budapest, he developed studies in Law and Philosophy.


                  In the 1920s, Polanyi worked as foreign editor of the Austrian leading economic publication Österreichische Volkswirt. On behalf of the European political crisis, he moved to England and then, in 1940, he accepted the invitation to give lectures in the United States. When he was working at Bennington College in Vermont, Polany concluded his book The Great Transformation that was first published in 1944. His academic career included a Visiting Professorship at Columbia University between 1947 and 1953.


                  After his retirement, he continued to develop research projects while partly living in the U.S. and in Canada. Concerned with the stability of the world peace, he founded an international journal related to comparative studies of economics and politics. The first issue of the journal Co-existence was published in the year of his death, 1964 [2].

                


              

            




          




          

            Box 2 Selected works.




            

              

                

                  	
Books


                  1937. Christianity and the Social Revolution.


                  1944. The Great Transformation: The Political and Economic Origins of Our Time


                  1957. Trade and Markets in the Early Empires. Economies in History and Theory


                  1963. The Plough and the Pen. Writings from Hungary, 1930-1956


                  1977. The Livelihood of Man.


                  Collected essays


                  1966. Dahomey and the Slave Trade. An Analysis of an Archaic Economy


                  1968. Primitive, Archaic, and Modern Economies: Essays of Karl Polanyi

                


              

            




          


        




        

          1.1.2. Key Concepts




          When reading Karl Polanyi, you must remember that:




          

            	In the context of capitalism as a market society, livelihoods are embedded in the economic setting rather than the economic dynamics embedded in social life. This happens because the economic motive overwhelms social life.




            	Throughout the First Industrial Revolution, economic, social and cultural transformations turned out to subordinate social relations to the market economy. The economic changes that resulted from the Industrial Revolution cannot be apprehended if ignoring the political, social and ethical issues.




            	The commodity fiction is the vital organizing process in the market economy: the main commodities are labour, land and money.




            	Through the evolution of capitalism, the double movement refers both to the creation of the market economy institutional set up and to the emergence of mechanisms of social protection to face the harmful social effects of the capitalist economic system.


          


        




        

          1.1.3. Reading Passages: The Great Transformation




          The Reading Passages presented below were written by Karl Polanyi and were published in the book The Great Transformation: The Political and Economic Origins of Our Time, 1944 [3]. In order to have in-depth understanding of Polanyi’s contribution, we elaborated a summary of the main ideas.




          

            



            

              

                

                  	Reading Passages



                  	Summary of the Main Ideas

                


              



              

                

                  	Before the process had advanced very far, the labouring people had been crowded together in new places of desolation, the so-called industrial towns of England; the country folk had been dehumanized into slum dwellers; the family was on the road to perdition; and large parts of the country were rapidly disappearing under the slack and scrap heaps vomited forth from the “satanic mills.” Writers of all views and parties, conservatives and liberals, capitalists and socialists invariably referred to social conditions under the Industrial Revolution as a veritable abyss of human degradation.



                  	The Great Transformation underlines that the process of social change created by trade and industrialization led to the emergence of poverty on a large scale. The desolation, dehumanization and degradation of human lives were necessary steps for the emergence of a labour market.

                




                

                  	A market economy is an economic system controlled, regulated, and directed by markets alone; order in the production and distribution of goods is entrusted to this self-regulating mechanism. An economy of this kind derives from the expectation that human beings behave in such a way as to achieve maximum money gains…. Self-regulation implies that all production is for sale on the market and that all incomes derive from such sales. Accordingly, there are markets for all elements of industry, not only for goods (always including services) but also for labour, land and money, their prices being called respectively commodity prices, wages, rent, and interest.



                  	In the market economy, labour, land and money turn out to be seen as commodities for sale.

                




                

                  	Nevertheless, it is with the help of this fiction that the actual markets for labour, land, and money are organized; they are being actually bought and sold on the market. Now, in regard to labour, land, and money such a postulate cannot be upheld. … (if land is treated as a commodity then) … Nature would be reduced to its elements, neighborhoods and landscapes defiled, rivers polluted, military safety jeopardized, the power to produce food and raw materials destroyed. Finally, the market administration of purchasing power would periodically liquidate business enterprise, for shortages and surfeits of money would prove as disastrous to business as floods and droughts in primitive society.



                  	The commodity fiction is a vital organizing process. Labour, land and money turn out to be seen as fictitious commodities bought and sold in the market. Within the market society the social relations are embedded in the economy rather than the economy embedded in social relations.

                




                

                  	The true significance of the tormenting problem of poverty now stood revealed: economic society was subjected to laws which were not human laws.



                  	The laws governing a market competitive society are not human laws.

                




                

                  	The action of two organizing principles in society, each of them set special institutional aims, having the support of definite social forces and using its own distinctive methods. The one was the principle of economic liberalism, aiming at the establishment of a self-regulating market …; the other was the principle of social protection aiming at the conservation of man and nature as well as productive organization.



                  	The historical evolution of capitalism has always been followed by the sprouting of safeguards to protect society against the interference of the market practices.

                




                

                  	Economic liberalism was the organizing principle of a society engaged in creating a market system. Born as a mere penchant for nonbureaucratic methods, it evolved into a veritable faith in man's secular salvation through a self-regulating market. Such fanaticism was the result of the sudden aggravation of the task it found itself committed to: the magnitude of the sufferings that were to be inflicted on innocent persons as well as the vast scope of the interlocking changes involved in the establishment of the new order. The liberal creed assumed its evangelical fervor only in response to the needs of a fully deployed market economy.



                  	The ideology of the free markets supports the spread of economic liberalism.

                


              

            




          


        




        

          



          1.1.4. Modern Concerns About Free Market Fundamentalism




          Karl Polanyi’s contribution to the economic and social analysis of the origin of capitalism motivates a reflection about the social outcomes of neoliberal policies. In The Great Transformation, Polanyi highlighted both the critique of the myth of liberalism and the challenges to promote economic and social justice, showing that the dehumanization of capitalism is the result of the institutional features of the market society. Taking into account the historical and institutional analysis of capitalism enhanced by Polanyi, an outstanding idea to consider, in any ethically defensible approach to inequality, is that the institutional patterns adjust perfectly to the principles of behaviour in society [4].




          The systemic and institutional approach to capitalism presented by Polanyi adds fruitful ideas to expand our understanding of current social challenges. Since the late 1970s, the evolution of disembedded capitalism enhanced a global pattern of accumulation that turned out to enlarge social exclusion. In this setting, institutional changes have been promoted by nation-states to deep financial and trade liberalization and the flexibilization of all markets. As a result, the expansion of the profit motive and the global commodification of money have created new economic and political pressures that foster the dissolution of reciprocity interrelations. Indeed, the mode of expansion of the capitalist capitalism in the 21st century -overwhelmed by the financialization of wealth and social exclusion- is far from being “natural” [5].




          Taking into account the social challenges, David Weil’s 2014 book The Fissured Workplace highlights that today the employer-worker relationship has been submitted to delivering value to investors [6]. As Weil’s shows, the result has been an ever-widening income inequality. According to the Global Labour Union IUF, the current global business models foster deleterious conditions in the workplace, more control of workers, decreasing employment stability and a lower formalization rate of employment. Today, informal unemployment includes self-employment in small unregistered enterprises, unpaid workers, own account operators and also unpaid work in family businesses. As a result, the total amount of informal workers also includes: day workers, home workers and workers occupied in the context of outsourcing agreements.




          In short, the evidences related to the recent economic and social disruptions serve as an effective counter-argument to free market fundamentalism.


        




        

          1.1.5. Further Reading
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        1.2. Rudolf Hilferding on Financial Capital




        

          



          1.2.1. Setting the Scene




          It was in 1910 that Rudolf Hilferding - a young Austrian physician interested in economics - published the book Finanz Kapital that aims to analyse the then-current capitalist development. Based on the dynamics of the German banking model, his contribution presents a deep analysis of the institutional set up of financial relations and power bloc features. Proceeding from Marx´s approach to the study of capitalism, Hilferding deepens the analyses on central banks, banks´ strategies, capital markets, commodity markets, monopolization and regulation of competition.




          

            Box 3 A biographical note.




            

              

                

                  	Rudolf Hilferding was born in 1877 in Vienna, Austria. He became attracted to socialism while studying medicine. Prior to World War I, he became a teacher in the German Social Democratic Party.


                  Hilferding served as Weimar finance minister in 1923 in the context of a highly inflationary process. In the period between 1928 and 1930, he served at the Mueller cabinet in a context of economic depression [7].


                  After Hitler came to power, Hilferding went to France and continued the struggle against Nazism. However, in 1940, he was arrested by the Vichy authorities and was sent to the Gestapo.


                  Before dying in a German prison cell in 1941, Hilferding was a leading economic thinker, besides a prominent socialist theorist and politician. Indeed, his democratic attempts to strengthen republican and socialist ideas in confrontation with the outcomes of Nazism and communism [8].

                


              

            




          




          

            Box 4 Selected works.




            

              

                

                  	
Articles


                  1905. Parliamentarianism and the General Strike


                  1933. Between Decisions


                  1940. State Capitalism or Totalitarian State Economy


                  Books


                  1904. Böhm-Bawerk's Criticism of Marx


                  1910. Finance Capital: A Study of the Latest Phase of Capitalist Development

                


              

            




          




          Credit money enhances the development of the stock markets and the monopoli-zation of industries. Hilferding emphasizes the importance of banks and credit operations in fostering the growth of large-scale corporations that are organized as joint-stock companies. In these companies, the separation of ownership and control reinforces changes in management. The evolving interactions between the banking system and large-scale monopolistic industries lead to the definition of new banks´ strategies that turn out to deepen the control of corporations through fictitious capital (securities, shares). Following these economic transformations, industrial capitalism was replaced by financial capitalism where centralized and liquid capital subordinates the path of economic growth.




          In the early 1900s, the new financial oligarchy did not only dominate the financial operations of the economy, but also subordinated the whole economic and social dynamics. The relations between this oligarchy and the nation-states reveal the interactions between the economic and political powers. In this setting, although industrialization was considered a period of massive technological innovations and rapid expansion, the huge productivity increases in manufacturing did not improve the living conditions of the working classes.


        




        

          1.2.2. Key Concepts




          When reading Rudolf Hilferding, you must remember that:




          

            	Britain’s international role in the world began to erode, even though it still remained important as an international trade and banker after the Second Industrial Revolution. This new historical phase is called as Monopolist Capitalism since the real-world economy is characterized by the capital concentration in industrial markets that is leveraged by financial institutions. The new trends express the transformation of business under the dominance of centralized and liquid capital.




            	Financial capital reveals the inherent tendency of capitalist accumulation towards the predominance of interest-bearing capital.




            	Financial capital expands with the growth of joint-stock corporations that fosters industrial monopolization.




            	In the context of the monopolization of industry, large banks increasingly expand their power over business and fictitious capital.


          


        




        

          1.2.3. Reading Passages: Finance Capital




          The Reading Passages presented below were written by Rudolf Hilferding and were published in the book Finance Capital: A Study of the Latest Phase of Capitalist Development, 1910 [9]. In order to have in-depth understanding of Hilferding’s contribution, we elaborated a summary of the main ideas.




          

            



            

              

                

                  	Reading Passages



                  	Summary of the Main Ideas

                


              



              

                

                  	Banks become the institutions for clearing and settling balances, a technical improvement which extends the range of possible mutual cancellation and reduces the amount of cash required for settling balances. The money which productive capitalists had previously been obliged to keep on hand for settling the bills they had drawn now becomes superfluous, and flows as deposits to the banks who can use it to settle the balances.



                  	The relationship between banks and productive capitalists turns to be closer.

                




                

                  	The professional banking principle of maximum security makes the banks inherently averse to competition, and predisposed in favour of the elimination of competition in industry through cartels, and its replacement by a 'steady profit'.



                  	Banks are active agents in the process of monopolization.

                




                

                  	The trust has an advantage over the cartel in fixing prices. The cartel is obliged to base its fixed price on the price of production of the most expensive producer among its member firms, whereas for the trust there is only one uniform price of production in which the costs of the more efficient and less efficient concerns are averaged out. The trust can set a price which allows it to maximize its output and make up for its small profit per unit by the volume of its turnover. Furthermore, the trust can close down the less profitable concerns much more easily than can the cartel. When production has to be cut down, the trust can effect this exclusively in the high-cost enterprises, and thus reduce average costs of production; and conversely, when there is an expansion of production it can concentrate the increase in the technically more efficient firms. As a rule, the cartel has to distribute the increased production evenly among its member enterprises. In this way, the technically superior enterprises gain, from the prices fixed by the cartel, extra profits which are not averaged out through competition, since the cartel excludes this, and seem to assume the character of a differential rent.



                  	Trusts and cartels have different strategies to reduce the competition in the markets.

                




                

                  	The development of capitalist industry produces concentration of banking, and this concentrated banking system is itself an important force in attaining the highest stage of capitalist concentration in cartels and trusts.



                  	The concentration of the banking system enhances the expansion of cartels and trusts.

                




                

                  	Finance capital develops with the development of the joint-stock company and reaches its peak with the monopolization of industry. Industrial earnings acquire a more secure and regular character, and so the possibilities for investing bank capital in industry are extended. But the bank disposes of bank capital, and the owners of the majority of the shares in the bank dominate the bank. It is clear that with the increasing concentration of property, the owners of the fictitious capital which gives power over the banks, and the owners of the capital which gives power over industry, become increasingly the same people. As we have seen, this is all the more so as the large banks increasingly acquire the power to dispose over fictitious capital.



                  	The expansion of join-stock companies is crucial for the expansion of fictitious capital and speculation. Finance capital and the monopolization of the economy are inter-related processes.

                


              

            




          


        




        

          



          1.2.4. Modern Concerns About Financialization and Speculation




          The outcomes of the 1930 Great Depression and subsequent financial regulation devastated the power of financial capital. However, after the 1970s, great transformations in the relations between governments, banks, non-banks, investors and managers shaped the financialization of the capitalist economy.




          Financialization has been characterized as the long-run process of financial expansion where monopoly-finance capital turned out to become increasingly dependent on credit and financial bubbles [10]. This process of financialization of the global economy, that was initiated at the end of the 1970s and intensified after the 1990s, produced great transformations in the growth patterns after World War II [11]. Increasing subordination of business to the financial commitment to short-term profits has revealed, as Hilferding warned, that financial capital shapes the market dynamics and enhances speculative decisions.




          Indeed, looking back, between 1945 and 1971, the U.S. surplus was at the centre of the global economic order. Throughout the Bretton Woods period, the U.S. exported goods to the rest of the world and also finance these purchases. From the 1950s to the 70s, The United States recycled its surpluses via foreign direct investment in Germany (and also Japan). Indeed, the United States was the country which recycled part of its surplus in Western Europe and Japan. Thus, the U.S. created demand for its own exports, but also for the exports of Western countries, primarily Germany and Japan.




          After the 1970s, this system of international flows changed. From 1971 to 2008, there is the expansion of the age of high finance where the US deficits were at the centre of the global economic order. In the 2013 book The Global Minotaur: America, Europe and the Future of the Global Economy, what the Greek economist Yanis Varoufakis calls the “Global Minotaur” is a system of international economic flows, according to which the whole world surpluses financed the unsustainable expansion of a double deficit on which the U.S. has built its political and economic hegemony [12]. The U.S. formed increasing deficit in the current account, along with a government budget deficit, in the “Global Minotaur era”.




          In this setting, without Wall Street institutions recycling the global surpluses, the U.S. had not been able to hold its twin deficits. Indeed, the new global order after the 1970s was supported thanks to the close collaboration of high finance and its political power in neo-liberalism. In this scenario, the global expansion of corporations and supply chains enhanced business models based on increasingly lower wages. As a result, the global surplus recycling mechanisms reversed the flow of global trade and capital flows: the U.S. provided sufficient demand for manufacturing in foreign countries - mainly in China - in return for capital inflows. As a matter of fact, between 1971 and 2008, the era of high finance supported the expansion of global trade at the cost of financial bubbles, corporate mega-profits and increasing social inequalities.




          Consequently, in the period between 1992 and 2006, the American credit expansion, with rising banks’ net interest income and low credit losses, was the major driver of financial fragility. Banks managed capital requirements adjusted to risk in order to expand credit. As a result, they were interested in selling loans so as to also manage credit and liquidity risks. Taking into account the U.S. experience, financial fragility spread to the large American investment banks that were not subject to prudential supervision. In truth, both commercial and investment banks held a great number of “toxic” securities on their balance sheets. Soon after the crisis, these institutions proved to out of funding to face their liabilities. The lack of liquidity spread to markets for credit-default swaps, for structured securities and even for U.S. Treasuries. As a result, restricted demand for these assets negatively affected their yields. In this scenario, the threatening of systemic risk was founded on the deep global interconnection between the financial markets and the lack of information about banks’ exposures.




          If we look at the American downturn in terms of the lessons learned, the outstanding features of this crisis result from structural changes imposed by financial liberalization. The recent American financial crisis is an example of how financial institutions encouraged speculation dependent on future housing prices, the future price of securitized assets and the renewal of lending operations. American banks have turned out to encourage speculative operations that depended on the future prices of houses, future prices of the securitized assets and the renewals of the lending operations. In this scenario, low interest rates supported an environment of low capital costs.




          The global financial crisis has revealed lasting impacts on the world economy and, above all, on banks. Losses from subprime mortgage investments, conventional credit losses, loss of market capitalization, lack of capital, among other features, shape the current challenges. While American banks have been at the heart of the problem, the evolution of many domestic financial systems has revealed the deeply interconnected features of credit and capital markets in the context of financialization.




          The “Global Minotaur” had a crucial weakness. Indeed, the last cause of the global crisis is founded on the Minotaur’s dynamics that were synonymous to the global asymmetries on which the global architecture was built after the 1970s. Indeed, the American supremacy requires global permanent unbalances. In short, the global surplus recycling mechanism could not stabilize the world economy.




          As the fundamental structural flaws in the global economy have not been addressed, there are serious concerns that a global economic crisis of unprecedented magnitude could still happen.
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        1.3. Eric Hobsbawn on Globalisation




        

          



          1.3.1. Setting the Scene




          Eric Hobsbawm, a contemporary well-known historian, in his 2007 book Globalisation, Democracy and Terrorism, underlines both the complex outcomes of the global free markets’ dynamics and the difficulties of nation-states to guarantee public order within their frontiers [13]. Market liberalization has also been a period of growing inequality, both within and across countries, along with increasing unemployment, informal labour and changes in pensions.




          Hobsbawm analyses the very real facts of globalization and shows its economic, social and political limits in historical perspective. He contrasts the American imperialism with the British Empire and shows how the U.S. power has been in decline.




          In his view, there is a profound crisis of authority within nation-states. In particular, national democracies have to face global problems, not only climate change, but notably the transnational nature of global investment and its effects on policy making and social dynamics. In this scenario, violence, civil conflicts and terrorism threaten public order and individual freedom.




          Mainly since September 2001, the increasing control over individuals and the transformations of political violence in a “war against terror” have also revealedendemic manifestations of the deep economic and social imbalances historically built throughout the last decade at global and local levels.




          

            Box 5 A biographical note.




            

              

                

                  	Eric John Ernest Hobsbawm was born in the city of Alexandria, Egypt, in 1917. After the death of his father in 1929, he moved from Viena to Berlin and then to London with his uncle.


                  Hobsbawm studied at the St. Marylebone Grammar School and he got his bachelor’s degree at King’s College, Cambridge, in 1939. In 1947, he joined Birkbeck, University of London, as a lecturer in History where he remained at the end of his life. He became Professor in 1970, Emeritus Professor of History in 1982 and President of the college in 2002. His first academic work called Labour’s Turning Point was published in 1948.


                  He participated in the Historians’ Group of the British Communist Party, among other important intellectuals such as Christopher Hill, E. P. Thompson, John Saville, Rodney Hilton, George Rudé, Victor Kiernan. Besides, Hobsbawm was one of the founders of the journal Past and Present in 1952. After the 1960s, besides his interest in political movements, he wrote essays and books about contemporary issues in historical perspective [14].


                  Hobsbawm died in 2012, at the age of 95.

                


              

            




          




          

            Box 6 Selected works.




            

              

                

                  	
Books


                  1959. Primitive Rebels. Studies in Archaic Forms of Social Movement in the 19th and 20th centuries


                  1962. The Age of Revolution: Europe, 1789-1848


                  1975. The Age of Capital: 1848-1875


                  1989. The Age of Empire: 1875-1914


                  1990. Nations and Nationalism since 1780,


                  1994. The Age of extremes. The short twentieth century 1914-1991


                  2002. Interesting Times: A Twentieth-Century life


                  2007. Globalisation, Democracy and Terrorism


                  2011. How to Change the World: Tales of Marx and Marxism


                  2013. Fractured Times: Culture and Society in the 20th Century

                


              

            




          




          Consequently, Hobsbawm highlights that contemporary global political and economic dynamics threaten individual freedom and put pressure on the control on social life. The transformation of political violence reveals the overall changes in the economy and society where a lengthy process of deregulation has been privileged. Among his concerns on livelihoods at the beginning of the 21st century, he addresses that our century is a period of fear, insecurity and barbarization where peace is far from being a reality.


        




        

          1.3.2. Key Concepts




          When reading Eric Hobsbawm, you must remember that:




          

            	In the nineteenth century, the Pax Britannica was a period associated with the hegemony of the British Empire. During this period, there was a classic division of economic activities between industrialized central countries and the peripheral countries that produce food and raw materials. In this setting, the British economy was a driver of the world economy’s growth. In the 1880s, Britain consumed almost half of the world-wide traded wheat and meat and bought most of the tea and raw cotton, besides 35% of the wood.




            	Throughout the Second Industrial Revolution, the control over the international markets was redefined. This period of national rivalries and neocolonialism expressed the conflicts that arose from the reorganization of manufacturing and trade flows at the system level.




            	In the mid-1950s, the American hegemony changed the world order. After World War II, a redefinition of international trade agreements favoured a gradual liberalization of international trade flows. Throughout this period, American corporations enhanced inter and intra-firm international trade flows. There was a generalization of the American growth model’s main features: industrialization, urbanization, mass consumption, cheap energy (oil). Within this setting, development strategies were linked to the coordination of economic policies to foster growth by nation–states.




            	After the 1970s, the influence of globalization over economic, social, cultural and political life has spread huge challenges, including weak economic growth, higher income inequality, violence, civil conflicts and wars in a context where nation-states seem to be unable to face social needs and the maintenance of public order.


          


        




        

          1.3.3. Reading Passages: Globalisation, Democracy and Terrorism




          The Reading Passages presented below were written by Eric Hobsbawm and were published in the book Globalisation, Democracy and Terrorism, 2007 [15]. In order to have in-depth understanding of Hobsbawn’s contribution, we elaborated a summary of the main ideas.




          

            



            

              

                

                  	Reading Passages



                  	Summary of the Main Ideas

                


              



              

                

                  	(…) the twenty- first century is not likely to be as murderous as it was in the twentieth. But armed violence, creating disproportionate suffering and loss, will remain omnipresent and endemic – occasionally epidemic- in a large part of the world. The prospect of a century of peace is remote.















OEBPS/Images/bentham_logo.jpg





OEBPS/Images/Cover.jpg
elSBN: 978-1-68108-506-7 elSSN: 2452-2090
ISBN: 978-1-68108-507-4 ISSN:  2452-2082

Economics: Current and Future Developments
Volume 2

Pluralist Readings in Economics






