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I. Introduction.

A. The purpose of my talk:

1) I can’t predict the future. I don’t know if we will see anything like the 1930s in the future. My guess is that we’ll see something more like Japan’s “lost decade” of the 1990s.

2) compare and contrast the origins of the Great Depression of the 1930s and what might become another Great Depression in the near future. 
3) I’m ignoring “Great Depression I,” which occurred after the panic of 1873. 
4) My focus, like that of most of the world market, is on the United States.
5) It’s best to understand the origins of the Depressions by looking at the periods before the actual crises, i.e., the 1920s and the 2000s.
B. An important common element. The political economy of both eras can be seen as “Calvin Coolidge Capitalism” (sometimes called neoliberalism).
1) In this system, the business of the government – both in the U.S. and in most other places in the world – is business.
2) In practice, it’s not laissez-faire and does not live up to the ideals of “free market” economists, since businesses are bailed out when they get into trouble (as in 2008 & after).
(a) There were no big bail-outs in the crisis that followed 1929; 

(b) Policy-makers did not know what to do and thus didn’t hold bail-outs in reserve for when CCC fails.
3) In practice, CCC does not involve true deregulation of markets, since instead it is the regulations that politically powerful businesses want are instituted (as with the restrictions on intellectual property rights)
(a) In the 1920s, deregulation meant dismantling or weakening the regulations of the “Progressive Era” and World War I;

(b) In the recent period, it meant dismantling the regulations of the New Deal, the Great Society, and the Nixon era.
4) In practice, it’s not privatization of government functions; instead, it’s privatization of profits for politically-influential businesses and rich people and socialization of risk and their down-side for them.
C. The two situations (in 1929 and 2009) are quite different, but there are also important similarities.
1) Start with international issues, where there were some big differences, at least in terms of appearance.
2) Then, we focus more and more on the U.S.
3) A key difference between CCC of the 1920s and that of the 2000s is that it has spread to the international arena.
(a) Much of the international piece of the puzzle looks better now than in the 1920s, however. 
(b) In many ways, the domestic piece is worse, though on the policy front it may be better.

II. International Trade: very different.
A. The 1920s: two very different eras, but with similar deflationary (depression-inducing) effects.
1) The 1920s was a period of actively competing nation-states, trying to promote domestic markets and the fortunes of domestic property-owners. 

2) Each was trying to prosper as a nation-state, often resorting to tariff protection to shore up their national economies, though international trade was common also.
3) In many ways, this period represents a truce after World War I which lasted until World War II.
(a) As Kindleberger points out, there was no “world leader” or a sufficient international consensus to try to prevent trade wars. 
(b) When the uneasy military peace of the 1920s fell apart, partly as a result of the 1929-33 economic downturn, military competition started anew, led by Germany and Japan.
4) In fact, the U.S. (which might have been the leader) helped create the trade war with the famous Smoot-Hawley tariff of 1930, in response to its steep recession. 
(a) This “war” led to a severe cut-back in world trade during the early 1930s. The U.S. was pushed toward protectionism by 

(b) the fact that the U.S. had built up its industrial power via protectionism (starting in the 1860s) and 
(c) the importance of agriculture, which had suffered during the decade after World War I and was hurt severely by the 1929 recession.

B. The 2000s.

1) The U.S. and many other nations are not as prone to protectionism as in the 1920s since so many corporate operations have been internationalized, operating across national borders. 

2) With globalized operations, protection would be cutting a company’s nose off to spite its face. 

(a) Wal-Mart is quite powerful and would never allow protectionism.

(b) So we have not seen a period of trade protectionism, though some of that might emerge as a result of the world economic downturn.

(c) So far, tariffs have mostly been cut or stayed the same. 

3) Instead, we’ve seen the creation of a new kind of Calvin Coolidge Capitalism. 

(a) This has involved the increased mobility of capital across borders, along with a lot of pro-business deregulation, sale of government assets, etc., 

(b) as encouraged by the U.S. Treasury, the I.M.F., and the World Bank and the “Washington Consensus.” 

4) Competition among nation-states is now much more to attract capital investment, both real and financial. 
(a) The new system is a bit like different states of the U.S. union competing to attract business investment via subsidies and promises. 

(b) As far as financial capital is concerned, the U.S. has put up with a severe trade deficit for decades but (temporarily) benefited from financial capital inflow.
5) Instead of trade competition, we see “competitive austerity.” 

(a) Wage-cutting and cutting of public services (along with environmental standards) were seen as the way to compete internationally, to attract capital.

(b) This is the era of Wal-Mart, pushing down wages, benefits, and wholesale prices, often using cheap exports from China.

6) This “creep” has encouraged 

(a) stagnant consumption (the underconsumption undertow) and thus 

(b) relatively slow growth of GDP and persistent excess capacity in many countries. 

(c) However, we’ll see that it’s possible to have a kind of prosperity in this context, as seen in the 2000s, when sufficient credit is supplied.

7) The fact that the U.S. is the leader makes it more likely that the different powers will engage in coordinated fiscal (or monetary) expansion. 
(a) This is a good sign for the chances of avoiding another Depression.
(b) The Obama administration seems more able to take on the mantle of global leadership than did the Bush administration, which followed a “take it or leave it” unilateralist approach.

(c) So far, we haven’t seen any U.S. leadership in the effort to stop this “creep to the bottom” or the possibility of depression. This could happen soon.
III. International finance: very different. 
A. The 1920s. 

1) Back then, international finance was based on the gold standard, which was very shaky: 
(a) some countries such as France accumulated gold (running balance of trade surpluses) imposing trade deficits on others.
(b) while Germany was facing big reparation payments left over from the Versailles treaty and trying to get out of them. 
· It didn’t want the loans offered by the U.S. bankers as much as to have the reparations cancelled. 
2) Countries subject to trade problems that tried to stay on the gold standard (e.g., the U.S.) 
(a) had to raise interest rates to attract funds, 
(b) which simply encouraged a deeper recession.

(c) This was usually followed by abandoning the gold standard.

B. 2000s.

1) There’s no gold standard; in fact, many exchange rates weren’t fixed at all. 
(a) There have been a lot of wild fluctuations of exchange rates.
(b) This has encouraged what Susan Strange calls “casino capitalism” on an international level. 

2) The main imbalance is exemplified by the unhealthy relationship between the U.S. and China: 

(a) we buy a large number of their products and they lend us money, so that U.S. debt to China – and the rest of the world – is ballooning. 
(b) The main piece of luck here is that this debt is stated in U.S. dollars. 
(c) However, the crisis might undermine the current privileged status of that currency and might cause the U.S. to pay higher interest rates to get foreign credit in the future. 
3) A key problem with this generally rosy picture is that the problems with the U.S. housing market (and those of Ireland, Spain, etc.) have been spread all over the world, 

(a) infecting the Northern Rock Bank of Scotland first and leading to Iceland’s bankruptcy, etc. 

(b) The credit restrictions of recent months have hit a lot of countries all over the world.

IV. U.S. and world primary goods (including oil): very similar.
A. 1920s.

1) A “thin market” (very inelastic supply & demand) and so subject to wild fluctuations. 
2) Especially when the recession hit, as after World War I and in 1929. 

B. 2000s.

1) The same is true now, especially since commodity price stabilization policies in agriculture have become weaker (at least within the U.S.) 
2) These markets are also more globalized than they used to be (even though agriculture has blocked the Doha round of trade liberalization)
3) Controls don’t limit price fluctuations for oil, copper, etc. 
C. The problem with the steep fall in oil and other primary product prices is that there’s an asymmetry in the spending response (Kindleberger). 
1) the suppliers have often gotten into debt, which encourages spending cutbacks
2) but their customers (us) don’t increase spending as much as primary product prices fall.
3) so the main result is to deflate the world economy.

V. U.S. Income distribution: very similar.
A. In both cases, reflects world trends, a response to hard times for business in earlier decades.
B. 1920s.

1) Response to relatively low profits in earlier decades, the existence of labor unions, etc.

(a) After the 1919 steel strike, especially, wages lagged behind productivity growth; 
(b) Anti-union efforts shrank organized labor to craft organizations in limited niches. 

(c) tax cuts and the like helped business and the rich. 

(d) The still-abundant rural reserve of labor kept wages down in urban areas.

2) So, the distribution of income and wealth became increasingly unequal.

C. 2000s.

1) Starting in the late 1970s, we see the same pattern.
2) This was a much longer period of increasing inequality (late 1970s-the present), 
3) along with efforts to extend family work hours per year to make ends meet.

D. Comparison
1) In general, all of the distribution data indicates that the Reagan era and after has been a “new Gilded Age,” with increasing inequality of wealth and income. 

2) After the hard times (for capitalists) of the early 1900s and World War I, and after the post-WW1 recession, profits soared, though they were hurt by a mid-decade recession. 
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3) After hard times (the aftermath of the 1960s), profits have generally been better since the late 1980s, though profitability went down before and during the 2001 recession.
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VI. The economic boom before the “crisis”: very similar.
A. 1920s.

1) Stagnant consumption, but the development of mass consumer credit for the first time helped some with consumption.
2) Booming investment until 1929 except in housing, where it peaked in about 1926.

3) The main financial bubble that was associated with the boom was in the stock market, because the housing market had slumped. 
(a) Luxury spending by the rich helped the boom
(b) The housing boom was also enjoyed mostly by the rich. 
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B. 2000s: it’s like the 1920s on steroids. 
1) Again there was a tendency toward stagnant consumption, but it did not happen because of the housing bubble and borrowing on (false) home equity. 
2) Unlike the 1920s boom, this was a “democratic bubble,” involving not just the middle class but the lower middle class (sub-prime loans, etc.)
3) In general, the boom has been based on credit.
4) Investment outside of housing was generally slow.

5) The housing bubble and the stock market reinforced each other.
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VII. Finance: More extreme now.
A. Wild laissez-faire policy in both periods

B. The key difference is that while

1) most of the financial expansion during the 1920s was extremely simple compared to 

2) the tremendously complicated system of derivatives, mortgage-backed securities, and credit default swaps of the 2000.
C. Also, a lot of the bubble was international, 

1) since so much of the funds came from outside the U.S. to buy risky securities, and

2) there were housing bubbles elsewhere (Ireland, Spain).
VIII. Policy: Now perhaps more enlightened.
A. The key difference is that at the peak in the 1920s,
1) government decision-makers did not know what to do (and were discouraged from deficit spending except during wars); or
2) believed in the purgative power of recessions to allow recovery and

3) were tied to the gold standard.
B. Now, 

1) the severity of the financial crisis has meant that monetary policy has hit the “liquidity trap” (at least for short-term interest rates) already, unlike during the 1930s when it seems to have been hit only in the depths.

2) On fiscal policy, the economics profession has been returned to Keynesian fiscal policy with a vengeance, almost over-night.

3) However, there may be some problems with coordinating policy, avoiding putting too much weight on the U.S., threatening the US dollar’s hegemony.
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