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Introduction

According to adherents of the social structure of accumulation (SSA) approach to political economy, sustainable long-term growth and accumulation requires a set of suitable structures for promoting public goods or system-functions that transcend market or individual activities. These system-functions are carried out, according to Martin Wolfson (1994), primarily through institutions that promote social stability, conflict resolution and long-term profitability. In his original formulation of the SSA theory, David Gordon (1980) recognized that a large number of institutions are necessary for sustainable growth, including systems of transport, industrial relations, finance, family formation, material resource supply, infrastructure, labor supply and government. The social requirements for sustained accumulation are multifarious and complex, necessitating widespread structures promoting productivity and demand. 

Western nations thus are said to have experienced a long-wave upswing in the 1950s and 1960s. Deep recessions and major financial crises were absent, and growth was quite strong for the two or three decades after World War II. These results were thought to be the result of a number of institutional structures. However, these institutional arrangements are said to have faltered from the 1970s to the 1990s (at least) as contradictions within these structures led to greater uncertainty, conflict and instability. A long-wave downswing thus emerged, with periodic deep recessions, financial crises, and much slower economic growth.

Empirical studies of the postwar era by SSA analysts have tended to delimit this analysis somewhat. For instance, Bowles, Gordon and Weisskopf (1990) suggest that the “postwar corporate system” upswing in the United States (and other Western nations) during the 1950s and 1960s was based around four main institutional spheres ─ Pax Americana, a capital-labor accord, a moderation of competition, and the Keynesian welfare state. Two other key institutional spheres have been added, a system of regulated finance (Wolfson 1994) and family-community formation (O’Hara 1995, 2004).
 

The state has impacted all of these spheres. For instance, US hegemony was inextricably linked to military spending and the role of the state in facilitating sustainable growth and accumulation both during and after World War II. The state contributed to the capital-labor accord by facilitating legal and industrial relations outcomes that enhanced agreement. And the state was implicated in other SSAs through systems of corporate law, financial regulation and family assistance packages. But the main state functions were the Keynesian welfare policies that dominated the 1950s and 1960s in most advanced capitalist economies. This included automatic and discretionary stabilizers; a full package of welfare benefits such as unemployment insurance, pensions and sickness benefits; and an array of military, legal and regulatory arrangements (Bleaney 1985). Indeed, during the postwar era, the state became the dominant institutional player. Nonetheless, the contribution of companies, unions, and families to governance processes was quite strong (O’Hara 2000a). 

According to SSA arguments, the Keynesian welfare state contributed to this long-wave upswing by enhancing stability, conflict resolution and profitability. Stability was promoted by government spending raising the floor of the business cycle and thereby reducing uncertainty. Conflict resolution was provided by reducing antagonism between capital and labor, finance and industry and national and global economies. And profitability was stimulated by the provision of government contracts with the private sector in areas such as military, infrastructure and communications.
 
However, in the late 1960s and early 1970s, the state was said to inhibit long-term accumulation through greater regulations, higher taxes, red tape, long policy lags and incompetence. The Vietnam War contributed to stagflation and declining US hegemony; welfare policies led to a drop in the cost of job loss; the search for higher values questioned the work ethic; and long-term industrial profit was inhibited by higher taxes and regulations. Many non-state institutions contributed to the long-wave downswing as well, according to the SSA argument, including the maturation of systems of technology associated with the product cycle of consumer durables, a reform movement that questioned many of the values of capitalism, and developments in Europe and Asia that challenged US power (Bowles, Gordon & Weisskopf 1990).

Typically, when a long-wave downswing begins, forces try to resurrect the conditions for long-term growth and accumulation. While some of these are conscious and reasoned responses, many are tantamount to ‘groping in the dark’, since the prerequisites of an upswing are by no means obvious and few policy makers recognize the operation of long-wave processes. Central to the struggle for renewed stability and profitability since the 1970s has been an attack on the Keynesian welfare state and a rise of free market ideology. Since the late 1970s, this economic philosophy has had a strong influence on policy in most nations of the world. 

After some earlier trends along these lines, from the late 1970s, the Thatcher and Reagan revolutions questioned the welfare state as a way of regulating and moderating economic fluctuations. This led to the rise of neoliberalism, a conservative form of economic policy and governance that relies on the free market and individual initiative. Neoliberalism advocates the sale of state enterprises, less government spending, reduced taxes and moderate regulations on business. During the 1990s, and continuing into the new millennium, the ideology and practices of neoliberalism became dominant worldwide. 

SSA studies have tended to take a national perspective on the problem. But in the current global age we need to take a more international approach. Since national economies are becoming more open it is critical to explore public-goods functions in a wider context than the national economy. This is not to argue that globalization has destroyed national economies; indeed, the evidence suggests that the global tendency is only partial. Nevertheless, it is no longer desirable to take a purely national view of these matters.
 Hence the importance of a Global System of Power and Accumulation (GSPA), introduced in chapter 1, above. There are four main sub-systems to this GSPA: the neoliberal system of governance, the transnational corporate system, the global mode of regulation, and the unilateral/unipolar system against terrorism and rogue states. This chapter sets out the main contours of the global system of neoliberalism and whether it currently operates as an effective SSA.
 
Much recent debate has centered on whether a long-wave upswing is emerging due to neoliberalism, and also about how to generate a new long-wave upswing.
 The first section sets out the main principles and practices of neoliberalism. Section two examines how neoliberal policies and practices have affected economic activity, particularly economic growth, productivity, financial stability, and inequality. The last main section explores the impact of neoliberal fiscal and monetary policies. 

The Current Neoliberal System of Governance

Five dominant trends associated with neoliberal state institutions have been operating in most nations and international institutions. First, there is a belief in small government.
 The neoliberal consensus posits the need to reduce the size of government to a far smaller percentage of GDP than was typical in the postwar era. It seeks to privatize government enterprises, reduce red tape, and increase corporate self-governance. One justification for this is that governance functions can be performed by other institutions such as corporations, non-government organizations, and communities. A second justification is that there has been too much governance, especially during the 1960s and early to mid 1970s, and that a decline in quasi-public goods functions is in order.

Most nations have attempted to sell off public utilities such as gas, water, telecommunications and electricity to the private sector. They have looked to private corporations to administer prisons and created private-sector universities where (in some cases) there was none before. They have also looked to the private sector for cleaning, security, and even research in government departments. Legislation has attempted to reduce red tape; to cut business paperwork and administrative costs required by government for information, regulatory, and policy purposes. And attempts have been made to increase the extent to which private sector corporate watchdogs and corporations themselves administer and oversee company practices concerning auditing, accounting, and financing. This remains true in the mid-2000s despite a backlash against this in the light of US corporate scandals such as Enron and Worldcom.

Secondly, the wave of neoliberal policies enacted from the 1970s to the 1990s attempted to deregulate the domestic financial system through a series of institutional changes. Controls over interest rates on checking accounts, mortgages, and corporate and consumer loans were ended. This was based on the belief that controls hurt those who can least gain access to finance by reducing the overall availability of finance. Monetary authorities also ceased to use variable reserve requirements to control the money supply. Instead, open market operations (the buying and selling of mostly government securities) became the established way of controlling economic activity. Moreover, monetary policy became the only real discretionary means used by many governments to affect economic activity in the pursuit of stable prices and GDP growth.

The third plank of neoliberalism has been to deregulate the labor market through reforming industrial relations. Radical, liberal, and conservative economists all believed that during the 1960s and early to mid 1970s workers expanded their level of power relative to capital, that the wage share of national income had risen to high levels, and that productivity declined markedly. The neoliberal response to this was to try to increase the power of capital by reducing minimum wages, expanding workplace agreements, including privacy clauses in union voting, encouraging non-union and no-strike clauses in labor agreements, and increasing the flexibility of wages and working conditions. The main objective of these policies was to reestablish the power, profitability and viability of individual corporations so as to increase growth and accumulation.
 

The fourth plank of neoliberalism is to free up international capital so that the global circuit of business can expand. This was done by promoting the free movement of money, production and capital worldwide. In the mid-1990s, the World Trade Organization was established to reduce tariffs and subsidies so that not only products but also services could be traded more freely in the global economy. The protection of intellectual property rights was also enhanced by including China and the former Eastern Block in the system of agreements. And some minimal attempts were made to include underdeveloped nations by putting agricultural reform on the agenda. These multilateral agreements were designed to enhance free trade regionally and globally. Several regional economic alliances were formed as well, including the North American Free Trade Area, the European Union, Asia-Pacific Economic Cooperation, and the fledgling Free Trade Area of the Americas.

Just as critical to the neoliberal agenda has been the freer movement of capital (especially in developed nations) through flexible exchange rates, reducing capital controls, and more uniform taxation at lower rates (especially for corporations and the rich). These changes let money capital move more freely to those areas and activities with the highest rate of return and where innovations could be implemented without hindrance. The essence of capitalism is said to be inherent change, dynamic innovation, and a world without barriers to doing business. Only in a system free of restrictions to the movement of money capital could investment ─ it was thought ─ enhance global profit and growth. Reduced taxation and greater tax uniformity is consistent with this enhanced free flow of foreign and domestic capital.

A fifth plank of neoliberalism concerns international relations and global development. With the supposed decline of US hegemony in the late 1960s and the 1970s, many believed that global public goods could best be established by military policies and foreign relations aimed at a new global system of power. The new policy aims to reestablish US imperial power in the interests of global corporations and finance capital. Hence, in the post cold war era the neo-conservatives in Washington and its allies sought to attack (at least verbally) anti-US regimes in Iraq, Iran and North Korea (the “axis of evil”), as well as (in practice) terrorist forces such as the Taliban, al Qaida, and Palestine liberation groups such as Hamas (via the Israeli military). Renewed US hegemony is thought to help establish a new pro-corporate global system with stable property rights and greater security. Such a system, to a considerable degree, transcends the United Nations, certain global protocols (such as the Kyoto Agreement on climate change), and the International Criminal Court, in favor of US power and authority.

The same neoliberal principles are imposed on Africa, South and Central America and the underdeveloped areas of Asia. It is thought that development will only occur where flexible markets and free trade are allowed to stimulate the entrepreneurial spirit. No major stimulus is needed to promote development except the freedom of private capital to emerge spontaneously from an environment conducive to private initiative and accumulation. In short, for the sixth plank, the neoliberal development philosophy is no different from neoliberal general philosophy. So, a uniform policy framework is imposed on all nations, regardless of history, government and culture. It is not necessary to understand each nation’s experience, so the argument goes, since “one size fits all”. A system of individual and corporate property rights is necessary to lay the groundwork for business enterprise. A system of contract, accounting, and private rules and guidelines provides the basis for a spirit of enterprise. Regulations on business need to be dismantled for the bourgeoning business class to emerge and become dominant. 

These six planks of neoliberalism form the basis of the governance measures that emerged in the world over the past quarter century. They have been responses to the deteriorating global environment of the 1970s. The question is whether these policies have had a positive impact on the economic performance of national economies. It is also critical to assess the potential of such policies to enhance performance in the future. (In chapter 10 we examine the philosophy and policy program of a post neoliberal system of governance.)
The Impact of Neoliberalism

Because neoliberal policies have been dominant since the late 1970s, we should see some positive impact on the global economy if it is an effective governance system. Table 3.1 looks at the global record of economic growth and accumulation from a long-term perspective.
Table 3.1 Growth of Real GDP Per Capita in the Global Economy

	
	World
	Advanced

Capitalist

Nations
	Latin America
	Africa
	Eastern Europe
	Asia

(Excluding Japan)

	1950-1973
	2.93
	3.72
	2.52
	2.07
	3.49
	2.92

	1973-2001
	1.43
	1.98*
	1.08
	-0.38
	-1.10*
	3.54*

	
	
	
	
	
	
	

	1980-1990
	1.43
	2.67
	-0.77
	-1.09
	1.60
	6.8#

	1990-2001
	1.13
	1.77*
	1.64
	-0.24
	-2.26*
	4.2#


Source: Adapted from: Maddison (2000: 126, 129); World Bank (2003); IMF (2002: 172).  Note: * 1973-2000 or 1990-2000 # Newly industrialized Asian nations only

These figures show that the high growth rates in the “golden age” of the 1950s through to the early/mid 1970s were not re-established during the “neoliberal era” (as Maddison calls it) of the mid-late 1970s onwards through the 1980s, 1990s and 2000s. Instead, growth has remained subdued since the mid-1970s for the “world”, advanced capitalist nations, Latin America, Africa and Eastern Europe (including the Soviet Union). Moreover, the record of most nations during the 1990s was worse than during the first full decade of neoliberalism in the 1980s. The big change in the 1980s-2000s is the rising growth of certain newly industrialized Asian nations, due to changes in the center-periphery structure of the world-system. However, for the entire global economy there has been little or no success in promoting growth since the early-1970s. The shift in growth from the center to the East-Asian former periphery and the drop in global demand are the basis of the decline in advanced nations and the global economy.

A similar record holds for productivity growth, as Table 3.2, below, shows. 
Table 3.2 Productivity Growth in the Manufacturing Sector: 1960-1999

(annual rate of change) 
	
	US*
	 UK
	Japan
	Canada
	France
	Germany
	Italy

	1960-1970
	3.7
	 4.3
	 17.1
	 4.5
	 9.7
	 7.8
	 8.7

	1970-1980
	2.0
	 2.5
	 6.8
	 2.7
	 5.5
	 4.8
	 7.4

	1980-1990
	1.8
	 5.7
	 4.9
	 2.7
	 4.0
	 2.8
	 4.4

	1990-1999
	2.0
	 2.2
	 3.2
	 2.1
	 3.6
	 2.8
	 2.2


Source: Adapted from US Department of Labor, Monthly Labor Review, September 2000: 95, 101; June 2001.  Note: U.S. data is for the business sector as a whole (which is typically half the value of that for the manufacturing sector) 
Most major developed nations had higher rates of productivity growth during the 1960s (and 1950s) compared to the years after 1970. The record also supports the conclusion that productivity growth was lower in the 1980s than the 1970s, and lower in the 1990s than the 1980s. Again, these declines for advanced nations occurred in tandem with productivity increases in parts of Asia (see Bloch & Tang 2004), but the latter expansions have not been large enough to increase average world productivity growth. Thus, there is no evidence that neoliberal policies have been able to improve economic performance and counter the long-wave downswing.
 The evidence regarding financial instability is also clear, and fails to support the neoliberal policy agenda. Comparing the upswing of 1945-1971 with the downswing of 1973-1997, banking and currency crises increased markedly. Financial crises became more pronounced in the 1980s than the 1970s, and more pronounced in the 1990s than the 1980s, as Table 3.3, below, shows.

Table 3.3 Banking and Currency Crises in the World: 1945-1997: 21 Nation Sample

	
	Probability of Crisis (% point chance)
	Number of Currency

Crises only
	Number 

of Banking Crises only
	Twin crises only
	Output Loss of Crises (% points of growth lost)
	Recovery Time (years for output to normalize)

	1945-1971
	7.04
	37
	1
	1
	5.24
	1.78

	1973-1997
	9.68
	86
	26
	27
	7.77
	2.64


Source: Adapted from Eichengreen & Bordo (2002)

There was only 1 banking crisis during the long-wave upswing of 1945-1971, but 26 during the downswing of the 1970s-1990s. There were 37 currency crises during the upswing, but 86 during downswing. Overall, the probability, number, the output loss, and the recovery time associated with crises were all much greater during the time of neoliberalism than beforehand. The real problem is the emergence of twin crises (currency and banking crises), which were only 1 in number during long wave upswing, but 27 during the downswing when neoliberalism was strong. 

Little and Olivei (1999) also document the financial crises of the 1990s being greater in number and intensity than those during the 1980s. Such crises have continued into the new millennium, especially in Argentina, Uruguay and Brazil. During the early 2000s, many nations of the world experienced a deep recession and financial malaise, including three of the biggest − the US, Japan and Germany. Herrero and Rio (2003) provide specific data comparing the domestic banking crises of the 1970s with those of the 1980s and 1990s, which is summarised in Table 3.4, below:
Table 3.4  Domestic Banking Crises in the World: 1970s, 1980s, 1990s: Percent of all Crises during 1970-1999

	 
	1970s
	1980s
	1990s
	
	1970s-1990s

	Industrial Nations
	4
	11
	11
	
	26

	Developing Nations
	2
	25
	28
	
	55

	Transitional Nations
	0
	0
	20
	
	20

	
	
	
	
	
	

	Percent
	6
	35
	59
	
	100


Source: Adapted from the data in Herrero and Rio (2003)

The pattern here is for an increase in the number of banking crises internationally as the 1970s move into the 1980s and further into the 1990s. As the 1970s moved into the 1980s conditions led to an expansion of banking crises in the developing and industrial worlds. And as the 1980s moved into the 1990s a further boost to crises emerged through instability in the transitional economies. During long wave downswing new conditions emerged in successive decades to add more complex patterns to the fabric of financial instability.
The crises of the 1990s convinced many analysts and policy-makers that financial liberalization and innovation generates greater instability through endogenous credit and debt-risk (see Visano 2004) and that the experience of the 1990s requires greater financial stability in the national and global financial architecture. The Russian collapse of confidence in the 1990s taught many that a "cold turkey" approach to market-based reforms is not sufficient. Rather, markets need to be embedded in a system of suitable institutions, organizations and laws (see Stiglitz 1999). The IMF has responded to these instabilities and criticism of neoliberal policies by creating poverty relief funds and quasi-international lender of last resort facilities. The poverty relief measures are seen to be necessary because safety nets are critical to maintaining average living standards during crises and contagions. But we need real international lender of last resort facilities, and a policy that places the onus of adjustment on surplus current account nations.
Last, what is the record for global inequality? This is a very controversial subject, but the basic evidence is fairly clear, as Figure 3.1, below, shows.
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Global inequality has increased significantly during the late 20th century, from a log variance of GDP of under 2.0 (1960) to around 2.4 (1975) to a high of 2.8 (1999). Much of the greater inequality is among nations, as incomes in Africa and (to a lesser extent) Central and South America have fallen relative to advanced and some emerging nations. Some of this inequality is due to the process of uneven development resulting from neoliberal policies, and some is due to nations falling behind for failing to join the global economy in a substantive fashion. However, inequality has also increased within the highly industrial and emerging nations and among other nations and regions that have put into practice neoliberal-type policies, as shown in Table 3.5, below. 

Table 3.5  Inequality Under Neoliberal Rule: Gini Coefficient: 1968-2002 
	
	1970s [or 1960s]
	1980s
	1990s
	Near 2000s

	USA
	0.39 [70]
	0.40 [80]
	0.46 [94]
	0.44 [01]

	UK
	0.26 [75]
	0.29 [85]
	0.32 [95]
	0.36 [99]

	New Zealand
	0.24 [79]
	0.26 [83]
	0.30 [90]
	0.33 [97]

	Australia
	0.32 [68]
	0.32 [81]
	0.44 [94]
	0.45 [99-00]

	Brazil
	0.55 [74]
	0.56 [87]
	0.61 [98]
	0.63 [02]

	Mexico
	n.a.
	n.a.
	0.52 [96]
	0.55 [00]

	Chile
	0.46 [71]
	0.53 [80]
	0.57 [98]
	0.57 [00]

	Eastern Europe
	n.a
	0.28 [88]
	0.35 [97]
	n.a.

	China
	n.a.
	0.20 [87]
	0.28 [95]
	0.45 [01]


Source: Adapted from: United Nations (2004); EU (2004); King (2003); ABS (2003); OECD (2002); Deninger & Squire (2003); Galbraith (2003); Smeeding (2001); Milanovic (1998).
The leading neoliberal nations in the advanced Western world are the US, UK, Australia and New Zealand. The leaders in Latin America have been Brazil, Argentina, and to some degree Chile. Nations of Eastern Europe – along with China - have undertaken substantial privatization and reduction in government services that draws inspiration from neoliberal policies. There has been a substantial increase in inequality (proxied in Gini Coefficient) for these nations that have embraced neoliberal governance practices over the past two decades or more, but usually less inequality for those nations that did not fully embrace neoliberalism (Galbraith and Kum 2003). Steven Pressman (2002) explains much of the world’s gender inequality as being due to neoliberal policies as well; the failure to assertively assist poor families.

Greater income inequality performs a critical function for neoliberal capitalist economies − by providing a basis for invidious distinctions and demonstration effects. The pressure to “keep up with the Jones’s” is a foundational element of the neoliberal age. Conspicuous consumption and display, as well as status and power, inspire those of working age to emulate those higher up in the class system. This is important for keeping consumption spending high through greater debt, as those with lower incomes must spend a greater fraction of their income to compete in the fashion and style market. 

Neoliberal Fiscal and Monetary Policies

So far we have found that the rise of neoliberalism has not led to a turnaround in economic performance. Now we explore the effectiveness of state-sector governance ─ fiscal and monetary policy. What impact has the move to privatize government enterprises, cut government programs, balance budgets and reduce red tape had on economic performance? Two main issues are at stake: what influence has a change in fiscal stance had on economic performance, and what type of state programs are likely to enhance investment, economic growth and development.
Neoliberalism has shifted state spending towards transfer payments and away from the purchase of goods and services. In the US, for instance, the ratio of total government spending to GDP has remained fairly stable at around 32 percent from the 1950s to the 1990s. But the ratio of government purchases has declined from 32% in the early 1950s to 18% in 1997, while transfer payments have risen from 32% to 46% over the same period (Weber 2000). A similar pattern emerges for other advanced nations. This change occurred during the 1970 to 1990 period when there has been a marked reduction of GDP growth and greater financial instability. Weber (2000) demonstrates that the two tendencies (changing spending patterns and lower growth) are inextricably related, since the change in government spending accounts for the entire slowdown and more. The change in policy from economic activism to passivism, from actively stimulating economic activity to supplementing income through pensions, subsidies and other benefits, has had a negative impact on growth and accumulation. The wave of privatization, as well as the decline in public capital, reduced the extent to which government spending expanded GDP, and so contributed to the long-wave decline in growth and accumulation.

Numerous studies from around the globe point to the same conclusion. Research supports a change in policy towards building public capital, such as infrastructure, education, telecommunication, and utilities; towards an activist state with a program of government enterprises that will enhance the capital stock of nations. Using data from the Penn World Tables, Miller & Tsoukis (2001: 1125) found that “on the whole, government investment has been severely suboptimal [recently and]... scope exists for greater productive expenditures by the government sector.” In a study of Greece, Ireland, Spain and Portugal, Laopodis (2001) suggests that non-military public spending on education, infrastructure, and health has a net crowding-in effect on private investment and GDP, and that public capital is currently being under-provided. In a study of Malaysia, Ibrahim (2001) concludes that state spending on transport, telecommunications, education and health has a net crowding-in effect on private investment. Ibrahim finds that tax-based financing crowds-out, while debt-based financing tends to crowd-in, private investment. 

Table 3.6, below, illustrates the trend of real government fixed capital formation as a percent of GDP for the main neoliberal OECD nations over the period 1960-2000. The trend since the 1970s or 1980s in the US, UK, Australia, and Denmark, and more latterly Austria, the Netherlands, Germany, New Zealand and Ireland has been the implementation (to varying degrees) of a neoliberal agenda of deregulation, privatization and tax cuts. As a result, the stock of government durable fixed capital has declined quite a lot, and in some cases markedly since the 1980s or 1990s. With the exception of the two nations with the highest ratio of public capital (New Zealand and Ireland), the productivity (elasticity) of such capital on output was quite high, especially for the US, Denmark, the Netherlands, Germany, Australia and Austria. In most cases, the rationale for decreasing public capital was not backed up by supportive evidence.
Table 3.6   Real Government Gross Fixed Capital Formation as Percent of GDP Various OECD Nations 1960-2000

	
	1960
	1970
	1980
	1990
	2000
	Elasticity of Output vis-à-vis Public Capital 1960-2000 

	Australia
	52.2
	50.1
	53.8
	46.5
	40.0
	0.65*

	Austria **
	68.0
	67.7
	75.4
	69.3
	57.0
	0.63*

	Ireland
	62.4
	72.2
	75.9
	66.8
	35.2
	-0.07

	United Kingdom
	51.1
	60.0
	63.9
	48.5
	40.3
	0.40*

	United States
	74.1
	70.1
	59.9
	54.1
	50.0
	0.79*

	Germany
	48.2
	52.7
	58.4
	52.0
	47.1
	0.88*

	New Zealand
	80.7
	79.6
	110.3
	102.4
	76.6
	0.09

	Netherlands
	80.0
	79.6
	80.2
	68.9
	56.4
	0.90*

	Denmark
	69.1
	70.7
	76.4
	60.8
	45.9
	1.27*


  Source: Adapted from Kamps (2004: 21-31)    * statistically significant at the 5% level.  
   ** 1965-2000

These and a host of similar studies show that many kinds of government spending increase public capital. They raise serious concerns about the neoliberal project. The 1970s rhetoric about the crowding-out impact of government spending seems to apply only to the low-impact spending priorities typical of a neoliberal program. Overall, the results are fairly clear: if governments are to provide a social structure for accumulation they need to have a solid agenda for building public capital. In addition, deficit spending is usually required to achieve this end ─ to provide an autonomous source of demand and thereby ensure there is a net expansion of aggregate income.

Monetary policy under conservative rule also seems to have major limits. Since the late 1970s central bank open market operations have been the main regulator of economic activity in most nations of the world. Central banks change official interest rates by modifying the level of reserves available to banks, consumers and business. Many monetary transmission mechanisms affect economic activity (Iturriaga & Lopez 2000). Interest rates affect consumption and investment directly through changes in the cost of borrowing. More indirect mechanisms include the credit channel, where changes in the level of reserves affect the amount of bank lending, or impact the balance sheet of business firms. Two asset price mechanisms have become especially important during the neoliberalism age. The first is the exchange rate channel, where changes in interest rates impact on the value of the domestic currency, and therefore foreign demand for domestic goods and services. The second is the equity price channel, where changes in interest rates affect the demand for equity.

The equity channel is of special significance for nations following the lead of the (neoliberal) US in emphasizing the equity source of corporate finance more than a credit or bank-based system. Even formerly bank-based systems in Europe, such as France, are moving in the equity direction, while the UK has long followed the equity route. Evidence indicates, however, that the equity-based system of corporate finance and placing more emphasis on the equity channel of monetary policy increases instability and risk in the economy (Arestis, Demetriades & Luintel 2002). One reason for this is the inability of interest rate changes to moderate speculative bubbles during business cycle upswings, as bank equity returns are ten times more sensitive to decreases than increases in official interest rates (Madura & Schnusemberg 2000: 435). As Mishkin (2001: 1) said: “targeting asset prices by central banks is likely to lead to worse economic outcomes and might even erode the support for their independence”.

This has led to three main developments, according to Binswanger (1999). First, there has been a marked drop in the link between money/credit and inflation during the 1980s and 1990s. Much of the credit created has been used for buying equities, and therefore credit expansion has propelled higher equity prices more than higher prices for investment or consumer goods. This has had an apparently positive effect on the economy by dampening inflationary forces. Second, by reducing inflationary pressures, and limiting interest rate increases, this has led to greater demand for equities, causing speculative bubbles in the economy. Bubbles exist when share prices do not reflect fundamental variables such as long-term dividends or productivity. These bubbles are not sustainable because fundamental variables condition stock prices in the long term. The use of derivates such as options, swaps and futures has reduced the cost of diversification and leverage, and also increased the relative return for equity relative to industry.

This leads to the critical third point about neoliberalism. The changing structure and dynamics of the US financial system since the 1970s has increased the conflict between finance and industry, as the real sector has become a sideshow to the main game of capital gains in the equity market. This has had a negative impact on industry and long-term economic growth because it draws funds into equity markets rather than promoting innovation, workmanship and sustainable investment in industry. Thus, during the long-wave upswing, “economists had no trouble in explaining the [1949-1965] persistent bull market by standard valuation models according to which stock prices are determined by market fundamentals. But the [recent, 1984-1995] period is more troublesome” as stock returns have no relationship to fundamentals (Binswanger 2000:380).

Broadly speaking, there was a reasonable link between stock prices and production during the long-wave upswing of the 1950s and 1960s. But during the downswing of the 1980s, 1990s and 2000s stock prices became relatively autonomous from the industrial sector. This autonomy is most likely due to speculative bubbles during the 1980s─2000s. Linking monetary policy to confidence levels in the stock market contributed to the current crisis of confidence in corporate America and elsewhere,  where finance is able to dominate industry, leading to financial crises and corporate fraud.

Conclusion

This chapter has examined the current neoliberal system of governance, which dominated the world during the mid-to-late 1970s through to the 2000s. If it constitutes a new, viable SSA it should provide the foundation for a long-wave upswing in national economies. First, we situated the rise of neoliberalism within the framework of tendencies since the 1970s for governments of the world to promote privatization, deregulation, the reestablishment of US hegemony, and a development philosophy of stimulating private initiative. Then we explored the extent to which the recent long-wave downswing has been reversed through neoliberal policies. During the neoliberal era, GDP and productivity growth declined, financial crises were more frequent and intense, and income inequality worsened in both the center and periphery.

Finally, we surveyed the extent to which fiscal and monetary policy have become more effective under neoliberal governments. The conclusions were not good for neoliberalism. Neoliberal policies have increased the crowding-out of private investment through a relative decline in public capital in favor of transfer payments and military spending. Most of the decline in GDP could be explained by this shift from capital to current expenditures. Hence fiscal policy needs to be re-focused, emphasizing public programs of education, infrastructure, transport and communications, and expanding deficits to promote a sufficient supply of reserves in the hands of the private sector.

Monetary policy has also taken a turn for the worse. Greater emphasis on shareholder value has led to a decline in workmanship and industry, and contributed to speculative bubbles and financial crises. Trying to manipulate monetary policy on the back of an overvalued stock market leads to all sorts of problems, especially greater instability, more risk-taking and greater fraud as profitability falters. Hence, current trends in both fiscal and monetary policy are unable to provide a foundation for the creation of a viable state social structure underlying accumulation. Major changes in governance are therefore required to improve long-term economic performance.

Overall, neoliberalism has not been a viable system of governance due to the greater instabilities, uncertainties and unproductive nature of the practices. These have generated long-term lack of demand, excess supply and thus failed to propel private demand and productivity. As James Crotty (2000: 368) says, since “The structures and practices of global Neoliberalism cannot create an economic … environment conducive to prosperity and security for the majority of the people in the developed and developing world”, we need “new progressive structures and practices for national economies and for global integration”. A post-neoliberal governance program is detailed in chapter 10, below.
Endnotes 

�. Others have sought to include other aspects of culture, such as race or ethnicity, into the social structures of accumulation approach. One particularly good example of this is the work of Randy Aldelda and Chris Tilly (1994). 





�  Samuel Rosenberg (2003) pays particular attention to the role of the state in the postwar US experience. As he says about Keynesian policies: “During the 1940s and 1950s, Keynesian demand management policies were not systematically applied toward economic stimulation. Nevertheless, growing federal expenditures on goods and services helped to maintain aggregate demand and economic growth. Military expenditures were an important part of such spending, reflecting changes in overseas military activity, did destabilize the economy at times” (Rosenberg 2003: 63). He then goes on to say that “A conservative form of Keynesianism dominated macroeconomic policymaking in the 1960s. Government policymakers believed that if aggregative macroeconomic policy tools were suitably utilized the economy would be able to growth steadily with low rates of inflation and low rates of unemployment. However, by the early 1970s, this view was demonstrated to be overly optimistic” (p. 122).





�. The question of the global operations of capitalism was a dominant theme in the social sciences in the late 20th century. A critical issue of debate has been how the role of government has changed in the global Economy. Some believe that recent changes have little affect on the operation of (at least some) national governments (Helliwell 2000), while others claim that they have affected some critical state functions (Crotty, Epstein & Kelly 1998), perhaps great enough to create a “race to the bottom” as states compete for transnational corporate investment (Tonelson 2000). For an analysis of the debate on how globalization impacts state effectiveness see O’Hara (2004a). 





�.  Many scholars have sought to examine what name to call the potential emerging institutional fabric or new long wave upswing. For instance, Terrence McDonough (2003) prefers to call the “emerging institutional framework” that of “global neoliberalism”. While this may be a good term for what exists at present, it may well be the case that neoliberalism is coming to be challenged, not just in theory but also in governance practices. Chapter 10, below, examines this issue and whether a post-neoliberal form of governance is emerging, and more importantly, what policy framework such a trend might have to offer. 





�.The literature on neoliberalism is vast. Some of the best relating neoliberalism to SSA analysis include David Kotz (2003) and Martin Wolfson (2003). 


�. Attempts to reduce state spending may not be terribly effective (see Bougrine 2000: Ch 2). Although neoliberalism seeks to reduce the size of government, certain critical state expenses and lower Economic growth tend to maintain or increase such spending during long wave downswing. Neoliberalism may thus only lead to changes in the composition of state spending-- from productive to less productive activities.





�. Conservative and radical economists had different responses to the perceived increase in the power of labor over capital. Conservative or neoliberal economists wanted to reduce the power of labor, while radicals saw an opportunity to develop an alternative Economic policy based on democratic governance programs. For instance, Bowles, Gordon & Weisskopf (1990:233) proposed policies to reduce corporate waste, expand community knowledge and skills, and promote human rights and democratic participation through the Economy. As they say: “We are committed to an Economic that would offer sustainable improvements in living standards, strong democracy and community at home and global cooperation abroad, and more extensive Economic fairness.” 





�. These results stem from the main contradiction of neoliberalism-- its inability to sustain aggregate demand due to their policy emphasis on supply. Indeed, neoliberal perspectives eschew demand as having no (or little) influence on long-run output. 





�. In some nations, such as the US, productivity rose sharply in the late 1990s. But the available evidence indicates that this was due to the cyclical upswing, or generally short-term factors. Gordon (2001) argues that long-term sustainable high levels of productivity growth are unlikely due to the high-tech and computer “revolution” because most of the advances have already taken place, and because computers are a pale imitation of the major technological advances of the past, such as railways, automobiles and steel (at least as far as productivity is concerned). Freeman (2001) paints a similarly dim picture. Even those who are quite optimistic about the computer sector are skeptical about its productivity benefits (Jorgenson & Stiroh 2000).





�. Binswanger tested for Granger causality between stock returns production growth. He found a temporal link between the two variables leading from stock prices to production for the 1953-65 period, but not for the 1984-95 period. The probability that there was Number link was very low during 1953-65 and high during 1984-95. This led him to conclude that since the mid 1980s “stock returns do not seem to contain significant information about future real activity as before” (Binswanger 2000:386). (For more on this see chapter 8, below.)
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