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(Second Revision: Please Don’t Quote Without Permission)

Confronting the Tyranny of the Rate of Return

Richard H. Robbins
SUNY at Plattsburgh

In January of 2019, the culture jamming group The Yes Men pranked
BlackRock Investment Management by sending out an email to its clients
purporting to be from CEO Larry Fink (Yes Men 2019). It announced that the
fund, heavily invested in fossil fuel energy, would no longer invest in companies
not in accord with the Paris climate agreement. Fink quickly responded in his
real letter to investors stating that BlackRock’s duty is to realize the highest rate
of return for customers, regardless of the environmental consequences: “Our firm
is built to protect and grow the value of our clients assets,” Fink wrote.

...In many cases, | or other senior managers might agree with that

same cause — or we might strongly disagree — but our personal

views on environmental or social issues don’t matter here. Our

decisions are driven solely by our fiduciary duty to our clients (Jolly
2019).

Some may criticize Fink for his seeming indifference to the environmental
and social externalities of his fund’s investments, but he is expressing the
overwhelming and largely unanimous sentiment of wealth and fund managers
that their primary goal, indeed duty, is to realize the highest rate of return for their

clients whatever the consequences.:1 Fink’s response also poses a question: can

1 In fairness to Fink, he drew fire from other financial experts when he made a commitment to
BlackRock employees to enhance diversity, ensuring, in his words, that “A bunch of white men”
would no longer be running the largest wealth management firm in the world. One corporate
governance expert, in addition to accusing Fink of “corporate socialism,” complained that “This is
fundamentally not the role of a public company, and it’s unfair to investors who may not agree
with his politics. A CEO shouldn’t use house money to further a goal that may not create
economic returns (Kramer 2019).” And Fink, in January 2020, did announce that BlackRock
would reduce investments in fossil fuels, although likely more because they were no longer
attractive investments, rather than in response to The Yes Men.



activists trying to address issues such as climate change, environmental
devastation, economic inequality, or social justice, legitimately contend with the
obligation or requirement of capital controllers to realize a competitive rate of
return on investments, regardless of the environmental, social or political

consequences?

To begin to answer this question we must distinguished between
investment capital, that is money that seeks a rate of return regardless of the
consequences and civic capital,2 money that ostensibly aims to contribute to the

common good irrespective of any monetary return.s

In 2020, wealth managers and capital controllers such as Larry Fink
control over $100 trillion USD, greater than the present total GDP of all the
countries in the world (Thinking Ahead Institute 2019; McKinsey 2020). If we add
to this the well over $100 trillion controlled by pension funds and insurance
companies (OECD 2019b) and the investment capital controlled by banks and
other private investors, the approximate amount of money in 2020 that must
generate an appreciable rate of return exceeded $350 trillion with total global
assets projected to reach $459 trillion by 2024 (Shorrocks 2019: 37)a.

Furthermore, the owners of investment capital, consistent with a
plutocracy, comprise a tiny percentage of the population. In 2016 in the United
States, the top 1 percent owned almost 56 percent of all income generating
assets up from 50 percent in 2010, the top 10% over 90 percent, leaving

everyone else with 9.2 percent, down from 12 percent in 2010 (See Table 1).

2 There are of other distinctions (e.g. finance capital, production capital, etc.) but | wish here to
draw a sharp distinction between capital that seeks a rate of return and capital that does not.

3 This doesn’t mean that there mightn’t be a monetary return on civic capital investments.
However they aren’t the sort of investments sought by capital controllers. It is difficult to convince
investors that tax increases to fund a universal income would be of benefit to them, but, going
back historically, cash payments to poor families for a 1911 program improved the health of
children with calculable economic returns (Lleras-Muney 2018).

4 There are various ways of calculating investment capital, that is money working to realize a rate
of return. Wealth under management, pension investments, and assets invested by insurance
companies are fairly reliable. But estimates do vary and represent only a rough approximation.



Table 1: Income Generating Assets and Total Debt by Percentile of
Wealth—2010, 2016
Asset Type Top 1 percent Next 9 percent Bottom 90
percent
2010 2016 2010 2016 2010 2016

Stocks and 48.8 53.2 42.5 40.0 8.6 6.8
mutual funds
Financial 64.4 64.6 29.5 29.2 6.1 6.2
securities
Trusts 38.0 51.4 43.0 33.2 19.0 154
Business 61.4 65.7 30.5 28.5 8.1 5.7
equity
Non-home 40.0 40.0 43.6 42.1 20.9 17.9
real estate
Total assets | 50.4 55.6 37.5 35.2 12.0 9.2
for group
Total debt 5.9 6.7 21.6 20.9 72.5 72.4

Source: Wolff 2012, 2013, 2017; see also Hagar 2014

Countering investment capital is civic capital-- money not required to yield
a financial rate of return, but rather, theoretically allocated to the common good.
We arrive at a total civic capital figure by adding together four revenue sources—

taxes,s public charities, volunteer labor and impact investments.

e Taxes: Currently in the United States, the government collects
approximately $3.3 trillion in Federal taxes. Adding all state and
local taxes would raise the total of civic capital in the U.S. to
approximately $5.3 trillion (Tax Policy Center 2018). Since the
average global tax rate is 34 percent of GDP (OECD 2019) using

5 We're getting again to the language of economics. Calling something a “tax” carries a very
different meaning than calling it a “civic investment,” which, in modern mixed economies, is
probably a more accurate designation.



2017 data where global GDP was $80 trillion USD, would supply
roughly $27 trillion USD in global tax revenue.

e Charitable giving: This amounted to about $427 billion in the U.S. in
2018, and includes foundations (Johnson 2018) and corporate
contributions ( NPT 2019). With the United States ranking 4 in
charitable giving (CAF 2018) ,we’ll estimate that globally charitable
giving, including zakat (Noor and Pickup 2017), is about $3 trillion.

e Volunteer labor: The Independent Sector (2019) estimates that
volunteer labor in the U.S. is worth $203 billion, and we can
estimate that globally the amount is about $1 trillion.

e ‘Impactinvesting’ targets investments with environmental, social, or
economic benefits. As of 2018, the Global Impact Investment
Network estimates such investments represent a little over $500

billion, some 1.4 percent of all investment funds (GINN 2019).

In sum, then, the total civic capital available to theoretically invest in the
common good amounts to at best $33 trillions annually which must address the
impacts of presently almost $350 trillion in investment capital that doesn’t

particularly care about its effects one way or another.

We can illustrate the disproportionate power of investment capital over
civic capital by contrasting tax and charitable monies directed to environmental
concerns in the United States as opposed to investment capital seeking a rate of
return from petroleum only.7 For example, the U.S. Environmental Protection
Agency (EPA) has a yearly budget of just under $9 billion. States allocate a total
of approximately $25 billion for environmental concerns. If we add environmental
charitable giving in the U.S. of $11 billion (NP Source 2019), it provides about
$45 billion in civic capital available in the United States for addressing alll

6 We are not adjusting civic capital, particularly tax revenue, for corruption, that is tax money
somehow siphoned off to enhance rates of return, which would lower the amount available for the
common good appreciably. Nor are we subtracting the portion of civic capital that flows to
investors in interest on public debt. That would amount to at least 2 to 6 percent of the total.

7 This doesn’t include subsidies to the petroleum industry largely in the form of tax credits.



environmental concerns. But from 2015 to 2020 banks alone invested $2.7
trillion in fossil fuels, only one of the many sectors of the economy threatening

the environment (Rainforest Action Network 2020).

Changes in federal priorities are raising the bar for civic capital. Since
2008, Congress and the White House cut the E.P.A. budget for pollution control
and science by 16 percent and cut its workforce by 16 percent. Over the same
period, 31 states reduced funding for their environmental agencies’ pollution
control programs; 25 states imposed cuts of at least 10 percent, 21 states cut
their environmental workforce by at least 10 percent and, overall, cut 4,400
positions at agencies responsible for protecting the environment (Kelderman
2019).

In sum, the amount of civic capital that theoretically benefits the common
good is dwarfed by investment capital, which is controlled by a relatively tiny
portion of the population and is disengaged from environmental, social and
political impacts. Yet these are the groups contesting our future: political activists
trying to rein in the power of investment capital on one hand, and investors and
capital controllers struggling to maintain their traditional rate of return on the

other.s

The Sars-CoV2 pandemic introduces a critical dimension to this struggle;
with governments borrowing trillions of dollars to minimize damages to global
economies and health, the repayment of sovereign debt promises austerity
measures that would make those imposed after the last recession seem benign
by comparison. Avoiding that scenario requires challenging the tyranny of the

rate of return. But with what?

8 There is also the ideological battle of how much do investors as opposed to salaried workers
deserve of the national income. Capital controllers argue that they are the ‘wealth creators’ who
deserve proportionally a larger piece of the pie. Workers, on the other hand, argue that they are
the foundation of an economy. The question is, in part, how these claims resonate, since one
would justify inequality while the other would necessitate a greater equality of income.



Why Are Rates of Return on Capital Rising?

One of the primary relationships in finance is between the rate of return on
capital and economic growth. In a seminal paper, Dean Baker, Brad DelLong and
Paul Krugman (2005) worked out the mathematics of the relationship and
concluded:

We see strong reasons to think that, over the long run, rates of

return on assets are correlated and causally connected with rates
of economic growth.s

The mystery is why has the rate of return on capital remained remarkably
stable over the past 150 years, in spite of a steady erosion of the rate of

economic growth?

In a fascinating study, Oscar Jorda, Katharina Knoll, Dmitry Kuvshinov,
Moritz Schularick, and Alan M. Taylor (2017a; 2017b; 2019), map the average
rate of return on bonds, bills, equity, and housing across 16 countries from 1870-
2015 (see Figure 1). They found that the average rate of return was 6.28 percent
and the rate of economic growth 2.87 percent. From 1950 to 1979 the average
rate of return was 6.89 percent with an economic growth rate rising, as expected
to 3.25 percent. However from 1980 to 2015, while the rate of return rose to 6.97

percent, the rate of economic growth fell to 2.30 percent.

9 The article is concerned largely with the future fiscal viability of the Social Security Trust Fund
and a proposal by the Bush administration to convert at least some Social Security investments to
private equity, the authors concluding that equity dividends are likely to decline with declining
economic growth.



Figure 1. Rate of Return on Investments and
Economic Growth: 1870-2015

EAS
Post 1980
e C-07

2
Post 1050 - 3.25
e O-01

A 305
1870-2015
e 0-C°

0 1 2 3 4 5 6 7 8

@ Economic Growth & Return on Wealth

Source: Oscar Jorda, Moritz Schularick, and Alan M. Taylor. 2017. “Macrofinancial History and the New
Business Cycle Facts.” in NBER Macroeconomics Annual 2016, volume 31, edited by Martin Eichenbaum

and Jonathan A. Parker. Chicago: University of Chicago Press.

This relationship between the rate of return and economic growth is
consistent with Thomas Piketty’s conclusion in Capital in the Twenty-First
Century (2014) that the rate of return over the past 150 years, with the exception
of the decades associated with the two world wars, consistently exceeds
economic growth—or as he draws it, r > g. Since the rate of increase in
investment capital exceeds overall growth (and essentially wages), Piketty
concludes that this contributes to growing economic inequality, although he does
not specifically address the mechanisms by which the elites maintain a constant
rate of return on their capital. He recognizes inheritance as a factor, since, as he
puts it, “it is all but inevitable that inheritance (of fortunes accumulated in the
past) predominates over saving (wealth accumulated in the present)” (Piketty
2014: 377).

While some economists assume that economic growth can perpetually
increase, even predicting future growth up to 20 percent a year (Basu 2017),
economic growth rates are clearly slowing (see Figure 2) and most economists
as well as wealth managers predict continual slowing, Piketty setting future
annual growth at 1.5 percent at best (Piketty 2014: 93-94).



Figure 2: U.5. and Global Rates of Economic
Growth, 1961-2019
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Part of the decline in rates of growth are attributable to what economists
refer to as the “convergence factor” (Barro and Xavier Sala-i-Martin. 2004:14), a
tendency of emerging economies to approach the lower rate of growth of wealthy
economies. But ‘convergence’ is simply a descriptive term and fails to answer

the question of why the rate of growth declines as wealth increases?

There are good reasons. First, the rate of growth is exponential, not
arithmetic. To take just one example, between 1990 t01995 there was about a
3.6 percent annual increase in trees consumed in the United States (Howard
2007). In actual trees that amounted to an increase of about 1.5 million trees
felled over the period. Had the same 3.6 percent been maintained from 2005 to
2010 the number of trees would be 2,550,000, more than a million more. The
same problem applies in the case of automobiles. In the 18 years between 1999
and 2017 the automobile industry increased automobile production by 41 million,
a 2.8 percent annual growth rate. If the same 2.8 percent growth rate were
maintained for the next 18 years, they would need to produce 58 million more
cars (OICA 2017).



The power of exponential growth is apparent when we project the future
global growth of assets and GDP, if GDP grew at a rate of 3 percent a year and

total investments seeking a return at 5 percent a year (see Table 2).

Table 2: Results of Global Exponential Growth of GDP and Financial Assets in
the Twenty-First Century (in trillions)

2020 2030 2040 2050 2060 2070 2100
GDP $90 $121 $163 $218 $294 $395 $968
(Growth
rate of 3
percent)
Assets $300 $489 $796 $1297 $2112 $3440 $14868
(Growth
rate of 5
percent)

For the global economy to operate as it is presently, by 2100 global GDP
would have to approach a quadrillion dollars and total financial assets seeking a

return would be well over a quadrillion.

But exponential growth is not the only problem: the growth of investment
capital requires new places for investors to grow their capital. David Harvey
(2010: 28) notes that the wave of privatizations, so central to neoliberal policy
prescriptions, is less about the (unproven) increases in efficiency, and more

about finding new investment opportunities.

Furthermore, maintaining a compound rate of growth sets the stage for
competition between institutional investors and banks, both searching for ever
greater investment opportunities. The competition raises their costs and lowers
the expected rate of return. And, as global debt increases, more wealth must be
appropriated to pay interest on the debt, thus slowing consumption rates (Butler
2014). Consequently, the task of wealth managers seeking opportunities for
clients to realize an acceptable rate of return, relative to risk, becomes

increasingly difficult. As one investor put it, “If you ask me to give you the one



big bargain out there, I'm not sure there is one.” Investment advisors are telling
clients to “lower their expectations” (Dobbs et al 2016; Duncan et al 2016). Or,
as Dean Baker, Brad DeLong and Paul Krugman (2005: 315) put it:

... the logic that applies here: if slower economic growth reduces

the arena for the profitable deployment of capital, rates of return will
fall until less capital is deployed.

But more, not less, capital is continually deployed.

So we've entered a tangle of apparent contradictions. The rate of return
on capital requires an increase in the rate of economic growth. Economic growth
is slowing, as it must, but somehow the rate of return remains steady and is even
growing. For that to happen, investors have to be appropriating an increasing

share of the national income. But how are they doing that?

Juggling the Economic Rules: Who Determines National and Global
Economic Policy?

Capital controllers —wealth managers, banks, insurance companies,
pension funds, etc.,— have enormous power. They exercise this power, not
because of any intrinsic superiority, but because they are able to secure
favorable legislation and promote a cultural bias to privilege investment over
labor, and everything else. Capital controllers finance political campaigns and
lobbying; they will commit outright bribery to influence, if not determine,

government regulations (see Ferguson et al 2017; Page et al 2018).

Furthermore, since sovereign states themselves must borrow money to
fund government, they provide one of the primary debt instruments available to
investors. Consequently governments also have a vested interest in maintaining
high rates of return in order to repay their debts and maintain access to

investment capital at low interest rates.

In addition to providing investment guidance, one of the most important
functions of investment banks and other capital controllers such as Goldman
Sachs, J.P. Morgan Chase, and Barclays is to influence or determine economic

policy through access to the highest levels of government, often supplying the

10



finance ministers who dictate economic policy. Of the past thirteen U.S.
Secretaries of Treasury, seven were investment bankers (three from Goldman
Sachs), two were corporate CEOs, two came from the Federal Reserve, another
from the financial services sector, and one from the practice of law (U.S.
Department of the Treasury, N.D.).10 Furthermore, capital controllers share
common interests with propaganda-pushing media moguls. “We help companies
to grow,” said Lloyd F. Blankfein of Goldman Sachs, “by helping them to raise
capital. Companies that grow create wealth. This, in turn, allows people to have
jobs that create more growth and more wealth. It’s a virtuous cycle” (Arlidge
2009).

Martin Gilens and Benjamin |. Page (2014, 2018) contrasted the policies
favored by a great majority of citizens with those actually enacted by elected
officials in the United States. They conclude that policymaking is dominated by
powerful business organizations and a small number of affluent Americans, and
that when

... @ majority of citizens disagrees with economic elites and/or with

organized interests, they generally lose. Moreover, because of the

strong status quo bias built into the U.S. political system, even

when fairly large majorities of Americans favor policy change, they
generally do not get it (2014: 22-23).

This is inevitable because sovereign states rely on the very financial

entities that they are supposed to be regulating (see Roos 2019).
Policy and Threats to the Rate of Return

The idea that the rate of return or the rate of profit must decline is one
advanced by both David Ricardo and Karl Marx in the nineteenth century.
Ricardo compared the industrial economy to agricultural fields that gradually lose
their fertility, while Marx posited that intense competition among capitalists

required more capital in technology, reducing labor input and the surplus that

10 In Great Britain, the governor of the Bank of England generally comes from a banking and or
investment background, although finance ministers in Germany and France tended to have had
political careers.
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labor provided. What neither seemed to foresee was the success of government

policy in guaranteeing an acceptable rate of return.

These policies generally correspond to those that are part of the so-called
neoliberal agenda, which gained momentum in the 1980s, after the so-called
“stagflation” of the 1970s. These policies and their enabling legislation are easily
identifiable and reversible. They have nothing to do with the operation of the
market, as the concept is used by classical laissez-faire economists. And they
address the most significant threats to the rate of return which include:

Inflation

Taxes

Labor/wages

Responsibility for negative externalities
Lack of investment opportunities

Competition
Default

The following analysis suggests that were these threats to the rate of
return not addressed, there would be no rate of return. However it will also
suggest that the solutions necessary to address the threats condemn the vast
majority of citizens to continuing economic deprivation, environmental
despoliation, inequality and social injustice, not to mention continued exposure to

pandemics and the consequences of climate change.

Figure 3 summarizes some of the policy decisions that address these

threats and we’ll examine each in detail.

12
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Figure 3. Government Policies that Boost the Rate of Return for Investors, but

Harm Everyone Else
Controlling inflation: Protecting the value of the rate of return

Economists have traditionally treated inflation as one of the 3 or 4 major
areas of macroeconomic policy research, and central banks treat controlling
inflation as their major, if not only, job.11 Ostensibly the goal is to maintain price
stability, although the rate of inflation is also the prime determinant of the rate of
return. A six percent rate of return with six percent inflation is nominally zero. Or
as one wealth advisor succinctly put it, “inflation rots bonds” (Collins 2018).
Generally central banks set a target rate for inflation and seek to prevent it from
rising above that target rate, presently about 2 percent a year in the U.S. (Figure
4).

11 The United States Federal Reserve is the only central bank among OECD countries that is
given a dual mission of controlling inflation and maintaining full employment, although it has
clearly prioritized the former over the latter.

13



Figure 6. U.S. Rate of Inflation--1960-2018
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Central banks use the employment rate as a sign of whether or not

inflation may rise and, if so, prevent it through the simple expedient of keeping
money scarce by raising interest rates (i.e. the price of money) making borrowing
more expensive and hence reducing the money supply, and, ostensibly the rate

of employment.

Economists, and by extension central banks, had assumed an inverse
relationship between inflation and unemployment (i.e. the Phillips Curve), and,
consequently that it was necessary to keep unemployment at least at five percent
of the workforce to reduce demand on goods and services and prevent price
increases. Economists called this the “natural” rate of unemployment. However,
while keeping inflation rates low benefits investors, it penalizes everyone else

(see Figure 5).
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Figure 5: Inflation and Unemployment--1980-
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Despite serving as the major inflationary guidepost through the 1990s and
into the present, the Phillips Curve had failed as a reliable predictor of inflation by
the mid-1980s. Its continued application unnecessarily cut an untold number of
jobs and deprived workers of millions, or hundreds of millions, in wages. Jerome
Powell, the present chair of the U.S. Federal Reserve, when answering a
question regarding the Fed’s policy on unemployment, admitted as much in
testimony before Congress:

“We’'re missing 10 years of [wage] growth.... “I think that’s really the

underlying problem. We’re getting reasonable wage growth, but we

missed all of those years beginning at the beginning of the century.

It's a very serious problem, and we should do a better job of calling
it out” (Irwin 2019).

Researchers at the Economic Policy Institute (2020) concluded that:
Macroeconomic policy (including monetary policy) that prioritized
very low rates of inflation over low rates of unemployment is a key
reason why real wages have stagnated for the vast majority of
American workers in recent decades.... Widespread wage growth
will not occur over the coming years if the Federal Reserve

prematurely slows the recovery in the name of fighting prospective
inflation.

But keeping inflation artificially low threatens more than wages. Keeping
money scarce also means that there is not enough to pay people to do what is

necessary to maintain a viable and safe environment. There is not enough

15



money for infrastructure maintenance, or for maintaining our shared commons—
parks, forests, libraries, etc. There is not enough to pay child-care workers,
researchers, teachers, health care providers, and as we’re finding out with Sars-
CoV-2, effective health systems.

In fact, modest inflation (e.g. 5-8 percent) benefits the bottom 90 percent,
because the real value of what they owe diminishes (McMahon 2007).
Historically, countries pay off their sovereign debt by inflating it away (Reinhart
and Rogoff 2009). Furthermore, unionized workers can collectively bargain for
wage increases to counter the effects of inflation on their real wages. For the
middle-class, the value of homes (their main asset), generally increases with

inflation.

It is assumed that increased inflation harms those with fixed incomes,
largely the elderly. But social security and Medicare in the United States are
indexed to inflation and it is the elderly who most hold investments in pension

funds which directly benefit from low inflation (Emmons 2017; Howe 2018).

Even the way central banks and the federal governments inject money
into the economy works to the benefit of investors. During the economic crisis of
2007-2008, most of the some $700 billions of so-called economic stimulus went
to bail out banks and insurance companies, and, more recently, to investors in
the form of government bonds. The 2017 tax cut in the United States mainly
benefitted corporations and the wealthy. The result was the paradoxical rise in
the amount of money in the economy but a decline in its velocity—the rate at
which it is spent (see Yi Wen and Arias. 2014). Figure 6 shows the declining rate

at which different categories of money was spent from 1959 to 2019.12

12 M1: the sum of currency held by the public and transaction deposits at depository institutions
(which are financial institutions that obtain their funds mainly through deposits from the public,
such as commercial banks, savings and loan associations, savings banks, and credit unions).

M2: M1 plus savings deposits, small-denomination time deposits (those issued in amounts of less
than $100,000), and retail money market mutual fund shares. Data on monetary aggregates are
reported in the Federal Reserve's H.3 statistical release ("Aggregate Reserves of Depository
Institutions and the Monetary Base") and H.6 statistical release ("Money Stock Measures")
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Figure 6: Velocity of Money in the U.S., 1959-
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The pattern is the same in the Euro area where “Money velocity ...is
currently less than 1 which means that money being printed (even notionally)

isn’t even circulating once” (This Time is Different 2019).

Economic stimulus efforts to address Sars-CoV-2 follow that pattern. In
the United States the initial distribution, which went through banks, to so-called
small companies (below 500 employees), went largely to big companies or bank
clients less likely to spend it (Guida 2020). Far less went to smaller business in

greater need for cash.

The figures reveal that in so-called “quantitative easing,” money is
channeled through people who don’t need to spend it. That is, distributing money
via the wealthy, is the same thing as keeping it scarce. Consequently, the
greater the degree of economic inequality (the disproportionate amount held by

the wealthy), the lower the velocity of money will be.

MZM (money with zero maturity) is the broadest component and consists of the supply of
financial assets redeemable at par on demand: notes and coins in circulation, traveler's checks
(non-bank issuers), demand deposits, other checkable deposits, savings deposits, and all money
market funds. The velocity of MZM helps determine how often financial assets are switching
hands within the economy.
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Taxation: Sharing as little as possible

Taxes are a second major factor affecting the rate of return on capital. The
lower the taxes, the more investors get to keep. In the U.S. in 2019, personal
income tax rates on head of households run from 10 to 37%. Capital gains taxes
run from 0-20% for assets held for more than one year, depending on income
bracket. This follows a pattern in most OECD countries in which taxes on income
from investments are lower than those for salaries and wages. In their work on
taxation, Emmanuel Saez and Gabriel Zucman (2019a) conclude:

Despite the rise of inequality, the US tax system has become less

progressive in recent decades. The three traditional progressive

taxes the individual income tax, the corporate income tax, and the

estate tax have weakened. The top marginal federal income tax

rate has fallen dramatically, from more than 70% between 1936

and 1980 to 37% since 2018. Corporate taxes (which are

progressive in the sense that they tax corporate profits, a highly

concentrated source of income) relative to corporate profits have

declined from about 50% in the 1950s and 1960s to 16% in 2018.

Estate taxes on large bequests now raise little revenue due to a

high exemption threshold, many deductions, and weak
enforcement.

While benefiting investors and holders of equity assets, reducing taxes on
corporations and capital gains heavily penalizes everyone else. Figure 7 shows
the trajectory of corporate and individual tax contributions to the national income
in the U.S.. Figure 8 shows how corporate taxes among wealthy countries have
been dramatically reduced over the last 30 years (IMF Blog 2019), while Figure 9
traces the taxes paid by wage workers and those paid by investors in capital

gains.
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Figure 7: Individual Versus Corporate Taxes as Percent
of Total U.S. Tax Revenue--1934-2018
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Figure 8: Corporate Tax Rates Globally: 1990-
2018
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Figure 9: Maximum Capital Gains and Individual Tax
Rates by Percentage, 1980-2018
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Since taxes comprise the major portion of civic capital ostensibly available

for the common good, it is useful to examine the overall decline in civic capital

represented by the reduced share of the national income that comes from

corporate taxes. Figures 14 and 15 simulate scenarios in which we calculate the

percentage of civic capital that would have been available had corporate

contributions to civic capital remained, first, at the 1980 level and, then, at the

average level from 1960 to 1979.
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Figure 10: Civic Capital Lost as a Share of GDP From
Corporate Contributions--1980-2017
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Figure 11: Civic Capital Lost as a Share of GDP From
Corporate Contributions--1980-2017
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Had corporate contributions as a share of GDP remained the same as
they were in 1980 (at 12.5%), civic capital revenue would have been $1.2 trillion
more over the period. Had the average corporate contributions as a share of
GDP in the 1950s and 60s been maintained from 1980 to 2017, there would have
been over $9 trillion more civic capital over the same period, more than enough
to have paid the interest on the United States national debt over the period or
halving the national debt. The share lost from corporate contributions will

increase considerably with changes to the U.S. tax code of 2017.
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To the amount lost to civic capital because of a decline in corporate
contributions, we can add the tax avoidance for the wealthy by wealth managers,
whose job is to hide as much income as possible from tax authorities (see
Harrington 2016) and the amount hidden by corporations and investors in tax
shelters (Henry 2012). Gabriel Zucman estimates that 8 percent of global
household wealth is held in tax havens (Zucman 2015: 3-4) and U.S.
multinationals book almost 60 percent of their profits in low tax countries (Saez
and Zucman 2019b: 77).

As Zucman and Saez (2019b) point out, international cooperation,
seemingly easily achieved in multilateral institutions such as the IMF and WTO to
promote and ease investments, could easily recapture that tax money, but at this

point the political influence of investors overrules that option.
Labor: Reducing the costs of returns

After regulating inflation and reducing taxes, labor costs also need to be
reduced, essentially boosting the profits and dividend payouts of equity
investments. In fact, keeping wages low does double duty for investors. It
improves return on equities, since more corporate income can be directed to

dividends and buybacks and reduces inflation by reducing demand.

Government legislation in the U.S. helped keep the cost of labor down.
Had the minimum wage in the U.S. kept up with labor productivity since 1968, the
minimum wage would be $24 an hour and a minimum wage worker would be
earning $48,000 a year, instead of $15,080. That amounts to billions of dollars

over that period that went to maintaining the rate of return (see e.g. BLS 2019).13

There is a significant and growing literature on the stagnation of income

for the bottom 90 percent of wage earners and the shrinking middle-class in the

13 Lowering wages or increasing unemployment poses another challenge to investors, for without
jobs or adequate salaries, debtors can no longer pay their debts. In fact, a critical measurement
we lack is one that tells us the point when a significant number of debtors can no longer honor
their debts. That is, an increase in debt default becomes a measure of the degree to which
investors are appropriating too much from labor to maintain their rate of return
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United States and in Europe, along with the unequal recovery from the 2007/08
recession. For example, Figure 14 charts the share of the national income going
to wages in contrast to income from dividends, interest, capital gains and rents
from 1960 to 2017. In 1960, over 30 percent more of the national income in the
U.S. was allocated to salaries and wages than to finance. By 2017 the gap was
almost 20 percent lower, with finance actually appropriating a greater share prior
to the recession of 2007/08.14

Figure 12: Shares of National Income Allocated to
Finance and Labor --1960-2017
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Sources: Federal Reserve Bank of St. Louis: Wages and Salaries Received
https://fred.stlouisfed.org/tags/series?t=wages; Federal Reserve Bank of St. Louis: Monetary Interest Paid,
https://fred.stlouisfed.org/series/A2061C1A027NBEA; Bureau of Economic Analysis: Dividends,
https://apps.bea.gov/iTable/iTable.cfm?reqid=19&step=2#reqid=19&step=2&isuri=1&1921=survey;
Department of the Treasury, Office of Tax Analysis: Capital Gains https://www.treasury.gov/resource-
center/tax-policy/tax-analysis/Documents/Taxes-Paid-on-Capital-Gains-for-Returns-with-Positive-Net-

Capital-Gains.pdf;_https:

As figures 13 illustrates, through the 1970s worker compensation and
productivity followed the same trendline, at which point they diverged with wages

stagnating over the past 40 years.

14 The number of people dependent on wages is far greater than those realizing a return on
investments who are expropriating 30-40 percent of the national income.
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Figure 13: Growth of productivity, real average
compensation, and real median compensation, 1973-2014
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In 2007 the average income of the middle 60 percent of American
households was $76,443. Had incomes grown along with productivity as they
had for decades before, the average income of the middle 60 percent would have
been $94,310, or 23 percent (nearly $18,000) higher (Mishel et al 2015).

Furthermore, most of the wage increases over the past 20 years have
gone to the top 95t percentile of wage earners (Figure 14) while wages of the

bottom 70 percent have barely moved.

Figure 14: Cumulative percent change in real hourly wages
of men, by wage percentile, 2000-2018
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In the United States, even with high employment before the Sars-CoV-2
pandemic, wages of workers in the bottom 50 percent remained well below that
needed for an adequate living standard. The median wage of 44 percent of U.S.
workers aged 18-64 was $10.22 an hour or $18,000 a year (Ross and Bateman.
2020).

Government policies also favored investors by reducing the collective
bargaining power of workers. The rate of unionization in the United States more
than halved over the past 30 years (Figure 15). And there is significant evidence
that the decline of unionization negatively affects wages (Farber et al 2018).
Since the National Labor Relations Board was created, legislative actions have
steadily eroded the rights of workers. The Taft-Hartley act of 1947 prohibited
secondary boycotts and laid the foundation for right-to-work-laws now existing in

27 states allowing workers to opt out of union membership (Dwyer 2018).

Attempts to advance legislation favorable to unions have largely failed
since then and, in 2017, the U.S. Supreme Court ruled that employers could use
forced arbitration clauses to bar employees from collective arbitration. This
effectively stripped workers of their right to collectively fight in court over issues
of wage theft, discrimination, or harassment. Presently the Economic Policy
Institute estimates that 55 percent of the U.S. workforce is subject to mandatory
arbitration, up from 2 percent in 1992, many having signed employment contracts

without being aware of the mandatory arbitration clauses (Colvin 2018).
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Figure 15: Rate of Union Membership in the
U.S.-1983-2018
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More recently, the National Labor Relations Board has, under the Trump
administration, systematically rolled back workers’ rights to form unions and
overturned workers’ protections (McNicholas et al 2019a). In 2016 and in 2017,
employers were charged with violating federal law in 41.5% of all NLRB-

supervised union elections (McNicholas 2019b).

Free-trade agreements, such as NAFTA, allowed greater freedom of
movement for capital in search of more lucrative investment opportunities. At the
same time, they restricted the movement of labor, essentially forcing workers to
remain in low-wage localities. And the weakening of anti-trust laws and the
resulting market concentration has promoted massive equity boosting layoffs,
particularly in the United States (Philippon 2019).

Automation continues to erode employment. The world economic forum
(2016) predicted that by the end of 2020, 5 million jobs will be lost over 15
developed nations, while the International Labor Organization (Chang et al 2016)
estimates that another 137 million workers in Cambodia, Indonesia, the
Philippines, Thailand and Vietnam — approximately 56% of the total workforce of

those countries — are at risk of displacement by robots. This further reduces the

26



capital going to workers and increases the capital going to investors in the form
of higher dividends.

Equally critical, the push to cut corporate and business taxes and hence
help maintain the rate of return on capital, promotes a continuing decline in the
rate of public sector employment. These jobs, created by civic capital and often
unionized, helped racial minorities forge a path to the middle class (Lowrey
2016; Robbins 2012). Figure 16 shows the trajectory of Federal employment
compared to private sector job growth, while Figure 17 shows the rate of local
and state employment. In both cases, recent job growth in the public sector is

flat, compared with private sector growth.

Figure 16: Public versus Private Sector Job Growth in
1000s:1939-2019
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Figure 17: U.S. State Government Employment
4,000,000

3,500,000
3,000,000
2,500,000
2,000,000
1,500,000
1,000,000

500,000

0
1950 1960 1970 1980 1990 2000 2010 2020

Finally, given the massive shortfalls in government, state, region and
municipal tax revenue as a consequence of Sars-C0V-2, unless some sort of
remedy is taken to counter the tyranny of the rate of return, even more jobs will

be lost.
Freedom from the Cost of Negative Externalities

Another way of maintaining the rate of return on investments is to allow
corporations and financial institutions to pass on some of the costs of doing
business to the general public or to future generations (see Robbins and Beech
2018). An external cost affects a third party who did not choose to incur that
cost. For example, medical expenses associated with air pollution are not

deducted from the profits of car manufacturers.

The private sector spends billions of dollars a year on lobbying efforts,
campaign donations, and public relations in an effort to minimize the cost of
government regulation. These efforts are often successful. After all, enforcement

can be costly for government.

Attempts have been made to estimate the total externalized costs of doing
business. The United Nations in 2010 came up with an annual figure of $2.2
trillion in environmental costs alone, or one-third of the annual profits of the 3,000

largest corporations in the world (Jowit 2010). Since that doesn’t even include
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health costs, and leaves out scores of businesses large and small, it might not be

unreasonable to assume that the total rate of return on equities for a few, is equal

to the indirect costs (e.g. health costs, taxes, etc.) paid by all.

One of the larger studies of the effects and costs of pollution was the
Lancet Commission on pollution and health (Landrigan 2018). Among other
things the study concluded that:

In 2015, diseases caused by air, water and soil pollution were
responsible for 9 million premature deaths, that is 16% of all global
death. Exposures to contaminated air, water and soil kill more

people than smoking, hunger, natural disasters, war, AIDS, or
malaria.

Most of these deaths (92 percent) occurred in poorer nations with the
global financial costs totaling $4.6 trillion. Children are particularly vulnerable to
pollution-related illness even in utero and in early infancy. They conclude also
that the cost of pollution-related diseases in low- and middle-income countries
reduces their GDP by 2% per year, with health-care costs accounting for 7

percent of health spending (Landrigan et al 2018: 642).

Air pollution, which has been one of the major predictors of death from
Sars-Co-V-2, accounts for most of the global deaths, and water pollution the

second most important factor (see Figure 18).

Figure 18: Global Deaths in Millions per Year
Due to Environmental Causes.
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Source: Landrigan, Philip J., Richard Fuller, Nereus J. R. Acosta, et al. 2018. The Lancet
Commission on Pollution and Health. The Lancet 391(10119): 462-512

While the Lancet Commission study does emphasize that many of these
externalities are preventable, most, if not all, of the capital that is needed to
prevent these deaths must come from civic capital, since the rate of return on
investment capital does not, for investors, provide sufficient incentive to
ameliorate these externalities. And things seem to be getting worse rather than
better.

Failure to supply the civic capital necessary for medical research,
combined with the reluctance to regulate the private sector, is creating profound
problems for the future. For example, the widespread use of antibiotics in
agriculture, which saves farmers and ranchers millions of dollars in losses, left
everyone else with the problem of antibiotic resistant diseases. Pharmaceutical
companies are reluctant to invest in research because of low returns on capital.
The CDC warns that by 2040, we may be left with no general purpose antibiotic
(Bagley and Outterson 2017).

One of Donald Trump’s first actions as president of the United States was
to issue Executive Order 13771, “Reducing Regulation and Controlling
Regulatory Costs,” which required the elimination of at least two prior regulations
for every new regulation issued (Looney et al 2018). This was followed by
reducing clean water regulations (Snider 2019), granting permission to drill in the
Arctic, reversing rules to protect wetlands, and a rollback of 83 other
environmental protection rules. An all-out pursuit of higher rates of return on

capital is dangerous for citizens and the environment (Popovich 2019).

The National Climate Assessment Report (EPA 2017) estimates that
climate change in the U.S. could cost $500 billion a year, or 2.5 percent of the
GDP. Most of the remedial actions taken to reduce these costs have already
been passed on to the public; they could not be charged to private capital without

making a dent in dividends and profits.
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To illustrate, there are instances where major corporations clearly have
liability for damages, although it often takes years for such damages to become
clear and to collect damages. The case of cigarette smoking is perhaps the most
well-known, where the health damages resulted in a settlement to individual state
governments in the U.S. of over $350 billion. The BP oil spill in the Gulf of
Mexico in 2010 resulted in liabilities of almost $40 billion, drove down the price of
BP stock, and resulted in a suspension of dividend payments to stockholders. In

other words getting caught is expensive, but so is being accountable.
Creating new investment opportunities

Two historical events ushered in the modern investment economy. The
first was the creation of the Bank of England in 1694. This gave the right to
create money as interest-bearing debt to the private sector. The second was the
creation of the national debt through the issue of interest- or dividend-bearing
bonds and securities, which became the model for all debt securities (see
Wennerlind 2011; DiMuzio and Robbins 2016). Total global debt (Figure 19) is
approaching $250 trillion, returning anywhere from $12-15 trillion each year to

investors in interest and fees.

Figure 19: Global Debt in Trillions by Sector-2017-
| 2018 |
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When investment capital is increasing at an almost exponential rate, the

government can help capital controllers find low risk investments with a
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significant rate of return. The U.S. is providing investors in the national debt with
almost $500 billionis in fiscal 2020, or 15 percent of GDP. While about 25 percent
of that interest goes to government agencies, the rest goes to private investors in
government securities. Globally, the interest expenses of countries amount to
over 6 percent of their budgets (World Bank 2019). Even in 1999, some of the 41
heavily indebted countries paid 60 percent of their annual budgets for debt
service, leaving little to invest in basic education, health, rural roads and other
poverty-reduction programs (New York Times 1999). One study estimates that in
Africa, each dollar in external debt service requires a reduction of about $.029 in
public health services, a cut that translates into a total of 77,000 additional infant

deaths each year (Boyce and Ndikumana 2011).

Governments themselves, of course, provide ostensibly the safest place to
invest money. Again, since countries don’t themselves create money, they must
borrow from banks and investors to fund government functions by issuing bonds.
The rate of return on these investments presently tend to be low—in the 1-2
percent range—and they can’t match investments in equity (i.e. stocks) or rents,
which historically have provided the highest rate of return (see Jorda 2017a et
al). But investment in government debt tends to be the most risk free for reasons

we’ll examine below.

Governments also help create debt through policy choices that create a
spillover effect. For example, by keeping money scarce through inflation policies,
tax reduction (i.e. civic capital), or wages or public job growth, the government, in
effect, passes on more costs to everyone else. Decreasing the public contribution
to higher education requires students or their families to borrow more, leading to
the lucrative market in student loans which, prior to 2010, were guaranteed by
the Federal Government, and now amount to more than $1.5 trillion. The $1.5

trillion in student debt, paying 4.45% to 7% in interest (Fay N.D.) and largely

15 The largest amount goes to the Social Security Trust Fund which must by law use workers
social security contributions to buy U.S. government debt, and most of the rest goes to other
government agencies and the public, including other countries.
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protected from bankruptcy, leaves people to begin careers with heavy debt loads,

which, in anthropological terms amounts to a reverse dowry.

On the Hook
U.S. student-loan debt climbs to almost $1.7 trillion
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Stagnant wages for the majority have forced the vast majority of citizens to
rely on borrowing to maintain their life style, increasing their debt while, at the
same time as their debt payments maintain the rate of return for investors. In
other words, individuals and households had now to borrow the money they

should have received in wages.

Figure 20 depicts total consumer debt in the US from 2003 to 2019, now
approaching $15 trillion, with the largest component being mortgage debt.
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Figure 20: Total U.S. Consumer Debt Balance and its Composition,
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Source: Federal Reserve Bank of New York, CMD Data Bank.

https://www.newyorkfed.org/microeconomics/databank.html, accessed November 30, 2019.

In the United States credit card debt now over $1 trillion, is generating
$113 billion annually in payments to debt holders (Klebnikov 2019).

In addition to creating investment opportunities through debt, government

policy over the past four decades has favored the privatization of civic assets,

some created through years of civic capital investment. Mariana Mazzucato

(2015) in her book The Entrepreneural State: Debunking Public Vs. Private

Sector Myths, details how this has been done. Contrary to the thinking of

classical economists, she argues that public entrepreneurship, is at least as

efficient, if not more efficient, than private sector entrepreneurship. As she puts it

(2015: xxi),

Indeed one of the keys lessons ... is that without strategic public
investments we would not have any of the technologies in our
smart products from the Internet to GPS and SlI. We would also not
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have the renewable energy solutions that might create a green
revolution or most of the radical new drugs to treat diseases.

Mazzucato uses Apple, Inc. to illustrate how civic capital promotes the
interests of investment capital. Public relations and the media often cite Apple
and its creators, Steve Jobs, Steve Wozniak, and Ronald Wayne, (but
particularly Jobs) as prime examples of entrepreneurial genius and examples of
the benefits of private capital. But, as Mazzucato (2015: 94-95) points out,

...unknown to the average consumer is that the core technologies

embedded in Apple’s innovative products are in fact the results of

decades of federal support for innovation. While the products owe
their beautiful design and slick integration to the genus of Jobs and

his large team, nearly every state-of-the-art technology found in the

iPod, iPhone and iPad is an often overlooked and ignored

achievement of the research efforts and funding support of the
government and military.

The company initially benefited from a $500,000 loan from the Small
Business Administration and other government programs. And, obviously Apple
has been very successful. From 2012 to 2017 it returned $234 billion to
shareholders, and after the latest government tax cut will buy back $100 billion

worth of stock, thus raising the value of shares remaining on the market.

Unfortunately most of the benefits of civic investment in Apple have gone
to very few, partially because of neoliberal policies that gained currency in the
1980s and changed the dominant corporate business model. Prior to that time
the corporate environment provided stable employment opportunities, generous
and equitable earnings (e.g. in 1980 the ratio of CEO salary to average worker
was 22-1 and today is 270-1),(Umoh 2018), subsidized medical coverage and a
defined pension plan. The now dominant corporate model, following the
shareholder-first philosophy that emerged in the 1980s, supplies none of that
(Lazonick 2009).

Presently, Tim Cook, the CEO of Apple makes 283 times the median
worker who makes about $56,000, not to mention workers in outsourced

factories in Taiwan, where an epidemic of suicides drew attention to the working
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conditions (Fullerton 2018) and low pay with workers earning $3.15 an hour
(Jefferey 2019).

Furthermore, Apple has benefitted from international tax law by vastly
reducing its tax obligations. For example, it shifted subsidiaries to Ireland and
from 2008 to 2015 paid a 5.8% rate on $305 billion in earnings. The profits held
in the subsidiaries are actually held in U.S. bank accounts and U.S. bonds. But
by listing profits offshore, Apple avoided $78 billion in U.S. taxes (Hoxie 2018).
Presently Apple is the most valuable company in the word, worth almost $1
trillion ITEP N.D.).

Reducing the Cost of Competition: Anti-Trust Legislation

When French economist Thomas Philippon arrived in the United States in
2000, he noted that prices of basic goods (laptops, cellular service, air travel,
telephone calls, etc.) were cheaper than in Europe. However, since that time, as
he documents in his book, The Great Reversal: How America Gave Up on Free
Markets (2019) a reversal has occurred and these basic items are now far less
expensive in Europe and elsewhere around the world than in the U.S. Why are
monthly broadband prices in the U.S. ($66.17) ranked 113th, while such prices in
South Korea are $29.90 or $35.71 in Germany? Why have airlines in the U.S.
posted a profit of $22.40 per passenger mile, while in Europe it was $7.84. The
major reason, suggests Philippon is the surge in corporate mergers over the past

three decades (see Figure 21).
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Figure 21: Number and Value of Mergers and Acquisitions
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Based on his research and that of others, he notes an increase in market
concentration of major economic sectors, that is fewer corporations dominating
specific markets, which, he says, leads to lower wages, higher prices, lower
investment, and lower growth and productivity (see Figure 22). On average, he
says, corporate mergers and market concentration are costing the average
American $300 a week. His findings are consistent with a standard neoclassical
model that states that firms facing less competition will raise their markups,
reduce output, and reduce factor inputs of both labor and capital (Furman 2018).
Since 2000, prices in the U.S. have increased 15 percent more than in Europe,
but wages have increased only 7 percent more. Workers are poorer. And there
is a correlation between price rises and market concentration.
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Figure 22: Changes in Market Share, Prices and Wages—U.S. and
Europe 2000-2014
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In the health care sector, hospital mergers (Johnson et al 2019) have
reduced competition, resulting in lower wages for nurses. Presently the median
salary for nurses in the U.S. is $68,000. The true competitive wage for a nurse
should be at least $90,000 and as much as $200,000 (see Weyl 2018). The
same research estimates that for the labor market as a whole, if markets were
competitive, the median yearly wage would rise to anywhere from $30,500 to
$41,000 and as much as $92,000 (Naidu et al 2018).

But, most importantly, Philippon finds that this increasing concentration of
firms has little to do with so-called “efficiency.” It is driven by the lobbying power
of American corporations, a power largely absent in Europe. Policy decisions and

court actions in the United States favor “bigness.”
As Will Hutton (2019), put it,

Corporations want a return on their [campaign finance donations],
and the payback is protection from any kind of regulation,
investigation or anti-monopoly policy that might strike at their ever-
growing market power.

Boeing, he points out, one of the US’s biggest lobbyists (Open Secrets
2019), — gained regulation friendly oversight from the FDA allowing them to
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install heavier engines on to a plane not designed for them — the fatal shortcut
behind the two crashes of the 737 Max 8. And, of course, Boeing is a prime
beneficiary of the Covid-19 Pandemic stimulus, in spite of the fact that since
2014, they allocated $61 billion in stock buybacks and dividends, more than the

cash their business has produced (Brancaccio et al 2020).

Philippon shows this is systemic; how both at federal and state level ever
higher campaign donations are correlated with ever fewer actions against

monopoly, price fixing and bad corporate behavior.

Market concentration increases the power of corporations and financial
institutions to control prices. It also invokes the power of too-big-to-fail
institutions, as well as the power to influence, control, and challenge
governments and undermine democratic institutions. Finally, the growth in
market concentration makes it more difficult for new firms to enter the market,
which explains the decline in new businesses. As Philippon (2019: 97)

concludes,

Our overall evidence...is that most industries have suffered from
weak and declining domestic competition over the last 20 years.
Decreasing competition has led to increasing concentration,
increasing entrenchment of industry leaders, increasing profits and
payouts to shareholders, decreasing investment, and decreasing
productivity growth.

Another policy area that reduces industry competition and creates
monopolies is the area of patents and copyrights. Dean Baker (2019a), who has
long railed against the cost of monopoly power of patent and copyright
protection, notes that Americans will spend roughly $460 billion in 2019 on
prescription drugs, which, in a free market would likely sell for less than $80
billion, an annual saving of $380 billion, five times the cost of the annual food

stamp program slashed in 2019 by the Trump administration (Baker 2019b).
Preventing Default

In 1694, when William III of England granted the exclusive right to create

money as interest-bearing debt to the newly established Bank of England, he
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arguably created the modern financial economy with handsome rewards for
investors. The new arrangement not only relinquished state control over all but
metal currency, it created the national debt requiring states to borrow money to
operate (see Robbins 2020). Currently global sovereign debt is $66 trillion,

accounting for more than 25% of $250 trillion in outstanding debt instruments.

Figure 22: Global Public Debt—2005-2017
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This century, globally, countries on average have paid anywhere from six
to nine percent of their revenue in interest to debt holders (Figure 23), most
recently passing on to bond investors some $4 trillion each year. It is an upward
distribution. Since 1982, developing countries have transferred $4.2 trillion in
interest to creditors in North American and Europe, an amount far greater than
returned in aid (see Lamble 2020). These figures are likely to pale in comparison
to the money borrowed to halt the spread and economic consequences of the
Sars-CoV-2.
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Figure 23: Global Interest Payments as
a % of Revenue--2002-2017
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For most countries, payments on interest and principle require shifting
civic capital (from areas such as health, education, poverty reduction,
environmental remediation and so on) to debt-holders. But, as we’ve pointed out,
that would require a higher rate of economic growth. Growth is now slowing, and

was, for most, largely inadequate to begin with.

In his book, Why Not Default? The Political Economy of Sovereign Debt
Jerome Roos (2019) asks why countries continue to pay.

Since the payment of interest on foreign debt effectively constitutes
a wealth transfer from the borrowers to its lenders, a distressed
debtor that spends more of its tax revenues on external debt
servicing than it attracts in new loans had an inherent incentive to
suspend payments. In the absence of a world government or
imperialist power capable of dispatching gunboats to enforce
compliance with cross-border debt contracts, we would therefore
expect sovereign default to be a more widespread phenomenon
than it really is (2019: 1).

In the past, he notes, sovereign debt default was not uncommon (Figure
24; see also Reinhart and Rogoff 2009 ).
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Figure 24: Default Waves
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here. See Reinhart and Trebesch (2015) for details of that episode.

However, a normative change occurred, he suggests, in which the stigma
for default, rather than attaching to the lender for poor judgement or greed, falls
on the borrower. Roos notes how in the mid-nineteenth century the British
government in The Palmerston Doctrine of 1848 reserved the right not to
interfere on bondholder’s behalf in order to discourage hazardous loans, and how
in the 1930s Franklyn Roosevelt apologized to Latin American countries for Wall
Street’s “upper-salesmanship” which led up to the crisis, thus putting the onus on
the lenders.

Ever since the early 1980s, the widely shared expectation is therefore
that—irrespective of the social, political and economic costs of repayment—the
borrower will bear the full burden of adjustment even as lenders are made whole
(Roos 2019: 15).

How have creditors been so successful at enforcing compliance on cross-
border debt contracts? Default was not uncommon during past economic crises,
and the latest recession was caused largely by greedy banks and investors.
Roos suggests three enforcement mechanisms that increase the economic and

political cost of sovereign debt default.

42



First, he says, whether sovereign loans come in the form of bond issues or
bank loans, the concentration of financial clout creates a unified front capable of
enforcing repayment. Lenders may offer some form of a collective roll-over of
debts, providing short-term relief and debtor solvency. This mixed blessing
comes at a considerable cost to a country’s citizenry, in the form of increased
interest payments and penalties. In the 1920s and 1930s, “small and atomized
retail investors” were less likely to present a unified creditor front. Greater
integration of global financial institutions also means that widespread sovereign
debt default could trigger a global financial crisis. That possibility makes the
institutionalization of lenders of last resort more important. Roos (2019: 14)
suggests that the importance of such lenders became apparent in the 1980s and
90s when the United States Federal Reserve and European central banks bailed
out Mexico. Today, that crisis would be handled by the International Monetary

Fund which functions, essentially, as a global debt collector for investors.

Next, the integration of global financial institutions enables lending
institutions, as well as private investors, to strengthen the political positions of
elite social groups in indebted countries and aligns them ideologically with foreign
creditors.

Over time, the result of this dynamic has been to internalize debtor

discipline within the borrowing countries’ state apparatus through a

dramatic reconfiguration of domestic power relations, thus

cementing the third enforcement mechanism: the bridging role of

domestic elites with close ties to the international financial
establishment (Roos 2019: 15).

If a country threatened to default on its foreign debt today—that is, delay
payments, write down the debt, suspend payments, or refuse to recognize the
obligation—lenders have methods of retaliation. They could refuse to extend
further credit or roll over obligations, leaving a country to face devastating
collateral damage and spillover effects to its domestic economy, including capital

flight, a stock market crash, and a collapse of domestic banks and pension funds.

For these reasons, investors are now intensely concerned about who

governments appoint as finance ministers and the degree to which they prioritize
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debt repayment over internal budget needs (see e.g. Do Rosario and Gillespie
2019).

In sum, the costs of nonpayment of sovereign debt appear to include
rising risk premiums on the stock market; reduced private sector access to credit;
a fall in direct foreign investment; a loss of access to trade credit and steep
output drops than can tip an economy into a recession or deepen an ongoing
downturn, leading to higher unemployment that in turn tends to reduce the re-
election chances of government officials. (Roos 2019: 38). In fact, the loan
default option removes the choice of paying, or not paying, from any sort of
democratic deliberation. A case in point are the 2012 austerity measures on the
parliamentary ballot in Greece. German finance minister Wolfgang Schauble
famously said that the Greeks “can vote however they want, but whatever the
election result we have will change nothing about the actual situation in the

country” (quoted in Roos 2019: 17).

These changes, says Roos (2019: 59), represent the diminished strength
of governmental privileges (e.g. lobbying, campaign financing and occupation of
government offices), and the rise of financial power, defined as “the capacity to
withhold something upon which another depends.” As the major creator of credit
money, banks and other lenders can make or break the fortune of borrowers only
by refusing to lend.

It is precisely this capacity that distinguishes finance from other

forms of capital, and that today places it at the very pinnacle of
capitalist power relations.

One consequence of this game of debt repayment, particularly in
democratic countries, is to place the blame and the burden of repayment on the
groups least likely to resist the pressures of austerity. In other words, sacrifice
the weakest to save the strongest, but be sure that investors realize their

expected rate of return.

For example, Table 3 lists some of the austerity measures forced on

Greece and Puerto Rico in the last decade to enable them to make debt
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payments and essentially provides a list of who and what is sacrificed to ensure

bond holders are made whole.

Table 3: Costs of Austerity

I

Greece

Puerto Rico

Cutting government employment—
300,000 civil servants fired.

30,000 public sector employees fired

Pension payments to 2.7 million
pensioners cut by as much as 40
percent.

Reduction of pension benefits

Unemployment rose to 23 percent
with 44 percent of 15-24-year-olds out
of work.

Unemployment rising to over 15
percent

Rise in poverty rate from 2 percent to
15 percent.

Closure of almost 200 schools

Hospital budget cut of 25 percent and
funding for mental health cut by 55
percent.

Increase in sales tax by more than 50
percent.

Suicide rate increase from 2007 to
2011 of 55 percent and a rise in infant
mortality of 43 percent.

300,000 people left the country further
undermining the tax base.

It is important to note that even with the rise of what Roos calls structural

power, formal institutions such as courts and legislatures contributed to prevent

countries and individuals to avoid debt repayment in cross border disputes. With

the Foreign Sovereign Immunities Act of 1976, Congress transferred oversight

from the State Department to U.S. courts, removing immunity from foreign

countries with regard to commercial activities and allowing corporations and

individuals to sue foreign countries in U.S. courts for commercial damages

(Sovereign Immunity 2019). Since the year 2000, hundreds of investors in foreign

assets have sued over half of the world’s countries to collect damages for

governmental actions that threatened their profits (see Provost and Kennard
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2015). In addition to tightening laws against sovereign debt default, the U.S.
Congress in 2005 added provisions to the bankruptcy law making it more difficult

for individuals to liquidate debts (see e.g. Halpern 2015).

Table 4 summarizes the ways in which investors, in partnership with
nation-states, have managed to maintain and even increase the rate of return on

capital, in spite of declining economic growth, and the effects on everyone else.

Table 4: Maintaining the Tyranny of the Rate of Return

Actions to Maintain the
Rate of Return

Government or Central Bank
Actions

Impact on the Bottom 90%

Controlling Inflation

Manipulate interest rates to
keep money scarce to maintain
its value.

Limits economic activity,
increases unemployment,
reduces wages

Lower taxes on
corporations and
investment returns.

Reduce taxes and the wealthy,
tax capital gains at lower rates
than wages and salaries

Increases inequality,
decreases quality of education,
infrastructure, and the shared
commons in general

Reduce labor costs

Facilitate outsourcing,
Discourage unionization

Low wages, high household
debt.

Facilitate or allow the
externalization of costs

Eliminate or fail to enforce
regulations regarding the
harmful side-effects of doing
business.

Decrease in environmental
quality, increase in health
issues

Promote financialization
and privatization

Guarantee loans, establish
differential rates for air travel or
internet access.

Student debt, expensive health
care, fewer educational
resources and a general
deterioration of the commons
and the elimination of public
assets.

Allow or promote the
concentration of
corporate ownership

Weak enforcement of anti-trust
rules, expand patent protection

Higher prices, fewer jobs and
increased concentration of
political power, and “to-big-to-
fail” corporations

Expand and enforce
laws and regulations
regarding the repayment
of debt

Expanding bankruptcy laws and
allocating power to multi-lateral
organizations (i.e. the IMF) to
ensure debt repayment

Forces the allocation of funds
required for the public good
into the hands of private
investors.
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The Turn Toward Neoliberalism

The policy decisions outlined above that have maintained and increased
the rate of return on capital have nothing to do with the “market” as conceived by
classical economics. The market did not transfer control of the money supply to
private corporations. It does not grant tax subsidies to the wealthy, or allow
corporations to force the externalities of their production on everyone else. The
“‘market” does not grant corporations the right to collaborate through “mergers,”
while preventing workers from doing the same through collective bargaining.
Mergers, are, after all, simply permission from the state for collaboration between

once separate entities, with the goal of regulating prices and wages.

As of April 2020, debt-driven economies with minimal civic capital are
trying to protect themselves from the ravages of a poorly understood coronavirus.
Stay-at-home orders have shuttered “non-essential” businesses and left
employees at the mercy of the federal government’s largesse and charitable
organizations. As of this writing, epidemiologists are still struggling to understand
the full extent of the Sars-CoV-2 threat. Mountains of new debt are falling on

mountains of old debt.

Savage Finance
What happens when the tyranny of a pandemic confronts the tyranny of

the rate of return? History may be the best place to look for answers.

In the United States, the rise of plutocracy has stalled at least two times.
The first came during economic depressions in the progressive era between the
1890s and the 1920s. The public response included widespread social activism,
higher voter turnout, and political reform directed largely at the rising power of

corporations.

The second pause in the rise of the plutocrats came between the mid-
1930s and the early-1970s. The depression of the 1930s and the election of
Franklin D. Roosevelt provided the impetus for legislation regulating banks. The

U.S. government never reached the point of taking the power to create money
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away from banks, but even the possibility is fertile ground for speculation (see
Phillips 1999; Benes and Kumhof 2012).

Arguably, unionization and the threat of strikes in the United States were
responsible for the rise of the middle class (Pizzigati 2012) and a retreat of
plutocrats. But the power of unions in the United States was effectively crushed

in the 1980s and has continually declined in the face of a hostile government.
Challenging the tyrannical rate of return

We've identified the growth of debt as the premier objective and
consequence of the incessant quest for investment opportunities. Some 80
percent of all investment instruments are debt instruments. That is, the major
means of realizing an acceptable rate of return is to invest capital in sovereign,

corporate, household and consumer debt.

Has the old division between capitalists and laborers given way to the
division between creditors and debtors? The pervasiveness of debt complicates
that dichotomy. With debt having largely replaced labor as the source of
plutocratic wealth, the threat to withhold debt payments becomes the equivalent

of withholding labor. A debt strike would supplant the labor strike.

Lest the idea of a debt strike seems utopian or morally suspect, let me
point out that capital does strike when its rate of return is threatened. Both the
Depression of the 1930s and the financial crisis of 2007-08 came about after the
freezing of credit; banks stopped lending money, shrinking the money supply and
destroying businesses and jobs (see e.g. Prins 2014). Furthermore, the debt
strike was endorsed as a political tool when at least 30 members of the U.S.
House of Representatives and 33 U.S. Senators, attempting to force budget cuts,
voted in 2013 against the government repaying its debt obligations (Montgomery
and Helderman 2013).

Finally much of the debt assumed by the vast majority represents money
that the policies outlined above have transferred from the wealthy to the less

wealthy. Low inflation and reduced monetary velocity requires lower wages and

48



fewer jobs. Lower contributions by investors to civic capital requires higher
expenses for such things as education, transportation and health for everyone
else. Keeping wages low requires more borrowing. Externalizing costs transfers
economic burdens to everyone else. Market concentration increases costs and
reduces wages and making default more difficult decreases the opportunity for a
fresh start. In other words, much of the debt assumed by the vast majority of
citizens were the result of government policies to enrich the top 10%.
Consequently, in a perverse yet ingenious financial system, people have been
forced to borrow what should have been theirs’ in the first place and, furthermore,

pay interest on what was rightly their own money.

Debt strikes have several advantages over labor strikes and other forms of
resistance. The withholding of debt payments is not illegal and debt strikes are
non-violent. A massive debt strike protects participants from loss of credit.
Creditors are not likely (or even able) to disqualify a large portion of the
population from future borrowing. And from a practical standpoint, there is no

way to repossess a hundred thousand homes and automobiles.

What sort of economy would remain if the populace refused to honor its
debts? If companies didn't make loan payments? If the many refused to sustain
all those income streams that flow disproportionately to the few? One is
reminded of the famous quote by Abbe Sieyes in 1789: “What is the Third
Estate? Everything.”

A pledge from only 20-25 percent of debtors to withhold payments would
probably suffice to gain recognition and provoke reaction. Such a strike would
have to be accompanied by specific demands: protect the planet from climate
change, reclaim the power to create money, form public banks, forgive student
and Third World debt, guarantee a minimum income, etc. (see DiMuzio and
Robbins 2016: 126-134). Only extreme and radical measures have a chance of

effectively confronting the tyranny of the rate of return.
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