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0. Introduction 

The current financial crisis is widely known as the most serious crisis since the 

Great Depression in the 1930s. The root of the crisis, according to what a ton of 

economists argue, is regarding credit defaults of subprime borrowers, and the 

burst of the housing bubble. Banks that expected large profits from lending 

during the boom in the 1990s to 2000s made a lot of mortgage loans to 

borrowers. These borrowers were not just those who had good credit histories, 

which were important criteria to evaluate their abilities to meet monthly 

mortgage requirements, but they also included those who had poor credit 

histories. Borrowers with poor credit histories were known as subprime 

borrowers, and banks had to lend them at a higher interest rate in order to offset 

higher default risks from having poor credit histories. This is what we call a 

subprime rate, while the rate for borrowers with good credit histories is called a 

prime rate. The banks’ logics of lending to subprime borrowers were very 

simple; they believed that these borrowers would be able to repay, or even 

though they could not repay, collaterals which most of them were borrowers’ 

residences could be sold at good prices. Therefore, subprime loans rose from 9 

percent of the market in 2002 to 25 percent in 2005 out of total mortgage loans. 

(Baker, 2008) In addition, banks also created financial innovation called 

mortgage-backed securities that put a number of loans together and then sold 

them to investors throughout the world at prices that were high enough to cover 
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the principals of loans plus decent profits. Investors who bought these securities 

would gain money inflow from mortgage payments and capital gains from 

reselling these assets in the market, but they had to encountered credit default 

risks. Nevertheless, these investors came to the market with the expectation that 

borrowers would be able to meet mortgage requirements, or even though they 

could meet the requirements, collaterals could be sold at decent prices in the 

housing market. This market then became very big with the entries of many big 

financial companies. However, things went in the opposite way. The economy 

turned down, so many subprime borrowers could not service mortgage 

requirements. Meanwhile, in the mean time, housing bubble bursted, so houses’ 

prices dramatically dropped. As a result, prices of mortgage-backed securities 

went down, so investors, especially big financial institutions, encountered huge 

losses from these falling prices. This then led to several problems such as a 

liquidity problem, credit crunch, deflation, and eventually a slowdown of the 

economy with higher unemployment in the whole world. The crisis was very 

severe! 

Above is the ordinary brief summary of the origin of the current financial 

crisis, which started in the 1990s. However, in this paper, I will do something 

different. The purpose of this paper is to present a deeper perspective on this 

financial crisis by using the Marxian approach. The main argument is that the 

origin of this crisis is the historical process of exploitation in the current social 

structure of accumulation starting from the 1970s, and this process roots deeply 

in the changes in people’s economic behaviors. The first part of this paper aims 

to show my model on income flows between classes that are composed of the 



nonfinancial capitalist class, the financial capitalist class, and the working class. 

The second part is the place to discuss the interactions between these three 

classes, the changes of the economic structure, and the changes in people’s 

economic behaviors. The third part mainly focuses on exploitation that is 

embedded in the capitalist economy, and overexploitation is the major reason 

for the current financial crisis. The last part will be my suggestion to prevent the 

next financial according to the model constructed in the first part.  

1. Income Flows and Classes in the Capitalist Economy 

Taking the Marxian analysis, I observe that there are three classes of 

players in the modern capitalist economy: the financial capitalist class, the 

nonfinancial capitalist class, and the working class. Importantly, economic 

activities are socially determined and  interactions between these classes lead to 

income flows in the economy. The clear income flows can be shown by the 

following model. 
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According to this model, I can define that: 

 Workers: In the original Marx’s analysis, workers can be defined as those 

who do not have any means of production, and the only source of income is their 

wages. However, nowadays, things have somewhat changed. At least, wages are 

directly deposited into workers’ accounts in every payday, and banks have to pay 

interest rates for these deposits (although at very low rates). In addition, some 

middle-class workers also invest in financial assets and the stock market, so 

interest paid from asset and dividend paid from stocks are also other sources of 

incomes for workers. Therefore, workers are defined as those who do not have 

any means of production, but, because of the development of the banking system, 

the stock market, and the financial market, they can earn, along with wages, 

dividends and interests as their income. 

 Nonfinancial Capitalists: In the original Marx’s analysis, nonfinancial 

capitalists are those who own means of production and hire workers to work 

with these means of production. The main purpose of this production is to gain 

profit by using initial money to produce goods and then selling these goods for 

more money. This is Marx’s famous M-C-M’, and the major income source of 

nonfinancial capitalists are from selling goods produced to both workers and 

financial capitalists.  Currently, nonfinancial capitalists can extend their selling 

by allowing credit transactions, so interests from credit transactions inflows to 



their pockets. Furthermore, they can also  invest in financial assets and the stock 

market2, so dividends and interests gained are also their incomes.  

 Financial Capitalists: In this model, financial capitalists are those who do 

not own any means of production, but are not hired to work as workers either. 

Their incomes come from the financial sector. Roughly speaking, interests 

earned from loans provided for both workers and nonfinancial capitalists are the 

major source of financial capitalists’ incomes. In addition, they also invest in 

corporate bonds and the stock market, so interests paid from the former and 

dividends3 paid from the latter are their incomes.  

 This model tells us that there are links between three classes, and income 

inflows to one class means less inflows of at least another class. The size of the 

model is determined by total national income that keeps increasing every year. 

However, in my opinion, this may result from several reasons such as inflation, 

the boom in the financial markets, etc. Therefore, the size of the model is not the 

point of this analysis. Rather, the point is on income shares between classes. That 

is, if one class gains more income shares, there must be at least another class that 

loses its income shares. 

 2. Class Conflicts 

2.1. The Nonfinancial Capitalist Class and the Working Class:  
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Wolff (2008) claims that the root of the current financial crisis is in the 

1970s. During that time, it was known that the economy was in the recession, 

well known as the stagflation, and the bottom of the recession was in the late of 

1970s to the beginning of 1980s. To fight this economic recession and survive in 

this hard time, capitalists realized that they had to reduce cost of production by 

outsourcing, hiring cheap labors such as female or immigrants, and replacing 

labors by new computers and other advanced technologies. (ibid.) As a result, 

outputs produced could be maintained at constant costs, because decreasing 

workers’ real wages first time since 1830 could offset higher prices of other 

inputs especially oil prices4. (Wolff 2006) Following the traditional Marxian 

analysis, during the stagflation that the reserve army of labors became larger, 

bargaining powers of workers declined, so they had to accept lower real wages. 

Less real wages meant lower purchasing power, so nonfinancial capitalists 

encountered an underconsumption problem in the 1970s. Therefore, the next 

step that nonfinancial capitalists had to figure out is to find the way to sell their 

products. The direct relationship between workers and nonfinancial capitalists 

was the credit transactions allowed by the latter. Of course, not only did workers 

have to meet the monthly installment, but they also had to pay interests for 

nonfinancial capitalists. From this point, nonfinancial capitalists gained money 

twice: first from selling goods and second from interests paid by workers, while 

workers suffered from lower real wages. 

I also observe that the US government played an important role to 

undermine bargaining powers of workers. The Nixon administration, in 1971, 
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announced ‘New Economic Policy’ which tried to reduce inflation by using 4 

phrases of wage-price controls, so wages were kept low by the government 

policy. (Rosenberg, 2003 pp.185) After that, during the Reagan administration, 

there was a birth of neoliberalism and supply-side economics in the USA. The 

core of neoliberalism was basically to promote the efficiency of the free market 

and to control inflation in order to encourage private investment. Since wages 

were a major cost of production, the Reagan administration, in order to keep the 

high rate of profit, implicitly pursued two goals: lower real wages and 

unorganized labor unions. (ibid. pp.243) This attempt led to the changes of 

policies in the labor market such as a decline in real minimum wage set by the 

government, the cuts in unemployment insurance (ibid. 244), “the anti-union 

perspective of the National Labor Relation Board” (ibid. pp.248), etc. All of these 

policies fundamentally tried to undermine bargaining powers of workers, and 

then prevented wage-price spiral inflation due to higher wages. The important 

point was that this neoliberal economy seemed working in order to get the US 

economy moved forward, because the economy started recovering from the 

recession in the early 1980s. In my opinion, this is a wrong causality drawn by 

the US government. Taking Kaldor’s business cycle theory (1940), the economic 

activity reached the lowest point in the late 1970s to the early 1980s, so most of 

income gained was going to be used to consume while investors started 

increasing capital stock to meet this future increasing demand. In other words, 

the economy is endogenously unstable, and, as a rule, it automatically starts 

bouncing back after reaching the bottom. Therefore, I believe that without 

neoliberalism the economy could still recover. Neoliberalism just came at a 

perfect time, so it could fool the world that it was the key of solving the 



stagflation. However, neoliberalism could still fool the other following US 

administrations. Clearly, the Clinton administration with the campaign ‘put 

people first’ did not really help to strengthen weaker bargaining powers of 

workers due to the rise of competitiveness in low-wage countries (Pollin, 2005 

pp.54), and Bush’ s tax cuts for rich people were based on neoliberalism. These 

policies, though resulting in the higher growth rate of GDP in the 1990s and the 

first half of the 2000s, caused more and more unequal income distribution 

problem nowadays. 

The IMF shows that labor income shares in the USA tended to increase 

quickly since the mid of the 1930s. But, due to the forces from both the 

nonfinancial capitalist class and the neoliberal government discussed above, 

from 1980 to now, labor income shares have declined about 3-4 percentage 

points. (2007 p.168) Interestingly, the reason for this decline in labor income 

shares came from the decline of labor income shares in unskilled sector, while 

skilled labor income shares remained stable. (ibid p.169)  

2.2 The Financial Capitalist Class and the Working Class:  

Lower workers’ purchasing powers were also refueled by loans from the 

financial sector. Workers could borrow a big amount of money from banks by 

using their equities as collaterals which usually were their residences, and they 

could regularly pay their bills by using consumer credit especially credit cards. In 

addition, they could even learn how to service their debts by being more 

indebted. As argued by Foster and Magdoff (2009, p.35), people even repaid 

credit-card debts by home-secured borrowings from banks. As a result, their 

debts tended to increase along with lower purchasing powers. Table 1 shows 



that both consumer credits and home mortgages increased more than 200 

percent from the beginning to the end of the 1970s (and keep increasing after 

that). This surely meant that tremendous interests paid from workers flow from 

workers to financial capitalists’ pockets, and this was a chance for financial 

capitalists to exploit poorer workers. According to Dymski (2007, p.10), since the 

number of poor workers became higher, banks had to increase their activities in 

this low income markets by creating what he called “predatory loan instruments.” 

(ibid.) In this paper, these “predatory loan instruments” stood mainly for 

subprime loans, which were loans with “excessive fees, high penalties, and high 

interest rates,” (ibid.) and borrowers of these loans were people with poor credit 

history who traditionally could not borrow money from banks. On one hand, this 

increasing fees, penalties, and interest rates could be viewed as things that were 

necessary to offset higher risks from borrowers’ poor credit histories. On the 

other hand, they were incomes flowing from workers to financial capitalist. 

Interestingly, from the model above, if workers’ incomes get lower, by 

mechanism, higher interest rates from predatory loans will lead to more 

outflows of incomes from workers’ pockets. In other words, if workers become 

poorer, they are forced to pay even more by financial capitalists issuing 

predatory loans with increasing interest rates, fees, and penalties.  

 Additionally, another reason that banks lend money to borrowers who 

have poor credit histories is that these mortgage loans are backed by collaterals, 

which usually are borrowers’ houses. Therefore, banks always think that they 

can take over these houses and sell them at high prices, if these subprime 



borrowers cannot repay debts. Therefore, there is almost no way to lose money 

in financial capitalists’ views. 

2.3. The Financial Capitalist Class and the Nonfinancial Capitalist Class:  

The creation and boom of mortgage-backed security market was also 

influenced by the ‘neoliberal’ central policies. As argued elsewhere (Kregel 2008, 

and Wray 2007), 1979 was a milestone of the central bank policy encouraging 

the boom of the security market. Therefore, as workers borrow more money 

from banks since the mid 1970s, there were a bunch of “low, fixed interest rate 

thirty-year mortgages.” (Kregel 2008) Paul Volcker, the chairman of the Federal 

Reserve at that moment, increased the fed funds rate above 20% to fight 

inflation, the most dangerous threat of the economy in the neoliberal ideology. 

This led to big troubles for many banks which gain funds from people’s savings, 

because the policy marked deposit interest rates above the fixed mortgage rates 

lying in their portfolios for a while before this policy emerged. This encouraged 

banks to do something with these mortgages, so the financial innovation called 

mortgage-backed security became flourishing. It is noteworthy that the first use 

of the term ‘security’ was dated back to 1977, and the word was used to call the 

asset issued by Salomon Brothers for Bank of America emerges, and this marked 

the birth of the mortgage-backed security market. (Ranieri, 2000 pp.31) This 

emergence of the mortgage-backed security market invited a lot of nonfinancial 

capitalists5, because the security market was a new source of big profits for 
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them. As a result, the issuance of mortgage-backed securities kept increasing 

every year. Table 2 below shows the agency issuance of mortgage-backed 

securities, which is the major source of the amount of mortgage-backed 

securities in the market. Interestingly, the amount of mortgage-backed securities 

in 1980 was just 23.1 billion dollars, but it increased more than 9,200 percent 

and reached the peak at 2129.8 billion dollars in 2003. The point is that 

transactions between nonfinancial capitalists and financial capitalists in this 

security market concerned here most likely led to win-win results. As mentioned 

in the introduction of this paper, banks that issued these securities can transfer 

credit default risks to nonfinancial capitalists who want to take these risks, while 

nonfinancial capitalists can gain more profits. In addition, both classes also earn 

benefits from capital gain due to the boom in mortgage-backed security market. 

In fact, it is not just the mortgage-backed security market, but other 

financial markets were also growing in the last 40 years. The New York Stock 

Exchange increased from 19 million stock shares trade daily in 1975 to 109 

million shares in 1985 and then to 1600 million shares in 2006. (Foster and 

Magdoff, p.56) Also, in the world currency market, daily trading value increased 

from 18 billion dollars in 1977 to 1.8 trillion dollars in the present. (ibid. p.57) 

Importantly, as noted by Foster and Magdoff (p.56-58), the major reason for 

these booms was the rise of speculative behavior. At this point, in order to tell 

income flows according to the model given above, I can assume that speculators 

are nonfinancial capitalists and financial capitalists6, and, therefore, the booms in 
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several financial markets lead to money inflows to them. Sticking with my 

assumption of the model that given the amount of money determined by the 

central bank, money inflows to one class cannot grows without causing money 

outflows from at least another class. Since I claim that both nonfinancial and 

financial class earn more money inflows, theoretically, the working class must 

lose some money. However, since this part is to discuss the interaction between 

nonfinancial and financial class, I will stop the discussion on how workers lose 

money due to the boom of speculation for a while. Returning to the main point, 

the booms lead to money inflows for the financial and nonfinancial class, so they 

gain win-win results from these booms. 

3. The Origin of the Crisis: Overexploitation 

Let us start this part with Wolff’s argument (2008) again; that is, 

nonfinancial capitalists drove down workers’ wages in order to maintain costs of 

production. As a result, labor income shares declined since 1980. (IMF, 2007 

p.168) This led to lower workers’ purchasing powers, so “the only way to sell-

expanding output was to lend workers the money to buy more.” (Wolff 2008) 

According to his original intention of this quoted sentence, Wolff intends to point 

that workers became more indebted since the 1970s. In table 3, the percentage 

of household outstanding debt over disposable incomes started rising since the 

mid of the 1970s, and went over 100 percent in the early 2000s. Given the 

concern that this very high ratio might lead to insolvency problem, this massive 

debt absolutely refueled purchasing powers of workers, so the 

                                                                                                                                                               

sufficient to subsistent level, so they do not tend to have money left to invest in 

the financial market. In fact, middle-income and high-income workers who come 

to the financial market are just a minority. As a result, I assume the entries on 

nonfinancial and financial capitalists.  



underconsumption problem was resolved quickly in the early 1980s and never 

occurred again since then. In my opinion, the importance of this change was that 

there were changes in workers’ behaviors. To explain this, workers learn that 

credit system really made their purchases easier, so it was preferable for them to 

access the credit system. Meanwhile, this credit system also encouraged people 

to consume more. So, according to table 4, the percentage of consumption in GDP 

in 1970s to the early 1980s was about 62-63 %. Then it kept rising until reaching 

70% in the mid of the 2000s. This tells that money lent by capitalists was spent 

in order to buy goods, so money returned to capitalists’ pockets again. However, 

as argued by Wolff (2008), this recovery was just an appeal to postpone the 

crisis in the 1970s to the bigger one in 2007. The ratio of outstanding debt and 

disposable incomes kept increasing through time, and almost reaches 130 

percent in 2005 (table 1), few years before the crisis. 

The fans of the credit system may argue that since the credit system can 

stimulate household consumption discussed in the previous paragraph, 

nonfinancial capitalists may be able to observe this. Hence, they may increase 

their investments in the real sector, so the unemployment rate may be lower 

while GDP tends to grow faster due to benefits from the credit system. In 

addition, the booms in the financial sector and the increase of a number of 

nonfinancial capitalists who invest in the financial market can lead to transfers of 

tremendous profits from the financial sector to the real sector. Therefore, these 

profits can be used for accumulating more capital goods and hiring more labors. 

As a result, the booms in the financial sector can lead to growth in the real sector. 

However, this mainstream argument is logically correct but empirically wrong. 



The evidence tells that even though the size of the financial sector in the 1960s 

was much smaller than that from the 1970s until now, it was observed by 

Dumenil and Levy (2004, p.25) that the growth rate of capital accumulation was 

higher in the 1960s. In addition, they also found that stock issuances “finance 

only 5 percent of investment.” (ibid. p.123) These tell that the booms of the 

financial sector did not generate growth in the real sector. Graph 1 shows that 

the share of manufacturing profits as a percent of domestic profits keep going 

down, while the share of financial profits in total domestic profits increases 

through time. Therefore, sticking with the view that capital goes to the place 

where the highest profits exist, instead of taking profits from the financial sector 

to the real sector, nonfinancial capitalists took most of their profits gained from 

the financial sector to reinvest in the financial sector. That is, instead of following 

traditional M-C-M’, nonfinancial capitalists took profit to do M-M’, taking money 

to gain more money without real production. (Foster and Magdoff p.54) Or this is 

what Paul Sweezy calls “the financialization of the capital accumulation process” 

(quoted from Foster and Magdoff p. 92) starting in the 1970s.  

At this point, I can link to what I quote in the introduction of this paper 

from Baker (2008) showing that the subprime loans significantly increased in 

the 2000s. Foster and Magdoff say “the financial implosion has continued to widen 

and deepen, while sharp contractions in the ‘real economy’ are everywhere to be 

seen” (2009. p.113) That is, increasing profits in the financial sector attracted 

capitalists to reduce the size of the real sector and move money to the financial 

sector, so employment in the nonfinancial sector tended to decline. As a result, 

there tended to be a higher number of poor workers as shown by IMF (2007, 



p.169) that the income shares of unskilled workers declined. Therefore, since 

there were more poor workers, along with their credit-addicted behaviors, the 

number of subprime loans climbed up significantly. As discussed above, the 

government implicitly introduced both financial and nonfinancial capitalists to 

the new source of profits from mortgage-backed security, so the mortgage-

backed security market tended to be bigger and bigger. In financial capitalists’ 

views, the increase in insolvency risks due to the increase in subprime loans was 

just a small problem compared to profits from tying these loans together and 

creating mortgage-backed securities. In addition, a lot of nonfinancial capitalists, 

who now preferred M-M’ to M-C-M’, were ready to take risks from mortgage-

backed securities, so financial capitalists were not reluctant to offer subprime 

loans to low-income workers. 

Let me look deeper to the source of these profits. As explained above that 

payments for mortgage requirements are the profits for securities’ holders, in 

this case, payers are workers and profit gainers are those who hold mortgage-

backed securities. That is, by pushing down wage rates, nonfinancial capitalists 

gain profits in the first place from the cost reduction in real production, and then 

gain a second round of profit from money inflows coming from servicing 

monthly mortgage requirement by holding mortgage-backed securities. 

According to the model, money goes from the working class to the financial class 

and then to the nonfinancial class. Workers are people who are exploited via the 

power of financial innovations, which is different from the traditional Marxian 

analysis that exploitation takes place in the real sector. However, the nature of 

nonfinancial capitalists is that they attempt to drive down wages and gain more 



profits, and they are successful of doing this so income shares especially of 

unskilled labor keep declining. The point is that lower and lower wages means 

two things; first, workers have to borrow more and more, and the more poor 

workers the more subprime loans issued, and second, workers have less ability 

to repay debt.  Therefore, when subprime loans are sufficiently high and 

workers’ abilities to repay are sufficiently low, the insolvency problem cannot be 

avoided. Therefore, income inflows from workers to mortgage-backed securities 

are short because workers cannot service monthly mortgage requirements. The 

only way out for this problem is to sell houses backing these securities in the 

housing market. Since many workers cannot repay their debts, the rate of 

foreclosure increases, and this increases the supply of houses in the housing 

market. According to a simple demand and supply analysis, houses’ prices 

decline, and hence mortgage-backed securities’ prices fall sharply. Financial 

institutions that hold a lot of mortgage-backed securities lose their credibilities, 

which results in the bank run, liquidity problem, and other problems. In addition, 

this leads to a huge loss in net wealth of securities’ holders, and hence tend to 

affect the real economy via lower wealth effect.  As a result, the crisis does not 

stay only in the financial sector, but it spreads to the real sector. Also, since US 

mortgage-backed securities are also sold to foreign investors, the crisis does not 

stay only in the USA but is spreads throughout the world. 

Considering the whole process, I think that the main reason of the current 

crisis is the historical process of exploitation by both capitalist classes. My point 

can be briefly explained that; 1. exploitation in the real sector leads to 

purchasing powers of workers, so they have to borrow money in order to keep 



the level of their purchasing powers. 2. exploitation in the credit system leads to 

the issuances of predatory loans, so workers have to pay very high fees and 

interest rates. 3. There is financial exploitation in the financial market, because 

interests paid by workers are essentially money inflows for mortgage-backed 

securities’ holders. However, as a result of this too much exploitation, workers 

are unable to repay debts because of lower incomes and being too much 

indebted, so mortgage-backed securities’ prices falls. So, the financial crisis takes 

place. 

4. The way to prevent the next crisis  

  According to this paper, the cause of the financial crisis is the historical 

process of exploitation, so the very simple idea for preventing the next financial 

crisis is by just eliminating exploitation from the economy. However, this is 

impossible. Exploitation is the main characteristic of the capitalist economy, and 

the economy without exploitation is not the capitalist economy. 

The next option should be, according to the model I present, to balance 

income flows between classes. In particular, since the financial crisis comes from 

the lower abilities of low-income workers to meet monthly mortgage 

requirements, hence the government has to intervene and ensure that the 

insolvency rate can be as least as possible. Minsky introduces “A government 

employment policy strategy” (2008 p. 343) or well known as an employer-of-last-

resort policy, and I think this can prevent the next financial crisis. The main idea 

of the policy is that the government must act as a big employer hiring every body 

who wants to work but cannot find a job, or who is now having a job but wants to 

work with the government.  Hence, it is possible that the economy can reach the 



level of full employment by government-provided jobs. Meanwhile, the 

government can set wages at a decent rate with decent fringe benefits. This wage 

rate will be the minimum wage for the local labor market because if private 

employers set the wage rate lower than the rate paid for the government job, 

people will just quit their existing jobs and apply to work with the government. 

Also, the government employment can focus on the construction of 

infrastructures such as streets, bridges, public transportation, which leads to 

increasing productivity of private production. Or it can focus on the construction 

of public goods such as elimination of environmental problems which are the 

cause of market failure. Therefore, not only does the unemployment problem 

relieve, government production can lead to the more efficient private market, 

and higher profit rate for the nonfinancial private sector. 

In my opinion, sticking with the income-flows model presented above, 

this policy can prevent the next financial crisis because of the following reasons. 

1. Since the government acts as an employer of last resort, the size of 

reserve army of unemployed declines. This, in the Marxian analysis, leads to 

stronger bargaining powers of workers, which means a decline of the rate of 

exploitation. Therefore, real wages and employer-provided benefits are provided 

at a decent level. According to the model, income flows between the working 

class and nonfinancial capitalist class can be at a balanced level. This ensures 

that workers will not have to purchase goods and services from nonfinancial 

capitalists by using credit transactions, and, also, they do not have to have a lot of 

mortgage loans and credit-card debts. Also, workers with decent incomes should 

qualify to borrow at prime rates, so financial capitalists will not be able to exploit 



them by offering predatory loans, which require very high interest rates and 

fees. Therefore, the trend of the increasing ratio of household debt and 

disposable incomes and that of the increasing number of subprime loans should 

not be exploded. 

2. Fewer number of subprime loans mean that mortgage-backs securities 

issued by banks are not so risky. Even though subprime borrowers default, 

securities’ values may not be significantly deflated. Therefore, the mortgage-

backed security market tends to be more stable. 

3. This policy guarantees that there will not be the case that borrowers, 

either prime or subprime, cannot meet mortgage requirement due to getting laid 

off, because the government guarantees a job for everyone. In addition, it also 

guarantees that there will not be the case that real wages keep declining while 

subprime debts keep increasing, because the government can set the minimum 

real wages. Because of these, insolvency problem tends to be relieved. 

4. Increasing real wages mean the increasing cost of production for 

nonfinancial capitalists. Along with the loss of their bargaining powers, this 

higher cost probably drives down their excess profits, which spreads to the 

financial sector and leads to the current financial crisis. Therefore, under the 

employment-of-last-resort policy, profits in the nonfinancial sector can be at an 

appropriate level. So money spreading out from the nonfinancial sector may not 

be very much, hence, this can prevent bubbles in the financial sector. 

 As titling his own book “Stabilizing an Unstable Economy,” (ibid.) Minsky 

believes that the capitalist economy is unstable, and his task is to stabilize it. I 



definitely agree with him. Several crises since the birth of capitalism several 

hundred years ago tells us that it is absolutely true that the economy is unstable. 

And the policy implication discussed above is one of the ways to stabilize the 

economy. At this point, since I belive that the capitalist econmoy is unstable, why 

do I provide the way to prevent the future crisis instead of recommending to 

replace the capitalist economy with another economy which is more stable.? 

 Human being has lived with the capitalist economy for more than four 

hundred years. This length is long enough for human to learn how to take 

capitalism in to their minds, and hence capitalism has already embedded in 

human’s behavior, thought, and way of life. Taking Veblenian dichotomy, this 

rigid institution is the ceremonial aspect of human nature, which is difficult to be 

changed. Therefore, it does not make sense to stand up at this moment, ten years 

after the peak of capitalism in the 1990s, and tell people to get rid of their usual 

behaviors, thoughts, and ways of life by adopting any new ideology. People 

understand that having crisis is just a nature of the capitalist economy, so this 

crisis is not strong enough to change this ceremonial aspect embedded in human 

being. This revolution of ideological change is impossible. In my view, how to live 

peacefully with this current capitalist economy is more useful than how to 

eliminate it.  
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Table 1 Consumer Credits and Home Mortgages by Household and 

Nonprofit Organizations  

Year Consumer credit (Billions) Home Mortgages 
(Billions) 

1970 97.5 219.4 

1975 207 459 

1980 358 926.5 

1985 610.6 1449.6 

1990 824.4 2505.7 

1995 1168.2 3334.4 

2000 1741.3 4820.9 

2005 2313.9 8879.3 

2008 2596.7 10453.7 

 

Source: Board of Governors of the Federal Reserve System, Flow of Funds 

Accounts of the United States, Annual Flows and Outstandings, March 12, 

2009. Both consumer credit and home mortgages are on page54. 

Available at. 

http://www.federalreserve.gov/releases/z1/current/data.htm 

 

 

 

 

 



Table 2 Issuance of Agency Mortgage-Backed Securities 

Year Amount ($ Billion) 

1980 23.1 

1985 111.1 

1990 234.9 

1995 289.2 

2000 481.9 

2003 2129.8 

2006 899.2 

 

Source: Security Industry and Finance Market Association Website. Available at 

http://www.sifma.net/story.asp?id=297 

Table 3 Disposable Personal Income, Household Outstanding Debt, and 

Percentage of Outstanding Debt/Disposable Income 

Year 

Household 

Disposable Income 

Household 

Outstanding Debt 

Outstanding Debt/Disposable 

Income in Household Sector 

(pct.) 

1970 735.7 457.1 62.13 

1975 1187.4 734.3 61.84 

1980 2009 1396 69.49 

1985 3109.3 2277.8 73.26 

1990 4285.8 3597.8 83.95 

1995 5408.2 4856.7 89.80 

2000 7194 7010.7 97.45 

2005 9062 11747.1 129.63 

2008 10645.8 13821 129.83 

 



Source: Board of Governors of the Federal Reserve System, Flow of Funds 

Accounts of the United States, Annual Flows and Outstandings, March 12, 

2009. Household disposable income is in page 8, while household debt 

outstandings is in page 50 of this report. Available at. 

http://www.federalreserve.gov/releases/z1/current/data.htm 

 

Table 4 Gross Domestic Product, Personal Consumption Expenditures, and 

Percentage of Consumption in GDP  

year 

Gross domestic 

product (Billions) 

Personal consumption 

expenditures (Billions) Consumption/GDP 

1970 1,038.50 648.5 62.45 

1975 1,638.30 1,034.40 63.14 

1980 2,789.50 1,757.10 62.99 

1985 4,220.30 2,720.30 64.46 

1990 5,803.10 3,839.90 66.17 

1995 7,397.70 4,975.80 67.26 

2000 9,817.00 6,739.40 68.65 

2005 12,421.90 8,694.10 69.99 

2008 14,264.60 10,057.90 70.51 

 

Source: The Bureau of Economic Analysis Website: www.bea.gov > All Nipa 

Tables > Section 1 > Domestic Product and Income > table 1.10 Gross 

Domestic Income by Type of Income > Line 1 and Line 2 

 

 

 



Graph 1. The ratio of financial profit and domestic profit, and that of 

manufacturing profit and domestic profit. 

 

Source: Economic Report of the President, 2007, Table B-91 

This graph is extended from the Graph in Foster and Magdoff (2009, p.55) 

 

 


