This crisis should be a teachable moment, but speculative excesses are a part of the DNA of capitalism.   Leo Tolstoy began his epic novel, "Anna Karenina, with the famous observation, "All happy families resemble one another, but each unhappy family is unhappy in its own way" (Tolstoy 1970, p. 1).  Much the same can be said about depressions.  Each depression seems unique and subject to as many interpretations as the most dysfunctional family.

What is special to this crisis is the way that its build up departs from the textbook model of economic growth, new productivity translates into higher wages, which, in turn, create more demand, which spurs industry to produce newer or better products, increasing productivity.  The defining characteristic of this crisis is that debt rather than income spurred demand.

This crisis is the product of concerted efforts to restructure the economy in response to the antiauthoritarian spirit of the 1960s and, even more important, to decline in the rate of profits.  The objective was to remake the United States as a capitalist's utopia with strict market discipline for ordinary people, while showing special favors on business.  Tax cuts, deregulation, and a more business-friendly legal structure became the order of the day.

In this environment, the legal framework for union organization soon became unfriendly.  Success showed up relatively quickly in the labor market, where capital halted the increase of real hourly wages by 1972, the year when real hourly wages peaked.  Since then wages have oscillated but never again reached that level.

Financial assets are another story.  Although capital reacts with horror when wages increase and expects the Federal Reserve to slam on the brakes, soaring prices of financial assets are presumed to be evidence of a healthy economy.

The increasing value of these assets spurs people to increase consumption, often taking on debt, confident that their assets will appreciate even more.  As Mark Twain observed about an earlier Gilded Age: "Beautiful credit!  The foundation of modern society .... "I wasn't worth a cent two years ago, and now I owe two millions of dollars"."

In 2000, when the excesses and frauds of Enron, World Com, and the dot.com boom came to light, financial markets shuddered.  The Federal Reserve came to the rescue lowering interest rates.  In the wake of the stock market scandal, land seemed to be a more secure investment than securities, setting off a real estate boom.  Housing then transmuted into a personal ATM machine.

Underlying this financial froth, something more ominous was occuring.  Business refused to spend much for investment in productive activies.  Again, the textbooks tell a different story.  They teach that high profits translate into investment, which create jobs, spurring demand, and making the economy grow.  Such was not the case this time around.

Earlier this year, the British financial journalist, Martin Wolf, observed:

"The US itself looks almost like a giant hedge fund.  The profits of financial companies jumped from below 5 per cent of total corporate profits, after tax, in 1982 to 41 per cent in 2007."

This estimate is probably too conservative because many nonfinancial companies increasingly depend upon finance.  General Electric, and in their more prosperous years, Ford and General Motors, largely depended upon finance.  Retail companies, offer credit cards in effect and sell insurance on their products in the form of extended warranties.

Corporations also spend mind-boggling quantities of money just to purchase their own stock.  After all, increasing stock prices boost executives' bonuses.  For years, Exxon has been spending more money for stock buybacks than capital expenditures, all the while whining that the company needs more incentives to drill for oil.

What investment does occur is largely financed by depreciation allowances rather than previous profits.  John Bellamy Foster offers an important measure of this reluctance to invest:

"Nine out of the ten years with the lowest net non-residential fixed investment as a percent of GDP over the last half century (up through 2006) were in the 1990s and 2000s. Between 1986 and 2006, in only one year -- 2000, just before the stock market crash-did the percent of GDP represented by net private non-residential fixed investment reach the average for 1960-79 (4.2 percent). This failure to invest is clearly not due to a lack of investment-seeking surplus. One indicator of this is that corporations are now sitting on a mountain of cash -- in excess of $600 billion in corporate savings that have built up at the same time that investment has been declining due to a lack of profitable outlets."
Finance is attractive for another reason: it employs relatively few people.  The intriguingly-named FIRE sector, which includes finance, investment, and real estate, employs only about 8 percent of the private labor force.  So, 8 percent of the workers generate 41 percent of the profits.  Massive investments in information processing make such results possible.
Of the investment that does appear, finance may represent a disproportionate share.  The government does not have recent data on types of investment by industry.  The data do show that investment on information processing and software is about 37 percent greater than investment in industrial equipment and manufacturing equipment.  Of course, information processing is also important in manufacturing, but the data is suggestive.
