Hermann Lueer

The so-called Financial Crisis
Irresponsible speculators and greedy bank managers?

Once the successful businesses sud-
denly reach their end, once suddenly
everybody wants to see money instead
of credit there is no questioning the
economic system, but the alleged cul-
prits are looked for: a financial system
gone crazy, unscrupulous credit gran-
ting, untruthful ratings, fraud, ram-
pant greed and naked self-interest ...
In the 70s during the so-called first
and second oil crises it was the oil
sheikhs who took the blame, today it
is the greedy bank managers and irres-
ponsible speculators who take the
blame.

Starting with the proponents of the market economy right across the camp of left-wing critics
»financialization« is supposed to be the problem. A new form of capitalism, some call it financial
capitalism, should have caused the crisis. »Whereas in previous times financial markets had a
subordinate and instrumental role to the real economy, this relationship has been turned around.
The grasp of "financial interests" on the "real" economy increased tremendously by making all
economic activities subservient to profits in the financial markets and creating financial in-
struments to make profits only through the financial markets, while at the same time failing to
serve sustainable production and farming, and stable savings by 'normal' customers.«’

Is the productive »real economy« the victim of parasitic financial capital? The amount of credit
granted in order to finance growth has been appreciated, but not the financial capital's businesses
with debts that they acquired through the granting of that very same credit. Is the use of credit in
the »real economy« not testimony to exactly the same excessive drive for profit that the »greedy«
bank managers have been accused of? Banks do the same thing as all capitalists do: they make
more money out of money. »Every business owner has too little capital for their business; every
one wants to use and multiply more capital than they have, that is, more than they gained when
earlier exploitation was successful. With the help of credit every company accelerates their capital
turnover and doesn't wait for the advance to come back to them after having sold their produced
goods; every one pre-empts successful sales — on which they speculate — and uses their capital yet
again for a new round of production and exploitation, even before the cycle is complete ... Even
in production and sales it is all about making more money from money ... goods are manu-
factured when it's profitable to do so, and their manufacture is then discontinued as soon as a
more profitable operation turns up for the lovely money. The moving of capital between pro-
ducts and industries proves how impartially capitalists consider production as means of increa-
sing their money. And if they use labour for the production of profit-making commodities then
in a way that profit has to come out of that too: closely calculated wages, long working hours and
high work demands ensuring the difference between the cost and the selling price which is what it
comes down to.¢
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The sheer complexity of their specialist financial instruments and the inconceivable scope of the
traded amounts considered from the narrow-minded view of one's own wallet is also often used
as proof that something has gotten out of control here and that the financial capital has separated
itself from the »real economy«. The volumes traded globally irrespective of the »real economy«

for »pure« speculation purposes on the
raw materials market, the foreign ex-
change market and other capital markets
supposedly led to the distortions of the
markets and the irresponsible risk posi-
tions, which threaten to plunge the solid
businesses of the »real economy« into
ruin, too. Instead of pursuing their actual
»service function« and to supply the »real
economy« with credits, the financial sector
allegedly dealt too much with businesses,
which would not create any »real values«.

A remarkable reproach. Ultimately, the
manufacture and distribution of »real val-
ues« in the sense of useful objects of
utility are not the purpose of the so-called
»real economy«. Like in the financial

THE LARGER THE
BOOM, THE GREATER
THE POTENTIAL
RISK OF DAMAGE
WHEN IT DEFLATES,

THE
ENTIRE FINAN-
CIAL SYSTEM IN
ITS NEO-LIBERAL
RKIND HAS PROVEN
TO BE ECONOMICALLY
INSTABLE AND INEFFI=
CIENT AND DAMAGING
TO EQUALITY, THE
GENERAL WEALTH

A

AND DEMO-
CRACY.

economy the »real economy« is also about
the abstract value, the money and its
abundant accumulation. It is also the »real
economy«, which stops the production in
the economical crisis: Not because means
of productions are lacking, but because
money is lacking! And if the businesses of
the »real economy« boom, the distortions
of entire areas relating to the production
locations moving from one low-wage
country to another are at least equally real
for the people affected as the consequen-
ces of the derivate deals transferred all
around the globe. Nobody can seriously
claim that the financial capital has not made available enough loans for this kind of »real
economy« »Quite the contrary to being a predatory breed of capitalists picking over the successes
and ruins of a productive economy, financial capital represents and defends the interests of all
capitalists in capitalism. ... Financial capital plays a dominant economic role in pooling the social
surplus, creating credit-money in advance of production, disciplining wayward firms by
withholding credit and in determining what new branches of industry to channel new
investments. ... The financial system is necessary to capitalism's functioning, and innovations in
financial markets provide competitive advantages for the originating capitals and the states they
reside in.«’

GREAT ECO-
NOMIC SYSTEM!
WHETHER THE
FINANCIAL SECTOR
IS T00 HUGE OR TOO
SMALL IS ONLY A
PROBLEM IF PEOPLE
HAVE LONG SINCE
ACCEPTED THE ABSO-
LUTELY NORMAL
CONSEQUENCES OF
THE MARKET
ECONOMY.

No-one disputes the fact that oz the basis of the non-financial sector's booming demand for credit
or capital, pure trade and arbitrage business in the financial economy — as a derivative (so to
speak) of the speculative deals in the non-financial sector - have to a certain extent taken on a
life of their own. However, this sector of pure trade and arbitrage business implies and is based
on the fact that the quite »normal« world of the market economy provides the necessary
foundation. If only one of the bubbles, which are uncoupled from the »real economy«, had burst
in the »financial sector« there would be no reason for excess capacities in the automotive
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industry, the shipbuilding or construction sector, the chemical companies etc. »The "fictitious ca-
pital" generated in financial markets is not purely speculative in the sense that playing slot ma-
chines in a casino is speculative. Behind a new firm or a new product rests the 'speculation' that it
can be sold at a cost and price that generates profit. The populist distinction between the finan-
cial and "productive" sectors relies on a one-sided notion that finance speculates in pieces of pa-
pet, and not in providing real goods and services.«*

In view of the unpleasant consequences of
the economic crisis the question is often
raised if mistakes have been made, which
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necessity of the market economic crisis,

success of failure become proof for alleged WHEM T“EY WORK

mistakes. »... a combination of excessive

borrowing, risky investments, and lack of AMD .r“EY OQOA‘_‘_Y

transparency put the financial system on a

collision course with crisis.«’ concludes the DO. BOT W“ EM
fficial National C issi he Cau-

ces of the Financial and Feonomic. Criv THEY DON'T WORK,

in the United States. What some short time A “ELL c A M

ago was a proof for the particular effi-
ciency and creativity of the market sud- ERE AK LoogE &
denly degenerates to exaggeration, self- *
indulgence etc. The representatives of the
banking world, in particular, are in the
centre of criticism; a rather reputable
profession at times of successful busines-
ses, the activities of which were accom-
panied by the concern if one's own nati-
onal banking world is big enough for the
international competition. This is not sur-
prising insofar as everything is about mo-
ney in the market economy and as the fi-
nancial sector made the provision and ad-
ministration of money its particular field of
business activity. The loans, which were
not granted to pillage the credited business
partner to ruin, but for the purpose to take
part in his processes of utilisation and accumulation, are the precondition for the growth of the
market economy, which is directed at the multiplying of money. All monies, which are advanced,
earned and re-spent in the market economy, circulate thanks to the enterprising »mediation
services« of the financial capital. Thus, the entire business world depends on the functioning of
the financial sector. The crisis of the market economy is therefore always a banking crisis, too. If
the speculations of the companies — in competition against one another to increase their profits
by expanding their productions of goods and services — collapses largely in one sector, the trust
for the banks is immediately at risk with the losses from the non-refundable credits. No matter to
what extent money was created upon the demand of the companies, the trust in the non-existent
solvency of the banking world was based on the contradiction of the permanent success of the
companies competing against one another for the »solvent demand.
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With the increasing payment losses, it becomes obvious in the crisis that too many loans have
been granted. With hindsight, the credits were too risky — measured against the absent success of
the businesses undertaken — and the customers' solvency was evaluated wrongly. In the same
breath as the banking world is reproached to have accepted irresponsible risks and to have ig-
nored errors within risk management, it is now demanded of the same with the reference to the
alleged »service function« of the financial sector not to have any credit crunch emerge. Professor
Krugman argues: »What the world needs right now is a rescue operation. ... policymakers around
the world need to do two things: get credit flowing again and prop up spending.<’ In order not to
put the economic growth at risk, the companies shall be enabled using credits to extend their
production capacities in competition for market shares. The already highly indebted consumers
shall provide the required »solvent demand« for the further business growth of the market
economy due to the generous granting of consumer loans. Disregarding the purpose of profit
otientation, which is usually praised as efficient control mechanism, the entrepreneurship should
simply serve the functionality of the market economy.

In this situation, the entrepreneurs and the banking managers do exactly what they did years
carlier in the boom. They assess the success prospects of their businesses and in view of the
significantly deteriorated framework details conclude that in many cases caution is required for
credit businesses. The state that made the entire society dependent on the successful multiplying
of money with its creation of the market
economy in return demands from the
banks a higher level of willingness than
they are willing to offer from their busi-
ness calculations. As the successful busi-
ness, however, cannot be instructed, res-
cue strategies and economic stimulus THE

ALL RESPONCIBLY THINKING PEDOPLE IN THE QECTOR
MOST BY NOW HAVE FIGURED 00T THAT THE INTER-
NATIONAL FINANCIAL MARKETS HAVE TORNED INTD
MONSTERS, WHICH MOCT BE POT IN THEIR PLACE.

packages, which are financed using state
credits and which amount to trillions,
shall ensure the maintenance of the busi-
ness activity and thus shall prevent the
market economical catastrophe: The ex-
tensive destruction of existing riches and
means of production.

The exaggerated pursuit of profit and
exorbitant returns targets supposedly mis-
guided the financial world and thus, via
too risky transactions, led to the financial
crisis. »It was greed — pure unfettered
greed — which produced the collapse.«’
The in the crisis widely common reproach
that e.g. 25% capital returns are too exor-
bitant ignores the fact that the pursuit of
profit aimed for in the market economy in
itself is excessive and that the benchmark
of the sufficient returns is determined by
the competition only. As the own level of
indebtedness is the bank's basis for opera-
ting the credit business, the banks rely on
continually proving their attractiveness
with above-average growth rates and re-

FINANCIAL
CAPITALISM, A
SYSTEM THAT IS
EXCLUSIVELY DRIVEN
Y THE PURSUIT
OF MAXIMUM
PROFIT, HAs

COLLAPSED. “THE

CIRCULATION OF
MONEY AS CAPITAL IS
AN END IN ITSELF, FOR THE
VALORIZATION OF VALUE
TAKES PLACE ONLY WITHIN
THIS CONSTANTLY RENEWED
MOVEMENT. THE MOVE-
MENT OF CAPITAL IS
THEREFORE LIMIT-
LESS."

¢ Paul Krugman, The Return of the Depression Economics, 2009, S. 184
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turns key figures in the competition against their competitors. This is the only way to issue new
shares on the capital market at competitive prices for the own capital acquisition or to refinance
the bank's growth efforts by issuing bonds. The price management of their own shares is not
undertaken as a vain end in itself, but is demanded by the shareholders, who themselves base
their decision, which shares they will invest in, on the returns expectations. Thus, the reproach of
the moral breach or individual craze is completely beside the issue. Like all other companies, the
financial capital is forced to grow permanently as well as to achieve above-average profits and
accordingly, is forced to continually introduce new financing technologies due to the competition
of the other capitalists.

“WHEN THE MOQIC 8TOPS, IN
TERMS OF LIQUIITY, THINGS
WILL BE COMPLICATED.
BUT A LONG AQ THE MUSIC

IS PLAYING, YOU'VE GOT 1O
GET UP AND DANCE”

»And that I'd argue, is the core of what happened. As the shadow banking system expanded to
rival or even surpass conventional banking in importance, politicians and government officials
should have realized that we were recreating the kind of financial vulnerability that made the
Great Depression possible — and they should have responded by extending regulation and the
financial safety net to cover these new in-

stitutions. Influential figures should have pro-
claimed a simple rule: anything that does what Aggé:;%é &‘LA;“SNF(:B‘(?&‘:E.QL

a bank does, anything that has to be rescued in
crises the way banks are, should be regulated

like 2 bank.«* QEQWCREATEDAW

According to the recommendation of Paul A‘l’w‘g“('}&g :’40‘:3: .Et‘:}:&g

Krugman, the Nobel laureate in economics,
and many others who caution against the un-
restrained financial sector before or after the
crisis, federal interventions should distinguish
between »healthy« and »unhealthy« financial
business deals. The »exaggerated« credit gran-
ting should be prevented so that »healthy« spe-
culation for successful businesses may take
place uninterruptedly. According to this cynical
proposal, a certain part of the credit-financed
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houses, ships, automobiles, computers or nutrition, for which needs and means of production are
available, shall not be made available as a precaution, as too many existing houses, ships,
automobiles, computers and production capacities must be scrapped once the speculation bubble
bursts. The market economical madness, whether too few or too many loans have been granted,
whether enough solvency is provided via the financial sector for the growth of the economy,
whether the markets are already »overheated« and must be regulated more severely, obviously has
not got anything to do with the supply and the satisfaction of needs. Ultimately, the required
capacities are available unchanged and the goods and services are not required less. However, this
is not what the market economy is about. Only the purpose to turn money into more money
decides what is produced for whom and whether there is a production at all. For this purpose,
»modern capitalism could not function without a highly developed credit system, involving
banks, stock exchanges, and other financial institutions. This credit system makes it possible for
capitalists to finance spending on a scale that would not be possible from their retained earnings
alone.«’ If for this purpose the credit-financed expansion of the production capacities has been
pushed too far in competition against one another and measured against the »solvent demandg,
houses were built, ships, automobiles, computers and nutrition were produced, which are
worthless from a business perspective. Then the production facilities are closed and people
become unemployed who were employed in speculation to turn money into more money by
buying means of production including cheap labour forces.

In the market economy, the low level
of private consumption becomes the

"INSUFFICIENT PRIVATE global impediment to wealth. Within

SPENDING TO MAKE

0SE OF THE AVAILABLE the framework set by market economy
PRODUCTIVE CAPACITY |8 this absurdity is not surprising. »Eco-
HAVE BECOME THE RN —~ nomy = Market Economy« does work
cLeAR AND precent o oy yee

LIMITATION ON PRO- like that. Only those can eat in market

GPERITY FOR A LARGE economy that can pay for it and if not

PART OF THE WORLD."

enough people can pay, there is no
reason for production. Thus, mass
destitution and existing riches can
simply go hand in hand. However,
this is only normal if the purpose to
turn money into more money is the
prevailing principle of the economy.
Then, the question, whether the finan-
cial sector would have to be regulated more severely, becomes a justified concern regarding the
functionality of the market economy. That on the one hand there will never be enough loans in
order to allow for the business growth and that at the same time too many loans threaten the
stability of the money economy, then is the permanent contradiction, which market economically
determines every normal economical crisis.
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The final report of the National Commis-
sion on the causes of the financial and eco-
nomic crisis in the United States »blames
predatory lending for the large build-up of
subprime and other high risk mortgages in
the financial system.«'” »Mortgage banks
realized that they could make a ton of
money by selling mortgages to anyone and
everyone, and the criteria for loans became
progressively looser using schemes known
as "creative financing".«'' Financial institu-
tions are accused of having seduced people
into buying houses and other consumer
goods that they patently could not afford.
In other words: the »most preposterous
consumer loans«'* were financed. But what
is actually more preposterous? Granting
consumet loans to people who don't have
the funds so they can fulfil their wish of
buying their own home, or, once the hou-
ses are built, expel people because they
can't pay their loans, leaving the houses
empty or even tearing them down? In all
the excitement about the global financial
capital the fact that in the richest industrial
nations in the world the majority of the
population can't afford to buy a house out
of their lifelong earnings but rather have to
spend a portion of their monthly income
on rental payments to the minority of
home owners has gone unchallenged. In
capitalism, existing means of production
and personal needs are ultimately not a sensible reason for building houses. People who work for
others for little money and who will possibly no longer be needed in #heir businesses in the
foreseeable future are regarded in capitalism as »subprime«. Giving these people, who form the
majority of the population, a share in the available wealth, endangers the functioning of the
market and potentially can even lead to a capitalistic crisis, in which millions of families are
expelled from their homes and swell the ranks of the homeless. Thrown out of their homes,
maybe they then go on to build houses with their children out of cardboard and rubbish. On the
edges of towns in which their empty homes are under foreclosure and cannot find a buyer.

The market economy as an efficient system of controls for regulating supply? At the latest, the
crisis will make it obvious that the owners of the means of production are not interested in
producing and distributing useful articles. They are only the means to an end. »The mere fact that
millions of houses sit empty while millions of people are homeless shows that usefulness is not
the issue. However much homeless people might have use for these houses, the market dictates
that you get what you pay for, not what you need.«'” The real goal is to increase the capital
invested. The investments in raw materials, machines, and labour power and the sale of the
corresponding articles of use must generate a sustained profit for the investor or he will stop
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production. This simple principle — there has to be something in it for the owner of the means of
production — is the core difference between the market economy and the planned production of
useful goods. Just producing additional means of subsistence is, according to the market
economy goal to turn money into more money, not a good enough reason to produce. For how
many people this decision means absolute misery is uninteresting from the standpoint of the
market economy. Demand (human need) that cannot be paid for simply does not exist for this
purpose.

Despite the looming disastrous conse-
quences for millions of people argu-

ments aoai h k CAPITALISM

gainst the market economy are S NOT THE ONLY

not wanted, even though already long KIND OF PRODUCTION,
before the financial crisis the results of
the globally successful market economy
offered enough opportunities for sys-

E
WHERE UNSALEABLE 6OODS LEAD TO

tem-critical questions. After all, the THEIR OWNERS' RUIN AND WHERE AT THE
market economy represented a perma- gl Al L L

isi DO NOT SUCCEED IN SELLING TI'IE ONlY
nent ctisis for a large part Qf the ING THEY DISPOSE OF ~ THEIR LABOUR
population already at the same time as FORCE. THIS IS BECAUSE CAPITAL

. C DOES NOT REQUIRE THEIR LABOUR

the successful business operation: For FORCE, AS IT CANNOT USE
people, who live on the breadline even msp%glo&%{gncz

in the rich industrial nations despite
long and intensive work, who after
thirty years of professional life are
threatened by old-age poverty, who
grow up in child poverty and who are
affected by the cuts in the public edu-
cational system and health care. Not to
mention the sixth of mankind living
undernourished in abject poverty and miserable working conditions outside the successful in-
dustrial nations without access to clean water. The exclusion of the existing riches is obviously
not a question of the market economical crisis.

»It is the Commission's conclusion that excess liquidity did not need to cause a crisis. It was ...
the failure to effectively rein in excesses in the mortgage and financial markets — that were the
principal causes of the crisis.«*

At this point there is no denying that in the course of thriving business in the »real economy« as
well as in the financial sector increasingly risky business practices, which went beyond the limits
of existing legislation, were the order of the day. However, a popular misconception concerns the
nature of state regulation. »Since financial markets are seen as inadequately supervised, ... this
raises analytical and political questions about what form regulation should take to displace the ill-
advised policies of neoliberalism. Yet the fundamental relationship between capitalist states and
financial markets cannot be understood in term of how much or little regulations the former puts
upon the latter.« The regulatory agencies weren't interested to control the rampant speculative
activities. »Their role was developing the kinds of regulations that would promote financial
innovations. And the resultant financial speculation has been central to the kind of dynamic
globalization that capitalism produced to the cost of a great many people around the world,
especially in the Great South.«!” Consequently, for the purposes of a functioning market
economy the state will in view of the crisis regulate through legislation any one of the disruptive
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excesses in the »real economy« as well as in the financial sector, without resolving the reason for the
erisis: In the market economy, due to the state protection of private ownership of the means of
production and the commodities produced by it as private means of business, all economic actors
are obliged to earn money. He who owns no money is excluded from the existing wealth and in
order to get access to the food he needs must tender his own labour power as commodity every
day on the employment market. Whoever owns money can have others work for him and thus,
using his wealth, can increase the power to control the labour services and products of others.
Since in the market economy things are only produced if profitable business beckons, and the
availability of money is the limiting factor on economic growth, the state, in the interests of its
economic growth, legalises credit and security trades as a means of creating money and capital.
This way the state encourages economic growth with loans and securities, which despite the
existing social production capacity would otherwise not come into being in the market econony. By
means of credit and securities, money or capital is made available which has not been generated
by profitable work and still has not been earned by anybody, indeed simply represents anticipated
growth. This is a kind of economy on whose success the state bets, and where the state is
dependent on the fact that successful capitalist business performance justifies it, and so prevents
the crisis exposing the truth that credit and securities are merely an inflated fiction. On this basis
companies, with their expanded businesses financed through the money and capital markets,
compete for the limited »solvent demand«
of the population whose wages and sala-
ries have at the same time been included
as a cost factor in their profit calculation.
Then, if the speculation on successful bu-
siness in competition with others (finan-
ced by credit and securities) has produced
more goods and services than can be sold
to solvent customers, profitable business
comes to a standstill. Parallel to this, with
the deterioration in business prospects,
trust in the creditworthiness of the various
economic actors is lost. The money and
capital created previously through credit
and securities, made on the assumption of
profitable business, is now withdrawn as
the result of value adjustments. Every-
body now wants to see money instead of
credits. Production facilities are closed
and by making unnecessary manpower re-
dundant en masse, people are left with no
way to make a living. Once the opportu- HEDGE

nity for the owners of the means of pro- FUNDS GROW

THERE WERE
MANY CIRCULATORY
FINANCIAL BUSINES-
SES AND SNOWBALL
SYSTEMS, SUCH AS
BERNARD MADOFF S

INVESTMENT

SECURITIES

LLC!

duction to make more money from their
money disappears, the market economy rea-
sons for having anything produced is
gone, even though during the crisis all

LIKE MARSH MARI-
GOLDS IN THE MARSHES.
NO MATTER HOW LARGE

THE BLOOM IS, THERE

IS NO MARSH MA-

production capacity is still available and RIGOLD WITHOUT
consequently there is absolutely no mate- A MARSH.
rial reason for a mass impoverishment of
the population.

Drying-up the market economical cesspool and organising the social productive forces as
planned in order to ensure the population's supply with foods and other useful items, is not a
common political programme even in view of the devastating consequences of the financial crisis.
Boxed into the framework set by market economy all economic objects shall continue to be



committed to earning money and thus shall continue to be subjected to the power of money. The
exclusion of the consumers from the goods, which are in the private property of the owners of
means of production, shall continue to be balanced via money only. What is produced for whom
under which working conditions or if anything is produced at all, shall continue to be decided on
the basis of whether and how the owners of means of production may turn the money invested
into more money. In its own business interest, the financial sector shall continue to supply the
companies with loans so that production takes place in speculation for successful businesses. The
market economy shall function properly. And this exactly it did: Due to the continuous develop-
ment of sophisticated securitization concepts the financial sector succeeded to significantly ex-
tend the scope of credits and correspondingly the scope of the crisis.

Lessons learned: It is not the special character of the credit granting, but merely the volume of
the speculation for future successful businesses globally built on credits and securities that is the
special characteristic of the financial crisis in comparison to previous market economical crises.
Accordingly, the devaluation potential is larger if from the money perspective it is determined
that many quite real things — houses, automobiles as well as production capacities with relevant
wotkplaces — do not have any prospect of turning money into more money and are thus useless.
For the affected population it is secondary what the trigger is for the review of the intrinsic value
of houses, automobiles, washing machines or nutrition. The financial crisis is thus not the result
of irresponsible speculators and greed banking managers, but a necessary consequence of the
totally normal, serious business process
of the market economy, which is not
merely about the manufacture of useful
items to supply the population, but about “ERMAN“ "OEER
the accumulation of capital, the turning
of money into more money

With the fight against international finan-

cial capital, solidarity between employees, I N MCI AL
employers and honest bankers is promo-

ted. This solidarity hides the fact that by

daily making available the labour power RI I

for the performance of the market eco- LEQADNS LEARNED:
nomy, the questions of what is produced,
under what working conditions and for whom it
is produced, is not being measured by the
needs of the population, but by the pro-
fitable business of those who own the MAKE
means of production. If then in the CARITALISM
course of boom and bust, from time to HlSTORy!
time even the question of whether anything
75 fo be produced at all, becomes a ques-
tion of survival for a large part of the
population, this is nothing but the inevi-
table consequence of this false interpreta-
tion of solidarity.

For more than 200 years, the labour mo-
vement has tried in vain to tame capita-
lism; it's time to demand it be eliminated!
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