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Introduction

We have now grown used to the idea that most ordinary or natural 
growth processes (the growth of organisms, or populations of organisms 
or, for example, of cities) is not merely limited, but self-limited, i.e. is 
slowed down or eventually brought to a standstill as a consequence of the 
act of growth itself. For one reason or another, but always for some reason, 
organisms cannot grow indefinitely, just as beyond a certain level of size 
or density a population defeats its own capacity for further growth.

Sir Peter Medawar, The Hope of Progress, p.121

Eighty-eight years ago American capitalism, soon to be followed by the 
rest of the global system, underwent what was to date capitalism’s greatest 
historic crisis and transformation. In September 2008 the system underwent 
its second crisis and transfiguration, whose origins, nature and possible 
futures this book aims to illuminate by means of a historical narrative 
beginning with the nineteenth-century period of industrialization. We live 
now in a world quite different from the more-or-less social-democratic 
settlement put into place in all the developed capitalist countries after the 
Second World War. The roughly 25 years following the war have been 
called the Great Boom or the Golden Age. This was the only period in the 
history of the American republic without a severe economic downturn; 
it provided most white Americans with the highest standard of living 
in world history. The current period of slow growth or stagnation in 
the productive economy has visited austerity on working people. The 
working class has been subjected to declining living standards, record and 
growing inequality, the disappearance of secure full-time employment, 
the emergence of part-time, no-benefit contingent work as the largest 
growing type of job, an economy addicted to debt, and a repressive and 
militarized State.
Austerity did not fall from the blue. The main aims of this book are 
twofold: to provide an account of the rise and the fall of the halcyon days 
and of the emergence of financialized austerity capitalism, and to identify 
the most desirable and feasible future alternative to what I argue would 
otherwise be permanent austerity and State repression. I argue that the 
historical dynamics discussed in this book point to two alternative futures 
for American capitalism: either ongoing repressive austerity for working 
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people, or a society constituted by a shift from private to public investment, 
a much-shortened work week, and a vast increase in household income, 
enabled in large part, as was the case during the Second New Deal, by 
large-scale government employment. (The “New Deal” refers to Franklin 
Roosevelt’s policies during the Great Depression creating government-
funded programs to generate employment. This was a radical moment, 
since U.S. economic philosophy held that only the private sector should 
allocate resources and distribute income, by means of impersonal and 
allegedly apolitical market forces.) This alternative is not merely a “better 
idea.” I contend that the present historical conjuncture, properly diagnosed, 
points to its own prescription: a democratic socialist polity as successor to 
a capitalism that has, like living organisms, exhausted its potential for non-
predatory growth. Capitalism’s life can be prolonged only at the expense 
of democracy and of material and psychological security. Thus, the course 
of capitalist development itself points to the feasibility and desirability of 
democratic socialism.

the ineffective response to the current crisis

Mainstream economists have put forward putative remedies for the current 
stagnation-cum-austerity. None of them has worked. Barack Obama 
initiated an anemic fiscal stimulus, and the Federal Reserve Bank imple-
mented a program of “quantitative easing” (QE). Because neoliberal elites 
had long repudiated the legacies of the New Deal and the Great Society 
(ND/GS), monetary policy, enormous injections of cheap money, has 
become the elixir of elite choice. (The “Great Society” was the last of the 
New Deal programs, introduced by President Lyndon Johnson, allegedly 
intended to address the elimination of poverty in the United States.) But 
despite massive purchases of financial assets and the lowering of interest 
rates to zero and even below, there has been no revival in the real economy. 
QE, however, spurred a stock-market boom which has helped make the 
very richest richer than ever. Nor has monetary policy significantly reduced 
financial speculation. What economically insecure households need is not 
more debt, an implicit aim of current policy, but secure employment, higher 
incomes and more expansive public services.

the origin of this book

This book is a development and a correction of a 1976 article of mine antic-
ipating some of the key features of the emerging Age of Austerity, entitled 
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“The Twilight of Capitalism: Contours of the Emerging Epoch” (Nasser, 
1976). The article described the repeated business complaints in the 1960s 
and 1970s that labor had gained too much power relative to capital, and that 
working people must learn to do with considerably less than they enjoyed 
during the Golden Age. The article discussed the imminent end of rising 
wages, the coming of slower growth than we had witnessed since the end 
of the war, and the apparent addiction both of the economy as a whole and 
of households to rising levels of debt relative to income. So far so good. 
But the title of the article implied that a severe crisis would spell the end of 
capitalism. That was a non sequitur from such truth as the article contained.
No economic crisis, however severe, could spell “the end of capitalism.” 
Only a politically educated working class, actively organized, could bring 
about a transition to a post-capitalist future. Without working-class rad-
icalization, sustained economic debilitation will be accompanied by a 
settlement which is in evidence as I write: anti-democratic movements and 
a political economy resembling, but not yet equivalent to, that of fascism. 
Capitalism, in the absence of effective resistance, might go on forever; 
democratic capitalism cannot. If democracy is indispensable, capitalism 
must be dispensable.

My major aim is to provide a historical narrative that both describes the 
origin and course of the present ongoing crisis and points to the limited 
alternatives history puts before us. Mature (in a sense to be sketched on 
pages 7 and 8 and further elaborated over the course of this book) industrial 
capitalism morphs into neoliberal financialized capitalism, whose features 
place the alternatives of socialism or barbarism on the historical agenda. If 
effective popular resistance fails to materialize, we face a future of secular 
stagnation whose character is already in evidence: bubble-driven slow 
growth punctuated by recurrent crises, great and growing inequality, high 
levels of under- and unemployment, persistent austerity for the working 
majority and a resulting state of social dislocation eliciting from the elite a 
repressive, police-state response. If organized resistance does take shape, 
it must call for a reorganization of the political economy along the lines 
described by Marx and by Keynes in Economic Possibilities For Our Grandchil-
dren (Keynes, 1972: 321–32). Keynes failed to see that his radical proposal 
was incompatible with capitalist political and economic social relations. 
Thoroughgoing democracy, political and economic, not capitalism, is what 
a well-served working class needs.
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capitalism’s two historical signature incarnations: 
free-market and social democratic

 
Capitalism everywhere has, at any given stage of development, featured 
either a more-or-less laissez-faire economy, with virtually no union 
power, a politically and economically weak working class with stagnant or 
declining wages, and virtually non-existent or declining government social 
spending (from the beginning to 1932, and from 1975 to the present), or a 
more-or-less social-democratic, “welfare state” economy, with relatively 
strong organized labor, rising wages and sufficient government spending 
to supplement the private wage such that a decent standard of living was 
possible for most white Americans (1949–73). I say “possible” because 
the private wage rising in step with productivity gains combined with 
government support was insufficient to maintain the touted American 
middle-class standard of living during its only apparent manifestations, 
the 1920s and the “Golden Age” of 1949–73. Required in addition were 
substantial infusions of unsustainable debt in order to bring about the 
appearance of “middle-class prosperity” in both periods. The chronic 
insufficiency of U.S. wages, under both laissez-faire and welfare-state 
economies, to provide U.S. workers with acceptable living standards and full 
employment, and the consequent addiction of the economy to household, 
corporate and government debt, is central to the argument that follows.

So-called prosperity periods have characterized a very small fraction 
of American history, namely the “roaring twenties” of 1922–29 and the 
postwar ND/GS period of 1949–73, a total of 33 years. The first of these 
periods came to an ignominious end because of both a structural economic 
configuration making for a powerful tendency to breakdown and the 
weakness of unorganized labor (see Chapter 3). The second period, the 
Golden Age, came to an end because of structural instabilities in oligopoly 
capitalism and, of equal importance, because of the profit-threatening 
militancy of the working class during these years. The New Deal/Great 
Society years from 1934 to 1973, a time, as we shall see, of extraordinary labor 
militancy, was the only period in U.S. history to feature downward redistribu-
tion of income from the richest one percent to the rest, due in large part to these 
massive labor actions. Elites were of course well aware that the continua-
tion of this trend could result in the growth of working-class economic and 
political power, an outcome incompatible with capitalist hegemony and 
thus with capitalism itself. They called for an economic arrangement more 
in accord with the laissez-faire configuration of the 1920s, what came to be 
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known as neoliberalism. The lesson is clear: working-class security enables 
workers’ militancy and transfers income and economic and political power 
from capitalists to workers. American business responded to this threat 
with a capitalist “counter-revolution” culminating in what former IMF 
Chief Economist Simon Johnson has described as a “quiet coup” of finance 
capital aimed at gaining control of the State. I elaborate on this in Chapters 
6 and 7. As this book will show, the current capitalist command of the 
American State is the result of repeated efforts, since the early days of the 
republic, by the capitalist class to gain control of the State. Economic elites 
have long understood that the hegemony of the capitalist class is possible 
only if the business class has full command of the State.

the long-term historical origins of  
the post-social-democratic settlement

Thus was ushered in a stage of capitalist development characterized by 
finance capital’s virtual privatization of the State, with its concomitant 
slow real-economy growth or secular stagnation, striking and growing 
inequality, working-class austerity and debt peonage, and recurring over-
investment and/or underconsumption crises. Elites’ realistic anticipation 
that the sustained austerity attending the demolition of the ND/GS political 
economy would result in large-scale social dislocation has prompted the 
militarization of the State, i.e. a police state prepared to effect the mass 
repression required to contain active social discontent, whether organized 
or chaotic.
The argument of this book is developed by tracing the genealogy of the 
emergence of financialized austerity capitalism from nineteenth-century 
U.S. industrialization to the present. I argue that financialized capitalism 
and its ideology, neoliberalism, are the outcome of structural tendencies 
inherent in capitalism’s developmental process, working-class militancy 
and a series of 13 historic interventions, by one of the two defining classes 
of the system (or an agent, e.g. the State, acting on its behalf ), in response 
to perceived crisis. Interventions such as the New Deal are in response to 
structural crises, such as the Great Depression. Other interventions, such 
as the 1947 Taft–Hartley Act, are responses to non-structural, agency-
centered crises, in this case the massive postwar labor actions of 1946, seen 
by elites to have followed from New Deal policy. Each of these intercessions 
was initiated by the ruling class in response to widespread labor militancy. 
The New Deal was a great concession to white workers; Taft–Hartley 
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was indicative of anti-New-Deal ruling-class interventions to come. The 
labor actions of 1930–34, Occupy, and the Bernie Sanders movement were 
interventions initiated largely by working people. Thus, the notion of 
crisis I employ includes, but is not confined to, structurally induced severe 
economic downturns, recessions or depressions. Through the series of 
crises and interventions we witness the interplay of structure and agency 
that culminated in the current regime of financialized austerity and its 
ideological counterpart, neoliberalism. These interventions and the crises 
that precipitated them are listed in the table at the end of this Introduction.

the periodization of the book’s historical genealogy

The historical narrative this book tells requires, as do all histories, period-
ization. My own demarcations include most of what is generally considered 
essential for grasping the trajectory of U.S. political-economic history, 
plus some neglected markers indispensable both to that history and to my 
central arguments. Crucial to the narrative is the development of what I 
call “framework stimulants,” i.e. technologies and inventions (the steam 
engine, the railroad and the automobile) and projects (the building of the 
military–industrial complex, suburbanization) whose linkages to a broad 
range of industries provide a sweep of demand on a national scope such as 
to sustain extended periods of economic growth. Without such far-reach-
ing stimulants, the economy cannot sustain healthy growth rates sufficient 
to maintain full employment and high wages. We shall see that such stimuli 
required massive quantities of investment capital before the digital age. 
Thereafter, such innovations as emerged were IT-informed and required 
significantly smaller investment outlays. As the distinguished economist 
Robert J. Gordon has in effect argued, in a landmark study of the future 
of American growth, we have arrived at the era of framework-stimulant 
saturation (Gordon, 2016). This accounts for both the current difficul-
ties of maintaining sustained economic growth and employment and the 
likelihood of a future of endless stagnation, slow, bubble-driven growth, 
declining living standards, greater inequality and police-state politics.

Chapter 1 deals with the years 1865–1907, the period of heavy capital 
accumulation, America’s industrial revolution, during which the nation 
built up its basic industrial infrastructure; and the subsequent years up to 
1920, including the long recession of 1907–14, the First World War and 
the explosion of labor militancy after the war. During industrialization the 
fastest-growing sector of the labor force was producing capital goods, the 
means of production. The capital-goods sector was both labor-attracting 
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and investment-capital-attracting, and the accumulation process was conse-
quently investment driven, specifically by investment in capital goods put to 
use mainly in the railroad, mining and steel industries. (The mass production 
of consumer goods was not possible when the process of installing the 
means of producing such goods was still under way.) During most of the 
period of industrialization, the introduction of improved, more efficient 
or productive capital goods was a costly endeavor. New equipment was 
more expensive than the equipment it replaced. But, as one expects under 
capitalism, the production of the means of production inexorably became 
more efficient, i.e. productive, producing more and more equipment per 
worker. Thereupon, the cost of producing the means of production, and 
therefore the cost of the means of production themselves, began to decline. 
As a result, between 1911 and 1920 the cost of new, more efficient capital 
goods had become lower than the cost of replacing existing equipment. 
Accordingly, the capital-goods sector began to displace both labor and 
(investment) capital. During the 1920s the consumer-goods sector did the 
same. 

Thus began the secular decline of net investment, i.e. of the money outlays 
required to replace existing equipment with improved means of production, 
as the driver of economic activity. Both the capital- and consumer-goods 
sectors became, by the 1920s, both capital- and labor-displacing as the 
cost of producing improved means of production continued its long-term 
decline. At the same time, consumption came to displace investment as 
the primary driver of economic activity. This transition from investment 
to consumption as the engine of accumulation follows from the principal 
criterion of economic maturity: the long-term atrophy of net investment.

Yet both economic and political elites persisted in regarding investment 
as the prime mover of production and employment. I follow the historian 
Martin Sklar (Sklar, 1992) in designating the period characterized by both 
the ongoing decline of net investment and the displacement of labor, first 
from the production of capital goods and thereafter from the production 
of consumer goods, as the period of “disaccumulation.” I argue that the 
persistence of disaccumulation and its consequences both contributes to the 
delegitimization of capitalism and points to the contours of a post-capital-
ist, genuinely democratic social order.

Industrialization also featured fratricidal competition by persistent price 
cutting, a recipe for corporate bankruptcy. The entire period evidenced 
severe recession or depression almost as frequently as economic upswings. 
Chapter 1 describes businessmen’s successful efforts to create a State 
regulatory apparatus to save capitalists from themselves. This is only the 
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first important example of a major theme of this book, that capitalists 
require increasing control of the State in order to maintain their economi-
cally and politically superordinate position.

Chapter 2 surveys the salient features of capital–labor relations and 
attempts by workers to enhance their power through unions during the 
period from the beginning of industrialization through the first two decades 
of the twentieth century. Because every major enhancement and protection 
of workers’ interests has historically been the result of strikes, this chapter 
looks at the ceaselessness of labor’s militancy during this period and the 
persistent violence visited upon workers in return, by both private and 
government forces, frequently working in collaboration. Capital–labor 
relations have been far more violent in the United States than in any other 
developed country. With both organized and unorganized resistance to 
persistent austerity bound to increase in the U.S., it behooves the subor-
dinate classes to learn the history of the measures that capital is prepared 
to take to enforce austerity. The current militarization of the U.S. police 
should be warning enough.

Chapter 3 deals with the 1920s, the period marking the accomplishment 
of basic industrialization. After the steep postwar depression of 1920–22, 
the economy embarked upon its first sustained period of growth after indus-
trialization, 1923–9, during which time consumption replaced investment as 
the driving force of economic growth and employment, with the production of 
consumer goods, especially durable goods like automobiles, ranges, refrig-
erators, radios and phonographs supplanting capital goods as the economy’s 
largest category of output. In fact, from 1922 to 1926, the decade ’s period 
of fastest growth and capital accumulation, net investment was zero. Here 
we find a singular criterion of economic maturity, the secular expulsion of 
capital from production. Labor too was continuously displaced from man-
ufacturing, the most rapidly growing industry, to the services. A surplus 
population of unemployed and underemployed formed and grew. The 
underlying cause of all this is evident: production and productivity soared 
while wages remained stagnant over the decade. National income therefore 
concentrated among the wealthiest. The majority of the population was on 
or below the poverty line and the high consumption of the “roaring twenties” 
was enabled only by growing and unsustainable debt. Unemployment grew 
markedly and inequality reached its twentieth-century then-high in 1928. 
Not coincidentally, the following year saw a financial crisis initiating the 
Great Depression of the 1930s. The similarity of this scenario to the devel-
opment of post-Golden-Age neoliberalism is unmistakable. 2007 was the 
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second year of peak inequality since 1928, and it too was followed in one 
year by a financial crash and a real-economy steep downturn.

The 1920s were in many ways a model of an industrially mature capitalist 
economy. The organization of the economy during that decade set the stage 
for the longest depression in the history of the republic.* This provides 
the historically first clue as to the course economic development must take 
if the working majority is to be spared the depredations of austerity and 
its attendants, declining physical and mental health and a loss of faith in 
democracy, indicated principally by the tendency to authoritarian rule in 
response to the social dislocation accompanying long-term immiseration. 
With the atrophy of net investment, we must see a shift of the social surplus 
from private to public investment and to social and household consump-
tion.

The most fundamental driver of economic activity is the most funda-
mental source of the economy’s tendency to crisis. During industrialization 
the economy was driven by private investment, and the serial economic 
downturns of the period were, as is shown in Chapter 1, a manifestation of 
overinvestment and overproduction. Once the economy becomes indus-
trially ripe and consumption becomes the driving force of production, the 
basic weakness and source of crisis becomes the paucity of household con-
sumption demand, i.e. low wages, and an insufficiency of public investment. 
These contentions will be further discussed in subsequent chapters.

Chapter 4 addresses the Great Depression, the natural outcome of the 
structural and class contradictions of the 1920s, and reveals the profound 
fiscal conservatism of Franklin Roosevelt, a legacy he bequeathed to 
the postwar Democratic party. The severity of the Depression was not 
sufficient to motivate Roosevelt to initiate the Second New Deal. It was 
the massive strike actions of the mid-1930s and the fear of revolution that 
swayed the president. It is almost universally believed that the postwar 
order evidenced the triumph of the economic teachings of John Maynard 
Keynes. Social democracy and the “welfare state” have been construed as 
applied Keynesian economic theory. This chapter begins the refutation 
of this common and far-reaching error. The budget-balancing Roosevelt 
rejected Keynes’s principal exhortations that higher wages and a policy of 
permanent public investment and employment are essential to sustained 
prosperity and full employment. It was therefore not political-economic 

* The 1930s marked the longest cyclical depression in American history. It featured 
two severe downturns sandwiching the expansion of 1933–37. The downturn lasting 
from October 1873 to March 1879, at 65 months, was the longest-lasting contraction.
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Keynesianism that ended the Depression but military Keynesianism in the 
form of the Second World War.

The chapter concludes with a discussion of the relevance of Keynesian 
theory to the question of secular stagnation. We shall see that Keynes 
anticipated the long-term atrophy of net investment in the development of 
mature capitalism, a key strand in the thread of the argument of this book.

An appendix to Chapter 4, Appendix B, is therefore devoted entirely 
to the political economy of the real Keynes. His critique of the neoclas-
sical orthodoxy is outlined and his genuine position, disregarded by the 
mainstream and their textbooks, is laid out. Keynes was an “institutional 
socialist,” far more radical than orthodoxy would have us believe. He never 
used the term “fiscal policy” and he famously described monetary policy 
in the context of severe economic crisis as tantamount to “pushing on a 
string.” Keynes advocated an unemployment rate of no more than 1 percent, 
permanent and large-scale government employment during economic con-
tractions and expansions, higher wages, a much-reduced work week and 
abundant leisure time to develop our manifold intellectual and aesthetic 
capacities. And he explicitly acknowledged what later political economists 
would call the “atrophy of net investment,” i.e. the tendency for capitalist 
development to require ever-smaller (measured in dollars) additional 
investment outlays. I discuss the withering of net investment in Appendix 
A. The extended historical analysis of this book points to Keynes’s pre-
scriptions as essential components of the alternative to long-term austerity, 
if working people ’s interests are to be paramount.

Chapter 5 describes and explains the rise and fall of the Golden Age or 
Great Boom, an unprecedentedly sustained period of relative prosperity. 
The postwar attempts to roll back the achievements of the New Deal, 
the assault on labor unions and the grand mobilization of business in 
the mid-1970s to undo the American “welfare state” were responses to 
the great labor actions of the 1930s and of postwar labor militancy. The 
success of business and government attempts to unravel the New Deal/ 
Great Society settlement were facilitated by three seminal developments, 
namely deindustrialization, which has been accomplished in all the 
developed capitalist countries, financialization and the Reaganization of 
the Democratic Party, effected decisively by Bill Clinton and sustained by 
Barack Obama, which is discussed at the beginning of Chapter 6. I argue 
that these assaults on the working population were motivated primarily 
by the downward redistribution of income effected during the ND/GS 
settlement through sustained labor actions, especially strikes. I illustrate 
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this in an analysis of the wage-push profit squeeze evidenced in the three 
longest cyclical expansions of the Golden Age.

In Chapters 6 and 7 I bring the historical and political-economic 
analyses of the first five chapters together in a discussion of the persistence 
of financial-credit bubbles and secular stagnation, the decline of net 
investment, the cheapening of capital goods, the long-term expulsion of 
labor from both the productive and service sectors accelerated by automation 
and robotization (made possible by the digitalization of innovation), the 
formation of a precariat (a sporadically employed, low-wage, no-benefits 
working population) and the growth, in response to elite concerns over 
social dislocation and disruption caused by the foregoing developments, of 
a police state in America. Secular stagnation, bubble-driven slow growth, 
declining living standards and growing inequality are shown to be, under 
the entrenched conditions listed above, abiding features of mature, overripe 
capitalism.

I show that this dire picture is in fact the default condition of industrialized 
capitalism. Recall that in its entire history the United States has exhibited 
“prosperity” for only 33 years, and this was possible only by means of 
spreading unsustainable debt. Any gains working people may be able to 
achieve for themselves will be brutally resisted, as the historical narrative 
shows, by the most powerful ruling class in history. What the working class 
must aim for, I argue, is a people ’s democracy, both economic and political, 
marked by social ownership and control of the means of production, a 
very comfortable living wage, a very short work week and the election 
of political representatives by, for example, instant runoff voting. This is, 
I argue, the only foreseeable alternative to increasingly depressed living 
standards and slow growth following from serial credit bubbles and their 
subsequent real-economy crises.

In the Conclusion I suggest that only organized working-class resistance 
with clear democratic socialist goals, and some working-class formal 
organization, which may or may not be a political party, can overcome 
ruling-class resistance to democracy and establish an egalitarian socialist 
democracy. I tentatively discuss the prospects and preconditions for such 
an outcome.


