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Why Didn’t History End in 1989?21

Arising from the stagflation and uncertainty of the 1970s, the Neoliberal Order? was a cohesive economic ideology that combined monetarism in macroeconomics with free
markets and limited government intervention in microeconomics. With the fall of the Berlin wall in 1989 marking the collapse of the other competing 20" century ideology, all
that was left, it seemed, was the natural convergence of developing countries into a global Liberal economy. General prosperity was at hand.

Things have not gone as expected. The Neoliberal Order is collapsing without full convergence due to some clear policy failures, a resurgence of once-defeated competing
ideologies, and accelerating climate change. What led to the end of perhaps the most dominant global economic ideology to date? What comes next?

Inequality in Capitalist Economics

Financial Volatility and Inefficiency Energy Policy & Climate Change

Lucas stated the neoliberal consensus on redistribution:
it was a “poisonous and seductive” endeavor for
economic study.?

* His argument: focus on growing the pie to avoid the

Neoliberal macro policy began with the Volcker
disinflation and the adoption of monetarism in the
U.S. Globally, it included opening financial markets
with the transition to floating exchange rates.

Scientific consensus on climate change and
economic consensus on the efficient policy
response (carbon pricing) have been established for
at least 15 years.

efficiency/equity tradeoff. * Free financial markets were expected to result in * But actual policy continues to subsidize fossil
* The underlying assumption was that inequality was efficiency: stable currencies and funds flowing fuels.
inherently stable and would not impact overall downhill (to investments with the highest returns). » Neoliberalism has had inefficient energy policy.

growth — to address it through redistribution was to
risk much greater inefficiency.

Monetarism was successful domestically; U.S. inflation

ol : Figure 3: Fossil fuel subsidies have been large in the Neoliberal Era®
stabilized and the “Great Moderation” began.

Fossil fuel subsidies topped $7 trillion last year

Inequality was not inherently stable. Piketty has e However, h|gh dollar interest rates brought on the (total fossil fuel subsidies, trillions of USD)
showed convincingly that the tendency in capitalist atin American debt crisis. B Explicit subsidies @ Implicit subsidies
economies is for inequality to increase.’ * Floating exchange rates resulted in high volatility, 8
* Policy moved in a regressive direction in the U.S. and which impacted developing countries most acutely. .

inequality has increased steadily since 1970.  IMF loans were conditioned on austerity, so

* Workers have seen not only stagnant real incomes, developing countries could only have pro-cyclical

but a policy environment that has led to decreasing macro policy that prolonged their recessions. )
life expectancy in the U.S.
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* High inequality represents a dangerous consolidation ©.
of power that undermines average living standards. o For most of the history of capitalism, | Table1:5ofthe 30
] o ) richest countries today
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g * achieved high average incomes.
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The Neoliberal Order is ending, but what comes next? Consider three purported alternatives: Kingdom
1. State Capitalism: it’s capitalism but with state-led economic policy, typically in a one-party system (e.g. China). While initially appealing for supposed policy France 542,350
. . .. . . . re . . . . . Brunei $37,851
decisiveness and efficiency, state capitalism suffers from corruption and a lack of accountability. State capitalism has no record of fostering innovation for long-term
growth at the technological frontier and lacks even a consensus definition. Kuwait $36,092
. T . : . . . T . : Malt 34,819
* People in state capitalist countries lack basic freedoms. In sum: it’s like Liberal capitalism, but with more corruption and less freedom. Said?Arabia 234 i
2. Ethnonationalism: it’s a system that prioritizes one group (e.g. ethnic Russians) and asserts the superiority of a nation where that group is dominant. It has some Italy $34,085
tenets of capitalism, but these are subsumed by the nationalist agenda. It looks a lot like fascism, especially in Russia and groups Russia supports in other countries. ’:‘P";‘o“ iiiig‘z‘
. . . . . . . . . ruba ’
* Aggressive ideologies based on arbitrary notions of superiority lead to violent conflict. Taiwan $32 637

 There is not a coherent economic system here; rather, there is an unjustified assertion of superiority. This is not a universally applicable ideology.

3. Communism/socialism: the specter of Marx returns and the appeal is equality, presumably with universal basic income a great life for the average person. But
communism itself remains completely impractical, having been reduced to authoritarianism everywhere it’s been attempted.
 What about Socialism? It is typically poorly defined. If it means no private firms, then it becomes weaker communism and less efficient capitalism. If it means a

mixed economy, with government ownership of some sectors, that’s what rich countries have now. So calls for socialism are really calls to:
Fix Liberal capitalism. How? Reinvigorate democracy around addressing the three issues shown here: redistribute to combat inequality, regulate global finance for
stability and growth, and address the externalities of climate change.

This work is part of a project to synthesize economic and historical understanding into an
accessible history of capitalism. For inquiries, contact:

Alan Green, Associate Professor of Economics, Stetson University

References

Fukuyama, Francis. The end of history and the last man. Simon and Schuster, 2006.
Gerstle, Gary. The rise and fall of the neoliberal order: America and the world in the free market era. Oxford University Press, 2022.
Lucas, Robert E. "The industrial revolution: Past and future." Lectures on economic growth 109 (2002): 188.
Piketty, Thomas. Capital in the twenty-first century. Harvard University Press, 2014.

Figure 1 data from https://www.epi.org/publication/ceo-pay-in-2021/ and https://fred.stlouisfed.org/series/IITTRHB#0

Figure 2 is from: Laeven, Luc, and Fabian Valencia. "Systemic banking crises database II." IMF Economic Review 68 (2020): 307-361.
Blanchard, Olivier J., and Daniel Leigh. "Growth forecast errors and fiscal multipliers." American Economic Review 103, no. 3 (2013): 117-120.

Email: agreenl@stetson.edu

. . . Figure 3 is from: https://www.imf.org/en/Blogs/Articles/2023/08/24/fossil-fuel-subsidies-surged-to-record-7-trillion
Website: https://sites.google.com/cornell.edu/alangreen/bio

Data from https://www.imf.org

e e o el s B e [

© POSTER TEMPLATE BY GENIGRAPHICS® 1.800.790.4001 WWW.GENIGRAPHICS.COM


https://sites.google.com/cornell.edu/alangreen/bio
https://www.epi.org/publication/ceo-pay-in-2021/
https://fred.stlouisfed.org/series/IITTRHB#0
https://www.imf.org/en/Blogs/Articles/2023/08/24/fossil-fuel-subsidies-surged-to-record-7-trillion
https://www.imf.org/

	Slide 1

