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Preface

This short book aims to describe and explain the “The Great
Recession,” the most severe economic crisis since the Great
Depression, in straightforward and easy to understand language. We
have written it for workers, students, and activists who are trying to
grasp what is happening and who want to organize and do something
about it. We hope that readers will pass this book on and use our
analysis to spread the word that this is no ordinary recession but a
potentially deep and long-lasting downturn that could change our
lives and those of our children. If we understand its magnitude and
causes, we can position ourselves—politically and ideologically—to
begin building a better world. 

Most of the book discusses events in the United States. This is
both because this is where we live and that the United States is far and
away the most powerful and important capitalist country. The crisis
began here and then spread to the rest of the world, a reflection of the
fact that U.S. economic, political, and military power have allowed
economic elites here to penetrate the economies of every part of the
globe. What this means is that activists everywhere not only need to
fight to reconstruct their own societies but also struggle to liberate
them from the onerous burden of U.S. corporate interests. Those of us
in the United States have the same duty, made more urgent by the hor-
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rors that our nation has rained down upon the rest of the world, not
just the murderous bombs of war but the more mundane but no less
deadly bombs of the economic policies promoted by the United States
and eagerly embraced by those with power in so many countries.

If you live outside the United States, this book will still be useful to
you. What has happened here has happened everywhere. The
specifics differ somewhat, but the fundamental truths are the same.
The economic system in which almost all of us are enmeshed is pro-
foundly anti-human and irrational. Although a significant portion of
the world’s population—perhaps 20 to 30 percent—lives at a very
high standard of living, even for them it is a dead-end system, hell-bent
on trivializing our lives and destroying the planet, while producing
misery for a huge number of people. We suffer its continuance at our
peril.

10 T H E  A B C s  O F  T H E  E C O N O M I C  C R I S I S
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WITCH 2: Fillet of a fenny snake,
In the cauldron boil and bake;
Eye of newt, and toe of frog,
Wool of bat, and tongue of dog,
Adder’s fork, and blind-worm’s sting,
Lizard’s leg, and owlet’s wing,
For a charm of powerful trouble,
Like a hell-broth boil and bubble.

ALL: Double, double toil and trouble;
Fire burn, and cauldron bubble.

—SHAKESPEARE, Macbeth
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1. The Calm before the Storm

The economic outlook continues to be favorable.

—HENRY PAULSON, 2005

Just three years ago, in the spring of 2006, things appeared very prom-
ising. The home construction industry boomed, absorbing those look-
ing for work and those waiting for jobs to open up and pushing down
the rate of unemployment. For all of 2006, the official unemployment
rate was 4.7 percent, and in the spring of that year it was about 4.4 per-
cent. Both numbers were low by U.S. standards. Wages were rising.
The Bush administration saw the numbers as justifying its economic
polices: “Today’s strong report shows that our economy continues to
produce steady, sustainable employment growth with strong wage
gains for America’s workers. Average hourly earnings for workers
jumped 4.2 percent in 2006, the best 12-month showing since 2000,”
U.S. Secretary of Labor Elaine L. Chao said in a public statement on
January 5, 2007. “This is further evidence that the president’s econom-
ic policies are working and producing strong wage gains for America’s
workers, and we should be cautious of future policies that would slow
these gains.”1 Some of the money from the real estate explosion found
its way into the stock market, and the most famous stock index, the
Dow Jones, hit an all-time high in October 2007.
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It should be expected that the president and his staff would take
good economic numbers at face value and milk them for political
advantage. But economists and financial experts were no different.
With few exceptions, they saw a bright future. There might be some
bumps in the road, but severe downturns were things of the past, of
only historical interest. They believed that money managers in the
world’s financial centers had harnessed the techniques of advanced
mathematics and statistics and learned how to handle risk. Financial
markets, so they told us, acted as stabilizers, preventing too much
euphoria on the upside and too much pessimism on the downside. If
an unexpected sequence of events occurred that threatened prosper-
ity, the Federal Reserve could put things right by loosening or tight-
ening the credit strings. “Trust in the markets,” said the economists
and financiers. And the Fed will take care of any market instabilities
before they become crises. Pick an economist or financial wizard.
Maybe Alan Greenspan, chairman of the Fed, who was worshipfully
proclaimed to be both “oracle” and “maestro” of the economy.
Perhaps Robert Rubin, President Clinton’s Secretary of the Treasury
and wise man of Wall Street. Or Lawrence Summers, world-famous
economist, another Clinton Treasury secretary, president of Harvard,
and former chief economist at the World Bank. Were any of these
luminaries warning us that—as we all now know and as left-wing
economists writing in the pages of journals far removed from the
mainstream, like Monthly Review, were telling us for many years—that
the floorboards of the economy were rotten? That housing prices
could not continue to rise at a rate far surpassing the growth of the
Gross Domestic Product (GDP)? That it was not possible for Wall
Street to post outlandish returns year in and year out? That increas-
ing levels of consumer, corporate, and government debt—relative to
the underlying economy—couldn’t go on forever? That the unimag-
inable growth of speculation, using ever more complex and risky
ways to gamble, was inherently destabilizing? That an eternally
expanding economy was as much a myth as the fountain of youth?
Perhaps the most remarkable thing is that the housing bubble began
almost immediately after the dot-com bubble burst.  Yet few seemed
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to wonder how it could be that the new bubble wouldn’t also burst,
sooner or later.

Now, a few years later, we are living in desperate times. Every day,
thousands of workers lose their jobs. In June 2009, the United States
official unemployment rate hit 9.5 percent, and it will get higher in the
months to come.2 Housing prices are in free fall, and tens of millions
of households are choking on debt. The titans of Wall Street have gone
bankrupt or to Washington to beg for money. Colossal financial frauds
have come to light, in which psychopaths like Bernard Madoff stole
billions of dollars from gullible clients who thought it was their right
to make high rates of returns on their money. On Main Street, tales of
woe abound. A woman over ninety years old was duped by a bank into
taking out a large mortgage she couldn’t possibly afford. Now she may
soon be homeless, as will many other poor people, often minorities,
who were swindled by unscrupulous lenders.  Many home buyers may
have made reckless decisions.  They did not cause the crisis, however.
As we will show, it was the often fraudulent actions of the banks and
the big Wall Street firms that created the financial mess in which we
now find ourselves.

Fourteen million, seven hundred thousand people were officially
unemployed in June 2009, and this does not include the nine million
working part-time involuntarily (because their work hours were cut
or part-time employment was all they could find) and the 2.2 million
people “marginally attached” to the labor force (they were not offi-
cially unemployed but wanted a job and had searched for one in the
past year; of these, there were 793,000 “discouraged workers,” who
had stopped looking for work because they believed no jobs were
available). Adding these to the officially out of work raises the unem-
ployment rate to 16.5 percent. Very troubling is that long-term unem-
ployment (those out of work for at least fifteen weeks) is now at its
highest level since the government began measuring it in 1948.3

States are running out of money for unemployment compensation. In
January 2009, 50,000 New Yorkers were scheduled to exhaust their
unemployment benefits after receiving them for eleven months. A
New York Times reporter tells of “Julio Ponce, a 55-year-old chef,
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[who] has been using his weekly unemployment check to pay the rent
on his apartment in the Bushwick section of Brooklyn since he lost
his job at a center for the elderly more than a year ago. But he said he
did not know how he would cover the $800 monthly rent after his
unemployment benefits lapsed this week. ‘No one is helping me,’ said
Mr. Ponce, who was faxing his résumé to hotels and restaurants from
an employment office in Downtown Brooklyn on Thursday. ‘I’ve
applied for public assistance, but I don’t think I’m going to get it.’ ” 4

Nationwide, by March of 2009, about one-quarter of the unemployed
had been out of work for at least six months and many were running
out of unemployment benefits, having gone through the twenty-six
weeks their states provide and more than thirty weeks of extended
benefits mandated by the federal government.  One economist esti-
mated that in the second half of the year, 700,000 people would
exhaust their benefits.5

Making matters worse, our nation’s unemployment compensation
system is much less generous than it used to be. A lower percentage of
workers receive unemployment insurance payments—only 37 percent
are eligible, compared to the 50 percent during the recession in the
mid-1970s. The maximum amount of time that people can receive
unemployment payments has been reduced from sixty-five weeks to a
standard of twenty-six weeks today, recently extended by Congress for
an extra thirteen weeks (and still further in the stimulus package enact-
ed by Congress in February of 2009). Furthermore, employers have
become more aggressive in challenging unemployment claims, and
many employees have discovered that they cannot collect the benefits
to which they thought they were entitled. To stave off hunger, record
numbers of people are seeking food stamps. At the beginning of April
2009, a record 32.2 million persons were receiving food stamp assis-
tance, one in every ten Americans.6 In past downturns they would
have sought public assistance as well. In the 1970s, over 80 percent of
the poor were eligible to receive public assistance through welfare pro-
grams such as Aid to Families with Dependent Children. Now, after
the welfare “reforms” of the Clinton era, only 40 percent of the poor
are eligible to receive assistance.7

16 T H E  A B C s  O F  T H E  E C O N O M I C  C R I S I S
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Beneath the harsh statistics, diligent journalists, social workers,
police, and mental health counselors are witnessing more ominous
responses to the crisis. Increases in murders of coworkers and family
members, suicides, thefts, bank robberies, arson, domestic distur-
bances, depression—all have been linked to the growing hard eco-
nomic times in towns and cities in every part of the country.  The New

York Times reports that anxiety and depression, triggered by the eco-
nomic downturn, are on the rise, with more people seeking treatment
from mental health professionals.  In a Times/CBS poll, 70 percent of
respondents were worried that a household member would be jobless.
And as people become desperate after losing their jobs, robberies have
become more common.  There have even been a rash of thefts in
California of the furnishings that companies place in houses to make
them easier to sell, and sometimes even plumbing and other fixtures
are for sale on the black market.8

There is no doubt that we are in the most severe economic crisis
since the Great Depression. In 1982, when we were in a deep reces-
sion, unemployment was higher than it is now. But then the Federal
Reserve (the government agency that tries to influence economic
activity by making credit easier or more difficult to obtain) forced
interest rates on loans to record-high levels in an effort to eliminate
inflation and scare the daylights out of working men and women. High
interest rates were also bad for companies who needed to borrow
money, and they responded in 1982 with mass layoffs, further reduc-
ing demand and also making it less likely that workers would insist on
higher wages in the near future. Once inflation was tamed, the Federal
Reserve pushed interest rates down and the federal government
pumped money into the economy through its own spending. Within a
couple of years, the economy began to recover. Today, however, the
Federal Reserve has managed to get interest rates as low as it can
(some rates are near zero) yet still economic activity continues to
decline and will probably stabilize at a low level. We have to go back
to the 1930s for a precedent, or to Japan in the 1990s—when no
amount of government intervention could get the economy rolling.
Already our government has spent hundreds of billions of dollars and
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committed trillions more to trying to get banks to open their lending
windows and consumers and businesses to start borrowing, but cred-
it is still nearly frozen and spenders are retrenching. Mortgage rates
are near record lows and gasoline prices have dropped dramatically,
yet houses are not selling well and car sales have tanked to the point
that even the world’s premier auto company, Toyota, is losing gobs of
money and the weaker ones are essentially bankrupt—subsisting on
government handouts. Nothing seems to be working. 

What in the world has happened? We will explain in some detail
what happened and why it happened. But for now, let’s just take the
example of the housing market, mentioned above. It’s true that hous-
ing prices were at record highs and seemed like they would continue
to increase. But the explosion in home building and the dramatic
increase in home prices was partially a result of speculative buying:
people kept purchasing houses because they thought prices would
always rise. And as they kept buying, prices did continue to rise. It was
like a Ponzi scheme in which someone promises large returns and pays
these out to the first “investors” with the money hustled from later
ones. Some house buyers, especially those involved early in the price
escalation, cashed out and made a lot of money. 

Every night on television you could tune in to a show in which
savvy individuals bought houses, either fixed them up with minimal
investment or not, and then “flipped” them for a much higher price. It
looked like anyone willing to put in a small effort could get rich in real
estate. In hot markets like Las Vegas, Southern California, and parts of
Florida, home owners saw their houses double or even triple in price
in a year or so. Condominiums sold two and three times before any-
one moved into them. One of us was in Key West, Florida, in 2005 and
saw shacks selling for a million dollars. And as house prices skyrock-
eted, their owners borrowed money against the appreciated value and
used the money to buy more property, make additional home
improvements, or purchase all manner of goods and services—helping
to keep the economy going by using their homes as ATM machines. 

But as we will see, the housing and mortgage market was truly a
house of cards, built on low interest rates, easy money, the pushing of
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purchases on people who
couldn’t afford them,
speculative fever, and the
use of fraudulent tactics
and misleading mortgage
terms. And once a signif-
icant number of people
were unable to make
their mortgage pay-
ments, it became clear
there was a problem.
Homes offered for sale
started to swamp pur-
chases and prices fell.
The falling prices forced
the more indebted home
owners and some specu-
lators to sell, pushing
prices down further. The
bubble burst. And this
was only one of the many
symptoms that a major
crisis that was brewing.

Today, in the spring
of 2009, after more than a
year of cataclysmic eco-
nomic occurrences, those who should know still don’t have a clue as
to what actually happened or why it occurred. In congressional hear-
ings on October 23, 2008, Representative Henry Waxman asked Mr.
Greenspan, “In other words, you found that your view of the world,
your ideology was not right. It was not working.” The maestro replied,
“Precisely. That’s precisely the reason I was shocked, because I had
been going for forty years or more with very considerable evidence
that it was working exceptionally well. . . . I still do not fully under-
stand why it [the crisis] happened.” 9

T H E  C A L M  B E F O R E  T H E  S T O R M 19

The crisis was caused by the largest

leveraged asset bubble and credit bub-

ble in the history of humanity, where

excessive leveraging and bubbles were

not limited to housing in the United

States but also to housing in many other

countries and excessive borrowing by

financial institutions and some segments

of the corporate sector and of the public

sector in many and different economies:

a housing bubble, a mortgage bubble, an

equity bubble, a bond bubble, a credit

bubble, a commodity bubble, a private

equity bubble, a hedge funds bubble are

all now bursting at once in the biggest

real sector and financial sector delever-

aging since the Great Depression.

—RGE Monitor Newsletter, 

Oct. 10, 2008

Note: RGE Monitor is an economic

analysis website (www.rgemonitor.com)

founded by a group of economic and

political experts.
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Economist Jeff Madrick, a sharp critic of his mainstream col-
leagues, attended the December 2008 annual meeting of the American
Economic Association in San Francisco and found that no one took
any blame for failing to foresee what was happening. No one suggest-
ed that something must be wrong with a discipline that had no idea
that a very severe recession, or a possible depression, was striking, fast
and without mercy.10 The irony is that some of the very same people
whose heads were in the sand—except when they were up and about
sniffing for easy money to be made—are now in charge of the govern-
ment’s unprecedented bailout. No wonder the people are up in arms.

So, then, we have an economy sailing along, poised, it seemed, for
even better things to come, and all of a sudden the wheels fall off the
bus. The economists and financiers can’t tell us what happened or
why it happened. Their training doesn’t seem to have prepared them
for this.11 If ever there was a time when the emperor had no clothes,
it is now. What are we to do in such circumstances? Was it all a big
accident? Were evil men and women conspiring to ruin the economy,
while they enriched themselves? Was it Bush’s fault? Clinton’s?
Greenspan’s? Here are some good starting suggestions for those of
you who want to find out. Ignore what you see on television. Don’t lis-
ten to or read the commentaries of mainstream economists. Hide your
wallet when bankers or Wall Street bigwigs put forth their two cents.
Assume that when government spokespersons are at the podium that
they are either lying or ignorant of the truth. And most important,
Read on!

20 T H E  A B C s  O F  T H E  E C O N O M I C  C R I S I S
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2. What Makes Capitalism Tick?

Accumulate! Accumulate!  That is Moses and the Prophets.

—K A R L  M A R X , 1867

A working person toiling away on an automobile assembly line or in a
restaurant kitchen must have found it difficult to understand how the
bankers and brokers who have brought the economy to its knees made
so much money simply by selling pieces of paper.  If workers make
cars, houses, or meals or teach children, and when farmers produce
food, they are producing something that people need and can use.
But those who sell complex financial instruments don’t produce any-
thing tangible at all. Something doesn’t seem right about making
money without producing a useful good or service.  And indeed, no
society can survive if the only economic activity—or even the domi-
nant activity—is lending and borrowing money. The same can be said
for buying already-made things at one price and selling them at a high-
er price.  If the only economic activity is merchant trade, everyone will
soon die because nothing is being produced.  At its most fundamental
level, an economy is a system of production of at least some useful out-
puts.  When so much labor is devoted to the buying and selling of
pieces of paper, with the sole aim of converting money into money,
something profoundly irrational is taking place.
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Every society must organize its land, raw materials, tools, and labor
(together these are called the means of production) so that when com-
bined, food, clothing, and shelter are brought into being.  For most of
our time on earth we organized our small societies collectively to pro-
duce things and shared what we made in a roughly equal way.  We no
longer do this, but we still produce, as we must.  Our system of pro-
duction is called capitalism, and inside it, a relatively small number of
people, called capitalists, control the organization of the means of pro-
duction—through their ownership of everything but the labor—with
the aim of getting the output made in such a way that they make as
much money as possible.  The way it works is pretty simple.12 The
majority of people do not own enough land, materials, and the like to
produce what they need for themselves. So they must sell the one
thing they do have—their ability to work—to the owners of business-
es.  Once sold, our labor becomes the property of our employers.
Since most of us have no alternative way to survive except to work for
somebody, we enter into a profoundly unequal relationship with our
employers, one that allows them to organize production to their
advantage.  They are able to compel us to work a number of hours and
in such ways so as to yield them a surplus above their costs.  This sur-
plus output is theirs because they are the owners, and when they sell
it, the money is their profit, to do with as they please.  They claim that
this is their just return for the use of their money and their manage-
ment skills. But the real source of profits is our hard work.  

To put matters bluntly, profits are the result of the exploitation of
the workers. In other words, employers own the entire process and
use this control to extract a surplus from the work of their employees.
What is more, during the workday the employers own our ability to
work, and they have the power and the legal right to continually
change the way in which we labor and the tools and machines with
which we work. They divide our labor into details that involve as little
skill as possible to economize on skilled labor and utilize the enor-
mous pool of persons capable of doing lower-paid unskilled work.
They introduce machines to replace us and further dilute our skills.
Both of these initiatives, by reducing the need for skill and by substi-
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tuting machines for workers, help to create a reserve army of labor, a
group of people in the precarious situation of going from being unem-
ployed to employed and back again with relative ease. They can be
called upon when needed during economic upswings and discarded
during downturns.  Their presence puts downward pressure on the
wages of those already working. All of this makes the large number of
people in the reserve pool of labor critical to the employer’s ability to
make money.

Once profits have been realized through the sale of the output, the
owners have to decide what to do with the extra money after paying all
costs. They could spend it recklessly on lavish consumption. They
could give it to their workers or to charity. Some lavish consumption
certainly occurs and so do gifts to charity—the latter helps to elevate
the social status of the wealthy. But each business faces competitors,
either currently in the market or threatening to enter it. Competition
forces firms to deploy their profits judiciously, with an eye toward
making their enterprises more efficient, expanding the market, and
gaining a larger share of it. This need to grow, to expand the invested
capital, is what is meant by the accumulation of capital. Making prof-
its and accumulating ever greater amounts of personal wealth is the
driving force of capitalism, and it accounts for capitalism’s great
dynamism, its technological aggressiveness, and its tendency to move
beyond its starting point, both in terms of the product mix and geo-
graphical scope of a given company. Businesses may begin locally, pro-
ducing a single good or service. Before long, however, successful firms
produce many things and soon operate on a national and then an
international scale. As a report for the Grocery Manufacturers
Association in the United States clearly put it: “The case for global
expansion is quite simple. As domestic markets are saturated, global
expansion is one way to achieve sustainable, double-digit growth.”

While making money through the accumulation of capital means
the exploitation of workers, the degradation of their labor, and the cre-
ation of an enormous pool of surplus workers, at least it produces
some necessary goods and services.  But once capitalism gets rolling,
it brings with it—and encourages—many new ways (and reinvigorates
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some old ways) of making money without bothering with production.
Capitalist economies are money economies; they revolve around buy-
ing and selling.  Once they begin to mature, the importance increases
of all sorts of businesses that make money by purely financial transac-
tions: banks, insurance companies, stock and bond brokerages,
exchanges for buying and selling foreign currencies, and so forth.
Alongside the real economy of production, a financial economy aris-
es and begins to take on a life of its own, not always connected to the
world of production.  The independent development of the financial
economy adds, as we shall see, new layers of irrationality to the sys-
tem.  What happens in finance can adversely affect the real economy,
and crises in the latter can lead to changes in finance that reverberate
back to the world of production with disastrous consequences. 

We must make an important point here: There is a close connection

between politics and the drive to accumulate capital. The owners of the
largest businesses have come to exert great political influence. This is
not surprising, given the importance of the production they control
and the wealth this brings them. Politicians need large sums of money
to run for and stay in office, and this alone makes them beholden to
those who have it—the owners of large industrial corporations, banks,
and other big firms. The owners use their influence with the govern-
ment to keep workers in line (the British government once made join-
ing a union a crime, and in the United States, the law, courts, and
politicians have put many obstacles in the way of union organizing)
and remove any barriers to accumulation, including, most critically,
impediments put in place by weaker countries that limit foreign invest-
ment and resource removal. 

The history of accumulation has been from its beginning about the
penetration of Africa, Latin America, and Asia by the first capitalist
nations: England, Holland, France, Belgium, Italy, Germany, and the
United States. (Some countries, such as Spain, were important and
brutal colonizers, but they were not capitalist until much later.  Much
of the wealth they stole from their colonies went to pay debts to
England.  Other nations, notably Japan, joined the imperialist club
later.) The theft of peasant lands and mineral wealth, along with the
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slave trade and plantation agriculture, greatly stimulated the initial
capital accumulation and made possible the full flowering of early cap-
italism. Today rich countries continue to dominate poor ones, though
the ways in which they do so are more indirect than in the colonial era,
relying on local political elites to see to it that wages are kept low and
that favorable trade agreements are negotiated. Poor countries are
politically independent but economically subservient to their rich
counterparts. The relationship between Mexico and the United States
is a case in point.

Anyone who doubts the close and corrupting connection between
business interests and the political process should read Simon
Johnson’s “The Quiet Coup,” in the May 2009 issue of The Atlantic

Monthly. Johnson, a professor at MIT and former chief economist at
the International Monetary Fund, has described the depth of the cor-
ruption inherent in the cozy connection between the fabulously
wealthy and the government, and the consequences for the economy
and society: 

The great wealth that the financial sector created and concentrated gave

bankers enormous political weight—a weight not seen in the U.S. since

the era of J. P. Morgan (the man). In that period, the banking panic of

1907 could be stopped only by coordination among private-sector

bankers: no government entity was able to offer an effective response. But

that first age of banking oligarchs came to an end with the passage of sig-

nificant banking regulation in response to the Great Depression; the

reemergence of an American financial oligarchy is quite recent.
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