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Introduction

The Sveriges Riksbank Prize in Economic Sciences in Memory of Alfred Nobel 2024 (economists like
to refer to this as a straight Nobel Prize — it isn’t) was awarded to Daron Acemoglu, Simon Johnson
and James Robinson.! According to the press release the prize was awarded for helping “us
understand differences in prosperity between nations”.?2 Acemoglu and Robinson (2013) are in
particular well known for their best-selling book Why Nations Fail — why some poor nations prosper
while others fail and remain poor. The basic theme is that development depends primarily on whether
national institutions have “inclusive” or “extractivist” institutions. The award provoked quite a lot of
critical comment. The Financial Times, for example, published a piece entitled “The Nobel for
Econsplaining”.3

The argument in the following article goes further. While the factors discussed by Acemoglu and
Robinson are significant, they are not the main factors that determine whether or not nations develop
or remain poor. The main causes are to be found in the exploitative nature of the global economy, in
the taken-for-granted market system and concept of “development”, and the action taken to keep these
in place. These factors are foundational in capitalist economic theory and practice and give the
impression that no other conception or approach to development exists. Their negative consequences
for development are sketched and an alternative vision and approach is outlined. The case shows the
ideological nature of conventional economic theory, and how it generates highly challengeable
interpretations and justifications.

The explanation given in Why Nations Fail is to do with the extent to which nations have political, legal,
social etc. institutions that facilitate and encourage (conventional) development. As already noted, two
basic types of national developmental systems are distinguished. The first labelled “Inclusive” is
characterised by institutions which provide rewards and security for innovation and investment, such

1 For critique of the economics prize visit: https://economicsociology.org/2024/10/12/the-economics-nobel-prize-
what-is-it-good-for/

2 Visit: https://www.nobelprize.org/prizes/economic-sciences/2024/press-release/. For a more detailed account of
the reasons for the award see: https://www.nobelprize.org/uploads/2024/10/advanced-
economicsciencesprize2024.pdf.

3 Visit: https://www.ft.com/content/1e2584d6-65ef-46de-bfb2-

28811be65600. See also: https://www.ipsnews.net/2024/10/another-nobel-anglocentric-neoliberal-institutional-
economics/ and: https://reddytoread.com/2024/10/16/why-nobelists-fail/ and
https://jacobin.com/2015/10/robinson-acemoglu-inclusive-extractive-poverty-wealth/.
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as patent protection, legal systems for settling disputes, and freedom for investment. (2013: 76) The
second is labelled “Extractive” because institutions are designed to extract income and wealth from
one subset of society to benefit a different subset. The book’s thesis is that “The ability of economic
institutions to harness the potential of inclusive markets, encourage technological innovation, invest in
people, and mobilize the talents and skills of a large number of individuals is critical for economic
growth. Explaining why so many economic institutions fail to meet these simple objectives is the central
theme of this book.” (2013: 81) “World inequality today exists because during the nineteenth and
twentieth centuries some nations were able to take advantage of the Industrial Revolution and the
technologies and methods of organization that it brought while others were unable to do so.” (2013:
271)

Space is given to arguing against alternative theories. For instance “... It is not geography, culture, or
the ignorance of its citizens or politicians that keep the Congo poor, but its extractive economic
institutions. These are still in place after all these centuries because political power continues to be
narrowly concentrated in the hands of an elite who have little incentive to enforce secure property
rights for the people, to provide the basic public services that would improve the quality of life, or to
encourage economic progress. Rather, their interests are to extract income and sustain their power.
(2013: 90-91)

This thesis is illustrated at length, through 540 pages, via a great deal of evidence and many case
studies, much of it delving into extensive detail on the history of many nations. It is clear and well
written, with extensive referencing, remarkably well informed, and easily understood by the lay person.

What then is the problem? It is not that the book agues what seems to be an intuitively obvious finding,
hardly remarkable or groundbreaking, let alone worthy of a Nobel prize. The problem is that it makes
no reference at all to the overwhelmingly important reasons “why nations fail”, why billions
remain “poor” and live in inexcusably appalling conditions. It dwells on some of the relevant
factors but not the main ones, and it gets their causal significance wrong.

Consider these statements.

“The great differences in world inequality are evident to everyone ... Understanding
why these differences exist and what causes them is our focus in this book.” (2013:
41)

“The most common reason why nations fail today is because they have extractive
institutions.” (2013: 368.)

“Extractive economic and political institutions, ..., are always at the root of this
failure ... In all these cases the basis of these institutions is an elite who design
economic institutions in order to enrich themselves and perpetuate their power at
the expense of the vast majority of people in society. (2013: 399)

This theory explains “... the main contours of economic and political development
around the world since the Neolithic Revolution.” (2013: 429)

These statements make clear that a causal mechanism is being identified, and that it is located within
poor countries. In the many cases discussed it is quite true that conditions are not conducive to
development etc. But the explanation stops there and is therefore highly misleading. There is no
reference to why those mechanisms are there, who maintains them and who are the ultimate
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and major beneficiaries of them. The main reason why at least half the world’s people are poor
is because the global economic system has established “extractive” institutions and keeps
them in place, in order to siphon trillions of dollars of resource wealth out of poor countries
every year. It is the global system which prevents them from escaping this fate. Conventional
economic theory and practitioners endorse, legitimise and promote this system. This book is a eulogy
for it. It is a Fukuyama-esque end of economic history; if only poor countries would adopt free markets
and make conditions attractive to foreign investors development would thrive and poverty would be
ended. It is true that there is extraction and there are extractivists, but the book fails to mention that
economic theory, economists and the rich world are the main causes, protagonists and beneficiaries
of extraction.

At first encounter these claims might seem to be outrageous, so it is appropriate to defend them at
some length.

How (conventional) “development” works.

The book’s authors do not ask what “development” means. They take it for granted as virtually all
economists do that development = getting materially richer, as nations and as individuals. It is about
being able to purchase more, increasing the amount of producing, selling and consuming going on,
and thus it is about increasing the GDP. This is the “unidimensional” view of development whereby
nations move up the slope to be like rich nations. Getting richer is assumed to improve all sorts of other
things, such as health and welfare.

Conventional economists show little or no interest in thinking about what might contribute most to
quality of life, let alone in measuring it, let alone prioritising developments that might improve it. They
ignore the fact that except for health little or nothing that contributes to a high quality of life requires
material “prosperity”. Consider having adequate food, clothing and shelter, having meaning and
purpose, having friends, being valued and appreciated, living in a supportive community, having
worthwhile work, being secure from unemployment and poverty, not having to work hard or struggle,
a sense of place, a home. These kinds of conditions can in principle be provided to all at extremely
low levels of material wealth, production, industrialisation, capital investment, globalisation, IT,
international trade, “living standards” and GDP. (See below.)

The basic issue is the way conventional economic theory conceives development. Because it is
essentially taken to be primarily about increasing the GDP the focus must be on facilitating more
productive activity. This requires investment and because a poor country has little capital it means
borrowing and it means attracting foreign investment. The two main domains enabling this are
exporting natural physical resources and exporting labour via plantations, mines and factories. Thus,
the county must enter the global market place to sell resources, competing against many other poor
counties in the same situation. Lacking the capital to set up mines etc., foreign investment must be
sought. But investors want access to infrastructures such as railways and ports, so large loans have
to be taken out to build these. The common result is not rapidly increasing income to repay loans but
the accumulation of very large debt, which seems to be accelerating in recent years. Between 2020
and 2023 the public debt of poor African countries doubled, to 60% of GDP, and rose to almost 75%
in Latin America. (UN 2024, Fig 4.)

The debt typically becomes unrepayable. At this point the IMF arranges bailout measures, “Structural
Adjustment Packages, which involve granting further loans on certain conditions. These are designed
to “get the economy going again” by making the economy more attractive to foreign investors, selling
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off profitable state-owned enterprises to them, holding down wages and social conditions, imposing
savage “austerity” policies, and generally gearing the economy to the interests of the business class.

John Perkins book Confessions of an Economic Hit Man (2023) explains how his task was to persuade
nations to take on loans they could never repay. Whether or not this was common practice the
consequences were inevitable. There is an abundant literature documenting the damaging effects
these measures have on large numbers of poorer people.

This long book makes only two brief references to the IMF, neither of them mentioning these issues.
Its actions are seen as valuable, but it and other major international institutions are only criticised for
having taken “an incorrect perspective”, that is for not having focused on the “inclusive” vs “extractivist”
distinction. (2013: 446-467)

Local elites in poor countries are delighted with conventional development because it provides
investment opportunities for them. Banks are happy because they organise the loans and get the
commissions. For arranging one loan to Greece Goldman Sachs took a $600 million commission.
These days imperialism does not need to send a gunboat to conquer. The Neoliberal triumph identify
by Chossudovsky (2004) as enabling “... the greatest wealth transfer in history”, was carried out using
computer keys.

The result is that the economies of the poor countries are trapped into providing the rich countries with
cheap resources to enable lucrative profits for investors, corporations and banks, while preventing
development that would do most to benefit impoverished and exploited masses. Hickel, Sullivan and
Zoomkawala (2021) estimate that there is a $2.5 trillion net flow of wealth from poor to rich countries
every year. In addition, they pay the cost of the environmental damage caused by the mines, logging,
plantations, industrial smog, and the social damage caused by the unsafe work conditions, low wages
and inadequate health care etc.

Central in the conventional development ideology that keeps all this in place is the indubitable religious
commitment to the miraculous market system. Australian Foreign Minster Wong regularly worships the
‘rules-based international order”, the most sacred rule being let market forces determine what is
produced and who gets it. But in a market system it is the demand of richer players which determines
what is produced and who get it. This is why several hundred million tonnes of grain are fed to animals
in rich countries every year while around 800 million people are hungry. In a market system it is much
more profitable to produce grain for feedlot beef production in rich countries than to sell it to starving
Sudanese. Itis why cosmetics and cut flowers are produced in Guatemala for export rather than basic
food and housing for impoverished peasants. It is why developers in Australia build elaborate dwellings
rather than low cost housing for poor people. In a market system these are kinds of ventures that
promise most profit to those with capital to invest. As Fernandes points out, the ‘rules-based order’ is
a euphemism for empire. (2022.)

However, effort has to go into keeping the global economic system functioning in these ways.
Sometimes intervention is required, for instance to keep compliant states to policies that suit the rich
and to deal with those threatening to step out of line. Sometimes vast arms sales will suffice; how much
oil would the West be getting from Saudi Arabia without these? Sometimes it is necessary to invade
and get rid of a leader like Mossadegh threatening our access to oil, or to supply an ally with the
weapons to keep down dissidents threatening regimes exporting resources to us. At times it is
necessary to kill a Lummba or Gaddafi or Castro (unfortunately 600 attempts, many by the CIA failed
there) to prevent deviation. But at other times it is necessary to be selective in support for brutal
dictators such as Somoza. He boasted that he always voted with the US at the UN and had no qualms
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about all the foreign owned plantation land. Roosevelt's Secretary of State, Sumner Welles, once said
"Somoza's a bastard!" but Roosevelt replied, "Yes, but he's our bastard.” (Wikiquote 2024, Jewish
Independent 2016, McAlpine 2016.) Sometimes it is necessary to invade and kill large numbers. The
US has attempted “regime change” over seventy times since WW2. People in rich countries could not
be enjoying their resource-intensive high “living standards” had these things not been done to secure
their empire.

The book attributes the failure of states to their rule by extractivists, but what the book does not draw
attention to is the fact that at least many of them are in power because the global rich put them there,
or helped the Somozas and Pinochets to remain there, because they enabled “normal” economic
development. The most culpable extractivists are to be found among rich world corporations, banks
and IMF officials. Above all the book fails to identify who the major extractivists are now.

It is true that, as this book shows, institutions within a nation which facilitate or thwart conventional
development are indeed causal factors contributing to outcomes such as state “failure” and mass
poverty, but they are not the dominant causal factors. They are not, as the book’s title claims, “...the
origins of poverty” today. The overwhelmingly important causal factor today is the unjust and predatory
global economic system that all nations are trapped in, a system which forces poor countries to enable
the net flow of vast quantities of wealth to rich countries and to forego development in the interests of
their people.

Thus, the book is an elaborate eulogy for capitalism. That is the right way to develop. The implicit
message to poor countries throughout is that if you do economics this way you will prosper as we have.
Just enable and encourage the few who own most of the capital to invest in whatever will most increase
their already vast quantities of wealth, provide them with secure legal etc., conditions and incentives,
and the GDP will grow. But there are few problems with this faith now, the main one being that the very
last thing the planet needs is more growth. (See below.)

Thus, the book makes no reference to all to the main “...origins of poverty” today. It's not that it
deliberately seeks to conceal or mislead. It's that conventional economists seem to be incapable of
understanding that what they take to be economics is only capitalist economics, and what they take to
be development is only capitalist development. Apparently, they cannot gasp that there might be other
kinds. The book and the awarding of the prize reveal conventional economic theory to be a way of
interpreting, a deeply entrenched, powerful and misleading ideology which advocates and legitimises.

One way it does this is by analysing in terms of only one factor, monetary value, meaning it fails to
take into account many factors that are important in the production, consumption, exchange and
distribution of goods and services, in the development of systems for carrying out these processes,
and for assessing their desirability. Factors such as environmental and social damage are conveniently
classified as “externalities”, that is not really economic phenomena and therefore ignorable. Nor are
moral and justice considerations relevant to economics, such as the psychological damage caused by
unemployment and poverty or the destruction of whole towns when corporations relocate to China. If
capital can’t maximise profits employing people here it is alright to throw them onto the scrap heap.

Another major premise is the conviction that an economy must be based on the market system.
Another is that it is in order and desirable that what ventures are developed and what is produced are
best determined by what a few with capital to invest think will maximise their wealth, as distinct from
what might be best for society or its eco-systems. Another is that investors are admirable, making their
capital available to benefit society; the fact that they get large incomes without having to do any work
is disregarded, except when ordinary people try it.
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These are among the ways conventional economic theory warps thinking and deceives, making highly
undesirable practices seem normal, justified and morally acceptable when in fact they legitimise
“extractivism” by the rich. This book and the awarding of the “Nobel prize” provide remarkable
illustrations of how taken for granted and dominant the ideology is.

The alternative: “Appropriate” development.

There is now a strong case that the global economic system has entered a terminal phase, a period of
accelerating decline to a time of great troubles. (Trainer 2020.) Rich world per capita lifestyles,
resource use and GDP are several times higher than all the world’s people could ever rise to. It is the
determination to raise them constantly and without limit that is generating all the big global problems
now threatening our existence, including the climate crisis, loss of biodiversity and other environmental
damage, the deprivation of billions, resource wars and crumbling social cohesion in even the richest
countries. Given that the cause of this “poly-crisis” is over-production and over-consumption, the
solution has to be large scale degrowth to lifestyles and systems that are far simpler in material terms
than those in rich countries today.

The common response to the limits to growth argument is that the pursuit of growth and affluence can
continue because better technology and tighter recycling etc. can “decouple” consumption from
present resource and environmental impacts. They will allow GDP to go on rising while resource and
environmental problems are solved. But there are now large scale reviews showing that this is not
happening and is not remotely likely to happen. (Parrique et al. 2019a, Hickel and Kallis 2020, Haberle
et al. 2019.)

The problems cannot be solved unless there is enormous degrowth to some form of The Simpler Way
(TSW 2024) in which most people live in small, highly self-sufficient and self-governing cooperative
communities, in control of local economies that are needs-driven not driven by profit or market forces,
and happy to live in materially simple ways. The dramatic reduction this general pattern enables in
resource use and ecological damage is illustrated by a study of egg supply carried out by Trainer, Malik
and Lenzen (2019.) They found that the dollar and energy cost of supply via backyard pens and small
cooperatives was in the region of 1% of that from the supermarket path.

Similar reductions in many other items are possible due to the smallness of scale and proximity and
integration of functions. For instance nutrient loops can be closed by taking “wastes to” nearby gardens
via animals and methane digesters, thereby eliminating the need for sewer systems, transport, or
fertilizer production. The Dancing Rabbit Ecovillage in Missouri reports various material, energy, fuel
use, etc. rates around 5-10% of the national average ( Trainer 2020a). Trainer (2022) details very low
cost ways achieved in homestead and ecovillage situations, including a per capita electricity use rate
around 1% of the national household average. The Spanish Catalan Integral Cooperative (Trainer
2018) involves thousands in highly self-sufficient cooperatives providing an extensive range of goods
and services while avoiding dependence on the market or the state. Leahy (2009) and Leahy and
Goforth (Undated) discuss African movements such as Chikukwa enabling land, labour and traditional
knowledge to be devoted to cooperative self-sufficient village development, contradicting futile official
policies goading peasants to win export sales.

These communities typically involve high quality of life measures, (Grinde et al. 2018) and there is no
need for them to involve any reduction socially-useful high-technologies, universities, medical research
etc. (For the detail see TSW. 2023.) The Ecovillage, Transition Towns, Degrowth, Campesino and
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many other movements today are working for such a transition. Long ago Gandhi saw that the
appropriate path for India was communities of this kind. It is now obvious that global resource limits
prohibit conventional resource-intensive rich world “development” for all the world’s people. Hence the
wisdom in his saying “The rich must live more simply so that the poor pay simply live.”

There is a strong case that a catastrophic breakdown of the global economy is approaching as
capitalism self-destructs. (Trainer 2020b.) This is likely to eliminate any hope of a desirable transition
to this alternative form of development, but The Simpler Way represents the only conception of
development that makes sense now. Those who see this are not likely to be awarded a Nobel prize by
the reigning economic establishment.
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Abstract

Conventional, technological innovation in a growth-oriented economy is not the solution
to the existential problems we face today but rather the cause of them. It accelerates
excessive consumption, depletes the natural environment, and leads to a socio-
ecological crisis of which we are yet to understand the full consequences. We need to
politicize this indispensable pillar of society because, in its conventional form, innovation
is driving us towards a grim future. In this article, we review which conditions for
innovation are necessary to mitigate current environmental and social crises. We argue
that degrowth principles must lie at the basis of these conditions; using less material and
energy in a just and democratic manner to improve well- being for all. We therefore plea
that degrowth principles must be adopted as the new foundation for innovation.

Keywords: Innovation, Degrowth, Planetary boundaries, Ecological economics, Climate
solutions, Biodiversity loss.

1. Introduction

In this paper, we start from the observation that ecological degradation is accelerating worldwide
(Fletcher etal., 2024; Bradshaw et al., 2021; Ripple et al., 2017; Cardoso et al., 2020; WWF, 2024) while
social indicators showing little or no progress (Sachs et al., 2024). Subsequently, we argue that this
degradation is fueled by a socio-economic system driven by economic growth with innovation as its
catalyst. We refer to innovation as the development of new products, markets and manufacturing
methods and new forms of business organization (a Schumpeterian definition in Hospers, 2005), with
the purpose of fueling economic growth, hereafter called ‘conventional innovation’. Conventional
innovation drives efficiency, and new types and ‘modern’ series of consumer goods, leading to
increasing material extraction and consequently energy, water, and land use, which in turn causes more
chemical pollution, greenhouse gas emissions and irreparable biodiversity loss. Can we innovate
ourselves out of the ecological and social conundrum we face? We argue that new principles for
innovation, where we use ecological economics as foundation and principles of degrowth as

1 Original draft.
2 Review and editing.
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constructive elements, are imperative. Without that, resolving the current socio-ecological crisis will be
hardly possible.

2. Conventional Innovation

Conventional innovation is firmly embedded in our society and dominates public discourse. Godin
(2015) posits that it has evolved into a dominant paradigm that permeates policy and daily life. In every
aspect of life we are pushed to be innovative; few professions, and even our private lives, are free from
the innovation dogma (Russell & Vinsel, 2018). This is because conventional innovation, with its almost
exclusively positive framing, is ideologically intertwined with our current cultural and economic paradigm
(quotes from Robra et al., 2023): “1. Innovation delivers growth and prosperity for all and is thus
inherently good” (productivism) (Jonsson & Wennerlind, 2023; Macekura, 2020; Schmelzer, 2023); 2.
“Innovation is inevitable and unstoppable” (determinism). Conventional innovation is occasionally
even referred to as “natural” (Lésch, 2017) or “neutral” (Pansera, 2024).

The ubiquitousness and almost exclusive positive connotation of conventional innovation, Schumpeter
saw it as the main driver of progress (1943), serves as a Gramscian construct of cultural hegemony. It
has become so ingrained in our daily lives that we overlook the power structures driving the forces of
conventional innovation.

3. Critique on Conventional Innovation
3.1. Critiqgue from an Economics and Power Perspective

We argue that there is little natural or neutral about conventional innovation. Its objective is to improve
return on investment, or increase wealth for vested interests (Marcuse, [1964] 2003), often subsidized
by governments (Mazzucato, 2018). Profit-seeking organizations use conventional innovation as a
driver for more consumption, consequently leading to economic expansion (Stuart et al., 2020), this is
a variant of Marx’s description M>C>M’ (Marx, 1867 in Hean et al., 2003; Hickel 2020, p. 85). It could be
written as M>[>C>M’3, which is a self-reinforcing cycle.

C-level management and shareholders of big firms autocratically decide where money is invested and
where it is not. Essentially, the market, and consequently capital, determines the direction of innovation
and therefore society. For example: social media, a conventional innovation, was imposed on us, and
with it also its dire consequences, especially for young people (Braghieri, et al., 2022).

The productivist claim that universal prosperity can be achieved through conventional innovation does
not necessarily yield equitable outcomes. Rather, it often exacerbates socio-economic disparities, fuels
processes like gentrification, and diminishes individual and community autonomy (Piketty 2014;
Pansera, 2024). However, it is still commonly seen as a natural result of human ingenuity that should
never be interrupted or guided. Amazon, Google and ASML (the world’s largest supplier of the
semiconductor industry based in The Netherlands) are not only put on a pedestal, they are society’s
examples of progress, consequently convincing politicians to give them tax benefits and subsidies that
ordinary companies don’t get (Hager & Baines, 2020).

3 M stands for Money. | stands for conventional Innovation. C stands for Commodity. M’ stands for increase of money (Hickel,
2020a, p.85). This is a variant of M>R>T>C>M’ (in Erickson, 2022, p. 137). "With more growth there’s more capital to invest
in more research, to create more technology for more growth.”
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Marketers who have internalized conventional innovation fuel the accelerating rapid production cycles
of new consumer goods, creating artificial desires that drive the consumption of needless commodities
and offering choices that add little value (Galbraith, 1956; Schumacher, 1973), e.g. automatic nose
trimmers, automatic pot stirrers or the endless ‘advancements’ of skin care products. Under current
conditions, product lifetime is the first casualty of restless innovation permeating our economy
(Jackson, 2022). Herbert Marcuse called this the manipulation of false needs by vested interests
(Marcuse, [1964] 2003). These false needs, or pseudo-satisfiers (Schumacher, 1973), are the driver
of overconsumption as ideology (Stuart et al., 2020) in which people are transformed into “consuming
animals” (Paci, 1972: p. 437), through machinery of enticement (Leach, 1993). But even seemingly
useful innovations like electronic vehicles, or more efficient, cheaper refrigerators can be questioned
if they finally increase our global resource metabolism. The primary focus of this paper is that
deterministic productivism fosters unsustainability which is why we need new principles to judge if an
innovation is contributing to better ecological and social circumstances.

3.2. Critique from an Ecological Perspective

Biodiversity, or ‘life’, is facing a severe crisis, with ecologists warning of a potential sixth mass extinction
(Kolbert, 2014). The Amazon is close to the tipping point of irreversible savannization (Feng et al.,
2021), Madagascar is threatened with dangerous levels of biodiversity loss (Ralimanana et al., 2022),
and worldwide, the state and trend of biodiversity in various flora and fauna is very poor (IPBES, 2019;
WWF, 2024). Climate change, extraction, land-use change and chemical waste disrupt natural
processes, pollute the environment and lead to serious health problems (Bellard et al., 2022; Cousins
etal., 2022). Plastics are emerging as a significant issue, with plastics literally raining down on us (Fan
et al., 2022; Brahney et al., 2020). Experts are even referring to our era as the "Plasticene," due to the
profound impact that plastic production and consumption have on earth’s systems (Rangel-Buitrago et
al., 2022). More broadly, the stability and resilience of the total earth system is at risk, six out of nine
planetary boundaries for a livable earth have already been transgressed (Richardson et al., 2023).

Primarily, countries in the Global North are extracting and polluting on an unprecedented scale, both
directly and indirectly (across borders). Over the past four decades, approximately 60% of all global
human resource extraction has occurred (EEA, 2016). The growing global economy, measured by
gross domestic product (GDP), is coupled to resource and energy use (Haberl et al., 2020; Wiedman
et al., 2020; Ward et al., 2016; Hickel & Kallis, 2020), and from the current 100 gigatons of material
extraction, it is projected to grow to 170 gigatons by 2050, according to the Circularity Gap Report
(2023), which will contribute to even more biodiversity loss (Otero et al., 2020). Industrial agriculture is
a well- known driver of loss of life, but research shows that the rapidly rising demand for new consumer
goods in sectors such as clothing, building materials, and digital consumer goods also leads to, directly
and indirectly, biodiversity loss (Wilting et al., 2017; Kan et al., 2023). Climate change poses a
significant threat to biodiversity (IPBES, 2019; Wilcock et al., 2023; Bradshaw et al., 2021), and is
further driven by increased production and consumption (Burke et al., 2015). It is a mutually reinforcing
cycle: climate change accelerates biodiversity loss, and biodiversity loss, in turn, exacerbates climate
change (IPBES, 2019). We are facing an existential problem; without well-functioning ecological
processes and a healthy biodiversity, our access to oxygen, drinking water, food, clothing, building
materials, and coastal protection is at risk (IPBES, 2019). Our expanding economy leads us, and all
other lifeforms into a perilous future.

3.3 Critique from a Justice Perspective
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This ecological urgency generates an immediate social imperative for transformation, particularly from
a justice perspective. People that have contributed least to environmental collapse and biodiversity
extinction experience the most damaging consequences (Hickel et al., 2022; IPCC, 2022a). Droughts
and floodings and, as a consequence, failed agricultural harvests will lead to mass migrations. The
nearly 32 million displacements caused by extreme weather-related hazards in 2022 represents a 41
percent increase compared to 2008 levels (UNHCR, 2023). Already 600 million humans live outside
the human climate niche (Lenton et al., 2023), most in the Global South. And new research shows that
there could be a possible global GDP reduction of 19% (Kotz et al., 2024), due to ecological disruption,
also effecting the poor countries the most.

The profit-seeking production apparatus, depicted in M>I>C>M’, generates unsustainable forms of
inequality and injustice. Wealthy countries are responsible for 74% of all material use in the last 50
years (Hickel et al., 2022), and at the national level, studies show that the highest income group within
a country has a material footprint four times higher than the lowest income group (Buhl et al., 2019).
Despite the scarcity of global material footprint research of the super-rich, we do know that the carbon
footprint of the top 1% is thousands of times higher than the average global citizen (Barros & Wilk, 2021;
Oxfam, 2024). There is no reason to believe that this is not the case on a material level, given the
lifestyles of the wealthiest people on our planet. Wiedmann et al. (2020) unequivocally state that the
world's most affluent individuals are responsible for the most ecological impact.

Conventional innovation is associated with justice issues, particularly as we recognize its inherent lack
of neutrality. It leads to competitive advantage of Global North companies and can lead to uneven
power relations (Pansera & Owen, 2018a). Pansera and Fressoli (2021) write that “Innovation can
reinforce unequal dominant positions on a market, limit the access of certain resources and social
goods to specific societal sectors or quickly disrupt traditional ways of doing things.” And this holds
from a macro perspective, leading to ecological unequal exchange (Dorninger et al., 2021). The
omnipresence of innovation even permeates development discourse, leaving market-driven solutions
as the sole means of creating value (Pansera & Owen, 2018b).

The conventional view of innovation perpetuates imaginaries, ideas and practices that erode our
ecological and social world (Pansera & Fressoli, 2021). If we do not fundamentally reconsider our
expansive economic design and its biggest culprit, conventional innovation, the production engine will
desiccate our primeval forests and, with them, life itself. This is also an interspecies justice issue,
emphasizing the rights of non-human species. The economist, and conventional innovation proponent,
Schumpeter might, with today’s knowledge, have looked differently at his famous theory of creative
destruction: the continuous replacement of technology and processes driven by conventional
innovation (Schumpeter, 1942; Robra et al., 2023). Although he predicted the collapse of capitalism,
he did not foresee that it could be through collapse of ecosystems. Creative destruction has turned
into destructive creativity. His most promising student, Nicolas Georgescu-Roegen, understood this,
and became a seminal figure in Ecological Economics.

4. An Ecological Economics View

Ecological economics can help us synthesizing the critiques mentioned above by offering a holistic
view for the construed problems. Ecological economics argues that the human economy cannot exist
without a healthy ecology. Any economist who views nature as an externality considers the economy
as an externality of the larger whole, as if it doesn’t exist on earth. The economy is a subsystem of our
non-growing environment (Daly, 1996) as energy, matter, and biomass are the basis of all life. Nicholas
Georgescu-Roegen (1971) asserted that every economic activity is rooted in physical reality.
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Any attempt at redefining innovation that does not reference ecology or planetary boundaries is
incomplete because it assumes that size, or what the late Herman Daly called "scale" (1991), does not
exist. It is physically impossible; the magnitude of throughput, material and energy use, must fall within
the Earth's planetary boundaries in the long term (Murphy, 2022). This is not a new idea, as John Stuart
Mill, one of the fathers of modern economics, introduced the concept of the Steady State, an economy
that does not grow, in his "Principles of Political Economy" (1849, Ch 6). When conventional growth
economists refer to the real economy, Georgescu-Roegen's concept of physical reality is marginalized.
Economist Thimothée Parrique (2019, p.78) puts the latter critical: "the real economy (production of
goods and services) is embedded within — and therefore limited by — a real-real economy of energy
and material flows.” He continues: "Nature has non-negotiable market power, and humans can only use
what nature supplies." Without incorporating biodiversity, planetary boundaries, and pollution into the
production and innovation apparatus, we should question the realism of our economic design. The
human economy is always an ecological economy.

Georgescu-Roegen argued that all economic activity leads to entropic degradation (1971, p. 279): ‘The
economic process is entropic, it neither creates nor consumes matter or energy, but only transforms
low into high entropy,” or more colloquially: waste (Murphy, 2022; Rammelt, 2024). Even seemingly
sustainable innovations have a significant ecological impact. The highly praised electric car embodies
this one-dimensionality. It evidently emits less CO2 but significantly increases material extraction and
plastic pollution as a significant source of micro plastics in the oceans is tire rubber dust (An et al.,
2020; Reddy et al., 2020; Roychand & Pramanik, 2020). We save the climate while destroying our
biodiversity. The same goes for decentralized sustainable energy generation; lower CO2, but higher
material footprint (Regueiro-Ferreira & Alonso-Fernandez, 2023). Besides Georgescu-Roegen, also
Herman Daly stressed the importance of limiting resource use: they are the limiting factor in the
economy on the long run (Daly, 1996). The goal in any economic design should be to “maximise life”,
(Daly, 1996, p.32), because biodiversity, or ‘life’, is inherently anti-entropic, at least locally, as it restores
balance to our entropic biophysical economic system (Brillouin, 1949; Nelson, 2003; Schneider &
Sagan, 2005; Schrédinger, 1944). Entropy needs to be foundational in the search of setting new
principles of innovation.

Additionally, as ecological economics also acknowledges the importance of well-being and social
progress (Dodds, 1997; Jackson, 2016), conventional innovations based on the growth fiction have a
guestionable social reputation. Overuse of social media for example, leads to depression (Keles et al.,
2020) and a significant number of young people are addicted to gaming (World Health Organization,
2018), and atthe macro level, the average person is less happy due to our consumption culture (Ditmarr
& Kapur, 2011). "Shop till you drop" can be taken quite literally. Chatting with friendly cashiers at the
supermarket is becoming scarce. Christiaan Weijts (2023) writes in a well-known Dutch paper: ‘Do-it-
yourself technology turns service providers into controllers.” Conventional innovation often leads to
environmental or cognitive and emotional disconnect (Kronenberg et al., 2024). Which innovation
withstands scrutiny in terms of planetary boundaries and well-being? Adam Smith, the pater familias
of free market economics, argued that we would ultimately develop different definitions of progress not
based on growth (in Boulding, 1973). Georgescu-Roegen, came to the ultimate conclusion of creative
destruction: “if we depend on destruction to move forward, what will happen when there is nothing left
to destroy?” (in Pesch, 2018).

5. Jevons Paradox

Techno-optimists, or ecomodernists, act as if the realities described above do not exist (King, 2020).
They assert that we are inventive with unparalleled creativity, ingenuity and even “power”.
(Ecomodernist Manifesto, n.d.). Obviously, this is partly true. Mobile video calling with family that live
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in different parts of the world? Previously unimaginable, now commonplace. And that everyday
commonality is the breeding ground for ecomodernists: we innovate our way out of problems because
human ingenuity knows no boundaries. CO2? Electrification. Pollution? Innovation. Sustainability?
Green growth. Material and energy use? Efficiency. And the latter is also true; through conventional
innovation we are becoming more efficient. The irony is that improved efficiency at the margin almost
always leads to more material or energy use in the aggregate (Erickson, 2022, p. 137). More efficient
flying, for example, leads to increased usage (Alcott et al., 2012) or, more efficient energy production
leads to more energy usage (Brockway et al., 2021). More efficient production results in freed-up
resources that are reinvested (Wallenborn 2018, Polimeni et al., 2015), leading to more resource use.
This is the Jevons paradox: we become more efficient at consuming more resources and energy (Alcott,
2005; Lange et al., 2021). This efficiency-overcomes-all conventional innovation paradigm is also
referred to as eco-efficiency; a reduction in energy and resource use per unit produced, translating into
a reduction of production cost, ultimately leading to an increase in absolute material and energy use
terms (Dylick & Hockerts, 2002). Eco-efficiency is on face value a conventional innovation attempt to
help us overcome our ecological problems, but has a chronic order of importance: capital accumulation
first, sustainability second (Nesterova and Robra, 2022). Zooming out, Pansera & Owen (2021)
articulate that innovation, often fueled by science, improves productivity and efficiency that, in turn,
boost economic growth. This is not a novel insight; lllich, in "Tools for Conviviality" (1973), already
articulated the dangers of uncontrolled economic expansion due to the proliferation of tools that exceed
the limits of a sustainable society. Solutions frequently fail to account for the fact that improvements in
efficiency are often counterbalanced by increases in consumption. This underscores the importance
not only of what we purchase but also the quantity thereof (Stuart et al., 2020).

6. Degrowth Innovations

Our growth economy with conventional innovation as its catalyst exacerbates ecological and social
problems. Therefore, we argue, our economies must degrow. We have to equitable downscale
production and consumption to increase human well-being and enhance ecological conditions at the
local and global level, in the short and long term (Schneider et al., 2010). As Mill suggested in his essay
‘Nature’: we need an economy in harmony with nature (Mill, 1874; Stephens, 2015). With reduced
consumption and production, our emissions, material use, and pollution will decrease. The IPCC report
(2022b) confirms this: degrowth is an effective way to reduce extraction, emissions, and material use
with high certainty. It requires no investment or innovation; we can start tomorrow. And that brings us
to the central thesis of this paper: without innovations based on degrowth principles, we will not be
able stop the current socio-ecological destruction. Conventional pro- growth innovation cannot be
considered innovation fit for the future. Every responsible, sustainable innovation must bring humanity
one step closer to the safe space within planetary boundaries and well-being for everyone, not just the
human life or the well-off in wealthy countries. Although degrowth represents a fragmented discourse,
encompassing a social movement, a research field, and a utopian and political project (Martinez-Allier,
2009; Schneider et al., 2010; Kallis, 2011; Demaria et al., 2013; Parrique, 2019) its underlying
principles can be synthesized* and should serve as the foundation for a new standard of innovation.
We argue that innovations grounded in degrowth principles must meet the following four conditions:

1. Our reality is entropic, the world’s throughput must reduce to levels that don’t exceed the safe
operating space.

4 Based on definition commonalities of recent key papers in degrowth academia: Biichs & Koch, 2019; Cosme et al., 2017;
Degrowth.info; Demaria et al.,, 2013; Escobar, 2015; Fitzpatrick et al., 2022; Hickel 2020; 2021; Jackson, 2009; Jungell-
Michelsson & Heikkurinen, 2022; Kallis, 2011; 2018; Latouche, 2009; Martinez-Allier, 2009; Princen 2005; Research & Degrowth,
2010, p. 524; Schmelzer et al., 2022; Schneider et al., 2010; Trainer, 202 and on Parrique (2025).
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2. Enhance social and economic justice for all;
3. Improve and secure well-being for all life;
4. Foster and enhance democracy.

Innovation, derived from the Latin term innovatio, refers to the act of introducing something new.
However, novelty for its own sake is not necessarily future-proof. We define future-proof innovations
as those rooted in the mentioned four essential principles ‘Degrowth innovations.” Degrowth
innovations can involve technological or social advancements and practices, with the latter
encompassing activities driven by the pursuit of addressing social needs, and in our thesis, ecological
needs (Mulgan, 2006).

1. Degrowth innovations are not technophilic or technophobic. In our view we can rely on technological
innovation for a better future, but only to return us back to the carrying capacity of our planet, and
eventually, development within these limits in a steady state economy (Daly, 1991). A degrowth
innovation can be a consumer product, but biodegradable and repairable. It can be used for
sustainable mobility as long as it leads to more use of public transport or non-motorized vehicles
(Winkler et al., 2023). Degrowth innovations in agriculture should always lead to less (CO2, methane,
nitrogen) emissions and pesticide usage (Sharma et al., 2019), and a restoration of soil-, water- and air
quality (Nelson & Edwards, 2020). They can be supply-side technological such as bio-building
materials and bioplastics made with elephants grass, Miscanthus (Pereira Dias, et al., 2021), but also
demand-side social, by changing behaviour and diets from meat to plant-based. We need furniture,
but never at the expense of forests. In fact, every furniture purchase should lead to reforestation, in
both The Netherlands and Malawi, via e.g. international untradeable forest bonds (Hall et al., 2017).
lllich acknowledged this in his approach to convivial innovation, where preservation and enhancement
of ecosystems should be of paramount importance (1973). In other words: biophilic, entropic and frugal.

2. Social and economic justice is a second principle of degrowth innovations. Citizens in the Global
South should increase their access to and use of energy and materials to enhance their quality of life,
while those in the Global North should reduce their consumption, maintaining a high level of well-being
(Demaria et al., 2013). This thought aligns with the development/culturalist critique of e.g. Latouche
(1993; 2009) and Escobar (2015) as the growth of the global social metabolism is a source of justice
conflicts and exploitation (Kallis, 2018, Scheidel et al., 2020; Moore, 2017). An example of this second
principle for degrowth innovation is true and fair pricing (Maxwell, 2007). True pricing for cleaning up
unsustainable externalities that deteriorate the environment (e.g. heavy chemical pollution in the agro-
industry or mining activities in pristine rainforests), and fair pricing for ensuring a decent living wage
for all people (Kara, 2023). The Earth System Justice framework could guide how the global community
can share limited ecospace for current generations (intragenerational justice), past and future
generations (intergenerational justice) and non-human life (interspecies justice) (Gupta et al., 2023).

3. Research that reduce our footprint while enhancing well-being for all should be further continued.
Costa Rica is a prime example (Hickel, 2020b). This country managed to have low emissions per
capita, a quarter the size of the United States, with a higher average well-being, because of what
sometimes is called the Amerindian “sweet life”; or “Pura vida”, with emphasis on balance and
sufficiency (Powers et al., 2019), actively pursued by the Costa Rican national and local governments
(Fletcher et al., 2020). Active governance of sufficiency are also seen in the movement of Fearless
Cities (Fearless cities, n.d.; Saito, 2023,), where civilian life is explicitly prioritized over multinational
cooperations and economic growth. A notable example is Barcelona's Superblocks initiative
(Barcelona City Council, n.d.). Through greening of public spaces, limitation of car and flight traffic and
reactivation of local economic fabric, they are a potential frontrunner in this movement. Secondly, not
only human life should be considered in this third principle of degrowth innovations. We consider
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enhancing all life to be of existential importance, overlapping with the principle of justice for non-human
life, or interspecies justice (Gupta et al., 2023). An interesting example of a degrowth innovation
enhancing well-being of all life, is the Zoonomic movement: the world’s first organizational model that
safeguards the interests of all life (Zoop, n.d.). Currently, there are 14 organizations, including
commercial ones, with the predicate Zoonomy.

4.1. We advocate for more than a mere redefinition of innovation, but for a broader modus vivendi.
As the market, and consequently capital and power, currently determine the direction of innovation and
therefore society, we need to bring innovation to the macro-political sphere where citizens have direct
influence of the direction of innovation and, thus, society. For instance, the impact of large language
models, like ChatGPT, a conventional innovation, on our society will be enormous. Experts are
claiming that it will exacerbate inequality (Romei, 2024) and ecological degradation (Saenko, 2023).
The decision making trajectory of innovations should be subject to a direct democratic decision-making
vehicle; citizen initiated, binding and proactive (Altman, 2010). A proposal could be to organize eco-
convivial innovation counsels, following the example of the Citizen’s convention for Climate (Giraudet
et al., 2021) or the Civilian Counsel in the Netherlands (bureauburgerberaad, n.d.). This should be a
direct democratic vehicle with 150 randomly selected civilians as a mirror of society, that debates and
advices parliament bindingly on innovation with an entropic and biophysical boundaries foundation
with a strong emphasis on frugality to save biodiversity, on civilian autonomy, inequality and power
relationships, and on well-being and social and economic justice. This vehicle should also be
transnational, guided by the principles of Earth System Justice: ensuring an equitable distribution of
nature’s benefits, rights, risks, and associated responsibilities among all people globally, within the
safe and just boundaries of Earth’s systems, to provide universal support for life (O’Neill et al., 2018;
Gupta et al., 2023).

4.2. There is an urgency for economic democratization, not only political. Many proponents of
degrowth argue that smaller, socially, cooperatively and democratic organized economic entities—
particularly cooperatives and other businesses focused on the common good—are more likely to
produce in an ecological and social just way without the imperative for economic growth. This is
because they are not subjected to the pressures of accumulation and competition imposed by investors
and shareholders (Schmelzer, 2022). Sociologist Isabelle Ferreras provides a framework for
transforming larger, often publicly-traded, firms (Ferreras, 2023). She observes that these firms
function as political entities, as their decisions impact a wide array of stakeholders, both human and
non-human. Ferreras argues for moving beyond the exclusive political rights of capital owners in
business and introduces the concept of the "bicameral firm." In this model, decision-making occurs
within two chambers: a shareholders' assembly and a workers' assembly. Ferreras demonstrates that
democratically governed companies tend to exhibit lower levels of absenteeism, increased
sustainability, better protection against aggressive capital pressures, reduced inequality, and greater
financial stability. She advocates this predistributive approach as a complement to redistributive
strategies. Another variant of this idea could be the ’tricameral firm’, where natural stakeholders are
also represented, by e.g. the judicial system, following the rights of nature movement (Putzer et al.,
2022).

7. Conclusion

This paper proposes new principles for innovation to show a pathway to a cleaner and just future. Every
layer of society should embrace degrowth innovations as the solution to our socio-ecological crisis,
because as Samantha Sweetwater postulated: “The majority of what we see as creativity is currently
destructive” (Hagens, 2024). To achieve this objective, we need to decolonise our imaginary
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(Latouche, 2009). Our collective imagination is captivated by the industrial and productivist forces in
civilization propagandizing the ubiquitous positivity of conventional innovation. As extensively argued
in this article, we are convinced that with the help of degrowth innovations we can restore ecological
and social degradation in a just way. Saying goodbye to conventional innovation in a growth economy
may be the biggest innovation the modern era needs. Let's deconstruct destruction and internalize
creativity, imagination and a degrowth modus vivendi for a just pathway for all life. Because,
conventional innovation leads to the extinction of many species, a world lost forever.
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Introduction

Human activities have exceeded six out of nine planetary boundaries — climate change; biosphere
integrity; land system change; freshwater change; biogeochemical flows; and ‘novel entities’, the latter
including plastic and chemical pollution — and have almost reached another boundary, ocean
acidification (Stockholm Resilience Centre, 2022). The main drivers of these impacts are the use of
materials, energy, land and waterways.

Materials and energy use impact the environment via mining, manufacturing, transportation,
consumption and waste. Land and waterways are impacted mainly by agriculture, mining and the
spread of human settlements. While the substitution of renewable energy for fossil fuels will reduce
greenhouse gas emissions from the energy sector and hence climate impacts, this substitution does
not reduce the other environmental impacts. The continuing growth in global energy consumption
increases pressure on all the planetary boundaries. Furthermore, it slows the rate of the energy
transition-— renewable energy is chasing an increasing target (Diesendorf, 2022; Diesendorf & Hail,
2022) — thus increasing the risk of exceeding climate tipping points.

Global growths in the use of materials, energy and CO2 emissions are each closely correlated with
growth in consumption as measured by Gross Domestic Product (GDP) (Wiedmann et al., 2020). This
can be disaggregated into growth in GDP per person and growth in population. As the rich countries
and rich individuals have by far the biggest environmental impacts (Kartha et al., 2020; Chancel &
Piketty, 2022; Oxfam International, 2023), the main growth of concern is consumption by the rich.
Bruckner et al. (2023) show that large shares of environmental pressures and impacts resulting from
consumption by the European Union are outsourced to countries and regions outside the EU, while
more than 85% of the economic benefits stay within the member countries.

Neoclassical economics (NCE) theory and neoliberal economics (Monbiot & Hutchison, 2024) practice
together form one of the principal driving forces of environmental destruction and social injustice. They
do this by treating our life support system, the environment, as an add-on to the economic system,
assuming that it is an infinite source of raw materials and an infinite waste dump. NCE and
neoliberalism reinforce the capitalist commitment to endless growth on a finite planet that’s destroying
the environment.

Furthermore, NCE and neoliberalism spread the generally false notion that subsidies to the rich benefit

the poor. Yet empirical research spanning 50 years in 18 OECD countries shows that tax deductions
for the rich increase inequality while having no significant effect on employment or economic growth
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(Hope & Limberg, 2022). To make matters worse, the rich Global North imposes a net drain of
resources and wealth from the Global South (Hickel et al., 2022).

The proponents of NCE call their discipline a science. But its details are shrouded from the view of
non-initiates by advanced mathematical models with little relevance to the real world. It uses
terminology from physics — forces, equilibrium and efficiency — but without the scientific content of
physics (Drakopoulos, 2016). From the viewpoint of natural scientists, there are no forces driving
economies toward equilibrium — indeed economic equilibrium rarely exists, if at all — and the NCE
concept of Pareto efficiency has no relevance to real economies (Diesendorf et al., 2024). The priests
of NCE, certified by degrees in economics, disseminate its ideology among politicians, the public
service, and the mass media. It has even created its own ‘Nobel Prize’, actually the Sveriges Riksbank
(Bank of Sweden) Prize in Economic Sciences in Memory of Alfred Nobel.

NCE is believed incorrectly, by many people, to provide a solid theoretical basis for neoliberal
government policies. These policies are based on the notions that government, its expenditures (apart
from defence) and taxes should be small, and that major environmental, social and economic decisions
should be left to the market—in other words, to the 1% or, more precisely, the 0.1% who control the
market. Thus neoliberalism gives support to state capture by politically powerful vested interests
(Australian Democracy Network, 2022; Diesendorf & Taylor, 2023, chapter 6) that influence
governments to remove environmental constraints on the fossil fuel, mining, forestry, large-scale
agriculture, aluminium and other industries, and to subsidise the rich.

From time to time, heterodox economists, and even occasionally NCE researchers, show that the
underlying hypotheses of NCE theory, that are supposed to justify neoliberalism, are contradicted by
observation; that NCE is inconsistent with Earth system science; and that it has internal contradictions.
They point out that NCE failed to predict the Global Financial Crisis, although a few heterodox
economists did (e.g. Keen, 2001, chapter 11; Keen, 2006; Cooper, 2015). They argue that NCE
misuses GDP by treating it as an indicator of national wellbeing and welfare. While many neoclassical
economists admit, when pressed, that GDP is an unsuitable indicator for this purpose, they often
continue to use it as such.

Despite all its failures, NCE continues to dominate government decision-making in many countries.
Dissatisfaction with NCE has stimulated the creation of new approaches to economics.

Alternatives to NCE

Behavioural economics, which is more psychology than economics, was developed because of the
failure of NCE’'s Homo economicus model. Yet many neoclassical economists generally treat
behavioural economics as a useful supplement to NCE theory, ignoring the contradiction it brings.

Political economy recognises the need to consider the role of political power in nominally economic
policy decisions. In the face of the power of NCE, political economy at the University of Sydney had a
long struggle for survival, eventually finding a place in the Faculty of Arts (Butler et al., 2009).

In the 1980s, the transdisciplinary field of ecological economics and its journal of the same name were
created. Unlike NCE, ecological economics treats the economy as a subsystem of society, which is in
turn a subsystem of the natural environment. Its researchers include enlightened economists, natural
scientists, engineers, sociologists and lawyers. It is very different from environmental economics, a
branch of NCE, that considers that environmental protection can simply be achieved by pricing in
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markets. Despite its attempts to become ‘respectable’ in the eyes of NCE, ecological economics is
taught as a whole subject in very few universities around the world.

Although ecological economics has grown substantially over several decades, this has been achieved
partly by allowing neoclassical-leaning economists to dominate the editorial board and content of the
journal Ecological Economics. Concern about a possible takeover of ecological economics by NCE
has led to a proposal for a new transdisciplinary field with a stronger emphasis on environmental
protection and social justice, namely social ecological economics (Spash, 2020; 2024).

A New Critique of NCE

A new critique of NCE has been published recently by a group of sustainability scientists and an
ecological economist (Diesendorf et al., 2024). The authors were motivated by the threat they see,
posed by NCE, to our life support system, the natural environment, and to social justice. Since NCE
claims to be a science and uses the language of physical science, it is appropriate that NCE be
critiqgued by natural scientists.

The paper by Diesendorf et al. (2024) first critiques 10 hypotheses that appear to form the basis of
NCE and four additional claims made by many proponents of NCE. Because there are many definitions
of NCE, the paper next focuses on one that's common to all versions, that of Arnsperger & Varoufakis
(2006). The latter argue that three unproven assumptions define all variants of NCE: methodological
individualism, methodological equilibration and methodological instrumentalism. These three
hypotheses form a subset of the 10 hypotheses critiqued by Diesendorf et al. (2024).

The three basic but shaky foundations of NCE

The assumption of methodological individualism asserts that socioeconomic phenomena can be
described in terms of subjective personal motivations by individual actors not influenced by other actors
or society. But, in the real world, individual decisions are influenced by advertising, fashion, friends and
relatives, laws and other institutions. Furthermore, methodological individualism cannot credibly
explain major global problems such as climate change, war, limited global resources, poverty and
pandemics. These involve complex socioeconomic and political systems in which the whole is greater
than the sum of its parts—in other words, they have emergent properties.

The assumption of methodological equilibration asserts that economic systems are generally in or
near a state of ‘general equilibrium’, where supply and demand are balanced in all markets. In the real
world, boom and bust cycles and other financial crises demonstrate that economic systems are often
far from equilibrium. Furthermore, the NCE theory underlying methodological equilibration depends on
the notion that humans behave like Homo economicus, that is, they are entirely self-interested,
consistently ‘rational’ in the sense of economics, can access and process all available information on
prices etc., and can optimise their decisions. The notion of Homo economicus has also been refuted
by findings in anthropology (Molina et al., 2017) and sociology that cooperation exists together with
competition in all societies known to humankind. Economist Joseph Stiglitz (2018), applied
mathematician and theoretical physicist John Blatt (1983), and others have shown theoretically that
there is no assurance of equilibrium or optimality or stability in economic systems.

NCE failed to predict the Global Financial Crisis of 2008 and arguably its neoliberalism offshoot was
responsible for that crisis. Practitioners of NCE evade responsibility for their many failures of prediction
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by resorting to the hypothesis of methodological instrumentalism, which asserts that NCE’s
economic theories do not have to explain the real economic system or predict future trends, provided
they are not contradicted by observation. From the perspective of the natural sciences, this assumption
is an acknowledgement that NCE is useless, apart from its data-collecting role. As many of NCE'’s
hypotheses and claims are refuted by observation of real socio-economies, by elementary logic and
by lack of internal consistency, this supports the conclusion that NCE is not only useless but actually
destructive.

Concluding Remarks

As well as critiquing the three basic methodological assumptions of NCE, Diesendorf et al. (2024) also
critique seven additional hypotheses and four claims made by some neoclassical economists. The
paper argues inter alia that the natural environment cannot be separated from the economic system;
that NCE’s concept of a Pareto efficient economy, used by neoliberals to oppose government
intervention in the market, does not exist in the real world; that subsidies to high-income-earners do
not generally trickle down to the poor; and that government budget deficits are not generally
inflationary.

Critical examination of the refuted hypotheses underlying NCE shows that NCE fails to describe the
behaviour of the real economies of industrial society. Each hypothesis fails to satisfy one or more of
the basic requirements of scientific practice. NCE is fundamentally flawed, bad science, irrational in
the common meaning of the word, and biased towards the rich and powerful. It damages democracy
by giving support to state capture by vested interests. Therefore, it should not be used as a guide for
government policies.

Acknowledgements: | thank Joachim H. Spangenberg and Thomas Wiedmann for valuable
comments on the manuscript.
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No social order ever perishes before all the
productive forces for which there is room in it have
developed; and new, higher relations of production
never appear before the material conditions of their
existence have matured in the womb of the old
society itself. Therefore, mankind always sets itself
only such tasks as it can solve; since, looking at the
matter more closely, it will always be found that the
task itself arises only when the material conditions of
its solution already exist or are at least in the process
of formation.

Karl Marx, 1844

Abstract

This paper describes the features of the type of capitalism that will emerge if in the next
five to ten years the ruling classes of today’s major superpowers - the USA, China, and
Russia - unite and form a global exploitative ruling class. The essential properties of this
unification process are discussed in detail and it is shown why the potentially possible
new stage of global capitalism has its faltlines.

Introduction

A substantial break in the trajectory of the capitalist mode of production seems to be in the air. Local
wars pop up more often, warlords are acting as vassals in the enduring Cold War between the USA
on one side and Russia and China on the other side. As described in (Hanappi, 2025), it can be
expected that these turbulent rivalries between the three superpowers, between three military-
industrial complexes of capitalism, will continue for the next five to ten years. If no nuclear Third World
War occurs, then a state of absolute, global, authoritarian capitalism will have been reached. To
describe the contours of this new type of capitalism, as well as the fault lines, the contradictions, along
which it will break down - these are the topics of this paper.

The first three parts follow the adjectives of this newly emerging variant of capitalism, though in
reversed order: authoritarian, global, and absolute. Each of these attributes has its roots in earlier
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forms of capitalism. Each part provides an overarching historical sketch interpreting how the current
surge of authoritarianism is an untimely renaissance of older forms. The part on the adjective ‘global’
takes this interpretation one step further: Empires have a tendency to grow and to eliminate
competitors, thus the number of concurrent empires decreases. As soon as only one large global
empire remains the possibility of accumulating additional power by incorporating a rival has ended.
This causes a qualitative change in capitalism’s essential mechanism: From this point on it is reduced
to its internal exploitation process, which means how to transfer the lifetime of exploited human
individuals into the consumption of exploiters. The third part digs deeper into the problem of a global
exploitation process. In particular, it addresses the combined questions of vanishing profit rates,
vanishing psychological manipulation of the minds of the exploited in the poor South, and the lasting
impact of the quickly deteriorating environmental conditions on which the survival of the production
system of the human species has to be reframed. It turns out that the aspiration of capitalism to be
‘absolute’ is nothing but the nightmare of a global racist neo-fascism, the dream of an - ‘evolutionary
necessary’ - division of the human species into superhumans (formerly known as the Arian race) and
exploited sub-humans. The latter being evolutionary domesticated at a level somewhere between
animals and superhumans.

The concluding part of the paper is devoted to showing that the impossibility of racist neo-fascism
indeed marks the end of the contribution of the capitalist mode of production - its power to massively
increase labour productivity - to the long-run evolution of the human species. The high level of labour
productivity reached via scientific progress and the division of labour as absolute, global, authoritarian
capitalism is starting to negate itself!, which will enable an epochal turn in human history. A turn that
gets rid of the capitalist algorithm at global as well as at a local level. The ideas on how this change
might look like are themselves outcomes of the basic contradiction of this last stage of capitalism.

Authoritarian

Even in the smallest and earliest communities of human tribes a certain diversity of individuals has
been present. It indeed is reasonable to assume that it was this diversity in skills and physical abilities,
which enabled this species to achieve an astonishing level of flexible response to overcome new and
dangerous challenges. Of course, it also needed the development of other abilities to harvest the fruits
of a tribe's diversity; it needed organisation, it needed groups of individuals, who were able to put the
puzzle pieces of the different individual sub-groups - of the potentially fruitful division of their activities
- together. These leading architects of a tribe’s life had to have a common communication tool, a
language, which is understood by all members. They also have to prove that their designs benefit the
whole tribe - at least in most cases. As long as such leaders succeed, they are given authority by the
members following their suggestions?2. This type of authority has to be distinguished from the type of
authority, which an authoritarian person orders from his followers. Of course, there will often be an
interplay between given authority and ordered authority if the leadership is socially beneficial and the
status of being an authority provides certain privileges to its carrier.

1 It is highly speculative to predict how many years absolute, global, authoritarian capitalism can exist. The classic
historic example, Hitler's propagated ‘1000-years empire’, lasted seven years. But this attempt still had
surrounding competitors, which promised external expansion. Elon Musk’s dream of an expansion to the Mars is
a too far-fetched fantasy to compensate for the finiteness of today’s world.

2 Such a positive assessment of outstanding organisers of production processes are the core of Schumpeter’s
praise of entrepreneurs (Schumpeter, 1911).
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In early societies, when leadership was closely related to physical strength, the strongest man? was
often given the authority to lead a group of warriors. The most visible era of this phenomenon was the
slaveholder society and its follow-up, the early Middle Ages. In a feudal regime, the king has the
dominant military power, he and his court extract lifetime - in the form of labour time, corn, and money
- from the population of the country. In return for these privileges, the king and his warriors provide
some stable social institutions: They defend the country if neighbouring countries try to conquer part
of its territory and will try to conquer foreign land, promising to their compatriots that parts of the stolen
prey will trickle down to them. The feudal class maintains a standing army as the centrepiece of its
social institutions.

Parallel to its hierarchical military setup it arranges an ideological social institution, a religious hierarchy
of priests allowed to participate in the exploitation process. In the long run, both hierarchies have
experienced a trend from given authority towards ordered authority. The class of exploiters, which
developed out of privileged warriors and their accompanying religious leaders, cemented its position
through several social institutions that constituted a state, a political unit governing a well-defined
territory*. The idea of authority ordered by a ruling class with the help of its social institutions worked
well for hundreds of years - with different paralleling religions and diverse compositions of the ruling
class. It only started to crumble when the progress of monetary systems allowed - and called - for a
change in the inheritance algorithm of membership in the ruling class: When money turned into capital,
when rich merchants without noble titles started to be more powerful than many feudal authorities,
membership in the ruling class freed itself from the fetters of genealogy. It is this turning point towards
a new mode of production - capitalism - which gave rise to a new desideratum: freedom, freedom from
feudal oppression®. With the capitalist mode of production, the authority of the exploiting class began
to get rid of its territorial borders - a reminder that before capitalism production meant mainly
agricultural production. The authority of a large amount of capital lost its direct link to a human
individual, it became impersonal. Of course, there were close links from the dominant accumulated
accounts of capital to the human individuals who appeared as its shareholders, but the imperative to
maximise growth was an innate property of the former. Capital accumulation as an impersonal authority
was inscribed in the new mode of production from its very beginning onwards.

Nevertheless, after World War 1, which ended the political leadership of the feudal class, there still
existed different large countries each being the home base for several large capital groups.
Accumulation had mainly two options: First, the usual exploitation process - expropriate lifetime from
workers and via markets transform it into profits -, and second, the possibility of taking over competing
capital groups, a process called centralisation of capital. To keep the negative effects of competition
between capitalist firms at bay and simultaneously enhance the power of the capitalist state’s
bureaucracy, the capitalist state - characterised by Karl Marx as the executive committee of the
capitalist class - the state’s agenda increased tremendously. In the USA the authority of President

3 If the evolution of two different biological sexes in mammals, one giving birth to offspring, the other one caring
for food and security, might be considered as a forerunner with respect to the evolutionary advantages of divided
activities within the same species. In the history of the human species male leadership dominance in the group of
warriors had occurred more often than female dominance.

4 In his thorough study of the long-run development of countries Daron Acemoglu sets his focus on the different
stages of these institutional arrangements that accompany technological advance, but misses to address the
underlying processes of exploitation and class struggles, compare (Acemoglu and Johnson, 2023).

5 When Engels, interpreting Hegel, suggested that ‘Freedom is insight into the necessity’, he was aware that any
post-feudal state would have to rely on a network of social institutions too. To be free thus was for Hegel (Hegel,
1830, §147) and Engels (Engels, 1878, p. 106) to realize and to accept those social institutions that are necessary.
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Franklin D. Roosevelt, nicknamed the ‘blockbuster’, allowed him to tame the large American
corporations. In Europe, industrial circles in Germany turned to the fascist alternative of Hitler’s national
socialists to prevent the further rise of the influence of working-class social institutions. And in the
sequel Hitler used them to prepare his war. The German and Italian examples of classical fascism
show how an authoritarian nationalist regime can emerge. It needs a charismatic leader on top of a
disciplined and single-minded social movement® plus sufficiently sophisticated information technology
managed by psychologically apt marketing personnel. The fascist type of authoritarian relationship
achieved a new quality: The power of the single nationalist leader reached an unprecedented level,
and at the same time his followers in his movement underwent a deep streamlining and brainwashing,
which made most of them immune to outside influences. In other words, ordered authority reached its
maximum, while given authority fell to its most perverted level”.

The defeat of Hitler and his allies in Europe and Japan implied a turning away from too extreme
authoritarian forms of governance in the Western Hemisphere after 1945. The political style of politics
in the USA typically continued as an alternating competition between Republicans and Democrats, a
pattern mirrored in most Western European states. The Republicans in the USA corresponded to
Europe’s conservative parties and the US Democrats in several aspects resembled the more
progressive aspirations of Europe’s social-democratic parties. In the longer run balance between
alternating conservative and slightly more progressive governance, the reconstruction period after the
war turned out to be surprisingly welfare-increasing. One element of this three-decades-long process
is often overlooked: The fact that in advanced industrialised economies an increasing share of goods
and services, which households consume, are becoming public goods provided by the state. At the
end of the period, this share in Europe often exceeded 40% of consumption. This changed the way in
which authority in this re-emerging form of integrated capitalism was perceived. It now was the grown
network of all social institutions, the state, to which authority had to be given - and from which authority
was ordered. Class struggle was transferred to conflicts within the state, within the social institutions.
Around 1980 this sublimated class struggle that had led to a loss of power for firm-owning
entrepreneurs and bankers - and a corresponding rise of the power of bureaucracies with mixed-class
origins - finally erupted in a political shift towards conservative governments led by authoritarian, almost
charismatic leading authorities: Margaret Thatcher, Ronald Reagan, and Helmut Kohl. The political
concept of a strong conservative leader was in play again. The strongest influence of the force of the
new concept of strong leadership came from the USA, where Ronald Reagan could pose
simultaneously as the personality at the helm of the strongest military power in the world. The US
military had not participated in the surge of integrated capitalism anyway.

From that time onwards exposing a conservative leader to shift the power balance to the political right
- fighting bureaucracy and ‘exaggerated’ demands of employees - is a successful strategy of the core
of the ruling class (firm-owners and military).

As these leaders were chosen more and more professionally, they could be selected according to their
professional expertise: Starting with Ronald Reagan, an actor in some Hollywood B-movies, the

6 The psychological characteristic of individuals that are seducable by an authoritarian leader has been extensively
investigated by Theodor W. Adorno, see (Adorno, 1950). Parallel and related to this psychological disposition the
socioeconomic situation of very high unemployment in the two countries that had lost the war and were hit by the
Great Depression of 1927 certainly played a decisive role.

7 How in a certain cultural environment perversion could become a mass phenomenon was the topic of Wilhelm
Reich’s early work in the interwar period (Reich, 1933).
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presented leaders degenerated to well-trained marionettes performing for the actually leading
industrial and military circles of the ruling class®.

However, this change in the choice of leading characters is only the less important element in the new
quality of the authoritarian relationship that occurred in the last 40 years. As so often in human history
the decisive dynamics stem from the emergence of a truly global economic production system. The
increasing power of the state has been paralleled by a tremendous increase in the size and power of
multinational firms - most of them with a home base in the USA - allowing these two types of power
centres to construct a network of truly global value chains®. Considered in economic terms, class
struggles inside nation-states were transforming into a global class struggle between the rich North
and the poor Southl% This high degree of size and interwovenness of production activities of the
human species had a dramatic consequence for the whole population: It stumbled into an age of
unprecedented alienation. No single individual, no single firm, has the potential to grasp how the global
production system produces its goods; but at the same time - at least in the rich North - all these
products and services are mindlessly consumed. In the poor South, all that is perceived is its stagnation
of welfare relative to the still prospering rich North, and its seemingly unexplainable underdevelopment.
After 40 years these blatant contradictions now produce a new quality of authoritarianism. In both
hemispheres, north and south, the alien mystery of mankind’s global production system evokes radical
and at times somewhat erratic mass movements.

In the rich North, the ‘West’, the achieved level of living conditions during the last three decades has
been slowly going down, a fact that the average citizen could only feel, but not really explain. Neither
could any of the traditional political parties. With the four global crises since the new millennium started
(financial crisis in 2008, migration crisis in 2015, coronavirus pandemic in 2020, climate catastrophe
since 2024) people in the rich North are developing a general mood of angst, of being afraid to lose
the living standard they still enjoy. This fear is well-founded!'. The next economic downturn, starting
again with a financial crisis and bankruptcies resulting in mass unemployment, is probably just around
the corner. Without explanation and helpless in front of the existing national networks of the powerless
social institutions of national capitalism, the population has no choice but to become prey to radical
‘populists’??,

The marionettes on top of modern states - as far as central economic questions are concerned -
basically follow the directives of the military-industrial complex, the core of the ruling class, which
directs them. But they also need a visible mantra, that could be easily understood by their followers.
Like in the interwar period, the preferred choice is the praise of nationalism paired with hating

8 Their roles can be quite diverse: From the hard-boiled cowboy (Reagan), via the smart young business man
(Toni Blair, Boris Johnson), the nation’s ‘Mutti’ (Angela Merkel), the straight military executor (VIadimir Putin), the
unbending warlord (Volodymyr Zelenskyy, curiously enough a former cabaret artist), up to a former talk show host
(Donald Trump). The list is only a selection.

9 As a consequence exploitation at the factory floor has been supplemented, in the rich North even surpassed,
by exploitation by exchange rate policy.

10 Compare (Hanappi, 2019b).
11 Compare (Hanappi, 2020).

12 ‘Populism’ is a completely misconceived concept, constructed to damage scientific discourse. It
serves to denounce the populace as being stupid, being open for wrong interpretations of reality put
forward by a ‘populist’ seducer - and thus circumvents to explain how and why the seducers
explanations are wrong, what a better explanation should consider.
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foreigners. For the authority of the marionette, this opens up a certain ambivalence: His or her!3
mantra might fit well with the angst of large parts of the domestic population, but it encounters
resistance from parts of the industrial base steering governance from the background. Most production
processes are already global affairs and therefore work across nations, with free movement of
necessary workforce between countries and continents. This leads to the conclusion that on the way
to an absolute, global, authoritarian capitalism the marionettes will be exchanged by their military-
industrial complexes more often than they like. This will in turn lead to growing frustration with national
leaders in the electorate, political actionism outside the usual party system will increase in the rich
North too.

In the Soviet Union nationalism was part of the self-image since the time when Stalin took over from
Lenin'4 in 1924. Stalin had enforced it theoretically with his text on ‘Nationalism in One Country’ -
openly contradicting Marx's insistence on the necessity of an international revolution. In the war against
Hitler, this nationalist characteristic of Stalinism became even more deeply ingrained in the minds of
the Russian population. The type of hierarchical organisation of the communist party and its
accordingly hierarchical social state institutions produced a mirror image of a hierarchy of strict belief
in authorities at higher levels. Till the breakdown of the Soviet Union in 1990 the authoritarian structure
in Russia - in politics, economics, and ideology - had not experienced any serious challenge. Then,
under Jelzin, Russia openly redefined its economic setup as a ‘market economy’?®, though still with
tight control of economic processes by the centralised state power of the unchanged military-industrial
complex. As a consequence, when Putin came into power in 2000, Russia was a capitalist political
entity without any remains of the original aspirations of Marx’s and Lenin’s communist ideas. From this
perspective, it is only straightforward policy that Putin, as central executor of the Russian military-
industrial complex (its ruling class), amplified the usual ingredients of powerful, authoritarian
marionettes of a capitalist state: excessive nationalism and a revival of the links to the traditional
ideological pendant - the (orthodox) Christian church. With the advance of NATO towards the western
border of Russia during the last two decades, Putin’s efforts to keep his political unit together became
more and more desperate - and nationalist rhetoric and ‘military operations’ surged?®.

A similar development took place in China, though with different timing and special characteristics.
While Red China emerged much later than the Soviet Union - only in 1949 - its turn towards a ‘market
economy’ occurred earlier than in Russia. In 1976 Deng Xiaoping became the new leader and his new
slogan was ‘It doesn't matter if a cat is black or yellow, as long as it catches mice’. The ‘cat’ evidently
is what | call the ‘capitalist algorithm’ and what it catches, the ‘mice’, is profit. With Deng Xiaoping, the
accumulation of capital started to be the prime goal of the Chinese economy, the naming of this policy
was only an arbitrary convention. After 50 years this combination of capitalist economics and highly
centralised and rigid political governance proved to be an exceptional economic success story. In
retrospect, it is at first sight visible that China has chosen a less rigid path towards the Western type

13 Female ‘populist’ leaders in Europe are no exceptions anymore: Marine LePen, Giorga Meloni, Alice
Weidel. The first conservative role model had been Margaret Thatcher.

14 During the Zar regime, before the Russian revolution, a strictly authoritarian organisation of Lenin’s
party organisation was pivotal for its survival. After the revolution things had changed, but the
authoritarian setup never was adjusted. Instead, Stalin strengthened it.

15 The label ‘market economy’ is misleading, since it extends the force of different demand mechanics
to the existence of a general independent, metaphysical social subject, which is able override all social
institutions.

16 See (Hanappi, 2022b) for a more detailed description of recent developments.
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of capitalism. Instead of Stalin’s brutally enforced industrialisation, Mao Zedong followed a policy of
‘walking on two feet’, which meant allowing agriculture a comparably important role as the industry.
With the new policy since 1976, in particular, since the globalisation push of the West, part of the
central economic authority of the Chinese government was given away to large foreign corporations in
the rich North. They could use the cheaper Chinese workforce within China to transform intermediate
products imported from other third-world countries to finish them and finally sell them worldwide. How
successful this procedure worked became visible in the first decades of the new millennium. The
economically useful split of authority even could be found in the decision of China to finance the U.S.
government debt. It is the paramount importance of economic usefulness - as opposed to the military
and political goals in Russia - which makes the sharing of authority for China - and with China - easier.
Nevertheless, it has to be kept in mind that the limits of this additional economic flexibility are still set
by the apparatus of the Chinese Communist Party.

China’s state-directed capitalism is different to the Russian model and despite the closer links to the
USA, itis also very different from Donald Trump’s new vision of the US model. As the Chinese example
shows domestic class struggle and the stability of authoritarian relationships can be maintained as
long as the living standards of a sufficiently large majority of the population are increasing. In Russia,
it can be seen that even with worsening living standards a proportional increase in surveillance, police
power, and media manipulation can keep a state-capitalist regime in power. In this case, due to the
additional force used, authoritarian relationships will even become more rigid. Finally, the situation in
the USA under Trump now is highly explosive. He seems to be closer to the Russian style, reckless
implementation of commands that are not allowed to be called into question. On the other hand, the
marionette Trump still depends on the core of his ruling class, the leaders of the US military-industrial
complex. For them, it is a bad strategy - though eventually a good tactic - to disturb and break up global
relationships. But in the longer run the US military-industrial complex wants the central role in the
emerging absolute, global, authoritarian capitalism. And to achieve that Trump’s MEGA policy is too
short-sighted, it only aims to be the Primus inter Parias of still existing three global powers. To be the
unchallenged leader in a global ruling class of exploiters it is necessary to remain open enough to
enslave the rest of competitors. Therefore, it remains to be seen how long Donald Trump can survive
this widening gap between his short-run activism and his role as a representative of the military-
industrial complex.

Today authoritarianism is an outstanding property of all three superpowers - USA, China, and Russia
- in the world. If the ruling exploiting classes of these powers unite, then it can be assumed that
authoritarianism is here to stay. Of course, global authoritarian governance will have to introduce
additional levels of hierarchy, accompanied by institutionalised procedures for decision-making, and
the like. Nevertheless, going global will not change the prevalence of authority ordered compared to
authority given. One important reason for the continuation of suppressed democratic decision-making
stems from the environmental limits that the global production system currently is reaching. The often
praised ‘consumer sovereignty’ - which in reality was mainly a firm owner's sovereignty - will have to
be restricted to guarantee the survival of the species. This process has already started; it is one
element of the more general set of limits, which the accumulation process now has started to meet at
a breath-taking fast speed. Our world is characterized by being finite, we learn now. More than global
is not possible - Elon Musk’s fantasy of planetarian escapes is just the dreamworld of a twisted mind.

Global

Authoritarianism can take on extreme forms, the scale of its brutality is open to different forms of
empirical measurement. But it is not limited by physical constraints, it remains in the sphere of social
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relationships. The fascist regime of Nazi Germany was certainly an example of a most authoritarian
society - the few still living victims describe it often as ‘hell’, as a zenith of authoritarian despotism and
torture. But what distinguishes authoritarianism from the growth of territories ruled by the capitalist
algorithm is that the habitable area of planet Earth is physically finite. It is evident, that this territorial
finiteness will be a limit, which forces the capitalist algorithm to change?’.

The relentless drive towards territorial expansion was already present in the earliest stage of
capitalism, in merchant capitalism. The Dutch and the following British trade empires typically reached
out to other continents for profitable conquests. The worldwide division of production - often taking
products from the periphery to the centre that could not have been produced there, and vice versa -
resulted in two different effects: (1) The overall labour productivity, the average time needed to produce
a commodity, was lowered. (2) in the centre the diversity of consumption goods of the ruling class was
increased, a trade-based effect of what later was called innovation. Both effects constitute what one
could call the (beneficial) historical mission of capitalism. Less beneficial were the emerging class
struggle of the victims of a re-imported slavery mode of production in America, and the wars between
the conflicting colonial powers. Worldwide ‘merchant capitalism’ in one country was a contradiction in
terms. Fights to become the global hegemon of merchant capitalism were inevitable. In the second
half of the 18™ century, a very special type of contradiction fuelled by British merchant capital led to a
new dimension of capitalism’s evolution, which led to industrial capitalism: The enormous growth of
profit, which the two large trade triangles of the British Empire - one with India and one with America -
shuffled back to England at some point surpassed the possible growth rate of the production of
manufactured goods on the island, the commodities which were necessary to keep the trade triangle
rolling. And this quickly widening disequilibrium was the major reason for the spur of technological
innovation - first in the textile industry and later in most other British industries. Technological
innovation, and new production processes, gave capitalism a new push by reducing labour productivity
on the factory floor. In the sequel these new production techniques also induced the emergence of
new products. Industrial capitalism revived the historical mission of capitalism®. However, the
downside of this historical mission of capitalism for the human species soon became dramatically
visible. In the 19t century the impoverishment of workers, of the class of the exploited, had grown into
a crying contradiction to the wealth of bourgeoise capital owners, and even more so compared to the
feudal class, which still commanded the politics of the leading European countries?®.

The drive to territorial expansion during merchant capitalism continued during industrial capitalism. An
instructive example is the race between Britain and France to occupy territories in Africa. While in the
beginning gaining territory for a feudal state mostly meant having additional agricultural area (and its
exploitable population) at its disposal, now industrial capitalism enlarged expansionary goals. It now
included access to all industrial inputs and in particular the military might of the respective feudal class.
The latter evidently is the hotbed of nationalism. The clash in World War 1 to a considerable extent

17 The capitalist algorithm has been explained in detail in (Hanappi, 2013). It evidently has forerunners in the
behaviour of empires and societies before 1500, but only with merchant capital and the emergent acceptance of
a globally valid currency of a hegemon it gained the significance it has till today. Compare (Frank, 2008).

18 The story of the historical mission of industrial capitalism is what Adam Smith in his economic classic in principle
describes as England’s success story - without mentioning the pivotal role of slavery trade and rivalries between
colonial powers. See (Smith, 1776).

19 When in 1848 the bourgeois revolution broke out, Karl Marx thought that all non-feudals under the lead of the
exploited working class would be able to get rid of the politically leading feudal class, see (Marx and Engels, 1848).
It did not happen - and against his prediction of a shortly approaching global proletarian revolution, the abolishment
of feudal political leadership had to wait till World War 1.

37


http://www.paecon.net/PAEReview/issue110/whole110.pdf
http://www.feedblitz.com/f/f.fbz?Sub=332386

real-world economics review, issue no. 110
subscribe for free

was founded on the fact that Germany and Austria were excluded from the distribution of colonies that
Britain and France already had conquered. The amount of possible colonial conquests was as limited
as the habitable area of the earth is today. With such a limit, there only remains the alternative of taking
away land from rivals by declaring war, the new ideological weapon of nationalism used by feudal
governments, made WW1 a war between nations?°, This first wave of geopolitical expansions and the
catastrophic event that emerged when these dynamics reached a limit they could not trespass is very
instructive with respect to the geopolitical expansion of the three large superpowers since the end of
WW2. In particular, the recent surge in nationalist ideology is a direct parallel to the late 19™ century.

However, what has to be kept in mind is that important additional insight into the dynamics of an
expansionary social system that meets a sudden physical constraint can be gained from a study of the
interwar period, namely from the rise and sudden fall of classical fascism. When nationalism turned
into full-fledged fascism in the thirties of the last century a whole plethora of parallels to current
developments will catch the eye. Nevertheless, one particular feature of classical fascism has to be
highlighted in the context of globalisation: When fascism came into power it closed the view of the
world visible for its domestic population, it blinded them. It was extreme in its ideological capacity to
narrow down the mindset of its followers, to manipulate them to mistake the fascist vision - racism - as
a necessary global endpoint of human evolution. It is this outstanding influence on the single minds of
its followers that justifies the adjective ‘absolute’ for classical fascism. The following part of this paper
will further elaborate on this bridge to absolute, global, authoritarian capitalism.

After WW2 the number of competing capitalist rivals in the global political economy shrunk
substantially. Only three superpowers are now remaining, the USA, China and Russia. In military
terms, the USA is the military alliance NATO, which includes the European peninsula?t. The special
links between China and Russia also have to be inspected carefully. Contrary to the first five decades
after WW2, when Russia was more powerful than China, the new millennium reversed their respective
status. China now has a more diverse economy than Russia and living standards are higher than in
Russia. Moreover, China now has privileged links to both of its competitors: energy and military-related
to Russia, finance and business-related to the USA.

If the ruling classes of the three superpowers manage to build a new global capitalist ruling class the
process of globalisation?? has reached the end of the flagpole. It can be assumed that at this point the
energies used for rivalling capitalist actions will stop, and will turn towards achieving the highest
possible and most stable exploitation process of the globally exploited working population. Such a
turning point can be assumed to lead to severe qualitative changes in the global political economy. In
the last part of this paper, the resulting contradictions will be briefly described.

Most of the qualitative cracks in the brave new world of absolute, global, authoritarian capitalism can
be better understood if the dynamic processes leading to its emergence are considered more closely.
The thirst for more territory and more power of a still somehow local state seems to carry a deeply
human stance. In a rather vague jargon, this suggestion often is summarized as a drive to grow. It

20 As Hobsbawm convincingly explains, nationalism is a phenomenon only emerging in such strength in the 19t
century, (Hobsbawm, 2021).

21 There are only very few small non-NATO members in Europe. The Supreme Allied Commander Europe
(SACEUR) of NATO-Europe always is a US General; since 2022 it is General Christopher G. Cavoli. While the
European Union certainly is a heavyweight in economic terms, it is subordinated - and will remain subordinated -
to the superpower USA as an independent player in global political economy.

22Compare the companion paper (Hanappi, 2025).
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cannot be denied that living systems do exhibit behaviour, which helps them to maintain their
functioning. Since Charles Darwin?3, it has been common knowledge that species evolve by adapting
to their environment. Note that Darwin’s theory of evolution refers to species and not to individual
members of a species, thus the classic book on evolutionary theory already insists on the primacy of
the group over the consideration of isolated individuals. For the human species, it is an empirical fact
that the size of this group for almost its entire existence in the last 2000 years was rarely growing, its
adaption processes rather had to focus on surviving. ‘Uncertain estimates indicate that during the entire
first millennium of the Common Era, the world’s population had either declined slightly, had remained
stationary, or had grown by no more than about 50%.’, writes Vaclav Smil, (Smil, 2021, p.8). The
economically dominating amount of worldwide agricultural production which accompanied the
demographic stagnation was correspondingly low: ‘Best reconstructions put average annual growth
rate of the global economic product at just 0.01% during the first millennium of the Common Era. At
that rate, the total product would take seven millennia to double, and even an order-of-magnitude
improvement during the next 500 years brought the rate to only about 0.1% with doubling still taking
seven centuries.’ (Smil, 2021, p. 10). In other words, the economic and demographic growth of human
societies is a phenomenon which only started around 1500, at the time when the first stage of
capitalism - merchant capitalism - emerged. As far as the growth imperative of the human species is
concerned, it is thus clear that it is the growth of capital, the accumulation of capital, which is meant.
Classical British political economy, from Adam Smith to Karl Marx, held that capital is dead labour?*.
The factories, built as well as the abstract production technologies used there, as well as
institutionalised class relations, which allow the factory owners to employ workers at low enough wages
- all these elements of capital have emerged because time - labour time - has been spent to produce
them. The dynamics, which bring the accumulation to life - all variants of the capitalist algorithm - are
the conditio sine qua non of capitalism. Rising labour productivity, the condition that output grows faster
than labour time input, is the traditional central mechanism with which the production apparatus of the
firms of competitive capitalism has been fulfilling its historical mission. Via the capitalist algorithm, the
growth of dead labour becomes the dominant force that governs the capitalist mode of production. If
competition between different capitalist military-industrial complexes ends because there is only one
globally ruling class, then the historical mission is over. Thus, as growth started with capitalism it is
straightforward to ask if it will end - or at least be qualitatively transformed - with the end of the capitalist
mode of production. This topic will be returning in the last part of this paper.

Growth itself is an abstract concept. It is the name for the change of a variable over time. A variable -
the modern use of this methodological tool goes back to Descartes?® - is a unification of two opposing
elements: a continuing constant name points at an everchanging (often quantitative) momentaneous
state of affairs. In capitalism, it is the growth of capital, which is the motor behind its transformative
social mission. The historically evolving measurement of capital?® - typically made discernible as the
currently observable amount of money (in the jargon of finance the ‘present value’) - allows to compare
measurement results at two succeeding points of time, which then indicates profits made during that
period. If measurement in quantitative terms, e.g. in US $, succeeds, the highly abstract growth rate
of capital then is just the quotient between profits divided by the amount of capital at the earlier point

23 Compare (Darwin, 1859).

24 ‘Economy of time, to this all economy ultimately reduces itself.” (Marx, 1857, notebook 1, The Chapter on
Money).

25 Compare (Descartes, 1637).

26 As the description of the elements of capital (briefly mentioned above) shows, the measurement of capital is an
extremely difficult task. Think only about the problem to include the tide of class struggles in a monetary oriented
evaluation of expected capital accumulation. Financial engineers do have a hard time.
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of measurement. This clearly is not one of the natural constants of physics. It is a metaphysical
construct that can be used to describe the advance of this special mode of production, of capitalism,
during its historical mission.

As a consequence, reaching total globalisation with no remaining capitalist competition between
different military-industrial complexes - and some smaller economic units within their network - will
result in a stagnation of capital accumulation. Growth in the traditional meaning will become zero. This
truth will take some time to work out, but a qualitative change in what can be used as essential
variables, necessary to characterise the next mode of production, can be expected.

Nevertheless, the use of growth rates to describe dynamics will not vanish. As long as the notion of
time is relevant, it only is the question: Growth rates of which variables are to be described? The
physical limits of the planet on which the human species lives are finite and in several dimensions they
will be reached soon. This is the Sword of Damocles hanging as an environmental catastrophe over
mankind's near future.

Though our natural environment teaches us its limitations with ascending stress, there also exists
uncharted land concerning the internal model-building processes in the brains of human individuals.
At the surface, this issue can simply be the belief that new inventions, and new technical skills, will
always be able to master the problems posed by mankind’s environment. At a deeper level, the
intricacies of the minds of large groups of human individuals and their behaviour - integrated into a
technical communication network as an organised social movement - are the most recent phenomenon
that the capitalist mode of production has produced. It is this turn of capitalism since the pivotal
revolution of mass hysteria, which classical fascism with the help of broadcasting was the first to be
able to produce, which reappeared after WW2 in different forms of massive public information sphere
pollution, and which nowadays is taking hold as the seemingly technological fashion of Al applications;
it is this turn, which transforms capitalism into what | call absolute capitalism.

Absolute

For most of their existence, human groups lived in a comprehensible environment. During the lifetime
of a human individual, it had to follow a set of more or less predefined actions, it had to learn to use
the tools it needed and regularly communicate with no more than a few dozen other individuals. In the
20t century, in the rich North, these circumstances changed dramatically. The Great Depression,
which started in 1929, caused extremely high unemployment rates in the USA as well as in Europe.
The desperation of the unemployed in those European countries, which had lost WW1, in particular in
Germany and Austria, was additionally amplified by the continuing burden of reparation payments that
left no room for a perspective of a prospering future. This situation opened up the possibility for the
emergence of fascism as the most extreme form of nationalism?’. How important the receptivity of the
mass of unemployed workers for the rise of fascism was, can be immediately seen if the success of
the Nazi party at elections in 1928 (2,6% in Germany) and 1933 (37,4% in Germany) is compared?2,

Macroeconomic determinants - like a global financial crisis that leads to mass unemployment -
therefore lead to predispositions in the ways in which individual members of this mass are able to

27 The forerunner of Mussolini’s Italian fascism followed a somewhat different path. Compare (Moiseev, 2024) to
discover the much more subtle roots of Italian fascism.

28 For more details see (Hanappi, 2022a, pp.76 - 87).
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interpret their own situation. With the modern mass information technology, which started with Hitler's
broadcasting of his speeches in the 30-ties, an interwoven communication spiral became possible:
The limited scope of direct personal communication usually always leads to small personal bubbles of
information exchange. They provide the feeling of a cosy home of familiarity, of homeland. Even more
intimate, from the radio in the living room, the ‘Volksempfanger continuously spreads Hitler's
interpretations of what is relevant to understanding the global political economy. The personal bubbles
then act as amplifiers for the technologically distributed worldview. If there are enough of such bubbles
(remember the 37,4 % of votes in 1933) a fascist leader might be able?® to use a democratic voting
procedure to get rid of democratic voting procedures. If this works, he can gain full control - monopoly
- over technological, one-way mass communication. With an appropriate design political
entrepreneurship of a fascist leader can use the feedback from the individual micro-units - his voters -
to arrive at his or her desired goal: fascist dictatorship. The increasing oligopolisation of mass media
is propelling the described spiral. Nevertheless, there is an important hurdle on the way to this goal,
which has to be mastered. Political economy does not consist of battles in the communication sphere
only. There still is an ongoing class struggle in the European countries of the interwar period. While it
is useful for a fascist movement to remain ambivalent during the first upswing of its development, there
comes the moment when it has to take sides, when it has to find a large enough fraction of big industry
for its support in economic terms. As soon as that happens, the new fascist military-industrial complex3°
turns fiercely against all working-class organisations. In the second half of the 30-ties Germany and
Austria can be considered as classical examples of absolute fascism. There had been technological
possibilities coinciding with a large enough group of disoriented and despaired people, a handful of
political entrepreneurs with a strategy, and the majority of powerful collaborators in the ruling class of
the nation. That was all it needed in 1934.

The special character of classical fascism stemmed from the fact that it appeared while there was still
a vivid collective memory3! of WW1, a memory of the general mood of aggressive nationalism adding
to the rivalry between the different ruling classes of European countries the aggression of their
populations of ordinary citizens. This was how nationalism could so easily develop into fascism?32.

In the current development towards absolute capitalism, many of the just-described features of the
interwar development of classical fascism can be recognised. But as the already globalised production
system foreshadows nationalist rivalries will be suppressed as a global ruling class is forming. This is
bad news for the contemporary clique of leaders counting on steering up nationalist feelings in their
countries. Today’s leading nationalist, Donald Trump, has already started to feel the heat from part of
the military-industrial complex that brought him into power. Capital needs its global reach.

2% The more political parties compete in such an election, the easier it is for a fascist leader to achieve his or her
critical ratio. The fragmentation of parties in turn will depend on the confusion, the above mentioned level of
alienation, in the population.

30 The case of Germany in the 30-ties again is very instructive. From the industrial side the steel industry
envisaging an upswing of weapons production could join frustrated old military leaders, which never had accepted
the loss of WW1. A year after Hitler had arranged his secret meeting with industrialists in 1933, he started to
dissolve his more worker-oriented organisation SA.

31 For the term ‘collective memory’ compare (Halbwachs, 1950).

32 During Garibaldi’s time, in the middle of the 19th century, nationalism still could play a partially progressive role
in social development; it allowed for the emergence of political units that provided some common infrastructure in
health, language and education, which were signalling the need for public goods.

41


http://www.paecon.net/PAEReview/issue110/whole110.pdf
http://www.feedblitz.com/f/f.fbz?Sub=332386

real-world economics review, issue no. 110
subscribe for free

Nevertheless, two other elements that justify the adjective ‘absolute’ for the interwar period in Germany
and Austria today are as important as they were then: (1) The massive jump in communication and
information technology, which throws human societies on a completely different track of future
evolution. (2) The deep influence of the ‘state apparatuses’,®® which - with the help of the new
technologies - imprinted the capitalist algorithm in the minds of almost every citizen in every country.
Of course, this now is not the pride of being a member of the Arian race, it now is a completely mistaken
belief in individualism: Each member of the human species is solely responsible for her or his individual
fate; there is no exploited class and as a consequence, there is no exploiting ruling class. While the
content of this deep brainwashing is different to the one in classical fascism, the strength of its impact
is as strong as the historical example.

The absolute capitalism towards which authoritarianism and globalisation are driving us, thus will rest
on two pillars: An overarching global communication and information technology and an accordingly
amended, reframed global class structure.

The first element is easier to understand. It can be derived from Marx’s notion of productive forces,
which outgrow the production relations. The fundamental impacts of communication devices like
smartphones are already stupifying social science researchers. Nevertheless, it still remains unclear
in which direction a knowledge base of a major part of human knowledge - an extended Wikipedia -
that is instantly available to each human individual on earth might lead us. How can such a knowledge
base be used - think of the necessity of appropriate education of users - and misused - think of the
manipulative force of the owners of such a knowledge base, e.g. in the context of the current Al hype?
The contemporary conflicts between already authoritarian, but still nationalist regimes are experiences
of the fragile fundamentals on which mass manipulation of ‘national socialism™* these days rests.
Manipulation nowadays has tremendous technological - and psychological - tools at hand. But as the
short seven years of WW2 show, mass manipulation is not almighty. This leads to the second pillar.

In the new millennium human individuals definitely are more exposed to the global character of the
production system that provides them with the needs of their daily reproduction. At the same time, they
necessarily know less and less how this production system really works. They feel caught in an invisible
net, but they consume - if they can. Many starve, many consume enough to survive and reproduce, a
very few accumulate unimaginable monetary wealth. Exploitation has reached its zenith. Individuals
deal with this split experience of blindness and dependence vis-a-vis globalisation with a partial return
to familiar nearby locations, and the local culture. But even in their local habits, in their behaviour as
citizens in a small village, the capitalist algorithm has now successfully left its malicious seed. Many
individuals act like very small capitalist firms. They seem to maximize an invisible profit - and regularly
and necessarily fail. Global exploitation proceeds. In the rich North, this prolonged frustration is one of
the sources with which neo-fascist movements organise their followers. Despite this danger of
eruptions of neo-fascist rivalries - even of a third World War - the split into a two-fold existence of
human individuals is a phenomenon that is here to stay. What hopefully can vanish is only the
Procrustes bed of the individualised capitalist algorithm. There are good reasons to expect that this
might be possible. The last part of this paper sketches them.

Contradictions

33 For the notion of state apparatuses compare (Althusser, 1970).

34 1t is frightening how well this classic name of Hitler's political party fits to the politics of contemporary leaders
like Trump, Putin, Orban, Erdogan and many others.
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In a companion paper of this text, a difficult and dangerous time for the next five to ten years of the
global political economy has been predicted (Hanappi, 2025). As is usual it had been necessary to
look approximately as far in the past as far as one wants to look into the future to produce an educated
guess. Therefore only the most recent decades have been the empirical basis of the companion paper.
This paper now goes beyond this time horizon and asks the question: What kind of global political
economy will prevail after the coming ten years? The title already gives the answer: absolute, global,
authoritarian capitalism. But there also is a more hopeful subtitle: Approaching the last stop of the
Capitalist Algorithm. This corresponds to the citation of Karl Marx, which immediately follows it.
Capitalism has not reached its final configuration today, it only is on its way to it*®. And as the following
109 years showed capitalism has been more adaptive than the first generations of socialist intellectuals
thought. To get an idea of how the long-awaited evolutionary jump, the revolution out of capitalism,
could look like, it is necessary to inspect the long-run history of a few of capitalism’s contemporary
characteristics: authoritarianism, globalisation, and absolute ideological dominance. Of course, a
single research paper cannot cover such a broad research topic. It only can lay out a crude plan for it.

The three mentioned features of contemporary capitalism are not only the dangerous cliffs that the
ruling class will have to master in the mid-run, but they are also the result of capitalism’s internal logic.
Implicit contradictions have always been the source of social or technical innovation. Nevertheless,
today’s impasses are deeper and more fundamental than any time before. Let me recapitulate.

Authoritarianism today appears as a nationalist affair. As such it is dangerous and diverts surplus
towards expenditure for wars and away from welfare enhancements. To overcome authoritarianism at
a coming global level of the ruling of the exploiting class it will need a radical jump towards democratic
mechanisms. These mechanisms have to work upwards from the lowest cultural units to the central
global governance institution - and then downwards again. This means that a theoretical jump in
democracy design is urgently needed, not to speak of its implementation. In some cases the way
downward to the small units is to be prioritised, e,g, to prevent the worst concerning environmental
catastrophes the top level will be in a better position to organise scientific expertise for behavioural
recommendations. In any case, a capitalist military-industrial complex making its decisions based on
the capitalist algorithm will not be able to handle environmental catastrophes. This will be a point where
capitalism collapses.

The physical limits of globalisation change the nature of the growth aspirations of the human species.
Growing capital, the rising dominance of dead labour over living workers, will have to stop. The
metamorphosis of growth, its shift to a variable vaguely called the welfare of society, will be closely
linked to democratic mechanisms. These democratic mechanisms will turn out to be the enhancement
of what the apologetics of capitalism mistakenly have insinuated as the omnipotence of ‘the market'.
Instead of the mystical subject ‘market’ the conscious and democratic decision-making of groups of
living people will ensure the growth of their welfare. In this way, it becomes visible how a limit that
makes the further advance of a crying contradiction impossible, can provoke the birth of a new, more
adequate, essential goal variable.

The most difficult transformation that has to take place in a future mode of production concerns with
relation to the adjective ‘absolute’. Absolute capitalism, as capitalist algorithm being ingrained as an

35 This evidently is a speculation, an educated guess based on a feeling of hope. Lenin must have had a similar
feeling in 1916 when he wrote ‘Imperialism, the Highest Stage of Capitalism’, (Lenin, 1916). He was wrong. What
followed was fascism, Stalinism and a period of integrated capitalism (Hanappi, 2019a).
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interpretation scheme in the mindsets of so many people, will not disappear overnight36. The hope
rests on the future young generations, on the experiences they make in mastering survival in a
physically finite world and still being able to increase welfare. Contradictions can create novelty. The
hope also rests on those older ‘organic intellectuals’®”, who due to their age have learned how to resist
capitalism - and capitalist propaganda - in all its variants. The last decades of the ascending tide of
absolute, global, authoritarian capitalism have taught them a hard lesson. They had to endure isolation
in small cultural circles, had to train their scientific abilities and to overcome their recurring doubts
concerning their own integrity, and their self-esteem. Their experiences and their knowledge are
indispensable.

In the end, future human individuals will have to walk on two feet - to paraphrase an old slogan of the
philosopher Maozedong: With one foot they will be members of the small cultural community in their
immediate neighbourhood. They will speak the language with which they were brought up and will
appreciate how love and direct friendship satisfy their emotional background. It is this very finite world
where they are born and where - after approximately one hundred years - they die. With the other foot,
they will step out into the much richer and older world of the human species. They will be connected
to this world by electronic media. In this world, they will speak a language that is understood by
everybody else, it is the language that also is spoken by the global community of scientists, which
produces a steadily growing amount of knowledge. If an individual wants to dive into one of these
scientific ponds, it will be able to do so - if it has time and lust. Because a lifetime is always finite, so
still choose your occupations wisely. A considerable part of a lifetime will still be determined by the
place that the individual is assigned to in the global system of production. Partly it will have a restricted
choice in that respect. But more detail is not in place here. The upshot of Maozedong’s thought is that
it is necessary to walk on both feet.

The global political economy as well as the human individual, which lives in it, repeatedly gets out of
balance and needs corrections from one of the two feet. The important point is that it moves forward
in this process, that there is progress via changing disequilibrium38. Of course, the global political
economy as well as any human individual can - and at some future day certainly will - fall. But for now,
a brighter future for mankind beyond the capitalist mode of production still is possible.
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La discusién doctrinaria dista de haber terminado...
(Prebish, 1949)

Abstract

The discussion on development and underdevelopment began formally at the end of the
Second World War. At that time, many countries purposely made efforts to develop their
economies. Economic theory acknowledged that Walrasian equilibrium was not always
feasible, and, for underdeveloped economies, it was not desirable: structural change
was crucial to improve welfare. By the 1980s, many of those developing countries fell
into crisis. The discussion on development turned to considering structural maladies as
market  failures. International  financial institutions stopped financing
development policies. Many countries in Asia disregarded the latter and continued
growing and developing. This paper discusses some of these issues and points to the
need for underdeveloped countries to offer solutions to their structural problems. Their
populations express a lack of hope by emigrating en masse.

Keywords: Underdevelopment, Development, Economic theory, Development theory

England industrialised during the XVIII Century as mechanised factories dominated production in the
dynamic industries; meanwhile, its financial institutions, colonial empire, army, and navy flourished.
Some larger European nations made conscientious efforts to industrialise and develop during the
1800s (Lin & Rosenblatt, 2012; Kemp, 1979; Di Vittorio, 2003). In the early decades of the XX Century,
different economies could be labelled as either developed or underdeveloped, wealthier or poorer.
There were industrial economies —mainly in Europe- and a few primary producing areas where the
population enjoyed higher incomes, such as Australia or New Zealand.

In contrast, the population in many other countries was poor; however, some of those economies
maintained economic relationships with the international economy that hampered their development
processes, besides facing structural issues that made starting development a more difficult task.
CEPAL (1949) defined the latter as “peripheral”; elsewhere, they were called “underdeveloped”. The
latter condition is not a necessary phase preceding general prosperity, and the problem extends
beyond lower incomes; it has been demonstrated that these countries needed to change the entire
structure of their economic systems to effectively raise welfare for all and ensure sustainable growth.
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During the 20th century, many poorer countries adopted economic strategies for development. Europe
experienced a rise in living standards; more recently, several Asian nations, such as China, Taiwan,
and South Korea, have successfully overcome underdevelopment through focused economic policies,
while most other Asian countries have made significant strides towards the same goal (e.g. Ahmed &
Anoruo, 2000; Cardinale, 2019; Gede, 2021; Maku, 2017; Nayar, 2019; Zhao, J., & Tang, J., 2015).

The American continent witnessed the effective development of several countries until 1982 when the
so-called “debt crisis' burst. To address a financial issue, the International Financial Institutions (IFI)
advocated for a set of reforms that would abruptly cease the industrialisation and development
processes, undermining the productive capacities and depleting the resources accumulated over
decades. Those included the privatisation of State-owned firms, the termination of any support for the
productive apparatus, especially those focused on specific sectors, the prioritisation of monetary
policies over fiscal measures, and the emphasis on inflationary targets rather than economic growth.
The State should refrain from intervening in the economic sphere, which ought to function automatically
(Easterly, 2001'; Lin & Rosenblatt, 2012; Mosley, Harrigan and Toye, 1991). Undoubtedly, the national
elites (or fractions of them) willingly participated partly because of short-term interests and partly
because of ideological persuasion (Palma, 2016; Romero, 2016). Since then, the continent has seen
low average growth at best. South America has returned to being a supplier of primary goods in
international trade markets, while the Central American countries (including Mexico) import semi-
finished parts to assemble and export final products?. These economies supply a low-cost and unskilled
labour force to international production chains, generating little value added under poor labour
conditions. Economic reforms initiated in the 1980s caused a once-promising continent to regress (The
World Bank, 2006).

At the same time, developmental theories fell out of favour in academia and, even more so, in the
financial power centres. According to the newer theories, based upon the Mount Pellerin Society’s
version of Neoclassical economics, there is no such thing as underdevelopment (Bauer, 1991; Buera,
Kaboski and Towsend, 2021; Easterly, 2001; Lin & Rosenblatt, 2012; Gollin and Kaboski: 2023%). At
most, according to the new understanding, the problem is that whenever the State practises active
policies, the markets are not allowed to function properly and achieve efficient equilibriums due to the
agents’ imperfect information sets, overregulation and State intervention, etc., that unavoidably lead
to sub-optimal results (Bauer, 1976); furthermore, resources are misallocated due to market frictions
that also result in suboptimal outcomes (Martinez & Wantchekon, 2023; Restuccia & Rogerson, 2017).
In such a view, the solution recommended (imposed on conditionalities?) by the IFI to the so-called
debtor countries reversed development and growth. Sustained growth never returned (Easterly, 2001),
yet those so-called reforms reinforced underdevelopment.

The remainder of the paper is organised to address some of these issues: Section 1 reconsiders
whether it is worth revisiting the concept of underdevelopment. There is no attempt to define this

1 Easterly (2001: 136) states that the World Bank began “... lending (to developing countries) conditional on the
implementing of the new consensus of economic policies...” in 1980.

2 According to the North American trade data, imports and exports from Mexico and Central American countries
include electronic and machinery parts and machinery, vehicles, medicaments, data processing machines
(TRADEIMEX: https://www.tradeimex.in/north-america-trade-data, Jan, 17, 2025).

3 Browsing the 2023 and 2024 indices of the Journal of Economic Development, the Journal of Economic Growth,
and the Journal of Economic Policy Reform, one finds mainly papers discussing consumers’ choice problems and
how to modify their initial endowments so that agents reach better welfare results. Most of those discussions focus
on geographically pinpointed issues.
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elusive concept, but this section presents some ideas to enhance understanding of the issue. The
second examines industrialisation as a means to reach development; the third discusses the necessary
conditions to industrialise or how industrialisation started. The fourth section assesses the
development process as a state of disequilibrium, hence undesirable for some. On the contrary, this
paper understands that such a phase is necessary to improve the conditions of individuals in
underdeveloped societies. Finally, the fifth section offers a few conclusions.

1. Is it worth talking about underdevelopment?

In Mount Pellerin’s version, Walrasian equilibrium implies Pareto optimal results, with every individual
achieving her goals alongside the central planner (von Mises, 1959/2002). The economy is a set of
optimising individuals who handle an initial stock of assets with unexplained origins, allowing them to
play the game of exchanging goods. Even if the vectors of relative prices and quantities that constitute
the general equilibrium are common, the economy does not constitute a social system.+ (von Hayek,
1944). Interestingly, within this framework, it is not worth enquiring about the causes of the wealth of
nations, a foundational concern of economics as a sciences (Smith, 1776/1990).

This version of the Neoclassical theory acknowledges that important fractions of the population in some
countries may face poverty. Large amounts of resources are devoted to studying who the poor are. By
approaching those studies, one can learn that those might also be members of families or groups of
families who choose the wrong consumption set; for example, they choose to live in areas where
incomes are low, speak a minority language and possess skills that keep them from more remunerative
occupations. Otherwise, the initial endowments of some have low exchange values, which trap those
individuals in poverty. The prevailing economic conditions in the country where the poor people reside
do not contribute to the explanation, as such a condition is always an individual issue. It is not a result
of an economic system where there is a lack of employment opportunities or that the available
occupations yield low productivity and, hence, low income. The solution is to teach the population to
choose better, even if no one would take that task in a Walrasian environment, unless the researcher
introduces an infinitely generous being into the model, contravening the general assumptions about
universal egoistic individual behaviour (Baikadi, et al., 2024; Haughton & Khander, 2009; The World
Bank, 2024).

On the contrary, Myrdal (1974: 729) proposes that development is “... the movement upward of the
entire social system...”. He writes that providing a satisfactory definition of “development” is difficult.
Likewise, defining “underdevelopment” is not easy, but it would be a situation that impedes society
from providing satisfactory consumption, education, health and general welfare for everyone. The
distribution of power, institutional life, and every other factor affecting the well-being and equality of
opportunities for the population in a country are part of the problem. Moreover, an underdeveloped
society cannot easily move towards a better welfare point due to the social and international
relationships between the various agents within it and those in the rest of the world. According to
CEPAL (1949), the latter is closely related to unequal access to technology and the resulting unequal
factor productivity (Restuccia & Rogerson, 2017). Developed and underdeveloped countries coexist
and evolve together; the underdeveloped find structural phenomena that hinder their ability to improve

+ Thatcher M., the former British Prime Minister, declared, “There’s no such thing as society ...” in an interview:
https://www.margaretthatcher.org/document/106689 (23/11/2024).

5 Macroeconomics are the issues that concern to the many (agents), not to the aggregated one-sector economy
(Bruera, Kaboski and Towsend, 2021).
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livelihoods for everyone. In countries that have overcome underdevelopment, such a burden has been
overturned, with the State playing a central role because this task demands huge amounts of resources
as well as the power to call vast social forces that private agents cannot command. More importantly,
economic history shows that developing a country requires everyone to participate (Chang, 2002;
Chang, 2006; Easterly, 2002; Evans & Heller, 2019).

The only way an economy can achieve development is by raising its income, which results from
enhancing the productivity of its factors, which —in turn- stems primarily from creating more profitable
industries (Erumban & de Vries, 2021; Lewis, 1954). While reallocating resources, the country will gain
essential comparative advantages through the skills acquired from new activities, thereby learning
through experience, as Kaldor suggested (1966, 1970). Alternatively, the population should emigrate
to lands where better-paid employment opportunities are available (Rosenstein Rodan, 1943). These
tasks require significant resources and coordination, which the markets cannot guarantee. Every
successful developed country has had an active State implementing policies aimed at those specific
goals.

From this perspective, by the mid-XX Century, many countries had already started their
industrialisation processes and had experienced whether balanced or unbalanced growth was
desirable or where and how they could get the initial resources. By the early XXI Century, many will
need to re-industrialise because they have destroyed or damaged their productive capabilities,
pursuing “structural reforms” to achieve Walras equilibria as mentioned elsewhere in this paper.

2.Is it necessary for underdeveloped countries to industrialise?

Yes, it is necessary. There is no other way to ensure that populations in peripheral countries have
equal access to the benefits of technical progress as those in central nations; in short, to overcome
underdevelopment (Erumban & de Vries, 2021; Lewis, 1954; Kaldor, 1966; Rosenstein Rodan, 1943).
Recent literature has once again raised the idea that industrialisation is not the sole path to general
prosperity, as some service activities also demonstrate high productivity. (Buera, Kaboski & Zhao,
2019; Gollin & Kaboski, 2023; Herrendorf, Rogerson & Valentinyi, 2024). In this regard, the first
question is what we mean by “industrial” or “manufacturing”; often, these two terms refer to the
production of tangible goods, but sometimes one wonders whether some intangibles are actually
“services” — for example, an intangible computer program is probably not a service. Ultimately, a
consumer purchases goods expecting to derive services from using them (e.g., an apparel item);
otherwise, the merchandise would be rendered useless. In any case, when developmental literature
refers to industrialisation and address underdevelopment, authors refer to the establishment of high-
productivity, high-income productive activities that operate under increasing returns to scale and
transmit growth impulses to the rest of the productive apparatus, regardless of their nature (Bopatrt,
2014; Hirschman, 1968; Ocampo, 2022; Prebisch, 1949; Restuccia & Rogerson, 2017; Tavares, 1964).
In older literature, growth in the services sector often derives from the consumption or production of
manufacturing products; Kaldor (1966) exemplifies this concept with the better-paid manufacturing
worker, who increases her demand for milk, thereby enabling the milkman to provide more goods with
the same resources, which enhances productivity in the service of milk delivery, a passive activity in
this process. Further, it would be necessary to discuss whether high-productivity services can grow
autonomously and effectively lead a development process, particularly in the case of countries with
larger populations. Smaller countries such as Singapore can prosper by offering services to their
industrial neighbours, but South Korea has developed a manufacturing sector that provides good-
quality labour conditions.
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In underdeveloped economies, it is often necessary to create jobs for large groups of informally
occupied individuals (neither employees nor entrepreneurs) who earn their income through offering
low-productivity services. Rosenstein Rodan (1943) showed this is more efficient than making them
emigrate in search of better jobs (Rodrik, 2021). Classical and neoclassical theories (Ricardo, 1821 /
1977) predict that it is advantageous for a country to engage with the international economy and export
goods for which has comparative advantages. Once again, prosperity seems to be a matter of “correct
choice” (see above). However, empirical evidence indicates that the benefits derived from trade vary
between industrialised nations and those that produce and export primary goods. Examples are not
scarce: Northern Europe has been an industrial region where countries are developed, and populations
enjoy high standards of living, vis-a-vis Central America, where underdevelopment prevails and
poverty is widespread, despite both regions exchanging manufactured goods for coffee for over a
century. Trade is assumed to be “fair”; some Europeans emigrated to Guatemala to produce coffee
under those conditions, while Guatemalans continued emigrating to the US to work.

Kaldor (1966) explained that the nature of the manufacturing industry is such that its output and
productivity growth stimulate growth across the entire economy through linkages and direct and indirect
demand (Bopart, 2014; Cantore, 2017; Haraguchi, Martorano and Sanfilippo, 2019; Szirmai,
Verspagen, 2015). No other sector replicates that. Agriculture and mining frequently encounter
diminishing returns since their production processes depend on natural conditions and resources.
Services depend upon the expansion of income in other sectors to grow. For instance, the
manufacturing industry can initiate its own growth process by boosting production that will attract
buyers, as demand is elastic to income (that equals output).

3. The necessary conditions to industialise

Most medium and larger countries started their industrialisation processes spontaneously. Once the
population achieved higher incomes, manufactured goods found natural markets. Producers could
then specialise and innovate, gaining expertise and improving their factor productivity. In the late (or
late-late) industrialising countries, that process also eventually happened and accelerated when the
producers of primary goods joined the international markets to export. Higher incomes enabled these
countries to initially import industrial goods, which would ultimately be replaced by domestic produce.

Tavares (1964) and Hirschman (1968) propose that increasing the domestic production of industrial
goods in late-industrialising countries leads to import substitution (Aroche, 2024; Ros & Moreno, 2010).
This is not a “stage” or the result of a deliberate development policy; rather, it is a consequence of
rising incomes that help internal markets organise around populations accustomed to consuming
initially unavailable goods. In many countries, industrialisation accelerated when such goods were
scarce in the world markets, further substituting imports. When the First World War commenced,
Europe could not export consumer goods that were “easily” produced in these newly industrialising
areas; the European economic depressions in the 1920s and 1930s created the conditions to continue
substituting imports elsewhere. Balassa (1982) and Bruton (1982) assume that this is a conscious
decision when some may turn to export industrial goods; the evidence tells that those countries mostly
continued substituting imports solely to sustain growth and did not have the time, resources or space
to plan (Tavares, 1964). Import substitution has often responded to immediate needs.

In industrialised countries, the national State has consistently provided active support for development.
England (or Britain more recently), the epitome of a free-market industrialised country and the first to
achieve such status, enjoyed the support of the Crown for the original capital accumulation until the
construction of the Colonial Empire and beyond. After 1980, the State withdrew its support,
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accelerating the decline of the industry and altering the nature of the economy. The same applies to
countries that industrialised later in the XIX Century and even more so to those that industrialised much
later. The State needs to play a central role in every case. It is a matter of national security as well as
a matter of providing welfare to the population. Both are basic duties of National States. Chalmers
(1982) and Evans & Heller (2019) suggest that Japan, as well as Korea, Taiwan and Singapore (the
Asian Tigers), moved fast from underdeveloped to developed, aided by the so-called “developmental
State” where the role of a “Weberian bureaucracy” capable, internally coherent that provided the sense
of commitment to a collective project of national development. That was also the case in the American
continent during the acceleration of industrial development in the 1940s and 1950s, when there was a
social agreement on the need to industrialise in order to develop the various countries (Mosk, 1954).

Once a country has surpassed the initial stages of capital accumulation, an entrepreneurial class
should emerge and sustain itself to manage the industrial economy. Capitalism requires capitalists;
the State cannot substitute them. Technicians may arise from the educational system, and
technologies will develop to address practical problems in a prosperous economy. Expanding output
will encounter technical issues and generate solutions simultaneously. Economic policies are also
susceptible to errors. The worst of all, though, is to do nothing, as extreme liberal views suggest (Chang
& Zach, 2019).

Static comparative advantage is anecdotal, as demonstrated by the various industrialised countries
when they innovated and, often, created entirely new industries, encompassing new products,
knowledge, skills, technology and machinery, for example. Once the labour force acquires new skills,
opportunities arise to develop the “proper” industries relative to the newly established comparative
advantages, allowing the entire productive sector to find its own profile and optimise the available
resources. The Germans excelled in the chemical industries because they had been producing
chemical products for centuries. In other words, skills and knowledge are also the subject of
accumulation.

4. Development: a disequilibrium state

Walras (1890), Schumpeter (1911), Cassel (1918), von Neumann (1937), and Sraffa (1960), among
others, study multisectoral systems that achieve general equilibrium when all the sectors expand at a
uniform maximal rate that equals the general rate of surplus generation or the maximal rate of profit
that must be uniform through the set of industries. In those circumstances, all the relations between
the variables in the system remain fixed. The system just expands while the agents keep reproducing
the same behaviour at expanding values. In Pareto environments, individual welfare increases.
Regrettably, as previously stated, such stability may be undesirable in an underdeveloped economy.
Scaling up the underdeveloped system leads to scaled-up inefficiency. Resources must be redirected
towards more profitable industries or sectors, and the relationships between variables must change.
In the process, the system will face disequilibrium. When sectors expand at differing rates, there is an
opportunity for bottlenecks, shortages, and a plethora of unwanted commodities; however, there is
also a chance to accelerate development when slower activities catch up with those growing more
quickly (Hirschman, 1958). Disequilibrium is the way towards development.

In contrast, the IFls expect balanced growth to equal equilibrium and optimal welfare for each
consumer. Assuming the Walras—Pareto model in the Mount Pellerin version, any exogenous
perturbation will produce sub-optimal results (see above). However, von Hayek (1945) accepts that in
some economies, the initial conditions may not yield results that are acceptable to the central planner,
as would be the case when over half of the population faces extreme poverty. Re-assigning the initial
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resources needs external intervention in the form of programmes that relieve poverty. According to the
Second Theorem of Welfare (Debreu, 1960), some external entity reallocates prices and endowments
to produce more desirable outcomes while maintaining equilibria. However, from such a perspective,
the development of Asian countries in the last few decades is beyond understanding.

Conclusions

Underdevelopment is a collection of interrelated ailments that afflict numerous countries worldwide.
This syndrome leads economies to undesirable outcomes, such as sluggish growth, inequality, and
widespread poverty. Underdeveloped economies will not “move upwards” in the Myrdal sense unless
society and the State coordinate deliberate efforts to tackle this issue. The endeavour demands
substantial resources, but the State is responsible for ensuring the population's welfare.

IFIs do not recommend developmental policies because they assume a Walras—Pareto world in which
any exogenous intervention yields suboptimal results. Accordingly, there is no society but some
phenomenon that results from adding up individuals who share very little. The State's agenda does
not relate to the population’s interests but to its own.

In the real world, however, economic policy enables societies and governments to achieve specific
goals together. There are no a priori reasons to believe that policies are not designed to address
problems affecting everyone and handle uncertainty and imperfect information as efficiently as
possible. It is evident that policies are and have been subject to errors. Yet, it is not easy to understand
why anyone should believe that political decisions within the State should always be biased.

Evidence shows that countries manage to surmount underdevelopment using industrialisation
strategies to create jobs, increase incomes, and spread welfare among individuals. First, the problem
should be acknowledged to exist, and then, economic history shows the solution. Unfortunately, the
extreme liberal theory cannot properly approach a systemic problem that needs more comprehensive
treatment.
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Abstract

The objective in this paper is to highlight the economics of Gaza by delineating the topics
of structural occupation and energy conflict, free markets versus free market of ideas,
economics of extremism, the economics of crime and discrimination, cultural stereotypes
and crowding out of morality. This is achieved through an interdisciplinary approach by
drawing literature from the nexus between economics and theology, law, and philosophy.

Keywords: Gaza; extremism; crime; discrimination; energy conflict; structural
occupation.

Introduction

In a recent interview, distinguished economist Ha-Joon Chang mentioned that economics students
learn abstract equilibrium models in neoclassical economics that do not account for structural
discrimination and social conflicts and that neoclassical economics ignores history, culture, and politics
(Chang and Lari, 2024). This is concerning because while students learn about the technicalities of
models, they do not learn much about real world issues of climate change and economic inequality let
alone topical issues like Gaza. Consequently, where students in social sciences like sociology and
political science can address topics of systems, power, and discrimination, or more strongly
occupation, apartheid, and genocide, economics students find themselves ill equipped to address
Gaza based on their field. A cursory google search reveals media articles that showcase the economic
impact of the situation in Gaza, and this includes the report by Al-Riffai (2024). However, what is
missing in such descriptive pieces is economic theory, whether neoclassical or heterodox.

There are, however, valid concerns about applying economic theory to various facets of human life.
For instance, Aldred (2020) states that economic imperialism refers to the colonization of our lives by
economic thinking and this includes the idea that people freely choose to sell their organs, which results
in the allocation of body parts from the poor to the rich in the human organ market (pp. 125, 148).
Concerns on economic imperialism arise when economic analysis is promoted as the only or superior
method in exclusion to other approaches. However, such concerns are alleviated if economic analysis
is taken as one among many approaches to better understand social, political, or cultural phenomena.
Thus, for the purpose of this paper the economics of Gaza is highlighted by drawing from
interdisciplinary literature at the nexus between economics and religion, law and philosophy to address
various topics of structural occupation and energy conflict, free markets versus free market of ideas,
economics of extremism, male rape and the economics of crime and discrimination, cultural
stereotypes and crowding out of morality. This is followed by the views of critical economists and
organizations on Gaza and finally by concluding remarks.
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Structural Occupation and Energy Conflict

While Chang critiques that neoclassical economics ignores structural discrimination and social
conflicts, broader economic analysis allow to address the issue of Gaza systematically or structurally.
Bichler and Nitzan (2024a) provide the background that Jewish militias and settler organizations
receive financing from the Israeli government and foreign NGOs and that over the years they have
been successful in assuming control over the media, altered the education system, seized political
parties, captured the state’s military and security apparatus, and aim to turn Israel into an autocracy.
They add that the Likud government showed the “colonial foundations of the state” where settler groups
“terrorize, scare off and expel” Palestinians (p. 14) and retired generals call for the “transfer of
Palestinians” (p. 16). This has manifested the “occupation and oppression of Palestinians” (p. 14) that
is associated with the corruption of the Palestinian Authority and the rise of Islamic militancy.
Additionally, the “half century occupation of Palestine” has helped “further radicalize the Palestinian
resistance” (p. 17).

This seems to have parallels in India where Hindutva ideologues have been able to assume control
over the media (Akhter and Saratchand, 2023; Sharma and Pegu, 2023) and alter the education
system (Dey, 2025) and who aim to turn India into an ethnocracy (Roy, 2024) under the ruling BJP
government. The parallel continues with Hindutvists expressing solidarity with Israel to the extent that
a former diplomat of India openly justified the death of Palestinian children (Figure 1).1 Additionally,
Essa (2023) shows the neoliberal connection between India and Israel by indicating that India bought
“weapons and surveillance technologies” worth $1 billion from Israel while offering “occasional words
of support, charity, and votes at the UN” for Palestine (pp. 34, 58). Moreover, the extractive settler
colonial model is similar, as noted when India’s consul general to the U.S. in 2019 stated that “India
would build settlements modeled after Israel” to create “Hindu-only settlements in Kashmir” supported
by “security and militarized infrastructure such as walls, separate roads, and checkpoints, not unlike
Jewish-only settlements in the West Bank” (pp. 156-157).

1 Al Jazeera, How India has been covering Israel's war on Gaza, November 12, 2023, https://www.youtube.com/
watch?v=hBnrpEMwAZ20.
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Figure 1: Justification of Children’s Death in Corporate Media
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If Israel had one thousand children martyred o
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How India has been covering Israel's war on Gaza | The Listening Post

Having provided the context on Gaza, Bichler and Nitzan (2024b) argue that conflicts in the Middle
East are essentially energy conflicts that are associated with “relative oil prices and differential oil
returns” (p. 25). Specifically, they construct differential oil returns based on the return on equity (ROE)
of large oil companies relative to the ROE of the Fortune 500. Based on theoretical modeling and data
analysis, they show that energy conflicts are preceded by negative differential returns and followed by
above average returns of leading oil companies. Thus, they argue that large oil companies are served
not by production but by “exercise of power” and “war” (p. 26). This finding complements the earlier
Klor and Berrebi (2005) result that terrorism has a significantly positive impact on defense and security
industries in Israel. More recently, a popular video shows that weapons manufacturing companies
gained in share prices in the aftermath of the Hamas attack of October 7, 2023.2

Finally, Bichler and Nitzan (2024a) argue that the wealth from large oil companies has allowed the rich
Gulf states to channel petrodollars to radical groups over the years that includes Syrian militants, which
has resulted in “half a million dead and 5 million refugees” with the 2011 Syrian crisis (p. 17). However,
funding militant groups is not unique to the rich Gulf states given Russian support for Chechen forces
and U.S support for Kurdish militias (p. 8). Moreover, some claim that Israel helped create Hamas to
weaken the PLO.3 Overall, Bichler and Nitzan (2024a, b) provide an economic analysis that
emphasizes systems where both structural occupation and petrodollars instigate radicalization and
where the returns of large oil companies are dependent on energy conflict. Given this analysis, it
becomes clear that capitalist interests of both Israel and the rich Gulf states makes them jointly
complicit in the suffering of poor civilians in Gaza, and both play a balancing act like India on paying
lip service to human rights violations but continuing with corporate business as usual.

2 Dhruv Rathee, The Dark Truth about Weapons Industry, November 28, 2023, https://www.youtube.com/watch
2v=_J5U0vtlalLM.

3 The Intercept, Blowback: How Israel Helped Create Hamas, February 20, 2018, https://www.youtube.com/watc
h?v=07grSsuFSS0.
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Free Market Versus Free Market of Ideas

Discussing economic pluralism, Chang agrees that economists like free markets but not free market
of ideas (Chang and Lari, 2024). This is manifest when neoclassical economics is privileged at the
expense of excluding heterodox perspectives in mainstream economics journals and departments.
The parallel with the discourse on Gaza arises when on the one hand top Israeli officials invoke the
rhetoric of Amalek whose genocide is Biblically sanctioned (Lanard, 2023), dehumanize Palestinians
as “inhuman animals” and their children as “little snakes” (Bryan, 2015), but on the other hand there
is free speech exception to Palestine in academia and university campuses (Salaita, 2024; Funez-
Flores, 2024). This is because of weaponized victimhood, where charges of anti-Semitism are invoked
to stifle critique of Israeli state actions including “genocidal violence” (Gordon, 2024). Similarly, Essa
(2023) argues that Israeli lobby groups conflate “criticism of Israel to anti-Semitism” and condemn
“Palestinian resistance and advocacy efforts” (p. 100). He draws parallels with Hindutvist groups that
started “harassing, intimidating, and policing academics and students at universities” and conflated
criticism of Hindutva with Hinduphobia (p. 120). Overall, it becomes clear that the rhetoric on free
markets does not translate to the free market of ideas.

Economics of Extremism

Based on the seminal work of lannaccone (1997; 2006; 2012), a typical extremist is not poor, ignorant
or suffering from mental iliness, as such people can be incompetent and risky. Instead, well-educated
and mentally stable actors are required to not bungle up terrorist missions. This is consistent with
Krueger and Maleckova (2003), which shows that there is little connection between poverty, poor
education and terrorism. In contrast, according to Berrebi (2003), “higher standards of living and higher
levels of education are positively associated” with Hamas participation. Thus, the economic approach
views extremists as rational agents and rejects the flawed argument that extremists cannot be
deterred, as they have nothing to lose or live for. For instance, successful negotiations with Hamas
can facilitate the release of Israeli hostages, as instead of being a nihilist, psychopathic group it has
political objectives, which means that they can be reasoned with and deterred.

According to lannaccone (1997), militancy is a consequence of the social and political environment
rather than religion. The appeal of fundamentalism arises in a context where people have been
displaced or ill served by governments and that void is filled by groups like Hamas that offer public
services and welfare programs. Based on lannaccone (2012), such groups arise when basic civil
liberties are undermined. According to Intriligator (2010), terrorism is used by the weaker party in
asymmetric warfare, whose motivation is not rooted in poverty or ignorance but in humiliation and
retribution for past actions. This is concerning given that Hamas perpetrators of October 7 may have
been children or minors over the last two decades with indiscriminate bombing of Gaza through various
operations like Cast Lead, Protective Edge, Pillar of Defense, Breaking Dawn, and so on. Moreover,
many Palestinian children and minors have been systemically imprisoned through the years for
throwing stones against Israeli forces (Quran, 2023). Thus, economic analysis helps us recognize the
positive feedback loop where state sanctioned structural occupation and discrimination leads to

4 Middle East Eye, Israel's former UN envoy: Palestinians are ‘inhuman animals’, October 26, 2023,
https://www.youtube.com/watch?v=Fr24GcCDgyM.
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perceived grievances and violence/terrorism, which in turn elicits more state repression and the vicious
cycle continues unabated.

lannaccone (2006) argues that the market for martyrs is not undermined by inhibiting the supply of
martyrs, as imprisonment and execution simply instigate the recruitment of new individuals. What is
needed is to check the demand for martyrs by changing the political and economic environment
through civil liberties, social services, political representation, and economic freedom, all of which
would inhibit religious radicals from embracing violence. Indeed, social, legal, economic, and political
reasons make religiously sponsored violence unprofitable for Christian extremists in the U.S. who
would suffer loss to reputation, influence, membership, and funding. By way of analogy, the market for
martyrs is tackled the same way as the market for drugs by focusing on demand rather than supply,
i.e., by addressing human concerns which is much cheaper than the costly spending on the police and
judiciary in the war against drugs or on military and defence in the war against terrorism.

Brekke (2016) confirms that the economic approach views terrorists as rational, that fundamentalist
movements are a response to state encroachment, that groups like Hamas and Hezbollah provide
social services, law and order, education, and poor relief, and that civil liberties and tempering
grievances offer an antidote against terrorism. All of this confirms that instead of indiscriminate
bombing, the long-lasting strategy to quell terrorism is through provision of public goods and civil
liberties. Overall, economic analysis indicates that terrorism does not arise because of religion, poverty,
or mental illness but rather when political grievances go unaddressed. Tackling terrorism thus requires
not indiscriminate bombing but a focus on addressing political grievances, which in the case of
Palestine means an end to the structural or systemic occupation.

Male Rape and the Economics of Crime and Discrimination

Various lIsraeli scholars and artists have called the occupation of Palestine “apartheid” (Pontone,
2023). Raz Segal, an academic in genocide studies has also labelled Israeli actions as “a textbook
case of genocide” (Segal, 2023). It is in this context of occupation, apartheid, and genocide that the
video testimonials of the sexual abuse of Palestinian men in Israeli prisons® can be situated. The
testimonials are reminiscent of the male rape and sexual abuse in the Abu Ghraib prison after the U.S.
invasion of Irag.6 Moreover, male rape and sexual abuse are reminiscent of the wealthy cities of Sodom
and Gomorrah, which, according to Friedman (2010), were opposed to strangers, as xenophobia was
institutionalized. In his exegetical commentary, the Islamist thinker Maududi (2006) referenced several
incidents from the Talmud that the people of Lut (Sodom and Gomorrah) robbed poor travellers,
withheld food, and left the dead naked without shrouds. Thus, Sodom and Gomorrah are reflected in
Israeli prisons with male rape and torture that resulted in death (Cordall, 2024), the use of starvation
as a weapon of war (Khaki et al., 2024), and the subjugation of naked Palestinian men on display (Al-
Mughrabi, 2023).

However, the harms of male rape to subjugate others cannot be adequately captured through the
standard economic approach on crime. Gifford (2019) critiques the economic approach of Gary Becker
that fraud and theft do not involve social costs, as resources are simply transferred from the victim to
the criminal. He argues that this is not true for crimes like rape and murder where the benefit of

5 Middle East Monitor, UN hears from Palestinian men who were sexually abused in Israel's jails, October 31,
2024, https://www.youtube.com/watch?v=QWbC59vNcCc.

6 Al Jazeera, 20 years on, Abu Ghraib survivor recalls torture by US forces, March 21, 2023,
https://www.youtube.com/watch?v=j1ueTR5TkcM.
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criminals does not offset the suffering of victims. The testimony of sexually abused Palestinian men
with blood flowing from their naked bodies confirms that crime goes beyond mere transfer of resources
to inflict harm on human wellbeing.

Similarly, Komlos (2021) critiques the Becker model of discrimination, which is used to show that
competition can eliminate discrimination from the free market. The idea is that discriminating employers
would be driven out of the market by competitors who hire the best employees regardless of their racial
attributes. However, Komlos argues that there can be organized pressure from society and the threat
of violence from vigilante groups like the Klu Klux Klan, both of which undermine the results of the
Becker model. In the Palestinian context, this refers to violence by extremist settlers in the West Bank
(Chalabi, 2024) against which minority non-discriminating voices like Rabbi Arik Ascherman are
muffled.” Overall, the economics of crime and discrimination are limited in capturing the harms of male
rape and settler colonial violence.

Cultural Stereotypes and Crowding Out of Morality

Systems and institutions develop a life of their own and are difficult to change by individual actions.
This means that the dehumanization of Palestinians as “inhuman animals” and their children as “little
snakes” by higher Israeli officials that stokes discriminatory societal attitudes, is not easily overturned.
However, Chang (2007) offers hope that cultural attitudes can change, as he notes that the cultural
stereotype of thieving Germans and lazy Japanese shifted over time to industrious and hardworking
people. Thus, just as cultural attitudes can be changed with proper institutions, racism and xenophobia
against Palestinians can be reversed. For instance, according to Wagner-Tsukamoto (2017/2019),
Joseph was able to become Pharaoh’s advisor in Egypt despite his religion and racial attribute and
despite the lies spread by Potiphar’s wife.® What is required are effective institutions and systemic
change and this means rejecting ethno-racial states or ethnocracies that settlers in Israel and
Hindutvists in India aim for, which respectively relegate Palestinians and Muslims to second class
citizens with limited civic rights.

However, change in cultural attitudes also requires that intrinsic morality not be corrupted otherwise
people can end up rationalizing prejudice with the approval of their own conscience. Sandel (2012)
cautions that intrinsic morality can be crowded out when guilt and shame are undermined by financial
incentives, as in the case of the rationalization of the market for human organs and babies. In the
Palestinian context, this indicates that corporate interests allow the rich Gulf Arab states to ignore the
suffering of the Palestinians and financial incentives allow Israeli settlers to rationalize deeply
entrenched prejudice against Palestinians.© Overall, if intrinsic morality is corrupted and corrupt
institutions and systems are deeply entrenched then sometimes a radical overhaul of society is
required through collective civic action.

Critical Economists on Gaza

7 Middle East Eye, Rabbi raises alarm over settler violence against Palestinians in occupied West Bank, November
13, 2023, https://www.youtube.com/watch?v=bxWucyfc8IM.

8 Movieclips, Joseph: King of Dreams (2000) - Potiphar's Wife Scene, April 18, 2019,
https://www.youtube.com/watch?v=SRy397r355A.

9 CNN, ‘That sounds like ethnic cleansing’: CNN questions lead figure in Israel’'s settler movement, March 20,
2024, https://www.youtube.com/watch?v=FkXJWErm8DM.

61


http://www.paecon.net/PAEReview/issue110/whole110.pdf
http://www.feedblitz.com/f/f.fbz?Sub=332386
https://www.youtube.com/watch?v=bxWucyfc8lM
https://www.youtube.com/watch?v=SRy397r355A
https://www.youtube.com/watch?v=FkXJwErm8DM

real-world economics review, issue no. 110
subscribe for free

Civic calls for radical change have been noted amongst several critical economists. For instance,
Piketty (2024), recognized for his work on economic inequality, has called for sanctions on Israel:

“If Western governments truly support the two-state solution, then sanctions must be
imposed on the Israeli government, which is openly trampling all peaceful prospects
by pursuing settlement and repression and opposing recognition of the Palestinian
state. In other words, military aid must stop, ... introducing trade and financial
sanctions, gradually increasing to dissuasive levels. ... At the same time as imposing
sanctions on Israel, Europe and the US must put in place implacable and dissuasive
sanctions against Hamas and its external supporters and decisively strengthen
representative and democratic Palestinian organizations.”

Economic anthropologist, Jason Hickel, noted for his popular books on degrowth and global inequality,
has called out “capitalist imperialism” in Palestine.10 He has actively been writing on Gaza on X, where
he called out “genocide”; 11

“Israel is systematically dismantling the health system in Gaza because they know this
will drive mortality rates up. Palestinians, who are already starving and immuno-
compromised, ... And every time people are forced to evacuate and move again, they
are weaker and more vulnerable. These are effectively death marches. This is how
the genocide is being conducted. The Israeli government is taking this route --
starvation, disease, repeated displacement ... They are trying to do genocide in a way
that's just within what is politically acceptable for the ruling classes and media outlets
of the US and EU.”

Varoufakis (2024), noted for his popular economics books and his stint as Greece’s Minister of Finance
in 2015, has pushed back at weaponized victimhood:

“You accuse us of antisemitic hatred. We accuse you of being the antisemite’s best
friend by equating the right of Israel to commit war crimes with the right of Israeli Jews
to defend themselves. ... You accuse us of supporting terrorism. We accuse you of
equating legitimate resistance to an apartheid state with atrocities against civilians
which I have always and will always condemn, whoever commits them — Palestinians,
Jewish settlers, ... You accuse us of trivializing Hamas’s October 7 terror. We accuse
you of trivializing the eighty years of Israel's ethnic cleansing of Palestinians and the
erection of an ironclad apartheid system across Israel-Palestine.”

Finally, distinguished Indian development economist, Jayati Ghosh has called out “colonial expansion
and genocide” in Gaza.*? On X, she shared a post from the Lemkin Institute for Genocide Prevention,
and highlighted that, “Let us be clear: Israel is committing genocide in Gaza. The US is complicit in
genocide”.13

10 Transnational Institute, Jason Hickel: Why a Liberated Palestine Threatens Global Capitalism, October 10,
2024, https://www.youtube.com/watch?v=6dBy4-6pnl1M.

11 Jason Hickel, October 23, 2024, 9:15 AM , https://x.com/jasonhickel/status/1849107339879559532.

12 Transnational Institute, Jayati Gosh: Palestine is the end of the rules-based international order, October 22,
2024, https://www.youtube.com/watch?v=BAOoWBAIUOw.

13 Jayati Ghosh, October 28, 2024, 11:08 PM, https://x.com/Jayati1609/status/1851128844981285076.

62


http://www.paecon.net/PAEReview/issue110/whole110.pdf
http://www.feedblitz.com/f/f.fbz?Sub=332386
https://www.youtube.com/watch?v=6dBy4-6pn1M
file:///C:/Users/iliana/Desktop/RWER%20110/Docx%20D1%20Files/,%20https:/x.com/jasonhickel/status/1849107339879559532
https://www.youtube.com/watch?v=BAOoWBAIUOw
https://x.com/Jayati1609/status/1851128844981285076

real-world economics review, issue no. 110
subscribe for free

Various economics organizations have also issued statements in solidarity with Gaza and the
Palestinians. For instance, the Union for Radical Political Economics issued a statement under
“Economists for Palestine”:14

“Since the Nakba 75 years ago, the Palestinian people have endured profound
suffering, forced displacement, and a brutal 16-year-long inhumane siege and
blockade in Gaza. Human rights organizations have characterized Gaza as ‘the
largest open-air prison’. We also condemn the role of the U.S. state in supporting the
ongoing siege in Palestine, its support for the horrors inflicted on Gaza, ... In addition,
we strongly uphold the principle of academic freedom, especially in light of the current
global climate where individuals in educational institutions worldwide face termination,
doxing, and harassment for speaking up against the atrocities of the Israeli state and
in support of the civilian population in Gaza.”

Similarly, the International Society for Ecological Economics issued their statement on Gaza:1s

“Israeli scholar Raz Segal calls the current situation “a textbook case of Genocide” ...
We condemn the Israeli massacre, displacement, imprisonment, and dehumanization
of Palestinians. ... In line with UN resolutions, we recognize the legitimate right to resist
colonial domination within the boundaries of international law. ... We denounce the
criminalization of solidarity with Palestine and weaponization of the crucial struggle
against antisemitism to censor virtually any critiques of Israel’'s policy towards
Palestine, genocide, and colonial occupation. ... We insist that such ideology and this
conflict are also deeply damaging to Israeli society itself, which is moving more than
ever towards an ethno-nationalist drift where hatred and racism thrive. ... We express
our solidarity and support to our colleagues and scholars working on Palestine and
Israel facing threats and defamation for simply doing their work of enlightening the
public debate with critical analyses.”

Finally, the student-led organization, Rethinking Economics, noted for advocating economic pluralism
and real-world issues in economics curriculum in the aftermath of the financial crisis, has issued its
own statement:16

“As an organisation which views inequality as a major global challenge, we
unreservedly oppose apartheid, ethnic cleansing, imperialism and reaffirm the
fundamental equality between all peoples. Israel’s history has been tied to the history
of colonialism, at the expense of Palestinian people and we are dismayed at the U.S.
and European support for the ongoing siege ... We value an economics education that
discusses power relations, the economics of occupation, challenges imperialist
theories and that gives voice to Palestinians living under apartheid. ... We strongly
advocate for all universities to preserve the right to protest against Israel’s war crimes
against Palestinians and its history of oppression. We strongly condemn any

14 Economists for Palestine, November 8, 2023, https://urpe.org/2023/11/08/economists-for-palestine/.
15 |SEE Statement on Gaza, December 27, 2023, https://www.isecoeco.org/isee-statement-on-gaza/.

16 Rethinking Economics, A Statement on Israel- Palestine, November 15, 2023, https://www.rethinkeconomics.
ora/blog/2023/11/15/a-statement-on-israel-palestine/.
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universities and research bodies sanctioning students, staff and academics for
exercising these rights ...”

Overall, noted critical economists and economics organizations view Gaza through a systems
approach informed by a history of settler colonialism, occupation, apartheid, and genocide. They have
adopted collective civic positions that call for radical change in the status quo that subjugates
Palestinians in both the West Bank and Gaza.

Concluding Remarks

The objective in this paper was to highlight the economics of Gaza by delineating the topics of structural
occupation and energy conflict, free markets versus free market of ideas, economics of extremism, the
economics of crime and discrimination, cultural stereotypes and crowding out of morality. It was shown
that economic analysis emphasizes that structural occupation and petrodollars instigate radicalization
and shows that the returns of large oil companies are dependent on energy conflict, which suggests
that capitalist interests drive the suffering in Gaza. The inconsistency between the rhetoric on free
markets and the free market of ideas was also emphasized, which shows that weaponized victimhood
is used to quell legitimate critique.

Economic analysis helps us recognize the positive feedback loop where state sanctioned structural
occupation leads to perceived grievances and violence, which in turn elicits more state repression in a
vicious cycle. Economic analysis also shows that terrorism does not arise because of religion, poverty,
or mental illness and that terrorism is not addressed by indiscriminate bombing but addressing political
grievances, which means an end to the structural occupation. However, it was shown that the
economics of crime and discrimination are limited in capturing the harms of male rape and settler
colonial violence.

Finally, it was shown that effective institutions and systemic change means rejecting ethno-racial
states, but if intrinsic morality is corrupted and corrupt systems are deeply entrenched then a radical
overhaul of society is required through collective civic action. In this regard, critical economists and
economics organizations have issued strong statements against settler colonialism, occupation,
apartheid, and genocide and called for radical change in the status quo that subjugates Palestinians.
Overall, the economics of Gaza was presented through an interdisciplinary approach by drawing
literature from the nexus between economics and theology, law, and philosophy.
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Abstract

We present a time-dependent heterodox commentary of the new coronavirus economy
that emerged in the first quarter of 2020, consisting of an unprecedented sequence in
the history of the world economy. In a first part, we examine the orthodox claim that
austerity measures cut budget deficits. We draw on two alternative heterodox theories
that shed substantial light on the 2020-2021 coronavirus pandemic. We argue that
central banks have covered deficits since 2008 without resorting to helicopter money.
Secondly, we examine the paradigmatic shift propelled by the pandemic, and its
austerity-crushing corollary, by examining the nature and magnitude of the recession.

Keywords: pandemic, crisis-management, MMT, QE, stimulus package

JEL Codes: B52, EOO, E12, H12, H51

Introduction

The new coronavirus economy emerged in the first quarter of 2020, leading to an unprecedented
sequence in the history of the world economy. In the first part, we investigate the claim that austerity
measures cut budget deficits in mainstream theory. In contradistinction, we draw on two heterodox
theories that shed substantial light on the pandemic. Further, we argue that central banks have covered
deficits since 2008 and will continue to do so in the foreseeable feature. In a second part, we argue
that the pandemic has crushed austerity policies, paving the way for a paradigmatic shift.

1. Austerity Policies, Deficits and Central Banks

1.1. The Mainstream Approach

‘Austere’ comes from the Latin austerus (dry, harsh), a transliteration of the Greek austeros (bitter,
harsh; Gr.: auoTnpdg). Austerity comes hand in hand with painful economic conditions imposed upon
a country by a political authority capable of obtaining the consent of the population (whether peacefully

or by virtue of law enforcement). Misir (2011, p.8) casts light on the painful period of adjustment
undergone by many European countries, because of the implementation of austerity policies. The
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elimination of basic social services, wage depression and reduced investments in infrastructure was
conducive to higher levels of insecurity and rising inequalities, thereby undermining the essence of the
social contract. Kentikelenis et al. (2011) epitomize the phenomenon by stating that austerity may turn
a crisis into an epidemic. The authors single out a sharp rise in suicides across Europe from 2007 to
2009, more particularly in countries afflicted by the financial crisis, such as Greece and Ireland:
‘financial crisis puts the lives of ordinary people at risk, but much more dangerous is when there are
radical cuts to social protection.” All in all, the mainstream narrative is that all governments have a
budget constraint, and thus the State can only spend based on that constraint, usually taxes (Agrawal,
2020). Mainstream economists are careful not to openly advocate austerity (which enjoys low popular
support), and often refer instead to the monetary dominance principle (Jeanne, 2012), subordinating
fiscal policy to monetary policy: “restraining the fiscal authorities from engaging in excessive deficits
financing thus aligns fiscal policy with monetary policy and makes it easier for the monetary authorities
to keep inflation under control” (Mishkin, 2000, p.2, italics added). The main characteristic of austerity
measures is that they are usually presented to the population in a TINA (there is no alternative) fashion
(Tabb, 1997). However, the predictions of orthodoxy have not always been verified since 2008.

Table 1: Comparisons between orthodox predictions and the post 2008 period

Policy actions Impact in orthodox theory Observed situation since 2008
Massive Widening deficits and interest rates Public deficits have widened in most countries, but
government increases, through the so- called interest rate have been kept low, and in some
spending crowding-out effect cases in negative territory.
Expansionar_y Inflation (even hyper-inflation): quantity Low inflation levels observed (see Figures 1 and 2)
monetary policy theory of money

Not a concern for the USA (reserve currency status);
Quantitative easing policies have supplied emergent
markets with abundant dollar liquidities.
Exchange rate crises in emergent economies
subdued.

run on the currency and collapse of the
exchange rates
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Figure 1: Evolution of the US money supply between 2004 and 2015
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Figure 2: Evolution of the US inflation rate between 2004 and 2015

1.2. The Critique of the Mainstream
1.2.1. Modern Monetary Theory (MMT)

In sharp contrast with orthodox austerity policies, modern monetary theory (hereafter MMT) whose
influences include Knapp (1924), Keynes (1930), Innes (1913, 1914), Lerner (1943, 1947), Minsky
(1986), Godley (1996), expounds a set of widely commented upon heterodox principles over the last
few years (Wray, 2019, p.5). The interested reader may consult the writings of Wray (1998; 2015),
Kelton (2015), Tymoigne (2013), Mosler (1994), and the Levy institute website:
http://www.levyinstitute.org. Drawing on his definition of sovereign currency, Wray (2015, p.44-5)
clarifies the situation faced by a national Government with a sovereign currency, which differs entirely
from that of a household and its budget balancing constraint (Wray, 2019, p.6). Such a currency-issuing
sovereign state can never run out of money because it issues its own currency (Wray and Tymoigne,
2015, pp. 24-5); “it can always meet its obligations by paying in its own currency; it can set the interest
rate on any obligations it issues” (Wray, 2019, p.6). Deficits do not constrain a priori public investment
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programs (Agrawal, 2020). Further, the Government does not need taxes ex ante to fund its spending.
If a country is running a current account deficit, the public sector will need to be in deficit to allow the
private sector to save. This stems from the nature of money as a credit/debit relation. These principles
do not entail a corollary that the Government has an “unconstrained budget” or that “deficits do not
matter” (Wray, 2019, p.6). Agrawal (2020) wonders whether the current global coronavirus crisis could
be “the MMTers’ moment in the sun”. With its emphasis on the clearing and settlement system (Mosler,
1994), MMT endorses an idiosyncratic version of endogenous money theory, a central tenet of post-
Keynesian economics, with an unexpected intellectual detour through double-entry book- keeping that
Schmitt (1984), though silent on chartalism in his career, would probably not have disapproved of in
full.

Spending and creation of “money” in the form of a bank deposit are linked. It is best
to think of these as balance sheet entries: the bank accepts the IOU of the borrower
and credits her demand deposit; the borrower's IOU is offset by the credit to her
deposit. Spending then simply shifts the demand deposit to a seller. Money is created
“endogenously” to finance spending (Fullwiler et al., 2012, p.2).

The endorsement of endogenous money puts MMT at odds with Friedman (1968); it undermines the
accusation made by Buiter (2020) of pouring “helicopter money” onto the economy through quantitative
easing (hereafter QE) practices. The embrace of exogenous money is ill-founded, for it ignores the
balance sheet nexus interlinking the central bank and the Government. Epstein (2019) voiced harsh
criticism at MMT, despite its appeal for its lack of concern over budget deficits independent of
circumstance, going as far as considering the framework as suspect with its lack of attention to
globalization, financialization, and the exorbitant privilege of the Dollar (Eichengreen, 2011). In a
surprising twist, Epstein (2020, italics added) wrote in March 2020, that “MMT appears to be valid
enough in the special case of the coronavirus economy, especially with respect to rich countries”. The
new coronavirus economy will be given further consideration in Part 2. Meanwhile, we evoke an
economist who has dealt extensively with debt dynamics and the (sometimes destabilizing) role of
borrowing in the capitalist system.

1.2.2. The Insights of Minsky

The fierce disagreements between Epstein and Wray (therealnews.com, 2019) and milder ones
between the latter and respectively Lavoie (2013), Piegay and Desmedt (2007), Rochon and Vernengo
(2003), Gnos and Rochon (2002), have highlighted that heterodoxy is far from united on money
theoretical issues. Amongst the claimed influences on MMT, we find Minsky*. The latter is one of the
most relevant economists to characterize the state of the global economy in a way that challenges
mainstream economics, notably due to the excessive indebtedness of private equity firms (Stoller,
2020). How does Minsky (1986, 1992) pertain to the debate on austerity, with his emphasis on the
fragility of corporate balance sheets, and the evolution of firms’ leverage ratios over time, driven by
waves of euphoria and confidence, and fear? Importantly enough, austerity was never defined
exclusively with regard to the public sector (wherein debt dynamics and public policies remain
paramount) and may also apply to wage austerity (preceding or following a financial bubble). Minsky
has shown that a growing divergence between stock market prices from output prices constitutes a
market failure to validate equity prices in the light of the fundamentals of the economy (Nikiforos, 2020).
Hence corporate leverage ratios should act in principle as crisis-warning indicators in a capitalist

1 Wray was his student, although Epstein (2019) casts doubt on this intellectual filiation.
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economy. When so-called speculative and Ponzi entities abound, the economy becomes financially
fragile (Minsky, 1992, p. 7), which has been the case in the USA over the last decade despite low
interest rates (Nikiforos, 2020). Lastly, a wave of corporate bankruptcies in times of severe crisis (which
need to be closely monitored in the aftermath of an unprecedented recession) will have in fine an
impact on fiscal revenue, and in some cases, on public spending in the case of bailout and
nationalization programs.

1.3. Fiscal Deficits and Central Banks

QE is an unconventional, confidence building and liquidity enhancing post-crisis monetary policy that
increases the money supply by flooding financial institutions with additional reserves, to promote
increased lending and liquidity. The main issues as regards QE policies are whether (1) they amount
to helicopter money, and are potentially inflationary in a quantity theoretical fashion, (2) effectively
contribute to increased lending to the real sphere of the economy and promote economic activity (3)
have durable impact on the workings of financial markets. The latter is beyond the scope of the present
study. Numerous economists equate QE to helicopter money (Buiter, 2020), a claim we disagree with.
Helicopter money was originally discussed by Friedman (1948) and more recently by Bernanke
(2003) in relation to the zero lower bound problem, and Japan’s QE experiment in the 1990s (Koo,
2011). Transfers to households and businesses can be implemented via tax cuts coupled with
incremental purchases of government debt to ensure that the tax cuts are countervailed by an
equivalent money supply increase. Another proposal was made by Gali (2020, italics added):

In the current context, the central bank could credit the government's account (or
governments, in the case of the ECB) for the amount of the additional transfers and
for the duration of the program. That credit would not be repayable, i.e. it would
amount to a transfer from the central bank to the government. From an accounting
viewpoint, it would be captured by a reduction in the central bank's capital or by a
permanent annotation on the asset side of its balance sheet.

This stunning proposal by a former NMC advocate (Pilkington, 2013; 2020) amounts to a renunciation
to central bank independence (arguably justified in extraordinary times but casting doubt on the validity
of the “laws” of the NMC). Yet the proposal does not equate to QE policies per se that entail the
purchase of financial assets by the central banks, and an increase on the asset side of their balance
sheet. Borio and Disyatat (2009, p.19) argue that:

the level of bank reserves plays little role to none in shaping banks’ lending
behaviour... The amount of credit outstanding is determined by banks’ willingness to
supply loans, based on perceived risk-return trade-offs, and by the demand for these
loans.

This vindicates post-Keynesian endogenous money theory, and long-ignored claim that money is
credit-driven and demand-determined (Moore, 1988). As the story goes, money cannot be supplied to
the real economy unless creditworthy borrowers are willing to increase their indebtedness level toward
the banking sector. QE policies do not artificially increase the money supply, and do not disprove the
theory of endogenous money. QE policies do not increase the ability of banks to create loans ex nihilo
(with the help of a hypothetical helicopter printing press), or to help spend money that did not exist
before. In phase with MMT, the effect of QE is merely to replace longer-dated treasuries with low-yield
bank reserves on bank balance sheets, thereby forcing the private sector out of treasuries and into
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cash. The money-printing metaphor, akin to the helicopter money view is particularly misleading.
Double-entry bookkeeping is what QE amounts to, namely an electronic swap of bank deposits (i.e.
reserves) with interest-bearing assets (i.e. treasuries) on bank balance sheets.

Notwithstanding, QE policies entail the monetization of public deficits in a way that is indirect through
the secondary market for eligible assets purchased by the central bank (i.e. the direct financing of
public deficits by the central banks — the purchase of newly issued government bonds on the primary
market - remains strictly prohibited by European treaties and most central bank statutes worldwide).
In this sense, although they do not disprove the endogeneity of money as far as industrial circulation
is concerned (Keynes, 1930), QE programs constitute an unambiguous limitation to the strict
application of austerity policies.

Stimulus packages decided from March 2020 onward (see Table 3) are discussed in further detail in
Part 2. We solely focus on QE measures in this section. The Federal Reserve, the ECB, and the Bank
of England announced unlimited QE including purchases of government bonds, commercial paper
(and mortgage-backed securities for the Fed). The Centre for Macroeconomics (CFM), a UK think tank
based, published a survey wherein twenty-nine experts were asked which policies would be the most
effective in the emergency context of the pandemic (llzetzki, 2020). Only two experts (6.9%) put QE
measures in their “top 2 preferred responses to the COVID-19 crisis” against 51.7% for Government
credit support for businesses, and 44.8% for government transfers to and bailouts of business. Only
the latter policy option, and not QE, corresponds to “helicopter money” in the literature. These results
pertain to expert views, but nonetheless shed light on the perceived effectiveness of QE to stimulate
the real economy in the very short run.

2. The New Coronavirus Economy

In Part 1, we discussed MMT that runs counter to the orthodox and money-theoretical frameworks that
have inspired austerity policies, and more broadly, monetary policy throughout the monetarist era, and
during the NMC. An abundant literature exists on the latter wherein several mantras are singled out
(e.g., transparency, credibility, low inflation). We argue that the overarching theoretical principle behind
the NMC, from its inception in the 1990s to its demise (Pilkington, 2020), is the monetary dominance
principle.

Monetary dominance means, broadly speaking, that the monetary authorities do not
let monetary policy be influenced by the needs of the fiscal authorities. Monetary
dominance is often modeled by assuming a fiscal rule that ensures that the
government is always solvent conditional on monetary policy following its own
objectives (Jeanne, 2012, p.145).

Following McCormick (2020), the pandemic marks the second stage of a paradigm shift, the end of
monetary dominance and the return of fiscal reliance. By turning this paradigmatic shift (initiated in
2008) into reality, the pandemic has ironically succeeded where heterodox economists had failed.
2.1. What is COVID-19? An Epidemiologic Overview

The Coronavirus COVID-19 outbreak (previously 2019-nCoV) was caused by the SARS- CoV-2 virus

from the broader group of coronaviruses (‘corona’ means crown in Latin). It originated in December
2019 in Wuhan city in Hubei province of China. The first reported cases were in China, and travelers
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returning from China. The epicenter of the outbreak gradually moved from China to Europe and was
qualified on 11 March 2020 as a pandemic (World Health Organization, 2020). Pandemics are not
unknown to Historians (see Table 2).

Table 2: Pandemics in the twentieth and twenty-first century

Pandemic Date

Spanish Influenza 1918

the ‘Asian flu’ 1957

Severe Acute Respiratory Syndrome (SARS) 2002

The ‘bird flu’ 2009

Middle East Respiratory Syndrome (MERS) 2012
Ebola 2013-14
COVID-19 2020-21

Daily updates on reported cases and deaths by country are provided by the European Centre for
Disease Prevention and Control (2021). Dr Syra Madad, System Special Pathogens Program's Senior
Director at NYC Health and Hospitals warned in March 2020 that:

This particular virus seems like it is highly transmissible... | think that it is certainly
plausible that 40-70% of the world’s population could become infected with
coronavirus disease, but a large number of cases are [expected to be] mild (Madad
cited in Leberecht, 2020).

More accurately, by January 2021, one hundred million cases, namely 1.3% of the world population,
had been reported (Ahluwalia & Abraham, 2021). Contained outside China until February 2020, the
exponential growth began in the first week of March 2020. The spread of the pandemic (World Health
Organization, 2020) was an unprecedented shock to the global economy as much by its suddenness
and its magnitude whose consequences are expected to surpass those of the global financial crisis.

2.2. A Supply-led and Demand-led Global Recession
2.2.1. The Magnitude of the Recession

IMF chief Kristalina Georgieva declared on 27 March 2020 that the world had entered a recession
likely to be worse than 2009 (IMF, 2020a). She requested an increase in the IMF emergency facilities
from their current level of around $50 billion and said that the estimate for the total needs of emerging
markets was $2.5 trillion, because their domestic reserves are insufficient. Emergent economies, many
of which are already hindered by plummeting oil and commaodity prices, thereby affecting their access
to US dollars (Reinhard, 2020), are unable to undertake a massive domestic currency borrowing effort.
The portfolio outflows from emerging markets in Q1 2020 were about $100 billion (IMF, 2020b). These
tensions exacerbated sovereign spreads, approaching 40 percentage points in the case of Ecuador
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(Reinhard, 2020). Notwithstanding, by early 2021, emerging market assets had experienced a strong
recovery under the impact of stimulus money (Wheatley, 2021), while the IMF had doubled its
emergency facilities (Rapid Credit Facility and Rapid Financing Instrument) to eighty countries.
Twenty-nine of the most vulnerable member countries have benefited from debt service relief through
the Catastrophe Containment and Relief Trust (CCRT), and the IMF is seeking additional financial
assistance through donations and grants (IMF, 2021)

Doomsayer Roubini (2020), ponders who may bail out governments, corporations, banks, and
households in emerging markets; he argues that the bleak scenario of a new Great Depression is
plausible. The IMF recognized on 9 April 2020 that it was anticipating “the worst economic fallout since
the Great Depression” (IMF, 2020b). The December 2020 Eurosystem macroeconomic projections for
the euro area foresaw annual real GDP decreasing by 7.3% in 2020, and increasing by 3.9% in 2021,
4.2% in 2022 and 2.1% 2023 (ECB, 2021). The magnitude of the shock and disruption to the world
economy has already surpassed the 2008-2009 financial crisis with all countries and regions suffering
double-digit declines in exports and imports in 2020. Global foreign direct investment (FDI) also
collapsed, falling 42% from $1.5 trillion in 2019 to an estimated $859 billion, more than 30% below the
investment trough after the global financial crisis (UNCTAD, 2021).

South East Asia (ibid.) has displayed a higher degree of resilience, which led The Economist (2020)
to wonder on its cover if China was not winning the (economic) game? Although China’s GDP shrank
6.8% in Q1 2020 amid shutdowns (Bloomberg, 2020) while criticism and pressure against China’s
management of the pandemic mounted throughout 2020 (AFP, 2020), Q2 and Q3 saw a strong
rebound of the economy with a positive annual GDP growth around 2.2% (BBC, 2021).

2.2.2. Supply-led and Demand-led Factors

Pilkington (2011) reminds us that there exists a tradition of theories of the business cycle in the
literature ascribing their main cause to real phenomena. From Schumpeter and Slutzky in the 1930s
to real business cycles theories in the 1980s, and their natural extension, the rich class of formal DSGE
(Dynamic Stochastic General Equilibrium) models thriving in academia since the late 1990s, these
randomized shocks amount to “external events, which throw the economy into confusion” (493). The
pandemic, albeit exposing latent vulnerabilities in the world economy, is an example of a pure
exogenous shock (Danielsson et al., 2020). Fundamentally, it cumulates supply-led (output related,
such as factory closures, travel bans and border closings) and demand-led factors (uncertainty-
related) forming a complex array of sub-categories of shocks.

Baldwin and Di Mauro (2020) focus on the manufacturing sector and its integrated global value chains
that will experience a triple hit, through supply-chain disruptions in the most afflicted nations, with
negative spillover effects on less afflicted ones. Firms mired with Knightian (i.e. non-probabilistic)
uncertainty have delayed investments, thereby affecting both aggregate supply and demand patterns.
The most afflicted industries have been travel, transport, hospitality and tourism. Global tourism
suffered its worst year on record in 2020, with international arrivals dropping by 74% (against merely -
4% in 2009) while destinations worldwide welcomed one billion fewer international arrivals than 2019
(World Tourism Organization, 2021). Demand-led shocks have arguably exceeded the supply-led
ones. Prolonged quarantines, lack of social interactions, and pessimistic news round the clock vehicle
by the media hit confidence directly by shaping long-term pessimistic expectations. Baldwin and Weder
Di Mauro (2020, p12) explain that cognitive belief-based elements are paramount, such as the
controversy on the combination of hydroxychloroquine and azithromycin (Duqueroy, 2020). The latter
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are conducive to multiple equilibria, non-linear and chaotic dynamics, reinforced by hyper-connectivity
and the role played by social media in the dissemination of unverified information.

2.3. The Response of Central Banks and Governments

2.3.1. Stimulus Packages

Table 3 shows that the largest stimulus package was voted by the US Congress ($ 2 trillion and 10%
of GDP) while Denmark records the highest state guarantees / GDP ratio (13%). In the lack of a euro

area economic government, measures decided by the ECB have included a stunning expansion of
€750 billion in QE programs. By April 2020, countries around the world had already taken fiscal actions

amounting to $8 trillion (IMF, 2020b).

Table 3: Stimulus packages in selected countries /areas

Country USAZz United Kingdom| Denmark EU
Measure
Direct Payments to In December 2020, US 1000 DKK per n/a
households Congress passed person on 1
legislation providing October 2020 to
Americans with $600 in boost the
stimulus. The American economy*
Rescue Plan signed by
President Biden
(Whitehouse, 2021)
Suspension of loans Student loan forgiveness not n/a
included
Unemployment benefits $400 per week in enhanced | Employment support Extension of n/a
unemployment benefits. scheme targeted at | unemployment and
those aged 16-24 who| sickness benefits
have been claiming | of respectively two
Universal Credit and three months.
Loans, $500 billion (US Treasury) | Total stock of asset | 75% of salaries €750 billion
purchases = £745 .
guarantees, billion (18 June 2020)° guaranteed to Pandemic
Investments avoid layoffs Emergency
SME support (loan | (139 of GDP) Purchase
repayment facilities,
“pay as you grow”) | loan guarantee on Programme
70% of new extension of the
business loans to | ~ corporate sector
cover DKK 1 billion purchase
in COVID-19 programme’
related losses
Airline industry $32 billion in grants for Calls for urgent n/a
wages and benefits support

2 .https://edition.cnn.com/2020/03/25/politics/stimulus-package-details-coronavirus/index.html.

3 https://www.whitehouse.gov/briefing-room/legislation/2021/01/20/president-biden-announces-american-

rescue-plan/.

4 https://home.kpmg/xx/en/home/insights/2020/04/denmark-government-and-institution-measures-in-response-

to-covid.html.

5 https://www.bankofengland.co.uk/markets/market-notices/2020/asset-purchase-facility-gilt-purchases-june-2020
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Hospitals, schools and| $117 billion for hospitals a £1bn commitment n/a
social housing to de-carbonising
public sector
buildings®
Independent contractors Eligible to Federal Aid n/a
Housing market housing protections n/a

against foreclosures on
mortgages and evictions
for renters.

Performing Arts $25 million to support the Entertainment event n/a
John F. Kennedy support
Center
Evacuation expenses $324 million for the n/a
State Department
Other $324 million (diplomatic Covid Corporate
programs), $258 million Financing Facility = n/a
(international disaster purchase of
assistance), $350 million commercial paper
(migration and refugee (up to 1-year
assistance) $95 mil. maturity) issued by
(USAID) UK firms making a
material
contribution to the
economy.

On 9 April 2020, the Eurozone ministers of Finance reached an agreement to mobilize €540 billion in
loans and launch a fund to boost the EU economy. The first pillar was a €240 billion line of credit
through the European Stability Mechanism, whereby countries will be allowed to request financing of
up to 2 per cent of their GDP. The second pillar was a €200 billion European Investment Bank
guarantee fund; the third was an Employment Reinsurance Fund (Strupczewski and Baczynska,
2020). Eurogroup President Mario Centeno stated on 9 April

Today, we agreed upon three safety nets and a plan for the recovery, to ensure we
grow together, not apart, once the virus is behind us [...]. These proposals build on
our collective financial strength and European solidarity (Council of the European
Union, 2020).

In July 2020, the final details of the agreement raised the figures to a 750-billion-euro emergency fund,
390 billion euros of grants, and 360 billion euros of low-interest loans. Yet, it is unlikely that the first
instance of Eurobond issuance will translate into a “Hamilton moment” for the EU, still devoid of a
federal economic administration (Chrysoloras and Ainger, 2020).

2.3.2. The Pandemic: A Keynesian Revival?

Stimulus packages featured in Table 3 speak volumes; Epstein believes that they correspond to ‘a
Richard Nixon “We’re all Keynesians now” moment’ (New York Times, 1971). Fast-track forward;
Donald Trump was never short of surprises in March 2020. Not only the 43 US President whose
policies had seemed more inspired by Reagan than Keynes after his election in 2016, signed on Friday
27 March, 2020, the largest fiscal stimulus package ever, but some of his public statements have come

® https://home.kpmg/xx/en/home/insights/2020/04/united-kingdom-government-and-institution-measures-in-response-to-covid.html
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as Keynesian in spirit. For example, on the same day he signed into law the record stimulus package,
he tweeted a very Keynesian injunction to General Motors (Trump, 2020, tweet). By invoking the
seldom used 1950s-era Defense Production Act, conferring the president power to force
manufacturers to make needed equipment in national emergencies, Trump’s swift policy turn was not
alien to Keynes. On 31 March 2020, French President Macron stated that in the face of the Covid-19
pandemic and the rising number of casualties, he had ordered French medical equipment companies
to triple mask production by the end of April, and produce 10,000 extra respirators (Pennetier and Irish,
2020).

2.4. Can Orthodox Frameworks Still be Trusted?

Despite their failure to predict the global financial crisis, following which they came under fierce criticism
from leading mainstream (Lucas, 2009; Solow, 2010) and heterodox economists (Colander et al, 2010,
p.405) the New Keynesian DSGE models, in the direct lineage of real business cycle models that
emerged in the 1980s, associated with Kydland and Prescott (1982) and Long and Plosser (1983),
have lived on. This class of models features heterogeneous random shocks disrupting otherwise
structurally stable economies. Rogers (2010) has equated them to the workhouse macroeconomic
models for policy analysis and forecasting, and Bernanke (2011) declared that this class of models
would remain the standard approach. On 2 March 2020, OECD Chief Economist Boone (2020) gave
a presentation titled “Coronavirus: the world economy at risk”. Boone admitted to finalizing the baseline
scenario of her forecasts during the last week of February, namely before the exponential upsurge in
March. In spite of substantial uncertainty on the downside risks, she recognizes having benefited from
“the global financial crisis in terms of having a menu of policy options”, hinting at the recourse to DSGE
models although the latter were not mentioned orally, or in her slides. Pollitt (2020), Head of Modelling
at Cambridge Econometrics, mentions these OECD estimates, but remains skeptical as regards the
ability to model the pandemic (probably in the light of the sheer complexity dynamics inherent in the
pandemic, an argument already put forward by Colander et al. (2010) a decade earlier). Pollitt (2020)
stresses the need for multidisciplinary lenses, an argument shared by El-Erian (2020, italics added),
former Chairman of US President Barack Obama’s Global Development Council.

For years, the economics profession has suffered from a stubborn reluctance to adopt
a more multidisciplinary approach. But now that the COVID-19 pandemic is
transforming economic life the world over, the profession has no choice but to leave
its comfort zone.

Mainstream analyses and aggregate GDP should not take center stage in such an unprecedented
configuration whereas public health concerns should remain the priority. Pollitt (2020) argues that the
pandemic should be analyzed through macro-level and micro-level lenses, the latter being paramount
owing to the fundamental role of human interactions in diseases and economies. Pollitt (2020)
suggests that OECD projections ignore network theory and complexity economics, thereby weakening
their predicting power. Pollitt believes that no single economic model can assess simultaneously how
disease spreads and predicts how the economy will react thereto. What matters most are not the
methodological considerations behind the forecasts, but the policy decisions made to combat the
unfolding crisis.

We offer hereafter a short demonstration and make a methodological claim. The decision to sign into
law the Congress-approved US fiscal stimulus package by President Trump on 27 March 2020 could
not have been made on the basis of DSGE modelling. We provide several pragmatic reasons to back
up our claim.
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2.4.1. The End of Complacency

Mirowski (2014, p.277) warns against the complacency displayed by the profession before, during, and
following the financial crisis. Who does not recall the words of the IMF chief economist, Olivier
Blanchard (2008, p.2 and 26; 2009): “the state of macro is good [...] Macroeconomics is going through
a period of great progress and excitement”? The coronavirus pandemic is the third global crisis of the
twenty-first century after the dotcom bubble and the 2008 crisis. It might yet have been the most
challenging one (United Nations, 2020).

The new coronavirus disease is attacking societies at their core, claiming lives and
people's livelihoods [...] Covid-19 is the greatest test that we have faced together
since the formation of the United Nations.

Echoing Robinson (cited by Kregel, 1973, p.44) who argued that today is a break between an
unchangeable past and an unknowable future, mainstream economists Christiano et al. (2018, p.136)
were right to doubt that DSGE models would predict the time and nature of the next crisis and concede
our inability to foresee the future. However, we regret that a few sentences later (ibid., emphasis
added), they reiterate their confidence that:

DSGE models will remain central to how macroeconomists think about aggregate
phenomena and policy. There is simply no credible alternative to policy analysis in a
world of competing economic forces operating on different parts of the economy.

This statement amounts to a persisting backcloth of inopportune complacency in a post-Covid-19
world. The time is ripe for intellectual humility, and for the vast coordination of scientific efforts
extending even beyond the boundaries of the economics discipline.

2.4.2. A Timeframe Incompatible with a DSGE-informed Political Decision

On March 27, 2020, Jean Tirole (Lambrecht, 2020) lamented over the “lack of preparation of the
authorities, their shortsightedness linked to our political process”. Let us provide a quick illustration
hereafter. Former US President Donald Trump (White House, 2020) confidently declared on March
12th, 2020 that “we have very few cases relative to certain of the major countries that really have a
bigger problem than us”. On March 13t 2020, Trump (cited in Qiu, 2020) was showing some signs of
confusion: “You call it germ, you can call it a flu. You can call it a virus. You can call it many different
names. I’'m not sure anybody knows what it is”. A fortnight later, the biggest stimulus package in world
History was signed into law. Development economist Evans (2017) explains that, at the peak of the
Ebola outbreak in West Africa, after noticing some meaningful figures, he was able to publish a short
paper of 400 words (a "letter") in the Lancet within a few weeks. Yet, the publication of articles featuring
DSGE models in reputed journals obeys a set of different constraints. Hereafter, we present a ten-step
process before any empirical observation(s) can shape policy- making through the communication of
a full-fledged DSGE model.

i. setting an objective to account for a shifting policy environment
ii. taking into account macro relationships between all variables
iii. selecting software tools for numerical analysis

iv. econometric testing making use of the empirical data
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V. submitting the paper

Vi. double-blind review process
Vii. revisions and re-submission
Viil. acceptance and final editing

iX. publication

X. results communicated to policymakers

2.4.3. The Relevance of Chaos Theory over DSGE Models

In their account of chaos theory, Faggini and Parziale (2016) wonder why economics has not
accomplished what physics has. Chaos-inspired techniques are interdisciplinary, at odds with DSGE
modelling (805). It is tempting to treat the pandemic as a massive exogenous shock. But the study of
its actual propagation is likely to be left unexplained by DSGE models, no matter how sophisticated
(featuring many countries, heterogeneous agents, emerging dynamics etc.). Contrariwise, chaos
theory represents a paradigm shift with its treatment of abrupt fluctuations, endogenously and
deterministically generated by the chaotic system (Gilmore 1996), drawing on complex systems,
enabling a deterministic forecast, not of the system’s behavior (indeterminate), but of its underlying
processes (Faggini and Parziale, 2016, p.806).

Conclusion

The coronavirus pandemic has triggered one of the most severe economic crises in the history of
capitalism, and given rise to the new coronavirus economy. In this article, we have highlighted the
articulation between austerity, deficits, and central bank policy actions, with an emphasis on two
heterodox approaches: MMT and Minsky’s. Throughout the coronavirus pandemic, austerity policies
were utterly discarded by Governments and central banks. The magnitude and speed of this global
crisis has raised serious concerns about the validity of DSGE models, and shed new light on alternative
frameworks such as chaos theory. Keynesian theory has emerged victorious from the pandemic in
spite the tragic number of casualties throughout the world. In the light of a non-realized catastrophist
scenario devised by many forecasters in the spring 2020 of a full collapse of the world economy, the
massive stimulus packages and their unprecedented magnitude have effectively mitigated the
consequences of the pandemic. In spite of the subsequent resurgence of the pandemic through the
occurrence of a series of variants of various degrees of infectiousness and lethality with far reaching
socio-economic consequences in many countries, such as China, the focus in this paper was on the
height of uncertainty and panic in 2020 and early 2021. Itis precisely at this time that radical uncertainty
was at its peak in the world economy. The current conflict in Ukraine showcases that it is precisely
these types of stormy configurations that post-Keynesian economics needs to focus on, not the illusory
and precarious times of calm waters.
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The following note will examine the situation of income distribution in India. The focus of this
analysis is on the contemporary Indian economy, and thus the historical context is not a primary
concern. It is important to note that in 1947, by an act of the British Parliament, the country's
colonies in Asia, on the Indian subcontinent, were divided into two countries: India and Pakistan.
Pakistan was predominantly Muslim and comprised two parts: eastern and western. The eastern
portion of Pakistan subsequently became the independent nation of Bangladesh. From the time of
independence until 1991, the Indian government pursued an interventionist economic policy.
However, in that year, a serious balance of payments crisis prompted a shift in the government's
approach, leading to a reduction in the extent of state intervention in the economy. In 1995, India
became a member of the World Trade Organization (WTO). The available evidence indicates that
India has experienced one of the highest growth rates in the global economy over the past three
decades, with an average annual growth of 5.8%. This equates to a more than sixfold increase in
the size of the Indian economy between 1990 and 2021. While this is a notable accomplishment,
this paper aims to examine the distribution of benefits from this growth.

The number of workers in the industrial sector is 522 million, representing the second largest
workforce in the world after China. In terms of the value share of output, the three sectors of the
economy are approximately 56% in services, 26% in industry and 18% in agriculture. In light of the
substantial expansion of the Indian economy, it is pertinent to examine the evolution of income
distribution over this period. To initiate the discussion, it is first necessary to draw attention to
Figure 1, which provides a summary of income distribution in India for five different dates.
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Figure 1: Distribution of Income in India, 1951-2021
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m 2021 0.22 0.35 0.30 0.13

It doesn't make much difference whether we compare the situation in 2021 with 1992 or even with
1951. In any case, it is interesting to note that the changes in income distribution between 1951
and 1992 are insignificant and that the biggest change has been in the share of the top 1 per cent.
It seems that from 1992, a proxy date for the new economic policies in India, a much more
substantial change in income distribution has taken place. It can be seen that the share of the top
one per cent in national income has doubled over this period, from 10 per cent in 1992 to 22 per
cent in 2021. The next 9 per cent of the richest also increased their share of national income from
26 per cent to 35 per cent, but the share of the middle 40 per cent and the bottom 50 per cent fell
significantly. If we look at these two groups together, i.e. the 90 per cent of the population, it is
clear that their share, which was 64 per cent of national income in 1992, has fallen by 21 per cent
to 43 per cent in 2021. There are other points that emerge from this statistic. The first point is that
by 2021 the share of the richest top 10 per cent of national income will exceed the share of 90 per
cent of the population, 57 per cent versus 43 per cent. If we look at these two segments of the
population, in 1992 the share of the top 10 per cent was 36 per cent of the national income and
the share of the bottom 90 per cent was 64 per cent, but in 2021 the situation was such that the
share of the top 10 per cent increased to 57 per cent of national income and the 90 per cent
decreased by 21 per cent to 43 per cent.

A more detailed examination of the available statistical data reveals that although the process of
widening inequality has accelerated since the 1990s, it appears to have commenced in the early
1980s. The evidence indicates that between 1951 and 1981, the proportion of national income
allocated to the poorest 50% and even the middle 40% increased. However, a downward trajectory
was observed from 1981 onwards, persisting until 2021. It is evident that as the proportion of
national income received by the poorest 50% and the middle 40% has decreased, the proportion
received by the top 1% and the 9% has increased. The aforementioned results are illustrated in
Figure 2.
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Figure 2: Income distribution in India, 1980-2021
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The data presented here demonstrate clear shifts in the distribution of income in India. The top 1%
and 9% of income earners enjoyed a significantly larger share of the national economy in 2021
than they did in 1980 or even in 1992. In the case of the top 1%, their share increased by 14%
over the period, with the majority of this increase, approximately 12%, occurring between 1992
and 2021. The proportion of income accruing to the top 9% of earners remained static between
1980 and 1991. However, by 2021, this figure has increased by 10% of national income. In broad
terms, the distribution of income between the top 10% and the bottom 90% in 1980 was
approximately 1/3 and 2/3, respectively. However, by 2021, this distribution had undergone a
significant reversal, with 57% concentrated in the top 10% and the remaining 43% distributed
among the bottom 90% of the population. We will proceed to examine the comparative position of
each income group. However, before doing so, it is first necessary to consider how the two halves
of India compare. In theory, if India were to be divided into two equal halves, the top 50% and the
bottom 50%, it would be ideal to expect that they would each have an equal share of national
income. In India, as in other capitalist economies, the top 50% of the population enjoys a
significantly larger share of national income. Between 1951 and 2021, the share of the top 50% of
income earners in India ranged from 78 to 87% of the total national income, while the share of the
bottom 50% of income earners ranged from 13 to 22%. Furthermore, this distribution pattern was
employed to calculate the income ratio, defined as how much richer the top 50% were compared
to the bottom 50%. Between 1951 and 2000, with the exception of one year, the top 50% were
four times richer than the bottom 50%, but by 2021 this ratio will rise to seven times.
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Figure3: Dual economy in India
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A closer examination of the changes in the share of the top 1% over this period is warranted.

| mentioned earlier that the share of the 1% has doubled over this period, but it is interesting to
compare these changes with the changes in the share of the bottom 50% of the population.

Figure 4: the share of the top 1% and bottom 50% and income ratiio
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It can be observed that the consequences of the change in economic policy in India are reflected
in this graph. The black curve illustrates the alteration in the share of the top one percent of national
income, which, as can be observed, resembles the letter U in the English alphabet. This suggests
that the period in question can be divided into two distinct phases. In the initial period, spanning
from 1951 to 1982, the trend exhibited a downward trajectory, followed by an upward shift.
Although it has reached a kind of stability in the last two or three years, it demonstrates a significant
increase in comparison to the first half. In contrast, the share of the bottom 50% demonstrates a
wholly disparate trend. In 1951, the proportion of national income accounted for by this group was
approximately 20%. By 2021, this figure had declined to approximately 13%. Although a reduction
from 20% to 13% may appear inconsequential, it is notable that the lowest 50% of the population
have experienced a loss of approximately one-third of their share of national income.
Consequently, the graph in the red column, measured on the right-hand axis, illustrates that this
ratio, which was only 15 times in 1982, increased to 83 times in 2014. A similar pattern is evident
in the changes observed in the share of the 90%. It may appear redundant, but it is nevertheless
evident that despite the considerable differences between these countries, the implementation of
neoliberal economic policies has yielded comparable outcomes, resulting in a heightened degree
of income inequality across all of them.

Figure 5: The share of the top 1% and bottom 90% and income ratio
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We can see from the above graph that in 1951 the share of the 90% of the national income was
more than 60%, and in 1982 it was close to 70% of the national income, that is, it reached 69% of
the national income, but in 2021 it fell to around 40%. We have already seen that most of the
income transfer went to the top 1% and the rest was shared by the top 9% of the population. As a
result of these changes, we also see a significant change in income ratios, up to around 1982 this
ratio shows a declining trend, rising from 17 times in 1951 to 22 times and then collapsing to 8
times in 1982, i.e. in 1982 the average income of the top 1% in India was only 8 times higher than
the average income of the bottom 90%. This declining trend comes to an end in the 1980s, but
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more importantly, a sharp rising trend begins in 1992, so that by 2014 this ratio rises to 46 times
and remains at that level for the rest of the period considered here.

By any measure, the Indian economy has experienced a remarkable period of growth over the
past few decades. Over a period of 60 years, from 1960 to 2021, the Indian economy exhibited a
growth rate of approximately 22 times, and even in the years following the Great Financial Crisis
of 2008, the Indian economy demonstrated a more than doubling in size. As with the other
countries under examination, it would appear that economic growth in India has not been universal,
with different groups deriving disparate benefits from the gains of economic growth. In order to
assess the exclusive nature of economic growth in India, | have divided the last six decades into
four separate periods. The initial period spans from 1961 to 1971, the second from 1971 to 1981,
the third from 1981 to 2007, and finally, the period subsequent to the global financial crisis. The
benefits of economic growth for different groups have been estimated using World Bank statistics,
and the results are presented in Chart 6.

Figure 6: The capture rate in India, 1961-2021
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The capture rate depicted herein represents a metric for quantifying the extent to which economic
growth benefits are distributed among different income groups, specifically the top 1% and the
bottom 50%. As illustrated in the above graph, the distribution of the benefits of economic growth
in India underwent a notable shift from 1981 onwards, with the top 10% experiencing a marked
increase in their share, while the bottom 90% witnessed a decline. In the 1970s, despite an
increase in the size of the national economy, the proportion of benefits accruing to the top 1%
actually declined. However, in subsequent periods, this group captured more than 20% of the
benefits of economic growth. In contrast, the capture rate for the bottom 50% was approximately
half that amount. Furthermore, the aforementioned data illustrates a discernible decline in the
capture rates for the middle 40% and the bottom 50% of the population, collectively representing
90% of the total population, from 1981 onwards. A more comprehensive perspective on the
disparate distribution of income in India can be observed in Figure 7, which compares the capture
rate of the top 10% with that of the bottom 90% of the population.
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0.90 Figure 7: The capture rate in India, 1961-2021

0.80 - m10% m90%
0.70 -
0.60 -
0.50 -
0.40 -
0.30 -
0.20 -
0.10 -
0.00

As % of the benfits of growth

1961-71 1971-81 1981-2007 2007-21
\ = 10% 0.30 0.22 0.54 0.64

\ W 90% 0.70 0.82 0.46 0.36

In light of the evidence presented in this study, we believe the conclusion of our research is
straightforward. It is beyond question that economic growth is a prerequisite for the happiness of
human societies. However, if economic growth is not inclusive, it is inevitable that a small minority
will enjoy the benefits of economic growth, while society as a whole will not be happy. It is
imperative that policymakers take every measure to guarantee that the advantages of economic
growth are distributed equitably among the general population. As evidenced by our study, the
absence of appropriate and favourable policies for the well-being of the majority cannot be
compensated for by any amount of economic growth.

As is the case in other capitalist economies, the distribution of the benefits of economic growth in
India is primarily between the top 10% and the remainder of the population. The top 1% of the top
10% is a particularly noteworthy group. The evidence presented thus far indicates that during the
initial and subsequent periods, from 1961 to 1981, approximately $1 to $1.5 of every five dollars
generated from economic growth was allocated to the top 10% of the population, while the
remaining portion was distributed among the remaining 90% of the population. This distribution
pattern is likely the underlying cause of the observed improvement in income distribution, as
evidenced by a reduction in income ratios. However, from 1982 to 2007, there was a notable shift
in the distribution of the benefits of economic growth, with over 54% allocated to the top 10% and
the share of the remaining 90% of the population declining from over 80% in the second period to
less than 46% in the third. It is noteworthy that in the years following the global financial crisis, this
process persists, with the top 10% of the population capturing an increasing proportion of the
benefits of economic growth, reaching a share of 64%. The remaining 36% of the benefits of
economic growth are concentrated among the remaining 90% of the population. Those in the
lowest 50% of the population within the bottom 90% face significant challenges. As previously
proposed, a novel dual economy has emerged in India, as well as in other capitalist economies.
The top 50% of the population typically captures the majority of the benefits of economic growth,
leaving a significantly smaller share for the remaining half. The situation in India is as problematic
as, if not more so than, that observed in other economies. Figure 8 provides a summary of this
finding.
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Figure 8: The capture rate in India, 1961-2021
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As can be observed, even during the period of interventionist state in India prior to 1991, four out
of every five dollars of additional income generated by economic growth was captured by the top
50% of the population, while the bottom half of the population received only one dollar. From 1981
to 2021, there has been a further shift in the distribution of income in favour of the wealthy. Over
the past four decades, the share of the bottom 50% of the population has declined to one dollar
out of every ten dollars of the benefits of economic growth, representing approximately half of the
share observed between 1961 and 1981. It is noteworthy that between 1981 and 2021, a greater
proportion of the benefits of economic growth accrued to the top one percent of India's population
than to the poorest 50 percent. Indeed, this disparity, which was initially $44 billion in favour of the
bottom 50 per cent, shifted to $62 billion in 2007 and subsequently increased to over $237 billion
in favour of the top 1 per cent by 2021. This represents a nearly fourfold rise since the global
financial crisis of 2007-08.

In order to illustrate the growth of inequality in India, we have estimated the average income of

each percentage group on four different dates and then compared these average incomes with
India's per capita income in the same year.
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Figure 9: Comparative average incomes in $ in India, 1971-2021
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It is striking that the income gap between the average income of the top 1% and India's per capita
income has increased more than tenfold. Throughout this period, the average income of India's
poorest 50% has consistently remained below the country's per capita income. In 1971, it was half
of the per capita income for that year, and by 2021, it had declined to 30% of the per capita income.
Similarly, the average income of the middle 40% also underwent a significant transformation. In
other words, whereas prior to 1981 the mean income of the middle 40% was approximately equal
to and marginally above India's per capita income, from 2007 onwards this group's mean income
was also below India's per capita income. In other words, an examination of the statistics for 2007
and 2021 reveals that the average income of 90% of India's population was below the country's
per capita income in those years. It is important to note that India's per capita income is not as
high as that of many other countries due to its large population size. With 90% of the population
living below this relatively low per capita income; it is evident that despite the country's economic
growth over the past four decades, poverty remains a significant issue that requires attention from
policymakers.

To exemplify the discrepancy in income levels, the ratio of each group's average income to India's
per capita income has been calculated and is presented in Figure 10.
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In 2007, the average income of the top one percent was more than 20 times India's per capita
income for that year. By 2021, this ratio increased slightly to 22 times. A comparison of the average
income of the 9% with per capita income reveals a similar trend, albeit on a much smaller scale.
In other words, in 2007 the average income of the 9% was more than three times India's per capita
income, and by 2021 this ratio will be approximately four times. As previously stated, from 2007
onward, the mean income of the 90% of the population in India is below the country's per capita
income. In India, as in other capitalist economies, the exceptional situation of the top one per cent
represents a significant economic challenge, but it is only one aspect of a much broader and
complex problem. In this context, we have sought to quantify the income disparity between all
demographic groups. This entailed estimating the mean income of each group and examining the
potential evolution of these averages over time. A cause for concern is the widening of the income
gap between all groups. As in other capitalist countries, the discrepancy between the mean
incomes of the top 1% and other socioeconomic groups is considerably more pronounced.
However, the divergence between the middle 40% and the bottom 50% has also increased. The
subsequent chart illustrates these disparities. Six income gaps have been measured.

* The income gap between the top 1% and the next 9% is 1-9%.

* The income gap between the top 1% and the middle 40% is 1-40%.

* The income gap between the top 1% and the bottom 50% is 1-50%.

+ The income gap between the top 9% - 91-99%- and the middle 40% is 9-40%.

* The income gap between the top 9% - 91-99%- and the bottom 50% is 9-50%.

* The income gap between the middle 40% and the bottom 50% is 9-50%.

Utilising the available data on India's gross domestic product (GDP), it can be estimated that in
1971, the average income of the top 1% was approximately $4,200 per annum, while the average
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income of the poorest 50% was just under $150 per annum. By 2007, the average income of the
top 1% had increased fivefold to $21,930, while the average income of the poorest 50% had risen
by more than twofold to $335. Ultimately, by 2021, the average income of the top 1% will have
nearly doubled once more, reaching $42,641 per year, while the average income of the poorest
50% will have less than doubled, at $515 per year. It is noteworthy that, according to the World
Bank, India's economy is projected to expand approximately 14-fold between 1971 and 2021. Over
the course of this period, the average income of the top 1% increased by more than tenfold, while
the average income of the poorest 50% grew by only threefold. Thus, an examination of the income
disparity between the top 1% and the poorest 50% reveals that in 1971, this gap was approximately
$4,060. By 2021, the discrepancy between the mean income of the top 1% and that of the poorest
50% had reached a figure in excess of $42,126. In other words, the income gap increased by more
than tenfold over this period of time.

Figure 11: Income gap in India, 1971-2021
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In light of the evidence presented in this study, we believe the conclusion of our research is
straightforward. It is beyond question that economic growth is a prerequisite for the happiness of
human societies. However, if economic growth is not inclusive, it is inevitable that a small minority
will enjoy the benefits of economic growth, while society as a whole will not be happy. It is
imperative that policymakers prioritise the distribution of economic growth benefits across the
entire population. Our study demonstrates that economic growth alone cannot offset the
consequences of inadequate policies for the well-being of the majority.
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Abstract

This paper is a reflective case study on the pedagogical approaches and teaching
practices applied in an elective course "Economics of the Covid-19 Pandemic”
taught during the Fall 2023 semester at the American University in Bulgaria. It
explores how various pedagogies, such as active learning, collaborative learning,
and web-based interactive exercises, were seamlessly integrated into the course
structure to cultivate critical thinking and a profound understanding of the economic
policy issues arising from the pandemic. Additionally, the paper discusses the
challenges and opportunities presented by the university constraints, and the
impacts of academia's increasing precarization on pedagogy.

Keywords: Covid-19; economic policy; education economics; teaching economics

1. Introduction

Pedagogy serves as a cornerstone in shaping students' comprehension of economic issues,
especially within the realm of radical political economics. This paper aims to provide a
comprehensive exploration of the pedagogical practices employed in the course "Economics of
the Covid-19 Pandemic" and how they align with the Anti-Capitalist Pedagogies and Teaching
Radical Economics.

The course presented here was offered in Fall 2023 for third and fourth year advanced
undergraduate students (not necessarily economics majors), centered on contemporary policy
issues stemming from the Covid-19 pandemic. Due in part to the personal circumstances of the
instructor the course was largely taught in a hybrid teaching mode with several in-person classes
at the campus (which students could still attend online) and entirely online sessions on Zoom.
Topics covered in the course included policy responses to the pandemic, labor market issues,
macro/financial effects, public health aspects, and sectoral impacts. The course also embedded
an extensive reading list that includes a large number of academic articles from a highly pluralistic
perspective, as well as some semi-academic texts in the form of UNDP, ILO, WB and IMF texts.
18 students ultimately registered for the course.

This course's pedagogical approach draws upon several strands of educational theory and

practice, particularly those aligned with critical pedagogy and experiential learning in economics
education.
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The foundation of our approach aligns with the principles of critical pedagogy as articulated by
scholars like Freire (1970) and Giroux (2011). Critical pedagogy emphasizes the importance of
developing students' critical consciousness and their ability to question dominant narratives,
particularly relevant when examining economic policies during a global crisis. As Spotton Visao
(2019) argue, critical pedagogy in economics education can help students understand the power
relations embedded in economic systems and policies. The course's emphasis on collaborative
learning and real-world application is informed by the experiential learning theory developed by
Kolb (2014) and its applications in economics education (Hawtrey, 2007). This approach is
particularly relevant in teaching about dynamic, real-time events like the COVID-19 pandemic. As
Wooten and Lynch (2021) note, experiential learning in economics can bridge the gap between
abstract models and real-world complexities.

The integration of technology and web-based exercises in our course builds on the work of Allgood
et al. (2015), who emphasize the potential of technology to enhance economics education. Our
approach aligns with their suggestion that technology can be used to create more engaging and
interactive learning experiences. The service-learning component of our course draws inspiration
from the work of McGoldrick (1998), who demonstrate the effectiveness of service-learning in
economics education. They argue that service-learning can help students develop a deeper
understanding of economic concepts and their real-world applications. Finally, our approach to
fostering critical thinking in economics aligns with the framework proposed by Brant (2015), who
argues for a more pluralistic approach to economics education that encourages students to
guestion assumptions and consider alternative perspectives.

By synthesizing these various theoretical strands, our course aimed to create a learning
environment that not only conveyed economic concepts related to the COVID-19 pandemic but
also fostered critical thinking, real-world application, and a deeper understanding of the
complexities of economic decision-making in times of crisis. This paper will provide detailed,
implementable examples of the teaching strategies used in the 'Economics of the Covid-19
Pandemic' course. Each strategy will be accompanied by specific instructions, assessment goals,
and reflections on implementation challenges to aid educators in adapting these methods for their
own classrooms.

2. Adopted Strategies

To elevate student engagement and critical thinking, an array of pedagogical strategies were
embedded into the course structure.

2.1. Active Learning and Collaborative Learning:

A significant and enriching component of the course was the dedicated emphasis on in-depth in-
class discussions, purposeful activities, and collaborative projects, fostering an environment where
students actively engaged with the material. The "Policy Responses during the Pandemic" module
emerged as a focal point, where students were seamlessly organized into small groups.

For example, in one collaborative activity, students were divided into groups of 3-4 and assigned
different countries (e.g., South Korea, New Zealand, Sweden, Brazil). Each group researched their

country's key policy responses to COVID-19, focusing on economic measures like stimulus
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packages, unemployment benefits, and business support. Groups then presented their findings to
the class, followed by a structured debate comparing the effectiveness and trade-offs of different
approaches. This exercise allowed students to apply economic concepts to real-world scenarios
while developing critical analysis and presentation skills.

For this exercise, instructions provided to students were as follows:

1. Research your assigned country's economic policy responses to COVID-19 from March
2020 to present.

2. Focus on three main areas: fiscal policy (e.g., stimulus packages), monetary policy (e.g.,
interest rate changes), and labor market interventions (e.g., unemployment benefits, job
retention schemes).

3. Prepare a 15-minute presentation outlining these policies and their economic impacts.

4. Be prepared to defend your country's approach in a class debate.

Moreover, assessment goals were designed to be as follows:

+ Demonstrate understanding of various economic policy tools used during the pandemic
« Develop skills in data collection and analysis from reputable sources

* Enhance ability to critically compare different policy approaches

+ Improve presentation and argumentation skills

There were also some challenges in the implementation. For example, some groups initially
struggled with finding reliable, up-to-date data. To address this, we provided a curated list of
reputable sources including the IMF Policy Tracker, OECD country profiles, and official
government websites. Time management during the debate portion was also challenging. In future
iterations, we plan to implement a more structured debate format with clearly defined speaking
times for each group.

Another key collaborative activity was the COVID-19 Economic Impact Simulation. In this activity,
students were divided into teams representing different economic sectors (e.g., healthcare,
hospitality, technology, manufacturing). Each team was given a set of economic indicators and
policy options. Over three rounds, teams made decisions on resource allocation and policy
implementation, then observed the simulated outcomes on their sector and the overall economy.
This exercise fostered critical thinking about policy trade-offs, interconnectedness of economic
sectors, and the challenges of decision-making under uncertainty. Students reported that this
activity significantly enhanced their understanding of the complex economic dynamics during the
pandemic.

This strategic grouping aimed not only to analyze but also to present policy responses
implemented by different countries in response to the ongoing pandemic. The collaborative
approach transcended traditional boundaries, acting as a catalyst for vibrant knowledge exchange
within the student cohort. The dynamism of these collaborative projects went beyond the mere
transmission of information; it became a platform for the cultivation of diverse perspectives.
Drawing inspiration from Liverpool-Tasie et al. (2019) and Yin et al. (2020), the course encouraged
students to actively participate in dissecting and comprehending the complexities of policy
responses. Drawing inspiration from the above-mentioned paper, the course utilized a blend of
interactive discussions, role-playing exercises, and case study analyses. For instance, students
were assigned to policy-making roles in a simulated economic crisis scenario, where they had to
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propose and defend policy measures based on real-time data. This approach encouraged active
participation by requiring students to critically evaluate policy responses and anticipate potential
outcomes. Moreover, these small-group endeavors served as incubators for the incubation of
critical analytical skills. The multi-dimensional discussions and collaborative projects enabled
students to navigate the complexities of economic policies, fostering a deeper understanding of
the global economic landscape. It was not merely about acquiring information; rather, it was about
synthesizing diverse viewpoints, a skill crucial for any aspiring economist navigating the challenges
of the real-world economic terrain. Beyond the traditional classroom setup, this collaborative
exploration created a dynamic space where students could articulate their perspectives, challenge
existing notions, and collectively construct a richer understanding of policy responses. The
interactive nature of these sessions transformed passive learners into active participants, setting
the stage for a more profound comprehension of the nuanced economic theories underpinning
policy decisions. The impact of this collaborative learning approach rippled beyond the confines of
the classroom. It not only contributed to the development of critical analytical skills but also
nurtured a sense of collective responsibility among students. Engaging with real-world policy
responses underscored the relevance of economic theories in addressing contemporary global
challenges.

2.2. Web-Based Interactive Exercises:

Recognizing the critical importance of real-time data analysis in the ever-evolving landscape of the
COVID-19 pandemic, our course seamlessly incorporated web-based interactive exercises. These
exercises served as a conduit for students to navigate the dynamic terrain of economic indicators
and pandemic-related datasets. In an era where the pace of information dissemination is rapid,
relying solely on traditional teaching methods becomes a limitation. Web-based interactive
exercises, however, transcend these constraints. They empower students to explore, analyze, and
interpret economic trends as they unfold, fostering a level of engagement that extends beyond the
boundaries of a static curriculum. The online platforms utilized in this course were not just tools;
they became portals to an expansive realm of economic data and policy simulations. Through
these platforms, students were not passive recipients of information; they were active participants
in the exploration of economic theories applied to real-world scenarios. This real-time engagement
added a layer of relevance to the learning experience. It went beyond the theoretical underpinnings
of economic concepts, grounding them in the practical realities of the pandemic. The interactive
nature of these exercises encouraged students to synthesize theoretical knowledge with practical
insights, fostering a holistic understanding that transcended the confines of traditional instruction.

One specific web-based exercise involved using the Our World in Data COVID-19 tracker. In this
exercise, students were tasked with analyzing the relationship between GDP per capita and
vaccination rates across countries. They created scatter plots, calculated correlation coefficients,
and wrote short reports interpreting the results and discussing potential causal factors. This hands-
on data analysis allowed students to engage with real-time global data, apply statistical concepts,
and critically evaluate the complex relationships between economic development and public health
outcomes.

For this exercise the following instructions provided to students:

1. Access the Our World in Data COVID-19 tracker.
2. Download data on GDP per capita and vaccination rates for all available countries.
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3. Use Excel or Google Sheets to create a scatter plot of these two variables.

Calculate the correlation coefficient between GDP per capita and vaccination rates.

5. Write a 500-word report interpreting your findings, discussing potential reasons for the
observed relationship, and considering limitations of the analysis.

E

Assessment goals of this exercise were:

» Develop skills in accessing and manipulating real-world economic data

* Apply basic statistical concepts (scatter plots, correlation) to economic analysis

* Enhance critical thinking about the relationship between economic indicators and public
health outcomes

* Improve written communication of data analysis results

Similar to the first exercise there were also some challenges in the implementation of this exercise.
For example, some students were initially unfamiliar with data manipulation in spreadsheet
software. To address this, we provided a brief tutorial session and created a step-by-step guide
for basic data analysis tasks. We also encouraged peer support, allowing students with more
advanced Excel skills to assist their classmates.

Moreover, to illustrate how web-based exercises empowered students beyond simple internet
searches, consider the 'Policy Impact Dashboard' project. Students used tools like Tableau and R
Shiny to create interactive visualizations of COVID-19 policy impacts. For instance, one student
developed a dashboard comparing the effects of different lockdown strategies on GDP growth and
infection rates across countries. This required students to curate data from multiple sources, apply
statistical analysis, and create user-friendly interfaces. The process of building these tools
deepened students' understanding of the data and encouraged them to think critically about how
to present complex economic information effectively. Unlike passive consumption of online
information, this exercise positioned students as active creators and analysts of economic
knowledge.

In alignment with the works of Damron and Mott (2005), the integration of web-based interactive
exercises was not merely a technological augmentation. It was a deliberate strategy to bridge the
gap between theory and application. The exercises were not isolated tasks; they were dynamic
gateways for students to explore the complex dimensions of economic decision-making and policy
implications. Moreover, this approach instilled a sense of adaptability in students — a crucial skill
in an era where the economic landscape can transform swiftly. Navigating web-based resources
became more than just a technical proficiency; it became a cognitive tool for students to navigate
the complexities of real-world economic scenarios. In essence, the integration of these exercises
was a conscious effort to equip students with the skills and mindset needed to thrive in a landscape
where data-driven decision-making is paramount.

2.3. Service and Experiential Learning:

In a deliberate effort to intertwine theoretical understanding with hands-on experiences, the course
incorporated service-learning projects. These projects were not just about assimilating abstract
economic concepts but about immersing students in the real-world implications of economic
policies, particularly those responding to the challenges posed by the Covid-19 pandemic. The
service-learning component was multi-dimensional, challenging students to move beyond the
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confines of the classroom and engage with the socio-economic realities of local communities. Their
mission: to assess the tangible impact of Covid-19 policies, unraveling the complex threads that
wove together economic decisions and their repercussions on society. This approach transcended
traditional learning boundaries, compelling students to confront the complex interplay between
economic theories and the lived experiences of individuals in their communities. At its core, the
service-learning initiative was designed to instill a sense of civic responsibility. It wasn't just an
academic exercise; it was a call to action, urging students to recognize the role they play as
aspiring economists in shaping a socially responsible and equitable economic landscape. This
transformative experience sought to cultivate a deeper understanding of the interconnectedness
between economic choices and the broader fabric of society. The pedagogical inspiration for such
an approach draws from Jacoby's (1996) foundational work on service learning. The author
emphasizes that service learning is not merely about doing something for others; it is a reciprocal
process where students and the community both benefit. This reciprocal nature aligns seamlessly
with the course's philosophy of creating an educational experience that goes beyond the individual,
fostering a collaborative dynamic between learners and their communities.

As part of the service learning component, students partnered with local small businesses affected
by the pandemic. Each student conducted interviews with business owners, gathered financial
data (where possible), and analyzed the impact of various economic policies on these businesses.
For instance, one student worked with a local restaurant to assess how government-backed loans
and shifting consumer behavior affected their operations. Students then presented their findings
to the class and provided recommendations to the businesses, integrating economic theory with
practical, community-based experience.

The following project guidelines were given to students in the service learning component:

1. Identify and partner with a local small business affected by the pandemic.

Conduct at least two interviews with the business owner or manager.

3. Collect relevant financial data (e.g., monthly revenue, expenses) for the periods before
and during the pandemic.

4. Research local and national economic policies that may have affected the business.

5. Analyze the data and interview responses to assess the impact of the pandemic and
related policies on the business.

6. Prepare a 5-page report and 15-minute presentation summarizing your findings and
providing evidence-based recommendations for the business.

n

Assessment criteria of this component was as follows:

» Depth and quality of data collection and analysis

« Application of relevant economic concepts to the real-world case
»  Critical evaluation of policy impacts

*  Quality and feasibility of recommendations

» Professionalism in interactions with community partners

Again, there were some implementation challenges. For instance, some students had difficulty
finding businesses willing to share financial data. We addressed this by providing a letter explaining
the project's academic nature and confidentiality measures. We also allowed students to use
publicly available data or estimates when necessary, with appropriate caveats in their analysis.
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As students ventured into the field to assess the socio-economic impact of Covid-19 policies, they
weren't just collecting data; they were unraveling narratives, understanding the nuances of how
economic decisions resonate in the day-to-day lives of people. The service learning projects,
therefore, became a vehicle for experiential learning, challenging students to move beyond
theoretical abstractions and engage with the messy, real-world implications of economic policies.
In conclusion, the incorporation of service-learning projects was a deliberate move to elevate the
course from a theoretical exercise to a transformative journey. It wasn't just about acquiring
knowledge; it was about applying that knowledge in ways that contribute to the well-being of local
communities. The students weren't passive recipients of information; they were active contributors
to societal understanding, embodying the principles of civic responsibility espoused by the course.

3. University Constraints: Pedagogical Adaptations and Innovations

The course design also considered the challenges posed by the modern university context,
including the increasing precarization of academia. The use of online platforms for recording
lectures and delivering content acknowledged the evolving landscape of higher education, aiming
to make educational resources accessible while addressing issues of time constraints and the
temporality of recorded content (Huang, 1997; Greenhow, Greham and Koehler, 2022).

The impact of neoliberal policies on academia, with its emphasis on market-driven education, has
been a subject of scholarly debate (Connell, 2013). The increasing reliance on precarious
academic labor and the shifting dynamics of the educational infrastructure necessitate a
reevaluation of pedagogical practices (Gallas, 2018; Bone 2021) In the "Economics of the Covid-
19 Pandemic" course, efforts were made to address these challenges by adopting a student-
centered approach that recognized the diverse learning needs and circumstances of students.
However, | should also emphasize that, while critique of the neoliberal university and its context is
important, the primary focus of this paper is to provide practical classroom strategies for teaching
the economics of the pandemic. Therefore, the discussion on neoliberalism will be brief, and more
emphasis will be placed on detailed lesson plans, specific examples, and implementation
challenges.

3.1. Beyond Pedagogy: Adapting to Changing Academic Landscapes

In the modern university context, where market-oriented principles often influence decision-
making, it is essential for educators to critically examine how these dynamics impact pedagogy.
The commodification of education, coupled with the increased emphasis on measurable outcomes,
poses challenges for educators seeking to provide a comprehensive and critical understanding of
economic issues. The "Economics of the Covid-19 Pandemic" course consciously grappled with
these challenges, adopting pedagogical strategies that aimed to transcend mere skill acquisition,
encouraging students to engage critically with the economic issues at hand.

One key aspect of the course's pedagogical design was its student-centered approach.
Recognizing the diversity of student backgrounds, learning styles, and accessibility constraints,
and the fact that most students were also working part-time or full-time in addition to studying, the
course leveraged technology to offer flexibility without compromising educational quality. The
recording of lectures and their availability on the cloud server addressed concerns related to
remote learning and time constraints, allowing students to revisit materials at their own pace
(Huang, 1997; Greenhow, Greham and Koehler, 2022).
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Moreover, the course acknowledged the precarity faced by many students and educators in the
neoliberal university. The emphasis on service-learning projects, which required students to
engage with local communities, not only provided a real-world application of economic theories but
also fostered a sense of social responsibility. This student-centered approach aimed to empower
students as active participants in their learning journey, moving beyond the traditional model of
passive reception of information.

The integration of web-based interactive exercises and online platforms for collaborative projects
presented both opportunities and challenges. On one hand, these technologies facilitated dynamic
and interactive learning experiences, enabling students to engage with real-world data and
scenarios. On the other hand, concerns about the digital divide and unequal access to technology
needed to be navigated thoughtfully. The course addressed these challenges by providing
alternative options for students with limited access to technology. Additionally, the course design
prioritized asynchronous learning components, allowing students to engage with the materials at
their convenience. This dual approach aimed to strike a balance between leveraging technology
for enhanced learning experiences and ensuring equitable access for all students.

Service-learning projects embedded in the course design aimed to transcend the boundaries of
the classroom, fostering a sense of civic responsibility among students. The projects required
students to collaborate with local communities, applying economic theories to assess the socio-
economic impact of Covid-19 policies. This experiential learning approach not only enriched
students' understanding of the real-world implications of economic decisions but also encouraged
them to critically evaluate the ethical dimensions of policy choices (Bringle and Hatcher, 1996.) By
engaging in service learning, students became active participants in addressing local challenges,
aligning with the call for a democratization of the classroom and a broader societal impact (Connell,
2013). This pedagogical approach sought to instil a sense of agency in students, encouraging
them to view their education not solely as a means of individual advancement but as a tool for
contributing to the well-being of their communities.

The course design was informed by radical pedagogical literature, particularly drawing on the
works of Freire (1970, 2020) and Hooks (2014). Freire's concept of ‘problem-posing education’
influenced the structure of class discussions, where students and instructor collaboratively
explored economic issues rather than following a top-down, 'banking’ model of education. Hooks'
emphasis on engaged pedagogy and the importance of linking theory to practice shaped the
service learning component. For instance, when studying unemployment during the pandemic,
students not only analyzed statistics but also interviewed local unemployed individuals, connecting
macro-level policies to lived experiences. This approach aimed to develop what Hooks calls ‘critical
awareness and engagement,’ encouraging students to question dominant narratives about the
economy and consider alternative perspectives.

3.2. Experiential Learning and Critical Analysis:
In addition to service learning, the course incorporated experiential learning components,
encouraging students to engage in critical analyses of economic policies and their effects. The

emphasis on reading reports based on recent economic papers aimed to keep students abreast
of the current state of economic policy and applications. These reports, focused on leading journals
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and institutions, required students to synthesize complex information, hone their analytical skills,
and communicate their findings concisely (Smith, 2023).

Furthermore, the requirement for students to prepare presentations on relevant papers added
another layer of experiential learning. This formal exposition not only deepened their
understanding of specific economic issues but also developed their ability to communicate
complex concepts effectively. The presentation format encouraged collaboration and fostered a
collective approach to learning, aligning with the call for collaborative and participatory pedagogies
(Damron and Mott, 2005).

3.3. Critical Thinking in Assessments:

The course intentionally incorporated radical economic perspectives alongside mainstream views.
For example, when discussing labor market impacts, students read both conventional papers on
unemployment insurance effects and critical analyses of worker exploitation during the pandemic.
One assignment required students to compare neoclassical and Marxist interpretations of the
crisis, encouraging them to question fundamental assumptions about market efficiency and capital-
labor relations. By juxtaposing these viewpoints, students were challenged to critically evaluate
the strengths and limitations of different economic paradigms in explaining real-world phenomena.

The course assessments were structured to reflect a commitment to nurturing critical thinkers. The
absence of a prescribed textbook allowed for a diverse range of readings from leading journals
and institutions. This intentional choice aimed to expose students to a plurality of perspectives,
encouraging them to critically evaluate and synthesize information from various sources.

The reading reports, requiring students to analyze recent economic papers, served as a bridge
between theoretical concepts and their practical applications. The analytical exercises demanded
a deeper engagement with the material, prompting students to question assumptions, evaluate
methodologies, and articulate their understanding coherently. This emphasis on critical thinking
aligns with the broader goal of teaching radical economics and challenging mainstream ideas that
may perpetuate oppressive structures (Smith, 2019).

The requirement for students to prepare and deliver presentations further enhanced their critical
thinking and communication skills. Each student was responsible for three presentations on papers
related to the course material, promoting a thorough understanding of specific topics. The formal
exposition format also encouraged students to engage with economic theories deeply, fostering a
nuanced comprehension that goes beyond surface-level understanding (Greenhow, Greham and
Koehler, 2022).

Collaborative learning was at the forefront during these presentations, as students were expected
to work together to prepare and deliver the presentations. This collaborative approach not only
encouraged knowledge sharing but also facilitated the development of teamwork and
communication skills. By adopting a collaborative learning model, the course embraced a
participatory approach that mirrors the ideals of radical pedagogies, breaking away from traditional
hierarchical structures in education (Jacoby, 1996)

The grading policies of the course were designed to align with the broader pedagogical goals of
fostering equity, encouraging participation, and supporting student growth. The inclusion of class

106


http://www.paecon.net/PAEReview/issue110/whole110.pdf
http://www.feedblitz.com/f/f.fbz?Sub=332386

real-world economics review, issue no. 110
subscribe for free

participation as a graded component acknowledged the importance of active engagement in the
learning process. Class participation, accounting for 5% of the final grade, aimed to create a
supportive and inclusive learning environment. The flexibility in attendance policies recognized the
varying circumstances and responsibilities of students, aligning with the call for democratization of
the classroom and a student-centered approach (Connell, 2013).

Reading reports, accounting for 20% of the final grade, were structured to provide students with
opportunities for self-directed learning. These short reports, based on recent economic papers,
required students to delve into specific topics, critically assess research methodologies, and
articulate their understanding concisely. The emphasis on individual work for reading reports
aimed to balance collaborative learning activities, encouraging students to develop independent
research and analytical skills.

The final exam, comprising 30% of the final grade, was designed to assess students'
comprehensive understanding of the course material. The comprehensive nature of the exam
reflected the interdisciplinary approach of the course and provided students with a platform to
synthesize their learning and demonstrate their mastery of key concepts.

Presentations, constituting 45% of the final grade, underscored the importance of collaborative
learning and effective communication. Each student's responsibility for three presentations allowed
for a comprehensive exploration of different topics related to the course material. The weighting
given to presentations acknowledged their significance in fostering a deeper understanding of
economic issues and promoting a collective approach to learning.

While equipping students with data-driven decision-making skills aligns with conventional
employability, the course also emphasized critical thinking about economic structures. For
instance, students engaged in debates on the ethical implications of economic policies and their
impact on social inequality. This approach aimed to develop a critical consciousness, encouraging
students to question and challenge mainstream economic paradigms, rather than merely preparing
them for employment.

The above-described grading framework adopted for this course went beyond mere assessment;
it was a testament to the commitment to fairness and fostering individual growth. While maintaining
the conventional grading categories, the instructor introduced a level of flexibility that allowed for
the adjustment of cut-off points, potentially elevating letter grades based on percentages achieved.
This departure from rigidity was intentional; it aimed to create an evaluative space that
acknowledged the diverse strengths and learning styles of students. By retaining the option to
lower cut-off points, the instructor signaled a commitment to recognizing and rewarding not just
final outcomes, but the journey of improvement and growth undertaken by each student. In
essence, the grading scale embraced a growth mindset, valuing progress and development over
a static, one-size-fits-all approach. This nuanced grading philosophy aligned with the broader call
for pedagogical practices that prioritize equity within the neoliberal university context (Smith, 2019).
The acknowledgment that students navigate different circumstances and challenges necessitated
an approach that considered the individual rather than adhering strictly to predetermined
benchmarks. Moreover, this commitment to equity extended to the evaluation of student
presentations. Recognizing that a holistic assessment requires varied perspectives, the grading
process included not only the instructor's evaluation but also contributions from fellow students in
the audience. This dual evaluation, with 60% from the instructor and 40% from peers, aimed to
ensure a comprehensive and fair judgment that considered diverse viewpoints and interpretations.

107


http://www.paecon.net/PAEReview/issue110/whole110.pdf
http://www.feedblitz.com/f/f.fbz?Sub=332386

real-world economics review, issue no. 110
subscribe for free

The ethos underlying this grading strategy was clear: the course sought to be a platform for
collective learning, acknowledging the individual journey of each student within the broader
tapestry of the class. It aspired to be more than a conventional academic exercise; it aimed to be
an inclusive and supportive environment where students felt empowered to strive for excellence,
recognizing that excellence manifests differently for each learner. At the end of the course all 18
students passed.

3.4. Student Feedback and Reflection

To gauge the effectiveness of the pedagogical approaches, anonymous feedback was collected
from students at the midpoint and end of the course. Student reflections highlighted the perceived
benefits of the web-based exercises. One student noted, “The interactive nature of the exercises
made the theoretical concepts more tangible and easier to understand. It felt seamless because
we were actively engaging with the material rather than passively receiving information.” Yet
another student reflected, “This course challenged me to think beyond textbook theories. Creating
our own economic impact dashboards made me realize how much interpretation goes into
presenting economic data.” Another noted, “The service learning project opened my eyes to the
real-world complexities of economic policies. It's one thing to read about unemployment figures,
but it's another to speak with people who've lost their jobs due to the pandemic.” Finally, another
student commented, “Comparing mainstream and radical economic analyses of the crisis made
me realize how much our assumptions shape our understanding of economic events. | now
approach economic news with a more critical eye.” These reflections substantiate the instructor’s
interpretation of the course’s effectiveness.

Students reported high levels of engagement with the collaborative projects and web-based
exercises. One student commented, 'The group presentations on country policies really helped me
understand how economic theories play out in the real world." Another noted, 'Working with actual
COVID data made the concepts much more tangible.'

However, some students found the workload challenging, particularly balancing the service
learning component with other coursework. This feedback led to adjustments in the project timeline
and increased support for time management. Overall, 85% of students rated the course as 'highly
effective' in developing their critical thinking skills about economic issues.

It's important to note that this course had only 18 students, which facilitated intimate discussions
and personalized feedback. Scaling these methods to larger classes would present challenges.
For instance, in a class of 50 or more students, collaborative projects might need to be restructured
into larger groups or peer-reviewed assignments. Web-based exercises could be adapted using
automated grading tools and discussion boards to manage higher volumes of student work. The
service learning component might shift to group projects or a selection of students rather than
individual placements. Moreover, digital platforms can be leveraged to manage larger groups by
utilizing breakout rooms for discussions and peer review mechanisms for feedback. However,
maintaining the quality of interaction and ensuring individual student attention may require
innovative solutions and increased administrative support.

Students provided detailed feedback on individual activities. For the country policy comparison
project, one student noted, 'Researching New Zealand's policies and comparing them with other

countries really helped me understand how economic theory translates to real-world decisions.'
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Regarding the web-based exercises, another student commented, 'Creating our own visualizations
of COVID data made the economic impacts feel more tangible. It was challenging but rewarding
to interpret the results.' For the service learning component, a student reflected, 'Working with a
local bookstore opened my eyes to the real-world complexities of economic policies. It's one thing
to read about small business loans, but it's another to see how a real business navigates these
programs." We used this feedback to refine the course. For instance, based on student
suggestions, we incorporated more structured peer review sessions for the service learning
projects and extended the time allocated for in-class discussions of web-based exercise results

4. Conclusion

This course demonstrated the effectiveness of several key strategies in teaching the economics
of the COVID-19 pandemic:

1. Collaborative country policy comparisons enhanced students' ability to apply economic
concepts to real-world scenarios.

2. Web-based interactive exercises using real-time data improved data analysis skills and
made abstract concepts more concrete.

3. Service learning projects with local businesses provided invaluable real-world experience
and deepened understanding of policy impacts.

While implementing these strategies presented challenges, particularly in the context of remote
learning and diverse student needs, the overall impact on student engagement and learning was
significant. Educators can adapt these approaches to their own contexts, using the detailed
examples and implementation notes provided as a starting point

In conclusion, this reflective case study of the "Economics of the Covid-19 Pandemic" course aims
to contribute to the ongoing discourse on pedagogical innovations in radical political economics.
The lessons learned from this course can inform future efforts to create inclusive, student-
centered, and critically engaged learning environments within the evolving landscape of higher
education.
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