The roaring twenties repeated?
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The latest data on economic recovery in China and the US suggest that both economies
should be back to or above the pre-pandemic levels of national output by the end of this
year (in the case of China probably some 10% above). This has renewed optimism that
the pandemic slump may quickly be reversed.

Keynesians like Larry Summers and Paul Krugman have previously argued that the US
economy would bounce back quickly because the COVID slump was more like closing

down tourist sites in holiday resorts over the winter. Once the summer comes, service
businesses re-open and economies leap forward again as the flowers come into bloom.

As one mainstream economics think-tank put it: “Together these improvements in the
outlook have led the fund to predict that, as a whole, advanced economies are on course
to lose less than 1 per cent of output by 2024 compared with its pre-pandemic forecasts
— an outcome that seemed barely plausible last October. The US is top of the pack and
now has forecasts showing it on a stronger path than before the pandemic, but other
advanced economies are not far behind in the medium term.”

Among the large advanced economies, the US is ahead
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China leads the large emerging economies
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Of course, all this assumes that the COVID plague will be over by year end as vaccinations
rise and infections fall, as populations reach ‘herd immunity’. That is optimistic, to say
the least, given the plethora of COVID variants of various degrees of infection still
spreading. Also, I have argued in many previous posts that this scenario flies in the face
of what has happened to the major economies; namely the scarring of employment,
investment and the growing number of bankrupt or ‘zombie-like’ businesses in the major
capitalist economies.

But let us consider the longer term. Assume that the COVID pandemic subsides or is
brought under control sufficiently by year end to allow all the major economies to return,
more or less, to full activity, at least as much as they were in 2019. Does this set the scene
for a decade of fast growth in output and incomes for all?

There is much talk in optimistic circles that after COVID, just as after the Spanish flu
epidemic of 1918-19 and the end of the First World War, that it’s going to be another
Roaring Twenties. The main arguments for this forecast are based on the history of the
Roaring Twenties in the last century.

Like COVID, the so-called “Spanish flu” was a virulent contagion which not only killed
hundreds of thousands of Americans from the fall of 1918 to the spring of 1919, but also
shuttered businesses from coast to coast. Just like COVID now, this calamity plus the end
of WW1 laid the basis for a severe recession in the US and other major economies in
Europe during 1920-21. This recession was a “brutally hard, but very efficient
depression” (said one historian). The stock market lost nearly half its value,
unemployment reached 19 percent, and countless businesses went bankrupt.

The 1920-21 slump was hard but it was efficient in creating the conditions for a new
period of fast growth — the deadwood was burnt and cleared and new shoots emerged.
After 1921, the US not only recovered but entered into a decade of growth and prosperity.
The so-called Roaring Twenties was on. From 1921 to 1929, real GDP rose 42%. Real GNP
per capita grew 2.7 percent per year between 1920 and 1929. By both 19™ and 20th
century standards this was a relatively rapid rate of growth — and certainly rapid by 21
century standards.
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Figure 1: Heal GNP Per Capita, 1919-1930
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New construction almost doubled from $6.7 billion to $10.1 billion and unemployment
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There was a wave of technological advances — widespread electrification of homes and
factories, the introduction of household appliances like refrigerators and washing

machines, rapid adoption of the automobile, the growth of commercial radio stations and
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cinemas. All these technologies had been on the horizon during WW1 and now they took
off in commercial application. The 1920s was also the decade when the US was fully
transformed from farming economy into an industrial one. Farming declined from 18% to
12.4% of the economy, while farm income fell 21%.

Labour productivity grew more rapidly during the 1920s than in the previous or following
decade. Similarly, ‘capital productivity’ (ie output per unit of investment in means of
productin) had declined in the decade previous to the 1920s. But it increased sharply
during the 1920s as, particularly, developments in energy and transportation accelerated.
Labour productivity growth averaged over 5% a year and capital productivity rose over 4%
a year.

Table 3: Average Annual Rates of Labor Productivity and Capital Productvity Growth,

Average Annual Average Annual
Perod Labor Productivity Growth Capital Productivity Growth
1599-1909 1.30%% -1.62%%
1909-1919 1.14 -1.94
1919-1929 .44 4.21
1929-1937 1.95 238

Source: Dewne (1983), Tahle 2. The average annual percentage rates of growth are calculated as
instantaneous rates of change.

In my view, the 1920s investment and productivity boom was the result of some key
factors. First, there was a significant rise in the profitability of capital after the slump of
1920-21, incentivising capitalist firms to introduce the new technologies and to expand
commercial production of new use-values (consumer products). It is difficult to get a
reliable measure of the movement in the profitability of capital in the 1920s for the US, let
alone other economies. Here we must rely on the work of Esteban Maito for estimates of
the profitability of capital in Sweden, Netherlands, the UK and the US. The US estimates
are actually based on the work of Dumenil and Levy from their historic work on
profitability in the US since the American Civil War (see Maito, Chapter 4 in World in
Crisis).

What the figures show is that, during the deep recession of 1920-21, the profitability of
capital fell 44% in the UK, 38% in Sweden and just 9% in the US. In the Roaring
Twenties, profitability rose 14% in the US, 75% in the UK, 8% in the Netherlands and 31%
in Sweden. Indeed, in my own work on the UK rate of profit, I find a rise of nearly 30% for
UK profitability from 1921-29. (See chapter 6 in World in Crisis).
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Rising profitability for capital may have boosted investment and new technologies
boosted the productivity of labour, but surprise, surprise, this did not translate into a
‘Roaring Twenties’ for labour. Indeed, this was the second factor that drove up
profitability: increased exploitation at the expense of real wages. While labour
productivity grew over 5% a year, average real wages for skilled and unskilled workers
rose just 3% a year from 1921 to 1929, and if you include the recession years 1920-21, then
real wages rose only 1% a year during the 1920s.

Tahle 1: Real Average Weekly or Daily Earnings for Selected Occupations, 1920 o 1920,
(1929=100)
(L @) @) ) )
Weelkly:
Skilled and Weelkdy: Weekly:
Semi-Slilled Unskilled Female
Male Production Male Production Production
Workers Workers Workers
Workers in 25 Workers in 25 Worleers in 25 Weekly: Farmwwo rkers
Manufacturing Manufacturing Manufacturing Bituminows Coal- Daily Wage

Year Industries Indusiries Industries Lignite Mining Raite
1920 2916 2228 1514 - 182
1921 2619 19 41 1496 - 1.9
1922 873 2074 1619 - 2.04
1923 3093 4237 1731 2351 2.348
1924 3081 d2.45 1673 2347 2.40
19235 3057 241 1678 584 2.30
1924 3060 d2.47 1672 751 .32
1927 3108 2324 17.14 2385 232
1928 3194 2380 1715 24.48 2.30
19289 3280 24.40 17 41 2511 2.30
1230 803 247 16.40 2281 2.21
Soutce: U3, Department of Commerce, Burean of the Census, Hisforical Sfafisfics of the Uwited Siafes:
Colowial Times fo 1970 (W ashington, DC: TGP0, 1976). Col (1) Seties DEAL. Col. (2 Beries DEA . Col
(3 Beries DE3E. Col. (): Jeries DEIL. Col. (5): Beries K121 AL dollar figuares were deflated by the Consumer
Frice Index from series E135 set to 1920=100.
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During the 1920s too, union membership plummeted, leaving workers exposed directly to

‘free market’ forces in the labour market.

Unions as Percent of Monfarm
Employees
ot ot —t ot [
%8 = = ™) =

Yt
=

Indeed, inequality of income and wealth rose sharply. Per-capita GDP rose from $6,460
to $8,016 per person, but this prosperity was not distributed evenly. In 1922, the top 1%
of the population received 13.4% of total income. By 1929, it earned 14.5%. The work of

Figure 6: Inion Membership, 1920 to 1930
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Thomas Piketty et al provides all the data on rising inequality of incomes in the 1920s.
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l»_Pikettys Inequality Story in Six Charts

Then there is the third factor peculiar to the US. The US was by far the strongest
capitalist economy after WW1. The war years were boom years for the US as the federal
government poured money into the wartime economy, while the country avoided
devastation, unlike Europe. Previously a debtor nation, the US emerged from the war as a
chief lender and arguably the strongest and most vibrant economy in the world. As a
result, during the 1920s, the US produced almost half the world’s output because World
War I had destroyed most of Europe.

Per capita income ($)
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But the Roaring Twenties came to an end — there was no permanent expansion. As
Marxist economic theory argues, capitalist production does not proceed in a harmonious
way and with sustained expansion, but instead is subject to regular and recurring crises
because of the contradictions in capitalist accumulation expressed in the profitability of
capital. The Roaring Twenties gave way to the Great Depression of the 1930s.

And indeed, we can see why. In the US, the profitability of capital peaked in 1924,
thereafter falling by over 13% up to 1929 (according to the D-L data — see chart above and
see The Long Depression, p53). As a result, capitalist investment switched from
productive capital into “fictitious capital’. Just as in the credit boom leading up to the
global financial crash of 2008-9, much of the skyrocketing wealth of the 1920s was
increasingly built on a shaky foundation of easy credit and stock market speculation. This
fictitious capital crashed in 1929 and a major slump ensued with many banks going
under.

So can the Roaring Twenties of the last century after the Spanish flu epidemic be repeated
in this century after COVID? Will there be a new lease of life for the major capitalist
economies that ends the ‘secular stagnation’ (Keynesian) or the Long Depression
(Marxist) of the last decade since 2010?

Well, let us consider a Marxist model for creating a longish boom in capitalist production.
Along boom will only be possible, according to Marx, if there has been a significant
destruction of capital values, either physically or through devaluation, or both. Joseph
Schumpeter, the Austrian economist of the 1920s, taking Marx’s cue, called this ‘creative
destruction’. By cleansing the accumulation process of obsolete technology and failing
and unprofitable capital, innovation from new firms could prosper. Schumpeter saw this
process as breaking up stagnating monopolies and replacing them with smaller
innovating firms. In contrast, Marx saw creative destruction as creating a higher rate of
profitability after the small and weak were eaten up by the large and strong.
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For Marx, there were two parts to ‘creative destruction’. There was the destruction of real
capital “in so far as the process of reproductuon is arrested, the labour process is limited
or even entirely arrested and real capital is destroyed” because the “existing conditions
of production.. are not put into action”, ie firms close down plant and equipment, lay off
workers and/or go bust. So the value of capital is ‘written off’, because the physical use
value of labour and equipment etc is no longer used.

In the second case, it is fictitious capital that is destroyed. In this case “no use value is
destroyed. ... Instead:”a great part of the nominal capital of society ie of exchange value
of the existing capital, is completely destroyed.” There is a fall in the value of state bonds
and other forms of fictitious capital. But this leads only to a “simple transfer of wealth
Jrom one hand to another” (those who gain from falling bond and stock prices from those
who lose). But it can also lead to the destruction of real capital, when it leads “to the
bankruptcy of the state and of joint stock companies.” Marx 1861-63 Writings, cited by

Let us take the first of these cases of creative destruction. Can we say that in 2021, the
COVID slump has sharply increased the profitability of capital in the major economies, or
that it will do so? Before the pandemic slump, profitability in the major capitalist
economies was near all-time lows, one of the key indicators and explanations of the Long
Depression of the last decade or so.
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This was particularly the case for US capital. Recently, fellow Marxist economist, Chris
Dillow, who writes for Investors Chronicle, reiterated the arguments and data that I have
been making about US profitability. He commented: “They show that the pre-tax profits
of non-financial companies last year were just 7.4 per cent of non-financial assets
(measured at historic cost). This was only half the rate that firms enjoyed in the mid-
1950s. And even before the pandemic, the profit rate had been trending down for
decades: it was lower in 2019 than it was in the 1970s, for example.” Here is my chart,
measured slightly differently, but making the same point.
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Globally, too corporate profits (the mass, not profitability) growth had virtually ground to
a halt before the COVID pandemic.
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This was not the situation in 1919, at least in the US.

Second, far from the pandemic slump clearing away fictitious capital so that new capital
could sprout, there has been an unprecedented expansion of cheap credit money to

support businesses, large and small. The Long Depression was one where although

productive capital grew slowly, fictitious capital rocketed. And so it has been during the
pandemic slump. There has been no collapse in stock and bond prices (so far).
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So the pandemic slump has not led to the destruction of weak and unprofitable ‘joint
stock companies’ but to the opposite. There are yet more unprofitable, mainly small,
businesses, staggering on and kept afloat by a wave of zero interest cheap money pumped
in by central banks. It’s not ‘creative destruction’ but the rise of the ‘zombies’.
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The latest data show that in the US nearly 20% of all firms are in the ‘zombie’ category,
while in Europe it is as high as 40%. While these firms remain, they keep average
profitability low, labour productivity growth weak and unemployment down. That is not
the capitalist recipe to start a long boom.

By the way, currently there is an argument that these zombie companies are not really
zombies at all. Companies that appear to be running at a loss (with negative net income)
are not. Instead, they have been investing in ‘intangibles’ (software, R&D and media that
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are being deducted from income. If added back to income, then many zombies are doing
well. However, if this were the case, where are the results in productivity growth? But
that’s another post.

Perhaps the Biden fiscal stimulus and infrastructure programs that constitute a seemingly
huge injection of government spending (16% of US GDP) will ‘pump the prime’ of an
investment explosion that will deliver a roaring twenties. That is certainly the hope or
expectation of many Keynesian economists. But Biden measures (even if fully
implemented) do not compare in magnitude to the post-WWII reconstruction boom in
Europe. The major economies are not in such a post-war situation.

Remember, even before the virus hit the global economy, many capitalist economies were
slowing fast or already in outright recession. In the US, one of the better performing
economies, real GDP growth in Q4 2019 had fallen to under 2% a year with forecasts of
further slowdown this year. Business investment was stagnating and non-financial
corporate profits had been on downward trend for five years. The capitalist sector was and
is in no shape to lead an economic recovery that can lead back to higher growth,
productive investment and rising real incomes.

The point is that, once the current pandemic lockdowns end, what is needed to revive
output, investment and employment is something like a war economy; not bailing out big
business with grants and loans so that they can return to ‘business as usual’. This slump
can only be reversed with war time-like measures, namely massive government
investment, public ownership of strategic sectors and state direction of the productive
sectors of the economy.

But isn’t that what the Biden programmes aim to do and Roosevelt dd with the New Deal
in the 1930s? Well, the historical evidence is that the New Deal did not restore a long
boom for US capitalism. It took WW2 to do that. Keynes himself said that the war
economy demonstrated that “It is, it seems, politically impossible for a capitalistic
democracy to organize expenditure on the scale necessary to make the grand
experiments which would prove my case — except in war conditions.” In a post of mine
back in 2012 I showed that: “in 1940, private sector investment was still below the level
of 1929 and actually fell further during the war. So the state sector took over nearly all
investment, as resources (value) were diverted to the production of arms and other
security measures in a war economy.”

Andrew Bossie and J.W. Mason published a perceptive paper on the experience of that
public sector role in the war-time US economy. They show that all sorts of loan
guarantees, tax incentives etc were offered by the Roosevelt administration to the
capitalist sector to begin with. But it soon became clear that the capitalist sector could not
do the job of delivering on the war effort as they would not invest or boost capacity
without profit guarantees. Direct public investment took over and government-ordered
direction was imposed.
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The war economy did not ‘stimulate’ the private sector, it replaced the ‘free market’ and
capitalist investment for profit. To organize the war economy and to ensure that it
produced the goods needed for war, the Roosevelt government spawned an array of
mobilization agencies which not only often purchased goods but closely directed those
goods’ manufacture and heavily influenced the operation of private companies and whole
industries.

Bossie and Mason found that from 8 to 10 percent of GDP during the 1930s, federal
spending rose to an average of around 40 percent of GDP from 1942 to 1945. And most
significant, contract spending on goods and services accounted for 23 percent on average
during the war. Currently in most capitalist economies public sector investment is about
3% of GDP, while capitalist sector investment is 15%-plus. In the war that ratio was
reversed. The Biden plans would just raise the government investment ratio (over ten
years) to about 4% of GDP, if fully implemented.

Bossie and Mason conclude that: “the more—and faster—the economy needs to change,
the more planning it needs. More than at any other period in US history, the wartime
economy was a planned economy. The massive, rapid shift from civilian to military
production required far more conscious direction than the normal process of economic
growth. “

What the story of the Great Depression and the war showed was that, once capitalism is in
the depth of a long depression, there must be deep destruction of all that capitalism had
accumulated in previous decades before a new era of expansion becomes possible. There
is no policy that can avoid that and preserve the capitalist sector. If that does not happen
this time, then the Long Depression that the world capitalist economy has suffered since
the Great Recession could enter another decade.
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