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1This presentation envisages

1. The Working Hypotnesis:
Minsky and Keynes hadlaiiiferent

2. A Tiest offthe Working Hypoethesis:

tnrs led them to dififerent

3. Concrete Implications:
Minskyanianad: Keynesian aspects: of the




1. Trhe different sulbjects ofi the analysis

proposed himself as an interpreter off Iihe

OurE View
[Despite the shared View, there are impolant aifferences:

ExXperiencedithe tragedy. ofi the

\WasHfiermed by the liePEs; fior

This inevitably: left 1ts mark!




main problem Is the tendency: ofi IS economy.
10 -Indebtedness and -InVestment,

“e spectacular , ana

....as Well asitne are of Iesser
IMpoItance.....than tie developments ever a perioa
characterized by, 10 el emergence
ol firagile and unstakle financial structures ™ (1986:173).

main preklen Is the tendency: ofi IS econemy.
10 -[AVestment ana employment.

Tus, Keynes stresses the chrenic Inadeguacy. of Investment wiih
respect te full’ employment, the neea o SUPPOeKL the econemy,
always and anynow....




I'he different subjects of the analyses:

(1936) looked at a ECONOMY/.
PrONE Lo e exiaustion off profitable nvestment
epPpPortunItes.

(11975,1966) lookedlata ECONEMY/,
Wil eplimistic profit expectaions and a nigh
PIOPENSILY 10 0ereW, and te IVESt,




2. A Test ofi Our Working Hypothesis
L_et Us compare the conceptions ofi the cycle underlying:
-Miinsky’s (1975,1986), * ’
-Keynes’s (1936, Chapter 22) -

TTherupswing

In (, the excess of planned InVestment over
(Firmsr) saving| 1S sergreat that v Inevitanly reguires

EInance Is at tne centie: of Minsky s architecture.

0[0)els
Given the smaller excess ofi planned Investment,
pProducers may: have sufficient own resources to finance. It.




Ihe weak poeint of the upswing

Tihe upswing ImMproves expectations and confidence;
LAE CONSEOUENCES; NOWEVET, arerradically different.

In , optimism stimulates

10/ ther poInt WHEre filfms Gedt COMMIUMERLS rISe
aloeVE: Profits.

Growih endegenously leadsiterfinancial fragility.

In , INdentedness IS not even mentienea.
Keynes:s prenlemiis the increasing| divergence
PELWEEN the rising expected — anadl the: falling actual —




TThe Peak
J'he crisIs IS © and

In growin eventually: turnas 1nte an Increase. In the
Interest rate that = In e context of financial firaglity:

InMeredifren tne voom — trggers the financial Crisis;
Elrmsy debt: commitmentsican nerlenger vefulfilied inithe erainairy
way: (liquidity halances; profits err horewing). They now: regulie: the
sale ol asset:

4=y expressly rejects suchia diagnosis: It IS the.
InEVitakle disappeIntment ofi the Ver-eptimistic profit

EXPECtalioNS that ProVeKes e CrisIs:

“BUi | suggest that a moere typical, andieien the predeminant,
explanatien| ei-the CrISIS IS, ot primarily a FSe In tie rate of
Interest, but a sudden collapse i the marginal efficiency: of capiial*
(1936:315)

In “S\Vinrant ecenemy, the Upswing may:attanm
Or even surpass full-emploeyment.

In * stagnant economy, the Upswing tends to stop
pefiore: the m.e.c. Is generally: msuifficient to ensure f. e.




Ihe dewnswing

In < (, the crisis reveals the needito reduce

the ever-indebtedness InMerited firom the heon.
In his vibrant economy, the downswing somehow performs
a role:
It restores the robustness of the financial system, paving
the way for the ensuing recovery.

In ~, the crisis turns the boom’s over-
optimistic profit expectations into the contrary
‘error of pessimisms’.

I RIS Stagnant econemy, Fecessions analdepressions
nave oI bEneficial effect:

‘they beleng torthe species; of remedy Which cuKkes the
disease by * (1936: 323).




Ihe trough

In “S\Vibrant econemy/, the lewer tuming
POINL IS NEL GPEN te)gUESHIeN,
According ternis; -

“any. transitery tranqunllty (Under-employment eq, general
0., steady’ growin) IS transformediinte: an eExpansion:
(19865 119).

Tranguilliy increases confidence: and this stimulates
extermally=financed Investment.

In “ Slagnant economy, there 1s no; Upward

InsStanility.
Termain message: ofi the: first 24 chiapters off Keynes: ook
IS precisely the




To sum up, (1975,1986) and (Ch. 22):
-focused on two different econemies

-and thus  came! to different conceptions off the trade cycle.

~ Inour view. _
‘S| upwarainstanility prep: IST et necessariiy. tre:

calimimay. alsepPersist feIF eVer:.

“S|INEErY/ SEEMS oI De Mere Correct:
tREIncrease 1n confidence: due: ter tranguiliity, does not
stimulate the econemy. I Expected proefiis aie Zero) or
negative!

"S 1eory/ seems 1o, e more general:

I addition te the: trade cycle, It alSe envisagesithe
PErsistence: of the slump:

NOWEVEr:

had the great merit ofi expliciting the crucial role
ofi fiinance and of financial instability




This Is the sub-prime share of moertgage originations:

to bring the US financial
system (and the werld ecenemy/) to Its knees!

U.S. Subprime Lending Expanded Significantly 2004-2006

Subprime
Share of Mortgage
Originations (%)
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Sources. US Census Bureau, Harvard Universify- Stale of the Matfion's Housing Report 2008




3. IThe subprime crisis
The literature; Is probably right In Interpreting the recent
financial crisis as a “follewedihy a

OUIF guestion geesi heyond tne episede In Iself:

\Werrefer tethe tneses:

1) that capitalismyis PIORE e growWin;

1) that grevvin RS tuim leadsiterfinancial
firagility, financial crises, debt deflations and deep
depressions.




The two theses are hoth fundamental tor Minsky: s construc..
-AS We have Seen, the tendency: ter growih (the upward

Instability’ propoesition) seems; nighly guestionanle.
\What albout the tendency/. of

Therecent turmorl

[t was the result ofithe [Eed s policy, o deregulation and
el Inneyvatien.

IMIRSKY”si oVer-Indentedness IS rooted I the Inyvestments-profits-
Investments upwaraispiral. I the early 2000s, productive
Investments were at a standstiil.
It was the Increase 1n credit availanility that triggered the hoom of
nousenolds expenditure, thus reactivating growtn.




To sum up, the sub-prime crisis does not seem to
confirm the second pillar of Minsky’s financial
Instability hypothesis.

Tihe recent US experence mignt rather coniimnm

after all; 1n spite of the eExegenous support frem the Eea;
financialideregulation and mmnoeyvation,

the American ecenemy has faneaito; prevent a new
Gepression.

IR TAIS PErSPECTIVE, ‘Sicontbutien weuld
CONSISE 1N sliewWiIng| that finance: can sustain and
proleng grewin, BUL not prevent (INdeed, even
accentuating) tie collapse.




More generally, Minsky:s main contribution consists In
guestioning the mythi ofi growth led by prvate investment.

I Qs view, this kind! of

- PUL Istead turas Intoe financial Crses, debt deflations and
GEep GEPressIons.

=an|econemy/tnat aimsiat accelerating growii tareugh
@evices that Induce capital-Intensive; private Investment net
enly:may not grew, Ut may: e Increasingly. 1
[tS IRCOME distrieution, I ItS ChieICES of
lechnigues, and I Its; everall perfermance ™ (1986:
292).




