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Abstract 

The financial instability hypothesis explains how swings between robustness and fragility in 
financial markets generate business cycles in the economic system and hence the periodic 
tendency towards stagnation. From the theoretical perspective, Hyman Minsky unites the 
financial theory of investment put forward by John Maynard Keynes with the credit view of 
money and finance advocated by Joseph Schumpeter. He also connects Keynes’ view of the 
investment decision as a determinant of output and employment with Schumpeter’s view of 
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Keynes makes no presumption that over a succession of booms and slumps the level of 
investment equals full employment savings, allowing for the possibility of underinvestment 
and secular stagnation, and he recognized the importance of long-term expectations in 
determining new investment in new plant and equipment. Conversely, Schumpeter cannot 
explain the level of output or effective demand as he starts from the position full 
employment, but he does raise some important issues regarding the innovation process, the 
“most powerful propeller of investment.” This paper combines Minsky’s financial instability 
hypothesis with his vision of Schumpeter and Keynes to provide a way to describe how 
secular stagnation and financialization evolves over time.  
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Technological revolutions and the periodic tendency towards stagnation. 

Mark Knell 

 

 

1. Introduction. 

Hyman Minsky advanced the financial instability hypothesis to explain how swings between 

robustness and fragility in financial markets generate business cycles in the economic system 

and hence the periodic tendency towards stagnation. From the theoretical perspective, 

Hyman Minsky essentially unites the financial theory of investment put forward by John 

Maynard Keynes with the credit view of money and finance advocated by Joseph 

Schumpeter. He also connects Keynes’ view of the investment decision as a determinant of 

output and employment with Schumpeter’s view of the investment decision as a determinant 

of innovation and economic growth. However, Keynes makes no presumption that over a 

succession of booms and slumps the level of investment equals full employment savings, 

allowing for the possibility of underinvestment and secular stagnation, and he recognized the 

importance of long-term expectations in determining new investment in new plant and 

equipment. Conversely, Schumpeter cannot explain the level of output or effective demand 

as he starts from the position full employment, but he does raise some important issues 

regarding the innovation process, the “most powerful propeller of investment.” 

Minsky’s financial instability hypothesis, combined with his vision of Schumpeter and 

Keynes, provides a way to describe how secular stagnation and financialization evolve over 

time. Following Keynes, this essay purposes to combine them by presuming output may not 

be at the full employment level of effective demand and that the level of investment will be 

determined by expectations. Schumpeter (1939) described three synchronized cycles in 

Business Cycles, a short-term “Kitchin” inventory cycle of about 40 months duration that 

captured information asymmetries, a medium-term investment or “Juglar” cycle involving 

both the monetary or financial markets, as well as product and process innovation and a 

long-term “Kondratiev” cycle capturing the evolution of the use of major technological 

innovations. A novel feature of Perez (2002) is that each technological revolution is marked 

by a turning point when financial capital is supposed to be supplanted by production capital. 

This idea follows from Schumpeter’s recognition that the entrepreneur and financier are two 

independent economic agents that drive the innovation process. Perez argues that the 

financier dominates in the first two phases of the cycle, and the entrepreneur dominates in 

the second two phases. Financial bubbles are common near the turning point as confidence 

in the financial system becomes more turbulent, but support for the new technology gains 

momentum.  
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Minsky explicitly mentions the Juglar cycle, which is essentially an overinvestment theory 

of the cycle, but could be integrated into a multiplier-accelerator model similar to Kalecki 

and Steindl. Minsky’s ideas about financial instability and financial regulation also have 

important implications for the long-term “Kondratiev” cycle. In this cycle, or technological 

revolution, major or radical innovations initiate a fundamental change in the way things are 

produced, the types of products being produced, how a firm is organized, and the way 

people transport things and communicate. Over the course of the cycle, both stagnation and 

dynamic growth appear at the same time, as old technologies mature and new technologies 

have not diffused sufficiently through the economy. 

The paper is organized in the following way. Section 2 provides a basic overview of the 

why secular stagnation continuously reappeared over the past 250 years by considering 

Schumpeter’s ideas of the business cycle over long periods of time. It does this by adopting 

the theory of technological revolutions pioneered by Freeman and Perez. The paper then 

makes a short digression on the falling rate of profit and stagnation. Sections 4 and 5 

reconsider Keynes and Schumpeter in terms of the Minsky’s financial instability hypothesis. 

Some comments are made on Keynes, Schumpeter and Minsky on the instability of 

capitalism. Some final remarks are then offered on secular stagnation and technological 

revolutions. 

2. On secular stagnation and technological revolutions. 

One can get a basic overview of the why secular stagnation continuously reappeared over 

the past 250 years by considering Schumpeter’s ideas of the business cycle over long periods 

of time. Schumpeter (1939) provides a good way to introduce the idea of technology 

revolutions and secular stagnation. In his book, Schumpeter described three synchronized 

cycles in Business Cycles, a short-term “Kitchin” inventory cycle of about 40 months 

duration that captured information asymmetries, a medium-term fixed capital investment or 

“Juglar” cycle involving both the monetary or financial markets, and a long-term 

“Kondratiev” cycle capturing the evolution of the use of major technological innovations. 

Schumpeter (1939: 177) considered the three-cycle schema as a “convenient descriptive 

device” with its main purpose to explain cyclical behaviour over time. He contended that 

both the Juglar and Kitchin cycles could generate financial crisis and economic recessions at 

regular intervals, depending on the timing of each cycle.1 Schumpeter shared believed that 

the demand for capital and credit would generate cyclical fluctuations as Juglar reasoned, but 

he also understood them to be a consequence of innovative behaviour rather than excessive 

                                                
1 Minsky (1954) maintained that ‘induced’ expenditures, driven mainly by the consumption function 
(behavioural) and the decision to invest (expectations), were essential to the Keynesian explanation of 
short and medium term fluctuations. 
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speculative behaviour. This argument is contrary to the Keynesian view that speculative 

investments would lead to over-indebtedness and financial fragility over the course of the 

business cycle. 

Schumpeter (1939: 178) described Kondratieff long waves as an outcome of the 

innovation process and dated the cycles according to the broadly defined technology that 

characterized the period. Using statistics on price behaviour, including wages, interest rates, 

raw material prices, foreign trade and bank deposits, Kondratieff identified two long waves 

of expansion, stagnation and recession that took place from 1790 to 1849, with a turning 

point in 1815, and from 1850 to 1896, with a turning point in 1873. Kondratieff had 

supposed that a new cycle had started in 1896. Schumpeter’s interpretation of Kondratieff 

and Kondratieff’s own description of long waves as sinusoidal-like cycles resulted in some 

discussion in the literature, but little was added to the literature until Freeman and Perez 

(1988) introduced the idea that technological revolutions were essential to each long wave 

cycle. Schumpeter provided the fundamental insight that bunching major or radical 

innovations initiated a fundamental change in the way things are produced, the types of 

products being produced, how a firm is organized, and the way people transport things and 

communicate.  

Freeman and Perez (1988), Freeman and Louçã (2001) and Perez (2002) have identified 

five technology revolutions have appeared since the 1770s, each occurring in intervals of 

roughly 50 to 70 years. Each cycle or long wave is said to represent not only a technological 

revolution but also a change in the techno-economic paradigm, much like a paradigm shift as 

described by Kuhn (1962). Perez (2002: 8) defines each cycle or technological revolution as 

“a powerful and highly visible cluster of new and dynamic technologies, products and 

industries, capable of bringing about an upheaval in the whole fabric of the economy.” There 

will be at least one core product, or “general purpose technology”, in each revolution that 

will appear as a cluster of interrelated radical breakthroughs and form a core constellation of 

interdependent technologies that will be essential in driving down the cost of production 

over time (Lipsey, et al., 2005).2 Long-term economic growth and stagnation will not be 

confined only to the products and processes directly related to the major technological 

innovations, but to the economy as a whole. Each cycle is neither smooth nor continuous, 

but contains many upheavals as new enterprises; industries and technologies displace the old 

and mature ones, resembling Schumpeter’s (1942) idea of creative destruction. 

Perez (2002) identified four distinct phases in each techno-economic paradigm: (1) 

irruption, when the new technology is introduced; (2) frenzy, or the period of intense 
                                                
2 Every techno-economic paradigm involves not only the appearance and evolution of a new General 
Purpose Technology (GPT), but also a change in the way people relate to the technology. The 
introduction of the microprocessor, for example, not only transformed the way economic growth is 
generated, but also how people interact. 



 5 

exploration; (3) synergy, when the technology is diffused throughout the economy; and (4) 

maturity, as the diffusion process becomes complete. There is some overlap of the 

technology systems as investment opportunities dwindle and markets stagnate in the older 

technologies while the feasibility and potential application of new technologies is still not well 

understood. The appearance of the new technology revolution will be marked by which is 

also marked by significant and sometimes turbulent changes to industrial structure and the 

regulatory regime. As the installation period progresses, increasing financial instability will 

culminate in frenzy and one or more major technology bubbles. After getting through the 

turning point, the economy tends to experience stable long-term growth as the technology 

system asserts itself on the technological frontier.  

Dynamic expansion, economies of scale, and diffusion are most common during the 

synergy phase, when producers tend to dominate and economic growth is balanced. In the 

last phase complacency appears as the technology reaches maturity and diffuses through the 

economy. The important event in our story is that stagnation and dynamic growth appears in 

both the beginning of the irruption stage, as old technologies mature, and at the culmination 

of the frenzy stage, where many new opportunities to apply the new technology open up. A 

historical analysis of technological revolutions indicates that secular stagnation asserts itself 

on the technological frontier as the old paradigm comes to an end, as it did in the UK in the 

1830s and 1870s, and in the USA in the early 1900s and the 1970s. This kind of stagnation 

should to be deep and long enough to bring back the dynamics of the market and eliminate 

the institutional obstacles to the emergence of the new paradigm.  

A novel feature of Perez (2002) is that each technological revolution is marked by a 

turning point when financial capital is supposed to be supplanted by production capital. This 

idea follows from Schumpeter’s recognition that the entrepreneur and financier are two 

independent economic agents that drive the innovation process. Perez argues that the 

financier dominates in the first two phases of the cycle, and the entrepreneur dominates in 

the second two phases. Financial bubbles are common near the turning point as confidence 

in the financial system becomes more turbulent, but support for the new technology gains 

momentum. Free market policies tend to dominate in the first two phases and a re-

evaluation of the governance systems and institutional arrangements of the economy in the 

second half of the cycle. This parallels a very long-term shift in the distribution of income 

(Mandel, 1980). As the economy reaches the turning point, stagnation combined with 

financial fragility will become an acute problem, as what happened during the canal mania, 

when Britain invested huge sums in canal building in the 1790s, during the speculative frenzy 

or railway mania in the mid-1840s in Britain, the panic of 1893 in the United States, the great 

US stock market crash of 1929 and finally the internet mania of 2000 and financial collapse of 

2007 in the United States.  
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The important event here is that a collapse should be powerful enough to weaken the 

power of finance, and restore the long-term interests of production capital and the 

regulatory power of the State (Parez, 2013). If it does not sufficiently weaken the power of 

finance, as what might be currently happening, then secular stagnation may set in. Resistance 

to the New Deal in the 1930s may explain the prolonged stagnation during the decade. 

Collaboration between government and industry during World War II, combined with 

Keynesian policies and institutions helped push the era of mass production into its most 

productive period. It is at this point in the techno-economic paradigm where secular 

stagnation and financial fragility meet.  

3. A digression on the falling rate of profit and stagnation 

Karl Marx’s tendency of the rate of profit to fall and Minsky’s Financial Instability Hypothesis 

have a lot in common with the idea of technological revolutions. In the Grundrisse, Marx 

(1973: 748) identified the tendency of the rate of profit to fall as "the most important law of 

political economy" and attempted to explain its causal underpinning in terms of the 

accumulation of capital. Like the classical economists before him, Marx (1867) believed that 

the inter-industry competition of capitals resulted a tendency for the rate of profit to 

equalize across industries but that capitalists found ways to increase profitability and market 

share by introducing new products and processes. By lowering (and minimizing) the cost of 

production, individual entrepreneurs have higher than average profits until the new 

technique becomes widespread. Although the new technology allows the innovating firm to 

have above average profits temporarily, it plays a crucial role in the competitive process by 

contributing to the continuous change of the productive structure. The determination of 

production prices in each industry and the tendency towards a uniform rate of profit lead to 

continuous investments in the innovating industry as well as the diffusion of technology 

across industries. 

Marx, as Smith and Ricardo before him, believed that over a very long period, there was a 

secular decline in the profitability of capital as labour productivity increased. Both Mandel 

(1980) and Shaikh (1992) see the falling tendency in the profit rate as a mirror image of the 

technological revolutions and are identified as by the starting point and turning point in the 

cycle. Shaikh (1992: 189) argues,  

The rate of profit falls because a rising materialized composition of capital necessarily 

overwhelms even a rising rate of surplus value. The falling tendency in the rate of 

profit chokes off the initial acceleration in the mass of profit, which then decelerates 

and eventually stagnates. The point of stagnation in the mass of profit, which Marx 

called the 'point of absolute overaccumulation', signals the turning point in the long 
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wave. It ushers in a phase change from stable and healthy accumulation to unstable and 

depressed accumulation. 

In short, Marx provides an explanation for why secular stagnation and finacialization of 

capital initially began, and the role that the falling rate of profit had on this process. And it 

also illustrates some of the tensions that exist between the forces of production, relations of 

production, and the technical superstructure.3 

4. Keynes and Schumpeter 

Schumpeter (1936) criticized Keynes for not taking into account ‘the financing of changes in 

the production function’, or innovation. In 1946 he acknowledged that Keynes confined his 

analysis to short-run phenomena, but still maintained that Keynes had excluded ‘phenomena 

that dominate the capitalist processes.’ These were excluded because the capital stock did 

not reflect the investment patterns in the short run, which meant that uncertainty, 

expectations and financial frugality were not relevant for a theory of innovation. Keynes was 

fully aware that technology was essential for economic growth. In Economic Possibilities for our 

Grandchildren, Keynes (1931[2008]: 19–20) indicated that “the accumulation of capital which 

began in the sixteenth century” increased “far beyond a hundredfold of what any previous 

age had known”, and he wrote in A Treatise on Money that Schumpeter’s theory of innovation 

is the most important explanation for why the rate of investment fluctuates over time.4  

The relevant issue here was that Keynes considered the investment decision as a 

determinant of output and employment the General Theory; whereas Schumpeter’s 

considered the investment decision as a determinant of innovation and growth. Both 

economists described the process of investment as an entrepreneurial decision, but they 

grounded the decision invest in different theoretical apparatus. Keynes believed that long-

term expectations and liquidity preference can be highly volatile as expected profitability 

depends on the uncertainty of operating costs and sales over the lifetime of the plant and 

equipment, and liquidity preference and the decision to invest depend on highly volatile asset 

prices. By contrast, Schumpeter believed this volatility to be the normal consequence of 

‘real’ entrepreneurial activity and the accumulation of capital, without any reference to 

liquidity preference. 
                                                
3 Schumpeter (1912) argues that bank credit is a necessary requirement for the introduction of the 
new radical innovations and subsequent developments within each technological revolution. This 
could have the consequence of the financial system having regular intervals of financial deregulation, 
followed by instability, and then by a response of reregulation as Perez suggests. 
4 Keynes presented a more dynamic, long-period perspective in the Treatise. There he demonstrated 
how an initial investment decision normally gives rise to a set of expectations, which may trigger 
further changes in investment over subsequent periods. Expectations were endogenous following a 
wavelike pattern of behaviour reminiscent of the credit cycle, but there was no theory of output and 
employment. 
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Schumpeter provided a theory of the entrepreneur, which had many similarities to the 

Keynes. The entrepreneur in Schumpeter was the main agent or instrument of change 

assigned with its main function to carry out new combinations of resources available to the 

enterprise, much in the same way as a production function. But these agents of change earn 

“entrepreneurial” profits above the normal rate of return for bringing novelty to the market 

through the introduction of new products, markets, methods of products, and new 

organizational forms. Finance enabled the entrepreneur to carve path of creative destruction 

as the new technologies displace old and mature ones, fostering the movement of finance 

capital from less profitable enterprises and industries to more profitable ones. Keynes 

reserved the term “entrepreneur” to symbolize investment and production decisions, but he 

also used the term “entrepreneurial economy” to describe the principle of effective demand 

in early drafts of the General Theory. His idea of “animal spirits” or the “spontaneous urge 

to action rather than inaction” gives the resembles that of Schumpeter, and Keynes’s 

entrepreneur is internalized into firm’s behaviour much like Schumpeter’s profit seeking 

entrepreneur (Akerlof and Shiller, 2009). The main function of the Keynesian entrepreneur 

is the decision to invest, irrespective of the drive to innovate. 

5. The financial instability hypothesis 

Schumpeter suggested that Juglar and Kitchin cycles could engender recessions and periodic 

financial crisis at regular intervals throughout the course of a technology revolution. Perez 

(2002) suggested that these periodic crises could be much worse at the low end of the long 

wave. She maintained that finance capital is the main enabling agent during the first two 

phases of the techno-economic paradigm, by overpowering old ideas and creating new ones, 

but as the new paradigm moves in the frenzy stage, new speculative financial instruments are 

created to make money from money. This is where Minsky and the idea of financial fragility 

becomes an especially important issue. 

Minsky derived the financial instability hypothesis from his own interpretation of the 

General Theory, especially as they relate to Keynes’s ideas on investment and portfolio 

decisions and liquidity preference, and the credit view of money and finance of Schumpeter.5 

He described a situation where an increase in speculative investments would lead to over-

indebtedness and financial fragility over the course of the business cycle, which might 

ultimately lead to an economic environment that is conducive to high inflations, debt 

deflations, a collapse of asset values and deep depressions. Minsky (1992c) had a theory of 
                                                
5 Minsky’s business cycle theory is essentially a Keynesian demand-driven theory that links the price 
level of current output with the price level of financial and real assets. Fluctuations are associated with 
volatility in the decision to invest, which not only affects aggregate demand and employment as 
Keynes (1936) suggests, but also the financing of new innovative products, processes and new 
management methods as Schumpeter (1911) suggests. 
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resource allocation that did not rely on exogenous shocks to generate cyclical behaviour, 

and he described the accumulating capitalist economy with “expensive capital assets and a 

complex sophisticated financial system” that evolves in real calendar time. 

Instability underlies the appearance of stability of the financial markets. During periods 

of stability, when stock prices are rising higher than the interest rate, investors are lured 

into taking more risk, which leads them to borrow more and to overpay for assets. Minsky 

(1980: 215) identified three types of financial postures that contribute to the accumulation of 

insolvent debt: (1) hedge finance, in which borrowers can meet all debt payments (interest 

and principle) from their cash flows from investment; (2) speculative finance, in which 

borrowers can meet their interest payments from investment, but must roll over their debt 

over to pay back the original loan; and (3) ponzi finance, when borrowers can neither repay 

the interest nor the original debt from the original investment, and rely entirely on rising 

asset prices to allow them continually to refinance their debt. 

The mix of financial postures determines the overall robustness or fragility of an 

economy’s financial structure, ranging from hedge finance providing more robustness and 

ponzi finance providing more fragility. The longer the period of economic stability lasts; 

ponzi finance tends to become increasingly more prevalent, often resulting in the collapse of 

some financial institutions. If the use of ponzi finance is general enough in the financial 

system, as might have been the case in the 2008 subprime mortgage crisis, then the collapse 

of ponzi finance can also bring down even hedge borrowers, who are unable to find loans 

despite the apparent soundness of the underlying investments. Financial institutions often 

devise ways of getting around regulations and norms to be able to take on greater risk 

during periods of stable growth. These observations lead Minsky (1992) to define two 

theorems of the financial stability hypothesis: (1) “the economy has financing regimes under 

which it is stable, and financing regimes in which it is unstable”, and (2) “over periods of 

prolonged prosperity, the economy transits from financial relations that make for a stable 

system to financial relations that make for an unstable system.” 

Periodic shifts stability and instability generate endogenous business cycles. Minsky 

(1992) maintained that “is that the financial system swings between robustness and fragility 

and these swings are an integral part of the process that generates business cycles.” These 

business cycles are endogenous to the economic system, and generated, as Minsky (1993b) 

pointed out, through “the internal dynamics of capitalist economies, and the system of 

interventions and regulations that are designed to keep the economy operating within 

reasonable bounds.” The weight of speculative and Ponzi finance will have a certain barring 

on the extent of the recession. Both Schumpeter and Keynes were concerned with business 
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cycles, but had very different views on how they were generated. Minsky understood these 

different visions as two aspects of the same phenomena. 

Financial bubbles and crashes necessarily depend on how debt markets work, but have 

important repercussions on the way that the market economy absorbs successive 

technological revolutions. Perez (2009: 780) suggested that they are “the result of opportunity 

pull rather than of easy credit push”. Minsky, however, considered speculative investment 

bubbles as endogenous to the financial markets, which in turn depend on the institutional 

arrangements supporting these markets. In an earlier paper, Minsky (1964: 324) maintained 

that systematic changes in the financial structure occur during the expansion phase of the 

long swing and cited the period of 1922 to 1929 as an example (Galbraith, 1955). And while 

he did not acknowledge that each successive long-wave was as an endogenous, systemic 

event, he recognized that financial crisis and financial fragility were cyclical phenomenon that 

resembled Schumpter’s Juglar cycle, and that it had important implications as to how the 

“Kondratiev” cycle co-evolved through with the financial structure. Minsky (1975: 11) 

emphasized, 

Even if policy succeeds in eliminating the waste of great depressions, the fundamental 

financial attributes of capitalism mean that periodic difficulties in constraining and then 

sustaining demand will ensue. 

6. Keynes, Schumpeter and Minsky on the instability of capitalism  
Both Schumpeter and Minsky considered the capitalist system to be inherently unstable, with 

the prospect of its eventual collapse if something is not done about it. Yet, Schumpeter’s 

(1928, 1934) vision was very different from that of Minsky, as he believed that different 

forms of innovation, such as the introduction of a new product, new method of production, 

or new form of organization, would reduce this instability. Schumpeter (1942: 83) conceives 

the term ‘creative destruction’ to captured the way industries mutate by “incessantly 

revolutioniz[ing] the economic structure from within, incessantly destroying the old one, 

incessantly creating a new one.” Innovation may appear destabilizing as it generates 

disequilibria and intensifies economic fluctuations, but it also fulfils a kind of "cleansing" 

operation of the productive structure, making it possible for everyone to enjoy higher real 

incomes. Instability is thus unavoidable and an essential aspect of capitalism. Schumpeter, 

(1928: 383-384) stressed, 

The instabilities, which arise from the process of innovation, tend to right themselves, 

and do not go on accumulating. And we may phrase the result we reach in our 

terminology by saying that there is, though instability of the System, no economic 

instability of the Order. 
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Schumpeter wrote little about financial instability, several examples of ‘reckless finance’ 

and speculative excesses are mentioned in Business Cycles, and he made the point that a 

poker game may be preferable to playing in the equity markets. He also praised legislation 

aimed at reducing these excesses. Schumpeter also made some references to innovation in 

the banking and finance industries, but he did not see them as the direct cause of instability 

and financial crisis. He basically explained instability as the normal consequence of ‘real’ 

entrepreneurial activity and the accumulation of capital, without any reference to liquidity 

preference or effective demand. 

By contrast, Minsky followed Keynes and focused on the financial markets as they had 

an innate tendency to excess, and believed that the only way to break the pattern of boom 

and bust was through public policy, regulation of the financial system, and central bank 

action. He maintained that “the financial system swings between robustness and fragility and 

these swings are an integral part of the process that generates business cycles.“ Swings in the 

credit cycle went through five stages: displacement, boom, euphoria, profit taking, and panic. 

The accumulation of debt was the main dynamic that pushed an economy toward crisis, and 

the use of more speculative financial postures. Minsky (1986b: 121) believed that there is a 

“need to integrate Schumpeter's vision of a resilient intertemporal capitalist process with 

Keynes’ hard insights into the fragility introduced into the capitalist accumulation process by 

some inescapable properties of capitalist financial structures.” 

7. Concluding comments on secular stagnation  
The idea of secular stagnation dates back to the 1930s when Alvin Hansen first used the 

term (Backhouse, 2015), but the spectre of stagnation has been a reoccurring phenomenon 

that dates back to the time of Adam Smith and the Industrial Revolution. Hansen suggested 

that as population growth slows and the rate of capital-absorbing innovation tapers off, 

investment will fall, leading to slower economic growth and fewer new jobs. He considered 

as just another name for Keynes's underemployment equilibrium.6 Or it suggests that there 

is too much saving and too little investment.7 At the time Hansen (and Keynes) was writing, 

the economy was transitioning through the fourth turning point, and towards the golden age 

of mass production. It was also the time of the Great Depression. Rosenhof (1997) also 

observed that the economy entered a period of secular stagnation in the 1970s, precisely at 

the time that the first microprocessor was invented.8 This was the start of the ICT 
                                                
6 Guthrie and Tarascio (1992) observed that there are “no explicit references to terms such as 
“secular stagnation,” “diminished economic growth,” or “structural change”” the General Theory. The 
paper contains a through discussion of the origins of secular stagnation in Keynes’s writing and in 
comparison with Schumpeter. 
7 The relationship between savings and investment is at the core of virtually every growth theory. 
8 Rostow (1990: 462) described the 1970s as “the specter of secular stagnation”. 
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(information and telecommunications) revolution, which included cheap microelectronics, 

computers, software, etc. Currently the economy is transitioning through the fifth, which 

will likely be marked by ubiquitous computing, and other applications of ICT technology, 

including environmental technologies. The story provided by Palley (2012) suggests we have 

recently gone through the Great Recession and are about to go through a period of 

stagnation. As was suggested above the severity of the decline will depend on economic 

policy and the ability of the government to restore the long-term interests of production 

capital and the regulatory power of the State. 

Economists going back to at least to the time of Adam Smith were concerned with the 

employment effects of technological change and stagnation. Almost all of them agreed that 

the introduction of a new technology most often resulted in unemployment over the short 

run, but there was no universal agreement on the long-term effect of the new technology. 

During a technological revolution employment tends to grow most rapidly in the carrier 

branches that are directly related to the new core inputs, and it tends to decline in those 

industries from the previous cycle that have reached maturity. Long-run imbalances, 

especially those related to labour saving innovations, could engender long-term 

unemployment, or what is sometimes called technological unemployment (Gourvitch, 1940). 

Smith (1776) believed that machines and workers were complementary to each other, and 

that workers will not be displaced. Ricardo (1817) argued later that these workers might not 

be reabsorbed very quickly. By contrast, Malthus (1820, 1827) believed that economic crises 

were characterized by a general excess supply caused by insufficient consumption. Demand 

factors would then explain whether displaced labour would be reabsorbed in the economy. 

On important policy implication of Hansen’s views on secular stagnation is it suggested 

or implied an emphasis on innovative public investment (Rosenhof, 1997). Public 

procurement policies are closely related to Keynesian effective demand policies, but with the 

main policy instrument focused on users-driven innovation that is also considered a public 

investment (Knell, 2012). These policies have the advantage of being able to stimulate private 

investment, output and employment through the multiplier mechanism. One important 

difference is that the investment is targeted to the development of new or emerging lead 

markets, which could have important longer-term impacts on the economy that more 

closely resemble those that Schumpeter described. 

Schumpeter (1934, 1939) considered innovation as an essential force behind economic 

development within a supply-driven theoretical framework. He strongly disliked Keynes’ 

principle of effective demand and the policies that it implied. As an economic agent, the 

entrepreneur could have been a lead user in the sense those innovating have strong needs 

and demands in the market, but Schumpeter did not consider this possibility. Consumer 

needs, expressed as the preferences of consumers, are taken as given as is in all marginalist 
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theories of value and distribution. Schumpeter also had the opportunity to explore demand-

driven innovation in the context of induced-innovation, but he was not very interested in the 

diffusion process. But he was primarily interested in how entrepreneurs could utilize the 

technical alternatives available to them. 

Few economists realize that the financial instability hypothesis, pioneered by Hyman 

Minsky originates from the financial theory of investment put forward by John Maynard 

Keynes, and the credit view of money and finance advocated by Joseph Schumpeter. Minsky 

contended that swings between robustness and fragility in financial markets generate 

business cycles in the economic system. Cycles were of a more short-term nature and were 

not too unlike the Juglar and Kitchin cycles found in Schumpeter’s story. These cycles could 

engender financial crisis and economic recessions at regular intervals during a long-term 

“Kondratiev” cycle, suggesting that the periodic crisis could be much worse at the low end 

of the long wave. Each cycle represents a fundamental change in the way things are 

produced; the types of products being produced, how a firm is organized, and the way 

people transport things and communicate. Over the course of the cycle, both stagnation and 

dynamic growth appear at the same time, as old technologies mature and new technologies 

have not diffused sufficiently through the economy. 
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