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Stephan, thank you very much for that very kind introduction.  And thank you in the audience for staying to the end of this long, and I gather very interesting and inspiring, conference. That shows a true seriousness of purpose.  
I wish to speak this afternoon on the imperative of a Green New Deal, with my emphasis on the phrase “New Deal,” and on the evocation by that phrase of the historical New Deal in the United States. I'm going to presume that we in this room understand the energy and climate challenge and the broad scale of the transformation that will be required to meet that challenge.  I'm less convinced that we understand what the New Deal was, why it was necessary, how it it worked, and what it achieved.  And therefore, I think it would be useful if I devoted my time this afternoon substantially to that topic, so that we may begin to see how this historical precedent might serve as a metaphor and a model for the tasks that face our generation.  
Many people understand the New Deal as a response to the immediate emergency of the great crash of 1929, of the banking collapse that occurred in 1930 and '31, and of the Great Depression that ensued in the United States and deepened if the next three years.  This is correct but only in part.  In larger part, the New Deal was a historic project of transformation.  It was made necessary not only by the Depression but by a much larger failure.  That failure went back to the military collapse of the Confederacy of the southern states at the end of the Civil War in 1865.  From that day forward, until 1933, that is to say for seven decades, the United States had been a deeply divided country, with a prosperous and industrial financial North and a backwater, sharecropping, undeveloped South mired in poverty, disease, illiteracy, and malnutrition. The divisions and the inequality were much greater that was the case ‑‑ that is the case ‑‑ between northern and southern Europe; greater even than was the case between Western and Eastern Europe 20 years ago.  Franklin Roosevelt was a polio victim who sought therapy at a place called Warm Springs, Georgia.  And he was perhaps the first president since reconstruction to understand what the south of the United States actually was.  
The United States, in 1933, had no national economy.  Much like Europe, today, it was still a confederation of regional economies with the social welfare function concentrated in the individual states some of which provided such services as New York and Wisconsin did others of which did not.  It was unified effectively by a customs union -- the commerce clause of the Constitution -- and by a common currency. But, because it relied primarily on private channels of finance for most activities, resources became concentrated in the northeast controlled by the great eastern banks and by the stock exchange and inequality and instability increased, the economies in the 1920s ran largely on the speculative explosion in real estate and the stock market, until in 1929 and 1930, the system failed.  And when it failed it failed irreparably.  
What followed were several years of hopeful rhetoric and half‑measures. A deeply inadequate political class, including a central bank ‑‑ which in the book that Stephan mentioned, the Great Crash of 1929, my father described as being a led by men of  “startling incompetence” ‑‑ sought to reassure the public that the former basis for seeming prosperity, that the old foundations of economic expansion, could be reestablished. That “prosperity was just around the corner”. That all they had to do was to have confidence and to wait and things would return to their former condition.  Roosevelt was the first political leader to make a clean break with that idea and to understand that it could not be.  
The New Deal, which was Roosevelt's program, and which he began to introduce on taking office on the 4th of March, 1933, was not a program rooted in a Marxian analysis of class.  And it was ‑‑ especially at first ‑‑ also not rooted in the Keynesian concept of effective demand.  It wasn't simply about increasing the level of public spending or the level of total spending or even mainly about increasing employment.  It was a program for structural transformation. 
The first thing on the first day was to close the banks, to audit them for I think ten days and only to reopen those banks which were demonstrably solvent.  So it began with a forceful reform of the banking sector.  The first big legislative project was the Agricultural Adjustment Administration; the AAA, which imposed controls over production and price supports, changing the basis of American farming, a sector that had been ruined as a matter both of economics and ecology. The soils had been depleted; the Dust Bowl was driving people off the land.  The National Industrial Recovery Act applied the same principles of production controls and price supports to the industrial sector; it that was very popular and widely accepted until the Supreme Court invalidated it.  
There was the Civilian Conservation Corps, the first effort by the Federal Government that moved directly into environmental issues.  Its purpose was to employ young men in the countryside.  And then there were the Works Progress Administration of Harry Hopkins, mainly jobs programs, and the Public Works Administration of Harold Ickes, mainly construction programs, and the restructuring of an agency first constructed under Hoover -- the Reconstruction Finance Corporation -- under a Texas businessman named Jesse Jones.  The RFC had spin‑offs which included the Home Ownership Loan Corporation which helped to restructure mortgages, the Federal Housing agency, the Federal National Mortgage Association ‑‑ Fannie Mae ‑‑ and many others.  And then a bit later came the Social Security Act and the Wagner Act which established what rights of labor including collective bargaining and the minimum wage. The New Deal was in important respects both green and red.  
The scale of these achievements has been summarized in a paper by Marshall Auerback: "the government hired about 60% of the unemployed in public works and conservation projects that planted a billion trees, saved the whooping crane, modernized rural America and built such diverse projects as the Cathedral of Learning in Pittsburgh, the Montana state capital, the Chicago lakefront, much of New York's Lincoln Tunnel, and Triborough bridge complex, the Tennessee Valley Authority, and the aircraft carriers Enterprise and Yorktown.  It also built or renovated 2500 hospitals, 45000 schools, 13000 parks and playgrounds, 7800 bridges, 700,000 miles of roads, and a thousand airfields. And it employed 50,000 teachers, rebuilt the country's entire rural school system and hired 3000 writers, musicians, sculptors, and painters, including Willem de Kooning and Jackson Pollock.”  
I should note just in passing that my father, a future economist, left southern Ontario, Canada in 1930 for Berkeley, California.  He took a Model‑T Ford from Cleveland, Ohio, and with a friend drove it across the country.  And he wrote in his diary that from Lincoln, Nebraska, to the California line the roads were not paved. By the end of the 1930s they were.  
Many modern economists and historians routinely state that the New Deal failed to end the Depression; that this was only really achieved by the Second World War.  But this is incorrect. The Great Depression was over by 1936.  That fact is made obvious by Franklin Roosevelt's crushing re‑election victory that year in which he won every state except Maine and Vermont. Unemployment statistics did not exist at the time; they were constructed after the war.  And because the economists were mainly interested in the private economy they failed to count those who were working on the actual projects of the New Deal -- working for the government -- as employed.  They treated them as not employed even though they were of course getting up in the morning, getting dressed, going to work, doing things like building bridges and airfields and getting paid for it.  Because they were working for the government they were not counted as employed.  And when you add those people in, as you should, to the statistics you find that the unemployment rate in the United States declined from 25% ‑‑ 1/4 of the workforce in 1933 ‑‑ to just under 10% in 1936.  
And this was done without military conscription or labor camps as was the case in other countries including Germany, France, and the Soviet Union.  It was also done without rescuing or reconstructing the banking system.  The New Deal simply bypassed the major private banks.  It aggressively taxed the high incomes and it worked through public agencies and parallel credit institutions; policy‑oriented banking structures in other words that were publicly controlled to achieve its objectives.  Private credit did not regain its commanding position in the domestic economy until the 1950s ‑‑ effectively for 20 years.  And private commercial banking did not again become the foundation of the international financial system until the 1970s; that is to say, for 40 years following the crash.  
Now the effects of the New Deal of the early 1930s may be interpreted in n Keynesian terms but that is not the way they were thought of at the time; it was Keynesian only incidentally and, as the French would say, avant-la-lettre. By 1939 things had changed.  Keynes had published, he had come to America, and the oncoming war raised the problem of macroeconomic management to a new level.  It was solved by fixing interest rates at 2% on federal bonds, and with price controls, which incidentally my father was charged with administering for a year during the critical moment of the war.  And with budget deficits.  Budget deficits rose to 25% of Gross Domestic Product every year for four years and that raised the national debt until it peaked at 121% of GDP in 1946. 
Was the United States bankrupted by those budget deficits and by that debt?  Of course not. It was at that moment more powerful and more solid economically than at any time in its history before or since.  The public debt, again 121% of GDP in 1946, laid the foundation for the recovery of private credit that followed. It was in fact the financial basis of something that had never before existed in the United States: a prosperous middle class.  A middle class with solid financial wealth that they could count on, a claim on purchasing power on future real output that would help prevent the recurrence of the Great Depression.  It was the reason why, in spite of a vast mobilization in which the total output fell by half in '45‑'46 because the war ended, the depression did not return.  
Meanwhile, to return just briefly to the transformational aspect, the continuing institutional processes of the New Deal, which were supplemented in the 1960s by Lyndon Johnson's Great Society, raised the level of the South relative to every place else until it reached the national averages by the 1980s. Those processes included Social Security, providing a common retirement standard over the whole continent, the minimum wage, Medicare providing health care for the elderly, and the continuing effect of institutions like the Tennessee Valley Authority and the Appalachian Regional Commission. So in seven decades after the 1930s the situation that was created by the end of the Civil War was substantially repaired.  
Let us turn our attention from this historical model to Europe.  What do we find? A customs union and a currency union, a confederacy of semi‑sovereign states, each responsible for their own social programs.  A central bank, well, I hesitate to repeat my father's phrase as applied to the Federal Reserve of 1929 -- startling incompetence -- but, if you thought that perhaps I intended to make that allusion I wouldn't contradict you.  And a policy of competitive contraction, of competitive fiscal restriction, of competitive austerity that in effect amounts to a kind of rain dance in a time of drought.  It is the ritual invocation of the credit gods by an increasingly desperate and, I have to say, an increasingly clueless political class. But it will not rain.  
This was predictable.  And it was even predicted.  And I hope you forgive me if my words here seem a bit harsh but I want to quote something that I wrote on Europe in 2003; seven years ago.  I wrote, "And Europe? Here we see rising a curious project of monetary union free trade and capital flow, an economic superstate married to an entirely preKeynesian vision of its capabilities and responsibilities.  European countries are enjoined under the Stability and Growth Pact to maintain small unified budget deficits almost at all costs and notably irrespective of their rates of unemployment.  They and their private sector companies are enjoined by the European central bank to pay interest at whatever rates that central authority demands, and there are no facilities for a lender of last resort to help them when in the end they cannot pay.  Europe, in short, combines a failure to come to grips with the Keynesian goals of economic development, alongside a failure to appreciate the earlier lessons of macroeconomic stabilization embodied in Keynes' General Theory.  In today's Europe as in the Atlantic Alliance of 1945 [which was before the hardships that were only resolved by the Marshall Plan] the creditors rule absolutely.  And, as in 1945 to 1948, their rule is proving an economic disaster.”

What do we hear from those who say that the rule of the creditors cannot be disturbed?  That budgets must be balanced ‑‑ despite the fact that the effort to balance budgets always leads to recession and unemployment?  We have had budget surpluses in the United States on seven occasions since 1792 they were all very short because they always produced a contraction and a recession.  
We hear that public debts must be reduced despite the accounting identity that public debt and net private financial wealth are the same thing. You cannot be for private financial wealth and against public debt. I'm sorry; the two are exactly the same as an accounting matter.  
We hear that we must save to provide for the retirement of the elderly.  Yet obviously what matters for the elderly, and for the future well being of everyone, is not economies made today or monies stored up, but the productivity and resilience and environmental quality of the economy at that time in the future. To which we cannot contribute if we are devoting our efforts today to feeding the unemployed.  
We hear that the markets demand sacrifice to restore confidence. This is exactly what was being said between 1929 and in 1933 in the United States.  Despite the obvious fact that no amount of sacrifice ‑‑ NO amount of sacrifice ‑‑ can possibly reopen the credit markets on normal terms to countries like Greece or Portugal or Spain.  
Let me dwell momentarily on this point.  This is not a Greek crisis.  It is not a Mediterranean crisis.  It has nothing to do with the supposed fiscal irresponsibility of any particular country.  It is a crisis of the world's banking system.  Originating in the catastrophic and indeed criminal ‑‑ and I use that word in the technical sense ‑‑ criminal mismanagement of housing finance in the United States.  And in the development of credit default swaps in the bond markets -- financial weapons of mass destruction as they have been called by Warren Buffett -- as instruments to speculate against sovereign government bonds. The first precipitated and the second enabled an a flight to safety which began in October of 2008 at the moment of the American crisis. That's about when the spreads between the yields on German and Greek bonds began to widen, and they have been diverging ever since.  And culminating in the European central bank's decision a few days ago to, in effect, Europeanize the Mediterranean debts.  
This is not about Greece.  It is about avoiding the recognition of losses in the banking system and therefore about keeping the architects of a catastrophically unstable system in place for the time being.  Meanwhile, the Greeks are asked to sacrifice.  Not because sacrifices accomplish anything but because the political leaders in northern Europe require a cover story.  
So the IMF is called in.  And the IMF has worked out a program for Greece; which you can look up.  It requires Greece to reduce public spending and increase taxes by the sum total of about 11.2% of projected GDP in three years' time.  But the IMF does not say what it expects GDP to be in Greece.  It does not calculate what the consequence of cutting 11% of GDP will be on GDP itself.  That number is not in the tables that IMF published, and it's obvious why not.  Because you cannot cut 11% from GDP without cutting GDP disastrously.  And when you cut GDP you will cut tax revenues.  And when you cut tax revenues and increase unemployment and so forth the deficits will not go away.  And if the deficits will not go away there is no chance that Greece will return to the bond markets.  The whole thing is clearly an elaborate ruse.  Nothing more than a lie.  Propagated at the highest levels of the IMF in Washington.  And everyone in effect who is close to the situation knows this and knows that the so‑called confidence of the bond markets cannot and will not be restored by these means.  
I say this, coming to the end of my prepared remarks, I would like to have time to have some discussion with you if you would like.  But I say it in order to underline the first word of my title, which is the imperative of a green New Deal. It is not as though there exists a choice of strategies for dealing with this crisis.  The path Europe is taking -- and by the way the United States is also heading down a  similar path -- the path Europe is on is a path toward economic, political, strategic, and environmental failure. It is a path of sustained and increasingly high unemployment, unemployment going up first and foremost and most in the poorer countries and regions in the European Union.  And when that happens, it will be followed sooner or later by a massive migration of the population.  This is something we also have experience with in the United States.  
People will come from the poor countries to the rich.  They will come and look for jobs.  And maybe there will be no jobs.  They will come and bring sick children to your hospitals and you will have to decide, do you want to treat them or not?  They will come and ask for housing and if there's no housing they'll sleep in the parks.  They'll come and ask for food and if there's no food you will see them begging on the streets.  You cannot stop this.  This is human nature.  It is human society.  It is going to happen if you allow unemployment to go up to 30% in the Mediterranean countries and stay there.  What else do you expect people to do?  
The only way to avoid it is a massive change in thinking and a massive commitment to action of a different kind.  Now again, I have not spoken very much about the specific character of the economic transformation toward which we must move; to which we must aspire.  I think we understand that we face an enormous problem that we have to solve.  How to obtain energy.  How to use it in ways that reduce greenhouse gas emissions drastically.  How to stabilize carbon dioxide at levels in the atmosphere that prevent the unimaginable catastrophe of runaway climate change.  I think we understand that this is a task that will require both advanced technical resources, good engineering talent, a serious planning enterprise, and the use of many, many hands, to improve the little ways in which energy is used to make it possible to do all the small things which add up to an effective approach to this problem at the global level.  
It's an enterprise on the national, international, and global scale, requiring common efforts, planning, public private coordination, and the leadership initiative of the rich and capable countries that have the capacity to set policies and to follow them through. It is in every way an endeavor comparable to the economic transformation in the United States that occurred during the New Deal, or, if you like, to the post‑war construction of a stable middle class in North America and in western Europe.  
The primary task of the economist is not to define those technical and engineering challenges, but to explain how they can and must be met in fiscal, monetary institutional and planning terms.  It is to combat the deadly myths and to displace from the positions of power and influence those who purvey the deadly myths of a financial orthodoxy and essentially of a bygone economic world.  We are fortunate that history does afford some useful guidance.  And I congratulate you for choosing the New Deal as the theme and the template for your meeting over the last two days.  It's truly, I think, an excellent foundation for reflection on the scale and the character of the task that faces us all.  Thanks very much. 

(Transcript by Amy Masarwe.) 

