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The presidential election of Donald Trump has rekindled hopes for a U.S. recovery. The new
president promises to ‘make America great again’, partly by creating many millions of new jobs
for U.S. workers, and judging by the rising stock market, capitalists seem to love his narrative.
But if Trump actually delivers on his promise, their attitude is likely to change radically.
1. What if Unemployment Falls and Employment Growth Accelerates?
First, the capitalist share of domestic income will probably drop precipitously. Figure 1 – an
up-to-date version of a chart first published in Nitzan and Bichler (2014a, 2014b) [link] [link] –
shows why. The top part of the chart plots the sum of pretax profit and net interest as a share
of domestic income on the left scale, along with the unemployment rate three years earlier on
the right. The bottom part of the chart shows the annual rates of change of these two series
(with all data smoothed as five-year trailing averages).
The historical facts here are rather unambiguous: since the 1940s, lower rates of unemployment have been followed, three years later, by a lower capitalist income share. And if this relationship continues to hold, the implications for capitalists are doubly negative. Since unemployment has already been trending downward for the past few years, the capitalist income
share is likely to lose further ground in the three years ahead quite independently of Trump’s
policies. And if these policies end up delivering even lower rates of unemployment, the capitalist income share is likely to shrink further.
Second, a significant rise in employment will probably kill the stock market. Figure 2 –
taken from our paper ‘A CasP Model of the Stock Market’ (Bichler and Nitzan 2016: 146) [link]
– compares two series. On the left, it plots the ratio of stock prices to the wage rate, an index
for the power of capitalists relative to workers. On the right, it displays the rate of growth of
employment five years earlier, an inverted proxy for the strategic sabotage inflicted on workers
(the two series are smoothed as ten-year trailing averages).
And here too the historical regularity seems clear: since the 1940s, rising employment
growth has been followed, five years later, by a falling stock market (since the wage rate is
usually a monotonically rising series, most of the movement here comes from changes in stock
prices). With this pattern in mind, investor enthusiasm for employment growth policies seems
somewhat misplaced: if the Trump administration succeeds in reversing the 30-year downtrend
in employment growth, the likely result will be not a secular bull run, but a major bear market.
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Figure 1. US Unemployment and the Domestic Income Share of Capital
NOTE: Series show annual data smoothed as five-year trailing averages. Profit is pre-tax
and includes capital consumption adjustment (CCadj) and inventory valuation
adjustment (IVA). The unemployment rate is expressed as a share of the labour force. The
last data points are 2015 for profit and interest and 2016 for unemployment.
SOURCE: U.S. Bureau of Economic Analysis through Global Insight (series codes: GDY
for domestic income; ZBECOND for domestic pre-tax profit with CCAdj & IVA;
INTNETDBUS for domestic net interest); Historical Statistics of the United States, Earliest
Times
to
the
Present:
Millennial
Edition
(online)
(series
code:
Unemployed_AsPercentageOf_CivilianLaborForce_Ba475_Percent
for
the
unemployment rate [till 1947]); U.S. Bureau of Labor Statistics through Global Insight
(series code: RUC for the unemployment rate, computed as annual averages of monthly
data [1948 onward]).
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Figure 2. The Power Index and Strategic Sabotage
NOTE: The S&P 500 price splices the following four sub-series: a combination of
bank, insurance and railroad stock series weighed by Global Financial Data (18201870); the Cowles/Standard and Poor’s Composite (1871-1925); the 90-stock
Composite (1926-1956); and the S&P 500 (1957-present). The wage rate splices
hourly data for manufacturing production workers till 1946 with hourly data for
nonfarm business-sector workers from 1947 onward. Shaded area denotes positive
correlation. The last data points are for 2016.
SOURCE: The S&P 500 price is from Global Financial Data (GFD) till 1900
(series code: _SPXD) and from Global Insight (GI) from 1901 onward (series
code: JS&PNS). The hourly wage rate splices the following series: Historical
Statistics of the United States, Millennial Edition Online: hourly wages in
manufacturing, all trades, 1865-1889 (series code: Ba4290), hourly earnings in
manufacturing, all industries, 1890-1913 (series code: Ba4299), weekly earnings
of production workers in manufacturing, 1914-1918 (series code: Ba4362), hourly
earnings of production workers in manufacturing, 1919-1938 (series code:
Ba4361); Global Insight (GI): average hourly earnings of production workers in
manufacturing, 1939-1946, (series code: AHPMFNS); Conference Board through
GI: average hourly compensation of all employees in the nonfarm business sector
(series code: JRWSSNFE). Employment till 1947 is from Historical Statistics of the
United
States,
Millennial
Edition
Online
(series
code:
CivilianLaborForce_Employed_Total_Ba471_Thousand) and from 1948 from
U.S. Department of Labour through GI (annual average of monthly series, series
code: ENS@US).

2. The Current Crossroad
To put these constraints in a longer historical context, consider the following excerpts from our
article ‘A CasP Model of the Stock Market’ [link]:
Over the past thirty years, U.S.-based capitalists (and others investing in U.S. equities)
have managed to increase their capitalized power relative to the underlying population
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from record lows to record highs [Figure 2 above]. In our view, this increase has been
driven by two related processes: (1) a redistribution of income from non-capitalists to
capitalists, along with a growing conviction that the resulting inequality could be maintained and even augmented in the future; and (2) mounting strategic sabotage in the
form of lower employment growth. [. . . The] first process meant a higher hype coefficient [i.e., overly optimistic long-term profit expectations] The second process has had
a double impact: on the one hand, it assisted the first process by restricting wages and
boosting profits, while, on the other, it enabled looser monetary policy and lower interest rates, thus helping to reduce the normal rate of return [and raising the discounted
value of expected future profit].
These two processes were in turn underwritten by a major creordering of the underlying mode of power. Following the MBM [major bear market] of 1968-1981, capital
has been progressively transnationalized, leading to the gradual disempowerment of
the underlying domestic populations, the lowering of corporate and personal tax rates
for high-net-worth individuals, the hijacking of macroeconomic policy for capitalized
ends and the cajoling-forcing of pension funds and public assets into the stock market,
among others consequences. But no spring can be pulled indefinitely. Conflict-driven
redistribution and lower interest rates have pushed capitalized power toward its historical asymptote, and this approach means that the United States – and maybe the
world as a whole – is now facing a historical crossroad. (Bichler and Nitzan 2016: 150151)
Given this assessment, we outlined two possible trajectories for the U.S. looking forward:
The less likely of the two is some version of Jack London’s The Iron Heel (1907), in
which the U.S. ruling class breaks through its historical asymptote by imposing a mode
of power much harsher than the one prevailing over the past two centuries. To sustain
this new mode of power, the rulers would have to further redistribute income in their
favour, domestically and/or globally, leading to historically unprecedented levels of
inequality. Moreover and crucially, they would have to cast this greater inequality as
the ‘new normal’ as well as persuade investors that this greater inequality is here to
stay (so as to prevent hype from collapsing). And while doing all of that, they would
also need to keep interest rates and profit volatility low in order to prevent the discount
rate from rising significantly – a tall order in a world marked by greater sabotage, intensified violence and therefore greater instability. The other, and in our view more
likely, possibility is that history will repeat itself, and that, sooner or later, the United
States will experience another MBM [major bear market]. (Bichler and Nitzan 2016:
151)
3. A Trumped Recovery?
How do Trump’s hyped rhetoric and proposed policies fit into this framework? On the face of
it, his authoritarianism, apparent disdain to the rule of law and promiscuous endorsement of
violence make him a possible harbinger of the much harsher regime needed to secure and possibly extend current levels of capitalized power. This harsher regime, though, would have to
cater to capitalist interests, and so far, Trump’s proposed policies point in the opposite direction.
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Modern capitalism is guided by differential capitalization – particularly differential stock
prices – and differential stock prices are driven not by rapid economic growth, but by the ability
of owners to increase their capitalized power relative to the underlying population. As noted,
since the 1980s, the differential capitalized power of stock owners increased due to a combination of a rising capitalist income share and falling interest rates, and taken at face value,
Trump’s policies threaten both.
As we have shown in Figure 1, Trump’s focus on job growth stands to undermine the
capitalist share of income. But job growth is likely to hurt capitalists in another important way
– namely, by causing interest rates to soar and in so doing further undermining equity prices.

(10-year trailing average,
5 years earlier, left)

(10-year trailing average,right)
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Figure 3. Employment growth and the rate of interest
NOTE: The last data points are 2017 for the yield on ten-year government bonds
and 2016 for the lagged annual growth rate of employment.
SOURCE: Employment till 1947 is from Historical Statistics of the United States,
Millennial
Edition
Online
(series
code:
CivilianLaborForce_Employed_Total_Ba471_Thousand) and from 1948 from
U.S. Department of Labour through GI (annual average of monthly series,
series code: ENS@US). The yield on ten-year government bonds splices data
from Global Financial Data (GFD) till 1953 and from the U.S. Federal Reserve
Board through Global Insight (GI) from 1954 onward (series code:
RMGB10Y@US).

The history of this latter process is illustrated in Figure 3 (updated from Bichler and Nitzan
2016). The chart shows two series: the annual rate of growth of employment (lagged five years)
plotted against the left scale and the yield on ten-year government bonds on the right. We can
see that, until the middle of the twentieth century, there was little or no connection between
the two series (Pearson coefficient of –0.12). But from the early 1960s onward, with the entrenchment of countercyclical Keynesianism, employment growth has become a nearly perfect
five-year leading predictor for interest rates (with a Pearson correlation of +0.89). During the
1960s and 1970s, the welfare-warfare state lessened the strategic sabotage on the underlying
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population and accelerated employment growth, but this process triggered higher interest rates
that grounded the stock market. The 1980s rise of neoliberalism, though, flipped the cycle.
Employment growth decelerated, interest rates dropped, and the capitalized power of owners,
fuelled by growing strategic sabotage and rising liquidity, soared.
In our ‘CasP Model of the Stock Market’ (2016) [link], we developed the concept of a ‘CasP
policy cycle’, the idea that government policy, insofar as it caters to the imperative of capitalized power, favours low employment growth in order to enable low rates of interest and sustain
the capitalist share of income. If Trump proceeds with and succeeds in reversing this CasP policy
cycle, his authoritarianism may end up undermining rather than boosting capitalized power.
In this sense, his regime could well mark the beginning of the next major bear market.
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