Collapse will be triggered – the current addiction to growth and compounding debt dooms us to collapse. 
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There is a relationship between the need for growth and debt, another addiction to the economic system. The economic system accumulates huge debt stocks inherent in the monetary system. Since debt is a claim on the future income, the ability of the economic agencies to pay it back is dependent on the increase in income. If income does not grow, the increasing debt-to-income ratio will rise the danger of insolvency. This addiction to growth, which destroys the environment and exploits the world’s resources, has led to inequalities and violent conflicts, failing to bring prosperity to most human beings. Because growth rates are decreasing globally, the prosperity of the powerful minority is not sustainable. Crises have gained a global character, affecting wealthy nations, and a systemic collapse has appeared.
To understand the crisis-generating nature of the capitalist system, the relationship between money, credit, and banking needs to be analyzed. In the modern monetary system, banks are authorized to create credit out of nothing by lending deposits many times. Because credit functions as money, banks can create money that is not a physical entity but merely a number in a bank account. Considering that more than 90% of the money is supplied by banks in economies, it can be said that money emission was privatized in the modern economic system.
Under these circumstances, what can deter banks from creating too much credit money? Theoretically, if there is no constraint, banks can create an infinite amount of money. In the beginning, banks had to keep the same amount of reserve as credit. There was no money multiplier. When a fractional reserve system had been put in force, banks had the authority to create money with just account entries without needing a backing physical currency. They began to generate instabilities in economies by increasing and decreasing the quantity of credit and money. During the Great Depression, FED’s nonactive behavior against a contraction in the money supply exacerbated the ongoing crisis. Learning from the Great Depression, the US government constrained financial activities, regulated banks’ activities with the Glass-Steagall Act of 1933, and protected the US economy from excessive credit growths and busts, which caused instabilities in money supply and economic activity.
Following “the golden age of capitalism” from 1945 to 1971 came an age of slow growth. Ideas of removing constraints on financial activities were asserted, and in 1980, the US Congress eliminated restrictions on interest rates paid for bank deposits. Then, in 1996, the Glass-Steagall Act was abolished so that commercial banks could engage in investment activities in the finance sector. These developments freeing banks from the constraints on credit growth have undermined the tie between credit growth and GDP. Hence, the quantity of credit soared compared to GDP. In addition, credit turned toward financial activities which do not generate real income. As growth in credit and debt exceeded growth in real income, distinguishing or amortizing debt by increasing income became impossible, resulting in mounting debt.
In time, accelerating financial innovations (i.e., derivatives and securitization) led to an explosion in financial transactions and contributed to asset price appreciations. Moreover, expanding credit raised asset prices, leading to increased demand for credit, and so a vicious circle has started by credit expansion, asset price increase, and increasing interest rates. This unsustainable boom in financial markets made the economic system quite fragile, causing financial crises.
Today, the global monetary system can be described as a petrodollar system. Oil is sold in exchange for the US dollar, so every country must keep reserves in dollar. This creates extra demand for dollars. The US dollar functions as an internationally accepted means of payment, in other words, as the world money backed by nothing, and the increase in the world money supply is dependent on the deficit of the US balance of payments. This situation allows the USA to import goods and services without the obligation of selling goods and services produced in the USA and not having to keep foreign exchange reserves. Put it differently, the USA can finance its foreign deficits with its own money. This capability encouraged the USA to accumulate a vast debt stock. Though the international monetary and payment system puts the burden of balancing the trade imbalances on deficit nations, the USA, as an exception, has been able to sustain its debtor position.
Usually, the floating exchange rate system is expected to appreciate surplus countries’ currencies. Accordingly, the Chinese renminbi and other surplus country currencies should have appreciated against the US dollar to eliminate their trade surpluses. However, China and other Asian surplus countries have preferred to intervene in the exchange market to prevent their currencies from appreciating and accumulating dollar reserves to continue to raise their exports and growth rates. This provided the Western countries, specifically the USA, with cheap goods imported from China and other emerging countries (Fidler & Nicoll, 2011). Lending these reserves in the US finance sector to get yield was a rational behavior for them. This financial flow from the surplus countries toward the USA due to global saving imbalances has fed the financialization in the world, starting from the USA.
The Asian crisis of 1997 also directed the export-oriented Asian economies to accumulate large dollar reserves to hedge against exchange rate volatility and thereby protect themselves from increasing fragility in the international financial system. Heading to the USA in search of profit, these reserves contributed to the overexpansion of the US financial sector, giving rise to excess speculation. Finance, instead of manufacturing, has become the primary source of wealth accumulation. Because there is no discipline on today’s monetary system like gold imposed once, economies accumulated too many imbalances generating frequent dangerous boom and bust cycles (Table 1).
2.2 Policies of Capitalist Countries and Globalization
Today’s economic system results from the developments since the industrial revolution in the eighteenth century. The industrial revolution provided the industrialized countries with consistent growth and material prosperity, but at the same time, the danger of demand insufficiency threatened the system. The solution was to find additional demand from abroad. In the early stages of capitalism, this was foreign trade, namely, exporting the excess production (Ivanova, 2013). The UK, the leading economy of the capitalist world, invested the trade surplus in deficit countries. This capital flow, together with the balancing effect of the international monetary system of the gold standard, contributed to keeping the system in balance.
After World War II, large companies which are known as multinationals—mainly the US origin—are in a struggle for the fields of profitable reinvestment for their growing profits and capital to avoid the potential crisis of demand deficiency and to benefit from low costs began to shift the production toward low-wage countries in Asia. That meant a new division of labor by the internationalization of production made possible by sharp decreases in transportation and communication costs. The restructured production created a system of high consumption in the West, chiefly in the USA, albeit the low rate of growth, and decreasing real wages and export-led growth of the newly industrialized countries. Production has shifted to Asia with low consumption. These developments brought in saving imbalances and emerging economies addicted to exporting to the USA.
The developments mentioned above in production coupled with financial liberalization in advanced capitalist countries. Deregulation of the finance sector created highly liquid capital markets in the West, particularly in the USA. Dollar denominated current account surpluses of China and other Asian countries flowed to the capital markets in the USA. These flows fueled the finance sector of the USA, leading to bubbles in sectors such as real estate, stock exchange, and derivatives. Additionally, they led to a growing interdependency between the USA and China and, on the other hand, turned China into a rival for the USA due to the shift of economic power toward it (Saull, 2012).
China also has some fragilities in this system. First, while China grows fast relative to the rest of the world, its growth depends on exports to a limited number of wealthy nations, particularly to the USA. That is, China needs a growing market in the West to sustain its high growth rate. As seen during the 2007–2009 crisis, any contraction in these markets is impeding the growth of China. However, China is quite growth-addicted because of the changes in its social and economic structures. Every year, Chinese citizens migrate to the big cities in bulk from rural areas in the hope of finding jobs there. Therefore, China has to sustain a high growth rate in order to create millions of new jobs every year. The last crisis that resulted from the COVID-19 pandemic showed that a negative development in production in China, supply chains, or consumption in developed nations threatens the world production distribution system and brings out the possibility of the collapse of the world economy.
According to Charles Kindleberger, a liberal world economic order needs a hegemonic power or a multilateral institution to operate smoothly, curing imbalances and providing international cooperation (Funabashi, 2009). The imbalanced and interdependent world system implies that the USA as a world hegemon is in decline and no other power to substitute it is sighted on the horizon (Saull, 2012). A multilateral institution with that capability does not exist either. Unlike what happened after World War II, the whole system may collapse this time rather than a hegemon.
The USA–China relations occur at the center of the world economic system, and China has to preserve the pegged exchange rate policy to hold its competitive position. To be more precise, China has to control the renminbi’s value and accumulate dollars. Any change in its exchange rate or foreign reserve policy will lead the system to a crash. Indeed, in addition to distortions in the productiondistribution chain, China tries to get rid of substantial dollar reserves it accumulated to free itself from the fragile balance in the international monetary system. However, China’s attention can undermine the dollar’s value, which can trigger a global turmoil also involving China.
Additionally, because of the low level of wages, the demand in the USA is dependent on credit growth, and the financial flows from emerging countries make it possible to reduce interest rates. Any interruption in these flows can lead to turmoil in the US financial system. Resulting asset price deflation, credit constraint, bank failures, a sharp decrease in aggregate demand, and widespread bankruptcies can bring a total economic collapse which obviously will spread to the world, causing the collapse of the international system. Alternatively, burst of bubbles in the US financial system, leading to a sharp shrinkage in financial markets, can throw the US economy into a great depression and, at the same time, into hyperinflation because of the existence of too much dollars, used for financial transactions. As a result, the US dollar can become worthless, which will end with resulting chaos for the rest of the world. The dollar is steadily losing the confidence of the leading players in the world economy (Kotarski, 2009), creating a fragile environment that can quickly become chaotic with an unanticipated event.
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