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"Was Marx Right? Does Advanced Capitalism Prevent Economic
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The signs are all around us. Europe is failing economically. So is the US. And even some of the
BRICS are failing too. Brazil looks like it has the same failing disease as Europe. India is looking
sickly.

Is there something about advanced capitalism that is fatal to the economy that supports it? Does
a state of capitalism as it advances slowly snuff out business acumen? Do the behaviors that lead
to wealth creation inevitably become the ones that end up destroying it?

The Eurozone is All of Us

Right now we are seeing plenty of evidence for that proposition. It’s clear that as developed
economics advance, they start to implement labor reforms that cause unions to first flourish and
then to start creating fatal economic conditions such as pensions and social; benefits that end up
bankrupting the country.

This is what is happening in France, Italy, Spain and most of the other European countries. It is a
trend that is already well-advanced in the US. This reflects the trend for the concept of fairness to
constantly win over business acumen.

In these advanced countries, unions have learned that they can win benefits that are uneconomic
for the country because they control the votes that put political leaders into power. In return, these
political leaders keep on extending these economic benefits because it keeps them in power with
a good job, even though they know that later these benefits may well bankrupt the country. But
these political leaders will not be alive then and so they will not be able to be held accountable for
their current profligacy.

This phenomenon also occurs politically in the favoring of workers in government over workers in
the private sector. In both advanced and developing countries, workers in government get higher
economic benefits than those in the private sector. In almost all countries these government
workers are becoming a favored class of people. And this is leading to a high buildup of future
pension obligations which will not able to be afforded by the next generation in any of these
countries.

And in the advanced countries, government also starts to bail out companies that perennially lose
money and that are almost bankrupted by their own stupidity, such as banks and investment
institutions. Developed countries support companies that should have gone bankrupt thus helping
leaders and their behaviors that reflect low or no business acumen.

More Lawyers=More Problems

Modern trends lead to both political and economic leaders who lack business acumen. The vast
majority of legislators in developed countries have law degrees. Lawyers are not noted for their



business acumen. Moreover they are usually trained to game the system, even when it leads to
the overall system becoming dysfunctional. Their aim is for zero-sum or even negative-sum
solutions where only one party wins at the expense of everyone else.

And most lawyers have never been in the private sector or had to run a company that actually
produces things. These lawyers form the backbone of regulatory agencies that see their role as
protecting underdogs rather than helping companies and entrepreneurs to create wealth. Their
disciplinary bias also tends to favor fairness rather than growth.

And leaders in finance become too important in advanced economies. They have advanced
business and finance degrees. Their expertise also is gaming the system with things like
derivatives and financial engineering that make them and others think that growth is occurring
when in fact it isn’'t. They are usually experts at disguising losing economic practices. These
leaders substitute business and financial expertise and gamesmanship for business acumen.

Developed Country Officials Make Things Worse

Government leaders have learned to adopt these losing financial practices within government.
They have learned how to disguise excessive debt so that their people do not discover it until it is
too late.

Even while they are incurring these huge debts, government leaders, officials and often the
people themselves fool themselves into thinking that this debt is actually an investment that will
lead to greater wealth later on. But in the vast majority of cases these debts are so huge that they
will never be able to be paid.

This thinking has trickled down even into the level of local government in the advanced
economies so that even small government organizations have massively excessive debt that it
will never be possible for them to pay. This has now become common in the local governments of
even developing countries.

Of course, in the advanced economies there are still good companies with good leaders who
have high business acumen. They still create wealth by actually creating new products and
services and by actually making things. Their leaders have high business acumen and do create
wealth.

Advanced Country=Advanced Techniques for Consuming Wealth

But in the advanced economies the combined weight of low business acumen and the economic
and financial irresponsibility of government leaders governmental officials, union, and banking
and financial leaders vastly exceeds the influence of the good business leaders who have high
business acumen and who actually create the wealth. The wealth created by the good business
people is overwhelmed by the debts and expenses of the bad leaders who lack business acumen
and who often believe that fairness is more important than wealth creation.

As a result, the advanced economies usually get to the stage that the wealth created by the
minority with high business acumen is being destroyed by the majority of leaders with low
business acumen. The trends in government in advanced economies mean that this problem will
only become stronger.

You might think that there are advanced economies than are actually growing that run counter to
this trend. But once you look more closely, even these examples aren’t good ones.

Take Norway and Russia for example. Both are rich and growing. But that’s because their
economy is based on oil. They are just lucky. Without it they would be the same as everyone
else.



Russia is the most extreme example. Without oil it would be a banana republic. The same is true
of the Middle Eastern economies that, without oil, would still be in the economic Stone Age. Even
the UK, often seem as an enlightened economy, still has gotten a lot of its wealth from oil.
Meanwhile its finance industry is ailing too and so is its economy.

So declining business acumen is only a trend in advanced economies right? Unfortunately even
that isn’t true.

Developing economies tend to imitate the advanced economies. They follow the worst practices
such as advanced financial instruments e.g. derivatives that disguise dysfunctional economic
practices. The only saving grace is that often they haven’t had the same amount of time as the
advanced economies to take on as much debt.

But in the developing economies, poor financial behaviors are exacerbated by widespread
corruption. In these economies it is not so much lack of business acumen that prevents the
generation of wealth. Rather it is widespread corruption that leads to leaders with strong political
skills but poor business acumen to gain leadership positions and thus introduce poor financial
practices that will later lead to huge economic and financial problems.

Countries such as Brazil, Russia and India are good examples of this trend. So unfortunately we
can see the trend towards business acumen actually declining not only in the advanced
economies but also in those that are less advanced.

MBAs=More Bad Assets

One of the most important transmission mechanisms of declining business acumen is advanced
business education. Today the Holy Grail of business education is the MBA, particularly those
that come from the vy League US universities such as Harvard, MIT and so on.

These universities teach the advanced techniques in finance that have led to the US economy
getting into deep trouble and that led to the 2008 financial crisis. Yet all the world’s universities
teach the financial and business techniques that got the US into trouble and almost all
businesses in almost all countries which have hired people with MBAs use these techniques.

As a result, leverage and debt have spread from the US into almost all economies including the
less advanced ones. These are even less capable of paying off this debt than businesses and
governments in the US.

We have definitive evidence that these advanced financial and economic techniques lead to
lower business acumen and poorer financial outcomes. The US Federal Reserve has conducted
research on how good its economic predictions have been over the past 20 years. Its research
shows that the Fed’s predictions are essentially worthless. In fact they were even worse than
those of private economists in the US.

Yet the Fed is regarded as being the global pinnacle of financial and economic expertise. All of its
professional economists and leaders were educated in business and finance in the worlds’ most
prestigious institutions of higher education. Yet the Fed itself concedes that its predictions have
been totally wrong.

The inescapable conclusion is that more financial education leads to lower business acumen.
This finding has been corroborated by research in behavioral finance which has shown that the
cognitive biases held by financially-educated people usually lead to worse financial outcomes
than from those who do not possess such education. In fact a fascinating finding from recent
behavioral finance research is that the smarter you are, you more errors in thinking you make.



Is Communism Correct?

Well over a century ago, Karl Marx predicted that advanced capitalism contained the seeds of its
own destruction. His view was that the proletariat would overthrow the bourgeoisie because of the
inherent unfairness of the bourgeoisie being vastly richer. Right now we can see something like
that going on as economic inequality in most developed countries and almost all developing
countries actually increases.

Right now it seems that the engine behind increasing inequality is the gradual decline in business
acumen in both financial and governmental leaders. In the advanced countries this occurs
because of trends in finance and government which tend to favor those with less business
acumen becoming leaders.

In the developing countries inequality is occurring especially because of widespread corruption.
The disease is being transmitted from developed to developing countries through business
education and research which favors financial engineering over the creation and production of
things.

In the West at least it’s unfashionable or even laughable to give any credence to Marx or to
Communist theory. Financial rationality and business techniques are seen to be the best theories
for describing social progress.

But the massive buildup of debt globally in almost all countries and its essential irrationality
demands another answer. Behavioral finance and the decline of business acumen provide
another explanation. It's one that is essentially uncomfortable and will be rejected by most
economists and modern economic thinkers in both developed and developing countries.

But maybe Marx was right after all.

Dr. E. Ted Prince, the Founder and CEO of the Perth Leadership Institute, located in Florida in
the US has also been CEO of several other companies, both public and private. He is the author
of ‘The Three Financial Styles of Very Successful Leaders (McGraw-Hill, 2005) and numerous
other publications in this area. He is a frequent speaker at industry conferences. He works with
large corporations globally on leadership development programs and coaches senior executives
and teams in the area of financial leadership. He has held the position of Visiting Professor at the
University of Florida in the US in its Graduate Business School and also at the Shanghai
University of Finance and Economics in China.
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