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1  |  INTRODUC TION

Extensive analyses have been focused on international economic 
crises and malfunction of the capitalist structures. The objective 
is to understand the drivers of collapses and to prevent crises of a 
certain magnitude (Melvin & Taylor, 2009). Despite the wide range 
of academic and policy debates, conflicting opinions still exist, and 
after more than a decade since the global financial crash of 2008, 
the role of capitalism is analysed from a wide range of perspec-
tives. The recent instabilities of the COVID-19 pandemic and the 

related recovery strategies have also reopened the debates around 
the socio-economic and environmental impacts of the existing eco-
nomic structures and the ethical implications of overexploitation 
and continuous growth. Within this context, the aim of this paper is 
to discuss capitalism and crises from a ‘mainstream’ and ‘heterodox’ 
perspective. The objective is to analyse the drivers of collapse, the 
proposed solutions and the ethical elements that have been used to 
describe the instability of the capitalist structure.

Broadly speaking, there are two fundamentally different ap-
proaches to how capitalist economies and crises are understood and 
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explained. Within neoclassical (also called mainstream or orthodox) 
approaches, crisis episodes (such as depressions, financial crashes 
and economic bubbles) are usually viewed as exogenously created 
events. Due to the underlying theoretical and methodological as-
sumption of economic stability (signalled by a general equilibrium 
setting of the economy), economic crises of a certain size are under-
stood to be extraordinary, random and single events, where large 
economic fluctuations take place outside the initial equilibrium state 
(Friedman & Schwartz, 1963; Friedman, 1968; Lucas, 1976; Lucas & 
Sargent, 1979; Romer, 1993; Snowdon et al., 1994; Gordon, 1997; 
Visco, 2005; Shiller, 2005; Akerlof & Shiller, 2009; Mankiw, 2018). 
Since the economy is believed to be efficient and self-equilibrating, 
outside events are needed to disrupt this equilibrium setting and 
generate such exceptional fluctuations. The responsible external 
disturbances, causing the stable economic system to slip off the 
initial equilibrium, can, for example, range from sudden changes in 
the money supply (Friedman & Schwartz,  1963), imperfect infor-
mation (Romer,  1993; Shiller,  2005), behavioural biases (Akerlof 
& Shiller,  2009; Shiller,  2005) or, most recently, to externally cre-
ated threats related to health in the form of COVID-19 (Juergensen 
et  al.,  2020; Venetoklis,  2021). In any case, external shocks must 
be large, powerful and convincing enough to be able to disturb the 
otherwise well-behaved economy (Kindleberger & Aliber,  2005). 
Despite theoretical differences existing between the mainstream 
schools of thought, all of them share the idea that the capitalist 
structure is not the cause of crises, falling outside the usual ups and 
downs of a business cycle. The proposed solutions are then oriented 
to reform some elements of the system without changing the overall 
economic framework and the underlying economic paradigm sur-
rounding the equilibrium setting. Within this context, mainstream 
economic theory considers the market structure as the main set-
ting for the redistribution and efficient allocation of resources. The 
possibility to eliminate the environmental and the social externalises 
with market-based instruments oriented to quantify the value of 
non-monetary elements (such as pollution, ecological degradation 
or social inequalities) has then been used to explain and justify the 
ethical structure of the capitalist system (Demsetz, 1967; Landell-
Mills & Porras, 2002; Muradian et al., 2010).

In opposition to mainstream perceptions and explanations of 
capitalist economies exists a large and diverse body of literature 
consisting of multiple schools of economic thought, generally re-
ferred to as heterodox economics. Within these approaches, crisis 
episodes emerge endogenously (Alves & Kvangraven, 2020), under-
scoring that heterodox approaches have a different understanding 
of capitalist economies and crises. For example, Minsky, a Post-
Keynesian, sees the economy as an evolutionary complex system 
which is embedded within a greater socio-political and ecological 
structure (Minsky,  1970, 1982, 1992, 2008a). Crisis episodes are 
then understood to be one of many system states that are defined 
through varying levels of stability emerging endogenously over time. 
It is important to note that no external disturbances or shocks are 
needed to create such system behaviour. Instead, the inner work-
ings of capitalist economies themselves lead to instabilities and 

crises. Within the more integrated heterodox approach, economies 
are not analysed in isolation. Instead, the structural set-up of such 
human-made socio-economic and historical systems is important 
(Alves & Kvangraven, 2020; Dymski, 2014; Dymski & Shabani, 2017; 
Fine,  2019; Lawson,  2006; Mearman,  2011). Similarly, the under-
standing of uncertainty (Dequech,  2012), the underlying socio-
environmental system and the interrelations of power structures 
(Lawson,  2006; Mearman,  2011) are fundamental elements in ex-
plaining capitalist economies and the related crises. Within this 
context, the recent instabilities brought about by COVID-19 are 
understood to have been caused by the set-up of capitalism itself 
and by its constant need for expansion at the cost of the natural 
systems (Alves & Kvangraven, 2020). In addition, the inability to per-
fectly account for the wide range of externalities generated by the 
existing capitalist framework and the operational impossibility to 
reduce multidimensional values, including ethical, into a single mon-
etary unit, highlight the failure of the market efficient hypothesis. 
The proposed heterodox solutions are then oriented to establish an 
economic structure based on a systemic integration between socio-
economic and environmental elements where human and ecological 
values are considered in line with the ethical requirements of the 
existing, and possibly future generation, as recently highlighted by 
the 2030 Agenda and the related Sustainable Development Goals. 
Ecological and Biophysical Economics, together with Feminist, 
Evolutionary and Complexity Economics, are just some examples of 
alternative systems developed as a critique to the existing capitalist 
framework. Despite the differences existing between the above-
mentioned heterodox approaches, they all share the idea that the 
mainstream approach fails to consider the economy as a subsystem 
of the socio-environmental structure. As a consequence, unsustain-
able levels of exploitations are generated both in the human and in 
the natural context. The models of society that the heterodox ap-
proaches have in mind imply changes involving the overall structure 
of the system to fit within the limits of the socio-environmental 
constraints.

The existing difference across these perceptions of capitalism 
also translates into two distinct allocations of ethical analyses of 
crises. While not explicitly mentioned in the literature, the underly-
ing assumptions of the mainstream and heterodox frameworks give 
reason to argue that ethical considerations must be exogenous and 
endogenous, respectively. That is because the inherent hypothe-
sis of the mainstream approach considers markets to be efficient 
and fair, and able to generate the greatest benefit for the greatest 
number of people. Therefore, ethical considerations are limited to 
moral rules governing fiduciary duties, fairness in contracts and 
compliance with the law. The wider impacts on common goods and 
socio-environmental effects are then relegated to the ethical im-
plications of the external forces interfering with the market, such 
as government interventions and welfare policies (Friedman, 1962, 
1970). On the other hand, the heterodox analysis considers market 
as a source of exploitation and ethical considerations need then 
to be applied within the elements of the market structure. This 
framework will be further discussed in Section 4 where the ethical 
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implications of the mainstream and the heterodox perceptions will 
be considered.

With this framework, the objective of this paper is to compare 
and discuss the perceptions of capitalism and crises, both from a 
mainstream and heterodox perspective. In addition, by outlining the 
related ethical implications of the different narratives of capitalism, 
this paper also discusses the challenge of ethical judgement. By pro-
viding a critical overview of two different schools of thought, the 
present paper contributes to the existing debate around stability of 
global capitalism and provides a starting point for analysis investi-
gating the feasibility of alternative economic structures. The paper 
is structured as follows: Section 2 focuses on the mainstream per-
ceptions of capitalism and related crises. Section 3 discusses how 
the heterodox economic perspectives have explained the failure of 
capitalism and the emergence of crises. Section 4 provides ethical 
considerations under the mainstream and the heterodox perspec-
tives. Section 5 concludes.

2  |  MAINSTRE AM PERCEPTIONS OF 
GLOBAL C APITALISM AND CRISES

The mainstream approach is based on the classical (often pre-
Keynes) understanding of capitalist economies and has seen many 
variations since the late 1940s. From the Neoclassical Synthesis 
(NCS) during the 1950s and 1960s, to Monetarism in the 1970s, to 
New Classical Macroeconomics (NCM) spanning from the late 1970s 
to the mid-1990s to the most current incarnation in the form of the 
New Keynesian school of thought (NKM). While all these schools 
of thought differ in one or more aspects with some of them having 
subschools of their own, they all share the same neoclassical para-
digmatic elements.

The core of neoclassical economics, that all its different schools 
of thought share, is the assumption that, similar to systems found 
in the natural sciences, a stable state (or region) exists. Moreover, 
it is not only maintained that an equilibrium (or multiple equilibria) 
within the economy exists (exist), but it is also assumed that this 
(these) equilibrium(s) is (are) attainable (Ingrao & Israel, 1990). And, 
while classical economists recognised that economies can deviate 
from the equilibrium, the belief was pertained that these deviations 
were only temporary and mostly short-lived (Snowdon et al., 1994). 
Market forces (often in the form of prices) would ensure a swift 
return to the steady state. This view of an overall stable and self-
regulating general equilibrium (GE)1 system that is the economy is 
mostly shared by modern mainstream theory – uncritically at least 
until the 2008 crisis.

Similar to the equilibrium assumption, mainstream approaches 
share strong microeconomic foundations2 (Lawson,  2006). With 
underlying microeconomic concepts, modern capitalist economies 
are looked at through the lens of methodological individualism 
(Arnsperger & Varoufakis, 2006; Milonakis, 2017), where the actions 
of individuals (agents) in the form of utility or profit maximisation en-
sure that a pre-defined equilibrium is attained. Since the behaviour 

of all these agents (consumers and producers) is, at least from an 
economic standpoint, the same (maximising through optimisation), 
it is legitimate within the theory to solely focus on a single agent 
that is representative of all other agents in the system. Hence, the 
microeconomic behaviour of a representative consumer or firm can 
explain aggregate economic phenomena. In recent years, and espe-
cially after the Great Recession, there have been methodological 
developments where mainstream mathematical models attempt to 
employ the complexity approach to account for suddenly occurring 
crisis episodes caused by tipping points within such systems (see 
for example projects within Rebuilding Macroeconomics3). This, of 
course, is a methodological move away from the individualistic ap-
proach at least for these types of models. However, not only does 
the equilibrium assumption have to be maintained (albeit in a differ-
ent form) for those models to work, but when looking at mainstream 
economic theory, these methodological developments have mostly 
been ignored.

Tied to the microeconomic, individualistic approach to GE 
economies is the conviction that capitalist economies do not have 
to be placed within the wider structure of social, political or natu-
ral systems. It is not only sufficient to look at the economy in iso-
lation from existing structures, real time and space (Dymski, 2014; 
Dymski & Shabani,  2017), but also generally accepted practice to 
divide the economy into two separate sectors, the real and financial 
sector (Arnsperger & Varoufakis, 2006; Snowdon et al., 1994) and 
then analyse both sectors in isolation from one another (classical 
dichotomy). Intricate and important interrelations between those 
two spheres such as changing debt levels (tied to investment), the 
importance of money or more recently, increasing overall economic 
fragility due to socio-economic developments occurring in real time 
such as financialisation, are mostly ignored.

While it was generally acknowledged that in the run-up to the 
2008 crisis mainstream theory and the accompanying models had 
failed to anticipate and retrospectively even explain what had hap-
pened, the underlying neoclassical paradigm was never truly ques-
tion. Hence, only minor ad hoc changes to the existing paradigm 
were made. A replacement of the neoclassical approach attempting 
to explain capitalist economies did not take place. Before moving on 
to heterodox approaches, the following section will pick up on the 
points made above from a more critical angle while connecting the 
analysis to the understanding of crises within capitalist economies.

2.1  |  Exogenously created crises within 
mainstream economic theory

2.1.1  |  The equilibrium belief and the need for 
exogenous shocks

Within neoclassical approaches, the equilibrium belief is at the core 
of theoretical and most methodological elaborations concerned with 
the analysis of capitalist economies. In fact, the hypothetical equilib-
rium is the starting point for any investigation within the orthodox 
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paradigm (Dymski, 2014). The specific type of equilibrium has in line 
with adjustments made to the underlying theory changed over time 
from a static long-run equilibrium that allows for short-run fluctua-
tions (for example, within the NCS and monetarism), to a stochas-
tic process representing an equilibrium path on which the economy 
moves through notional time, whereas multiple equilibria are pos-
sible (within NCM), towards the most recent representation in the 
form of dynamic equilibrium economies (within NKM) represented 
by dynamic stochastic general equilibrium (DSGE) models. However, 
the assumption that the respective equilibrium or equilibrium path 
governs the economic system in such a way that economies will al-
ways (naturally) tend towards or move around such an equilibrium, 
equilibrium path or region has been retained. This self-regulated 
adjustment of economies towards a balanced state of course also 
implies that the overall economic system is stable (balanced).

However, within a generally stable system, large fluctuations in 
system variables observable during crisis episodes such as, for exam-
ple, during the Japanese Asset Price Bubble of the late 1980s early 
1990s cannot be accounted for (Kuehnlenz, 2018). Due to the gen-
eral stability assumption, such systems are incapable of generating 
endogenous fluctuations and with that crisis behaviour. Hence, only 
unpredictable outside shocks could cause the system to deviate from 
its naturally stable state. It becomes hard to see how empirically ob-
servable extended periods of instability and the build-up to larger crisis 
episodes could be explained under such assumptions. And, even if such 
an external shock could cause specific crisis behaviour, the assumption 
is that the economic system automatically adjusts towards its optimal 
equilibrium level in time. This implies that crisis episodes are only short-
lived and correct themselves. Again, empirically, this has not been 
observed. Within a Minskian analysis and within the complex system 
approach for example, instabilities and crises emerge endogenously 
and are only one of many possible system states. However, the over-
bearing importance of the equilibrium belief in mainstream approaches 
makes it unnecessary to consider those different system states and 
accompanying varying levels of instability in detail. Yet, when ignor-
ing different system states of capitalist economies, crises within them 
cannot be meaningfully explained. Extraordinarily large crisis episodes 
such as, for example, the dot-com bubble during the late 1990s early 
2000s or more recently the subprime crises then represent not only 
abnormal system behaviour, but those episodes are also believed to be 
rare and somewhat isolated events caused by unpredictable outside 
shocks. With such theories at hand, structures underlying each crisis 
scenario cannot be identified. Real-world economic crises will remain 
undetectable and appear random all while the sources of such crises 
will seem uncontrollable.

2.1.2  |  The neglect of the importance of money and 
endogenous money creation in explaining financial and 
economic crises

In capitalist economies, credit is needed to finance investment and 
innovations which, in turn, lead to economic growth (Keen,  2013; 

Minsky,  2008a; Schumpeter,  1928). Within mainstream schools of 
thought, it is implicitly assumed that investment may be financed 
by loans through the dependence of investment on the interest rate 
(for example, within the Keynesian multiplier model4). However, due 
to the pertaining classical dichotomy explicitly, this connection is 
not made. And, due to the overall stability belief under which the 
economic system is a balanced one, the assumption is made that in-
vestment must equal savings (I = S). The hypothesis that credit can 
only be generated through existing savings enforces this notion. For 
commercial banks theoretically, this means, they can and will only 
lend out as much as customer savings allow. Only the central bank 
has the power to create money and therefore increase the money 
supply within economies. Money is, therefore, given exogenously. 
The creation of additional purchasing power through the creation of 
loans within the economy is ignored. In fact, according to underlying 
orthodox models, financial and economic crisis episodes can emerge 
even without the availability of loans and the accompanying increase 
in purchasing power (Martin & Ventura, 2012).

Yet, when looking at how commercial banks within capitalist 
economies actually operate, it becomes clear that only a fraction 
of a bank's deposits are backed by actual cash at hand (savings) 
(Leijonhufvud, 2009). This implies that banks give out loans and look 
for the needed reserves later. For the explanation of economic and 
financial crises, it is important to note that, as soon as new loans 
are generated with the additional funds being transferred to the 
borrower (households and firms), new money (purchasing power) is 
created (Keen, 2013, 2017; Leijonhufvud, 2009) endogenously. The 
process of endogenous money creation is independent of the money 
supply by central banks and can hence not really be controlled (at 
least not in liberalised financial markets). The fractional reserve 
banking (Leijonhufvud, 2009) mentioned above is not limited by the 
availability of a certain underlying monetary reserve. Similarly, in-
vestment (both productive and speculative) is not restricted by the 
level of savings in the economic system but by the availability of loans 
and the willingness of commercial banks to lend (Fontana, 2009). If 
the investment does not have to equal savings (I = S), the assumption 
that an equilibrium and hence, a balanced and stable system neces-
sarily pertains can also be questioned. From a heterodox, especially 
a Minskian point of view (explained in more detail in Section 3.1), 
changing debt structures are indicative of changing system instabili-
ties. Increasing instabilities are tied to increasing private sector debt 
and strongly hint towards the emergence of financial and economic 
crises (Minsky, 2008a).

Not only is the importance of endogenous money creation and 
changing debt structures neglected within mainstream schools of 
thought, but money itself is not realistically accounted for (Ingrao 
& Sardoni, 2019). It is believed that simple barter and endowment 
economies without money can actually represent modern capital-
ist economies and the crises within them (Azariadis, 1981; Azariadis 
& Guesnerie, 1986; Blanchard & Watson, 1982; Cass & Shell, 1983, 
1989; Diba & Grossman,  1987, 1988; Farmer,  2015; Martin & 
Ventura, 2012). Though economic crises could possibly emerge lo-
cally and be restricted to a specific market (for example, seashells, 
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salt or fur in primitive exchange economies) if money and the various 
interrelated debt structures are ignored, it would not be possible for 
economic and financial crises to emerge simultaneously in different 
regions and different markets affecting different social groups. This 
phenomenon only becomes possible through money flows intercon-
necting different markets, regions and groups.

Through assigning the financial sector an intermediate role 
where the supply of money is exogenously given and where credit 
creation plays no role,5 the debt and financing structure of the eco-
nomic system cannot be uncovered. Similarly, the underestimation 
of the importance of money to the point that it simply represents 
a veil leaves no room for the economic and financial crises clearly 
observable within modern capitalist economies. Yet, in order to 
understand how economic and financial crises emerge and spread 
across the globe, it is important to comprehend in detail how addi-
tional purchasing power is created from within the system and how 
the debt structures evolve and change over time. The endogenous 
creation of money is not only a crucial part to any boom phase in 
the business cycle, but also one of the main drivers of economic and 
financial bubble and crisis episodes.

To provide means of financing for a capitalist production econ-
omy, a financial sector that is not purely intermediate is needed while 
the interrelations between the real (producing) and financial side of 
the economy must be investigated and understood. Additionally, to 
comprehend specific crisis episodes, capitalist economies must be 
placed within the wider geographical and historical context (Dymski 
& Shabani, 2017). Similarly, economies should be understood to just 
be one of many different but highly interrelated subsystems that 
make up the Earth (Foxon et al., 2013). However, within the ortho-
dox analytical framework, economies are analysed in isolation from 
socio-political and historical structures and planetary boundaries. 
Indeed, only one side (either the real or financial side) of the already 
isolated economy is looked at (classical dichotomy).

2.1.3  |  Classical dichotomy and the missing 
placement of economies within the wider 
context of the socio-political system

Within the mainstream approach to modern capitalist economies, 
single markets are analysed in isolation from the rest of the economy 
(Alves & Kvangraven, 2020; Fine, 2019). As such, the analysis of the 
producing side of the economy takes place, without considering ac-
tive financial markets, and with that, endogenously created money. 
However, as explained earlier, the endogenously created additional 
purchasing power via loans and in the form of money going to firms 
and households, in combination with increasing debt levels of both, 
firms and households, is indicative of emerging instabilities within 
the economic system. An identification and understanding of this 
process is especially important when the additional purchasing 
power is not used for productive investment, but instead for finan-
cial speculation, consumption and debt payments (Minsky,  1992, 
2008a; Schumpeter,  1927) which, from a Minskian perspective 

is indicative of the highest possible instability within the system.6 
When looking at the changing level and quality of debt in combina-
tion with the usage of the endogenously created money, different 
stages of the business cycle (stable to unstable), and with that crisis 
episodes, can be identified over time. However, this necessitates not 
only the consideration of active financial markets and money, but it 
also requires that both, the real and financial sides of the economy 
are considered simultaneously in the analysis. In this way, important 
links between different actors within the economy that develop out 
of the emerging income structures and debt commitments can be 
identified (for example, via the balance sheet approach employed by 
Post-Keynesians).

By understanding the debt—and income structure within an 
economy, it will also become possible to link the real and financial 
side of the economy more clearly. While debt is created within the 
financial sphere, households and firms use this additionally created 
purchasing power to finance consumption and investment affecting 
the real side of the economy. At the same time, depending on the 
quantity and quality of debt, the debt commitments of both house-
holds and firms will influence (future) consumption and investment 
decisions. While the increasing availability of loans for investment 
and consumption could potentially lead to an economic boom phase 
stipulating the further creation of loans, the increasing debt to in-
come ratios over the course of a boom could potentially lead to crisis 
episodes. Hence, both the financial and the real side of the econ-
omy are closely connected via financial commitments and income 
streams, both heavily influencing and causing the ups and downs of 
business cycles.

Without an active financial side tied to the real side of the econ-
omy via emerging debt structures, it is questionable if the observ-
able cyclical behaviour of capitalist economies, let alone the huge 
crises within them would even emerge. Increasing investment during 
economic boom episodes leading to increasing levels of debt to fi-
nance investment could not take place. Similarly, increasing debt 
levels to a point where debt payments exceed the generated income 
inducing a downturn could also not occur. Hence, without the cy-
clical behaviour of economies, where the economic system goes 
through various stages of system stability, economic and financial 
bubbles and their following crises, as endogenous part of these cy-
cles, would also not emerge. Again, the non-consideration of active 
financial markets, the disregard for the interplay between the real 
and the financial side of the economy as well as the neglect of money 
all make it impossible to understand, portray or even consider eco-
nomic crisis episodes.

It is unexplained why financial markets would even exist if pro-
duction and investment is not accounted for. The sole reason for 
the emergence and existence of financial markets is the financing of 
investment, productive and financial. There is no reason or possibil-
ity for financial markets to prevail without a producing side of the 
economy. A similar argument can be made for the real side of the 
economy where, without access to finance and financial markets in-
vestment could not take place (Schumpeter, 1927, 1928). And, even 
if (calibrated) mainstream (DSGE) models adhering to the classical 
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dichotomy can create hypothetical bubble and crisis behaviour or 
movements away from the equilibrium (path), this can only be done 
through very stringent model assumptions and via (large) exoge-
nous shocks. It seems inconsequential that shocks of this magnitude 
have, in reality, not been observed. It appears more likely that large 
economic crisis episodes are an inherent part of the business cycle, 
closely related to investment and the overall lending situation.

Not only are the real side of the economy and the financial side 
of the economy analysed in isolation from one another, but the sole 
focus on single markets alone also results in the complete separa-
tion of economies from society (Alves & Kvangraven,  2020) and 
ecology (Foxon et al., 2013). Ties and interdependencies of capital-
ist economies to the natural (ecological) system, its resources and 
naturally occurring boundaries are all ignored. Not recognising that 
capitalist economies are simply a subsystem and hence part of the 
surrounding biosphere has justified the overbearing focus on unlim-
ited economic growth and consumption irrespective of biological 
limits or planetary boundaries (Pirgmaier, 2020). The outcomes of 
such an approach in the form of climate change and mass extinc-
tion (to only name a few) are undeniable. Similarly, no attention is 
given to the institutional set-up (Foxon et al., 2013), political regimes 
(Milonakis, 2017), historical context (Fine, 2019) or ethical consider-
ations (Alves & Kvangraven, 2020; Milonakis, 2017) when attempt-
ing to explain modern capitalist economies. Instead, greater focus is 
given to mathematical logic (Fine, 2019; Milonakis, 2017; Pernecky 
& Wojick, 2019) where universalities found in highly idealised and 
unrealistic economies are matched to what we see in the real world. 
This lack of realism is not only one of the biggest critiques brought for-
ward by heterodox economists, it also renders any attempt to under-
stand the rapid increase in economic and financial crises observable 
since the 1980s (Reinhart & Rogoff, 2009) impossible. The extensive 
shift in policy regimes starting in the 1980s towards deregulated 
and liberalised capitalist economies (Bellofiore, 2013; Crouch, 2009; 
Foster & Mcchesney, 2012; Wolfson and Epstein, 2013) in tandem 
with the deconstruction of the welfare state (Doling & Ronald, 2010) 
are all not touched upon. Similarly, the consequential emergence of 
financialisation (Krippner, 2005; Palley, 2007; Stockhammer, 2010) 
especially, but not only, in Anglo-Saxon countries and the concom-
itant changes in profit generation (Driver & Temple, 2013) and in-
vestment (Tori & Onaran,  2017), the resulting deindustrialisation 
(Glyn, 2006) of previously producing economies as well as rapidly 
increasing debt levels of the private sector (Stockhammer, 2010) are 
all ignored within the mainstream analysis (Fine, 2019). The link to 
overall increased economic and financial instability due to these de-
velopments can, therefore, not be made by neoclassical theorists.

In overlooking these real-world developments, mainstream 
economic theory continues to be incapable of accounting for cri-
sis episodes. Even if after the Great Financial Crisis (GFC) ad hoc 
explanations (such as overconsumption and globalisation, availabil-
ity of credit and accommodative monetary policies or financial de-
regulation) were added to account for this specific episode of high 
instability, underlying structures leading to crises, the importance 
of institutions and policy regimes as well as the consideration of 

the overarching (complex) system have yet to be included into the 
analysis. Hence, orthodox theory has remained firmly in the nor-
mative camp where the analysis of modern capitalist economies is 
more concerned with how things should be (to fit with the under-
lying model) but not so much with what can actually be observed 
(Pernecky & Wojick, 2019). Therefore, if the workings of capitalist 
economies and the endogenously emerging crises within them are to 
be understood, one has to look elsewhere (heterodox approaches).

3  |  HETERODOX PERCEPTIONS OF 
GLOBAL C APITALISM AND CRISES

There is no one agreed upon definition of what exactly heterodox 
economics is (Dequech, 2007, 2012; Lawson, 2006; Mearman, 2011; 
Mearman et al., 2019). Issues surrounding the definition of heterodox 
economics possibly stem from the fact that under this umbrella term 
(Lawson, 2006), multiple varying schools of thought can be found 
(such as Marxism, Feminism, Post-Keynesianism, Institutionalism, 
Evolutionary and Ecological Economics to name a few). Different 
to the orthodox approach discussed above, heterodox schools of 
thought vary substantially in their approach to capitalist economies 
with differing analytical starting points, methodologies and more 
generally their understanding of reality. Yet, while great differences 
between the diverse heterodox schools of thought exist, it does 
not mean that these schools are inconsistent or that there does not 
exist any sort of coherence among these paradigms (Lawson, 2006; 
Mearman et al., 2019).

Attempted definitions for heterodox economics range from any 
economic paradigm that is in opposition to the mainstream theory 
(Dequech,  2007, 2012; Lawson,  2006; Mearman,  2011; Mearman 
et  al.,  2019) to ontological similarities that underlie all heterodox 
schools of economic thought (Lawson,  2006) such as, for exam-
ple, plurality of theory and methodology (Dow,  2008; Mearman 
et al., 2019) and a rejection of deductivist methods (Lawson, 2006) 
that are inadequate for the explanation of social systems (Fine, 2019; 
Lawson, 2006). Research as to what exactly constitutes heterodox 
economics is ongoing (Mearman et  al.,  2019). Hence, for the pur-
pose, here, we will focus on explaining what constitutes a heterodox 
economic theory, which is geared towards the aim of this paper, in 
understanding modern capitalist economies and specifically the cri-
ses within them.

At the core of the overall approach to modern capital-
ist economies lies, contrary to the neoclassical take, realism 
(Dequech, 2012; Fine, 2019; Lawson, 2006). Whereas, due to its 
mathematical formalism, modern mainstream economic theory re-
quires, a closed system analysis, heterodox approaches purpose-
fully analyse open systems (Lawson, 2006). This means, of course, 
that the classical dichotomy so prominent in mainstream theories 
is rejected since modern capitalist economies are understood to 
be evolutionary (complex) systems (Colander, 2005; Foster, 2005; 
Foxon et al., 2013) that are highly interconnected moving through 
historical time. Changes within these complex systems are caused 
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by the interplay between the macro- and microspheres leading to 
the observable ups and downs of a business cycle. Extreme events 
in the form of crisis episodes are not only understood to be one of 
the many possible system states of the economy, but they are also 
regularly occurring and emerge endogenously through the work-
ings of the complex system alone. Especially, the consideration 
of active financial markets where money and endogenous money 
creation play a key role in the evolution of the system makes an 
analysis of endogenously emerging system states including crisis 
episodes possible. An equilibrium that governs the economic sys-
tem and ensures continued economic stability is, at least theoret-
ically not needed.

Due to the recognition that the open economic system is simply 
a subsystem of and highly connected to the socio-political system 
(Foster, 2005; Foxon et al., 2013), it follows that a thorough under-
standing of the socio-political and institutional context is fundamen-
tal if modern capitalist economies and the reoccurring crises within 
them are to be understood. For example, and in stark contrast to the 
previously discussed mainstream concept, heterodox approaches 
have long recognised that the deregulations of economies and the 
liberalisations of financial markets since the 1980s have not only led 
to increased inequalities and debt. These developments have also 
generated an increase in the frequency and magnitude of economic, 
financial and political instabilities all over the globe (Bauman, 2017; 
Bellofiore,  2013; Crouch,  2009; Glyn,  2006; Stockhammer,  2010; 
Streeck, 2014; Varoufakis, 2013).

Mainstream economic theory only recognised that liberalisa-
tions and deregulations may have contributed to the global finan-
cial crisis of 2008 after the fact in an ad hoc attempt to account for 
the subprime crisis. However, the underlying structural changes 
within the socio-political-economic system which have caused 
a shift towards continuously higher instability within the overall 
capitalist system have yet to be fully recognised. The failure to do 
so is of course tied to the underlying neoclassical paradigm and 
means that, as argued by Fine (2019), orthodox theory remains 
incapable to fully account not only for the global financial crisis 
of 2008 but also for any future crisis episodes. Therefore, and, 
in order to understand fluctuations and crisis episodes that are 
part of an evolutionary, complex system moving through time, a 
radically different (heterodox) theory, where money plays a role, 
where people are not rational and where economic crises emerge 
organically from within, has to be considered. Keynes and Post-
Keynesians, who follow Keynes’ theory most closely, offer such 
an alternative.7

3.1  |  Endogenously emerging crises within Post-
Keynesianism

Post-Keynesians maintain that when attempting to understand 
economic fluctuations, the analysis of a general equilibrium, barter 
economy is not sufficient (Snowdon et al., 1994). Money as well as 
the possibility of market-shattering crises on a macroeconomic scale 

must be considered. Therefore, especially with regards to crisis epi-
sodes, and in contrast to neoclassical approaches, Post-Keynesians 
are capable of understanding such episodes and recognise its un-
derlying causes (Keen, 2015). This is because Post-Keynesians take 
an inclusive approach to business cycles within the overall socio-
economic system. Inclusive here means that economic bubble and 
the following crisis episodes, though outliers in magnitude, are by no 
means outliers in the frequency of occurrence. Although it is recog-
nised that there exist basic commonalities defining business cycles, 
it is also understood that economies differ by region and that the 
economy is evolving over time. Hence, time- and space-specific fac-
tors also determine observable business cycles and with that, crises 
(Keynes, 1930, 1936).

Within this theoretical framework, Hyman Minsky combined 
the works of Keynes, Schumpeter and Fisher to develop his the-
ory of a finance-driven business cycle (Keen, 2013; Minsky, 1992, 
2008a) where economic booms, bubbles, crises and reces-
sions are innate to the (system) behaviour of the economy (De 
Antoni, 2010; Minsky, 1970, 1982, 1992, 2008a). Capitalist econ-
omies, according to Minsky, not only have a tendency towards 
cycles (De Antoni,  2010; Keen,  2017), but they are, due to the 
link to financial markets, also inherently unstable (Keen,  1995, 
2011, 2013; Minsky, 1970, 1982, 2008a, 2008b). This fundamen-
tal instability of capitalist economies is upward (De Antoni, 2010; 
Keen, 2017), which simply means that such economies have a ten-
dency towards boom phases (Minsky, 1970). Periods of extended 
economic growth, signalling economic stability and future growth 
will inevitably, due to overoptimistic future expectations of banks, 
firms and households, lead to emerging instabilities ending in an 
economic downturn and possible economic crisis, even with big 
governments and active central banks (Minsky, 1970, 1982, 1992, 
2008b). For Minsky, the changing level and quality of private debt8 
over the course of a cycle plays a central role in this development 
(Keen, 2017).

Theoretically, Minsky sees the economy very much as a 
complex system, where developments on the micro level influ-
ence and change the properties of the system on a macro level, 
which, in turn, has effects on the micro-level properties. In ear-
lier works, Minsky (Minsky, 1970) hints towards the feasibility of 
steady states and acknowledges the possibility of multiple equi-
libria within the economic system. Though Minsky (1970) assures 
us that there is no global equilibrium indicating that the system 
overall might not be stable (only local equilibria are), it remains 
inexplicable why such equilibria should, in a human-made system 
inhabited by non-rational people, exist. As previously mentioned, 
there is no reason to believe that socio-economic systems would 
tend towards or away from multiple possible equilibrium states, 
even if those states are only locally stable (unstable). Hence, it 
can be argued that the only reason Minsky employs the equilib-
rium notion is a mathematical one. When looking at the economic 
system as an evolutionary system that evolves over time within an 
ever-changing environment (society), theoretical explanations in 
favour of possible equilibrium states are not needed.
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3.2  |  The case for limits to growth

The systemic approaches emerging from the Post-Keynesian exten-
sions, the idea that economic systems are not working in isolation 
and the complex system analysis based on the functioning of the 
natural environment, contributed to the development of schools of 
thought oriented to analyse the economy as a subsystem of the exist-
ing socio-environmental structure. The ‘Limits to Growth’ (Meadows 
et al., 1972), ‘Small is Beautiful’ (Shumacher, 1973), ‘The Entropy Law 
and the Economic Process’ (Georgescu-Roegan, 1971) or the ‘Steady 
State Economy’ (Daly, 1977) are just some examples of publications 
highlighting the impossibility to have an infinite economic growth 
in a finite natural environment. The main idea is that economic 
growth will, sooner or later, end. Energy and material constraints, 
together with the social instabilities, related to resources depletion 
and unequal distribution of burdens and rights, are just some of the 
main elements that, according to different authors, could compro-
mise the stability of the capitalist structure (Ayres, 2006; Barnosky 
et al., 2012).

In addition, the mainstream economic approach has also 
been largely criticised for being unable to consider the multidi-
mensional relationships existing between the economic and the 
socio-environmental structure. By using a monetary approach to 
quantify the value of market and non-market elements, the main-
stream approach to economies reduces the plurality of human 
and natural values to a single monetary representation. The eth-
ical implications related to this oversimplified approach highlight 
the inability to account for ethical principles and even values and 
priorities that different societies, generations and cultures could 
attribute to the non-monetary elements of socio-environmental 
structures (Martinez-Allier et al., 1998; Pirgmaier, 2021). Negative 
externalities, inequalities and long-term instabilities are then the 
consequences reflected in the recurring capitalist crises (Foxon 
et al., 2013; Martinez-Alier et al., 1998). The wide range of protest 
and socio-political movements that have emerged after the 2008 
financial crash are examples of that. The ‘M5 movement’ in Italy, 
the ‘Indignados’ in Spain, the ‘Occupy Wall Street’ in the United 
States and the ‘real democracy now’ are examples of bottom-up 
and heterodox initiatives asking for a revision of the existing capi-
talist structure (Castells, 2012).

According to these views, crises are a symptom of an intrinsic 
failure of the capitalist system and of the related mainstream percep-
tions. The proposed solutions would require an integration of ethics 
into the economic structure, a wider inclusion of the non-monetary 
values and multidimensional considerations of the elements charac-
terising the nature of societies (Gowdy & Erickson, 2005; Washington 
& Maloney, 2020). Steady state, degrowth, circular economy, busi-
ness ethics and green growth are just some examples of alternative 
economic approaches proposed to overcome crises and to pro-
mote a more equal and sustainable economic structure (Daly, 1977; 
Georgescu-Roegen, 1971; Illich, 1973; Kallis, 2011; Latouche, 2010; 
Soddy, 1926). The main alternatives presently debated in academia, 
society and in some political parties are then the results of decades 

of discussions and critical reflections taking place in different inter-
related areas of heterodox economic thinking.

Despite the extensive theoretical debate and the heterodox bot-
tom-up initiatives that have been developed particularly after the 
global financial crisis of 2008, limited evidence exists around the 
impacts that a shift of economic paradigm could generate across the 
socio-economic and the environmental structure. Up to now, most 
of the policies applied to address capitalist crises have been related 
to the mainstream economic approaches, and little evidence exists 
on the feasibility of the alternative economic solutions. For this rea-
son, it is difficult to clearly understand the impacts that the radical 
changes proposed by heterodox approaches could generate on the 
overall stability of the system, particularly considering the inter-
connected nature of the global capitalist structure. As reported by 
Andreoni and Galmarini (2014), further analysis would be required to 
investigate the feasibility, the long-term sustainability and the ethi-
cal implications of these approaches.

4  |  ETHIC S:  CONSIDER ATION REL ATED 
TO THE MAINSTRE AM AND THE 
HETERODOX APPROACHES

During the last few decades, extensive debates have been devoted to 
investigating the ethical implications of economic structures and mar-
ket interactions. Three main theoretical approaches have then been 
defined in line with the utilitarian, deontological and virtue perspec-
tives. The utilitarian approach, stating that an action is right when it 
achieves the greatest happiness for the greatest number, has been ex-
tensively used to support the Pareto efficient outcome and the market 
efficient hypothesis. Within this, perspective markets are perfectly 
able to self-regulate and the monetary quantification of outcomes can 
be used to balance the impacts. Ethical considerations are then rel-
egated to external forces, such as government interventions interfer-
ing with the self-sufficient market mechanisms (Friedman, 1962). As 
reported above, the impossibility to account for the plurality of values 
characterising societies and the difficulties in internalising common 
goods and non-market elements has, however, been largely used by 
the heterodox approaches to explain the related crisis of the main-
stream economic structure (O’Neill,  2017). Within this context, the 
heterodox approaches allocate ethical consideration endogenously, by 
considering market failures and lack of multidimensional values as driv-
ers of crisis (Gowdy & Erickson, 2005; Washington & Maloney, 2020). 
The deontological perception, on the contrary, supports the idea that 
actions need to be taken in line with categorical imperative and moral 
rules. Within this context, certain actions are morally forbidden as they 
would make it impossible for civilised persons to live together. Fairness 
in contracts and compliance with the law are then considered funda-
mental prerequisites of business transactions (Friedman,  1970). The 
lack of consideration for the consequence of actions and the low atten-
tion to the singularity of a particular situation make it however difficult, 
for the deontological approach, to deal with the moral rules related to 
specific cultural backgrounds and with the practical wisdom that would 
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need to be used to account for the impacts of actions. The identifica-
tion of the ethical consequences of economic structures should then 
go beyond the individualist aspects of markets and use virtue ethics to 
evaluate the impacts of actions. Often associated with the sentiment-
based perspective of the care ethics, the virtue approach supports the 
idea that moral elements and situation-related judgements need to 
be used to minimise the socio-economic and environmental damages 
of activities (Melé, 2019; Wiggins, 2006). In the next paragraphs, the 
ethical implications of the mainstream and heterodox approaches are 
further discussed.

4.1  |  Mainstream economics and ethics

Within mainstream economic approaches, the use of the efficient mar-
ket hypothesis and the theories based on the Pareto efficient general 
equilibrium (which come with profit, utility and welfare maximisation 
assumptions) allows for both teleological (utilitarian) and deontologi-
cal justifications of the fairness of free markets (Baumane-Vitolina 
et al., 2016; Lewis & Speck,  1990). Historically, teleological argu-
ments were more prominent within the discipline of political economy. 
Classical economists such as James and John Stuart Mill, Hume, Smith, 
Bentham, Sidgwick and Edgeworth were utilitarian philosophers 
(Rawls,  1993), although Smith (1761), arguably, appears to be more 
of a virtue ethicists and contributed to the foundation of the modern 
welfare economics despite the claims that ‘[t]hey have (…) succeeded 
in pursuing what appears to be an amoral economic theory’ (Myrdal, 
1987, p. 274). All these economists share the idea that the good and 
right actions are identified with reference to utility, pleasure and hap-
piness. This approach is later combined with the hypothesis of market 
efficiency and deontological arguments are introduced to explain the 
role of moral rules governing fairness in contracts and compliances 
with the law (Friedman, 1970). Despite limiting choices to act, these 
norms, such as property rights and free competition agreements, are 
necessary to guarantee that ‘every person can pursue [their] ends, con-
sistently with everyone else doing the same’ (White, 2009, p. 305). The 
self-regulating market mechanisms together with the moral principles 
and rules are then able to generate the best possible outcome. Within 
this context, inequalities and crises are perceived as exogenous events 
and ethical analysis needs to be related to policy interventions and 
government approaches. Friedman famously argued social welfare and 
labour market regulations are the ultimate cause of discrimination and 
the outcome of these policies needs to be judged in terms of efficiency 
and fairness (Friedman, 1977). In line with this approach, markets and 
capitalism are considered as fair and just and thus not subject to ethical 
analysis or scrutiny. In other words, what needs fixing is not the market 
itself but the world around it.

4.2  |  Heterodox economics and ethics

Contrary to this, ethical arguments related to the heterodox theories 
of capitalism and crises are more complex and challenging. The fact 

that crises are inherent to the market system of capitalism requires the 
application of ethical analysis within the system itself. In other words, 
if crises of capitalism are systematic, then the question of fairness ap-
plies to way in which markets are organised, and the policy recom-
mendations for addressing these crises should be within the scope of 
theorising. Smith (1976, pp. 302–303) already observed and warned of 
the consequences of markets, specifically with regards to the division 
of labour, by saying that ‘[t]he man whose life is spent in performing a 
few simple operations, of which the effects too are, perhaps, always 
the same, or very nearly the same, has no occasion to exert his under-
standing (…) naturally loses, therefore, the habit of such exertion, and 
generally becomes as stupid and ignorant as it is possible for a human 
creature to become’ and that ‘[i]n every improved and civilised society, 
this is the state into which the labouring poor, that is, the great body of 
the people, must necessarily fall.’ Smith (1976) realised that inequalities 
and class conflicts are based on the existence and unequal distribution 
of private property and that if governments were not to intervene, this 
would create a morally unsatisfactory society at risk of social instability 
(Nolan, 2003). Today, most heterodox approaches stand in the tradi-
tion to Smith's observations by giving governments a central role in the 
economy, not only in the prevention and easing of systemic crises, but 
also in related issues such as discrimination, income and wage.

However, heterodox approaches, that recognise the necessity to 
understand uncertainty, and to properly theorise interrelated socio-
economic elements, instability and power relations, face a complex 
ethical challenge. Keynes (1979) himself makes an interesting point 
about ethical judgements under uncertainty, saying that he was un-
sure if we were ever able to show that rules of actions are gener-
ally right in the sense of Pareto efficiency conditions, i.e., producing 
a maximum of total good as often as possible (Lawson,  1993). He 
further concluded that ‘if one good is greater than another, but the 
probability of attaining the first less than that of attaining the second, 
the question of which it is our duty to pursue may be indeterminate, 
unless we suppose it to be within our power to make direct quantita-
tive judgments of probability and goodness jointly’ (Keynes, 1979, p. 
345). In the absence of judgements of probability (i.e., the presence 
of true Keynesian uncertainty), ethical judgements are impossible. 
This challenge has significant consequences. If, as argued above, 
heterodox economists not only theorise about capitalism and its cri-
ses, but also propose alternative models of society, then we may be 
in no position to decide on the best of two or more alternative struc-
tures and ultimately build a more satisfying society. Therefore, in the 
absence of certainty and full information, Keynes expresses the view 
that ‘any course of action is more desirable the greater the weight of 
the argument for it, while its undesirability increases more than in 
direct proportion to any increase in risk’ (Lawson, 1993, p. 185). Yet, 
if the risk is not quantifiable, what are we ought to do?

5  |  CONCLUSION

General agreement exists on the fact that economic crises can 
be related to a set of complex and interrelated events. Excessive 
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debt, overconsumption, lack of regulation, fail of financial supervi-
sion and macroeconomic imbalances are some of the main factors 
that both mainstream and heterodox approaches advocate as ele-
ments responsible for the recurrent crisis. Conflicting views, how-
ever, exist in the definition of the core and fundamental elements 
that generate the overall instabilities of the capitalist system. If 
from one side the mainstream economic approaches consider cri-
ses as consequences of external shocks (Ietto-Gilles, 2010), the 
heterodox economic perspectives perceive endogenously emerg-
ing crises as a failure of the capitalist system. Based on different 
perceptions of the defining elements and the working structure 
of the global capitalism, the mainstream and the heterodox ap-
proaches use different analytical structures, narratives and ethical 
considerations. In particular, the mainstream approach generally 
describes market efficiency and growth as the best way to address 
the socio-economic instabilities and inequalities. Based on the 
idea that markets are perfectly able to self-regulate themselves 
through a set of mechanisms and rules, the mainstream economic 
approaches consider inefficiency and crisis as external instabilities 
induced by government interventions. The heterodox perspective, 
on the contrary, considers markets and capitalist structure as el-
ements of overexploitation and inequal distribution Within this 
context, ethical considerations and related changes are expected 
to take place to adjust the intrinsic limitations of markets and capi-
talism. However, since most of the previous crises have been ad-
dressed in line with the mainstream theoretical framework, limited 
evidence exists around the feasibility of the heterodox solutions. 
For this reason, it is difficult to clearly understand the impacts that 
the radical changes of heterodox initiatives could generate both 
in terms of ethical implications and in terms of socio-economic 
and environmental outcomes. Within this context, further analysis 
would be needed to investigate the overall impacts of the pro-
posed changes. By discussing the main perceptions of capitalism 
and crises, the related ethical implications associated with the 
mainstream and the heterodox economic perspectives, the pre-
sent paper contributes to the existing debate around the stabil-
ity of capitalist systems and provides a starting point for future 
analysis oriented to investigate the feasibility of orthodox versus 
alternative economic approaches.
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ENDNOTE S
	1	 The developments and usage of dynamic stochastic general equilib-

rium (DSGE) models is representative of this.

	2	 With the exception of the NCS which was heavily criticised for not 
having microeconomic links. This criticism has been addressed within 
the NKM school of thought.

	3	 https://www.rebui​lding​macro​econo​mics.ac.uk/

	4	 The newest neoclassical interpretation can be found in The Economy: 
Economics for a changing world (2017).

	5	 Since the 2008 crisis attempts have been made to overcome this 
shortcoming—though unsuccessfully.

	6	 Which means that an economic and/or financial crises can be 
expected.

	7	 It should be mentioned that Marxism, specifically with regards to the 
evolution of a complex socio-economic system over time is also worth 
looking at.

	8	 Only firms are considered when debt is created. Private debt of house-
holds is not mentioned.
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