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The Global Financial Crisis — Why Didn’t Anybody Notice?

¢ British Academy Lectures British Academy Forum

» British Academy On 17 June 2009, a group of leading academics,
Conferences economics journalists, politicians, past and present

» Past events civil servants, and other practitioners met atthe British

Academy for a round-table discussion of the current
* British Academy Forums

financial crisis. Professor Charles Goodhart CBE FBA
Global Financial Crizis opened the discussion.

The question under discussion in this second British
Academy Forum had been framed by Her Majesty The
Queen on avisitto the London School of Economics
on 5 Movember 2008, when she had asked: ifthese
things wera 5o large, how come everyone missed
them? The Chairman, Professor Peter Hennessy FBA
explained that a purpose of the Forum was to provide the basis of an ‘unofficial command paper that
attemptedto answer The Queen’'s question.




The British Academy Forvm on 17 fune 2002,

So in summary, Your Majesty, the failure to We have the honour to remain, Madam,

foresee the timing, extent and severity of the -

crisis and to head it off, while it had many —

causes, was principally a failure of the
collective imagination of many bright people, .
both in this country and internationally, to Prsafessor Tioebiksley; BEo

understand the risks to the system as a whole. Professor Peter Hennessy, FBA
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you to make decisions that you wish you
had not made?”’

'Yes, I've found a flaw. | don't
know how significant or
permanent it is. But | have been
very distressed by that fact.'



Henry A. Waxman to Alan Greenspan, Congressional hearings, 23 October 2008
‘Do you feel that your ideology pushed
you to make decisions that you wish you

‘_‘ P A i ‘ had not made?”’

'Yes, I've found a flaw. | don't
know how significant or
permanent it is. But | have been
very distressed by that fact.'

'l made a mistake in presuming that the self-
interests of organisations, specifically banks
and others, were such that they were best
capable of protecting their own shareholders
and their equity in the firms.’
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The unfortunate uselessness of most ‘state of the art’ s
academic monetary econnmics _———
March 3, 2009 1:37 pm Maverecon: Willem Buiter
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wiveet 2| [[Ysare| s FT - Willem Bulter's blog ran untll December 2009. This blog Is

no longer active but It remains open as an archive.
former chief economist of the

EBRD, former external member of

the MPC; advizer to international organisations,

The Monetary Policy Committee of the Bank of England I was privileged to be a

‘ , : ‘ , Professor of European Political
founder’ external member of during the vears 1997-2000 contained, like its Economy, London School of
successor vintages of external and executive members, quite a strong Economics and Political Science:

representation of academic economists and other professional economists with
serious technical training and backgrounds. This turned out to be a severe handicap

when the central bank had to switch gears and change from being an inflation- governments, central banks and private financial
targeting central bank under conditions of orderly financial markets to a financial Instititions.
stability-oriented central bank under conditions of widespread market illiquidity Willem Buiter's website

and funding illiquidity. Indeed, the t&iea] Eaduate macroeconomics and monetary
economics training received at Anglo- American universities durigﬁ the Ea.st 30 I

yvears or so, may have set back by decades serious investigations of aggregate Recent posts
economic behaviour and economic policy-relevant understanding. It was a privately
and socially costly waste of time and other resources.
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How Did Economists Get It So Wrong?

FPublished on Monday, Movember 22, 2010
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Panalossian ecenemists vsed elaborate matnemalical models -
b shiow bhat we lve in bne besk of all possible worlds, =

The economics profession went astray because economists, as a group, mistook beauty, clad in impressive-
looking mathematics. for truth. In Paul Krugman's September 2, 2009 New York Times article *How Did
Economists Get It So Wrong?” he cites the central cause of the profession’s failure as the desire for an all-
encompassing, intellectually elegant approach that also gave economists a chance to show off their mathematical
prowess. Unfortunately, this romanticized and sanitized vision of the economy led most economists to ignore all
the things that can go wrong

http:/www.economicpolicyresearch.orgiindex.phpithe-future-of-economics/1 1 4-how-did-economists-get-it-so-wrong—sp- 105944 1 441

"The economics
profession went astray
because economists, as a
group, mistook beauty,
clad in impressive-
looking mathematics, for
truth."”
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Capitalism transforms human labour and
nature into the money form




Capitalism transforms human labour and
nature into the money form

through violence
and coercion



How Did Economists Get It So Wrong?

Published on Monday, November 22, 2010

"The economics
profession went astray
because economists, as a
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The economics profession went astray because economists, as a group. mistook beauty, clad in impressive- trUth-"

\ummg mathematics, for truth. In Paul Krugman's September 2, 2009 New York Times article *How Did
Economists Get It So Wrong?” he cites the central cause of the profession’s failure as the desire for an all-
encompassing, intellectually elegant approach that also gave economists a chance to show off their mathematical

prowess. Unfortunately. this romanticized and sanitized vision of the economy led maost economists to ignore all
the things that can go wrong
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CLASS WAR IS
OVER-LEMASS

Union co-operation needed
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l#rgfﬁ'-;:—;ﬁ:iiﬁ THE successful negotiation of a national wage -.gr,tmmtnt.

between the Irish Congress of Trade Unions and the
Federated Union of Employers marked the passing of the old
class-war conception of society and the emergence of a new
and much more intelligent partnership idea, the Taoiseach, Mr,
Lemass, said last night.

Speaking at the annual dinner of the Association of
Advertisers in Ireland, in the Shelbourne Hotel, Dublin. he also
drew attention to some of the problems the 129 wage-increase
could cause, but pointed out how they could be avoided.
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a pump work without muscular exertion on the part of a man
- or a horse or some other docile animal. Science is finding things
out: and in that sense history is a science.

(0) The object of history. One science differs from another in
that it finds out things of a different kind. What kind of things
does history find out? I answer, res gestae: actions of human
beings that have been done in the past. Although this answer
raises all kinds of further questions many of which are contro-
versial, still, however they may be answered, the answers do not
discredit the proposition that history is the science of 7es gestae,
the attempt to answer questions about human actions done in
the past.

(c) How does history proceed? History proceeds by the inter-

R 6. CoLLinowoob. THE IbEa OF HISTORY, (OVP, 1963), 9.



PLOT

7N\

CHARACTERS EVENTS

MOTIVATION



FINTAN OTOOLE

& i g o |
R.F F@STER“' ' '*-" " _ di

I MQDE"R\I RELAN

_,.r'

|F"|1|H—] 0K 2

'Thie oulstanding Irish histardan of aur Hima'






E
[ 1] [
t
=
‘1
‘
...I.
3
I
t
1
I




# "

g .

. |

-
a

ucated. Their way of life is closer to that
of Americans than the pattern found in

R o“ng qnd vigﬂr.

Sl GXDaln-



i ey A

& ), u... . Ve
(T &




2007 tax

BNEOING  PRODUCTION
REPRODUETION  OF  IRisH |
COMPRADOR CLASS RELATIONS |
ViA  PUBLIC AND  FRIVATE |
CAPITAL AVD key |
INSTITUTIONS OF THE STATE |













The ways of God and Nature may contain
mysteries - but anything made by humans,
can be understood by humans

Giambattista Vico
(1668-1744)



The ways of God and Nature may contain
mysteries - but anything made by humans,
can be understood by humans

Including society, which is
not mystical but the work
of human hands and minds

Giambattista Vico
(1668-1744)
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essentially practical highly abstract - so some form of

ideological framework 1s needed

rational solution

human practice and 1n
the comprehension of this
practice.




Karl Marx, "Theses on Feurbach" (1844)

All social life 1s

essentially practical highly abstract - so some form of

ideological framework 1s needed

rational solution

human practice and 1n
the comprehension of this
practice.




Karl Marx. Capital 170/ I. Trans. Ben Fowkes. Penguin Books, 1976.

The physicist either observes natural processes where they occur
in their most significant form, and are least affected by disturbing
influences, or, wherever possible, he makes experiments under
conditions which ensure that the process will occur in its pure state.
What I have to examine in this work is the capitalist mode of
production, and the relations of production and forms of inter-
course [Verkehrsverhdltnisse] that correspond to it. Until now,
their locus classicus has been England. This is the reason why
England is used as the main illustration of the theoretical develop-
ments I make. If, however, the German reader pharisaicallyshrugs
his shoulders at the condition of the English industrial and agri-
cultural workers, or optimistically comforts himself with the
thought that in Germany things are not nearly so bad, I must
plainly tell him: De te fabulanarratur!*

Intrinsically, it is not a question of the higher or lower degree of

his economic works, for example those on the historical character of capital,
on the connection between the relations of production and the mode of pro-
duction, etc., etc,, even down to the terminology created by me, this may per-
haps be due to purposes of propaganda. I am of course not speaking here of
his detailed working-out and application of these propositions, which I have
nothing to do with.

**The tale is told of you® (Horace, Satires, Bk I, Satire 1).

Preface to the First Edition 91

development of the social antagonisms that spring from the
natural laws of capitalist production. It is a question of these laws
themselves, of these tendencies winning their way through and
working themselves out with iton necessity. The country that is
more developed industrially only shows, to the less developed, the
image of its own future.

‘But in any case, and apart from all this, where capitalist pro-
duction has made itself fully at home amongst us,* for instance
in the factories properly so called, the situation is much worse
than in England, because the counterpoise of the Factory Acts is
absent. In all other spheres, and just like the rest of Continental
Western Europe, we suffer not only from the development of
capitalist production, but also from the incompleteness of that
development. Alongside the modern evils, we are oppressed by a
whole series of inherited evils, arising from the passive survival of
archaicand outmoded modes of production, with their accompany-
ing train of anachronistic social and political relations. We suffer
not only from the living, but from the dead. Le mort saisit le vif /T

The social statistics of Germany and the rest of Continental
Western Europe are, in comparison with those of England, quite-
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History as a finding of underlying
structures in the world that are not
immediately evident 1n experience.




History as a finding of underlying
structures in the world that are not
immediately evident 1n experience.




To be radical, or to be a scientist, is the same thing; it is a
question of trying to go to the root of the matter. For Marx,
this meant trying to uncover the “economic laws of motion of
modern society,” that is, first of all, seeing society as an or-
ganism in motion constantly changing and developing as it
moves from its beginning to its end, and second of all, search-
ing in the economy, Le., in changing conditions of production
and exchange, for the underlying basis of this motion.

In this essay, I wish to follow Marx’s approach by viewing
the present conjuncture of international politics and economics
in terms of the long-term growth and spread of capitalist social
relations of production to a world level. More concretely, I
want to try to relate the current crises in national and interna-
tional politics to the world market created during the last twenty-
five years by the American Empire, first by examining Keynes’
1933 warnings of the difficulties and dangers for the develop-

~ STEPHEN HYMER. 197%)
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the creation of the National Asset Management Agency.

The power to do that did not develop overnight. In order to
find the reason why that class was able to wield such influence
at such short notice, we are going to have to dig. This book
sets out a historical analysis of the events of September 2008 in
order to achieve that objective.

History provides a canvas wide and deep enough to enable us
to see the economic and political mechanisms, the machine itself,
in motion. By looking at the way the Irish econpmy actually
works — the deep structures and investment strategies — the gov-
ernment’s response to the banking crisis, despite its inherent
insanity, starts to make sense. The logic behind it reveals itself. It is
still deeply shocking, but it was not the result of a few bad apples.

The plan of the book is, hopefully, straightforward enough.
There are four chapters dealing with the development of the
Irish economy, and two chapters on the crisis itself. It starts
with housing, as the subject is saturated with so many myths
and half-truths that it demands a factual analysis. There is no
Irish property-owning gene. It is not part of our DNA. Home
ownership outside of rural areas is a relatively new phenom-
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Fourteenth Edition | Money iS -the Standard
o object used in exchanging
goods and services. In short,
money is the medium of
exchange.

The medium of
exchange is the object or
objects used to buy and sell
other items such as goods
and services.

The unit of account is
the standard unit for quoting
prices.




Fourteenth Edition
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+. 2 CENGAGE

The most obvious way to trade commodities is not by using money, but by barter—a
system in which people exchange one good directly for another. And the best way to
appreciate what monetary exchange accomplishes is to imagine a world without it.

12-1a Barter versus Monetary Exchange

Under a system of direct barter, if Farmer Jones grows corn and has a craving for peanuts,
he has to find a peanut farmer, say, Farmer Smith, with a taste for corn. If he finds such
a person (a situation called the double coincidence of wants), the two farmers make the
trade. If that sounds easy, try to imagine how busy Farmers Jones and Smith would be
if they had to repeat the sequence for everything they consumed in a week. For the most
part, the desired double coincidences of wants are more likely to turn out to be double
wants of coincidence. Jones gets no peanuts and Smith gets no corn. Worse yet, with so
much time spent looking for trading partners, Jones would have far less time to grow
corn. In brief:

Money greases the wheels of exchange and thus makes the whole economy more productive.

Under a monetary system, Farmer Jones gives up his corn for money. He does so not
because he wants the money per se, but because of what that money can buy. With cash
in hand, he simply needs to locate a peanut farmer who wants money. And what peanut
farmer does not? For these reasons, monetary exchange replaced barter at a very early stage
of human civilization, and only extreme circumstances, such as massive wars and runaway
inflations, have been able to bring barter back—temporarily.

12-1b The Conceptual Definition of Money

Under monetary exchange, people trade money for goods when they purchase
something, and they trade goods for money when they sell something, but they do not
trade goods directly for other goods. This practice defines money’s principal role as the
medium of exchange.

But once money has become accepted as the medium of exchange, whatever serves as
money is bound to serve other functions as well. For one, it will inevitably become the

oM m
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THE INTERNATIONAL SCIENTIFIC SERIES.

MONEY AND “The first difficulty in barter is to find two persons whose disposable

possessions mutually suit each other’s wants. There may be many

THE MECHANISM OF EXCHANGE.

people wanting, and many possessing those things wanted; but to

allow of an act of barter, there must be a double coincidence, which

will rarely happen...
- Sellers and purchasers can only be made to fit by the use of some
W. STANLEY JEVONS, M.A., F.R.S,, commodity, some marchandise banale, as the French call it, which all
FUOTESSOR OF LOOIC AND FOLITICAL SGONOXY IN 7D are willing to receive for a time, so that what is obtained by sale in

OWENS COLLEGE, MANCHESTEL,

one case, may be used in purchase in another. This common
commodity is called a medium of exchange, because it forms a third

22, or intermediate term in all acts of commerce.” pp. 3-4.

NEW YORK:

D. APPLETON AND COMPANY,
72 FIFTH AVENUE,
1896,



Money:
a store of value
medium of exchange

unit of account
(currency)

historical progression
from barter
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CONOR McCABE a form of exchange. A cobbler wants a chicken, but the farmer does

The emergence of money is often explained by the limits of barter as

not want shoes. They cannot swap their goods, so the cobbler has a
bright idea and gives the farmer a token. With this token the farmer

can go off and get the things he needs.
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The emergence of money is often explained by the limits of barter as
a form of exchange. A cobbler wants a chicken, but the farmer does
not want shoes. They cannot swap their goods, so the cobbler has a
bright idea and gives the farmer a token. With this token the farmer

can go off and get the things he needs.

First of all, how does a cobbler get to be a cobbler solely through
barter? How come it is only after his apprenticeship and years of
decent living that he is finally confronted with a non-barter

quandary when he is in search of a chicken but only finds a well-

shod farmer?
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CONOR McCABE cobbler — I have something you want ar this moment, but you do not

The dilemma raised by the story of the non-existent farmer and the

have something I want ar this moment — was solved by ancient

societies through a simple mechanism: credit.
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The dilemma raised by the story of the non-existent farmer and the
cobbler — I have something you want ar this moment, but you do not
have something I want ar this moment — was solved by ancient

societies through a simple mechanism: credit.

The separation of the act of final payment from the act of exchange
allowed the exchange to take place immediately. There was no need
for a scramble for equivalents, only an acknowledgement that the
payment was now a debt, and that debt would be settled at a later

date.
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The dilemma raised by the story of the non-existent farmer and the
cobbler — I have something you want ar this moment, but you do not
have something I want ar this moment — was solved by ancient

societies through a simple mechanism: credit.

The separation of the act of final payment from the act of exchange
allowed the exchange to take place immediately. There was no need
for a scramble for equivalents, only an acknowledgement that the
payment was now a debt, and that debt would be settled at a later

date.

The two-dimensional world of instant give and receive was

transformed by the addition of a third dimension: time.
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CONOR McCABE writing. We know it is earlier than literacy because the earliest

We have no idea when this innovation first arose as it predates

writings we have relate to the recording of credit and debt relations.
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We have no idea when this innovation first arose as it predates
writing. We know it is earlier than literacy because the earliest

writings we have relate to the recording of credit and debt relations.

The elongation of the settlement of payment via an obligation to pay
mechanism gave complex human societies the space to expand and

function.
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We have no idea when this innovation first arose as it predates
writing. We know it is earlier than literacy because the earliest

writings we have relate to the recording of credit and debt relations.

The elongation of the settlement of payment via an obligation to pay
mechanism gave complex human societies the space to expand and

function.

Even today, the breakdown of this mechanism will cause a society to
crash. The tools may change but the innovation, paradoxically, stays

the same.



Money

The settlement of debts was not confined to market transactions.
CONOR McCABE

Money in so-called primitive societies was not used simply to

facilitate market transactions. It was also used

“to create, maintain, and otherwise reorganize relations berween

people: to arrange marriages, establish the paternity of children,
head off feuds, console mourners at funerals, seek forgiveness in

the case of crimes, negotiate treaties, acquire followers — almost
anything but trade in yams, shovels, pigs, or jewelry.”

David Graeber. Debt: The first 5,000 Years (2011)

Sireacht Longings for another Ireland




Over 4,000 years ago debt contracts were drawn up in Mesopotamia

that were interest-bearing obligations.

All of this was done without coin or currency as we know it.

Nor were the Mesopotamians swapping chickens for shoes.

They had a detailed and effective credit system that operated without
recourse to a physical currency. They operated a fully functioning
monetary system that worked because they had a standard for the
measurement of value against which debts and obligations

were calculated.
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CONOR McCABE recognise today. They were adapted as ‘units of account’, that is, as

The monetary function of barley and silver contains elements we

standards for the measurement of value for the purposes of settling

debts and obligations.
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The monetary function of barley and silver contains elements we
recognise today. They were adapted as ‘units of account’, that is, as
standards for the measurement of value for the purposes of settling

debts and obligations.

They were also utilised as a means of payment — that is settling
accounts, not merely measuring them — and they allowed individual
households and the city hierarchy to engage in economic, social and

cultural activities of distribution, redistribution and financial

advancement, across space and time.




Money The object used to measure value

CONOR McCABE

(unit of account)

is not necessarily the object
used to settle the debt

(means of payment)

4
Sireacht /o ngings for another Ireland
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In the case of early Christian Ireland there were two units of account
— the sét and the cumal — which were used to quantify the value of
social obligations as well as fines for ‘injury, murder, improper
distraint, improper use of legal procedure, trespass, theft, cutting

down protected trees, and so forth’.

The sét and the cumal simply measured the debt; cattle, silver and

grain were used as actual payment.
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CONOR McCABE were developed as practical solutions to societal dynamics. They

Units of account (measurement) and means of payment (settlement)

arose out of the everyday actions and interactions of people. They

did not arise out of barter and they were not contingent on coin.

Sireacht Longings for another Ireland
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CONOR McCABE were developed as practical solutions to societal dynamics. They

Units of account (measurement) and means of payment (settlement)

arose out of the everyday actions and interactions of people. They

did not arise out of barter and they were not contingent on coin.

Neither did they exist only when there was a market need for them.
[t was not just the exchange of goods but the settlement of societal
debts and obligations that gave rise to an agreed accounting system

to facilitate that process.

Sireacht Longings for another Ireland
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Money, therefore, is
a socletal need.
It 1s a social

technology.

Sireacht Longings for another Ireland




Money

It 1s also used for market exchange for sure, but it
CONOR McCABE

1s in essence a technology that allows people to
smooth their relationships with each other in
complex societal structures, be they ancient
settlements of Mesopotamia, rural settlements of
early Christian Ireland, or present-day globalised

cities such as Tokyo, London or New York.
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Money

The unit of account and means of payment are
CONOR McCABE

codified through specific laws and accountancy
structures that vary from society to society, but
the concepts and their application are universal

and human.
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Money

The advent of coin around 700 bce brought a new
CONOR McCABE

element to the dynamic, not because of the metal
that was used but because of the authority that was,

literally, stamped on it.

Whereas the history of credit 1s social, the history

of coin 1s, in essence, the history of state power.
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Money

CONOR McCABE
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The political project of the physical currency
of coin was to centralise all the key aspects of
the monetary system— unit of account, means
of payment, store of value, and medium of
exchange — into one exclusive physical

expression under the control of a state power.






Money

CONOR McCABE
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It took hundreds of years to finally bed down coin
as the consolidated expression of the monetary
system: that is, the one item that could be used for
all four actions - measurement, settlement, storage
and exchange.

It also took a lot of killing.

Coin as money — as the one, true, embodiment of
the monetary system as a whole — was a bloody,

coercive act of political and state savagery.



Money

CONOR McCABE
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The demise of coin in Britain, and its moribund status in
mainland Europe, did not mean an end to economic

and social activity across the continent.

It did pose significant challenges, however, for the various
power blocs that stepped into the vacuum caused by the

decline of empire.

In order to give coin the authority it lacked as a result of a
barely functioning state apparatus, a greater emphasis was
placed on the materiality of the coin rather than the face of

the king it carried.
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It is during this period that the idea that the moneyness of a
coin 1s contained in its metal — the assumption that ‘money is
simply the commodity [the metal] it contains’ — really begins

to take shape in Europe.

The significance of this shift in thinking is that money became
associated more with the thing that was used as money (coin),

rather than with the governing authority that it represented.



Money

Meanwhile the Chinese arrive at their own way of ‘making
CONOR McCABE

money’. They swapped metal for paper and gave it the ruler’s

authority.

In other words, they printed it
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Italian City-States :
1300s to 1500s

¥
. . pia
Genoa f*s,
Florence =
: g’
N R
< (Y
i ¥ J\'_\ L :, =
, hs- 7
."' : J‘
5
] ;‘;?' Image |ECAC

-

g o ~aeole eart
IS0 S0 NOAR, U'S Havy NGA CEBCG _ (1003 ¢ eartn

-
lrvane | andeat o




Dutch Republic
1580s to 1700s

Dutch Republic
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London | !
1660s
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Bank of England 1694
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