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PusLIC DEBT TIPPING POINT STUDIES .
IGNOREHOW EXCHANGE RATE CHANGES MAY CREATE A FINANCIAL MELT DOWN

Robin Pope** andReinhard Selten***

Abstract
In studies concluding thgiublic debt may hamper GDEhe debt tipping effectare estimateds if there
were a single world currency. This means that stotlies ignore the likely biggest cause of chariges
growth ratespamely damage from exchange rate liquidity shocks because we do nattleefairyland
of a single world currency. The conclusions of these studies acedawgly invalid. They deflect
attention from a prime danger, namely an exchamatgprecipitaed global meltdowm a danger of the
repetition of 80 years ago

These studies are misleading in other respects Tdwir estimates of growth determinants conflate t
differential growth effects of government expenditures with those otdamcessionsand uncollected
taxes ascontributors to government debthe conflation entices adherents see all increases in
government debt aarising from excessive expenditures, so that inctireent Greeleuro crisisGreece's
real problem, namely tax evasjois missed and harmful policies of austerity and depreciati@are
proposedhat leave the real problem of taxasion unaddressed.

Debt tipping point studiealsofail to allow for the increase in wastefulness of p@varoduction. This is
despite tle fact that over the last 40 yeatisere have been private activities, including kegnsents of
the financial and the pharmaceutical industries, whosensiqggahas damaged overall health and growth.

The upshot is misdirected policy analysis and aglvi€olicy should instead be directed to adequate
employmertgenerating fiscal stimulus in a global downtutm extracting from the wetb-do adequate
taxes to averting further damage from exchange ratedigushock by creating a single world money
and to ensuring that for profit activities in the pharmaceutical andnfiial industries are adequately
regulated, and where this is infeasible, shut dowd eeplaced with fiscally stimulated productive
activities.

key words exchange rates, employment tipllers, private sector inefficiency, central bank
cooperation, central bank conflict, public dehpptng points, uncertainty, financial sector,
Hitler, pharmaceutical sector, World War 2, Korean Wiacal stimulus
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Some economists, eg BurtoAbrams(2011), arguethat the US2009 fiscal stimuls package
may havereduced the country's GDPThey point towastefulness in government activities and
fearthat any concomitant rise in public debtly havepushedthe debt to GDRatio above its

Otipping pointO, into a region where extra govemhmebt damages growthTheir view fuels

The conceptualisation and analysis of the damage fraassime exchange rates movements, of public
sector wastage in the pharmaceutical and finarsgiators, and their combination with other matters t
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Republican resistance to raising th8 federal government debt level even when sucéfaudt
would have extreme consequenteé&he tipping pointbelief fuels the propensity of ratings
agencies to downgrade the US and other countrieth@rbasis of its government debt level
being at such a tipping poifiRelated beliefs underlie the Euro's Maastricht Fredtmit on
the government debt to GDRtio, and contribute t@sermary's reluctance to offer a substantial

fiscal stimulus package to Portugal, Ireland Gresawt Spain

The governmentdebt tipping pointestimates sterfrom the analytical approach of influential
economistswho subjugate theinderstanding of reality to the confines of tractable algebraic
models of maximising agents. The pertinence of suolels to science and policy restsfalls

on the appropriatenessf the model assumptionsModellers have an ethical duty to avoid
shodd thinking and to be frank enough about their assumptMoslels based on inappropriate
assumptionsare bad science, ardnpervert decisionmakingThe global economy is already
suffering from such bad scienceperverting decisionmaking QQuantsO  (finaral
mathematiciansfailed to be frank enough about some excessivelynogtic assumptions
underlying their models. The resultant false confidendbése modelsided inexploding the
derivatives marketvith an altogether excessively leveraged finanséctorand the decision to

leave derivatives unregulatéd

It is vital to avert a similar misuse of tipping postudiesthrough failure to notice that their
underlying assumptions are inappropriate. The approach assumes away:hdjgexcate
movements, 2) most of the economic and employmantfications of government debt, and 3)
private sector wastét is vital to avert a similar misuse of tipping posttidies through shoddy
thinking and nonchalarfailure of these influential economists &lert policy makers to their
inappropriateassumptionsin assuming away these key madtelipping pointstudies divert
policymakersfrom risks of the damage thaxchange rate changes could wredkhe damage
could befar more massive damage thavhat occurred in the aftermath of the disorderly

collapse of Lehman Brothers on 15th September 2008.

! See edavid Cowan(2011).

2 Seeegthe 5th August 2011 US government's downgrade te- B ratings agencilcGraw-Hill Cos
and the threat of a further downgrade purely onbth&s of the debt tipping point presumpti®etrixe
February 9, 2012.

3The false confidence arose because "quants” shifted mathematically rigorous models when the
entities and relations in them were uninterpretégelzraic formalisms. They shifted to having
themselves employed in the academic and commdinaicial setor without admitting and alerting
others that once these algebraic formalisms receive finane@brsdenotations, the assumptions
required understate the risks of applying the modeisluding the risks of generating a global
meltdown. On this decepi use of formal models and its contribution to the current global fialanci
crisis, see for instance Humbolt University finasicmathematician Hans FSlimer's 2009 careful
explication inFokus David Colander et al (2009) amdher ouput of thddahlem Graip's Economic
Modelingprojectsuch as its 200Mathematics, Methods, and Modern Econorhics
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Below Part 1 itemises theinappropriateconceptual framework andssumptions underlying
tipping point studiesPart 2 identifies the misuse of US war yearghiemost citeddebt tipping
point study, that of Reinhdrand Rogoff(2010) Their study missed the actual direction of
causation, from the demobilisation (withdrawal dfitary fiscal stimulus) reduced growth and
higher deht Part 2revealsthat the US only regained its pre 1930s employnrel with the
succession of fiscal stimuli from World War 2 aie tsequel Koreawar. Part oncerns the
damagecausedby exchange rate changeslt itemises theprincipal six false arguments
economiss invoke and shoddy use of dattaat distract them and result in their missing the
extreme damage caused by big exchange rate chargdétustrates the gulf between their
conception of exchange rates changes being eitbieeMolent or harmless with stecisive
historical instances of the devastaticaused by exchange rate movements. Paumdmarises
economistsblind eye to evidencand their responsibilityo start admittinghe damage caused
by exchange rate changesEconomistsbear such resporsiity since they entice their
governments to maintain the distinct currencies introduced in the natendervour of
national central banks bgj insttuted in many countries in early 1914Part5 indicates the
different class of tipping point estites needed for understanding and sound poliegprt 6
examines one aspeof such estimates, namely theed toallow for private sector wastage in
the 40year bubbles of the finance and prescription drugs sectors. 7 Rates the interwar
years followng the burst of afinancial sectorbubble, with nationalistic exchange rate
depreciations wieking global trade and capital flowslt traceshow Hitler's bigger earlier
employment fiscal stimulus restored Germany's udeympent to its predepression les eight
years earlier than did the US's belated armaments fisgallstiPart8 outlinestwo measures to
avert a repetition of the tragedies of the 19303 fanrst half of the 194Qsl) replae wasteful
private sector bubble components wathocially desirablenix of government expenditures and

taxes and 2)institute asingle world currencyPart9 concludes.

1 THE FAULTY CONCEPTUA. FRAMEWORK

Debt tipping point fears stem frommconometricestimates that are mgpecifiedbecause the
underking analytical approacts naively aggregative Its inappropriate conceptual framework

and assumptions misise main causal chains impacting on growth.

1.1 The single currency assumption.

First and foremost, ane of the tipping point studiegcludes as amxplanatory variable the
likely prime driver of reductions and reversalseiconomic growth, namely damage to growth
caused by exchange rate shocks. The appraachputes econometric coefficients if
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governments and firms operdtim a fantasyworld in which there alway®ad been and always

will be a single world currency.

1.2 The single multiplier assumption for all components of debt

Tipping point estimates assuntieat there is no neetb decomposeaggregatedebt to get
meaningful econometrimultiplier estimatesand no need to separate output from employment
multipliers This would only be true if every component in evetgge of the cycle had the

same multiplier.

Butit is fundamental to decompose the stage of the businesgcle. Apait from easement of
bottlenecks, the stimulus multipliers must be zero at full cgpa&ut many sultomponents of
government expenditure have substantial multipliers when unemployment iglarabse.
Second it is essential to distinguish between actdaxstimulus and a government expenditure
stimulus. Government expenditure multipliers tghie have more stable and bigger
expansionary effects than tax cuts. This is bex&as cuts can be saved not spent. Indeed tax
cuts may be primarily saved iitusations like the present in which the overlevexdgorporate
and household sectors are deleveraging, Koo (220389, 2011). Third, the stimuli from
different components of government expenditures vary dramatically oveatichare known to
have radially different multiplier effects rendering it hago solid eonometric estimation to
decompose in this respeé&urth, in depressions, the damage to society iskda democracy
spring primarily from unemployment. Thus outputltipliers are partidy beside the point.
What is key are employment multipliers. As hasrbeacomfortably salient since the DotCom
bubble burst, output can grow with minimal employment growth, the joblesyeag, that is

output and employment multipliers can be veryatiht.

In summary, the quantitative causal impacts of tlfierdint components of debt on output and
employment are radically different. Thesaical differences moreover has been known for
around forty yearsYet none of thesdour forms of decompositn occursin tipping point
studies such as Carmen Reinhart and Kenneth Rg@6f0), Mehmet Canner, Thomas
Grennes and Fritzi Koehkgseib (2010), Manmohatiumar and Jaejoon Woo (2010)o have
theseradically different multiplierscollapsed, along with changes in interest ratds,arcatch

all term, government delis shoddy econometriddignoring differences discovered some forty
years aga@s regards effects on output, and leaves entirgiyattention the vital policy issue

employment multipliers.

1.3 Private Sector Waste

A third inappropriate assumption in tipping point studiesaiconstant (zero) level of private

sector waste. But private sector bublikaracterise some eras, and are largely absent in others.
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None of these tipping point studieeeasure the rising wastefulness of private prodactiver
the last 40 yearsin developed countrieshis wastage includesomponets ofthe financial and
pharmaceuticaindustriesthat are not merely unproductive, laggressivelycancerous in the

impact on health and economic wbking

1.4 Overall

When the likely principal factor yielding big chaw in growth is omitted, and when the
industrial scale wastage of resourcesamceroububblecomponents of the prate sectgrare
ignored,tipping pointinferencesare unwarranted Such ifierencesrather deflecteconomists
from serious policy issueOne serious issue the danger that a severe exchange rate liquidity
shock would generate a financial meltdown, matrely a threalay liquidity freeze as occurred
afterLehmanBrothers collapsedn 15th September 2008\nother serious issue wghat should

be done to remove waste in tirgancial and pharmaceutical sectors.

2WAR DATA

In inferring a point beyond which more government dedmtucesUS growth, Reinhat and
Rogoff (2010)deducetipping point once thgovernment debt to GDP ratieache®90%. But
their estimate is made over data from multiple ¢oas. For only 2.3% of Reinardt and
Rogoff's US observations was the US government weGtDP ratio above 90%nd as Randy
Wray and Yeva Nersisyaf2011, p139 further demonstrate, these spriegsentiallyfrom the
slowdown in the US at the beginning of tharabdbilisation after Wdd War 2. Indeedthe US
took 6 years to build up enough productive output aftervitae ended early in 194t® replace
the fiscalstimulus of armament&hat accounts for the lion's share of the doubbhdJS real
GDP betwer 1939 and 1944 In fact GDP and debt had essentially unsatisfactorily platel
out by 1949. Iwas only with the fiscal stimulus of the Korean Weginning mid 1950 that
US GDP rose above its level in the last fullr year, 1944and debt declined below 90%

Tipping point theries are about government defsiusingchanges in GDP.It is vital not to
confuse them with the reverse, with theories of hclanges in GDP cause changes in
government debt. Such a reverse causal flow is invariably presscd, reductions in GDP
otha thing equal, cause an increase in government delst {@ reduced taxes received and
more government expenditures needed, eg for helpi@ginemployed). Care, not careless use

of data, is therefore required to disentangle these two causaschai

World War 20s government fiscal stimuli (armaments build up ee¢red by tax hikes) is an
unambiguous instance of theverse causatignnamely ofa GDP expansiorb without a

comparable escalation of tax ratBscausinga rise in government debas isthe sequel
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demobilisation episode (withdrawal of this fiscal stimuludph broad brushWorld War 2
expenditure comprised primarily personnel and munitions in severely unemployeddJi&tle
change in tax scale with likely the following eftec The peviously unemployed personnel
spend essentially all their income boosting th@ime of other previously unemployed suppliers
of their needs, with big fiscal multipliers yielding tax receipisexcess of the personnel
incomes paid by the US governmenfthe munitions also employ previously unemployed
people and to this extent have like multiplier and tax effects. nutitions have too low an
embodied labour content so that expenditures onitiooa result in an overall increase in the
government deficit Demobilisation gets rid of the contribution tetgovernment deficitrom
munitionsso that the government deficit would shrink exclptthe fact that the previously
employed military personnel are now mainly unemplbysending a negative output aiact
stimulus through the economy to such an extentttherie is a rising government deficit until
substantial numbers of the demobilised locateielviemployment.See Table 1

Table 1: Reverse Causal Chains to those of Debt Tipping Theories
for Wartime USand its Sequel Demobilisation

World War2 Armaments Stimulus Demobilisation Plateau Korean War
Stimulus
1939 1940| 1941 1942 1943| 1944} 1945]| 1946| 1947 1948| 19491 1950( 1951

Real US GDP
1072| 1166| 1365| 1617| 1882| 2034] 2011| 1791| 1775] 1853| 1843] 2004| 2159

($ billion)
Public Debt GDP] 65% | 70% | 61% | 61% | 81% | 101% | 1246 | 1296 | 1126 ) 101 | 1036 | 96% | 83%

Sourceshttp://www.bea.gov/national/
http://www.usgovernmentspending.com/downchart_gs.php?year=1950_2015&units=p&state=tSd@hatal&local=s

It would be patently falst interpret thaiWorld War2 demobilisationcontractionin US GDP
as having any causal connection to a US tippingtpehatsoever It was rather a case of the
normal postwar demobilisation depressioP the typical drop in growth caused by the
withdrawal of the fiscal stimulus of payment formeaments and military personn@y cutting
government the taxes earned previpusy war industries, their employees, and thosehim t
military, in these yearsnmediately following on fromWorld War 2, demobilisation damaged
US GDP growth and raised US governmeigbt. It is of courseimpossible toblame
demobilisation depressions on government debt, that is impossibterdke Reinhartand
Rogoff's tipping point econometric estimatasa threshold of 90% as having any pertinence
whatsoever to the current US debt situatidhis perversebfalse direction of causatiom to
propose thathese data points supply evidencedddStipping point theory.Rather these years

are prima facie evidence of reduced economic grdndm lack of a big enough and rapid
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enough fiscal stimulus package relace e globally destructive mass armaments fiscal
stimulus that occurs abruptly at the end of any. vildrus peaceable fiscal stimalich as the Gl

bill that provided college (or high school or vocatioaducation) for returning World War Il
veterans (commawy referred to ass.1.9) as well as one year of unemployment compensation
and some additional benefits while helpful, m&dequate. The full recovery came only with

another wartime fiscatimulus, that of the Korean War.

Although he flaw of including Second World War and its sequel Kond&r is absent from
some other tipping point studigthesestudiesalsolack pertinence This is becausthis entire

genre of studies suffers otheriousflaws.

3 DAMAGE CAUSED BY SUBSTANTIAL EXCHANGE RATEMOVEMENTS

The prime flawis thatgovernment debt tippingtudiesare conducted as if there weresagle
world currencyand thus fail tcallow for theexchange ratedamage wreaked by unpredictable
massive exchange rate change3he exclusion stem$rom widely held viewsamongst
economistghatchanges irexchange rateare benevolentr at leasinondamaging The widely
held viewamongcentral bankers andcademic economists includirReinhartand Rogoffis
that in omitting the fact of multiple unpredictahbiyassively realigning currenciethey are not
omitting an impediment to growt® not omitting a principal cause of reduced and negative

growth

Real world exporters, importers, borrers and lenders remain flabbexst that any policy
influential economist can hold suchveew whenit is so patently in conflict with the stylised
facts of the massive damage thatibstantialexchange rateanovementscause. This entire
section concerns damagaused by exchange rates and how mainstream ecosmiomsses all
the damage through shoddy argumenfsy serious grappling with the global financiaiscs
and its future risks pertaining the Eu¢through its higher than average publicly indebted

membes Pand to the US from contagion effectequires that economists enter the real world
Entering the real worldequiresrecognition of the scope foractual or fearedsubstantial
exchange rate movements to generate a global mités occurred in the early 1930s. A
financial shock makes it difficult enough to maintaiapital flows under any conditions
Rolling over debt and continuing other forms of mteuntry lending becomes increasingly
costly for borrowers since the addital demands for currencies in which the debt is
denominated (nowadays US dollars and yen) start appreciating rapidigngsbmrrowers find
themselves denied permission to rollover their slebid have to get the foreign currency to
repay in full or go bakrupt. Lenders fear this, and fear getting repaid, as any depoacit
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the borrower's currency increases the interest paysnrequiredinternational borrowing is
essentially extinguished, as was Germany's fai®@81Dand many another borrowing autoy
such as AustralialThese risks of depreciations are ever present iergemcies. It is hard for
governments to make their promises believable enough to the lenders inegdvhen lenders
are already jittery". Lenders to borrowers in another cumcgrface risks piled on riskgiled on
risks

(i) risks of nonrepayments because economic conditions are bad,

(i) these risks escalated by the borrower's countrggdai beggathy-neighbour depreciation
in the hope that this will boost exports and empient Da depreciation that may preclude
its borrowers repaying foreign defds the repayment interest charges have risen by the
depreciatioh

(iii) both risks escalated by trade barriers and depreciations in third iesualir of which
indirectly limit the borrower's scope to make export earnings with whichptyréhe debt

This triple tier of risks from actual and fearedckange rate changes can freeze first inter

currency block capital flows and then their trabtevs. This globalmeltdownof captal and (to

a large extent) trade flows only 80 years ago.

A like meltdown of capital flows couldhave happened again recenfipm conflicted
nationalistic central banks failing to use sufficiently cooperaticelytral bank swap offered by
the USFederal ReserveMercifully it did not happen in the crucial twelve months beginning in
December 20Q7Allan and Moessner (2010Yhere was merely a threkay freeze since the US
Fed had not understood the ramifications of notifgaWJS taxpayers guarantee the offer it
received, or organising an alternative taxpayer bacdesbiver of Lehman Brothers.

But the situation remains utrdangerousMany entral banks are far less cooperatiow than
three years ago. Further, tlechange rate resculeiring 2008 asdetailed in Part 4happened
despite total ignorance of the central bankers of its exchangearaiécations. Thecurrency
swapsamong central bankfat rescued the systeower 2008 were rather organised to end the
system of the US Fed bailing out foreign banks kefdS politicians discovered thisThe
world financial system is exceedingly unsafe while central bankedsicated by economic
academeare blind tohow exchange rate changes could freeze-enentry lending atheydid

in the 19309when nobody knew who would or would not go off gatdr when

Their blindnessresults in closed economy modelling of thésisrin terms Libor spreads in a
single currency, eg é8gupta and Tan (2008)raylor and Williams (2008)The blindness

To see how hard it is in an emergency to estaldiglibility, consider Germany in the early 1930s.
Germany suffered the fate of massive withdrawdbahs fom the US despite not depreciating against
the US dollar in its effort to keep the foreignhsdlowingbinstead facing a massive appreciation of its
currency against the US dollar (when that coung¢fy the gold standard). The US lenders however
could never be sure whether the German government would follow the UK in 1931itwleé& gold
and depreciated against the US dollar. As it hapgeGermany did not follow this depreciation route
in an attempt to boost employment in exports bstead folowed the more successful employment
route of building up armamentas discussed later in this paper
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springs fromfaulty partial analysesf what exchange rate movements cawsenbined with
simplisticmodelling and supported bgelectiveuse of data

3.1 Selective use of beggiduy-neighbourdepreciations

Onesuch combination yields the conclusion ttaliberately engineeregkchange rate liquidity
shocks aréeneficiallyequilibratingas in Mundell (1961) The conclusion etns fromselective
beginning and end period data of a country smashed by a massive exchangpreaiatis,
and then from its ultra low GDP growing for a feways more rapidly than its neighbours. In
the selective shotterm perspective praisirany sich transienbeggar thy neighbour effexthat
are spotted as if they must be beneficent equtlidomg when accounting identities across the set
of countries preclude such a conclusion, Pope (@00%hepraisers rarely take a long enough
perspectived noticethat the devastated country that depredidypically never recoverits
comparative GDP ranking.

Today the country being unwisely pushed toward gre@ation, from the typical unwarranted
use of simplistic models and selective example§risece’ with the false allegation that her
government delarises front'lack of competitiveness”, eidans Werner Sinf2011). Greece's
high level ofgovernment debt does not arise from lack of competitivenBlss. does it arise
from big government expeatitures requiring an austerity programmas Yannis Monogios of
Greece'LCentre of Planning and Economic Research itemiSesek gvernment expenditures
are modest by euro standards. IGieece'sollectionof taxesfrom the wealthy selemployed
thatis dismal, way below the standards of other euro couniesogics (2011)

Such tax evasion cannot be cured by increasing etitiyeness or by depreciatig, or by
austerity Nor can such tax evasion be cured by fiscal femesmuch asheseare desirable
Nor can tax evasion be cured by interest forgivenasuch asuch forgivenesss desirablé.
But there are numerousitherto untriedways for Germany(and others)}o assistGreece in
reducing tax evasion by itsealthy, including three tht would aid Germany inl) collecting
taxes from her own wealthy tax evade2s fulfilling her ownMaastricht Treaty deblimit

obligations and3) reversingherdramatic hcrease in inequalitgver the last decade

® Greece, for instance should apprecixteot depreciat®to gain competitiveness, if we took say Japan

as the example. Japan's trade balance massively in tandem with her appreciations for desa
This however is as arbitrarily selective and igngriall the other complexities and interactions and
associated conflicting interests of capital andleriows. A laboratory experiment avoiding senof
these misleading simplicitieseported in section 8.2 belgwndicates that in real world complexity a
single world currency is better fopuntries maintaining competitiveness.

Interest forgiveness is doubly desirablben(seethe last paragrapbf section 3.2 the euro bloas a
whole failed to installsensibleprotective measureagainst government interest costs risungduly
through withdrawal of foreign hot money flows.

First, Germany and Greece could togethemtiat manygovernments have been threaterfimigover a
decade but never done (presumably since too many friends of politiciansbeodiscovered This is

to havetheir nationals'secret bank accountccessed byheir tax officers to collect unpaid taxes.
sizabk country camet such access withreat of norbank clearance with Swiss banks. A second both
avenue isboth adoptingSweden's publicly available tax records for alizeihs. A third avenue is
Denmark's culture of reporting on tax evaders int@st b that of Greeks and Germans whumly
reportthievers ofphysical items from private houses. A fourth avenue is luguagled import duties
and sales taxes, Kakwani (1983). This avenue wpaithlise German exporters of luxury goods such
as Mercedes Bengince the wealthy Greek ndaaxpayers have a marked propensity to import these.
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Greece illustratethe error discussed in section 1.2 abofaylty policy analysis and advice by
failing to decompose debt into its expenditure anddomponentsA focusontotal Greek debt
b without decomposingt to notiee that the faulty component is wealthy tax evaderksas
resulted in many economists making the euro a scapedWdith rosetinted selective optimism
unconnected to the real world issue of how to exttages from wealth seémployedb they
see a beggahy-neighbour depreciation as the panacaad though their misdiagnosis of

where the problem lies, endanger the euro

3.2 Selective use aovereign delburden

Like selectivityunderlies thewvidespread viewhat multiple currencies are good because they
avoid them paying higher interest rates on govemindebt. According to proponents of this
view such as Paul Krugmagpuntries with their own separate currency are imenfrom
sovereign debt risk premighe peipheral eurozone countries facing interest ratesading-
over their debt have salvation at their doorsteps by exiting the euro zone

First, if you look around the world you see tha tiig determining factor for interest rates isnOt
the level of goverment debt but whether a government borrows in its own currency. Japan is
much more deeply in debt than Italy, but the irdemate on longerm Japanese bonds is only
about 1 percent to ltalyOs 7 percent. Britain&s fisospects look worse than Spairifit Britain

can borrow at just a bit over 2 percent, while 8pgaipaying almost 6 percent.

What has happened, it turns out, is that by goinghe euro, Spain and lItaly in effect reduced
themselves to the status of thindrld countries that have toorrow in someone elseOs currency,
with all the loss of flexibility that implies. Ingsticular, since eurarea countries canOt print
money even in an emergency, theyOre subject tinfudibruptions in a way that nations that kept
their own currenciesranON and the result is what you see right now. Amendaich borrows in
dollars, doesnOt have that problgtmugman, November 123, 2011]

By selecting special events at special times in iqdar countries and ignoring the
complexities of debt in a world with multiple cunaes,a false reality is conceived. The actual
reality is thatcountries issuing their own currency are asdhe mercy othe carry trade (hot

cross country money flows)and nasty exchange rate lidity shocks adding to their

government debtTwo examples suffice.

First, contrary to KrugmarBritain never has been safe from a sharp rise isdtereign debt
simply because it has its own £. To realise tt@sall thatBritain's central bank, thBank of
Englandon Black Wednesday in September 1982t £3.3billion,a loss thataugd the UK
government debtirtually in a day tgump up 12% British government debt was at threercy
of speculator€seorge Soros and othessddenly unpredictablgttacking it. British government
debt was at the mercy afther central banksGermany's Bundesbanin Black Wednesday
showed no mercy and failed to intervene to supihertfoundand rescue British taxpayers from
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this massive hike in government deBtitish government debt could not have had this 1992
overnight jump of 12% had there been a single world curtency

Second Krugmashould have considerdds own country th&JS, which has its own currency,
the greenback. The US government debt burdetdctme overnight by more than the 12% that
the UK suffered on Black Wednesd&yS Treasury officialsealise thigoutinely rush to China
to try to avoid a catastrophic rise in the interpatd on its government debt by wholesale
cessation of Chinese mirases of its delt.

Governments cannot avoid the tragedies to theitraebanks of unfavourable exchange rate
changes causing government debt to [2ajvoiding this requires a single world currency. tBu
governmentgan avoid the parlous position of the dB8dthe higher interest rates now being
suffered by peripheral eurozone countrid$hey canavoid it byrequiing financial institutions
operating in their country to holdsaiitableproportion of its debt.Alternatively, the European
central bank could impose reserve requirementsaoks) of which a proportion must reflect the
sovereign debt of the regions in which they do hess. This simple procedure was in force in
Australia in the "good old days" whesentral banks regulated commercial banks, in due course
done via price incentive$.Indeed there is gpanoply of instrumentthat in the non neoliberal
pastgovernments have usedlimit the interest paid otheir debt,to limit the risk of hot money
speculative attacks raising that interest rate, @mald sensibly reintroduce or createw such
regulationshstruments.Richard Koo (2011) notes one simple means for kalg Spain to skip
rising interest rates on the sovereign debt: withinEleo aea only residents of that country
can buy its debt. As he observes, this stops itpeéSpanish insurance bodies buying German
instead of Spanish debt.

3.3 blindness to interest rates raised by depreciation risk premia

Other economists have a better gragpistory, and would seié as preposterous to view dse
own currency as the means of keeping government debt interest ratggeatdaa But many of

these still favour multiple currenciesdeclaing that exchange rate changes beneficently

8 Whether US Treasury can avoid this catastrophe irsma be seen givethe black comedy between

US factions concentrating on the capital account aad/titiferous trade war campaigns of US factions
focussing on its expodnd import competing sector§he US Treasury seeks Chinese purchase of its
debt, something that increases the value of the US dollar, whiled$hexport lobby, supported by
many US politicians and BeBernanke, the Chair of the US Federal Reserve, waetdJS dollar
depreciated. Thassociatednflammatoryspeechessummarised aptly by the media with titles such as
"Bernanke defends Fed monetary policy, blames Chinauiwency tensiong' erdanger international
relations in general, and in particular risk Champiting the US by abruptly ending purchase of ai$/ U
Treasuries.
This vulnerability to devastation of government débm exchange rate changes remains even under
the textbook example of BaSamuelson in which government debt is exclusively held by nationals.
Having separate currencies imposes on central blweksgsk of losses from exchange rate changes that
increase that countries’ government debt.
% However price incentives requisears of fiddling to discover the right incentive, and the incentive
needs further fiddling as conditions change, rendering quantitative ordersappopriate.
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equilibrating. ThusReinhart and Rogoff (2004 p.28)raisethe massive exchange rate changes
engineered by Australia's central baag beneficently equilibrating The issue however ,is

beneficent for whorm

Over thedecades since the early 1980s when it floated and adopted a policyldlyagyiating
exchange rate, Australiaas beera net borrower from overseadt has had &olid economic
performance and democratic stability. etrfromits first central bankdedsion to unexpectedly
depreciate, its exemge rate risk premium jumpedin other words, its businesses, that through
its banks had borrowed overseas massively, facechigéd a jump in interest ratédovernight

as could be seen from the jump in thetipent interbank borrowing rate.

Australia(like New Zealandhas faced exchange ratgerest rateisk premia relative to other
rich democraciepushing its interest rates 4 to 10 times above those of other rich Genesc
Reinhartand Rogoffmight thus be interpreted as declaring thastralian businessmen benefit
from paying 10 times what German and US businesgmagrin interest on their loansSmall
wonder business people involved in internationaldér deem that economists who praise
volatile exchange rates lack connection with reality.

Like most economistfReinhartand Rogoffseem to beinaware of the actualities bbrrowers
suffering higher interest rates because of exchaatgeuncertainty. That higher interest rate is
termed the(depreciation)exchange raténterest raterisk premia This unawareness can be
inferred fromthe international economics test Maurice Obstfeldand KennettRogoff (1997)
(that is essentially the prequisite of being an international macroeconomistncertaintyis
introduced, only about half way through the teattd thenas if for traders in goods, services
and capital,there were a single world currency. The costs afherge rate uncertainty,
including the higher interest rates resulting froexchange rate risk premisuffered by
borrowers are left out They have to be left owd allow the grduate student to grapple with
tractable maximising problemsithin expected utility theory (that itself is riskee as regards
experiences of agenta chronological time, Pope (1983 ope and Selten (2010/2011yhe
damage to international economic policy from economics graduates beintgdit@morreal
world problems of imaginary maximising agents igher explored in Pope and Selten (2011a).

The higher interest rates arising fromcbkange rate risk premire a major component in the
borrowing costsof businesses that primarily borrow overseas under US dollar denominated
contracts. Businesses so borrow in numerous desgntleveloped and ddeeing, ever since

the massive OPEC petro dollars needed to fmrcelated in the earl§970s. These loans carry
depreciation risk premia ever since the nasty shocksentibubling of the US dollar in the early
1980ssent many businesses bankrupt

Businesses borrowing includiustralian and New Zealand businessméFhe Atstralian and

New Zealand dollaare ultra volatile relative to the US dollaand so is the concomitant
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depreciation risk premia. These businessmeniqayest charges that an®t by 1%, not by
10%, not by 100%, busince the early 1880s, frequendlyto 10 times thgpaid bymany rivals
without these businessmen's real sector activitgygbdiscernibly more risky than that of their
competitors in Germany, the USapan and séorth. See egHawkesby, Smith and Tether
(2000),Douglas and Bartel0®2).

3.4 Blindness to the ramifications of admitting thatleange rate movements are unpredictable

This massiventerestsurchargemight conceivably be a price worth paying if theneficent
equilibrating effects of exchange rates outweigtiexse costslIf exchange rates equilibrase
beneficently as to outweigh costs likegher interest ratesheremust befundamental supply
and demand factors thivemassivelydesirablempacts and zero depreciation risk premia on
interest rates Butasearlier surveys from the early 1980s, up to thosthis millennium such
asCharles Engel, Mark Nelsg and Kenneth We$2007)note forty yeas of econometrics has
failed to discoveany out of samplequilibrating fundamentalwhatsoeveb unless the sample
points are extetted beyond policy relevant timgpans (something predictable within three

years) In turn, this leaves unpredictaldaycountry's depreciation risk premium

In short all exchange rate changasd thus all the often massive exchamgt risk premia
piled on irterest ratesare unpredicted No pertinent supphdemand fundmentals have been
discoverednot the trade balance, not government debt, not private miehinflation rates, not

E .. Beneficialequilibration is resoundingly empirically disconfirmed.

3.5 False Correlation Arguments

Confronted with the disconfirmatiospmeeconomists switch tthe empirically false statement
that exchange rate changel® not need independent analysis since theycareelated with
inflation, eg Qan, Reinhart and Rogoff (2010). Thus the two mesent major exchange rate
crises affecting much of the world, that of souisteAsia in 1997 and thaf the abrupt rise in
the US dollar before sufficiently widespread celntranks swaps were initiated in late 2008.
Both occurred in periods of low or low and fallingflation, and caused drastic damage. In
short the arguments that exchange rate affation changes correlate to such an extent that it
superfluous to study exchange rates, and the adeddimplication that exchange rate changes
cause no more damage than inflation and can bedestuak if there were a single world

currency, is wishfuthinking.

3.6 Use of irrelevant price relativities
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On other occasions the same economists declarghbi is no need to study exchange rate
changes since thesme harmless Their reasoning is thatven after massive unpredicted
exchange rate liquidity shocks, thelative consumer price irides of countries change little,
e.g. Rogoff(2001). This is to focus on the wrong price relativitie€onsumer price indices
comprisenontradedgoods. Whatexchange rate changes do is to jolternationalgoods

services and capital flowandto massively and arbitrarily redistribute internationalkath

In goods and servisgthe pertinentprice relativities are between competing local and foreign
traded goods prices. Once the focus shifts to tHhsedamage bemesapparent. To give but
one example, depreciatiohave wiped out much or all of the import competing manufacturing
sectorsof many OECD countries, Pope (1981, 1985a, 1986, 19882; Pope/Selten (2002);
Sheets (1993: Ch). Thereby these depreciations are responsible for part aatmaging
structural upward shift in the unemployment ratadivanced economiedhisbeganoccurring

in theearly1970s and slowed growth in many advanced countries irdte 1970s, the 1980s

and in some also in the 1990s
Equally importantis how exchange rate changes casisecks,changes incapital flows and
wealth
A focus onconsumer price indicégnores how exchange rateovementgsandomly, arbitrarily,
inefficiently:

¥ shift wealth between countries,

¥ send businessand governments broke,
¥ generate massive losses for taxpayansi
¥

divert scarce high taleraway from the rdasectorinto the foreign exchange
component of the financial sector whose serviceslldvdoe irrelevant without
variable exchange rates

3.7 Examples of the Devastation Caused by Exchange Rate Movements

A few examples paint the picture of thasgpredictable nasty shockaused by exchange rate
changes Those selectedre fromthe period after thedemise of the BrettoWVoods pact for

exchange rate stabilitandthe concomitantdemise ofsteady growth in rich democracies

Example 1

There waghe tripling of the pricef oil twice in the 1970s as Arab retaliation for the US siding
with Israel in the Sinai war. This resulted imassive transfer in wealth to those in the OPEC
cartel, who, unable to instantly spend it all, deled it to US &dnks who chose to lend out these

billions in US dollars(petradollars loans Theseexchangeate unhedged petro dollar loans

14

Pope and Seltehipping Points 11am, 22° February 2012



continued intathe 1980s since the redistribution of wealth waswast for OPEC couries to
spend it all in less than a decad&he petro dollars were recycled primardy a short term
(three month rolbver basis)a most profitable way of issuing the loans frora thewpoint of
the US banks. In a retrospective understatematl Volker observes in Viczker and
Gyohten(1993) that it is unclear that such shtatm loans were in the general intereRapid
rollover debts are unmanageable for borrowers if eith@rest rates or exchange rates shift
adversely and unpredictably.The pshot was that thainpredicteddoubling of the US
currency's value between 1982 and 198&ubled rollover debt interest repaymefdas most
borrowers outside the USThe doubled rollover debt repayments cexhextreme hardship
even in advanced economjesd sehmuchof the Third World into bankruptcyThe decision
was, with IMF assistance, not to save the real egoes in the first and third worlds, but the

New York financial sector.

Example 2

In the early 1990s, the UK central bank and taxpaysu$fered the cabtrophic Black
Wednesday pound depreciation of 1992.

Example 3

The 1997 East Asian crisis made for devastatingestégtions that wrecked economies declared

as model in their behaviour by the IMF a few morghdier.

Example 4

The EastAsian crisis aided irthe collapse of the roublthe next year andneant thata
systemically imprtant hedge fundequired a bailout (Long Term Capital Managemegs)
detailedin theNew York Times anid Paul Davidson (200. Without swift action of thechair
of the US Federal Reserve Board Alan Greenspan to enalfdgrly smoothcollapse of this
giant hedge fundthe entire world risked the sort of financial implosion actya¢xperienced

about a decade later.

Exampleb

The abrupt rise in the US dat followed the collapse of the dotcom bubble atidis the
collapse ofthe scope for international borrowers to rollovieeit US deht This abrupt rise of
the US dollamput giant multimtional real sector firms likBasminco into bankruptcylt also

caughtthe Australian Treasuryvhoseinterest swap dealsad beerpremised on the Australian
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dollar rising, when in fadhe dotcom liquidity crisis meant that instead &santhe US dollar that

rose dramatically

Example6

In the recent global financialrisis that began in late 2007 and that is far frali|ably over,
there was a narrowly averted gloffimancial and real sectoneltdown It was avertedhrough
inter-country cooperatiorgentral bank currency swaps that stopped the migbevalue of the
US dollar (that many key currencies faced by ttieme of Lehmafs disorganised collapse)
becausalebts denominated in US dollars could no longer be rolled owéthout theseentral
bankswaps theravould otherwise have been an unmanageabégingin the value of the US

dollar.

4 BLINDNESS TO EXCHANGE RATE DAMAGE

None ofthe damagdrom exchange rate changksted in any of the abovaix exampless in
the vision of the average economist. It is unssipg therefore that economist® even those
who engineeredhe stabilisation of thealue of the US dollam the USFederal Reserv®
missed the economic salvatigenerated byhe central bank swapsindeed the US Federal
Reserve missed the exchange rate signalhe@beginnings ofthe crisis on account of the
endemic closed economy modelling practised by eémianks. Thereby they losalmost two

yearsof opportunities focommencingcompensatory action.

The US dollar startedppreciating markedlyfrom late 2005as difficulties were experienced
with house mortgage repayments, resulting in redso®pe for foreign firms to rollover their
US debt, much of which was US dollar denominatBdt the causes of thigse in the demand
of US dollarswent unremarked largely by the US FealeReserve Board. Its staffers instead
used only closed economy indicatorEheseyield an onsetdatealmost two years later, too late
for gentlerremedial action. Thuthe onset ofthis millennium's financiatrisisis dated by the
US Federal Reservgoard'sNew York staffers Michael Flemming and Nicholas ¢d&(2010)
asonly beginningwhen interbank lendingontracted sharplgarlyin August 2007on release of

information that key hedge funds obgy foreign bank were in trouble

In responseby December 2007Ben Bernanke had insited TAF, the Term Auction Facility,
to aid US banks,andthoseforeign banks with enough deposits/collateral in it To help
foreign bankdneligible for TAF,and to reduce the use of US taxpayer money to éléjble
foreign banks, at essentially the same time, midelbdxer,the chair of the US Federal Reserve

Boards negotiated swap agreements with tgropean Central Ban&nd the Swiss National
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Bank, and successively raised the amou@ampared to late 2008y mid 2008, the US dollar

had already soare80% against the euro and some other key currencies as increasingly
borrowers were unable to rollover their international debts that manely denominated in US
dollars. The measures were thus insufficieitialty to help foreign borrowers, but began to be

effective in revering the US dollar shortage.

Within a month of the collapse of Lehnm&rothers in September 2008, yet mfoeeign banks
located in many countriegere knocking at the US Federal ReseBaard door for help Ben
Bernankeexpanded the dlars available through the swaps agreememednrly a factor of 10,
including by brokeing swapdeals with the central banks wfost inthe developed worldand
soon after, wittsomein the third world The upshot was a removal of the U8ldr shortage
of an allowedreversal of exchange rates to their-prisis levelwithin a couple of months.
Thesecentral bank swap agreemeniksis avered somethingfar worse than the unpredicted
doublingin the valueof the US dollar that occurred in the early 198@ut the US Federal
Reserve Board averted théxchange rate riseatastropheaccidentallyin its efforts to have

foreign banks stop pressing it for liquidéy the cost of US taxpayers

US Federal Reserve Boarfélt it must be an impartial supplier to US and fgreibanks of
liquidity in the emergency since tliereign banks threatened that otherwise New YorkId/ou
lose its status as an international financial @nBen Bernanke codlanticipate the political

ire that ire erupted four years latbom freedom of information revelations of US taxpayers
bailing out foreign banks. For further details, see Pope and S@®digand 2011b). Ben
Bernanke®introduction of TAR(available 6 some foreign banksind ofcentral bank swaps
(available in due course to most foreign bamkshoved this exchange rate pressure during the
height of the crisisWithin a month of the Lehman Brother collapse hia tase of the euro, and
for some othecurrencies by earl2009, the swaps had resulted in a reversion in the value of the

US dollar to its prerisis level.

Thesalvation brought about by averting a drastic imshe US dollar is pivotal. Thisalvation,
this averted exchange catastropbleould not be sidesteppad it h& been in nearly all analyses
b by inquiring (in a closed economy setting ignoring kexage rate$ whether these central
bank swaps dampeidterest spreadsand like questions Massive sectoral and inteountry
damage asesfrom theseexchange rate changes themselvd® fundamental issue is how the
central bank swaps cooperatively moved exchangss liatthe critical crisis months, and how
quickly many central banks reverted afterwards to uncooperative begganetgibour

depreciations! As the foremost mais& damagecaused ininternational flows ofgoods,

Y Thus asthe crisis receded,inda Goldberg, Craig Kennedy and Jason Matail how many cergl
banksselected less competitive rates at which proviégeliB dollars available by the swap arrangements,
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services and capitd,unpredictableexchange rate changes arising froemtral bankconflicts
need togain centre stagbefore any debt tipping estimatés informative. Further, future
exchange rate changes also affect growth. But edailed in our central bank conflict
cooperation theory, these will remain largely umcgable. This is due to the extreme
difficulties in predicting the personal and palél interactions underlying central bank
cooperation and conflict. This inherent exchangi munpredictability in turn puts limits on

how informative econometric tipping estimates could ever become.

5 NEEDED: A DIFFERENT CLASS OFTIPPING POINT ESTIMAES

Debt tipping point estimates are tinveise and sectewise too aggregative. Government
expenditures need separation by category on accolrheir differential multipliers, and
inclusion along with governmeutebt, sinceeach category of government expenditoperates
with a different lagand through different channels. Econometricallynested multipliers for
categories of government spending include the tffe€ wastage, so that it would be double
countng to consider a reduction for wastage (for pubkctor inefficiency). Econometrically
estimated multipliers may need adjustment for tlagesof the cyclalsa The multipliers will
be smaller in a boom if they crowd out private investment and ekpemd Currently the
reverse seems the situatidS commercial bankare reluctanto reduce their stratospherically
high free reserves and lend to the private sector. When the USaFRéserve Board fails to
force massivelending on these commercibanks, the alternative mayibe efficient private

sector investment and spending, but total waste.

6 ALLOWANCE FOR PRIVATE SECTOR WASTAGE

Thequestion must be asked about what private activities are being crowdiedeach decade.
Are they communly benevolent or communally destructive onesYethe last forty years of
necliberalism,in advanced economigthe biggest firms in thggharmaceutical and the finance

industries havéar excelled in profits, as measured for instancehioge reporteth the Fortune

while the teams of Joshu@izenmanand others, not¢hat many countries in due course depresiat
against the US dollar despite still having cenbahk swap facilitiesNaohiko Baba (2008) and Baba,
Frank Packer, and Teppei Naga(&009) detail the turmoil in forward exchange raterkets from
borrowers being unable to roll over their debts in the wake of the falaoriSis.

12 Other factors impiging on growth such as housing and credit cycles are in comparison to exchange
rates, predictable. Further these other factors aredadist per period of time in their progressions up
and down than are exchange rates. Models assetdgngffectivenss of central bank swaps typically
omit the exchange rate as a determinant as if there weresabbficentral banks doing the swaps!
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500 top companiesnd other measurés Yet in these two industries, they havad such a high
proportion of unproductive communally damaging output as to be classified asifyrioubble
activities Indeed bubble is perhaps too kind atapdor. A more apt metaphor might be to

classify this proportion of their activities asancer, as a malignant tumour.

6.1 THE FINANCE BUBBLE

The bubble nature of much of the growth in the diceindustry will be much familiar to
economists, the reads of this journal and thus nedite detailing. This is because its bubble
nature becameapparentin the aftermath of thelisorderly collapse of Lehman Brothelig
September 200&lan Greenspaauthorised the rescue package devised by the Naw Fénl's
William McDonough that averted the disorderly cpla of the giant hedge fund Long Term
Capital Management in 1998. Had he didlen at the helrm 2008 it is just conceivable he
could have kept the financial sector bubble goipgaitoday, sdhat many readers might doubt

its bubble naturé&’

Prior to the collapse of Lehman Brothethere was already an eerie parallelism between the
1920s economic difficulties of real economies while the private finhsector bubbled, and
the jobless US ‘&covery” from the bursting of the Dotcom bubble in the forraroficceleration

of its private financial sector bubble. Bhbse who pointethis out, or who earlier pointealt

the inefficacies and dangers of Long Term Capitainsgement's arbitrage calations, the
even more fanciful nature of Enron's fancy derixggi the frausl(going beyond mere danger)
involved in many credit default swaps, were silenbgdhe Financial Round Table's lobbying
power It parallels howthe lobbying power of those hbing prescription drug patents silences
the frauds, the lives lost and the inefficacieshi@a tisage of most patent druayyd vilifies those
raising these issuesUntil the collapse of Lehman Brotheis, its forty build-up years, those

seeking to get th wastage excisefdlom the private financial sectoiacedcensure yilification

3pyblic Citizen (2003), Angell (2004), Nelson (2008lijuk (2011), Philippon and Arie{2008, 2009)Rhodes and
Stelter (2011, 2012), Stelter (2012).

14 Whiles conceivable, he might well have failed. ®nbeing conceivable, Greenspan might not havieteited
interest rates as did his successor Ben Bernanka, tor the crisis, a tightening that started the imlng as
investment banks and others leaged on average 30 fold and many far more thafol8Q could not afford even a
minute interest tightening. Whether Greenspan Wouhve avoided the explosion of the financial secto
unwinding on other accounts before he could organise orderly instaltiolapses as indeed Bernanke had done
for several institutions prior to Lehman's collaps¢is inability to organise it related to his reface to have US
taxpayers underpin Lehman's purchase by a UK bah&nwthe UK Financial Authority insisted omch a
guarantee for it to approve the purchase. Charles Ferguson (2009) Betaitnke's unawareness of the
international bankruptcy law ramifications of allimg Lehman's disorderly collapse. Whiles Greenspas likely
equally unaware of these, Grepan was so close (in many respects too close)etgadities involved, that he
would have in a generalised manner understood rbtteextreme dangers in such a collapse, and oaixg
engineered the taxpayer guarantee from either Siefdrom the Bitish authorities.
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and worse.The market never does anything seriously wronge gévernment sector is where

all substantial wastage lies was the prevailingwie

The damagefrom the finance bbble of the last 40 yearsannot be estimated yet, since it is
unclear what the future will bring to either the real or the firdrsector in the US or in any
other country.But if we useinformation provided by John Boyd and Amanda Héz@11)on
the cost of a typical financial crisi® the last few decade# will take the US alone a payback
period of at leasb3 years, and possibly up to double th@he collapse ofhe 1920s financial
bubble destroyed the highly integrated world capital maikatuch an extent that risk spreads

(a prime measure of integration) remained higherriiennium than in ga standard days.

The collapse of that private sector finance bultigeby destroyed the last chance of Germany
being able to meet iteparations payments with Gean democrat congnt, as it made thear
reparationstransfersdependent on continued US loanmghose hot money loans component
collapsed soon after, as Keynes in due course eipped as a riskThe rise of Hitler may be
partially attributed to the unreasonable reparations, egniés predicted in 1918and partially

to the private sector financial bubbigving a false impression of GermanyOs reparations
capacity. The evaporation of the US hot money infloyaded by fearshat the German mark
would be depreciated), precipitatdte German banking crisis of 1931, Muget Adalet @00
2005, andaddedto GermanyOs already dangerously high levehefmployment®

Furthermore Kepa Ormazabal (2008) furnishes telémglence tat but for theUS private
financial sector operating against the interest$efindustrial sectors in Germany, the US, the
UK and France, Germany's unmanageable war repasatiould have been dropped in the mid
1920s in exchange for the US forgiving the UK and Frehehmassivalebts to the UShat
they had accumulated before the US entétbadld War 1L What the UK and France needed
was gold (foreign exchange) to repay their wartiseumulated debts to the US. Such
tripartite debt forgivenessould have been to the massivenbtt of the real sectors in dthur
countries the UK, France, Germany and the US, but did not happrestead the potential real
sector profits were skimmed off in what in the grdved a vain effort to have three of the
countries repay their war debtand some of what was skimmed off being wastea 1920s
financial private sector bubbté.

°See eg Keynes (1920).

16 Onlin contended that Germany could borrow overgeasieet the reparations. Keyn@®929, p7),
warnedthatGermanyQsternational borrowing opportunitiésom the US wouldiry up ina crisisBas
indeed hapened in 1931 with the conjunction of high Germarmployment and the US banking
crisis D and that if these dried up, GermanyOs domestic savimgsl @ot then sustain the exports
required for Germany to keep to the Dawes plan repasationeduleOn Keyres' 1929 debate series
with Ohlinin the Economic Journaln this, see Ormazabal (2008) and Geoff Bertram (2009).

The US financial sector had been booming from 18ih6e France and Germany borrowed heavily

from the US before she entered World War 1.atflar's end might have led to a normal contraction
of the US financial sector. Instead, the US private finaseetor ballooned into a bubble, importantly
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6.2 THE PRESCRIPTIONDRUGS BUBBLE

In virtually every western countrghrough patent lawgaxpayersoffer almost free to private
firms new drugs invented thrgh university research fundsraxpayes thencontributeheavily
to the commercial triallingof these publicly funded discoverieemdtheir writeups in medical
journalssince a good deal of this comes also from govertnmesearch grants. Tax payers
contribute then heavilyto B in some countries 100% purchase ofthe patented drugs
prescribed by clinicians Taxpayerscontribute tothe medical publications andther
information suppliedo cliniciansby the firms who control bothlinicians'initial education on
drugs and their updating courses for continued medical certificatioraddition to all these
contributions taxpayers encourage the patent medicines industhygenerous tax deductions
on its "innovative investmentand in many countrgetaxpayes foregonormal salesaxesand
import dutieson its patented producgtdeeming them a merit goaiperiorto food thatoften
faces some taxes.

The upshot of this commercially driven boom in saté patent medicines is typicalfplse
advice b clinicianson what to prescribe, and as the UK Royal College of Physicians (2010)
determined, a situation that prevents people from making healthiereshoikhere has been a
wholesale distortion from making the environmerdat lifestyle changeghat can enhance
health Instead ofmaking these changepill popping expensive newly patented drugé
limited efficacy and marked adverse side effelstss become the prevailing approach to health
problems'® Concomitantly there has beencarruption of meical journals and academe into
publishing pseudo objective clinictrials and assessments of these patented produtie
corruption isdetailed by the International Committee of Medical Editors in ttegorm rally of
2001 and more comprehensively by form@ritish Medical Journaleditor, Richard Smith
(2010) There have been like scandals as regards medicizedé’

ltemisations of the waste to human health and cif=e budgets date back in journals to the
1990s. Thredooks presenting more comprehensive accounts of this medical disasieoss

of Abramson (2004)Angel (2004)and the former director of the Integrity in ScierRmject,
Merrill Goozner (2004). Each year since, sucthis éxtent of the calamity ofi¢ prescription
drugs bubble, multiple journal articles and several new books appear @xtéist with

through loans to Germany in the 1920s. In the 19#0sre were discussion of forgiveness of
Gemany's reparations with concomitant forgivenessheyUS of British and French loans. But US
private sector financial interests prevailed over such proposalsn gmdvailing, consigned to export
surplus competitions with each other the deldethe US countries of France and the UK, and like
fierce export competition to the traded goods ssatdrGermany and the USThe loans to Germany
can be deemed to have a significant bubble compdnethe sense of being into activities that had
lowish likelihoods of enabling Germany to fulfil its reparations repayments obligaifitonomic
conditions deteriorated markedly, Ormazabal (2008his has analogies to US housing loans in the
last couple of decades having a large cancerousl®womponent, namely those made to borrowers
with lowish repayment likelihoods if economic cotiolins deteriorated.

'8 Abramson (2004), Blech (2009), Pope (200%Veuve et al (20125mith (2012).

9 This was published jointly by the editors on 13 t8egher 2001, in an attghto avoid any of them
being victimised by withdrawal of promotional support by pharmaceuticasfirlt can thus be found
in the topEnglishspeakingmedical journals on that date including The New England Medical
Journal TheLancet TheJournal ofthe American Medical Association

2 see egGigerener, Mata and Frank (2009, 2010), Dorschner (201@) Sage, Huet and Rosnebot
(2012, and Reuters (2012).
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suggested remedieicluding statistical literacy education for ctiins and patienfs,and
barring the currently standard practice of publishing getddrugs approved on the basis of
good results, and hiding unpublished all the bad results of the trialsttsogthat has turned
evidencebased medicine into a black joKe Last year's reform proposals for creating better
doctors include Berlin's MafRlanck Institute on Human Development, Gerd Gigeeenand
Oxford's National Knowledge Institute, J.A. Gray KuGigerenzer and Muir (2011) Last
year's reform proposals faeducing medical conflicts of intereatso include those otop
figures in Gemany's medical establishment, naméWainz University's KlausLieb, the
German Network for Evidendeased medicine's David Klemperer, and Bresident of the
German Doctors' Pharmaceutical Commission, Wolfefaieger Ludwig?

But at present, giving goaativice to patients and reducing conflict of intéissan uphill battle.
Faculty nonchalantly allow their name to be putghost written articles by firms to acquire
promotion, with payment for their Oeditorial timeO in considering fiee. oif the fculty
member is eminent enough, for instance on oneeofrtfiltrated supposedly independent health
government advisory boards, the payment can be very substantial for suohidédieO. The
US SenateOs 2010 publicat®hostwriting in Medicaliterature, would like to get such side
payments and the ghostwriting itself eliminated. In this reporttSetrassley provides case
studies of how ghostwriting results in biased répam drugs that should never have been
approved, as top medical jowal editors later admit. But the journal editors admit this only
after the journal has made its mass profit fromrprieed reprints of the article sold to the firm,
and the firm itself has netted the patent holdeckibuster profits to itself at the ¢as the rest

of the community, and killed numerous takers of the drug. Reforming nhéalicdty continue

to document the private sector waste and damabeatth from ghost writing as they have for
decades, eg Goetszche et al (2009), Lacasse and Q&0)(@nd FugiBermann (2010), and
some medical schools, embarrassed by publicityhef deaths resulting from biased papers
published by their faculty, are beginning to tighten standards. But fdmiiied number of
schools attempting to tighten, potig of any bar on ghostwriting, would require formidable
courage.

Outside academe the corruption and waste from thscgption drugs bubble is on an even
larger scale. News continues to surface from whistle blowers and fraonfirm funded
research of idcarded and withheld evidence on damaging effe€tslrugs, their lack of
efficacy, their exorbitant costind fraudulent billings of health insurers and goweents™ The
criminal fines imposed in the lasuits render the pharmaceutical industry thiggest
lawbreaker in the US. B as commentators observe, the fines, whiles in the billions clrdpll
are trivial relative to sales on the blockbustetepted drugs eventually withdrawn in light of
the deaths caused and their dubious effiéacy.

2 Seeeg Monahan (2008) and Gigerenzer and Galesic (2012)

See egVNieseler B, McGauran N, Kais@r (2010); and_oder and Godlee (2010)

3 Klieb, Klemperer and Ludwig (2011).

4 Seeeg EIBoghdady(2011),Feeley and Reitman (2011ox (2011), Gabler (2011%erman (2011),
Kaiser (2011)Serafino and Kitmura (2011), Sharp (2011guty (2011),Glenmullen(2012).Feeley,

5 Fisk and Voraceos (2012), Sell (2012)hnson (2012).
Feeley (2011a), Feeley (2011b), Feeley, Yasiejki Milford (2011), Feeley and Voreacos (2011),
Feeley and Fisk (2011), Gabler (201¥gier (2011),Seward (2011), Associated Pr¢2611), Feeley
(2012), Johnson (2012), Lawrence (2Q12)
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Fresh rebrm package continue to be boldly proposed. But to date noas succeeded in
substantially denting the wastagideads of regulatory bodies exposing malpracticesaatting
to instill safety/transparency/objectivifind themselves out of a job, Vogé&010) Beinga
health ministerwhile honouring the mandate to care for citizerealth and pocketbooks is
parlous Thiswas discovered by Horst Seehoferemtas German@dealth Minister Seehofer
had constructed a "positive" listThe listexcludedthe ineffective, dangerous exorbitantly
expensive prescription drugs for which the Germahlip health insurers currently payHis
positivelist however was shreddedit a celebratory birthday parfgr thehead of thegpatented
drugs lobby,Seehofer's ndersecretary presentad its headas his gift the list shredded
Seehofer himself presumably was not invited topgagy. See Huber (1997)On the shredding
Seehofethengave this interview:

Reporter:

Does that mean that the pharma lobby wasttong that the government (reform) policy
had to be withdrawn?

Horst Seehofer:

Yes. That is the case since 30 years till now. Ntegnl structural change®ward amore
social market economy in thee@nan public health sectare not possible because of the
resistance of confederated lobbying.

Reporter:

It cannot be that the industry is stronger than govemtrpelicy. In the end government
policy should say No!

Horst Seehofer:
| cannot contradict you.

English translatio.
TheGerman language broadc@savailable onhttp://www.youtube.com/watch?v=DCy1D1HGeeAuploade®7
September 200By Germany's Organisation for Truth (die Wahrheit)

As Germany's Organisation for Truslid in German athe captionto thetranslatedvideoclip
above "here Seehofer acknowledges that the confederated loblsgronger than the people's
government representatiVeA like reform-minded success as Germar@sMinister for Health,
Ulla Schmidt similarly discovere®igPharmaQgreater strengtiHuber (1997, Weber (2003)

Indeed leing a health minister seeking to reduce the wastagne of the most unenviable posts
for any aspiring politician, Sturtz (2011t the first hint of an ineffective drug with danges
side effets losing its taxpayer subsidy, or being banned airapproved, he patented drugs
lobby promptly discovers a patient ready to apmeatelevision declaring that the drug about to
be banned (or not yet approved) has saved her life, and what politiciacopa with being
portrayed as so heartless? The blackmail is the threat to aithcbrmmercial sponsorship of
prescription drug trials. The threat is real. Commerciglignsored trials would virtually
vanish if objective scientific standards were ire@d on the trials, their writgps in medical
journals, and their subsequent prescription r@@mmercially sponsored trials, as the firms
openly admitare marketing exercises via the doctors and patienblved in them. Yet firms
present them as thanovative engine of the entire economy and thedai of health and
provoke intercountry rivalry to get more approved, Edney (20H3arris (2011)

The marketing entices governments, the cliniciars @ublic to ignore the evidence detailed by
the UK Royal College of Physicians, and innumerable refarinded medical researchers, that
these patented drugs are perverting healthy chaeicdsare excessively costly. The marketing
entices all to ignore the fact that taxpayer fuleldehind the discovergf essentially all drugs

b including that tiny proportion of drugs that haviiGacy and sufficiently modest adverse
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effects to warrant their uselhat tny proportion may be around Q.@f all ever approved, and

thus an even more minute proportion efanpatented drug$iow tiny the proportion is, might

be judged by the matter that in 1995, Berlin's General Medical Commgibsed publishing a
positive list of the 600 out of over 50,000 drugs for which German public healihers paid.

The list wasnot published, since Bayer and German prescription drugs lobby argued that so
doing would infringe free competitiomndthreatened to sue that Council's head personally fo
millions if the list were publishedb and won a law suit to that effect againsé tGermany's
public health insurers a year la@Huber (19975¥°

US reformers, such dBe Center of Medical ConsumeandPublic Citizen, fight valiantly to have
withdrawn prescription drugs that should never hagen approved. They often succe@&iit
the victories are almost merelyrdfhic. The withdrawals occur typically ongfter the firm has
enjoyed about ten years of mega proféad finds that its rising toll of lawsuits over tles
caused by the drug are reducing the profitabilityveay. The lawsuits lodged by relatives and
patients, and other evidence of the pillOs adverse effectsatiinaiert the public that there is
one bad pill, but fail to give the public that this bad pill is no exoeptiather the norm.

In this respecthte US reformers are way behind the German ones in documenting theaéxtent
the problem, in documenting through constructiorpositive lists, the minute proportion of
good prescription drugs.It might be that under US freedom of information adte tJS
reformers could construct a positive list to form anraltesiew of the problem by hiring sam

of the army of Germans wHhuwave constructed positive listst is unclearthat these Germans
could be sued under German law for producing paesiists for aforeign country (even if the
same drugs are sold in both countyries

However it is dubious whether a publishgakitive listwould by itselfimprove health anénd
taxpayers contributing to ineffective, dangerous,reitantly priced patented drugsfter all,
thedecades of German reformers constructing positive lists ends agkthreew list constructed
being shredded. The latest shredding was 2@igPharmahelped in a decisionot to open
this PandoraOs box, but insteachteepta cut of 17% in th price of all oldnot new)drugs. It
seems plausible that even if a positive list waablished in the USBigPharma would persuade
the US government to keep on having Medicare andliddéd pay for their ineffective,
dangerous, exorbitantly priced pated drugs.

A positive list acted onas under theNHS (the UK National Health System) is a big step

forward. It is however not enough, as the UK Rd@allege of physicians bemoaned in 2010.
The list is neither stringent enough, nor is itsibée with firm lobbying to get health research

and treatment beneficially focussed. Further ti&9 positive list is being steadily eroded by
factors such as the current British governmentGe@dandO to siggtep the NHSOs veto on

stratospherically ineffeate cancer drugsssentially uncheckdar their adverse effects

How do we end taxpayersontributing by direct subsidies, indirect subssdiand other
measures teuch demerit goodas may be around 99% of prescription drug&armany and
the U How do werescue government budgets from their escalating preiserigtugs out
payments? Pope forthcoming presents the scope for a winning reforiiondhlat beneficially
re-deploys the armies currently employed in commercial drug trials anelvidre largr armies

This is analogous to the lasuit now under way in the US that its country's draand Drug
Administration is infringing the free speech of thetent drugs firms. It allegedly infringes fregeech
by attempting to bar what it deems misleading anddifdangering advertising to clinicians and to the
public at large for many patent drugk.might be thought that the€germaninsurersshouldhave won
the case becaughe patented pills industrys very far from perfect competition and countervailing
power by the health insurers would be highly desirable
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currently employed by pharmaceutical firms as detsi(persuading clinicians some by talking,
some with small bribes, many with massive brjlbeprescribe the firm's set of patent drugs).

7 THE INTERWAR YEARSFOLLOWING THE PRIVATEFINANCE SECTORBUBBLE

The damage from th&E920sprivate sector financial bubble did not end with that bubble starting
to burst in 1929.The 1930sindicate thathe waste fronunproductiveprivate sectofinancial
expansioncould be sequelled by ovea decadeof damage from exchange rate flodby, the
freezing up of international capital and trade flojssch that even today, international capital
market are less integrated than early last cehtuanyd the risk of jobs generating dictators
gaining power A grard world warcould reduce the payback period down from half a century
to about a mere decademploymentin the twobig countriesmost devastatetly the 1929
financial marketsrash the US and Germanyyas restoredby redistribution of income away
from theveryrich, and bypreparations for, and participation amworldwar.

As regards the USRobertGordon androbertKrenn (2010)however document that it was only
18 months before Pearl Harbour (almost mid 1940) that armamentsupuildcame a massive
fiscal stimulus also in the US citing reports sustitee below

ONational Defense has become the dominant ecomomiisocial force in the United States today. It has
created a new indust armamentb the ramifications of which will reach into evenhase of our

business life, and bring increased employment, higher payrolls, widenirapdsrfor machinery, and the
construction of new factoriesBisiness Weelune 22, 1940

The result ofdelayed andinadequate fiscal stimulus was that 1939, the US still had
unemployd around 6 times those of 1928hereasby thenHitler had reduced Germany's
number unemployetb 1/10thof its 1929 level.See Tables 2 and Bideed it can be seen from
these two tables that the US only reduced its nurabpersons unemployed below what it was
in 1929 by 1943. With demobilisation (fiscal stimsilwithdrawal), by 1946, the US rapidly
suffered a trebling in its number unempldye

Table 2 Hitler eleted 1933 Table 3 War then Demobilisation
thousands memployed thousands memployed
US Germany us

1929 1,550 1,899 war

1930 4,340 3,076 1940 8,120

1931 8,020 4,520 1941 5,560

1932 12,060 5,575 1942 2,660

1933 12,830 4,804 1943 1,070

1934 11,340 2,718 1944 670

1935 10,610 2,151
demobilisation

1936 9,030 593

1937 7,700 912 us
1938 10,390 429 1945 1,040
1939 9,480 119 1946 2,270

Sources:http://www.dhm.de/lemo/objekte/statistik/arbeits11b/index.html
http://www.census.gov/statab/hist/F29.pdf
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8 AVERTING A COLLAPSELIKE THAT OF THE INTERWAR YEARS

Economistgnayaid in avertinga repetition otthis war rescuel930sscenariovith concomitant
dictatorship risksas in Keynes' 1920 forecast of the rise of HitléFhis danger not entirely
absent today whesome countries are suffering extreme unemploynaesr Economists may
aid if theyincludein their analysemajor stylised factsuch as

¥the preeminent role of fiscal, not monetargtimuli in the US finally recovering its real
GDP before its 1929 financial crash

¥the risk of jobcreating dictators arising,
¥how wastefulprivate sectobubbles(cancersflamage growth, health, law and democracy
¥the damag¢hat exchange rate movemengise, and

¥the danger of a global meltdown inter-currency bloc capital and trade flowfscentral
banks fail to cooperate in the (historically extraordinary) mannehiohathey did through
the most critical months of 2008

8.1 EXCISIONSPLUSREPLACEMENT STIMULI

As regards the stylised facts of private seat@stage new regulationsshould surgically
quickly prick the bubblesb promptly excisethe malignanttumours in the finance and
pharmaceuticals sectorfn a round table discussiondallendarBusiness Schoal'Campus for
Finance New Yeafs Conference201l, upper echelon financiers includin@rady Dougan
(heading Credit Swigsagreedhat thefinance sectoremains overblowithree years after signs
of the crisis emergedThe sectoneedsto contract they suggested, tolalf or aquarter ofits
currentsize (though others outside the sector, arguably withoaenobjective perspective, see a
bigger drop required)

At the same conference, time matter of a drop in inflated bankersO salakies, Weber,since
nominated as the incomir@EO of UBS, notedh answer to a question from Robin Pottat it

took a good 7 years after the 1929 crashUS8rbankerssalaries to start fallingpward levels
more comparable with their revealed productivitydiscerning bankersO productivithomas
Philippon and Ariell ReshgR008, 20®) takethe conservative benchmark that bankerOs actual
productivity corresponds to others with comparable educatidneamployment risks in each
yearbetween 1906 and 2086Figure 1.

*"This is conservativas excesive bankers® salaries generapycat excessive salaries in the upper
echelons of the rest of the econanfyor the key graph arising from Philippon and Re€iseflata, and
associated analysis of the banking sectorOs figeeeDavid Rhodes and Daniel Stelter (2012) and
Stelter (2012).
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Figurel: Relative Wage and Education in the Ficial Industry
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Source Phillippon and Reshef 2088

From Figure 1, it can be seen thatthe beginimg of the 1920s financial bubhléankersO
incomes jumpedo be dramatically excessivand kept escalating relatively until the US
banking crises of 1931By 1931bankers' salariewere abovetheir productivityby 30%, and
took many years to decline at all significantly, yoflecoming norexcessive by 1945. The
excess payments to those in the banking sectdnantore recent financial bubble has been

even moreextreme There was by 20040% above productivityn the financial sector overall.

In thelead component of the financial sectealaries were in excess of productiviity many
multiples of this SeeFigure 2where it can be seen that the engine of inflatdariss is the
category "other" (investment bking B Lehman Brothers, Goldman Sachs and so forth). From
the beginning of the 1980s, this category rose fred created the contagion throughout the
finance sector (and through the upper echelons imgleeconomy). In this other (investment
banking)category, salaries were comparable to-faam jobs in the real economy in 1980, but
had risen to be 350% of their productivity by 2007.
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has been progressive -degulation of the financial sector, the same years hseenheroic
highly varied efforts abetterregulating patented for profit drugs trials and promdaioihese
have failed to achieve any enduring succgess even preventt worsening of the wholesale
distortion of people's choices away from healthy orfegluite different approach is needed

In summary, ownsizing the cancerous components of thmivate sector financial and
pharmaceutical sectorsan eas the current tgpayers' burden of permitting as tax deductions
the inefficient upper echelon compensation packayd¥ben the financial bubble that burst in
1929, it took until the end diVorld War 2 for the stratospheric salaries of bankerseidine
back to what otherwhite collarworkers earnedPhillippon and Reshegf2008) Stelter (202).
Governmerd should not for the next 15 years continue to alewrbitant payroll deductions to

naturally evaporate.

Excising the cancerous componepfsthe privde sectorwould leave avacuum, awound of
unemploynent and noteducation on healthy choicesThe 1930srevealsthat waiting for
productive private sector activities to fill the vacuisdangerous It would be safeto adopt
fiscal stimulus packageenhancingfinancially disinterested researchealth, infrastructure,
educationandthe environment®

It is unsafe and unproductive to fill the vacuum as the 1930sb with armaments.
Governments moreover are often too timid to undertsuch sociallyand globally productive
public sector investmentssovernments have an excessive tendency to believe that they cannot
get reelected if they attempt to solve unemployment hyglderm badly needed productive
investmentsb that the population only endossgovernment expenditure on arms, the only
exception to small government granted by neoliliral This fear is exaggerateahd can be

false as Glenn Withers and David Throsby (200discovered. TheynterviewedAustralian
voters on which governmeprogrammes they sought to have expanded and which contracted,
in each case showing them the implied increaseecredse in their taxde keep the budget
deficit stable Voters wanted an increase in spending on theremvient, health and some
forms of elucation and expressed willingness to pay for it. Voters at the Sara&vanteda
decrease in military expenditurés.

Socially and globally productive fiscal stimuli ameduced bubble sector salaries, are not the
only policies needed to aid growth ahdalth These are aided by a democratic Haliding
society in which government is not hijacked by bebdectors and others through an excessive
concentration of wealth In such countries one reason tigavvernment debt riseis simply

2t will be safer yet if all norenvironmental forms of fiscal stimuli adevised with an eye for not
further damaging the environment as itdadangered through past growfifom unprecedented
population growth and other factors.

29 See also Withers and Edwards (2001).
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becausdhe upperechelons have such té&opholes being so in control of the governmeasg
to pay no taxes.

Wealth should be taxwise-gppropriated from the upper 1/4 of 1% who amassest of the
income gains over the 1a40 bubble years This is even admitted (s&®ing it is their personal
view, not that of their employgras the appropriate remedy by some top echelonebsnig
Andreas Schmitz at the Vallendar Business Schoobm@us for Finance New Years' 2012
Conference He did so aftefirst presening the financial sector view on wicked government
sector debtsin answer to a question from Robin PopEhe wealth reappropriationhasthree
advantagesl) justice as the remaining 99.75% ought not pay interest ovegqiment debt
arising from private sector bubble wealth not ypérd, 2) restoring a cohesivdemocratic
societywith laws less manipulated by the campaign contidims and lobbying power of private
bubble componenis 3) boosting private sectoraggregate demandvithout raising its
indebtednessvhen in fact the overwhelming amount of the currdelbt overhang is corporate
plus household debt, not government d@btBoosting aggregate demand is pressivigen
otherwisethe deleveraging private sector ntaged tosave for the next fifteen yeat return to
viable debt levelsif the interwar years and Japaegerience in the last two decades delineate
the damage of private sector deleveraging, Koo (20%&E also Rhodes and Stelter (2011)

8.2 EXCHANGE RATES

As regards the stylised facts on exchange rateshorrors of the 1930s floats led to Bretton
Woods Agreement. Since that agreementOs breakdowulf has arisen between the real
business sectosuffering the horrors of exchange rate changes aseirl®30s, and academic
economists who have become increasingly distanced fthe real world, increasihg
mesmerised by algebraiterivations The gulf has arisen becauge éffects of exchange rate
changesin their multiple real and financial sector ram#imns are quite beyond the scope of
algebraic and econometric techniquebhis can be seen from the five glaring exampigsry
earlier in this paper of disasters froexchange rate changdkat areoutside the average
economistOs vision

These complexitiescan be capturedto a greater degreén highly complex laboratory
experiments Such experimentsan allow for the effects of personalities and rthoginamic
interections, for the multiple different sorts of private and pub$iector agents involveth
exchange rate determination The experimental methodvoids the necessity of making
unrealistic behavioural assumptiofts the sake of tractability such as maximgsiaxpected
utility agents

%0 Rhodes and Stelter (2011). This paper didigon furnshes a computatioaof a onetime financial
wealth tax to get debt reduction to what the awthdgem a viable 180% debt to GDP ratio in key
countries.
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Complex experiments point to better macroeconomic management, withstatisticdly
significant improvemenin the maintenance of international competitivenessth a single
world currency, Pope, Selten, Kube and von Hag@082 Pope, Selten, Kaiser, Kube and von
Hagen2012 A single world currency can end the current riskghe US from switchem
demandaway from its currency to alternative currencié® actual major risk for the US debt
hampering the country's growth. The single world currency can in additiorcmbmists
making unconsciousbeggarthy-neighbour exchange raggoposals that endangeconomic

cooperationPope (2008).

Benefitsfrom a single currencwererecognisedn the casgfor currency unions of Courchene
(1999), Courchene and Harris (1999), Grubel (1999)0me€s et al. (2000, 2001), Rose (2004)
and Cooper (1984, 2006andin the cases made for a single woclalrency madén the wake
of the east European and Asian currency crises of the late 199fAanigrousfinanciers
economists, politicianand journalistsand jounds, by the Economist by Mundell (2003),by
Bonpanasse (200&)y Teichrib (2008), bythe Russia prime ministelin his currency spech at
the G8 meetings ofMedia Resources009 by the International Monetary Fund (IMB)
Strategy, Polig and Review Department under Duyjigta et al in its Reseve Accumulation
and International Monetary Stability of 2018ndby the United Nations Conference on Trade
and Developmenin its Trade and Development Report 201Benefits from a single currency
alsoconnects to the proposal for a world central barkvérded by Peter Turkson and Mario
Toso (201) for consideration afastyear's G20 conferencat which, dangerously, exchange
rate cooperatiorblet alone the security of a single world curremyid not get even the degree
of attention it had two years earlier.

9 CONCLUSIONS

Benefits from introducing a single currency and frahedding the bubblécancerous)
components of private sector prescription drugs &ndncial instruments offer ways of
inducing growth. These ways have solid evidendeaitk them, in contrast to divining tipping
points in government debt from rrépecified estimating equations, rsigecified in that they
ignore three of the biggest dents in growth over lst forty years major those frodnastic
unpredicted exchange rate jum@nd from the bubble components of the prescriptiod
financial sectors.
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