
LO QUE ANUNCIARON LOS PROFETAS

Ha habido muchas afirmaciones  antes  de  que la  economía global  colapsase.  Sin 
embargo,  no  recibieron  la  atención  que  merecían  para  poder  evitar  que  se  
expandiese  la  crisis  económica.  Vince  Cable-diputado  liberal  demócrata  de 
Twickenham y el portavoz económico de los liberales demócratas desde 2003- le hizo  
la siguiente pregunta a Gordon Brown durante el interrogatorio: 

“The  growth  of  the  British  economy  is  sustained  by  consumer  spending  pinned 
against record levels of personal debt, which is secured, if at all, against house prices  
that the Bank of England describes as well above equilibrium level. What action will  
the Chancellor take on the problem of consumer debt?” Mr Brown did not answer  
how he would solve the problem, merely replying that: “In the past, we've been right 
and you've been wrong.”

Otras previsiones se han hecho por economistas mundialmente reconocidos, como se  
expone a continuación. 

1. CHRISTOPHER WOOD (22 September 2007)

In October 2005 Mr Wood wisely declared: "Investors should sell all exposure to the  
American  mortgage  securities  market."  In  an  interview  in  2007,  he  said:  "Some  
institutions have been behaving like leveraged speculators rather than banks… The 
UK economy is heading for a sharp shock. It just remains to be seen how bad."

"The man who predicted the subprime crisis"
Telegraph United Kingdom
By Mark Kleinman

Mark Kleinman talks to the influential investment strategist credited with being 
the first to predict the US sub-prime meltdown 

The world's central bankers might be well advised to steer clear of Christopher Wood. 
Likewise  Adam Applegarth,  the  chief  executive  of  Northern  Rock,  the  mortgage 
lender whose share price has sunk faster than the proverbial stone. The reason? Wood, 
a managing director and chief strategist of the broking firm CLSA, doesn't think much 
of them right now, and he isn't pulling punches about why.

Bank of England Governor Mervyn King should be "feeling like a schmuck" after the 
Bank of England's  bail-out of Northern Rock, says  Wood. As for the bank, he is 
unimpressed with its dependence on money-market funding – its £80bn in mortgages 
outstanding supported by just £2bn of shareholders' equity and £78bn of mostly short-



term debt, he says, "would not disgrace a Thai finance company prior to the Asian 
crisis".

Wood, who has a home in Jakarta, is worth listening to. When the history of the 2007 
global credit crisis is written from a perspective sufficiently detached to shed more 
light than heat, few people are likely to emerge with their reputation enhanced further 
than this former Economist journalist. Then again, few people may emerge from the 
chaos with their reputation enhanced at all.

Wood may be next to anonymous in Britain's financial community, but across Asia, 
he  has  become  something  of  a  celebrity  among  market-watchers,  issuing  often-
surprising and hard-hitting analysis in his regular personal publication, Greed & Fear.

In recent months, Wood's stock has risen still further, largely as a result of his forecast 
in  October  2005  which  said  baldly:  "Investors  should  sell  all  exposure  to  the 
American mortgage  securities  market."  A year  before HSBC issued its  first  profit 
warning on the back of its exposure to US home-loan defaults,  Wood had spotted 
stress  fractures  in  the  system which,  during  the  past  three  months,  have  become 
fissures.

Whether through modesty or sheer boredom at being asked about it, Wood doesn't see 
his prophecy of two years ago as cause for self congratulation.

"I was actually too early predicting the US sub-prime meltdown," he said this week. 
He  said  it  with  a  straight  face  –  but  there  aren't  many  people  across  the  global 
banking, financial and political systems who wouldn't give their eye-teeth to have had 
his foresight.

"The US housing market has been like watching a train crash in slow motion. But this 
is not a housing price bubble, this is a housing finance issue."

Wood believes that the credit crisis could well usher in a new era of more stringent 
global financial regulation.

"It has been that way in the world of equities for years. If an equity analyst wants to 
cover  a stock he has to  sign a hundred forms,  while  the authorities  have allowed 
structured finance product providers to push the most outrageous products."

As the fallout continues to spread like a virus through much of the world's financial 
ecosystem, Asia, where Wood has made his home and his name since arriving here in 
the early 1980s, has emerged as a haven for many investors. Having part-predicted, 
then  watched the Asian financial  crisis  of  1997 at  first-hand,  while  working as  a 
strategist for Peregrine Securities, global markets look very different now.

"Right now, the best way to protect yourself is to be short on western financials," he 
said.  "Some institutions have been behaving like leveraged speculators rather than 
banks."

There are no prizes for guessing to whom he's referring. Wood describes Northern 
Rock as being among the inevitable first casualties of a downturn in the sub-prime 
mortgage sector because of its aggressive lending model.



And he has no sympathy for either the torrid ride that Mr King has been given by the 
British press this week, or the criticism levelled at many other central bankers as they 
injected tens of billions of dollars into international money markets during the last 
few weeks.

"What the Bank of England has done doesn't really pass the smell test," said Wood. 
"Northern Rock was just about the most extreme mortgage lending model you could 
find. It managed to run into trouble even before a housing market downturn in the 
UK, which is a truly astonishing feat."

Quite apart from the fact that the credit crisis is rippling its way around virtually the 
whole  world,  it  is  understandable  that  Wood  has  taken  such  an  interest  in  the 
misfortunes of a relatively small mortgage bank in northern England.

British-born, Wood was educated at Eton and Bristol, where he graduated in 1979. 
Three  years  later,  he  became  the  Hong  Kong  bureau  chief  of  the  Far  Eastern 
Economic Review, and after a 10-year stint at The Economist which took in London, 
New York and Tokyo, he ended up making the transition from journalism into the 
City  by taking  a  position  as  an emerging  markets  analyst  with  Deutsche  Morgan 
Grenfell.  Further jobs followed at  Santander Investment  Securities  Asia  and ABN 
Amro before he joined CLSA in 2002.

Sensibly, having established a loyal following for Greed & Fear, he copyrighted the 
name and took it with him when he switched firms.

At CLSA's annual investor conference in Hong Kong earlier this week, his distinctive 
shock of curly salt-and-pepper hair and six-foot-plus frame was as recognisable as Sir 
Bob Geldof and Archbishop Desmond Tutu, both in town to speak at the event.

Perhaps not surprisingly given that his own employer was hosting the event, there was 
no  shortage  of  Wood  fans  at  the  conference.  Many  of  them,  though,  were  not 
colleagues, but clients and other business associates of the 49 year-old Briton, whose 
eccentric manner can be simultaneously charming and slightly disconcerting.

"He has a brilliant mind, a sort of impish enthusiasm for the intellectual challenges 
that this business presents," said another colleague.

That  intellect  has  also  diagnosed  a  sober  prognosis  for  the  health  of  the  British 
economy and its  ability  to  withstand a  downturn in  the City,  one of  its  principal 
growth engines. Wood's view, that the UK economy rests on a tripod of the housing 
market, the City, and sub-prime consumer finance, makes an alarming outlook.

He said: "If you told me that I had to choose in the next three minutes whether to buy 
an apartment in London or New York, I'd be choosing New York every time at the 
moment. The UK economy is heading for a sharp shock. It just remains to be seen 
how bad." 



2.  RON PAUL (19 July 2008)

THE CRISIS IS UPON US

I have, for the past 35 years, expressed my grave concern for the future of America. 
The course we have taken over the past century has threatened our liberties, security 
and prosperity.  In spite  of these long-held concerns,  I  have days  – growing more 
frequent all the time – when I'm convinced the time is now upon us that some Big 
Events are about to occur. These fast-approaching events will not go unnoticed. They 
will affect all of us. They will not be limited to just some areas of our country. The 
world economy and political system will share in the chaos about to be unleashed. 

Though the world has long suffered from the senselessness of wars that should have 
been avoided,  my greatest  fear is that the course on which we find ourselves will 
bring even greater conflict and economic suffering to the innocent people of the world 
– unless we quickly change our ways. 

America, with her traditions of free markets and property rights, led the way toward 
great wealth and progress throughout the world as well as at home. Since we have lost 
our confidence in the principles of liberty, self-reliance, hard work and frugality, and 
instead  took on  empire  building,  financed through inflation  and debt,  all  this  has 
changed. This is indeed frightening and an historic event. 

The problem we face is not new in history. Authoritarianism has been around a long 
time.  For  centuries,  inflation  and debt  have  been  used  by tyrants  to  hold  power, 
promote aggression, and provide “bread and circuses” for the people. The notion that 
a country can afford “guns and butter” with no significant penalty existed even before 
the 1960s when it became a popular slogan. It was then, though, we were told the 
Vietnam War and the massive expansion of the welfare state were not problems. The 
seventies proved that assumption wrong. 

Today things are different from even ancient times or the 1970s. There is something 
to the argument that we are now a global economy. The world has more people and is 
more integrated due to modern technology,  communications, and travel. If modern 
technology had been used to promote the ideas of liberty, free markets, sound money 
and trade, it would have ushered in a new golden age – a globalism we could accept. 

Instead, the wealth and freedom we now enjoy are shrinking and rest upon a fragile 
philosophic infrastructure. It is not unlike the levies and bridges in our own country 
that our system of war and welfare has caused us to ignore. 

I'm fearful that my concerns have been legitimate and things may even be worse than 
I  first  thought.  They are now at  our doorstep.  Time is  short  for making a course 
correction before this grand experiment in liberty goes into deep hibernation. 

There are reasons to believe this coming crisis is different and bigger than any the 
world has ever experienced. Instead of using globalism in a positive fashion, it's been 



used  to  globalize  all  of  the  mistakes  of  the  politicians,  bureaucrats  and  central 
bankers. 

Being an unchallenged sole superpower was never accepted by us with a sense of 
humility and respect. Our arrogance and aggressiveness have been used to promote a 
world empire backed by the most powerful army of history.  This type of globalist 
intervention creates problems for all citizens of the world and fails to contribute to the 
well-being of the world's populations. Just think how our personal liberties have been 
trashed here at home in the last decade. 

The financial crisis, still in its early stages, is apparent to everyone: gasoline prices 
over $4 a gallon; skyrocketing education and medical-care costs; the collapse of the 
housing  bubble;  the  bursting  of  the  NASDAQ  bubble;  stock  markets  plunging; 
unemployment  rising;  massive  underemployment;  excessive  government  debt;  and 
unmanageable personal debt. Little doubt exists as to whether we'll get stagflation. 
The  question  that  will  soon  be  asked  is:  When  will  the  stagflation  become  an 
inflationary depression? 

There  are  various  reasons  that  the  world  economy  has  been  globalized  and  the 
problems we face are worldwide. We cannot understand what we're facing without 
understanding fiat money and the long-developing dollar bubble. 

There were several stages. From the inception of the Federal Reserve System in 1913 
to 1933, the Central Bank established itself as the official dollar manager. By 1933, 
Americans could no longer own gold, thus removing restraint on the Federal Reserve 
to inflate for war and welfare. 

By 1945, further restraints were removed by creating the Bretton-Woods Monetary 
System making the dollar the reserve currency of the world. This system lasted up 
until  1971. During the period between 1945 and 1971, some restraints on the Fed 
remained in place. Foreigners, but not Americans, could convert dollars to gold at $35 
an ounce. Due to the excessive dollars being created, that system came to an end in 
1971. 

It's the post Bretton-Woods system that was responsible for globalizing inflation and 
markets and for generating a gigantic worldwide dollar bubble. That bubble is now 
bursting,  and  we're  seeing  what  it's  like  to  suffer  the  consequences  of  the  many 
previous economic errors. 

Ironically in these past 35 years, we have benefited from this very flawed system. 
Because the world accepted dollars as if they were gold, we only had to counterfeit 
more dollars, spend them overseas (indirectly encouraging our jobs to go overseas as 
well) and enjoy unearned prosperity. Those who took our dollars and gave us goods 
and services were only too anxious to loan those dollars back to us. This allowed us to 
export our inflation and delay the consequences we now are starting to see.

But it was never destined to last, and now we have to pay the piper. Our huge foreign 
debt must be paid or liquidated. Our entitlements are coming due just as the world has 
become more  reluctant  to  hold dollars.  The  consequence  of  that  decision  is  price 
inflation  in this  country – and that's  what  we are witnessing today.  Already price 



inflation  overseas  is  even  higher  than  here  at  home  as  a  consequence  of  foreign 
central banks' willingness to monetize our debt. 

Printing dollars over long periods of time may not immediately push prices up – yet in 
time it always does. Now we're seeing catch-up for past inflating of the monetary 
supply. As bad as it is today with $4 a gallon gasoline, this is just the beginning. It's a 
gross distraction to hound away at “drill, drill, drill” as a solution to the dollar crisis 
and high gasoline prices. It's okay to let the market increase supplies and drill, but that 
issue is a gross distraction from the sins of deficits and Federal Reserve monetary 
shenanigans. 

This bubble is different and bigger for another reason. The central banks of the world 
secretly collude to centrally plan the world economy. I'm convinced that agreements 
among  central  banks  to  “monetize”  U.S.  debt  these  past  15  years  have  existed, 
although secretly and out of the reach of any oversight of anyone – especially the U.S. 
Congress that doesn't care, or just flat doesn't understand. As this “gift” to us comes to 
an end, our problems worsen. The central banks and the various governments are very 
powerful, but eventually the markets overwhelm them when the people who get stuck 
holding the bag (of bad dollars) catch on and spend the dollars into the economy with 
emotional zeal, thus igniting inflationary fever. 

This time – since there are so many dollars and so many countries involved – the Fed 
has  been  able  to  “paper”  over  every  approaching  crisis  for  the  past  15  years, 
especially with Alan Greenspan as Chairman of the Federal Reserve Board, which has 
allowed the bubble to become history's greatest. 

The mistakes made with excessive credit at artificially low rates are huge, and the 
market  is  demanding  a  correction.  This  involves  excessive  debt,  misdirected 
investments, over-investments, and all the other problems caused by the government 
when spending the money they should never have had. Foreign militarism, welfare 
handouts and $80 trillion entitlement promises are all coming to an end. We don't 
have the money or the wealth-creating capacity to catch up and care for all the needs 
that now exist because we rejected the market economy, sound money, self-reliance 
and the principles of liberty. 

Since the correction of all this misallocation of resources is necessary and must come, 
one can look for some good that may come as this “Big Event” unfolds.

There are two choices that people can make. The one choice that is unavailable to us 
is to limp along with the status quo and prop up the system with more debt, inflation 
and lies. That won't happen. 

One of the two choices, and the one chosen so often by government in the past is that 
of  rejecting  the  principles  of  liberty  and  resorting  to  even  bigger  and  more 
authoritarian government. Some argue that giving dictatorial powers to the President, 
just as we have allowed him to run the American empire, is what we should do. That's 
the great danger, and in this post-911 atmosphere, too many Americans are seeking 
safety over freedom. We have already lost too many of our personal liberties. Real 
fear of economic collapse could prompt central planners to act to such a degree that 
the New Deal of the 30's might look like Jefferson's Declaration of Independence. 



The more the government is allowed to do in taking over and running the economy, 
the deeper the depression gets and the longer it lasts. That was the story of the 30s and 
the early 40s, and the same mistakes are likely to be made again if we do not wake up.

But  the  good news is  that  it  need not  be so bad if  we do the  right  thing.  I  saw 
“Something  Big”  happening  in  the  past  18  months  on  the  campaign  trail.  I  was 
encouraged that we are capable of waking up and doing the right thing. I have literally 
met thousands of high school and college kids who are quite willing to accept the 
challenge and responsibility of a free society and reject the cradle-to-grave welfare 
that is promised them by so many do-good politicians. 

If more hear the message of liberty, more will join in this effort. The failure of our 
foreign policy,  welfare system, and monetary policies and virtually all government 
solutions  are  so  readily  apparent,  it  doesn't  take  that  much  convincing.  But  the 
positive message of how freedom works and why it's  possible is what is urgently 
needed.

One of the best parts of accepting self-reliance in a free society is that true personal 
satisfaction  with  one's  own  life  can  be  achieved.  This  doesn't  happen  when  the 
government assumes the role of guardian, parent or provider, because it eliminates a 
sense of pride. But the real problem is the government can't provide the safety and 
economic security that it claims. The so-called good that government claims it can 
deliver  is  always  achieved at  the expense of someone else's  freedom.  It's  a failed 
system and the young people know it.

Restoring a free society doesn't eliminate the need to get our house in order and to pay 
for the extravagant spending. But the pain would not be long-lasting if we did the 
right things, and best of all the empire would have to end for financial reasons. Our 
wars  would  stop,  the  attack  on  civil  liberties  would  cease,  and  prosperity  would 
return. The choices are clear: it shouldn't be difficult, but the big event now unfolding 
gives us a great opportunity to reverse the tide and resume the truly great American 
Revolution  started  in  1776.  Opportunity  knocks  in  spite  of  the  urgency  and  the 
dangers we face. 

Let's make “Something Big Is Happening” be the discovery that freedom works and is 
popular and the big economic and political  event we're witnessing is a blessing in 
disguise.



3.  NOURIEL ROUBINI  (15 August 2008)

Aka Dr Doom, Dr Roubini is an economics professor at New York University. On  
September 7, 2006, at an International Monetary Fund meeting, he announced that a  
crisis was brewing. He said that the United States was likely to face a once-in-a-
lifetime  housing  bust,  an  oil  shock,  sharply  declining  consumer  confidence  and,  
ultimately, a deep recession. 

Homeowners  would default  on mortgages,  trillions  of  dollars of  mortgage-backed  
securities would unravel worldwide and the global financial system would shudder to  
a halt. These developments, he said, would cripple major financial institutions like  
Fannie Mae and Freddie Mac.

As Mr Roubini stepped down, his host said: “I think perhaps we will need a stiff drink  
after that.” They do now.

The New York Times
By Stephen Mihm

On Sept. 7, 2006, Nouriel Roubini, an economics professor at New York University, 
stood  before  an  audience  of  economists  at  the  International  Monetary  Fund  and 
announced that a crisis was brewing. In the coming months and years, he warned, the 
United  States  was  likely  to  face  a  once-in-a-lifetime  housing  bust,  an  oil  shock, 
sharply declining consumer confidence and, ultimately, a deep recession. He laid out 
a bleak sequence of events: homeowners defaulting on mortgages, trillions of dollars 
of mortgage-backed securities unraveling worldwide and the global financial system 
shuddering to a halt. These developments, he went on, could cripple or destroy hedge 
funds, investment banks and other major financial institutions like Fannie Mae and 
Freddie Mac.

The audience seemed skeptical, even dismissive. As Roubini stepped down from the 
lectern after his talk, the moderator of the event quipped, “I think perhaps we will 
need a stiff drink after that.” People laughed — and not without reason. At the time, 
unemployment and inflation remained low, and the economy, while weak, was still 
growing, despite rising oil prices and a softening housing market. And then there was 
the espouser of doom himself: Roubini was known to be a perpetual pessimist, what 
economists call a “permabear.” When the economist  Anirvan Banerji delivered his 
response to Roubini’s talk, he noted that Roubini’s predictions did not make use of 
mathematical models and dismissed his hunches as those of a career naysayer.

But Roubini was soon vindicated. In the year that followed, subprime lenders began 
entering bankruptcy, hedge funds began going under and the stock market plunged. 
There was declining employment, a deteriorating dollar, ever-increasing evidence of a 
huge housing bust and a growing air of panic in financial markets as the credit crisis 
deepened. By late summer, the Federal Reserve was rushing to the rescue, making the 
first of many unorthodox interventions in the economy, including cutting the lending 
rate by 50 basis points and buying up tens of billions of dollars in mortgage-backed 
securities. When Roubini returned to the I.M.F. last September, he delivered a second 



talk,  predicting a growing crisis  of solvency that  would infect  every sector of the 
financial system. This time, no one laughed. “He sounded like a madman in 2006,” 
recalls  the  I.M.F.  economist  Prakash  Loungani,  who  invited  Roubini  on  both 
occasions. “He was a prophet when he returned in 2007.”

Over the past year, whenever optimists have declared the worst of the economic crisis 
behind us, Roubini has countered with steadfast pessimism. In February,  when the 
conventional wisdom held that the venerable investment firms of Wall Street would 
weather the crisis, Roubini warned that one or more of them would go “belly up” — 
and six weeks later, Bear Stearns collapsed. Following the Fed’s further extraordinary 
actions  in  the  spring  —  including  making  lines  of  credit  available  to  selected 
investment  banks  and  brokerage  houses  —  many  economists  made  note  of  the 
ensuing economic rally and proclaimed the credit crisis over and a recession averted. 
Roubini, who dismissed the rally as nothing more than a “delusional complacency” 
encouraged  by  a  “bunch  of  self-serving  spinmasters,”  stuck  to  his  script  of 
“nightmare”  events:  waves  of  corporate  bankrupticies,  collapses  in  markets  like 
commercial  real  estate  and  municipal  bonds  and,  most  alarming,  the  possible 
bankruptcy  of  a  large  regional  or  national  bank  that  would  trigger  a  panic  by 
depositors. Not all of these developments have come to pass (and perhaps never will), 
but the demise last month of the California bank IndyMac — one of the largest such 
failures in U.S. history — drew only more attention to Roubini’s seeming prescience.

As a result, Roubini, a respected but formerly obscure academic, has become a major 
figure in the public debate about the economy: the seer who saw it coming. He has 
been summoned to speak before Congress, the Council on Foreign Relations and the 
World Economic Forum at Davos. He is now a sought-after adviser, spending much 
of  his  time  shuttling  between  meetings  with  central  bank  governors  and  finance 
ministers  in  Europe  and Asia.  Though  he  continues  to  issue  colourful  doomsday 
prophecies  of  a  decidedly  nonmainstream  sort  —  especially  on  his  popular  and 
polemical blog, where he offers visions of “equity market slaughter” and the “Coming 
Systemic  Bust  of  the  U.S.  Banking  System”  —  the  mainstream  economic 
establishment  appears to be moving closer,  however fitfully,  to his way of seeing 
things. “I have in the last few months become more pessimistic than the consensus,” 
the  former  Treasury  secretary  Lawrence  Summers  told  me  earlier  this  year. 
“Certainly, Nouriel’s writings have been a contributor to that.”

On a  cold  and  dreary  day last  winter,  I  met  Roubini  over  lunch in  the  TriBeCa 
neighborhood of New York City. “I’m not a pessimist by nature,” he insisted. “I’m 
not  someone  who sees  things  in  a  bleak  way.”  Just  looking  at  him,  I  found  the 
assertion hard to credit. With a dour manner and an aura of gloom about him, Roubini 
gives the impression of being permanently pained, as if the burden of what he knows 
is almost too much for him to bear. He rarely smiles, and when he does, his face, 
topped  by  an  unruly  mop  of  brown  hair,  contorts  into  something  more  closely 
resembling a grimace.

When I pressed him on his claim that he wasn’t pessimistic, he paused for a moment 
and  then  relented  a  little.  “I  have  more  concerns  about  potential  risks  and 
vulnerabilities  than  most  people,”  he  said,  with  glum  understatement.  But  these 
concerns, he argued, make him more of a realist than a pessimist and put him in the 
role of the cleareyed outsider — unsettling complacency and puncturing pieties.



Roubini, who is 50, has been an outsider his entire life. He was born in Istanbul, the 
child of Iranian Jews, and his family moved to Tehran when he was 2, then to Tel 
Aviv and finally to Italy, where he grew up and attended college. He moved to the 
United States to pursue his doctorate in international economics at Harvard. Along the 
way he became fluent in Farsi, Hebrew, Italian and English. His accent, an inimitable 
polyglot growl, radiates a weariness that comes with being what he calls a “global 
nomad.”

As a graduate student at Harvard, Roubini was an unusual talent,  according to his 
adviser, the Columbia economist Jeffrey Sachs. He was as comfortable in the world of 
arcane mathematics as he was studying political and economic institutions. “It’s a mix 
of skills that rarely comes packaged in one person,” Sachs told me. After completing 
his Ph.D. in 1988, Roubini joined the economics department at Yale, where he first 
met and began sharing ideas with Robert Shiller, the economist now known for his 
prescient warnings about the 1990s tech bubble.

The  ’90s  were  an  eventful  time  for  an  international  economist  like  Roubini. 
Throughout  the  decade,  one emerging  economy after  another  was  beset  by crisis, 
beginning with Mexico’s in 1994. Panics swept Asia, including Thailand, Indonesia 
and Korea, in 1997 and 1998. The economies of Brazil and Russia imploded in 1998. 
Argentina’s  followed  in  2000.  Roubini  began  studying  these  countries  and  soon 
identified what he saw as their common weaknesses. On the eve of the crises that 
befell them, he noticed, most had huge current-account deficits (meaning, basically, 
that they spent far more than they made), and they typically financed these deficits by 
borrowing from abroad in ways that exposed them to the national equivalent of bank 
runs. Most of these countries also had poorly regulated banking systems plagued by 
excessive  borrowing and reckless  lending.  Corporate  governance  was often  weak, 
with cronyism in abundance.

Roubini’s  work  was  distinguished  not  only  by  his  conclusions  but  also  by  his 
approach.  By  making  extensive  use  of  transnational  comparisons  and  historical 
analogies, he was employing a subjective, nontechnical framework, the sort embraced 
by popular economists like the Times Op-Ed columnist  Paul Krugman and Joseph 
Stiglitz in order to reach a nonacademic audience. Roubini takes pains to note that he 
remains a rigorous scholarly economist  — “When I weigh evidence,” he told me, 
“I’m  drawing  on  20  years  of  accumulated  experience  using  models”  — but  his 
approach is  not  the contemporary scholarly  ideal  in  which  an  economist  builds  a 
model in order to constrain his subjective impressions and abide by a discrete set of 
data.  As Shiller  told me,  “Nouriel  has a different way of seeing things than most 
economists: he gets into everything.”

Roubini likens his style to that of a policy maker like Alan Greenspan, the former Fed 
chairman  who  was  said  (perhaps  apocryphally)  to  pore  over  vast  quantities  of 
technical economic data while sitting in the bathtub, looking to sniff out where the 
economy was headed. Roubini also cites, as a more ideologically congenial example, 
the  sweeping,  cosmopolitan  approach  of  the  legendary  economist  John  Maynard 
Keynes,  whom  Roubini,  with  only  slight  exaggeration,  calls  “the  most  brilliant 
economist  who never wrote down an equation.” The book that Roubini ultimately 



wrote (with the economist Brad Setser) on the emerging market crises, “Bailouts or 
Bail-Ins?” contains not a single equation in its 400-plus pages.

After analyzing the markets that collapsed in the ’90s, Roubini set out to determine 
which country’s economy would be the next to succumb to the same pressures. His 
surprising  answer:  the  United  States’.  “The  United  States,”  Roubini  remembers 
thinking,  “looked like  the biggest  emerging  market  of all.”  Of course,  the United 
States wasn’t  an emerging market;  it  was (and still  is) the largest  economy in the 
world. But Roubini was unnerved by what he saw in the U.S. economy, in particular 
its 2004 current-account deficit of $600 billion. He began writing extensively about 
the dangers of that deficit and then branched out, researching the various effects of the 
credit boom — including the biggest housing bubble in the nation’s history — that 
began after the Federal Reserve cut rates to close to zero in 2003. Roubini became 
convinced that the housing bubble was going to pop.

By late 2004 he had started to write about a “nightmare hard landing scenario for the 
United States.” He predicted that foreign investors would stop financing the fiscal and 
current-account deficit and abandon the dollar, wreaking havoc on the economy. He 
said that these problems, which he called the “twin financial  train wrecks,” might 
manifest  themselves  in 2005 or,  at  the latest,  2006. “You have been warned here 
first,” he wrote ominously on his blog. But by the end of 2006, the train wrecks hadn’t 
occurred.

Recessions  are  signal  events  in  any  modern  economy.  And  yet  remarkably,  the 
profession of economics is quite bad at  predicting them. A recent study looked at 
“consensus forecasts” (the predictions of large groups of economists) that were made 
in advance of 60 different national recessions that hit around the world in the ’90s: in 
97 percent of the cases, the study found, the economists failed to predict the coming 
contraction  a  year  in  advance.  On  those  rare  occasions  when  economists  did 
successfully predict recessions, they significantly underestimated the severity of the 
downturns.  Worse,  many  of  the  economists  failed  to  anticipate  recessions  that 
occurred as soon as two months later.

The dismal science, it seems, is an optimistic profession. Many economists, Roubini 
among them, argue that some of the optimism is built into the very machinery, the 
mathematics, of modern economic theory. Econometric models typically rely on the 
assumption that the near future is likely to be similar to the recent past, and thus it is 
rare that the models anticipate breaks in the economy. And if the models can’t foresee 
a relatively minor break like a recession, they have even more trouble modeling and 
predicting a major rupture like a full-blown financial crisis. Only a handful of 20th-
century economists have even bothered to study financial panics. (The most notable 
example is probably the late economist Hyman Minksy, of whom Roubini is an avid 
reader.)  “These  are  things  most  economists  barely  understand,”  Roubini  told  me. 
“We’re in uncharted territory where standard economic theory isn’t helpful.” 

True though this may be, Roubini’s critics do not agree that his approach is any more 
accurate. Anirvan Banerji, the economist who challenged Roubini’s first I.M.F. talk, 
points out that Roubini has been peddling pessimism for years; Banerji contends that 
Roubini’s apparent foresight is nothing more than an unhappy coincidence of events. 
“Even a stopped clock is right twice a day,” he told me. “The justification for his 



bearish call has evolved over the years,” Banerji went on, ticking off the different 
reasons that Roubini has used to justify his predictions of recessions and crises: rising 
trade  deficits,  exploding  current-account  deficits,  Hurricane  Katrina,  soaring  oil 
prices. All of Roubini’s predictions, Banerji observed, have been based on analogies 
with past experience. “This forecasting by analogy is a tempting thing to do,” he said. 
“But you have to pick the right analogy. The danger of this more subjective approach 
is that instead of letting the objective facts shape your views, you will choose the facts 
that confirm your existing views.” 

Kenneth Rogoff, an economist at Harvard who has known Roubini for decades, told 
me that he sees great value in Roubini’s willingness to entertain possible situations 
that are far outside the consensus view of most economists. “If you’re sitting around 
at the European Central Bank,” he said, “and you’re asking what’s the worst thing that 
could happen, the first thing people will say is, ‘Let’s see what Nouriel says.’ ” But 
Rogoff cautioned against equating that skill with forecasting. Roubini, in other words, 
might  be  the  kind  of  economist  you  want  to  consult  about  the  possibility  of  the 
collapse of the municipal-bond market, but he is not necessarily the kind you ask to 
predict, say, the rise in global demand for paper clips.

His  defenders  contend  that  Roubini  is  not  unduly  pessimistic.  Jeffrey  Sachs,  his 
former adviser, told me that “if the underlying conditions call for optimism, Nouriel 
would be optimistic.” And to be sure, Roubini is capable of being optimistic — or at 
least of steering clear of absolute worst-case prognostications. He agrees, for example, 
with the conventional economic wisdom that oil will drop below $100 a barrel in the 
coming months as global demand weakens. “I’m not comfortable saying that we’re 
going to end up in the Great Depression,” he told me. “I’m a reasonable person.”

What economic developments does Roubini see on the horizon? And what does he 
think we should do about them? The first step, he told me in a recent conversation, is 
to acknowledge the extent of the problem. “We are in a recession, and denying it is 
nonsense,” he said. When Jim Nussle, the White House budget director, announced 
last month that the nation had “avoided a recession,” Roubini was incredulous. For 
months, he has been predicting that the United States will suffer through an 18-month 
recession that will eventually rank as the “worst since the Great Depression.” Though 
he is confident that the economy will enter a technical recovery toward the end of 
next year, he says that job losses, corporate bankruptcies and other drags on growth 
will continue to take a toll for years.

Roubini has counseled various policy makers, including Federal Reserve governors 
and senior  Treasury Department  officials,  to  mount  an aggressive response to  the 
crisis. He applauded when the Federal Reserve cut interest rates to 2 percent from 
5.25  percent  beginning  last  summer.  He  also  supported  the  Fed’s  willingness  to 
engineer a takeover of Bear Stearns. Roubini argues that the Fed’s actions averted 
catastrophe, though he says he believes that future bailouts should focus on mortgage 
owners, not investors. Accordingly,  he sees the choice facing the United States as 
stark but simple: either the government backs up a trillion-plus dollars’ worth of high-
risk mortgages (in exchange for the lenders’ agreement to reduce monthly mortgage 
payments),  or  the  banks  and other  institutions  holding  those  mortgages  — or  the 
complex securities derived from them — go under. “You either nationalize the banks 
or you nationalize the mortgages,” he said. “Otherwise, they’re all toast.”



For months Roubini has been arguing that the true cost of the housing crisis will not 
be  a  mere  $300  billion  —  the  amount  allowed  for  by  the  housing  legislation 
sponsored  by  Representative  Barney Frank and  Senator  Christopher  Dodd — but 
something between a trillion and a trillion and a half dollars. But most important, in 
Roubini’s opinion, is to realize that the problem is deeper than the housing crisis. 
“Reckless people have deluded themselves that this was a subprime crisis,” he told 
me.  “But  we  have  problems  with  credit-card  debt,  student-loan  debt,  auto  loans, 
commercial  real  estate  loans,  home-equity  loans,  corporate  debt  and  loans  that 
financed leveraged buyouts.” All of these forms of debt, he argues, suffer from some 
or all of the same traits that first surfaced in the housing market: shoddy underwriting, 
securitization, negligence on the part of the credit-rating agencies and lax government 
oversight. “We have a subprime financial system,” he said, “not a subprime mortgage 
market.”

Roubini argues that most of the losses from this bad debt have yet to be written off, 
and the toll from bad commercial real estate loans alone may help send hundreds of 
local banks into the arms of the Federal Deposit Insurance Corporation. “A good third 
of the regional banks won’t make it,” he predicted. In turn, these bailouts will add 
hundreds of billions of dollars to an already gargantuan federal debt, and someone, 
somewhere,  is  going  to  have  to  finance  that  debt,  along  with  all  the  other  debt 
accumulated  by  consumers  and  corporations.  “Our  biggest  financiers  are  China, 
Russia and the gulf states,” Roubini noted. “These are rivals, not allies.”

The United States, Roubini went on, will likely muddle through the crisis but will 
emerge from it a different nation, with a different place in the world. “Once you run 
current-account deficits, you depend on the kindness of strangers,” he said, pausing to 
let  out a resigned sigh. “This might  be the beginning of the end of the American 
empire.” 



4.   RON PAUL (23 September 2008)

"The government's solution to the crisis is the same as the cause of it: too much 
government" (CNN)

Many Americans today are asking themselves how the economy got to be in such a 
bad spot. 

For years they thought the economy was booming, growth was up, job numbers and 
productivity were increasing. Yet now we find ourselves in what is shaping up to be 
one of the most severe economic downturns since the Great Depression.

Unfortunately, the government's preferred solution to the crisis is the very thing that 
got us into this mess in the first place: government intervention.

Ever since the 1930s, the federal government has involved itself deeply in housing 
policy  and  developed  numerous  programs  to  encourage  homebuilding  and 
homeownership.

Government-sponsored enterprises Fannie Mae and Freddie Mac were able to obtain a 
monopoly position in the mortgage market, especially the mortgage-backed securities 
market, because of the advantages bestowed upon them by the federal government. 

Laws passed by Congress such as the Community Reinvestment Act required banks to 
make loans to previously underserved segments of their  communities, thus forcing 
banks to lend to people who normally would be rejected as bad credit risks.

These governmental measures, combined with the Federal Reserve's loose monetary 
policy,  led to an unsustainable housing boom. The key measure by which the Fed 
caused this boom was through the manipulation of interest rates, and the open market 
operations that accompany this lowering.

When interest rates are lowered to below what the market rate would normally be, as 
the Federal  Reserve has  done numerous  times  throughout  this  decade,  it  becomes 
much  cheaper  to  borrow money.  Longer-term and more  capital-intensive  projects, 
projects that would be unprofitable at a high interest rate, suddenly become profitable.

Because the boom comes about from an increase in the supply of money and not from 
demand from consumers,  the result  is malinvestment,  a misallocation of resources 
into sectors in which there is insufficient demand.

In this case, this manifested itself in overbuilding in real estate. When builders realize 
they have overbuilt and have too many houses to sell, too many apartments to rent, or 
too much commercial real estate to lease, they seek to recoup as much of their money 
as possible, even if it means lowering prices drastically.

This lowering of prices brings the economy back into balance, equalizing supply and 
demand. This economic adjustment means, however that there are some winners -- in 



this case, those who can again find affordable housing without the need for creative 
mortgage products, and some losers -- builders and other sectors connected to real 
estate that suffer setbacks.

The government doesn't like this, however, and undertakes measures to keep prices 
artificially inflated. This was why the Great Depression was as long and drawn out in 
this country as it was.

I am afraid that policymakers today have not learned the lesson that prices must adjust 
to economic reality. The bailout of Fannie and Freddie, the purchase of AIG, and the 
latest multi-hundred billion dollar Treasury scheme all have one thing in common: 
They seek to prevent the liquidation of bad debt and worthless assets at market prices, 
and instead try to prop up those markets and keep those assets trading at prices far in 
excess of what any buyer would be willing to pay. 

Additionally, the government's actions encourage moral hazard of the worst sort. Now 
that the precedent has been set, the likelihood of financial institutions to engage in 
riskier investment schemes is increased, because they now know that an investment 
position so overextended as to threaten the stability of the financial system will result 
in a government bailout and purchase of worthless, illiquid assets.

Using trillions of dollars of taxpayer money to purchase illusory short-term security, 
the government is actually ensuring even greater instability in the financial system in 
the long term.

The  solution  to  the  problem  is  to  end  government  meddling  in  the  market. 
Government intervention leads to distortions in the market, and government reacts to 
each  distortion  by  enacting  new  laws  and  regulations,  which  create  their  own 
distortions, and so on ad infinitum.

It is time this process is put to an end. But the government cannot just sit back idly 
and let the bust occur. It must actively roll back stifling laws and regulations that 
allowed the boom to form in the first place.

The government must divorce itself of the albatross of Fannie and Freddie, balance 
and drastically decrease the size of the federal budget, and reduce onerous regulations 
on banks and credit unions that lead to structural rigidity in the financial sector. 

Until the big-government apologists realize the error of their ways, and until vocal 
free-market advocates act in a manner which buttresses their rhetoric, I am afraid we 
are headed for a rough ride.



5.  PAUL KRUGMAN (9 October 2008)

MOMENT OF TRUTH
The New York Times

Last month, when the U.S. Treasury Department allowed Lehman Brothers to fail, I 
wrote  that  Henry  Paulson,  the  Treasury  secretary,  was  playing  financial  Russian 
roulette. Sure enough, there was a bullet in that chamber: Lehman’s failure caused the 
world financial crisis, already severe, to get much, much worse.
The consequences of Lehman’s fall were apparent within days, yet key policy players 
have largely wasted the past four weeks. Now they’ve reached a moment of truth: 
They’d better  do something soon — in fact,  they’d better  announce a coordinated 
rescue plan this weekend — or the world economy may well experience its worst 
slump since the Great Depression.

Let’s talk about where we are right now.

The  current  crisis  started  with  a  burst  housing  bubble,  which  led  to  widespread 
mortgage defaults, and hence to large losses at many financial institutions. That initial 
shock was compounded by secondary effects, as lack of capital forced banks to pull 
back, leading to further declines in the prices of assets, leading to more losses, and so 
on — a vicious circle of “deleveraging.” Pervasive loss of trust in banks, including on 
the part of other banks, reinforced the vicious circle.

The  downward  spiral  accelerated  post-Lehman.  Money markets,  already  troubled, 
effectively shut down — one line currently making the rounds is that the only things 
anyone wants to buy right now are Treasury bills and bottled water. 

The response to this downward spiral on the part of the world’s two great monetary 
powers — the United States, on one side, and the 15 nations that use the euro, on the 
other — has been woefully inadequate.

Europe,  lacking  a  common  government,  has  literally  been  unable  to  get  its  act 
together; each country has been making up its own policy, with little coordination, 
and proposals for a unified response have gone nowhere.

The United  States  should  have  been  in  a  much stronger  position.  And when Mr. 
Paulson  announced  his  plan  for  a  huge  bailout,  there  was  a  temporary  surge  of 
optimism.  But  it  soon  became  clear  that  the  plan  suffered  from  a  fatal  lack  of 
intellectual  clarity.  Mr.  Paulson proposed buying  $700 billion  worth  of  “troubled 
assets” — toxic mortgage-related securities — from banks, but he was never able to 
explain why this would resolve the crisis.

What he should have proposed instead, many economists agree, was direct injection 
of  capital  into  financial  firms:  The  U.S.  government  would  provide  financial 
institutions with the capital they need to do business, thereby halting the downward 
spiral, in return for partial ownership. When Congress modified the Paulson plan, it 
introduced provisions that made such a capital injection possible, but not mandatory. 



And until two days ago, Mr. Paulson remained resolutely opposed to doing the right 
thing.

But on Wednesday the British government, showing the kind of clear thinking that 
has been all too scarce on this side of the pond, announced a plan to provide banks 
with £50 billion in new capital — the equivalent, relative to the size of the economy, 
of a $500 billion program here — together with extensive guarantees for financial 
transactions between banks. And U.S. Treasury officials now say that they plan to do 
something  similar,  using  the  authority  they  didn’t  want  but  Congress  gave  them 
anyway.

The question now is whether these moves are too little, too late. I don’t think so, but it 
will be very alarming if this weekend rolls by without a credible announcement of a 
new financial  rescue  plan,  involving  not  just  the  United  States  but  all  the  major 
players.

Why do we need international cooperation? Because we have a globalized financial 
system in which a crisis that began with a bubble in Florida condos and California 
McMansions has caused monetary catastrophe in Iceland. We’re all in this together, 
and need a shared solution. 

Why this weekend? Because there happen to be two big meetings  taking place in 
Washington: a meeting of top financial officials from the major advanced nations on 
Friday, then the annual International Monetary Fund/World Bank meeting Saturday 
and Sunday.  If these meetings end without at least an agreement in principle on a 
global rescue plan — if everyone goes home with nothing more than vague assertions 
that they intend to stay on top of the situation — a golden opportunity will have been 
missed, and the downward spiral could easily get even worse.

What should be done? The United States and Europe should just  say “Yes, prime 
minister.”  The British plan isn’t  perfect,  but there’s widespread agreement  among 
economists that it offers by far the best available template for a broader rescue effort.

And the time to act is now. You may think that things can’t get any worse — but they 
can, and if nothing is done in the next few days, they will. 



6. ALAN GREENSPAN

8 September 2009

'This will happen again'

The world will suffer another financial crisis, former Federal Reserve chief Alan 
Greenspan has told the BBC. 

"The crisis will happen again but it will be different," he told BBC Two's The Love of 
Money series.  He added that he had predicted the crash would come as a reaction to a 
long period of prosperity.  But while it may take time and be a difficult process, the 
global  economy would  eventually  "get  through  it",  Mr  Greenspan  added.   "They 
[financial crises] are all different, but they have one fundamental source," he said. 

"That  is  the unquenchable capability of human beings when confronted with long 
periods of prosperity to presume that it  will  continue."   Speaking a year  after  the 
collapse  of  US  investment  bank  Lehman  Brothers,  which  was  followed  by  a 
worldwide  financial  crisis  and  global  recession,  Mr  Greenspan  described  the 
behaviour as "human nature".  He said the current crisis was triggered by the trade in 
US sub-prime mortgages - home loans given to people with bad credit histories - but 
he added that any factor could have been the catalyst.  If it were not the problem of 
these toxic debts, "something sooner or later would have emerged", Mr Greenspan 
said. 

Risks

Mr Greenspan, who when he ran the US central bank was hailed as a man who could 
move markets, also warned that the world's financial institutions should have seen the 
looming crisis.  "The bankers knew that they were involved in an under-pricing of risk 
and that at some point a correction would be made," he said. 

I fear too many of them thought they would be able to spot the actual trigger point of 
the crisis in time to get out."  He also warned that Britain, with its globally-focussed 
economy, would be harder hit than the US by the current recession and collapse in 
world trade.  "Obviously we've both suffered very considerably but ... Britain is more 
globally oriented as an economy and the dramatic  decline in exports  globally and 
trade generally following the collapse of Lehman Brothers had dramatic effects in the 
financial system of Britain," Mr Greenspan said.  "It's going to take a long while for 
you [Britain] to work your way through this." 



Road to recovery

In order to prevent the situation arising again, financiers and governments should look 
to  clamp  down on fraud  and  increase  capital  requirements  for  banks,  the  former 
central  banker  said.   Regulations  targeting  the latter  would mean banks would be 
forced  to  hold  enough  money  to  cover  their  normal  operations  and  honour 
withdrawals. 

However despite his belief in a brighter future, the former Fed chief did warn that the 
path  to  recovery should steer  clear  of  protectionism as  applying  strict  regulations 
could hamper recent developments that have opened up global trade. 

"The most recent endeavour to re-regulate is a reaction to the crisis. The extraordinary 
impact of these global markets is making a lot of financial people feeling they have 
lost control. 
 
"The problem is you cannot have free global trade with highly restrictive, regulated 
domestic markets." 

Historic event

During the interview for BBC Two's The Love of Money series, the former Fed chief 
said the current economic crisis was a "once in a century type of event", and one that 
he did not expect to witness. Blamed by some for not doing more to prevent the crisis, 
Mr  Greenspan  denied  any  responsibility  for  the  problems  gripping  the  global 
economy. 

"It's human nature, unless somebody can find a way to change human nature, we will 
have more crises and none of them will look like this because no two crises have 
anything in common, except human nature." 



7. NIKOLAI KONDRATIEV (27 November 2008)

Nikolai Kondratiev's "Long Wave": The Mirror of the Global Economic Crisis

Por Alexander Aivazov and Andrey Kobyakov

The financial crisis that has broken out in the United States and lately encompassed 
the whole world requires adequate measures from the global community.  But what 
action should be in this case considered adequate? To answer this question, we have 
first to identify the real underlying reasons that generated the crisis, and estimate its 
depth and length. Dogmatized liberal economists keep convincing us that in several 
months, or at least in a year or two, everything will "calm down", and the world will 
return to the development progress with Russia transcending to the innovation model 
of economy. Is that really so?

More  than  eighty  years  ago,  prominent  Russian  economist,  Prof.  Nikolai  D. 
Kondratiev described and theoretically  substantiated the existence of grand (45-60 
years) cycles of economic development, in which framework the global "reserve of 
major material values" are being replenished, i.e. the aggregate productive forces of 
the world community transcending to a higher level each cycle.

According to Kondratiev, every cycle has a rising and declining phase. The internal 
dynamic of the cycles (named K-cycles after him) and the principle of fluctuations is 
based on the mechanism of accumulation, concentration, dispersion, and devaluation 
of  capital  as a  key factor  of  the development  of  the market  (capitalist)  economy.

Moreover, Kondratiev indicated that this cyclical regularity will exist as long as the 
capitalist mode of production will.  "Every new phase of the cycle is predetermined  
with accumulation of factors of the preceding phase, and every new cycle is following  
the preceding one as naturally as one phase of each cycle after another. However, it  
has  to  be  understood  that  every  new  cycle  emerges  in  new  particular  historical  
conditions, on a new level of development of productive forces, and therefore is not a 
simple reiteration of the preceding cycle". [Not simple reiteration, but, basically, yes., 
according to  Kondry’s objectivistic scheme. True only in a particular eco-financial 
system.]



Nikolai  Kondratiev's  forecasts  were  fully  confirmed  in  the  period  of  the  Great 
Depression that coincided with the lower point of the third period's phase of decline. 
The further periodization is a subject of polemic. Researchers mainly divide into two 
groups, applying different approaches to the determination of cycles.

The first group, basing its analysis primarily on indices of real economy – amounts of 
production,  dynamic  of  employment,  investment  activity  and  various  structural 
proportions – believes that the declining phase of the third cycle finished with the 
beginning of the World War II. The rising phase of the fourth cycle, beginning during 
the war, continued till mid-1960s. The US dollar crisis and the collapse of the Bretton 
Woods system in 1968-71 became the critical  point for transition to the declining 
phase, corresponding with the oil crisis and stagflation of the 1970s. "Reaganomics"  
in the United States and Margaret Thatcher's policy in Britain marked the transition  
to the next – fifth K-circle, its rising phase encompassing the second half of the 1980s  
and the 1990s.  

As usual, in the end of the rising phase, in the so-called saturation zone, we are faced 
with  such  phenomena  as  decrease of  the  rate  of  return in  the real  sector  and the 
relevant outflow of capitals into the sphere of financial speculation that generate first 
overheating of the stock market (late 1990s), and later the mortgage market (early 
2000s). The researchers from the first group are convinced that cycles compress with 
intensification of scientific-technological progress: since 1940s, the length of a cycle 
has shrunk from 50-55 to 40-45 years.

The continuation of Kondratiev's regularity looks as follows:

The declining phase of the third cycle: from 1914-1920 (in the United States, from 
late 1920s) to 1936-1940.

IV. The rising phase: from 1936-1940 till 1966-1971.
The declining phase: from 1966-1971 till 1980-1985.

V. The rising phase: from 1980-1985 to 2000-2007.
The declining phase from 2000-2007 till approximately 2015-2025 (forecast);

VI. The rising phase from 2015-2025 till 2035-2045 (forecast).
The second group of researchers, relying rather on financial indices, i.e. the dynamics 
of the stock market and the dynamics of bonds return rates, extend the declining phase 
of  the  third  cycle  for  the  whole  period  of  the  World  War  II  and  the  postwar 
reconstruction until 1949. Similarly to the first group, they locate the extreme point of 
the rising phase in early 1970s, but interpret the decline of that time as a "primary 
recession" followed by a plateau lasting till the beginning of the XXI century. They 
indicate that similar plateaus corresponded to the "bull trends" at the stock market in 
the  preceding  cycles,  respectively  in  1816-1835,  1864-1874,  and 1921-1929.  This 
group of researchers estimates the average duration of a cycle in 50 years, but the last 
cycle in their description is oddly protracted, exceeding 60 years.



Thus, according to the second group of analysts, Kondratiev's regularity is continued 
as follows:

The declining phase of the third cycle: from 1914-1920 till 1949.

IV. The rising phase: from 1950-70s, with a "primary recession" until 1982 followed 
by a plateau until 2000s.
The declining phase since early (mid –?) 2000s.

Thus,  despite  significant  methodological  difference  in  approach,  both  groups  of 
analysts identify the 2000s as the beginning of a decline, i.e. a phase of depression.

The Current Crisis is Only the Beginning

At the  face  of  decline,  we expect  a  new burst  of  interest  to  Kondratiev's  theory. 
Meanwhile, liberal monetarists whose view had been dominating in economic science 
for  25  years  are  discredited,  and  their  efforts  to  interpret  the  current  crisis  as  a 
temporary fluctuation in global economy, only reveal their economic ignorance. The 
experience  of  earlier  K-cycles  indicates  that  traditional  anti-crisis  measures  are 
efficient only on the rising phase of the cycle, in the period of burgeoning growth 
when  recessions  are  slight  and  transient  on  the  background  of  the  progressive 
development of global economy.

Gerhard Mensch, a scientist who studied similar processes during the declining phase 
of  the  1970s,  emphasized  that  in  the  conditions  of  deterioration  of  economic 
conjuncture, monetarist methods of resolving the problem are inefficient, as restrictive 
credit  policy  inevitably  whips  up consumer  prices,  while  liberal  pro-active  policy 
favors speculative operations. It is quite natural that the strongly restrictive approach, 
chosen by the European Central Bank, results in rise of inflation, though five years 
ago, effects of the same policy was opposite. At the onset of the crisis, inflation in 
Europe did not exceed 2%, but by today, it has plummeted, despite the high level of 
the refinance rate, introduced by ECB. Meanwhile, the liberal policy, conducted until 
the  recent  period  in  the  United  States,  beefed  up  stock  market  speculation  and 
expansion of fictitious (inflated) capitals, stimulating speculative increase of prices in 
sectors  of  most  marketable  commodities  –  real  estates,  gold,  oil,  and  food.  This 
increase of pricing has no relation to amounts of production and saturation of the 
consumer demand.

Despite all efforts undertaken by ECB Chair Jean-Claude Trichet and Federal Reserve 
Chairman Ben Bernanke, positive changes are not achieved. The global economy has 
to pass through a period of "reloading", getting rid of the over-accumulated capital 
through its massive devaluation in the process of an inevitable and lengthy recession. 
Devaluation of the monetary capital is likely to proceed through a chain of financial 
crashes, triggering the third default of the US dollar (as it happened in 1920-1930s 
and in 1970s). Thus, the global economy is going to be shaken many times, and the 
current crisis is only a shot across the bow, warning of major events to arrive in the 
following years. The global economy is likely to reach the lowest point at the end of 
the declining phase of the fifth K-cycle, in 2012-2015.



 
The crash of the US financial system may happen one or two years earlier in case the 
new U.S. President chooses a dogmatic approach to the current problems.



8.    PAUL KRUGMAN (18 December 2008)

WHAT TO DO?
The Review of Books
By Paul Krugman

What the world needs right now is a rescue operation. The global credit system is in a 
state of paralysis, and a global slump is building momentum as I write this. Reform of 
the weaknesses that made this crisis possible is essential, but it can wait a little while. 
First, we need to deal with the clear and present danger. To do this, policymakers 
around  the  world  need  to  do  two  things:  get  credit  flowing  again  and  prop  up 
spending.

The first task is the harder of the two, but it must be done, and soon. Hardly a day 
goes by without news of some further disaster wreaked by the freezing up of credit. 
As I was writing this, for example, reports were coming in of the collapse of letters of 
credit,  the  key  financing  method  for  world  trade.  Suddenly,  buyers  of  imports, 
especially in developing countries, can't carry through on their deals, and ships are 
standing idle:  the Baltic  Dry Index,  a widely used measure of shipping costs, has 
fallen 89 percent this year.

What  lies  behind  the  credit  squeeze  is  the  combination  of  reduced  trust  in  and 
decimated  capital  at  financial  institutions.  People  and  institutions,  including  the 
financial  institutions,  don't  want  to  deal  with anyone unless  they have  substantial 
capital to back up their promises, yet the crisis has depleted capital across the board.
The obvious solution is to put in more capital. In fact, that's a standard response in 
financial  crises.  In  1933  the  Roosevelt  administration  used  the  Reconstruction 
Finance Corporation to recapitalize banks by buying preferred stock—stock that had 
priority  over  common  stock  in  terms  of  its  claims  on  profits.  When  Sweden 
experienced  a  financial  crisis  in  the  early  1990s,  the  government  stepped  in  and 
provided the banks with additional capital equal to 4 percent of the country's GDP—
the equivalent of about $600 billion for the United States today—in return for a partial 
ownership. When Japan moved to rescue its banks in 1998, it purchased more than 
$500 billion in preferred stock, the equivalent relative to GDP of around a $2 trillion 
capital injection in the United States. In each case, the provision of capital  helped 
restore the ability of banks to lend, and unfroze the credit markets.



9. ROBERT SHILLER (6 January 2009)

THE ONE WHO SAW IT COMING
(Economist Robert Shiller's forecast on USA's economy)
Newsweek International 

Robert Shiller forecast the credit crisis for the right reasons, and has a novel idea for 
how to fix it. 

Robert Shiller is one of a handful of economists who have been feted for foreseeing 
the credit crisis, but he is the only one who predicted it for the right reasons. New 
York University's Nouriel Roubini, now known as "Dr. Doom," warned as early as 
2006 of an imminent  housing crash that would stop America's consumer-spending 
spree  and  lead  to  severe  recession.  Another  uber-bear,  Morgan  Stanley's  Stephen 
Roach, had warned for years that the weakening dollar and the U.S. trade deficit with 
China were signs of a dangerously imbalanced global economy, doomed to fall. While 
both deserve credit for highlighting weaknesses that others ignored, neither had much 
to say about the real reasons for the current state of affairs, namely the vast amount of 
speculation that took place in the financial world linked to home mortgages. 

Shiller  did.  Long  before  the  extent  of  the  subprime-mortgage  crisis  was  evident, 
Shiller  predicted  that  home  prices  would  fall  more  rapidly  than  any  models  had 
predicted  and  that  financial  markets  globally  would  be  upended  as  a  result.  A 
specialist in the management of risk, he recognized that the real-estate bubble in the 
United States and parts of Europe represented, above all,  a failure to manage risk. 
Now Shiller, a Yale professor who first made his name by accurately forecasting the 
stock-market collapse of 2001, is alone again, this time in his prescription for what 
needs to be done to stabilize credit markets in the future. 

Most experts will tell you that Barack Obama needs to move quickly to contain the 
multitrillion-dollar  market  that  turned  low-quality  mortgages  into  high-priced 
derivatives, the Wall Street innovation now widely blamed for the credit crisis. Shiller 
says the opposite. He argues that unless the central issue of risk is addressed, all the 
money that  governments  are  pouring into financial  rescues  won't  prevent  another, 
potentially worse financial crisis down the line. In Shiller's view, derivatives "are a 
risk management tool much the same way insurance is. You pay a premium and if an 
event happens, you get a payment." His radical answer to our problems is that trying 
to leash financial innovation is hopeless, and that we should instead push forward into 
a brave new world where derivatives become as common as cash. 

What  separates Shiller  from the majority of economists  is  his lack of faith in the 
"efficient-market hypothesis." That belief, which also guides the hand of most money 
managers, holds that the market will price assets according to their fundamental value 
and that those prices reflect all pertinent information. Shiller instead follows those, 
like John Kenneth Galbraith, who hold that market prices reflect "animal spirits" and 
popular passions, not perfect information. 

That  is  why bubbles  form,  and  that,  for  Shiller,  is  why financial  innovation  and 
government regulation are imperative. Pressure has been building in Washington to 



crack  down on the  complex  derivatives  that  were  structured  on  toxic  mortgages, 
especially  given  the  scale  of  global  capital  flows  and  trillions  of  transactions 
facilitated  by computer  models  and electronic  communications.  Barney Frank,  the 
powerful chairman of the House Financial Services Committee, has talked of finding 
ways to force financial companies to become more risk-averse. Similar measures are 
being considered in Europe and Asia.


