
tp1024's comments

A selection of comments to articles published by 
"The Economist". The opinions expressed in the 
comments  were  held  at  the  time  of  writing. 
They  are  liable  to  have  changed  in  the 
meantime, more than once. These days I may be 
embarrassed by some of them, time may have 
proven  certain  points  to  have  turned  out 
otherwise and there will inevitably be a lot of 
statements that are simply wrong. 

The  first  comment  is  out  of  sequence  (it  is 
actually  the  second,  not  the  first  in 
chronological  order),  but  it  reflects  my stance 
towards quite a lot of the original comments as 
published  on  The  Economist  website.  The 
quoted passage is a fictional account of one of 
the first steam machines by Thomas Newcomen 
("A machine for raising water with fire"), set in 
1714. 

This  was  a  comment  to  the  following  blog 
entry:

http://www.economist.com/blogs/freeexchange/
2008/04/central_banker_smackdown.cfm

Central banker smack-down
Apr 10th 2008 5:21 GMT

I can't help but put a quote in here:

"This journey began with a wizard walking into 
his door. Now it ends with a new kind of wizard 
standing  on  an  Engine.  Gazing  down  on  this 
boiler from above, the wizard has the sense of 
being an angel or demon regarding Earth from 
Polaris.  For,  chastened  by  his  failures,  Mr. 
Newcomen  has  become  most  regular  in  his 
practices,  and  in  this,  his  master-work,  the 
seams and rivet-lines joining one curved plate to 
the  next  radiate  from the  top  center  just  like 
meridians  of  Longitude  spreading  from  the 
North Pole. Below is a raging fire, and within is 
steam at a pressure that would blow Daniel to 
Kingdom Come (just like Drake) if a rivet were 
to give way.
But  that  does not  come to pass.  The steam is 
piped off to raise water, and the wasted heat of 
the  fire  affords  a  measure  of  comfort  to  the 
miners, and for the time being it all works as it 

is supposed to. At some point the whole System 
will  fail,  because  of  the  flaws  that  have  been 
wrought  into  it  in  spite  of  the  best  efforts  of 
Caroline  and  Daniel.  Perhaps  new  sorts  of 
Wizards will be required then. But - and perhaps 
this is only because of his age, and that there's a 
long-boat waiting to take him away - he has to 
admit that having some kind of a System, even a 
flawed and doomed one,  is better  than to live 
forever  in  the  poisonous  storm-tide  of 
quicksilver that gave birth to all of this. He has 
done his job."

It  is  the  last  paragraph  of  Neal  Stephenson's 
"The  System  of  the  World",  last  part  of  the 
Baroque Cycle and Science Fiction at its best in 
the  true  meaning  of  the  word.  Published  in 
2004.

Something  rotten  in  the  [welfare]  state  of 
Denmark?
Oct 13th 2007 4:43 GMT

A major concern (at least) in the German social 
welfare  ('s  public  represention  by  officials)  is 
welfare fraud. The usual answer to this concern 
is to limit welfare to the "needy". Now, who are 
the needy? They are defined as people who have 
a job that pays them less than a certain specified 
amount  of  money,  often  modified  by 
maritial/residential  etc.  status.  But  as  soon  as 
they earn an amount above a certain threshold, 
they are pushed out of the welfare system. That 
sounds a lot more reasonable than it is. Because: 

1)  Welfare,  including  all  non-lump-sum 
benefits, often amounts to more money than the 
given threshold. 

2) On welfare, people have a lot more time than 
with  a  low  paying  job.  (Remember,  time  is 
money.) So in addition to having (at best!) only 
marginally  more  money,  they  suddenly  lose 
most of their days worth of time. (Yet, a lot of 
people try to get a job anyway, just for passing 
their time and/or having something to contribute 
to society, instead of living just off their money. 
Few are just lazy.) 

3) While people are allowed to get a job (paid 



below the threshold) and work while on welfare, 
about 80% of all their earnings beyond another 
threshold  (a  meager  160 Euro  per  month)  are 
used  to  "recompense"  the  welfare  -  thus 
imposing a factual 80% tax that reliably kills all 
enthusiasm for trying to get a better paid job and 
investing more time and effort into it. (That is 
how you become lazy.) 

4) Although being comparably low, the welfare 
threshold is still high enough that people need 
some training and job experience in order to get 
such a job. Because of their lack of experience 
and sometimes training, they won't get a proper 
job in the first  place.  (One that won't get you 
any more money than they had before! So you 
stay lazy.) 

The  problem  -  to  me  -  doesn't  seem  to  be 
welfare itself,  but  the question of  who should 
get it and how much. Right now it is more often 
than  not  a  mess  of  bad  incentives.  Proposed 
solutions  include  paying  welfare  to  everyone, 
regardless of how much money they earn, thus 
leaving  every  additionally  earned  Euro  in 
peoples  pockets  (minus  taxes,  that  will  be 
significantly below 80%, more likely ~40-50%, 
to  pay  for  it).  While  others  call  for  a  more 
flexible scheme that would simply leave more 
addionally  earned  money  in  peoples  pockets, 
when  on  welfare.  The  only  thing  that  almost 
everyone agrees on is, that something must be 
changed.

How the other 0.0000001% live
May 29th 2008 1:42 GMT

Next  time,  please  do  your  math.  The  title 
implies that the article refers to the 100 million-
th part of North Korea's population of roughly 
25 million - which makes it more likely to be 
about the shoes and pants of Kim Jong Il than 
about the lifestyle of a few thousand people.

I'm aware that  I should have done my math as  
well.  Actually,  0.0000001% refers  to  the  
billionth  part.  So,  maybe just  the  left  shoe  of  
Kim Jong Il.

A fate worse than debt
Sep 26th 2008 9:27 GMT

Nice diagram. It seems like 1% of annual GDP 
growth in the US of the last 30 years was in fact 
down,  not  to  any fundamental  strength  of  the 
US economy, but steady accumulation of ever 
more debt, trusting the world to trust the US to 
pay it back. 

Oh well, what goes up, will come down.

A shock from the House
Sep 29th 2008 3:51 GMT

What  again  is  the  standard  procedure  for  an 
orderly  default  of  the  greatest  economy  and 
provider of the most important currency of the 
world?

It seems like we'll need one.

Barriers to entry
Dec 18th 2008 11:28 GMT

Free trade?
Getting  a  MacBook,  manufactured  in  China, 
used  to  be  worth  FLYING  to  the  US  from 
Europe, buying it there, flying back, paying the 
rent at a hotel and still coming out cheaper than 
just buying it in Europe. (The same is true for 
somewhat bigger amateur telescopes being more 
expensive  in  (nominal!)  euros  than  dollars  ..., 
but I guess most people don't really know that 
market too well.)

The Eee PC 2G cost $250 in China and wasn't 
available  in  Europe,  despite  negible  cost  of 
transport.  European models  of  GM's or Ford's 
cars are not available in the US.

DVDs from one arbitrary zone can't be watched 
in another.

Vital drugs are prohibited from production and 
sale except for those from monopolists. There is 
quite a business in Germany for "re-importers" 
who buy German cars - new - outside Germany, 
for a much cheaper price, and sell them again 
for a profit.



And the list could go on for much longer.
Are those signs of a functioning, free market?

Waiting for God-only-knows-what
Jan 8th 2009 6:18 GMT

Scales in economy:

too small to be worth the trouble
too small to have a lobbyist in local government
too big to fail
too big to bail out

Fixing finance
Jan 23rd 2009 11:10 GMT

There are some nice numbers in this article: 

> In  America  the  share  of  household  and  
consumer  debt  alone  went  up  from  100%  of  
GDP on 1980 to 173% today, 

This works out to be an average of 1.9% over 
this 29 year period. If you ever wondered why 
the USA perpetually managed to have a higher 
GDP growth, while equally developed countries 
in Europe or Japan seemed to lag behind - here 
is your answer. Aside from the 40% of corporate 
profits, it is also remarkable that: 

>  At  the  peak,  the  [financial]  industry  
accounted for only 14% of America’s GDP and  
a mere 5% of private-sector jobs.

Gobbling up on seventh or 14% of the GDP in a 
profoundly  useless  occupation  (using  the 
definition  given  in  the  introduction  of  Adam 
Smiths  "Wealth  of  Nations")  seems  to  be  a 
severe drag on any nation. As mentioned in the 
article  the  recent  surge  in  computing 
capabilities,  at  vanishingly small  costs,  should 
make it possible to get rid of this dead weight. 
In  fact,  using  anything  more  than  1% of  the 
GDP  on  ensuring  the  distribution  of  money 
seems to be excessive in this day and age. 

Employing  one  in  twenty  people  is  such  an 
occupation would be excessive even if bullion 
was  the  only  legal  currency  and  security 
measures included in the workforce of financial 
services.  With  Americans  swimming  in  credit 

cards  (and  the  Bangladeshis  who  are  literally 
living  next  door  being  able  to  do  their 
accounting via SMS in the futurist utopia they 
call their home country) it is simply and utterly 
ridiculous.

The  finance  industry  deserves  to  decline  into 
(comparable)  nothingness  and  we  won't  so 
much as want to look back.

The money-go-round
Jan 26th 2009 7:33 GMT

> we spent recklessly against future incomes

Oh what nonsense that sentence is.

If  one  spends  money  to  buy  something,  the 
work  has  already  been  done,  so  the  spending 
must  of  course  have  been  against  the  past.  I 
know that this last sentence doesn't make much 
sense in economics. But in reality, we all know 
that  whatever  we  buy  (unless  it  is  a  futures 
contract) must have been made in the past. So if 
you go shopping or buy yourself a house or a 
car, it can hardly be said that you have bought it 
against the future.

If  it  seems  like  we  have  exhausted  some 
reservoir  of  whatever  that  is  needed  to  make 
something, then it has nothing whatsoever to do 
with what we bought, because it was made in 
the past.

What  is  exhausted  however,  is  the  trust  that 
whatever you made will be bought by someone, 
mostly  because  the  ratio  of  income  levels  to 
profit margins have hit rock bottom in the last 
two  decades  and  there  is  simply  not  enough 
money  out  there  *in  the  hands  of  potential 
costumers* to go out and buy stuff.

Do  you  really  think  there  is  no  need,  for 
computers out there? There are 1 billion people 
on the internet today, it is certainly not the case 
that the other 5 billion wouldn't want to use it. 
There sure is need for the construction of many 
more houses than have been built in that feeble 
flicker of what we call the housing bubble in the 
US (just not within the US, but South America, 
Africa, Asia - where ever you care to turn your 



attention  to  in  fact),  many  many  more  power 
plants  out  there  are  needed,  and  power  lines, 
and  optical  fibre  and  roads  and  railroads  and 
airports and whateveryouhave. And there sure is 
the  capacity  to  build  them.  There  sure  is  the 
capacity to increase our capacity. And it sure is 
within our abilities and resources. It is here on 
Earth, not some utopia, where we DO have the 
ACTUAL capacity to bring every last person up 
to the living standard of the late iceland within 
decades!

What is not out there is green scraps of paper 
that  some people  have  decided not  to  give to 
other people, but demand to have such scraps of 
paper if they are supposed to do work for them. 
And because they don't have any of those scraps 
no work is done for them, not even that kind of 
work that would enable them to do work that 
would  earn them sufficient  scraps  of  paper  to 
have work done for them, but by that time of 
course, they won't really need those scraps that 
badly anymore.

There is nothing real, nothing physical, nothing 
in our intellectual or collective ability about the 
economy  whatsoever  that  would  prevent  us 
from keeping up or increasing production levels 
today  to  a  point  that  would  absolutely  blow 
everyones  imagination.  (80  million  people 
supposedly produce stuff worth as much as 17 
times as many people in China do. And those 
first  people  reached  this  capacity  within  50 
years from heaps of rubble and a laughable level 
of  technology  by  todays  standards.)  It  is  just 
virtual money that is expected in return for work 
done  that  prevents  everything.  And  no,  a 
currency made of bullion would behave in no 
other way. And I'm not quite sure if there are at 
least some people out there who can lay away 
the blinders for a moment and simply appreciate 
the  potential  capabilities  that  we  do  indeed 
have.

Bye bye sell
Feb 6th 2009 6:03 GMT

This reminds me of the Americans (and also this 
paper,  even  though  it  is  British),  who  didn't 
censor,  but certainly discredit  any view of the 
economy  that  was  profoundly  negative  in  the 

last year. In the summer of 2007 the Economist 
predicted  that  there  was  a  60% likelihood  of 
reduced growth because of the subprime crisis, 
a 30% of a shallow recession like that of 2001 
and a  paltry  10% for  what  we see right  now. 
Even though everyone outside the markets knew 
and loudly said that the financial storm that was 
brewing was in  its  magnitude "slightly  out  of 
the ordinary". Those concerns were, of course, 
waved aside.

Western  censorship  may  be  less  obvious,  less 
blatant  and  less  forceful,  but  it  is  just  as 
effective and destructive as any other kind.

Beyond Wisteria Lane
Feb 13th 2009 2:06 GMT

The  article's  description  of  the  middle  class 
dominated  society,  at  least  in  the  west,  is 
slightly off. Let me put it right: 

> It is the kind of society in which people hope  
their children will do better than they have done  
themselves;  which  believes  in  merit,  not  
privilege;  competition,  not  inheritance;  thrift,  
not  conspicuous  consumption;  and  which  
applauds personal effort rather than collective  
endeavour.

Actually it  is  more the kind of society,  where 
governments  and  corporations  take  it  for 
granted  that  children  will  do  better  than  their 
parents and don't care about education.

One which  believes  in  nothing  more  than  the 
privilege of ivy class education (costing a few 
$10.000 dollars per year).

A  society  that  tries  to  avoid  competition 
wherever  it  can.  (See  pharmaceutical 
corporations  whose  greatest  fear  is  that  the 
patents  to  their  long  outdated  pills  run  out  - 
putting them in competition with other firms in 
a market that used to guarantee them $30 billion 
of revenue without competition. The same can 
be observed with in the spread of unbelievably 
uninnovative  patents,  licenses  and  trademark 
legislation  in  incredible  numbers  that  go 
through understaffed (a "slight" understatement) 
authorities without being checked. Not to speak 



of  monopolists  or  oligopolists  like  Intel, 
Microsoft,  Monsanto,  Electronic  Arts  or  what 
have you. )

People  who  indulge  in  credit  spending  and 
remortgaging  houses  -  mostly  because  freely 
available  income kept  falling while office and 
work hours kept rising.

And  in  the  end  personal  effort  counts  for 
nothing,  if  it  doesn't  coincide  with  either  the 
ownership (random example: Bill and Melinda 
Gates  Foundation)  or  the  gathering  of  little 
green scraps of paper. And finally the god given 
right to be bailed out by the government when 
you screwed up anything worth more than $1 
billion. But don't you dare to ask for health care 
when you missed a monthly payment or two.

Beyond Wisteria Lane
Feb 13th 2009 2:21 GMT

This one comment was long enough,  so I  put 
this in another one.

It is true that security is at the heart of economic 
prosperity. As was indeed shown in Brazil with 
the  reduction  of  inflation.  But  this  kind  of 
security is not a one way street and may be lost.

Western societies have put an excessive amount 
of  care  to  protect  private  property.  What  they 
don't  care  about  at  all,  is  that  most  private 
incomes (namely those not derived from private 
property) enjoy no protection whatsoever. And it 
is by no means sure that once a regular income 
is  lost,  another  will  be  found.  (This 
argumentation  is  valid,  because  property  is 
protected  precisely  because  it  is  not  sure  that 
property can be replaced once it is lost.)

But  a  middle  class  must  rely as  much on the 
security of its property, as it must be able to rely 
on the security of its income. Because without 
it, its private property will last in most cases for 
only  a  very  short  time and its  protection  will 
count  for  nought.  The  result  is  the  same 
economic paralysis faced by those societies who 
can  not  guarantee  the  security  of  private 
property or indeed of your life and well being.

The hesitant auctioneer
Mar 2nd 2009 11:29 GMT

Undercharging  certainly  isn't  a  sin. 
Misinterpreting  economic  liberty  to  allow  the 
license buyers to resell their license probably is 
though.  Extracting  the  maximum  amount  of 
money  on  licenses,  however,  is  always  a  not 
very  well  thought  through  move,  considering 
that infrastructure isn't yet build. 

Germany sold its UMTS licenses for 50 billion 
Euro. The license buyers, having spend 8 billion 
euros  each,  lacked  the  necessary  funding  to 
build  up  the  infrastructure  quickly  and 
efficiently.  As  a  result,  instead  of  paying  for 
itself  within  5  years  (which  wasn't  quite  as 
absurd a plan as some made it out to be) UMTS 
is only now, 10 years later, reaching the point 
where it is appealing to the mass market. 

The loss to the economy it hard to calculate, but 
50 billion euro is about 2% of German GDP. If 
UMTS had reached the current extend 5 years 
earlier and caused GDP to rise by just 0.4% all 
told (not unreasonable, especially since it would 
have quickly replaced inefficient  infrastructure 
and created an industry to provide UMTS based 
services),  it  would  have  done  the  economy 
much more good than what actually happened. 
(And I'm not even talking about the compound 
interest on the credits used to pay this enormous 
sum of money for the licenses.)

If undercharging is a sin, it is certainly a lesser 
sin than overcharging.

Domino theory
Mar 5th 2009 8:24 GMT

I wonder how long it will take until it is finally 
publicly admitted by our political  leaders, that 
the  current  financial  system  is  well  beyond 
repair  -  just  like  Bretton Woods and the  ones 
before that. 

Having  such  a  system,  getting  rid  of  it  and 
installing a new one is something that happens 
every  couple  of  decades.  There  are  plenty  of 
precedents,  so  work  out  some  of  the  best 
practices, pull them through and end the farce. 



No system is  perfect,  each and every one has 
failed so far. You are responsible for carelessly 
letting companies change it by writing their own 
legislation  and  passing  it  through  the  various 
governments  of  western  states  for  them  and 
leaving everything else unregulated. You will be 
blamed for the mess. 

Now  either  fix  system  (every  passing  day  is 
proof  that  this  is  impossible  as  there  is  much 
more  short  term  debt  than  assets  around), 
change the system or at the very least: 

Get out of the way.

Many a mickle
Mar 8th 2009 9:50 GMT
(An article about  $1 shops in the USA.)

The  article  misses  at  least  one  important 
strategy of  these  shops.  Among the  genuinely 
cheap articles there are many that are actually 
worth  much less  than their  price.  This  should 
not  be surprising.  With  aisles  full  of  different 
products  at  exactly  the  same  price  (*),  their 
margins are bound to be rather diverse to say the 
least.  And indeed,  many articles  can be found 
elsewhere at higher quality for the same or an 
even  lower  price,  but  the  natural  lack  of 
transparency in pricing and availability of these 
articles makes sure that the shops get their cut.

(*) Which is the one thing in which they differ 
most  from  other  shops,  where  all  items  are 
priced  individually  and items  of  one  kind  are 
presented next to each other.

Sui Genesis
Mar 8th 2009 10:06 GMT

It  is  a  well-known  fact  that  higher  priced 
products have larger margins than lower priced 
products,  which  is  the  reason  why  so  many 
manufacturers of all kind of products piled into 
the  high  priced  segment,  leaving  the  lower 
priced ones to eastern Asia.

So,  where  exactly  is  the  surprise  in  any 
manufacturer  underselling  high-margin 

manufacturers in an environment in which the 
price  of  a  good  ceased  to  be  the  main 
determinant  of  the  hedonistic  value  of  the 
product?

In  other  words,  yesterday  the  Jones  had  a 
bigger,  more  expensive  TV  set,  today,  they 
would be ashamed of it, because they could pay 
for it only by remortgageing their home. So now 
the much cheaper TV set with broadly similar 
characteristics wins out. *yawn*

Priming the pipe
Mar 8th 2009 10:31 GMT
(Cellphone companies seem to turn into utilities  
in  the  long  run,  associated  with  much  lower  
margins.)

What is so bad about being a low margin utility? 
You serve a huge market, so you can get a huge 
absolute  amount  of  profit  even  with  a  low 
margin.

The English language has  a  very  apt  word to 
describe the  business  model  of  a  high  margin 
utility - extortion.

I  know  the  objection.  The  infrastructure  for 
broadband  cellphone  networks  is  expensive, 
running into the billions of whatever  currency 
you pay in. So, margins seemingly have to be 
high to make it a profitable business to build up 
such infrastructure.

But this is delusional. There is a very obvious 
way to compensate for the investment in such 
infrastructure:  tax  payers  money.  The expense 
of the taxpayers is easily compensated for my 
much  lower  margins  (and  thus  much  lower 
prices) of the utilities.

The tax payer and the user of mobile broadband 
are one and the same person.

But if the utility has to take up a credit to build 
up  infrastructure  (as  they  always  do)  every 
passing year before the credit is paid back will 
increase  the  amount  of  money  that  the  tax 
payers  cum  consumers  have  to  pay  back  by 
another  5%,  if  you  make  a  very  conservative 
estimate.



The same has been working just fine for roads. 
The amount of cars on the streets today being a 
testament to the efficiency and efficacy of this 
approach of providing infrastructure.

Dead-cat bounce?
Mar 12th 2009 3:12 GMT

We may start thinking about recovery when a) 
the proverbial waste product hits the fan and our 
current  finance  system finally  collapsed  or  b) 
there has been a change to said system that will 
take  the  current  load  of  credits  out  of  the 
equation.

Hint:  Credits  are  only  a  burden  to  future 
generations if they pay them. The capabilities of 
any physical economy is *never* influenced by 
purely financial obligations to anyone. Only by 
physical  dependencies.  Everything  is  OK,  as 
long as the financial world is in agreement with 
reality. Right now, it is far from it. This system 
will not recover until said agreement is reached 
again.

The jobs crisis
Mar 12th 2009 5:53 GMT

How  long  will  it  take  until  governments  and 
economists  alike  will  realize,  that  the  same 
flexibility must also be true when it  comes to 
the survival of companies? The faster and more 
frequently  companies  can  go  bankrupt,  the 
faster  and  more  frequently  new  ones  can  be 
created.

Yet,  if  there  is  *one*  thing  that  the  western 
world seems to have agreed on, then it is to do 
anything  that  will  keep  companies,  especially 
car  manufacturers  and  banks,  from their  long 
deserved death. Hence the dearth of ideas and 
innovation  in  the  former  and  the  lack  of 
prudence in the latter.

Not just an American horror
Mar 12th 2009 7:12 GMT

Having  first  hand  experience  of  the  school 
system of Germany, it  is very easy to analyze 
what happened.

Bullying  is  widespread  in  German  schools.  A 
very conservative estimate would see at least 10 
severely  bullied  pupils  in  each  of  Germany's 
roughly 40,000 schools, a total of half a million 
such  pupils  nationwide  is  a  prudent  estimate. 
The rest is a matter of chance.

The current discussion in Germany is focussed 
solely on lowering the chance of one of those 
pupils having access to weapons, entering their 
school with a gun or finding "early signs" of an 
imminent killing spree. (Press pointed out that 
there  was  a  6  hour  advance  warning  in  an 
obscure German chat room. However, the boy 
was treated by a psychologist.)

All of this is a bit silly.

The  pink  elephant  in  the  room  is  bullying. 
(Having  been  through  the  experience  on  the 
receiving end myself, I can tell that the thought 
of  going to school  with a gun and killing the 
perpetrators  and  then  some  is  not  an  unusual 
one.)  Any  survey  conducted  among  teachers 
will invariably give most schools a clean bill of 
health when it comes to bullying.

This has reasons. Bullying is rarely reported to 
teachers  because  they  completely  lack  the 
means  to  punish  and  prevent  such  acts,  even 
more  so as  long as  they  stay  below a  certain 
threshold. Add to that the fact that attendance to 
school is required by law and the conditions for 
said  population  of  half  a  million  is  a  pretty 
wretched state of existence. Suicides caused by 
bullying, unless connected with a killing spree, 
are not or underreported.

What to do about it?

Give teachers means to punish acts of bullying 
and effectively prevent perpetrators temporarily 
form committing them (physically if necessary). 
However, whatever those means may be (caning 
can and should be ruled out), their application 



must  follow  codified  rules  known  to  and 
modifiable  by  all  involved  (that  includes 
teachers and pupils) to make them transparent, 
predictable  and  prevent  undue  harshness  or 
ineffective measures.

This  is  the only way that  the authority  of the 
teacher can be reestablished. Of course, it will 
lead to a rise of reporting of bullying and the 
usual  media  outcry  of  ineffectiveness,  but 
perhaps  for  once  this  paradox  will  be 
understood.

Six years in the Valley
Mar 21st 2009 11:43 GMT

The article in completely missing the point.

The point is: the west (basically USA and EU) 
may have created digital technology, but it is not 
using it.

While  you  can  transfer  money  using  your 
cellphone  within  minutes  in  underdeveloped 
countries like Bangladesh (if it takes 45 minutes 
costumers  get  grumpy  and  banks  are  really 
deeply  ashamed  of  it).  There,  you  can  send 
scores  of  text  messages  for  2  cents  a  month. 
Which is still more than the actual cost, also in 
western countries.

In the supposedly hyperdeveloped west, sending 
a text message of less than 100 byte costs a few 
cents, time to transfer money is an outrageous 2-
3  days.  Banking  is  a  laborious  affair,  so  is 
administration  of  universities  (completely 
online in Bangladesh - I have some second hand 
experience  of  this  country).  The  list  goes  on. 
There is HUGE waste of resources and uselessly 
spend years of work because of lack of adoption 
to the technological reality.

The  use  of  technology  is  held  back  by 
anachronistic,  laughably  conservative 
administration and fear of losing jobs because of 
higher  efficiency  and  complete  lack  of 
investment  in  infrastructure.  ADSL is  popular 
not because it  is good, but because nobody is 
spending the money to put optical fiber  to all 
homes,  as  people  in  Asia  did.  What  we  call 
broadband in the west, compares to broadband 

in  Asia  like  our  "broadband"  compares  to 
modem dial up.

Luddism  in  the  West  (especially  the  US)  is 
entrenched.  If  there  is  a  reason  why  silicon 
valley didn't  live  up expectations  -  open your 
eyes, it's right in front of you.

More or less equal?
Apr 4th 2009 11:27 GMT

What  people  don't  seem to  get  about  taxes  is 
that  with  very  low taxes  and  very  high  taxes 
further tax cuts or raises just lose their effect.

Suppose  you  have  a  tax  rate  of  10%.  You 
increase it by 5%. The taxed individual now has 
about 5.5% less income. Maybe a loss, but quite 
bearable.  The government,  on  the  other  hand, 
gets an increase of 50% of its funds. Provided 
those are put to good use for the public welfare, 
this is a good deal. A much lower raise in taxes 
would  have  been  sufficient  to  built  proper 
levees  for  New  Orleans  (for  some  tens  of 
million  dollars),  for  example,  and  prevented 
damage of several billion dollars, all of which 
was predictable and predicted for the case that a 
category  4  or  higher  hurricane  hits  the  city, 
which  happens every couple  of  decades.  (The 
fact that hurricanes of cat. 4 *exist* should have 
told everyone,  that  protection against  cat.  3 is 
not  sufficient  for  a  city  that  is  probably  not 
going to change place for the next few centuries 
or so and hurricanes are not known to care much 
about  human  settlements.  So  much  for  long 
term thinking.)

Compare that to another 5% tax cut from 10% 
to 5%. The government just halved its budget, 
while the tax payer got just a little more than his 
previous income. Just do the math.

So, you say, why not put taxes way up? Well, 
what if you had a 90% tax and lowered it  by 
5%? Right,  the incentive for the individual  to 
earn money would be much higher, because any 
additional  income  would  be  50% higher  than 
before,  while it  is  the government  that  suffers 
only minor losses.

If  you  still  feel  being  ripped  off  by  your 



government,  even  though  your  taxes  are 
reasonable,  it  is  probably because it's  level  of 
corruption  has  risen  so  far,  that  it  is  being 
ineffective  and  deserves  to  be  replaced  rather 
sooner  than  later.  Or it  is  because  you would 
rather  be a  free rider  of  than  a  contributor  to 
your society. (There are both of those and both 
have their right of existence, as their existence 
guarantees that  a longterm equilibrium can be 
kept,  avoiding  the  extremes  of  pure 
individualism and pure collectivism.)

Launching a row
Apr 5th 2009 1:17 GMT

Who is threatening whom here? North Korea is 
a  mostly  underdeveloped country  with limited 
industrial  resources  and  depends  on  other 
countries to feed its population.

Is  this  a  description  of  a  country  that  is  in  a 
position  to  threaten  the  most  developed 
countries in the world backed by a superpower 
that  is  spending  5  times  as  much  money  on 
military (per capita) than any other country?

Wake up! Reality dictates that North Korea is 
not going to wage war against anyone. If there 
is anyone in this conflict who is in a position 
and  can  easily  afford  to  back  down  on  its 
rhetoric and put forth an open hand, then it is 
certainly  our  governments,  not  theirs.  It  is  us 
who is the threat, it is us who vastly outnumber 
them, it us who could destroy them at a whim of 
the US president.

To  call  North  Korea  a  major  threat  requires 
some  mental  gymnastics  that  have  been 
performed since 1953, similar to those that led 
to the absurd situation of the continued blockade 
(sorry: quarantine) of Cuba, as if it  posed any 
threat  at  all  to  the  US,  especially  after  the 
downfall of the Sovjet Union.

It is about time we reassess reality and compare 
it with our state of mind.

Poorly made
May 16th 2009 8:45 GMT
(An article about toxic products from and toxic  
waste in China.)

Improvement of quality is a matter of society. If 
everyone seems to improve quality  and safety 
standards,  manufacturers  will  be  much  more 
inclined to try and improve quality and safety 
standards themselves.

If, however, announcing an improvement means 
that you also have to admit just how bad it was 
before,  you  will  be  reluctant  to  improve  the 
situation because if everyone ignored your toxic 
waste for the last 5 years, they will surely notice 
your efforts to clean it up ...  and even though 
you  are  doing  things  better  than  before,  your 
reputation will be worse than before.

It  is  rather  hard  to  find  a  solution  to  this 
paradox. Somehow the shame of admitting past 
mistakes must be alleviated.

But I think at some point, when a majority has 
the  (financial  and  technological)  ability  to 
improve standards, it may only take a catalyst, 
like one big firm admitting to past wrongdoings, 
to make a lot of firms change to a higher level 
of quality almost at once, which would subject 
all the rest to a lot of pressure to follow suit.

Some  process  of  that  kind  *must*  exist, 
otherwise the air in Europe and the USA would 
still be as bad as in the 60ies-70ies. (From what 
I  heard  about  this  era,  it  wasn't  significantly 
better than China today.)

Rebuilding the banks
May 19th 2009 9:08 GMT

What is the wealth destruction you are writing 
about?  There  was  no  more  wealth  destroyed 
than in Kuwait, after people stopped accepting 
post dated cheques.

The  problem  in  the  USA  is  not  one  of 
destruction, but one of creation. The creation of 
debt, that, unlike the imaginary values of assets, 
wasn't undone.



Imagine  what  would  happen  if,  over  night, 
everyone  would  wake  up,  go  to  the  letterbox 
and get a letter. It says: you owe $1,000,000 of 
debt, the annual interest is $20,000.

Well, you'd have a good laugh, the newspapers 
would  write  about  it  for  a  month  or  two and 
that's about it.

The same happened. Ok, it didn't take one night, 
but about a decade and the whole thing was a 
tad  more  elaborate  than  that,  but  the  result 
shockingly similar.

The difference? For some strange reason, people 
take it seriously, the banks first and foremost.

Homo Sapiens is a funny species, isn't it?

That kitchen-sinking feeling
May 20th 2009 11:00 GMT

Japan is just showing the way the US will go, 
unless it lets go of its banks.

A massive bubble in Japanese real estate created 
massive fictional values. Those fictional values, 
however, were bought with very real debt. After 
the fictional values disappeared, the owners of 
those  fictional  values  were  left  to  their  own 
devices,  while  the  contracts  of  the  real  debt 
were upheld.

If  all  had  gone  the  way  it  should  in  a  free 
market, the following would have happened:

The  corporation  writes  down the  value  of  its 
assets  to  their  falling  price.  Assets  fall  below 
liabilities.

The  corporation  goes  bankrupt,  because  its 
assets  are  worth  less  than  the  value  of  its 
liabilities.

The bank now has to write down *its* assets. 
Namely the liabilities the bankrupt corporation 
had to pay to the bank. (Which of course are the 
assets  of  the  bank,  because  the  bank plans  to 
recover  the  whole  credit  from  the  company 
eventually.)

As  more  corporations  go  bankrupt,  the  banks 
assets will fall below its liabilities. For the same 
reason as before: the bank goes bankrupt.
(The US is at that point already, if only banks 
wrote down their assets to market values.)

The  liabilities  of  the  bank  (savings  of  the 
costumers,  some  corporations  etc.)  evaporate. 
Whoever had those as assets in a bank will lose 
part of them and may go bankrupt.

As the whole thing slowly (the faster the better) 
peters out, you will discover that liabilities must 
have been greater than assets, because none of 
the  latter  are  (formally)  left.  However,  as  the 
very  last  bank  goes  bankrupt,  those  liabilities 
will  evaporate  as  well  and  finally  assets  and 
liabilities will be balanced again.

Where did the extra liabilities come from? 

You remember the fictional (mark-up on) assets 
you bought with real credit?

That's where.

So, what is going on in Japan? Nobody admits 
they are bankrupt, laws are changed not to force 
anyone  to  admit  it.  But  the  excessive  debt  is 
there anyway, slowly, very slowly indeed, being 
repaid with creation of real assets.

The whole process is so slow, because you can't 
create a lot of real assets if whatever money a 
consumer  or  corporation  makes  almost 
immediately  goes  to  service  some  huge  debt 
incurred  for  buying  fictional  assets  instead  of 
investments or consumption. It also doesn't help 
that because of the now low profit of companies 
wages  are  low,  prices  are  deflating  as  well, 
causing the nominal monetary value created to 
be even lower.

The service payments are not even used by the 
bank to hand out more credits on the other side, 
but  to  slooowly  write  down  some  of  the 
fictional value of the fictional assets it has in its 
books. The only non-fictional value here, is the 
payment.

Assuming status quo, the process will probably 
end in a matter of mere decades, no longer than 



a century or two.

This  is  also  why  interest  rates  in  Japan  are 
practically zero - if there were any interest on 
the  debt,  the  payments  would  be  even  higher 
and  the  gridlock  even  worse.  (Yes,  that  is 
possible.)

Currently, the US and the EU are on the very 
same path.

I  recommend  the  one  solution  that  has  been 
employed for centuries: inflate the debt away.

But after that, design a financial system that will 
make  sure  to  write  down  fictional  debt  on 
fictional assets as well.

The coming recovery
May 30th 2009 11:02 GMT

>  [Financial  industry's]  share  of  corporate  
profits in America peaked at an incredible 41%  
in 2007.

It was also noted, that wages were 70% higher 
than average in the financial industry. Not in the 
article but elsewhere, I was told that the same 
industry accounted for 14% of the GDP and 5% 
of employees.

All those numbers are grossly out of scale for a 
part of industry, that is there to make the rest of 
the industry run smoothly.

But where were the outraged screams, outraged 
enough to bring down a government that refuses 
to do anything about an industry out of bounds, 
when average wages rose more than 33% above 
other  wages?  Or  when  the  financial  industry 
accounted  for  8%  of  the  GDP?  Or  when  its 
share of total corporate profits reached 15% of 
all the firms of the USA?

This  paper  was  no  exception.  I'm  not  saying 
"told you so" but I am saying, that there were 
very very very clear warning signs and nobody 
with any education in economics could credibly 
claim that a hard crash was unpredictable.

Get yourself some *hard* standards and reality 

checks.  And don't  take "this  time is  different" 
for an answer. (Although it is probably the most 
reliable  predictor  of  trouble ahead.  And we've 
had plenty of it, didn't we?)

Wheels coming off
Jun 4th 2009 2:43 GMT

When a machine is broken and people despair, 
who do you ask? Usually,  the designer  of the 
machine.

When  a  government  is  broken  and  people 
despair, may it not help, to do the same?

The  designer  of  the  current  fashion  of 
governments was Aristotle.

http://www.gutenberg.org/etext/6762

I'm quite sure, that his analysis would have been 
something along the following lines:

In  a  political  system,  that  is  a  hybrid  of 
democracy and oligarchy, there is always some 
sort of dynamic, depending on the incentives by 
both the environment and the constitution of the 
state. The dynamics favor one of the two sides, 
recently, this was the oligarchic one.

The oligarchs consist  of electable members of 
the  political  parties  and  those  businessmen/-
women and union members who wield political 
power using media and employment as proxies. 
(Which  is  what  Aristotle  would  consider  the 
"citizens", anyone who is completely at liberty 
to do what he pleases and is able to participate 
in  the  functions  of  the  government.  The  rest 
being either inhabitants or slaves, but not true 
citizens.)

The democratic element, consisting of the less 
influential  majority,  fell  in  disfavor  and  was 
able to exert much less influence compared to 
the oligarchs.

Since riches are limited by the amount of people 
working to create them and nobody could hope 
to supply everyone anyway, all of this is fine by 
Aristotle.  Because  we're  now  at  the  tipping 
point, when the dynamics change direction and 



the  democratic  elements  become  more 
influential. All that because the oligarchs didn't 
manage  to  keep  their  greed  within  acceptable 
limits,  because  the  driving  force  behind  the 
dynamics  towards  empowering  the  oligarchs 
was  their  personal  enrichment,  which  works 
exactly until it stops to enrich the greater part of 
the people as well.

In other words, the designer says, it's not a bug, 
it's a feature.

We, as consumers of the designers product, may 
or may not agree. The very fact that the design 
is about 2300 years old, may be reason enough 
to look for a flaw or two.

One definitive flaw is  todays lack of absolute 
scarcity.  Quite  unlike  what  Aristotle's  ides 
suggest, today, the loom is perfectly capable of 
doing  work  on  its  own,  nor  is  the  work  of 
building  a  building  so  much  anymore  as  to 
mandate the use of slaves. A state also consists 
of much more than a few ten thousand people, 
and the underlying assumption, that the greater 
part of people will always be occupied by the 
production  of  food  anyway,  was  not  even 
mentioned by him.

A state in which a great part of the people are 
unemployed  by  default  (that  includes  lots  of 
retired  people)  and  a  great  part  of  those 
employed  being  employed  in  merely 
administrative  jobs,  was  not  just  beyond  his 
comprehension,  but  even  beyond  his 
imagination.

Today, we have a new mode of failure that was 
not  anticipated  by  him.  The  oligarchs,  by 
enriching themselves, diminish the wealth of a 
state  far  out  of  any  proportion  that  was  true 
twenty-three  centuries  ago.  Hence,  a  cyclic 
change  with  regular  occurrences  of  oligarchy 
are as unacceptable as the tyranny of his time. 
(And indeed today.)

Our  present  is  much  much  weirder  than 
Aristotle could suppose.

But why then, do we still cling to the concept of 
the ideal state that he laid down in his treatise 
on  governments  (link  above),  half  an  eternity 

ago, without second guessing them?

Society has moved on, politics is still the same 
and you wonder why we're running into trouble 
all the time?

E for English
Jun 5th 2009 4:23 GMT
(An article about the abilities of Filipinos to  
speak English.)

I once talked to a Filipina about her country and 
the one thing that I will always remember about 
it, is that going to the USA to live there is the 
national obsession.

In  order  to  do  that,  you  have  to  speak  good 
English.

It  should  not  be a  surprise  then,  that  the best 
English  speakers  (and  teachers!)  left  the 
country,  to  work  on  ships  or  abroad,  leaving 
those behind whose ability to speak (and teach) 
the language is insufficient, or at least inferior to 
those of the emigrants.

This must not necessarily be a bad thing. Since 
it  is  clearly  an  unhealthy  country,  where 
everyone is  obsessed  with leaving the  sinking 
ship  instead  of  making  it  a  place  where  you 
want to stay.

Principles, not pitchforks
Jun 11th 2009 1:31 GMT
(An article about the out-sized compensation of  
CEO's.)

Oh, when it comes to principles, how about that 
one:

The economy is the shared work of the citizens 
of a society to benefit from economies of scale 
and  division  of  labor,  in  order  to  secure 
necessities  like  food,  shelter,  health  and 
education  and  enable  them  to  pursue  their 
personal happiness and the improvement of the 
global society.

Since the pay of CEOs has been proven to be 
perfectly  uncorrelated  to  the  amount,  quality 



and contribution of their  work to society,  it  is 
evident, that it violates this principle.

The biggest bill in history
Jun 11th 2009 6:30 GMT

What is a credit,  but a contract? What are the 
current credits  but contracts gone from bad to 
miserable to utterly insane? And what, exactly, 
prevents you from canceling those contracts, as 
you would with a building that is very obviously 
not going to be built within one or two decades 
of the originally planned date?

The  USA defaulting  couldn't  possibly  hurt  its 
financial  credibility,  currently,  it  has  non  to 
speak of anyway. And it could go a very long 
way towards clearing the basis of this mess.

I'm  25  years  old,  and  my  generation  is  not 
inclined to pay for this mess.

Not in the form of later retirement (retirement 
from  unemployment,  most  likely),  nor  in  the 
form of the current generation not investing into 
our future to  service fictional  credit  contracts, 
that could just  as well be canceled and a new 
financial system established.

This is not about servicing credits. This is about 
one  generation  forcing  the  next  into  contracts 
that  are  tantamount  to  serving  a  very  small 
group  of  oligarchs  (the  "creditors")  as  if  this 
generation  was  a  generation  of  indentured 
servants - indentured by the powers-that-were in 
their youth.

Small but disruptive
Jun 11th 2009 7:44 GMT
(The Economist noticed the rise of netbooks.)

100 years ago, Ford realized,  that a car  has a 
certain carishness to it, that makes it a product 
worth buying if you can afford it, independent 
of  its  performance  once  you  reach  a  certain 
threshold to make it useful.

I'm quite sure that in 2007 ASUS found out that 
the  OLPC  was  not  so  much  met  with 
enthusiasm  based  on  philanthropy,  but  that 

people  where  screaming  "Where  can  I  get 
one?".  Yes,  indeed,  a  laptop  has  a  certain 
laptoppishness  to  it  (that  you  can  define  as 
having  a  decent  keyboard,  being  a  universal 
computer and mobile as opposed to luggable ). 
And people will go out to buy one, if it is good 
enough and they can afford to buy one.

Now, there are some people who can afford a 
$1000  laptop.  There  are  some  more  who  can 
afford a $800 laptop. But there is a tremendous 
amount of people who can afford to buy a $300 
laptop, far more than you would expect with a 
linear estimate.

To add insult to injury, the netbook is basically 
in the same league as the small subnotebooks, 
that used to be sold for a decade in the $2000-
$3000 range and were held back only by their 
ridiculous price point.

The  surprise  is  that  the  oh-so-sophisticated 
product-managers still don't understand the least 
little bit about marketing, as it was described in 
the often cited but little read 50 year old article 
"Marketing  Myopia"  by  Theodore  Levitt. 
Introduced at the beginning of every marketing 
lecture.

No empty threat
Jun 18th 2009 4:12 GMT

I  didn't  even  know  that  there  was  any 
mechanism left to encourage bankruptcy. But it 
seems like the CDSs might become a valuable 
tool  in  circumventing bailouts  and putting  the 
twitching  carcasses  of  bankrupt-in-all-but-law 
corporations to rest.

The efficiency of the free markets is based on 
the  fact  that  the  more  efficient  firms  prevail. 
Efficiency is thus not a feature of free markets, 
but a process that happens to be facilitated by 
such  an  order  of  things.  (Whereas  planned 
economies  usually  have  plenty  of  inefficient 
firms tagging along because someone wants to.)

With the bailout mentality in the industrialized 
countries,  this  process  comes  to  a  screeching 
halt.  Huge  corporations  producing  obsolete 
products, like GM, have just the same effect on 



the  economy  of  a  capitalist  nation,  as  on  a 
communist  one.  They  uselessly  gobble  up 
resources that are lacking elsewhere.

The  largest  drag  on  western  economies, 
however, is still the financial sector. And this is 
where the bailouts do the most damage.

Hugely ineffective, with no products or services 
to show for all the billions, it generated 40% of 
the  corporate  profits.  This  means,  that  if  you 
wanted to make money in the USA, you would 
go to the financial sector.

The  usual  story  is  that  the  financial  sector 
provides  the  rest  of  the  economy  with  the 
money it  needs to run smoothly.  But financial 
corporations are just as rational as all the other 
players  in  the  game.  They  wanted  to  get  the 
most profit they could get and guess where they 
found it?

Right.  In  the  financial  sector.  And  thus  the 
financial sector invested mostly in the financial 
sector.  Feeding  itself  with  its  own  money,  it 
became ever more profitable, how could it have 
failed to be? And the more profitable it became 
the more it invested into itself and the more they 
did, the more the outside world was seen as not 
profitable enough.

The old story was now false. The money is in 
the  banks  and  they  won't  let  any  of  it  out 
(otherwise, they'd go bankrupt).

Nothing could be less effective than a financial 
sector that doesn't let any money out and thus it 
should  be  the  first  to  go  bankrupt.  But 
unfortunately, the credit default swaps won't bail 
the public out of these bailouts.

Whatever happened to the food crisis?
Jul 2nd 2009 4:37 GMT

Another  misguided  article  that  is  treating  the 
butchered mess of global  agriculture as a  free 
market.

With the EU and the US keeping global prices 
artificially  low  by  pumping  their  subsidized 
surpluses  onto  the  world  market  and  not 

allowing anyone to compete with their farmers 
by imposing all the dirty tricks in the books of 
the  protectionists  on  them,  the  agriculture 
market is not fit for an analysis using the tools 
of free markets.

This regime has put severe disincentives on the 
development  of  agriculture  in  developing 
nations,  whose  agriculture  consequently 
performs  far  below  the  level  of  their  under-
appreciated development.

Would England have developed its  agriculture 
to anywhere near the level of the 18th century, if 
a club of hypocritical empires had dumped huge 
quantities  of  meat,  cereals  and  vegetables  on 
them at  a  price  below their  production  costs? 
While at the same time denying it access to their 
market,  where  England  could  easily  compete 
with  much  lower  prices  on  other  products? 
Thus,  starved of means to earn money abroad 
and  strong  economic  disincentives  to  develop 
their own economy, England would never have 
seen the industrial revolution.

In  fact,  Adam  Smith  described  just  this 
situation, as the situation that the undeveloped 
Scotland was in (then roughly on the level  of 
todays  Mali  or  Burkina  Faso)  prior  to  the 
unification with England.

The  Highlands  of  Scotland  provided  meat 
cheaply to the lowlands where farmers had thus 
no  incentive  to  raise  chattel  that  would  have 
provided  them  with  sorely  needed  fertilizer. 
(Raising chattel  for fertilizer  only would have 
been  prohibitively  expensive.)  The  economy 
stagnated and the situation only changed after 
the  markets  of  England  were  opened  to  the 
cheap meat  of  the  Highlands,  the  now higher 
price  of  meat  giving  an  income  to  the  poor 
highlands and providing the lowlands  with an 
incentive to raise chattel and naturally fertilize 
their fields, improving productivity and finally 
breaking the impasse.



Soak the rich
Jul 16th 2009 11:30 GMT

Why was health insurance established?

Health  care  bills  have  some  unusual 
characteristics.

1) They can be large.
2) They can be unpredictable.
3) They increase the later the treatment is after 
the onset of a disease or injury and will severely 
diminish  both  the  quality  of  life  and  the 
productivity of the individual until it is cured.

This means that in most cases the few unlucky 
enough to be diseased or injured will not have 
the  means  to  pay  for  health  care  all  by 
themselves, even though the cost of health care 
is  less  than  the  damage  if  health  care  is  not 
provided.  (In  the  form  of  chronic  disease, 
chronic weakness, chronic pain or very chronic 
death.)

This  means,  that  it  is  in  the  interest  of  the 
society  at  large  to  provide  health  care  to 
everyone, regardless of whether or not they can 
individually afford to pay for it.

How was health insurance supposed to work?

Health insurance was supposed work in such a 
way, that  everyone is  paying for the needs  of 
health care of everyone else in the society.

Since  only  very  few  people  will  need  the 
treatment of a doctor at any given point in time, 
the cost is very affordable for every individual 
of society. This statement must be qualified as a 
comparison to such a state of society, in which 
everyone has to pay for their own healthcare all 
by themselves. It is much easier for 500 people 
to pay $100 each month, than for 1 person that 
could  be  any  single  one  of  the  500  to  pay 
$50,000 to have a doctor treating their injury or 
illness. And the loss of not treating this injury or 
illness would be much higher than $50,000.

Does it work like this today?

No.

How does it work?

Insurance  companies  are  run-off-the-mill 
financial corporations. You give them money to 
do something and they do it, but keep a part of 
your  money  to  themselves.  These  days  about 
20%.  Additionally,  they  chose  not  to  provide 
healthcare  to  50  million  people  who  will 
naturally need the same amount of healthcare as 
everyone else and will suffer in the same way as 
everyone else, if no healthcare is provided. The 
damage done in this way is enormous.

Health  insurance,  like  (for  example)  national 
defense, jurisdiction, police and fire fighting, is 
a  natural  monopoly  that  can  only  be  done 
properly by the community of the people of the 
nation. It is for things like those, that we have 
established nation states in the first place. If you 
force a market system on such a thing, you will 
do damage.

Your house is on fire but you didn't  pay your 
fire insurance? Sorry, we can't put that fire out if 
you're not insured. Why don't you have enough 
fire extinguishers to put this fire out in the first 
place?  But  don't  worry,  when  the  roof  is  just 
about  start  to  collapse,  it's  an  emergency  and 
then  we  can  pull  you  out.  Never  mind  your 
neighbors, they are insured. If their houses catch 
fire,  we  can  extinguish  the  fire  in  about  30 
seconds, they won't even have water damage.

That is the state of health care in the US today.

In one word: ludicrous.

What went wrong with economics
Jul 16th 2009 5:12 GMT

The mistake of economics in recent years was to 
ignore  the  third  sentence  of  Adam  Smiths 
"Wealth of nations". The first three are those:

The annual labour of every nation is the fund  
which  originally supplies  it  with  all  the  
necessaries  and conveniencies  of life  which it  
annually  consumes,  and which  consist  always  
either in the immediate produce of that labour,  
or in what is purchased with that produce from 
other nations.



According, therefore, as this produce, or what is  
purchased with  it, bears  a  greater  or  smaller  
proportion to the number of those who are to  
consume it,  the nation will be better or worse  
supplied  with  all the  necessaries  and  
conveniencies for which it has occasion.

But  this  proportion  must  in  every  nation  be  
regulated by two different circumstances: first,  
by the skill, dexterity, and judgment with which
its  labour is  generally applied; and, secondly,  
by the proportion between the number of those  
who are employed in useful labour, and that of  
those who are not so employed.

As native speakers of English fear nothing more 
than  long  sentences,  let  me  rephrase  the 
statement.

1)  You  can  only  consume  as  much  as  you 
produce. You may not always consume the very 
same  stuff  that  you  produce,  but  you  will 
consume no more than that in the long run.

2)  The  more  the  average  person  of  a  nation 
produces,  the  more  he  or  she  will  be  able  to 
consume on average.

3) The amount produced depends on:

a)  The  technology  you  use  to  produce 
something.
b) If what you produce, the amount you produce 
and the way you produce it makes sense.
c) How many people do something useful and 
how many people are doing something useless.

Note well, you *can* do something that is both 
useless  *and*  necessary.  Like  cleaning  your 
dishes.  It's  not  like  you had any better  dishes 
afterwards, it is thus useless. But it certainly is 
necessary. This is not work, this is a chore and if 
you  find  a  way  to  do  it  with  less  work,  you 
should do it, so you can start doing something 
useful instead.

What economists ignored, is that recently lots of 
money  went  into  doing  such  chores,  like 
finance. Finance is necessary, but it is useless. If 
your country has a large finance sector, you are 
showing off the utter inadequacy of the sector to 

do  this  chore  of  allocating  money  (and  thus 
work) in a more efficient way.

One  in  twenty  people  were  employed  in  this 
sector.  One  in  7  dollars  of  revenue  were  in 
finance.  2  in  5  dollars  earned were  earned  in 
finance,  doing something perfectly  and utterly 
useless.  While  pretending to  do  the  necessary 
chore  of  allocating  work  as  profitable  as 
possible,  while  in  fact  allocating  even  more 
work to allocating work as profitable as possible 
and because this seemed to be such a profitable 
way  of  allocating  work,  they  were  allocating 
even more work to this absolutely useless, but in 
some way necessary branch of the economy.

The  same  goes  for  real  estate  and  insurance, 
both using amounts of money grossly in excess 
of  their  actual  usefulness.  (Remember,  the 
service of a health insurance company is giving 
the money of its costumers to doctors. Nothing 
else,  nothing  a  small  number  of  computers 
couldn't  do.  All  the  *real*  work  is  done  by 
doctors.  Insurance is  thus not  a  service,  but  a 
chore.)  The very same goes  for  the American 
system of litigation, that is a laughing stock all 
around the world.

The problem with ignoring this third sentence is 
the  same  that  the  Spanish  faced  after  their 
country  was  flooded  with  the  gold  of  their 
colonies.

They mistook money for wealth.

It is that simple.

Over the moon?
Jul 17th 2009 10:51 GMT

The  problem with  spaceflight  is  that  doing  it 
efficiently contradicts most of what Americans 
think an economy should be like.

The  first  thing  to  avoid  in  the  *current 
condition* of spaceflight, is competition. (I can 
hear the Americans screaming already.) Why?

It's  a  tiny market.  Every year  there are  a  few 
score satellites to launch, globally. Maybe 60. If 
we  concentrate  for  the  moment  on  those  that 



require heavy launch vehicles like the Ariane 5, 
we are down to maybe 20 per year, if all goes 
really well.

What  kinds  of  heavy  launch  vehicles  do  we 
have?

Russia: Proton M
Europe: Ariane 5
Japan: H2B

Those three are the only launch vehicles of the 
class developed by those nations. The Proton is 
currently  the  most  successful,  Ariane  5  is 
catching up, the H2B is far too expensive to be 
competitive.

And now the laundry list of the US:

Shuttle (payload, excluding crew)
Titan IV (retired in 2005)
Atlas V (active)
Delta IV (active)
Ares I (in development)
Falcon 9 (in development)

Note that each one took a roughly comparable 
sum  of  several  billion  dollars  to  develop,  no 
matter  if  in  Russia,  Europe,  Japan or  the US. 
The USA, however, had 3 or 4 launch vehicles 
of the same size in service at any time in the last 
decade or so and will have 3-4 in service over 
the next decade.

Ignoring the fact that US launchers aren't cost 
competitive to Russian and European ones, let 
us assume that each one gets a fair share in the 
market and ignore the Japanese H2B.

We  have  20  Satellites  to  launch,  5  different 
launchers, that's 4 satellites each per year. If a 
rocket was developed for $5 billion, that means 
you have to  pay $50 million  for  development 
cost  alone  with  each  launch  -  that  is,  if  you 
manage to get as many as 100 launches. (Of the 
western ones,  only the Ariane 4 managed that 
feat.) At a rate of 4 launches per year, that's 25 
years  of  service.  If  you have  only  one rocket 
instead of 3 to spread the launches on,  it  will 
only be 8 years to the next generation.

Typically,  a  US  rocket  sees  on  the  order  25 

launches  before  it  is  scrapped.  Only  the 
Japanese are worse in this respect, having less 
than 10 before the next generation is developed.

Russian rockets, on the other hand, see regular 
use.  The Proton has  racket  up more than 100 
launches  already.  The  Russian  Soyuz  rockets 
(not of the same size, but for illustration) saw 
more than 1500 launches. The launch cost ($30 
mio) of a Soyuz is about half of the actual price 
($60 mio), because the other nations demanded 
that Russia mustn't put it on the market for less 
than 80% of their prices, or Russians would get 
*all* the commercial launches.

When Mark Shuttleworth or Dennis Tito flew to 
the ISS they paid $20 million - singlehandedly 
paying two thirds of their respective launch.

The trouble with US launchers is, they are too 
expensive because they see little use. And since 
they are so expensive, they aren't being used.

This  catch  22  was  caused  by  imposing 
competition on the market in  such a  way that 
development cost skyrocketed (pardon the pun). 
You pay  twice  the  development  cost  up  front 
and  see  fewer  launches  because  of  your 
excessive  development  cost,  making  each 
launch even more expensive.

And I didn't even speak about the corruption in 
the  military  sector  of  the  US  that  is  a  major 
factor  in  pushing the  cost  of  the  constellation 
program *above* the *inflation adjusted* cost 
of Apollo, even though it takes twice as long to 
develop ...

You may have been able to send a man to the 
moon,  but  that  was  when  people  were  still 
asking what they can do for the state and didn't 
ask the state to leave them alone.

A $10 billion Saudi fraud claim
Jul 17th 2009 5:57 GMT

It has been stated frequently, in this paper and 
others, that there is too much money (hundreds 
of Billions, probably trillions of dollars) chasing 
too few investment opportunities.



Why then the surprise of finding out that a few 
billion  dollars  were  used  in  fraud?  In  fact, 
economists should be happy about those frauds. 
After  all,  they  reduce  the  incredibly  huge 
amount  of surplus  money chasing investments 
at  least  by  some  degree,  thus  making  the 
economy more efficient.

Tolerating abuse
Jul 30th 2009 7:13 GMT
(How many people would tolerate torture to  
protect their country?)

It  is  easy  to  answer  the  question  "would  you 
accept the torture of others" in the affirmative. 
Why, yes of course I would accept the torture of 
others, that's not the point.

What I don't accept is the torture of *me*. It is 
only  because  I  can't  possibly  be  sure  that 
someones  *other  guy*  doesn't  happen  to  be 
*myself*, that I say that your shouldn't torture.

The very same goes for killing people.

Next time, you should frame the question in a 
different way to see if people accept torture or 
not:

"A few days ago,  a  brutal  murderer  killed  50 
people in your town. Police has determined that 
the perpetrator must be one of 10 people. One of 
those is you. Would you accept to endure pain 
equivalent to pulling teeth without anesthetics, 
having  several  of  your  bones  broken  in  a 
deliberate  manner,  your  eyes  poked  with 
needles or being put in an immediately deadly 
situation, such as suffocation, if this would help 
to make sure the murderer is  caught? Doctors 
will  of  course  be  present  and  any  long  term 
damage minimized."

Some  people  will  invariably  answer  in  the 
affirmative, but anything lower than 97% of the 
people being against being tortured themselves 
would be a surprise.

The lives of others
Aug 7th 2009 12:29 GMT

I  disagree  with  the  notion  that  investment  is 
stifled mainly through bureaucratic  barriers  of 
entry.  Far  more  important  than  that  is  the 
benchmark  of  expected  profit  that  potential 
investment  has  to  pass.  Currently,  this  lies  at 
roughly 15%, if your name is Josef Ackermann, 
it is 25%.

Let  us  see  what  the  implication  of  such 
expectations is.

In 2007 German growth plus inflation amounted 
to  about  5%. That  is  how much the economy 
grew in terms of Euros. If you assume a rate of 
profit  of  15%,  it  is  clear  that  the  share  that 
corporations  in  the  economy  will  have  risen 
significantly by the end of the year. In fact, all 
investments with profit rates of 15% will have 
doubled  in  size,  relative  to  the  rest  of  the 
economy, within a mere 7 years.

In  the  14  years  since  1995 this  amounts  to  a 
fourfold increase, at the expense of the rest of 
the  economy.  What  is  supposed  to  be 
sustainable about that?

Of course, this is not a new insight, Adam Smith 
wrote, more than 200 years ago:

But  the  rate  of  profit  does  not,  like  rent  and 
wages, rise with the prosperity, and fall with the 
declension of the society. On the contrary, it is 
naturally low in rich, and high in poor countries, 
and it is always highest in the countries which 
are going fastest to ruin.

But who cares about the ignorant scribbles of a 
dead Scotsman.

The sun also rises
Aug 7th 2009 12:03 GMT

I really wonder why the economist and others 
keep touting the cash for clunkers program as a 
relief  for  the  economy.  I  mean,  really,  it's  a 
disaster!

Yes,  car  sales  rose  recently  and  very 



significantly,  one  reason  why  the  economy  is 
doing a bit better. But you just need to read the 
headline to understand that all of this is going 
hurt a lot more than it helps right now.

"Unemployment is still surprisingly high"

We all  know that  unemployment  is  a  lagging 
indicator of economic growth. We all also know, 
that the US economy is dependent on consumer 
spending. Consumer spending is dependent on 
(guess what) employment!

So let us assume that there is a reason and a half 
why there will  be some sort of recovery or at 
least stopping of the fall once stock is depleted. 
But what then?

Unemployment,  we  remember,  will  continue 
rise  at  this  point,  because  it  is  a  lagging 
indicator. And so consumer demand will tend to 
go down as well. But what then is the basis of 
growth  that  your  magical  recovery  must  be 
based on? Exports? Exports sold through which 
business connections? Exports financed by what 
imported resources (after the US$ has dropped 
enough to make US economy competitive they 
will  be  extremely  expensive)?  Exports 
manufactured  in  what  factories  supplied  by 
which infrastructure?

It is very clear to see for anyone who is walking 
through the world with open eyes, that this will 
be (at least) a double dip recession (if the US 
economy  gets  out  of  recession  at  all).  How 
could  it  be  otherwise?  There  is  no  basis  for 
growth. But with no basis for long term growth, 
stimulating  demand  for  durable  goods  in  the 
*short*  term,  just  means  that  demand  for 
durable goods in the medium term will be *even 
worse*.  And  will  be  even  worse  during  the 
worst  part  of  the  recession.  Especially  the 
coveted car manufacturers will have even lower 
demand  through  the  very  worst  part  of  the 
recession.

Economics 101 anyone?

U, V or W for recovery
Aug 20th 2009 9:46 GMT

Unfortunately I still feel compelled to be utterly 
pessimistic.

It's the fundamentals, stupid.

Unlike whatever President Bush said on August 
9th  2007,  the  US  economy  has  been  and  is 
*fundamentally*  weak.  Although  it  was 
outwardly  strong.  The US has  finally  made  a 
long overdue turn in savings, with the savings 
rate rising from a *negative* 0.5% to a positive 
7% and rising. Yet, in an economy that relies on 
consumer  spending  for  70%  of  its  GDP,  that 
certainly  doesn't  make  for  great  growth 
prospects in demand. Especially since most of 
that "saving" isn't so much about saving money 
to go on a shopping spree later, but about paying 
back mortgages on far overpriced real estate.

The same goes for the second largest economy 
of the world - Japan. Japan hasn't seen much in 
the  way of  domestic  demand for  the  last  two 
decades, I would be (positively) surprised to see 
Japan finally rising from its liquidity trap.

The  third  largest  economy  is  indeed  a  silver 
lining on the horizon, but I'm not holding my 
breath to see China become the next big spender 
to stimulate the rest of the world economy.

As for the forth largest economy, Germany, I'm 
less  than  optimistic.  Although  in  better  shape 
than Japan (not  much of an achievement),  it's 
economy is focused on export and has actually 
suffered more than the US. Domestic demand, 
here too,  remains small.  Mostly because wage 
raises have been largely absent for the last one 
and a half decades. Also, cuts in social welfare 
and fines for receivers who didn't go looking for 
jobs  were all  part  of  the stick of  a  stick-and-
carrot-policy to spur employment ... one that is 
sadly lacking a carrots.

So, who is going to lead the way out?

If we want the economy to pick up, then it is 
imperative  that  whatever  goods  are  produced 
and whatever services shall be performed must 
actually be paid with money. Where that money 



comes from is not quite that important, as long 
as  it  eventually  arrives  in  the  hands  of  eager 
costumers.

Unfortunately, money is currently in the hands 
of people who simply don't need yet another car, 
the digital  vaults  of banks who need as much 
money as possible just in case anyone finds out 
how little their "assets" are truly worth ... and in 
the savings accounts of people who are surely 
*not* going to spend their money when they are 
terrified about  their  dismal  future prospects to 
keep their jobs.

Still crazy after all these years
Aug 20th 2009 10:13 GMT

There  is  a  reason  for  the  appeal  that 
conspiracies  have,  that  never  really  gets 
mentioned.

They exist.

Didn't we witness a guy running a $50 billion 
Ponzi scheme just recently?

Wasn't  there  a  company  called  Enron  that 
basically didn't do much else?

Isn't it an open secret that local and not-so-local 
politicians  give rather  unreasonable preference 
to  their  sponsors,  friends  and  relatives 
companies  when  choosing  contractors  for 
government contracts?

Wasn't the CIA engaged in a rather large number 
coups,  including those  to  topple  the  leader  of 
Cuba  and  more  successful  ones  in  Chile  and 
elsewhere?

Or would you say that those weren't so much a 
conspiracy  as  ordinary  fraud  and  government 
actions? But then you would have to come to 
the conclusion, that any conspiracy, once it sees 
the  light  of  day,  will  end  up  under  the  label 
fraud, terror plot, misconduct or whatever.

In  this  case  I  would  have  to  agree  that,  yes, 
conspiracies don't exist.

But that doesn't make things any better.

In the cold light of day
Aug 25th 2009 1:37 GMT

Oh, prosecution *could* follow.

I'm impressed. (No, that wasn't irony. That was 
cynicism.)

The United States of America are - as a part of 
their myth of foundation has it - a city on the 
hill.  There  for  everyone  to  see.  There,  for 
everyone to see how it ignores the most basic 
rules of morality. There, for everyone to see as 
the  most  blatant  example  of  hypocrisy. 
Furthering  free  trade  wherever  it  can  benefit, 
subsidizing and blocking products where it sees 
fit  and blocking access  even to  vital  products 
(especially  medicine,  intellectual  "property") 
were profits are held up only through artificial 
scarcity.

The United States of America have become the 
most prominent example of countries ignoring 
even  the  most  basic  human  rights,  dispensing 
with ethics and morals as it sees fit, even in the 
name of Christianity. (Not that this is new.)

In its  self  declared mission to spread freedom 
and democracy it has become but another bully, 
yet  another  self-righteous,  hypocritical  regime 
whose sole purpose has degenerated to holding 
up a distorted image of the supposedly superior 
American way.

What a shame.

Leading or lagging?
Sep 3rd 2009 2:56 GMT
(An article on current GDP growth.)

The German number is a fluke, why did you put 
it in there?

Elections  are  24  days  away.  The  cash  for 
clunkers program ran out of money yesterday. 
There  are  newspaper  articles  talking  about  a 
behind-the-scenes  agreement  between  industry 
leaders  and the current  government  not  to  cut 
jobs  until  after  the  election.  Car  dealers  and 
perhaps manufacturers face a severe plunge in 
revenue.  And  the  true  impact  of  increased 



unemployment  over  the  next  year  is  surely 
underestimated as the current  government  that 
tries to keep up the all-is-fine talk.

Doesn't this newspaper have a responsibility to 
report about severe distortions of the statistics it 
is publishing?

Keeping pirates at bay
Sep 4th 2009 5:01 GMT

A  parable  from  Economics  101.  Everyone 
knows it in one form or another:

You are in the desert. You are thirsty. However, 
there  is  a  water  merchant.  The  price  is  quite 
outrageous, $100 per litre, but you are ready to 
pay  for  it,  because  there  is  no  other  water 
around.

An hour later, clouds appear out of nothing, it 
suddenly starts to rain.

The price drops to zero,  because now there is 
water  everywhere.  The  merchant  has  to  find 
another way to make money, poor ... erm ... rich 
sod. - Or so economics would have you think.

Reality  check:  What  would  actually  happen, 
given the current situation?

Well, the water merchant would go to the king 
and outlaw the use of rainwater. First by saying 
that it is unhealthy, then by saying that it puts 
watermerchants  out  of  work,  finally  by  just 
saying  it  is  illegal  and  immoral  to  drink 
rainwater (for whatever ludicrous reason anyone 
ever uttered). Rainwater collection is outlawed, 
barrels used to collect water from house roofs 
are  confiscated  and  destroyed.  Any  roof 
equipment  simplifying  the  collection  of 
rainwater  is  also  outlawed,  people  found  in 
possession  of  such  equipment  are  fined  the 
equivalent  of  several  decades  worth  of  hard 
work.

That's the world we live in.

And trust me, whatever can't go on, *will stop*.

The RIAA and their ilk, as well as those who 

currently  alienate  the  "intellectual  property" 
from the creators of the ideas, will face the fate 
of  slave  owners  of  yore.  Left  in  the  dust  of 
disgrace by the first society to actually grant the 
intellectual freedom to its people.

Utter defeat is unavoidable.

Reality  will  prevail  over  the  fiction  of 
prohibiting  and  criminalizing  the  spread  and 
*use* of information.

Rearranging the towers of gold
Sep 10th 2009 7:17 GMT

>  [It  may]  leave  investors  trying  to  hedge  
specific risks with blunt instruments, making the  
system less safe, rather than more.

But less safe is more safe, in this case.

Finance  has  shown  us  quite  well  just  how 
unsafe it is, when finance comes to think of its 
investments  as  bulletproof  -  all  they  do  is  to 
invite bigger bullets.

Only  when  investments  aren't  perfectly  safe, 
only  when  making  the  wrong  investment 
decision actually carries a penalty that can't be 
hedged  out  of  existence,  can  a  financial 
*system* be safe.

They used to call that "prudence" - look it up in 
a dictionary, pre-1980, if you have one.

Otherwise,  if  no losses  are  possible  at  all,  no 
matter how stupid your investment is, how is the 
financial system supposed to create an efficient 
economy  and  why  would  you  need  financial 
experts?



Wearing thin
Sep 14th 2009 6:00 GMT
(Protectionism  in  a  row  involving  the  US  
banning  Chinese  products  and  vice  versa,  
starting with a quote from the US legislation)

>  such  increased  quantities  and  under  such  
conditions  as  to  cause  or  threaten  to  cause  
market disruption to domestic producers

In plain English: Give us whatever we want, but 
don't you dare to start actual competition.

So much for 'free' trade.

Half a loaf, or half-baked?
Sep 17th 2009 1:02 GMT

The USA can finance any health care plan they 
could dream up.

If only a single politician in the government had 
the guts to touch the $7 trillion dollar gorilla in 
the room.

Military spending over the next 10 years.

---
(Due  to  a  glitch  in  the  system,  two comment  
forums were created to the exact same article. I  
used the opportunity to see what the influence of  
different wording is. The former comment was  
better  received,  though  it  may  just  have  had  
fewer readers.)
---

Half a loaf—or just half-baked?
Sep 17th 2009 4:48 GMT

As if financing health care was a problem. The 
plan costs 787 billion dollars in ten years. Given 
all the hoopla it caused in the last few months, it 
is inconceivable that it was about such a small 
sum.

The  US  spend  more  than  700  billion  dollars 
*each  year*  on  its  military  for  the  last  few 
years. And that's just the official figure.

Where, I ask the Americans, is the tea bagging 
of the US Department of Defense?

Small isn't beautiful
Sep 17th 2009 5:59 GMT
(An article lamenting the lower profit margins  
of small cars.)

So, small cars are the problem? How could that 
be? Aren't small cars what the costumers want? 
Shouldn't companies supply what the costumers 
want?

It is obviously nonsensical to blame the cars or 
the costumers. But, you say, small cars are not 
profitable  enough.  Maybe  that  is  the  problem 
then.

So, if small cars aren't profitable enough, get out 
of  the  business  of  making  them.  The  result? 
Look at GM.

What variable is left, that nobody seems to be 
looking at? The rate of profit.

Yes,  I  do think  that  companies  are  entitled  to 
make a profit and that profit itself shouldn't be 
regulated.  But  a  sober  assessment  of  a  lot  of 
problems that the car industry and a lot of other 
industries in western countries have, is that the 
expected rate of profit is incommensurable with 
reality.

How is an expectation of a profit rate formed? 
Well,  this  is  quite  easy.  You  are  a  bank,  you 
have  money,  where  will  you  put  it?  Well, 
wherever you get the highest rate of profit.

Of course, most of the time, the highest yielding 
investment  opportunities  have  been  filled 
decades ago. Any further investment will be less 
profitable and that too will be finite. Eventually 
the only way to invest money will be relatively 
low-yielding industry, like building small cars. 
And  usually  you  will  find  those  too,  in  any 
healthy economy.

Of course, our economies aren't healthy. What is 
the diagnosis?

The symptom is elevated profit expectations.

The underlying cause is a financial system that 
creates  the  illusion  of  huge  profit,  while 
investing in ever new bubbles (IT, houses, food, 



oil, metals, you name it). In each and every case 
demand outstrips supply, driving prices up and 
creating the illusion of profit. Once a bubble has 
burst,  the  next  one  comes  along,  creating  yet 
another place of fictional profit, never mind the 
inevitable losses.

And that is why industries with a paltry 8% rate 
of profit are regarded as not worth investing in.

Snail's pace
Sep 22nd 2009 5:53 GMT

So,  this  is  just  your  typical  systemic  banking 
crisis? What a relief!

In any other field, people would have done one 
of two things for quite a while already:

1) Worked out a system that can't have such a 
crisis.

2) Worked frantically to find out what is going 
wrong so often, that people start to call it typical 
and have statistics to proof their point!

3) Fired the people in charge who persisted after 
heaping ridicule over those who warned years 
before that a major breakdown was unavoidable.

Finance is VITAL! Like water, food and shelter. 
It is not a get-rich-quick scheme.

There  is  no  room  in  finance  for  people  who 
want to keep the money, because it as all about 
getting  it  and giving  it  away in  the  best  way 
possible.

Hey, who said I can't to count to three? ;-)

---

Snail's pace
Sep 22nd 2009 8:27 GMT
(Reply to another commentator who said there  
wasn't such a thing as a "typical crisis".)

Of course there is a typical crisis.

It doesn't matter if we are talking about futures 

contracts, mortgages, conventional credits, post-
dated  cheques,  even  hyperinflation  and  stock-
market bubbles - the cause and effect is always 
the same.

The  cause  are  promises  to  carry  out  work  at 
some point in the future for somebody. It doesn't 
matter if this is in some sort of contract or plain 
old money. Carrying some piece of evidence of 
this promise, the receiver does whatever he had 
to do to get this contract (promise/money) and 
goes on to the next person.

This  person  is  able  to  give  the  bearer  of  the 
contract  some  sort  of  product  or  service  in 
return, for which the bearer has occasion. The 
other  person *accepts*  the  contract,  confident 
that it will be fulfilled.

The  problem arises  once  a)  the  total  notional 
value  of  those  contracts  outstrips  even  the 
possibility of fulfilling them when they are due 
and b) enough people are aware of this fact.

The  awareness,  that  the  contracts  can  not  be 
fulfilled decreases their value. Since this value 
is  usually  denominated  in  money,  this  simply 
means  that  people  suddenly  lose  money  that 
they  thought  they  had,  but  was  in  fact  only 
promised to them in a contract.

Since  people  aren't  perfect,  however,  there  is 
some  psychological  stickiness  in  price  levels. 
People collectively demand too much money for 
their goods or services, relative to the available 
total  amount  of  money.  (After  the  notionally 
available value of the contracts evaporated.)

The result is that the total integrated value of the 
flow of money over a given period of time, that 
is exactly equivalent to all work that is done for 
money, is less than the total value of potential 
demand  (which  is  equal  to  or  less  than  the 
maximum potential production). In other words, 
there isn't enough money to go around.

In  the  end,  people  are  unemployed  and  the 
whole thing is indistinguishable from what we 
call a typical crisis.

P.S.:  In  the  case  of  hyperinflation,  it  is  the 
money itself that is losing its expected value in 



the future. Which simply means that there is no 
credible  way of  promising  through the  use  of 
money that you will actually get an equivalent 
of  your  money  back,  as  goods  or  services  - 
unless you manage to  do it  within the next  5 
minutes or so.

P.P.S.:  You  could  write  this  without  using 
"money" at all, but the explanation is much too 
abstract already.

Paradise rocked
Sep 30th 2009 2:09 GMT

So, 5 years after the 2004 tsunami, another one 
strikes.  Communities all  over the pacific were 
alerted, I'm sure nobody listened.

In those last 5 years, ever earthquake in excess 
of  magnitude  6  caused  an  immediate  tsunami 
warning. I said it then and I'm saying it again: 
that's no use.

The pacific rim experiences earthquakes of that 
magnitude  on  a  very  regular  basis.  Regular 
enough that  just  a  couple of  months  after  the 
2004 tsunami inhabitants were throwing stones 
at the warning sirens.

They couldn't take it any more. Because those 
sirens were blaring false alarms over the islands 
on a very frequent, though unpredictable, basis. 
Each  of  which  followed  by  pathological 
"tsunamis"  of  staggering  sizes  often  not  in 
excess of 15cm!

What  use  is  a  warning  system  that  generates 
more than a dozen false alarms each year, each 
theoretically  implying  that  you  should  stop 
whatever you're doing, run to higher ground and 
fear for you life?

It's no use.

And  the  number  dead  people  proves  its 
uselessness. Its sensitivity should be dialed way 
down (magnitude 7.5 or higher) and the scope 
of  any  immediate  warning  limited  to  the 
immediate  vicinity  (200  or  300  miles)  of  the 
earthquake. If there truly *is* a tsunami, alerts 
can be extended.

The end is nigh (again)
Oct 1st 2009 5:49 GMT
(An  article  about  the  bull  market  starting  in  
march 2009.)

Have a look at the Dow Jones Chart.

Note the high of 2007.
Note that the economy has  shrunk in the meantime. 
… accounting rules have been changed to generate one-
off profits in order to prop up the banks.
... trillions of dollars were shoved up this bulls rectum.
... the corporate culture hasn't changed a bit since.
... with the current slope, the high of 2007 is a year away.
... people say the equivalent of "this time is different" 
again
... not having a crash means staying on a "permanently 
high plateau"

What exactly is it that warrants giving a 6-figure 
income to people who still argue that this is in 
any way rational?

It's time to slaughter this sacred cow.

It wasn't me
Oct 8th 2009 10:18 GMT
(An inexplicable article argueing that bankers  
weren't fraudsters, but "merely useless".)

There are people who can be forgiven, if they 
are useless. For the most part,  they are people 
who  earn  little  or  nothing  beyond  mere 
subsistence.  Most  of  all,  they  will  not  do 
damage on any large scale.

However,  when  you  are  the  head  of  an 
institution that has, willing or not,  taken upon 
itself  the responsibility to provide money to a 
substantial part of the economy, being useless is 
not an option. Being useless is not just a crime. 
Being useless is high treason.

When you take upon yourself responsibility of 
any kind, failing to fulfill your responsibility by 
being useless may just be a shame. (And I know 
that  shame  well.)  But  being  useless,  having 
taken  responsibility  not  over  hundreds  of 
billions, but trillions of dollars, is beyond mere 
words to describe.

Money is more than scraps of paper. The flow of 
money  commands  the  work  of  people  in  an 



indirect,  but  relatively  efficient,  way  that 
trickles through the whole of the economy. You 
may think you buy a car, but in fact you buy the 
services of the manufacturers, the suppliers, the 
raw materials  etc.  but  you  also  prevent  those 
services  to  be  commanded  by  anybody  else, 
including people who could make better use of 
them,  and  you  prevent  those  people  from 
providing other services to you or other people, 
including  such  services  that  would  be  more 
useful to you or them.

If  you  control  streams  of  money  of  the 
magnitude  that  modern  banks  did,  you  are 
responsible  for  the  functioning  of  the  whole 
economy  and  thus  of  the  society.  The 
responsibility  that  those  people  took  upon 
themselves  is  easily  comparable  to  that  of  a 
statesman.  As  a  statesman,  when  you  are 
useless, you are supposed to step down.

A king is supposed to rule a country. To rule a 
country is to provide its people with directions 
in a way that let people complement each other 
and live together peacefully. When kings were 
no  longer  up  to  this  task,  when  *they*  were 
useless, we no longer allowed them to rule.

The  heads  of  the  largest  banks  in  the  world 
*knew* that they had no way to live up to their 
responsibilities, to direct the streams of money 
in a way that was most beneficial, because they 
were (knowingly) ignorant of them. So they too 
should  have  resigned.  Leading  a  bank 
responsible  of  hundreds  of  billions,  even 
trillions of dollars, being useless is no defense.

There should be no reason why they should still 
be allowed to control the streams of money in 
the way they did, as they proved to be useless in 
this task.

And  as  with  the  kings  of  yore,  we  should 
replace  them  with  an  institution  capable  of 
living up to such responsibilities.

Capable of being useful.

What a waste
Oct 15th 2009 5:25 GMT

So, bankruptcy avoided?

Well, no. Health-care isn't the real problem that 
the US is facing. The US spends more than half 
its  budget  on  "defense",  which  is  more 
accurately described as war spending.

And *that* is bankrupting the country.

(The budget of the DoD could pay the current 
health care reform *eight* times over.)

Obviously, the US hasn't learnt the lesson of the 
collapse of the Soviet Union. A dollar spend on 
military is a dollar lost to the people.

Questioning the invisible hand
Oct 15th 2009 5:56 GMT

Liberalised  energy markets  can  cut  emissions. 
Try economics 101: Put a tax on every ton of 
CO2 emitted. A higher price will lead to lower 
demand  on  the  margin  and  supply  will  be 
adjusted accordingly. Of course, downward.

Trust the economists, free markets work.

But  what  kind  of  market  is  the  CO2 market? 
Part  of  the  CO2  is  given  away  for  free, 
certificates can be bought and sold, but are in 
fact  more  abundant  than  the  industry  actually 
needs,  because  politicians  face  the  constant 
struggle between lowering CO2 emissions and 
not strangling the economy. And we're not even 
talking about having to check every company if 
they  *really*  only  emit  as  much  as  they  are 
allowed.

In  other  words,  it  is  a  thoroughly  distorted, 
artificial market. And those don't work.

Compare  that  with  the  simplicity  of  a  tax  on 
coal. There are taxes on coal anyway, you just 
need  to  change  the  numbers.  No  additional 
headaches, just higher prices and the result is a 
sure-fire reduction of CO2 emissions.



So much gained, so much to lose
Nov 5th 2009 5:26 GMT

Economic  freedom  has  outpaced  political 
liberty? Well, as an East German I must agree. 
So, to show you the state of political liberty in 
this country, let me give you a description of a 
state of economic freedom.

So, what is the economic freedom of the East 
Germans?

You may say, that it is the same as in western 
Germany, which seems to be true on the face of 
it, as the same laws govern the West *and* the 
East of Germany these days. But that is not the 
full story.

Before the reunification, economic freedom was 
limited  -  as  rightfully  decried  by  so  many 
people. This lack of economic freedom resulted 
in a situation in which most capital ended up in 
the hands of the state, not in private possession, 
as it is in capitalist countries.

After the reunification,  this problem was dealt 
with  in  a  highly  unfair  manner.  Namely  by 
creating  a  "corporation"  (the  "Treuhand")  that 
included *all* the collective property of the East 
German  state,  that  private  persons  weren't 
allowed to own.

This corporation subsequently sold all its assets 
in haste.  The property of the most industrially 
developed  communist  country  was  sold  to 
private  entities  within  a  mere  4  years.  Prices 
were rock-bottom. Several firms were sold for a 
symbolic  1  DM.  As  a  result  of  selling(!)  its 
property  the  Treuhand  ended  up  with  several 
hundred billion DM of DEBT.

So,  who  got  the  property  in  this  way?  Well, 
about  85%  of  the  property  went  to  WEST 
Germans, 10% to foreign investors,  a mere 5-
6%  went  to  EAST  Germans,  who  were  the 
rightful owners (their government having owned 
it before).

My question:  What  exactly  is  the  VALUE of 
economic freedom, if all the economic ASSETS 
were forcefully taken from you?

And no, the state of political liberty is in no way 
better.

How to sink pirates
Nov 12th 2009 5:06 GMT

So, let's have another look at the whole affair.

Back  in  the  late  1990ies,  there  was  Napster. 
Napster  offered  the  perfect  service,  it  was 
centralized  and  perfectly  willing  to 
commercialize  itself.  It  was  the  collectivized 
music  industry  that  declined  the  offer.  The 
copyright  to  almost  all  of  the  popular  music 
today, is in the hands of this collectivized music 
industry. (CMI)

The CMI,  having prevented  any legal  way of 
providing a  novel  service  to  transmit  and sell 
music  from  materializing,  thus  relentlessly 
pushed all  such innovations  into  the  realm of 
illegal activities.

We may note here, that the conduct of the CMI 
contradicts just about everything we hold to be 
important in the economy, namely that the better 
product should prevail and that nobody should 
be  suppressed  for  having  a  better  product  to 
offer.

The  CMI  didn't  just  do  that.  It  changed 
legislation,  through  open  corruption.  It 
undermined  the  legal  systems  and  the 
democratic foundation, not just of the USA, but 
other  countries  such  as  Sweden,  currently  the 
theater of a farcical trial against the Pirate Bay, 
conducted exclusively by judges with close ties 
to the RIAA.

The CMI thus ruined the lives of thousands. The 
two trial mentioned in the article underline the 
absurdity of the process. And now, suddenly, we 
find out that piracy wasn't the problem, it was 
the  CMI  *intentionally*  not  offering 
comparable services.

In  other  words,  thousands  of  lives  of  people 
who  were  doing  the  *right*  thing,  as  The 
Economist  admits,  were  *DESTROYED* and 
nobody is in any way ready to undo the harm. 
Which would easily  be possible,  by retracting 



the farcical verdicts of the last have decade or 
so.

What are the conclusion that ought to be drawn 
from this?

In  our  world,  business  interests  are  by  *far* 
more important than such minor quibbles as the 
ruined lives of individuals.

Both,  the  businesses  and  the  legal  basis  that 
made  this  possible,  are  a  disgrace  to  modern 
society and ought to vanish from the face of the 
earth.

Dealing with America's fiscal hole
Nov 19th 2009 5:51 GMT

I apologize to all readers of this comment, but 
being boring doesn't make a comment any less 
relevant (or so I hope) and I urge everyone to 
keep saying it, because it has been forgotten in 
the public debates:

Yes,  the  USA does  indeed  have  a  spending 
problem.

A military spending problem.

The  US  spends  $700  billion  per  year  on  its 
military,  it  spends  more  than  the  10  biggest 
spenders  on  military  (without  the  USA) 
COMBINED.

So,  you  wonder  why  the  US  has  fiscal 
problems?

I don't.

How to feed the world
Nov 19th 2009 6:13 GMT

Self-sufficiency  is  not  the  true  problem.  The 
problem is lack of free markets and I'm horrified 
that  this  point  wasn't  even  mentioned  in  The 
Economist,  who  is  usually  first  to  point  such 
things out.

Developed countries have adopted an ugly kind 
of  protectionism in  agriculture.  The  sugar  we 

buy  in  Germany  is  German  sugar.  Which  is 
perfectly  silly.  Germany  isn't  suited  to  grow 
sugar, sugar beets are *much* less efficient than 
sugar  cane,  much  more  expensive  and  highly 
subsidized.

So why do we do that? Doesn't the law of the 
free market suggest strongly that German sugar 
should be an oxymoron?

It's  because  *our*  farmers  have  decided  that 
their  jobs  are  vastly  more  important  than 
anyone's  trying  to  export  sugar  to  Germany. 
Germany doesn't allow such countries as Brazil, 
which is perfectly suited to grow sugar cane, to 
export it to our country in reasonable quantities 
under reasonable conditions and contracts. And 
this  is  just  *one*  example  of  this  kind  of 
protectionism.  Many  other  products  are  being 
regulated in the same way.

At the same time, both the US and the EU are 
forcefully  dumping their  vast  surplus products 
on  developing  countries  at  prices  way  below 
production cost, putting *huge* disincentives in 
the way of any entrepreneurial  African farmer 
who  wants  have  a  stab  at  the  pursuit  of 
happiness.  In  this  way,  *more*  production  is 
prevented  in  developing  countries  than, 
whatever products are dumped on their markets.

I think I don't need to mention that neither the 
US  nor  the  EU  would  allow  any  developing 
country  to  be  so  bold  as  to  levy  taxes  on 
subsidized  surplus  products  dumped  on  their 
markets in order to reestablish the semblance of 
a fair and free market ...

The curse of defeatism
Nov 26th 2009 6:11 GMT

>  This  time  around,  global  conditions  are  
weaker  and  the  yen  is  one  of  the  world’s  
strongest  currencies.  It  is  a  credit  to  Japan’s  
exporters that they are doing well despite such  
conditions.

Is it indeed a credit to Japan's exporters, or may 
this blessing be a curse in disguise?

The exporters of Japan are doing well, despite a 



strong currency. Common sense, this article and 
economics agree (for once) that this is quite a 
feat  to  pull  off.  In  ordinary  circumstances, 
having  successful  exporters  and  the  world's 
strongest currency are a contradiction in terms.

Something  must  be  way  out  of  balance  to 
sustain  such  a  situation.  Having  a  strong 
currency should mean that production costs in 
Japan should not be competitive with the rest of 
the world.

So, perhaps Japan's  industry is  so much more 
advanced than that of the rest of the world, that 
it can push marginal production costs down, far 
below any other country. Well, Japan is a very 
advanced country,  but even the Japanese can't 
do magic, yet. Besides, there were times when 
the Yen was much weaker and the economy still 
didn't manage to grow anywhere near as fast as 
this should imply.

But what about other possibilities? Export sure 
has been the focus of Japan's economic policies. 
What  would be a  way to increase export  at  a 
given level of technology? Well, you could try 
to decrease wages relative to other countries.

Ceteris paribus (everything else being constant) 
the  effect  would  be  a  larger  demand  from 
foreign countries. Companies would export their 
goods  instead  of  selling  them  domestically. 
Even if the additional exports were the result of 
increased  production  capacity,  the  (relative) 
increase of import  prices  means that  domestic 
demand falls along with wages.

The result in the domestic market is economics 
101 - a decrease in demand leads to a decrease 
of prices. In other words, deflation.

Worse,  the  focus  on  export  means  that  local 
industry  is  out  of  balance  with  local  demand. 
Exporters become entrenched, even in the worst 
of situations governments will feel compelled to 
protect  and  support  exporting  companies 
because  they  form  such  a  large  part  of  the 
economy.

An industry that produces 5 times the domestic 
demand  of  a  certain  product  to  export  it  to 
foreign countries, will not be able to survive or 

must shrink should export become unfeasible or 
prohibitively expensive.

This may be acceptable in certain parts of the 
economy, but not if the economy as a whole is 
focused  on  export.  Thus  it  becomes  all  the 
harder  to  increase  wages  (making  export 
uncompetitive)  and  strengthen  domestic 
economy.

Export  is  indeed  a  fine  tool  to  help  grow an 
ailing industry. But it turns into a curse if you 
forget that the reason why you were using it in 
the first place.

And  that  was  to  help  improve  the  economic 
situation  of  your  own  country  and  not  to 
undercut the competition in another country and 
impoverish the both of you.

A developing bull market
Nov 26th 2009 8:26 GMT

Well,  a  bubble  it  will  be,  but  what  kind  of 
bubble?

Any  bubble  worth  its  name  needs  certain 
characteristics.  The  way  in  which  they 
materialize can be very different though.

As mentioned in the article, a bubble will need a 
plentiful  supply  of  money  with  nothing 
interesting  to  invest  it  in.  Having  a  lot  of 
something and nothing much to do with it is the 
one and only thing you need to inspire people's 
creativity.  Unfortunately,  if  stuff  you have too 
much of is money and the only thing you want 
is  to  have  even  more  of  it,  even  though  you 
already have more than you know what to do 
with it,  the results of such creativity will vary 
wildly.

In  the  best  of  all  worlds,  an  investment 
opportunity  will  present  itself,  a  new  market 
will  appear  and  investors  will  be  distracted 
enough to stop being creative and concentrate 
on doing business as usual.

One other thing that might happen is something 
like the .com bubble. Despite its name, it wasn't 
all that much about the .coms. It was about IT 



and infrastructure. Optical fibers were dug into 
the ground and laid on the bottom of the oceans 
at  a  prodigious  rate,  pretty  much  ruining  the 
market  for  communication  satellites,  but  also 
providing us  with the necessary foundation to 
establish  the  internet  as  we  know  it.  Faster 
computers were built and developed. Much pain 
and many tears followed the eventual deflation 
of this bubble, but its legacy is a gift that keeps 
on giving. All the more so as we learn how to 
use  the  fibers  in  the  ground  ever  more 
efficiently.

It  is  another  story  with  such  bubbles  as  the 
famous  Tulip  mania.  An  otherwise 
unremarkable  and  inconsequential  good 
suddenly  becomes  attractive  for  investors.  All 
that is needed now, is sufficient investment into 
the  good  that  demand  outstrips  supply  far 
beyond all hope of satisfaction. This is the point 
when  more  investment  will  readily  increase 
yields and thus attract even more investments. 
Until, at some point, people begin to doubt their 
failed  sanity and the  whole  thing  is  buried in 
history books. The only legacy it left behind is 
quite a variety of (now rather cheap) kinds of 
colorful tulips.

A much  more,  shall  we  say,  sinister  kind  of 
bubble is one that works in the exact same way, 
with the only difference that it is a good of some 
consequence. Like food. Food prices skyrocket 
and people will begin to starve, starting with the 
poorest.  Often  enough,  these  days,  politicians 
have  the  good sense  to  see  that,  even  though 
markets will indeed correct such foolishness in 
the  long  run,  it  is  a  good  idea  to  intervene 
(relatively) early. For in the long run, we're all 
dead.

And then, of course, there's the finance bubble. 
It is fair to call it a Ponzi scheme writ large. It 
dispenses with the need for any physical goods 
to come into being. All you need are financial 
products  that,  through  some  non-obvious 
mechanism,  feed  investments  back  into 
themselves  and  create  the  illusion  of  profit 
through  the  propagation  of  numbers.  The 
problem  is,  that  since  nothing  of  all  that  is 
bound to physical objects, the Minsky-Moment, 
when  people  realize  just  how  foolish  the 
construct  is,  will  happen  after  a  much  longer 

time.  And  the  damage  wrought  can  be  quite 
astonishing.

What all bubbles have in common, is that they 
create profits where (given a sober assessment) 
there  are  none.  In  the  case  of  a  bubble 
associated  with  the  establishment  of  new 
technologies and services this lapse of rational 
thinking of the individual investor may indeed 
be a good thing to some extent. Railroads and 
the Internet are only two examples.

In the other cases, no physical benefit is derived 
from the  bubble.  This  means  that  investments 
are  redirected  towards  futile  pursuits  and 
unemployment or underinvestment in the rest of 
the economy are the result.

And even though, in the long run, the markets 
will  correct  their  excesses,  the  result  is 
*universally*  a  net  loss  in  economic  activity 
and a waste of human potential that cannot be 
discussed  away,  no  matter  how  hard  the 
apologists  of  the  laissez-faire  approach  to 
financial markets try.

Any ideas?
Dec 3rd 2009 5:43 GMT

Schemes  like  "Kurzarbeit"  won't  really  work 
here.  Those are short term measures, designed 
to  overcome transitional  shortages  in  demand. 
They don't work in environments dominated by 
structural deficiencies of the economy.

This has been shown quite nicely right after the 
German  reunification,  when  "Kurzarbeit"  ran 
out  and no new jobs  had been  created  in  the 
meantime. All it did was hide half a million or a 
million jobless people from the statistics.

There  are  some  pretty  good  ways  to  fight 
unemployment - and that is creating actual jobs, 
not  paying people  not  to  work.  "Fortunately", 
there is a huge amount of decrepit infrastructure 
in  the  US  that  would  take  a  lot  of  jobs  to 
reconstruct.  And  paying  people  to  do  actual 
work would guarantee money to flow into the 
economy and end up in people's pockets (and in 
the governments coffers, once taxes are paid - if 
you dare to charge them), quite unlike the rather 



useless  number-fidgeting  exercise  of  handing 
out credits to companies that would be insolvent 
without  those  credits  and  have  no  viable 
business in any case.

Yes,  this  is  a  rather  populist  statement.  But 
being  populist  has  nothing  to  do  with  being 
right or wrong.

Tax and mend
Dec 9th 2009 8:11 GMT

Well, let's check the homework.

Ceteris paribus (everything else staying as it as), 
increasing taxes will increase the income of the 
state  and  decrease  the  need  for  borrowing. 
Sounds like a clever plan?

Well, no. Because ceteris is most definitely not 
paribus. If you increase taxes, you will decrease 
available  income.  But  consumer  spending, 
which a lot of the British economy depends on, 
will fall disproportionately if you increase taxes, 
because people will not be able to cut down on 
their monthly costs for mortgages, subscriptions 
etc.

With consumer spending, and thus the economy 
as a whole, taking a hit you will not be able as 
much out  of your  taxes  as you would expect. 
The net result could even be negative.

Now, you may scold me for just saying no for 
the sake of saying no, so let me elaborate a bit 
more on the  scheme and present  you with an 
alternative.

Of the 3.5bn pound that the exchequer plans to 
raise, a mere 0.5bn will be in the form of a tax 
on  bank  bonuses.  The  rest  is  levied  through 
increased fees for national insurance. Insurance 
payments  are  proportional  to  income,  but 
capped at a certain level. This means that they 
will  mostly affect the lower 80% or so of the 
income distribution with no noticeable effect on 
the higher incomes.

Now  lets  take  a  statement  by  John  Maynard 
Keynes into account.  The marginal propensity  
to consume will always fall as income rises. In 

other  words,  people  with  high  incomes  spend 
less  of  a  proportion  of  their  income  on 
consumption  than  people  with lower  incomes. 
Thus,  the  (already  puny)  550million  pound 
levied  on  banker  bonuses  will  have  a  much 
smaller impact on consumer spending than the 
same  amount  levied  from  people  in  a  lower 
income group. So, this seems to be a clever plan 
in an environment that has plenty of investment 
capital sloshing around in the economy, but far 
too little money for consumption.

But what about the 3bn pound paid by the bulk 
of the people, invariably including people with 
much  lower  income  and  a  *very*  high 
propensity  to  consume?  Well,  of  course  those 
3bn will have their full effect.

Now it seems like all taxes are going to hurt the 
economy.  Does  that  mean  that  you  can't  tax 
yourself out of this situation at all?

No.  Because  you  can  use  the  same  effect  in 
reverse.  Let's  assume that  marginal  propensity 
to  consume was 40% for  high income groups 
and 90% for low income. If you now raise 1bn 
in  taxes  from  high  income  groups,  national 
consumption will fall by 400 million. Too bad. 
But if you now go ahead and spend 500 million 
of the 1bn you raised in taxes in such a way, that 
they will exclusively benefit the lower income 
groups,  national  consumption will  rise by 450 
million,  for  a  net  economic  stimulus  of  50 
million  plus  an  additional  500 million  for  the 
exchequer.

Sounds like magic? But it's not.

There is a good reason why we can seemingly 
get  something  for  nothing  -  and  that  is  the 
*huge* surplus of investment capital. If Britain 
*had*  a  balanced  economy,  this  could  never 
work.  Because  the  economy  would  lose  500 
million in investments that will hit the economic 
growth later. But since demand is lagging waaay 
behind  available  investment  money,  we  can 
ignore that *in the current situation*.

Of  course  you'd  be  a  fool  to  follow  such  a 
policy in an ordinary situation or neglect to re-
balance  your  economy  later  on,  because  that 
would  be  a  receipt  for  running  out  of 



investments, but extraordinary situations can not 
only  tolerate  extraordinary  measures,  they 
*demand* them.

Whether  there  has  been  such  a  surplus  of  
investment  capital  is  anybodies  guess.  At  the  
time  of  putting  this  collection  together,  the  
assertion strikes me as “a bit overconfident”.

Filthy lucre fouls the air
Dec 10th 2009 2:15 GMT

Wow. Who had that "brilliant" idea to hand out 
money for trees that you "avoid" to cut down? 
Doesn't that mean that Indonesia (for example) 
will be able to hold its trees in Borneo hostage, 
provided that industrial countries pay ransom?

Is there anybody in Copenhagen who is at least 
thinking through what they said? (Not mention 
the  possibility  to  start  thinking  *before* 
opening their mouths ...)

Believe it or not, there are problems that can't be 
solved with money, but that can easily be made 
much  worse  the  more  money  is  involved  in 
them.

The Great Stabilisation
Dec 17th 2009 5:20 GMT

The Great  Stabilisation  -  or  The Great  Patch-
Up?

The  main  problem  with  the  response  to  the 
failure  of  financial  system  is,  that  it  neither 
addressed the weaknesses of the system, nor the 
fundamental  problem  that  the  financial  sector 
has grow out of bounds.

The  first  one  doesn't  need  much  explanation. 
Almost all structures in finance have stayed the 
way  they  have  been  in  the  last  decade. 
Companies  that  should  have  failed  were 
propped  up  by  generous  bailouts,  which  are 
merely unfair, and changes in accounting rules 
that artificially prop up profits, which threaten 
the credibility of accounting numbers (if any of 
that is left) and thus the system as a whole.

You may rightfully ask if the current financial 

system  *can*  be  rescued  (that  is,  stay  in 
operation  for  the  next  couple  decades  or  so), 
which everybody and their dogs do. Now, let's 
ask  the  other  question.  The  question  if  the 
current financial system *should* be rescued.

When  some  part  of  the  economy  contributes 
40% of all corporate profits and 14% of GDP of 
a country (but employs only 5% of the people), 
it  is rather obvious that a very large emphasis 
was put on this part of the economy.

When you put such a large emphasis on any part 
of an economy, you should expect that it does 
something very valuable for the society at large. 
Indeed,  this  is  what  a  lot  people  have  been 
saying. But is that truly so?

The main function of any financial system is to 
ensure that some kind of a market is present to 
distribute  money  of  people  who  don't  really 
know how to productively employ it,  to those 
people who do.

Now, usually doing a good job coincides with 
earing  lots  of  money.  So,  superficially,  the 
numbers  stated  above  may  seem  like  the 
financial sector is doing a superb job.

Now, if the financial sector does a perfect job, 
this would mean that not a single dollar was in 
the hands of people who don't really know how 
to spend it. And it also mean that not a single 
person would be idle for want of money, while 
another does a worse job than that person could 
do.  (For  example  because  the  other  person  is 
buried  under  a  workload  that  just  can't  be 
accomplished by a mere human being.)

This  is  obviously  not  the  case.  The  financial 
sector is useful only to the extend, in which it 
improves  the  distribution  of  money  in  the 
economy. But without the rest of the economy, 
the financial sector is most useless thing ever. 
It's like having a really great turbine that could 
produce 1 GW of power, but no power plant to 
go with it, and still insisting that you have a 1 
GW generating capacity.

When the financial sector accounts for 40% of 
corporate profits, you have to either assume that 
the financial sector itself is the most productive 



part of the economy (in which case I would very 
seriously doubt your sanity) or that the financial 
sector  itself  has  become  the  guy  who  doesn't 
know what to do with his money.

The financial  system should not  be stabilized. 
On  the  contrary,  it  should  undergo  controlled 
demolition and be rebuild with a sane plan in 
mind  to  ensure  that  it  serves  its  purpose,  not 
merely itself.

This  proved  to  be  my most  popular  comment  
with  the  readers  … until  an  off-hand  remark  
about the siege of Gaza.

Control freaks
Dec 17th 2009 5:29 GMT
(An article about the Chinese communist party  
and their self-admitted problem of corruption.)

Well, I guess the difference between the Chinese 
communist party and the US republican party, is 
the  fact  that  President  Bush  never  said  that 
corruption threatened to destroy it.

Big surprise
Dec 17th 2009 6:02 GMT

Well, I for one prefer the Chinese to try and fail 
to establish a democracy and be forthright about 
it,  than  if  they  tried  and  subsequently  delude 
themselves  into  thinking  that  it  works,  even 
when it doesn't.

Honesty is a rare thing - most of all in politics.

Currency contortions
Dec 17th 2009 9:02 GMT

It is rather easy to say, that China should let its 
currency  rise,  change  its  whole  economy 
towards domestic consumption and dismantle a 
lop-sided economy - preferably by next week.

You  should  expect  those  things  to  be  rather 
harder. Just have a look at the US. The US itself 
has a very lopsided economy that is dominated 
by a ludicrously overvalued finance "industry", 
relies on nothing quite as much as imports, an 
overvalued  currency  and the  fact  that  nobody 

will dare to demand that their credits to the US 
will  be  repaid,  because  the  US  would  "pay" 
them with green scraps of paper fresh from the 
presses - which no other country can do to quite 
the same effect.

Now, take into account that China has 4.5 times 
as many people as the sluggish juggernaut USA 
(In which way are *they* going to change their 
economy, by the way? For all I heard they are 
merely hanging on to same old same old that got 
them into the mess in the first place.) And that 
there is a degree in disparity between its people 
that causes a lot of tension politically as well as 
economically,  then maybe you can  understand 
that  China is  merely doing the one thing that 
every other country would do in its situation - it 
is trying to adapt to new circumstances without 
falling apart.  Which is  more than can be said 
about the US, which confines its policies mostly 
to the latter.

Bubble trouble?
Dec 30th 2009 9:38 GMT
(A reply to another commentator.)

uru86:

You are mistaken in two points:

1)  If  you  think  that  worker  movements  and 
crackdowns by politicians on those movements 
are a sign of an irreparably repressive state, then 
have  a  look  at  the  history  of  the  US  and 
European  states.  Not  a  single  one  didn't  go 
through very similar processes in the past.

2)  Considering  that  China  has  10%  of  the 
current per capita  GDP of Japan and taking a 
constant economic growth of 2% for Japan and 
9% for China for granted, it will still take more 
than 3 decades for China to catch up to Japan. 
This is roughly the same time frame that Japan 
needed to catch up to the rest of the world. The 
Chinese people have a perfect right and the will 
to  catch  up.  (Whereas  the  political  will  of 
Europe and the US is confined to maximizing 
corporate profits.)

There is no reason at all not to expect that China 
can  reach  the  very  same  level  of  economic 



development as any other country in the world. 
They  use  the  same  machines,  the  same 
technologies, the same knowledge as the rest of 
the world. To suggest otherwise is ignorance at 
best and racism at worst.

The beginning of the end?
Dec 31st 2009 3:38 GMT

Foreign meddling in Iran is certainly real,  not 
imagined. (Although probably not to the extent 
that  all  protest  can  only  be  traced  back  to 
foreign involvement.)

Circumstantial  evidence  is  crushing.  Both  the 
US and Israel have threatened Iran with actions 
ranging  from  military  strikes  to  all  out  war. 
However, neither the US nor Israel are willing 
or capable of financing a war against Iran.

The  present  political  troubles  are  a  golden 
opportunity for the hawks in both countries to 
get rid of a government they don't like without a 
war. They would be fools if they didn't try to tip 
the scales in their favor and considering the cost 
of  the  alternative  the  tipping  could  be  quite 
massive indeed.

If politicians in Iran blame Israel and the US for 
being  involved  in  organizing  protests  and 
supporting the opposition, they can't possibly be 
wrong.

Those are the facts. Whether they are good or 
bad, I don't know. But the stance that Iranians 
are  merely  spreading  propaganda  when  they 
blame  foreigners  for  at  least  part  of  their 
problems is provably wrong.

Counting their blessings
Dec 31st 2009 4:37 GMT

There is  a huge difference between developed 
countries and developing countries. One of the 
major  differences  is  political  stability.  A 
measure of political stability is taken for granted 
in the richer countries, and it shows.

By 'political stability' I do not mean whether the 
current prime minister will stay in office for the 

full term or not, but rather whether the political 
system  will  in  any  way  resemble  the  current 
one, 2 years later.

Governments  in  developing  countries  like 
China,  India,  Indonesia,  Argentina  etc.  have 
become  well  aware  of  the  inherent  political 
instability  of  their  countries,  which  can  only 
achieve  some  sort  of  stability  by  providing 
people  with  ever  improved  living  conditions. 
Until  they  catch  up  with the  richest  states  on 
earth,  when  the  lack  of  better  alternatives  for 
people helps them to stabilize, even without any 
great advancement.

And herein lies the problem.

Developed countries can be complacent without 
falling apart. Governments of countries like the 
USA, Germany or Japan can implement policies 
that will *not* improve living conditions of the 
people,  but  will  ensure  reelection  within  the 
framework of the current political system.

In  a  developing  country,  similar  policies  are 
possible in principle, but there is no guarantee 
that the political system will remain unless the 
necessary condition for political stability is met, 
namely:  improving  living  conditions  of  the 
people.

As  a  consequence  of  all  that,  developing 
countries that were relatively stable in the past 
followed  a  very  different  set  of  economic 
policies,  compared  with  those  of  developed 
countries.

The focus was on economic development for the 
people. For many (above all China) this meant 
building up export industries, in order to allow 
domestic development.

At the same time policies in developed countries 
was  focused  on  such  illusionary  goals  as 
improving  international  competitiveness, 
attracting  major  corporations  and  satisfying 
those who donated most for the recent election 
campaigns.

Little wonder then, that China (in constant fear 
of  uprisings  among  its  people  lest  economic 
condition improve constantly) followed a set of 



policies  focused  on  long  term  investments  to 
improve potential growth in the future (at least 
until  they are on the level of other nations, at 
which  point  the  political  system  is  relatively 
stable,  since  the  Joneses  are  no  longer  better 
off). Exports were a means to facilitate domestic 
investments,  not  the  goal  of  the  policies 
themselves.  And  that  is  why  the  Chinese 
stimulus  -  unlike  the  US one -  never  faced a 
lack  of  shovel  ready  projects  and  actually 
managed to stimulate the economy and allows 
for some time to adapt the economy to a state in 
which investments are less export dependent.

Developed countries on the other hand mainly 
focused on maximizing short term profits at the 
expense of long term investments, resulting in a 
lack  of  investment  opportunities  and  the 
unavoidable  bubbles  caused  by the  surplus  of 
uninvested capital, which resulted in the current 
crisis.  (Look at  US highways,  railways,  water 
supplies, the electricity grid and 40 year old oil 
refineries  for  some  remarkable  examples  of 
profit-driven lack of investments.)

Yes,  there  is  an  inconvenient  lesson  to  learn 
from developing countries.

Is it a blizzard?
Jan 7th 2010 9:18 GMT

Banks  are  independent,  private  corporations. 
There is no reason why a state should take on 
debt held by unreasonable corporations. In fact, 
there are at least two reasons that speak against 
it:

1)  The  corporation  will  become  sloppy  if  it 
knows that it will be bailed out by the state in 
any case.

2)  Other  corporations  will  become even more 
sloppy  in  their  dealing  with  a  corporation 
backed by a state, as they won't even consider to 
go through the trouble of assessing whether the 
corporation  is  a  sound  business  or  a  multi-
billion dollar fraud.

We're seeing one big showpiece of moral hazard 
in the world. Everybody and their dogs warned 
it  would  be  there,  yet,  almost  all  banks  were 

bailed  out,  no  questions  asked  and  almost  no 
further regulation required.

If you care about a sound banking sector, bail 
outs are the wrong way to go. Bankruptcy is the 
only way to get rid of unsound businesses.

Bears in a China shop
Jan 14th 2010 7:31 GMT

The comparison between China today and Japan 
in the 1980ies doesn't even begin to make sense 
for  the  next  20  years,  even  if  China  keeps 
growing at 10% p.a.

China has about 10% of the per capita GDP of 
the USA, whereas Japan had surpassed the per 
capita GDP of the USA in the 1980ies. There is 
a  good chance  (though no certainty)  that  you 
will  soon  hit  technological  boundaries  in 
economic growth when you reach the level of 
the most developed countries.

But China is still poor. Ok, it is about 8 times as 
rich as Haiti,  but that only goes to show how 
incredibly poor the country was before its recent 
growth.

China  is  *not*  a  country  that  is  a  "nouveau 
riche" that will soon collapse. Rather, it should 
be  regarded as  a  rich neighbor  fallen  on hard 
times, working hard to make its way back up.

Potentially, China is a country with a GDP of 60 
billion Dollars. There is a lot of investment to be 
made,  in  order  to  reach  it  -  and  it  should. 
Because  any  intention  to  hold  it  back  in  its 
development  would  be  cruel,  inhumane  and 
should be regarded as a crime against humanity. 
America  has  no  monopoly  on  the  pursuit  of 
happiness  -  try  to  remember  this  when you're 
dealing with China in the future.

The way most people treat the Chinese today - 
as  people  stealing  jobs,  intent  on  ruining  the 
lives of westerners, forever just  copying "our" 
intellectual "property" and incapable of original 
thought - is appalling to say the least.



The trap
Jan 14th 2010 10:03 GMT

There  are  several  fallacies  in  the  public 
presentation  and  perception  of  the  current 
economic crisis.

One  is  that  people  spent  beyond their  means. 
This is - at best - a half truth. The other half is 
that corporations necessarily also earned beyond 
their means. When demand overshoots (people 
spend  beyond  their  means),  prices  will 
necessarily  rise.  Thus,  at  least  part  of  the 
spending  will  directly  go  to  the  corporations, 
increasing their profits through the credits and 
mortgages of Jane and Joe Consumer.

The naive economic models, that unfortunately 
underly  the  very  models  that  real-world 
economists  use  all  the  time  when  advising 
policy makers, would have you think that what 
now happens  is  that  labor  becomes  scarce.  A 
scarcity  of  labor  implies  a  rise  in  real  wages. 
Statistics  show that  those  models  aren't  worth 
the paper they are written on - real wages were 
stuck for a decade or so. Only part of the "extra 
spending" had plasma TV's to show for it, a lot 
turned  out  to  be  corporate  profits,  fees  and 
interest rates for credits.

All  of  the  latter  would  be  turned  into 
investments, if the economic models were true. 
In fact, however, they went into bubbles. While 
the  internet-bubble  was  mostly  benign  (the 
overinvestment in glass fiber ruined the market 
for  communication  satellites,  but  the  positive 
results  by  far  exceeded  the  negative  ones)  as 
they  actually  did  something  positive  for  the 
population  as  a  whole,  they  created  a  new 
industry for that matter.

The pure price bubbles that followed (housing, 
oil, steel, grain and what have you) were more 
like  a  malign  cancer.  The  difference  between 
those and the internet bubble, was that there was 
(almost)  no  internet  to  begin  with  before  the 
bubble. Housing, oil,  steel  or grain were at  or 
near their maximum physical capacity to begin 
with. If you go into such a market and pour a 
100  billion  dollars  into  it,  well  guess  what 
happens. If the market sells 100 million widgets 
in the same time, prices will have risen by 1000 

dollar per widget at the end of the period, which 
what  "investors" call  their  "profits".  But  those 
"profits"  have  nothing  real  to  back  them  up. 
Except  for  the  eventual  consumers  who  can't 
help but buy grain or oil  and have to pay the 
higher  prices.  And this  is  exactly  where those 
"investors" got their "profits" from.

The  *real*  problem,  however,  in  all  this  is 
something else. It's money. Because the money 
is in the hands of investors who (as I hope I've 
shown here) didn't invest. The money was in the 
hands  of  people  who didn't  know what  to  do 
with it  in  terms of  producing stuff,  delivering 
services  or  engaging  in  any  other  profitable 
business, other than toying around with numbers 
and making bigger numbers out of them.

As for unemployment, it reflects the lack of past 
investment.  That  is  because  the  making  of 
bigger  numbers is  perfectly  tangential  to what 
we call economic activity. As soon an the bigger 
numbers stop coming, there is nothing to stop 
this house of cards from collapsing.

Bad as the situation is, there is a silver lining. A 
lack of investment in the past means that there is 
*potentially* a lot of investment to be done in 
the  future  -  lots  of  work  for  long  term 
unemployed.

This, however, has be organized. And it won't be 
the  corporations  who  will  do  the  investment, 
because they will use any profits they can get to 
pay back *their* excessive debt.

Contrary  to  what  others  here  suggest,  the 
government can do a lot. China has shown you 
what  to do.  Instead of throwing good bail-out 
money after the bad debt of the corporations, the 
USA should put it into places where it will pay 
off.

Will it pay off to put money into the levees of 
New Orleans? Will it pay off to put money into 
crumbling  pipes  that  keep  breaking,  creating 
car-swallowing craters? Will it pay off to repair 
pot-holed roads that force drivers to slow down 
and sustain damages to their  cars? Will it  pay 
off to build high-speed railroads that can move 
passengers from state to state without waiting in 
line at the airport, waiting on the tarmac for the 



plane  to  take  off,  waiting  in  the  air  for  the 
airport  to  give  landing  clearance,  taking  off 
shoes, suffering undignified body-scans and tap-
downs, wasting incredible amounts of fuel? Will 
it pay off to put money into a public schooling 
system that has to failed the nation to the point 
that most Americans are unable to *pronounce* 
the  names  of  the  researchers  on  the  average 
"American"  scientific  paper  (if  they  can  read 
them in the first place, that is)?

I'm  not  talking  about  building  bridges  to 
nowhere.  I'm  talking  about  building  a  nation 
that is worth being called that name.

This comment was picked up and quoted in full  
by a reporter of the Canadian Examiner under  
the heading “Get a meaningful job”

http://www.examiner.com/x-32567-Toronto-
Financial-Markets-Examiner~y2010m1d23-
Get-a-Meaningful-Job

The dark ages
Jan 14th 2010 10:27 GMT

A single link is all that it takes to explain what 
happened to the car industry:

http://www.buffalonews.com/home/story/89907
5.html

An industry that is calling itself innovative, but 
is  producing  50  year  old  engines,  unchanged, 
these days, is not worth the trouble. Period.

It  is  a  mistake to  believe  that  there  is  such a 
thing as a key industry that a country or a city 
can't  do  without.  If  you  try  to  "rescue"  an 
industry that no longer cares about being at the 
cutting edge (or at least the current decade) of 
technology,  you're  merely  wasting  an 
opportunity  to  attract  businesses  worth  the 
trouble.  It  will  not keep the past alive,  it  will 
give you a future.
The article mentioned has since been deleted.

Stop!
Jan 21st 2010 4:43 GMT

I don't see how the role of the state or the power 
of the state is supposed to have grown over the 

last  decade.  On  the  contrary,  if  anything  the 
state  has  become weaker.  It  may be  true  that 
some numbers have grown, but there is more to 
the  state  and  the  power  of  the  state  than  its 
budget.

What  the  Economist  calls  "the  state"  in  this 
article is - at best - a body of political parties 
acting on behalf of those they represent. There 
is  less  and less  evidence,  however,  that  those 
represented are the people of the state.

There is hardly any need to prove that states in 
industrialized countries have lost  the power to 
regulate  the  economy.  Governments  are  being 
held hostage by corporations who threaten them 
to  a)  no  longer  provide  funds  for  election 
campaigns,  b)  fire  employees  or  c)  quit 
operation in the country should the government 
dare to regulate them, even if their business is 
actively harming the people the government is 
supposed  to  represent,  even  to  the  point  of 
actively  destroying  the  substance  of  the 
corporation itself. (British Rail anyone?)

The complaint, that corporations are now state 
owned, is an empty one. The only reason why 
those corporations were nationalized in the first 
place, was their bankruptcy. It was the only way 
to prevent their well-deserved disappearance.

The state is the embodiment of the people of a 
country.  As  such  it  has  to  fulfill  certain 
functions.  Among  those  are  to  ensure  that  all 
people  have  access  to  food,  shelter,  warmth, 
education,  health-care,  mobility  and 
telecommunication. It doesn't matter what tools 
a state employs to ensure such access, be it  a 
ministry and associated departments or a market 
that is capable of providing access. It should not 
be  a  matter  of  ideology,  but  one  of  reason, 
which  tools  the state  uses  to  ensure access  in 
any one of  those areas.  But  one thing  can be 
said:

Increasingly, states are failing to ensure access 
for all people. But exactly that is the only viable 
measure of the power of a state. And for all that 
we can see, the power of states is on the vane, 
not on the rise.



Too much of a good thing?
Jan 21st 2010 5:14 GMT

Lessons from history:

We're  forever  fighting  the  last  crisis,  not  the 
current one.

While I absolutely agree that locals *must* be 
involved if help is supposed to work, I wonder, 
for  example,  why  people  don't  pay  Haitians 
from unaffected areas  $10 per  day for  relieve 
work, which should be no problem in a country 
with  a  70% unemployment  rate  and $600 per 
capita GDP.

But I do not agree with any comparison between 
the  tsunami  and  the  earthquake  in  Haiti.  The 
earthquake was localized and affected a third of 
the countries population. The tsunami (not the 
associated earthquake) was spread out along the 
coastlines  of  several  countries  and  nowhere 
destroyed a significant part of the infrastructure 
in general. All that was needed to provide help 
was there.

The extent of the destruction in Port-au-Prince 
and  the  area  around  it,  the  poverty  of  the 
country, the resulting lack of material for rescue 
efforts,  the  literal  collapse  of  the  government 
make this a crisis of a different quality.

Leviathan stirs again
Jan 21st 2010 5:33 GMT

If anything,  it  is  naive  to  put  the  question  of 
financing the government over the question of 
whether the government works or not. If your 
government  is  incapable  of  acting  in  the  first 
place, it won't be able to straighten out finance 
no matter if you know how you could do that or 
not.

It  is  hard  to  comply  with  your  request  to  be 
respectful, when one of your authors writes such 
nonsense.

The book of Jobs
Jan 28th 2010 4:27 GMT
(Introduction of the long awaited iPad.)

For  all  the  hype,  the  thing  itself  is  rather 
underwhelming.

Out  of  the  box,  it  lacks  accessories  -  like  a 
standard  VGA  connector  -  that  have  to  be 
bought at rather insane prices. It is too chunky 
for  true  portability,  yet  too  small  for 
comfortable continuous use.

The operating system -  while  sleek and fast  - 
doesn't  live  up to  what  a  computer  should  be 
these  days.  It  doesn't  even  provide  the 
possibility to run more than one application at a 
time. It doesn't allow its users to run their own 
software , let alone software that doesn't comply 
with  the  guidelines  of  the  apple  store.  Just 
recently a C64 emulator was not allowed to be 
included, because the BASIC interpreter it also 
emulated would have allowed users to run their 
own code on the iPhone.

There are restrictions that users may put up with 
in a pure ebook reader or a cellphone, or some 
other  limited-purpose  gadgets.  The  intention 
behind those restrictions is clearly to maximize 
profit, which is certainly not Apple's fault. The 
question is, whether it will.

There is value in liberty and the iPhone OS that 
the iPad is using is the most restrictive on the 
market. Should the iPad be any kind of success, 
it  is in spite of such policies - not because of 
them.  Especially  in  a  world  where  similar 
products are already out in the wild, for half the 
price,  fully  fledged  operating  systems  and  all 
standard connectors included.

Stage prop
Jan 28th 2010 5:20 GMT

"Never again" may not be possible.

But may be a lot more plausible, if it weren't for 
the  ugly  contraption  that  the  supposedly 
democratic  governments  of  western state  have 
turned into.



There  are  two  basic  ways  to  regulate  an 
economy. From the inside and from the outside. 
The market provides for the inside. It alone - so 
far as we could figure out in the last centuries - 
has  the  power  it  takes  to  actually  ensure  the 
supply of the population of a modern state (or 
indeed  the  modern  world)  with  the 
conveniences  and  necessaries  for  which  they  
have occasion (to paraphrase Adam Smith).

Furthermore,  there  are  institutions  within  the 
market  that  allow it  to  be  more  efficient  and 
become less dependent upon intervention from 
the outside. Among those are the banks which 
enable  those  who  have  money  they  do  not 
currently need, to be put to better use elsewhere, 
thus making the system even more efficient.

None of this, however, means that markets are 
perfectly  self-contained.  The  very  fact  that 
terms  like  "market-failure"  exist,  along  with 
mathematical  proofs  of  their  existence  in 
various circumstances, should make that clear. It 
is possible for some players within the market to 
exploit  them or  give  rise  to  them in  the  first 
place.  And  not  just  through  coercion  or 
conspiracy.  The  regular  mechanism  of  the 
market is powerful(*) enough to do that. And it 
*has to be* so powerful, because that is exactly 
the property that gives it even the possibility to 
be  so  much more  effective  in  the  distribution 
and  application  of  services,  consumer  goods, 
scarce resources and labor.

(*)Here,  I'm using the  term "powerful"  in  the 
sense that computer scientists would use it. That 
is, as a description of how many different things 
it can do and how complicated it is to use those 
its mechanisms to achieve any given goal.

The power of the market mechanism, however, 
also gives rise to the need to control it. Because 
powerful as it is,  it  can and will be exploited. 
Like  a  steam engine  that  will  explode,  if  the 
power contained in the boiler can have its way, 
it must be regulated, it must governed.

To  govern  a  market  is  not  impossible.  The 
science  of  economy  exists  for  this  exact 
purpose.

The tragic of the current situation, however, is a 

different  one.  The  regulators  have  effectively 
become part of the market. Through the process 
of  lobbying -  the  act  of  bribing  politicians  in 
public  without  being  arrested  -  actors  of  the 
market have gained access to the very institution 
that is supposed to regulate them.

And  unfortunately,  they  are  not  the  wise  and 
rational  beings,  that  economic  theory  made 
them  out  to  be.  They  used  their  newfound 
access to regulation to enrich themselves - to the 
point of destroying the very economy that they 
constitute.  Human  nature,  being  what  it  is, 
suggests that there are usually a few bad apples 
in any group of people.

The only way to make "never again" at least a 
bit more plausible, is to limit the influence that 
the economy has on politics.

Only when it is impossible for a bankrupt firm 
like  GM  to  demand  a  bail-out  from  the 
government,  to  introduce  regulation  that  will 
limit  foreign  competition,  to  soften  CAFE 
standards,  to  exempt  them  from  pollution 
standards, to tell a group of lawyers to write a 
draft for the next tax code and have it accepted. 
-  Only then  can any meaningful  regulation  of 
the economy be possible.

Clueless in Washington
Feb 4th 2010 11:58 GMT

Curiously enough, saving the US from collapse 
will  come down to  the  very  same things  that 
would have been necessary to save the USSR 
from collapse. Namely:

- give up on world supremacy
- introduce a *functioning* free market system
- realize that a dollar spend on military is always 
lost to society
-  infrastructure  and industry  can't  run  without 
constant effort and investment
-  realize  that  countries  collapse  without 
warning, in a matter of weeks



Falling flat
Feb 6th 2010 12:48 GMT

Steins Law of economics:
If something can't go on, it will stop.

If companies struggle to find costumers. And if 
costumers  get  their  money  exclusively  from 
companies  (easy  credit  being  a  thing  of  the 
past).  And if companies are forced to keep up 
their  profits  (*)  by  reducing  staff  or  reducing 
wages. Then companies will very soon run out 
of costumers with money in their pockets.

(*)  By  virtue  of  insane  expectations  of  the 
finance sector. If your profit margins fall below 
average,  'investors'  will  try  to  find  another 
company to 'invest' in. More often than not, this 
will  turn  out  to  be  Goldman-Sachs  or  some 
other finance outfit, thus starving the rest of the 
economy of money to invest and to consume.

It is an under-appreciated fact, that money can 
only  fulfill  its  function  of  transmitting 
information about what is needed where, if it is 
actually  being transferred and spend on actual 
stuff. If you have a market, say, in the US and 
you have potential costumers, say, in Africa, but 
there  are  no  actual  transactions  between  the 
African and US markets - then, pray tell, how is 
the  US  market  supposed  to  include  any 
information  at  all  about  potential  profits  in 
African markets (and thus incentives to invest in 
Africa)?

A (now)  classic  example  in  another  field  are 
netbooks.  There  can  be no  information  in  the 
market  about  the  potential  demand  for  small 
$200+ laptops, if all there is are small $2000+ 
laptops and large $800+ laptops (as was the case 
in 2006). The OLPC finally tipped the scales by 
providing  information  (thousands  of  people 
ignoring  the  fact  that  the  OLPC  is  for  poor 
people  and  shouting  that  they  want  one  ...). 
ASUS  was  the  first  to  act  upon  the  new 
information.

The  Ford  model  T is  a  very  similar  story.  A 
hundred  years  ago,  few  people  thought  that 
people would need or want to have cars even if 
they  could  afford  to  have  them.  Along  came 
Ford, pushing the price of cars all the way from 

$1300 down to just under $200 in 1926. Even 
adjusted for inflation, that's an outrageously low 
price. About $2500 in todays dollars. The rest is 
history.

New dangers for the world economy
Feb 11th 2010 4:53 GMT

Consumer spending is not picking up for a very 
good  reason.  In  the  USA,  people  didn't  have 
money before the crisis, instead they relied on 
credits and mortgages to finance their spending 
spree. In Europe, especially in Germany, people 
didn't  have  money  to  spend  before  the  crisis, 
and thus didn't  spend it - and neither do have 
more  money  now,  nor  any  kind  of  security 
whatsoever  that  they  will  keep their  jobs  and 
thus the ability to spend.

What  is  needed now, is  actually  quite  simple. 
An increase in real wages, so that people will 
have money to spend in their pockets. - Which 
is  about  as  sophisticated  an  argument  as  you 
need  to  explain  the  reason  for  the  lack  of 
demand.

An increase in real wages, however, will cause 
costs to grow and company profits to weaken. In 
many  cases,  however,  weaker  profits  are 
tantamount  to  a  rout  by  investors,  because 
investors  only invest in  the most  profitable of 
businesses.

This is clearly a self-defeating pattern, and it is 
fair to ask what gave rise to it.  If it  had been 
around  all  the  time,  would  have  long  since 
perished.

The reason this has not happened, is probably 
down to  the  expected  rate  of  profit.  Investors 
*don't*  have  full  information  of  the  market. 
Instead, they have a rough feeling whether they 
will be able to find a better investment for their 
money than a rate of profit or not. This rate, is 
the expected rate of profit.

Unfortunately,  profits  need  not  be  sustainable 
nor does the perception of profits need to have 
any relationship to reality. Profits in those last 
years  were  all  *but*  sustainable.  What  was 
sustainable, however, was the steady increase in 



their expectations.

This has led to a situation were businesses, in 
order to attract investors, need to cut wages in a 
(macro-economically  speaking)  unsustainable 
manner  in order  to  reach the expected rate  of 
profit.  Those  who  do  not  disappear  from  the 
economy at large and only the ones with the low 
wages and high rates of profit are left - because 
they  are  the  only  ones  to  have  attracted 
investors.

What is needed is a strong signal to *all* market 
participants, that rates of profits in the coming 
years will drop. This can happen in two ways. 
Preferably,  it  should  be  a  strong  government 
setting the signal. Progressive taxation is a time-
honored  way  to  do  this.  (Mind  the  backlash 
though. Setting a signal *requires* setting taxes 
to  unsustainable  levels  for  some time.  A later 
correction  *must*  be implemented  along with 
the initial signal.)

The more traditional way to do this, is not to do 
anything at all. Once industry has collapsed to a 
sufficiently  low  level  for  a  sufficiently  long 
period  of  time,  psychology  makes  sure  that 
expectations  come  down  along  needlessly 
reduced living conditions.

A better black-swan repellent
Feb 11th 2010 5:03 GMT

The  key  to  reduce  risk  for  banks  is  a  very 
different one. It is to accept reality.

People can only spend money they have earned 
from corporations. Most corporations can only 
exist if they get money from banks. Banks can 
only earn money from people (via corporations 
if necessary).

If banks earn more money, as they did in the last 
couple of decades. And if corporations also earn 
more money, as they did in the last  couple of 
decades.  Guess  what.  Either  you  have  huge 
inflation - that we didn't have in the last couple 
of decades - or the people were running out of 
money.  And  when  people  run  out  of  money, 
neither corporations, nor banks can earn money 
from people.

Thus,  banks  losing  money  has  nothing  to  do 
with  a  lack  of  risk-management,  but  with  a 
severe lack of reality-management.

Who pays the bill?
Mar 4th 2010 6:06 GMT

Who is going to pay the debt? Well, how about 
those with the money?

Raising money from consumers is only a good 
idea  if  consumers  have  money  to  spare. 
Otherwise  the  money  will  be  lost  to  the 
economy, which will be weaker because of that. 
The same goes for lowering the pay of all but 
the  most  indulgent  civil  servants  -  and  those 
usually have enough influence to mysteriously 
end up unaffected by austerity measures.

Raising money from corporations is also a bad 
idea,  since  many  corporations  are  indebted 
anyway and would face bankruptcy. Which is a 
bad thing when there is no-one around to invest 
in new corporations.

Asking  foreign  nations  to  finally  repay  their 
debt  (the  plural  here  is  actually  unnecessary, 
we're talking about the USA and hardly anyone 
else) would merely prompt said nation to push 
inflation through the stratosphere.

Which leaves one institution that we could turn 
to. The financial sector. But that, too, is heavily 
indebted  and  raising  money  from  it  will 
inevitably lead to its collapse. And no nation can 
do without a financial system.

My  humble  opinion  on  that  topic  is.  that 
eventually  something  has  to  give.  Unless  we 
want to globalize the Japanese malaise of trying 
to  repay  debt  and  being  unable  to  stimulate 
economic growth, because we're trying to repay 
our debts ... And I for one would prefer to live 
in a nation that has reformed its financial system 
rather  than  a  nation  that  was  reformed  by  its 
financial system.



Spin, science and climate change
Mar 18th 2010 5:16 GMT

If  it  was  true,  that  uncertainty  was  all  the 
justification  it  takes  to  act,  well  then  why, 
please:

- have banks not been regulated for the last 10 
years, despite the uncertainty of their stability, 
raised by credible economists?

- has patent law not been reformed despite its 
obvious  abuse  and  rising  uncertainty  of  its 
usefulness for society?

- has the embargo against Cuba not been lifted 
in the last 20 years, even though the uncertainty 
of whether or not it might pose a nuclear threat 
has  been  shrinking  by  the  decade  since  the 
missile-crisis?

May the best man share
Apr 1st 2010 2:53 GMT

>  To  most  Germans  the  idea  [of  Germany  
having  to  change  itself]  verges  on  the  
ridiculous.

It seems like the author neglected to actually ask 
the  Germans  before  writing  this.  In  fact, 
Germans  are  sorely  aware  of  the  fact  that 
Germany has to  change its  economic policies. 
10 Years of "Exportweltmeister" (world's largest 
export nation) have not contributed in any way 
towards improving living conditions (real wages 
shrank in the last decade) or economic growth 
(which has been famously anemic),  nor has it 
reduced Germany's debt burden.

Governments  successfully  managed to  depress 
real wages and shrink production costs, which is 
exactly  what  Gerhard  Schroeder  announced  a 
decade  ago.  Politics  *can*  change  wages  and 
they did.

If  investments  lag  behind  savings,  that  is  no 
mystery.  From the perspective of the investor, 
there is no reason to invest, because investments 
will not yield anywhere near the profits that can 
be achieved in  finance or investments  abroad. 
And that  is  because  consumers  simply  cannot 

afford to pay for extravagant goods and services 
in an environment where real wages and social 
security  have  been  in  a  relentless  process  of 
erosion for more than a decade.

What  Germany  (and  Europe)  needs  is  a  less 
mercantilistic  approach  to  the  economy.  One 
that doesn't focus on undercutting international 
competition  as  its  primary  and only  objective 
(which  makes  21st  century  Germany  almost 
indistinguishable  from  18th  century  France), 
which  is  not  only  hurting  its  trading  partners 
abroad,  but  also  its  own  people  at  home. 
Germany  as  a  whole  has  no  benefit  whatever 
from the 200 Billion Euro or so current account 
surplus, because there is absolutely nothing that 
is being bought with it.

We've  been  here  before.  There  is  no  need  to 
impoverish  Germany  just  to  prove  that 
mercantilism is still a bad idea.

Over to you, China
Apr 8th 2010 4:49 GMT

Why exactly is it that if the USA has a problem 
with its trade balance with respect to China, that 
China has to let its currency rise?

After  all,  the  US doesn't  just  have  a  negative 
trade balance with China, but with just about the 
whole rest of the world.

Wouldn't  it  make a  lot  more  sense to  ask the 
USA to depreciate the US-Dollar?

Sleepwalking towards disaster
Apr 8th 2010 4:56 GMT

Given that Japanese agriculture is such a small 
sector, that Japan has to import a sizable part of 
its food just to feed its population, exactly how 
much good would it do to deregulate and open 
agriculture in Japan with respect to the whole of 
the Japanese economy?

Well, not much. So why the insistence?



Acropolis now
Apr 29th 2010 4:03 GMT

The  question  that  will  go  unanswered  in  the 
whole crisis, is what would have been different 
had the German government rescued Greece in 
a more timely fashion.

I think not all that much. The austerity measures 
placed on Greece are unreasonable, unjustifiable 
and  have  no  way  of  achieving  their  goal  of 
repaying  the  debt.  Austerity  measures  are 
tantamount to collectively putting Greece into a 
debtor's  prison.  And  there  are  rather  good 
reasons,  why  we  don't  have  any  living 
experience of those.

Putting a debtor into prison only works, if the 
debtor in fact *has* the money, but refuses to 
pay it. But more often than not, the debtor has 
spend the money in one way or another and no 
matter how long you let him rot in prison, will 
not be able to pay it back. If your desire is to get 
your money back and not to shame the debtor, 
then you'd rather help him find a way to earn it 
back.

Placing austerity measures on a country with the 
hope of its debt being repaid, assumes that its 
expenditure is somehow so grossly in excess of 
its  needs, that reducing expenditure alone will 
easily be enough to pay it back. But this is not at 
all the case.

Even if Greece decided to cut *all* its military 
expenditure in order to repay its debt, the Greek 
deficit  would  merely  be  diminished  from  its 
current  13%  of  GDP  to  9%.  Extravagant 
expenditure alone cannot account for the deficit 
and  cutting  expenditure  will  do  nothing  to 
effectively  diminish  it,  not  to  mention  do 
anything in the way of repaying Greek debt.

Trying to repay Greece's debt through austerity 
measures  -  increased  taxes  and  decreased 
spending - is a laughable proposition. There are 
exactly two ways in which Greece can repay its 
debt.

1)  Inflation.  This  will  be  impossible  unless 
Greece  gets  out  of  the  Euro  area  and  also 
undesirable for all involved.

2)  Economic  growth.  But  this  will  require 
increased spending, reduced taxes and growing 
wages  -  quite  the  contrary  of  the  austerity 
measures required from both the IMF and the 
EU (with Germany in the front line) and almost 
impossible  to  achieve  so  long  as  Germany 
follows  the  doctrine  of  keeping  its  real-wage 
growth below increases of productivity in order 
to dump its products on other markets - which is 
impoverishing its own people and those abroad.

The other options to resolve the issue are debt 
forgiveness, debt restructuring or default. All of 
which amount to the same.

Acropolis now
Apr 29th 2010 7:23 GMT
(A reply to another commentator)

Groneborge

>  The  Greek  government  employees  get  
bonuses equal to two months of salary.

So what? Why are you complaining that  civil 
servants are paid their salary in 14 installments 
instead of 12? What difference could that make?

Also,  is  the  40% government  spending  -  that 
you blame primarily on salaries - really just fat? 
If  the  Greek  government  decided  to  cut  its 
budget  by  13%  GDP (that's  one  third  of  the 
whole  budget)  in  order  to  balance  its 
accounting, what would happen?

Civil  servants wouldn't  get paid or paid much 
less.  (Because the money is  effectively lost  to 
the  Greek  economy.)  The  result  would  be  an 
immediate loss of GDP on the order of 10% and 
possibly a  much higher  loss in  tax revenues - 
requiring  further  cuts  in  the  budget  to  avoid 
slipping into debt again. Right up to the point 
when  there  is  nothing  left  to  cut  and  no 
government left to govern, because it will long 
since have been thrown out by the people on the 
street.

It  is  one thing to demand more efficient  state 
spending  and  investments  to  spur  economic 
growth  and  give  advise  how  to  achieve  that. 



(Which I would agree with.) It is quite another 
to  just  demand  indiscriminate  cuts  in 
government spending and increases in taxation 
to  sooth  the  population  of  Germany  and  the 
other EU countries. Instead of holding a useless 
grudge  against  Greece,  a  real  solution 
addressing the economic imbalances within the 
EU would be best for all concerned.

Acropolis now
Apr 29th 2010 7:36 GMT
(One more)

Ohio:
See my answer to  Kroneborge (I  misread this 
one as Groneborge - sorry).

What  makes  you  think  that  government 
spending  can  somehow  be  dispensed  with  - 
without any impact whatever on the government 
budget and the ability of the economy itself to 
pay for said budget?

Government spending is a part of the economy. 
If you just cut it and hand the money over to 
foreign banks to service debt, you simply take 
the money away from the economy. But if the 
government  suddenly  stops  to  pay  out  40-50 
billion dollars each year, this will have a severe 
impact  on  the  economy.  Simply  put  -  people 
will have much less money in their pockets to 
pay for goods and services, so fewer people will 
sell goods and services. That's what you call a 
contraction of the economy or a fall in GDP.

The  cuts  you  propose  would  impoverish  the 
nation and lead into a deflation spiral with only 
superficial differences between it and the Great 
Depression of the 1930ies, which would make 
repaying  the  debt  an  ever  more  illusionary 
proposition.

Coming to a city near you?
May 6th 2010 4:03 GMT

I agree that increasing consumption in Germany 
must  be  a  core  piece  of  any  viable  plan  to 
balance  the  European  economy.  However, 
cutting taxes won't do that.

Why?  Because  Germany  has  legally  bound 

itself  to  limit  its  debt  growth.  Simply  cutting 
taxes  means  less  income  for  the  government 
and, by legal fiat, less expenditure. The impact 
on consumption is likely to be marginal at best 
and possibly negative, if cuts in expenditure hit 
low-income groups with  rates  of  consumption 
close to 100%, while cuts in taxes benefit high-
income groups with rates of consumption below 
50%. (Say, owners of hotels ...)

So,  what  could  you  do  to  strengthen 
consumption in Germany?

Well,  first  of  all,  wages  in  Germany  are 
negotiated  for  broad  sections  of  the  industry. 
This fact has been used for a dozen years or so 
to  enforce  a  policy  of  wage  restraint 
("Lohnzurückhaltung").  Another  way in which 
wages were restrained was to limit the power of 
labor unions. By deliberately putting loopholes 
in laws and by not closing loopholes that were 
found. There was a large, deliberate and official 
campaign to increase the number of low wages 
jobs.

The result were stagnant wages at a time when 
real wages grew by 20-30% in the rest  of the 
EU. Those policies *can* be reversed.

Another angle of attack would indeed be taxes. 
A combination of tax cuts and and tax increases 
can  increase  overall  consumption  in  an 
economy, if taxes are cut for people who have a 
high  rate  of  consumption  and  balanced  by an 
increase  for  those  who  have  a  low  rate  of 
consumption.  In  general,  as  (for  example) 
Keynes  noted  in  his  "General  theory  of 
employment  interest  and  money",  the  rate  of 
consumption of an individual falls the higher his 
or her income.  Higher taxes for high incomes 
and lower taxes for low incomes, or increased 
social security spending, would do the trick.

Next, increased efforts by tax authorities to get 
their  taxes,  combined  with  revised  tax 
regulations with a focus on transparency instead 
of opacity - as it is currently the case all over the 
world.

And finally a more equal taxation of corporate 
and  financial  gains  would  induce  investors  to 
consider  their  options  more  carefully,  when 



faced with a choice between buying some real 
estate at a prime location and hoping its price 
will go up - or investing money in a corporation 
that  sells  goods  or  services  other  than  pure 
administration of numbers.

Coming to a city near you?
May 6th 2010 6:31 GMT
(Again, a reply to a fellow commentator.)

> The Euro is still overvalued compared to the  
dollar

What is this statement based on?

If  one  currency  is  overvalued,  compared  to 
another, that would suggest that its purchasing 
power is too high. This would coincide with two 
observations:

1) Money would flow from the country with the 
overvalued  currency  to  the  country  with  the 
undervalued  currency,  because  you  could 
purchase more with it  in the country with the 
undervalued currency.

2) Prices of identical products imported from a 
third  country  would  be  cheaper,  in  nominal 
prices  at  the  official  exchange  rate,  in  the 
country with the overvalued currency.

Observations  suggest  that  money  is  flowing 
from the US into the EU (the former having a 
huge current account deficit) and that prices of 
consumer products imported from China more 
expensive in Europe than in the USA.

It is the US-Dollar that is overvalued.

Freefall
May 7th 2010 8:54 GMT

Well, if you look at the chart of the Dow Jones, 
from about 13:15 to 14:40, it moved along an 
exponential curve that would make a physicist 
proud.  There  is  a  very  simple,  yet  plausible, 
model  that  can  explain  this:  The  number  of 
sellers on the market as a whole grew at a rate 

that  depended  on  nothing  but  the  amount  of 
sellers on the market.

This  is  as  close  as  it  gets  to  a  mathematical 
definition of contagious panic.

Whatever  happened  during  the  plunge  must 
have been something different. Stocks stabilized 
for a few minutes, then proceeded to fall at an 
unreasonable,  but  stable,  rate.  Either  this  was 
down to a few actors on the market or a sudden 
change in  dynamic  that  made everyone act  in 
concert.

Maybe the plunge protection team tried to come 
to  the  rescue  and  failed,  as  too  many  traders 
tried to profit their unreasonable buying orders.

But dismissing this day as a mere blib is clearly 
wrong.

A polity imploding
May 20th 2010 9:10 GMT
(Riots in the streets of Thailand.)

A Theocracy is a kind of government, where the 
ruler  claims  to  represent  god.  It  would  be 
foolish  to  say  that  it  is  ruled  by  god.  Often 
enough, a new ruler will come along, claiming 
to represent god even better than the current one 
does  and fights  will  break  out,  unless  a  more 
peaceful way has been established to settle the 
claims.

It is just as foolish to say that a Democracy was 
ruled by the people. All experience suggests that 
this is not the case. As with god in a Theocracy, 
in  a  Democracy  rulers  claim  to  represent  the 
people. And of course there will be new rulers 
coming along, claiming to represent the people 
even better than the current ones. And it is only 
to be expected that fights will break out unless a 
more peaceful way has been established to settle 
the claims.

Whether the settling of claims is peaceful or not, 
depends a lot upon the legitimacy of the claims 
themselves  and  the  solidity  of  the  settling 
process.  While  it  is  strengthened  by  tradition 
and  good  governance,  illegitimate  claims  will 
tend  to  weaken  it  over  time.  Mind  you,  the 



nature  of  the  settling  process  is  relatively 
unimportant, if it is under a constant assault of 
bad governance and illegitimate claims.

If  the  European  and  American  democracies 
seem to  be  more  stable  than  Thailand's,  it  is 
because  of  tradition  and  a  history  of  better 
governance. Not the legitimacy of their current 
leaders.

A quick stimulus
May 20th 2010 9:42 GMT

So long as the US is still smug about increasing 
import  quotas  for  textiles  from  Haiti 
(reminiscent of the 1930ies if anything), I won't 
hold my breath waiting for Haiti's economy to 
improve or become even remotely independent. 
Not  to  mention  seeing  its  unemployment  rate 
falling below 50% (from its pre-quake level of 
70%) or its politics becoming stable. (Constant 
poverty is the single best  predictor of a failed 
government.)

If the US wants to provide some credible help to 
Haiti, it should tell its aid workers to come back 
home and establish *gasp* FREE TRADE with 
Haiti.

Fear returns
May 27th 2010 5:04 GMT

So, all of the sudden, it is the governments fault.

This raises some interesting questions, like, who 
is responsible for the governments actions? The 
common answer, that in a democracy the people 
are the government, is certainly wrong. It is an 
open  secret  that  large  companies  employ 
lawyers and legal experts to write laws that are 
"proposed" to governments, who will then go on 
to  push  them  through  legislation  virtually 
unchanged.  Corruption,  called  by  the  polite 
euphemism  "lobbyism",  has  become  standard 
practice  and  is  basically  unopposed  by 
legislation.

Is  it  the  governments  fault  then?  In  the  great 
scheme of things, maybe. But in the current case 
- certainly not. It is the greed of the corporations 

who  designed  a  legal  landscape  to  suit  their 
myopic desires, but bankrupts them in the long 
run.  When  corporations  run  governments, 
blaming  the  governments  for  the  corporations 
ailments is a bit of a tautology.

Corporate  profits  have  been  growing  much 
faster in recent decades than the economies as a 
whole,  while  wages  in  the  USA,  Japan  and 
Germany (accounting for 40% of world GDP) 
have  been  stagnant.  Lacking  any  alternative 
back channel (the banks won't hand out credits 
to consumers for ever), the money gets stuck in 
banks and corporations. The result should have 
been  utterly  predictable.  (And  should  be  in 
future.)

Markets are an instrument to match supply and 
demand.  Demand,  however,  can  only  be 
generated by people with money. No market can 
work  if  there  is  a  general  lack  of  money  on 
either the demand or the supply side. So long as 
there is no mechanism, through political action 
or otherwise, that will fundamentally rebalance 
the flows of money between banks, corporations 
and consumers, this crisis will last.

No stimulus and no cash for clunkers program is 
able to do that.

It will take an upset of current political practice, 
of  ensuring  that  corporations  are  the 
subordinates  of  governments  and  not  the 
contrary, to solve this crisis.

Israel's siege mentality
Jun 3rd 2010 3:41 GMT

Keeping  up  a  blockade  is  no  justification  for 
violence.  The  blockade  itself  is  violence.  It 
should have become obvious in the last decades, 
that blockades don't do anything to force anyone 
into submission. Not Gaza, nor Cuba, nor North 
Korea, nor Iran or Iraq.

A blockade is a continuous act of violence that 
strengthens  the  leadership  of  the  government 
and hurts the population in atrocious ways.

Stating the obvious that  isn't  being mentioned  
seems  to  be  a  receipt  for  popular  comments.  



This  one  received  about  three  times  as  many  
recommendations  as  my  second-most-popular  
comment ...

The deflation dilemma
Jun 3rd 2010 6:23 GMT

It's  true,  deflation  is  harder  to  tackle  than 
inflation.  But  that's  not  for  any  reason  more 
fundamental then the choice of tools used to do 
it.

The consumers price index is concerned mostly 
with the prices  that  consumers  experience (oh 
the surprise). But the policies used to influence 
it  are all  about the price of money that banks 
experience.

In the hierarchy of the economy, consumers and 
banks are on opposite ends. If  influencing the 
banks  is  supposed  to  have  any  effect  on 
consumers,  there  must  be  a  firm  relationship 
between them that goes both ways. But in fact, 
there is none.

If  you increase  the interest  rate  of  the  central 
bank, you can be pretty sure that consumers and 
corporations  will  tend  to  take  money  out  of 
circulation and put it into the banks. This will 
naturally tend to be deflationary.

In  the  long  run,  changing  interest  levels  will 
only  make  *this*  mechanism  more  or  less 
deflationary, not inflationary. (Yes, cheap credits 
are inflationary, but they also tend to be a bad 
risk that will reduce the overall  availability of 
credit in the long run, i.e. today.)

Decreasing the level of interest rates will merely 
decrease the amount of money being put out of 
circulation.  So, given that we already are at  a 
point  when  little  money  is  on  the  outside  of 
banks ("in the economy") and interest rates are 
low,  further  decreasing  interest  rates  does 
absolutely nothing at  all  outside of the banks. 
(Liquidity trap is the name of the game.)

Ben Bernanke said he would drop dollars from 
helicopters to prevent such a scenario. But when 
push came to shove, he didn't. Well, in fact he 
did, but the helicopters dropped the money on 
one big pile and they put a fence around it to 

make sure nobody but the banks would be able 
to touch it.

A big pile of money out of reach isn't money. 
There is no reason to be afraid of or expect any 
increase of inflation as long as this is the case.

Additionally,  for  newly  printed  money  to  be 
inflationary,  it  has  to  stay  in  the  market.  But 
currently, banks tend to be a money sink, as the 
bad debt that has accumulated in their balance 
sheets is being paid back.

But  since  the  underlying  assets  aren't  actually 
worth as much as the balance sheets say, part of 
the  money  that  is  being  paid  to  banks  will 
simply vanish as soon as those assets are quietly 
written off. None of it will ever see the light of 
the market again.

This  is  the  amount  of  money  that  must  be 
created to equalize deflationary pressure. But it 
doesn't do any good to just give that money to 
the banks. Giving it to consumers will achieve 
the  same(*),  but  it  will  also put  the economy 
back into a more functional state.

(*)Too much money being sucked up by banks 
was  why  there  is  deflation  in  the  first  place, 
after all.
The comment on “The Trap” (page 35) that was 
picked up in The Examiner was introduced thus:

There are three fundamental mainstream sources for 
news. The first is mainstream media such as Wall Street 
Journal, New York Times, Business Week, and The 
Economist. The second are blogs, such as Market Folly or 
Zero Hedge. Note that the former source would be more 
likely to report the optimistic viewpoint of the market. 
The latter tends to report on the negative side of the 
market. 

For Torontonians, the main source for news is Report on 
Business (Globe and Mail) and The Financial Post 
(National Post).

The third source for news comes from the ordinary 
citizens who take the time to write comments on the 
previously mentioned sources for news.

It is a potential source for getting unique insight.

Below is a response on The Economist by a user, tp1024, 
in response to an article about unemployment. The article 
is entitled The Trap | The Curse of Long Term 
Unemployment will bedevil the economy.
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