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KEY POINTS

Macroeconomic Theory and Modelling after “The Fall”

The real financial dichotomy in economics remains
one of the most damaging, as the global financial
crisis (GFC) laid bare. The financial system is not
simply a “veil” over the real economy; it has a very
real life of its own. Integrating the real and financial
economies is one of the most overwhelming
challenges facing macroeconomics.

The existence of complex systems, populated by
actors with various preferences, requires a more
creative and flexible methodological approach;
however, the problem of aggregation remains just
as daunting as ever.

The role that fundamental uncertainty plays in the
economy remains poorly understood and has been
neglected by the study and profession of economics.

Stock-flow consistent (SFC) models and agent-based
models (ABMs) are promising new developments,
but both model classes have significant weaknesses.
A synthesis of the two could yield critical new
insights into microeconomic behaviour and
macrofinancial outcomes.

Social Equity and Macroeconomic Performance

The conference highlighted the complex dynamics
between economic development and globalization,
spatial and temporal patterns in inequality, and
the age-old dichotomy in economics of efficiency
and equity. Conference participants took the
opportunity to assess whether the dominant
position of particular dichotomies in economics
may be blocking critically important theoretical
breakthroughs.

The role and extent of rent extraction in the world
economy continues to be poorly understood.
The rapid growth of the global financial services
industry, the peaking of the recent commodities
super-cycle, and the re-entry of China and other
labour-rich, emerging-market economies into
the global economy may be contributing to the
generation of significant rent-seeking.

www.cigionline.org ® www.ingteconomics.org

Previous theoretical approaches in
macroeconomics, which largely ignored any
potential relationship between income inequality
and macroeconomic resiliency and financial
stability, should be reassessed.

The efficacy of current counter-cyclical
macroeconomic policies needs to be reassessed
against the disjunction between output and asset-
price valuation stabilization and employment
stabilization.

Financial Complexity, Instability and Macroeconomic
Management

The rise of shadow banking has transformed the
modern financial landscape. Financial regulators
and monetary officials would be wise to adapt to
the exigencies of this “brave new world” of market-
based credit systems. There is a complex and
poorly understood relationship between financial
regulatory policies (such as Dodd-Frank and
Basel III) and monetary conditions in the broader
economy.

The money-credit dichotomy continues to impede
proper theorizing of financial and monetary
systems.

No clear relationship exists between price stability
and financial stability, which necessitates a
rethinking of orthodox monetary policy regimes,
particularly inflation targeting. Macroprudential
policies hold great potential, but their interactions
with traditional monetary policy raise important
governance questions and potential trade-offs
between competing goals.

The tremendous deleveraging of the private sector
in core advanced economies continues to complicate
macroeconomic policy. The example of Japan holds
important policy lessons — some of which may
challenge basic microeconomic assumptions.

There are important similarities between the role
of manufacturing in the current global economy
and the centrality of agriculture in the decades
leading up to the Great Depression. Governments’
attempts to save their manufacturing sectors may
be impeding a strong, sustainable and balanced
global recovery.
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History, Finance and the Law

Politics and power permeate almost every corner
of economic life, yet economists struggle to
incorporate this fact into their work. A greater
willingness to engage with other social sciences,
such as history, the law and political economy is
warranted. This would represent a return of the
profession to its historical roots.

Fundamental uncertainty and the presence of
binding liquidity constraints generate instability
in financial markets. The law must be flexible to
prevent financial collapse; however, where law is
flexible, power becomes salient.

Finance is inherently hybrid in nature. Its
public and private components are at all times
interdependent.

Uncertainty versus risk and knowledge versus
information are two important dichotomies
that should inform the conceptualization and
regulation of financial markets.

The state is both within and outside markets,
regulating and participating where deemed
necessary. This is reflected in the changing nature
of government immersion in economic life.

CONFERENCE REPORT

Rapporteur Kevin English

INTRODUCTION

While economics, as a body of research, has provided
significant benefits, as a profession, it has failed to provide
solutions to many of our greatest and most pressing
challenges. Many argue that economics has become
detached from broader society — that it has become
far too rigid and insular. Analytical distinctions are
necessary for theoretical advances, providing tractability
and imposing discipline, but when they begin to shape
economists’ views of the world, rather than help them
respond to it, it is right to ask if these distinctions have
lost their usefulness, an inquiry that can itself be a source
of intellectual progress.

At the False Dichotomies: Economics and the Challenges
of Our Time conference, held in Waterloo, Ontario, on
November 16 and 17, 2012, The Centre for International
Governance Innovation (CIGI) and the Institute for New
Economic Thinking (INET) trained the spotlight on
some of the lines that have been drawn by economists
— between macro and micro, between commercial
lending and capital markets, and between efficiency
and equality.! Similarly, the dividing lines between
economics and other areas of study, such as history,
the law, psychology and political economy were also
questioned. When economic theories are unable to
answer intrinsically important questions, such as those
related to the stability of the financial system, the
distribution of wealth and income, or the relationship
between the environment and social welfare, the question
arises whether the lines drawn within economics are the
right ones. For example, basic assumptions about human
behaviour divide economics from psychology, yet both
fields could arguably enrich their research through
interdisciplinary engagement. Likewise, boundaries
divide macroeconomics from financial economics, yet
these boundaries may not be analytically relevant in all
cases. The distinctions are not only intellectual, but also
sociological: macroeconomists and microeconomists
often carry on separate conversations, reinforcing the
division between them. To the economic community,
these constraints are in fact very real: they condition the
work that economists do, the jobs they can get and the
journals that will publish their work.

Training the spotlight on such issues can be a source
of intellectual discomfort, but if done well, it can also

1 To access videos of the conference proceedings, please visit:
www.cigionline.org/video-series/false-dichotomies.
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be a productive way to challenge the discipline. The
conference sessions created conversations about and
across the normal boundaries of the economics field, to
ask why those lines exist, what advances they permit,
and, potentially, what avenues they close off.

MACROECONOMIC THEQORY AND
MODELLING AFTER “THE FALL”

Macrofinancial Linkages, Microfoundations and the
Challenges of Aggregation

One of the conference’s overarching themes was the
strong conviction of all participants that mainstream
economics has failed to take macrofinancial linkages
seriously. This is reflective of what is, perhaps, the largest
and most damaging false dichotomy of them all: the “real”
economy versus the financial economy. During the first
plenary session, Christopher Ragan, associate professor
of economics at McGill University, underscored this
important theme, noting that “[i]tis very hard to read any
history of financial crises and think about a separation
between financial and real economies”; in Ragan’s own
words, pretending otherwise is “laughable.” In the post-
GFC world, it is hard to understand the conspicuous
absence of an explicit financial sector and balance sheets
in mainstream modelling. Perhaps this speaks to deeper
sociological divides within economics. For example,
before the GFC, monetary stability and financial stability
were often treated as separate issues. This divide was
mirrored, and arguably sociologically reinforced, by the
division of responsibilities between supervisory financial
authorities and central banks.

The key challenge is bringing finance back into
macroeconomics. A related issue, and one that has
emerged as one of the most divisive legacies of the
financial crisis for the economics profession, is the issue
of microfoundations and the problem of aggregation.
When critics claim that “economists often carry on
separate conversations,” this is the heart of what
they are alluding to. The intensity of debate between
academic heavyweights over this particular issue in the
“blogosphere” speaks to how divided the profession
remains. Conference participants made no pretense to
having the definitive solutions to reconciling this divide
or to possessing definitive answers to these debates.

Participants were, however, largely unified in their
conviction that the excessive reliance on strong,
microfounded modelling (or, put differently, on a single
version of microfoundations), has led the profession
astray. John Smithin, professor of economics at York
University, argued that the intellectual deference
granted to microeconomics within the broader
profession has served as a significant impediment to

www.cigionline.org ® www.ingteconomics.org

our understanding of macroeconomic systems. Alluding
to a new book by John E. King, Smithin referred to this
as the “microfoundations delusion.”? Smithin and King
take issue with the overwhelming reliance placed on
representative agents with rational expectations and
the dynamic stochastic general equilibrium (DSGE)
framework in the profession. The delusion, they argue,
rests on the false premise that the macroeconomic
effects of aggregated behaviour can only be deduced by
understanding the motives of individual actors.

An individual household’s optimal financial behaviour
— for example, increasing savings during periods
of economic uncertainty — is not always optimal
when aggregated to the entire macroeconomy. This
coordination failure, where optimal coordination does
not occur through the traditional price mechanism,
is known as the “paradox of thrift.” Another crucial
coordination failure, as the GFC demonstrated, occurs
during a downward liquidity spiral. Under certain
situations, more ad hoc models, such as John Hicks” IS/
LM model (Investment-Savings / Liquidity preference-
Money supply) may actually prove more useful, though
such a methodological approach does not imply that a
complete theory of macroeconomics can do without
pivotal components such as a pricing theory, cost theory,
theory of value or theory of the firm. As Smithin argues,
the crucial question is whether traditional “textbook”
microeconomics provides an adequate treatment of these
issues, and, more broadly, to what extent can it really be
viewed as “foundational.”

Criticism, however, is far easier than constructive
engagement. Mainstream pre-crisis models were marked
by a high degree of internal consistency, based on strong
microeconomic foundations and analytically tractable —
all things that economists aspire to in their modelling.
Conference participants took great lengths to highlight
the atomistic nature of these microfoundations as a
source of potential weakness. For example, do invariant
preferences and fully rational expectations constitute
satisfactory modelling devices when the world is
clearly characterized by instability and fundamental
uncertainty? Similarly, how can the tension between
rigorous microfoundations be reconciled with the
development of models that are capable of replicating
the chaotic macrofinancial world of economic life?
Throughout the conference, participants attempted
to meet these challenges by presenting new methods

2 See King, 2012.

3 The information in this paragraph borrows largely from Smithin’s
conference lecture slides, available at: www.cigionline.org/sites/
default/files/shared /Plenary%20Session%?202-John%20Smithin.pdf.
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and frameworks to modelling different aspects of
macrofinancial outcomes and microeconomic behaviour.

ABM, Computational and SFC Modelling

One of the major promising developments in current
economic research is the ABM.* Conference participants
Blake LeBaron, professor at Brandeis University,
and Cars Hommes, professor at the University of
Amsterdam, emphasized the various strengths of ABMs.
Hommes presented his research, which aims to generate
ABMs with strong behavioural foundations, using
experimental techniques and data generation to validate
simple heuristic switching-based model simulations.
His research allows for heterogeneous expectations to
endogenously develop, as actors observe how price and
profit conditions progress and respond by switching
between simple heuristic forecasting strategies. When
aggregating from “micromotives” to “macrobehaviour,”
the type of feedback assumed by the modeller is critical.
This is similar to LeBaron’s model, where trend-following
heuristics (or “momentum traders” in finance jargon) do
very well when positive feedback is introduced, and are
able to crowd out other stabilizing heuristics, leading
to unstable asset bubbles. Above all, such an approach
allows for a partial resolution of the traditional empirical
micro/macro dichotomy through the calibration and
estimation of micro decisions and macro aggregates at
the same time.

There are significant trade-offs with moving beyond
traditional general equilibrium models. Dawn Parker,
associate professor at the University of Waterloo, argued
that when economists move to analytically intractable
models, the ability to comprehensively and completely
explain the relationship between parameter space and
the model output is lost. As a result, the assumption
of fully rational expectations also has to be relaxed, as
agents’ expectation-formation mechanisms can no longer

4 The ABM’s strength is its ability to incorporate heterogeneous
behavioural rules (and variant preferences) and to mimic learning
between different agents (including “herding”), an important feature
for modelling financial markets. While ABMs share the DSGE models’
strength of being based on microfoundations, they allow this bottom-
up component of the model structure to be given full play, without
assuming any medium-term market equilibrating structure. As such,
ABMs are characterized by multiple unstable “disequilibriums” that
are prone to the severe booms and busts and periods of low and high
volatility that so clearly exist within credit networks and financial
markets.

5 The allusion, here, is to Thomas C. Schelling’s foundational text,
Micromotives and Macrobehaviour, rev. ed. (New York: W. W. Norton,
[1978] 2006).

anticipate final outcomes. As Parker noted, this is “a very
deep and unacceptable loss for many economists.”

Accepting some degree of bounded rationality, however,
may also be appropriate when analyzing economic
events such as the GFC. As Perry Mehrling, professor
of economics at Barnard College and director of
educational initiatives at INET, states, “Neither markets,
nor the state, whether separately or in cooperation, can
ever be expected to defeat the dark forces of time and
ignorance...Fundamental uncertainty is a fundamental
fact of our economic life, and abstraction from that
fundamental fact is the major problem” (Mehrling,
2012). For several of the great early twentieth-century
economic theorists, such as Keynes, Knight, Hayek and
Wittgenstein, this aspect of human life was central to
understanding economic systems, because in the face of
fundamental uncertainty, actors resort to simple rules of
thumb. On this point, participants reflected on the need
for economics to accept messiness and complexity, and
in doing so, to embrace a broader set of methodologies
— whether computational, traditionally analytic and
econometric, or experimental in structure — that might
better model the heterogeneity of human experience.
Doing so might help those in the profession see different
methodologies as complements, rather than substitutes.
As Antoine Mandel, associate professor of applied
mathematics at Université Paris 1 observed, we should
not view agent-based and general equilibrium models
(or other such dichotomies) as corner solutions.

Many participants also expressed a strong interest in
generating methodological strategies for integrating
ABM with SFC modelling. SFC models and other
accounting-based models fared remarkably well in
predicting the timing and scope of the subprime crisis
in the United States (Bezemer, 2009). The strength of the
SEC approach is that it applies discipline to the temporal
movement of financial and monetary aggregates, and
seamlessly incorporates interactions between the real and
financial economies. Models of this nature, however, lack
any underlying behavioural assumptions for individual
agents; this is where ABM and other computational
methods can serve as natural complements. The ABM
approach provides flexible and more realistic behavioural
rules for economic agents, but they are neither overly
useful for analyzing macrofinancial linkages, nor do
they possess any means of applying macroconstrains to
aggregate economic outcomes. Conference participants
expressed great optimism that a new synthesis of these
two methodological approaches could emerge over the
next decade.

Conference Report
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SOCIAL EQUITY AND MACROECONOMIC
PERFORMANCE

For a variety of reasons, economists have struggled to
engage with the topic of inequality — often appearing
unapologetic about its messy relationship with
economic growth. The conference highlighted the
complex dynamics that relate economic development
and globalization to spatial and temporal patterns in
inequality, and the age-old dichotomy in economics of
efficiency and equity.

A common refrain in business and economic circles
is that “China makes and the world takes.” But why
is this so, and how could this dynamic be affecting
global income and wealth distributions? Sanjay Reddy,
associate professor of economics at The New School
for Social Research, argued that one overlooked
variable explaining recent trends in income and wealth
distributions is the “Lewisian” character of the global
labour supply curve.® The high elasticity of this curve
has allowed for a massive movement of labour out of pre-
industrial sectors into modern (largely manufacturing)
sectors without wages having to rise at anything
approaching the rate of labour productivity growth. The
result is a profit boom for households that derive a large
portion of their income from returns to capital, both in
the developing and developed worlds.

These insights were reflected by numerous discussions
at the conference over the declining return to labour (as
a percentage of GDP) in the developed world, despite
decent productivity growth over the past decades.
Conference participants discussed the popular skill-
biased technological change theory within this context;
however, a common alternative intellectual thread was
the possibility of increasing rent extraction in the global
economy. The breakout session on global inequality
addressed the possibility that “threat effects” are being
used increasingly in the hyper-globalized economy to
extract rents from workers. These threats do not need
to be based in sound microeconomic analysis; the threat
only needs to be perceived as credible by the workers. In
such an environment, information asymmetries between
workers and employers (as capital owners’ agents) could
be used to easily arrive at a wage income-capital income
split that is not justified by underlying fundamentals.
Hence, a threat that is based on claims of microeconomic
efficiency actually produces outcomes that are neither
economically efficient, nor socially equitable.

Over the past two decades, claims to efficiency have also
characterized policy debates over financial regulation.
Unfortunately, the GFC laid bare the potential for rent-

6 See the work of Nobel laureate Arthur Lewis.

www.cigionline.org ® www.ingteconomics.org

seeking from large financial institutions to destabilize
financial markets. Anton Korinek, assistant professor of
economics at the University of Maryland, pointed to the
existence of relatively large “scarcity rents” and “bail-
out rents” in modern financial systems. These rents can
occur because financial institutions serve as a bottleneck
for all credit intermediation and because ownership of
such institutions is highly concentrated. Bankers, who
gain on the upside, prefer more risk-taking and lighter
financial regulation, while workers fear fluctuations in
bank capital and have more to lose on the downside.
According to Korinek’s research, “From the perspective
of workers, financial regulation to limit risk-taking in
the banking sector is a substitute for missing insurance
markets,” which could otherwise compensate workers
for the pecuniary externality they are exposed to from
the risk-preferences of bankers (Korinek and Kreamer,
2012).

The intersection between growing income inequality and
financial instability also featured prominently during the
conference. A fairly robust correlation has been drawn
between the rise of income inequality and the rapid
growth in household debt in developed economies over
the past three decades. Barry Cynamon, visiting scholar
at the Federal Reserve Bank of St. Louis, noted that
despite stagnant income growth during this time, the
American consumer demonstrated a remarkable ability
to drive economic recoveries through strong rebounds
in consumption growth. Theoretically, however, one
would expect that because wealthier households have
lower marginal propensities to consume, a rise in income
inequality would reduce overall consumer demand and,
over time, place a significant drag on growth. Instead,
the relative demand growth of the bottom 95 percent
of households actually rose steadily in the decade
leading up the GFC, while the relative demand of the
top five percent of households fell. With the benefit of
historical hindsight, it appears the paradox is driven
by rising access to consumer finance for lower income-
households — itself facilitated by the rise of shadow
banking — and the wealth effects created from sky-
rocketing housing prices. However, as Cynamon and
Steven Fazzari, professor of economics at Washington
University, argue in an earlier paper (2008), there is
something unconvincing — or at the very least, not fully
satisfying — about the neoclassical theories of life-cycle
consumption smoothing that have been put forward to
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provide the microfoundations of these macro trends.’
It seems, prima facie, strange to postulate that despite
continually having expectations of future income growth
proven wrong, households would continue to believe
that the “good times” are just around the corner.

Cynamon was not alone in drawing the link between
macroeconomic trends and the growth in inequality and
household debt. Many participants agreed that with
so much income trapped within groups with a lower
marginal propensity to consume, the macroeconomy
may have become far less resilient to negative shocks.
For example, on the eve of the GFC, some estimates of
the demand loss needed to restore benchmark savings
rates for the bottom 95 percent of US households exceed
a massive eight percent of GDP (up from only around
one percent in the early 1990s). The inevitable household
deleveraging that has finally occurred remains one of the
major drags on the current recovery.

Pavlina Tcherneva, assistant professor of economics at
Bard College, reflected on both the secular decline in
income gains accruing to the bottom 90 percentile of
workers during economic expansions and the slower
recovery in payrolls following recessions. Tcherneva
suggested this may have been influenced by the different
tools used for economic stabilization during these two
periods, noting the greater role given to monetary policy
and associated fiscal interventions aimed at stabilizing
financial markets, such as the US Troubled Asset Relief
Program, which is largely a top-down stabilization
strategy. Such strategies do stabilize output, but the
mechanism through which this occurs —improving bank
balance sheets and generating wealth effects through
higher asset prices — tends to disproportionately favour
higher income groups. The result is that relatively little
support is provided to stabilize the earned incomes of
low- and medium-skilled components of the labour
force. An alternative bottom-up approach would attempt
to place a floor under the labour market, similar to the
way that a liquidity put acts to place a floor below asset
valuations and a ceiling above credit spreads.

7 The two researchers instead argue that financial innovation
“allowed consumers to borrow more in response to a wide variety of
social cues...In a world of uncertainty, this kind of borrowing did not
necessarily correspond to a careful plan for repayment consistent with
forward-looking intertemporal budget constraints” (Cynamon and
Fazzari, 2008). Hence, social institutions could potentially influence the
utility functions of economic actors — an argument that other branches
of the social sciences have long made.

FINANCIAL COMPLEXITY,
INSTABILITY AND MACROECONOMIC
MANAGEMENT

Lifting the Veil: A Brave New (Financial) World

One of the enduring legacies of the GFC is the question
of how to conceptualize, understand and (potentially)
regulate the so-called shadow banking system. Public
outrage over the perceived recklessness of the financial
sector has created an atmosphere of animosity among
many regulators and politicians toward financial
innovation. The rise of shadow banking has also blurred
the traditional distinction between commercial lending
and capital markets, which poses profound questions
about how modern finance should be regulated in a
socially optimal way and, by extension, represents a
potential paradigm shift in monetary economics and
practice.

What makes shadow banking unique is the absence of
bank deposits, the nature of the credit transformation
process (i.e., securitization) that generates deposit
alternatives, the long chains of financial vehicles that
underpin various transformation processes (liquidity,
maturity and credit) and the role that collateral plays
throughout the entire process. This latter aspect is
crucial for understanding the demand for safe money-
like assets in our modern financial system. Similarly, the
immense liquidity needs of the global economy explain
the growing importance of repurchase agreements and
asset-backed commercial papers, which has made safe
liquid collateral the “life blood of the modern economy,”
as James Sweeney, managing director of Credit Suisse
Group’s global strategy team highlighted (Credit Suisse,
2012).® Simply put, the rise of large institutional cash
poolshas generated immense demand for safe money-like
instruments — or “private money” (Poszar, 2011). That
the US financial sector — perhaps the most innovative
and sophisticated in the world and supported by the sole
genuine reserve currency — was the source meeting the
global economy’s demand for both short- and long-term
safe assets is hardly surprising. From this perspective,
the rise of shadow banking is also intrinsically linked to
financial globalization and developments in the broader
international monetary system.

Understanding the rise of shadow banking from a
demand-side perspective has important implications

8 The dichotomy between money and credit is rather new.
For several late nineteenth- and early twentieth-century economic
theorists, such as Joseph Schumpeter and Friedrich Hayek, the money-
like nature of credit was demonstrated repeatedly during the boom-
bust credit cycles characterizing the classical gold standard era. See, for
example, Hayek, Lecture 4, Section 5, Prices and Production (1931).

Conference Report
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for both future regulation and monetary policy. As the
GFC demonstrated, private forms of money ultimately
rest upon their convertibility into state-issued public
money. With private and public forms of safe collateral
playing such an important monetary function in our new
financial system, conference participants agreed that
the conceptualization and measurement of monetary
aggregates used to inform monetary policy also need to
shift. An environment characterized by a limited supply
and reduced velocity of private forms of money’ —
like the present situation — is also one with powerful
deflationary undertows. This insight has important
implications for macroprudential and monetary policy.

Mehrling argued that the Federal Reserve and other core
central banks have taken these new “stylized” facts of
market-based credit systems to heart when conducting
monetary operations. He suggested that the Fed has
added the role of “dealer of last resort” to its traditional
role of “lender of last resort.” This type of policy is
designed not to simply improve funding liquidity, but
also market liquidity, which can only be achieved by
directly serving as counterparty to non-bank financial
institutions.

Regarding ongoing regulatory efforts, Sweeney noted
that the issue is whether it is prudent to be constraining
the market-based credit system’s ability to produce
private forms of money while not providing a public
alternative. A similar tug-of-war can be seen between
regulatory plans to force the standardization and central
clearing of some types of over-the-counter derivatives
(which will place additional stress on the existing supply
of high quality collateral) and central bank actions
through unconventional monetary policy to stimulate
credit growth. These tensions highlight the complex and
poorly understood relationship between monetary and
financial regulatory policies. Conversely, as Thorvald
Grung Moe, senior adviser at Norges Bank opined, we
may also have to accept the possibility that our modern
financial system and its ability to generate staggering
levels of private endogenous liquidity during credit
cycle upswings have grown far too large to govern, and
one of the proximate determinants of this growth has the
been the implicit liquidity puts offered by central banks.

9 The supply of usable collateral/safe assets in a market-based
credit system (as opposed to a traditional bank-based system)
is influenced not only by the quantity of pledgeable assets, but
importantly also by the haircuts applied to these assets and the velocity
by which they circulate in the financial system through the process of
rehypothecation. How monetary policy, fiscal policy, macroprudential
policy and financial regulation (separately and in tandem) influence
these three variables remains a fertile ground for research.

www.cigionline.org ® www.ingteconomics.org

Macroprudential Regulation: Policy in a New Age of
Complexity

The financial system is not simply a veil behind which
savings are channelled into investment; rather, it has a
very real life of its own. But the dichotomy between credit
and money translates into confusion and uncertainty
in public policy. Simply put, economists’ ignorance
of macrofinancial systems remains, and participants
felt the starting point of regulation should be with
this admission. The tremendous elasticity of modern
credit systems raises important questions about their
governance. Moe raised a number of potential questions,
including: Should the official sector validate private
forms of money? Should public institutions be made
responsible for the maintenance of market liquidity?
If the answer is yes, do governments not risk (further)
becoming the ultimate arbitrators between insolvency
and illiquidity? If private forms of money are inherently
unstable, should governments attempt to support the
supply of short-term safe assets?

The GFC demonstrated that there is no clear relationship
between price stability and financial stability —
guaranteeing one will not guarantee the other. What is
also clear is that asking central banks to target both price
stability and financial stability with their main policy
instrument introduces potential trade-offs and conflicts
of accountability — much like asking them to also target
full employment. Can we ever really develop a Taylor
Rule" for all three of these goals? The answer, as Ragan
noted, is probably not.

As aresult, macroprudential tools have been put forward
as a potential second policy instrument. However, if
price stability and financial stability push in opposing
directions, how are conflicts to be resolved? As Ragan
argued, one possible solution would be a two-house
approach, where a separate institution would be tasked
with achieving financial stability. Participants raised a
number of questions about this approach: Would this
new institution be given the type of independence that
central banks generally have? If attaining the credibility
of markets dictates strong independence, how would
lines of accountability be structured? If it is deemed
necessary that all relevant government agencies require
a voice in this new institution, how would the decision-
making process be organized? Most importantly, how
would success or failure be measured? Price stability
and unemployment are relatively easy to measure, but

10 The Taylor Rule is a monetary policy rule designed to provide
guidance to policy makers on how to set short-term interest rates,
and to respond to market developments in order to balance the twin
objectives of price and output/employment stabilization. See Taylor,
1993.
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deciding on a definition of financial stability — let alone
measuring it — appears to be a daunting challenge.
Without these basics in place, how can clear and
credible communications strategies be developed and
implemented?

Reflecting on these challenges, conference participants
concluded that greater collaboration between academic
researchers and policy practitioners is needed. These
groups often fail to communicate and frequently
approach economic problems in very different ways. As
Ragan said, “Often the things that are keeping policy
makers up at night are not the same things that are
animating the thinking of the policy modellers.” This
is not to suggest that academics should stop building
models through simplifying the economic world; the
insights derived from these assumptions are invaluable.
However, the “real” world of policy making is far
messier and more uncertain. Theory could serve policy
and practice far more effectively if both groups were
aware of the challenges that each faces.

The Great Recession: Structural and Cyclical Causes

Any discussion of macroeconomic policy must
necessarily touch on the cyclical and structural forces
that impede a strong, sustainable and balanced global
recovery. These issues were emphasized at the conference
through a candid debate between Richard Koo, chief
economist at the Nomura Research Institute, and Bruce
Greenwald, professor at Columbia University, on lessons
from the Japanese experience of the past two decades,
and panel discussions by CIGI Distinguished Fellow
Paul Jenkins, former senior deputy governor at the Bank
of Canada, and Gennarro Zezza, associate professor of
economics at the Universita di Cassino, on more recent
experiences in the euro zone.

Koo’s message was simple: “this time is different.” His
position was that there is something fundamentally
different about the nature of the current phase of
stagnant growth that most of the developed world
continues to experience. He dubbed this macroeconomic
phenomenon the “balance sheet recession.” A striking
example is the case of the Japanese firms that continued
to pay down debt during Japan’s “lost decades,” despite
their decent cash flows and zero-bound interest rates.

To explain this perplexing phenomenon, Koo offered the
example that a large portion of the Japanese corporate
sector was actually “underwater,” but with decent cash
flows they masked their balance sheets and quietly paid
down the massive debt overhangs inherited from the
bubble years of Japanese growth. Contrary to traditional
microeconomic thought, Japanese firms were actually
motivated by a desire to minimize debt rather than

to maximize profit. With the Japanese private sector
savings in excess of 10 percent of the GDP, the Bank
of Japan struggled to generate even modest growth in
price levels. By itself, re-inflation could not return the
Japanese economy to growth, because these balance
sheet dynamics were motivating firms’ behaviour,
demonstrating that monetary policy truly does become
an exercise in “pushing one end of a string.”

These are precisely the same dynamics that continue
in many of the developed world’s economies. It is the
unwillingness of borrowers to borrow, rather than the
unwillingness of banks to lend, that is the impediment
to growth, rendering traditional liquidity support from
central banks and capital injections by governments
largely ineffective. When dealing with a balance
sheet recession, a government can only ensure that all
unborrowed savings are mopped up by government
borrowings. Failure to do so, Koo states, almost
guarantees a double-dip recession — as recent events in
Great Britain and the euro zone clearly demonstrate.

The continued euro crisis underscores the need for a
new policy mix. Jenkins reflected that euro-zone policy
makers face a serious problem of dynamic inconsistency
in resolving the current crisis. Without the correct policy
mix to address the short-term malaise afflicting the
common currency, there will be a shortage of capacity
and political will to put the longer-term governance
structures and institutions that are needed in place.
One of the primary takeaways is that euro-zone leaders
have yet to face up to the fact that they may have been
lending into insolvency rather than illiquidity to support
distressed sovereigns.

Provocatively, Jenkins put Canada forward as an
example of a currency union that is not a classical
optimal currency area," but that has been able to resolve
these deficiencies through a long trial-and-error process
of institution building. In particular, he argued, Canada
has established an institutional structure defined by
a central bank with a clear remit and an ability to lend
aggressively as a lender of last resort; a federal fiscal
authority capable of risk-sharing through the effective
use of automatic stabilizers; a national banking regulator;
a national deposit insurance scheme; mechanisms for
ensuring all relevant national authorities are brought
together to manage financial stability; and an ongoing
(albeit still incomplete) project to promote mobility and
flexibility in labour and product markets. Euro-zone
leaders, he argued, would be wise to draw lessons from

11 The traditional definition of an “optimal currency area” was put
forward by Canadian Nobel laureate Robert Mundell in his classic 1961
treatise on the topic.
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the economic and political histories of countries like
Canada.

Zezza offered a slightly different approach to the
euro zone’s debt sustainability problem, using an
SFC framework. His research suggests that, owing
to the internal dynamics of the common currency,
the continued focus on austerity (and bailouts) is
unlikely to bear fruit. His logic is simple, but incredibly
prescient: “In a closed system, the creditor can be paid
by the debtor, ultimately, only when she increases net
purchases from the debtor.””> When the assumption of
expansionary austerity — or at the very least, very small
fiscal multipliers — is predicated largely on offsetting
aggregate demand generated through an improvement
in the current account, and no such mechanism exists to
allow this (as is the case within a single currency like the
euro zone), austerity can become largely self-defeating.
With the entire common currency zone pursuing strong
fiscal consolidation plans, this negative dynamic is
amplified.

With large portions of periphery euro-zone assets
held by core countries, the servicing of these debts
generates a flow of funds out of periphery countries,
leading to a further drag on aggregate demand. When
these dynamics trigger rising interest rates in periphery
countries, the drag is magnified and compounded by
the fact that even domestic recipients are, as creditors,
less likely to spend a high fraction of each euro received.
Without a proper adjustment mechanism within the
euro zone, the continued sustainability of the entire
project becomes potentially untenable. Such dynamics
also risk increasing inequality by continuing the slide
toward returns to capital taking larger and larger shares
of the GDP.

In a broader context, Greenwald argued there are very
real underlying structural forces limiting the ability of
economies to return to potential. What is at work, rather
than simply impaired private sector balance sheets, is a
once-in-a-century structural shift in the global economy,
particularly in developed economies. The large, positive
technology shocks from the manufacturing sector over
the past two decades have translated into productivity
growth far outstripping demand growth for these goods,
leading to massive resources becoming trapped in this
sector.

The historical analogue is the Great Depression, where
the United States resisted the restructuring of its
economy from agriculture to manufacturing. By doing
so, collapsing incomes for agricultural workers bled

12 This quotation is borrowed directly from one of Zezza's

conference presentation slides.
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over into the rest of the economy, bringing down the
manufacturing sector as well. Similar dynamics were also
at play in the rest of the global economy, precipitating
beggar-thy-neighbour policies and a full-blown global
depression.

Greenwald’s insights provide an additional nuance to
the long-identified deflationary bias in the international
monetary system. Where Keynes emphasizes the
asymmetry in the burden of adjustment between deficit
and surplus countries, Greenwald argued that the
primary motive for running current account surpluses is
the need for countries with large manufacturing bases to
support these sectors through export-led growth. These
economies, such as Finland, Japan and most of emerging
East Asia have far too much manufacturing capacity to
support these sectors solely through domestic demand.
As Greenwald noted, “There is one big global problem:
when you add over all countries, the deficits and the
surpluses have to add to zero. Somebody has to eat those
deficits...Who is the deficit country of last resort? It is the
United States.”

Countries that run chronically large deficits struggle to
maintain full employment because they are forced to
support the surpluses of other countries. In the pre-crisis
decade, the United States achieved full employment
solely through rising housing prices and debt-driven
consumption growth. Without the United States and
other large deficit countries willing to absorb the world’s
manufacturing glut, where will growth come from?
Greenwald argued that until powerful manufacturing
countries are willing to let go of their dying sectors and
purposely restructure their economies toward generating
powerful service sectors, global growth will continue to
stagnate.

The comparison to the Great Depression is particularly
apt. With the benefit of historical hindsight, we now
know that what was primarily an effort to win a world
war was, in fact, one of the largest cases of industrial
policy (and Keynesian stimulus) ever witnessed.
Whether governments and their electorates — who
continue to suffer from a “widget delusion” — will heed
the lessons of history is the question that remains.

HISTORY, FINANCE AND THE LAW

That economics owes its origins to moral philosophy and
political economy may surprise many. Indeed, it seems
to have taken the GFC for multidisciplinary thought
to come back in vogue in the study and application
of economics. Stepping outside of the field’s internal
divisions, conference participants were challenged to
consider the cross-linkages of economics with history
and law. As keynote speaker Emma Rothschild, professor
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of history at Harvard University, put it, it is only when a
crisis of “historical proportions” results in a considerable
flux in economic theories that economic history and
the history of economic thought are brought together
to explain the events as they unfold. While history is a
useful vessel for providing much-needed perspective
on economic policies, the law establishes the framework
that economics and finance must take into account —
however reluctantly — particularly its relationship to
power and influence.

Dichotomies in History and Economics: The Market
and the State

All thought is thinking with history; how can
one think with the future?

— Emma Rothschild

Rothschild reflected on the complex and multi-faceted
relationship between the state and the market in the
modern economic system — a relationship that has
evolved markedly since the Great Depression. Where
the government once engaged actively in economic life
(in the sense of directly involving itself in the means
of production), the modern state influences economic
and social outcomes by structuring markets, creating
markets where none exist, and generating indirect
wealth flows to benefit targeted commercial and socio-
economic groups. In this way, the state is both within
and outside markets, regulating and participating where
it deems necessary. This is reflected in the changing
nature of the government’s immersion in economic life.
Despite largely flat growth in total government spending
since the Reagan-Thatcher Revolution (admittedly
ignoring the one-off effects of the Great Recession), the
“insidiousness” (as Rothschild refers to it) of government
involvement in economic life has arguably increased.
The nature of government has become intimately
intertwined with the nature of economic life itself, as it
now exerts a far greater influence over, Rothschild said,
the “social and ethical value of free enterprise.”

Similarly, the discourse over the extent to which the state
should be active in the economic system has ebbed and
flowed throughout the post-Bretton Woods era. The
two breakwater points — the tumultuous late 1970s
to early 1980s and the current post-GFC period — are
often framed by our perception of the “usurping state”
of the New Deal and Welfare State. These debates tend
to reinforce the state-market dichotomy, while obscuring
what the state does as an economic agent, how this

has evolved over time and even how we measure such
activities.”

Economic thought has not been immune from these
political developments; rather, it has been completely
embedded and socialized into these debates. The
theories of Keynes and Samuelson, for example, were
unquestionably influenced by their own experiences
during the Great Depression and the interwar period.
As a native Austro-Hungarian, Hayek experienced first-
hand the rise of totalitarianism in Central Europe, while
the “fathers” of the rational expectations revolution, such
as Thomas Sargent, John B. Taylor and Robert Lucas came
of intellectual age during the stagflation of the 1970s. It
should come as no surprise that the Victorian-era credit
cycles and the works of endogenous financial instability
proponents like Hyman Minksy and James Tobin have
all been dusted off the shelves during the current period
of intellectual renewal.

Rothschild further argued that a vigorous historical
investigation of the nature of state-market interactions
is needed most. The most recent examples of such
interventions include the 2008-2009 (bipartisan) policies
to save the financial system with bank bailouts, the
industrial system with auto bailouts and the economic
system by averting a catastrophic economic crisis.
Clearly, such a major intervention can be seen as being
imposed by a “bad, interventionist government,” but on
the other hand, wasn’t such intervention warranted by
the market failure? After all, the government policies that
were introduced at the time seem to have stabilized the
situation. In this context, however, a more fundamental
question arises: what if the financial crisis was a market
failure caused by bad regulation? This would suggest
the state’s inability to fulfill its judicial responsibilities to
provide a framework for the rule of law.

Dichotomies in Law and Finance

Katharina Pistor, professor of law at Columbia Law
School, presented a fledgling “legal theory of finance”
suggesting the co-dependency of law and finance
renders financial systems inherently unstable due to the
existence of fundamental uncertainty (i.e., the inability
to foresee and model the risk of certain events) and the
presence of binding liquidity constraints. If liquidity
were a free good, and if all risks were measurable (i.e., if
knowledge were perfect) and allowed precautions to be

13 Onthis latter issue, discussants raised the question of whether the
current US national income and product accounts (NIPAs) adequately
reflect the nature of government involvement in the economy. For
example, transfer payments, which now constitute close to a majority
of US government spending, are not captured by the “G” in NIPA
accounts.

Conference Report



10

THE CENTRE FOR INTERNATIONAL GOVERNANCE INNOVATION e INSTITUTE FOR NEW ECONOMIC THINKING

taken to contract away liquidity risk, financial markets
would inherently be more resilient. When combined
with the (largely) false dichotomy of credit and money,
the very real dichotomies between uncertainty and
risk, and between knowledge and information, prove
critical to understanding the nature of financial systems.
Contrary to conventional wisdom, simply improving
transparency and reducing information asymmetries are
necessary, but not sufficient, to generate self-regulating
and self-equilibrating markets.

Pistor further argued that finance is inherently hybrid
in nature, as its public and private components are
dependent on one another at all times. Even in cases
where financial deregulation is the norm, the state is
still required to guarantee and enforce all contracts. In
other words, deregulation is simply the devolution of
authority to the market to determine regulation. Just as
Rothschild argued, the dichotomy between state and
market also ultimately proves false. Similarly, because
finance is legally constituted, it is not useful to view the
law and finance as independent systems; rather, they are
always codependent and co-evolving systems and, at all
times, embedded in political life.

From the basic premise that fundamental uncertainty
and liquidity constraints render financial systems
unstable, it follows, as Pistor argued, that if all financial
“contracts were enforced as written ex ante, the system
would inevitably self-destruct.” To avoid that outcome,
according to her, “law’s binding power must be relaxed
or suspended...yet [paradoxically], doing so will
undermine the credibility of financial commitments.”
The law must therefore contain a fundamentally elastic
component. The degree of elasticity is determined by
the risk that certain contracts, or the institutions that
have entered into them, pose to financial stability. As
she observed, “where law is flexible, power becomes
salient.”

The fundamental question, Moe then suggested,
becomes to what extent the public sector should validate
private forms of money, as the fact that different central
banks’” various collateral lending policies ultimately rest
upon different answers to this very question. Given their
endogenous instability, how should institutions tasked
with financial stability approach the design of long-term
policy frameworks? As Moe has argued elsewhere, the
problem that remains is that “policy cannot be set in
stone independent of legal, external and internal factors,
and that attempts to do so (or pretend that one can derive
a common global standard) are misplaced and will lead
to time-inconsistent policies” (2012).

www.cigionline.org ® www.ingteconomics.org

CONCLUSION: BEYOND FALSE DICHOTOMIES

The GFC has left the study and profession of economics
more divided than it has been in over a generation; the
last decade’s tentative peace between New Keynesian
and New Classical economics appears increasingly
frayed. For many in the field, the GFC validated previous
convictions over the importance of market frictions and
failures in understanding macroeconomic systems.

This conference shed light on the internal and external
divisions in economics and the very significant
intellectual (and human) costs that false dichotomies can
generate. Conference participants generally agreed that
if the legacy of the GFC only serves to entrench a new
“rational versus non-rational expectations” dichotomy,
then little will have been learned from recent events.
Similarly, participants felt that, rather than focusing on
whether market or governance failures are to blame, a
more productive pursuit would be to investigate how
these classes of failures interact to affect actor incentives
and, ultimately, macrofinancial outcomes. The profession
and study of economics should, conference participants
suggested, become more inclusive and better able to
respond to future challenges. Above all, what is needed
is an economics that is willing to earnestly admit the
complexity of economic systems, a fact that necessitates
a corresponding degree of humility on the part of
academics and practitioners alike.
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director of the Weidenbaum Center on the Economy,
Government, and Public Policy at Washington
University, Missouri. Mr. Fazzari’s research explores the
financial determinants of investment and research and
development spending by US firms, and the foundations
of Keynesian macroeconomics. His papers appear in a
wide variety of academic journals and books, and his
research commentaries on public policy issues have been
highlighted in the national media. INET supports Mr.
Fazzari’s current research — studies in economic growth,
fiscal policy and the macroeconomic effects of inequality
— as well as his development of a new Web resource that
explains basic Keynesian economics and its relevance
to current policy issues, aimed for a general audience.
His teaching awards include the Governor’s Award
for Excellence in Teaching (Missouri), the Emerson
Excellence in Teaching Award (St. Louis, Missouri) and
Washington University Distinguished Faculty Award.
Mr. Fazzari holds a Ph.D. in economics from Stanford
University (1982).

Bruce Greenwald, Robert Heilbrunn Professor,
Columbia Business School, Columbia University

Bruce Greenwald is the Robert Heilbrunn Professor of
Finance and Asset Management at Columbia Business
School and is the academic director of the Heilbrunn
Center for Graham & Dodd Investing. Dubbed “a
guru to Wall Street’s gurus” by The New York Times,
Mr. Greenwald is an authority on value investing, with
additional expertise in productivity and the economics of
information. He has been recognized for his outstanding
teaching abilities and has been the recipient of numerous
awards, including the Columbia University Presidential
Teaching Award honouring teachers for maintaining
Columbia University’s reputation for educational

excellence. His classes are consistently oversubscribed,
with more than 650 students taking his courses every
year in subjects such as value investing, economics
of strategic behaviour, globalization of markets and
strategic management of media.

Cars Hommes, Professor, University of Amsterdam

Cars Hommes is professor of economic dynamics at
the University of Amsterdam. He is also the director
of the Center for Nonlinear Dynamics in Economics
and Finance, an interdisciplinary research group on
complexity, bounded rationality and heterogeneous
expectations pursuing new economic thinking through
theory, empirical work and laboratory experiments with
human subjects. Since 2002, Mr. Hommes has been an
editor of Journal of Economic Dynamics and Control and
is currently on the editorial boards of Macroeconomic
Dynamics, Journal of Nonlinear Science, Computational
Economics, Journal of Economic Behavior & Organization
and Journal of Economic Interaction and Coordination.
His research interests include nonlinear dynamics,
evolutionary dynamics, behavioural economics and
finance, expectations and learning, bounded rationality
and experimental economics. Mr. Hommes obtained his
Ph.D. in mathematical economics at the University of
Groningen in 1991.

Paul Jenkins, Distinguished Fellow, CIGI

CIGI Distinguished Fellow Paul Jenkins provides
strategic advice to the Global Economy Program,
including activities related to CIGI’s partnership with
INET and broader macroeconomic issues. From 2003
to 2010, he served as senior deputy governor of the
Bank of Canada. In 2011, he co-authored the special
report Preventing Crises and Promoting Economic Growth
with Paola Subacchi. Mr. Jenkins received his M.Sc. in
economics from the LSE and his B.A. in economics from
Western University. In addition to his position at CIGI,
he is a member of the board of governors of Western
University, senior distinguished fellow in the Faculty of
Public Affairs at Carleton University and a senior fellow
at the C. D. Howe Institute.

Robert A. Johnson, Executive Director, INET

Robert A. Johnson is the executive director of INET and
a senior fellow and director of the Project on Global
Finance for the Roosevelt Institute in New York. Mr.
Johnson is an international investor and consultant to
investment funds on issues of portfolio strategy. He
recently served on the United Nations Commission
of Experts on International Monetary Reform under
the chairmanship of Joseph Stiglitz. Prior to his role
as managing director at Soros Fund Management, Mr.
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Johnson was a managing director at Bankers Trust
Company, managing a global currency fund. He served
as chief economist of the US Senate Banking Committee
under the leadership of Chairman William Proxmire (D.,
Wisconsin). Before that, he was senior economist of the
US Senate Budget Committee under the leadership of
Chairman Pete Domenici (R., New Mexico). He currently
sits on the board of directors of both the Economic
Policy Institute and the Campaign for America’s Future.
Mr. Johnson received a Ph.D. and M.A. in economics
from Princeton University and a B.S. in both electrical
engineering and economics from the Massachusetts
Institute of Technology (MIT).

Judy Klein, Professor and Associate Director,
Institutional Research, Mary Baldwin College

Judy Klein is professor of economics and associate
director of institutional research at Mary Baldwin
College, author of Statistical Visions in Time: A History of
Time Series Analysis 1662-1938 (1997) and co-author of
The Strange Career of Cold War Rationality (forthcoming).
Her current INET-funded research project is on protocols
of war and the mathematical invasion of policy space,
which examines how US military needs during World
War I and the Cold War steered applied mathematicstoa
science of economizing, and channelled macroeconomics
to a technical revolution based on modelling strategy.

Richard Koo, Chief Economist, Nomura Research Institute

Richard Koo is the chief economist of Nomura Research
Institute and is responsible for providing independent
economic and market analysis to Nomura Securities,
the leading securities house in Japan, and its clients.
Consistently voted as one of the most reliable economists
by Japanese capital and financial market participants for
nearly a decade, Mr. Koo has also advised successive
primeministersonhow bestto deal withJapan’seconomic
and banking problems. He is also the only non-Japanese
member of the Defense Strategy Study Conference of
the Japan Ministry of Defense. Prior to joining Nomura
Research Insitute, he was an economist with the Federal
Reserve Bank of New York, and was a doctoral fellow of
the board of governors of the Federal Reserve System.
He was awarded the Abramson Award by the National
Association of Business Economics, Washington, DC, in
2001. Mr. Koo is visiting professor of Waseda University
and the author of many books, including his latest book,
The Holy Grail of Macroeconomics — Lessons from Japan's
Great Recession (2008), which has been translated into
four different languages.
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Anton Korinek, Assistant Professor, University of Maryland

Anton Korinek is assistant professor of economics at
the University of Maryland. His research focuses on
international finance and macroeconomics, with special
emphasis on financial crises. In his current work, Mr.
Korinek focuses on capital controls and macroprudential
regulation as policy measures that are designed to reduce
the risk of financial crises. He is a faculty research fellow
at the National Bureau of Economic Research (NBER)
and has been a visiting scholar at the World Bank, the
International Monetary Fund, the Bank for International
Settlements and Harvard University. Mr. Korinek holds
a Ph.D. from Columbia University (2007).

Blake LeBaron, Abram L. and Thelma Sachar Chair
of International Economics, Brandeis International
Business School

Blake LeBaron is the Abram L. and Thelma Sachar Chair
of International Economics at the International Business
School, Brandeis University, and a research associate at
NBER. He held a Sloan Research Fellowship in 1994
and served as director of the Economics Program at
the Santa Fe Institute in 1993. Mr. LeBaron’s research
has concentrated on the issue of nonlinear behaviour of
financial and macroeconomic time series, and his current
interest is in understanding the quantitative dynamics of
interacting systems of adaptive agents and how these
systems replicate observed real-world phenomenon,
as well as understanding some of the observed
behavioural characteristics of traders in financial
markets. This behaviour includes strategies such as
technical analysis and portfolio optimization, and policy
questions such as foreign exchange intervention. Mr.
LeBaron seeks to discover the empirical implications
of learning and adaptation as applied to finance and
macroeconomics. He holds a Ph.D. in economics from
the University of Chicago.

Lance Lochner, Professor, Western University

Lance Lochner is professor of economics at Western
University, CIBC Chair in Human Capital and
Productivity, and a Canada Research Chair in Human
Capital and Productivity. He is co-leader of the Markets
Group, a subgroup of the Human Capital and Economic
Inequality Global Working Group, focused on issues
related to financing investments in human capital. Mr.
Lochner is currently a research fellow of NBER in the
United States, the CIBC Centre for Human Capital at
Western University, the Rimini Centre for Economic
Analysis in Italy and the CESifo Group (the Center for
Economic Studies, the Ifo Institute and the Munich
Society for the Promotion of Economic Research) in
Germany.
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Antoine Mandel, Associate Professor, Université Paris 1

Antoine Mandel is associate professor of applied
mathematics at Université Paris 1 Panthéon-Sorbonne
and a research fellow at the Centre d’économie de la
Sorbonne. He is the director of studies for a joint degree
between Institut d’Etudes Politiques de Paris and the
Department of Mathematics of Université Paris 1. Mr.
Mandel holds a Ph.D. in applied mathematics from
Université Paris 1 and worked for two years as a post-
doctoral fellow at the Potsdam Institute for Climate
Impact Research. His research focuses on economic
modelling with heterogeneous and interacting agents as
a tool to investigate issues such as green growth or real/
financial linkages.

Ross McKitrick, Professor, University of Guelph

Ross McKitrick is professor of environmental economics
at the University of Guelph and a 2012 recipient
of an INET-CIGI research grant. He has published
many studies on the economics of pollution policy,
economic growth and pollution trends, climate policy,
the measurement of global warming and statistical
methods in climatology. Mr. McKitrick has testified on
environmental policy issues before US congressional
and Canadian parliamentary committees. His book,
Taken By Storm: The Troubled Science, Policy and Politics
of Global Warming (co-authored with Christopher Essex,
2003), won a Donner Prize for the best book on Canadian
public policy.

Rohinton Medhora, President, CIGI

Rohinton Medhora is president of CIGIL Previously, he
was vice president of programs at Canada’s International
Development Research Centre, a research funder. He
received his doctorate in economics in 1988 from the
University of Toronto, where he subsequently taught for
a number of years. His fields of expertise are monetary
and trade policy, international economic relations and
aid effectiveness. He has published extensively on these
issues and is currently co-editing books on development
thought and practice, and Canada’s relations with Africa.

Perry G. Mehrling, Director, Educational Initiatives,
INET; Professor, Barnard College

Perry G. Mehrling, professor of economics, joined the
faculty of Barnard College in 1987. He teaches courses
on the economics of money and banking, the history of
money and finance, and the financial dimensions of US
retirement, health and education systems. He currently
directs the educational initiatives of INET and posts
biweekly for its blog, The Money View. Mr. Mehrling
is the author of the recent book The New Lombard Street:

How the Fed Became the Dealer of Last Resort (2011), and
is best known for his earlier book Fischer Black and the
Revolutionary Idea of Finance (2005), which has recently
been released in a revised paperback edition.

Thorvald Grung Moe, Senior Adviser, Norges Bank

Thorvald Grung Moe is a senior adviser at Norges Bank,
the central bank of Norway, where he has worked since
1985. He formerly served as department director for the
bank’s financial stability report, represented the bank at
the Committee of European Banking Supervisors and sat
on the board of the Financial Supervisory Authority of
Norway. Before joining Norges Bank, Mr. Moe worked
at the Norwegian Ministry of Finance and the World
Bank. He has published books and articles on banking
regulation, the financial crisis, cross-border banking,
shadow banking and the interface between financial
stability and monetary policy.

Salvatore Morelli, Doctoral Student, University of
Oxford

Salvatore Morelli is currently a doctoral student at the
University of Oxford. He holds a B.A. in economics from
the University of Rome and an M.Sc. in economics from
the LSE. Mr. Morelli was a visiting research student at
Banca d’Italia and NBER in Cambridge, Massachusetts.
One of his main research interests is income and wealth
distribution and their relationship with financial markets.
His current research focuses on the distributional impact
of banking crises and international financial integration.

Daniel H. Neilson, Financial Stability Research
Program, INET

Daniel H. Neilson is an economist whose expertise is
centered on money and the financial system and their
role in the macroeconomy. Mr. Neilson is an economist
and has responsibility for INET’s financial stability
research program, and along with Perry Mehrling, he
contributes to INET’s blog, The Money View. In addition
to his work at INET, Mr. Neilson teaches economics at
Bard College at Simon’s Rock. His dissertation research
included measurement of liquidity premia in interest-
rate derivatives markets, while his more recent work
studies the changing role of the Federal Reserve in the
financial system over the course of the financial crisis,
raising questions for the future conduct of liquidity and
monetary policy. He holds a B.A. from Bard College
at Simon’s Rock (2001) and a Ph.D. from Columbia
University (2009).
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Dawn Parker, Associate Professor, University of Waterloo

Dawn Parker is associate professor, School of Planning,
Faculty of Environment and associate director of the
Waterloo Institute for Complexity and Innovation,
University of Waterloo. Her research program develops
fine-scale computational models that link the drivers of
land-use change to their socio-economic and ecological
impacts. Ms. Parker’s areas of technical expertise
include agent-based computational economics, land-
use modelling and complex systems. She received her
Ph.D. in agricultural and resource economics from
the University of California, Davis, completed a post-
doctoral fellowship at Indiana University and was a
founding member of the Department of Computational
Social Science at George Mason University.

Marc-André Pigeon, Director, Financial Sector Policy,
Credit Union Central of Canada

Marc-André Pigeon is director, Financial Sector Policy
at Credit Union Central of Canada (CUCC). He is
responsible for monitoring, researching and advocating
for credit unions on a range of issues. Prior to joining
CUCC, Mr. Pigeon worked as an analyst for several
parliamentary committees, including the Standing
Senate Committee on Banking, Trade and Commerce,
and House of Commons finance committees. He was
a project leader at the Department of Finance, an
economics researcher with the Levy Economics Institute
in New York and a business reporter for Bloomberg
business news in Toronto. Mr. Pigeon holds a Ph.D. in
mass communications from Carleton University, where
he is a sessional lecturer, a master’s in economics from
the University of Ottawa and a journalism degree from
Carleton University.

Katharina Pistor, Michael I. Sovern Professor of Law,
Columbia Law School

Katharina Pistor is the Michael 1. Sovern Professor of
Law at Columbia Law School, director of the university’s
Center on Global Legal Transformation and serves as
a member of its Committee on Global Thought. Her
research focuses on the development of legal institutions
in the context of social and economic transformations,
in particular the development of financial markets and
property regimes. Currently, Ms. Pistor is principal
investigator of the Global Finance and Law Initiative,
an INET-funded collaborative research project aimed
at reconceptualizing the relation between finance and
law. She is also a member of the board of directors of
the European Corporate Governance Institute, a research
associate of the Center for Economic Policy Research and
an editor of Economics of Transition. Ms. Pistor previously
taught at the Harvard Kennedy School of Government,
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Harvard University. She also worked at the Max Planck
Institute for Foreign and International Private Law in
Germany and the Harvard Institute for International
Development. In 2012, she received the Max Planck
Research Award for her contributions to international
financial regulation.

Christopher Ragan, Associate Professor, McGill University

Christopher Ragan 1is associate professor in the
Department of Economics at McGill University. In
addition, he holds the David Dodge Chair in Monetary
Policy at the C.D. Howe Institute in Toronto, where he
directs its research and publication program on monetary
policy. He has been a member of the C.D. Howe Institute’s
monetary policy council for many years. Previously, Mr.
Ragan was the Clifford Clark Visiting Economist at the
Department of Finance in Ottawa, where he served as
a senior adviser to the finance minister and other senior
finance officials. He also served as the special adviser to
the governor of the Bank of Canada. Mr. Ragan received
his B.A. in economics in 1984 from the University
of Victoria, his master’s in economics from Queen’s
University in 1985 and completed his Ph.D. in economics
at MIT in 1989.

Sanjay Reddy, Associate Professor, the New School
for Social Research; Co-Academic Director, India China
Institute, the New School for Social Research

Sanjay Reddy is associate professor of economics
at The New School for Social Research. His areas of
work include development economics, international
economics, and economics and philosophy. He is also
co-academic director of the India China Institute at The
New School. Mr. Reddy has held fellowships from The
Center for Ethics, the Harvard Center for Population
and Development Studies and the University Center for
Human Values at Princeton. Most recently, he received
a research grant from INET’s inaugural grants program.
He previously taught at Columbia University and has
been a visitor at diverse academic institutions in Europe,
India and the United States. Mr. Reddy holds a Ph.D. in
economics from Harvard University, an M.Phil. in social
anthropology from the University of Cambridge and an
A.B. in applied mathematics with physics from Harvard
University.

Emma Rothschild, Jeremy and Jane Knowles
Professor, Harvard University

Emma Rothschild is the Jeremy and Jane Knowles
Professor of history and director of the Center for
History and Economics at Harvard University. Her
research interests include eighteenth century history,
especially that of economic thought and history, and
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she is currently involved in a collaborative research
project about the exchanges of economic, legal and
political ideas (University of Cambridge and Harvard
University). Ms. Rothschild is working on two books: one
on the transnational history of France and the other on
the East India Company and the American Revolution.
Previously, she held positions at the University of
Cambridge, 1'Ecole des Hautes Ftudes en Sciences
Sociales in Paris and MIT. Among others, Ms. Rothschild
is a foreign member of the American Philosophical
Society, fellow of the Royal Historical Society, member
of the International Committee for Strategic Direction
at I'Ecole Normale Supérieure, Paris and member of the
board of the United Nations Foundation.

Mario Seccareccia, Professor, University of Ottawa

Mario Seccareccia has been professor of economics at
the University of Ottawa since 1978. He has also been
a visiting professor at the Université Paris-Sud, the
Université de Bourgogne and the National Autonomous
University of Mexico. Mr. Seccareccia has been a lecturer
at the Labour College of Canada, the Post-Keynesian
Conference summer school at the University of Missouri
(Kansas City), the annual Hyman P. Minsky Summer
Seminar at the Levy Economics Institute of Bard College
and the summer school of the Progressive Economics
Forum in Canada. He has also authored, co-authored
or co-edited 12 books or monographs, approximately
100 scholarly articles and chapters of books in a wide
area of economics, including monetary economics,
macroeconomics, labour economics, the history of
economic thought and economic history. Mr. Seccareccia
is editor of International Journal of Political Economy and
has edited or co-edited over 20 special issues of this
journal since 2004.

Peter Skott, Professor, University of Massachusetts

Peter Skott is professor of economics at the University
of Massachusetts, working primarily on macroeconomic
dynamics and income distribution. In his recent research
he has addressed the distributional implications of
power-biased technological change, links between over-
education and wage inequality, the macroeconomic
effects of financialization, and the role and dynamics of
public debt.

John Smithin, Professor, York University

John Smithin is professor of economics in the Department
of Economics at the Schulich School of Business, York
University. He is working on his latest book, Essays
in the Fundamental Theory of Monetary Economics and
Macroeconomics (forthcoming). Mr. Smithin holds a Ph.D.
from McMaster University and has previously taught at

the University of Calgary and Lanchester Polytechnic
(now Coventry University) in England.

James Sweeney, Managing Director, Global Strategy
Team, Credit Suisse Group

James Sweeney is managing director in Credit Suisse
Group’s Global Strategy team, which is part of the Fixed
Income Research team. His work focuses on linkages
across asset classes and the structure of the global
financial system. Mr. Sweeney is a John C. Whitehead
fellow of the Foreign Policy Association and a member
of the Economic Club of New York. He holds an M.Sc.
in economics from the LSE and a B.S. from Florida State
University.

Lance Taylor, the Arnhold Professor of International
Cooperation and Development, the New School for
Social Research

Lance Taylor is the Arnhold Professor of International
Cooperation and Development and director of the
Center for Economic Policy Analysis, The New School
for Social Research. He has been professor in the
economics departments of Harvard and MIT, as well
as visiting professor at the University of Minnesota,
the Universidade de Brasilia, Delhi University and
the Stockholm School of Economics. Mr. Taylor has
published widely in the areas of macroeconomics,
development economics and economic theory. He has
served as a visiting scholar or policy adviser in over 25
countries, including Chile, Brazil, Mexico, Nicaragua,
Cuba, Russia, Egypt, Tanzania, Zimbabwe, South Africa,
Pakistan, India and Thailand. Mr. Taylor received his
Ph.D. in economics from Harvard University in 1968.

Pavlina Tcherneva, Assistant Professor, Bard College

Pavlina Tcherneva is assistant professor of economics
at Bard College and a research scholar at the Levy
Economics Institute. She conducts research in the fields
of fiscal policy, monetary theory and macroeconomic
stabilization, and has worked with policy makers from
Argentina, Bulgaria, China, Turkey and the United
States on advancing and evaluating direct job creation
programs. Ms. Tcherneva has published in numerous
journals and book volumes, and is the co-editor
of the book Full Employment and Price Stability: The
Macroeconomic Vision of William S. Vickrey (with Matthew
Forstater, 2004). She holds a B.A. in economics and
mathematics from Gettysburg College and an M.A. and
Ph.D. in economics from the University of Missouri.
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Leanne Ussher, Assistant Professor, Queens College,
City University of New York (CUNY)

Leanne Ussher is assistant professor of economics at
Queens College, CUNY. In 2011 she was awarded a
research grant from INET for a large-scale network
analysis of firm trade credit. Her research is broadly
focused on money, banking, trade creditand international
financial reform. Ms. Ussher has publications that
simulate market prices from agent-based models that
grow economies from the bottom up, with an emphasis
on wealth, leverage, balance sheet dynamics and
institutional constraints. She holds a Ph.D. in economics
from The New School for Social Research (2005) and is
co-founder of the NYC Computational Economics &
Complexity Workshop in New York.

Roberto Veneziani, Senior Lecturer, Queen Mary,
University of London

Roberto Veneziani is senior lecturer at the School of
Economics and Finance, Queen Mary, University
of London. He has written a number of articles on
intertemporal and intergenerational justice, axiomatic
social choice, liberal principles in social choice
and political philosophy, the theory of equality of
opportunity, economic methodology and the history
of economic thought. Mr. Veneziani’s research is
inherently interdisciplinary and he has published in
various economic journals, including Journal of Economic
Theory, Social Choice and Welfare, Journal of Mathematical
Economics, B.E. Journal of Theoretical Economics and
Journal of Public Economic Theory. In addition, he has also
published in politics and philosophy journals, including
Journal of Theoretical Politics. Mr. Veneziani graduated
from the LSE.

Peter Victor, Professor, York University

Peter Victor is professor in environmental studies at York
University, current member of the board of the David
Suzuki Foundation and author of the book Managing
without Growth: Slower by Design, not Disaster. He has
worked for over 40 years in Canada and abroad on the
economy and environment as an academic, consultant
and public servant. Mr. Victor was the founding president
of the Canadian Society of Ecological Economics and a
former president of the Royal Canadian Institute for the
Advancement of Science. In 2011, he was awarded the
Molson Prize in the social sciences and humanities.

Carl Wennerlind, Professor, Barnard College,
Columbia University

Carl Wennerlind is a professor specializing in
seventeenth- and eighteenth-century Europe, with a
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focus on intellectual history and political economy. He
is particularly interested in the historical development
of money and credit, as well as attempts to theorize
these phenomena. He recently published Casualties of
Credit: The English Financial Revolution, 1620-1720 (2011)
and is currently at work on a monograph exploring the
changing conceptual nature of scarcity from early modern
Aristotelian-influenced thinking to modern neoclassical
economics. He is the co-editor of David Hume’s Political
Economy (with Margaret Schabas, 2009) and Rethinking
Mercantilism (with Phil Stern, forthcoming).

Richard Werner, Managing Director and Chief
Strategist, Profit Research Center Ltd.

Richard Werner is the managing director and chief
strategist for Profit Research Center Ltd., an independent
investment research and advisory firm based in Tokyo.
He has been teaching finance at universities in Japan and
the United Kingdom since 1997 and is currently professor
of international banking at the School of Management,
University of Southampton. Mr. Werner has nearly 20
years of experience in the financial sector, including as
chief economist at Jardine Fleming Securities (Asia) Ltd.,
asset allocation committee member of one of Japan’s
largest corporate pension funds and hedge fund adviser.
He has been a researcher at the Asian Development Bank,
the Japanese Ministry of Finance, the Bank of Japan,
the Japan Development Bank, the Nomura Research
Institute and the Institute of Economics and Statistics
at the University of Oxford. He has been adviser to the
ruling Liberal Democratic Party’s Central Bank Reform
Research Group and served on several Ministry of
Finance advisory panels. Mr. Werner holds a B.Sc. in
economics from the LSE and a D.Phil. in economics from
the University of Oxford. He also studied and researched
at the University of Wales and the University of Tokyo.

Ronald Wintrobe, Professor, Western University;
Co-Director, Political Economy Research Group,
Western University

Ronald Wintrobe is professor of economics at Western
University and co-director of the Political Economy
Research Group at the university. He is the author of
The Political Economy of Dictatorship (2000) and Rational
Extremism: The Political Economy of Radicalism (2006),
as well as author or editor of nine other books and
numerous articles in professional journals. Currently,
Mr. Wintrobe is working on a project on economics
and Buddhism, which attempts to see Buddhism from
the point of view of rational choice and uncover what
insights can be brought to economics by viewing the
religion in this way.
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L. Randall Wray, Professor, University of Missouri

L. Randall Wray is professor of economics at the
University of Missouri. While at Washington University
in St. Louis, Mr. Wray was a student of Hyman P.
Minsky and has focused on monetary theory and
policy, macroeconomics, financial instability and
employment policy. He has published widely in journals
and is the author of Modern Money Theory: A Primer on
Macroeconomics for Sovereign Monetary Systems (2012),
Understanding Modern Money: The Key to Full Employment
and Price Stability (1998) and Money and Credit in
Capitalist Economies: The Endogenous Money Approach
(1990). He is the editor of Credit and State Theories of
Money: The Contributions of A. Mitchell Innes (2004) and
co-editor with Matthew Forstater of Contemporary Post
Keynesian Analysis (2005), Money, Financial Instability and
Stabilization Policy (2006) and Keynes for the Twenty-first
Century: The Continuing Relevance of the General Theory
(2008). Mr. Wray has served as a visiting professor at
the University of Rome, the University of Paris and the
National Autonomous University of Mexico.

Gennaro Zezza, Associate Professor, Universita di
Cassino; Research Scholar, Levy Economics Institute,
Bard College

Gennaro Zezza is associate professor in economics
at Dipartimento di Economia e Giurisprudenza,
Universita di Cassino, Italy, where he directs the Ph.D.
program in economics. He is also a research scholar at
the Levy Economics Institute at Bard College in New
York. His main research interest is in the modelling of
open economies in the stock-flow consistent tradition
pioneered by Wynne Godley. Mr. Zezza is responsible
for the macroeconomic model in use at the Levy Institute
for projections of the US and world economy. His most
recent publications include The Stock-Flow Consistent
Approach: Selected Writings of Wynne Godley (co-edited
with Marc Lavoie, 2011) and Contributions to Stock-Flow
Modeling (co-edited with Dimitri B. Papadimitriou,
2012). Mr. Zezza holds a degree in economics from the
University of Naples.
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LIST OF PARTICIPANTS

Anil Aba, University of Utah
Manmohan Agarwal, CIGI

Felix Arnold, The Berlin Doctoral Program in
Economics and Management Science

Tsegaye Assayew, Washington University in St. Louis
Tiziana Assenza, Catholic University of Milan
Marshall Auerback, INET

Paolo Nicola Barbieri, University of Bologna

Stefano Battiston, ETH Zurich

Thomas Bernardin, Smith College and The Political
Economy Research Institute

Dirk Bezemer, University of Groningen

Jill Blackford, INET

Carol Bonnett, CIGI

Krista Bruns, Utrecht University

Johannes Buchner, Free University Berlin

Oliver Burrows, Bank of England

Emanuele Campiglio, LSE

Kenneth Carlaw, University of British Columbia
Silvano Cincotti, University of Genoa

D’'Maris Coffman, Newnham College, University of
Cambridge

Alex Coram, University of Masachusetts

Julia Cunico, Columbia University

Barry Cynamon, Federal Reserve Bank of St. Louis
Jim Davies, Western University

Domenico Delli Gatti, Universita Cattolica del Sacro
Cuore
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Danilo Delpini, Istituto dei Sistemi Complessi ISC -
CNR

Giovanni Di lasio, Bank of Italy

Paola D’Orazio, University “G. D’Annunzio” of Chieti-
Pescara

Claudio Dos Santos, IPEA (Institute for Applied
Economic Research)

Giovanni Dosi, Sant’Anna School of Advanced Studies

Kevin English, Department of Foreign Affairs and
International Trade

Emmanuel Farhi, Harvard University

Steven Fazzari, Washington University

Peter Foltin, Western University

Marco Galbiati, European Central Bank

James Galbraith, The University of Texas at Austin
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FIVE YEARS AFTER THE FALL: THE
GOVERNANCE LEGACIES OF THE
GLOBAL FINANCIAL CRISIS

John Helliwell and CIGI Experts

The effects of the global financial crisis are still felt across a spectrum

of issues. Presented and discussed at CIGI's annual conference, these
five papers provide insight and recommendations for building the
governance arrangements required to deal with these enduring legacies.

A POLICY MISMATCH: CANADA AND
THE UNITED STATES IN THE ASIA-
PACIFIC REGION

James Manicom

The United States and Canada, two of the world's closest allies,

have reinvigorated their diplomatic and military postures toward the
Asia-Pacific region. On balance, however, Canada may not be an ideal
Pacific partner for the United States.

CANADA’S RETURN TO EAST ASIA:
RE-ENGAGEMENT THROUGH MARITIME
DIPLOMACY

James Manicom

The Canadian government, after a decade of neglect, is prepared to
re-engage East Asia, particularly China. Through maritime defence
and cooperation endeavours, Canada’s re-engagement efforts could
improve the region’s strategic stability and foster economic growth.

CANADA-US ARCTIC MARINE
CORRIDORS AND RESOURGE
DEVELOPMENT

John Higginbotham, Andrea Charron and James
Manicom

In preparing for the commercialization of the Arctic Ocean, Canada and
the United States face enormous opportunities in protecting economic
and environmental interests; however, a number of challenges impede
the fulfillment of this vision.

ZERO: THE SURPRISING AND
UNAMBIGUOUS POLICY RELEVANCE OF
THE CUBAN MISSILE CRISIS

James G. Blight and janet M. Lang

Drawing on a quarter century of research on the Cuban missile crisis,
this policy brief offers takeaways and recommendations for moving
toward zero nuclear weapons.
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CIGI *12 — FIVE YEARS AFTER THE
FALL: THE GOVERNANCE LEGACIES OF
THE GLOBAL FINANCIAL CRISIS

Deanne Leifso

The effects of the global financial crisis are still felt five years later, and
were the focus of CIGI's annual conference. This report summarizes the
international policy discussions and recommendations for the global
governance arrangements required to counter the effects of the crisis.

FORGING A NEW STRATEGIC
PARTNERSHIP BETWEEN CANADA AND
MEXICO

Andrés Rozental and Perrin Beatty

This report offers substantive recommendations that point to the benefit
of efforts that will intensify bilateral partnerships, not only in their own
right, but also in strengthening Canada and Mexico’s ability to deal more
effectively with the United States in pursuing matters of mutual concern.

GLOBAL GOVERNANCE AND THE
CHALLENGE OF TRANSNATIONAL
ORGANIZED CRIME: THE ROLE OF THE
CONSTRUCTIVE POWERS

Simon Palamar

The second megting of the Constructive Powers Initiative took place in
Mexico City in September 2012. The workshop addressed questions
surrounding transnational organized crime and policy responses
toit.

POST-2015 DEVELOPMENT AGENDA:
GOALS, TARGETS AND INDICATORS
Barry Carin etal.

This special report examines the targets for the UN Millennium
Development Goals (MDGs) that have been met and considers the
global implications of the remaining unmet goals. The report reviews a
menu of indicators for the candidate goals to inform the future process
of selecting the post-2015 successors to the MDGs.

POST-2015 GOALS, TARGETS

AND INDICATORS

Barry Carin and Nicole Bates-Eamer

The UN Millennium Development Goals have been remarkably
successful in mobilizing resources to address the major gaps in
human development, but future goals must reach beyond traditional
development thinking. This conference report discusses possible
indicators for 12 potential post-2015 successor goals.
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