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 Troubled times both globally and in the euro zone 

 Roots lie in mistaken analytical tools  

 And “false beliefs” about how the IMS and the euro zone operate 

 Good public policy and the “should, could and would” problems  

 



 It is a “false belief” to treat the economy as a machine 

 Rather, it is a complex-adaptive-system like a forest 

 Such systems break down regularly: so be prepared 

 The trigger is irrelevant: so focus on systemic stability 

 Optimizing is impossible: so focus on avoiding truly bad outcomes 

 The system is adaptive: so do not fight the last war 

 Unfortunately, policymakers have done little of the above 

 



 The “Impossible Trinity” 

 The IMS (floating?) and the Eurozone (fixing?) have gone in totally 
opposite directions 

 Both floating and fixed rate regimes have broken down or been 
replaced repeatedly throughout history  

 Could “false beliefs” undermine both the IMS and the euro zone? 

 



 If exchange rates float, this will automatically cure global 
current account imbalances 

 If exchange rates float, US monetary policy has no “spill overs” 

 If the US has price stability, it stabilizes the whole IMS 

 If global crises cannot happen, no need to prepare for them 

 



 The euro zone is immutable 

 In  such a system, current account imbalances do not matter 

 Pursuing price stability is the best way to avoid crises in the euro 
zone 



 Fiscal austerity is the cure for fiscal excess 

 In the face of problems, only debtors need adjust 

 Debt forgiveness for sovereigns is not an option 

 Banking systems are healthy and resolution unnecessary 

 Cross border burden sharing is not necessary  



 The role of the ECB in the global crisis: still more of the same 

 The role of the ECB in the euro zone crisis: “whatever it takes” 

 Regardless, the euro zone still needs fundamental reform 



 Another crisis at the global level? 

 Alternative scenarios for the euro zone? 

 How another crisis in the euro zone might affect the world? 

 How another crisis in the world  might affect the euro zone? 

 Or can anyone possibly have any idea? 

 

 


