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Recent Rolling Crises (samples) 

 

 Savings & Loan Crisis (early 80s ~ early 90s) 

 Black Monday (1987) 

 LTCM Bailout (1998) 

 Dot.Com Bubble Burst (2000) & its Aftermath 

 Subprime Mortgage Crisis (2008 ~ ?) 

 Sovereign Debt Crisis (? ~ ?) 

 



 

 

 

    2008 Subprime Mortgage Crisis 



Market collapse in 2008 

 Fannie Mae 



Market collapse in 2008 

 Freddie Mac 



Market collapse in 2008 

 Bear Stearns 



Market collapse in 2008 

 Lehman Brothers 



Market collapse in 2008 

 Citigroup 



Market collapse in 2008 

 General Motors 



Federal Government Financial Stability 

Effort (as of September 30, 2009) 
Program 

(in billions) 
Treasury 
(TARP) 

Federal 
Reserve 

FDIC Total 

Total $698.70  $1,658  $846.70  $3,203.40  

Outlays $387.30  $0  $47.70  $435  

Loans $43.70  $1,428.20  $0  $1,471.90  

Guarantees $25  $229.80  $799  $1,053.80  

Uncommitted TARP Funds $242.70  $0  $0  $242.70  

AIG $69.80  $96.20  $0  $166  

Outlays $69.80  $0  $0  $69.80  

Loans $0  $96.20  $0  $96.20  

Guarantees $0  $0  $0  $0  

Bank of America $45  $0  $0  $45  

Outlays $45  $0  $0  $45  

Loans $0  $0  $0  $0  

Guarantees $0  $0  $0  $0  

Citigroup $50  $229.80  $10  $289.80  

Outlays $45  $0  $0  $45  

Loans $0  $0  $0  $0  

Guarantees $5  $229.80  $10  $244.80  

Capital Purchase Program $97.30  $0  $0  $97.30  

(Other)         

Outlays $97.30  $0  $0  $97.30  

Loans $0  $0  $0  $0  

Guarantees $0  $0  $0  $0  

Capital Assistance Program TBD $0  $0  TBD 



Program 
(in billions) 

Treasury 
(TARP) 

Federal 
Reserve 

FDIC Total 

TALF $20  $180  $0  $200  

Outlays $0  $0  $0  $0  

Loans $0  $180  $0  $180  

Guarantees $20  $0  $0  $20  

PPIP(Loans) $0  $0  $0  $0  

Outlays $0  $0  $0  $0  

Loans $0  $0  $0  $0  

Guarantees $0  $0  $0  $0  

PPIP(Securities) $30  $0  $0  $30  

Outlays $10  $0  $0  $10  

Loans $20  $0  $0  $20  

Guarantees $0  $0  $0  $0  

Home Affordable $50  $0  $0  $50  

Modification Program         

Outlays $50  $0  $0  $50  

Loans $0  $0  $0  $0  

Guarantees $0  $0  $0  $0  

Automotive Industry $75.40  $0  $0  $75.40  

Financing Program         

Outlays $55.20  $0  $0  $55.20  

Loans $20.20  $0  $0  $20.20  

Guarantees $0  $0  $0  $0  

Auto Supplier Support $3.50  $0  $0  $3.50  

Program         

Outlays $0  $0  $0  $0  

Loans $3.50  $0  $0  $3.50  

Guarantees $0  $0  $0  $0  

Unlocking SBA Lending $15  $0  $0  $15  



Program 
(in billions) 

Treasury 
(TARP) 

Federal 
Reserve 

FDIC Total 

Outlays $15  $0  $0  $15  

Loans $0  $0  $0  $0  

Guarantees $0  $0  $0  $0  

Temporary Liquidity $0  $0  $789  $789  

Guarantee Program         

Outlays $0  $0  $0  $0  

Loans $0  $0  $0  $0  

Guarantees $0  $0  $789  $789  

Deposit Insurance Fund $0  $0  $47.70  $47.70  

Outlays $0  $0  $47.70  $47.70  

Loans $0  $0  $0  $0  

Guarantees $0  $0  $0  $0  

Other Federal Reserve Credit $0  $1,152  $0  $1,152  

Expansion         

Outlays $0  $0  $0  $0  

Loans $0  $1,152  $0  $1,152  

Guarantees $0  $0  $0  $0  

Uncommitted TARP Funds $242.70  $0  $0  $242.70  

2008 Subprime Mortgage Crisis 2008 Subprime Mortgage Crisis 



How did it come about? 



Precursor: Savings & Loan Crisis 

 S&L Charter: Federal Home Loan Bank Act 
of 1932  

 Rise of interest rate (Paul Volcker) in early 
1980s 

 Term structure mismatch 

 747 out of 3,234 S&Ls failed during early 
1980s to 90s 

 Resolution Trust Corp. (RTC): the ultimate 
cost to U.S. tax payers is estimated around 
$124 billion 

 More than 1,000 persons went to jail 



Cause 

 Proliferation of money and credit 

- Low interest rate after the dot.com burst 

- Securitization of debts 

 Moral hazard almost everywhere by almost 

everyone 
 Financial engineering 

 and many more … 

 



New technique: securitization 

 Toy model 

 

                                    payout 

     

                                   $ 1,000 

X                                           

                                       

                                    $   0  

Face value  

= $1,000 

E[x] = 0.9 x 1000 + 

0.0 x 0 = 900 

 

σ = √E[x2]-(E[x]) 2 

   = 300 

p=0.9 

p=0.1 



New technique: securitization 

 Securitization by pooling 

Assume X1, … XN : IID, each Xi  ~ X1         

Central Limit Theorem 

 

    

 

std of      

  

σ2 

n 

1 

n 
i=1 

n 

Σ Xi ~ N(μ,    ) 

1 

n 
i=1 

n 

√ n  

σ 
Σ Xi  = =   30      if  n = 100 

     

      3       if  n = 10,000 



Probability density of payout  

 

n = 10,000 

n = 100 



New Breakthrough: MBS/CDO 

 Simplistic example 

Face 

value 

$1,000 

Face 

value 

$1,000 

p=0.9 

p=0.9 

p=0.1 

p=0.1 

Payout 

$ 1,000 

$    0 

$    0 

$ 1,000 

Payout Prob. 

$1,000 

$   0 

0.99 

0.01 

Payout Prob. 

$1,000 

$   0 

0.81 

0.19 

Y1 : Senior 

tranche 

Y2 :Junior 

tranche 

Total 

pooled 

cash 

Prob. 

$2,000 

$1,000 

$   0 

0.81 

0.18 

0.01 

Senior Junior 

$1,000 

$1,000 

$   0 

$1,000 

$   0 

$   0 

X2 

X1 
E[Y1] = 990 

E[Y2] = 810 



 Senior tranche 
- Low probability of default 
- with insurance (CDS: Credit Default 
Swap), it is AAA-rated 
- In big demand by risk-averse institutions 
like pension funds, money market funds, 
etc. 

 Junior tranche 
- Higher probability of default 
- High risk, high payout 
- In demand by risk-seeking entities like 
hedge funds 

 



CDO with large pool 

 

Xi (i = 1,…,n) IID, each Xi  ~ X1  

 

By Central Limit Theorem 

total pooled cash =  

e.g., n = 100 

       nμ = 9 x 104 

       std =       

 

n 

i=1 
Σ Xi ~ N(nμ,nσ2) 

√ n  σ = 3 x 103 



 

Probability density of          if n = 

100 

 

Σ Xi 
n 

i=1 



 Q : What is the probability of 20% or more 
of : X1, … XN are in default? 

 
 Prob(Default Probability ≥ 0.2) 

  

      = 

  

      = 

    

      = 0.0005 (0.05%) 

       
(8 x 104 - 9 x 104  = -3.3 x std) 

n 

i=1 

1 

n Prob(   Σ Xi ≤ 0.8 x 1,000) 

n 

i=1 
Prob(Σ Xi ≤ 8 x 104) 



Multiple tranches 

 e.g., n=3 

k1 

k2 
k1 

k2 

• The 1st tranches receive the 

total cash flow up to k1. 

 

•The 2nd tranches receive the 

total cash flow up to k2 but only 

after the 1st tranches are filled. 

 

•The 3rd tranches receive 

whatever is left after the 1st and 

2nd tranches are filled. 

 



 Total cash flow of 1st tranches: 

 

 

 Total cash flow of 2nd tranches: 

 

 

Total cash flow of 3rd tranches: 

Σ Xi 
n 

i=1 
= min(     , k1) 

+ 
Σ Xi 
n 

i=1 
 = min((        - k1), k2 - k1 ) 

+ 
Σ Xi 
n 

i=1 
 = (      - k2) 



 

 

 

k2 k1 

2nd tranches 

3rd tranches 

1st tranches 

Σ Xi 

n 

i=1 

k2 – k1 

k1 



 But in time of crisis 

  

 Assets move in a highly correlated fashion 

  

 Independence assumption is no longer valid 

  

 

 

 



Simplistic assumption 

Face 

value 

$1,000 

Face 

value 

$1,000 

p=0.9 

p=0.9 

p=0.1 

p=0.1 

Payout 

$ 1.000 

$    0 

$    0 

$ 1.000 

Payout Prob. 

$1.000 

$   0 

0.9 

0.1 

Payout Prob. 

$1.000 

$   0 

0.9 

0.1 

Y1: Senior 

tranche 

Y2: Junior 

tranche 

Total 

pooled 

cash 

Prob. 

$2,000 

$   0 

0.9 

0.1 

Senior Junior 

$1,000 

$   0 

$1,000 

$   0 

X1 

X2 

E[Y1] = 900 

E[Y1] = 900 

Assume all asset are perfectly correlated, i.e., identical 



 Counter-intuitive result 

 In time of Crisis 
- Senior & Junior tranches behave identically 
- Senior tranche’s value goes down due to 
higher than expected default rate 
- Junior tranche’s value goes up due to 
lower than expected default rate 

 During the 2008 Crisis: 
- Conservative institutions lost lots of money 
- Hedge funds came out unscathed or even 
made money 



GSE 
Insurance 

company 

Rating Agency 

Players 



Chink in the armor of the CDOs 

 Flawed financial theory  

- Default probability estimation 

- Prepayment probability estimation 

- Estimation of the tail part of the probability  

- Estimation of the changes of correlation 

and mutual dependency in time of crisis 

 

 Systemic risks like the collapse of housing 

market were not properly modeled 

 

 

 



Who are the culprits? 



Culprit #1: Government 

 System that fosters moral hazards 
- Explicit guarantee: Fed, FDIC, PBGC, etc. 
- Implicit guarantee: GSE, Greenspan puts, etc. 

 Skewed government policy: CRA(Community 
Reinvestment Act), etc.  

 Creation of abundant money & credit by the Fed; low 
interest rate of Greenspan era 

 Keynesian distortion of market and economy (monetary, 
fiscal & regulatory) 

 Financial industry’s undue influence on the governmental 
agencies & Congress (House & Senate)  

 Worst possible social outcome:  
- privatization of profit and socialization of risk and pain 
- capitalism for the poor and socialism for the rich 

 

 



Culprit #2: Financial Institutions 

 Players: 
- Banks (commercial & investment)  
- Non-bank financial firms 
- Insurers 
- Rating agencies 
- Hedge funds 

 Leverage: opium of finance 

 Huge credit expansion by shadow banking 

 Flawed financial engineering model 

 Flawed risk management model & system 

 Moral hazards everywhere: agency problem 
- Free ride on government’s guarantee 
- Asymmetric compensation structure: Après nous, le deluge 
- Ignorance, dishonesty and willful deceit 

 



Culprit #3: Investors  

                   (mostly institutional)  

 It looked like a “no-lose” game 

- Plenty of money fuels the housing market: 

house prices are believed to be guaranteed 

to go up 

 Moral hazard: False sense of safety 

- CDOs supply higher yielding AAA bond 

- Additional insurance in the form of CDS 

- If something goes wrong, the government 

is there to backstop it (Greenspan put) 

 



Culprit #4: Consumers 

 With ever increasing housing price, it 

looked like a road to El Dorado 

 Moral hazard:  

- Ninja Loan (No Income, No Job, no 

Assets)  

- walk away from under-water loan 

 As of November, 2011, half of all U.S. 

housing mortgages are under water 

 



What happened to the vaunted 

risk management system? 



Rudiment of VaR concept 

(VaR = Value at Risk) 

 Profit/Loss Distribution of single security X 

-4.0  -3.0  -2.0  -1.0  0.0  1.0  2.0  3.0  4.0  

-2.33 

99% 

1% 

x = 2.33 

X = 99% VaR value 



Simplistic model 

 Case 1: Independent assets 

 Assume that X1, … XN are i.i.d.  random 
variables. 

 Xi ~ N(0, σ2), jointly Gaussian 

 Each represents profit/loss of single asset of 
the portfolio. 

 By CLT, 

 

 

 X := X1 + X2 + … + XN  ~  N(0, σ2N) 

X1 + … + X2 

σ√N 
~  N(0,1) 



Behavior of portfolio 

1% 

r1 = 2.33 σ√N r1 =  99% VaR value 

of portfolio 



Behavior of portfolio 

 Case 2: Crisis 

 In time of crisis, all assets become highly 

correlated 

 For simplicity, assume Xi’s are perfectly 

correlated. In fact, assume 

                    X1 = X2 = … = XN . 

 

             X := X1 + X2 + … + XN = NX1 

                       X ~ N(0, σ2N2) 

          



Behavior of portfolio 

1% 

r2 = 2.33 σ N 

Comparison of two cases 

r2 = 2.33 σ N is very large compared with r1 = 2.33 σ√N as N gets very big. 

r2 =  99% VaR 

value of portfolio 



Inherent difficulty 

 There has been lots of attempts to 

improve the concept of VaR 

 No matter what they are, they are all 

about the tail of the distribution 

- thin tail vs. fat tail 

- inherent difficulty in modeling extreme 

or rare events that influence the tail part 

 

 



Inherent difficulty 

 Mathematically very difficult to do away 

with the independence assumption 

 Fully modeling interdependence is 

mathematically intractable:  

 It does not lend itself to neat mathematical 

formalism that can be verified in reality 

 Independence assumption tends to 

underestimate the risk  

- (see the simplistic model above) 



Inherent difficulty 

 Mathematical difficulty 

 VaR calculation is an inherently ill-posed problem 

0 

0.5 

1 

-3.0  -2.0  -1.0  0.0  1.0  2.0  3.0  

R 
99% VaR value R is the solution 

of F(x) = 0.01 

F(x) : cumulative distribution 



Practical Problems 

 Even if a model is correct, the model 

parameters are based on the past  

experience (data). 

 But there may be no reliable past data on 

the correlation change in time of crisis  

 Like the housing price data that never shows 

severe downturn for more than 60 years  

 



Practical Problems 

 Complex computer system 

implementation demands simplistic 

models: 

 e.g., JP Morgan’s RiskMetrics 

implementing VaR, currency correlation 

table to be set every day. 

 It is nontrivial to unwind the risky 

positions. (e.g., LTCM) 

 

 

 



Practical Problems 

 Underestimation of risk in practice 
 
- Severe stress test can reveal many 
hidden risks, but these results are not 
taken seriously in practice. Why?  
 
- Firm’s profit centre is the trading and 
sales part, not the middle (risk 
management) or the back office 
(settlement and bookkeeping) 

 

 

 



 

 

 

    Crisis Continues… 

      Sovereign Debt Crisis 



Select crises in recent history 

 Panic of 1907 

 Establishment of the U.S. Income Tax (16th Amendment) and 
the Federal Reserve System (Federal Reserve Act) (1913) 

 Weimar German (1919~ 1924), Austria, Hungary, Poland 

 Roaring 20s  

 Crash of 1929 and the Great Depression (1931 ~ 1945) 

 Chinese hyperinflation and the demise of Kuomingtang (國民
黨) government (1935 ~ 1948) 

 Establishment of the Bretton-Woods system (1944) 

 Hyperinflation in aftermath of WWII  

 Greece, Hungary,  

 Breakdown of the Bretton-Woods system (Nixon’s closing of 
gold windows) (1971, August 15) 

 UK banking crisis (1973- 75) 

 Latin debt crisis & hyperinflation 
   Bolivia (1984 – 85), Nicaragua (1987-1991), Peru (1988), 
Argentina (1989), Brazil (1989) 

 Mexican Peso crisis (1994) 
   



 Savings & Loan crisis (1980s) 

 Black Monday (1987) 

 Swedish banking crisis (early 1990s) 

 Hyperinflation in the former republics of Yugoslavia (Serbia, 
Montenegro, etc.) (early 1990s) 

 Asian financial crisis (1997) 

 Russian financial crisis (1998) 

 Collapse of Long-Term Capital Management (1998) 

 Hyperinflation in Zimbabwe (2000s) 

 Collapse of dot-com bubble (2000) 

 Subprime mortgage crisis (2007 ~ ?) 

 Sovereign debt crisis (2010 ~ ?) 

   

 … 34 hyperinflations in the 20th Century and many more 
disasters… 

   
 



Famous Old Crises in History 

 Collapse of Roman Empire 

 Hyperinflation of Song(宋), Jin(金), and 

Yuan (元) dynasties 

 Dutch tulip mania (1637) 

 Mississippi bubble (1720) 

 French revolution & Napoleonic wars 

(1789 ~ 1815): Assignat 



Sovereign Debt Crisis 

 PIIGS: Portugal, Ireland, Italy, Greece, 

Spain 

 US 

 Japan 

 Many others … 

 

 The problem? 

Everyone owes way too much 



 Dexia bank (failed in October, 2011) 

 MF Global (failed in November, 2011) 

 Many more to come … 

 

 Most EU and US banks are insolvent if 

the assets are marked to market  



Is the U.S. bankrupt? 

 Kotlikoff (Boston U. economics 

professor) 

- $65.9 trillion fiscal gap (as of 2006) 

  (Federal Reserve Bank of St. Louis Review, July / August 

2006, 88(4), pp. 235-49) 

 



US Debt: 

 http://www.usdebtclock.org/ 

                                                             

 

 

 

 

 

 
 

( screen shot at 2011.11.14 pm 4:27) 

http://www.usdebtclock.org/
http://www.usdebtclock.org/


US Federal Spending (2010) 



US Federal Tax Receipt (2010) 



What is the root cause of all these? 



Money: Fiat Money 



US Money supply (AMBNS) 

Monetary Base= Coins, paper money, banks’ deposits in the central bank 

AMBNS: Adjusted Monetary Base of St. Louis Fed. 



US Money supply (M2) 

M2 = Monetary base + Demand deposit + Saving account 



Mountain of Money 



Mountain of Money 



Mountain of Money 

Thickness of one dollar bill = 0.1 mm 

 

Stacked one trillion dollars stretch to 105 km 

 

= ¼  of the distance to the Moon 

 



Banking & shadow banking 
2 pillars of banking  

  - yield curve arbitrage (borrow short, lend long) 

  - leverage (fractional reserve banking) 



Commercial vs. Investment Banking 

 Commercial banking 
- Funding source: deposit 
- Governmental regulation and safety net 
   FDIC, Fed  
- Capital adequacy requirement 
- Glass-Steagall Act (1933) 

 Investment banking 
- Funding source: capital market 
- Underwriting, M&A 
- Shadow banking 
- No safety net (until 2008 crisis) 
- Gramm-Leach-Bliley Act (1999) 

 

 



Shadow banking 

 CDOs are new source of bonds  
 -> credit creation (huge) 

 AAA tranches are particularly important as 
it is used in the “repo” market and 
overnight inter-bank lending 

 Loss of AAA rating means drying up of 
short-term cash-like assets, i.e., liquidity 
crisis is created 

 2008 crash is in large part “shadow bank 
run” 



What is the likely outcome  

of the current crises? 



Tug of War  

Natural deflationary forces 

- Collapse of bad credit 

 

   vs. 

 

Inflationary pressure  

- government money printing 

 

 

 



How would the world get out of 

this debt mess? 
 Three choices 

 
 - Option 1: Free market medicine  
       (long and painful market based 
cleanup process)  
 
 - Option 2: Outright default  
 
 - Option 3: financial repression  
         (Inflation or hyperinflation) 

 

 

 



Likely outcome: money printing 

 Straight march toward (hyper-)inflation? 
                      vs. 

    initial deflation, then (hyper-)inflation?  

 Any danger of (hyper-)inflationary depression? 

 Inflation is the most hideous form of taxation 

 Government debt burden is taking the future 
generations as hostage. Will they oblige? 

 If the current practice continues, something 
will give sooner or later 

 Then, what comes next? 

 

 



Lessons from History 



French experience 

 John Law and Mississippi bubble (1715 ~ 1720) 
- Banque générale (later Banque royale) 
   1st French central bank; Fiat money printing 
- Compagnie d’Occident (later Compagnie des Indes    
  aka Mississippi company) 
    share price bubble 
- Consolidated all French national debt 
- Collection of all French indirect taxes 
 
- enormous money printing 
- Ponzi scheme of dividend payment 
 

 Collapse French fiscal & monetary system 

 Provided one of the main causes for the French 
revolution 

 



French experience 

 French revolution 
- Started out to shore up the bankrupt French 
royal finance 

 Assignat  
- Initially based on the confiscated Church 
properties 
- Enormous printing of fiat paper money 
- Created huge inflation 

 Napoleonic war and restoration of gold 
standard 

 This experience led the French to adhere to 
the hard money (gold standard) until WWI 

 



Collapse of Roman monetary system 

 Denarius: early 3rd Century BC, silver coin 
weighing 4.5486 g as 1/72 roman pound 
(libra, lb = 327.45 g), later 1/84 of Roman 
pound 

 Augustan monetary reform: 
  1 aureus = 1/45 lb of gold = 25 denarii 
  95% pure silver denarius 

 (soldier’s annual pay = 225 denarii = 1/5 lb 
of gold = 65.5 g = 2.1 troy oz;  
praetorian’s annual pay = 720 denarii = 
0.64 lb of gold = 209 g = 6.7 troy oz) 

 



Collapse of Roman monetary system 

 Debasement of denarius 

 Nero: 1 denarius: 1/96 lb of silver 

 Trajan, 117 AD: 85% silver 

 Marcus Aurelius, 180 AD: 75% silver 

 Septimius Severus, 193 – 211 AD: 60% 

silver  

 Caracalla, 211- 217 AD: 50% silver, 1 aureus 

= 1/50 lb of gold  

 



Collapse of Roman monetary 

system  

 Debasement of denarius 
Nero: 1 denarius: 1/96 lb of silver 
Trajan, 117 AD: 85% silver 
Marcus Aurelius, 180 AD: 75% silver 
Septimius Severus, 193 – 211 AD: 60% 
silver 
Caracalla, 211- 217 AD: 50% silver, 1 
aureus = 1/50 lb of gold 
 

   

 

 



Collapse of Roman monetary system 

 Great inflation, 258 – 275 AD: 0.5% 

silver, prices rose by about 1,000% 

 Diocletian, 284 – 305 AD:  

- Inflation continued 

- Edict on Maximum Prices (301 AD) 

- In-kind tax, wealth tax  

- Introduced Argenteus, 301 AD: 1/96 lb 

of silver = 50 old denarii, 1 lb of gold ~ 

5,000 denarii 

 



Collapse of Roman monetary system 

 Breakdown of money,  

311 AD: 1 lb of gold ~ 120,000 denarii 

324 AD: 1 lb of gold ~ 300,000 denarii 

 Constantine the Great’s monetary 

reform of 312 AD: fixed 1 solidus (= 

4.5486 g) as 1/72 roman pound (libra, lb 

= 327.45 g) 

 



Collapse of Roman monetary system 

 This coinage was maintained throughout 

the Byzantine era until the debasement 

around the end of 12th Century 

 



Justinian’s Bezant (Byzant: Solidus) Gold Coin, ca. mid 6th Century 



Paradigm shift in finance & 

economics 



Paradigm shift 

 Dawn of new age of finance and economics 

research 

- Wholesale rewriting of finance is necessary 

- Merger of finance and economics (micro and 

macro) 

- Tightly coupled complex system 

- Chaos and phase transition 

- Macro economic revolution 

- Rise of meso-scale economics 



    George Bernard Shaw  

 (1928, from “Intelligent Woman’s Guide to Capitalism and 

Socialism”) 

     

You have to choose between trusting to 
the natural stability of gold and the 
honesty and intelligence of the members 
of government. And with all due respect 
for those gentlemen, I advise you, as 
long as the capitalist system lasts, vote 
for gold.  

 





Et ne nos inducas in tentationem, 
 

sed libera nos a malo 



Thanks 



Questions & answers 

Q: Is the free market no longer working? 

Q: Will government regulation and 

planning solve the problem? 

Q: Is capitalism dead? 

 



Questions & answers 

Q: Where does the fiat money of the 

central banks come from? 

Q: Can the central banks (governments) 

print money without dire consequences? 

 

 



Questions & answers 

Q: Is (financial) mathematics to blame? 

Q: Is financial engineering to blame? 

Q: Are financial practitioners to blame? 

Q: What is the flaw of financial theory? 

Q: What is the flaw of financial practice? 

Q: What is the flaw of economic theory? 

Q: What is the flaw of economic practice? 

 



from Communist Manifesto 
1. Abolition of property in land and application of all rents of land to public 

purposes. 

2. A heavy progressive or graduated income tax. 

3. Abolition of all rights of inheritance. 

4. Confiscation of the property of all emigrants and rebels. 

5. Centralization of credit in the banks of the state, by means of a national bank 

with state capital and an exclusive monopoly. 

6. Centralization of the means of communication and transport in the hands of 

the state. 

7. Extension of factories and instruments of production owned by the state; the 

bringing into cultivation of waste lands, and the improvement of the soil 

generally in accordance with a common plan. 

8. Equal obligation of all to work. Establishment of industrial armies, especially 

for agriculture. 

9. Combination of agriculture with manufacturing industries; gradual abolition of 

all the distinction between town and country by a more equable distribution 

of the populace over the country. 

10. Free education for all children in public schools. Abolition of children's factory 

labor in its present form. Combination of education with industrial 

production, etc. 



Inflation or Deflation? 
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Prices denominated in gold 
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Prices denominated in gold 
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Gold per bushel Soybeans (monthly average) through December 2006 
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Cents per pound Sugar (monthly average) through December 2006 
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