
BPI-2018/11/28 

 

 

1 

BANK POLICY INSTITUTE 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2018 ANNUAL CONFERENCE 

 

CRASHED: HOW A DECADE OF FINANCIAL CRISES CHANGED THE 

WORLD 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

New York, New York 

 

Wednesday, November 28, 2018 



BPI-2018/11/28 

 

 

2 

PARTICIPANTS: 

 

Moderator: 

 

  WILLIAM NELSON  

 Executive Vice President and Chief Economist 

 Bank Policy Institute 

 

Panelists: 

 

  ADAM TOOZE 

Kathryn and Shelby Cullom Davis Professor of   

History And Director of the European Institute,  

Columbia University 

 

  WILLIAM NELSON  

 Executive Vice President and Chief Economist 

 Bank Policy Institute 

 

 

   

 

 

 

 

 

 

 

*  *  *  *  * 

 



BPI-2018/11/28 

 

 

3 

P R O C E E D I N G S 

  MR. NELSON:  All right.  Good morning 

everyone.  I'm Bill Nelson.  I'm the Chief Economist of 

the Bank Policy Institute.  

And welcome to a discussion with Adam Tooze, 

author of Crashed: How a Decade of Financial Crises 

Changed the World.  Professor Tooze is the Kathryn and 

Shelby Cullom Davis Professor of History at Columbia 

University.  He had formerly taught at Yale University 

where he was the Director of the International Security 

Studies, and at the University of Cambridge.  

Crashed is Professor Tooze's fourth book on 

exploring trans-Atlantic economics and power over the 

past century, all receiving critical and academic 

acclaim.  It is an extraordinary book that weaves the 

U.S. and European crises, as well as the rise of 

populism on both sides of the Atlantic.  The New York 

Review of Books described it as the authoritative 

account of the crises of the hundreds that have been 

written.  

And I'll report that at a recent meeting of 

the contributing authors to the upcoming Bernanke, 

Geithner, Paulson book, on the response to the crisis, 
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everybody was reading, and everybody was talking about 

Crashed.  

So, please join me in welcoming Adam Tooze.  

(Applause)  

MR. TOOZE:  Thank you.  Thank you, Bill.  It's 

a real pleasure to be here.  We've decided to make this 

as conversational as possible I think.  So, I feel that 

I would start by giving a very brief, really macro kind 

of overview of the central themes of the book, setting 

up an exchange between us and questions, and questions 

from you.  

And I want to piggy-back immediately -- I 

don't know how many of you were at the Breakfast Session 

just now -- but to piggy-back immediately on the tone 

and the content of the Breakfast Session this morning 

which was about Washington politics and what the banking 

industry should be expecting from Washington politics.  

And the answer, broadly speaking, was we don't 

know, probably not much, but who knows, because anything 

could happen right now.  And the parsing and 

interpretation of our current moment resembles that of 

going down, the experience of going down a rabbit hole, 

which is an extraordinary state of affairs.  And I think 
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though we have become annealed) to it over the last year 

or two, we should remind ourselves just how 

extraordinary the state of affairs is. 

And one of the problems that historians 

constantly suffer from is the risk of condescending to 

our predecessors, hindsight in other words, Monday 

morning quarter-backing, looking back and knowing 

better.  And attributing to them naïve and silly ideas 

which they may not have had; but then just occasionally, 

I think, a quote comes along that really in a very 

jarring and jolting kind of way provides you with an 

image of how different things might have seemed 10 years 

ago.  And how extraordinary the tone, the evident 

realism of this morning's introduction to Washington 

politics we would have seen 10 years ago.  

And the quote I'm thinking of is by Alan 

Greenspan, who, after his retirement began to speak more 

clearly, and to deliver some truly pungent quotes.  And 

one of them came on the occasion of the upcoming 

election in 2007, and let me see if I can bring it up on 

the slides here, and you can see it.  I'll paraphrase 

without being able to read it from the position I'm in 

here.  
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But broadly speaking, Greenspan was asked how 

he was going to vote in the next election, which was the 

election in 2008, and he thought a second, and then 

snapped back: well, it doesn’t really matter, because we 

are fortunate that the world is ruled by market forces.  

And so the question of who is elected and what party I 

vote for is really irrelevant, except -- and he makes an 

important proviso -- on the issue of national security 

policy. 

Now, that at the time was not, I think, an 

outlandish opinion.  If you talked about Prime Minister 

Tony Blair one of his party conferences in 2005 and he 

said: I hear there are people who want to debate 

globalization, it seems to me that's about as 

interesting as debating whether fall follows summer.  

That was the position of the British Prime Minister at 

the same time.   

There was a deeply entrenched sense, I think, 

and this was the common sense that market forces ruled 

the world, and has rendered a certain sort of politics 

irrelevant, with the important proviso of geopolitics.  

But if you think about that the significance of that 

distinction is that geopolitics therefore must be 
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independent of economic events, because they are a 

separate realm, which do follow politics.  

Or you're broadly speaking, assuming that 

economics runs your way, so geopolitics is not going to 

be negatively affected by economic development, so you 

can treat it as -- you can again, you can parcel it out.  

Whereas the reality, I think, of our last 10 

years, and the reality that I try and capture in this 

book, and it is no more really than a -- fat as this is 

-- it's really no more than a single slice through an 

immensely complex range of experience which many of you 

would have been protagonists in.  And we will go on 

debating, as historians, for time immemorial.  This is 

never going away as a topic.  

The world we are in would seem to me to defy 

Greenspan's predictions three different ways.  First of 

all we know now that markets and the financial systems 

built on them, do not in a way that is reliably true, 

govern themselves; now if that's the case, the question 

of course is, how we are going to govern them, and then 

the arguments begin.  And it may indeed be the case, 

therefore, that politics really do matter, and the 

conversation this morning was microscopic, it was 
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granular in its detail.  It's not just party politics, 

but factions within the Democratic Party that are going 

to be crucial to deciding what kind of legislation this 

industry does or does not face.  

And the third, and perhaps most disconcerting 

element of our experience of the last 10 years, is that 

that firewall that separated economic development from 

geopolitics, from hard politics, from the politics of 

international violence, that firewall has come down too. 

We are faced with a truly disconcerting 

possibility that the great gods of economic growth are 

not on the side of the West.  And from the point of view 

of businesses, of course that creates and extraordinary 

tension between the profit motive, the fiduciary 

obligation of managers in the West to look for the best 

benefit for their shareholders. 

And the fact that that may involve doing 

business across boundaries which are akin to those of 

the Cold War, akin to those of the Cold War in the sense 

that they involve doing businesses in places with very 

different legal regimes, very different political 

understandings, fundamentally without our understanding 

of the notion of human rights.  And what of course I'm 
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talking about is China. 

And that is not, as it were, a recessive 

reality that we can hope confidently will gradually 

diminish over time, but is one which we have to 

confront, we have to confront as a future challenge.  

And in the book I speak about China on the one hand, 

because China was the great crisis that never happened.  

But I also focus very sharply on Putin, who is 

the product, not after all just of Russian resentment 

and ressentiment) on the desire to roll back the Post-

Cold War world, but also the product of the great 

commodities boom, of the gas and oil booms of the 2000s, 

which he feeds off of, and which makes his regime, gives 

it strength.  

But at the heart of our conversation, I know, 

is going to be that first, and those first two lessons, 

in other words, this massive shock to our self-confident 

belief in the capacity, the financial markets and big 

actors within those banks in particular to regulate and 

stabilize themselves in a way that would allow us to go 

along with Greenspan.  

And if there's a single chart which, for me, 

summarizes this, it's not a chart about the American 
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banking system, but it's a chart which shows the effect 

of the crisis of 2000 today on the global financial 

system, because this is one of the central, pivotal aims 

of the book, is to explain the crisis of 2007/'08, as 

not a crisis simply of the American mortgage system, of 

American political economy, of the morality of American 

politics, but as a global financial shock.  It's a book 

directed at an audience both in the United States and 

across the Atlantic and Europe.  

And if there's a single chart, I think it's 

the scariest chart in modern economic history, the one 

that underpins and gives reality to Ben Bernanke's 

rather shocking claim that 2008 was the worst crisis 

that the world economy has ever seen, it's this one 

here.  

These are gross capital flows within the 

global financial system over the period running up to 

the crisis, and then in 2008/'09, and that is a 95 

percent fall.  This is as close as the global financial 

system has ever come to a flat-lining heart attack.  And 

communicating the history of 2008 to lay audiences it's 

crucial to convey to them the difference between this 

and, say, the Dot-Com bubble, or even the Savings and 
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Loans Crisis of 1973, because all of those are very bad 

cases of the flu.  What we were facing in 2008 was just 

a flat-out cardiac arrest.  

And how, as it were, the governments of the 

world, the central banks of the world responded to that 

shock, this is really the central, the beginning of the 

book, this is what drives the rest of the story, how 

their political systems digested what needed to be done 

to address that.  That's really what drives this 

narrative along, and that's also where Bill and I are 

going to pick up in conversation because you were at the 

absolute heart of this, working at the Fed as you did at 

the time.  

So, maybe that's -- I'll use that as the 

opening statement, and then we'll lead on to questions 

from there.  

MR. NELSON:  Great.  Thank you, Adam.  And 

that does lead in pretty well to what was my first 

question, and then my question coming out of reading the 

book, because when we were, you know, when I was writing 

letters to Congress explaining why there so many foreign 

banks coming to the Fed's discount window, or, you know, 

we basically, as we understood it, this was a crisis 



BPI-2018/11/28 

 

 

12 

that was caused by the shadow banking system.  

By change of intermediation that linked long-

term illiquid assets to short-term (inaudible) 

liabilities, prime money funds, ultimately to, you know, 

mortgage brokers, but outside of the banking system by 

and large, and it was an old-fashioned run on that, that 

put extraordinary pressure on interbank markets.  

Well, you know, the European branches that 

were in the U.S. would have largely funded themselves in 

those markets not having a deposit network, so they 

ended up being heavily hit by that crisis, 

disproportionately hit by that crisis.  But it wasn’t 

because they were in some sense, you know, an intrinsic 

cause, or at the heart of the crisis by itself.  But you 

paint quite a different picture, and I was wondering, 

you know: how do you see the relationship between 

foreign banks and the causes of the U.S. crisis? 

MR. TOOZE:  Well, I think for me, this data 

from the Bank of England is really the starting point.  

I don't think we really disagree on this, Bill, in the 

sense that -- in the sense that I agree that it's the 

basic business model that's driving the crisis.   

MR. NELSON:  Yes. 
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MR. TOOZE:  But the thing about that business 

model is it was the common property, banks on both sides 

of the Atlantic, at least from the 1990s onwards, the 

key European banks were big players in that American 

market, which could indeed have existed without the 

Europeans, but as a result that globalization didn’t.  

It's a bit like saying: who could imagine the 

American auto market without Toyota, it just isn't 

without Toyota, and that's what we mean by 

globalization, is it's a flat world in which it no 

longer makes that much sense to discriminate between a 

European and an American bank. 

MR. NELSON:  Right.  

MR. TOOZE:  The big difference being exactly 

the one that you pointed to which is that at least some 

of American banks, not Lehman Brothers, but Bank of 

America or Citigroup, has a depositor base in the United 

States, and the European banks were taking a short cut 

into the U.S. market by essentially adopting an 

investment banking model, this new investment banking 

model as their own.  

So, when you do globalization of finance you 

will get foreign actors in what you think of as national 
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stories which renders them not national anymore.  And as 

those actors swarm in, go in the cheap way without 

wanting to have bricks and mortar and build branches and 

high streets across the United States, they will tend to 

use market-based finance models, which will then make 

them particularly vulnerable to the kind of shock that 

you're talking about.  Do you see what I mean? 

MR. NELSON:  Yes, sure.  

MR. TOOZE: So the funding model selects for 

European actors as crisis candidates because they are 

the least likely to have depositor basis.  And this is 

the sort of -- you know, this is the equivalent of the 

infamous Nike shoe manufacturing plant that was the sort 

of totem of anti-globalization talk in the 1990s.  

This is quick-in quick-out, you might think, 

because it isn't making an investment in American 

communities in a very direct way, and that's unfair to 

some European banks, which in fact did go native, did 

really build long supply chains, and they then become 

just an integral part of the problem in the same way as 

an American bank was during that period.  

And you need to add to that I think, the third 

element of this, which is particularly true for actors 
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like UBS or Deutsche, this isn't any business play 

they're making.  This is a deliberate, if you might 

almost say political move to turn themselves into, you 

know, not bulge bracket exactly, but top-ranked actors 

on the American financial scene.   

This is a move that they're willing to take 

specific risks for, extra risk to acquire that kind of -

- it's a kind of too-big-to-fail type logic, but on a 

global level.  In other words, you just want to reach 

into that higher status of being a truly global bank.  

You can discriminate within the European banks 

between the ones that were big, and we're trying to do 

that, the ones that were small and stupid, and just got 

sucked in like the German Landesbank, and the smart in 

many cases, and in the case of the Southern European 

banks which didn’t pursue that track of globalization at 

all.  Santander globalizes, but not by way of that kind 

of business move; or UniCredit as well, is a big 

European integrator, but not caught up in the specific 

idea.  How I stopped being a provincial European bank is 

by being a big presence in the United States. 

So, in all of those ways I will think of this 

as being, and from the point of view of managing the 
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crisis, you then found yourself in this unprecedented 

situation of having to act as a lender of last resort on 

an epic scale, to the trans-Atlantic banking community.   

MR. NELSON:  Right.  And as well as the 

domestic, certainly but --  

MR. TOOZE:  Yes. 

MR. NELSON:  So, you know, I'm curious what 

you do see as the strength and weaknesses of the U.S. 

response to the financial crisis.  So, in this book that 

I mentioned with Bernanke, Paulson and Geithner, I think 

the one at the bottom, the main conclusion that they 

reach was, you know, if they had it to do over again, 

they would have been faster and more forceful.  Is that 

in line with your thinking of where it could have been 

made better? 

MR. TOOZE:  Yeah. I'm certainly not a moral 

hazard kind of guy.  So, I'm not of the elk that would 

have said that would have said, that we should have let 

Bear) go, and that would have sent a healthy message to 

Lehman, and then Lehman would have got its act together, 

that's not my line.  But that's obviously a very valid 

position, heavily defended in American law schools, and 

among certain American economists. 
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So then, you know, the obvious, the obvious 

black mark is letting Lehman go, and I do think of it as 

a political decision, and this is an area where I don't 

think we'll ever get closure historically, this is, you 

know, this is the ultimate kind of question for the 

resolution of the crisis on which I don't think we are 

ever going to soften the positions.  

The key actors in part will say, because they 

thought law cases have nailed down a very heavily-

defended position which is that they didn’t act because 

they couldn’t act.  And I don't think that forensic 

reconstruction of their statements and their actions 

leading up to that crucial end we can support that.  

I fully understand why, subsequently, they 

adopted that position, but I just didn’t find it 

credible.  Apart from anything else, I think the 

situation was just so confusing, that any retrospective 

analysis has about it, the interpretation of a real-

shock look.  In other words, we are forever going to be 

able to project different stories onto that moment.  

That's the nature of that kind of historical 

moment, I think that's also the minimal charity that one 

ought to extend to the actors, it was a hair-raising 
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experience, I can't even imagine the stress that they 

were under.  

So that, I think is crucial.  But on the basis 

of the evidence that we have from the outside, the 

strong -- the strong, I think, suggestion is, and Bill's 

new book, I think is really kind of definitive on this 

is that there was a political decision.  That after 

Fanny Mae and Freddie Mac the Republican Party and the 

Bush administration just didn’t want to have blood of 

another bail out on its hands.  

This was an election year, and the Republican 

Party was coming apart at the seams already at that 

moment, and so with no money on the table, the deal 

about Lehman was always going to be incredibly difficult 

to do.  

Then after that, and this is the crucial bit, 

and the book is not a celebratory account, but it's 

trying to do historic justice to what the U.S. agencies 

did after that.  And what we see after that is the 

scrambling effort to put together the largest single 

financial shock therapy paddles on the dying body 

therapy that the world has ever seen.  

MR. NELSON:  Yes.  



BPI-2018/11/28 

 

 

19 

MR. TOOZE:  And that came in lots of different 

forms.  It finally got legislative closure when TARP 

went through the second time around, and that it was 

repurposed, and we know the deal on the October 13th, but 

I would single out two crucial elements of this.  

First of all it's just the scale of the lender 

of last resort activity, so because of the Bloomberg 

suit, central banks don't like to expose lender of last 

resort activity for obvious reasons, because it creates 

the fear of reputational damage, and so people will not 

take enough liquidity when they really should be taking 

lots.  

But Bloomberg fought them nevertheless and 

it's allowed -- and if you do get hold of the book, we 

can reconstruct bank-by-bank, day-by-day how much 

liquidity was provided, it's astonishing.  

And the generosity with which the Fed lent 

this money to European and Japanese as well as American 

banks, is unprecedented in history.  This isn't an act 

of charity of course, it's an act of well-understood 

self interest, because the risk is of a massive fire 

sale of European and Asian portfolios of American 

assets.  
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So, this is exactly what you need in a crisis 

a kind of comprehensive wide-eyed understanding of what 

self interest involves.  It involves the United States 

National Central Bank in becoming a global actor, 

especially when it moves from this form of liquidity 

provision to swap lines.  

So when the European banks run out of decent 

collateral in their American businesses, the Fed 

basically provide the dollars the roundabout way, by way 

of providing liquidity swap lines to the European 

central banks, which is a dollar against euro, a dollar 

against pound, collateralized swap over a period of 

generally speaking, a month or two, three months, with 

an agreed margin that favors the Fed, so it makes a 

small profit.  The risk is generally assumed to be zero, 

because these are collateralized relationships between 

central banks.  

And what this does is to break the funding 

spikes.  I mean, the numbers for a lay person are 

extraordinary, $2.5 trillion provided to the ECB, but 

anyone who knows, once you do get into this world, that 

the repo market churns 5 trillion a day, 2.5 trillion is 

just breaking the spikes, it's just making sure that no 
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European bank ever really does run out of dollars.  

The European Central Bank is quipped that 

they’ve become the 13th Branch of the Fed.  And that's a 

remarkable, that's a remarkable thing to have done.  

That's a geo-economic kind of rearrangement.  We can say 

much more about that, but the other element is 

recapitalization, I mean that's the 13th of October deal 

where you have the key American actors of the Fed, the 

Treasury, FDIC, New York Fed on one side of the table, 

and all of the key banks on the other.  

And it's a take-it-and-don't-leave-it type of 

offer, is unique in dealing with the crisis.  And one 

could say, some law school folks will say, well, this is 

the U.S. State asserting its sovereignty.  Up to a 

point, but of course you do have Paulson on the other 

side of the table.   

So another way of thinking about this, is that 

the Treasury, Wall Street nexus does its job.  This is a 

relationship of trust, people know each other, no one 

suspects Paulson of being some sort of raiding Marxist, 

who is trying to nationalize the American banking 

system.  That's not who he is, but he's a man who is a 

deeply-experienced banker who is saying we all need to 
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do this.  And when Diamond pitches in and says, we all 

are taking this money even if my bank doesn’t need it, 

we are taking this money, that's the kind of leadership 

that gets you collective buy in. 

And this isn't to celebrate, you know, the 

genius of American banking leadership, forgive me -- 

(laughter) -- but it's to show a particular structure of 

relationships that function in the United States, and 

didn’t function in Europe, because the Brits were the 

people who pushed recapitalization first, but Gordon 

Brown could never get either Barclays or HSBC to sign up 

to a program which they thought was stigmatizing, and 

instead they stigmatized the people who did take the 

money, which negates the confidence-building effect. 

And the same thing happened with Germany, with 

Deutsche Bank's Ackermann, explicitly going before the 

cameras and saying, you know: I'm too proud, and 

Deutsche Bank is too solid a bank to take this kind of 

money.  I would be ashamed.  

And that significantly negates the confidence-

building effect of the German program, and the failure 

to comprehensively recapitalize the European banks is 

really the link between the '08 crisis and the Euro Zone 
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crisis.  What happens in America of course is the money 

is so unpopular that everyone recapitalizes by private 

means in 2009, is the biggest capital raise in history, 

and economic history, and that I think is that most 

people now think is the dividing mark between the 

European and American banking story, because evidently 

the European banks don't come out of this story 10 years 

down the line looking very strong.  

MR. NELSON:  So, why don't we turn to the 

European crisis for a bit?  So, right at the very outset 

of the crisis I remember there was a memo, a Fed staff 

memo that went to the FOMC, and has since been made 

public.  That basically said, Greece is fundamentally 

insolvent and their problems are never going to end 

until their debt is written down.  The other countries 

that people are worried about, are all basically 

fundamentally solvent, and they are going to be okay.  

MR. TOOZE:  Yes.  

MR. NELSON:  But that this could take a long 

time to sort of get to those ultimate outcomes.  Do you 

think that memo basically had it right? 

MR. TOOZE:  I do.  I think in retrospect it's 

clear.  I mean we ended up doing it after all, the 
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biggest debt restructuring, public debt restructuring in 

history is the Greek one of 2012.  The questions are all 

about why it could not have been done sooner, because 

the extend-and-pretend policy that was in fact adopted 

from 2010 onwards was disastrous, because the lowest 

common denominator that everyone could agree on was 

wrenching fiscal adjustment in the face of a bad 

recession.  

MR. NELSON:  Right. 

MR. TOOZE:  And supply side policies, which 

may be desirable but were so politically impossible that 

they made it very difficult for any Greek Government to 

own the program.  And as the IMF will never cease to 

lecture people, it's only national ownership of a 

program which gives it really much chance of 

implementation and being carried through, so you didn’t 

have buy in essentially from the Greek, the key Greek 

political actors.  

The question really is: why couldn’t the 

Europeans -- since in the end they got there -- why 

couldn’t they have seen it sooner?  And I do think it's 

a really classic case of enormous problems of collective 

action, because, you know, there was a huge disagreement 
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between the French and the Germans with the French 

basically wanting to bury the problem as quickly as 

possible with some kind of quick fix.  

The Germans wanted to restructure earlier, and 

I mean, in fairness to the Germans, they're the people 

who write from the very beginning are saying, you know, 

we probably need to do restructuring, and we probably 

need to do PSI, and this is because providers actual 

involvement, in other words, the lenders have got to 

take some kind of a haircut.  

This was demanded by the German political 

system.  Some people say that, you know, the Euro Zone 

crisis is a kind of suspension of democracy.  I don't 

think that's convincing at all, it's another 

demonstration of the extraordinary difficulty of 

conducting effective coherent macro policy under modern 

democratic conditions, which is more the problem we have 

in the U.S. today as well.  

And the IMF economists totally supported the 

line of the U.S. experts as well, they knew inside the 

IMF that they should never have signed off on the rescue 

package.  They had learned in Argentina in the early 

2000s that lending into a storm is a waste of money, 
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unless you establish long-term viability, you're 

basically just throwing good money after bad, there's an 

arbitrary play out between some creditors who get paid 

and some who don't.  

You know, you need to draw a line, but the 

stress on Dominique Strauss-Kahn at the time -- who was 

at that time still kind of concentrating on his IMF 

business -- was enormous, particularly from Paris.  You 

really didn’t want the IMF involved at all but, you 

know, we reluctantly agreed, but I think if you talk to 

the Obama people, what's really striking is how guilty 

they feel about this moment.  

It isn't just the Europeans, because the deal 

-- the first initial program for Greece could not have 

been done without the IMF providing a couple of hundred 

billion dollars worth of backstop.  And it's the Obama 

administration which votes that money through their 

representation on the IMF Board, and they knew exactly, 

as you're saying: why did they do it, because they 

simply didn’t trust the Europeans to carry out a clean, 

properly, safety-netted restructuring of Greek debt at 

that problem.  

They basically thought of this as another 
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Lehman moment, and that this is what the language was in 

the U.S. Treasury, and this is Tim Geithner at the heart 

of this, the lesson he took away from 2008 is no more 

Lehmans, and Greece looked to him like another Lehman.  

So, he didn’t buy that neat distinction 

between the endangered and the unendangered Euro Zone 

economies that you started with, he thought the fire 

could spread, and in that case of course, it was a solid 

case, we're just ring-fencing it, which is what they 

used to vote this through the IMF Board.  

So, it's that kind of a complex pattern of 

calculations by different actors who in the wake of the 

Lehman shock have been become really quite risk-averse, 

which takes us down this track with the Americans, as it 

were, lining up behind those who want to extend and 

pretend to just kick this can down the road.  

MR. NELSON:  It seems to me, that the real 

victims ultimately of the extend-and-pretend strategy 

that was followed were the people of Greece.  

MR. TOOZE:  And there's no question, yeah.  

And they continue to be. 

MR. NELSON:  From the experience -- and 

continued to be.  So, just to -- you know, I think 
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you’ve basically answered this question, but it's so 

important.  So, how could it have been done?  How could 

this have been handled in a way that would have, you 

know, resulted in the less pain for the Greek people? 

MR. TOOZE:  Yes.  There's a great VoxEU, I 

don't know whether you know this website. 

MR. NELSON:  It's great, yes.  

MR. TOOZE:  But it's a great aggregator of 

research.  There's a great counterfactual essay by 

Eichengreen, Barry Eichengreen, and a coauthor about the 

-- which is this ghastly tongue-in-cheek exercise 

celebrating the extraordinary unlikely success of the 

Euro Zone rescue of Greece, written for the anniversary.  

And the track they go down is, you know, grasp this in 

its fundamentals right from the start. 

So, you're going to restructure, so what are 

the risks of restructuring, the damage to the bank?  So, 

you're going to have to recapitalize the Greek banking 

system, and you're going to have to ring-fence the 

losses on the German and French side in their balance 

sheets.  So, you need simultaneously to push the 

recapitalization program, and the government 

restructuring program at the same time.  
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And then you need to backstop the whole thing 

with something like what we've ended up with the ESM, 

the European Stability Mechanism, some sort of big-

bazooka style funds that could act to support the bond 

markets of countries which lose access to the bond 

market if their fiscal situation is too weak.  

And then to cap it all, what you need is the 

ECB to actively manage the Euro Zone bond market in a 

way that any responsible central bank would do.  And 

that is all you would need to have achieved in the 

spring of 2010.    

MR. NELSON:  (Laughter) Right.  

MR. TOOZE:  That, all of that is finally what 

is achieved by the December of 2012, every single one of 

those elements, that you, the fantasy is that Angela 

Merkel stands up -- because this then is a question of 

leadership, it's a question ultimately of the question 

of hegemony.  

I think one has to credit the United States, 

and this is part of our problem right now, right, is 

that the United States in 2008, acts like a textbook 

financial hegemon, it acts as the global lender of last 

resort.  The astonishing thing about it is it does it 
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secretly.  

I mean, secret, it's not quite the right word, 

because the Fed will go to their grave saying it's not 

legal -- it wasn’t illegal, but it was stretching the 

mandate in a really fascinating way, and no one wanted 

to make that very public or debate it actively in 2008.  

So it's kind of below the radar.  Everyone in the know 

knows, no one in the know has any clue at all.  

MR. NELSON:  And now are you referring 

specifically to the swap lines? 

MR. TOOZE:  To the swap lines, yeah, yeah.  

MR. NELSON:  Okay.  Those were certainly 

public.  

MR. TOOZE:  So they were public, exactly, but 

they're not raised so that -- do you know what we're 

doing right now, is we're making ourselves into the 

global end of last resort --  

MR. NELSON:  Oh.  I see.  That's right.  

MR. TOOZE:  -- and the ECB has become our 13th 

Branch, and the Bank of England is a dollar ATM, no one 

said that.  (Laughter) 

MR. NELSON:  No.  

MR. TOOZE:  But that's kind of what was 
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happening, right?  And so on that side of the equation 

we have a functional hegemon that is not claiming the 

political, it's not claiming the kudos either, this is 

what's remarkable, this isn't the Marshall Plan where, 

and every mule that arrives in Greece has a kind of -- 

you know, the stars and stripes tattooed on it, or 

something like that.  (Laughter) 

You know, American -- European kids grow up 

knowing that they ate American food.  No European 

bankers are regularly reminded of the fact that they 

still exist now, because they ate American dollars 

courtesy of the Fed at that moment.  

MR. NELSON:  So just to put --  

MR. TOOZE:  So, whereas in the Euro Zone -- so 

there's the hegemon without legitimacy, and the Euro 

Zone we just don't have a hegemon.  

MR. NELSON:  Mm-hmm.  Right! 

MR. TOOZE:  We have a lot of power posturing.  

Germany looks like the boss in every single situation, 

everyone knows it has complete veto power, and nothing 

happens without them, but there isn't the constructive 

action to go with that.  There isn't that vision.  

This is the real missing ingredient in that 
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Eichengreen fantasy.  Is anyone in Berlin saying, look, 

this isn't rocket science, this is like five variable 

problem, but it's not rocket science.  These are the 

bits that we need to put in place.  Surely the cost 

calculus tells us that politically, financially, 

economically it would be cheaper if we do it right now 

up front on the large scale, and that never happens.  

MR. NELSON:  Just a couple of fine 

observations on that point.  You know, as I remember it, 

the swap lines first came up when it became very 

difficult to manage the monetary policy, because the 

European banks were coming into the market for reserves 

in the morning and they were gone.  

MR. TOOZE:  Exactly.  Yes. 

MR. NELSON:  And it was just causing these big 

swings, and so the idea was to get them out of that 

situation.  

MR. TOOZE:  Yes.  And the ECB didn’t want 

them.  

MR. NELSON:  That's right.  That's right.  I'd 

forgotten that.  And the other big, one of the other big 

motivators was, as we were discussing, by necessity the 

European banks were being users of the dollars and, you 
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know, the longstanding, goes back to the Basel 

Concordat, understanding about how a lender of last 

resort relationship exists between home and host.  

You know, the host is the lender in the 

moment, but at home it needs to ultimately take them 

out.  And to do that really, because so much -- because 

transactions are so much in dollars, they needed the 

dollars to do that. 

MR. TOOZE:  Yes.  

MR. NELSON:  So, there was an element of 

course in providing dollars so that the ECB could meet 

the immediate needs of its institution in dollars, but 

there was also a direct need by the Fed to take these 

actions, in its own self-interest as well? 

MR. TOOZE:  Absolutely! 

MR. NELSON:  And in the self-interest of the 

U.S. 

MR. TOOZE:  Yes.  And then the QE has a 

similar effect, right.  The QE helps the Europeans 

unwind their big balance sheets of mortgage-backed 

assets of various types as well over time.  I mean the 

European banks end up as the largest holders of cash 

balances at the Fed after 2008/'09, the American banks 
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don't.  Their bit doesn’t increase, does it, in the Fed 

balance sheet anywhere near as much as the European side 

does.  

MR. NELSON:  I think that's driven importantly 

but the different leverage ratio treatments of the two 

institutions, as well as the FDIC assessment.  

MR. TOOZE:  Correct. 

MR. NELSON:  And then, lastly, I'd say the -- 

well, in any case, that became a very profitable thing, 

and in the position of IOER above market rates.  So, it 

was slightly cheaper for the European institutions to go 

in and borrow in the markets and then put the money --  

MR. TOOZE:  In the Fed. 

MR. NELSON: -- at the Fed, not having to pay 

the FDIC assessment on those assets, and also facing 

lower leverage requirements. 

MR. TOOZE:  Yes. 

MR. NELSON:  So, just to pull together, a 

couple of things that you’ve mentioned.  Reading the 

book, there seemed to me to be a couple of instances 

where you found fault with central banks for refraining 

from taking actions, either because, you know, they 

contradicted the norms of society that the Central Bank 
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was operating under, or even potentially the laws.  And 

so, you know, do you think central banks should do 

whatever is necessary, including taking fiscal actions, 

you know, without being overly concerned about legal 

necessities, or the appropriate role of an unelected, 

independent body in society?  

MR. TOOZE:  I think this is the question that 

needs to be debated.  I don't think it's, you know, 

faced with a crisis like 2008, which was the worst and 

most dangerous threat to the functioning of the system 

we have.  I'm with the whatever-it-takes brigade.  I'm 

not very -- as I was saying, I'm not very sympathetic to 

the legal niceties of the Lehman bailout.  I think there 

were work arounds, and we shouldn’t be -- we shouldn’t 

be too naïve about the status of law and, you know, 

business practice, and economic government. 

It's one of the constraints that needs to be 

taken seriously, but it's malleable and interpreted and 

needs to be argued over.  But this I think is the 

crucial question of the present, it's exactly how do we 

empower experts, technocrats, who may come with all 

sorts of baggage of conflicting interests of revolving-

door type interests, just narrowness of vision, or in 
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fact just a party political partisanship.  

How do we -- how do we empower them to do what 

is necessary in certain moments and without, you know, 

subverting the rule of law and democracy?  

MR. NELSON:  Right.  

MR. TOOZE:  And this is a question in judicial 

politics, it's a question in technological regulation: 

how do we recruit the experts, experts enough to 

regulate the experts in tech? 

MR. NELSON:  Because I can tell you, 

internally it was very, very actively debated, and it 

was a real constraint the desire to be forceful with the 

awareness of the extraordinary suffering of the 

unemployed in the United States, and to be as forceful 

as possible.  But also, you know,  a recognition that 

we're an institution that was, you know, established by 

law, and governed by laws, and ended up in many 

different ways, this Paulson, Geithner, Bernanke book, 

gets into some of these issues in a refreshing way I 

think, that knowing that if we --  

MR. TOOZE:  I mean, I think --  

MR. NELSON:  -- even if we overstepped that 

those powers would be lost which, ultimately, in many 
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cases they were. 

MR. TOOZE:  I agree.  Now I mean, that sense 

it's in the use it and lose it, so if you do overstep, 

does the question also provoke in a regulatory and legal 

backlash, which then further can constrains your ability 

to act in another dangerous crisis.  And I know this is 

something that preoccupies Geithner.  

That I think to my mind makes it very crucial 

ahead of the crisis to have a legal framework which 

doesn’t -- you know, which is sufficiently enabling, not 

to produce precisely that kind of moment of really 

crisis-like tension, where you have to do something, 

which you know clearly is against the law.  That is the 

place you really don't ever want to end up.  

MR. NELSON:  Yes.  I agree.  

MR. TOOZE:  And it enormously helped, that the 

Fed has a dual mandate, I mean a triple mandate.  The 

financial stability, price stability, and employment, 

and that means that the Fed can make tradeoffs that the 

ECB is debarred from making, because t4eh ECB doesn’t 

have an employment mandate.  I mean it's a shocking 

absence, to my mind, in the central agency of 

macroeconomic governance.  
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Now they, of course, take the German view, 

that if you have multiple mandates it creates confusion, 

it's harder to establish credibility but, you know, he 

logic is clear enough, but the consequences right to 

economic policy in the Euro Zone, in my mind, and from 

the point of view of the population of Europe, really, I 

think disastrous.  It was so difficult to construct a 

logic for QE, that JAGI) couldn’t do it until 2015.  

By which point the damage to confidence is 

done, investment has slumped, you have all of the path 

dependency, hysteresis type effects that we're now 

struggling with.  Whereas, you know, Bernanke is being 

able to say, look, until unemployment falls below 6 

percent, don't expect me to take my foot off the gas.  

That is what I think a well-regulated, 

democratically accountable central bank ought to be able 

to say.  Regardless of our views about the 

unconventional economic policy, it is at least a 

weighing of priorities, right, and it's saying the 

unemployed matter.  And that ECB is debarred from saying 

that.  I mean it's quite extraordinary, having an agency 

that is debarred from saying it cares about the -- so 

then you're surprised you have legitimacy issues.  
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MR. NELSON:  This is where I was -- want to 

get into the TARGET2, of balances.  

MR. TOOZE:  Yes  

MR. NELSON:  But we agreed that we wouldn't go 

there so.  (Laughter)  We had sided in advance that the 

challenge of this discussion would be keeping me from 

getting too technical, and that was off the table.  So, 

if anybody wants to talk about the TARGET2 imbalances 

later, I'll be happy to bore them with it.  

But let's go back to the QE issue.  I was 

involved in an effort at end of the '90s, back when it 

looked like Treasuries were going to be all paid down, 

at the Fed to come up with other things that could be 

done, actually the TAF was designed in that effort then 

to use term discount window loans, as such an asset.  

But one of the things that I did was I had to 

look into other central banks, and how they did things, 

and including the Bundesbank, and really I think came to 

understand their deep-seated, you know, belief that the 

worst thing that the Central Bank could do was to buy 

government assets, that it should lend to banks as its 

primary assets, they saw the same problem and reached 

the exact opposite conclusion of the Fed in effect. 
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But when you talk to the ECB now, they kind of 

reverse a bit, and there's a little backwards-looking in 

terms of: oh, and it's perfectly fine that we bought all 

of this government assets, but that's not how I remember 

the view of the ECB being when they were created, very 

much in the spirit of the Bundesbank. 

And so I think of the slowness to engage in QE 

is in some sense the gradual overturning of that 

perspective.  And that is what I had in mind when 

thinking about, you know, should central banks be overly 

concerned about what their appropriate role is, what 

society expects of them?  

MR. TOOZE:  Exactly.  I mean, and if you 

specify rules on central banks at that level of detail, 

what and what they may not buy, you know, because the 

ECB is prevented from buying freshly-issued government 

debt, but can enter into the secondary market.  So, they 

construct all of these crazy rationales for their 

actions -- 

MR. NELSON:  That's true of the U.S., too, of 

course? 

MR. TOOZE:  Yes.  But it's to avoid -- it's 

avoid them being, as it were directly designated as a 
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fiscal act to which is essentially just printing cash.  

And I think the analysis of the ECB's actions during the 

crisis, because they don't -- a lot of the times what 

the ECB is doing is not actually buying, right, it's 

essentially repo'ing private collateral.   

MR. NELSON:  That's right  

MR. TOOZE:  And one of the downsides of this, 

and I believe we are going, we are heading off in that 

technical zone that we said we --  

MR. NELSON:  Okay.  Yes.    

MR. TOOZE:  But Daniela Gabor, whose work I 

would strongly recommend to you, a brilliant, British 

financial economist, has done work showing how part of 

the problem with that is that it tends to pro-cyclically 

tighten the central banks' credit provisions.  

MR. NELSON:  That's interesting.   

MR. TOOZE:  Right? 

MR. NELSON:  Yes.  

MR. TOOZE:  Because they're essentially using, 

if you like, kind of a mark-to-market approach, and as 

the market downgrades assets, so the haircuts that ECB 

applies when it does these repos, the discount that it's 

charging when it buys them is expanding at critical 
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moments tightening credit conditions in the Euro Zone.  

Crucially that's what happened in 2011, which 

many people think of as really the Nader) of ECB 

decision-making when they were raising interest rates is 

the heart of the storm of the Euro Zone crisis.  And one 

of the ways that it was amplified was by the tightening 

of collateral terms at the moment when the European 

economy needed the opposite.  

MR. NELSON:  And the Fed actually, consciously 

didn’t change their haircuts on their discount window 

lending over the course of the crisis, out of that 

concern, although there was some mark-to-market.  So, 

maybe we can't try to kick it back up to a higher level 

here.  So, with the events that are currently going on 

in Italy, and further tension between the requirements 

on the governments in the Euro Zone to restrain their 

fiscal spending.  You know, do you think that is in the 

long run possible for there to be a currency union and 

not a fiscal union? 

MR. TOOZE:  I mean, when you put that -- this 

has been the American mantra on the euro since the 

Europeans started doing the euro basically, it's been 

thinking about it, and it goes all the back to the 1970, 
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and really loudly, since the 1990s.  And I think the 

answer is evidently, you know, it's sort of a trick 

question, the obvious answer is no. 

But then the pragmatic answer is, well how 

much fiscal union do you need?  What type of fiscal 

union do you need?  Is fiscal union really as important 

as deep, deeply integrated European capital markets, for 

instance?  Could they do some of the work of buffering?  

If there was true European banking system, could that 

act as a countercyclical mechanism? 

Would a fiscal union that simply backstopped 

an effective European unemployment fund be enough?  Or, 

and this is sort of the Martin Sandbu, you know, a 

Freelance Columnist at the FTs kind of position, the 

real fiscal union that we need is the one that backstops 

a common bank insurance -- bank deposit insurance fund, 

and a common bank bailout fund.  

And that's large enough, that's quite an ask, 

but that's all the -- you know, if you pose to Europeans 

the question of: you're going to merge your Treasuries.  

The answer is: if that's necessary it's never happening 

and so game over.  And that I think is the logic which 

you cannot get locked into that, it's also an 
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ahistorical way of thinking about this.  

I mean, America inched its way towards a 

comprehensive solution over decades as well, and so 

there are many voices in Europe which now understands 

squarely the need to move forward.  The debate is 

entirely about what track you move forward on towards 

some matching fiscal counterpart.  

And the German, you know, the German Finance 

Minister, with whom I was in conversation on Monday has 

lent out of the window, on an unemployment insurance 

fund for Europe, which many people think will be an 

obvious countercyclical stabilizer.  

He's also extraordinarily vocal on the 

question of building, you know, a government-supported -

- a common education and mobility scheme especially for 

young workers in Europe, because the true scandal of 

Euro Zone unemployment are the youth unemployment rates 

in the peripheral countries. 

I mean, Italy is an economy and an entity the 

size of California.  It has a youth unemployment rate in 

excess of 30 percent.  Spain is the size of Texas, it 

has a youth unemployment rate in excess of 33 percent.  

Imagine the state of macroeconomic discussion, and 
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policy discussion in the U.S.  If right now, 10 years 

from the crisis we had youth unemployment rates.  I'm 

not talking about disadvantaged minorities, I'm talking 

about every kid that comes out of high school and 

college, in Spain and Italy is facing those kind of 

odds.  You know, we'd still be foot to the pedal on QE I 

think. 

MR. NELSON:  Right, sure.  

MR. TOOZE:  Right, because it's an outrage 

against anything that we must understand as competent 

democratic economic policymaking.  So, you know, that's 

what Europe has been living with, and then unemployment 

fund would help too, and a mobility fund are the obvious 

ways of dealing with this, because those numbers are 

huge, but we are only talking about the Spain -- the 

population of Spain, so if two or three million young 

people move from Spain, that largely drains that 

problem.  

But those are the sorts of movements that 

Europe saw routinely in the 1950s and '60s, and hasn’t 

seen since affluence came to Southern Europe.  In the 

'50s and '60s Italians moved within Italy and beyond 

Italy's borders in exactly those kinds of numbers.  



BPI-2018/11/28 

 

 

46 

Almost a million Italians are leaving Italy 

every year before 1914, so that will fix a structural 

unemployment problem really pretty quickly, but what 

we've seen in this crisis is relatively limited labor 

mobility.  So at that level I think, if you think 

specifically about particularly types of instruments, 

that kind of conversation is happening in Europe now, 

even, even in Germany  

MR. NELSON:  So, I'll ask one more question 

about the last part of the book.  So, you know, in your 

view did the crisis in the U.S. and Europe cause 

populism, or did it trigger something that was 

inevitably coming? 

MR. TOOZE:  I mean, I think -- think about it 

this way, you know, does anyone in the room here 

disagree that the Great Depression was kind of causative 

for both the New Deal and Adolf Hitler, right?  So, 

thinking back historically, we have no difficulty in 

supporting the idea that the 1930s shock had those two 

effects which are in some sense antithesis -- 

contradictory.  

So I would think about the shock of 2008/'09 

as similar, and the simile I use a lot is, that it's 
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like an earthquake.  You know, the damage it does 

depends on how close you are to the epicenter, what the 

structure of your building is, how well it's being 

maintained, whether or not the earthquake unleashes an 

tsunami, and whether or not you’ve built a nuclear 

reactor in the path of the tsunami, right?  (Laughter)  

So, Hungary is your nuclear reactor, this is a political 

system waiting for something swamp it and blow it up in 

a nationalist direction.  

There are other political structures which 

have done much, much better.  You would have said 

Germany until quite recently.  And it isn't -- you know, 

but what we see in Germany is this very complex pattern 

is which there were major movement going all the way 

back to the 1980s, then Draghi creates a crack in German 

conservatives and over QE in 2012, whatever it takes, 

spawns out Alternative für Deutschland, the AfD, the 

breakaway right-wing group. 

The alternative that they want is an 

alternative to the ECB, originally, and then Merkel 

gives them the refugee issue, right.  And so then that, 

that crack, unprecedented in its own right created by 

the ECBs management of the Euro Zone crisis, is hugely 
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widened by the refugee crisis.  

We have to be able to think with this kind of 

level of complexity about causation, to adequately 

answer it.  Is it an earthquake?  Yes, it's an 

earthquake which shocks all the systems, the outcomes 

depend on all of those other intermediating factors.  

In the U.S. what I would point to, and I've 

pointed to it earlier on, you know, a kind of opening 

comment is, it's not -- the underlying conditions in the 

United States have been ripe for a nationalist 

xenophobic mobilization on the right, and a left-wing 

mobilization for decades.  

Most of the inequality problems go back to the 

1970s, the racial issues obviously go back to the 

struggles of the Civil Rights.  The question is how they 

are used by political parties in the aftermath, and how 

those political parties work.  And what's crucial about 

2008, is that it snaps the grip of the Republican elite 

on the grassroots of the Republican Party. 

And you can see that happening in real time in 

2008).  I mean, Paulson cannot get the House Republicans 

to line up behind bailing out Fanny Mae and Freddie Mac.  

Now, this isn't bailing out an investment bank, where 
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you could say, these Wall Street bad guys let them hang.  

Now, this is Fanny Mae and Freddie Mac.  Now 

obviously the Republicans hate Fanny Mae and Freddie Mac 

because they're giant New Deal Democratic machines, but 

this is not the moment to argue about that -- (laughter) 

-- because the entire middle-class America's housing 

market, everyone who is reputable their mortgages are 

all tied up in that process.   

MR. NELSON:  Right.  Right  

MR. TOOZE:  Not to mention the credit 

worthiness of the United States and that's what China 

raise, is GSE debt before the crisis.  And they cannot 

wait -- and the problem is then replicated over TARP, 

TARP fails the first time around because there were no 

Republican votes for it essentially, and it's the 

Democratic majority created by the Midterms of 2006 that 

carries a bipartisan Republican and Democratic crisis 

fighting at this. 

And at that moment it seems to me you see the 

Republican Party losing its classic character as a 

bridge between a nationalist right-wing populist base 

and the business-orientated, governmentally-orientated, 

globally-orientated elite, which of course the Democrats 
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have to square in their own way between Clinton and 

Sanders.  

The Republican Party loses its ability to make 

that bridge.  And once that happens, you know, the 

fields will (inaudible).  I mean, just look at the 

Republican Primary since then.  I mean, Trump is not in 

some ways the most freakish possibility on that list.  

(Laughter) 

And you know, from the point of view of, like 

the establishment Republicans, you know, the crisis 

fighters like Ben Bernanke and Paulson, it's clear.  I 

mean Bernanke says, you know, I was a Republican but the 

party left me, I didn’t leave the party.  And Paulson 

openly comes out in favor endorses Clinton in 2016, 

explicitly invoking the experience of 2008 saying, I 

don't think that this -- you know, this Party with this 

leadership could provide America with the political 

platform for managing this crisis.  

In fairness to Trump, one should remind 

Paulson that Trump was all in favor of the bailouts of 

2008.  Now, would go on Fox News and loudly defend them.  

So, he's a pragmatist.  But the GOP is a different 

matter that the right wing of the GOP, you know, is a 
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party of protest, it's a party of affect, it's a party 

of emotion, of resentment, and it is kind of, 

catastrophist.  It's willing to, throw all the China in 

the air and see if whether if we break it, it doesn’t 

come out better.  They are the party of shutdowns.   

MR. NELSON:  Yes.  

MR. TOOZE:  You know, gleefully shutting down.  

You don't have to go all the way to Bannon who called 

himself Lenin.  You know, he calls himself a Leninist, 

because he wants to smash the administrative state.  And 

this is -- if this was happening in Europe we would have 

all sorts of rather dramatic labels for it.  (Laughter) 

MR. NELSON:  So as the nascent -- as the Chief 

of the nascent Financial Stability Section at the Board 

in 2006, I briefed the Board that, you know, some 

investors were going to lose some money on these 

subprime mortgage-backed private securities, but other 

than that everything was probably -- was going to be 

okay.  And so I've always kind of suspected --  

MR. TOOZE:  It's okay?  Everyone else 

(crosstalk) -- 

MR. NELSON:  -- I've always kind of suspected 

that this was all my fault, and now I know that this was 
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all my fault.  Two minutes?  Okay.  We have two minutes 

for questions. 

QUESTIONER:  I wanted to follow up Professor 

Tooze's contrast the ECB versus the Fed and ECB doesn’t 

have the (inaudible), et cetera.  So, can you share 

about the future of crisis management that a central 

bank should (inaudible) is the only tool that can react 

quickly to rescuing (inaudible) -- 

MR. TOOZE:  Well, I think the question of 

fiscal policy is in the room, right, I mean the best 

instrument for dealing with an unemployment crisis is 

fiscal policy.  I'm a big believer in the lessons taught 

by the crisis, the multiplier is positive and it's 

larger than one in most places.  It's certainly larger 

than one in America.  And so the question really is, and 

I do think that on this hangs quite a fundamental set of 

questions about democracy. 

And I have to say, credit to the Democrats, I 

mean they whipped through the Obama stimulus package 

extraordinarily quickly, and they whipped their entire 

majority, there's not a single dissenting vote, and not 

a single supportive vote from the Republican side.  And 

they managed that.  And I think we need to be able to 
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say that to stand, you know, the comparison which you 

didn’t make, which is with China, which launched the 

world's largest combined fiscal and credit stimulus 

within weeks of its export sector feeling the heat, 

within weeks, and has the apparatus to do that. 

Now, no one would take that as a knock-down, 

you know, drag out argument in favor of Authoritarian 

Post-Communist Government, but faced with the kind of 

crisis which the global economy can throw at us, the 

speed, the scale, the dynamism, Western States need to 

come up with something. 

And America in that first phase did not 

actually do badly.  That's what's really missing in 

Europe, the sluggishness of the fiscal response in 

Europe, the paralysis of the fiscal side.  You know, 

even on the conditions of zero negative interest rates, 

you know, is extraordinary. 

MR. NELSON:  Brandon? 

QUESTIONER:  So, you talked about the sort of 

difference between -- or I'll call it the balance on one 

side, throwing in everything as the moral hazard, sort 

of looking at it.  What do you think about the response 

to post-crisis on resolution and trying to find a way of 



BPI-2018/11/28 

 

 

54 

saying, let's restructure things, and let's have the big 

planning so that we can actually resolve things without 

creating a moral hazard and without bailout? 

MR. TOOZE:  Yes.  I'm all about 

macroprudentialism, I mean, I spend all my time banging 

on to my progressive, liberal, leftie friends, but you 

do not understand how major this shift was.  Now, what 

it becomes depends crucially on what we were hearing 

about at breakfast, it's all about then the inside 

baseball of administrative and agency politics, and what 

the political backdrop for that is.  

But to my mind the progressive economic 

strategy hinges on making use of those kinds of 

arrangements, in cooperation with the industry, because 

in the end I don't believe that you folks actually want 

to end up in crisis or do terrible business, that I 

don't think is really the main driver of respectable 

banking folks in the United States or anywhere else.  

And so it's a question really of figuring out 

that compromise, and putting political energy behind it, 

which is not just that of the bank bashing dumb variety, 

but it may take some element of that, harm is towards 

intelligent administrative change.  



BPI-2018/11/28 

 

 

55 

But macroprudentialism is a hugely significant 

shift in thinking.  The fact that we now have financial 

stability on our minds all the time, right, the de facto 

assumption is, this could go terribly wrong, we could 

have a heart attack like this these graphs show.  Tell 

me what we're going to do when that happens.  To have 

moved into that space is a major, is a quantum shift in 

the way we think about the world.  

The question is, how do we avoid it being 

continuously subverted by shortsighted, narrow-minded 

lobbying, and some pretty ignorant politics?  

MR. NELSON:  All right.  I think we have to 

cut it off there.  So, join me in thanking Adam Tooze.  

(Applause) 

That was really fun.  

MR. TOOZE:  Yes.  

 

*  *  *  *  * 

 

 


