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DEFINITION OF A STUPID ECONOMIC IDEA 

A STUPID ECONOMIC IDEA IS ONE THAT IS IMMUNE TO EMPIRICAL 

REFUTATION WHILE BEING USEFUL TO SPECIFIC CONSTITUENCIES 





THE BOLD IDEA OF AUSTERITY 

• AUSTERITY – CUTTING THE STATE’S BUDGET NOW 

LEADS TO GROWTH TOMORROW INVESTOR 

CONFIDENCE 

• THE STATE’S BUDGET AND THE FAMILY BUDGET 

• REALITY – THE IKEA PROBLEM 

• CRITICAL CASE: GREECE 

 

• QUI BONO? CREDITORS AND OVER-LENDERS 

 



TURNING JAPANESE: THE FEAR OF GOVVIES GOING BAD 



THE INFLATION PUZZLE 

• $13T IN LONG DATED DEBT PLUS $13T IN 

CENTRAL BANK INTERVENTION 

• GLOBAL LONG RUN RATE OF INTEREST IS AROUND 

1.5% 

• WHAT MATTERS FOR INFLATION IS LABOR 

POWER AND DEGREE OF OPENNESS  

• QUI BONO? OPEN QUESTION 

 



MISUNDERSTANDING THE 1970S: INTEREST RATES 
OVER THE VERY LONG RUN 

Source: Kazuo Mizuno (the former Japan Cabinet Office Economic Advisor) and Capital World Investors via Tomonori 

Tani. 

 



THE END OF THE SERIES: US FED FUNDS RATE 1970-2017 



WE ARE GOING TO STAY LONG AND LOW FOR A LONG TIME 





WILLFUL BLINDNESS 

• SELF SELECTION VIA FILTERS AND BIASES 

(KAHNEMAN AND TVERSKY) 

• IDEOLOGY (IDEA OF MARKET FAILURE) 

• EPISTEMIC COMFORTS OF HOME (HARDIN) 

• RELIGION (GUILT/SCHULD/CREDERE/CREDIT) 

• RATIONAL IGNORANCE (OLSEN) 

 

 

 

 



BEING A MUPPET? 

• TALKING OUT ONE’S BACKSIDE (GALBRAITH ON 

THE 1920’S BUBBLE) 

• NO PAYOFF TO CALLING UNCLE IF UNCLE HAS THE 

CASH 

• MARKET IRRATIONALITY V’S PERSONAL 

SOLVENCY 



PERVERSE INCENTIVES 

• UPTON SINCLAIR ON A MAN’S JOB 

• INSTITUTIONAL PRO-CYCLICALITY (HOW TO 

LOSE A GOOD JOB IN FINANCE) 

• NORMAL ACCIDENTS AND SYSTEM BLINDNESS 

(PERROW) 

 

 





ANYTHING MACRO 

• ENTRAINMENT AND TIGHT COUPLING (WE ONLY 

SEE THE COMPONENTS) 

• FALLACIES OF COMPOSITION (THE ARTHRITIC 

HAND) 

 



NON-LINEAR SYSTEMS 

• PREFERENTIAL ATTACHMENT AND HIDDEN 

CORRELATION 

• TRAFFIC JAMS WITH NO ACCIDENTS 

• CORRELATION ACROSS FINANCIAL INDEXES 



 

 

CORRELATION AS PREFERENTIAL ATTACHMENT 
36-Month Moving Average of Three Major Market Indices 

17 



TAIL RISKS AND VOLATILITY 

• STALKING THE BLACK SWAN? 

• PLAYING RUSSIAN ROULETTE WITH A DRUNK 

SCOTSMAN (SAMPLING) 

• ENDOGENEITY BLINDNESS (CAUSAL POLITICS) 

• IS THE WHOLE WORLD SHORT VOL? 

 



THE INSISTENCE ON MICROFOUNDATIONS 

 

• DSGE MODELS AND CENTRAL BANKS 

• THE IMPOSSIBILITY OF RATEX 

• THE REALITY OF TOO MUCH INFORMATION 



SO HOW DO WE COPE WITH TOO MUCH INFORMATION? 

• ECONOMIC IDEAS AS COORDINATION DEVICES 

• ‘FUNDAMENTALS’ AS A SOCIAL CONVENTION 

• ECONOMIC IDEAS (EVEN BAD ONES) REDUCE 

UNCERTAINTY 

 

• BUT…IN USING STUPID IDEAS WE BUILD 

ENTRAINMENT AND COUPLING (VOL SUPPRESSION) 

INTO THE SYSTEM 



  Loose Coupling Tight Coupling 
Low Complexity/Low 

Entrainment 

  

Linear Interactions with 
Buffers 
Hard to Transmit Shocks 
  
 
 
Example: The Full 
Employment Regime prior 
to 1970s 
  

Linear Interactions without 
Buffers 
Easier to Transmit shocks 
but low multiplication of 
impulse 
  
Example: The 1970s 
Inflation and end of the 
Full Employment Regime 
  

  

High Complexity/High 

Entrainment 

  

Non-Linear Interactions 
with Buffers 
Lower volatility but with 
unobservable risk building 
  
 
Example: The Low Inflation 
Regime prior to 2008 
  

  

Non-Linear Interactions 
without Buffers 
 Strong convexities, serial 
correlation across systems, 
impulse multiplied 
  
Examples: The GFC of 2008 
and 2016 Global Populism 

Institutional Correlation Across System 

System complexity and degree of 

Entrainment (second-order 

correlation) 

A Map of Economic 

Change 



  Loose Coupling Tight Coupling 
Low Complexity/Low 

Entrainment 

  

Linear Interactions with 
Buffers 
Hard to Transmit Shocks 
  
Example: The Full 
Employment Regime prior 
to 1970s 

 

Ideas: Phillip’s Curve 

Keynesianism 

  

Linear Interactions without 
Buffers, Easier to Transmit 
shocks, low multiplication 
of impulse 
  
Example: The 1970s 
Inflation and end of the 
Full Employment Regime 

 

Ideas: Monetarism 

  
  

High Complexity/High 

Entrainment 

  

Non-Linear Interactions 
with Buffers, Lower 
volatility but with 
unobservable risk building 
 
Example: The Low Inflation 
Regime prior to 2008 

 

Ideas: The Great 

Moderation 

  

  

Non-Linear Interactions 
without Buffers, Strong 
convexities, serial 
correlation across systems 
  
Examples: The GFC of 2008 
and 2016 Global Populism 
 

Ideas: QE, Austerity, Neo-

nationalism 

 

Institutional Correlation Across System 

System complexity and degree of 

Entrainment (second-order 

correlation) 

A Map of the stupid 

ideas underlying 

those changes 


