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Lord, have mercy
If the general tone of the media’s coverage is anything to 
go by, Bernie Madoff is going to Hell.

One of his more fervid victims, seething in a recent 
interview on CNBC, evoked language that could have 
been plucked straight from Dante’s Inferno to explain 
where Mr Madoff ought to spend the rest of eternity 
(once he accounts for the 150 years he owes the state, of 
course).

A former mayor from a small town in New Jersey 
encouraged the judge to lock Mr Madoff up and throw 
away the key, so that, when he eventually does pass 
through the prison’s gate, he will do so horizontally and 
then “go down to the depths of Hell”, joining all those 
others in the “mouth of Satan”.

The question of whether Mr Madoff belongs in the 
eighth or tenth Bolgia of the eighth circle of Hell is obvi-
ously academic. Even if you believe he is the “Adolf Hitler 

of white-collar crime”, as one 
expert recently described him in 
a New York Times article, the 
150-year sentence should none-
theless raise a few questions.

For one thing, the man is 71 
years old – wouldn’t 30 years 
have sufficed? Or even a life sen-
tence? Will any of Mr Madoff ’s 
victims be reimbursed a single 

penny as a result of such a gargantuan sentence? Will it 
make a single would-be white-collar criminal think 
twice? 

For that matter, when was a rapist or a murderer or a 
paedophile last jailed for 150 years? Was Mr Madoff ’s 
crime really that much worse than any of those other 
heinous crimes? 

Perhaps the truly medieval element in this whole lam-
entable saga has not been the Ponzi scheme itself, but 
rather the frenzied reaction of the press – or more wor-
rying still, the court’s apparent capitulation to the 
pitchfork-wielding mob.
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Comment
A great escape but with a limited victory
Another Great Depression may have been avoided, but at the cost of higher future debt

Let caution be our watchword
There may be signs of recovery, but it is bound to be a weak and anaemic one
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It is roughly two years since 
the credit crunch began, with 
the demise of two Bear 
Stearns hedge funds due to 
their exposure to subprime 

securities. But we still have not reached the 
end of the crisis.

There have been some positive signals. 
The cost of bank lending has fallen from 
elevated levels. Stock markets have rallied 
from their lows, while corporate bond 
spreads have reduced. The survey-based 
data (like the purchasing managers’ index) 
have trended upwards, and there have 
been signs of a recovery in Asian industrial 
output.

But there is still plenty of bad news 
around. June’s non-farm payroll data was 
much higher than expected. US consum-
ers are in a bind – their wages have fallen 
in three of the past four months, their 
credit card limits are being reduced, their 
houses have fallen in value and they are 
worried about their jobs. Little wonder 
same store sales are more than 4 per cent 
down year-on-year. 

Feeble
In short, the recovery looks rather feeble in 
spite of everything the authorities have 
done. And that massive government inter-
vention, by itself, will alter the investment 
outlook for years to come.

Economic history in the 20th century 

can be divided, broadly, into three eras: the 
gold standard, the Bretton Woods system 
and the financial liberalisation era. The 
first two systems were designed to protect 
the rights of creditors and control specula-
tion. Exchange rates were fixed, either to 
gold or the dollar, which restricted the 
ability of governments to devalue or inflate 
away their debts. Under Bretton Woods, 
the quid pro quo was capital controls.

Each system broke down in a crisis – the 
Great Depression of the 1930s, or the 
inflationary era of the 1970s. Fixed 
exchange rates required governments to 
impose austerity measures when their cur-
rency was threatened – this was hard to do 
in a democracy. When Bretton Woods 
broke down, the result was the stagflation 
of the mid-1970s.

Gradually, a new system emerged. 
Exchange rates could float, and capital 
could move easily. The ‘bond market vigi-
lantes’ imposed discipline on governments 
by pushing yields higher when fiscal policy 
looked reckless. And governments tried to 
reassure those vigilantes by giving central 
banks independence and a mandate to 
control inflation. The result was the 
Goldilocks economy, in which inflation 
was low and growth strong.

This crisis has seen the system break 
down. No longer are central banks solely 
committed to fighting inflation – they have 
to bail out the banks as well. Fiscal disci-

pline has gone out of the window. 
Governments and central banks make lit-
tle effort to protect the value of their cur-
rency. Witness last year’s plunge in the 
pound.

Creditor nations
Look at it from the creditor’s point of view. 
Governments are issuing lots of debt at 
low yields, in historical terms. There is no 
guarantee (in the form of a link to gold or 
a fixed exchange rate) that they will not 
devalue their currencies or inflate their 
debt away. In the past, it has been the 
creditor nations (the British with the gold 
standard before 1914 and the Americans 
with Bretton Woods) that have set the 
terms for the economic system. 

Eventually, they will do so again. Perhaps 
the answer will be much higher bond 
yields, a painful cost for debtor nations like 
Britain. Perhaps they will demand 
exchange rate targets, a process that may 
involve higher short-term rates or capital 
controls. The authorities have bought us 
an escape route from a Great Depression 
by their actions over the last 18 months. 
But the process is not costless. We may be 
paying the price, in terms of slower eco-
nomic growth, higher taxes and higher 
debt costs, for at least the next decade.

Philip Coggan is Buttonwood columnist for  
The Economist

It was the summer of 1930 
that US president Herbert 
Hoover proudly proclaimed 
that economic recovery had 
arrived. After all, equity mar-

kets had returned some 60 per cent 
since the 1929 crash, and investors were 
starting to feel confident once again. 
Unfortunately, Mr Hoover was almost 14 
years premature, and within two years, 
those share gains had been wiped out, 
with the market reaching a new low. 

The lesson of this story is not that this 
downturn will be a decade long, or even 
not to listen to politicians’ economic 
pronouncements, but rather to be cau-
tious of premature declarations of a new 
bull market. 

Employing the alphabet simile that 
makes for economic commentary, the 
question for the second quarter of this 
year is whether there will be the V-shaped 
recovery the most optimistic analysts are 
predicting, the W shape historians of the 
1930s fear or the more familiar U shape 
of the 1980s and 1990s. 

The British government, like those of 
many other countries, has pumped bil-
lions into the economy  to avoid a drawn-
out, 1930s-style depression. Current 
indications are that it has worked, and 
the experiment is being repeated in the 
emerging economies of eastern Europe  

and South America, which are enjoying 
a $50bn (£30.9bn) World Bank stimu-
lus package into infrastructure. 

Meanwhile, investors in the FTSE 
have enjoyed as much as 25 per cent 
returns since its low, while in the big 
emerging markets, investors have seen 
half as much again. Such numbers are 
not in the same league as in Mr Hoover’s 
day, but it does leave some food for 
thought: what if the recovery doesn’t 
pan out quite as the Treasury expects? 

Given the state of public finances and 
the intensifying political debate in the 
UK around public spending, the worry is 
that there really is nothing left if the 
economy requires another kick.

With a general election on the hori-
zon, politicians are building into their 
programmes a period of reining in 
spending and probably increasing  
taxation. 

This will be doubly hard if the econo-
my fails to show signs of firm and steady 
recovery, since not only will receipts con-
tinue to fall, but so will the reputation of 
the UK economy in the international 
market. We have already seen a warning 
(albeit rather meek) from S&P regarding 
the UK’s heretofore perfect gilt rating. 

One little-mentioned weapon in the 
government’s armoury is the now nation-
alised banks. The prime minister has 
already hinted at an early return to the 
private sector of Northern Rock, which 
has repaid £18.2bn of the £27bn it was 
loaned in 2007. 

If the government can do this at a 
profit, not only might it demonstrate 
that its economic policies were the right 
ones, but it could even make a dent in 
the public finances. After all, the poten-
tial value of the Royal Bank of Scotland 
is huge: once the fifth biggest bank and 
the tenth largest company in the world, 
its peak market capitalisation was some 
£60bn. 

There may be real signs of recovery in 
the coming months, but given the need 
to rein in public spending, any recovery 
will be anaemic and certainly not as 
smooth and strong as the Treasury’s fig-
ures suggest.

Stephen Barber is head of research at Selftrade

“The government has 
pumped billions into  
the economy to avoid a 
drawn-out, 1930s-style 
depression”
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