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A disaster to eclipse 2008:
the IMF won't sound the alarm
The world’s housing markets are synchronised,
concedes the IMF. The current house price cycle
terminates in 2026. The global economy will collapse
into a bust more ferocious than 2008. The IMF is not
alerting governments. A case of wilful blindness?
Modelled scenarios based on different assumptions about Brexit
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Prepare for the real crisis
Panic is seeping into the pages of the
financial press as the global economy
advances into recession. The global
industrial sector is now in recession.
Commentators fear this might be a rerun of 2008. That’s a diagnostic error
with serious implications for the way
governments deal with the next big crash.
The collapse in global trade is as steep as
during the recession of the early 2000s –
when the dot.com bubble burst midway
through the final 18-year cycle of the
20th century.
Trends since the financial crisis are
unique in the post-WW2 era. The global
economy has not recovered from the
Depression of 2010. London-based
Capital Economics has extrapolated the
GDP growth rates. These will flat-line or
decline over the next 20 years (graph).
But economists refuse to treat the past
decade as a depression. They play with
symptoms rather than interrogate causes.
Brexit is highlighted, but does
not explain why other countries are
synchronised along trends similar to
those in the UK. A catalogue of additional
symptoms has been compiled, instead
of searching for possible structural flaws
common to all industrialised countries.
The IMF remains steadfast as champion
of failed policies, while collating evidence
that points to the need for new insights
into how governments could forestall the

Annual growth in global GDP (%)
Average 1950-73 = 5.0%
Average 1974-2017 = 3.4%
Forecast average 2018-37 = 3.0%
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Sources: Angus Madison, IMF, Capital
Economics forecasts from 2018
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financial crisis that follows when global
housing markets stall in 2026 (page 1).
A rigorous approach to analysing
business cycles begins with the findings
of Homer Hoyt (page 2). But his work
was side-lined by American professors,
who were in the business of burying the
impact of the land market – and land
as a factor of production – in their
neo-classical models.
Outcome: in the final years of the
current property cycle, people will
double their money from the housing
market. And no current measure will
stop the global economy heading for
cardiac arrest in 2028. That event
could be prevented. Just. But only if
economists flag up the root causes,
so that policy-makers can adopt the
correct reforms.
Meanwhile, magical thinking persists.
One of these exercises, linked to the
late Hyman Minsky, has surfaced as
Modern Monetary Theory (page 5).
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Synchronised “house” prices
A

CCORDING TO the IMF, the
returns on domestic properties
are synchronised. If house prices
are rising in Tokyo, they are also
going up in London, matching the
trends in capital cities around the
world. A study of 44 cities and 40
advanced and emerging-market
economies claimed that financial
markets were responsible.
“Policy makers should pay attention,
because the heightened tendency for
house prices to move in tandem may
signal greater odds of an economic
slowdown. An economic shock in one
part of the world is more likely to
affect housing markets elsewhere.”
(Keifer 2018)

Explanations for the integration
of “housing” markets include the
acquisitive propensities of wealthy
individuals; low interest rates; and
institutional investors seeking higher
returns. The IMF concluded that
residential property markets were,
by analogy, like stock markets.
The analysts failed to trace the trends
to the fiscal policies of governments,
or to the realities “on the ground” –
in the land market.
Instead, they reassured that
government interventions were
effective in cooling housing markets,
to protect people’s homes while
“taming house price synchronicity”.
Really? The palliatives cooked up by
governments have failed as countercyclical measures.

Public policies accommodate the
underlying cause of instability in housing
markets in political cultures as diverse as
the US, Germany and China.
Flexible exchange rates, while
exercising some influence over domestic
borrowing costs, do not prevent house
prices from becoming increasingly
unaffordable to increasing numbers of
families on all five continents.
And the one common denominator
is the tax regime that rewards rentseeking behaviour in the land market.

Are government
interventions really
sufficient to cool
internationally
synchronised
housing markets?
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Remembering Homer Hoyt
The 18-year cycle in land values was
uncovered by Homer Hoyt in his
doctoral thesis, which was published
as One Hundred Years of Land Values in
Chicago (1933).
A cross-cultural study revealed that
the 18-year business cycle (anchored
HOMER HOYT
in a 14-year cycle in land prices) was a
feature of countries as diverse as the
itself all the way through to 2010
UK, Japan and Australia (Harrison 1983). (Harrison 2010).
Hoyt enjoyed a distinguished career
The current cycle ends in 2028 in
as town planner before
what will be the worst
The current cycle ends in
he embarked on land
financial crisis since 1945.
speculation. He died in
2028 in what will be the worst Governments (and their
Washington, aged 89, in
central banks) will not
financial crisis since 1945
1984. He did not relate
be able to cope with the
his knowledge of the land market to the
fall-out. According to the IMF’s deputy
macro-economic implications. Had he
director, David Lipton,
“The bottom line is this: the tools used
to confront the Global Financial Crisis
may not be available or may not be as
potent next time.”
(Isaac 2018)
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+185%

According to London estate agents
Savills, people who own residential
properties will continue to double their
money without lifting fingers to add
value to the wealth of their nations.
But the time it takes to double-yourmoney has grown increasingly longer, as
prices have accelerated faster than the
wages needed to fund mortgages.
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done so, he might have identified the
fiscal antidote to cyclical recessions.
After WW2, the 18-year cycles
restarted in 1956 (it took a decade to
recover from the war). The first cycle
terminated in 1974, and has repeated

As the largest capital gains from land
accrued to baby-boomers, the output
of new dwellings decreased (the graph
depicts the trend in the UK).
Result: an increase in the number of
families having to rent their homes; and
more young adults confined to their
parental homes instead of venturing out
into the world on their own.
But the grim prospects that lie at the
end of the current cycle do not cause
sleepless nights for policy-makers. The
UK’s complacent Chancellor, Phillip
Hammond, celebrates “eight straight
years of economic growth”, a trend he
expects to remain “resilient” all the
way through to 2023. This takes the UK
up to the precipice; but Hammond’s
economists at the Treasury are not flying
the red flag to prepare the UK for the
crisis that will follow.

…and in America
Bang on time, the US housing market
has hit its mid-cycle peak, and is now
suffering a downturn in transactions
(graph).
This does not disturb Donald Trump,
the real estate speculator turned
President of the United States.
US house prices have jumped past
the pre-crisis peak
Case-Shiffer national index (points)
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According to the Financial Times
in its editorial of Dec. 30, 2018:
“Theresa May’s government has eased
some of the financial restrictions
on local authorities and housing
associations. A bolder plan is needed
— combining the removal of the
remaining borrowing and spending
caps with legislation to allow local
authorities to “capture” increases in
land value that accompany planning
permission. With the cost of public
borrowing at close to zero, investment
in low rent housing makes economic
as well as social sense.”
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He prefers to treat a booming stock
market as the key indicator of general
prosperity. But whatever stock markets
may say, what counts is the trend in the
proxy data – house prices, which have
to serve as indicators for land prices
(governments, central bankers and
official statistic agencies do not track,
or analyse, land markets).
The hole in the statistical data is not
surprising. The authorised discourse
makes no allowance for the macroeconomic significance of land prices.
That is why the existing models are
not fit for purpose. More needs to be
done to ease the stress of unaffordable
housing, as noted by the Financial
Times (see box).

Source: Bloomberg
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The economic paradigm that
provoked the populism which is
disrupting democratic politics needs
to be replaced. But the quest for a
new model is not authorised by the
guardians of economic orthodoxy.
If policy-makers want to keep their
promises – such as delivering affordable
homes for everyone – they need to
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Mugabe was frustrated because,
at the time of the independence
of Rhodesia from Britain, the excolony had to agree not to undertake
land reform. This led to attempts at
redistributing land to poverty-stricken
Africans, culminating in corruption and
chaos with one escape route: sovereign
RICHARD BUCKMINSTER FULLER
money!
Politicians and central bankers
imbibe the wisdom of the late systems
who diagnosed the 2008 crisis as the
theorist Richard Buckminster Fuller.
result of “financialisation” also sought
He wrote:
salvation through the mystification of
“You never change things by fighting
money. But money is no more than a
against the existing reality. To change
medium of exchange. The textbook
something, build a new model that
formula for tracking price levels –
makes the old model obsolete.”
MV = PT – remains valid. M = money.
V = velocity of circulation. P = price.
T = number of transactions.
Modern Monetary Theory
Insofar as the financial markets
and Mugabe
participated in the chaos (notably, by
exploiting sub-prime mortgages to
Hyman Minsky is one of the heroes of
exploit low-income families who aspired
an emerging global movement behind
to become home-owners), they did so
the notion of “sovereign money”.
on a contingent basis. The real power
Governments are being urged to spend
their way out of crises by printing money. lay elsewhere…
To tackle the crisis of 2008, central
This project is rationalised as Modern
banks resorted to money-printing:
Monetary Theory.
quantitative easing (QE). Why wasn’t
One of Robert Mugabe’s
the world laid waste by hyper-inflation?
bank notes
Simply put, the economic system has
broken down.
Business investment stalled in
many countries (the graph on
page 5 traces what happened to
UK business investment).
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Robert Mugabe foreshadowed one
possible consequence of sovereign
money. As president, he decided that
Zimbabwe should not be indebted to
the IMF. So he funded public services by
printing money. Outcome: a situation
that recalled what happened in Weimar
Germany – barrel-loads of bank notes
required to purchase loaves of bread.

Productivity slumped, and has
yet to recover.
Many people sat on their funds,
preferring to suffer low rates of
interest rather than invest or
spend their money.
So QE inflation was confined to stock
markets and property prices.

Declining UK business investment
Quarter-on-quarter growth (%)
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The source of the problem can be
discerned in one statement by Hyman
Minsky. He wrote:
“Social justice rests on individual
dignity and independence from both
private and political power centers…
Compensation for work performed
should be the major source of income
for all. Permanent dependence
on expanding systems of transfer
payments that have not been earned
is demeaning to the recipient and
destructive of the social fabric…
[E]veryone, except the severely
handicapped, [should earn] his or her
way through the exchanges of income
for work.”
(Minsky 2004: 10)

Minsky failed to take account of the
fact that the bulk of unearned income
is not based on welfare benefits to the
disadvantaged. Rent-capturing assets
are the major conduits of unearned
income.
Responsibility for the injuries
inflicted on society as a result of the
transfer of rents to the owners of such
assets lies with governments. But
Minsky, in his treatment of taxation,
fails to follow the logic of his own
strictures on the indignities that
follow the transfer of rents from the
populations that produce that flow of
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income, to the relatively few people who
capture that stream of social revenue.
Modern Monetary Theory does
nothing to address the gross injustices
embedded in governance. Sovereign
money, far from addressing problems
like under-investment in infrastructure
and inequalities in the distribution of
income, accommodates the root cause
of such injustices.

Rent-capturing assets
are the major conduits
of unearned income
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I

MF ECONOMISTS dodge the problem of causation by
retreating to correlation. Data is presented in stylised form
(purporting to reveal a truth). Accusing fingers are not pointed
at who, or what, is responsible for disruptive behaviour.
Neo-classical economics is more in tune with
psychology than with its classical origins. The retreat
to coincidence (side-stepping the scientific rigour
required to diagnose causation), is the escape route
from politically difficult realities. Thus, the affinity
between economics and the concept of synchronicity
as developed by Carl Jung.
Jung characterised the conjunction of facts as
“meaningful coincidences”. Synchronicity was based
KARL JUNG
on an “acausal connecting (togetherness) principle”,
an “acausal parallelism”.
By retreating to correlations (like that between “house”
prices and the rate of output of new dwellings), economists
side-step the need to explain that the root cause of recessions
is to be found in public policy and, more precisely, the feedback
loops that flow from the way governments raise their revenue.
One consequence: the root causes of premature deaths in rich
countries is concealed, to the relief of democratic politicians.
The UK’s Office of National Statistics has just revealed that
the life expectancy of women living in the poorest areas of
England fell by 100 days in recent years. Between 2012-2014
and 2015-2017, female life expectancy in the richest areas
increased by 84 days.
Women in the most deprived areas in England can expect
to live for 78.7 years, while women in the least deprived areas
can live for 86.2 years – a gap of 7.5 years.
The profile of the spatial distribution of premature deaths
fits the profile of land values across England’s regions
Causation, or correlation?
The answer is a matter of life and death.
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