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ADDRESS OF HIS HOLINESS BENEDICT XVI TO THE
PARTICIPANTS IN THE SIXTEENTH PLENARY SESSION
OF THE PONTIFICAL ACADEMY OF SOCIAL SCIENCES

CONSISTORY HALL, 30 AprIL 2010

Dear Members of the Academy,

I am pleased to greet you at the beginning of your Sixteenth Plenary
Session, which is devoted to an analysis of the global economic crisis in the
light of the ethical principles enshrined in the Church’s social doctrine. I
thank your President, Professor Mary Ann Glendon, for her gracious words
of greeting and I offer you my prayerful good wishes for the fruitfulness of
your deliberations.

The worldwide financial breakdown has, as we know, demonstrated the
fragility of the present economic system and the institutions linked to it. It
has also shown the error of the assumption that the market is capable of
regulating itself, apart from public intervention and the support of internal-
ized moral standards. This assumption is based on an impoverished notion
of economic life as a sort of self-calibrating mechanism driven by self-inter-
est and profit-seeking. As such, it overlooks the essentially ethical nature of
economics as an activity of and for human beings. Rather than a spiral of
production and consumption in view of narrowly-defined human needs,
economic life should properly be seen as an exercise of human responsibil-
ity, intrinsically oriented towards the promotion of the dignity of the per-
son, the pursuit of the common good and the integral development — polit-
ical, cultural and spiritual - of individuals, families and societies. An appre-
ciation of this fuller human dimension calls, in turn, for precisely the kind
of cross-disciplinary research and reflection which the present session of
the Academy has now undertaken.

In my Encyclical Caritas in Veritate, 1 observed that ‘the current crisis
obliges us to re-plan our journey, to set ourselves new rules and to discover
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new forms of commitment’ (No. 21). Re-planning the journey, of course,
also means looking to comprehensive and objective standards against
which to judge the structures, institutions and concrete decisions which
guide and direct economic life. The Church, based on her faith in God the
Creator, affirms the existence of a universal natural law which is the ulti-
mate source of these criteria (cf. ibid., 59). Yet she is likewise convinced that
the principles of this ethical order, inscribed in creation itself, are accessible
to human reason and, as such, must be adopted as the basis for practical
choices. As part of the great heritage of human wisdom, the natural moral
law, which the Church has appropriated, purified and developed in the light
of Christian revelation, serves as a beacon guiding the efforts of individuals
and communities to pursue good and to avoid evil, while directing their
commitment to building an authentically just and humane society.

Among the indispensable principles shaping such an integral ethical
approach to economic life must be the promotion of the common good,
grounded in respect for the dignity of the human person and acknowledged
as the primary goal of production and trade systems, political institutions
and social welfare. In our day, concern for the common good has taken on
a more markedly global dimension. It has also become increasingly evident
that the common good embraces responsibility towards future generations;
intergenerational solidarity must henceforth be recognized as a basic ethi-
cal criterion for judging any social system. These realities point to the
urgency of strengthening the governance procedures of the global economy,
albeit with due respect for the principle of subsidiarity. In the end, however,
all economic decisions and policies must be directed towards ‘charity in
truth’, inasmuch as truth preserves and channels the liberating power of
charity amid ever-contingent human events and structures. For ‘without
truth, without trust and love for what is true, there is no social conscience
and responsibility, and social action ends up serving private interests and
the logic of power, resulting in social fragmentation’ (Caritas in Veritate, 5).

With these considerations, dear friends, I once more express my confi-
dence that this Plenary Session will contribute to a more profound discern-
ment of the serious social and economic challenges facing our world, and
help point the way forward to meet those challenges in a spirit of wisdom,
justice and authentic humanity. I assure you once more of my prayers for
your important work, and upon you and your loved ones I cordially invoke
God'’s blessings of joy and peace.



ADDRESS TO THE HOLY FATHER

MARY ANN GLENDON

Holy Father,

In your encyclical Caritas in Veritate, you expressed your hope to stim-
ulate discussion on the role of moral and spiritual values in the current eco-
nomic crisis, as well as your desire for discussions to lead to new models
for a responsible economy. By dedicating our XVIth Plenary Session to the
Global Economic Crisis, Your Holiness, your Academy of Social Sciences
aims to respond to that invitation.

In the coming days, we will seek first to gain a clear picture of the nature
and causes of the current crisis, and to assess its impact on peoples and com-
munities throughout the world, with special attention to those who were
least advantaged even before the recent upheavals. Then we will turn our
attention to what needs to be done to ‘re-plan the journey’, if economic sys-
tems are to serve the common good. We will be exploring the problem of
how to foster the conditions of trustworthiness and reciprocal responsibili-
ties that the market requires even to perform its specifically economic func-
tions. We will be asking what moral and juridical resources are needed to
assure that the market’s creative energies promote the good of all. We will be
asking how to keep the human person always at the center of concern.

In pursuing those inquiries, we cannot help but be mindful, Your
Holiness, that one factor in the current crisis has been the tendency to
remove values and morality from economic discussions. As you have noted,
‘The excessive segmentation of knowledge, the rejection of metaphysics by
the human sciences, the difficulties encountered by the dialogue between
science and theology are damaging not only to the development of knowl-
edge, but also the development of people, because these things make it
harder to see the integral good of man in its various dimensions’.

For all these reasons, the current crisis provides us with an occasion for
introspection about the state of the social sciences. Regrettably, all too
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many economists, jurists, sociologists, and political scientists have accept-
ed faulty assumptions about human nature and promoted relativistic atti-
tudes toward morality and truth. Such approaches and attitudes have not
only impoverished each of our disciplines, but have had serious practical
consequences, for they have influenced the mentalities of policy makers,
and shaped their approaches to business, governmental, and even philan-
thropic programs.

We will therefore keep in mind, as we deliberate, your insistence that,
‘moral evaluation and scientific research must go hand in hand, and...char-
ity must animate them in a harmonious interdisciplinary whole’. And we
will remember your stirring warning to the members of the Institut de
France last fall, when you said, quoting Rabelais, that ‘Science sans con-
science est la ruine de I'ame!’

It only remains for me, dear Holy Father, to express our gratitude for
the appointment of our new academicians, Professors Russell Hittinger and
Janne Matlary, and to ask you to bless this Academy and all those who have
generously consented to share their wisdom with us over the next few days.
We thank you most sincerely for the gift of this encounter.
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MARY ANN GLENDON

In its Sixteenth Plenary Session, the Pontifical Academy of Social
Sciences embraced Pope Benedict XVTI’s invitation in Caritas in Veritate to
examine the global economic crisis with special attention to the role of
moral and spiritual values. To a greater degree than past Academy meet-
ings, the conference organized by Academician José Raga focused on cur-
rent events — the ongoing upheavals in the financial sector and their rip-
pling effects throughout the economies of many nations. As it happened, an
economic crisis erupted in Greece just before our meeting, which meant
that the questions we examined were especially timely.

In an audience for the Academicians and invited speakers on the first
day, the Holy Father offered words of appreciation for the Academy’s work.
He set the tone for our deliberations by emphasizing that the economic cri-
sis has ‘shown the error of the assumption that the market is capable of reg-
ulating itself, apart from public intervention and the support of internalized
moral standards. This assumption is based on an impoverished notion of
economic life as a sort of self-calibrating mechanism driven by self-interest
and profit-seeking. As such, it overlooks the essentially ethical nature of
economics as an activity of and for human beings’.

The presentations at the Plenary began with analyses of the nature and
causes of the current crisis, and its impact on peoples and communities
throughout the world, especially those who were least advantaged even before
the recent upheavals. The discussion then moved to what needs to be done to
‘re-plan the journey’ if economic systems are to serve the common good.

Four principal themes emerged from the presentations and discussions:

1. Financialization of the economy and human relations. There was gen-
eral consensus that the current economic crisis had its roots in the
financial sector. The fragility of the economic system was partly due to
over-reliance on speculative financial activities separated from produc-
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tive activity in the real economy. Some speakers also warned of the dan-
ger of the ‘financialization’ of human relations, even within the family.

2. A second common theme concerned the toll that economic crisis was
taking on poor countries, even though its origin was in the wealthy
nations. Some speakers noted that if one compares the cost of the finan-
cial bailouts to the amounts needed to provide the world’s poor with
basic nutrition, it is evident that the crisis has distracted greatly from
urgent questions of development. Others pointed out that meeting basic
needs, especially for children, beginning in the womb, makes a decisive
contribution to economic productivity.

3. There was also broad consensus on the need for improved methods of
regulation with careful attention to the proper roles of governmental
entities, private actors and international bodies. A highlight of the
Plenary was a session featuring three invited experts on banking: Lucas
Papademos of the European Central Bank, Mario Draghi, Governor of
the Bank of Italy, and Ettore Gotti Tedeschi, President of the Istituto per
le Opere di Religione (the ‘Vatican Bank’). Joined by Academicians
Hans Tietmeyer, former president of the Deutsche Bundesbank, and
Luis Ernesto Derbez Bautista, former Minister of Economics in Mexico,
this group discussed the need for stronger regulation of international
finance, and suggested various concrete measures to assure greater
transparency in financial instruments and to avoid the moral hazards
arising from bailouts.

4. Finally, the members welcomed the hopeful note sounded by Ferrari
Chairman Luca Cordero di Montezemolo who pointed out that the eco-
nomic crisis will certainly stimulate the search for much-needed inno-
vations in industry, agriculture and employment to better serve the
world’s needs for food, renewable energy, and transportation.

In his summation as the Coordinator of the Plenary, Professor Raga
called attention to the responsibilities of educators. Given the pervasive
emphasis on materialism and utilitarianism, he said, one can hardly be sur-
prised ‘that in the current crisis, there has been an abundance of cheating
and fraud and excessive regard for the short-term coupled with disdain for
that which belongs to the long-term’. Looking to the future, he called for
cooperation among ‘open-minded people, with the capacity to integrate
into working teams and with ability for reflection; people who are con-
vinced that the world is so complex that only with the cooperation of others
will we achieve the fruit of our labors; moreover, that only with a joint
vision will it be possible to find a solution’.
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Future Meetings

2011. In response to my June 9, 2009, letter to the members, I received
a number of suggestions for future PASS meetings relating to peace, human
rights (especially religious liberty), nuclear disarmament, Catholic interna-
tional relations theory, governance, and respect for creation. As it happens,
all of those topics are within the scope of the historic encyclical Pacem in
Terris whose 50th anniversary will take place in 2013. Since the Holy See
can be expected to be addressing those themes in the context of the anniver-
sary, the Council decided that an ideal way for us to fulfill our statutory
duties would be to provide useful materials to the Holy See well in advance
of that anniversary. Cardinal Turkson, the new President of the Pontifical
Council of Justice and Peace, has expressed great enthusiasm for this idea
and promised to cooperate in the planning process.

Accordingly, it was decided that the 2011 Plenary, which will take place
from April 29 to May 3, 2011, will be the first of two Plenaries devoted to
preparing materials that may be helpful to the Church in connection with the
forthcoming anniversary of Pacem in Terris.

The 2011 Plenary will focus on freedom of religion, a right that, as Pope
John Paul II put it, ‘is so closely linked to the other fundamental rights that
it can rightly be argued that respect for religious freedom is, as it were, a
touchstone for the observance of the other fundamental rights’. In that spir-
it, the speakers will be asked to take the dilemmas and controversies that
have arisen in the area of religious liberty as springboards for reflection on
the current crisis of the entire human rights project. In this way, the 2011
Plenary will build on the work of the 2009 Plenary on ‘Catholic Social
Doctrine and Human Rights’, so ably organized by Professors Fumagalli
and Possenti.

In response to numerous suggestions from members concerning the
need to improve the discussions in the Plenary sessions and to make the
results of our work more usable by the Holy See, the Council has instructed
the coordinators of the 2011 meeting — Professors Glendon, Kuan, and
Zacher — to experiment with major innovations in format.

2012 and Beyond. For the continuation of our work on Pacem in Terris
themes in 2012, the Council has asked Professor Hittinger, in consultation
with Professors Matlary and Possenti, to develop a proposal. It is expected
that the 2012 meeting will have a strong focus on issues of governance at
all levels, on international relations, and on respect for creation. The
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Council and the Coordinator would welcome suggestions for topics and
speakers. Looking ahead, and in view of the importance of advance plan-
ning, all members are urged to think deeply about future programs, and to
communicate their thoughts (or, even better, their detailed proposals) to the
President and the Council.

Milestones in 2009-2010

A notable instance of cooperation between the pontifical academies and
departments of the Holy See was the highly successful study day on nuclear
non-proliferation organized under the auspices of our sister Academy of
Sciences on February 10, 2010, by our Chancellor, Bishop Marcelo Sanchez
Sorondo, at the request of Secretary of State Cardinal Tarcisio Bertone. Our
fellow academician Luis Derbez Bautista was among the participants in
discussions that were designed to aid the Holy See in preparing for the May
2010 Nuclear Non-Proliferation Treaty Review Conference. The proceed-
ings were published as a monograph on ‘Nuclear Disarmament, Non-
Proliferation, and Development’ by the Pontifical Academy of Sciences.

EE

At the close of our 2010 meeting, Ambassador Suchocka paid eloquent
tribute to our dear colleague, Professor Krzysztof Skubiszewski who died
in The Hague on February 8, 2010, at the age of 84. A native of Poland,
Professor Skubiszewski was a renowned international law scholar whose
career encompassed distinguished public service both in Poland and at The
Hague. He was Poland’s Minister of Foreign Affairs in the period when our
colleague Suchocka was Prime Minister, and later became the President of
the Iran-US International Claims Tribunal. He was appointed a Member of
the Academy in 2002 by Pope John Paul II. We will sorely miss his valuable
contributions to our work and his dignified presence at our meetings.

* ok %

Finally, it is with great pleasure that I record here the appointment by
Pope Benedict XVI of two new members to the Academy, Professor Russell
Hittinger and Professor Janne Matlary, both of whom are well-known to the
members for their past contributions to our work. We look forward to
many years of fruitful collaboration with them.



INTRODUCTION TO THE SUBJECT
AND GOALS OF THE MEETING

JOSE T. RAGA

It was not difficult to imagine the theme to which the Plenary Session of
the Academy would be devoted in 2010. Three years of severe economic cri-
sis, not to mention the preamble of same, and an enlightening document by
H.H. Benedict XVI, the ‘Encyclical letter Caritas in veritate’ proclaimed on 29
June 2009, in which we find an abundance of moral principles on human
behaviour, and also on economic matters, gave reason to believe that the
Plenary Session which starts today and indeed the Pontifical Academy of
Social Sciences would avail itself of the opportunity to reflect on events that
have been with us since the beginning of the economic turbulence. These cir-
cumstances are still alive and continue to affect people, families, nations
and, in general, the world in its most global dimension.

This led the Council of the Academy to propose a year ago that this
Plenary Session examine the present crisis in terms of economic and social
implications and, above all, with respect to moral principles, involving peo-
ple and institutions, in both private and public sectors, who through their
behaviour participate as active or passive subjects in the gestation of the
crisis and, in any case, are affected by its consequences.

Once again, in the same way that occurred at the end of the nineteen
twenties, albeit with great differences, the economic agents and those
responsible, both then and now, for defining the lines of economic policy,
not only preferred to disregard the imbalances being produced in the world
economy, but decided to feed them to the very last minute by means of gen-
erous funding, with few limits, thereby accelerating an exaggerated growth
for the approval of politicians by their electorates. This distorted growth, of
necessity, was destined to give rise to an equally distorted recession with
profound effects on the economic-financial system and on social cohesion
itself. Today this obliges consideration of the responsibility of all agents in
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the crisis, as an economic and social phenomenon and, something that is
more far-reaching, a reconsideration of the values underlying the behaviour
of the subjects that caused their action to have such damaging results for
humanity as a whole.

It is true and cannot be forgotten that, for better or for worse, we have
created a model of economic relations that acts within a global framework.
However, let there be no confusion: this model is no more than an instru-
ment for the achievement of an objective and, as the Holy Father said,
instruments ‘...can be used badly when those at the helm are motivated by
purely selfish ends. Instruments that are good in themselves can thereby be
transformed into harmful ones. But it is man’s darkened reason that pro-
duces these consequences, not the instrument per se. Therefore it is not the
instrument that must be called to account, but individuals, their moral con-
science and their personal and social responsibility’.!

But the fact cannot be avoided that while globalisation affords the
opportunity of quickly transmitting from one country to another or from
one continent to the remotest neighbour the favourable effects of an initia-
tive carried out at distances unthinkable in past times, it also transmits the
adverse effects of a decision taken in a particular part of the world with the
same swiftness and geographic scope.

Benedict XVI, speaking on globalisation, states categorically that:
‘Originating within economically developed countries, this process by its
nature has spread to include all economies. It has been the principal driving
force behind the emergence from underdevelopment of whole regions, and
in itself it represents a great opportunity. Nevertheless, without the guid-
ance of charity in truth, this global force could cause unprecedented dam-
age and create new divisions within the human family’.2

At least, the relative disappearance of the barriers which isolated sov-
ereign nations has increased interdependence amongst peoples and
nations and has favoured and quickened communication. It is also fair to
say that it has tackled necessity by developing conscientious solidarity. At
the same time, this disappearance of barriers has transformed nations
into elements incapable of protecting themselves and acting with efficien-
cy to combat the unwanted effects that might be produced from another
environment, be it far or near.

! Benedict XVI, Encyclical letter Caritas in veritate, Rome 29.06.2009, n. 36.
2 Benedict XVI, Encyclical letter Caritas in veritate, Rome 29.06.2009, n. 33.



24 JOSE T. RAGA

Hence, it can be stated that, in a global world, it is nigh on inconceiv-
able to have a crisis whose effects are only felt in one nation, in one eco-
nomic sector or in one social segment. Euphoria and depression are trans-
mitted today at an extraordinary speed thanks to modern information and
communications technologies and also due to the absence of protective bar-
riers in the economies and societies of the different countries. In this way,
the crisis has manifested itself in our global world in the form of a contrac-
tion in the growth rates for gross domestic product, which have even
reached the point of being negative,® a worrying, and in some countries,
alarming increase in unemployment,* accompanied by a lack of confidence
amongst the economic agents in the financial sector and a general feeling
of the incapability of the public sector to implement in a timely way the
necessary stabilisers that might soften the economic cycle and thus limit
the intensity of the crisis and its effects.

To add to all this, the crisis has not had a lesser effect on individuals and
families. A sense of confusion and disorientation is to be appreciated in
those who suffer it in the cruellest way and in those who do not form part
of this group. This feeling is heightened when a consensus of attitudes is

3 Compared to positive growth rates in worldwide Gross Domestic Product of 5.17%
in 2007, the figure fell to 3.00% in 2008 and to the negative rate of -1.06 in 2009. In the
advanced economies, growth of 3.00% in 2006 fell to 2.72% in 2007, 0.56% in 2008 and a
negative figure of -3.43% in 2009. The figure was -4.19% in the Euro Zone for the latter
year. Similarly, the G-7, with an average growth of 2.59% in 2006, saw the rate fall to 2.23%
in 2007, 0.27% in 2008 and to a negative figure of -3.63% in 2009. The recently industri-
alised Asian countries saw their growth rates drop from 5.68% in 2007 to 1.52% in 2008
and to a negative rate of -2.43% in 2009. The emerging and developing economies suffered
a significant deterioration, though negative growth rates were not registered. In these
economies, growth fell from 8.31% in 2007 to 5.99% in 2008 and 1.70% in 2009; a trend
similar to that experienced by Africa and Sub-Saharan Africa. A particularly heavy burden
has been borne by Central and Eastern European economies in 2009, with a negative
growth rate of -5.04% and also by the economies of the Commonwealth of Independent
States with a contraction of -6.73%. Also of note is that the developing Asian countries
have experienced least recession , with growth rates of 10.59% in 2007, which fell to 7.58%
in 2008 and 6.20% in 2009. [Vide www.imf.org].

4 Unemployment rates in the advanced economies went from 5.39% in 2007 to 8.20%
in 2009. Amongst these, the G-7 countries show similar figures with unemployment going
from 5.45% in 2007 to 8.24% in 2009. The Euro Zone shows the highest increase in unem-
ployment rates, going from 7.50% in 2007 to 9.90% in 2009. Once again, the available data
indicates that the recently industrialised Asian countries have had the lowest increase in
unemployment rates, with the figure rising from 3.42% in 2007 to 4.55% in 2009. [Vide
www.imf.org].
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not perceived on the part of those responsible for economic policy at
national and international levels. At times there are affirmations that the
crisis is the consequence of a free market without restrictions and without
intervention. At the same time, there is reflection on the determining role
played by the financial sector in the intensity of the crisis, a sector which,
it has to be acknowledged, is perhaps the most regulated of all, with specific
bodies for regulatory control and enforcement of strict compliance.

The impression is of man wandering from place to place in search of an
answer to his worries. Uneasiness in an accelerated and sterile search for
technical solutions to his anguish adds to the depression which invades him
personally and also invades all members of the family. Tt is true that all
human action, according to Mises, can be considered economic action, inso-
far as the subject carries out this action for the purpose of improving the cur-
rent situation, in a framework of uncertainty, in which foresight is brought
to bear though it may be erroneous. In the words of the Austrian economist,
‘Acting man is eager to substitute a more satisfactory state of affairs for a less
satisfactory. His mind imagines conditions which suit him better, and his
action aims at bringing about this desired state. The incentive that impels a
man to act is always some uneasiness’. It is no less certain, if we take
Benedict XVI, that: ‘...economic activity...is always concerned with man and
his needs. Locating resources, financing, production, consumption and all
the other phases in the economic cycle inevitably have moral implications.
Thus every economic decision has a moral consequence....* From here, it
would be easy to infer that in all probability the technical solution to the cri-
sis will not be isolated from a human solution, from a vision of man and his
mission, from a communal responsibility of the entire human family which
is today, as could not be otherwise, a global family.

In the words of Benedict XVI, “...the crisis, its solutions, and any new
development that the future may bring...require new efforts of holistic
understanding and a new humanistic synthesis. The complexity and gravity
of the present economic situation rightly cause us concern, but we must
adopt a realistic attitude as we take up with confidence and hope the new
responsibilities to which we are called by the prospect of a world in need of
profound cultural renewal, a world that needs to rediscover fundamental

> Ludwig von Mises Human Action. A Treatise on Economics. William Hodge and
Company Limited. London/Edinburgh/Glasgow 1949; p. 13.
6 Benedict XVI, Encyclical letter Caritas in veritate, Rome 29.06.2009, n. 37.
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values on which to build a better future. The current crisis obliges us to re-
plan our journey, to set ourselves new rules and to discover new forms of
commitment, to build on positive experiences and to reject negative ones.
The crisis thus becomes an opportunity for discernment, in which to shape a
new vision for the future. In this spirit, with confidence rather than resigna-
tion, it is appropriate to address the difficulties of the present time’.”

The text of Benedict XVI awakens in the scientific world, in the inter-
disciplinary context that is to be perceived in all crises, the restlessness in
the search for causes which almost certainly will not be found in a restrict-
ed, mono-disciplinary scenario, but on the contrary will manifest them-
selves as a series of co-causes ranging from the strictly technical to the most
intimately human and linked to the values which preside over the actions
of men in a community desired to be ordered and just. On this occasion, to
discern and plan a new way of life for citizens, something which has led the
Pontifical Academy of Social Sciences to undertake a profound study of the
current crisis. This study has a wide vision, which seeks to contemplate the
technical-economic aspects along with the social, educational and moral
aspects, so that the commitment to man helps us see, with clarity and hope,
the moment of despair being experienced by a large portion of the world
population, in a manner more confident than resigned, as the pontifical text
so succinctly expresses it.

A commitment to humanity present in the Church since the beginning
of time. John XXIII stated clearly both the tasks of a spiritual order and
those of a material order which, with respect to man, constitute the mission
of the Church. In his words, ‘Hence, though the Church’s first care must be
for souls, how she can sanctify them and make them share in the gifts of
heaven, she concerns herself too with the exigencies of man’s daily life, with
his livelihood and education, and his general, temporal welfare and pros-
perity”® Paul VI, ten years later, would state that ‘The Church...travels for-
ward with humanity and shares its lot in the setting of history’.’

THE ORGANISATION OF THE PLENARY SESSION

The XVI Plenary Session of the Pontifical Academy of Social Sciences, to
take place between April 30 and May 4 2010 in order to address the topic of

7 Benedict XVI, Encyclical letter Caritas in veritate, Rome 29.06.2009, n. 21.
8 John XXIII, Encyclical letter Mater et magistra, Rome 15.05.1961, n. 3.
9 Paul VI, Apostolic letter Octogesima adveniens, Vatican 14.05.1971, n. 1.
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‘The Crisis in a Global Economy’, will bring together scientific contributions
from forty-two expert professors, either in the form of speakers or commen-
tators. All are specialists in the different areas encompassed by the theme of
the study. I would like to acknowledge publicly here what a privilege it is for
the Academy to be in a position to avail itself of such contributions. At the
same time, I would like to express my gratitude for the goodwill shown by all
with respect to assuming responsibility for their presence and also for their
contribution. I would also like to express my gratitude to the Council of the
Academy for their confidence in entrusting me with the organisation of this
Plenary Session and to each of the persons of which its administrative struc-
ture is composed, under the management of its Chancellor, H.E. Mgr.
Marcelo Sanchez Sorondo, to whom I express particular gratitude for his
enormous help, without which this event would not have been possible.

The Session as a whole, and the themes to be presented in each of its sec-
tions, has been divided into three main thematic groups, with the presenta-
tions being distributed into each group. Following the Inauguration Session,
with the lesson by H.Em. Card. Peter Kodwo Appiah Turkson, the first group
will take place between April 30 and the beginning of May 1 — until 11.30 -
and will be entitled Where Do We Stand? The Impact of the Crisis on Persons
and Institutions. This will analyse the Crisis at this very moment in time. The
study will take into consideration both economic aspects strictu sensu, from
the perspective of economic theory and policy, as well as aspects correspon-
ding to society in the sense of the community of people. The former will nat-
urally include the economic effects of the crisis on people and on society as
a whole, with very special consideration being given to the developing coun-
tries, a cause of particular concern to the Church as well as to the Academy
and its members. A reference present throughout the tradition of what today
constitutes the corpus of the Social Doctrine of the Church is repeated. John
Paul II tells us that: ‘Church’s love for the poor, which is essential for her and
a part of her constant tradition, impels her to give attention to a world in
which poverty is threatening to assume massive proportions in spite of tech-
nological and economic progress’.'®

Along with economic aspects in the strict sense, the human and social
areas will concentrate on the moral principles that guide the behaviour of
people and which, perhaps because they have been forgotten, have offered
wide scope to the gestation of the ‘crisis’ phenomenon and its conse-

19 John Paul II, Encyclical letter Centesinus annus, Rome 01.05.1991, n. 57.
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quences. This consideration leads us to the view that a community without
values for co-existence is a disintegrated group of men and women which,
because it lacks the bonds of belonging, also lacks the awareness of inter-
dependence, making the existence of a community impossible because
there is nothing in common. In essence, the inexistence of a civil society
with responsibility or solidarity manifests itself as the most significant
shortcoming. The operative model is that of the State on the one hand, as
an organic superstructure holding power, and on the other hand, that of the
individuals, individual persons without horizontal links to connect and
bring them close to the other members of the group.

The second thematic group, entitled How Did We Get to this Point? The
Decisive Contributing Factors, will occupy the study from 12.00 pm on May
1, until the end of the day. There will be an analysis of how the crisis situa-
tion was reached; what humanity has done and who in humanity developed
attitudes which led to the unfolding of the crisis. Furthermore, of concern
in the study of this process leading to the crisis will be whether the result
was one produced by destiny, without specific responsibility for deliberate-
ly adverse behaviour or if, on the contrary, the result was the logical conse-
quence of desires, actions and objectives which, fixed by certain individual
or collective agents for their exclusive benefit, were at the same time dam-
aging to the entire human family, sowing the seeds of chaos and despera-
tion in the people.

The initial perspective of the crisis does not permit the exclusion of any-
body from our consideration. In all or in a large number of the actors on
the economic stage, conduct may be found in which some responsibility for
the gestation of the crisis or the deepening of it might be perceived.
Therefore, the analysis of conduct and responsibilities is focused on all the
economic agents, without exception. This is true regardless of a possible
acknowledgement that, though the specific conduct might have played a
part in the unfolding of the economic chaos, the level of responsibility can
be differentiated in accordance with the influence the conduct might have
had on the result and, above all, the objectives behind such conduct.

Therefore, in this second group of presentations, a study will be made of
the actions and decisions of people and families, both as demanders of goods
and services, as well as suppliers of work, a qualified resource for the produc-
tive system. Naturally, when we speak of the demand for goods, we include
both consumer goods, investment goods and consumer durable goods.

Along with people and families, the decisions of the business sector are
of significance, insofar as its perception of market needs is translated to the
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economic sector, accelerating or slowing down economic activity accord-
ingly. It is clear that behaviour can exacerbate the imbalances of the system
and there is prima facie evidence to suggest that something along these lines
may have occurred. The assessment is quite different if the adverse busi-
ness behaviour is due to erroneous perception, something to which nobody
is immune, or if, on the contrary, the business community, lured by imme-
diate or short-term profit, opted for a course of action damaging to the
community and the economic system itself, although the business commu-
nity is itself among the victims. Naturally we are speaking of the responsi-
bility or irresponsibility of the agents in their economic activity.

The role of the financial sector in the current crisis is deserving of special
consideration, precisely due to its activity in the creation of means of pay-
ment and financing which, in some way, may have served to feed the crisis
situation, accentuating its effects, with more damaging results for the sector
itself than those that would have been produced by a recession in the real
sector of the economy. The greatest damage to the financial sector has man-
ifested itself in the lack of confidence that has arisen in the sector itself and
in its institutions, to the point of halting its functioning at a global level.

The issuing of securities — derivatives — of great opaqueness, and their
universal distribution through the financial markets, has led to the bank-
rupting of the system and that of the families and companies who had
placed their trust and their savings in that system. And, along with the
financial sector, an analysis must be made of all the institutions whose pur-
pose is precisely that of endowing the money market and its instruments
with the guarantee that facilitates the necessary confidence, when goods
and services of little transparency are being sold on the market. We are nat-
urally referring to the regulators, to those whose mission it is to control the
efficiency of the regulation, to those who through their judgements and
opinions underwrite the public faith in the financial state of entities, com-
panies and institutions — accounting and managing auditors — and also
those who publicly certify the solvency of the entities that issue securities,
both fixed and variable yield - rating agencies — for the information and
confidence of those who operate in the financial market.

It is obvious that all the behaviour of those to whom we are referring
may have been erroneous at a given moment in time and that such error
might have damaging effects on the economy of the global nation. However,
it is no less true that along with the risk of error, decisions may have been
affected by the blindness produced by the immediate profit of a few to the
detriment of humanity as a whole. Furthermore, it may be the case that if
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such blindness existed, it may have changed the basic postulates and very
functioning of the financial sector and indeed financing itself. A function
which is none other than to serve the development of the real economy: a
function which in specific terms is the placing in the market of the means
of payment necessary, and only those necessary, to allow the real economy
to operate speedily and with stable prices.

This function is lost when the financial economy becomes the centre of
itself, detached from the needs of the real economy and acting as a con-
straint on its very development. Benedict XVI warned that ‘... Finance, there-
fore — through the renewed structures and operating methods that have to
be designed after its misuse, which wreaked such havoc on the real econo-
my — now needs to go back to being an instrument directed towards
improved wealth creation and development. Insofar as they are instruments,
the entire economy and finance, not just certain sectors, must be used in an
ethical way so as to create suitable conditions for human development and
for the development of peoples... Financiers must rediscover the genuinely
ethical foundation of their activity, so as not to abuse the sophisticated
instruments which can serve to betray the interests of savers. Right inten-
tion, transparency, and the search for positive results are mutually compat-
ible and must never be detached from one another’.!" A call which is a good
gateway for reflection.

Reflection is also demanded of the public sector in that its performance
in tackling the crisis, at times motivated by electoral objectives or yielding
to the pressure of economic, political or social lobbies, endangers the struc-
ture and commitments of the welfare state itself, with more serious conse-
quences for the less well off, whilst also tainting the nobility of the exercis-
ing of political action for the common good. The good of man, of all
mankind and all men. For this reason, in this thematic group, special
emphasis is given to the consideration of developing countries, that is to
say, poor countries.

Finally, the third group of presentations, entitled How Do We ‘Re-plan
the Journey’?, seeks the way out of the present situation, both from a tech-
nical perspective and the perspective of the moral principles that influ-
ence the conduct of individual subjects, and both with respect to the per-
sonal private dimension and the public or institutional dimension. This
will take place during 3 and 4 May. The objective is to judge, by means of

1 Benedict XVI, Encyclical letter Caritas in veritate, Rome 29.06.2009, n. 65.
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prior analysis, the modification of behavioural structures and norms that
has led to the current state of economic crisis, which has hit systems,
nations and peoples with extreme burden. It is natural that the Academy,
and also the world population suffering the effects of crisis, should ask
about the constraints on economic activity — the regulatory framework —,
about the efficiency of the measures and, ultimately, about the public
authority itself, as guarantor of the functioning of a system, on the one
hand in terms of compliance with regulation and, on the other hand, with
respect to the fact that in its free dimension, the market can only operate
in an ordered and just world.

Therefore, in this section, we question ourselves with respect to the
scope of a correct regulation for the achievement of the desired objectives.
That is to say, what type of regulation is needed to guarantee the functioning
of the system and, at the same time, to protect it from the possible abuses of
those agents operating within it. What are the moral principles that should
preside over the behaviour of individuals and families as decision makers in
the consumption units and what are the principles that should govern those
persons in charge of the production units, i.e., business people.

Never before has there been so much talk of the ethics of behaviour and
it would seem that never have we been further from those ethical principles
that lend nobility to the conduct of a community and those who make it up.
There is incessant talk of fair prices, of fair trade, of ethical funds, of ethical
loans, but, on the other hand, we cannot but ask ourselves, in view of recent
events, about the concept of ethics we are taking as a reference. Benedict
XVI has outlined it thus: ‘...Today we hear much talk of ethics in the world
of economy, finance and business. Research centres and seminars in busi-
ness ethics are on the rise; the system of ethical certification is spreading
throughout the developed world as part of the movement of ideas associat-
ed with the responsibilities of business towards society. Banks are propos-
ing “ethical” accounts and investment funds. “Ethical financing” is being
developed, especially through micro-credit and, more generally, micro-
finance... Their positive effects are also being felt in the less developed areas
of the world. It would be advisable, however, to develop a sound criterion
of discernment, since the adjective “ethical” can be abused. When the word
is used generically, it can lend itself to any number of interpretations, even
to the point where it includes decisions and choices contrary to justice and
authentic human welfare’.2

12 Benedict XVI, Encyclical letter Caritas in veritate, Rome 29.06.2009, n. 45.
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In this matter, as in so many others, the developing countries have a
voice that must be heard with special attention and with the vocation to
respond. A response that is demanded of individual persons but also of the
public authorities. The world has changed substantially. In the age of glob-
alisation, the effects of action in one territory determined by a jurisdiction
is felt in the rest of man’s domains and jurisdictional States. It is difficult to
accept from the outset that a model of the sovereign State, designed to exer-
cise its authority over a defined area protected by boundaries, continues to
be valid in an era in which such protection does not exist and in which
effects are transmitted with such extraordinary speed from one part of the
globe to another.

The authority to govern the global world will surely demand the type of
profiles that are not to be found in those who have been governing the world
with borders. Is a world authority possible? Might it be possible to constitute
a world authority and thereby make the family of nations a reality?'3

In this group of matters, we shall also benefit from the presence of out-
standing and significant actors in the real world of the economy. These will
be divided into three discussion panels; one devoted to the financial sector
and the other two to the real sector, which will enable first-hand knowledge
of the intricacies of decision-making, its most significant parameters,
including education, and the risks it confronts in an uncertain world, such
is the world of the economy and economic decisions.

I would like to think that at the end of the fourth of May, when we have
concluded the Sixteenth Plenary Session, we will all have become enriched
with a knowledge of the facts, the opinions, the constraints, and the possi-
ble roads to the solution of a phenomenon, the Crisis in the Global
Economy, which has greeted us at the beginning of the twenty-first century
and has perturbed humanity as a whole.

13 Vide Benedict XVI, Encyclical letter Caritas in veritate, Rome 29.06.2009, n. 67.
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THE SOCIAL DOCTRINE OF BENEDICT XVI
IN CARITAS IN VERITATE

PETER KODWO APPIAH TURKSON

INTRODUCTION

It has been my pleasure to participate in this five-day Conference of the
Pontifical Academy of Social Sciences; and I am grateful to Cardinal Bertone,
whose inability to be here with you has given me this enviable opportunity to
address you and to share some thoughts with you on the great social teach-
ing, Caritas in Veritate, of our Holy Father: Pope Benedict XVI.

This Pontifical Academy, as I have been told, is the ‘think tank’ of the
Pontifical Council for Justice and Peace, to which I belong; and I hope that
this occasion will mark a new strengthening of the already close coopera-
tion between this Pontifical Academy and the Pontifical Council for Justice
and Peace, as the two Pontifical bodies help the Holy Father in his leader-
ship of the Church and in his dual mission of Shepherd and Teacher.

Clearly, recent global events awaken us to the importance of a sustained
Christian reflection on the nature and goal of human development and eco-
nomic life, both within our own society and in other parts of the world. It
is in this context that Pope Benedict XVI, keenly aware of the dynamics of
globalization and its impact on the human family, issued his third and
greatly anticipated' Encyclical Letter Caritas in Veritate.

Here in the next few days, the distinguished members of this Academy
will engage in learned discussions on some key elements of the Church’s

! The reception of the encyclical has been great. It is a document that appears to have
something for everybody to identify with. Within thirty (30) days of its publication, Vati-
can Radio counted about 4,300 articles on the encyclical in English, French, Italian, Span-
ish and Portuguese on the web. The Meltwater Group, extending its survey to other lan-
guages, counted 6,000 articles on the encyclical (cfr. Gianpaolo Salvini S.J., Enciclica Ca-
ritas in Veritate, in La Civilta Cattolica, (#3822, 19 Sept. 2009), 458.
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social doctrine, especially as this encyclical letter, Caritas in Veritate, articu-
lates it. You will articulate, in your turn, not only the challenges that we face
as a human family, but also the hope offered by a more fulsome integration
of sound Christian, and indeed human, principles capable of guiding human-
ity toward a better future. You will thus seek to wrestle with and respond to
Caritas in Veritate, and its identification of the twin call of love and truth upon
our lives as citizens, professors, researchers, opinion-makers, entrepreneurs,
and, most fundamentally, as followers of Christ and subjects of reason.

Allow me now to make only a few observations, namely, on the encycli-
cal as a Social Teaching, its papal authorship, its appeal to faith and reason,
some of its main themes and some of its striking features, which may help
our regard of the encyclical and stimulate some more study of it in our days
together and hereafter.

CARITAS IN VERITATE, A PAPAL TEACHING AND A TEACHING POPE

A Papal Teaching

Announced in 2007, on the occasion of the 40th anniversary of the
encyclical letter Populorum Progressio of Pope Paul VI (1967) and the 20th
anniversary of the encyclical letter Sollicitudo Rei Socialis of Pope John
Paul II (1987), Caritas in Veritate was originally intended to celebrate the
memory of these two encyclicals, especially for their treatment of the ques-
tion of development. Caritas in Veritate originally intended to take up the
issue of development in the new and changed situation of a globalized world.
What was once a simple social issue in the days of Pope Paul VI and Pope
John Paul II has now become a global issue. The incidence of the econom-
ic crisis of 2008-2009 invited the Pope to treat the issue and the ethics of
economics in the context of human development in greater details. This
delayed the completion of the encyclical letter somewhat; but on 29th June
2009 (feast of Sts. Peter and Paul), the Pope signed the new social encycli-
cal and promulgated it on 7th July 2009 (month of St. Benedict), just before
the meeting of the G-8 in L’Aquila, Italy.

Caritas in Veritate is a social encyclical like very many others before it,
beginning with Pope Leo XIII's Rerum Novarum (1891).2 In it the insights of

2 Counting the letter of the Sacred Congregation of the Council to Msgr. Liénart, Bish-
op of Lille, on 5 June 1929, two documents of Vatican Council II: Gaudium et Spes and
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theology, philosophy, economics, ecology and politics have been harnessed
coherently to formulate a social teaching? that places the human person (his
total and integral development) at the centre of all world systems of thought
and activity. The human person (his salvation) was at the centre of the mis-
sion and ministry of Jesus Christ: as the revelation of the love of the Father
(Un 3:16) and the truth of man’s creation in God's image and of his transcen-
dent vocation to holiness and to happiness with God. This is the setting of the
two concepts: love and truth, which drive the encyclical. Love and truth do
not only lie at the heart of the mission and ministry of Jesus; they also cor-
respond to and describe the essential character of the life of the human per-
son on earth, namely, as a gift and love of God to become gift and love too.
In specifying love and truth as the premise and scope of human develop-
ment, the encyclical may appear to be idealistic; but ‘this is a method the
Social Teachings of the Church constantly follow, namely: to take the high
road, not to distance us from reality, but to draw our attention to the essen-
tial point. It is then up to individuals, in their countries, in their profession,
in their personal life, to follow through with concrete practice’.* This dynam-

Dignitatis Humanae, the second half of the encyclical letter, Deus Caritas Est, and the
Instruction Dignitas Personae, on certain bioethical questions, from the Congregation for
the Doctrine of the Faith (8 Dec. 2008), one may reckon with twenty two (22) official doc-
uments on the social teaching of the church (cfr. Le Discours social de I'Eglise Catholigue:
De Léon XIII a Benoit XVI, Bayard Montrouge 2009). On the various use of Encyclicals by
the Popes, Wikipaedia’s entry on the matter (Papal use of Encyclicals) is useful. While some
Popes have made use of Encyclicals to address issues of social concern, others have sim-
ply made use of addresses/speeches at Papal Audiences.

3 A true understanding of the nature of the Church’s Social Doctrine starts with the
faith experience of the ecclesial community itself. Following their response to God’s reve-
lation of his love and truth in Jesus, the Word-made-flesh, people are transformed, re-
socialized by the power of God’s word and love. This new social reality, the ecclesial com-
munity, celebrates and announces the love and truth of the Trinitarian life which sur-
rounds and embraces it (Caritas in Veritate, n. 54). From this experience, people become
subjects of love and of truth, subjects of new freedom and new way of thinking, called to
become instruments of grace and communion, spreading the Good News of God’s love and
weaving networks of love and of truth (CV, n. 5). This baptismal experience of life of the
ecclesial community does not close in on itself; but it interacts at every level with the
world. It is in living in Jesus, the Supreme Truth and Good, that the faithful discover anew
an appropriate order of goods, an authentic scale of values and a new set of ethical crite-
ria which honour the profound change which they seek to witness.

4 ‘C'est une méthode constant de la doctrine social de I'Eglise: prendre de la hauteur,
non pour nous éloigner de réel, mais pour nous rapprocher de I'essentiel. Ensuite, a cha-
cun, dans son pays, dans son métier, dans sa vie personnelle, d’en tirer les conséquences
pratiques’. (J.-Y. Naudet, Caritas in Veritate. La doctrine sociale de I'Eglise: ‘un unique
enseignement, ..., Annales de Vendée n. 5 [2009] 140).
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ic of charity received and given is what gives rise to the Church’s Social
Teaching, which is Caritas in Veritate in re sociali.’

Human society, the reference of the Church’s Social Teaching, has
changed over the years: from the misery of workers in the days after the
industrial revolution and the emergence of Marxism (Pope Leo XIII), the
crisis of 1929 (Pope Pius XI), decolonization and appearance of third-
worldism (Pope John XXIII and Pope Paul VI), the fall of the Berlin wall
and political changes in Eastern Europe (Pope John Paul II) to globaliza-
tion, under-development, financial, economic, moral and anthropological
crises® of Pope Benedict XVI. In these changing situations, the social
encyclicals of the Popes have fulfilled the need to actualize the same prin-
ciples of the Church’s Social Teaching. ‘The Church’s social doctrine illumi-
nates with an unchanging light the new problems that are constantly
emerging’.” From illuminating merely social problems and challenges in the
past, the Church’s social doctrine, in Caritas in Veritate, illuminates social,
global, economic, entrepreneurial, political, anthropological and ecological
problems and challenges of our world-society.

Thus Caritas in Veritate preserves the tradition of the Pope or Church
Councils, presided over by the Pope, offering teachings, which reflect the
prophetic and teaching office of the Pope and which are meant to guide the
Church’s living of the Gospel’s values and message in the world (social doc-
trine). In this sense, Pope Pius XII is believed to have held that Papal
Encyclicals, even when they are not ex cathedra, can nonetheless be suffi-
ciently authoritative to end theological debate on a particular question.?

A Teaching Pope

This long tradition of papal teaching does not only locate Caritas in Veri-
tate in the living stream of Church life and practice. It also roots the figure

5 Caritas in Veritate, n. 5.

¢ Cfr. ibid. n. 75.

7 Cfr. ibid. n. 12; Sollicitudo rei Socialis, n. 3.

8 ‘It is not to be thought that what is set down in Encyclical letters does not demand
assent in itself, because in this the Popes do not exercise the supreme power of their mag-
isterium...; usually what is forth and inculcated in Encyclical Letters, already pertains to
Catholic doctrine. But if the supreme Pontiffs in their acts, after due consideration, express
an opinion on a hitherto controversial matter, it is clear to all that this matter, according
to the mind and will of the same Pontiffs, cannot any longer be considered a question of
free discussion among theologians’ (Humani Generis, n. 20).
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of the teaching Pope equally deeply in the Church’s life and history; and the
significance of this may not be overlooked.

As the author of an encyclical, the Pope is a religious figure, constituted
pastor, leader, prophet etc., according to the faith of the Church, by Jesus
Christ, the Son of God and founder of the Church. Like the Apostle Peter; his
predecessor, whom he succeeds in the pastoral care of Christ’s sheep and
lambs (Jn 21:15-17), the Pope shares in Christ’s prayer for Peter: ‘T have
prayed for you that your faith may not fail; and you...strengthen your brothers’
(Lk 22:31-32). As the spiritual and pastoral leader of the Catholic Church, the
Pope is prayed for universally by the Church. No Eucharist is celebrated
without a prayer for the Pope; and he is himself a man of deep personal
prayer,’ who seeks God’s face and the mind of Christ (cfr. 1 Cor 2:16) in
prayer. Like the Church which he is made a pastor of by Jesus (Jn 21:16-17),
the Pope is, therefore, a figure in whom heaven and earth meet, and whose
mission is to form and inform the earthly with the heavenly. He is a figure
who represents an openness to the divine and the transcendent, and who
accordingly invites the world to a similar experience of openness to the tran-
scendent and the divine. His is a leadership that is exercised in the power of
the Spirit; and it is rooted in the long and ancient tradition of the exercise of
religious leadership in Scriptures and in the history of the Church. Thus, like
the prophets of old, the Pope cultivates an openness to God during which %is
ears are awakened’ (Is 50:4-5) to hear a saving message for humanity and the
world, and during which ‘the Lord gives (him) the tongue of a teacher to sus-
tain the weary with a word’ (Is 50:1). He can be resisted and rejected, perse-
cuted and disgraced, but for this, he is also given a flint face’ (cfr. Is 50:7,
Ezek 3:9) to teach ‘in and out of season’ (2 Tim 4:2).

This is not an apologia for the Pope. It is what Roman Catholics believe
about their leader and Pope who teaches them and all men and women of
good will in Caritas in Veritate, the encyclical under study.

THE ENCYCLICAL'S APPEAL TO FAITH AND REASON

Caritas in Veritate, like all the other social encyclicals, is addressed to
Catholics and non-Catholics: all men and women of good will. Recogniz-

° Cfr. E.g. The prayer life of Pope John Paul II in: Varcare la Soglia della Speranza,
Arnoldo Mondadori, Milano 1994, pp. 20-26.
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ing the pluriformity of confessions and mental postures (agnostics, athe-
ists, free thinkers etc.) in human society, the social encyclicals seek to
invite all the components of society to come together to develop a more
human and better society.

The two basic groups addressed, Catholics and non-Catholics (men and
women of good will), also explain the encyclical’s reference and appeal to
faith and reason: faith for those who believe in Christ, and reason for non-
believers. Thus the Pope reminds us that the Social Doctrine of the Church is
a ‘truth of faith and of reason’.'® Indeed, the dynamic of charity received and
given, which gives rise to Caritas in Veritate in re sociali is the proclamation
of the truth of Christ’s love in society; and it is rooted in truth: the truth of
faith and of reason.!! For, just as a person, on the order of nature, is led by the
light of reason to the discovery of natural law, to the understanding of rights
of people and to a reflection on social issues, so are Christians, as objects of
God’s love and on the order of grace, called upon to become subjects of char-
ity, pouring forth God’s charity and weaving networks of charity. So, the
underlying affirmation of social encyclicals addressing Catholics and men
and women of good will is the perfect compatibility between faith and rea-
son, even if faith always challenges reason to open up to transcendence.
Thus, though distinct in their cognitive characters and fields, faith and rea-
son still converge in Caritas in Veritate and in the other social encyclicals to
cast their prophetic regard on society, on its institutions and on its structures,
condemning ideologies and social systems which deny humanity its freedom
and dignity, and affirming those which promote the true nature of the human
person, for example, by supporting justice with the culture of love to estab-
lish a civilization of love and to uphold the primacy of ethics over and all
forms of manipulation of life, utilitarianism, economics and politics.

OBSERVATIONS ON SOME THEMES OF THE ENCYCLICAL

An Integral Model of Human Development

Caritas in Veritate proposes an integral model of human development in
the context of globalization, ‘the expansion of worldwide interdependence’,
and calls for a ‘person-centred and community-oriented process of integra-

10 Caritas in Veritate, n. 5.
1 Cfr. ibid.
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tion’. As has been aptly pointed out in these days, although globalization
has indeed lifted millions of people out of poverty, primarily by the integra-
tion of the economies of developing nations into international markets, the
unevenness of this integration leaves us deeply concerned about the fla-
grant disregard for human dignity, inequality, poverty, food insecurity,
unemployment, social exclusion, violations of religious freedom, and mate-
rialism that continue to ravage human communities, with destructive con-
sequences for the future of our planet and for our human family.'?

A key element of Caritas in Veritate, and one that Catholic social teach-
ing has consistently affirmed, is that economic life is not amoral or
autonomous per se. Business and economic institutions, including markets
themselves, must be marked by internal relations of solidarity and trust.
This means that profit, while a necessary means in economic life, cannot be
the exclusive end for truly human economic flourishing. Instead, as Pope
Benedict points out, the social enterprise, that is, business efforts, must
transcend the dichotomy of for-profit and not-for-profit, and pursue social
ends while covering costs and providing for investment.!* More broadly, the
Holy Father is urging business educators and practitioners to re-think who
must be included among corporate stakeholders and what the moral signif-
icance of investment is.'* Caritas in Veritate is not an economic policy paper
with the primary intention of advocating any particular institutional pro-
gram. In fact, the Pope goes to great lengths to stress from the beginning
that its central concern is not economic development per se, but ‘integral
human development’, or the understanding of true human progress as a
‘vocation’. For Benedict, a proper understanding of the challenges to our
moral development requires further and deeper reflection on the economy
and its goals, to be sure, but this is only a first step towards bringing about
a ‘profound cultural renewal’ that cannot fully be captured by the technical
language or categories of academic economics.'s

The Centrality of the Human Person, the Continuity of Catholic Social Doctrine

For Pope Benedict, the phenomenon of globalization, with its positive
and negative consequences, is not the result of blind and impersonal histor-

12 Cfr. Caritas in Veritate, n. 21.
13 Cfr. ibid., n. 21.

14 Cfr. ibid., n. 40.

15 Cfr. ibid., nos. 8,9.
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ical forces, but rather the organic outgrowth of our deep longing for spiri-
tual unity.'® While the family, and by extension the local community, are the
most natural stages for moral flourishing, we are ‘constitutionally oriented
towards “being more”,!” always striving to further approximate the image
of God in which we are made. This basic inclination towards transcendence
expresses itself in the technological inventiveness of our freedom as well as
is evidenced by our ceaseless attempts to conquer and control the forces of
nature by our own efforts. And yet, as the Holy Father points out, the ‘cul-
tural and moral crisis of man’, which comes about by ‘idealizing’ either eco-
nomic or technological progress as the ultimate human goals, leads to a
detachment of these goals from moral evaluation and responsibility. Both
of these idealizations produce the intoxicating sensation of our own self-
sufficient ‘autonom’, and a misguided notion of ‘absolute freedom’. Our
gravitational pull towards ‘being more’ should never be confused with the
possibility of ‘being anything’ or having everything.

Catholic reflection upon what it means to be authentically human in
history and culture goes back to the Fathers of the Church in the second
and third centuries. Throughout the course of history, the Church has nev-
er failed, in the words of Pope Leo XIII, to speak ‘the words that are hers’
with regard to questions concerning life in society. The proclamation of
Jesus Christ, the ‘Good News’ of salvation, love, justice and peace, is not
readily received in today’s world, which is devastated by wars, poverty and
injustices. For this very reason, people everywhere have a greater need than
ever of the Gospel: of the faith that saves, the hope that enlightens, of the
charity that loves.'® When the Bishops of Africa gathered in synod last Octo-
ber, they expressed the same need of their continent for Christ, saying: ‘We
are therefore committed to pursuing vigorously the proclamation of the
Gospel to the people of Africa, for “life in Christ is the first and principal
factor of development”, as Pope Benedict XVI says in Caritas in Veritate
(CV, 8). For a commitment to development comes from a change of heart,
and a change of heart comes from conversion to the Gospel’."

16 Cfr. ibid., n. 42.

17 Cfr. ibid., n. 18.

18 Cfr. Pontifical Council for Justice and Peace, Compendium of the Social Doctrine of
the Church (2004), XX-XxXV.

19 Message to the People of God on the occasion of the Second Special Assembly for Africa
of the Synod of Bishops (October 23, 2009) n. 15.
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It has often been said that the Church is an expert in humanity, and the
Church’s expertise is rooted in its active engagement in human affairs,
ceaselessly looking towards the ‘new heavens’ and the ‘new earth’ (2 Peter
3:13), which she indicates to every person, in order to help people live their
lives in the dimension of authentic meaning. Gloria Dei vivens homo: The
glory of God is man and woman alive! This sentiment is the reason why the
Church teaches, not only Catholics but people of good will everywhere,
about the things that truly matter in life. ‘Testimony to Christ’s charity,
through works of justice, peace and development, is part and parcel of
evangelization, because Jesus Christ, who loves us, is concerned with the
whole person. These important teachings form the basis for the missionary
aspect of the Church’s social doctrine, which is an essential element of
evangelization. The Church’s social doctrine proclaims and bears witness to
faith. It is an instrument and an indispensable setting for formation in
faith’.?0 In the context of faith, the social doctrine of the Church is an instru-
ment of evangelization, because it places the human person and society in
relationship with the light of the Gospel of Jesus Christ.?! In short, Catholic
social doctrine offers a sound approach to thinking about economic and
financial realities based on fundamental moral and spiritual principles that
speak to the truth of the human person and the centrality of the human
family in world affairs.?

The Concept of Moral Responsibility and the Need for Solidarity:

Preferential love for the poor is part of the most basic Christian tradi-
tion, dating from the practice and teaching of Christ (‘As you did to one of
the least of these my brethren, you did it to me’) [Mt 25:40].2 This has been
the central thread of the Christian tradition throughout history, expressed
visibly by charitable works and defence of the poor. It was pursued in the
institution of the Jubilee Year in the Old Testament, ‘so that there may be no
poor one in your midst’ (Dt 15:1-11; cfr. too, Lev 25); and it was the exem-
plary life of the early Christians, so that 1o one was in need’ (Acts 4:32-37).

But going beyond this duty of helping the poor, the principle of solidar-
ity reflects the broader conviction that the human person is necessarily a

20 Caritas in Veritate, n. 15.

21 Ibid. See also, nos. 63 and 64.
22 Cfr. Compendium, XX-XXV.

23 Cfr. Caritas in Veritate, n. 27.
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social being: what Africans would express as ‘sumus ergo sum’. Human
society does not exist by accident or by a chance coming together.2* This
conviction is at the heart of the many questions which the Church raises
about economic activity, and in particular in relation to the development of
the financial sector and the just distribution of power and wealth.? In this
respect, and in the light of our discussions in these days, it seems to me that
there are several related questions that will require ongoing reflection: (1)
the excessive concentration of power; (2) the inequality between countries;
(3) the distribution of economic resources which conflicts with the wider
requirements of the universal destination of earthly goods; and (4) the use
of resources by those who control them which does not take sufficient
account of the need for social justice:

(1) Pius XTI was the first to set out a critical interpretation concerning
the concentration of economic power. Listen to what he wrote 79 years ago
to those engaged in the financial sector: ‘In the first place, it is obvious that
not only is wealth concentrated in our times but an immense power and
despotic economic dictatorship is consolidated in the hands of a few, who
often are not owners but only the trustees and managing directors of invest-
ed funds which they administer according to their own arbitrary will and
pleasure’.¢ He went on to write that, ‘This power becomes particularly irre-
sistible when exercised by those who, because they hold and control mon-
ey, are able also to govern credit and determine its allotment, for that rea-
son supplying, so to speak, the lifeblood to the entire economic body, and
grasping, as it were, in their hands the very soul of production, so that no
one dare breathe against their will.?” While the style of the language may
be rather dated, it remains true that the Church is asking a universal ques-
tion concerning the concentration of power associated with financial devel-
opment which stems from its understanding of human solidarity; and can
we not hear a powerful echo here from the African synod, where its Mes-
sage made the appeal: ‘To the great powers of the world, we plead: treat
Africa with respect and dignity. Africa has been calling for a change in the
world economic order, with unjust structures piled heavily against her.
Recent turmoil in the financial world shows the need for a radical change

24 Cfr. ibid., n. 38.

25 Cfr. ibid., n. 24.

26 Pius XI, Encyclical Letter Quadragesimo Anno (1931), n. 105.
27 Ibid., n. 106.
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of rules. But it would be a tragedy if adjustments are made only in the inter-
est of the rich and again at the expense of the poor’.2

(2) Inequalities among countries must also be addressed squarely in
light of the need for solidarity in this context. In order to be just, the inter-
dependence between countries should give rise to new and broader expres-
sions of solidarity which respect the equal dignity of all peoples, rather than
lead to domination by the strongest, to national egoism, to inequalities and
injustices. The monetary and financial issue therefore commands attention
today in an urgent and new way.?

(3) The Church holds that there is a universal destination of earthly
goods, whereby the earth’s resources are provided for the use of all human
beings, so that their right to life can be respected in a way that provides for
both the dignity of the individual and for the needs of family life. This prin-
ciple, however, raises certain problems for the economist. In a market econ-
omy, financial intermediation has a major role in the allocation of
resources. The savings of some are used to finance the investment needs of
others, in the hope that the proper functioning of this financial circuit will
play its part in attaining an optimal economic growth. A serious question
lies at the heart of this financial strategy: Does this process lead towards the
effective implementation of the universal destination of earthly goods? The
answer to this question is not easy to discern, but it must nevertheless be
pondered, and often, when investment decisions are being made.*

(4) This leads to the fourth consideration in the context of the need for
solidarity. Since financial activity can involve important risks, it can lead to
very large profits for both individuals and companies. In this context, the
Church has usually restricted itself to pointing out in general terms some
basic principles to be followed and the need for each individual to exercise
his or her discernment. Yet, the individual must never lose sight of the fact
that even those resources he possesses belong not only to him but also to
the wider community. They should be used not only for his profit, but also
for that of others.*!

The enterprise of business education and business practice must always
be understood in conjunction with our moral responsibility, rooted in a

28 Message to the People of God on the occasion of the Second Special Assembly for Africa
of the Synod of Bishops (October 23, 2009) n. 32.

29 Cfr. Caritas in Veritate, n. 43.

30 Cfr. ibid., n. 42.

31 Cfr. Second Vatican Council, Gaudium et Spes, n. 69.
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recognition of that which limits us. In this regard, effective governance and
aid which provides support for development are needed in charting a path
towards more integral development. The challenge to ‘humanize’ or ‘civi-
lize’ globalization through the mechanism of business education and prac-
tice does not necessarily mean more government. It does, however, demand
better government — the rule of law, the development of strong institutions
of governance, the restoration of the balance between competing interests,
the eradication of corruption. Caritas in Veritate properly recognizes that
States are not to relinquish their duty to pursue justice and the common
good in the global economic order, but also that subsidiarity and solidarity
must be held in tandem. Ethical business practice demands fairer and freer
trade, and assisting the poor of the world to successfully integrate into a
flourishing global economy.

As we have discussed in this Conference, Pope Benedict is not so much
concerned with globalization as an economic phenomenon, but rather the
‘underlying anthropological and ethical spirit’ of the economic order, of
globalization, of the business world, and their ‘theological dimensions’.32
Indeed, this is what the Pope seems to mean when he contends that ‘every
economic decision has a moral consequence’.®® The question of business,
therefore, becomes a social and radically anthropological one: When it
comes to business, we are called to respect not only profit, but the moral
conditions of those who pursue it. If we engage in this effort, recognizing
our call to do the truth in love, we will authentically continue to respond to
the great commission to ‘make disciples of all the nations’.

SOME STRIKING FEATURES™ OF CARITAS IN VERITATE

The effort, as observed above, to address social, global, economic, finan-
cial, entrepreneurial, political, anthropological and ecological issues as they
impact on the human person and his total and integral development is cer-
tainly a striking feature of Caritas in Veritate. The challenging task of pre-
senting a synthetic vision of all the problems of human society, full of ten-

32 Caritas in Veritate, n. 42.

3 Ibid., n. 37.

34 Fr. Gianpaolo Salvini S.J. prefers to describe these striking features of the encycli-
cal as Le novita dell'enciclica [ LEnciclica Caritas in Veritate’, in La Civilta Cattolica, (#3822,
19 Sept. 2009), 469-470], and the ideas expressed here are taken from him.
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sions, contradictions, pitfalls, but also with positive signs of hope, in the
light of faith and in the light of natural ethics and reason is certainly new.

It is equally striking how benignly and pastorally sympathetic the
encyclical treats even those issues which are considered problematic,
unethical and unfavourable to humanity’s growth and development. There
is no demonization of economics, market, technology, globalization, trade
and other economic activities etc.: the structures and activities of man and
society which impact negatively on the dignity and vocation to develop-
ment of the person. There is rather a commendation for development,
entrepreneurship, market, technology etc., as expressions of the human
spirit and per se not evil. It is their abuse in the hands of sinful humanity
against humanity’s good that the encyclical cautions against.

It is also noteworthy how the encyclical enriches the deposit of the
Social Teaching of the Church with a series of notions and realities, hither-
to unknown in the Magisterium of the Church, such as, notions about
finance, voluntarism, ethics in economics (economia etica), reasonable use of
natural resources, responsible procreation, gratuitousness and the logic of gift
in economics (where until now the overriding concern has been profit-mak-
ing), etc. These are ideas which are gaining currency in discussions among
economists, believers and non-believers alike. The encyclical also invites
the State and Politics to promote economic freedom and imitative, and not
to suppress them. It calls for the recognition of the role of intermediate bod-
ies and groups, guided by a principle of fiscal subsidiarity, to give voice to
people in the determination of the life and conduct of the economy.

Another discernible thrust of the encyclical is the evangelization of rea-
son and of social, economic, financial, political and technological structures
with a view to making them more human and open to transcendence. The
appeal to the reality of the brotherhood of the human family, and the con-
sequent sense of solidarity and reciprocity aims at restoring hope to human-
ity’s sense of being a family.

CONCLUSION

In the final analysis, it is fundamentally the issue of the ultimate goals
of humanity which should underline the concern of governments, non-gov-
ernmental organizations, and individuals alike. Faced with the choices
involved in finance and in economics at every level, there can be no purely
financial and economic response. We must look higher!
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If, in the end, our goal is to reach ‘the integral development of man and
of all men’, according to Popes Paul VI, John Paul II, and now Benedict
XVI, the response to these challenges from a Christian standpoint must go
beyond the simple question of management, however efficient this may be.
Since social relations also have a spiritual dimension, the true response
must be both moral and spiritual. It must pass through a conversion imply-
ing renewed fidelity to the Gospel and an unshakeable determination to do
nothing which could undermine the divine calling of humanity.

At the end of the day, the encyclical Caritas in Veritate calls all and
sundry to the development of a serious sense of moral responsibility for
humanity, for its world, for its integrity (anthropology) and for its vocation.
Such a sense of responsibility can be developed only in the experience of
love, which comes from God and is destined to be the nature and attribute
of us all. Either as the nature and attribute of God or as an endowment of
the human person, love is true to its nature only when it is free. Only a free
being can love; and it is truth which makes one free. ‘The truth shall make
you free’ (Jn 8:32). Thus, ultimately, it is only in truth that one can love!

Thank you for your kind attention.
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GENERAL OVERVIEW OF THE MAGNITUDE
OF THE CRISIS. THE GLOBAL COMPONENTS’

JOSE T. RAGA

The rich world and the poor world, west and east, in essence the eco-
nomic universe at the beginning of the 21st century, has been hit by a cri-
sis for which it was not prepared. Its intensity and extent, as well as the
speed of transmission of its effects, has surprised humanity, and even those
who had been alerted of worrying symptoms in the area of economic activ-
ity, because the daily warnings of the markets — and the economic scenario
in general — did not serve to restrain the foreseen event, the extent of which
has been more accurately assessed ex post, than it could have been based
on the ex ante opinions. Perhaps the change of framework in economic rela-
tions at the beginning of this century converted a common phenomenon
into a hitherto unknown event.

It is true that crises are not exceptional events in the history of human-
ity and certainly not in the economic history of the same. After all, we are
all aware that economic activity unfolds with peaks and troughs, far from
the much sought after stability that we preach as the utopian objective of
any economic system. These changes — economic cycles — regardless of
their brusqueness, are the general rule and not the exception to economic
evolution in all nations and in all national economies. This being so, in

* T am very grateful to Prof. Jorg Guido Hiilsmann (University of Angers — France) for
his outstanding detailed written comment to an earlier version of this paper; gratefulness
I want to extend to Prof. Stefano Zamagni (University of Bologna - Italy), Prof. Vittorio
Hosle (University of Notre Dame — USA), Prof. Partha S. Dasgupta (University of Cam-
bridge — UK), Prof. Juan J. Llach (Austral University — Pilar, Argentina) and Prof. Michael
Novak (American Enterprise Institute — USA), for their most helpful discussions and ideas,
favouring the improvement of this contribution. Of course, any responsibility for errors
and misunderstandings is exclusively the author’s.
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principle, economic crises should not be unduly dramatized, since econom-
ic crises as such are no more than one stage of the four phases into which
an economic cycle is divided.

The attention to be given to the study of a particular crisis is determined
by its intensity or seriousness, whether due to its profound effect on a com-
munity, or even a sector or economic activity, or because its effects extend,
with even greater intensity, to a wider community, encompassing entire
regions or even the world economy. In this sense, the crisis — if one were to
position it in time, without attempting to identify its origin, one would have
to opt for the final quarter of 2007, when its existence could no longer be
ignored -, takes place in a new economic scenario that did not exist in oth-
er, even recent, times.

GLOBALISATION AND INTERDEPENDENCE

The scenario to which we refer is none other than that which we our-
selves have designed as a global world of economic relations — perhaps not
just economic —, of permeability of markets, cross-border fluidity and agili-
ty in the exchange of goods, services and financial resources — human
resources are still far from the global model —, essentially a world and mar-
kets that are open and without frontiers. This statement does not impede
acknowledgement of the culpability of the rich countries, designers of the
model, in the numerous restrictions that still exist, encouraging discrimina-
tory protectionism in the developed world, with the most detrimental
effects being felt in the poorest countries.

H.H. Benedict XVI reminds us of this in the following terms: ‘... in the
economic sphere, the principal form of assistance needed by developing
countries is that of allowing and encouraging the gradual penetration of
their products into international markets, thus making it possible for these
countries to participate fully in international economic life ... there are
those who fear the effects of competition through the importation of prod-
ucts — normally agricultural products — from economically poor countries.
Nevertheless, it should be remembered that for such countries, the possi-
bility of marketing their products is very often what guarantees their sur-
vival in both the short and long term’.!

! Benedict XVI, Encyclical letter Caritas in veritate, Rome 29.06.2009, n. 58.
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It is certainly the case that the phenomenon of globalisation is another
step in the historic aspiration of a humanity in search of markets; in some
cases goods markets and, in not a few cases, the attempt to find new
sources of supply in the resources markets. Through this broadening of
economic influence, there is also evidence in historiographic studies of the
influence also of cultures, habits, and procedures, which have gradually
been assimilated in human and community development itself. By way of
example, let us think of the legacy left by the Phoenicians in the culture of
Mediterranean countries, or the cultural flow arising from the silk routes
and the spice routes — between east and west — or the no less profound cul-
tural flow of the routes with the New World.

Without entering into the details that differentiate some events from oth-
ers, it is true that all have a common denominator: the desire to find a broad-
er economic horizon. And, in this sense, globalisation is nothing other than
the materialisation of this incessant search, in this case, at the end of the
20th century and the beginning of the 21st. Man has always used the most
appropriate means and techniques at his disposal to successfully negotiate
the path to the desired objective. Examples include: the boat to sail to his
destination; recently invented cartography to guide the convoy from origin
to destination; later came the steam engine and later still the internal com-
bustion engine or turbine, bridging geographic distances to facilitate a mar-
ket which would see a reduction in transportation costs for tangible goods,
thereby turning geographically distant markets into nearby ones.

Globalisation has also enjoyed a new tool, unavailable to markets in the
past. We refer to new information and communication technologies (ICT).
Thanks to the development of ICT, the development of semi-conductors,
fibre optics, broadband, etc., in the century which started a mere ten years
ago, the most remote markets imaginable are known and operated in and
decisions can be taken in real time. Both triangular and multilateral trans-
actions are possible and perfectly set up instantaneously by agents whose
place of residence is of no importance, affecting, for better or for worse,
national economies which, in the absence of protective barriers, become
mere atoms in a complex global world.

Therefore, in the current crisis, two initial characteristics can be appre-
ciated, characteristics of an accidental nature if one likes, characteristics
which I would like to highlight: on the one hand, the uniformity or, if one
prefers, the homogeneity of trends in economic development, despite the
extreme diversity of the different countries; on the other hand, the unusual
speed, one might almost speak of immediacy, in the production of effects,
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despite that diversity. A good example of this point can be seen in Figure 1
(p. 597), in which the interdependence is clearly visible in the great similar-
ity of the curves representing the evolution of gross domestic product in the
different national economies. John Paul IT had warned of this ‘... in a world
divided and beset by every type of conflict, the conviction is growing of a
radical interdependence and consequently of the need for a solidarity
which will take up interdependence and transfer it to the moral plane.
Today perhaps more than in the past, people are realizing that they are
linked together by a common destiny, which is to be constructed together,
if catastrophe for all is to be avoided’.?

We have chosen seven countries that are very significant in terms of
their economic importance, whilst also quite different as regards their eco-
nomic and political structure. The coincidence in the timing of trends in the
cycle occurs with the greatest exactitude — in my opinion as a consequence
of the interdependence of the global model -, this being the moment to
remember that, in contrast to the current situation, the Great Crisis of
1929-1930, which began in autumn of 1929 in the United States, did not
make its presence felt in Europe until the spring of 1930. Another matter is
the intensity of the effects, more related to economic, political and institu-
tional structure, which is of very diverse efficacy in the countries analysed.
Therefore, the graph clearly shows something that we have mentioned
before, that the evolution of the economies is far from stable, with evidence
of permanent imbalances that oblige those responsible for economic poli-
cy — governments and institutions — to resort to the game of stabilizers, with
very differing degrees of success from one country to another.

In Figure 2 (p. 597), we can see the different incidence of the crisis and
also the different efficacy of these anti-cyclical measures in the countries
considered. On looking at 2009, a year of negative growth rates for all the
countries, we can observe a great disparity in the figures, with a curve that
goes from (-2.3 %) France to (-5.3 %) Japan. It is significant however that
the 2010 recovery forecast for the two economies inverts the order of their
magnitude, with the Japanese economy moving into positive growth of (1.7
%), while the figure for the French economy is just (1.4 %). The situation
for Spain is different. Though the 2009 contraction was lower (-3.6 %), it
will continue in the recessive stage of the cycle in 2010 with a growth rate
of (-0.6 %) — some forecasts put it as low as (-1.0 %) —, and will have to wait
until 2010 for a possible recovery with a positive rate of (0.9 %).

2 John Paul II, Encyclical letter Sollicitudo rei socialis, Rome 30.12.1987, n. 26.
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There are diverse reasons for this disparity of effects of the measures each
national economy establishes to tackle the crisis and initiate the recovery
phase. As we have already mentioned, of significant importance in this analy-
sis is the economic structure itself and the strength of the institutions of each
nation. But of no less importance is the strength of governments when it comes
to making decisions that might be unpopular and above all, the priority given
by these governments to efficiency as opposed to the sustenance of a demagog-
ic ideology, bereft of realism in terms of the dealing with the problem.

In the light of all this, what remains on the table for detailed analysis
are the effects which might be expected of measures applied uniformly to
economies which have little in common. We refer to the economic policy
decisions for general application to a region — the European Union, for
instance — which is framed in a scenario of inequality. Or what amounts to
the same thing, that the problem can be approached in terms of whether it
is possible to have a partial loss of economic sovereignty whilst, at the same
time, maintaining the integrity of political sovereignty. There have been fre-
quent conflicts in the area of the monetary policy of the European Union
when a given measure — the raising of interest rates, for example — might
help to reduce inflationary tensions in countries suffering this problem,
whilst damaging investment and the growth rates of countries with price
stability and in a position to grow.

Every country and every economy is different from others. In addition,
every community is different in terms of values, customs, preferences,
objectives, resources, attitudes and capacities. Therefore, also different will
be the economic and social effects of any economic turbulence that might
occur in each community, just as the instruments and political decisions
put in place to deal with such turbulence must of necessity be very differ-
ent depending on the community. That said, it is impossible to ignore that
the interdependence, to which we have already referred, will condition the
results of such measures in the country in which they are applied, whilst at
the same time influencing the results of those implemented in countries of
the environment, an environment we envisage as global.

THE BEGINNING OF THE CRISIS: THE REAL SECTOR

I believe that it is not incorrect to say that the current crisis began in the
real sector of the economy — the production of goods and services -,
although, once the crisis had begun, the financial sector was to play an
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important role in its evolution. Furthermore, the real magnitudes we are
dealing with enable us to state that the remote cause is to be found in the
productive structure itself as can be deduced from the total productivity
data which, in index numbers referring to the European Union average for
the 27, are featured in Figure 3 (p. 598).

Except in the case of the United States, and to a much lesser extent
France, and for very different reasons Spain, all the countries considered
show decreasing productivity since 2005 and many of them since 2002.
Japan could be excluded from this diagnosis since, from the year 2005, its
evolution has been practically flat and furthermore at the lowest level of all
countries considered, being quantitatively similar to the average for the
European Union. Spain’s case is exceptional, not due to productivity gains
resulting from the technological enhancement of the production processes,
but rather owing to the elimination of the least productive labour input, in
processes maintained without improvement to capital equipment, thereby
increasing the volume and rate of unemployment.

It is clear that the evolution of the productivity indexes, an indication of
the strength or weakness of the productive sector, exerts consequences on
the progress of the productive economy and, therefore, on the economy of
the nation. More so when the agents of the real productive sector seem to
assume the decline in their efficiency as a situation without remedy or;, if
one prefers, they do not find the incentive to provide a remedy or they can-
not envisage market conditions that might enable them to contemplate a
more favourable scenario.

From here, it is not far to the logical outcome. The proof of this is to be
found in the contraction in the growth rates of the industrial production
indexes that feature in Figure 4 (p. 598), with 2005 as the base year. Despite
being positive for 2006, the growth is extraordinarily weak in practically all
the countries considered, with indices of (1.1) for France and Greece, (1.7)
for the United Kingdom, and (2.5) and (2.9) for the United States and Por-
tugal respectively. Germany stands out on the positive side with an index of
(5.6), this being most probably a consequence of the productivity growth in
this country from 2002 until 2005. To this growth in productivity, one must
naturally add the exportation capacity of its industrial production, with high
added value as regards its technological component.

This weakness in the industrial manufacturing sector was covered up
by the strength of the building sector, which operates with unskilled labour
and low salaries. Because it concealed the weakness of the industrial sec-
tor, the latter did not reach a point where it transmitted lack of confidence
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or insecurity to the consumption economies. The demand for domestic and
foreign goods continued to grow, creating real problems in the current
account of the balance of payments, which would require abundant
resources for its financing. Although it is true that domestic demand stim-
ulates domestic production, it is no less true that a large part of this
demand is aimed at foreign goods, thereby damaging the balance of goods
and services of the nation.

As we see from the data in Figure 5 (p. 599), only Germany and Japan
are free of deficit with the foreign sector in goods and services. The other
countries considered, amongst which Spain occupies a predominant posi-
tion, face a very high current account deficit, which will have serious effects
on their economies. The deficit is lower in France, but in Spain, as we men-
tioned, it is as high as 10% of gross domestic product, the highest of the
developed countries. There is an additional consideration that corroborates
the distance between the optimism of the demanders and the real status of
the national economy; this deficit of 10% was reached in 2007, when the
economic crisis was already visibly present and inexplicably, it stayed at
9.6% in 2008, when the process of economic adjustment should have begun
at least three years previously.

The year 2008 was a time in which the ingredients of the crisis, whose
magnitude in terms of extension and intensity has already been quantified,
became mixed with economic policy measures of a Keynesian nature. Such
measures tended towards maintaining the aggregate demand of the
economies and sustaining the financial sector as the intermediary in the
financing of economic activity: we shall go on to observe its difficulties.
This occurred to the extent that at a time of crisis caused by an oversupply
in the real sector, the stimulants to demand gave rise to price tensions, as
can be seen in Figure 6 (p. 599), with prices in Spain increasing by 4.1% in
2008, and in the other countries considered by over 3%. The exception is
Germany, where prices increased by 2.8 %.

Along with industrial manufacturing production, we consider in the
real sector, production in the construction industry. The latter, for better or
for worse, has qualities that distinguish it from the former, qualities which
give it a profile in its behaviour which, while not being independent from
the rest of the real sector, does have a certain autonomy within it. I refer to
the phenomenon of localisation.

Construction takes place in a place and at a given time; in addition to the
temporal factor present in all economic activities, the peculiarity which sep-
arates it from the other activities is the spatial factor. I am not saying that
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space is of no importance in the localisation of other economic activities, but
rather that in these other activities, space is a variable, with its different pos-
sibilities, that is taken into account to reach an economically rational and
efficient decision. Ultimately, the decision, in synthesis, contemplates the
greater or lesser cost effectiveness of transporting raw materials from their
origin to the place of transformation, or transporting finished good from the
production plant to the place in which the demander is located.

In contrast, in the construction sector, space is not merely an alterna-
tive in models or decisions. Space is a restrictive variable which depends on
the place in which it is supposed that the demander wishes to situate him-
self, be it permanently (permanent residence) or temporarily, even sporad-
ically (second homes in the broadest sense). In other words, construction,
in its physical aspect, is neither exported nor imported. Therefore, as a fin-
ished product, it does not compete in cross-border markets, a competition
which does exist however in productive resources for construction, whether
these be originating products — with the exception of land - or derivative or
intermediate products to be included as such in the final product in their
diverse forms.

This is why I have highlighted the autonomous, almost independent
character of the construction industry in terms of behaviour, to such a
degree that oversupply cannot be counterbalanced by timely exports. Nor
can unsatisfied demand be met by importing from foreign markets. There
is, therefore, nothing strange in the very erratic behaviour of the construc-
tion industry in the different countries considered, which is contemplated
over a seven-year period in Figure 7 (p. 600).

In the first years of analysis (2003-2005), when the crisis had not yet
made itself felt, the positive growth rates in the construction sector of some
countries contrasts with negative rates for other countries, indicating that
in the latter, the process of adjustment to eliminate oversupply in finished
construction had begun. Compare the negative rates of Germany, Greece,
Portugal and, to a lesser degree, France, with the positive rates for Italy, the
United Kingdom, and to a greater extent, Spain.

The amounts of the indexes, both positive and negative, are also sur-
prising in some cases. Such high positive and negative rates, frequently in
excess of 10% and in some cases 30%, would, in themselves, seem to be
almost inconceivable in the real sector. Let us remember that in the data
previously presented for industrial production, the growth rates did not
exceed 10% in any case, with the exception of Germany in 2007 and 2008,
and most frequently ranged from 1% to 5%. Therefore, the presence of such
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high positive and negative rates suggests that the adjustments occurred late
and that, where the rates are due to oversupply, there is a requirement for
the permissiveness of the financial sector in the provision of resources
capable of satisfying the financing needs produced by such oversupply.

Easy financing, as can be seen from the data of housing loans granted,
is presented in Figure 8 (p. 600). As opposed to Germany and Japan, with
very low growth rates — less than 2%, both positive and negative —, there are
others with incomprehensibly high rates; naturally those countries which
now have to face the greatest difficulties. Examples include countries such
as Greece and Spain, with annual growth of over 20% — Greece with growth
of even more than 30% — and to a lesser extent Italy, with rates of just under
that 20% mark.

There have been several reasons for this expansion in construction and
the consequent increase in household debt arising from house purchase.
Firstly, there is the objective of upsizing on the part of developers, leading
to the accumulation of land assets in the expectation of higher profits. Then
there is the concomitant interest of the public sector, both the State and
local Councils; the former due to the favourable effect — a very high income
multiplying effect in the construction sector — in the growth of gross domes-
tic product, which politically translates into the success of government
management, thereby guaranteeing future elections. The councils are inter-
ested in the development of the building sector due to the boost to the pub-
lic coffers arising from this, both in terms of permits for development and
taxes paid on property ownership and on the transmission of same.

Along with these two reasons, there is a third factor of a sociological
nature. We refer to the preference for home ownership over house rental
as a mark of family security and, in the Mediterranean countries, as a way
of ensuring the maintenance of the value of family assets, at least in mon-
etary terms. Since the Second World War, the experience of the market
value of a home, in monetary terms, has been one of permanent growth.
Therefore, families have always witnessed an increase in value and never
depreciation. This has further accentuated the very generalised feeling of
lack of fear of the debt entered into. This feeling is clearly perceptible
from the time of the constitution or implementation of the Euro as the
single currency of the European Monetary Union. Families see the Euro
as something that eliminates risks that were present in the past. The Euro
is the expression of a Union that makes us stronger and one in which risk
is distributed over a powerful economic community that is extensive in
terms of population volume.
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No less important is the loss of spiritual values in society. The gener-
alised triumph of materialism means that objects of a physical nature,
material objects that can be measured and weighed, objects that can be
expressed in monetary terms, have gone on to occupy the most important
place in the consideration of people. It was said by John Paul II that: ‘The
economy in fact is only one aspect and one dimension of the whole of
human activity. If economic life is absolutized, if the production and con-
sumption of goods become the centre of social life and society’s only value,
not subject to any other value, the reason is to be found not so much in the
economic system itself as in the fact that the entire socio-cultural system,
by ignoring the ethical and religious dimension, has been weakened, and
ends by limiting itself to the production of goods and services alone’.?

So much so, that we frequently find individuals and families distressed
by the terms of a debt produced for purely hedonistic reasons — to finance
pleasure trips, for example — or for materialistic reasons — attempting to
present a public image of wealth, the possession of cars, properties, second
homes for leisure, etc. — which oblige those entering into such debt and
their families to shun goods of a spiritual or immaterial order that permit
the growth of the ‘being’, though this might relegate to a secondary place
the importance of the ‘having’.

Along with all these reasons, it is necessary to add the final and perhaps
most significant factor, the cost of money. Low interest rates, and even low-
er rates for specific types of economic activity, boost the market, though it
should be pointed out that they disturb it by generating a fictitious market
which operates on bases that are unrelated to the real world. However, such
interest rates produce, in the short and medium term, favourable effects as
though the reality of the markets was guaranteed. The stimulus effect,
clearly visible in the willingness of families and company to enter into debt,
is unquestionable, even though such debt may be to their own detriment.

It seems elementary that if, as can be seen in Figure 9 (p. 601), interest
rates in real terms — interest rates less inflation rates — reach the point of being
negative, as was the case in Spain in 2005 and the United States in 2008, or if
they are very low - less than 1% -, it constitutes a stimulus for indebtedness
that becomes a reality if financial intermediaries fail to place obstacles or
establish restrictions on the granting of loans. We have experienced a period
— from 2005 to 2008 - of cheap and easy money. The Euro Zone has had to
wait until 2009 to see interest rates in real terms rise to above 3%.

3 John Paul II, Encyclical letter Centesimus annus, Rome 01.05.1991, n. 39.
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The year 2009 saw the loss of the capacity to hide the crisis or at least
reduce its effects through demand-side policies sustained by intervention of
the public sector in significant markets such as construction, cars, etc. This
led to a situation where all the employment maintained or created fictitious-
ly by means of incentives, aid or subsidies had to face reality in 2009, when
there was a dramatic increase in unemployment in all the countries consid-
ered, without exception, as can be observed in Figure 10 (p. 601). Unemploy-
ment which would deprive man of work ‘... to realize his humanity, to fulfil
the calling to be a person that is his by reason of his very humanity’.* Also
bearing in mind that, “‘Work constitutes a foundation for the formation of
family life, which is a natural right and something that man is called to’.?

Once again, Spain heads the unemployment table of the countries tak-
en into consideration and likewise occupies the same position if we consid-
er all the countries of the European Union, with an unemployment rate of
18.1% of the labour force. The least growth in unemployment was in Ger-
many, though it does not contradict the general trend. This would seem to
confirm that in this case, anti-cyclical policies have had a very short-term
and, above all, very transitory effect.

THE ROLE OF THE FINANCIAL SECTOR

Along with what has been said for the real sector of the economy, it must
be stated, without fear of error, that we are facing a global financial crisis
which has shaken the very foundations of the system and placed in doubt the
very function that it is called upon to fulfil in the modern economies.

The year 2007 showed that, in addition to the urgent need to move
towards the adjustment of markets for goods and services and, above all,
the construction and automotive industries, excesses had taken place in the
financial sector that gave rise to a general lack of liquidity and, also at
times, to a lack of solvency. The sector was attracted to the search for busi-
ness, for disproportional growth, often with very little economic rationali-
ty and this was facilitated by the market structure of oligopoly. This led the
agents to actions that were very distant from the prudence demanded, both
in the composition of the ordinary and everyday transactions of financial

4 John Paul II, Encyclical letter Laborem exercens, Rome 14.09.1981, n. 6.
5> John Paul II, Encyclical letter Laborem exercens, Rome 14.09.1981, n. 10.
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mediation and in those operations that might be considered more sporadic
and exceptional, such as the acquisition of enterprises. All this had the sin-
gle objective of increasing market share.

It is appropriate to remember that, ‘In the list of areas where the perni-
cious effects of sin are evident, the economy has been included for some
time now. We have a clear proof of this at the present time. The conviction
that man is self-sufficient and can successfully eliminate the evil present in
history by his own action alone has led him to confuse happiness and sal-
vation with immanent forms of material prosperity and social action. Then,
the conviction that the economy must be autonomous, that it must be
shielded from “influences” of a moral character, has led man to abuse the
economic process in a thoroughly destructive way’.®

If we previously mentioned that household economies had lost their
fear of debt and had entered into excessive debt, something similar might
be said of the financial institutions. Guided by the objective of rapid
growth, they have entered into excess debt, endangering their own solven-
cy, and possibly even worse, casting doubt on confidence in the system.
Confidence without which the financial system cannot survive, since confi-
dence, due to the very nature of the system, is its cornerstone.

It might be said that the financial system lost sight of its own mission
in the world economy. It must be remembered that the only objective of the
financial sector in the modern economy is to serve the real economy. Let us
consider that thanks to a solid and reliable financial system, the modern
economy is spared the need to look to a system of bartering goods for goods
in transactions, which would impose enormous restrictions on its scope.
On the contrary, it has at its disposal quick and varied means of payment
in accordance with the needs of each transaction. Its objective cannot be
any other, therefore, than providing the market with the means of payment
necessary, and only those necessary, to enable real economy transactions to
take place quickly within a framework of stable prices; operating also as the
link between those subjects whose excess of income over consumption
makes them savers and those whose wherewithal does not allow them to
invest in fixed assets and who therefore require external financing.

Each function has being replaced by very short term personal objectives
- immediate and rapid growth, albeit with high risk, and apparent profit to
increase the value of the institution on the stock market — not related to the

¢ Benedict XVI, Encyclical letter Caritas in veritate, Rome 29.06.2009, n. 34.
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proper functioning of the financial system, sacrificing its reliability and
endangering its long term survival and the confidence of clients and socie-
ty in general in the institutions.

For this reason, Benedict XVI said, ‘Finance, therefore — through the
renewed structures and operating methods that have to be designed after
its misuse, which wreaked such havoc on the real economy — now needs
to go back to being an instrument directed towards improved wealth cre-
ation and development. Insofar as they are instruments, the entire econo-
my and finance ... must be used in an ethical way so as to create suitable
conditions for human development and for the development of peoples ...
Financiers must rediscover the genuinely ethical foundation of their
activity, so as not to abuse the sophisticated instruments which can serve
to betray the interests of savers. Right intention, transparency, and the
search for positive results are mutually compatible and must never be
detached from one another’.”

In other words, the financial sector has abandoned the primary func-
tion of serving the real economy and has become transformed into the
centre of itself and into the artifice of a new world which is the product
of its very activity. And it is this anxiety for power and gain which has led
it to the lack of confidence without which it cannot survive. It should not
be forgotten that, in contrast to the real sector, which is characterised by
immediate transparency, even more so with respect to goods than servic-
es, the financial sector is a very opaque one that requires confidence as a
requisite without which it cannot function [terms such as financial, fidu-
ciary, etc. have a common origin in the Latin fiducia-ae, which means
nothing other than confidence].

The old prudence index of the financial system, which related the
resources of the financial institution — share capital plus reserves — with the
volume of loans it could grant, has been passed over and replaced by what
has become predominant, a more aggressive style of financial activity. A con-
sequence of this greater aggression is a result whereby, in Europe, with
large differences between some countries and others, the financial institu-
tions, on average, grant loans to a value of fifteen times the value of their
own resources. This indicates that at least fourteen times the value of their
resources were the product of entering into debt, be it with their own
clients, external credit institutions or central banks. And if we focus the

7 Benedict XVI, Encyclical letter Caritas in veritate, Rome 29.06.2009, n. 65.
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analysis on the United States, the average in that country of loans granted
by investment banks is twice that of Europe, meaning that loans the equiv-
alent of thirty times the value of own resources were granted.

A large portion of these loans were granted for the purchase of houses by
households; let us remember the data shown in Figure 8 (p. 600). Therefore,
they were long-term loans which were formally secured by a mortgage guar-
antee over the real estate property, meaning that the loan was guaranteed by
the value of the residence. This being the case, and if we placed this consid-
eration of the situation we are examining back a quarter of a century, before
so-called financial engineering, with its instruments and excesses, gained a
foothold, i.e., a period of prudence in the financial sector, there would be
nothing to object to in the granting of such loans by the system.

However, the situation in 2006, a date up to which the mortgage credit
had been growing constantly, though less in this year than in 2005 — a retrac-
tion which would continue in subsequent years — was very different from
one which would have enabled us to ensure solvency and confidence in the
financial system. Once again, the anxiety to capture market share by the
institution, the profit expected of it, the bonuses to directors for success in
the management of objectives set, and the personal objectives of said direc-
tors — rapid personal capitalisation and subsequent searching of the market
for another better opportunity; i.e., the quick in quick out principle to be
detected in the attitude of the mercenary — converted these credit operations,
which gave the impression of being guaranteed, into high-risk loans.

A risk determined by two reasons which, when placed alongside each
other, multiplied the risk. One was the lack of relationship between the loan
granted and the value of the real estate securing it. In many cases, the
amount of the loan was over thirty percent higher than the value of the
property that guaranteed it. Therefore, in the case of failure to pay by the
mortgaged debtor, the loan could not be recovered due to the shortfall in
value of the mortgaged good. The other reason, to be added to the previous
one, is the lack of care in the consideration of the solvency and honour of
loan applicants. In these conditions, if we add the irresponsibility of the
financial institutions in these two questions to the irresponsibility of loan
applicants in meeting the obligations arising from taking out such loans,
the result could not have been any different to what it turned out to be.

And a nuance should be added to what we have just said. We are speak-
ing of loan applicants, with the risk of focusing our attention fundamental-
ly on persons and households, when in these cases it has been shown that
the risks defaulting are much less. The family who has settled into a mort-
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gaged home, will sacrifice, and indeed is sacrificing, to the limit its family
finances in order to continue having such mortgaged property at its dispos-
al. It will deprive itself of whatever necessary in order to meet the due dates
of the loan and make every effort to ensure the successful payment of same.

The problem is more complex and the solution more difficult when we
consider loans granted to the property developer. The latter allowed himself
to become carried away at the prospect of growing possibilities, which led
him to accumulate urban land, artificially scarce in most cases due to pub-
lic intervention, financed by debt from a generous financial sector. When
the property-financial bubble burst, this land was either in the form of a
plot that had not being built on or one that had been built on but not sold,
meaning that the mortgage could not be transferred to the buyer.

The difficulties for the financial sector in these cases of company insol-
vency, as opposed to family insolvency, are those that have thwarted the
possibilities of stability in the system. Both the concentration and amount
of these risks and the prudence of the company faced by possible insolven-
cy has turned these credit operations into the true disease of the financial
sector, a disease aggravated by the sector itself through improper use of the
possibilities offered by the instruments created by it.

We have already mentioned that the financial sector abandoned its mis-
sion to serve the real sector and had become the centre of itself and a con-
ductor, through its activity, in that selfsame real economy. In that self-suffi-
cient role of protagonist, guided by the anxiety for profit and power, and far
from the prudence to be demanded of any mediator between savers and
investors, given that its activity relies on resources saved by its clients and
deposited in the financial institutions, some agents, despite being aware
that those mortgage loans granted were high-risk — not for nothing were
they given the name sub-prime mortgages — issued securities guaranteed by
said mortgage loans without sufficient guarantees, in order to attract new
savings in the market and continue growing in profit and power. In the
minds of all of us, and permit us the reference with animus docendi, are
entities and persons such as Lehman Brothers, Madoff, and many others
who, knowingly or unwittingly, cooperated in placing such instruments on
the market, undermining confidence in the system and damaging the
economies of persons, families, and nations.

It is quite true that all these met with the connivance of government
stimuli, governments who, with their objectives focused on the elections,
were not as worried about the health of the financial system as they were
about the outcome of the voting. A climate of euphoria in the national econ-
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omy, a situation of, at least apparent, improvement of subject and of fami-
lies would be the perfect scenario to guarantee election and a new term of
office. Therefore, faced by the drawbacks apparent in such accelerated
growth in the national economy and the evident risk of the high level of
debt of the real economy - fundamentally construction — which could place
doubt on the solvency of the financial system, the attitude was to look the
other way, rather than to put the brakes on the excesses taking place,
excesses that would ultimately undermine the very foundations of the
financial activity so necessary in a modern world with constant economic
and technological expansion. Once again, political interests — also identi-
fied with anxiety for power — prevailed over economic rationale and over
the necessary prudence which has always governed financial activity.

THE SITUATION IN A GLOBALISED WORLD

In principle, the assessment of the attitudes of the financial sector
would not be different if they occurred in a closed market or a market with-
out frontiers, i.e., a global market such as that in which we move. A global
market which, very specially, demonstrates its capacity in the connection
and perfection of operations between suppliers and demanders of financial
resources, and even more so when these relations take place between those
operating in the market for goods. It is clear that a market in which the traf-
fic of what is supplied and demanded boils down to simple annotations in
account opens the maximum possibilities of speed and agility in a world
without frontiers which, in addition, has at its disposal the technology to
enable transactions in real time at distances unimaginable in times gone by.

It is indeed this global model, conceived to transmit action that benefits
humanity, which has enabled, as never before, the transmission of the
defects and vices of a humanity preoccupied with personal profit, with
absolute disregard to the damage this might mean for society as a whole.
The Holy Father has said that globalisation ‘... has been the principal driv-
ing force behind the emergence from underdevelopment of whole regions,
and in itself it represents a great opportunity. Nevertheless, without the
guidance of charity in truth, this global force could cause unprecedented
damage and create new divisions within the human family’.® In this way,

8 Benedict XVI, Encyclical letter Caritas in veritate, Rome 29.06.2009, n. 33.
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making perverse use of the possibilities afforded by globalisation, it has
been possible to disperse at great speed those toxic assets which, issued in
a certain place by one or several specific entities, have been distributed and
sold to final savers, either in isolation or as part of those baskets of securi-
ties making up the products known to us as investment funds.

In this, the necessary cooperation of the financial intermediaries was
forthcoming. These intermediaries, transformed into investment consult-
ants for their clients, did not hesitate to recommend securities for the
investment of savings, when, in all probability, rigour in the carrying out of
the advisory role was not the distinguishing feature of the mediation. We
are convinced that, in most cases, the agents who served as mere instru-
ments for the selling of such securities were ignorant of their solvency and
consequently the risk that they were transferring to their clients, in princi-
ple, in good faith.

It is of course true that the good faith was usually accompanied by the
promise, in the words of the advisor, of high yield, the appeal of which
caused the saver to marginalise the guaranteed securities of large and sol-
vent issuers or of the states themselves, which precisely due to the high lev-
el of guarantee offered less profitability in the market. Once again, the anx-
iety for a higher yield in the short term clouded the mind of savers, leading
them to opt for an unknown risk in preference to the lower yield of a known
security. Naturally, the opaqueness of these products, underlined by the
general lack of transparency of the financial sector, would contribute to
their sale, in a world of imperfect information and directed by interests that
are not always visible. It is this imperfect information that obliges savers to
rely on their confidence in the agents of the financial market, a confidence
that has been undermined by these events.

But the greater yield promised was not the sole reason for the success-
ful distribution of the toxic assets. The definition of the standardized secu-
rities portfolios, on the one hand, and the setting of objectives in their posi-
tioning on the market, would play a significant role in the operation.
Underlying these objectives and supporting the design of the composition
of such portfolios would be the high commissions associated with these
assets for the bank and intermediary financiers in general. A commission
premium, above the normal level in these markets, which should have
caused preoccupation and doubt in the prudent administrator.

This minimum prudence to be demanded of those administering the
funds of others, and the courts are exposing the attitudes of certain agents
—recently in the USA we have the examples of the lawsuit taken by the SEC
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against Goldman Sachs for defrauding its clients and the possible decision
regarding the Paulson & Co. hedge fund — which raises suspicion that a
number of them were fully aware of what was happening, of how the lie
was flooding the market, defrauding those who had placed their trust in it
and how only the great profits of those who had designed the junk securi-
ties had become the driving force of the financial markets.

The opaqueness of the market, which had created a climate facilitating
mistakes or cheating, depending on individual cases, and the will of savers,
resulting in high losses for them, also damaged the entire financial system,
sowing within in it doubt regarding the solvency of every entity or institu-
tion, doubt which would hinder the provision of what the market requires.

Nobody was capable of responding to the question of where those
financial assets — toxic assets — were. Securities which contaminated the
books of the institutions to the point of insolvency when, until that
moment, they had had a semblance of respectability. So much so that, at
one time, the lack of confidence amongst the oligopolists of the financial
market caused the collapse, even the disappearance, of the interbanking
money market, which was substituted by appeals to the central banks in the
search for the resources needed to continue ordinary operations.

Thus, the financial crisis was not an abstract phenomenon. It had
actors with names. There were visible culprits, though also perhaps, others
who were less visible. There was no shortage of voices that made the mar-
ket, and specifically the global market, responsible for the crisis. It was said
that the entire situation was the consequence of excessive freedom in the
financial area, in which the operators had transmitted their vices to the
market until it had been destroyed.

The reality, however, could be very different. The financial market is, in
all probability, the most regulated market in existence. A market in which
the production of money takes place in a monopoly situation: only the cen-
tral bank is authorised to issue money. The model contemplated by Adam
Smith in the Wealth of Nations® is far removed from this and so too is
Friederich von Hayek’s call for the denationalisation of money.'°

° Vide Adam Smith, An Inquiry into the Nature and Causes of the Wealth of Nations, Lib-
erty Classics. Indianapolis 1981. Particularly Vol. I, Book II, Chapter II.

19 Vide Friedrich A. von Hayek, Denationalisation of Money: The Argument Refined,
Institute of Economic Affairs. London 1978.
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But not only does the State, or the consortium of States in the case of
monetary unions, hold the monopoly of the creation of money, it also exer-
cises control over the functioning of the financial sector with the objective
of controlling the other instruments that share money’s function as a means
of payment, with the capacity to intervene in transactions, liberating the
commitments entered into. And what we have said of money extends to the
securities markets, with national agencies — such as the SEC" in the Unit-
ed States, FSA" in United Kingdom, BAWe" in Germany, COB" in France,
ASIC?’ in Australia, FINMA'¢ in Switzerland or the CNMV'" in Spain, and
so on — whose mission is to guarantee good and comprehensive informa-
tion about the securities quoted on the financial stock markets, the balance
sheets of the companies and institutions whose shares are traded in the
organised markets, etc.

For this reason, it is necessary to ask a question. Where were the cen-
tral banks and the agencies that control the securities markets, when those
securities, guaranteed by mortgages incapable in themselves of guarantee-
ing anything, were issued and placed on the market? Where were the cen-
tral banks when the concentration of risk for the financial entities in the
real estate sector occurred and when the financing of this sector took place
with mortgage guarantees where the value of the mortgaged property was
substantially less than the loan granted?

Far from searching for responsibilities in the market as an institution,
when this is no more than an instrument, one has to look for this responsi-
bility in the persons acting in the markets and, if these persons acted in com-
pliance with the regulations governing financial transactions, then one has
to look at the regulators lest they be regulating something that does not con-
tribute to the greatest security and solvency in the market. [T]he market is
not, and must not become, the place where the strong subdue the weak.
Society does not have to protect itself from the market, as if the development
of the latter were ipso facto to entail the death of authentically human rela-

1 Securities Exchange Commission (SEC).

12 Financial Service Authority (FSA).

13 Bundesaufsichtsamt fiir den Westpapierhandel (BAWe).
14 Commission des Opérations de Bourse (COB).

15 Australian Securities & Investment Commission (ASIC).
16 Swiss Financial Market Supervisory Authority (FINMA).
17 Comisién Nacional del Mercado de Valores (CNMV).
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tions. Admittedly, the market can be a negative force, not because it is so by
nature, but because a certain ideology can make it so ... Economy and
finance, as instruments, can be used badly when those at the helm are moti-
vated by purely selfish ends. Instruments that are good in themselves can
thereby be transformed into harmful ones. But it is man’s darkened reason
that produces these consequences, not the instrument per se. Therefore it is
not the instrument that must be called to account, but individuals, their
moral conscience and their personal and social responsibility’.'s

This being the case, assuming that the regulation is appropriate —
doubtful considering that at this time there are calls for new regulations
within the framework of Basel III — one would have to begin to look at those
entrusted with the function of control, in order to ensure strict compliance
with the rules. A rule only makes sense when it is established for good and
when full compliance is guaranteed. Otherwise, it merely serves to gener-
ate a fictitious confidence amongst citizens, who will be defrauded in the
case of any adverse occurrence produced by the bad faith of agents or by
their ignorance or incompetence.

Along with regulators and those responsible for enforcing the regula-
tions, two new actors have had a fundamental influence in the scenario of
the financial crisis: Rating Agencies and Auditors. Their function is impor-
tant in any sector or activity, but much more so in the financial sector. We
have already said that this sector is characterised by the lack of transparen-
cy of its products, as well as the very limited information on these products
and the entities that issue and guarantee them. Therefore, the figure of bod-
ies or persons with the authority to attest the solvency and economic integri-
ty, as well as the good practices, of those who operate in the financial mar-
kets is essential for the proper functioning of this market and for the confi-
dence which it requires of savers and investors for such functioning.

Auditors ensure that the accounting balances are a true reflection of the
economic state of a business and, therefore, its capacity to continue in busi-
ness by means of its own resources. Rating Agencies certify the degree of
solvency of financial instruments and their issuers. This is an essential
function in a world in which the information on these is not available, not
even to those directly involved in the financial markets, and far less to exter-
nal agents who deal sporadically in it, some in search of security for their
savings, along with some return, others in search of a return on investment,

18 Benedict XVI, Encyclical letter Caritas in veritate, Rome 29.06.2009, n. 36.
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taking for granted the security of such investment. This is even truer, let us
not forget that we are in a global market, due to the fact that the opaque
nature of securities and, in general, all derivative products, is substantially
increased when the market size is greater. The larger number of actors on
the global stage, and the greater number of instruments in circulation
makes it impossible to have direct knowledge of their characteristics.

This difficulty of subjects in terms of knowing with certainty the who is
who of the world of financing, and the what is what regarding instruments
circulating in the market is supposed to be overcome, on the one hand by
the Auditors and on the other hand by the Rating Agencies of which we
have spoken. The necessary confidence in such experts of those who
approach the market is based on their judgment which is assumed to be rig-
orous and certain, as a result of their deep knowledge of the areas on which
they give their opinions — entities and instruments — based on in-depth
information obtained directly in addition to the application of their profes-
sional experience to such information.

Both Auditors and Agencies offer their services on the market and for the
market, with attributes that the market itself cannot supply to those who
enter it as savers in search of an opportunity for their savings, or as interme-
diaries channelling instruments issued by third parties in order to configure
security funds with which to attract the savings of their clients. Their suppos-
edly authorised opinion has the function of overcoming the lack of informa-
tion and transparency of the market, to the extent that decisions in this mar-
ket are taken with the firmest consideration of the opinion of these experts.

Hence the consternation when it came to light that such opinions,
offered to the public in general and the specialist agents operating in the
market, were, in not a few cases, gratuitous opinions with no basis in real-
ity, which attested to a business state and a solvency of issued instruments
that was not reflected in the real situation of the financial market. These
evaluations of the state of financial entities and the instruments (securities)
issued by them generated confidence in the agents (intermediaries and
savers) on which they based their decisions. Now that the financial crisis
has unfolded, it can be seen that the faith in the opinion of those actors
(Agencies and Auditors) has been truncated and undermined.

The responsibility of those actors in the generalised defrauding of those
who trusted in their mission is indisputable. A responsibility that becomes
greater in inverse proportion to the negligence of the opinion offered. In
other words, was the opinion issued with insufficient information? Was it
issued in the knowledge that it did not coincide with reality and with the
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sole objective of deceiving the market and its agents for the benefit of the
issuing entity? Was the deceit particularly well remunerated for the party
who produced it? These and other similar questions remain on the table for
analysis and, in all probability, will be elucidated by the relevant courts. The
first impression, however, leads us to affirm the responsibility of these
Agents of public attestation, the creators of the confidence of operators in
the market, in the undermining of such confidence and in the harm arising
as a consequence. Only in the case of an unsalvageable error at the time of
building that opinion, having managed to collect and obtain all the infor-
mation required for a rigorous judgement, subsequent to a suitably in-
depth analysis of the kind that might be demanded of experienced profes-
sionals, can the responsibility be mitigated or eliminated.

It is surprising that in a world — that of the 21st century — in which ref-
erence to ethics is more prevalent on the public stage that at any time in the
past, there is a proliferation of attitudes in the margin of morality and alien-
ated from any ethical behaviour whatsoever. Benedict XVI warned that:
‘Today we hear much talk of ethics in the world of economy, finance and
business. Research centres and seminars in business ethics are on the rise;
the system of ethical certification is spreading throughout the developed
world as part of the movement of ideas associated with the responsibilities
of business towards society. Banks are proposing “ethical” accounts and
investment funds. “Ethical financing” is being developed, especially
through micro-credit and, more generally, micro-finance. These processes
are praiseworthy and deserve much support. Their positive effects are also
being felt in the less developed areas of the world. It would be advisable,
however, to develop a sound criterion of discernment, since the adjective
“ethical” can be abused. When the word is used generically, it can lend itself
to any number of interpretations, even to the point where it includes deci-
sions and choices contrary to justice and authentic human welfare’.!?

IMMEDIATE CONSEQUENCES OF THE ECONOMIC-FINANCIAL CRISIS

The world we contemplated in 2008 and subsequent years is quite dif-
ferent to that of the first five years of the current century. The optimism of
the peoples that characterised the beginning of the new century has given

19 Benedict XVI, Encyclical letter Caritas in veritate, Rome 29.06.2009, n. 45.
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way to worry, decline, an obscure horizon and, why not say so, to the frus-
tration of objectives and, in many cases, to unbearable distress.

Persons and families suffer the crisis, both in the family environment and
in the business sphere. Along with them, and this is cause for even greater
worry to them, the public sector seems in many cases to be disorientated as
regards an appropriate approach to tackling the crisis and its consequences,
at least guaranteeing the survival of a welfare state capable of bringing seren-
ity to the mood of the peoples, ensuring that their basic needs will be covered.
The poor countries feel more marginalised than before, as they contemplate
the rich countries almost exclusively preoccupied by the search for solutions
to their own problems, as if hunger were not a reality today also.

In rich countries, persons and families have changed their situation
radically. The hopeful indebtedness of the previous era in order to build a
property legacy that would give financial stability to the family, has become
a burden that for many has become unbearable, forcing them to renounce
their residence and lose the savings devoted to meeting the previous mort-
gage repayments. In some countries there has also been the first-time expe-
rience of a loss of value in real estate, something previously unknown to
those who now form the community of these countries.

Some jurisdictions, in cases of difficulty or insolvency in the meeting of
mortgage payments, allow the borrower to write off the loan by surrendering
the property to the mortgage creditor who considered such property to be a
sufficient guarantee of the loan. In others, however, the property represents
only one of the guarantees of the loan. In effect, it is a real guarantee, to
which a personal guarantee is always attached until the loan has been fully
paid off. This means that in such jurisdictions, surrendering the property to
the creditor does not free the debtor from his obligations, but rather he is still
obliged to make good the difference between the value of the property and
the outstanding balance of the loan. An obligation that lasts for life, until the
debtor can fully pay off the amount of the outstanding loan and correspon-
ding interest. Hence the distress of so many families facing the new econom-
ic situation arising from the economic and financial crisis. I realise that prob-
ably a good number of families entered into large debts too lightly, debts that
would be difficult for them to pay off. But it is no less true that this fact does
not diminish the insecurity and anxiety of the position in which they now
find themselves. A situation which generates internal violence within them,
that prevents them from contemplating the human horizon with the great-
ness of the creature who knows himself to be a child of the Creator; created
in his image and likeness and called to perfection and grace.
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At the same time, those low interest rates — sometimes negative in real
terms — which served to stimulate family and business debt, have been
replaced by higher rates, with the threat of further increases at the moment
in which inflationary tensions begin to be perceived. This generates a high-
er cost of credit and greater outlays for its amortization, often not taken
into account previously, which adds further difficulty to the already com-
plex situation faced by families.

In addition, the unemployment rates we saw earlier in Figure 10 (p. 601)
are not simply statistical data. Behind every unemployed person lie many
problems. These range from the feeling of futility at not been able to enrich
society with the capabilities and talents for the good of the unemployed per-
son to the asphyxiating doubt about when the situation of unemployment
will end. These problems include lack of remuneration and, in many cases,
the lack of an unemployment benefit or subsidy, which makes it impossible
for the person to attend to his most pressing needs in life and, of course,
distances him from the possibility of meeting payments due on mortgage
loans or any other type of credit commitment.

A situation which, from a macroeconomic perspective, is felt through-
out society in general when it goes through, as is the case now, a phase of
economic recession that affects both the real economy - the production of
goods and services — and the financial economy, in respect of the availabil-
ity of resources to meet the financing needs of general economic activity.
The financial economy, in an attempt to provide such resources, and in a
global world such as that in which we live, did not hesitate to enter into for-
eign debt - seeking resources where there was excess supply —, an itinerary
also followed by both the business economy and the public sector itself.

The result has been a generalised growth of foreign debt with respect to
the gross domestic product of the most significant countries of the devel-
oped west, as can be seen in Figure 11 (p. 602). From 2006 to the third quar-
ter of 2009 (the latest available data), the foreign debt of the countries con-
sidered has been growing constantly, the figure for all of them standing at
over one hundred percent of GDP, with the exceptions being Japan and the
United States, the latter by a very small margin. The case of the United
Kingdom deserves special consideration in this sense, with a level of foreign
debt of over 400% of GDP in 2008. A significant portion of that debt was
entered into by financial entities and these companies had to face the first
due dates in the repayment of that debt in 2009. The situation will contin-
ue in 2010, with the entities being obliged, depending on the individual cas-
es, to sell assets to obtain liquid resources or renegotiate the debt.
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ACTIONS IN THE FACE OF THE CRISIS

Faced with such a dark panorama, the lack of confidence in the finan-
cial structures and in the entities operating in this market who have always
enjoyed such confidence, the first question posed at the outset, though it
endures over time, concerns what to do to prevent, insofar as possible, the
damage caused by the crisis to people, families, companies and, in general,
the damage to the national economy. The first thing to be aware of is that
we are faced with a serious crisis, which affects the economy as a whole; we
are not faced by problems in a particular economic sector or industry. Nei-
ther are we faced with the shortage of certain specific resources, as was the
case in 1974 with a resource as important as oil; we are facing an econom-
ic crisis whose effects have spread throughout the world with extraordinary
speed. The lack of confidence, above all in the financial sector, has contam-
inated, with or without good reason, the global scenario in which we move.

We have preached economic freedom, though we are conscious that we
do not live in such freedom and, in many cases, we avail ourselves of the
exclusive benefits afforded us by such lack of freedom, though it might be
to the detriment of others. Protectionism is not an exceptional practice in
today’s world, despite the political speeches and the proposals of interna-
tional organisations — the World Trade Organisation, for example — which
constantly espouse an end to restrictive practices in markets. Although,
with a certain phariseeism, we might proclaim the contrary, the reality is
that we feel good when we are protected by practices which, in theory, we
reject. Therefore, in the present situation, it is not surprising that, faced
with the question of what to do to tackle the crisis, inertia leads us to look
to the public sector in search of a solution or, at least, in search of help.

The banking and business difficulties in general, and those of the per-
sons and families of each nation, expect to be attended to and alleviated by
a public sector which is not free of responsibility. And it is not free of blame
because it had the task of regulating and perhaps did not do so properly and
sufficiently or, if it did so, it did not control compliance with the regulation.
But it was the public sector’s regulating activity, whether good or bad,
which deposited confidence in the economic agents to move quickly in the
financial area, from which it received the message of fraud in its initiatives.
In addition, in one form or another, the public sector of practically all the
developed countries, and particularly European countries, has in place a
welfare state which should go into operation automatically to act as an
anti-cyclical stabiliser to attend to the needs of the population which
appear at times of economic difficulty.
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Hence, looking to the State is not quite so extravagant as might be
believed. The problem is that the State is not without difficulties either. On
the one hand, in times of economic crisis, when gross domestic product
contracts it brings with it a reduction in the taxation revenue for the State.
In parallel with the reduction in public revenue, in periods of recession, the
public sector also faces higher expenditure arising from the commitments
acquired by the welfare state: unemployment benefits and subsidies and, in
not a few cases, an increase in early retirement.

In addition to these common obligations of the welfare structure itself,
to which the subjects have contributed through taxes and specific contribu-
tions, the public sector is forced, because there was confidence in it and in
its regulatory capacity, to attend to the needs of those entities facing partic-
ular difficulties, especially when their weakness might result in further
damage to the rest of the economic system; a paradigmatic case is that of
the financial entities, which the public sector has been inclined to help with
loans, with appeals to the central bank, in order to avoid the collapse result-
ing from a generalised bankruptcy of the system.

This has created the need for additional resources in the public sector
which, faced with the insufficiency of ordinary revenue in the budget, has
had to assume situations of public deficit, over and above what would be
prudent and, in the case of the European Union, above the limits set out in
the Stability and Growth Pact, i.e., more than three percent of GDP. In the
light of the generalized deficit, also in periods of economic bonanza, as can
be seen from Figure 12 (p. 602), we cannot but remind ourselves of the
advice given by Adam Smith: ‘In those times of violence and disorder,
besides, it was convenient to have a hoard of money at hand, that in case
they should be driven from their own home, they might have something of
known value to carry with them to some place of safety ...

The same disposition to save and to hoard prevailed in the sovereign, as
well as in the subjects. Among nations to whom commerce and manufac-
tures are little known, the sovereign ... is in a situation which naturally dis-
poses him to the parsimony requisite for accumulation. In that situation
the expense even of a sovereign can not be directed by that vanity which
delights in the gaudy finery of a court. The ignorance of the times affords
but few of the trinkets in which that finery consists ...

In a commercial country abounding of every sort of expensive luxury,
the sovereign, in the same manner as almost all the great proprietors in his
dominions, naturally expends a great part of his revenue in purchasing
those luxuries. His own and the neighbouring countries supply him abun-
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dantly with all the costly trinkets which compose the splendid, buy insignif-
icant pageantry of a court ... The same frivolous passions, which influence
their conduct, influence his’.?°

The reason for concern about the deficit is due to the amount and its
widespread nature but this worry also extends to cases of acceleration in the
generation of deficit, which leads one to foresee greater difficulties in the near
future. Adam Smith’s passage obliges us to think in terms of prudence and
fragility, or what is the same, in terms of correct administration of public
resources, which of necessity leads us to an acceptance of budgetary disci-
pline as an essential condition for the ordered behaviour of the public sector.

It is true that, with greater frequency than that which might be appro-
priate, the public sector is incited by itself and political desires to increase
public spending, with or without economic justification, and that it is pres-
sured to do so by the demands of a society which cries out for answers. Nei-
ther reason, except in cases of extreme necessity, justifies neglecting rigor-
ous administration and renouncing the discipline required for compliance
with a budget.

This deficit becomes consolidated as public debt, the presence of which
in the financial markets disturbs, by means of the crowding out effect, the
financing, with simple economic rationality, of productive activities in the
private sector. The asymmetry between public and private debt in the same
market is unquestionable, meaning that the presence of public debt,
absorbing a significant portion of the available resources, raises the cost of
private debt and hinders the possibility of its positioning as an instrument
for the financing of business projects in the long term.

In Figure 13 (p. 603), we can analyse the evolution of public sector debt
in relation to gross domestic product. In all cases, except the United States
and Japan, for which data from the same source is unavailable, we can see
the upturn in the volume of debt in relation to GDP in 2008, an immediate
effect of the economic crisis. An effect which, though we do not have the cor-
responding data, might be expected to continue in 2009, as a result of the
deficits of 2008, and indeed continue growing until the budgetary trend is
reversed in those countries that manage to achieve this.

Therefore, the situation is also complex for the public sector. Its dimin-
ished credibility, in some cases more than in others, resulting from the cri-

20 Adam Smith, An Inquiry into the Nature and Causes of the Wealth of Nations, Liber-
ty Classics, Indianapolis 1981, Vol. II, Book V, Chapter III, pp. 908-909.
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sis, leads to a clear differentiation in interest rates for the placing of debt
on the market, which in turn leads to a cost differential between countries
in the financing of budgetary requirements. Two aspects can be seen in Fig-
ure 14 (p. 603): on the one hand is the effect on yield of debt issued over ten
years, due to the injection of financial resources in 2009 to facilitate financ-
ing, with a generalised reduction in rates for countries in the euro zone and
for the United States — not for Japan — and, on the other hand, the differ-
ence in interest rates between countries depending on the criteria of the
markets in respect of the securities traded. These differences range from
3.27 for German and American debt, to 4.28 and 3.97 for Italian and Span-
ish debt respectively. It is also significant to consider the response of the
markets to financial policy initiatives by the United States and the United
Kingdom. This is clearly reflected in the great fall in rates between 2007
and 2009, a sign of complacency that resulted in a fall, for the period men-
tioned, from 5.08 to 3.63 in the case of the United Kingdom, and from 4.68
to 3.27 in the case of the United States.

Injections of financial resources have taken two different forms. In one
case, the Anglo-Saxon model, the public contribution of resources has been
provided through direct intervention in the entities requiring such injec-
tion, by participating in the equity capital of the entity. In the other case,
the Monetary Union model, this contribution has been made in the form of
loans. In some countries this model has been presented with sufficient
transparency, whilst in others it has been implemented with an almost
absolute lack of transparency.

The effects of one model and another have been quite different. Where-
as in the Anglo-Saxon and transparent European models, confidence in the
financial system appears to have been restored, the same has not occurred
in those countries of the European Monetary Union that opted for opaque-
ness. This is true to such a degree that the economic agents continue to
doubt the credibility and solvency of the financial entities in these coun-
tries, meaning that financing difficulties are still present in the market.

Meanwhile, there have been frequent meetings at international level —
chiefly amongst the G-7 and the G-20 — which have sought to establish eco-
nomic-financial directives to combat the current crisis. Worth highlighting
is the meeting of the G-20 in Washington on November 15th 2008, at which
a series of measures, of a more theoretical than practical appearance, was
approved. Deserving of special mention amongst these are those included
in point seven of the final document and which conclude in the need to sta-
bilise the financial system and to establish an appropriate monetary policy;
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it is difficult to argue with either, though in our opinion, such pronounce-
ments without more specific action have little impact. Along with these
measures, there is a recommendation for a fiscal policy geared towards
increasing domestic demand — a Keynesian solution which has proven effi-
cient or sterile depending on historic situations — and a measure encapsu-
lating a willingness to help the emerging economies — something that
nobody would argue, although it would appear that the event held little
hope as regards this matter — ultimately, the appeal of Paul VI is still rele-
vant: ‘Today it is most important for people to understand and appreciate
that the social question ties all men together, in every part of the world ...

The hungry nations of the world cry out to the peoples blessed with
abundance. And the Church, cut to the quick by this cry, asks each and
every man to hear his brother’s plea and answer it lovingly’.?!

Pronouncements on greater transparency and responsibility in finan-
cial markets, as well as better regulation (point 9), do not offer specific solu-
tions for a field in which a lack of efficiency has been detected, a lack of effi-
ciency that has had damaging consequences for the economies of the
affected countries. In point 12, a firm commitment to the free market is
stated and this is complemented by a decisive rejection of protectionism
(point 13), though the attitudes of governments immediately afterwards did
not reflect what they had just agreed in Washington. Indeed, President Oba-
ma, on returning to the White House, immediately launched his ‘buy Amer-
ican’ slogan to the American people, which is just as protectionist as the
‘British jobs for British workers’ of Prime Minister Brown, or the attitude
of President Sarkozy in subsidizing the French automotive industry.

Furthermore, barely three months after the Washington meeting, the G-7,
meeting in Rome affirmed that ‘[P]rotectionist measures that might wors-
en economic slowdown will be avoided’, criticising the Obama statement
encouraging the purchase of American products. The meeting concluded
with the observation that, there was a need to reform and strengthen the
International Monetary Fund.

By WAY OF CONCLUSION

It is necessary to conclude by saying that we are facing an extremely
harsh crisis, which has compromised both the real sector of the economy

21 Paul VI, Encyclical letter Populorum progressio, Rome 26.03.1967, n. 3.
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and the financial sector. Apart from its severity, the crisis has been charac-
terised by its effect, to differing degrees, on the entire economic universe,
transmitting its effects from one country to another and from one continent
to the remaining continents with a hitherto unknown rapidity.

A crisis for which the traditional measures have not had the expected
effects, or at least not to the degree hoped for. The real sector continues to
have extraordinary financing difficulties, not only with respect to invest-
ment projects, the high cost of which has forced their postponement, but
also to finance working capital. This has resulted in companies and the self-
employed ceasing their activities and a continuous flow of workers to the
unemployment queues.

The financial sector has not managed to recover the confidence neces-
sary to operate with speed and flexibility in the money market. The lack of
transparency of financial instruments, which was a good tool for their
placement on the market amongst savers inexpert in derivative products,
has become, due to the crisis, a cause of permanent doubt with respect to
solvency, thereby resulting in their retraction.

The excesses of times gone by, both in terms of consumer spending and
the acquisition of property, has led families and persons to unsustainable
levels of distress, unable to meet the commitments arising from contracts
entered into. This has made them conservative in terms of spending and
caused savings rates to grow to post-war levels, with growth being hindered
by the resulting contraction in demand.

The governments of the different countries have adopted very differing
positions. This ranges from those who immediately went to work to find
alleviating solutions, though not complete solutions, to the economic situ-
ation, to those who with a paternalistic attitude denied the existence of the
crisis for fear of generating internal problems. The latter underplayed the
importance of the possible effects to be expected of the crisis, even to the
point of assuring that the promised recovery had already begun and that
the crisis phenomenon had gone on to become a historical event unworthy
of further attention. It is obvious that the attitude of those who worked in
this way only served to deepen the perverse effects of the crisis, generating
damage to the national economy that might have been partially avoided if
the chosen option had been that of the provision of information and the
taking of measures, however unpopular.

The most visible consequence is that the governments who opted to
feign the existence of a non-existent economic bonanza have accumulated
economic commitments aimed at covering up what the crisis left uncov-
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ered, incurring excessive deficit and generating new public debt which, due
to its financing requirements, expels from the market the financing require-
ments of the private productive sector.

Therefore, as at all times of great economic difficulty, the consideration
of objectives based on economic rationality comes to the fore, displacing
ideological contemplations and dreams and leaving them for times of
greater bonanza. The severe difficulties affecting persons, families and com-
panies demand such an approach, in our opinion. We do not mind acknowl-
edging that all of us have responsibility for what has happened in the world
economy and in each nation. Starting with the families and their members,
who entered into debt with too little awareness, and continuing with the
companies, which, attracted by market share gains took on projects that
they were incapable of managing with the resources at their disposal.

Also the financial entities, who granted loans without considering the
solvency or guarantee of debtors and who issued securities guaranteed by
mortgages that were incapable of guaranteeing anything; so too the govern-
ments, who were not always guided by the rationality of means and ends
and by the way of truth, taking refuge in sterile ideologies which resulted
in public deficit, in debt, and ultimately in harm to the people; the regula-
tors of the financial system, both national and supranational, who perhaps
forgot the essential, putting the emphasis on the transient; the supervisors
of the regulations who did not exercise with due diligence in the mission
entrusted to them for the correct functioning of the financial market; the
rating agencies and auditors of company accounts, who failed to justify the
confidence that people and markets deposited in their expert opinion.

Along with the responsibility and for purposes of greater economic
rationality in the evaluation of the causes and their effects, a greater moral
commitment, a greater respect for objectives and a higher incidence of eth-
ical behaviour, far from publicity-seeking proclamations, is required. Bene-
dict XVI said that ‘... much in fact depends on the underlying system of
morality ... When business ethics prescinds from these two pillars [human
dignity and the transcendental value of moral norms], it inevitably risks los-
ing its distinctive nature and it falls prey to forms of exploitation; more
specifically, it risks becoming subservient to existing economic and finan-
cial systems rather than correcting their dysfunctional aspects ... The word
“ethical”, then, should not be used to make ideological distinctions, as if to
suggest that initiatives not formally so designated would not be ethical.
Efforts are needed ... not only to create “ethical” sectors or segments of the
economy or the world of finance, but to ensure that the whole economy —
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the whole of finance — is ethical, not merely by virtue of an external label,
but by its respect for requirements intrinsic to its very nature. The Church’s
social teaching is quite clear on the subject, recalling that the economy, in
all its branches, constitutes a sector of human activity’.22

We have all had some responsibility for the current situation, and our
responsibility is in proportion to our opportunity to take action and limit
the effects of the crisis. Ultimately, our responsibility is not so much due to
the results of our action as to the motivation of the action aimed at the solu-
tion of the problems afflicting a community. Acknowledging our weakness
but assuming our commitment to the common good, our behaviour shall
be aimed at a result which will ultimately depend on the will of God. ‘With-
out God man neither knows which way to go, nor even understands who he
is ... As we contemplate the vast amount of work to be done, we are sus-
tained by our faith that God is present alongside those who come together
in his name to work for justice. Only if we are aware of our calling, as indi-
viduals and as a community, to be part of God’s family as his sons and
daughters, will we be able to generate a new vision and muster new energy
in the service of a truly integral humanism’.??
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GENERAL OVERVIEW OF THE MAGNITUDE
OF THE CRISIS: A COMMENT

JORG GUIDO HULSMANN

The present contribution was initially planned as a comment on the
main overview paper dealing with the magnitude of the current crisis of the
global economy. Because this paper could not be delivered in time, and
with the encouragement of The Most Rev. Prof. Sanchez Sorondo, on the
following pages I have attempted an independent comment on the impact
of the crisis on persons and institutions. This explains the unusual length
of this ‘comment’. Upon reading Prof. Raga’s excellent assessment of the
magnitude of the crisis, I am happy to find that our contributions are com-
plementary and, despite some occasional overlap, should provide a fruitful
starting point for discussion. Where possible, I have added material that
Prof. Raga did not cover.

REMINDER OF THE CONTEXT

The present crisis of the global economy started with the publication of
massive defaults of US subprime mortgage loans in July 2007. During the
following twelve months, these initial defaults set in motion a wave of con-
solidation and contraction within the global financial industries. This wave
has been followed by another wave of bankruptcies that swept over finan-
cial markets worldwide. The burgeoning financial tsunami has been slowed
down, but not stopped, through massive interventions by the world’s major
central banks, which greatly expanded the money supply and eased credit
conditions. In the summer and fall of 2008, it reached a climax when two
of the five large US investment banks had gone bankrupt, and the three
remaining banks abandoned their status and became commercial banks, in
order to benefit from public bailout.
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The defaults within the investment-bank sector were on the point of
spilling over to a large US insurance company and to several public and
semi-public banks. Within a few weeks or even days it would in all likeli-
hood have entailed a complete meltdown of the financial markets. Few if
any banks would have survived. Their failures would have set in motion a
deflationary spiral. The debt-ridden global financial industries would have
been wiped out. Any sort of credit — public or private — would have become
unavailable. And this meltdown would have swept over the rest of the glob-
al economy: With bank credit unavailable or greatly reduced, most compa-
nies could not have financed their spending on wages, supplies, and invest-
ment. Unemployment would have soared to 30% and more. The evapora-
tion of the value of financial titles would have drastically impaired house-
hold spending in general and consumption expenditure in particular.
Retirement plans would have been in shambles.

It did not come to this point because the major governments and cen-
tral banks intervened massively to bail out the threatened institutions.

A bankrupt company can be bailed out by and large only in two ways.
Either one has to raise new capital to cover the losses. Or one has to create
artificial markets for the products of the company. Both techniques have
been applied on a massive scale starting in the fall of 2008. Central banks
have been subsidising the banks through artificially low interest rates and
by exchanging hundreds of billions of dollars of their relatively sound assets
against the defaulting assets of the commercial banks, ar nominal values.
Governments have launched massive spending programmes designed (a) to
invest public funds into commercial banks, thus partly nationalising them,
(b) to provide credit guarantees for companies and households, and also (c)
to stabilise respectively stimulate aggregate spending within the economy.

These policies were extended through 2009 and to the present day. Most
notably, monetary policy is at present still being conducted on an acute cri-
sis level (with interest rates close to zero, standard repo maturity of one
year, and great lenience in regard to collateral).

Despite these massive interventions, the crisis of the global economy is
not yet overcome, and according to most estimates is not expected to be
overcome in 2010 or 2011. In several important respects, the world econo-
my today is structurally in worse shape than before the crisis broke out.
Most notably, the very measures that so far have been taken to confront the
crisis have raised new problems, and aggravated some of the problems that
led to the crisis.
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IMPACT OF THE CRISIS ON PERSONS AND INSTITUTIONS

Labour Markets

In the European Union, the unemployment rate has reached almost
10% out of a labour force of 236 million persons in February 2010, which
corresponds to some 23 million unemployed persons.! These figures need
to be put into perspective in three regards. First, EU unemployment is
some 3% (or 7 million persons) up from the level of the first quarter of
2008, when it had reached a boom-induced low point; but only 1% up
from the pre-boom level of the years 2002-05. Similarly, the relative
weight of temporary labour contracts in the EU has decreased.? Second,
these figures do not convey the greater precariousness of employment
conditions due to a marginally greater weight of part-time work and of
youth unemployment. Third, these figures represent only an EU-wide
average. The concrete local situations differ widely. In countries such as
Spain, unemployment reaches almost 20%.

In the United States, too the unemployment rate reached almost 10%
out of a labour force of 154 million persons in March 2010, which corre-
sponds to some 15 million unemployed persons.? These figures are up from
a pre-crisis unemployment rate of some 5% or 7.5 million persons. Again,
these numbers need to be put into perspective, by considering that they rep-
resent just a national average, while local conditions (for example, in the
Detroit area) are often much worse. Moreover, in the US there is now rela-
tively more long-term unemployment and more part-time work; and the
numbers of those who are not counted in the unemployment statistics
because, recently, they have not been looking for a job has increased and
continues to increase.*

! See Eurostat, Communiqué de presse 46/2010.

2 See Nicola Massarelli, Labour Markets in EU-27 still in crisis (Eurostat: Statistics in
focus 12/2010), Table 8.

3 See Bureau of Labor Statistics, The Employment Situation — March 2010 (News
Release, April 2, 2010).

4 In the US, these persons are counted as ‘marginally attached to the labour force’
defined as persons who had been looking for a job at some point during the previous 12
months, but not during the 4 weeks preceding the unemployment count. Some 2.3 million
persons fell into this category in March 2010. Out of these, some 1 million are counted as
‘discouraged workers’ — persons who are not currently looking for a job because they
believe no jobs are available for them.
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Similarly, in Russia, unemployment has increased to 8.9% out of a
labour force of 76 million in 2009, which is up from 6.5% in 2008, respec-
tively 6% in 2007. In other areas of the world, the crisis has not yet had the
same impact on unemployment.’ In China, unemployment stood at 4.3%
out of a labour force of 813 million in September 2009, which is a slight
increase as compared to 4.2% in December 2008. China had a higher unem-
ployment rate (around 9-10%) in 2004-06, which then dropped to the pres-
ent level under the impact of the boom years. India and Brazil have experi-
enced high unemployment throughout the past decade. In India, unem-
ployment stood at 10.7% out of a labour force of 467 million in 2009, which
is only slightly up from 10.4% in 2008, and had been around 9% during the
previous years. Similarly, in Brazil, the unemployment rate was 7.4% out of
a labour force of 95 million in 2009, which is actually somewhat down from
7.9% in 2008, and had stayed on that level, and even higher, ever since the
currency crisis of 2004.

Real-Estate Markets

Real-estate markets had boomed from 2002 to 2006, especially in the
Anglo-Saxon countries. They were the focal point of the unhealthy develop-
ments of the boom years. Naturally, therefore, they were first in line to be
hit by the subsequent bust. In 2006, that is, at the height of the real-estate
boom, the aggregate value of real estate owned by US households and non-
profit organisations was 25,271 billon dollars, with outstanding mortgages
of a total volume of 9,825 b$. At the end of 2009, the aggregate value had
shrunk to 18,207 b$, while the outstanding mortgage debt stood at 10,262
b$.¢ In other words, households and non-profit organisations suffered a loss
corresponding to about half of the current US GDP. Again, this fact needs
to be put into perspective, emphasising in particular that these are only
average figures. In many individual cases the value of the real estate owned
has shrunk below the value of the mortgage (negative equity). The conse-
quence is mortgage delinquencies and foreclosures — in other words, anoth-
er round of financial defaults, which at present threatens mortgage banks
and thus by implication all financial industries.

> The following figures are taken from the CIA factbook.
¢ See Federal Reserve, Flow of Funds Accounts of the United States (Fourth Quarter
2009), Table B.100.
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Capital Markets

All over the world, stock markets collapsed in 2008, with market capi-
talisation declining by about 50% on average (see Table 1).

Table 1. STOCK MARKET CAPITALISATION (BILLIONS OF US DOLLARS)
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Source: World Federation of Exchanges; author’s calculations.

As a consequence, pension funds, mutual funds, and other financial
companies that were heavily invested in stocks, suffered a corresponding
meltdown of their capital. A rally that took place on many stock markets
during 2009 turned out to be short-lived.

This dramatic setback has entailed a massive redistribution of wealth,
from the owners of capital stock to those who were invested in other asset
classes (fixed income, cash, etc.). The meltdown of the stock markets also
greatly impaired the possibility for companies to raise new capital on the
stock markets (IPOs have plummeted and remained low), and for develop-
ing countries to attract foreign investments.

Private fixed-income securities in many cases lived through a similar
setback, and several companies (such as GM) defaulted on their bonds.
However, government bonds were a notable exception, especially the bonds
of major governments. They actually experienced a mini boom within the
crisis, because investors considered them to be a safe haven. As a conse-
quence, interest rates on such bonds have been plummeting in the fall of
2008 and have remained low all through 2009, which has facilitated greater
public debt and therefore greater public expenditure.
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The great losers of the stock-market meltdown have been households.
Firms and other market institutions to a very large extent have been spared
thanks to government support.

Households

For most families in most countries, labour is the main source of
income, and the bulk of savings are usually invested in the family residence.
Additional savings are invested in the capital markets or held in savings
accounts with banks. The meltdown of real-estate prices combined with the
meltdown of stock markets has destroyed much of this wealth. In many
cases, most notably in the US, the market value of the family residence has
become inferior to the remaining debt to be paid.

From an aggregate point of view, the net worth (total assets minus total
liabilities) of households and non-profit organisations, even in the countries
that so far have been most affected by the crisis, is still largely positive.’

However, the picture is different if we turn from the aggregate to the
many individual cases of families who lost both their capital and the income
from labour. For them, the disastrous events have caused much frustration
and often despair. Three circumstances have so far prevented even greater
suffering among those who were concerned: one, the fact that the crisis had
a rather moderate impact on employment; two, in the case of the US, the
relative ease of personal bankruptcy; and three, government subsidies.

Families have adjusted to the crisis by cutting expenditure, getting out of
debt, and building up savings.! Much more than any other sector of the econ-

7 Before the crisis (year 2006), households and non-profit organizations in the US
owned a total of 77,869 b$ of assets, and had total liabilities (essentially home mortgage,
but also consumer credit) of 13,405 b$, thus a net worth of 64,464 b$. At the end of 2009,
their total assets had shrunk to 68,178 b$, with total liabilities at 14,001 b$, and thus a net
worth of 54,176 b$. See Federal Reserve, Flow of Funds Accounts of the United States
(Fourth Quarter 2009), Table B.100.

8 In the case of the US, the figures are particularly striking. In 2006, US households
had borrowed some 1,173 billion dollars, or roughly half of all borrowing in the US. In
2007 they decreased their borrowing to 858 b$ or one third of the total. In the following
year, they cut their borrowing to only 20b$ or one ninetieth (!) of the total; and in 2009, for
the first time in recent (or at least recorded) history, there actually was no more net bor-
rowing, but a net payback of 237 billion dollars. Total household debt outstanding at the
end of 2009 was 13,536 b$. Similarly, in the same period, business borrowing decreased
from 894 b$ to -200 b$ (i.e., also a net payback), to a total business debt outstanding of
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omy, families had to solve, and did solve — and often chose in advance to solve
— their financial problems the hard but virtuous way, usually under great finan-
cial and personal sacrifice. At present they still have to cope with forced sales
of their property (financial titles, houses, and vehicles), with the struggle to find
new employment, accepting new jobs at conditions much inferior to those that
they previously enjoyed, often moving to new locations, leaving relatives and
friends, remaking their lives. Those who are willing to make such efforts are
often hampered by the loss of their residential property value, which in normal
times would ease the move from one labour market to another.

Not all families survive shocks of such magnitude, especially not in a cul-
ture that is geared towards material success and in which uninterrupted
material improvement is often taken for granted. Fragile families disintegrate
under the humiliation of failure, under despair and its fruits: self-neglect and
neglect of others, social isolation, violence, alcoholism, suicide, etc.

The reduction of household spending concerned in particular expendi-
ture on education, charitable giving, and financial contributions to associ-
ations. As a consequence, Church revenues, private foreign aid, and asso-
ciative life have experienced a setback. However, all in all, this setback has
been moderate, so far, due to the special circumstances mentioned above.

Business

In market economies, business spending is usually the citizens’ main
source of revenue. It is also the source of government revenue, to the extent
that government spending is financed by taxes and loans to the govern-
ment, which in turn are obtained out of revenue earned in firms. The fotal
volume of business spending is determined by savings (and also by money
production), and the concrete investment projects that are realised are
determined by relative household spending on the various consumers’
goods. The crisis has unsettled both the volume of savings and relative con-
sumer spending. As a consequence it has unsettled both the volume and the
direction of investment.

10,999 b$ at the end of 2009; and the domestic financial sectors even more drastically
reduced their borrowing from 1,294 b$ to -1,753 b$, with a total debt outstanding of
15,651 b$ at the end of 2009. Only the federal government increased its borrowing from
183 b$ in 2005 to 1,444 b$ in 2009, and then had a total debt outstanding of 7,805 b$ at
the end of 2009. See Federal Reserve, Flow of Funds Accounts of the United States (Fourth
Quarter 2009), Tables D.2 and D.3.
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Because of the combined meltdown of real estate and stock markets,
households (a) spent less, (b) spent their money differently, and (c) had less
money available for saving and investment. Because of the banking crisis,
bank credit in general, and bank-money creation in particular, dried up.’
Because of the stock-market crisis, it was almost impossible to raise new
capital. This in turn has shaken trust in the business community and
impaired the availability of commercial credit, thus reinforcing the curtail-
ment of bank credit.

As a consequence, many firms and investment projects that had been
started in the boom years before the crisis were no longer viable, either
because of lacking finance and/or because of shifting consumer preferences.!°
In other words, the structure of production was no longer adjusted to the new
crisis-induced circumstances. The financial crisis had entailed, respectively
reinforced, a structural crisis. As a consequence, many firms went bankrupt,
many production projects had to be discontinued, and employment in those
firms and projects decreased (structural unemployment).

However, not all unviable firms and business projects were in fact discon-
tinued. A great number of them — most notably in the banking, construction,
and automobile sectors — benefitted from the increased public spending
designed to combat the crisis. Unviable firms and projects by definition
destroy more resources than they create. Their preservation therefore implies
a sapping of the capital basis of the economy. In the medium and long run,
this will entail a reduction of aggregate production (not necessarily in
absolute terms, but relative to the level of aggregate production that would
otherwise have been possible) and thus an impoverishing world population.

Another factor has encouraged the same nefarious tendency. In order to
overcome a structural crisis, it is not sufficient to discontinue unviable
business projects that have been started in the past. It is also necessary to
give new directions to investment, directions which hopefully are more in
tune with present and future conditions. At present, this has not yet been
achieved. In virtually all countries, private investment expenditure has
plummeted during the crisis and remains low. There is a widespread reluc-
tance of businessmen to invest, especially in long-term projects (Table 2).

9 In the US, commercial and industrial loans decreased by 18.6% in 2009. See Feder-
al Reserve, ‘Assets and Liabilities of Commercial Banks in the United States — H.8'.

19Tt is questionable whether all of them had been viable before, because consumption
and saving-investment under boom conditions is, by definition, unbalanced.
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This reluctance to commit to long-term investment projects is, to a large
extent, the unintended consequence of the attempt of governments and
central banks to manage the crisis. Indeed, this attempt has deteriorated
the business environment, most notably by aggrandising the uncertainty
concerning the future evolution of the economy in four respects.

Table 2. RECENT EVOLUTION OF PRIVATE INVESTMENT IN THE EU AND THE US
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Source: Eurostat; Bureau of Economic Analysis; author’s calculations.

(1) The momentous surge of government expenditure has been
financed through a corresponding increase of public debt. In most coun-
tries, public debt had been high already before the crisis. Deficit-spending
in the attempt of managing the crisis has brought it to new record levels.!

11 At the end of 2008, public debt in the EU (27 countries) stood at 61.5% of GDP, and
at 69.3% in the Eurozone (16 countries).
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This threatens to unsettle government finance, and in several cases has
already done so, bringing most notably the Greek government to the brink
of default.

Government default can be prevented in three ways: (a) by cutting pub-
lic expenditure, (b) by loans from other governments at lower interest rates
than those practised on the market, and (c) by loans from the printing press
of the central bank (monetisation of the public debt). Solution (b) can work
only if some major governments have not yet accumulated a large public
debt. At present, only the Chinese government is in this felicitous situation.
In all other cases, the debt problem is merely shifted from one government
to another. Only solutions (a) and (c) are therefore ultimate remedies
against government default.!? However, both solutions entail major macro-
economic disruptions, namely, deflationary spirals in the case of (a) and
strong inflation or even hyperinflation in the case of (c).

Hence, one way or another, the excessive public debt of the major gov-
ernments of our present day has the potential to create macroeconomic dis-
turbances of a magnitude far in excess even of our current problems. It is
true that such disaster is not yet imminent. However, if current deficit-
spending goes on unchecked, and if historical experience provides any
guidance, we might be only five or six years away from it.’> Meanwhile, this
dire prospect slows down and often stops the execution of long-term busi-
ness plans, as prudent investors, who take their mandate seriously, refuse
to gamble with their own family’s savings, and the life-time savings of their
clients, in such an uncertain environment.

Additional uncertainty in business springs from three further factors:

(2) The sheer magnitude of the changes of additional public expendi-
ture is likely to create great fortunes where they fall. For example, in the
US, the budget of the federal government has been increased, both in 2009
and in 2010, by an amount corresponding to some 10% of GDP. However,
these fortunes will be gained only by those who are well positioned to deliv-
er the goods that are then in public demand, while it is not always clear
which goods will be concerned and when.

12 Only solution (a) is a genuine ultimate remedy against government default, because
solution (c) amounts to covert default.

13 On the theory and history of hyperinflations, see Peter Bernholz, Monetary Regimes
and Inflation (2003).
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(3) This expenditure is for the moment essentially short-term, while it
is not clear if and to which extent these public spending programmes will
be extended.

(4) Various legislative processes, initiated by the heads of major states,
have been announced to bring about sweeping changes to business regula-
tion and sometimes even to the whole structure of the economy. In some
cases a relatively concrete objective of these changes is announced (‘green
economy’), while their dimension remains unclear and the measures (pub-
lic spending, business regulation, etc.) remain vague too. In other cases,
even the objective is elusive (‘ending capitalism’, ‘empowering the state’) and
as a consequence the political measures cannot yet be ascertained either.

Each of these four factors creates policy-induced or regime uncertain-
ty, which impairs long-term investment.'* Taken together, they go a long
way accounting for the current stifling of business investment, which, if it
persists, threatens to undermine in the medium and long run the material
welfare of the world population.'s

Banking

Even more so than the stock markets, the banking sector has been the
epicentre of the current crisis. Much less than the stock markets, banks
have been penalised for their own excesses, which had, after all, con-
tributed quite substantially to magnitude of the crisis. Out of the 7,401 US
chartered commercial banks that were in operation in 2006, since the out-
break of the crisis in July 2007, more than 200 have so far been closed in
an accelerating wave of bank failures. At present, this wave is still in full
swing (Table 3). In the first few months of the present year, until April 23,
no less than 57 banks have failed and been closed.

14 On the theoretical and historical significance of the concept of regime uncertainty,
see Higgs (1997).

15 GDP component figures portray the production, consumption, and distribution of
the monetary value of the annual consumer-good production. They include additions to the
capital structure (‘Gross Fixed Capital Formation’), but do not take into account the expen-
ditures made to preserve the current capital structure. For example, when business expen-
diture plummets (with the near-term consequence of capital consumption), this does not
have an immediate negative impact on real GDP, because in the short run the economy
continues to churn out the consumers’ goods that have been close to completion; and nom-
inal GDP might actually increase, to the extent that some of the funds that would other-
wise have been invested are now being used for consumption expenditure.
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Table 3. NUMBER OF BANK FAILURES IN THE UNITED STATES
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Source: Federal Deposit Insurance Corporation.

In the EU, the number of bank failures was much smaller, essentially
because the European governments were much more determined to pre-
vent bank failures with the help of open and hidden subsidies. This con-
cerned in particular public and semi-public banks. In Germany, the Lander-
owned Landesbanken had massively invested in mortgage-backed securities
(MBS), which they had bought, as it turned out, at excessively high prices.
Only public bailouts did prevent their bankruptcy. In the US, things were
similar. Several government-sponsored enterprises (GSE) were at the fore-
front of those who had based their strategies and operational choices on
excessively optimistic assessments of MBS values, which brought them to
the brink of failure. The three big GSE in US finance are the National Mort-
gage Association (GNMA or Ginnie Mae), which issued the first mortgage
security in 1970; the Federal Home Loan Mortgage Corporation (FHMLC
or Freddie Mac); and Federal National Mortgage Association (FNMA or
Fannie Mae). Freddie Mac and Fannie Mae control an aggregate balance
sheet of some 5 trillion dollars. In the fall of 2008, they were bailed out.

Just as the private commercial banks and investment banks, public
and semi-public banks engaged in business practices that have been frag-
ilising the financial system as a whole, and which have decisively con-
tributed to the magnitude of the current crisis. Three such business prac-
tices can be singled out:

1) Banks have operated with extremely low cash balances, which made
them vulnerable to bank runs, which respectively made them dependent on
permanent assistance from the central banks to prevent bank runs. They have
done this to invest the money that would otherwise have been ‘idle’ in their
cash balance, thus profiting from the return on this investment.

2) Banks have operated with extremely low equity ratios in an attempt
to leverage a higher-than average return on equity capital. This technique
of leveraging, and the implied under-capitalisation, is pervasive on the
financial markets and their most serious structural problem. It accounts for
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much of the magnitude of the current crisis. Banks typically operate with
equity ratios of much less than 10%, and in the case of large GSE such as
Fannie Mae and Freddie Mac, their equity ratio was in the order of a mere
1% (!).Consider the following example. Suppose an investment, entirely
made in the form of equity capital of 50 m<€, yields a net profit of 5 m€. This
is equivalent to a return on equity (ROE) of 10%. Now, if the investment is
no longer entirely financed by equity, but in a more or less large part by
debt, then the net profit diminishes (because the investor has to pay inter-
est on the debt), but it increases relative to the equity capital that is still
invested. Thus, if 45 m€ out of the 50 m€investment are financed through
a credit at 5%, then the net profit is 5 m€- 45 m€x 5% = 2.75 m<€. But this
net profit of 2.75 m€is now the remuneration of only 5 m€ equity capital.
In other words, it represents a ROE of 55%. This technique can conceivably
be applied ad infinitum, as long as the total return on investment is higher
than the cost of credit. Thus, suppose the above investment is financed by
1 m€equity capital and 49 m€ of debt. Then the net profit is 5 m€- 49 m€
X 5% = 2.55 m<, representing now a ROE of 255% (!).

3) Banks have systematically invested too much money in relatively
high-return (but also, therefore, high-risk) assets. Or, what amounts to the
same, they have systematically underestimated the risks associated with
these assets.

As we have stated, these practices have long been pervasive. It is obvi-
ous that they engender a higher profit respectively a higher return for the
investor, at the cost of greater vulnerability. Interest-rate hikes, unexpected
reductions of revenue, unexpected technical problems, etc. can easily upset
the calculus of the ardent risk-taker, and then he quickly faces insolvency,
especially if he has reduced his equity basis to an almost symbolic mini-
mum. Now, if only one or a few banks are such excessive risk-takers, then
they alone become vulnerable, while their behaviour represents no threat
for the banking system and the financial system as a whole. But if more or
less all banks choose to apply these financial techniques on a massive scale,
then they all become vulnerable. And because the assets of one financial
firm are more than often the liability of another, the failure of one of them,
if sufficiently large, is likely to trigger a snowball of further failures. Such
firms, which are big enough to trigger snowballing failures, are ‘systemical-
ly relevant’ in current economic jargon.

These problems, and in particular the pervasive problem of undercapi-
talised financial agents, have been known to public banking supervisors for
many years. It is true that nobody was able to predict the exact timing and
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the extent of the current crisis. However, many economists, some of them
associated with government financial institutions such as the Bank for Inter-
national Settlements and the St. Louis Fed, ever since the acceleration of the
US real estate boom in 2002, had warned in scholarly articles, in the daily
press, and in public speeches that it was but a question of time until these
structural problems would usher into a new crisis. They have at times been
heard, but governments have not listened to them. In short, there was no lack
of intelligence, but there was a lack of political will to tackle the issues.

One of the factors that paralysed the determination of governments to
solve these problems in time is their self-interest in preserving inflationary
(that is, leveraged) finance, and in promoting rather than curtailing the bank-
ing industry’s credit-creation powers. Now, it needs to be stressed right away
that this is not a recent phenomenon, but a constant feature of mankind’s
financial and monetary history. Until the 17th century, governments have
sought and obtained inflationary finance through the debasement of the
coinage, which by the way was severely reprimanded by the Catholic Church.
Then they discovered that the same end could be reached much more cheap-
ly and much more safely and efficiently by banks that produced redeemable
paper notes and demanded deposits on a fractional-reserve basis. They there-
fore started to create such banks on their own account, and encouraged sim-
ilar initiatives from businessmen and financial promoters.

The central problem of bank-based inflationary finance is the virtual
illiquidity of the banks. It is impossible for them to redeem all of their notes
and deposits at once, even though they give a promise of immediate
redemption to each bearer of their notes and to each owner of a deposit. If
the banker correctly speculates on the volume asked for redemption, the
virtual illiquidity remains just that — virtual. However, it turns into manifest
illiquidity if the banker is a poor speculator. And such illiquidity very quick-
ly turns into insolvency if, as is often the case, the banker has to force-sell
his assets to replenish his cash balance. And the insolvency of one banker
more than often snowballs into the insolvency of others, as everybody
scrambles for cash and is forced to sell. In short, with the new banking
industry there appeared the new phenomenon of the banking crisis.

While the banking industry was young, its crises were small too and did
not have much impact on the rest of the economy. But when it grew into
importance at the end of the 18th and through the middle of the 19th cen-
tury, its crises became a nuisance for public finance. Thus governments
sought to prevent bank runs and financial crises by the institution of cen-
tral banks, starting with the Bank of England in 1844,
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These new institutions centralised the country’s reserves of base money,
which at the time was usually a currency of silver or gold. Thus they could
bail out the other banks in times of liquidity crises. However, this institution-
al solution was short-lived because it did not attack the problem of inflation-
ary finance at the root; rather, it aggravated the basic illiquidity problem,
which was soon ‘reproduced on a larger scale’ as the Marxists used to say.
Central banks were supposed to preserve, not to curtail, the ability of com-
mercial banks to inflate the money supply, and thus to inflate the supply of
bank credit. They themselves were operating on a fractional-reserve basis,
even though they were not quite as much leveraged as the other banks. Not
surprisingly, the commercial banks did not diminish their issues, but on the
contrary increased them. They did not increase their equity capital to have
a greater buffer in bad times, but increased their leverage because they knew
the central banks behind them. This behaviour was rational from their indi-
vidual point of view, given the incentives that had been created through the
centralisation of the reserves. The new institutional environment had made
them less responsible for their actions. They no longer had to shoulder the
full negative consequences of their choices, yet they still enjoyed all the ben-
efits (current economic jargon calls this ‘moral hazard’). They acted accord-
ingly, and the system as a whole therefore became much more leveraged and
fragile. In short, the centralisation of banking ultimately reinforced the
problems of fractional-reserve banking, by making the industry as a whole
more fragile. As a consequence, financial crises became even larger, threat-
ening the entire banking system as well as government finance, and increas-
ingly had international ramifications.

Again, governments stepped in to rescue the banking system, yet again,
at least in part out of self-interest, without going to the root of the matter.
The new solution consisted in (a) giving legal tender status to the money
substitutes issued by central banks and (b) granting the central banks the
right to suspend their payments. This implied that central-bank issues were
no longer redeemable into some underlying natural base-money such as
gold. Rather, these issues now were the base money of the country. This is
the origin of the present system of immaterial fiat monies, which underlies
the architecture of global finance.'¢

16 For a more detailed account of the evolution of western monetary systems, see Hiils-
mann (2008), part three.
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To understand the economic consequences of immaterial fiat money,
one has to realise that in such a monetary system there are no more tech-
nical or commercial limitations to the production of base money. Under a
silver standard, or a gold standard, the production of base money is con-
strained by the costs of mining and minting. No such constraints exist in
our present fiat money system. Central banks can produce money in unlim-
ited amounts and with virtually no time constraint either. This implies most
notably that a central bank cannot go bankrupt as long as its debts are
denominated in its own currency. Similarly, no public or private organisa-
tion can go bankrupt as long as it enjoys the unmitigated solidarity of the
central bank that produces the money that it has to pay back.

This institutional solution promotes moral hazard on an even greater
scale than the system it had replaced. The very presence of central banks
producing immaterial paper money, which moreover have the official mis-
sion to stabilise the banking sector and the financial markets, encourages
precisely those nefarious practices that we have singled out above. Thus, com-
mercial banks run down their cash balances because they can obtain cash
in unlimited amounts and at a moment’s notice at the trading desks of the
central banks. Commercial banks run down their equity ratios as far as
legally allowed, because there is no more need for them to take any precau-
tions against adverse market tendencies. Indeed, (a) the monetary values of
their assets are stabilised through the central banks and (b) they themselves
are ‘systemically relevant’ and can therefore expect to be bailed out in the
worst of all cases. Finally, for the same reason, commercial banks make
riskier investments. Indeed these risks do not fully fall on them. A signifi-
cant part of the risks is ‘socialised’ through public bailout money.

These practices cannot be fully prevented through the control mecha-
nisms that are successfully applied in other areas. In particular, credit rat-
ing and bank audits are hapless in markets that are fundamentally biased
by the presence of a pervasive moral hazard. Rating agencies and auditors
rely on past and current market prices to assess the possible benefits and
risks of a firm’s operations. But those very prices are being negotiated by
agents that are not fully responsible for their actions. The prices ‘lie’.

Similarly, financial regulation is ultimately powerless in the presence of
institutionalised moral hazard, as long as it leaves the banks any freedom
of choice to innovate and develop new products and markets. The mini-
mum capital ratios imposed on the banking system starting in the 1990s
(under the Basel I agreements) have merely shifted the locus of excessive
behaviour. Banks have developed a whole panoply of new financial tech-
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niques, most notably securitisation, to get around those rules in all legality.
Often this has been done with the connivance of public and semi-public
partners. For example, under the Basel rules, private-sector claims have to
be secured by a minimum equity ratio of 8%. But if a GSE such as Freddie
Mac holds these claims and uses them as backing for some new asset-
backed securities (ABS) that it sells on the market, then a commercial bank
that buys one these ABS has to secure this purchase by a mere 1.6% of equi-
ty, even though the underlying asset (and thus the underlying risk) has not
changed in the least.

In the past, financial and banking regulation has been ‘captured’ by the
very firms, usually major firms, which were supposed to be regulated.
These firms used the regulation process to fight competitors whom they
could not successfully confront on the market. Financial and banking reg-
ulation has also been full of exceptions and exemptions designed to allow
inflationary finance in the service of the state. For example, again under the
Basel rules, any credit granted to a national government does not require
any equity basis at all.

The institutional fragility of the global financial sector and of banking
in particular is therefore quite essentially the result of rational individual
adjustments to an ill-conceived institutional environment. Banks have not
mindlessly followed a greedy appetite for greater profits and market shares,
not caring for the downside this could have in store for them. They have not
just mimicked other banks, or other investors, who applied hazardous
strategies. Quite to the contrary, they have coolly and rationally pondered
the pros and cons for them. And the turn of the events of the past two years
demonstrates that the bankers have been right, at least as far as their own
business is concerned. Unsound practices in finance and banking have, as
a rule, not been penalised through bankruptcy. To the contrary, as a rule,
they have been rewarded by bailouts in the form of expansionary monetary
policy, credit guarantees, and direct subsidies (partial or full nationalisa-
tions). These bailouts have been justified with the ‘systemic relevance’ of
those banks and financial firms. Their executives are therefore encouraged
to count on similar bailouts in the future.

This amounts to no less than a destruction of the incentive system with-
out which a market economy cannot operate. When profits are private,
while losses are socialised, the beneficiaries are encouraged to behave in
ways that are no longer conducive to the common good. Neither are they
encouraged to behave and think in ways that is conducive to their own
good as persons. The permanent public assistance distorts their character.
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Pope John Paul II once observed:
By intervening directly and depriving society of its responsibility,
the Social Assistance State leads to a loss of human energies and
an inordinate increase of public agencies, which are dominated
more by bureaucratic ways of thinking than by concern for serv-
ing their clients, and which are accompanied by an enormous
increase in spending.'

This passage from Centesimus Annus is usually thought to apply to
unemployed welfare receivers. But it applies just as well to ‘welfare for
bankers’ even though the assistance from which they benefit is less open.

To sum up, long-standing political interventions into the monetary sys-
tem were primarily designed to preserve inflationary finance in the service
of the state (and of others). These interventions have entailed (a) an
increase of the overall volume of the banking sector relative to the rest of
the economy; (b) a concentration within the banking industry, which set in
when regulations were set up which slowed down the creation of new
banks; and (c) a greater overall fragility of the banking industry, as mani-
fest in under-capitalisation.

The current crisis does not provide clear-cut demonstration that free
and unfettered financial markets just cannot work, but rather need vigor-
ous political control to be conducive to the common good. The evidence for
this often-made assertion is weak, if not outright lacking. A much stronger
case can be made for the exact opposite claim, namely, that current crisis
delivers yet another demonstration that political interventionism just does
not work, and that only the genuinely free (and responsible) actions of
entrepreneurs and other market participants can make financial markets
operate to the benefit of the common good.

Without even entering into any detailed argument, the basic and widely
known institutional facts lend prima facie credence to this claim. As a starter,
in historical perspective, financial markets and financial agents (especially
banks) are, to a large extent, political creatures. The history of organised
financial markets is very much the history of governments trying to make
sure there are enough buyers of government bonds.'® The history of banking
is very much the history of money creation in the service of the state.' In our

17 John Paul II, Centesimus Annus, § 48.
18 On the early history see Ehrenberg (1896).
19 See for example Gouge (1833), Rothbard (2002).
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own day, banks are often state-owned, and in all other cases they are
licensed by public administrations according to rules fixed by legislation.
On the financial markets, governments feature a massive presence, not only
as regulators, but also as financial agents, and especially as elephant con-
sumers of financial services. The major governments of the world taken
together absorb a good third of the world’s savings. Financial markets are
not free from political intervention, not by any stretch of the imagination
and of common grammar.

Governments

Apart from the top echelon of banking, government — especially the gov-
ernments of major countries, in economic terms — has been the only sector
to benefit from the current crisis. Governments all over the world have
assumed the mission to manage the crisis and thus to bring the world econ-
omy back on track. The essential means have been greater public spending
and further regulations of the financial markets and other sectors of the
economy. The bulk of these activities have taken place on a national level,
but regional and communal governments have often mimicked the same
approach. The result has been an across-the-board momentous surge of
public spending. The order of magnitude has very often been in the double
digits of GDP. Virtually all of this additional spending has been financed by
an increase of public debt.

At the risk of belabouring the obvious, it should be noted that the
momentous growth of government activity (including central banking) at
the onset of a crisis is not an inescapable law of nature. Rather, it is a char-
acteristic fruit of the culture of statism that has come into dominance in the
20th century and is today deeply entrenched in the political class and its
organisations, as well as in public administrations, in education, in higher
education, in religious organisations, and in the media (with the exception
of the Internet). Statism can be defined as an exaggerated belief in the pow-
er of political interventions to create, respectively to restore, a beneficial
social order.?! In its mildest form, it holds that such interventions, if used

20 Qverview in Barth et al. (2005).

21 Political interventions must not be confused with a mixed economy. In the latter, the
government is one of several owners and it controls only its own property. By contrast, an
interventionist government commands other property owners to use their resources in a differ-
ent way than these owners themselves would have used them. See Mises (1977[1929]), chap. 1.
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wisely and as a complement to the order-creating activities of civil society,
may benefit social order. In a stronger form, it holds that political interven-
tions are always a necessary element in creating social order, though they
may be counter-productive if used without circumspection. In its most
extreme form, it does not recognise any limitations to the power of the state
in realising its objectives (fiction of government omnipotence). Statism is
grounded on various factual claims. It is therefore open to be challenged by
scientific enquiry and is, indeed, being challenged constantly.

Government management of the present crisis rests on three related
claims, namely (1) that interventionism has not itself been a major cause of
our present calamities; (2) that further interventionism is a suitable means
— possibly the only means — to bring the world economy back on track, and
(3) that interventionism has worked on similar occasions in the past, most
notably in combating the Great Depression of the 1930s. All three claims
are at the centre of current debate.?

In any case, increased government activity (including central banking)
in the name of economic problem-solving means an increased role of gov-
ernment within the economy and society. Individuals, families, firms, asso-
ciations, and communal governments are learning to rely, both in address-
ing present concerns, and in their planning of future activities, on the very
same political institutions: national governments and their supra-national
institutions. In short, civil society and civil institutions become less self-
reliant, while political power is being enhanced and centralised.

This tendency of turning governments and their institutions, including
central banks, into ‘problem-solvers of last resort’, far from putting society on
a more solid footing, makes the social fabric as a whole more fragile. On the
one hand, the manifold prudential measures for economic self-protection,
taken by individuals and civil institutions in the light of their different subjec-
tive assessments of present and future risks, are homogenised. On the other
hand, the overall volume of economic self-protection is reduced because of
the economies of scale implied in centralised all-risk economic insurance
offered by the state. In short, the buffers and cushions of the social fabric,
providing protection to each against the errors and abuses of others, dwindle

22 Qut of the very rich literature criticising the notion that governments should man-
age economic crises, or have successfully managed such crises in the past, see for exam-
ple Woods (2009), Salin (2010), Paul (2009), Huerta de Soto (2006), Rothbard (2005), Hig-
gs (2006), Powell (2003), Shlaes (2007), Taylor (2010), and Altmiks (2010).
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in orientation, number, and overall volume. The expansion and concentration
of political action implies that any errors in government (and, a fortiori, abus-
es of government power) have a greater and immediate impact on all mem-
bers and institutions of civil society. The reinforcement of political institu-
tions entails increased overall institutional fragility. In the words of current
economic jargon, it creates respectively increases systemic risks.

The evolution of western banking, which we have briefly reviewed
above, stands as a warning illustration of this dangerous tendency.

From a political point of view, increased government activity (including
central banking) forebodes ill for the preservation of free societies, even if
the current expansion and centralisation of government power is meant to
be temporary. Indeed, throughout the 20th century and into our day, tem-
porary increases of government power to confront a military or economic
crisis have never been fully scaled back after the crisis had been overcome.?
All in all, there has been a secular tendency for government to grow at the
expense of civil society, with only a few occasional and minor setbacks.

SUMMARY

Our overview of the main features of the current crisis of the global
economy, up to the present point (April 2010), can be summarised in eleven
points:

(1) The magnitude of the current crisis of the global economy results
especially from the fragility of virtually the entire financial sector, which is
too weak to reform itself and too weak to accommodate sudden and major
adjustments in business.

(2) The fragility of the financial sector has been known for many years.
Governments have neglected to address this problem, inter alia, because of
their own material self-interest.

(3) The major manifestation of the crisis so far has been the dramatic
meltdown of stock markets on a worldwide scale in the year 2008, and the
implied massive redistribution of wealth, essentially to the detriment of
households.

(4) The crisis did not entail an institutional meltdown because of imme-
diate and massive action of public authorities (central banks and national

23 This is known as the ‘ratchet effect’ of government expansion. See Higgs (1977).



116 JORG GUIDO HULSMANN

governments). In particular, the momentous expansion of government and
central-bank spending has prevented a great number of bankruptcies in the
financial industries and in other sectors of the economy.

(5) Because of (4), unemployment has been kept at a relatively low lev-
el, as compared to major crises in the past, even though there are signifi-
cant regional disparities.

(6) Because of (4), many unviable firms and business projects have been
kept in existence, which sap the capital basis of the economy and thus
undermine the future productivity of labour.

(7) Because of (4), the incentive system of the market has been further
eroded, especially in the ‘systemically relevant’ banks and financial firms.
The resulting waste of capital undermines the future productivity of labour.

(8) Because of (4), public debt has reached critical levels in several coun-
tries. If unchecked, it threatens to entail major macroeconomic disrup-
tions.

(9) Because of (4), the network of social institutions is becoming more
fragile, and systemic risks are building up.

(10) Because of (4), political freedom is being undermined.

(11) Because of (4), and also because of current legal activism motivat-
ed by the desire to ‘use the crisis’ to impose social change, have deteriorat-
ed the business environment and slowed down private investment.

All in all, therefore, the crisis of the global economy is far from over.
Due to immediate and vigorous bail-out interventions on the part of the
major central banks and governments, much human suffering has so far
been prevented. However, this achievement has been essentially short term
in nature, and it has been bought at a great price.

Fundamental structural problems of the world economy (both in busi-
ness and in finance) have not been solved, and often reinforced through the
bail out. Virtually all banks and financial firms are still seriously under-cap-
italised, a great number of industrial firms survive only thanks to overt and
hidden subsidies, and private investment in general is slugging. The mas-
sive interventions of central banks and governments have also created
respectively aggravated other problems, such as the institutional fragility of
civil society (systemic risks), the erosion of political liberty, the undermin-
ing of public finance (potential of major macroeconomic disruptions in the
near future), and the further erosion of entrepreneurial responsibility, one
of the pillars of a genuine market economy.
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THE CURRENT CRISIS:
CONSEQUENCES OF NEGLECTING THE FOUR KEY
PRINCIPLES OF CATHOLIC SOCIAL DOCTRINE

MARGARET S. ARCHER

THE SILENCE OF THE SOCIOLOGISTS

When the Berlin Wall fell, Peter Berger berated sociologists for not hav-
ing seen this coming and for producing precious few analyses of why it had.
On the first charge, many joined ranks with those of us who had never held
the discipline to be a predictive science! because open systems, such as
society, are always subject to the intervention of contingencies. On the sec-
ond charge, there was no ready hiding place and only the shameless took
refuge in the plea that this was the task of political science or internation-
al relations. Exactly the same response greeted the recession in 2007. The
few sociologists who did produce media comments also called it ‘the cred-
it crunch’, as journalists themselves had misleadingly labelled it.

Whilst it would clearly be inappropriate to expect sociologists to supply
a detailed analysis of the proximate economic causes of the recession, the
same is not the case for an explanation of the socio-cultural context that
enabled this type of phenomenon to happen. However, the requisite con-
ceptual tools for such a contextual analysis were lacking. This also preclud-
ed the specification of transformed social conditions that would constitute
a barrier against recurrence.

On the contrary, I will argue that the generic conceptualization of
agency (socio-economic agents) and structure (social institutions) were
part of the contextual cause rather than its cure. Sociological concepts have

! See Roy Bhaskar, 1989, The Possibility of Naturalisim, Hemel Hempstead, Harvester
Wheatsheaf.
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regularly migrated into popular usage, being more accessible than econom-
ic ones, and this has intensified as mainstream economics has become pre-
occupied by economic modelling.? Conversely, from the 1970s onwards
there was a steady abandonment of ‘systematic sociology’ and the almost
feverish production of ‘catch-phrase’ caricatures, each merely extrapolating
one societal feature observable at the empirical level (e.g. ‘information or
knowledge society’, ‘risk society’, ‘liquid society’, ‘Macdonaldized society’
and so forth). Their very superficiality facilitated media take up and speed-
ed the hermeneutic normalization of their basic assumptions as they trick-
led down into the population at large.

The reverse face of the coin was that interest in non-observable genera-
tive Mechanisms - those producing structural and cultural contradictions
and complementarities or agential integration rather than conflict — were
subject to a further barrage of criticism that the stratified social ontology
involved entailed reification. Significantly, Bruno Latour entitled one of his
chapters ‘How to Keep the Social Flat’.?

In this paper I need to dwell partly upon why current sociology could
contribute so little to our understanding of the recession in order to show
that it collaborated in constituting a context — of institutions and organiza-
tions and of general understandings and expectations — that provided fer-
tile ground for the practices that were proximately responsible for the cri-
sis unfolding. Correspondingly, I will seek to show that each of the rather
gross contributory causes to the recession that sociologists have helped to
create are at variance with the key principles of Catholic Social Doctrine.

The defective conceptualizations in question where current sociology is
concerned are the following:

1. Its models of the human being (and hence of agency) are predominant-
ly individualistic, although in very different ways. Individualism is held
to be one of the core features of the cultural context which enabled the
types of proximate actions precipitating the crisis.

2. From such models it is not possible to conceptualise a form of political
organization (or political philosophy) that would have been resistant to
the practices of unrestrained financialization on the part of their rich pro-
tagonists or the ready acquiescence of poorer participants. This served to

2 Tony Lawson, 1997, Economics and Reality, London, Routledge.
3 Bruno Latour, 2005, Reassembling the Social: an introduction to actor-network-theo-
ry, Oxford, Oxford University Press.
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buttress an institutional political context which was unwilling to regulate
the financial activities that were directly responsible for the recession.

3. Generically, the majority of today’s social theory has no resources with
which to conceive of a robust civil society and a real civil economy that
would have been bulwarks against the scenario which unreeled. With
Marxism dead, so was the power to conceive of a better future attained
through social conflict. With Parsons in demise, so died any serious
concern with social integration and ‘the problem of social order’. The
two main engines that, in totally different ways, had driven the socio-
logical imagination during industrial capitalism generated no alterna-
tives for the macro-conceptualization of how late modernity need not
‘be so, but could be otherwise’.

1. INDIVIDUALISTIC MODELS OF THE HUMAN BEING HOSTILE TO HUMAN WELL
BEING

1.1. Homo economicus is a model of the human being — most explicit in
Rational Choice Theory — who contributes nothing to the ‘common good’,
unless by accident, and is unmoved by his social relations.* This atomistic
individual is devoted to and never diverted from the pursuit of his own ‘pref-
erence schedule’. His preferences themselves are not necessarily either self-
ish or mercenary but, nevertheless, their attainment leaves him better off in
his own preferred terms. ‘Economic man’ is thus someone whose human
constitution owes nothing to society, sustains no social bonds and is thus a
self-sufficient ‘outsider’ who simply operates in a social environment. Homno
economicus is a model which has stripped down the human being until he
or she has one property alone, that of instrumental rationality, namely the
capacity to maximise his preferences and so to maximise his utility.

Far from being confined to economic behaviour, this model has been
extended to account for why we have children, visit our aged parents,
attend one church rather than another, and how we select our spouses.’
This is a model of ‘man’ who contributes nothing to social solidarity and is

4 Margaret S. Archer, 2000, ‘Homo economicus, homo sociologicus and homo sen-
tiens’, in M.S. Archer and Jonathan Q. Tritter, Rational Choice Theory: Resisting Coloniza-
tion’, London Routledge.

> Gary Becker, 1996, Accounting for Tastes, Harvard University Press, Cambridge, Mass.
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also puzzled by it. If all were like him, there would be no voluntary collec-
tive behaviour leading to the creation of public goods (such as litter free
public spaces) let alone the large network of voluntary associations. Neither
would there be any collective acts of solidarity and free-giving (the normal
response to humanitarian crises and natural disasters). These human
actions and responses are beyond the repertoire of homno economicus.

The main reason why we should have no truck with f0mo economicus or
an economy and society modelled upon such an impoverished notion of the
human being, is that it cannot cope with our capacity to transcend instru-
mental rationality and to devote much of our energy to our ‘ultimate con-
cerns’. These are concerns that are not a means to anything beyond them, but
are conumitments that are constitutive of who we are — be they our children,
Church, career, community or cause — and thus our relations are the basis of
our personal identities. None of this caring can be impoverished by reducing
it to an instrumental means-ends relationship, which is assumed to leave us
‘better off relative to some notion of future ‘utility’. Yet, it is only in the light
of our ‘ultimate concerns’ that our actions are ultimately intelligible. Hence,
we should resist being reduced to ‘one-dimensional people’ by a model that
leaves out those social bonds that are humanly most important to us.

1.2. Bureaucratic regulation works with a different model of the human
being but one that is equally one-dimensional, namely koo sociologicus.
This model does not immediately appear as individualist, but note that co-
operation with others is self-motivated and derives from something equiv-
alent to a contractual social bond. Indeed, the model itself originated from
Hobbes’ individualistic theory of social contract. This model comes into
play when people have to recognize their interdependence with others and
the need to co-operate, rather than engaging in self-defeating antagonism.
It entails assuming a role — whether that of employee or a claimant of ben-
efits — and all roles have norms and normative expectations associated with
them. These norms govern not only, for example, hours of work, but also
entail detailed expectations about appropriate behaviour on the job. Role
occupants are assumed to live up to these expectations because of the sanc-
tions related to role-breaking thus, again, harking back to the Hobbesian

¢ Margaret S. Archer, ‘Persons and Ultimate Concerns: Who We Are is What We Care
About’ , 2006, in E. Malinvaud and M.A. Glendon, Conceptualization of the Person in the
Social Sciences, Proceedings of the Eleventh Plenary Session of the Pontifical Academy of
Social Sciences, Vatican City.
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notion that co-ordinated action between people has to be regulated and
orchestrated from above, if it is not to collapse into aggression over con-
flicting individual interests. Occupants of roles do not have to subscribe to
the expectations involved, so long as they obediently fulfil the role require-
ments. However, it is obviously advantageous that they do internally
endorse the norms in question because less supervision or surveillance is
needed as they carry out their tasks.

Although not overtly individualistic, as is homo economicus, not only
does self-interest lie behind it but also the formal requirements of role def-
initions, i.e. the strict delimitation of where responsibilities begin and end,
are hostile to genuine co-operation. One of the main problems of this view
is that the more an organisation succeeds in turning its personnel into
homo sociologicus (or ‘Organization Man’) the more they become sub-
servient ‘dopes’ — extinguished as people and without the initiative to act
when the small-print runs out. Thus de-humanization accompanies organi-
zational ineptitude, especially when unforeseen contingencies arise — which
in a classroom, for instance, is nearly all the time.” How many times have
we all been frustrate