Table of Contents

LiSt Of ADDI@VIATIONS ... eeeseseeseasssssesssssssssssssesssssssaseasens 11

INEFOAUCHION ...ttt esseseeseaseessseaseaseess s es e sss s sasens 13

1 The Radiography of the Financial System, with a Focus on

the United States ............iicmmsssnss—" 15

1.1. The different aspects of the financial system in general .......c..c.coovuuuc.. 15

1.2. Financial - monetary economy fundamentals ...........cccoeeuneinriuniiinnnns 19
1.2.1 Money supply: Money creation by the central and

commercial Banks ... 20

1.2.2 Money creation and “monetary destruction” ...........ccovevueceneienes 20

1.2.3 Questioning the money multiplier process ..........oecvevvvusvescuneces 21

1.2.4 Non-neutrality and super non-neutrality of money ................... 30

1.3. Developments in the current U.S. financial system ........c.ccoccevvrerrcennn. 35

1.3.1. Loan and bank credit decoupling from money and
nonbanking superfinancialization ........cceeneicienienieninecnnns 35

1.3.1.1. Credit aggregates: Suitable for nominal GDP

tArGEting? .o 40
1.3.1.2. Financial interconnections
1.3.1.3. Securitization, credit origins, and holdings ..........c........ 47
1.3.2. The Fed’s role in causing the great moderation ...........ccoeeesereneene 52
1.3.3. The movement of long-term and short-term interest rates ......... 56
1.4. Preliminary conclusions ... 58

2 Historical, Conceptual, and Empirical Approaches to Crises . 61

2.1. The influence of the financial system on economic crises: The

RiStOriCal CONEXL ....cvvererrreriirrereeirerisnsssseesessssesssesesessssssssesesesersssssssssesesens 61

2 B T 61 30 ¢ 5 P 62
Bibliografische Informationen E
https://d-nb.info/1262094593 digitalisiert durch 1

BLIOTHE


https://d-nb.info/1262094593

8 Table of contents

2.1.2. The panic 0f 1907 ......iicreimieneennnicessmesnsersessssssssssssssssessossssans 62

2.1.3. Great depression Of the 19308 .......cecreeeeeremrmmmenerisesmssessessssessssnnns 63

2.1.4. Great Stagflation ... cssaesseees 63

2.1.5. Dotcom mania

2.1.6. The Great TECESSION ......vveeemsereserrmcrmerscrssessesscesessssssssesssessssssessases 64
2.2. Considerations about equilibrium illusions ...........ccceeveeververeserseerrennens 65
2.3. The current status of the literature on economic and financial

crises and its CLItIGUE ...ttt ssseasessesssesens 77
2.4. An examination of relevant indicators to forecast the crisis .............. 83

2.4.1. The omnipresence of a financial indicator, as a proof of the
inseparability of business cycle from financial cycle ..o, 84

2.4.2. Instances where inverted yield curve and credit variables
may fail to predict Crisis ......oueerveircrrirssirnceeenns

2.4.3. Other suitable indicators for predicting crises

2.4.4. Signals that are too weak or have lost their ability to add
INfOrmMAation ... ssassiesess

2.5. Preliminary conclusions

3 Coordinates and Determinants of Financial Instability .......... 141
3.1. Evidence from the literature .........cccovcvvinevivinciscrnsinnneissinsisninenees 141
3.2. Main determinants of financial instability .........c..ceeuvvisnrevrnsioneienens 142

3.2.1. Capital mobility and the size of capital ......ccocccovurrnicicrnsrirenns 143
3.2.2. Decreasing profitability for financial institutions .... .. 145
3.2.3. Economic ineQUAlILY c.c.cveerevrnescerensieserensinsssensessiensssssesssessesnes 147
3.2.4. Low and stable inflation .........mimievmninnmiinnsinsiinnnns 158
3.3. Preliminary cONCIUSIONS ... 159

4 Potential Solutions for Financial Stability

4.1. The advantages of Chicago Plan ...,
4.2. The benefits of a cashless SOCIELY ..., 163

4.3. Capital requirements management ... 163



Table of contents 9

4.4. Inflation targeting versus price-level targeting, inflation channel,

and NoMINAl GDP .........iiveneineineeneeisneessesssenseessssssssssessssiasesssses 165

4.5. Yield curve and interest rates management ..........oeeeerseessesssecees 168
4.6. Considerations on “helicopter money drop” solution .........ccocceeeeee. 171
4.7. Preliminary cOnClUSIONS ........cccvveveueeeemerenmuscnsnerecssemeeseesnsesscssenenes 173

5 Economic Crisis Forecast Model .........cccoomcrrrrirnnnncccrrrrnnns 175
5.1. The usual recession MEChANISI .....ucveeieereireeriermsersensssesennsesesesnns 175
5.2. The model Proposal ........cviremereiineemircirneeserermsesseseessessessessassssessenns 177

5.3. Testing the predictive power of the model based on financial
indicators of the Great ReCeSSION ........ccoevererrererrerreseneurecesesnensesessnsenes 192

5.4. Coronavirus recession and its correlation with

the proposed MOdel ...t 198

5.5. Preliminary cOnclUSIONS ........ccoeivereinirnerncrernersenensnnnnessensensensersonaees 199
REfEIEIICES ......coonvvirirnriciiiscsetevisinsssssssssssissesssssssssasssssssssssssssssssssees 201
List Of APPENAIXES .....coovuumvrrmiecrrirnereeiisnecesissssenesssesssssssesesssssssssseens 247
LiSt Of FIGUIES ........ccvverreeircreriicneeiiecessiesecssssssessessssnessessssssssssssnnesssses 249

LIST OFf TADIES ...ttt esssessassssennsasessessesssssssssssesssasens 255



