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Book Review

Freefall: Free Markets and the Sinking of the Global Economy, by Joseph
Stiglitz, London: Allen Lane, 2010, 361 pp.

Written by one of the most prolific post-Keynesian thinkers, this book adds
weight to a series of publications Joseph Stiglitz has targeted at re-establishing
the Keynesian coordinates on why a radically different financial architecture is
needed to bring greater stability to the world economy. The root pillars of his
analysis remain as an unravelling of the disjuncture that asymmetric and
imperfect markets cause in the real economy. This book promises lessons that
are worth reading and digesting if policymakers are sincere about preventing
financial bubbles from becoming malignant in the future.

Presented through 10 chapters is an eloquent synthesis of how past
macroeconomic crises in general, and the 2008-09 global financial crisis in
particular, unfolded. Chapter one sets out the coordinates of how economic
crises arise and why there has been a fall in support for the market in favour of
more regulation, with a focus on the United States as it evolved from a
manufacturing-driven economy to one that is service-driven. Chapter two
explains some reasons for the crisis and the early efforts of the Bush
government to continue with failed policies. Chapters three and four discuss
critically the government’s faulty efforts to revive the economy and to save
homeowners. Chapters five and six examine governmental efforts to revive the
financial system with stronger regulations. Chapter seven calls for a new
capitalist world order by drawing lessons in the process from the freefall.
Chapter eight extends the logic of co-operation to check the crisis and to
introduce jointly recognized instruments to prevent a recurrence of new ones.
Chapter nine argues for painstaking efforts to reform not only the economy but
also the discipline of economics itself. Chapter ten makes an attempt to
establish appropriate social coordinates following a reflection on the kind of
society we should have.

Clearly Stiglitz is vindicated for his several years of passionate crusad- ing
to dismiss self-regulation by markets as the solution to maintaining
equilibriums. To his own disbelief, Alan Greenspan learnt too late that self
interest is all too powerful to prevent the pursuit of greed beyond the
appropriation of short-term benefits. Stiglitz masterfully re-establishes the old
Tobin-Galbraith argument that huge asymmetries exist in the economic system,
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and in doing so, rubbishes the neoclassical claim that established organizations
and firms would safely adhere to good business practices. Discarding the
meltdown left behind from the pursuit of failed liberal instruments, Stiglitz
rightly calls for a new capitalist world order built around a new set of social
contracts based on trust between the different members  of our society.
Recognizing the Keynesian doctrine that markets are not only imperfect but
that their constituents’ powers and capacities are also asymmetric, Stiglitz
reopens a forceful argument advanced by advocates of the high road to
industrialization (see Piore and Sabel, 1984; Pyke and Sengenberger, 1992).
Addressing these issues will require a clear reversal of the trend experienced
from unequal growth in the share of profits and wages in value added in the
United States with the former rapidly outgrowing the latter.

While I enjoyed very much reading the book, | would raise four questions
that an expert of Stiglitz’s standing may consider in his future works. First, in
his efforts to promote multilaterism it is critical to extend it to address  the
huge inequalities caused by the current economic order. We should not take
away any accolades for his cogent explication in the book calling for a reform
of the discipline of economics itself, through an incisive detailing of the flaws
of neoclassical economics and pointing out the theoretically fragile link
between the virtues of the market and the greed that shapes the conduct of
powerful interest groups. However, Stiglitz should consider elucidating in
greater detail the cause of the disadvantaged groups squeezed out by market
forces. While we now live in a world where communism, or at least the forms
that both Marx and the praxis version that Lenin advocated, has failed and
holds no currency at all for a comeback, certainly there should be scholarly
initiatives to seek alternatives that will prevent the occurrence of excessive
levels of inequalities a la the developments the United States has witnessed
since 1970. The new social contract that Stiglitz envisages should go beyond
trust between different groups and agents, and international cooperation, to
include vertical cooperation between peoples of different income groups.

Second, Stiglitz argues that within the developing world China is arguably the
only economy that has not been hit hard by the crisis. There should  now be
more discussion on how governments of the East Asian economies strengthened
financial governance to prevent subsequent exposures to external shocks. For
instructive purposes it is important to note that most East Asian economies,
including Korea, Taiwan, Malaysia, Singapore, Philippines and Thailand
only experienced a contraction in GDP following a collapse in exports to the
developed countries from the end of 2008 until 2009. Because of their prudent
management through firm regulations on lending, the introduction of fiscal
stimulus helped achieve quick recoveries in all these countries. With few links
to the global value chains of American driven multinationals, Indonesia escaped
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a negative GDP growth during the 2008-09 global meltdown.

Third, it is important for a leading exponent of the stature of Stiglitz to
pursue a formulation of the new capitalist order in greater detail, something
similar to what Keynes did to orchestrate the setting up of the Bretton Woods
organizations in 1944. The efforts of Yilmaz (2011) might well help
considerably in the quest to establish a new financial world orderFinally, Stiglitz
should offer leadership in the rewriting of macroeconomic textbooks so as to
ensure that students start to understand why egalitarian social contracts are
critical in establishing a just and orderly economic system. In the contest of
ideas that Stiglitz so often addresses in the book, it is vital to recognize that
the advocates of mainstream economics such as Friedman and Hayek enjoyed
extensive support from rightwing governments led by Reagan and Thatcher, to
invest considerable time in spawning the writing of textbooks that manipulated
and portrayed liberalism as the pillar of economics. Reforming economics
would require such leadership to spawn a similar production of textbooks that
would rival existing mainstream works, with the articulation of economics
framed around meaningful coordinates.

Overall, this is a wonderful book that provides a robust explication of both
theory and evidence to explain the causes of world economic crises and how
future occurrences could be avoided. It should be essential reading for
policymakers, company directors and students in general and financial experts in
particular.
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