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World economy is sleepwalking into a new ﬁnancial
crisis, warns Mervyn King
Past crashes spawned new thinking and reform but nothing has changed since 2008
banking meltdown, says former Bank of England boss
Larry Elliott: The global economy needs to change fast
Larry Elliott in Washington
Sun 20 Oct 2019 12.42 BST

The world is sleepwalking towards a fresh economic and ﬁnancial crisis that will have
devastating consequences for the democratic market system, according to the former Bank of
England governor Mervyn King.
Lord King, who was in charge at Threadneedle Street during the near-death of the global
banking system and deep economic slump a decade ago, said the resistance to new thinking
meant a repeat of the chaos of the 2008-09 period was looming.
Giving a lecture in Washington at the annual meeting of the International Monetary Fund, King
said there had been no fundamental questioning of the ideas that led to the crisis of a decade
ago.
“Another economic and ﬁnancial crisis would be devastating to the legitimacy of a democratic
market system,” he said. “By sticking to the new orthodoxy of monetary policy and pretending
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that we have made the banking system safe, we are sleepwalking towards that crisis.”
He added that the US would suﬀer a “ﬁnancial armageddon” if its central bank – the Federal
Reserve – lacked the necessary ﬁrepower to combat another episode similar to the sub-prime
mortgage sell-oﬀ.
King, Mark Carney’s predecessor as Bank of England governor, said that following the Great
Depression of the 1930s there had been new thinking and intellectual change.
“No one can doubt that we are once more living through a period of political turmoil. But there
has been no comparable questioning of the basic ideas underpinning economic policy. That
needs to change.”
The former Bank governor said the economic and political climate had rarely been so fraught,
citing the US China trade war, riots in Hong Kong, problems in key emerging countries such as
Argentina and Turkey, the growing tensions between France and Germany over the future
direction of the euro, and the increasingly bitter political conﬂict in the US at a time when the
willingness of the US to act as the world’s policeman was disappearing.

Lord Mervyn King. Photograph: Murdo Macleod/The Guardian

“Ripples on the surface of our politics have become breaking waves as the winds of change
have gained force,” he said.
King said the world economy was stuck in a low growth trap and that the recovery from the
slump of 2008-09 was weaker than that after the Great Depression.
“Following the Great Inﬂation, the Great Stability and the Great Recession, we have entered
the Great Stagnation.” King said that in 2013 the former US Treasury secretary Larry Summers
had reintroduced the concept of secular stagnation, a permanent period of low growth in
which ultra-low interest rates are ineﬀective: “It is surely now time to admit that we are
experiencing it.”
Standard models were unhelpful in two important areas of economic policy – getting the world
economy out of its low growth trap, and preparing for the next ﬁnancial crisis.
“Conventional wisdom attributes the stagnation largely to supply factors as the underlying
growth rate of productivity appears to have fallen. But data can be interpreted only within a
theory or model. And it is surprising that there has been so much resistance to the hypothesis
that, not just the United States, but the world as a whole is suﬀering from demand-led secular
stagnation.”
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King said the world entered and departed from the global ﬁnancial crisis with a distorted
pattern of demand and output. To escape permanently from a low growth trap involved a
reallocation of resources from one component of demand to another, from one sector to
another, and from one ﬁrm to another.
“There has been excess investment in some parts of the economy – the export sector in China
and Germany and commercial property in other advanced economies, for example – and
insuﬃcient in others – infrastructure investment in many western countries. To bring about
such a shift of resources – both capital and labour – will require a much broader set of policies
than simply monetary stimulus.”
He added: “It is the failure to face up to the need for action on many policy fronts that has led
to the demand stagnation of the past decade. And without action to deal with the structural
weaknesses of the global economy, there is a risk of another ﬁnancial crisis, emanating this
time not from the US banking system but from weak ﬁnancial systems elsewhere.”
King said it was time for the Federal Reserve and other central banks to begin talks behind
closed doors with politicians to make legislators aware of how vulnerable they would be in the
event of another crisis.
He said: “Congress would be confronted with a choice between ﬁnancial armageddon and a
suspension of some of the rules that were introduced after the last crisis to limit the ability of
the Fed to lend.”

As the climate crisis escalates…

… the Guardian will not stay quiet. This is our pledge: we will continue to give global heating,
wildlife extinction and pollution the urgent attention and prominence they demand. The
Guardian recognises the climate emergency as the deﬁning issue of our times.
Our independence means we are free to investigate and challenge inaction by those in power.
We will inform our readers about threats to the environment based on scientiﬁc facts, not
driven by commercial or political interests. And we have made several important changes to
our style guide to ensure the language we use accurately reﬂects the environmental
catastrophe.
The Guardian believes that the problems we face on the climate crisis are systemic and that
fundamental societal change is needed. We will keep reporting on the eﬀorts of individuals
and communities around the world who are fearlessly taking a stand for future generations
and the preservation of human life on earth. We want their stories to inspire hope. We will also
report back on our own progress as an organisation, as we take important steps to address our
impact on the environment.
More people in New Zealand, like you, are reading and supporting the Guardian’s journalism –
made possible by our choice to keep it open to all. We do not have a paywall because we
believe everyone deserves access to factual information, regardless of where they live or what
they can aﬀord.
We hope you will consider supporting the Guardian’s open, independent reporting today.
Every contribution from our readers, however big or small, is so valuable. Support The
Guardian from as little as NZ$1 – and it only takes a minute. Thank you.
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