
as Indonesia and India lag behind a politically extractive country like China in
terms of economic growth for so long? After all, not all extractive institutions be-
have alike, and quite often, they behave in drastically different manners. Despite
their wonderful scholarship and an overall well-written work, the theory of
Acemoglu and Robinson is far from omnipotent when it comes to explaining how
development works. The various institutions of our world are simply too complex
to be compartmentalised into two categories.

Still, Why Nations Fail? is an insightful work that deserves our full attention.
Indeed, political institutions are all too often overlooked by starry-eyed develop-
ment economists. The poignant accounts of how many nations failed to develop
offer a most grave lesson that we must learn, and despite its limitations, the insti-
tution theory of Acemoglu and Robinson is the kind of academic study our world
desperately needs.

Xuanbo Dong
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Peter Temin – David Vines

The Leaderless Economy: Why the World Economic System Fell Apart

and How to Fix It

Princeton University Press, 2013, 315 pp.

At first glance, the book authored by Peter Temin and David Vines conveys a
statement of the obvious: there is a fervently advocated need for global gover-
nance in a highly integrated and globalised world.2 Although this thought is not,
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per se, a novel one, in this compellingly written book, armoured with the wise
combination of economic history and theory, the authors intend to go beyond this
type of shallow argument by pinpointing that crises are part and parcel of our
world economy and the role of hegemony is unique in pursuing global coopera-
tion which can definitely emerge on the basis of our historical experience.

The book is organised around seven logically interrelated chapters, all looking
at the issue of whether an international cooperation is a real perspective under cur-
rent circumstances.

Chapter 1 discusses and maps current economic circumstances. Its pièce de

résistance is the thesis that there are two crises at the same time: on the one hand, a
financial crisis and, on the other, an ‘end-of-regime’ crisis. The latter hints at the
missing economic and political hegemony that would harmonise global gover-
nance by supporting cooperation among nations and the creation of measures tai-
lored towards global recovery. Such hegemony existed in the 19th century with
Britain’s pivotal role and, later, the United States served as the torch of powerful
countries after the interwar period. The authors shed light on the roles of hegemo-
nies by emphasising that they tended to spark the evolvement of internal (full em-
ployment with stable prices) as well as of external balances (when a country’s for-
eign assets and foreign debts keep abreast with the development of its national in-
come) that cannot be isolated from each other. Concerning the contemporary situ-
ation, Temin and Vines raise intertwined challenges such as the dispiriting unem-
ployment which is rather widespread across the industrial world, and the utterly
disrupted balance between investment and savings leading to indebted public and
private sectors with investors’ sentiments being ever more cautious. Let us imme-
diately add that the described phenomena are due to the panic and daunting
Knightian uncertainty (Knight 1921) over the debt overhangs (De Grauwe – Ji
2013), partly as a result of the anti-cyclical fiscal and monetary stimuli invoked to
fend off the dramatic impact of the financial and economic crisis. In this regard,
the book is pervaded by the view of growing uncertainty. Globalisation has led to
hegemonic powers losing ground and becoming incapable of efficiently driving
the global world to prosper.

Chapter 2 deals with the British Century and the issue of how Britain’s hege-
mony evaporated into the air with the Great Depression. The authors remind us
that history calls for cooperation, otherwise decision-makers would merely sum-
mon Karl Marx who jokingly stated that history repeats itself (first as a tragedy,
second as farce). The authors are right in this regard. Let us just recall that the re-
cent financial turmoil, which has been transmogrified into a once-in-a-lifetime
economic crisis, reflects this line of thinking. As the Great Recession erupted,
whose downturn seems to be lasting longer than the previous crises in economic
history (Fatás – Mihov 2013), the Marxian historical resurgence, or the
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Nietzscheian principle of eternal recurrence manifested itself without any comic
features. In this respect, the authors’ intention to study the past and its lessons is of
key importance, if for no other reason than that Wilhelm Röpke’s time-honoured
observation (1937) still holds true, namely that the causes and roots of the slump
must be sought in the previous prosperity. The authors demonstrate that the Brit-
ish hegemony was mostly determined by the fact that in the century-long peace af-
ter the end of Napoleonic wars, Britain became the first industrialised country to
prosper through an export-led orientation, and what is more, London proved to be
an efficient conductor of the international orchestra. The authors sensitively illus-
trate their point that maintaining the hegemonic role is crucial. Since Britain did
not sufficiently modernise its economy by taking the lead in new industries, the
organic process of hegemonic decline took place, with the hegemony irrevocably
escalating into a stalemate by World War I. The impaired financial system left no
chance for returning to “normalcy” (i.e. back to the gold standard) and the econo-
mies of Europe started the so-called competitive devaluation. According to the
authors, this was just a symptom of the missing coordination. As Kindleberger
(1973) underscored in his classical work, between 1914 and 1945, London was no
longer, while New York was not yet responsible for more harmonised gover-
nance. Throughout the whole chapter, Temin and Vines often reflect upon the
present circumstances in describing the succumbing internal and external equilib-
riums by plunging into the economic and social development around the Globe
which is undoubtedly a virtue of the book.

The title of Chapter 3, Keynes from the Macmillan Committee to Bretton

Woods, crystal-clearly indicates that the authors wanted to dwell on the major in-
novations and heritage of Keynes with the aim of building an intellectual bridge to
the following chapters. The authors repeatedly return to Keynes’ main conten-
tions by drawing a parallel between the essential problem of the Great Depression
and today’s financial and economic crisis leading to a fiendishly difficult situation
to solve (e.g. souring structural unemployment; mushrooming public debts; in-
creasing international imbalances; dramatic decline in trust in state institutions,
etc.). The authors review Keynes’ lifework in a vigorous way and underline one of
his key messages: aggregate demand needs to be stimulated through increasing
governmental expenditures to resuscitate the economies. Keynes famously ar-
gued that stimulus does not entail any crowding out effect regarding private in-
vestment. A potential feeling of lack may arise at this point simply because the au-
thors did not explore at greater length whether the Keynesian crisis management
ideas are transferable to the current juncture. Let us note that although Keynes
considered that we should repair the roof when there is no rain, the coordinated
fiscal and monetary stimuli as a reaction to the 2007–2008 crises resulted in sov-
ereign debt overhangs, thus deteriorating further the risk aversion of creditors.
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Neither the coordinated stimulus nor the turnaround – shifting to austerity – has
proven to be a successful undertaking in the sense that the previous has merely
postponed the inevitable recessionary and depressive impacts of recent global tur-
moil, while austerity has just deteriorated further the demand and, thus, the
growth conditions. Moreover, the temporary positive effect of stimuli may sug-
gest that there is high uncertainty over whether the world can find a new growth
model in which demand can be fostered in a sustainable way. In other words, ag-
gregate demand is by no means the main culprit today – the problems lie deeper.
One of the most pivotal advancements of Chapter 3 is that it outlines the learning
curve of Keynes towards a more holistic thinking by building heavily on a group
of insightful young economists. The authors guide us through the weaving scien-
tific relations among the group members and show how their achievements broad-
ened Keynes’ horizon, which finally encapsulated the importance of external di-
mension as well, i.e. the global support in reaching out internal balances. The pro-
cesses culminated in Bretton Woods when the global leadership was passed to the
hands of the United States.

Chapter 4 captures the American century up until the global financial crisis of
2007–2008. In the aftermath of the creation of the Bretton Woods system, as the
authors argue, there was a conspicuous acceptance over the need for an influential
role to be conducted by the United States. The Marshall Plan was designed to help
the global economy to its feet in complementing the functions of the United Na-
tions, the IMF and the World Bank. As a consequence, European growth reached
its golden age (the European real GDP growth was 4.8% in the period 1950–1973,
while that of the US was merely 3.9%, Table 4.1, p. 117). The authors describe the
main leitmotifs behind this dynamism that are linked to technological progress
(e.g. electricity, internal combustion engines, etc.). The diffusion of these innova-
tions injected greater productivity into the European continent than ever before.
This type of overview per se gives us an impression that the authors should have
alluded to the term ‘technological revolutions’ coined by Carlota Perez and Chris-
topher Freeman in order to present the developments from a broader perspective
(Freeman – Perez 1988; Perez 2002). Beyond the reasons and core processes be-
hind the slowing-down growth rates disclosed, the authors draw our attention to
another equally important point in this chapter, which is linked to the Washington
Consensus. Without being exhaustive, we just mention that the Consensus was at
best beset with difficulties and had significant negative effects even in the United
States (e.g. increasing inequality, p. 131). After 1980, the internal balance of the
US reached its inflexion point. The indebtedness became a prevalent feature and
the country’s hegemonic role started to evaporate perceptibly during the period of
Great Moderation (1992–2007) which was pervaded by less macroeconomic vol-
atility. The American beacon seemingly went completely out when the era of
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Great Moderation was replaced by the Great Recession in the aftermath of the
2008 financial turmoil and the ensuing sovereign debt crisis.

In the ensuing Chapter 5, the authors put Europe under the loupe and review
how the flourishing golden age of European growth took place and why Europe
decided to take decisive steps towards a common currency and economic integra-
tion. A principal conclusion of this chapter is that the missing political union con-
tributed to the inbuilt failure of the European Monetary Union (EMU) whose ar-
chitecture has not been able to serve as a catalyst of convergence, and what is
more, to provide both internal and external balances within the euro zone. Despite
the fact that the authors handle the processes with great care by looking at the is-
sue of a missing fiscal union and, therefore, at the divide between peripheral and
northern countries’ development, the chapter does not shed light convincingly on
the driver operated under the surface during the modernising experiment of the
EMU rules (including the Stability and Growth Pact). For instance, since the in-
debtedness in Southern Europe, helped by Germany and France, fostered their im-
ports, a contrario, it also triggered German exports, and thus this system appeared
to be a desirable one for core-countries. For this reason, the creditor countries
closed their eyes to the fiscal indisciplinarity of Portugal for example. The authors
implicitly suggest that fiscal consolidations in Europe should bear the stamp of
‘differential diagnosis’. From this angle, peripheral countries should implement
austerity measures to restore market confidence and to place fiscal trajectories
onto sustainable paths. Moreover, fiscal stimulus in countries with relatively high
global competitiveness can bring new élan into the aggregate demand of others –
structurally weaker countries (peripheral ones) – through the additional demand
for their exported goods and services.

Chapter 6 looks at the global economy and promotes cooperative global poli-
cies in restoring international balance and cultivating global growth. The main
question is how East Asia, the US and Europe can coexist harmoniously. They of-
fer different scenarios (p. 240) for possible outcomes in which the first, namely
cooperative outcome, should be primarily pursued (sufficient increase in spend-
ing in surplus countries, sufficient cut in spending in deficit countries; adjustment
of real exchange rates, and so of relative prices, both in Europe and between East
Asia and the rest of the world, to bring about expenditure switching).

Chapter 7, the closing chapter, focuses predominantly on how to achieve inter-
nal and external balances. The authors argue that the real exchange rate and the
domestic stimulus together should be manifested in the necessary policy instru-
ments in this regard. From a global context, the chapter tries to unravel the possi-
bilities of using these instruments by calling the attention to the difficulties. It is
repeatedly reaffirmed that in the absence of a hegemonic power, global gover-
nance seems to be a desired, but not realistic option.
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The reviewer shares the authors’ line of thinking that hegemony would be of
key importance; however, a more productive inquiry would be to ask whether we
can imagine hegemony on the basis of the state-of-the-art knowledge in a highly
globalised world. By now, the world is more complex than ever before due to in-
terdependence and, inter alia, the faster velocity embedded into our even more
complex socio-economic texture triggered primarily by technological develop-
ment (i.e. the Internet, ICT-based techno-economic paradigm resulted in the
abundance of information by leading to the era of ‘immediacy’). With the increas-
ing complexity of our systems, complex issues require, by their very nature, com-
plex solutions. Although desiring effective and efficient global governance can be
deliciously tempting, this would be the wrong inference pervaded by a good deal
of abstract thinking and negligence of the nuances and complexities of the real
world (i.e. it should be built upon wide political consensus to ensure an institu-
tional framework is democratic enough). Furthermore, as the Nobel Laureate
Daniel Kahneman pointed out, the predictive power of our knowledge reaches its
diminishing marginal returns relatively fast (Kahneman 2011). This psychologi-
cal finding is especially true when it comes to predicting non-linear processes in
the global system interspersed with growing interconnectedness, interdependency
and uncertainties (e.g. estimating ex ante the value of fiscal multiplier precisely is
particularly cumbersome as it was admittedly the case, see Blanchard – Leigh
(2013) or Solow (2012)). Consequently, even if the nation state can be seen as the
antiquated heritage of the French Revolution, it still remains responsible for con-
ducting pro-growth fiscal consolidations efficiently geared towards short-term
stabilisation as well as medium- and longer-term sustained recovery alike.

Olivér Kovács
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Dóra Gyõrffy

Institutional Trust and Economic Policy

Lessons from the History of the Euro

Budapest, Hungary: Central European University Press, 2013, 222 pp.

Dóra Gyõrffy, Associate Professor at the Pázmány Péter Catholic University in
Budapest, contributes to classical as well as modern economic thought in her new
book about institutional trust and economic policy. She seeks to link theoretical
debates on the importance of trust in economic outcomes with the current argu-
ments about the origins and lessons of the financial crisis. This book tries to go
back in time and consider the role played by trust preceding the crisis. Examining
the causes of the subprime crisis from a perspective of trust can also provide new
insights to the decades-long debate on the relevance of trust to economic out-
comes.

Chapter 2 provides the theoretical basis for the book and tries to explain how
the decision-making of individual agents is shaped by the presence or absence of
institutional trust. Under what conditions do these mechanisms exist? How do de-
bates about trust help our understanding of the subprime crisis in the European
Union? By integrating insights from Post-Keynesian,3 Austrian4 and new institu-
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3 The fundamental building blocks of Post-Keynesian theory are: (i) the non-neutrality of
money; (ii) the existence of non-ergodic uncertainty in some important decision making as-
pects of economic life; and (iii) the denial of the iniquitousness of the gross substitution axiom
(Davidson 2011: 309).

4 The Austrian School of economics is a school of economic thought which bases its study of
economic phenomena on the interpretation and analysis of the purposeful actions of individu-
als.


