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Defending the dismal science
How economists beat the crisis

Miroslav Singer in Prague!

In public debates | am continually asked — in my capacity as a practising
economist and former central bank governor — whether economics as a science has
failed. People are quick to cite how most economists did not foresee the source or
severity of the 2008 financial crisis. But recent normalisation of the world economy
makes it easier to argue No. Although the West in the last decade faced the worst
economic crisis since the 1930s, the dismal science was essential for implementing
appropriate macroeconomic policies to avoid the gravest consequences.

The failure to forecast the crisis led to enormous costs. The upset struck the
financial systems of most developed economies. This caused widespread distrust of
free market doctrines and government officials. Anti-establishment politicians are
attracting large number of votes. However, global free trade was mostly unharmed,
and mainstream political parties are addressing the electorate's concerns through new
policies. The situation could have been much worse. In 2017, nine years after the start
of the recession, the global economy is returning to sustainable equilibrium.

Compare this to what followed the 1929 great depression. Nine years later, in
1938, Adolf Hitler's power was rising to unprecedented levels. Austria, already under

authoritarian rule since 1934, was annexed by Germany. The second world war began

1 Miroslav Singer is former Governor of the Czech National Bank and a Member of the OMFIF Advisory Board.
He is Director of Institutional Affairs and Chief Economist at Generali CEE Holding.
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in September the following year. Many democracies were fatally undermined by the

political consequences of massive unemployment, which in some economies peaked
at one-third of the workforce. For those lucky enough to have jobs, wages for falling.

Deficient macroeconomic policies in the 1930s forced much of the population to
queue for stale bread and thin soup. Many states shifted to protectionism and
price-fixing, and created monopolies in key industries. The consequences of overly
tight macroeconomic policies after the great depression were a great deal higher than
those of policies pursued by central banks over the last nine years.

The dismal science may not have improved its forecasting record, but it has
performed better in moderating the consequences of its failures. The troubles of the
1930s and subsequent war should make us reflect. When discussing the value of
economics as a science following the 2008 crisis, one should keep in mind, nine years

later, what the alternative could have been.
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Enabling Greenness Metrics: Advanced Metallurgical Group

Total Equivalent C0: Emissions Reduced (millions of metric tons)
Product Enabled

Ford F-150 BE 1.37 2.05
Graphite 83 1.87 2.80 3.74 467 5.61 6.54 747
Transmission Heat Treatment 42 R 1.26 1.6% 2.10 2.52 294
Fuel Injectors BE 1.75 263 3.50 4,348 5.25 6.13
Aerogpace T1 Alloys 517 6.20 7.23 827 .30 10.75 1228 13.89
Aerospace Coatings A3 96 110 1.24 1.38 1.58 1.79 20
Gamma Ti Aluminide 413
TETAL C0: Emissions

Reduced (millions of melric 6.93 10.33 13.73 17.13 20.53 2309 29.74 3862
fong)

TOTAL C0: Emissions

Produced (millions af metric A2 A5 AR S8 B8 7 A7 97
tons)

WEDC: Bminesouer Reimoed 680  I0IR 1325 1655 1985 2432 887 3765
(millions af metric tons)

TOTAL ASSETS 835075 900.797 947921 832216 920436 1026.656 1123876 1221.096
Metric Tons of CO: reduced

per $1,000 of 7.96 11.30 13.98 19.89 21.36 23.68 15.69 30.84

Source: Advanced Metallurgical Group and calewlations by Prof. Dr. Steve H. Hanke and Dr. Heinz Schimmeltsch.
Notes: Theve data assume that all products produced sinee 2008 are still in use by 2007, All data from 2004-2017 are
exfimates made by the authors.,
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Why Green Finance Is a House of Cards,
and How to Fix It
Steve H. Hanke?

For some time, the flavor of the day has been “green.” Indeed, companies
around the world are scrambling to go green. Some are so desperate that they
engage in “greenwashing.” This practice amounts to little more than the use of
public relations campaigns to assert greenness. McDonalds, for example,
literally became green by changing the colors on its signature logo. Now,
McDonalds’ classic yellow “M” is displayed with a green, not a red,
background. That said, many companies are, and have been, engaged in
producing products and employing production processes that, by any
definition, would qualify as green.

Just how large is the green investment space? Well, it’s large, and it’s
growing rapidly. For example, the FTSE4Good, which is a sub-index of
London’s FTSE, has the largest market capitalization of any of the green
equity indices. At the end of May 2017, the global FTSE4Good’s market
capitalization stood at a whopping $20.9 trillion. That's somewhat larger than
the current GDP of the United States &mdashl $19.0 trillion.

With investors favoring green, and investment flows being earmarked as
green, an obvious question arises: “How does an investment qualify for the
coveted green designation?” The current methods used to measure green and
gualify an investment as “green” fail to meet rudimentary standards of
measurement. The most basic principal of measurement is replication. But,

the current methods are, for the most part, subjective and opaque. They are

1 Steve H. Hanke, Member of IMI International Committee, Professor of Johns Hopkins University
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“black boxes,” yielding results that can’t be replicated. This leaves a

multi-trillion dollar green investment house wobbling on stilts, rather than a
sound foundation.

In order to firm up the green investment house’s foundation, Dr. Heinz
Schimmelbusch, Founder & CEO of the Advanced Metallurgical Group (where
I am a member of the Supervisory Board), and | have developed a
methodology that is simple, transparent, and replicable. Our metric is
determined by starting at the origin of the supply chain. It is from that starting
point that we measure the amount of greenness ultimately enabled by the
production of a so-called green enabler.

For example, the reduction in CO2 is a green good. If a company produces
graphite that enables the production of more efficient insulation, which
results in lower demand for energy required for heating and cooling, then the
graphite producer is a net supplier of a green good - the net reduction in CO2.
In short, the enabler of the production of the green good is the supplier of
graphite. So, the source of greenness resides at the very beginning of the
supply chain. When it comes to the measurement of greenness, this enabling
notion leads to simplicity and transparency, as well as an objective measure of
the amount of greenness associated with each supplier that is enabling the
production of green goods.

To operationalize the enabling concept in the context of CO2 emissions,
the following transparent and replicable formulation for measuring greenness

with precision can be used:

Net CO; Reduction

where
Total Assets ?

Enabling Greenness Ratio =

The Net CO2 Reduction = the Net CO2 reduced by a company, and

Total Assets = the Total Assets as listed on a company’s balance sheet.

Enabling Greenness Ratio Created by Prof. Dr. Steve H. Hanke and Dr. Heinz Schimmelbusch

The enabling greenness ratio is simply the net CO2 reduced by a company

divided by the level of a company’s invested capital. Because this metric is
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divided by a company’s total assets, it provides net CO2 reduction relative to a

company’s size. This is analogous to the traditional accounting measure -
return on assets.

Our suggested methodology can be applied with precision. We use the
Advanced Metallurgical Group (AMG) to illustrate. The table below contains

our results.

Enabling Greenness Metrics: Advanced Metallurgical Group

Total Equivalent C(): Emissions Reduced (millions of meiric tons)
Product Enabled

Ford F-150 OB 1.37 2.05
Graphite 83 LE7 2.80 3.74 4.67 5.61 6.54 747
Transmission Heat Treatment 42 B4 1.26 1.68 2.10 2.52 2494
Fuel Injectors BB 1.75 2.63 3.50 4348 5.25 6.13
Aerospace 11 Alloys 5.17 6.20 1.23 827 230 10.75 1228 13.89
Aerospace Coatings A3 96 110 1.24 1.38 1.58 1.79 20
Gamma Ti Aluminide 413
TOTAL CO: Emissions

Reduced (millions of metric 6.93 10.33 13.73 17.13 20.53 25.09 2574 3862
fons)

TOTAL C0: Emixsions

Produced (millions af metric 12 A5 A8 S8 68 7 A7 97
tons)

L T 680 108 1325 1655 1985 2432 1887 37,65
(millions of metric tons)

TOTAL ASSETS 855.075 900797 947921 832216 929436 1026656 1123876 1221.09%

Metric Tons of CO: reduced

per $1,000 of Assets 7.96 11.30 13.98 19.89 1136 23.68 15.69 30.84

Sowrce: Advanced Mellurgical Group and calewlations by Prof. Dr. Steve H. Hanke and Dr. Feinz Schimmeltusch.
Nodes: Theve data axsume that all products produced since 2008 arve sl in wse by 2007, All data from 2004-2007 are
exfimates made by the authors,

Over the past eight years AMG has produced products that have enabled
an estimated net CO2 reduction of 157.47 million metric tons. Very green,
indeed. And yes, there’s more; due to the cumulative nature of supplying raw
materials that enable the production of green goods, AMG’s greenness
enabling ratio soars over time - indicating that AMG’s green rate of return is

growing rapidly.
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