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Adair Turner became chairman of Britain's Financial Services Authority just as the global financial

crisis struck in 2008, and he played a leading role in redesigning global financial regulation. In this

eye-opening book, he sets the record straight about what really caused the crisis. It didn't happen

because banks are too big to fail--our addiction to private debt is to blame.Between Debt and the

Devil challenges the belief that we need credit growth to fuel economic growth, and that rising debt

is okay as long as inflation remains low. In fact, most credit is not needed for economic growth--but

it drives real estate booms and busts and leads to financial crisis and depression. Turner explains

why public policy needs to manage the growth and allocation of credit creation, and why debt needs

to be taxed as a form of economic pollution. Banks need far more capital, real estate lending must

be restricted, and we need to tackle inequality and mitigate the relentless rise of real estate prices.

Turner also debunks the big myth about fiat money--the erroneous notion that printing money will

lead to harmful inflation. To escape the mess created by past policy errors, we sometimes need to

monetize government debt and finance fiscal deficits with central-bank money.Between Debt and

the Devil shows why we need to reject the assumptions that private credit is essential to growth and

fiat money is inevitably dangerous. Each has its advantages, and each creates risks that public

policy must consciously balance.
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Too many books have now been written on the causes and consequences of the 2008 financial



crisis. Do we really need another? Most of the ground Adair Turner covers has already received

exhaustive treatment in Martin Wolfâ€™s The Shifts and the Shocks. Turnerâ€™s view is very

familiar: the financial sector is too big, we have too much debt, and the banking system should be

heavily regulated. There is little surprising or original here. For example, Turner has virtually nothing

to say about the interaction between the financial sector and technological innovation. The

genuinely innovative ideas in Robert Shillerâ€™s Finance & the Good Society, get passing

mention.Turnerâ€™s real strength is the directness of his argument, and the relative brevity of his

writing - unlike many post-crisis tomes, this book is reasonably short - and much of the familiar

ground can be skipped. He correctly frames the current global macroeconomic problem as how to

generate growth without ever-rising debt - public or private. He also gets close to reaching the right

answer: no well-organised free-market economy which can print money should ever have a

persistent shortfall in demand. Turner recommends that central banks should â€œmonetise budget

deficitsâ€•, which amounts to financing budget deficits by printing money, rather than issuing bonds.

Perhaps what is most significant, is that a supposedly radical policy is being endorsed by someone

at the heart of the establishment - after all, Turner was Chairman of Financial Services Authroity

(FSA) and may well have been Governor of the Bank of England, had the Canadian rockstar not

been available.The need for genuine innovation in macro policy making is a clear theme. Turner

should be applauded for this.

The literature surrounding the Financial Crisis of 2008 comes under two categories: (i) blow-by-blow

accounts of the story as it happened and (ii) books that seek to understand how it came about. It is

obviously the latter that one must turn to when it comes to exploring what we need to do from now

on, and Adam Turner, who ran the UK Pensions Commission until 2008 and the UK Financial

Services Authority for the next six years is uniquely placed to answer the question, because he not

only lived the crisis from an amazing vantage point, but was additionally tasked with keeping the

system safe. That was his job!His analysis of what happened is far from complete. He only mentions

technological change in passing, for example. It is, regardless, extremely well-informed and it

concentrates on the stuff the author learned in his tenure at the FSA. The crisis was a credit crisis,

so he chooses to concentrate on credit, while acknowledging there were other possible causes.His

recommendations, on the other hand, I find alarming.First, the findings on credit:1. It can make

sense for a bank to extend credit which may not be socially desirable. So, for example, a loan

against real estate is a super-safe loan for the bank to make because the collateral will not become

worthless overnight. Even if the borrower disappears, recovery will be great. But if banks lend



mainly against real estate, thatâ€™s less desirable than banks funding new productive ventures. To

elaborate this point, the banking system has found it historically much simpler to lend to those

seeking to invest in already existing assets.

Real estate accounts for more half of all wealth. That is the nub of the problem in global finance.

Banks have switched from financing business to financing real estate, almost exclusively. They

donâ€™t care that this is non-productive; it is bigger, safer and more profitable. The banks have

taken over from government in the creation of credit, and so control is nonexistent. We used to be

afraid government would create inflation and financial crises. But government is no longer the

biggest player, by a long shot. Banks continually inflate the money supply and the level of debt,

even today. We are not better off for it. In Turnerâ€™s words, limited land doesnâ€™t mesh with the

infinite capacity to create debt obligations. Left to the markets and the bankers, debt will continue to

flourish, multiply, and overwhelm. Excessive debt is â€œeconomic pollutionâ€•.This is powerful,

damning stuff, from a man who has a seat the table. Of the sagging shelf of such books, Between

Debt and the Devil is possibly the most lucid, intuitively correct and clear answer yet to the why of

the financial crisis.Along the way, Turner tells us that one of the reasons no mainstream economist

predicted the financial crisis is that their economic models do not include banks (!). Central banks,

but not the hundreds of thousands of banks that create money by lending for real estate. Yet we

base mission critical decisions on them.-We learn that real estate financing is a dead end. It does

not produce new industry or new consumption; it produces more wealth for those who donâ€™t

need it, and more debt for those who canâ€™t afford it.-Those who donâ€™t follow this system do

far better. The catch-up successes of Japan, Taiwan and South Korea resulted from banks lending

only to business, not consumers.
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