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Zombie ideas

Ideas Outlive their creators

Should not outlive the evidence 
that supported them

But often do, in Zombie form
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Zombie Ideas in 
Economics

The Great Moderation

The efficient markets hypothesis

Dynamic Stochastic general Equilibrium

Trickle-Down

Privatisation
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Market Liberalism

Ideas that dominated the late 
20th century and early 21st

Gave rise to global financial 
crisis

Should be dead, but aren’t
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Zombie life/cycle

 Born out of collapse of postwar 
Keynesianism

 Lived as theoretical basis for 
late market liberalism

 Killed by the ugly facts of 
global financial crisis

 Reanimated in zombie form

 Likely to drive another crisis
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Why Zombie Ideas 
Endure 

Ideas benefit powerful interests

Intellectual commitments are 
tenacious

Economics is hard!
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Efficient Markets 
Hypothesis

 More properly, Complete 
Efficient Financial Markets 
Hypothesis

 Weak form

 Can’t predict asset prices on basis of 
past history
 Empirically well supported, but 
uninteresting

 Strong/semi strong forms
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EMH: Life

 Globalisation and triumphalism

 Central role of financial 
markets

 Source of fiscal discipline
Optimal allocation of capital
Risk management
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EMH: Death

 Dotcom bubble and bust

 Market can stay irrational longer 
than you can stay solvent

 Financial bubble, bust and 
bailout in 2000s

 Appears individually rational 
for most participants
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EMH: Reanimation

 Sovereign debt crisis

 Return of ratings agencies

  Austerity vs profligacy

 Plausible for Greece (with connivance 
of financial sector)

  Most face problems of 
unaffordable bailouts, excess 
reliance on financial sector
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The Great 
Moderation

A period of apparent economic 
calm from the mid-1980s 
onwards

 Popularized by Bernanke
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The Great 
Moderation: Life

 Credited to 

financial deregulation,
 improved central bank policy

 Natural fit with

 central bank independence
No role for government fiscal policy
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The Great 
Moderation: Death

 Cliff-diving

 Quasi-recovery
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The Great Moderation: 
Reanimation

 A transitory volatility blip 
(Coibion and Gourichenko)

 Business as usual in monetary 
policy/inflation targeting

Friday, 1 October 2010



DSGE

Dynamic Stochastic general 
Equilibrium

Elaborate Macroeconomic  
models driven by theory rather 
than fact
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DSGE: Death

No use in predicting or resolving 
the Great Recession

David Gruen, Treasury

It is as if, as the Titanic was sailing into 
iceberg-infested waters, those with the 
requisite skills and training to warn 
of the impending danger were instead 
hard at work, in a windowless cabin, 
perfecting the design of ship hulls ... 
for a world without icebergs 
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Trickle-Down 
economics: Birth

AN IDea that has always been 
with us

Rich man in his castle, Poor man 
at the Gate

If the rich become richer, the 
poor will eat better
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Trickle-Down 
economics: Life
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Trickle-Down 
economics: Death

Discredited, as far as an iDea 
can be

Great Moderation produced few 
if any gains for the poor

WOrst hit by the great recession
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TRickle-down 
economics: Reanimation

Bankers back on TOp

Bush Tax cuts for the Rich

explaining poverty away
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Privatisation: Birth

Term originated IN NAzi 
Germany

But Widespread use began with 
Thatcher

Reversal of long trend towards 
greater public ownership
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Privatisation: LIFE

Thatcher Revolution

Emulated by Labor govts in Aust, NZ

Collapse of communism

US Triumphalism

End of history, lexus and the olive tree
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Privatisation: DEATH

Failures and disappointments

New Zealand an extreme case

Theoretical rationale 
discredited

Equity premium problem

(re)nationalisation

Railtrack, AIG, Northern rock
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Privatisation: 
ReANIMATION

Still an article of faith for 
labor governments

Queensland, NSW
Following zombies to their doom

Need a new understanding of 
the mixed economy
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Where are we now?

 Policy: Still making it up as we 
go along

Theory: Facts have changed, but 
economics has not
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What Do we NEed?

More realistic micro-
foundations

Behavioral economics

Understanding of aggregate 
phenomena

Trust, social networks

Models of disequilibrium
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Where to from 
here?

Need to rethink C20 experience

Understand success and failure 
of postwar Golden Age

Economics should focus:

More on realism, less on rigor
More on equity, less on efficiency
More on humility, less on hubris
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