








































INTRODUCTION 

market countries, by contrast, are expected to record a modest decline in 
their debt burdens over the next five years. Aging populations in the devel­
oped countries will only exacerbate these problems. He thinks that competi­
tive factors will force countries to rely more heavily on consumption-related 
taxes. The most popular consumption tax in the world today is the value­
added tax, which the United States is unique in not having. He also 
thinks that some countries will rely on excise taxes or higher user fees for 
public services. 

Michael Lewis analyzes the impact of the Dodd-Frank Wall Street 
Reform and Consumer Protection Act on the economy. He believes that 
the new law will have a modestly contractionary effect by depressing 
bank profits and imposing more regulatory barriers on consumer lending. 
He also notes that the legislation failed to address the true cause of the fi­
nancial crisis-the role of Fannie Mae and Freddie Mac in providing large 
amounts of subprime mortgage credit to homebuyers. Congress plans to 
address the future of these agencies in 2on. The Federal Reserve has re­
ceived more power from the legislation, but there was tremendous contro­
versy in Congress about the Fed's role in propping up troubled banks. 
Lewis notes that there was also great controversy over the issue of "too 
big to fail" because of Republican allegations that the new law would not 
curtail bank size, but he says that the regulatory authorities now have 
more power to "unwind" the positions of large entities that could pose 
a systemic risk. He does not believe that the new law will prevent future 
financial crises, but it will prevent a repetition of many of the factors that 
led to the recent one. Banks will have to retain 5 percent of the assets they 
securitize. It will be easier to sue the rating agencies. There will be greater 
transparency of derivatives trading as more volume moves onto central­
ized exchanges. The law can modify behavior, but it cannot prevent future 
excesses in some asset markets. 

Carole Basri examines how the recent financial crisis will affect the fu­
ture of corporate compliance. She notes that the crisis has led institutions 
to reduce their headcounts in compliance and ethics departments. She 
views this as a negative development because the crisis itself resulted from 
a breakdown of compliance and ethics at leading banks and brokerage 
houses. She believes that governments will have a critical role to play 
in promoting improved corporate governance. She also believes that the 
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public can play an important role by creating more ethics and compliance 
programs in business schools, law schools, and other institutions. The US 
government itself has been less effective at prosecuting the financial crim­
inals in the recent crisis than it was in the past. The US government will 
have to strengthen the law enforcement process in order to promote more 
respect for the law among senior bankers. 

Thierry Malleret examines the process of investment decision-making. 
He suggests that many people did not foresee the recent financial crisis 
because they did not want to see it. He believes that human beings find it 
difficult to make rational choices and are instead influenced by emotions, 
beliefs, and feelings. He also believes that the big winner from the crisis 
will be neuroeconomics. Malleret reviews studies that suggest that we 
suffer from "bounded rationality" and that we have clear limits on our 
capacity to digest large amounts of information. Our language also makes 
it difficult to describe complex, nonlinear systems. Instead, we try to over­
simplify and are subject to herd behavior. Malleret states that investment 
firms do not employ neuroeconomists because they do not help people 
make good decisions. They instead help people to avoid bad decisions. 
Most investors are confident that they do not need the advice offered by 
neuroeconomists, but Malleret thinks that one of the legacies of the re­
cent crisis could be a greater willingness to listen to them. 

Mark Roeder analyzes the role of information in the modern economy. 
Roeder notes that the spread of the Internet has changed how people ab­
sorb and use information. He quotes Nicholas Carr, who asserts that the 
Internet is impeding people's ability to concentrate and contemplate. He 
believes that technology is encouraging us to be shallow and never dwell 
on one subject for long. The Internet can also cause us to become exces­
sively narrow because we can choose to see only the information we want 
to see, whereas an ordinary newspaper could expose us to many topics. 
Roeder also notes that brain imaging technology has indicated that the 
Internet activates reward pathways that have been linked to addiction. 
He believes that we have entered a period of diminishing returns in which 
we have greatly increasing access to information but inadequate under­
standing of how to use it. 

These chapters reflect a diverse set of views on both important macro­
economic and microeconomic questions. They have a generally positive 
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bias toward the global economic outlook at the end of 2010, with caveats 
about monetary policy. They cover a diverse mixture of microeconomic 

questions ranging from the future of oil supply to the challenges posed by 
climate change. The goal is to provide the reader with concise views about 
challenges that people will confront in the financial service sector over the 
next few years. There is no way to predict precisely what will come next, 
but the issues reviewed in this compendium will play a major role in shap­

ing the future. 




