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Abstract 
The economy of sustainability is usually portraying the tendency to stability 
as a universal law regulating the development of the mankind and nature re-
lationship. The trend towards the stability of economic systems is the gua-
rantor of a constant and regular growth, in accordance with the evolution of 
the environment around us. It follows that the deviation from the stability 
rule is certainly possible but with some penalties. The main penalty is the 
transformation of the linear and constant growth into the conjuncture si-
nuous movement, so that the corrective recession would be introduced into 
the economic circuit. Recession intended as a tool to bring the deviated sys-
tem back to the natural condition of stability. According to this point of view, 
the recession is a sin to be paid in the economy management and there would 
be no way to avoid to pay this price. Therefore, attempts to avoid the penal-
ties imposed to correct the system may be reckless. Trying to avoid the pe-
nalty means only to refuse now that damage which would allow the following 
return to the serenity of natural stability. It follows that the inexhaustible at-
tempts to correct the economic trend in favor of a constant growth line do 
not take into due consideration that only the stable condition of the economy 
can guarantee that tomorrow wouldn’t be worse than today. Therefore, at-
tempting to straighten the sinuous line of the cycle is absurd, at least if we 
continue to remain inside the instability sub-world. The result is that the ul-
tra-Keynesian policies to support the cycle correspond to an irrepressible de-
sire to take action in order to mitigate the damage. But the recession is a cure 
that sooner or later must be adopted. So, the options offered by the fiscal and 
monetary policies to support the cycle can have some effect, even satisfactory, 
but only in the short term. That is, they offer the possibility to drag over time 
the showdown with the immanent tendency towards stability. But sooner or 
later the tendency towards recession will return even more urgent and it 
would be therefore appropriate to accept a present damage for an advantage 
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(constant growth) in the future, within an economic scenario once again sta-
ble. 
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1. Introduction 

In a context of sustainable economy, the scenario of the stable economy always 
follows a constant trend, slightly rising depending on the potentials of the sys-
tem. In a stable system, therefore, the expectation of a tomorrow like today—in 
terms of expectations in the economic field—is quite reasonable. This approach 
shouldn’t be surprising. It’s enough to say that the communities carry in their 
collective DNA this expectation of a tomorrow that wouldn’t be different from 
today, regarding the economic perspectives. Not otherwise, we can explain the 
disillusionment taking individuals and communities when the economy turns 
more or less rapidly towards recession and cyclical involution. In this regard, we 
can argue that the expectation of a linear growth represents a collective aspira-
tion in harmony with the stability universe. Of which, therefore, it’s a sort of 
“echo” able to receive information, even informal, on the path followed by the 
economy.  

In fact, it is reasonable to think that the long permanence of humanity on the 
planet is somehow assisted by a fundamental law concerning the economy’s 
path. A law that over time must safeguard the compatible use of natural re-
sources, for the benefit of future generations who should be able to count on 
them for their own survival. It follows that sustainability can be defined as the 
rule to preserve natural resources over time. A mission that is certainly not sub-
ject to the rules of selfishness but must find a substantial support in a funda-
mental law, not so different from those governing the world of physics. In short, 
the rule of stability and sustainability understood as possible growth inside a 
context of natural resources conservation. 

According to this approach, the norm for good economy management cannot 
allow deviations from the stability of economic systems. And if this deviation 
actually occurs, the rule of stability must therefore involve models for the cor-
rection of systems that become unstable, which necessarily operate without any 
guidance but the natural law. Anyway, it’s acting with an operational gradualism 
allowed by the times of nature. Therefore, even long times that may not be 
compatible with the time of a human generation. 

Therefore, the natural rule oversees the stability of the economy course. Ob-
viously, the relationship between humanity and nature doesn’t qualify as a stable 
equilibrium. The balanced situation is instead the result of corrections on the in-

https://doi.org/10.4236/tel.2019.98187


G. A. Cossiga 
 

 

DOI: 10.4236/tel.2019.98187 3036 Theoretical Economics Letters  
 

stability path, which unfortunately is actually the norm in the current economic 
landscape. It’s like saying that the even marked deviations from the stability path 
are characterized by pauses in the natural development mechanism. To hang up 
the balance of economic systems or at least to reduce the excessive waste of nat-
ural resources, the economy suffers a pause or a regression in terms of develop-
ment, in this way, is thus attenuated the gap between the sustainability pathway 
and the potential degradation resulting from the excesses and from forcing the 
economy development. 

Therefore, the balance of economic systems is always in fieri, in the sense that 
any deviation from the natural path would impose slowdowns, blockages or re-
gression of natural development, since the rule of balance between economy and 
nature cannot be forced. It follows that the economy in pause or recession is al-
ways the consequence of a natural corrective process, which appears in the 
sub-world of instability. It can be deduced that the most loyal behavior in the 
economy management should be always to have the positive expectation that the 
forces of natural correction will do their job. 

In other words, the conjuncture cycle reversal and the recession are not to be 
considered evils in themselves but instead real treatments imposed by the cor-
rective system, in the attempt to resolve the errors produced by the deviated de-
velopment inside the economic structure. If this is a self-care, anyway a doubt 
remains about the consequences produced by measures to hinder or even just 
mitigate the strength of the economic crisis. 

Perhaps the inactivity of those responsible for the economy management may 
also be inappropriate, because the social stability must be considered a relevant 
factor during the adverse phases of the economic conjuncture. Meaning that the 
balance between economy and nature should also include a balance in the dis-
tribution of resources within a community as well as in all countries and conti-
nents. So, within a community a wealth and income distribution in favor of a 
small circle of lucky people must be considered an aberration that the corrective 
system will try to correct over time. The times of the humanity-nature relation-
ship may not be exactly compatible with the times of one or more generations. 
But we should consider them unequivocal and inevitable. 

Equally we can think that a distribution of wealth and incomes among nations 
and continents just for the benefit of restricted privileged countries, as happened 
for the major European countries in the nineteenth century, is destined to 
change under the sign of a greater distribution equity. According to this point of 
view, the rise of the Asian continent and namely of China and India, in the fol-
lowing century should be interpreted in the sign of the distribution correction at 
a global level. Therefore, we can expect a similar phenomenon would concern 
Africa, which remained on the fringe of the redistribution process of global re-
sources. 

Just to say that the social and economic rebalancing of the most advanced 
countries, of Asia and later of Africa, is to be considered a phenomenon of nat-
ural correction in the redistribution of resources. A phenomenon that has led 
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and will lead to a transfer of resources, consistent with the real essence of the 
natural law of balance between humanity and nature. Rebalancing occurs with 
historical times, but it is unequivocal and inevitable. Therefore, it makes no 
sense to oppose this natural process that is deeply rooted in the special relation-
ship that ties all living beings to the nature around us. 

2. The Tendency to Stability of Economic Systems and How  
to Preserve It 

2.1. If We Hinder the Natural Correction Process, There Could Be  
Consequences 

What to do in the event of a recession, or worse of a financial crisis? The answer 
seems quite difficult. At least under the point of view of the sustainability 
economy and, therefore, of the sub-world of instability for an economic system. 
The problem, of course, is the balance of the economy and therefore the return 
of altered systems to the correct sustainability ratio in the economy. First of all, 
because the growth of the economy is to be considered constant and without 
cyclical alternations when an economic system is maintained in the orbit of sus-
tainability. 

This is to say that a long period of constant and regular economic develop-
ment can be assured if the economy management does not yield to the tempta-
tion to support growth, so forcing the relationship between economy and nature. 
Not only that, indeed, because it’s highly probable that in a balanced condition 
would prevail the tendency to maximize the development potentials. Exactly the 
opposite of what happens in the sub-world of instability, where the economic 
situation is always trying to curb the potentials and to propose the recession, to 
let the overloaded system have a much needed pause. 

It goes without saying that, when we are at the center of a sudden economic 
reversal, it’s almost unavoidable to resort to neo-Keynesian maneuvers and to 
the accommodative monetary policy, in order to mitigate social damages. In fact, 
in the case of a strong reversal of the economic conjuncture, the greatest damage 
is felt by the weaker social categories, thus increasing the already too wide gap in 
the income range. Notwithstanding, falling into a ravine, even if it’s Saturday, we 
should do everything to minimize damage. However, the fact remains that we 
could witness as a result of supportive measures—as it happens in fact—a 
mitigation of recessionary phenomena and a relatively quick return to a slow 
recovery. However, the interruption or décalage of the phenomenon will have 
some consequences, since the action was somehow opposing the correction nat-
ural mechanism. 

It must be said that we can identify or at least estimate the quantum of the re-
cession that could depend directly on the mechanism of natural correction and 
also the quantum of the conjunctural drop that instead could be due to er-
rors—above all of a monetary nature—arising from the desire to give imme-
diately some breath to the economy in crisis. The ‘29 great crisis was the final 
outcome of an incredible and irrational speculative wave that dragged the Stock 
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Exchanges to a continuous upward. The reaction of the Central Banks and in 
particular of the FED was the control over the money quantity.1 In a sort of ho-
mage to a monetarist conception, the great nations at the time protagonists, then 
decided to hang up their currencies to gold, according to the ratio before the 
Great Crisis.2 

These were decisions that essentially reduced the quantity of money available 
for the markets, actually exacerbating and emphasizing the underlying effect of 
the post-speculation crisis. It can be argued that the addition of monetary exas-
peration over the markets contributed a lot to the collapse of production and 
incomes in the 1930s. So much that the decision progressively adopted by the 
various states to abandon the Gold Standard was followed by a rapid improve-
ment at the industrial and commercial level, while those who delayed to unhook 
the currency (Italy and France) suffered longer the serious repercussions of the 
economic crisis [1]. 

This brief glimpse is just to say that it’s possible and seems even appropriate 
to distinguish between the natural correction and the correction for technical 
errors. The first one, if blocked, can produce medium-long term effects. Other-
wise, we should not expect a negative legacy from solutions unblocking the ef-
fects produced by technical errors of the monetary and financial management. It 
must be said, moreover, that the management of the economy, according to sus-

 

 

1In 1933 Roosevelt removed independence of the Federal Reserve, then ordered to print money, left 
the gold standard, devalued the dollar. And here are the reactions of his advisors: “Feis made a ges-
ture as if he wanted to give up everything. Douglas was completely in horror. Warburg declared 
clearly that this decree was demented and irresponsible. Douglas took leave with a Well, this is the 
end of western civilization”. Instead, Keynes wrote to Roosevelt that he was the only hope of the lib-
eral democracy: if he would fail, on the political scene only revolution and reaction would remain, 
fighting each other ... And he did not ask to give back the independence to the FED. John Maynard 
Keynes, by Giorgio La Malfa. 
2During the correction phase of an unstable system, the link between the economy and the price sys-
tem is usually one-way. The relationship between the economy and inflation (deflation) is always 
proceeding from the conjuncture (in deep depression during the financial crisis) to the falling prices. 
It is neither possible nor acceptable that there could be a feedback from the falling prices towards the 
economic conjuncture, which accentuates the economy depression. Prices are the image of the con-
juncture situation and they follow her destiny in a neutral way, not being able to interfere in any way 
with the state of the economy. This absolute rule allows however an exception, as demonstrated 
during the ‘29 crisis. During the severe deflation following the Stock Market collapse and the finan-
cial crisis, the deep depression of the economy was accentuated and extended by the rigidity of Gold 
Standard Interwar (again adopted by the world’s major economies after World War I). On that occa-
sion, monetary rigidity has tragically accentuated the depression. This has created a vicious circle 
that is powered between the economy and deflation, tied to the economy, on one side, and between 
the fall in nominal prices, tied to the Gold Standard Interwar, and the economy, on the other side. A 
specific monetary factor (the monetary rigidity), which therefore made bidirectional the relationship 
between economy and deflation, relationship usually going one-way from the economy to the prices. 
An error that from the currency (linked to the Gold Standard Interwar) has moved sic et simpliciter 
to the economic level, thus inhibiting also the normal economy correction entrusted to the natural 
mechanism. Therefore, not only the monetary error has exhausted the economy for a ten-year pe-
riod, but also blocked the natural correction action, so extending forward in time the system trouble 
fighting against an unsolved financial crisis. A perverse link that only dissolved when the (late) deci-
sion was taken by USA and European countries, to abandon the Gold Standard. A decision adopted 
by UK only in 1933, followed by the United States the year after. However, France resisted until 1935 
because was strong the attraction of that country to the world gold movements and this assured in 
fact large gold reserves (G. A. Cossiga, 2017). 
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tainability rules, requires the ability to listen to the aspirations of the communi-
ty. And, even more, the ability to remove the widespread ambitions in the 
economy management, like to pretend to be able to overcome the limits imposed 
by the economy-nature relationship. 

In a state of quiet and moderate management of the economy, first and fore-
most, it’s necessary to listen to the prevailing orientations within the communi-
ty. In fact, it must be strongly stated that the sentiment of a community is quite 
capable to express—in its majority—what the real condition of the economy 
may be. Not only that, because is also able to indicate, at least in its general lines, 
the path to follow to bring the economy back to the lost stable condition. Indeed, 
it should be argued that the proven ability of the community to have a reasona-
ble idea of the economy general state is to be linked to the collective capacity to 
capture the negative signals (see for instance the price trends) that the markets 
send directly or indirectly. 

So that the tendency of the economy towards recession uncovers the presence 
of errors in the management of economic systems and the consequent need for 
market activity to pause in search of stability and sustainable balance. We must 
therefore accept that this tendency to recession is somehow perceived by the 
community, which represents a sort of special terminal connecting humankind 
and nature. 

We cannot in fact exclude that the natural law regulating the sustainable bal-
ance of economic systems has its own tools, which we have called natural correc-
tion system. An equipment that not only has the inductive force to cause the 
corrective recession but also is provided with alert warnings and signals to 
communicate the deviation of the economy from the stability path. Believing 
that the community is a sensitive terminal of this humanity-nature relationship, 
seems confirmed by the research on the collective sentiment about economy, 
market and consumption trends, orientation on saving use. 

This is why even simply our neighbor has a vision quite clear on the economy 
condition, especially if things don’t go well. At this point, it cannot be excluded 
that the community, understood as a large majority, would be able to discern 
between the strategies useful to resolve the economy swamped. It follows that 
the natural corrective procedure, intended as a tool to restore the stability of the 
altered systems, should be shared by the majority of a community. 

Now, since the natural corrective system proceeds with pauses and slowdowns 
in the development mechanism for the economy rebalancing, it follows that the 
conjunctural tensions imposed to the correction system could and should be 
shared by the majority of a community. In other words, the community should 
be aware that the treatment requires a temporary pause of the economic growth 
and share, therefore a sort of resignation to wait that the restoring process would 
take place. 

It’s like saying that the concern of the leaderships who fear the consent col-
lapse, due to the imminent or ongoing recession, could be out of place. In fact, 
also the community members would like to share the market’s new horizon. In 
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other words, it wouldn’t be the eventual pace fall of natural development that 
would create imbalances in the political context, but rather the possible attribu-
tion of political responsibilities for the mistakes made in the past and the re-
sponsibility for the economic recession. 

This is to say that a government facing the problems linked to the recession 
can maintain its justified consensus. Unlike then those leaderships who, sur-
prised by the changing economic situation, are trying to do their best to put up-
ward the cycle profile, because otherwise they would suffer a progressive loss of 
social acceptance. This is because inside the community’s DNA there is the nat-
ural hope that tomorrow wouldn’t be different from today, because the econo-
my’s growth follows a constant path without cyclical alterations. When the 
economy cycle is created, this means that the economy is already inside the in-
stability sub-world. This fall involves the growth arrhythmias and a slowing or a 
pause of the development constant process, which instead belongs only to a ba-
lanced and sustainable economy.  

These linear concepts involve the risk that at least some of the strategies to 
bring the altered cycle back to the desired pace, may be instruments that, in the 
end, could move in contrast with the natural orientation of the economy. In the 
sense that they could be developed to fight the recession trouble and its social 
consequences, identifying the economic malaise in the conjuncture and espe-
cially in the recession. Hypothesis, by the way, that sees evil in the result (decline 
of the economy), without going back to the real causes that led to the interrup-
tion of the development process. 

Now, clearly the malaise is not in the symptoms, which are the conjuncture 
cycle and its involution, but in the cause: the instability of the economic system 
that derailed from the stability and sustainability path. Instead, we see attacked 
the symptoms of the disease, which in the end are the treatment autonomously 
self-inflicted by the system, to recover within possible times the path of stability 
and development, constant and gradual. 

2.2. We Have Tools to Contain the Recession Symptoms. But What  
Are the Effects on the Instability of the Systems? 

The long season of creeping deflation, which has become the common scenario 
of the global economy, holds the characteristic of a blocked or declining growth.3 

 

 

3Incoming information since the last Governing Council meeting in early June indicates that, while 
further employment gains and increasing wages continue to underpin the resilience of the economy, 
softening global growth dynamics and weak international trade are still weighing on the euro area 
outlook. Moreover, the prolonged presence of uncertainties, related to geopolitical factors, the rising 
threat of protectionism and vulnerabilities in emerging markets, is dampening economic sentiment, 
notably in the manufacturing sector. In this environment, inflationary pressures remain muted and 
indicators of inflation expectations have declined. Therefore, a significant degree of monetary sti-
mulus continues to be necessary to ensure that financial conditions remain very favorable and sup-
port the euro area expansion, the ongoing build-up of domestic price pressures and, thus, headline 
inflation developments over the medium term. Accordingly, the Governing Council adjusted its 
forward guidance on policy interest rates and underlined its determination to act if the me-
dium-term inflation outlook continues to fall short of its aim. BCE, Economic Bulletin 8 August 
2019.  
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Even the great exceptions such as China and India are only apparently moving 
away from this common scenario, even if the economy growth, though declin-
ing, is still strong. Even in the United States, the inflation decline4—despite the 
repercussions on prices within the duties imposed by the White House—is a 
clear signal that the tension towards deflation is advancing and growing. It’s in-
evitable that the price downward trend would be accompanied by a decline in 
development potentials.  

Even in the USA, the aggressive policy of the White House has led to the 
choice of supporting the economic situation through a tax measure, approved in 
2017 and entered into force in 2018, with the aim of cutting taxes that advan-
taged especially the privileged categories, but loading in this way the public debt. 
The attempt to force an economy that already grows over 2% with ul-
tra-Keynesian maneuvers, can produce an anticipation of the cycle and therefore 
a drop of potential in the near future.5 

As saying that the global economy travels towards a sort of homogenization of 
development or regression perspectives, as an unexpected outcome of the globa-
lization long story. A long road that is bringing closer the economic conditions 
of the Western countries and the Asian continent and which today sees Africa as 
the new protagonist: the continent, late to the globalization appointment, is in 
fact reshaping the global economic landscape. 

The long run of the economies of Southeast Asia and above all of China allows 
a reading of the globalization process, still in progress and not completed, as an 
inevitable evolution—which continues over time—of the harmonization process 
of the relationship between humanity and nature. A reading that therefore un-
derstands the harmonization of global development processes as a need moving 
in line with the nature evolution and that requires a greater synchronization of 

 

 

4Inflation. Consumer price inflation, as measured by the 12-month change in the price index for 
personal consumption expenditures, moved down from a little above the FOMC's objective of 2 per-
cent in the middle of last year to a rate of 1.5 percent in May. The 12-month measure of inflation that 
excludes food and energy items (so-called core inflation), which historically has been a better indi-
cator than the overall figure of where inflation will be in the future, was 1.6 percent in May down 
from a rate of 2 percent from a year ago. However, these year-over-year declines mainly reflect soft 
readings in the monthly price data earlier this year, which appear to reflect transitory influences. 
Survey-based measures of longer-run inflation expectations are little changed, while market-based 
measures of inflation compensation have declined recently to levels close to or below the low levels 
seen late last year. FED-Monetary Policy Report-July 2019. 
5The largest effects on GDP over the decade stem from the tax act. In CBO’s projections, it boosts the 
level of real GDP by an average of 0.7 percent and nonfarm payroll employment by an average of 0.9 
million jobs over the 2018-2028 period … In CBO’s projections, real GDP expands by 3.3 percent 
this year and by 2.4 percent in 2019 (see Summary, Table 1). It grew by 2.6 percent last year. CBO  
The Budget and Economic Outlook: 2018 to 2028-April 2018. Output. Real GDP is projected to grow 
by 2.3 percent in 2019 and by an average of 1.7 percent per year from 2020 through 2023. Most of the 
growth of output in CBO’s forecast over the next few years is driven by consumer spending and, to a 
lesser extent, business and residential investment and exports. Compared with the robust pace of 
output growth in 2018—3.1 percent, the fastest annual growth since 2005—output growth is pro-
jected to slow in 2019. That projected slowdown largely results from an anticipated slowdown in the 
growth of business fixed investment, as the positive effects of recent tax legislation on investment 
growth begin to wane, and from a sharp reduction in federal purchases starting in the fourth quarter 
of 2019 that would occur under current law. CBO The Budget and Economic Outlook: 2019 to 
2023-January 2019. 
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global development. 
Also the globalization processes have evolved and are taking place without an 

apparent direction and are carried out outside the jurisdiction of states and gov-
ernments. As saying that also the social aspects linked to the income distribution 
on a global scale are to be considered as factors that participate in the relation-
ship linking humanity to the planet. In the sense that excessive deviations in the 
income distribution within a community or even at a global level are to be con-
sidered as phenomena adverse to the correct relationship between humanity and 
nature and, therefore, an important signal that the development line has taken 
the road towards the instability sub-world. 

It’s like saying that the social and economic evolution of human communi-
ties follows, according to times uncoordinated with those of one or more gen-
erations, a development trend coordinated instead with the evolution of our 
natural environment. So that with the globalization of social and economic 
development, is reduced the fragmentation of the economic events and the evo-
lutionary process is increasingly played on global landscapes or is anyway mov-
ing in this direction. 

On the other hand, we must admit that the trend towards the stability of eco-
nomic systems has allowed the growth and evolution of humankind, despite 
thousands of calamities and adversities throughout the history. Therefore, we 
must admit also that the force pushing towards the stability is linked to the sus-
tainability relationship between humanity and nature. Moreover, it also seems 
unavoidable that the exit from the stability relationship would involve a series of 
penalties, which are essentially the natural tools to promote the return of an al-
tered system to its stable condition. The stability path offers the advantage of the 
constant and gradual growth, in accordance with the sustainability. Leaving the 
circuit of stability would change the development landscape, which would move 
within a sub-world of instability, different and unrelated to the stability world. 

The current global landscape, pervaded by the tendency to price deflation and 
by a fall in development potential, confirms that the single and global economies 
have been traveling for some time within an unstable context, and that the con-
juncture cycle therefore tends to the recession, in order to fight the errors re-
sponsible of the economy deviation. The normal reaction in this context is to use 
all the tools of fiscal and monetary policy to curb the phenomenon and to rein-
vigorate the weak economy. Now, there is no doubt that the goal to reinforce the 
pale economy is certainly acceptable. On the other hand, in the human DNA 
there is the idea that tomorrow could be not so different from today, precisely 
because the stable condition guarantees a linear and stable growth. 

The problem therefore concerns what to do to achieve this shared goal. To 
answer this question, it’s necessary to evaluate carefully the dangers related to 
the current condition of tendential deflation. This stage is reached when the in-
stability has become chronic, that is it lasted a long time. In today’s world, we 
shouldn’t forget that just a decade ago a speculative bubble burst, not so differ-
ent from that of ‘29, which caused a heavy financial crisis extended to the entire 
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global economy. The apparent exclusions concerned, by the way, China where 
there was only a drop in an outstanding development rate. China at the time of 
the speculative storm was seen as a sort of free zone, with the result of accelerat-
ing the globalization to the benefit of the developing areas inside the Asian con-
tinent. 

The issue to be examined is that in the aftermath of the 2008 great crisis, the 
industrialized world and gradually also the other players fell into the grip of the 
deflation tendency and the economy development opacity. The response to the 
extraordinary and partially unexpected event of the great financial crisis has 
been somewhat customary. In other words, the defenses offered by fiscal and 
monetary policy have been mobilized to control at least partially the great tsu-
nami started by the crisis. Most industrialized countries have initiated ul-
tra-Keynesian policies, above all to reduce the cascade-effect that the crisis trig-
gered within commercial industrial activities and (firstly) to recapitalize the large 
banks that were facing a possible bankruptcy. 

We should say that faced with the danger of a global recession like the one 
experienced in the 1930s, the use of exceptional measures in terms of size and 
quantity to mitigate the effects of the crisis was an inevitable necessity. However, 
it cannot be overlooked that though the exceptional dimension of the interven-
tions has given appreciable and necessary results, nevertheless has been actually 
interrupted the natural corrective action that we can presume is basic for the 
speculation-financial crisis paradigm. 

We can talk a lot about the multiplier effect that the financial crisis produces 
and goes far beyond the recessive wave induced by the correction. The recession 
in fact has the mere purpose to give a pause to the economy, in order to bring 
the economic system back on the stability path. Having made this distinction 
between the natural correction and the cascade-drop of excess activity due to the 
falling equilibrium, it appears even more evident the urgency to contain the cri-
sis excesses not motivated by structural factors. 

However, the fact remains that the trouble provoked ten years ago by the fi-
nancial tsunami has implemented and increased the response on the front of ac-
tive policies, so limiting however the expected effects of the curative recession. 
The problem now is not so much to discriminate between the quantum of active 
policies useful to contain but not to contrast the cure and the quantum that 
acted instead in opposition. The problem is to assess whether at present there are 
symptoms that the correction of the global economy instability has been insuffi-
cient and that, therefore, we could expect new events like those experienced 
during the first decade of the 2000s. 

Now, the instability state inside the global economy has not been solved and 
the main symptom is the deflation tendency that is gripping the current econo-
my. This deflation tendency can be used as a sort of thermometer in the eco-
nomic condition precariousness, so that the declining prices are more significant 
in the countries most exposed to the economic turnaround, as in the case of the 
Europe of Euro area. However, even the United States, which is traveling at a 
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rate of 2% of GDP growth (but decreasing next year), is witnessing an unex-
pected (though not so much) inflation, well below the “magic” number close to 
2%.6 The phenomenon is not absent even in China, despite the support to the 
economy growth that travels in fact around 6%. 

As can be seen from Figure 1, the phenomenon of deflation tendency in eco-
nomic systems is global. The signal of the drop in the inflation rate is more evi-
dent for countries and continents that are experiencing a greater financial fragil-
ity, such as some countries in Mediterranean Europe and Southeast Asia, in-
cluding Japan. It’s interesting to note that the inflation eclipse was merciless 
during the recent financial crisis, thus marking a sharp negative price rate. In the 
post-financial crisis, the inflation rate then began to re-emerge, always remain-
ing in a range between 0% and 2%, despite the up and down of international 
prices, especially for oil, and the geopolitical events in the Middle East. The 
curve now tends to contract again, essentially in the countries most exposed to 
financial risk. 

2.3. The Monetary Policy Is under Siege. Why? 

Even in Trump’s America there is a decline in the inflation curve, even more 
worrying in a country that implemented a tax reform since 2018 and dragged the 
public debt to over 100% of GDP. Unfortunately, once again favoring an income 
distribution less equitable and far from solidarity. An inflation trend against the 
economy’s main variables, which are traveling at the highest levels of the period.  
 

 
Figure 1. (a) Inflation 2000-2019 in great countries; (b) Inflation 2000-2019 in Italy, 
Denmark, Portugal, Korea. Source: Elaborations on OECD and IMF data. 

 

 

6Information received since the Federal Open Market Committee met in June indicates that the labor 
market remains strong and that economic activity has been rising at a moderate rate. Job gains have 
been solid, on average, in recent months, and the unemployment rate has remained low. Although 
growth of household spending has picked up from earlier in the year, growth of business fixed in-
vestment has been soft. On a 12-month basis, overall inflation and inflation for items other than food 
and energy are running below 2 percent. Market-based measures of inflation compensation remain 
low; survey-based measures of longer-term inflation expectations are little changed. Consistent with 
its statutory mandate, the Committee seeks to foster maximum employment and price stability. In 
light of the implications of global developments for the economic outlook as well as muted inflation 
pressures, the Committee decided to lower the target range for the federal funds rate to 2 to 2-1/4 
percent. This action supports the Committee's view that sustained expansion of economic activity, 
strong labor market conditions, and inflation near the Committee's symmetric 2 percent objective 
are the most likely outcomes, but uncertainties about this outlook remain. Federal Reserve issues 
FOMC statement-July 31, 2019. 
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In this context, the FED decision—during the meeting held on 31 July last—to 
reverse the US monetary policy direction, and also to lower the target range for 
the federal funds rate until 2 to 2-1/4 percent, has created some perplexities spe-
cifically because of the obvious imbalance between the good (only apparent?) 
economic trend and the decision to give anyway a sign about the cost of money. 

On the issue of the potential influence of political choices on Federal Reserve 
decisions, the previous governors of the Central Bank Board made their point. 
With a note signed by Bernanke, Yellen, Greenspan and Volker [2], the former 
governors feared the potential political interference with the Central Bank’s de-
liberative process.7 

Apart from the issues related to the Central Bank’s independence, the contro-
versy raised by the decision of the FED on July 31st shows at least that the 
symptoms offered by inflation on the prospects of the economy are partially re-
duced, to the advantage of values expressed by the GDP and unemployment 
trend. I would say that this inattention is not a good symptom, because the pre-
vailing characteristic of the 2000s great financial crisis was the sudden drop in 
prices that then turned to be negative. 

The tsunami affecting prices is certainly the sign that the crisis could be wide 
and would still act on the financial front. Therefore, we cannot underestimate 
the importance that the hyper-financialization of the economy can have in the 
near future. The deflation-finance combination is the point of view from which 
it’s necessary to look at the current situation to assess the risks deriving, by the 
way, from the constant tendency of the economy to deflation and, at the same 
time, from the enormous growth of financial wealth (and of global debt). A fi-
nancial wealth growth that is increasingly incompatible with the resources of 
real economy. 

From this point of view, the dangers of the excessive financialization of the 
economy should have suggested monetary policies oriented towards caution and 
control of excesses. The problem in fact is not to maximize the potentials of the 
economy with the active support of monetary policy, but rather to control a dis-
orderly growth, which is fed by the liquidity excess and the credit generosity far 
beyond the economy’s actual capability. From this point of view, the possible 
option for monetary policy wouldn’t be to lighten the money cost and above all 
to stop the reduction program, increasing in perspective, of the Central Bank as-
sets. 

A possible decision not to follow the accommodating trend required by the 
market “is in accordance with its mandate from Congress: to promote maximum 
employment, stable prices, and moderate long-term interest rates in the U.S. 

 

 

7As former chairs of the Federal Reserve Governors’ board, we are united in the belief that the Fed 
and its president should be allowed to act independently and in the best interests of the economy, 
free from short-term political pressures and, in particular, without the threat of removal or demotion 
for political reasons ... History has repeatedly taught that an economy is stronger and works better 
when the Central Bank acts independently of short-term political pressures and relies solely on 
sound economic principles and data. America Needs an Independent Fed From. Wall Street Jour-
nal-August 5. 2019. 
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economy” (not so different from the mandate of the European Central Bank and 
of the main Central Banks). First of all, because it wouldn’t be a task of monetary 
policy to stimulate the markets’ growth, but rather to ensure a compatible (sus-
tainable) growth to the economy in the medium term. The attention of mone-
tary policy shouldn’t be aimed to support short-term benefits, but rather to 
guide the economy’s course towards a stable and constant growth over time. 

In other words, the monetary policy makes autonomy to be its flag in order to 
play a complementary and moderating role with respect to the political ma-
neuvers promoted by governments. In some ways, therefore, the Central Banks 
look to the medium-long term even diverging from the politics of the govern-
ments in daily life, always struggling with the problems of consensus and accep-
tance of their economic management programs. 

That said, the deflation tendency, which becomes stronger over time, essen-
tially confirms that the great financial crisis of the 2000s first decade has left a 
poisoned tail: the economy weakness and the recession tendency. These are 
more direct symptoms that the instability of the systems has not been overcome 
and that the natural corrective mechanism is still working. How to reduce the 
risks of a future spread of a new financial crisis, while a speculative climate is 
recharging again? This is the current issue that monetary policy has to deal with, 
even dissenting from the demands of leadership governing the economy. 

Well, the 2008-2010 financial crisis was, at least in part, mitigated through 
heavy ultra-Keynesian interventions. Since the recession is to be considered a 
treatment to reduce the deviations from the stability path, we must admit that 
the start of the “unreasonable excitement—financial crisis” paradigm is to be 
considered an alternative system when the roads leading to a corrective recession 
are precluded.  

In other words, the uncertain battle against inflation, in a world still suffering 
for instability, has been the reason why the deflation appeared on the world 
scene. Well, the creeping tendency to deflation should be considered a tool of 
natural correction to contain the persistent instability. This remedy does not 
seem to be understood in its intrinsic quality. The deflation, by the way, is not an 
inflation’s companion and they cannot exist together. 

However, just like inflation, the deflation is a signal and a promoter of correc-
tion, to bring back an altered economic system on the stability and sustainability 
path. It is inexorable that, when this monetary signal appears, the economy 
would give signs of weakness so tending gradually to contract. Consequently, the 
appropriate action in terms of economy sustainability is certainly to let the con-
juncture cycle perform its corrective function. 

We can add that the laissez-faire is certainly costly at a social level, so it’s 
necessary that the public budget would get the appointment with the cycle cor-
rection with enough resources reserved for interventions—even in deficit—to 
contain and mitigate the inevitable damages due to the income decline and ris-
ing unemployment. A function of economy management, therefore, inspired by 
moderation, with a view to the medium-long term and to the protection of dis-
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advantaged minorities, which are most affected by the economic reversal. 
At this point we can make some observations on the potential behavior of the 

economic system when the recession path is partially precluded. We have al-
ready observed that the persistence of inflation is somewhat put in a corner with 
a policy of support to conjuncture partly offset by a less accommodating mone-
tary policy. This could lead to a stalemate that could turn over time the economy 
towards deflation. All this would happen if the long struggle against inflation 
(see the eighties) didn’t solve the instability problem, which is the cause of infla-
tion. An unstable condition, matured in the seventies, which has not been eradi-
cated by the contradictory mix of a permissive fiscal policy and a less accommo-
dating monetary policy. The natural correction system therefore seems to 
change strategy and follows the way out offered by the inflation decline, so fall-
ing towards negative or almost negative values. 

At the deflation stage, which is the prevailing condition afflicting today the 
global economy, there remains the problem of accompanying the altered system 
towards a controlled recession, which would help the economy to find again the 
stability path and a constant and gradual growth. Now, it could happen, and in-
deed it happened, that this opportunity to find again the natural correction path, 
would be barred or made anyway difficult by the political intervention, which 
sees the recession as the nightmare driving consensus away from government 
and leadership. 

Well, we can certainly understand that the recourse to public budget is in the 
faculties of the leadership and that another re-proposal of ultra-Keynesian 
measures is part of the normal package of resources available. Yet this resource 
can become anything but convenient. Because with the public debt increase, as 
soon as this reaches and exceeds 90% - 100% in terms of GDP, the expected re-
sults of relief of the weak economic conjuncture are of no value or just tempo-
rary. Especially when the system is already under the deflation hard grip. It is 
surprising that the stainless confidence in the merits of ultra-Keynesian meas-
ures wouldn’t be placed at this point in a sort of past memories’ shelf! 

The fact that the widespread use of ultra-Keynesian interventions has 
achieved some good results to mitigate the harshness of the 2008-2010 financial 
crisis, does not detract from this last observation. As a result of the massive in-
tervention of public budget at the time, the majority of the most advanced coun-
tries now suffer from the suffocating weight of public debt, which on average 
exceeded 100% in terms of GDP. On the other hand, we should note that a heavy 
public and private indebtedness is causing the economy degradation towards 
deflation. Then every action using public resources, is only worsening the 
economy trend. That is, it’s only further oil poured on the fire … 

The problem remains, therefore, of the unstable economic system reaction, if 
it doesn’t find the way open towards the controlled recession. At this point it 
should be noted that any exhaustion of the usual fiscal policy interventions ob-
viously would increase the focus on monetary policy behavior. As we have said, 
the issue of a monetary policy independent from the government’s position 
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about economy is of substantial importance. In fact, starting from this assump-
tion, the monetary policy cannot be a mere instrument of support for the con-
juncture to be used when are lacking the resources available to the economy 
management.  

The monetary policy cannot and shouldn’t be a sort of maid of the govern-
ment policy but should support instead a political vision covering the range 
from medium to long term, and not just the short period. The function of the 
Central Bank can be described somehow as the guardian of the stability of eco-
nomic systems and guarantor of the economy development sustainability. 

From this point of view, it’s clear that the Central Bank must act like Ulysses, 
plugging his ears against the siren song of governments and of markets always 
asking for new liquidity. The ultimate goal of economic policy is therefore to lis-
ten to the community’s voice that—at least in its majority—can be considered a 
sort of sensible economy thermometer and a terminal of the implacable stability 
tendency that is inside the economy’s DNA. 

2.4. The Monetary Policy Is Not a Guide But Should Correct the  
Markets 

Paul Volker, appointed on July 25, 1979 as chairman of the Board of Governors 
of the Federal Reserve System and confirmed in the second round in 1983, to 
disarm rapidly the rising inflation did not hesitate to raise the federal funds rate, 
which averaged 11.2% in 1979, to a peak of 20% in June 1981. The combination 
of the Fed’s tight money policies and the expansive fiscal policy of the Reagan 
Administration (large tax cuts and a major increase in military spending) pro-
duced large federal budget deficits and significant macroeconomic imbalances in 
the US economy. After the severe recession of 1980-1982, the US economy rec-
orded a decade of sustained growth, 3.5%, on average also seizing the opportu-
nity of the oil counter-shock in the 1980s. 

Basically, the incongruity between the abruptly restrictive monetary policy 
and the accommodating fiscal policy has conspired causing a recessive trouble 
for the US inflationary economy during the early 1980s, thus playing the role of 
the natural correction. An exemplary case of monetary policy that ranged over 
the medium-long term, thus gaining a broad consensus and an undoubted result 
also at the economic level. 

It must be said that monetary policy shouldn’t have any implication with the 
economy development. First of all, because an economy moving within 
sustainability field follows a line of constant and linear development. Moreover, 
the monetary policy must supervise the correction and control process of 
economy, as it doesn’t have among its goals the economy support, which is syn-
onymous with instability and balance seeking. 

Going back to the global economy context, the tendency towards deflation is 
accentuated by the high public debt burden, which strains the public finance. 
Ergo any attempt to support the cycle with Keynesian maneuvers essentially ag-
gravates the monetary problem. On the other hand, once closed the door to oth-
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er maybe winning options of fiscal policy in managing the economy, the markets 
strongly appeal to the monetary policy responsible to make them play the un-
usual role of economy managers. At this point, the adjustments in the cost of 
money to make the credit option and the new liquidity more available through 
the announced reopening of the QE or even by the block of the Central Bank’s 
asset reduction program are pretending to be substitutes for the function of 
economy management. In place of or in addition to resources available for the 
government function to support the economic cycle. 

The problem could be exactly the willingness of the Central Banks to make ac-
tions in order to stop the slowdown in the economic cycle. At this point could be 
configured a new obstacle to the natural correction, to which in fact is precluded 
the corrective recession path within the altered economic systems. The economic 
picture therefore denounces a growing development difficulty, which becomes 
increasingly creeping, while is intensified the tendency to deflation in the 
economy. What are the developments in such a situation, briefly outlined and 
that closely recalls the present global economy? 

A potential answer comes from the experience we have lived during the first 
decade. Even at the time, the prevailing signal was the moderate or declining in-
flation. A signal that obviously was conflicting with the gradual but constant 
turnaround for an unmotivated and unstoppable development of some sectors, 
running without any connection with the real economy. It can be argued that the 
stubborn closure to the corrective recession option and the political synergies 
have at least partly hindered the way to a healthy economic decline. Therefore, 
these may have been the premises to start the speculative turnaround. 

As saying that the speculative bubble of the last decade was essentially a sort of 
exceptional response to the delay in the recession course, contained as a sort of 
economy nightmare to be absolutely blocked. In other words, the tendency to 
price deflation can therefore be interpreted as a sign of a potential near reces-
sion. If this corrective action is somehow delayed and postponed, a new poten-
tial enemy may appear on the economy’s horizon. Elusive and ambiguous, be-
cause tensions would arise in certain sectors of the economy, though without va-
lid reasons to justify them. 

The system seems to be acting somewhat in the wrong direction. From the in-
ertia and weakness state accompanying the tendential deflation, we pass abrupt-
ly, at least in some sectors, to a progressive acceleration without any valid moti-
vation, also for the rapid change of perspectives. The speculative tension would 
therefore be a sort of reaction, indirect and natural, to the obstacles placed in the 
system instability corrective process, when the instability would be prolonged in 
time and there wouldn’t be any sign of a turnaround. 

At this point it’s evident that a routine recession, which can periodically ap-
pear due to an exit from the stability path, is mistaken for an Armageddon of the 
economy! And this for the usual crazy desire to make the economy run beyond 
its potential, which is objectively impossible. Because the present acceleration 
will be paid with the future deceleration and recession. In short, the scrupulous 
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and intransigent denial to suffer the consequences for the entry into the instabil-
ity sub-world, can be the cause of a great tsunami in the economy, due to the 
collapse and annihilation of all the virtual developments triggered by specula-
tion. A tsunami that would carry with it not only the natural correction of the 
unstable system but also all the ballast created by the absurd process of irrational 
speculation. The terrible wave of the post-speculation super-financial crisis 
would therefore be an excess not only just announced but also caused and trig-
gered by the behavior of policy managers. 

The ultra-Keynesian response given during the evolution of the 2008-2010 fi-
nancial crisis was certainly necessary to correct the negative outcomes of the su-
per-correction, but it is also the obvious symptom of a standard behavior. That 
is, the use and abuse of cycle correction tools through fiscal and monetary poli-
cies. 

That’s why, during the formation phase of the hyper-speculative cycle, we 
must carefully observe the behavior of monetary policy and, above all, the de-
riving consequences in terms of money cost and new currency creation. Because 
during the hyper-speculative phase there is the anomaly of an almost normal 
economic growth of around 2%. This would suggest a normal growth trend, 
basically, without any concern. Nevertheless, it isn’t normal at all, and in fact it’s 
a totally abnormal bluff. It follows that in these extraordinary circumstances, an 
accommodating policy made with low money cost and wide monetary availabil-
ity could create the basis for accelerating and emphasizing the speculative crisis, 
which is now overheating the markets. 

I would just like to consider that once the basic conditions for speculative ac-
celeration are started by means of a very accommodating monetary policy, even 
a slowdown (but too late) in terms of block for interest rates and currency could 
not be enough to contain the development of the speculative emphasis. Because 
the speculative mechanism itself would be able to accelerate the money speed 
and to maintain exuberance. 

3. The Policies to Control Instability Could Instead Just  
Delay the Solution of the Economic Problems 

3.1. The Tensions Running through the Economy Appear Once  
Again Repressed 

The tensions in the economy seem once again repressed. In the sense that the 
apparent market health, despite the troubles of the hegemonic policy in Trump’s 
America, can be misleading and could hide the unstable market state, unresolved 
after the 2008-2010 financial crisis. It must be said that an apparent calm within 
the markets is the foggy dreamlike scenario created with the birth or the devel-
opment of a speculative tension. In an atmosphere somehow narcotized by the 
speculative fumus, a collective undervaluation takes the shape which can justify 
the apathy and the strange presumption involving also the operators. 

Well, in a context so altered, a decisive contribution to the persistence of the 
quiet expectation feeling can come unexpectedly from the Central Banks and 
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from monetary policy. In this regard, it’s to be considered that in the current 
climate the main instability symptom is given by the declining inflation rate. A 
mechanism that overloads the concern about the damage caused by deflation, 
mainly due to the difficulty of fighting it with the monetary tools available to the 
Central Banks. All this creates within the market a tension tending to stifle the 
symptom of malaise (deflation) rather than to fight it. 

Now it’s clear that to silence the general and immediate source of information 
on the economy state, what basically are the nominal prices, is different than to 
remove from the economic scenario the underlying reasons causing the regres-
sion of inflation. Looking at the current scenario, an aggressive monetary policy 
pushing the money cost down until the zero level, and promoting at the same 
time the creation of new money, can contain and partly remove the symptom of 
declining prices. But the basic problem, namely the instability promoting the 
slow fall in prices, remains untouched despite the good reaction of the markets. 

The great liquidity availability accompanied by deflationary phenomena 
creates not only the negative result of underestimating the real economy state, 
due to the fictitious drop of the deflation symptom. But it also produces the 
consequence to resolve, though just apparently and temporarily, the difficulties 
linked to the decline of nominal prices (Figure 2). 

Deflation, instead, if allowed to act, tends to depress the credit upward trend, 
because the debt increase over time worries operators and families. The return to 
positive values of the inflation rate essentially eliminates this concern and, in-
stead, stimulates the search for new credit, being so low the money cost. 

In other words, the extraordinary instruments of monetary policy, such as the 
Quantitative Easing, can become the hidden mediators of that feeling of appar-
ent calm stagnating within the markets during the formation of a speculative  
 

 
Figure 2. FED: Recent balance sheet trends. 
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bubble. At the same time, they can become instruments to promote cheap credit 
which, in turn, is the tool that can fuel the expansion of the speculative bubble. 

Facing inflation, the monetary policy is pushing interest rates upwards. 
Therefore, it moves in harmony with the natural correction maneuver that al-
ways aims to promote the return of the altered economy to stability. Even in the 
case of an inflationary economy, the monetary policy doesn’t appear able to play 
an active role in the recovery process. But at least it’s moving in the wake of the 
natural correction program, with the interest rate increase which in turn con-
tains the inflation emphasis. 

Differently, in case of deflation the monetary policy is not called to play an ac-
tive role to promote development; however, there is a real risk that it would 
boost the virtual economy that is moving and growing, so that over time it could 
fuel a speculative bubble. The problem is the closed door against the attempt to 
reverse the economic cycle, continuously offered by the natural correction but 
unsuccessfully. In this referral game, unfortunately there is the serious risk that 
the irrational quid loaded by the speculation time clock would not only remain 
unresolved but could instead be loaded again. Because the stability trend for 
economic systems imposes to the economic systems, though gradually and flexi-
bly, to converge towards a stable sustainability structure. Therefore, if we do not 
reduce the control over the natural mechanism of the economic cycle, the pros-
pect of a new post-speculation financial crisis will become quite strong (Figure 
3). 
 

 
Figure 3. BCE Reinvestment phase of the asset purchase program. Corporate Sector pur-
chase programme (CSPP); Public Sector purchase programme (PSPP); Asset-backed Se-
curities purchase programme (ABSPP); Covered Bond third purchase programme 
(CBPP3). 
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It can be deduced that any claim of monetary policy to have a decisive role in 
the process of developing economic systems, must be abandoned. Because the 
role of monetary policy is not to give impulses, but rather to put the economic 
systems back on the sustainable development path. From this point of view, the 
maneuver should measure some possible steps to reduce interest rates; rates that, 
in any case, should never become negatives in real terms. In the event of a pro-
longed tendency to deflation then, the decrease of rates, wherever applied, 
should never lead to key interest rates lower than 2%. 

In fact, we should consider that the equilibrium rate for the inflation sample 
accepted by the Central Banks, is close to 2%. An exact measure of the base rate 
is unlikely because it’s just an ideal measure. In fact this is the value that nominal 
prices can assume when the economy would have long been in conditions of 
stability and sustainability with the natural world around us. 

It’s therefore a measure that can be just touched but not achieved, because the 
conditions of economic stability over time are still a sort of utopia. Therefore, 
when the inflation rate has reached or is approaching the decisive 2% share, we 
can only say that we are still struggling with deflation, partly because its expres-
sion is partly suffocated by an overly accommodating monetary policy. 

We may also add that the rate close to 2% is the measure of a stable economy, 
which is therefore not subject to changes in inflation and jumps in the economic 
cycle. An ideal condition of an economy constantly developing and growing, 
which therefore does not register variations in prices, except those produced by 
the economy’s movement itself. In fact, a rate close to zero in the price move-
ment would make no sense. Because the rhythm of the economy—though con-
stant—must somehow be reflected like a sort of echo on the economic activity 
register. 

Therefore, if the conditions of the economy would recommend a drop in in-
terest rates to give a boost to production, the drop in the reference rates of the 
Central Banks should not fall below the base rate close to 2%. A drop in interest 
rates that would be projected even below this lower limit could take, indeed, the 
meaning of an economic policy intervention indirectly supporting the credit and 
the conjuncture. That is, in this case the monetary policy would tend to overlap 
with the fiscal support policy aimed to contrast the economic crisis [3]. 

As already said, the economic conjuncture with its growing rhythms is not a 
character of the stable economy but is a tool to correct the instability of eco-
nomic systems. If the correction process would take place at its own natural 
pace, we should see a gradual return to a stable steady growth of the sustainable 
economy. 

The problem, however, is complicated by the delays suffered by the corrective 
motion, so that the anomalies imposed by the instability sub-world are multip-
lied. As in the case of the tendency to deflation, which is not recognized as a sign 
of a malaise calling for a recession, although it’s a symptom of adjustment and 
pause of the exhausted system. Instead, it’s prevailing the urgency to avoid the 
social troubles created by the recession and therefore to support the economic 
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policy, which would act as a sort of crutch for the economic cycle. Mistaking 
signals, such as deflation, understood as instruments of the expected recession 
(though deflation is and remains just a signal) is the cause of an activism of 
monetary policy, which contrasts with the actual nature of an intervention made 
on the money behavior. 

But money is a “transparent body” in the economy running. It participates to 
the economic affair just as a handmaid, and it is a symbol easing the economic 
activity course. If the monetary policy moves so much to finally interfere with 
the functioning of the economy mechanism, then we have the basic conditions 
on which could start a speculative crisis and the development of its irresponsible 
paradigm. 

3.2. The Paradox of the Ultra-Accommodating Monetary Policy 

Well, since the money is a “transparent” instrument of the economic affair, it 
shouldn’t in any case enter as a protagonist in the competition, especially when 
the tendency towards deflation is accompanied by an economy in recession. 

It seems reasonable to believe that the tensions started inside the markets 
when the tendency to deflation becomes stronger, may represent a motivation 
for the Central Banks to ratify a progressive decline in the main reference rates, 
until they reach and even go below the base rate of 2 %. In this case, as already 
mentioned, the distance separating the zero from the basic equilibrium rate is 
occupied by the background noise created by the economic activity. We are 
therefore within a border area, in which there isn’t a real price movement but 
only a sort of resonance produced just by the economic motion [4]. 

It follows that should the monetary policy decides to proceed beyond this 
border and to lower the reference rates to almost zero, the action of the Central 
Banks would lose its function as market regulator and balancer and then would 
enter into an unknown territory. 

The attempt—it’s quite obvious—is to support the weakness of prices, on the 
assumption that the money cost drop, even to the point of becoming negative, 
could in some way emphasize and reinvigorate prices. However, this is an at-
tempt relying on the idea that we can challenge the image instead of the real 
subject, that is, that we could directly attack the exhausting deflation by balanc-
ing it with a progressive decline in the money cost. 

As already said, the deflation is a symptom of the economy malaise and not its 
cause. On the other hand, it’s certainly no accident that the evil symptom, the 
image of the economy instability, is reflected precisely in the currency which, as 
we said, is in turn the image of the economy affair. An image in which all its 
anomalies are reflected, without being part in any way of the continuous motion 
of the economic system. 

It follows that the interest rate fight against deflation can be a weak weapon; 
therefore, we cannot expect any real advantage from this défaillance of the 
money cost. But not only that. Because an extremely low money cost is an altera-
tion of the market rules, which can occur only if the conditions for a liquidity 
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excess had been created and there would be therefore a strong willingness to 
credit and indebtedness. In other words, it would be the market conditions, with 
a great liquidity availability and debt readiness, the basis on which the condi-
tions are created for a further drop of the key interest rates adopted by the Cen-
tral Banks. 

It would somehow seem that what is facilitating the decline in key interest 
rates, are not only the values of the balance base rate, but also and above all the 
market condition, which draws on the large liquidity excess and credit availabil-
ity to make credible the operation. In other words, the market shows that it’s 
hungry for more liquidity and new credit to revive the weak economy and the 
lethargic prices. A sort of strategy to support the hypothesis that an aid at the 
level of money cost, could achieve the expected result for the economy recovery. 
Now it seems clear that, in these conditions, any successful possibility would be 
unlikely. 

However, it’s necessary to distinguish. Because the forcing of a pro-cyclical 
monetary policy may not simply give the expected effects in terms of rising eco-
nomic cycle and inflation recovery. But it could also start a sick development, 
inconsistent on the real level of the economy. In other words, two outcomes can 
be presumed for an endless drop in the key interest rates of the Central Banks. 
The simplest and less alarming is an inconsistent response, in the sense of a 
stagnant inflation even after a temporary rise. Equally on the economic side that 
could maybe avoid a tightening of the declining economic cycle. 

The second outcome is more intriguing. In fact, the market’s response to a 
further decrease in the money cost may meanwhile have the effect to revitalize 
the stock exchanges, which applaud to the new credit and speculation possibili-
ties offered by the ultra-accommodating monetary policy. Let us note that the 
decision not to allow other maneuvers on interest rates, which are already low, 
may cause a negative market reaction and a sharp fall in stock market prices. 
This reaction is certainly not positive because it testifies that the development 
circuit is distorted and relies on the liquidity availability and on credit oppor-
tunities. In other words, we are facing a market blocked in almost recessive con-
ditions. 

Under these conditions now, subsidizing the already excited market with 
monetary policy instruments can only mean that poor growth and weak prices 
are in any case linked to the ultra-accommodating conditions of monetary poli-
cy. It follows that even this minimal trend cannot be maintained over time. 

However, we should also consider that the natural corrective system always 
remains in search of a way to put the economy again into the stability and sus-
tainability area. From this point of view, we should admit that any downward 
pressure on the key reference rates of the Central Banks doesn’t seem able to re-
duce and contain the system instability and, at best, it can only prolong the sta-
tus quo. 

Therefore, it’s quite evident that the correction system remains in search of 
balance, even if the reaction times would be long or probably very long. Howev-
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er, staying within the positive hypothesis, the system’s reaction to a possible new 
downward correction of interest rates will be most probably bland or inconsis-
tent. In this case, we could have a prolonged instability of economic system that, 
moreover, would be facing the economy weak growth and the tired prices. 

The problems can get complicated, by the way, if the economy thermometer 
marks an expected, though unlikely, revival of the economic cycle. We cannot 
hope for a positive final result, because the unstable state of the economic system 
doesn’t allow this hypothesis to get real. Therefore, if we have an improvement 
in the economic climate, it may not be good news. In the instability sub-world, 
it’s not expected a vibrant economic cycle, because the goal is the gradual fall 
into recession in order to recover the stability natural state. Therefore, we have 
to think that the new unexpected vivacity is just how the sub-world expresses its 
search for a way out of protracted instability. 

The symptoms of this new reality, no longer positive, are therefore not only a 
renewed apparent strength of the economy, but also an intensification of the 
market dependence on aid requested from politics with increasing intensity. As 
already said, the dark side of monetary policy, in the shadow of deflation, is giv-
en by the danger represented by the decline in interest rates, especially if they go 
next to lowest until zero level. In this perspective, the disincentive to credit and 
debt created by the deflation fear is annihilated (Figure 4). 

With the cost of money falling to the minimum and approaching the zero lev-
el, become stronger the temptation to increase the debt position in order to par-
ticipate in the apparent market upturn. The result of this injection of confidence 
in the prospects is a gradual increase in the market tension, which shows a  
 

 
Figure 4. Debt in percentage of GDP for China and for some advanced countries. 
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sort of discontinuity. In the sense that the dynamic deriving from speculative 
tension doesn’t spread in all directions but focuses only in some large sectors. 
During the previous speculative crisis, in the second half of the last decade, the 
Real Estate sector was the environment in which the worst financial crisis since 
‘29 was smouldered and developed. 

Now, in the case of a tendency to global deflation, the growing debt pheno-
menon can spread if all the conditions promoting growth are aligned, that is 
when the reference rates of the Central Banks are unnaturally low. 

We are not yet at the irreversible start of the speculation-financial crisis para-
digm. Because in the absence of new interventions, the brief blaze will die out 
and the development potential will be reduced [5] [6] [7]. The problem becomes 
more pressing if the tension created by the improper relationship between the 
market and the low money cost, doesn’t decrease. It’s interesting to note that 
even in similar circumstances of market tension, the deflation continues to be 
soft; we can note just a brief accentuation of the cost of living, which anyway 
does not exceed 2% - 2.5%. At the same time, the great tension developed in 
those sectors subject to speculation doesn’t seem capable to push the general 
growth of the economy, which remains medium-low (Figure 5). 

We can imagine a sort of no-return point, beyond which the speculative me-
chanism can go on, then proceeding until the end of the financial crisis. In other 
words, it can be argued that even the speculative emphasis may fall within the 
context of the actions available to the correction mechanism, which is looking 
for a way to rectify the unstable system deviated path. As to say that if should fail 
all other ways to put back on track the unstable system, there would be no other 
option but to initiate the speculation-financial crisis paradigm. An extreme re-
source with effects so disruptive that, precisely because of these terrible effects, 
we must imagine that the economic system would always dispose of some alter-
native exits to avoid the implosion. 

3.3. Escape Ways Are Possible. It Might Be Better to Go Unarmed  
to the Appointment with Deflation 

Beware, however, to no-return threshold. At that point, the instruments of fi-
nancial and monetary policy become just useless tools. The story is now driven  
 

 
Figure 5. Inflation and GDP for quarter at the dawn of 2008-2013 financial crisis. Source: 
Elaborations on OECD data. 
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by the “black hole” of the imminent financial crisis. So imminent yet totally un-
expected. Institutions and companies are attracted by the speculative vortex that 
drives forward the quotations in the sector pushed by speculation. A sort of 
dreamlike indolence takes the operators, who seem somehow fascinated by the 
vortex created by virtual motion. So much virtual that it will be destroyed by the 
upcoming financial crisis. 

But if we aren’t at the point of no-return, each option obviously remains open 
and available. Because the problem is that the forming speculation vortex is fu-
eled by proactive fiscal or monetary policies, which the market is continuously 
demanding to contain the economy’s pressure towards recession. And then a 
limit must be imposed: there is no alternative. At least in order to prevent the 
whole degrading course of speculation-speculative crisis paradigm. 

The scenario of the public and private indebtedness excess finds its possibility 
to grow, beyond the limits allowed by the real economy and by the capability to 
honor the commitments made, in the large liquidity available and in the parallel 
reduction of the money cost at historic lows. Not only: the trend can go forward 
because even the expiring debt creates new debt, in a context of low remunera-
tion. 

On the other hand, we shouldn’t forget that the global economy is just 
emerging from a very serious financial crisis, which after ten years is still 
spreading its negative legacy. The current problems may also depend on the fis-
cal and monetary policy choices made at the time to mitigate the repercussions 
of the severe recession. We have no doubts about the results that allowed, during 
the acute phase of the crisis, to reduce the serious social damages. Nevertheless, 
let us not forget that the debt excess created in the 2000s with the speculation 
emphasis was simply transferred—at least in part—to the future through new 
debts. 

Like to say that the problem was only apparently solved, because the natural 
correction mechanism cannot be tricked with operations, such as the cost of 
money below zero or the great availability of liquidity on the market. More cor-
rectly, we should talk then of postponement for the future of potential recession, 
which is therefore only temporarily mitigated. 

At such a stage, which resembles so much to the current scenario, it’s now es-
sential to close the flow of monetary policy to avoid the progress of speculative 
phase. The key interest rates of the Central Banks shouldn’t fall below the basic 
2% threshold. If then this threshold has already been exceeded downwards, every 
option to further cut should be excluded, while we should consider the possibil-
ity of an upward adjustment, which would allow us to check the market beha-
vior. Therefore, not the instinctive and reactive movement of the speculative 
market, but instead the most cautious and reasoned action that would consider 
the orientation of families and companies, in terms of trust in the near future. 
Now, a possible reaction of operators and families, just moderately pessimistic 
on the economic side, can be a signal that the direction taken is the right one. 

We should understand that the exit from deflation is not a gift, because it in-
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volves a cost that cannot be postponed and then should be addressed as soon as 
possible. Unfortunately, the choice to favor the position of leadership conti-
nuously in the spasmodic search for a result, to which hang up their political 
consensus, might be a dramatic approach. Only in appearance and temporarily 
the usual options based on the most accommodating policy can meet the desired 
purpose. But the game of postponing sine die the accounts of an indebtedness 
excess, which cannot find relief, unfortunately can favor the speculative phase in 
germ, because the economy world remains in deflation. 

Certainly, it seems easier or even more convenient, to listen to the “siren 
songs” coming from the market, also because the tension seems to fade. But we 
shouldn’t fall into the trap prepared by the speculation-crisis paradigm. Certain-
ly not for a sort of revenge toward a natural system of extremely hard and cruel 
correction, but because of that obstinate optimism leading us to believe we can 
carefully act in a deteriorated landscape, such as the instability world. That is, to 
believe we can bypass the conjuncture, which is a tool to correct instability and 
not a sort of economic snake that we can transform into a straight stick, like 
Abraham and Aaron in the Bible.8 

The idea of an economy growing according to a straight and slightly rising 
movement is innate in our mind, but this could become real only if and when 
the economy would finally convert to the balance and sustainability. Nonethe-
less, it’s useful also to point out that the current approach aiming to fight defla-
tion with the cut in interest rates and the ultra-accommodative policy, doesn’t 
seem to give results in terms of price weakness. On the other hand, also the ex-
pectation of an improvement in the economic cycle has no response, as we con-
tinue to persist with the monetary policy easing. 

We must somehow admit that there is no alternative, when the economy is 
struggling with deflation. We shouldn’t follow the instinct towards an easy but 
non-existing solution. It shouldn’t be forgotten, however, that economic systems 
show a great elasticity and are always looking at very long time horizons. The 
economy instability comes from afar. Untreated, it passed from the long decade 
of great inflation to the equally long phase of deflation; a cure that has proven 
inadequate. The attempt to treat inflation, which is a sign and not the reason for 
the inappropriate price run, has launched us into an apparently inverse horizon 
of falling prices. We cannot continue to believe that the enemy is the image of 
evil and not the evil itself, that is the instability. 

In the 1970s, the great global inflation was due to the attempt to live together 
with inflation. But the inflated prices follow a constant acceleration that with its 
progress depresses and suffocates every development. The same is true in the 
case of deflation, which is also depressing and suffocating the economic devel-
opment. The remedies offered by monetary policy are all temporary and can fuel 
an abnormal development of public and private debt, which are the fire that can 
trigger the speculative crisis. 

 

 

8Exodus 7: 8-13. 
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Instead, we need to have confidence in the capability of communities to select 
the right program for the return to a natural balance in the economy. A trust 
that is well placed, indeed. Because we must admit that, if it’s true that the global 
economic system is tending to stability, the keystone that is able to bring the 
economy back on the right path of a rectilinear growth must necessarily be in-
side the humanity itself, which is the recipient of the resources offered by the 
nature. 

As saying that the way that can lead back to the correct path of natural balance 
in economy must be placed inside the DNA of humanity. A natural path of equi-
librium that should be perceived by the majority of people as perceptions and 
sensations, which materialize in the form of implicit messages coming from the 
economic and natural environment. It can therefore be admitted that a serious, 
and above all sustainable, management of the economy should meet over time 
the consensus of the community’s majority. Which should therefore be willing 
to accept the possibility of a temporary cycle reversal in the economy. 

The singular willingness shown by the Italian electorate during the latest dec-
ades toward welfare-based interventions, despite the very high level of public 
spending and public deficit, should not be qualified as a deviation from the nat-
ural orientation. It’s justified, in fact, by the great gap in the income and wealth 
distribution that required a revision in favor of the lower classes. 

This is to say that the alterations produced by instability are translated into 
increasing social tensions. Therefore, the economy management must always 
take charge of these social alterations. Above all in order to make possible the 
social acceptance of a period with zero or even negative growth. So, having some 
mediation capability, it can be argued that a leadership could meet the consensus 
of the community, at least from its major part, even when it’s proposed a pro-
gram requiring sacrifices and further renunciations, at least in a first period. At 
the same time, envisaging a more stable world and a more responsible economy 
for the tomorrow world and above all for the new human generations. 

This is a potentiality already available, it’s true. As it’s true that, in the absence 
of interventions or (even worse) for other monetary and fiscal policy incentives, 
become inevitable the slow formation of the speculation-financial crisis para-
digm. At the same time, it must be presumed that an escape from the growing 
trouble of the deviated market, therefore, would always be possible. 

Certainly, against this courageous and virtuous behavior, there are the never 
dead hopes that it would always be possible to make some actions against the 
recession with some success, even in the case of deflation and weakened econo-
my. Moreover, the monetary policy adjustments over time are no longer vir-
tuous. Indeed, they can be somewhat misleading, because the advantages are 
temporary and unequal. And, above all, they are unable to deal in any way with 
the danger of instability, which in fact may be ambiguously hidden to reappear 
soon, then accentuating the tendency of deflationary prices and weak economy. 

Therefore, the problem is not about the escape from a recession that now fol-
lows the destiny of the global economy; but above all there shouldn’t be any 
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doubt about the capability of a community to perceive over time the correct di-
rection in the economy management, in line with the balanced and sustainable 
growth. 

4. Conclusions 

The economy of sustainability can be represented as a methodology to make a 
connection between the real economy and the environment affecting the eco-
nomic activity and the life of human beings. Sustainability cannot be defined 
only as the relationship between the use of the planet’s resources and the natural 
potential for their recovery. Because, if we admit that this relationship balance is 
essential and has conditioned the long history of humanity over the millennia, 
then we have to ask ourselves: How and to what extent? 

We can then accept that the sustainability economy is dominated by a physical 
law, just like all the laws governing the universe motion and, in the same way, 
assuring the life development on our planet. A law, is apparently simple at least 
in its formulation, but complex indeed in its practical execution. As already 
mentioned, it’s the stability trend of economic systems which more or less post-
ulate the human survival through the preservation over time of the resources 
made available for the whole life on the Earth, not just for the humankind. Now 
this rule, to be practiced, postulates that there are tools with the mere task of 
maintaining the balance between resources and their use. 

As saying that there are tools to discipline the behavior of human beings in 
the economic environment: these tools are giving messages and news on the 
possible deviation from the balanced state of the economy, both locally or glo-
bally. The first tool that humanity has at its disposal, in order to stay on the al-
most balanced level of sustainability, is inside the human nature itself. The 
enormous never ending curiosity that has always led humanity to investigate and 
to study the nature around us, is the main instrument of the equipment that 
oversees the sustainability balance maintenance. We can presume that studying 
the mother Earth and her complexity and completeness, is therefore the best re-
quisite to approach the innate predatory and selfish logic to the growing ac-
knowledgment of the compatible use of natural resources, compatible use which 
is an advantage but also a reward, indeed. 

Therefore, the science is increasingly the main driving force of the tendency to 
stability and the main mediator in the relationship between humankind and cre-
ation. This is obviously a relationship progressing over time and inevitably fol-
lowing the long times typical of the evolution of nature and its laws. Neverthe-
less, these long times are inexorable and will allow us to tighten the relationship 
between the human evolution and the nature supporting its development. 

Of course, this relationship between science and nature is an expanding force, 
which has not yet the governance power and above all don’t have predominance 
in the past. Therefore, it’s clear that, during the long time of life on the planet, 
the tendency to stability has found the strength to promote and direct the de-
velopment, over time, in a balanced form through the market’s own behaviors. 
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The first message coming from the market is double: the constant and 
long-term development that rewards the balanced growth conditions and, on the 
contrary, the uncertain and unstable growth weakness of those systems that have 
derailed from the sustainability path. It’s singular that the economic science, 
which could be the board on which the human knowledge moves in sync, seems 
in practice to be delayed on the path of the correct relationship between econo-
my and nature. 

A problem that seems to lay in the inexhaustible presumption of the ruling 
classes in the economy management about the possession of the tools able to 
keep the economy constantly growing. A claim that overlooks the fact that the 
economy is able to follow a path of constant and growing development, provided 
that it doesn’t deviate from the line of stability and natural sustainability. In oth-
er words, to obtain the reward of a constant and linear growth, we need to follow 
the relationship linking mankind and nature. 

On the other hand, it seems the “Wizard of Oz” whoever would try to revive 
the exhausted economy, because so many errors were made in the common 
good management. But there’s no magic at all. Because, although responsible for 
the economy poor performance, we are trying to revitalize the market, but 
without first trying to right the ship of the unstable economy, which therefore 
risks the bad waves of uncertainty and instability. Actually, the economy weak-
ness is due to the fact that the economic system travels inside the instability 
sub-world and the conjuncture waves are the clearest symptom of the mistakes 
made in the economy management. 

Insisting in the attempt to promote an improvement to obtain the expected 
results, however, could mean the postponement to the future of the natural cor-
rective mechanism, which sooner or later will emerge despite fiscal or monetary 
policy maneuvers. The problem is that the tension toward stability is like a rub-
ber band that can be pulled even for a long time but up to a certain limit. This 
indicates that the relationship between humankind and nature certainly tends to 
stability. However, this relation admits a reasonable degree of elasticity to com-
pensate the movements created during the mutual relationship. This elastic rela-
tionship allows a partial dissymmetry between the nature evolution and the 
somehow rough path of the economic and social history of humanity. 

Now this tolerance cannot be misinterpreted to the point of believing that we 
can force the relationship terms. More reasonable, instead, it’s to argue that the 
possibility of a deviation is also contemplating the need, at some unspecified but 
not endless time, to simply go backwards in order to return on a sustainable 
path. As saying that the road bringing the economy back to balance is not free of 
charge. And the charge is paid in the case of inflation, with the accelerated no-
minal prices forcing over time to worsen the alteration of the economic cycle. 

Following these reflections, we could believe that the time plays an essential 
role in the relationship between humanity and the environment around us. In 
the sense that we can imagine a continuous adjustment of the relationship, me-
diated by the science and perceived as a sort of catalyst solving the difficulties of 
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the relationship. This means that over time we can expect a greater social bal-
ance, with the achievements resulting from a growing care towards the sustaina-
ble use of natural resources. 

From the sustainability economy point of view, it must be said that the face to 
face struggle with the sinuous economic cycle may not make sense. In fact, the 
appearance of the economic cycle is due to the economic system fall into the in-
stability sub-world. In this different context, the transformation of the stability 
constant cycle into the instability sinuous cycle is due to the recession arrival in 
the economic horizon. The recession would be nothing but the correction tool 
adopted by the economic system to try to correct the economy management er-
rors, responsible for the instability. 

Therefore, it’s just a cure adopted by the natural correction mechanism to re-
store balance. Then, blocking or braking and altering the cycle direction 
wouldn’t seem an appropriate choice. It must be said that fiscal and monetary 
policy maneuvers could weaken the cycle and delay the cycle adverse wave, so 
giving the feeling that we are able to control the economic conjuncture evolu-
tion. It’s probably a short-sighted vision, because we can only transfer to an un-
specified future the inevitable choice to re-establish the links with the sustainable 
economy path. 

According to this point of view, even more singular would seem the choice to 
fight against the nominal price movements. Both inflation and deflation are like 
ectoplasms awakened because of the economic instability and are neutral about 
the economy’s motion. It is rather the economy’s cycle that badly changes and 
accelerates due to the instability permanence, which is the cause altering the 
economy. It is only apparently that the course of nominal prices would affect the 
economy movement, while it is the cycle deterioration that changes the market 
trends and expectations.  

In practice, both inflation and deflation are just messages that the system of-
fers to the community to make us aware about the distance degree that separates 
us from the economic balance. It is consequently a formal deviation, without ef-
fects on the economic context, except what comes from the mere alteration of 
nominal values. Just a malaise signal and not a malaise itself. A disease fever and 
not a disease. 

Now it’s clear that being unaware messengers of the unstable condition, fami-
lies and companies would change their expectations towards the market and 
would act accordingly even anticipating some economy’s complaints. Thus, it’s 
achieved a sort of convergence of the operators’ intentions that anticipates or at 
least follows the diverging tension of the conjuncture. This is how is produced 
the “optical” sensation that the movement in nominal prices is the cause of the 
economic malaise. But this is just a sort of mirage which doesn’t alter the basic 
issue. Both inflation and deflation are messengers without any power on the ba-
sic economic motion and they give signals to the community in order to under-
stand that we are walking inside the instability sub-world and not inside the sta-
bility world.  
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Because of their nature as instability ectoplasms, we can also say that the fight 
against the actions of nominal prices may not make sense. That is, it might make 
sense only if we realize that the true objective is the economy state and the con-
juncture trends and, above all, that we are inside the instability sub-world. And 
in this instability sub-world the real enemy is not the nominal prices or the con-
juncture destiny, but the deviation from the sustainability path. 
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