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The real Aspects of the World Financial Crisis and the Theory of Creativity
The main aim of our research was to show the content of the world financial crisis and its reasons, also its results. During the research we used information of the leading agencies: Reuters, Bloomberd, BBc, in the expert part – Harvard Business Review, The Economist, and OECD , besides this – the source also was US Federal Reserve system, IMF, The World Bank, The Statistics Department of Georgia, The National Bank of Georgia, and our own inquires in Georgia and Caucasus region. Also, the monograph of Veron Smith ``Experimental Economics``, ``Adam Smith in Beiging`` by Giovanni Arrigi, ``The Credit Crunch`` by Graham Turner, ``New Paradigm of Financial Market`` by George Soros and ``Your Way to Financial Freedom`` by Van K. Tharp.
The main goal of the research was to estimate the real reasons of the crisis and its affect on the new architecture of the world together with Georgia.
The research consists of two parts: The first part is the historical analysis of the events that have been taking place during the  last two years, as to the second part, it is the scientific comprehend of the problem.

Zbignev Bjezinski 
   “In 1945, the formula for the foundation of UNO has been discovered... that secretly proved the fact that national sovereignty was becoming an illusion for all the countries, apart from several strong countries (Security Council permanent member countries – Russia, China, USA, Great Britain, and France) that were the members of United Nations.” 
    
   George Soros 
   History development is defined largely by erroneous point of views and faulty perception. The new Paradigm for Financial Markets, New York 2008 
   Neil Ferguson 
  



 We should understand that present crisis lasts long. Medicines that are used for curing economies are leading to new problems. Unfortunately, the economical boom that was observed in the beginning of the decade cannot be reiterated, in any event, in the nearest future. 
   The world is on the historical crossroad, as the Professor  Giovanni Arrigi says – the XX century was the one when - England lost the world leading position, 30s crisis took place and after II World War the USA settled its hegemony with the Bretton Woods Financial system and UN organizations. Also, it was the century of the 70-s crisis and when after the Jamaica Conference Dollar strengthened itself as the world leading currency. So, as to the 21-st century it really is the century of  new Asian, new balance and new financial architecture epoch.

   The worldwide view is established that the reason of financial crisis is US economy and every calamity comes from there. Ex facte, this is obvious as the bubble originated there, but in reality, the beneficiary of the bubble was whole world. On one hand US is trying to find solution, but despite enormous injections made in the economy there is no way seen yet. On the contrary, it seems that they are plunging into marsh even more. At the first stage of crisis, USA ex-Secretary Paulson’s plan was considered as easy way out. As if, $700 billion could save economy and banking field. This was followed by second $838 billion plan. However, this is just a drop in a bucket as the volume of financial bubble or abyss accounts several trillion dollars. 
   On the second hand, simplistic approach to the problem and wrong perception exaggerates the situation even more. Unprecedented growth of Chinese and Asian economies, just like European and BRIC countries was the bubble and nothing more. Consequently, it is wrong to expect rescue from US and accept American rescue formulas without appeal. Their magic formulas are not justifying themselves. Absurd situation appears, when in central banks money is almost free, while banks do not lend credits. America is preparing for big banking crisis. Some new and important category is appearing in economy, such as confidence – in consumers, depositors, clients, banks and investors. “Invisible hand” has stolen away and new style state regulating system that gives steadiness to business and economy is not seen yet. 
   Economy regulation is more resembling socialism and planned economy. At the same time, China is becoming quite active as donor and leading economy. Chinese Minister of Trade together with 300 business groups invaded Europe and bought new technologies, factories, patents and businesses of thirteen billion dollars. China became rescuer for Europe and America. It takes away new technologies to China. It buys bonds in America and strengthens dollar that way or in other words, it finances US government. It is obvious that China is becoming second centre and US’s serious partner on world market. Some questions are becoming sharp: Are these world’s future outlines? How it happened that socialist China appeared to be more effective, state enterprises were able to overcome crisis and reach high capitalization level? Which is determinant factor – market with its huge volume, where the fixed costs’ volume is minimal or technologies and patents that are sources of strength? Where is the way out of crisis? What will be the fate of small developing countries such as Georgia, Armenia and Azerbaijan, or Bulgaria and Latvia? Where this crisis took a start? What was it, investable outcome of the boom of recent years or business fraud of few tens of capitalists, which sacrificed states and businesses? There are many questions, including the one: maybe some people consider it as profitable to have small war situations in the world or on the contrary? 
   After August war events (Russia-Georgia war), the situation in the world took rather dramatic tinge. This incites us to make a cause-effect connection between world economical crisis and current events in Georgia. It is obvious that crisis proceeded from banking sector to business! This wave soon crosses the ocean, first it spreads in Europe and in few months, it strikes eastern European countries and naturally Georgia with furious economical crisis. It is true that situation in banking sector of Georgia is not alarming yet. As some banks, for instance, “People’s Bank” is breathing only with respiratory apparatus, TBC Bank elaborated reorganization rescue plan that helped it to attract considerable sums. Some banks, for instance ProCredit Bank had no corresponding investment made in construction market and at present, it has some dirty assets. However, difficulties in Georgian banking sector are inevitable in summer and autumn. First, the crisis will last so long that almost stopped banks will face huge problems in meeting their own commitments. On the other hand, many assets that are not bad now will become problematic. Besides, world-banking crisis is just moving forward at a steady gate and it is impossible that crisis passes beyond such countries as Georgia. US number one bank Citigroup suffered big damages in February. It required additional help from government. The seven percent of preferred shares, which earlier Citi offered in exchange for state bailout, has been converted into equity shares and thus increased state stake in the bank up to 37 percent. Experts suppose that this won’t be a last injection and worse is to follow. Bank nationalization just took a start and this process is a new stage in banking sector that is the beginning of world banking system crisis. 
   The current crisis is financial structures’ crisis. The aim of analyze is to present the reason that gave the rise to crisis - financial market and institutions or hypothecary sector. Was the economy growth persistent demand virtual provocation of supply.Maybe financial market itself created hypothec or both of them were created by economy’s real sector in order to increase demand. The question is – is the originator of crisis USA or China and Europe (together with BRIC countries – Brazil, Russia, India and China)? Export from these countries was growing persistently due to increased demand. US financial market undertook artificially increased demand main line in order to create bonds afterwards, non-existent increased demand-supply and receive enormous margin by it. The idea of crisis was dictated by financial market that is clearly seen at this stage of development. It is essential whether the crisis proceeds into real economy sectors or goes to an end. Every condition points that crisis will reach real economy sectors. In the course of 2009, decreasing production, unemployment growth, decrease in consumption and price reduction will be observed in the world. The last will be followed by production decrease and due to infringing price demand-supply rule this deflation will be changed by inflation. 
    
   Outlines of crisis 
   First signs of financial crisis spreading on real economy sectors were revealed by emptied US cities (besides thet fact that it influenced automobile producing giants). Such cities were Las-Vegas – entertainment centre and Detroit – car producing centre. Ford and General Motors factories are closed in Europe. The same fate shared OPEL four factories in Germany, where were working 26 000 people. At the time of Angela Merkel election’s year and for whole Germany was a big strike. Including the family members of those who were working in these factories, the overall amount of people who were left without income is 200000. The number of unemployed people in US in creased by 40 000 in February. The main task is to understand crisis anatomy and history that was named as hypothecary crisis. According to George Soros, the crisis has started at the end 2000 by blowing the internet companies’ financial bubble. USA FRS (Federal Reserve System) in a course of few months decreased interest rate from 6.5 percent to 3.5 percent. This was followed by act of terrorism on 11 September, afterwards the FRS decreased interest rate to record-breaking 1 percent. In the same period, Alan Greenspan was leading US banking sector. He issued cheap money and thus encouraged origination of well-known bubble in construction business. At the expense of cheap money assets, purchasing was taking place. Moreover, it was possible to buy money free. Everybody was yielding to strong temptation of taking credit. This was profitable for banks and whole economy as they were in need of high pace growth. Everybody participated in this some kind of competition for GDP growth speed. Existing demand-supply growth on market wasn’t giving a hand to businesses and banks, as they were striving for high capitalization and income growth. While top management was greedy for high bonuses. They started to increase demand on market by creating special products. Permanently was decreasing standards of mortgaging. In the end, they even were lending money without pledge. So-called Alt-A, Lire Loans and NINJA Loans (No Income, No Job, and No Assets) types of credit became wide spread. In order to increase credit attractiveness was established so called ARM – adjustable rate mortgages, when during first two years interest rate was considerably lower than their market value. Management of those banks and hedge funds, that now are receiving help from budget, were taking bonuses then. Investment banks on Wall Street invented few methods of transferring pseudo-risks to other investors. Pension and inter-aid funds became scapegoats. Investment banks established SIV (Structured Investment Vehicles) – structured investment companies that together with other privileges were not showing balance on some of their assets. Any bank had its structured investment sub department, Daughter Company that was making operations on hypothecary market and thus the assets were not reflected in balance. Construction boom started and in 2000-2005 years (from 2003 in Georgia) the price of ready, ready-for-use estate increased by 50 percent in USA and by 40-42 percents in Europe. According to Merrill Lynch calculations, in 2005-2006 years the half of DGP growth was coming from construction market. According to Merrill Lynch exports’ information, in 1997-2006 years the amount of crediting was by $9 billion more than the pledges. Martin Feldstein, the head of famous consulting company -Council of Economics Advisers, proves this number. The demand on dwellings was ten times more than then real demand. Thus, the rest was speculative. The research conducted in 2005-2006 showed that 3 percent of consuming expenses of the US population were financed by crediting in 2000, while in 2005 this rate increased up to 20 percent. In 2005-07, consumers’ expenses and mortgage crediting was increased 30 times and amounted $4 billion. 
   Experts reckon that the main role in provoking the crisis was played by Alan Greenspan. It is well known that after resigning and delegating responsibilities to Ben Bernanke, he published quite interesting book, in which he called the world for taking active steps toward upcoming all-time financial crisis. His precaution was considered as stuff and nonsense of an old man that had nothing in common with reality. However, the curious thing is that when Alan Greenspan was ruling US banking system, he was often warned that his monetary-crediting policy was encouraging the growth of bubble. However, Alan Greenspan did nothing in order to suppress it. In 2005, Alan Greenspan (He was managing banking sector in 1987-2006) conducted a research that showed that 3 percent of consuming expenses of the US population were financed by crediting from banks, while in first quarter of 2006 when Alan Greenspan was still in the head, this rate increased up to 10 percent. In 2003, in Georgia, 8 percent of population’s consuming expenses were financed by crediting, while at the end of 2007 – 28 percent. The research showed that by 2005, 40 percent of the housing fund was an object for speculations. This rate in Georgia for 2007 is 60 percent. Actually, it served not the aim of improving housing conditions, but speculation. The main motivation was to increase the price of real estate for several times that was covering credit interest rate and gaining profit. Some newer forms of the crediting were being invented in USA. Housing construction was considered as an object for speculation and selling-buying, that developed into new form of business. This process started in 1725 with Tulips and continued with housing fund. 
   US banks were trying to get rid of dirty assets and risky mortgage credits and they transformed these debts into Collateralized Debt Obligations (CDO). Synthetic product was uniting cash flows that consisted thousands of mortgage debts that were piled together and ensured bonds basis. Major Tranches had the privilege of cashable and thus they were evaluated with AAA rating. Their volume amounted 80 percent of the basket, while the rest 20 percent was taking the whole risk and the profit was higher. The aim of such diversification was the risk reduction. Actually, these toxic waste products were accumulating all over the world and this was the sign of the crisis that is raging now. After this scheme, brokers were lending out money and they were managing credit basket. They were selling them wholesale to investment banks that on their own were creating secured bonds (liabilities). CDO rating agencies were evaluating bonds and afterwards institutional investors were buying them. The more was the volume of such operations the more was the bonus. This is how Sub-prime zone and fraud originated. The securitization mania appeared. It wasn’t reflected on the balance of the banks and it is interesting that leading rating agencies rated such banks with A category. While assessing the banks, agencies didn’t take into account, what quality assets their daughter companies were holding, that created not only regulation, but audit problem also. Securitization mania wasn’t ended by hypothecary crediting; it covered derivatives and hedging process. Synthetic product CDS – Credit Default Swaps appeared. 
   Many banks in Georgia infringed insider coefficient and started some constructions and the financing of own constructions created problems for Georgian banks. When the capital is devaluated, this results devaluation of the firms and the assets are reinsured in the insurance companies established by the banks. 
   The mania of debt instruments securitization covered the whole world at the end of 2005 and in the beginning of 2006. The originator of this was USA. It was attracting investors of whole world with cheap money. Billion dollar investments were flowing in various companies. Nowadays everybody is asking a question - where is all this money gone? The answer is simple – the money is gone to the managers of those financial organizations that were working with this scheme. 
   Celebrated experts including George Soros were calling synthesized products CDS-Credit Default Swaps. This bubble had no value behind it. 
   In August 2007, when the financial crisis started actually, more than half of listed securities were synthetic product CDS-Credit Default Swaps. The speculation was not limited with hypothecary credits and it spread on other forms of crediting too. 
   Synthetic, speculative product CDS – Credit Default Swaps was invented in the beginning of nineties in Europe. It was considerably reflected in Great Britain and Germany’s economies during the crash of Pound and Mark. Synthetic product defined the crisis in financial sector. According to scheme, bank sells SWAP or liability and agrees with another bank that during some specific years it pays agreed commission charges. If during the term of agreement, A bank suffers damage, B bank would compensate it. Before CDS, the bank desiring to diversify credit portfolio was obliged to sell part of the credits that was connected with various legal and financial difficulties. From the beginning, Credit Default Swaps became popular. The number of Swaps in 2000 reached billion dollars. This was the era of CDS development. Hedge funds appeared from 2000 that give the basis to the epic of current crisis. Hedge funds were created that were specialized on SWAP operations and they were acting as unlicensed insurance companies. Their income was CDO and CDS commission charges. Frequently such hedge funds were working fictitiously as (like Georgian banks) when commercial bank holds 100 percent stake of insurance company and it insures the loaned credit, risk is not distributed. In case of non-payment or mortgaged property destruction, the damage is compensated only by the bank or the money flows from its assets. Fictious was the existence of hedge funds, as the bank management itself was frequently establishing hedge funds because of gaining bonus from re-insurance. The real risk insurance was not taking place. The overall volume of such type contracts amounted $42.3 billion, while in USA stock market capitalization for the same period was $18.5 billion – almost 2.5 times less. For the mentioned period, the state debt of USA was $4.5 billion, nothing to say about the period when state debt amounted 10 billion. These circumstances caused the derivative boom on stock market. Some so called back appeared – margin level with 10 percent bonds. Bonds created on the basis of CBS were sold with 1.5% margin. Hedge funds were showing high-level income with this. 
   Such precedent has already taken place: in 1980, bonds market was developing successfully; bonds had hypothecary securing that was known as CMO – Collateralized Mortgage Obligation. This resulted in serious crisis in 1994, when hedge funds could not cover $2 billion security on devaluated stocks. 
   In spite of initial financial crisis expectation, Alan Greenspan and US equity market regulators were not trying to avoid the crisis. George Soros in one of his articles was stating that in 2000, US Federal Reserve System ex member Edward Gramlich warned Alan Greenspan about dangerous game played in sub-prime market. He warned Alan that equity market would blow up and it was necessary to take strict measures toward hedge funds. Gramlich discussed this issue in his book, in 2007. Another expert Charles Kindlberger warned financial fathers also. The research conducted by him showed the same result – the crisis would start in sub-prime market. One of the experts who were forecasting current crisis was ex head of USA Federal Reserve System Paul Walker, author of many well-known books. Top manager of one of the bad banks – Citibank Bill Roads expressed a suggestion about the bear trend and dangers that its influence on financial market could bring. 
   2007 is the year of crisis starting. On 22nd of February, HSBC management fired one of top managers of US department because he brought $10.8 billion loss to the banks. In the same period, US major construction company made a public warning about the problems anticipated in the sub-prime market and terminated employees. On 2 April, American company New Centre Financial declared of bankruptcy. After the failure of the last, the mass tendency of problem revealing and bankruptcies started. On 15 June, Bear Stearns declared the bankruptcy of its two hedge funds that was the pre conditions of the company’s bankruptcy itself. However, company opened $3.2 billion credit line and at the same time investors’ capitalization in amount of $1.5 billion disappeared. 
   On 20 July, Ben Bernanke declared that sub-prime losses concerning credits could be $100 billion. This was first confession of the official about huge loss. In July, Merrill Lynch and Citigroup wrote off huge flows of CBO and everybody thought that everything bad was in the past and black days were over. In addition, rating companies including Standard & Poor’s increased hedge funds and banks’ rating. However, this was only beginning of crisis. 
   In August, it appeared that everything that happened before was just prelude. Frequently people were talking about crisis in the past, but it is a current reality that took a start on 7 August 2007. 
   After devaluation of CDO and CDS equities, investment banks went back on obligation services. All they had left were bad assets in amount of $250 billion. All events that were taking place in previous years developed into financial crisis in 2008. Leading banks Citigroup, Merrill Lynch, Lehman Brothers and others declared about serious losses. 
   Current crisis differs from its antecedent one. It does not have so-called specialization. However, many scientists and economists call it hypothecary crisis. Somehow, synthetic instruments cause this crisis, but actually, this is the problem of whole world economy, as the financial resource that was synthesized from creativeness standpoint was used in real economy. The fact that crisis started in machine industry, construction, trading and manufacturing is just a logical result. 2009 is the year of crisis and it won’t have only financial character, it will include whole economy. 
   After the problems that started in summer 2007, European Central Bank was induced to assign aid to the banks in amount of 95 billion Euros. On 10 August, it additionally assigned 61 billion Euros; Central Bank’s third injection was made on 13 August in amount of 47.7 billion Euros. Just in few days Europe’s Central Bank made injection more than 200 billion Euros. On 13 August, Britain’s major bank Northern Rock, which was working on mortgages, appeared on the verge of bankruptcy that was followed by its nationalization. Similar precedent hasn’t taken place over 100 years. Crisis took a start in the whole world! We already know continuation, but we cannot see the future up to now. Darkest hour is just before dawn. History shows how the role of state is growing and its intervention in economy is exceeding any limits. At the end of February open discussion was held on this matter. Leading financiers gathered in the University of Columbia and discussed the issues like - Is capitalism dead or not? What future expects it? What will be the consequences of the strengthened regulation? IN the recent period, Keynes’ works became very actual and theses came up. Keynesianism became popular once again and some People even quote Marx and think about the correctness of his ideas. Alan Greenspan was managing US Central Bank for 19 years, despite the fact that he was democrat, he cooperated with republican presidents quite well. Many things depended on him: he determined whole American economy, employment, unemployment and many social matters. However, the situation has changed: there is quite easy approach toward crisis. Governments despite their concern with the current situation, think it easy to find a way out of crisis and reckon that additional injections are the solution to it. Good example to this is Bush’s $700 billion bailout and then Obama’s rescue plan in amount of $838 billion. Democrats were planning to create 5 million working place and overcome crisis. European bankers are strongly opposing this policy. The strictest attitude has Jan Clod Trice, president of European Central Bank - the most independent bank in the world that keeps interbank offered rate at 2%. He has a contrary viewpoint and reckons that crisis could be overcome by solving liquidity problems. Clod Trice calls such approach “Liquidity trap”. 
   First danger is that when credit interest rate is falling to zero point. Influence of traditional monetary policy on economic growth or on demand-supply balance is zero. Regulating instrument of the Central Bank is to impose interest rate on interbank credit movements. If this rate is zero, Trice reckons that central bank’s influence on economic growth and unemployment problem is zero either and bank is not carrying out its commitments. 
   Second danger is deflation. American experts forecast 5.5% deflation in the country. Deflation will reach its peak in 2012, when its rate will be 3.5%. With the start of deflation processes, it will be impossible to decrease interest rate with stimulating demand. This danger is characterized by crediting problem. Banks hold liquid funds (in Georgia either), but the los of confidence in population resulted complicated procedures and increased interest rates. Due to growing deflation, population prefers to spend money tomorrow and purchase cheap goods. This tendency originated consumer expectation problem that causes the market contraction. 
   When Keynes talks about similar processes that take place in leading capitalistic countries, he states that considerable increase in monetary aggregates within the population can result lost of confidence or in other words, they save funds and use them as insurance. State should have careful attitude toward injections. Injection doesn’t mean construction of bridges and roads. Keynes multiplier formula does not consider increasing market by spending money, as population might save the money due to existing vagueness. 
   Interbank offered rate in US almost equals zero. One might say that money is free that causes contrary processes. Macroeconomic specialists reckon that US Federal Reserve System should have offered rate at -6% in order to manage to use Tailor’s rule that considers coordinating coefficient on inflation. If FRS cannot have minus interest rate, it should purchase agency pass-throughs and thus balance the policy on real market, reckon specialists. European Central Bank doesn’t plan to purchase agency pass-throughs. On the contrary, Central Bank leaves more problems for national governments and that is a quite normal approach in this case. 
   At the end of February, on the meeting held in Berlin, heads of every leading countries declared that the times of free liberal economy are over and they support state regulation policy. This makes us to think that according to Marx scheme spirit of socialism is really strolling in Europe. European leaders are afraid of population unrest growth. Therefore, they use populist methods and declare that they are rescuing economy, artificially preserving working places. Moreover, they will bar bankruptcy of major companies. However, actually they do not see the way out of deep recession. England first showed that unlimited intervention in the economy could harm the country. The government’s policy brought the country to the disaster. Great Britain’s economy is in deep crisis. In February, the growth of GDP was -6.8%. Meeting of European leaders showed that the standpoint of crisis solution is wrong, just like their policy toward Russia and Georgia. Despite the fact that European Central Bank is standing on its feet quite well, Euro is losing its positions that it had in 200-2007. Euro exchange rate might have serious problems in 2009. They were quite prospective countries not long ago and many specialists considered them the calm bays of investments. In the course of 20 years, after Soviet Union disintegration, so-called blowing development was observed in these countries. Many of them became the members of European Union and they were proud of own achievements. In February, agency “Reuters” published statement of World Bank executive Robert Zoelik statement that $106 billion injection is required to rescue western European banks. EBRD executive Tomas Mirou declares another number. According to his calculations, the mentioned banks require $200 billion injection. He also stated that if the recapitalization does not occur in the banks, their failure would be inevitable. He reckons that this would be the worst scenario of the event development that will be followed by the collapse of western and central European countries’ economies. 
   Experts call Western Europe to help these countries, in order to avoid new seats of financial crisis. There is a deep recession in Bulgaria, Czech, Hungary and Latvia. Some complicated processes are started in Lithuania, Estonia and Poland. Therefore, EBRD together with World Bank created banks’ aid program that amounts $500 million. Experts reckon that this is a drop in the bucket – only 15% of demand. 
   Everybody is concerned by the question – who is in fault? According to BBC, World Bank’s ex leader, Paul Volfovich declares that we do not fully understand the reasons of crisis, nobody knows how ling will it last and nobody knows how to fight it. However, one thing is obvious – everybody is in fault, those who participated in this process. The worse is still to follow. Yes, America was consumer more than it could afford, but Europe and China were exporting more that this country could consume and thus all the countries should seek the solution together. You might hear often (in Georgia too) that we will close borders and take care of our country, citizens, production ourselves. We will increase customs rates and protect market. However, Paul Volfovich reckons that in this case everybody will be perished, as this is the way leading nowhere. There is a huge army of non-proprietors, while proprietors are the minority in the society. There is big confrontation between them. Stock or public companies are trying to overcome this confrontation by creating business forums. Any person can buy shares in an open stock society and became owner somehow. The mechanisms that are put in equities gives the right to ordinary person to participate in the management of the company. For years, this form might seem the way out of this confrontation. As from the point of social stability, capital attraction this from has huge advantage and its transparent form. 
   The practice of big companies showed that management, managerial bureaucratic mechanism totally manages stock company. The total dividend received by stock company might be considerably lower than the payment received by the top management. Why? Because management creates some bureaucratic apparatus that might be named as some type of corruption. Bank CEOs have quite high incomes in Georgia either. Their salaries are much higher than those of other ordinary employees’ are. The fact is worth of emphasis. This crisis revealed that bank manager is not taking risk appropriate to own salary. This is the caste of people, who oppress stakeholders. Their major income is developed by the rate of stocks. Their motivation is to have maximally high turnover rate. They create unprecedented artificial demand-supply and receive corresponding bonuses. The effectiveness of credit mechanism became of second quality and preference is given to the volume that gives bonuses. The decision made in the banks and the products they offered were the result of greediness for bonuses. Thus, the unjustified system was created. The last scandal is proving this that took place in USA. New York’s prosecutor Andrew Cuomo opened a file against the executives of Merrill Lynch. The sense of the matter is the following: crisis period was followed by factual bankruptcy of Merrill Lynch. With the Senate approved bailout money Bank of America purchased Merrill Lynch. From 1st of January, Merrill Lynch officially became part of Bank of America. The process was preceded by assigning to Merrill Lynch top management $3.5 billion as a bonus. Unimaginable situation when the bank is at the edge of bankruptcy, it has problems in liquid assets, it is united with another bank, that on its part is buying failed bank via bailout received from state and top managers of the failed bank receive huge bonus from this sum! This fact the clear proof that 21st century is the era of bureaucratic management and managerial corruption. The main reason of crisis is managers careless motivation, greedy striving for more money. This is not only banking sector illness, the same could be said about every major corporation, whose top management lives wasteful life and in most cases has it has more income than the proprietor does. What is the situation in Georgia? There are two extremes in our country – in some cases, managers are not valued and he company’s owner thinks that he/she is almighty and all-knowing that is reflected on the salaries of the managers and in the other cases managers have extremely high salaries. Whole world is responsible for the problem created by bonus-eaters and the crisis. The question arises – was the state involved in these new super-schemes? This is doubtless – state first received taxes, political organizations were financed and second many of the officials were directly involved in business. Politicians were receiving dividends from artificially blown employment rate. 
   World is in the agony. I explained this simply, as the bullock cart has turned over and one can see clearly, what has happened, but it is unknown what will happen. 
   Monetary fund is making another sharp prognosis for 2009. Agency Reuters published the statement of Monetary Fund first secretary John Lypski that economical crisis will last up to 2010 and economical growth shouldn’t be expected afterwards either. According to Montary Fund calculations, in the fourth quarter of 2008 and first quarter of 2009, the pace of economic slump was unprecedentedly high. Lypski highly glamorized pound devaluation decision that was made due to crisis aggravation and fall in pound exchange rate. He emphasized that he will support British economy reconstruction. Inter alia, the same Monetary Fund was making positive forecast that in fourth quarter of 2009 world would start to recover gradually from crisis. George Soros analysis is interesting also. Soros declares that he cannot see the light at the end of the tunnel. He cannot imagine that the crisis will be ended some times. He compares the current situation with gin depression period and says that current crisis will be more disastrous than big depression. Barak Obama’s economic advisor, Nobel prize laureate Paul Walker declares that production in the world is falling with more high paces than in America. He says that even in times of big depression the production was not falling with such high paces. 
   On the conference held in the University of Columbia in February, George Soros declared that current depression is more scaled and big than that of thirties. World economy system is breathing with respiratory apparatus and there are no symptoms giving a chance to change this state. Naturally, he meant those injections that national governments made in order to cure economy and which gave no results so far. Soros reckons that disintegration of world finances and protectionism era flourishing are starting. Hillary Clinton’s visit in China was very important for the aim of searching way out of crisis and new financial order establishment. She supposed that America and China would find the solution to world crisis together. Clinton thanked China for active financing of USA. Therefore, China is holding modest second position in the leader countries. Tight cooperation of these two countries is very important. Despite political differences, experts make correct emphasis - maybe some two poled world ruling scheme with two leaders is outlining. During the meeting, the statement of Hillary considered this new scheme. During February, many were requesting increase of Monetary Fund capitalization. China and India were the supporters of this idea. One of the ministers of South African Republic declared that before the crisis the participation rate of developing countries in the market was $980 billion that could have been increased up to one trillion. However, now this sum has decreased to 165 billion dollars. If in the period of economical growth, many countries, including Georgia were looking with some doubts to the mission of Monetary Fund. They reckoned that this was punishing organization with small bureaucrats, often with some dubious demands. Today many recognize that Monetary Fund should have not only the function of supporting developing countries, but it should play the role of strict player in the world markets also. The major western banks left the market and monetary fund should replace them with its mechanisms. 
   Many economists say that USA economy slump is rather slow. Despite the fact that the in fourth quarter of 2008, equity market became active, 2008 still was the hardest year of the crisis. Investors were panic-stricken, they were selling bonds and equities on the market, including so-called secured from inflation TIPS. If one should believe Swiss bank UBS experts, the gradual disappearance of panic in capital market caused some boom. The danger of deflation threatened America and Europe might have the same fate. Deflation problem will be one of the leading issues of 2009. 
   Barclay’s one of the leading experts Michele Bond analyzed bottom point of stocks income, in case of spread between the incomes of agency pass-throughs and TIPS deflation is anticipated in the market. He reckons that agency pass-throughs and TIPS correction in the market is positive information. In the course of next few years, deflation will be 5.5%, while average inflation will be zero. TO his mind, deflation will be 2-3.5% in 2009 and this rate will remain up to 2014. (Based on – The Economist). 
 Let’s recall the after depression period, when new liberation era started in Asia and Africa. However, the Second World War followed big depression Maybe war is the discharging power and this is favorable both for the west and for the east. This might be a origination of the new world order. 
   Has the free capitalistic market collapsed? Are the Marx’s words coming true - we are standing at the socialism gates? The system that will be created in 2010-11 shows us. Every precondition points that state’s role in the market is increasing that is the precondition for Marxists ideas. Future is offering different free market, financial and capitalistic system. Nowadays current question is – How far the artificial intervention and disregarding of market requirements would be taken into account in the rules of future market architecture. ON the one hand, Plato’s free market has no alternative so far and myths about Marx and Keynes rising is just an illusion. However, on the other hand, what kind of new free market do we have? – This question is to be answered in the course of next three years, including Georgia either. New world economy system is developing. This is the destruction of old shapes and formation of new content. Countries with leading economies understand the fatality of old form, but they still find it difficult to adopt these processes, as it is hard to adopt anything new. 
Challenges of virtual Consumption Banking Credits and Theory of Creativity
Monaco system in supply and demand, Bull Trend of modern banking and financing system
Exactly 10 years passed form the 1998 financial crisis. The crisis began on Asian markets (mainly in Korea) and covered economies of whole world – those of developing and developed countries. Everyone remembers Black August days in Russia – fall of ruble and sharp economic stagnation in Georgia. Gel exchange rate against USD and other main currencies fall, economic growth couldn’t reach 1997 level for years. Economists have been analyzing this process for a long time and they still study relations to Asian economies’ quick growth rate, growth of investment and their sterilization issues in relation to market boom common challenges. Analyzing these issues today, before next stagnation is an issue of utmost importance. Researches during recent years have clearly shown that formal or real reasons of the crisis in Korea and entirely in Asian markets lied in violating balance of law of supply and demand. Or amendments taken into the law of supply and demand, that was economists and businessmen didn’t take into consideration while making fundamental analysis. Let’s remember an episode namely, when capital import on Korean market exceeded demand of local market. First, market was not able to stand surplus investment, Second, financial obligations oppressed the country’s economy so that the main sphere became a debt service and it hampered the growth of economy. Third, sterilization of optimal investment didn’t take place and the fourth, provoked consumption, artificially created consumption turned into the bomb of delayed activities the crash of which was followed by the crisis. 
   What is the situation like today? Provoking consumption in the US, the epicenter of crisis, took place in two directions: the first on mortgage and the second on total commodity market provoking it with futures contracts, that caused price boom on commodity market. Here again the reason lied in an artificial increase of consumption. To put it short, what is the idea of scheme of increasing consumption artificially in hypothec? Credit debt of the US population is 8 times more than their real income. In England it exceeds 4 times. This is the first symptom of an artificial market, then why did sub-prime credit appear in the US. That means that according to old banking credit you are given hypothec credits without any additional guarantees and documentations with your real estate mortgaging, the cost of which is defined by future cost. This is a new term and a new notion. Cost in the future, when a house or an office will cost USD million in 2020 due to some experts calculations. In 2007 its value was only USD 100 000. So, according to this example we had real market volume of USD 100 000. The figure did not seem enough and we have simply created a market, so: 
   1) We have put the mortgaging in future and have created a hypothec with the future cost that resulted in 10 times increased market volume; 
   2) We have issued a credit on building with this guarantee; 
   3) We have issued securities with this paper mortgaging using different financial variations. 
   4) We have taken all these into consideration while calculating own capital and share rate. This is the way a circle was created and we have got a virtual economics, basing only on increasing prices on market – main trend of XXI century business. We have put rates on quality trend. Total growth of prices should take place! Otherwise our virtual economy will definitely face failure and the two factors condition each other. 
   You purchase thee or four houses, then sell one, get money, sell the second one, then you move to the third one etc. There is an illusion that three houses were sold – that demand is on three houses. Actually the demand is only on one house and three houses are sold to meet one demand. Accordingly, if the total volume of population and people interested in hypothec purchasing skill is Z, we define market volume M with Z multiplying in Z 
   MM=Z*K 
    
   Sum is Z, we define market volume M by Z multiplying in K 
   M=Z*K 
   K in this case is the coefficient of the population, ready to make this type of purchasing. 
   Our oponents may state that this may be simply corrected with indicaor, used by experts while analysing an open market. Its called Conditional value at risk (C-VaR) 
   C-VaR=(100-x)%/n 
   n _ period of time during which increased value correction is feasible; x _ feasible level of exceeding profit or loss (in our case 300%) 
   Despite my deep respect towards John C. Hull, I don’t find this famous formula enough to define virtual volume of cost and therefore we suggest the formula that will show total adequate cost. Let’s go back to our example. Let’s say that with this type of calculations based on classical and Samuelson and Mankiw definitions on supply and demand, 100 houses were demanded but this was not an enough object for the banking sector and in our example banking sector considered that three times more is better. Although the problem appeared: purchasing skills of clients. New scheme was created here as well as new definition of market in economy – artificially created market. 
   Property (in this case hypothec) was put with the increased estimation in guaranteeing. For this not 50 – 70 or 100 % of property was put in a guaranty but 300%. It means that notion of virtual cost appeared. Cost is virtual when it is based on technical analysis and creates value on the basis of forecasting. In case of such economic growth and such demand on real estate property the house or area will cost 300% more in 3 or 5 years. From the mathematical point of view, nothing is dangerous here as dynamics is a guarantee - this is a cost and demand will be real. But in case of any microeconomic change, situation changes and we get dreadful results by chain reaction. In this case the catastrophe equaled to USD 150 billion pure money in the US. Equal to virtual cost. We can call it a hollow system – something like they have in Monaco – highways under a city, growing a real area in a country. 
   We called it a Monaco System. The reason of it is that the pure economic system is based on finance capital (virtual) movement. The difference from the crisis that was ten years ago is that we (the world business) have changed a square/ place. We have tried it in a solid space – in the US. The authors of this model considered that it would stand the boom. Actually no one knows whether it would stand it or not to the end. Maybe it will! As space and time are optimally chosen and accordingly deep depression does not threaten the world market growth. Moreover, it may become a new style and method of market management. The US and England’s markets will be able to stand the new system – Monaco system. If the same happens in the above mentioned countries as it happened in Korea, then what will happen with the banks and countries that have reserve safes full of 4 trillion USD, or their economies the main customers of which are England and the US? 
   Calculations may be correct and the delta may be deciding for economic development. As within current prices and consumption growth stage it needs unreal consumption. 
   M=Z*K 
   M-1=(Z*k+DZ)*CR 
   Delta DZ is a virtual consumption, CR is a monetary course of a country and M-1 is Monaco scheme market demand indicator. 
   Our opponents may state that supply and demand is something that is fixed and it subjected to the classical law of supply and demand and it does not need to be torn into peaces like that. Well, my answer to it is the following: You are mistaken. Economy has changed enough during recent 6-7 years. Number of classical tractates were under question. Moreover, there are number of vague issues in classical theory. 
   Let’s go back to classical Supply and Demand: 
   Adam Smith stated that each person tries to use own capital so that his/ her product carries the biggest value. This time private interest are much more significant for him than social interests. The person is managed by invisible hand to reach the goal. I am not sure whether Adam Smith meant the Americans which mortgaged their houses as capital and tried to get maximal value, but the fact that they were managed by invisible hand, is true. It depended on the type of invisible hand, type and direction of the goal. 
   As Samuelson states in the begging of chapter II of ‘Economics’ all types are major for a society: what is being produced, how it is done and for whom. Therefore Samuelson defines supply and demand as a balance. 
   Supply and Demand Classical Scheme 
    
   Classical Scheme 
    
   He believes competitive balance is the only acceptable crossing point for price, supply and demand. Has anything changed in this table? Yes, it has. The problem of table formation itself. 
   1. Problem of demand and formation; 
   2. Price accordingly; 
   3. Supply peculiarity 
   Is a supply a bargain with futures on Chicago Market? It is and it is not! It is in case it is related to large business that purchases futures to maintain constant supply. It is not, if it is bull trend created by speculators and aims to re-sell, to invest capital and generally margin. In this case it doesn’t really matter whether it is wheat, coffee or fuel. This is a modern peculiarity of forming demand and price on market. 
   The world demand on sugar is 120 million tones annually, on rice it is 520 million tones, on wheat - 800 million tones, and on oil it is 27 000 million barrels per year (B – 159 L) the indicators have significantly increased in 2007 within 3 % growth of consumption. Why, you may ask. Because virtual consumption and futures have grown. Bull market trend on commodity market becomes deciding. It maintains spiral of virtual consumption. 
   The next peculiarity is that XXI competitiveness is substituted by merging and absorption. Merging is cheaper than competitiveness. 
   The third peculiarly is the quickest technical progress. Although organizing new researches and inventions require more sums, intellectual properties are quickly stolen. For example in leading Asian countries, in Georgia and in CIS countries, where intellectual property and brands are not protected, there is no standard control and state or non- state management mechanisms. This changes the classical scheme of supply, especially in digital technologies and on program technical goods (this is the peculiarity of XXI century). According to classical law of supply and demand, oil price on brunt fraction is USD 60-65 per barrel and USD 50 on Opec basket brand. As for wheat - it is USD 320-330 per tone. Prices today are dictated by Monaco scheme failure in the US. Therefore by problems and speculated capital movement. Speculation of capital causes its globalization and vice versa. 
   Here we can argue on the statement – ‘other equal conditions’ by classics, by Samuelson for instance. In this case we deal with the new scheme of market formation. Besides, modernized/ updated/ version of an old scheme is still in a force. This time we seal with a new case again. It was discussed in the works of Fisher and other famous economists - Price elasticity line within competitiveness. In my opinion, financial sector suggested entirely new scheme to the world. 
   USD and Euro rate dynamics are worth noting (See scheme). The scheme shows that prices on goods produced in the US are increasing and European export is falling. Therefore large business has to reduce production. Cheap USD increases demand and it is natural that it solves number of challenges in the US economy, the roots of which go back to virtual economy. According to G. Bush plan they reduce tax pressure and price of money in order to have less crisis affect. This is what Alan Greenspan did. As for B. Bernanke he does just opposite to sterilize results. 
   What is the situation like in Georgia? What are the virtual consumption scales and danger of stagnation or introducing new methods of managing and stimulating economics? We keep Gel rate at lower indicator; we strengthen it against USD and euro. Moreover, it is clear that Gel is a quasi converting currency and national Bank has a significant influence despite statements on non-intervention in fixing. The way currency exchange rate and supply and demand are defined is wrong. Supply and demand balance is fixed on stock exchange, where only 5 % of operations are done. Stock exchange has not been playing the role of monetary market for a long time. USD 6.5 billions were purchased in 2007 among Banks avoiding stock exchange and USD 600 million in boxes while USD 430 million value operations are registered on stock exchange and mainly with the participation of National Bank. 
    
    
   Is it possible that the stock exchange reflects real supply and demand? Cheap USD enables to reduce price on import and regulate inflation rate. On the other had, production is promoted, 60 % of which work on imported materials to have cheap calculation and competitive goods. It’s worth noting that less Gel is spent on sterilizing growing foreign investment. This will manage inflation. We can conclude that artificial regulation of prices and demand growth took place that is a part of virtual economy and does not give results in long term perspective. It is calculated for solving specific tasks. The fact that money is quite expensive in banks is added to it in Georgia. Commissions that have nothing to do with the risk are huge. Credit cost moves to commissions, for example commissions on getting credit, opening account, service and converting, card service etc. in the end all the above mentioned enable banks to collect amazing incomes and rise income to annual 20-25 %. In case we add insiders’ operation incomes the indicator reaches 40- 50%. This is the reason why Georgian banking system is attractive for foreigners. Investments are made not in entire economics, but in two spheres where the market growth is successfully maintained, by Monaco method according to theory of creativeness. These two sectors are building and banking businesses. 90% of artificial market are related to these spheres in Georgia and here is a wide range of getting income quickly. It’s natural that crisis influence risks are greater here. 
   Let’s analyze prices on money in the US during 2002-2007 
    
   It is clear that money value has drastically increased and Alan Greenspan was creating significant basis for Monaco system before Ben Bernanke appeared. It was followed by rising prices on inter bank credits and generally on credits. Its natural that official reason of it was ceasing production and managing inflation. But let us remember what happened on stock exchange during the same period. 
   Despite significant trend of increasing prices in the world, according to 2003-2004 World bank Analysis, economic growth rate is increasing. Does this circumstance prove the preciseness of supply and demand? No way. 
   Thesis that had to pass an exam: Samuelson, Fisher, Dorbush... All agree with the opinion that when the price is higher, demand on good is reducing. Price on fuel rises, although daily demand exceeded 88 million barrels. The same is true regarding wheat, sugar and etc. it may be stated that prices on goods and real estate property as well as on service increased 2-3 times in 2003-2008. But demand growth was the same. Here is the difference between old and new world economies. The most important issue is to find a buyer today, you can bring anything you want to if there is no political limitation. Before XXI century production was major, buyers were easy to find and they even queued. Therefore while increasing permanent prices economies grow as well. 
   Expenditures of all sates as well as economic growth rate is high. Rising prices do not reduce consumption. Moreover, quite often it is stimulating. Entire economy grows following increasing prices and the story on crisis classic phase is only a pessimistic sobbing. Well known economist Julian Simon writes: ‘It became fashionable to draw a person who is in panic due to lack of resources and it is presented to be a destroyer of nature. Exactly these type of people believe that the US population, being 5% of the world population use 40% of resources. Although as Julian Simon states, no one points the amount of resources produced by this 5%. resource is created and creativeness is a gift. Virtual consumption and real supply has been created as well. ‘The more resources are discovered, the more are chances of changes and moving forward’- Julian states. I dot want us to get the aim of creativeness and virtual consumption is panic or fear. That this will destroy the world economics and speculators will sacrifice market!! I would like to take out mind to the following direction: the theory of creativeness and virtual consumption exist as Monaco system and lets try to find profit for developing Georgia’s economy even by using economic growth provoking and not only in construction and banking spheres. 
   On the other hand, the coin has the second side. I don’t want anyone to consider me the admirer of Joseph Stiglitz, who was awarded the Nobel Prize in Economics, although I would proudly admit it. According to Stiglitz the major problem of the world economy is speculated capital and it can provoke recession. 
   Although positive side of artificial growth affect is not provided here. Is this condition caused by new demand formation? Is the way out of the current situation to create artificial demand and virtual market, when on one hand prices and consumption are rising, economic growth high rate should be kept on the expense of high rate of demand. 
   We could draw scheme here or circle GDP growth major parameters. we should make market attractive for investments not only in Georgia, but in the US as well, that is why Americans created ‘Prime’ attractive market in hypothec business. by this they kept high economic growth rate despite expenditures relate to war. Provoking market took place in Georgia as well, or if no, it should take place. Artificial increase of market leads to economic growth. It requires deep analysis; perhaps working with the new scheme is depended on optimal level artificial market, upper border of demand. 
   Let’s discuss financial anatomy of ongoing processes in Georgian economy and we can easily find out virtual market corresponding symptoms . Georgia’s population’s total income is Gel 2.2. Billion. Economic credit debt reached USD 4.5 billions. Dolarisation coefficient of economics is quite high and it reaches 65%. It’s worth noting that major debts are presented in USDs that causes the devaluation of major assets of our banks. 
   Hypothec market is a subject of separate discussion. It is different form the US analogue. We have been constructing houses and there was a 15-20% in hypothec. Situation changes form 2008. Hypothec credit growth exceeded 300%. This market definitely has extra capital, and at the same time the banking issue is quite active in Georgia. The problem of payment is important. Banks as well as developing companies try to create consumption growth system and increase market volume by crystal approach. Syndrome of creating artificial market in Georgia already exists as an embryo. What does it give to the Georgian economy? Should we destroy or should we support it? if the world economy is speculating , why shouldn’t we support it here? On the other hand, will Georgian economy stand permanent Bull trend? I believe the issue is worth researching. You may ask why? 
   Analysis of each trend gives us the motivation of conclusion, that in XXI century the main tool of economy was theory of creativeness. People have always been creating resources as well as deficit. they created new resources and new ways of getting them. Therefore creativeness maintains the universe and resources. The question rises: Where does the border of product prices and consumption indicator growth go? I can tell you that neither of them have borders. 
    Number of population as well as consumption will increase in the world and it is natural that prices will be regulated according to net and virtual demand. New resources will be created and substituents will be used. 
   From the above mentioned I believe a theory of creativeness is: 
   · Idea, substance – Maintaining higher market growth on artificially created consumption market to avoid hamper caused by grown prices trend than it is possible by means of natural economic development processes and therefore creating an artificial market. 
   · Goal – to widen consumption that will provoke economic growth and that will cover reduced consumption caused by grown prices. That will maintain grown profit. 
   · Place of activity – choosing the right place and time for the theory of creativeness is the major factor for its success. It should cover the most developed countries and developing countries , like Georgia, may participate in the processes on that market, and not on their own markets. Economic sector is a very important factor. 
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