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The debacles among financial intermediaries-—--ranging through
State Banks, merchant banks, property trusts, building
societies and insurance companies-—-—-has encouraged calls for
re-regulation of the financial markets. The sort of regulation
being demanded is, however, about as useful as a security

olarket and much more stifling.

Without doubt the 1980s saw some very silly Tending and
borrowing. It s sasy to marvel at the lack of discipline of
Tricontinental, Pyramid, the State Bank of South Australia,
Rothwells and others. and it is true that more rigorous
prudential control-——whether from Tnternal or externa)l
sources———could have prevented some of the particular errors
that lTed to the mess that these institutions got themselves
into. It doss not Tollow, however, that government regulation
would have, n fact, prevented the collapses. [t did not,
after all, prevent such spectacular failures as Reid Murray,
MainTine, Cambridge Credit and FCA---al1l of which occurred
before dersgulation. Neither does it follow that the benefits
of deregulation---a narrower spread between borrowing and
Tending rates, for instance-——are not substantial, nor that
the winkling out of badly-managed intermediaries s not a good
thing. And 9t certainly doss not follow that the cost of
financial re-regulation would be negligible.

Thaere was & certain Jnevitability about what has
happened. As Mr Des Moore of the IPA was pointing out Tong
before the current spate of "non-performing Toans ', the ACTU,
by telling the Government not to reduce award wages or employ
fiscal means to cool an overheated economy, was Tn effect
telTling it to rely on high {interest rates. The elected arm of
Government, Tn fact, did the ACTU's bidding under thes segis of
Adccord Mark whatever. And Mr Keating tells us the Reserve Bank
dogs his bidding. Some business failures were what we had to
Mave .



The existence of regulation often gives investors
sense of security. While the Victorian legislation did not
guarantee deposits in the Pyramid building societies it,

the unwise statement by the Treasurer, Mr Jolly., conveyed the
impression to unsophisticated depositors that ¢ di

Rothwells and Teschers Credit stories provide further examples
of public belief that the existence of government g

implied the existence of effective supervigion. Regulation
discouraged depositors from asking about the security of the
deposit-accepting organisation.

Nor should we
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sume that regulation reduces skulduggery.
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ten creates loopholss through which people
nd flexible ethics gain advantages over

Tl with Tess accommodating morals.

The Tast thing Australia needs s regulation that puts
capital formation into a strait-Jackst. Far better for the
goonamy that unwise depositors should Tose money than that
risk-taking s discouraged to the point whare new ventures are
unduly discouraged. High-risk financing has an undoubted
goonomic function. (Long ago my grandfather declined to back
HY Mackay the Sunshine Marvester manufacturer. It s well for
Australia that somsbody backed him.)

High-risk fdnvestments should not, however, masguerade as
Tow-risk. And market-based [ingtitutional arrangements should
nelp investors distinguish between the two. Unfortunately,
regulation and public ownership have Just the wrong effect

John Hyde Te Executive Director of the Australian Institute
For Public Policy
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It 98 noteworthy that Tn this recession the public ssotor
financial institutions have got themselves ‘inte rather more
trouble tharn the private sector Hdnstitutions. With the
possible exception of the State Bank of N3W, and conceding
that the R & I Bank in WA appears well on the way to recovery,
the recent record of State Banks has been dreadful. It has
been o bad becauge the State Banks backed segmi-politicised
Tocal pipedreams. Perhaps they would not have done so iF
public ocwnership had not given their managements a Talse sense
of security and a wish to please their particular government.

The public-zgotor executive who failed to give adegquate
attention to a report of mnon-performing Toars becausze he had
to attend the football was mo mors cavalier than the private—
saotor ochisf executive who went boat racing while his house of
cards was collapsing. It ds, howsver, sufficient for my case
to note that being in the public sector does not necessarily
entai’l responsible behaviour.

Late Tast year Des Moors made a compslling case that the
Fimancial sector’sz recent troubles were caused by too Tittle,
rathar than too much, deregulation. More recent events do
nothing to weaken that case.

Moore said then that while most controls have been Tifted
on the volume, dirsction and price of lending, other forms of
govermnment Tnvolvement-—-~over and ashove the {unwise)
management of wagess and monstary policy--—are undoubtedly
distorting the decisions of fimnancial "dntermediaries.

Abcut one third of the assets Tn the banking system Jg in
government-owned and controlled banks whose depositors have
specific taxpaver~backed guarantees-~-hardly a "level playing

field'. Such guarantees encourage excessive risk taking.
Further, State banks have congistently shown poor returns on
their capital, which dmpliss over-gservicing or under-pricing.
Fortunately, the Commonwealth Bank ssems to have refrained
from Joining the State Banks in exploiting the guarantese.
Goodness knows what financial mavhem may have been wreaked had
it Followed the example of, say, the State Bank of Victoria.
To compets with the State bankg, private banks must have
behaved, ag though they also enjoved agcess to the taxpavyers'
pocket .

When the government-owned Bank of New Zealand got -into
desp water the Labour Party Mindister for Finance of that it
"was & clasgsszsic cagse of what happens when there Jg no Tncentive
to high-guality management of an enterprigse. This s a
taxthook case for privatisation..." How true! And it g not
the whole story.

Whatever the truth of the matter, it ds widely belisved
that political considerations influenced the lending of at
Teast Rothwells, The Teachsers Credit Socdiety of WA, the R & I
Barnk and the State Banrk of Victordia. Ministers who do not
control commercial organisations cannot be tempted to Tean on
managements. Nor can they be accused of doing so when, +n
fact, they have not.



