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Over the past year I have written position papers on the above topics. There are interrelationships 
between each of these topics. 
 
Global Financial Crisis (GFC) 
 
The GFC (the financial crisis, that is, not the Geelong Football Club – although the latter is 
having its own problems at present) has dominated news over the past 12 months.  It seems that 
concerted efforts by governments – including our own - have helped stave off the worst effects.  
But the recurring statement “we are not out of the woods, yet” is probably right.  It may take 
years to work through this globally.  The stockmarket  - Wall Street and the ASX – can be a good 
forward indicator, and it seems to be saying the so called ‘green shoots’ may be a false dawn. 
 
There has been justified criticism of parts of the finance sector for its role in bringing on the 
crisis.  Its biggest problem was ignoring and downplaying the risk factor in investments. The 
bundling of home loans did not help here as it hid the risks and complicated matters – this was an 
ethical issue in itself.   
 
But government and its regulatory system in the US also must bear some of the blame.   
 
Former long-time Chairman of the US Federal Reserve, Alan Greenspan, has admitted rates were 
too low in the US for much of the past decade.  Also, the muddled regulatory system in the US 
for housing finance (a system which forced low rates for housing loans, encouraged low-doc 
loans, and so on) played a major part in the huge misinvestment.  Sometimes the incongruency of 
these things may not be obvious to people inside the system. 
 
And Don Argus, Chairman of BHP-Billiton and former CEO of National Australia Bank, in a 
recent speech1 pointed to the repeal of the Glass-Steagall Act.  He noted this was a 
Depression-era Bill introduced to limit the ability of banks in the United States to damage 
the national economy by taking excessive risks. The intention of that Act was to put a 
division between the two forms of banking – investment and commercial. He said “The 
Glass-Steagall Act had … been under siege for years with many critics advocating that it 
was constraining the United States economy. The Act was finally repealed in 1999 – 
although its demise occurred well before that. In 1987, Citigroup, JPMorgan and 
Bankers Trust successfully campaigned to loosen the Act to allow banks in the United 
States to handle some underwriting business including municipal securities and, wait for 
it – mortgage backed securities known as CDOs.”   These CDOs have been at the heart 
of the cause of the crisis in the US.   

 

Mr Argus’s conclusions are sober.  He believes recovery will be long and protracted, and 
that there will be heavy government debts to repay – these will require budgetary cuts 
and increased taxation.  The banking system has to recover – so there will be reduced 
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credit for some time.  Even Australia – which has weathered the storm relatively well – 
will have reduced funds available. 

Paul Krugman2 has put some of the blame on President Reagan for legislation in 1982 
which “ended New Deal restrictions on mortgage lending – restrictions that, in particular, 
limited the ability of families to buy homes without putting a large deposit down.”  He 
concludes that “borrowers were bound to start defaulting... once the housing bubble 
burst and unemployment began to rise… These defaults in turn wreaked havoc with a 
financial system that – also mainly thanks to Reagan-era deregulation – took on too 
much risk with too little capital.”  The “prime villains” he claims were Reagan and his 
advisers. 

There’s plenty of blame to go around – but bad and in some cases ethical business 
practices and poor government are both up there. 

In the aftermath of the crisis, there has been criticism of the free market.  Yet this is the system 
that has brought unprecedented growth to the world (including much of the developing world) 
over the past 25 years.  The way I see it, there was nothing wrong with the market per se.  I think 
it achieves the best allocation of resources.  Indeed, in the last two years, the market showed up 
the problems and exposed the weaknesses in the financial sector.  That is a strength rather than a 
fault of the market.  The problem is that some key players (Australia is an exception here) had 
insufficient or poor regulation to govern the system, and, as Argus points out, key business 
players failed to do their due diligence on risk. 
 
The world is going through economic pain.  Ideally the measures taken to correct it would see us 
come out of this stronger economically.  The Australian Government’s actions thus far have 
helped confidence, and this is critical.  But there is concern being raised at both the magnitude of 
the spending and the lack of cost-benefit study being put to the huge government investments 
being made (ie schools receiving grants to build assets they may not need, the national broadband 
proposal, etc).  The Government seems to have gone all-out for swiftness.  The concern is that we 
are investing heavily  - but it may not be fruitful investment.  And if these draw people away from 
more productive areas of the economy, that is neither saving jobs nor adding to the economy.  
Now, if this is the case and we have huge government debts to pay down in the coming years, 
then the economy can be doubly a loser. 
 
Overseas Aid 
 
Last year I wrote with approval about the current Government’s approach to foreign aid.  The 
stated aim was to lift over time the level of overseas aid as a percentage of GDP from 0.33% to 
0.5% by around 2015. 
 
In the wake of the GFC, it is all too easy for a government with a budgetary problem to let aid 
slide.   
 
What did they do?  In this year’s Budget, the proportion was actually slightly up – from 0.33% of 
GDP to 0.34%.  That is not a bad outcome and the Government is to be praised for that.  This is 
particularly so given that the developing world may well suffer more as a result of the GFC, 
although at this stage  - at least as far as I am aware - the developed world has refrained from 
using tariff barriers as a prop against the recession. 
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The G8 announcement following the July L’Aquila meeting of a new package to assist the 
developing world through the crisis has been greeted with some questioning of whether they will 
live up to their promises.  I haven’t checked this but doubt if this criticism applies to Australia.    
 
Climate Change 
The other element is that of climate change.  What would be an ideal outcome from our current 
problems is that the world emerges more soundly economically, and arising from the recession 
the world has implemented actions which address climate change. 
 
It is hard to say whether this will be the case.  Much will depend on the December Copenhagen 
conference, and the approach by the US in particular, which has finally awakened to the issue of 
climate change.  That is a very significant step.  This whole issue is very important to the 
developing world, and the developed world will need to help  - both itself and the developing 
world – by assisting the developing world in addressing climate change through issues such as the 
accelerated take-up of low-carbon technology.  A sleeper on climate change is the increasing 
world population which of itself adds to carbon emissions. 
 
So… there are connections between the GFC, aid and climate change.  The ideal outcome would 
yield positive outcomes for each.   
 
One final point on climate change.  Senator Fielding advocates no action at this stage because we 
cannot be certain that climate change is due to the actions of humankind.  From my reading, the 
likelihood that climate change is due to human activity is greater than 90%.  That is, it is not 
certain but highly likely.  That to me says we do take steps now.  Because if we don’t, it will 
probably be too late when we do finally take action (assuming we need to).  At the same time we 
should keep monitoring and gain more knowledge.  Therefore, to my mind, Senator Fielding is 
right to point out that it is not certain, but would be wrong if he is suggesting we take no action at 
all. 
 
     


