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Abstract 
 
Six Financial Crises: Are  there  Common Threads? 
 
Jon D. Stanford 
 
Paper for presentation at the APEBH Conference: Financial Crises in Historical 
Perspective,  Wellington, New Zealand. February 2010 
 
The paper examines the six financial crises of 1893, 1930, 1977, 1991, 1997, and 2007 
which have been important for the Australian economy against the background of the new 
analysis of Reinhart and Rogoff (2009) This Time is Different - Eight Centuries of 
Financial Folly. 
 
Using Reinhart and Rogoff’s definition of inflation crises, currency crashes , two types of 
currency debasement, two types of banking crisis and two types of debt crises, the paper, 
adopting a standard analytical procedure, the paper interrogates the standard literature to 
answer  the following questions: 
What was the nature of the financial crisis? 
What was the relative importance of external internal factors? 
What was the impact on banks and other financial institutions? 
What was the duration of the financial crisis? 
What was the role of government in financial crisis? 
What was the transmission mechanism from financial variable change to the real sector of 
the economy? 
What were the effects on the real sector? 
What was the duration of the real sector recession? 
 
While not all of these questions can be readily answered, the paper finds the the crises of 
1893 and 1991 correspond to banking crises identified by Reinhart and Rogoff while the 
1930 and 2007 are instances of a global crisis.  
 
Common factors in the financial crises in Australia are speculation in real estate, 
imprudent behaviour by financial institutions,  and financial innovation. The most useful 
policy instruments in overcoming the ill-effects of financial crises are exchange rate 
flexibility and government intervention in supporting financial institutions and aggregate 
demand. Resisting the temptation to default on external debt seems to be a preferred loan 
term strategy as meeting external obligations imposes an internal discipline which assists 
in developing robust and mature institutions. 
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Six Financial Crises: Are  there  Common 
Threads? 
Jon D. Stanford 

 
Introduction 
 
Despite common but irregular instances of financial crises, the general tendency has been 

to examine these as episodic events of financial disruptions so that there has not emerged a    

commonly accepted definition of, or explanation of financial crises. The Chicago School1 

does not recognise financial crises as being an outcome of a market economy preferring to 

consider such events as a government failure; on the other hand,  heterodox theories such 

as Minsky’s Financial Instability Hypothesis2 sees financial crises as an inevitable aspect of 

a capitalist market economy although his analysis is not grounded in a substantial data 

base and is not readily amenable to analysis beyond a single economy. Kindleberger 

(1978), the great historian of financial panics and crashes wrote, without apology in the 

“literary tradition”, and  produced “A Stylized Outline of Financial Crises, 1720-1975”. 

Empirically, analysis of financial crises has been hampered by the existence of datasets 

complied for a short time period.  The Global Financial Crisis of 2007 has re-awaked 

interest in the analysis of financial crises and,  in a monumental contribution,  Reinhart 

and Rogoff (2009)  has contributed a very long run view of financial crises which dates 

financial crises over 800 years and for nearly every country in the world. This 

comprehensive analysis of financial crises is used to provide a definition of financial crises 

and a dating of financial in these analysis of six financial crises in Australia in a period of 

                                                        

1 Cassidy (2010) interviews with prominent members of the Chicago School on the aftermath of the 2007 
sub-prime crisis in the US. 
2 Minsky (1992) 
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over a century.   The six crises, previously examined as episodes, are a purposeful sample 

which are now considered in historical perspective, not as isolated instances. The intention 

is to provide answers  to the following questions: 

(a) Are these events financial crises as defined by Reinhart and Rogoff? 

(b) What is the importance of international factors as compared with  domestic? 

(c)  Are the episodes linked in some systematic manner? 

(d) Is there a common thread running through these episodes? and  

(e)  what are the common characteristics of the episodes? and  

(f) what can be learnt for policy purposes from this analysis. 

The paper examines the six financial crises of 1893, 1930, 1977, 1990, 1997, and 2007 

which have been important for the Australian economy; some have been of international 

significance and the 1997 financial crisis was a dramatic effect for Asian economies. The 

Crises selected cover a wide financial and economic experience but the standard  analytical 

procedure of the paper  is on interrogation of existing recognised accounts with the 

intention of isolating common threads and identifying future where further data collection 

is necessary and where future research may be profitably directed. 

 The standard analytical procedure continues consists  by addressing these  questions: 

What was the nature of the financial crisis? 

What was the relative importance of external internal factors? 

What was the impact on banks and other financial institutions? 

What was the duration of the financial crisis? 

What was the role of government in financial crisis? 

What was the transmission mechanism from financial variable change to the real sector of 
the economy? 

What were the effects on the real sector? 

What was the duration of the real sector recession? 
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What are Financial Crises? 
 
Kindleberger is concerned with international financial crises involving the following 

critical elements  “speculation, monetary expansion, arise in the price of assets followed by 

a sharp fall, and a rush into money”.3 

Another definition of financial crises stresses the relationship between the financial 

markets and the real sector  so that the important factor is the  

inability of financial markets to allocate capital so that financial intermediation and hence 

investment come to a halt.  A similar definition is that a  financial crisis is a disturbance to 

financial markets that disrupts the market’s capacity to allocate capital.  Other approaches 

claim that the concept of a financial crisis is used imprecisely to denote merely a to denote 

either a banking crisis, or a debt crisis, or a foreign exchange market crisis rather than 

being used to focus on  a generalized, international financial crisis. “ 

Reinhart and  Rogoff  identify  inflation crises, currency crashes , two types of currency 

debasement, two types of banking crisis and two types of debt crises: 

Inflation crises are significant as a means of inflation debt away thus implying a  de facto 

debt default. For the purpose of their analysis Reinhart and  Rogoff adopt an inflation 

crisis threshold of 20 per cent per annum. 

A currency crisis occurs with a an exchange rate depreciation threshold of 25 per cent per 

annum. 

A currency debasement Type I occurs with a reduction in the metallic content of coins in 

circulation of 5 per cent or more. 

A currency debasement Type II occurs with a currency reform under which a new currency  

replaces a much-depreciated earlier currency in circulation. 

 

                                                        

3 Kindleberger (1978:22) 
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Banking crisis Type I: systemic/severe bank runs that lead to the closure, merging, or 

takeover by the public sector of one or more financial institutions; and  

 

Type II:financial distress/ milder if there are no runs, the closure, merging, takeover, or 

large-scale government assistance of an important financial institution (or group 

of institutions), that marks the start of a string of similar outcomes for other financial 

institutions. 

 

Reinhart and Rogoff note that this approach to dating the beginning of a banking crisis is 

not without drawbacks. It could date a crisis too late, because the financial problems 

usually begin well before a bank is finally closed or merged; it could also date a crisis too 

early, because the worst part of a crisis may come later. Unlike the external debt crises , 

which have well-defined closure dates, it is often difficult or impossible to accurately 

pinpoint the year in which a crisis ended. 

 

Debt crises: External 

A sovereign default is defined as the failure to meet a principal or interest payment on the 

due date (or within the specified grace period). The episodes also include instances where 

rescheduled debt is ultimately extinguished in terms less favorable than the original 

obligation. 

[While the time of default is accurately classified as a crisis year there are a large number 

of cases where the final resolution with the creditors (if it ever did take place) seems 

interminable. For this reason Reinhart and Rogoff also work with a crisis dummy that only 

picks up the first year.] 

 

 

Debt crisis: Domestic 
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The definition given above for external debt applies. In addition, domestic debt crises have 

involved the freezing of bank deposits and or forcible conversions of such deposits from 

dollars to local currency.  There is at best some partial documentation of recent defaults on 

domestic debt provided by Standard and Poors. Historically, it is very difficult to date these 

episodes and in many cases (like banking crises) it is impossible to ascertain the date of the 

final resolution. 

 

Reinhart and  Rogoff unambiguously identify two banking crises in Australia: 

(1) January 1893 

 “A domestic lending boom showed the deteriorated quality of bank assets; a land 

 boom and unregulated banking system lead to speculation.  Closure of  Mercantile 

 Bank in Australia and the Federal Bank of Australia meant that British depositors 

 ran off. Bank share prices fell heavily, banks retrenched and stopped long-term 

 loans, and many closed. The depression of the 1890s followed.” 

(2) 1989-1992 

 “Two large banks received capital from the government to cover losses.” 

 

 Global Financial Crises 

Reinhart and  Rogoff identify four main elements that distinguish a global financial crisis 

from a regional one or a less virulent multi-country crisis: 

1. The crisis involves two or more distinct regions. 

2. The number of countries in crisis in each region is three or greater. Counting the the 

number of affected countries (as opposed to the share of regional GDP affected by the 

crisis) ensures that a crisis in a large country - such as Brazil in Latin America or China 

or Japan in Asia - is not sufficient to define the crisis episode. 

7 



 

3. Reinhart and Rogoff”s composite GDP-weighted index average global financial 

turbulence is at least one standard deviation above normal. 

On these criteria, Reinhart and  Rogoff identify two global financial crises relevant to this 
paper: The Great Depression 1929-1938 and The Global Contraction of 2008 and one 
multi-country crisis, The Asian Crisis of 1997-1998. 
 
The characteristics of these two crises are shown below: 
    The Great Depression The Global Contraction 
 
Global centers   United States and France United States, United Kingdom 

 
Regions   All regions   All regions 
 
Number of countries     
 in each region  with except of   Banking crises 
    high inflation, no  proliferated in Europe, 
    other  crisis    and stock market and 
    manifestation  currency crashes versus 
    was present   the dollar cut across regions 
 
 
 Australia is one of a small number of countries in the world which have not defaulted on 
external debtor engaged in large scale restructuring of such debt4. 
 
 
Six Financial Crises 
 
Crisis of 1893 

The crisis of 1893 was a severe banking crisis which involved the suspension of major 

banks and a reconstruction of banks which placed burdens on both shareholders and 

depositors. The crisis was preceded by financial innovation (bank lending on mortgage on 

land)5, speculation in real estate, large scale construction of public works financed by debt  

and a proliferation of non-bank land financing companies which failed during the crisis6. 

The crisis was centred in the colony of Victoria but the close ties and interlinking banking 

system meant that the crisis spread readily to the other colonies.  

                                                        

4 Reinhart and Rogoff (2009:100) 
5 Conant (1927:543) cites a 1888 amendment to the Bank Act of Victoria 1864 which provided “Any 
incorporated banking company may, not withstanding anything to the contrary contained in any act in force 
in the Colony of Victoria relating to such banks, advance or lend money on the security of lands, houses, 
ships or pledges of merchandise.” 
6 Conant (1927) claimed that the Australian domiciled banks, as compared with the English based banks 
were more imprudent being “loaned up to the hilt”. 
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What was the nature of the financial crisis? 

The crisis was a banking crisis of Type 1.  Banks suspended payments and were re-

constructed. The 1893 crisis is the only recorded case where free banking has been 

associated with a major banking collapse.7 

What was the relative importance of external as compared to internal factors? 

This remains an issue for which there has been no resolution. The question is complicated 

by the fact that the colonies had different economic structures and different speeds of 

development. It was generally recognised that both internal and external factors had 

played important roles.8 McLean had pointed to the international debt crisis originating in 

Argentina and spreading to Australia.9   The crisis followed a domestic urban real estate 

speculative boom financed in  part by foreign  capital10 which then dried up during then 

financial crisis.  

What was the impact on banks and other financial institutions? 

 Banks 

In March 1892 the first of the Associated Banks, Mercantile Bank of Victoria, suspended 

payments; other banks experienced runs and in early 1893 the Federal Bank suspended 

payment followed by the Commercial of Australia, a large and well-regarded Victorian 

bank and a pioneer in in the land-mortgage business which began a widespread panic. 

Within a month 12 banks of issue in the eastern colonies suspended payment and were 

                                                        

7 This is the claim of Dowd (1992:49). He attributes the depression of the 1890s to to “ ... a ‘real’ phenomena 
driven by forces outside the bankers’ control and these forces overwhelmed the  banks as well as the ‘real’ 
economy. The bank failures were also heavily influenced by government intervention, especially in Victoria, 
and these interventions destablised the banking system and encouraged the banks to take advantage  of new 
laws which allowed them to reconstruct on advantageous terms.” 
8 Boehm (1971:319) See also Bordo and Eichengreen (1999). 
9 McLean(2006:215) 
10 Conant (1927:545) states “The essential difficulty in Australia was the sudden check to the current of 
British capital which had been pouring in and even quiet withdrawals of much of it. .. during the two years 
1891 and 1892, before the tide turned outward total capital imported into the colonies was £25.1 million, of 
which £18.8 million was introduced by various governing bodies. During the three years which followed 
there were withdrawals of private capital to the amount of £7.6 million.” 

9 



 

reconstructed. 11The major steps of reconstruction were to write off  12 per cent of their 

paid up capital and then called the equivalent of 75 per cent of this amount from 

shareholders12. Depositors found their funds had become illiquid as current accounts were 

converted to fixed deposits of long maturity13 while fixed deposits converted to bank 

preference shares14 .15 

Other financial institutions 

Between July 1891 and March 1892, 41 deposit taking land banks failed;  the supply of 

money contracted substantially  (more recent estimates indicate a severe contraction in the 

money supply; M2 is estimated to have contracted by 23 per cent in 1893 while M3 fell by 

17.5 per cent over the same year and it was some years before the money supply increased 

to the earlier peak of 1890).16 

What was the duration of the financial crisis? 

Dating the beginning and the end of the financial crisis is conceptually difficult. Does the 

crisis begin at the failure of the land banks or the banks of issue? The failure of the land 

banks and similar non-bank financial institutions, in one sense, marks a financial failure 

but the major shock to the system comes with the suspension of the banks of issue with the 

associated effect on the money supply. On this ground am inclined to accept the 

suspension of the banks of issue in 1893. Is the end of the financial crisis time at which the 

banks of issue have come through their reconstruction. Measuring the end of 

reconstruction as the time when all deposits were repaid , it appears as if most were settled 

by 1901  although some remained outstanding until 1918.17 

                                                        

11 Five of these banks were headquartered in Victoria; two in New South Wales; three in Queensland and two 
in London. Coglan (1969:1653) 
12 Conant (1927) claimed that bank capital rose from £ 14.7 million before the crisis to £22.3 million in 1898. 
13 Estimates by Merrett (1993) show that some of the converted securities were still outstanding in 1914. 
14 Conant (1927:545) states that demand and time deposits were changed into deferred liabilities with 
interest at four and one half per cent. The principal on these deposits did not become due in any considerable 
amount until 1898. 
15 Fitzpatrick (1969: 255-6) See also Merrett (1989) 
16 Merrett (1993) 
17 The estimate for 1901 is due to Fisher and Kent (1999) who cited the 1937 Royal Commission on Banking as 
the source for the later date of 1918. 
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What was the role of government in financial crisis? 

In relation to the Banks 

Government intervention was to  declare a ‘bank holiday’ in Victoria; declare bank notes to 

be a first charge against assets and those of suspended banks with what was considered to 

be active reserves to be legal tender for the next 12 months in New South Wales. A further 

innovation by the New South Wales government was to issue Treasury notes to depositors 

whose current account had been frozen in exchange for their deposit receipts up to a limit 

of 50 per cent of deposits. The Treasury notes were legal tender for five years. In 

Queensland, the government issued Treasury notes which could be used to pay depositors 

of suspended banks. The Treasury notes were inconvertible, issued for 10 years and could 

be declared legal tender in  an emergency. The tax on bank notes was raised from three to 

ten per cent leading to the banks not making new issues and thus giving the government a 

monopoly on the note issue. The Queensland government also waived its preferential 

claims on the Queensland National Bank.18   

In relation to debt rescheduling and exchange rate policy 

The financial had placed severe strain on the economy as it struggled to adjust to lower 

investment, the wealth effects on consumption and retrenchment by the colonial 

governments. There appears to have been no discussion of the policy alternatives of debt 

rescheduling and exchange rate depreciation. It generally appears to have been 

inconceivable that a British colony with responsible government using the imperial 

currency could take any such step. McLean has argued that failure to do so, as Argentina 

had done exacerbated the slump in Australia.19 

                                                        

18 Fitzpatrick (1969:257) 
19 McLean (2006:222). According to Reinhart and Rogoff (2009:149-53) Argentina’s share of years in default 
or rescheduling  since independence or 1800 was 32.5 whereas Australia’s was zero. The share of years in a 
banking crisis since independence was Argentina 8.8 and Australia 5.7. The number of banking crises 
experienced since independence or 1800 was for Argentina 9 and Australia 3. The comparable for the period 
since independence or 1945 is Argentina 4 and Australia 2. This raises the questions of what is the economic 
cost of default or rescheduling and that whether one default leads to subsequent defaults. 
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What was the transmission mechanism from financial variable change to the real sector 

of the economy? 

Aggregate demand fell as Investment went down as as construction of housing and 

buildings fell.  

Public Investment declined  as governments retrenched to pay the interest cost of debt 

particularly on overseas debt. 

Consumption declined as incomes  as incomes were reduced  this was accentuated by 

negative wealth effects from bank shareholders who had incurred capital losses in the bank 

reconstruction while depositors experienced illiquidity effects as their deposits were 

replaced with longer term debentures  or deposit receipts. (It must be noted, in this 

context, secondary markets of the new financial instruments emanating from the bank 

reconstructions emerged providing depositors with the opportunity to sell their 

instruments, at a discounted price, to gain liquidity and access to the ability to purchase 

consumption products and repay debt. It would be a useful exercise to estimate the 

liquidity effect on consumption in this crisis.  

The reconstructed banks had reduced lending in the aftermath of the crisis thus 

withdrawing support from private investment. The decline in bank lending lead to a  

fall in the money stock thus increasing the liquidity squeeze. 

 

What were the effects on the real sector? 

The real sector of the economy experienced a substantial decline in real GDP. 

What was the duration of the real sector recession? 

There are severe difficulties in dating the beginning and the end of the recession. Unlike 

the position in the United States where the National Bureau of Economic Research has a 

well established procedure for doing so and where dating of recession is available over a 

long historical period, consistent dating of recessions in Australia is available only for the 
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post Second World War period. These estimates are discussed in the context of the 

financial crises in that period later in the paper. 

 

 Other factors affecting the real economy such as a drought during the 1893 depression 

came into play. Tentatively we estimate the duration of the depression as from five to 

seven years. 
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Depression of 1930 
 
 
The Depression of 1930s was, in the USA, a severe financial crisis in which thousands of 

banks failed and a bank holiday was declared to allow the survivors to re-open. New 

banking legislation was passed (Glass-Stegal Act) and new institutions were established to 

support banks (the Federal Deposit Insurance Corporation). In Australia, the Depression 

was a severe balance of payments crisis resulting from a large fall in the price of major 

exports, wool and wheat. Only a few small banks failed although there were deep 

controversies about the role of money and banking in the economy during the 1930s. 

 

What was the nature of the financial crisis? 

The crisis was balance of payments crisis in which the issues of  default on external debt 

and devaluation of the exchange rate were debated. 

What was the effect on banks and non-bank financial institutions? 

Failure of banks and other financial institutions 

Only three financial institutions suspended payment in the 1930s depression, none of 

which were trading banks. The largest of these was the Government Savings Bank of NSW. 

The other two institutions to suspend payment were the Primary Producers’ Bank of 

Australia and the Federal Deposit Bank Limited20. 

 
What was the relative importance of external and internal factors? 
 
As indicated above, the prime cause of the Depression in Australia was the drop in the 
export prices21 of the two major export commodities which then lead rapidly to balance of 
payment problems and a decline in internal economic activity.  
 
Evidence on this drop is given in the following data: 
The export price indexes22 for wool and wheat are: 
                                                        

20 Fisher and Kent (1999) who state that none of these three banks was a trading bank. The Federal Deposit 
Bank was, in effect, more like a building society than a bank. 
21 Valentine (1988: 152) states that “The results of this study tend to support the view that the Australian 
Depression was almost entirely imported, largely through falls in export prices”. 
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    Wool     Wheat 
1928-29   134   86 
1929-30   85   68 
1930-31   71   34 
1931-32   67   63 
1932-33   69   54 
1933-34   128   53 
1834-35   79   63 
1935-36   114   71 
1936-37   133   100 
1937-38   103   72 
1938-39   111   48 
 
 
 
What was the duration of the financial crisis? 
 
The duration of the Depression can be tentatively dated as from 1929 to 1937 on the basis 
of the GDP data cited below. 
                                                    
 
Role of government in financial crisis? 
 
Government policy had to cope with internal problems of a sharp fall in aggregate 

economic activity and an even more sharp rise in unemployment against a background of a 

severe balance of payments crisis against the background of British bondholders who 

feared default on the external debt adn called for the reduction of the internal cost 

structure principally through a reduction in wages. Fiscal policy was generally 

contractionary; monetary policy non-existant as the embryonic central bank remained 

fixated on the fear of an inflationary rise in the price level. Despite the calls of the radical 

proposals of the Lang Plan to restructure the external debt by reducing the interest rate 

payable, the overwhelming view amonst other sections of the economy was against any 

form of repudiation of external debt. Unlike in the 1893 Depression, the exchange rate was 

devalued  largelty as the result of decisions taken by the private banks and the consensus 

view is that this made a modest contribution to recovery. It is hard to avoid the judgment 

                                                                                                                                                                                        

22 Davidson (1988:274) 
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that governments had little idea of the operation of the economy in a Depression and even 

less idea of how to cope with it through policy23.  

 
Transmission mechanism from financial variable change to the real sector of the 
economy? 
 
The transmission effects are reatively simple: a substantial fall in export income results in 

a sharp decline in aggregate economic activity. Multiplier effects make the secondary 

effects large. 

 
What were the effects on the real sector? 
 
The effects on the real sector were substantial.  GDP fell in each of the years, 

1929,1930,1931 and 1932; increased in the next two and reached pre-Depression levels in 

1937. The unemployment rate increased substantially from 1929 and did not reach the 

1929 level before 194024. 

 
What was the duration of the real sector recession? 
 
As indicated above the duration of the Depression can be tentatively dated as from 1929 to 

1937 on the basis of the GDP data.

                                                        

23 One is drawn to the conclusion, Valentine(1988:165) “These results support Scheviden’s contention that 
‘deliberate policy measures were comparatively unimportant in influencing the nature of of the contraction 
or the speed of recovery’.”      
24 Gregory et al (1988) 
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Financial Instability 1977 Australia 
 
This episode of financial instability as it has been referred to25 came after the political and 

economic turmoil of 1972-1975 and was a working out of forces which had emerged then. 

This financial episode was characterised by financial liberalisation (deregulation of some 

bank interest rates), speculation in real estate fueled by imprudent lending by finance 

companies (some of which were subsidiaries of the trading banks. A collapse in the market 

for en-globo land saw the finance companies book large bad debts which reduced their 

profits to low levels in the case of the lucky ones’ or’ in the case of the unlucky ones large 

losses. The high point of this episode financial instability was the failure of the Bank of 

Adelaide, a small trading bank, headquartered in Adelaide. Local business and financial 

circles were reluctant to allow the bank to fail but found it impossible to devise a rescue 

package; the State government made a token gesture to shore up the bank. There had been 

a beginnings of a run on the Bank of Adelaide and a contagious spread to other banks was 

feared. prompt, if  a somewhat unconventional, intervention by the Reserve Bank of 

Australia which ensured the mess was tidied up quickly. (only a last ditch, if quixotic 

attempt by the business establishment through a legal action to prevent the merger with 

another trading bank as arranged by the Reserve Bank allowed details of the matter to 

become public. This episode cannot be judged as a fully fledged banking crisis (only a very 

small bank failed); it is more of a finance company crisis akin to a secondary banking 

crisis. It did give insights into the internal operations of the Reserve Bank. However, 

relatively few lessons were learnt from this episode as the finance company arms of trading 

banks and other subsidiaries of the trading banks were to prove to be agents of destruction 

only a decade later. Looking back it would be worthwhile to re-visit this episode. 

                                                        

25 Stanford and Beale (1987) 
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What was the nature of the financial crisis? 

As indicated above the origins of this episode of financial instability lay in earlier years 

with an asset price boom and bust.  Share prices fell 33 per cent from January to June 

1974; Bond prices fell 32 per cent from January to June 1974. In 1972-3 there was a strong 

speculative boom in urban real estate. Finance companies, subsidiaries of banks and other 

financial institutions, increased exposure to real estate and many acquired land on their 

own account for later sale or subdivision. In 1972 speculation against Australian dollar 

which was not widely regarded as undervalued but a revaluation was considered to be in 

prospect. (This occurred in 1974.) Flood of funds from overseas; the Reserve Bank of 

Australia reported large losses. Banks in 1974 Commonwealth Government increased 

official interest rates, tightened liquidity and imposed controls on capital inflows. In 

consequence, banks suffered  a serious fall in liquidity rations. Their response was to 

obtain lender of last resort loans. Banks responded by reducing overdraft limits and 

competed vigorously for funds in the short term money market pushing up dramatically  

unregulated interest rates.  The incoming government in late 1975  instituted a 

contractionary policy and further devalued the exchange rate. The market of urban real 

estate which had experience a strong speculative boom suffered a correction. The effect 

was devastating on the market for en-globo land which collapsed as such land was virtually 

unsalable.  Finance companies incurred large losses which rebounded in their parent’s 

profit and loss accounts.  

Failure of banks and other financial institutions 

Banks 

The Bank of Adelaide failed and was merged with ANZ Bank which assumed all the 
Adelaide assets and liabilities. 

Building societies 
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Building societies which had grown in the 1960s and 1970s to be an alternative source of 
housing finance to banks had experienced severe turbulence during the period 1972-1978. 
Runs on societies occurred in South Australia, New South Wales and Queensland where 
the government was required to intervene on a large scale to create a government owned 
society which mopped up the failed or failing societies26. This was the beginning of the end 
for building societies which entered a period of long term decline. 

Finance companies 

A number of finance companies suffered large losses27; among these were  large and well 
known operators such as Cambridge Credit,  Associated Securities Limited, Industrial 
Acceptance Corporation and FNCB-Waltons (with a substantial overseas ownership.) 

The most dramatic write-offs of bad debts concerned the 70 per cent owned subsidiary,  
Commercial and General Acceptance, of the relatively small trading bank, the Commercial 
Banking Company of Sydney.  This period also marked the long term decline of finance 
companies. 

Relative importance of external internal factors? 

The crisis was largely home grown although background effects from overseas had an 
effect. It was marked by domestic speculation in real estate, imprudent lending by  
financial institutions. 

What was the duration of the financial crisis? 

This is hard to date as the crisis played out over four years although it is difficult to specify 
a clear starting point. 

Role of government in financial crisis? 

The specific government activity in the crisis was the attempted but unsuccessful rescue by 
the Government of South Australia of the Bank of Adelaide and the Reserve Bank of 
Australia’s intervention to  direct the  merger of the Bank of Adelaide with the ANZ Bank. 
General government fiscal  and monetary policy played a role but the crisis was a sideshow 
to these actions. 

Transmission mechanism from financial variable change to the real sector of the 
economy? 

Reduction in building investment lead to reduction in aggregate demand and economic 
activity; higher interest rates and increase in risk aversion affected other private 
investment negatively. 

 

What were the effects on the real sector? 

                                                        

26 A complete account of the trials and tribulations of building societies is given by Beale (1984). 
27 Further details of losses of finance companies and the failure of the Bank of Adelaide are given by Sykes 
(1988:491-517). 
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Some decline in real activity; need to revisit this episode to make better estimate.  

What was the duration of the real sector recession? 

Dating of the post war recession is as follows28: 
 
Turning Point    Turning Point 
Contraction Phase    Expansion Phase 
(quarter and year) 
Peak   Trough   Trough  Peak   
 
1960:3 1961:3    1961:3  1971:3 
1971:3  1972:1    1972:1  1975:2 
1975:2  1975:4    1975:4  1977:2 
1977:2  1977:4    1977:4  1981:4 
1981:4  1983:2   1983:2 1990:2 
1990:2 1991:3

                                                        

28 Cashin and Ouliaris (2004:49) 
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Asset Bubble and Banking Crisis 1989-1991 Australia 
 
The 1980s had seen extensive financial liberation and deregulation of banks; interest rate 

controls were abolished e free to price deposits and loans as they wished, foreign banks 

were allowed to enter the domestic market. In 1987, there was a stock market crash lead 

from New York but Australian stocks had tumbled over 50 per cent and were not to recover 

their pre-crash level till 1994. Banks generally desperately sought market share and in 

doing so relaxed their standards of prudence and caution. Private trading banks 

experienced losses on their property loans portfolio and on loans to  a band of what was 

described at the time to “entrepreneurs” who developed grandiose projects. The excesses of 

the 1980s lead to a recession in the 1990s with a major readjustment of the banking sector. 

Two State Banks failed and were absorbed by private sector banks and by a newly 

privatised Commonwealth Bank. Banks sloughed off their finance company subsidiaries.  

 
Banks 
 
State Bank of South Australia 
The Bank was formed in 198429 by the amalgamation of the Savings Bank of South 

Australia (dating from its establishment in 1848) and the State Bank of South Australia 

(both State owned) in order to provide more commercially oriented banking and financial 

services and in pursuit of increased dividends to the State government. In anticipation of 

the merger, a local finance company finance company was acquired and it became a fully 

owned subsidiary of the new Bank30. The new Bank has an asset base of $3143 million and 

                                                        

29 The Auditor-General of South Australia (1993) remarked: “The Bank was formed in the euphoria and 
excitement of 1984. The economy was rebounding from the recession of 1982, and asset prices in particular 
were rising rapidly. The Government enthused about the new Bank being an "engine of economic growth" for 
South Australia. 
It is, in a very real sense, misleading to think of the Bank as having been a "new" Bank at the time of its 
formation on 1 July 1984. It was new in form only. In substance, it was an amalgamation of the two 
predecessor State-owned banks - essentially thrift institutions with their activities largely confined to South 
Australia, and with the management skills and systems suited to those activities.” 
30 The Bank acquired a number of financial companies: Executor Trustee and Agency Co of South Australia 
Limited; Pegasus Securities Ltd, SVB Day Porter and Co. a stockbroking firm, GCF Investments Pty Ltd and 
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capital of $166 million (a capital to assets ratio of 5.3 per cent which, at the time, would 

have been regarded as reasonable. The profits of the old banks combined were $15.1 

million of which $7.4 was paid to the Government of South Australia. The profit figure 

represented a pre-tax return of nine per cent on capital (six per cent post-tax) and a return 

on assets of 0.48 per cent (0.31).The State Bank of South Australia was a conglomerate in 

which the bank was the major entity (84 per cent in 1989). The total assets had increased 

by over five times in seven years; such a rate of expansion requires personnel with high 

level skills to translate the group’s resources effectively into profits31. This rate of growth of 

assets did not lead to increased profits. The fast growth of the bank was achieved by 

accepting more and more marginal business with declining interest margins and 

increasing risk. Furthermore, provisioning of bad and doubtful debts was grossly in 

adequate.The asset growth occurred as a result of pursuit of a ‘growth for growths sake’32 

by seeking to make loans without proper consideration of the costs and risks of of those 

loans. The Bank sought to obtain an increased market share and sought to become a ‘full 

service’ bank.In addition, the chief executive officer of the Bank wanted it to be a ‘major 

player in the big league’.      

The Bank failed by February 1991 and required an injection of $3.2 billion dollars by the 

Government of South Australia. This injection was equivalent to 35 times the reported 

profit of the Bank in 198933. In a period of less than seven years the benefits derived from 

                                                                                                                                                                                        

Oceanic Capital Corporation. It also acquired a number of manufacturing and service companies: Hills Hoist 
(Manufacturing) Ltd, Malleys Ltd, and Oberoi Hotels (Aust) Pty Ltd. Stanford and Beale (1995:125) 
31 The Auditor General of South Australia (1993) reported: “My examination of the Bank's corporate lending 
has shown that it was poorly organised, badly managed and badly executed. Credit risk evaluation was 
shoddy. ...The ultimate loan approval authority - the Board of Directors - lacked the necessary skills and 
experience to perform its function adequately. Senior management's emphasis was on doing the deal, and 
doing it quickly. 
... The Bank's lending practices included taking a significant portion of its income in the form of up-front fees, 
...these up-front fees were shown as income in the year they were received. This meant that the easiest way 
to increase profits was simply to make more loans. Make a loan, book the profit, and make another loan.” 
32 The Bank opened branches in Australia in Queensland and overseas in London, Hong Kong and new 
York. Stanford and Beale (1995:125) 
33 Stanford and Beale (1995:124) 
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the two old institutions were entirely dissipated and the residents of South Australia were 

saddled with a debt that retarded economic progress in the short to medium term. 

The State Bank of Victoria  
 
 The State Bank of Victoria had been, primarily a savings bank operations with some 

commercial banking activities the household and rural sectors of Victoria for over one 

hundred years. In the mid-1980s, the legislation was changed to allow the bank to engage 

in more extensive business activity: it was to expand inter-state and overseas; and to 

pursue more commercial lending opportunities and to operate a merchant bank 

subsidiary, Tricontential34. Tricon, as it was known, as to prove the downfall of the State 

Bank of Victoria. In many ways similar to the mistakes made by the State Bank of South 

Australia, Tricon made losses of over $2 billion which wiped out the State Bank of Victoria 

in 1991. The Bank was rescued by a merger with the Commonwealth Bank which was 

privatised to make the merger effective. 

Other Banks 

The Big Four banks did not escape the financial crisis without some scars. All booked large 

bad debts. 

The problem loans of the Big Four as a percentage of total assets are shown below35: 

CBA   ANZ   NAB   Westpac  

3.9  6.9  4.5  9.28 

 
 
Non Bank Financial Institutions 
 
The 1980s saw non-bank financial institutions getting into trouble. In 1987, the Western 

Australian Teachers Credit Union, the largest in the State, was taken over by the then 

Rural and Industries Bank. The failure of this credit union was described as the result of 

                                                        

34 Sykes (1994:437-471) gives an account of the rise and Fall of Tricon 
35 Stanford and Beale (1995:93) 

23 



 

“an overstretched capital base and poor credit control”.36  Concern about the stability of 

the NBFI sector came to a head in early 1990 with the run on the Pyramid Building Society 

which was  one of three in a group, known as the Farrow group after its owner. Although 

over $200 million was withdrawn from the Pyramid Building Society in one week in 

February 1990, Victoria officials and Ministers made what turned out to be inaccurate and 

ill-advised statements of support for Pyramid Building Society37. The Registrar of Building 

Societies issued a public statement on 12 February 1990 which stated in part: 

“In relation to Pyramid Building Society, the Registrar noted that Pyramid currently has 

liquid assets in excess of $400 million. Building Societies are required to lodge detailed 

monthly financial reports with the Registrar. These show that the Society has adequate 

asset backing and is responsibly managed. Ongoing monitoring of the Society has revealed 

nothing of concern.” 

On 28 March 1990, the press release accompanying the audited accounts for the Farrow 

Corporation stated that the auditors had ‘confirmed Pyramid had liquid funds in excess of 

12 per cent. They also said Pyramid had complied fully with major requirements of the 

Building Society Act and that its policy of having liquid funds in excess of the 

Government’s Regulated level had proved prudent in the current environment.’ On 22 

June 1990, the three building societies in the Farrow group, Pyramid, Geelong Building 

Society and Countrywide Building Society closed permanently with the appointment of an 

Administrator. In August 1990, the deficiency in the estimated realisable assets of the 

Farrow group was $252 million. 

This estimate increased to $455 million in September 1990 while the total losses of the 

Farrow group were estimated in June 1993 to be $1033 million. The collapse of the Farrow 

group raised concern in a number of areas. The first was the contagion effects as 

                                                        

36 An accessible case study of this failure is given in Bruce Felmingham and William Coleman, Money and 
Finance in the Australian Economy, Sydney, Irwin, 1995, p423. 
37 Details of the collapse are taken from D.J. Habersberger, Farrow Group Inquiry Final Report, Melbourne, 
Government Printer, 1994.  
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depositors in other building societies in all States withdrew funds. The capital position of 

the Farrow group had been inflated by treating what members of the public regarded as 

deposits but were “Non-withdrawable Investing Shares which were treated as capital.  

The use of Non-withdrawable Investing Shares in this way had allowed the Farrow 

building societies to meet the new capital requirements while allowing the holders of 

permanent shares to maintain control of the societies without any marked dilution of 

control.
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Asian Financial Crisis 1997 
 
The Asian economies had experienced experienced sustained and substantial growth 

which had transformed backward economies into affluent and modern societies. This 

growth was fueled by input growth , that is by using more labour and capital. The labour 

was drawn from the rural sector to industrial occupations, by increases in literacy and 

basic education and by capital equipment financed by high domestic savings. The high 

rates of growth masked underlying problems. Among these were an inefficient investment 

process under which more and more capital assets were used to create over-capacity and 

and grandiose projects. In addition investment in social overhead infrastructure was 

skimped and environmental considerations largely ignored. Some examples of inefficient 

capital formation were over investment by the Korean chaebol in computer chips, motor 

vehicles, steel and ship-building, CBD commercial property development in Thailand; the 

National Car project in Indonesia; the world’s tallest building, the linear city and the new 

international airport in Malaysia; and the new international airport in Hong Kong. These 

misallocations were possible because of government direction of investment and capital 

funding, corruption and crony capitalism. The lack of social infrastructure was evident in 

the congestion and pollution of major Asian cities. Indonesia was the prime case of 

environmental vandalism through logging and burning of forests which in 1997 generated 

substantial costs for itself and neighbouring countries as the smoke and haze created 

health problems and dangers to airline operations. More recently Asian economies had 

moved to finance domestic investment by borrowing from foreign banks. The external debt 

s had increased to levels which had raised doubts about their sustainability. Significant 

speculation emerged through the financing of long positions in domestic assets through 

short-term unhedged foreign currency loans. Such a position was sustainable only so long 
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as fixed exchange rates were maintained, together with foreign confidence  in the ability to 

repay debt and by implicit government guarantees of the banking system. 

 

The crisis began with the decision of the Bank of Thailand to float the baht after several 

attempts to defend it against speculative attacks. The defence of the baht had involved a 

strategy of active intervention in the spot and forward foreign exchange markets; by 

increasing domestic interest rates; and by instituting formal and informal exchange 

controls to segment the Thai foreign exchange market into “onshore” and “offshore” 

markets in order to squeeze foreign speculators. While this strategy was skillfully pursued 

and was successful in stabilising the baht over an extended period and repelling the heavy 

speculative by hedge funds in May 1997, the real weaknesses of the economy remained 

uncorrected and these measures could not continue indefinitely. By July 1997, the foreign 

currency levels of the Bank of Thailand had fallen to the minimum level required by law to 

support the domestic money supply. The high level of domestic interest rates in Thailand 

had encouraged local corporations to borrow, unhedged,  abroad at much lower rates of 

interest to finance speculative activity in real estate.  Once the baht was allowed to float, 

the situation changed rapidly; the baht depreciated as Thai corporations scrambled to buy 

foreign exchanged and foreign investors reviewed their valuation of Thai assets and the 

baht. In consequence, the exchange rate plummeted. This was he trigger for contagion as 

foreign investors tested the value of other Asian currencies. In the next few months, 

Korean, Malaysia and Indonesia experienced substantial depreciations of the exchange 

rate, increasing interest rates and lowering of credit ratings. These four economies 

obtained assistance from the International Monetary Fund and suffered painful domestic 

adjustment38.

                                                        

38 This section is based on Stanford (1999). 
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Global Financial Crisis 2007 -  

At the heart of the Global Financial Crisis was the sub-prime crisis39 which is now revealed 

as an exercise in greed and stupidity by lenders and borrowers in the US housing markets. 

The basic stupidity is summed up in the phrase, NINJA loans, i.e. loans to those with no 

assets, and jobs and income. It is clear that there was fraud involved, the full extent of 

which will be disclosed on the completion of investigations by law enforcement agencies in 

the US. The sub-prime problems spread throughout the financial sector, not only in the 

USA but in the UK and Europe as securities based on sub-prime loans were sold 

internationally, as lenders took the mortgages off their balance sheets to sell to financial 

engineers who created a diverse range of securities which were on-sold to financial 

institutions around the world. The created securities often enjoyed AAA credit ratings 

which, while being a compelling sales aid, were later shown to not successful predictors of 

the actual risks involved with the securities. 

Once the securitisation process unravelled, fueled by defaults and foreclosures of the 

borrowers, holders of the securities suffered large losses. The market for the securitised 

obligations rapidly dried up and risk premiums on them ballooned out. The short term 

money markets seized up as banks became reluctant to lend to each other and cash, as 

always in these circumstances, became king. The monetary authorities in USA, UK and 

                                                        

39  Blundell-Wignall et al.(2008) summarises the background to the development of the sub-prime 
expansion:“the Bush Administration ‘American Dream’3 zero equity mortgage proposals became operative, 
helping low-income families to obtain mortgages;the then regulator of Fannie Mae and Freddie Mac, the 
Office of Federal Housing Enterprise Oversight (OFHEO), imposed greater capital requirements and balance 
sheet controls on those two government- sponsored mortgage securitisation monoliths, opening the way for 
banks to move in on their ``patch'' with plenty of low income mortgages coming on stream; 
the Basel II accord on international bank regulation was published and opened an arbitrage opportunity for 
banks that caused them to accelerate off-balance-sheet activity; and the SEC agreed to allow investment 
banks (IB’s) voluntarily to benefit from regulation changes to manage their risk using capital calculations 
under the ‘consolidated supervised entities program’.” 
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Europe intervened to provide liquidity support using unconventional and innovative 

techniques. Coupled with this was a substantial and widespread decline in assets prices, 

particularly equities, while these markets became extremely volatile. 

Banks had both liquidity and capital problems; capital problems because the Basel II 

process of adjusting capital adequacy guidelines allowed banks to take over-optimistic 

estimates of the reduction in risk based on Value at Risk, VaR, considerations.  

Banks had to write-down loans and seek increased capital to shore up impaired balance 

sheets. Banks shares fell substantially on stock markets. Some smaller German banks 

failed and mergers activity of banks increased. The UK government, in effect, nationalized 

first Northern Rock bank and ultimately the entire banking system. In the US, the 

authorities first provided support to Bear Sterns, an investment bank, and the two GSEs 

Fannie May and Freddie Mack, on the grounds that failure to do so would imperil the 

entire financial system; such considerations did not cut much ice when another investment 

bank, Lehman Brothers, came under pressure. Nevertheless, the US authorities intervened 

to provide support to AIG, a large insurance group. Government in the USA, Europe and 

other parts of the world implemented plans to increase guarantees of bank deposit, inject 

capital into banks and provide substantial amounts of liquidity for banks. (This is not a 

complete account of the crisis, such an account cannot be written today as events continue 

to unfold daily.) It is enough to bring out the major characteristics of the crisis. 

 

Characteristics of the Global Financial Crisis 

Large falls in equities and other asset prices;  

Increased volatility in assets prices;  

Increased defaults on loans, especially mortgages; 

Impairment of bank balance sheets; 

Breakdowns in the operation of financial markets especially the short term interbank 

market and the CDS market; 
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Runs on banks; 

Collapse of banks averted by special action by governments and regulatory authorities; 

Suspicion (again) about the operation of credit ratings agencies and their role in the crisis;  

and  panic behaviour on stock markets. 

The Global Financial Crisis was marked by extensive government intervention to prevent 

substantial declines in real economic activity. Central banks in the USA and Europe 

reduced official rates of interest to virtually zero and provided liquidity support for banks 

and guarantees of banks’ deposits and other borrowings. Governments generally followed 

expansionary fiscal policies with cash transfer to people, increased government 

expenditure usually financed by the issue of bonds. Despite the activists policies by 

government, economic activity fell leading to ‘the Great Recession’.  Recovery has been 

slow and the parlous state of government finances in  many European economy has 

created fears of a new debt crisis and defaults.  

Australia and GFC 

No Sub Prime Problem 

Australia did not have a subprime loan problem of the type in the USA due to vigilance of 

the Australian Taxation Office. The equivalent of sub prime loans is Australia is the ‘low 

doc loan’ i.e. the low documentation loan under the normal requirement to substantiate 

income with documentary evidence is waived for self-employed and other ‘non-

conventional’ applicants for bank housing loans.40 The Australian Taxation Office began to 

investigate applicants for low doc loans in 200541 and its initial investigation found that a 

high proportion of low doc applicants had not submitted taxations returns for up to three 

                                                        

40 The nature and significance of low doc loans was explained by the Reserve Bank of Australia (2005): One 
of the fastest growing segments of the mortgage market in recent years has been 'low doc' loans. These are 
loans for which borrowers self-verify their income in the application process. They are designed mainly for 
the self-employed or those with irregular income who do not have the documentation required to obtain a 
conventional housing loan. But the lack of documentation also leaves them open to abuse, for example by 
people who are overstating their income to the lender in order to obtain a larger loan than otherwise. They 
may also be used by people who have understated their income for taxation purposes 
41 ATO (2005) 
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years before their applications. Subsequent audits revealed that failure to lodge returns 

was common among among low doc applicants many of whom were faced with 

assessments of unpaid income tax together with penalties. 

 

Government Guarantee of Bank Liabilities 

Announced on 12 October 2008 to commence on 28 November 2008, the Commonwealth 

government was to implement a  deposit guarantee and a wholesale funding guarantee. 

The guarantees apply to authorised deposit-taking institutions  incorporated in Australia, 

which are subject to prudential regulation by the Australian Prudential Regulation 

Authority.  The purpose of the guarantees was to ensure funding from international 

markets which had been reluctant to lend to Australian institutions. The guarantees are 

also designed to ensure that Australian institutions are not placed at a commercial 

disadvantage against overseas banks which  have received similar government guarantees 

on their bank debt. 

 

Bank Deposit Guarantee 

The guarantee will apply for three years on a per customer basis. For deposits of or under 

$1 million, the guarantee will be free. For deposits over $1 million a fee will be charged 

according to the credit rating of the institution. The guarantee does not  apply to market-

linked investment products such as share portfolios or managed funds nor to retirement 

income products including annuities. 

 

Wholesale funding guarantee 

The guarantee applies on an issue by issue basis. Eligible securities are those issued by 

eligible institutions with a term of up to 60 months and is restricted to senior unsecured 

debt instruments.; it applies to debt issuance in all major currencies including AUD, NZD, 
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Euro, USD, Sterling, Yen and HKD. and  to eligible securities issued domestically or off-

shore. 

 

Certificates of deposit and bank bills are not covered by either guarantee . 

 

Government Stimulus Package 

The Commonwealth Government announced in October 2008 a $10.4 billion Economic 

Security Strategy which comprises the following elements: 

$4.8 billion for immediate long term pension reform; 

$3.9 billion in support payments for low and middle income families; 

$1.5 billion investment for assistance to first home buyers;  

$187 million to create 56,000 new training places in 2008-09; 

Implement nation building projects in 2009.Accelerate the implementation of the 

Government's three nation building funds and bring forward, the commencement of 

investment in nation building projects in Education and Research; Health and Hospitals; 

Transport and Communications to 2009. 

 

Nation Building Package 

The Commonwealth Government announced in December 2008 $4.7 billion towards  a 

nation building package.  

The package comprised three major expenditure elements: 

1. $1.2 billion in new funds for the Australian Rail Track Corporation; 

2. $711 million in road spending in 2008-9 and 2009-10; 

3. $1.6 billion for construction of university and TAFE infrastructure 

Two tax changes were included in the package: 

4. 10 per cent temporary investment allowance to encourage private capital investment; 
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5. 20 per cent cut in the next quarterly pay-as-you-go (PAYG) tax installment for 1.3 

million small businesses 

 

 
Conclusions 
 
Are these events financial crises as defined by Reinhart and Rogoff? 

The paper has examined six financial crises; of these all but one are recognised as a crisis 

of one kind.  

What is the importance of international factors as compared with  domestic? 

With the exception of the Depression of the 1930s which was exclusively caused by 

external factors, the question can generally be answered as we don’t know for sure or 

internal factors dominated. In the 1893 financial crisis it is argued that the earlier Barings 

crisis in 1890 following Argentina bank failures was a significant backstop to the 

Australian experience. The  1930 collapse of commodity prices was the single most 

important cause of the Depression while the Global Financial crisis imported disturbance 

from abroad. Two cases which stand out in a contrary sense are the Asian Financial Crisis  

which had relatively little  effect on Australia and the long period of stability from 1945 to 

the 1970s which was global stability of Bretton Woods regime. A small open economy like 

Australia cannot escape unscathed from international disturbance but the evidence 

suggests that Australia has been able increasingly to insulate itself from imported 

disturbance.  

The Asian Financial crisis of 1997  held no significant problems for Australia which had 

instituted a floating exchange rate regime which was relatively free from government 

meddling and was able to divert trade to other countries as the Asian economies went 

through the recession following the financial crisis. 

Is there a common thread running through these episodes?  

33 



 

The common threads are the propensity for the economy to engage in speculation in real 

estate (and sometimes other assets) and the imprudent behavior of financial institutions. A 

further common factor has been the failure of specialist real estate financing institutions to 

survive crises. Changes in banking have lead the major banks to abandon their subsidiaries 

in real estate financing and to fold such activities into the bank proper. Since the major 

banks have become so large in relation to banking markets and the economy generally it 

may well be that this may not be a future source of concern. The secular decline of the 

building societies as alternative housing finance providers has been consistent and strong 

so that building societies occupy and almost insignificant portion of the market mainly in 

regional centres. An important factor which has not received the full attention it deserves 

is the role of financial innovation which can make financial markets more efficient but 

provide an avenue for imprudence and speculation. A summary view of financial 

innovation gives the following innovations: 

In 1977  there was liberalisation of the domestic financial markets against a background 

international relaxation of controls. During the 1980s Australian banking and financial 

markets underwent the biggest change through liberalisation and reform while financial 

innovation was occurring; generally the economy did not handle this well moving to excess  

and speculation  which resulted in the banking crisis and recession  in the early 1990s. The 

Global Financial Crisis of 2008  was the end product of two major financial innovations: 

securitisation, and credit default swaps .   

what can be learnt for policy purposes from this analysis? 

The big lesson to be learnt from strong action by government in a crisis alleviates not only 

the financial crisis but the subsequent recession. The policy response to the Global 

Financial Crisis in 2008 was massive compared to the ineffectual action in the Depression 

of 1930 and the absence of action in the 1893 financial crisis.  This suggests that mature 

and robust economies do learn from the past and their mistakes and are able to devise 

more focussed, rational and effective institutions and policies to cope with new economic 
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disturbances. The question why Australia has come through the GFC so well (at least to 

date) does deserve closer examination. Part of the answer is that the system of regulation 

of the financial sector, while not perfect, has matured and has a relevance of contemporary 

disturbances. 

There are two important issues which have emerged from this examination of the six 

financial crisis. They are whether default on external debt is a reasonable policy action in 

times of financial crises and the appropriate role for devaluation in the policy armory 

against financial crises. The answer to the first question is that the overwhelming view 

about default is that it is unacceptable. This might be regarded as simply high minded 

principle but there are cogent arguments for maintaining this position in a dynamic 

setting. One argument is that default is “the easy way out’ and once taken will lead to serial 

default. More importantly, default may the economy not to do the restructuring of the 

economy and policy in order to deal with new situations. One feature of the long run view 

of Australia has been the change in the economy and its arms of policy. A mature and 

robust economy will respond to its mistakes and make adjustments which might not be 

perfect but may well be serviceable. The ability of the economy to undertake reform 

without creating destructive opposition is important here. 

The issue  of devaluation of the exchange rate as a policy instrument is critical and it 

appears whether by chance or design Australia has been been able to make the appropriate 

adjustment since 1930. The devaluation of the exchange rate i the 1930 Depression has 

been accepted as the only effective policy change. Since 1983, Australia has moved to a 

floating exchange rate regime. While it may not be the perfect textbook example of floating 

exchange rates the regime provides for genuine market determination of exchange rates so 

that, in our imperfect world, the Australia exchange rate regime can be judged to be a 

freely floating rate. s
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