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Intervention is not the end of laissez-faire
In August 2006, Chief Executive Donald Tsang Yam-kuen mentioned at a press briefing that positive non-intervention was no longer government policy. It was just a minor remark, but for weeks commentators, including American think-tanks, criticised him. As with the government's intervention in the stock market in 1998, critics said Hong Kong was betraying its key economic principles.
Now, in major western nations, pro-market governments are intervening on a massive scale. They are buying big stakes in banks, guaranteeing loans and deposits and preparing much tighter regulation of the financial sector. Politicians and headlines even tell us that laissez-faire is over.
In fact, laissez-faire never existed. Every developed economy regulates all sorts of economic activity. This is especially the case in financial services. Banks, insurers and brokers - in Hong Kong and elsewhere - regularly have to show regulators what business they are doing. If they are taking on too much risk, they will be told to stop.
At least, that is the idea. The world is in a crisis today because highly leveraged transactions worth trillions of dollars were not regulated. Broader and stricter regulation is now inevitable in such areas as securitisation of debt. But the top priority is to help the wider economy, hence government action like bank bailouts to get credit flowing to business again.
We can see that in an emergency, slogans like laissez-faire go out the window. As Mr Tsang said in his policy address last week, If the market fails, the government should intervene. Pragmatism comes before ideology. Hong Kong has never had total laissez-faire. Government built roads and sewers. Public housing dates back to the 1950s.
Finding the right balance between intervention and non-intervention is a challenge facing Hong Kong as the world economy deteriorates. People's assumptions about the role of government are changing. For example, Hong Kong policymakers have always seen a minimum wage as economically damaging. But there is now new thinking about it. Not having a minimum wage can be economically damaging if, for example, taxpayers must subsidise low-income earners, or if workers start to strike.
Politics will play a part in deciding issues like this. But it is essential that we try to put emotions or ideology to one side and focus on facts about costs and benefits when considering government interference in the economy. A hands-off approach led to the current global economic crisis. Closer to home, many people would say it is to blame for rising inequality. But too much intervention could lead to terrible problems as well.
As in the last crisis, we are hearing calls in Hong Kong for more government support for specific industries. It might start with loan guarantees to encourage banks to keep extending credit to good businesses. But it might lead to requests for tax breaks, or cheap land or plain cash subsidies - which the rest of us ultimately have to pay for.
Where do we draw the line? Do we have an objective measure of the costs and the benefits of intervention, or are we just winging it? And if government does intervene, when and how does it withdraw again? Few people are asking these questions.
Internationally, there are calls for greater trade protectionism. This is where it gets really scary. The economic case for a free labour market is fairly sound, even if we can justify a minimum wage. The case for letting the private sector rather than bureaucrats allocate capital is generally strong, even if we need some bailouts. But the case for free trade is overwhelming.
Whole countries in Asia have risen from poverty to prosperity because of free trade. People in rich nations have seen their purchasing power grow as they gain access to cheaper goods from elsewhere. This is no hunch, but a proven principle of economics.
We may be entering a period of pragmatic intervention, but we still need defenders of laissez-faire.
