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Truly a time of unprecedented challenges
Just over 10 years ago, during the Asian financial crisis, the Hong Kong government bought over HK$100 billion worth of shares to fight speculators attacking the local markets. Malaysia's government went so far as to impose capital controls. Overseas think-tanks criticised such moves fiercely. Such interference in the markets broke the rules.
In the past few weeks, we have seen American authorities intervene massively to prevent the total collapse of several major financial institutions. Most of us in Hong Kong and elsewhere would agree with US President George W. Bush's explanation - "unprecedented challenges" call for "unprecedented action". That was essentially what the Hong Kong, Malaysian and other Asian officials said in 1998. I wonder if some Asians are pleased to see that they are not the only ones to suffer from greed and poor regulation.
Of course, there are big differences between the Asian crisis and the situation today. Take consumer behaviour. Americans have very low savings rates and a culture of household debt, such as relying on credit cards. With lenders offering 100 per cent mortgages, it has been easy for homebuyers to borrow, and just as easy to walk away from their loans later. In Hong Kong, we have a culture of saving. Even after our property market had dropped by over 60 per cent after the bubble burst, our mortgage default rate was just a fraction of that in the US now.
The regulatory scene is also different. Our regulators actively encourage lenders to be prudent, hence such guidelines as the 70 per cent cap on mortgages and the focus on borrowers' ability to repay. As for the packaging and selling of mortgage debt to institutional investors, there is no comparison at all. Most Hong Kong people can't imagine the scale of leveraging and the poor quality of underlying assets in the US market.
So Hong Kong has no need of the sort of nationalisation and bailouts we have seen in the US. But the sight of such intervention raises some questions here.
In earlier times, Hong Kong experienced bank failures and the collapse of stock brokers. These events prompted stricter regulation, but also created demand for safety nets to protect consumers. As a result, we have structures like deposit insurance to guarantee the safety of people's savings in the case of a bank failure. The Travel Industry Compensation Fund for outbound tourists is another example of this trend. The situation of investors in Lehman-issued minibonds will probably add to this pressure.
The insurance industry could be affected by this. It was hardly surprising to see local policyholders become concerned when US insurance giant AIG came close to bankruptcy last week. The Insurance Authority was able to assure the public that the insurer's local operations were secure, but it is inevitable that we are now hearing renewed calls for a policyholders' protection system.
This is not a new idea. It was proposed after Australian non-life insurer HIH failed seven years ago and the company's local operations went into liquidation. The industry was divided on the issue, with some players fearing that stronger companies could end up subsidising weaker ones. There is also the inevitable fact that policyholders would, at the end of the day, have to pay extra for the protection.
The new Legislative Council will probably soon be busy debating this, and savers' and investors' other interests in the wake of this financial crisis. Will our lawmakers ask whether the blame lies with the financial players who got greedy, or the regulatory structures that let them take such risks? I wish them luck finding the answer. It seems we never learn from bubbles. They end in tears and the public understandably demands action. The politicians react, maybe with too much regulation, which damages innovation and efficiency. But, 10 years after we were criticised for intervening, we have a far smaller mess to sort out than the US.
