The Structural Evolution of Financial Systems
in the ’80s: From its Determinants
to its Possible Outcomes *

The aim of this articles is to provide an explanation of the
ctural and institutional changes that have been taking place in
ncial systems throughout the "80s. They are not the result of 2
essive evolution unalterably leading to a supetior stage of
nancial development. Rather, they are largely the outcome of the
of a specific national model, that of the extreme specialization
ancial intetmediaries set up in the US. during the *30s.
"he analysis of the structural dynamics of financial systems here
ovided is based upon a theoretical framework which is rather
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of analysis sclected from an atray of literature which includes
{butions by Marx, Schutpeter, Wicksell, Keynes and subsequent
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.1 scheme aimed at understanding the dynamics of financial
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systems. This scheme will be outlined in Section I before applying it
in Section 1I to the analysis of the recent structural evolution of
financial institutions and of their current trends.

Section I: the analytical framework

1. Four basic propositions

Stripped to the bone, the foundations of monetary theory undet-
lying this analysis of financial systems are formed by fout propositions
which are outlined below:

i) Monetary and financial institutions are important since they
are expressions of capitalisn, an economic organization which cannot be
other than a monetary economy. This means that the main character-
istics of the financial system are derived from the working mechanism
(production and reproduction) of capitalism, and not from the ser-
vices which “financial firms” offer to rational and maximizing indi-
viduals according to the general economic equilibrium model (macro
approach vs. micro approach).?

i) With reference to the production mechanism, money should
be considered as credit which is necessary for obtaining the product and
wot as a stock for facilitating exchanges of an already determined.

product.”

2 This proposition expresses the common conviction of Marx, Schumpeter and
Keynes that the links between money-finance and the functioning of the economic systeitt
have to be found in the organization of production (monetary theoty of production).
Schumpeter, it is well known, detives the need for credit and banks from the cteation of
purchasing power by innovative entreprenewis which are the genuine expression of
capitalism. Keynes, in the carlier draft of the second chapter of the General Theory

{Keynes Coll. Wr, XXIX} cites Marx as the forerunner of his distinction betweé

“entreprencur cconomy” and “cooperative economy” {on this distinction see ROGERS

1989, KreGEL 1984, NARDOZZI 1983a). By this distinction Keynes introduces money 88
essential element in capitalistic production as it is necessary to pay wages in legal tend

{entrepteneur ot “money wage” economy) and not in goods as in the “coopetative
b

economy”. The “monetaty theoty of production” also forms the foundation foir:t
“circuit” theoties (Schmitt). :

3 This point, already cleat in the critique of Marx to Fullarton, was taken Up’
HiLrErDING (in Das Finanzkapital) with the distinction between cireulation credit atl
capital credit. Sitnilarly, Schumpeter differentiated between normal credit and abnot
eredit which governs the definition of the bank as creatot, and not just intermediary;
purchasing power. Keynes deals with this question specifically in the debate with Ohll
and Robertson on the “fnance motlve”, which was then resumed by the post-Keyf!e.Si
(for a survey of the recent “dehate on the debate” see GRAZIANT, 1984). Money as'ch

determined by production is the manifesto of the “circuit” theotists,
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| 1ii) Cr‘edit cannot be considered as a good whose price (the
interest rate) is determined by supply and demand.*

iv) The rate of interest is a monetary phenowmenon determined
| independently of the process which generates profits in the real sectors?
This means that there are no “natural forces” which govern th'e
interest tate, a conventional phenomenon. Its value varies more with
‘fluctuations in liquidity preference than with changes in the money
supply (Kregel 1984). Liquidity preference is the expression of the
“degtee of confidence” which determines the amount of the premium
to be offered to induce people not to hoard (ibidem). The degree of
nfidence is affected by the amount of certainty-uncertainty gen-
ergted by overall economic policy (and not only by monetary policy).

-. These four propositions are very broad, and convey more of a
ision than a theoty. But from these fundamentals we derive specific
implications to be used in analyzing the financial systems developed
in the following paragraphs.

Credit is not provided by the market, but rather by the banks
h gd}ninister the payments system acting as “social accountants”.®
s, it is necessary to distinguish between credit and what can be
led “financial intermediation”. The former generates purchasing
w:él_?_through the creation of deposits that constitute means of
/ment. The latter transfers already existing purchasing power from
ders to borrov.fers through both deposits collected and invested
o not constitute means of payment and through services ren-

__d_.‘m"_ t.he markets in which funds are transferred by the purchase
urities,

is proposition, which clearly results in Wicksell's case of a “pur i
, e credit -

E{fge;.t omdf Pr:tces), :évars]f recently taken up by STIGLITZ-WEISS {1988) Ine ct%:;s

= imperfeciions o information approach convet ith o

sian thesis of “credit rs.tioning”.p crges with the Keynedfa and
Rocegs (1989) p. 169. On the rate of intetest as a conventional phenomenon
3 11936) and for similarities with Marx see Panico (1983).
d-rlcz eD of banks has been especially highlighted by Schumpeter in his post-
é.ﬁk i thWﬁE?:ﬁ d}ii Geldes v:illmse italian version (G. Narnozzr ed.) is forth-
inks to Cassa ispatmio di Totino. This very same rol
tly taken into account by Stiglitz-Welss. y some tole of banks hus elo

—
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In financing productive activity, credit can completely substitute
financial intermediation. This substitution occuts in Wicksell’s pure
credit economy of in the overdraft economy of Hicks (1974).7
However, reverse substitution, i.e. credit being substituted by
financial intermediation, encounters some limitations. Schumpetet’s
theoty and Keynes’ “finance motive” maintain that the firms’ need for
liquidity can be satisfied by the market and need not be restricted to
bank credit, only if the purchasing power accumulated in the form of
stocks through an increase in the velocity of money and in the interest
rate from other uses can be diverted. On the other hand, if we want
to resort to “external” money, created by external accounts of
treasuty financing, its use in financing economic activity is contingent
upon the government deficit, external accounts, and ceniral bank
policies and in any case meets with limitations stemming from infor-
mation imperfections. Consequently, although there is competition
between credit and financial intermediation, the relationship between
the two is asymmetric, since it is inconceivable for financial
intermediation to completely substitute credit. And, thus neither is it

possible to suppose a complete substitution of banks by markets.

In this perspective, banking disintermediation, an important .
phenomenon of the recent structural transformations in the financial

systeins, is pot an indication of market superiotity ovet banks. Rathet,
its origin must be sought after in accidental historical factors.

3. Customer vs. market relationship

Credit is provided on the basis of customer relations utilizing
ptivate infomation deriving from the administration of the payments

system. This infomation determines not only the understanding of th

borrowers businesses but also the Keynesian degree of confidence

which setves as shield against the uncertainty dominating the est
mates of future yields in the firms (Nardozzi 1986). :

Credit tends to prefer uses at prefized values, and thus operé_fés,_
through rationing, generally in a fix-price system (Goodhart 1987, De

Cecco 1986). Financial intermediation employs instead auct

markets using public information {even if often integrated with:f-:'t_he

7 Hence the French “ovetdraft” school that has some contact with the “dt¢
theorists and the post-Keynesian theorists; see Lavore {1987} and Marcic (1988).
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confidence stemming from the names of the banks involved). Thus
financial intermediation is dominated by a flex-price syster. ’

For the patts covered by credit and by financial intermediation
. through the banks, the allocation of financial resources occurs outside
“the market. It takes place through “voice” selection mechanisms
_instead of “entry-exit” mechanisms.® Here we see the impotrtance of
the relations between banks and firms and of theit institutional

pnnotations in analyzing financial systems.

4. Definition of “financial structure”

. The financial structure of an economy can be defined by the
gl_gtive weight of credit and financial intermediation. This definition
eems mote suitable than that which contrasts direct circuits (markets)
d .mdirect circuits (intermediaries). Actually, the traditional dis-
ction between matket-otiented financial systems (the Anglo-Saxon
nes) and intermediary-oriented ones (those of continental Europe) is
10t supported by the intermediation ratio (the ratio between financial
sets of intermediaries and liabilities of non-financial sectors) which
high in all systems. This distinction is, however, veriﬁed, in the
degree of bank intermediation (the ratio between financial assets of
ks and financial liabilities of non-financial sectors) which consti-
s an approximate index of the weight of credit assets on financial
flows (Nardozzi 1983 and 1988).

-.z.‘be impossibility of defining an “optimal” [inancial structure

There is no theoretical basis to define an optimal financial
ture which can serve as model for the financial systems. It is true
ta nancial structure can be evaluated in terms of efficiency and
Vi however, the concept of efficiency can take on different
nings and efficiency in one sense may not imply another type of
npy_.g In financial markets it is necessary to distinguish that

: :Islman asserts, adopting Hirsc:hman’s framewotk, quoted in Dost (1988),
- appraisal of the efficiency-performance relationship, see TONVERONACHI
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Tihese analytical points on evaluating the performances of
financial structutes agree with the results of historical research, at
legst in the way they are summarized by Cameron (1975).1 Ti1ey
 suggest comparisons between different financial structures, based not
“on refe.rence to some optimal (or “natural”) system, but on the
evaluation of comparative advantages and disadvantages weighed
gga.inst the characteristics (and economic policies) of different econ-
omies.

which Tobin (1984) calls “information-arbitrage efficiency” from
“fundamental valuation efficiency”. The fitst, which characterizes the
large markets of the major financial centers does not imply the
second. Thus, we sec a confirmation of Keynes’ thesis (1936, Ch. 12)
according to which it is precisely stock marlket liquidity that demands
a “convention” which promotes informational but not fundamental
valuation efficiency.

For the financial system as 2 whole, however, it is necessaty to
cofer to Tobin’s “functional efficiency” rather than to “allocative
efficiency” (in a static sense) which loses its significance if taken out of
the Walrasian context. But “functional efficiency” has many facets.
Under the quantitative profile of financing capital accumulation, the
financial structures in which market-orientation prevails over credit
ccem less efficient than those in which credit prevails.® And less
developed and liquid stock markets offer greater financing flows to
firms than those that are more developed (Nardozzi 1986, IRS
1988), In a qualitative light, based on the rate of innovation and
ensuing performances of industrial structures, Dosi (1988) has re-
cently argued that «credit-based” systems are less capable than

«market-based” systems of promoting the exploration of new techno-

logical paradigms when “the innovative opportunities are high and
d throughout the -

the innovative competences arc quite diffuse
economy”. Finally, in considering the function of capital conirol in
financial systems, Stiglitz {1983) maintains that “aniversal banking” is -

more efficient than a «market-based” system. o _
If all these results, which already leave a wide margin for - ‘i) Neither are we allowed to think of deregulation and

uncertainty in evaluating the merits and shortcomings of different lation processes, which have accompanied tecent transform
financial structures, are combined with considerations concerning: ’ ns, as the outcome of a natural evolution (for an evaluati(:n ;
stability, the question of the optimal financial structure becomes evel processes stressing national peculiarities, see Cam ro do’
more unlikely to be solved once and for all. We do not need to recall tati 1988), ’ era del
the vast amount of literature on the subject to assert that as a :

physiological characteristic of financial systems, instability is an in
tegral part of the analytical frameworl considered earlier. As well
instability takes on different forms according t
structure, the structure of the productive system,
between banks and industry, and the goals and instruments of 1t
etary policy. Thus, even stability does not lend itself to measureme

which are independent of place and time.

6.. And ofl tbz’nkz:ﬂg in terms of irreversible progressive structural
,_tendenczes of financial systems

- From the preceding points we can conclude that theory does not
identify any irreversible tendency towards the emergence of one
particular financial structure that is more advanced than the others. It
lows that: '

.. 'i) We are not allowed to consider the recent evolution of
'n'_a__n_cml systems as progress towards better patterns. That is not to
eny the progress that has been made in the micro-aspects of intet-
::__c'!i_ari’es and markets thanks to technological, organizational, and
titutional innovations. However, this does not imply that this
ogtess necessarily cotresponds to better aggregate performances in
efficiency and stability of financial structures.'?

dels of financial systems

If.:_yv_e_: cannot look at the different financial systems through the
enice o an optimal financial structure, it is convenient to refer to
of financial systems as defined by the whole of the financial
and its institutional and legal seiting.

ee also Crocca (1982).

ent compatisons see CONT
A N ) )
econd-best” theorem applies to this argument; see TonveroNacH (1989).

10 For past history see Gerschenkron’s argument; for pres
(1987), Maver (1989).



78 Banca Nazionsle del Lavoro
This is not just a simple tautology because the model concept

allows regulation to be considered an integral part of the financial
and not just as a set of cestrictions imposed from the outside

that, if left alone, could work freely (Nardozzi 1988).

the financial systems of the major economies as they
we may state that they represented different models
with performances whose order along a scale of preference could be
considered changeable, instead of differing degrees of approximation
to some optimal financial structure. These models were placed in a
range, the opposite ends of which were the U.S. and Germany.”

Looked at from the perspective of our analytical framework, the
American model before deregulation was the most meticulous appli-
cation of the distinction between credit and financial intetmediation,
while the German model was the opposite.

In the Amesican model, credit activity was carried out by com-
mercial banks which operate the payments system. Financial

intermediation was petformed both by organizations that collected

deposits not used as means of payment (thrift institutions) and by

financial non-depository institutions.
The ban on commetcial banks to operate i

blocked the possibility of taki

determined by credit activity

creation of money with those of managing payments. Such a ban thus
capital

avoided subjecting growth of the
beyond the melding of financial and monetary roles,
generator of financial instability. This model primatily entrusted the

matket with allocating financial resources, an
understandably concerned with
unchecked by the competition 0

of maximum rate

interest on checking accounts and the regulation :
returned on savings accounts (Regulation Q) worked towards thi

goal (Evans 1984),

The regulation of the capital market is necess
legislation so nartowly limiting the role of banks. Introduced by th
Iaw establishing the SEC, regulation of capital markets is aimed
ensuting that prices are correct indicators of the values they represen

system,
on a system

Looking at
were in the "70s,

n the securities market

12 The following suminary description of the models extensively draws from
pozzi (1988) and is based on specific research work by Bonafutl (United States) @
Barzaghi {Germany), contained in CAMERA DET DEPUTATT (1988). s

ng advantage of the strong position
that combines the privileges of the -

matket to banking activities.
a potential -

d legislators were’

allowing its growth to continue; .
f banks. The prohibition of earning

aty complement t0-
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(mandatory disclosure) and that the behavior of the intermediaties
does not undermine the trust in the markets (professional honesty
rules, discipline of insider trading, etc.).

. If the American model exalts the contractual relations typical of
‘the capital market, the German model highlights the importance of
“selations typical of credit. The “universal bank” combines in one body
all the functions that in the Ametican case are carried out sepatately
by banks and specialized intermediaries. For the German bank

inancial inte_rmediation is the natural extension of its credit activityj
he wo activities mutually support each other in that information
deriving from the management of payments is directly (and internally)
ed for financial intermediation, while the accompanying
atcholding of firms and the abundant use of proxy votes reveal an
mple flow of information on the creditworthiness of the financed
mpanies (through banks participating on administrative boards).
nsequently, the capital market is dominated by banks. The capital
arket acts as a tool for maintaining the relationship between bank
d __indus!:ry that is charactetistic of universal banking, and not, as in
Anerican case, ‘a5 an alternative. Contractual relations that are
dblished in the market are actually the outcome of customer
ions characteristic of banking. Thus, the allocation of financial
urces is based not on information revealed to specialized inter-
isties and the matket by transparency, but rather on the bank’s
wledge of the firm and its control capability. This difference
 the American philosophy of regulating the capital market
etely alien to the German model.

s

L: the.structural changes of financial systems in the *80s and
their possible outcomes

qvell known facts

ce ’the 1970s the most noteworthy event which has occurred
closing of the gap between financial system models, with the
ming of national specificities tooted in the history of individual
This “institutional despecialization” has accompanied the
tead _phenomenon of credit despecialization, which has con-
urred the distinctions among intermediaries and among
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The current tendency to surmount pational specificitics has tade in their assets — the process described as securitizati d
taken place through four well-known structural changes which have where financial risk-hedging markets play a predominan? ;gfle)_ Ta}rll
[ . 3 . . Is
atural evolution” creates a “virtuous cycle of advance” since * by

the major financial systems: .
~ imptoving .the risk-assuming and risk-beating capacity of an econom
the .evolutlc‘)n of the financial system helps to increase capital f d
mation, savings and economic growth; this in turn assists thg furt}?r_
iransformation of the financial system, raising again risk bearirtla;

ability, invest i i i i

__ancex’, I estment and saving — and so on in a virtuous citcle of ad-
» A.ccordmg to Rybezynski, current tendencies confirm this natural
‘eyo utign t}cl).\fvtards more advanced financial structures because they
oW tUe_s ift of systems that were already at the “market-oriented”
rage ( 1mte:d States,‘Umted Kingdom) towards the mote advanced ot
strong y(Ftnarket-onented” stage; they also show “bank-oriented”
tems (France, Italy, German

i y) to move tow «

o siage ards the “matket-
I Wogld be superfluous to emphasize the contrast between this
_e;preécajclon of recent tendencies and the analytical framewortl
t1?1e /in Section L On the other hand, overcoming national
ecificities, and developing and petfecting the markets seem to be
currences cfoa_trary to that framework, which, instead, explains the
..1:stenc_fi (E ifferent models of financial systems. However, thete
.{;:vera a;l:tual, r.nc?t.hodologmal and theoretical points that cast
bts over the possibility of providing a deterministic interpretation
ilar that of Rybczynski.

The following sections will offer an explanation of these points.

touched, to different extents,

iy A wave of financial innovations; 14

i) A “securitization” (in the broad sense, development in
financial intermediation through matkets 10 the detriment of bank
credit). This development was brought about by competition agajnst
banks, but has also taken the form of banks’ substituting credit
relations with market relations on the patt of banks (securitization in
the strict sense);”

i) Internationalizatio

of markets;
iv) An extended reregulation process designed to overcome

the segmentation of financial systems, 0 develop the markets, and to

increase their efficiency.

n of financial systems and globalization

2. And their interpretation as the outcome of a “patural evolution”

All of these facts seem to strepghten the vision of a progressive.
and one-way evolution of financial systems that sees the surpassing of
individual peculiarities of the models as the market affirmation, as the
regulator of financial flows, delayed until now by deviating historical

contingencies and/ot regulations. Tt is the assertion, then, of a more
advanced single smarket-oriented” model like the Anglo-Saxon one.
iy stated in the “stages of financial

This thesis is very clear
developement” theoty by Rybezynslsi (1984, 1985) which takes up the

deterministic vein present in the historical studies by Gerschenkron
and in the statistical studies by Goldsmith. B
At the heart of Rybezynski’s theory is the assumption t
iatket relations are supetior to the customer relations of bank cred
He asserts the existence of a “patural evolution” of the financia
system which moves through the progtessive stages of “ba
oriented”, s market-otiented”, and finally “strongly market-oriente
structures (where financial institutions increasingly dispose “of

different interpretation

We ﬁhaﬂ begin with a view that is widely shared but perhaps not
- ;ic expha.tly enqugh in the literature on recent changes in the
cial systems: the importance of the history of the American
al Siystet_n_ in promoting the four changes listed in the previous
- E\:urztlzz‘mon,' de}'egulation, and the invention and devel-
hg thne\%rJ f'1nan<:1a1 instruments and related markets, all orig-
2 tie_ _ nited States ar%d/cn.: were the consequence of inter-
:1: vities developed primarily by the major American banks.
-tenampolgance 'of the American financial system in generating
ends and passing them on to the rest of the world is not
ng, given the country’s size and its leadership role. And it is a

1 For a taxonomy see BIS (1986).

15 For a sutvey of facts and theoti Rysczynskr 1985, p. 39

es, see GARDENER (1987).
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historical constant which De Cecco has contibued to call to our
attention for some time.

This view seems to oppose the approach commonly used in ana-
lyzing the dypamics of financial systers. If the wotld financial system is
composed of unequal pattners (according to the approach of J.H.
Williams followed by De Cecco 1976), we should rather analyze the
dynamics of the Jominant system than define the general tendencies.

How should this be done? From the approach outlined in
Section 1, a suggestion arises: that of evaluating the coberence of the
model. As we have seen, the configuration and regulation of a
financial system allows for several solutions, and it is not possible to
identify an “optimal” one. Thus, the forces which determine the
dynamics cannot be looked at as tendencies towards a “natural” or
“optimal” configuration. Rather, they must be found in the logic that
holds together the model (internal coherence) or in the relationship
between the model and the environment in which it operates (ex-
ternal coherence).

According to this dialectic approach, a model tends to change
when it contains elements that lead to its overcoming (internal
incoherence factors) ot when it becomes incompatible with the sur-

rounding environment (external incoherence factors).’” Applying this -

approach to the models of the United States and Germany examine
eatlier, it seems possible to deduce that while the German model is

incoherent with the development of financial intermediation based on -
the markets, the Ametican model is not. In the Gesman case, such -
development undermines the basis of customer relations typical in -
by providing firms, on the one hand, with the
alternative of applying to the market for long-term financing, and, on
the othet hand, by making the firms’ submisston of their permanent

universal banking,

holdings to banks less justified (Steinhets-Huveneer 1989). L
The American model, as it was in the 1970s, was certaihl
coherent with the existence of a large market in which financia
intermediation could take place. However, this does not mean tha
cuch a model was also coherent with developments in financi:
intermediation which question the primaty role of banks. M
specifically, the “pure”

banks are not admitted to market financial intermediation) is actual

17 For the difference with Kang's (1981) “regulatory dialetics”, see N
{1988). )

specialization principle (according to" which
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an exaltation of the importance of banks. Thus, it cannot reach the
point of contradicting its own premises. In the words of the President
of the Federal Reserve Bank of New York, E. Gerald Corrigan:
“While one can readily picture a financial system in which the role o;f
the securities markets is very limited, one is hard pressed to visualize a
contemporary financial system in which credit intermediaries are not
a major feature of the financial and economic landscape. To put it
directly, the credit intermediaties provide certain functions which
cannot be as readily performed by the securities markets, at least as
e know them”.'® ’

 Thus, a massive substitution of credit by financial intermediation
elationship based on market instruments poses internal coherence
oblems not only to the German model, but also to the American
mp_del.. Th‘e difference between the two is that, as far as structural
namics is concerned, while the first model inhibits innovations
ich could shake its foundations, the second model encourages
:.In fact, in the German case, universal banking dominates
ncial intermediation by heightening credit activity and curbing
.-dgvel(?pment of the alternative financial market instruments. In
--_%imerlcan case, banking was blocked, in the price competi'tion
hin the financial system, by the rigid regulation due to full
ization o'f the specialization principle. This encouraged the com-
on to introduce new financial instruments that tended to de-
_ _I?i.arkets and financial intermediation to the point of excessively
gn.ling banks. Thus, in the American model there was an
] incohetence factor stemming from the fact that the compe-
between credit and financial intermediation can encourage the
oment of market instruments and markets that eventually
e contradictory to the specialization principle.

_the basis of these considerations, we can see the facts
_eélearﬁer triggered by the incoherence of the American
It is a question of internal incoherence in which external
ce factors were implanted, such as the explosion of inflation
ntetest rates brought about by Volcket’s monetaty policy.

- exact verification of this thesis requires a reconstruction of
stoty of the American financial system considerably larger
._ it is possible to do here, But a few essential points can be

GaN (1987), p. 18.
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segnfent.ation of the financial system deriving from a meticul

application Qf the specialization principle. Deregulation is the ﬁoui
~outcome of incoherence in the American model. The DIDMCAngf
1980 anfi the Garn-St. Germain Act of 1982 constitute an initial
overcoming of ssagmentation in the financial system. Deregulation i
now going on with the re-settlement of the whole financial system ;
outh.ne.d b_y Corrigan (1987), which is the ultimate overcomiz of ’t}?S
s‘Pecllahzatlon model in favour of the junction, even if withign b nli
holding companies, of credit and market financial intermediatio?x

The reactions of major American banks to the segmentation of
the American financial system after the banking reforms of the 1930s
wete diverse and have been brilliantly described by De Cecco (1976,
1984, 1985). Among these were several innovations preceding those
of the "70s like CDs (Citicozp -1961), short-term promissory notes
(FNB of Boston 1964) and developing the Furodollar market as a
fund-collecting source (since 1966). These jnnovations (new instru-
ments and new financial markets) were the outcome of internal
incoherency in the American model, They answered the need to
defend the positions of the major commetcial banks which were
constrained in the expansion of collecting funds by Regulation Q
(Fisenbeis, 1982). On the other hand, they ended up promoting
market financial intermediation that competes with credit, which is
the very distinctive feature of banks.

Tn this system, already shaky due to internal incoherence, the
tarbolent effects of the external climate were implanted: rising in-
flation and rising interest rates. These external factors weigh heavily -
on credit activity, acting on both liabilities and assets of banks.
Regarding the first, even tor the most liquid deposits, depositors try
to obtain interest rates that compensate for inflation. This re-
quirement Is upheld by non-banking financial intermediaries (Money.
Market Mutual Funds). .

The advantages of deposits over securities (absence of price risk
and low transaction costs) have been reduced because of lowering -
transaction costs and innovations in techniques and instraments for
covering risk that, for secutities, offer good risk-return combinations
This is one reason for the extraordinary growth in institutiona
investment, through which these advantages can be reaches
(Cumming, 1987). i

As to the assets, banks themselves have limited the sapply
iraditional credit openings (as they had become too risky, thu
requiting their own capital, and costly, due to rate fluctuations)
favor of financing carried out by market instruments (securitizatiét;

The extension of financial intermediation based on mark
struments which is detrimental to the traditional banking relat
ships charactetistic of credit activity is the reaction by the Amer]
financial system to the rigidity of the model conceived in the 19
This tesponsc has undermined the foundation of that mod’éT'

And its implications on the evaluation of current tendencies

- .AccErdmg to the intf‘:‘rpretation sketched above, these tendencies
< fiot the outcome of a “natural evolution” that unalterably leads to

¢ matket as regulator of financial flows. It is not 2 question of

.Eural” evolution since it is largely the outcome of the crisi
a’tlo_pa}l nllodel, that of the United States. This evolution does iloat
en signify the triumph of the market since it stems from over
oming the 'model that most exalted the market’s role in the financiai
ergr_‘}edlatlon reining in banks, In the 1970s and 1980s, it is th
etican §nodel that enters into crisis, and not the opposin, Ger .
del which exalts the role of banks over the market B e
Of course, in the meantime, financial intermed'iation which
hrough t_he market has developed greatly. But this devel-
1t along with the internationalization of financial relations, has
med the importance of banks which was slipping in the Am-
n _Hodel of rigid specialization. As De Cecco (1986) point i
nly .4 means and not an end. poinis o X
g fma.ncial revolution which we have witnessed has led to a
- br_i_cz in the models .of various financial systems, which can
e .escribed by saying there is more banking in the onc
oriented” models and more market in the once “bfmkEi
models. Today we are moving towards a “transnational
not necessarily linked to the international banking) in which
i (.}erman 'universal banks are confronting the major bankin
Iiic;al holdings, which originated in countries with specializg-
_ eig but are now also spreading in France (archipels bancaires)
Iy (gruppi polifunzionali). Tt is a model which unites two
epar_ated features: the importance of the bank as typified
-_'c:c_»_ntt.nfantal European models, and the importance of the
‘typified by the old Anglo-Saxon model. Thus, the
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dialectic that once made these models opposites is now reaching the
synthesis!

Is this “cransnational model” better than its precedents? The
approach followed here denies the possibility of answering this
question, suggesting, rather, that internal and external coherencies be
evaluated in order to identify the tendencies.

Tn this light, a few conclusive cematks can be offered, taking up
the last of the four basic propositions of Section I, which concerns the
interest rate. If the behavior of the interest rate (its level and
variability) can be traced back to the certainty (in the Keynesian
sense) which economic policy is capable of offering investors, we can
outline two alternative scenarios for the future.

The first scenatio foresees general uncertainty stemming from
agreement difficulties among three very different leaders (United

States, Japan, Germany). This ancettainty keeps up interest rates and
volatility (due to frequent changes in short term expectations) and

transmits them to the financial assets markets.

This outlook favors finance growth (as has been verified in
recent yeats), but at the same time contains instability risks
underevaluated by financial intermediaties (because of the increasing:
availability of individual hedging instruments). The October ctash did
not cause a financial crisis, and we can be optitnistic about the solidity:
of the financial system (even if optimism should be cautious as
Kindleberger 1988 suggests). But even without the risk of 2 financial
crisis, could the markets and the securities industry endure another
show of volatility of those proportions?19 Wouldn’t the markets end

up being radically reorganised? o
The second scenario foresees a world economic policy th

considerably lessens uncertainty, thereby lowering interest rates and

their volatility. This outlook, though favorable for the economies
would not be so fof Gnance. The financial assets markets woulc
become less important. :
The stability of the pattern that the financial systems of the
are leaning towards should be evaluated with these possible altex
tives, which cast serjous doubts on the theory of the “natural ¢
ution” of financial systems, in mind. e

Milano i
(GIANGIACOMO NARDOZZI

19 The mini-crash of 13th Oct. 1989 took place less than two weeks a’_Eté
this questiof.
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