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Public Stakes

—A Speech by Lord Turner,
Chairman of the FSA

Good morning!

In April of this year everybody knew that something pretty big had
happened to the world’s financial system. What we had no idea,
bluntly, was how extreme it was going to be. I think what really
happened from the Lehman weekend, which was the weekend before I
joined, until Friday last week, was an extreme intensification of the crisis,
which turned into — for the first time that anybody can remember —
what was getting close to a complete seizure of the money markets.
Therefore you get a whole system which is heading towards huge amounts
of overnight lending, which is then on a complete trigger® because you
are having banks that start the day with enormous funding needs to get to
by 4: 30 in the afternoon. And it really did start with Lehman, and it
was intensified with Washington Mutual. And I think the Americans
know, in retrospect, that Lehman was a mistake. There was a desire to

draw a line somewhere on the moral hazard issue, but actually it was that
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that put the thing into a real crisis of confidence, and people beginning to
say no, even in counterparty relationships or deposits of very major
financial institutions are at risk, and there was just an extraordinary
drying up of confidence.

There is a danger here if you start at a point in time and try to start to
redraw the architecture of the financial system in a hurry. There are two
things that you can get wrong, but the first one you musin’t actually
worry too much about, in the sense of which there are a set of crisis
actions taken: the recapitalization scheme, the guarantees, the Bank of
England liquidity, where I think it is inevitable that somebody at the end
of it will be able to say: if you had done it precisely this other way it
might have been better. Maybe somebody will be able to prove that in some
detail X would have been better than Y, but actually what matters is to get
something which is 90 percent right, done. And I am confident that even
if the economic historians suggest that there could have been something
slightly different, what was done and the three key elements of it:
recapitalization, guarantees and central bank liquidity, were what had to
be done, and what had to be done to prevent what was a tailspin® of
confidence in the whole financial system.

It was done in the UK, it was followed up at the weekend by the US
and Europe. And I do think that, although there are still going to be
macroeconomic consequences of what has occurred, I think we are past
the point of the danger of where we were last week, where we could have

had a fundamental systemic meltdown of the core plumbing of the world
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