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When all the feedback goes one way, market movement becomes irresistible
The lead from the US
makes it plain — the
runs affect markets, not
just banks.

MALCOLM 
MAIDEN

THE US economist who
called the 2000 tech wreck
and the US housing mar-

ket slump, Robert Shiller, says
the market is fed by positive
and negative feedback loops.

Feedback comes from many
sources, including company
announcements, broker
research, market analysis,
government statements and
the media. When they point
the same way, the current of
sentiment runs strong, and is
not easily deflected.

That is the position the
markets are in right now. In the
first two days of this week,
people attending the Reserve

Bank’s 2008 conference have
heard a series of speeches
about the financial crisis, and
one of them, by Brunel Univer-
sity economics and finance
professor and former Bank of
England staffer, E. Philip Davis,
explained how confidence can
turn into a run, as the feedback
loops that Shiller identified
strengthen.

Once one bank has experi-
enced a run, contagion is
possible, Davis says. Lenders
may react to ‘‘balance sheet
similarities’’ between the bank
that has been hit by a run and
other banks, or to concerns
about counter-party exposure
to the original victim.

And while retail customers
are traditionally thought to be
the ones who spark a run, at
Northern Rock in Britain last
September, for example, and at
California’s IndyMac Bancorp
this month, Davis says large
wholesale depositors and
customers are becoming
increasingly important.

They are better informed,
less likely to have lender of last
resort protection, and they are
supplying a progressively larger
portion of bank funding.

The confidence of wholesale
players in the banking system
is crucial: it almost evaporated
in March, when Bear Stearns
veered towards collapse, only
to be put back together again
by US Federal Reserve boss
Ben Bernanke.

But since then, the US
housing market downturn has
intensified, the technical insol-
vency of the two groups that

fund half the $US12 trillion
mortgage market, Fannie Mae
and Freddie Mac, has become
apparent, and hopes that the
crisis is easing have faded.

It is a time of elevated risk,
even from the perspective of
the crisis. As Davis observed in
his paper, when confidence
fails and a run occurs, banks
that are officially adequately
capitalised can still be brought
to their knees — because, in a
run, it is not the capital base
that matters first, but liquidity:
the ability to meet demands for
payment, and in a run,
unusually high demand.

This sharemarket fell heavily
again yesterday, in sympathy
with the new US dynamic,
which sees America’s regional
banking industry scrutinised in
its entirety for its ability to
maintain liquidity and solvency
as America’s housing market
downturn ships losses straight

on to bank balance sheets by
way of the mark-to-market
accounting rule, and shares in
banks considered the most
vulnerable, including Washing-
ton Mutual, sold heavily.

But the fall here also reflects
gnawing concern that this
much collateral damage cannot
be taken and then simply
repaired; that the economic
slowdown that is under way
could be severe enough to
undermine the commodity
price boom that has been
keeping Australia’s economy
relatively strong.

‘‘Funding risk now interacts
with market liquidity risk, to
create difficult challenges . . .’’
Davis says. ‘‘Runs must be
envisaged in markets and not
just banks, which, given mark-
to-market accounting, leads on
to threats to the liquidity and
solvency of banks via market
price changes.’’

That’s it in a nutshell, really,
for regulators, and for inves-
tors. The Australian market is
still protected from the worst
balance-sheet losses from the
credit crisis because the local
banks were only paddling in
the securitised debt pool.
There is no need for customer
queues here.

And this economy is still
buttressed by commodity
prices, albeit less solidly than it
was six months ago. But when
the big-money centres are in a
spin and Shiller’s negative feed-
back loops are in full force, that
counts for little. Local investors
await Wall Street’s next
temperature reading, and when
they get it, they will react
accordingly — up or down.

AMID the gloom yester-
day, there were two small
steps forward for the

local market that were larger

ones for the companies
involved.

In Melbourne, Centro
announced that it had sold 29
of 31 US shopping centres in
its Centro America Fund (CAF)
for $US714 million,
$US290 million of which will go
to debt reduction after secured
lenders to the properties and
minority investors in CAF get
their share. And in Sydney,
Allco announced that its banks
had finally agreed to a debt
refinancing, and a debt
reduction timetable.

Centro’s shopping centres
were sold at a 10% discount to
book value, but that is reason-
able in the stressed
circumstances, and Centro gets
to continue managing the
properties for at least a year.

Centro has a way to go. It
owes its banks and US
noteholders about $3.6 billion.
But final bids are also in for

four shopping centres in Centro
Australia Wholesale Fund
(CAWF) — Centro Bankstown in
Sydney, Centro Galleria and
Centro Halls Head in Western
Australia, and Centro Colon-
nades in Adelaide. The gross
could be $1 billion, and net
proceeds about half that.

Allco has agreed to pull its
debt load down from
$830 million to $400 million by
next June (it is already
effectively at $691 million after
asset sales) and will pay 3.5%
over the bill rate on outstand-
ing debt of $600 million-plus,
3% between $400 million and
$600 million, and 2.75% below
$400 million. That’s steep.
Babcock & Brown paid 2% over
bank bills to refinance its
$2.8 billion facility at the end of
June. But it is a lifeline, and in
that sense, priceless.

mmaiden@theage.com.au

Report treats complex topic in naive way
SPOONER’S VIEW

Records used to represent global average temperature show that Earth has not
warmed since 1998 and has been cooling since 2002, writes Bob Carter.

THE GREAT CARBON DEBATE

P ROFESSOR Ross
Garnaut is a
distinguished econom-
ist. Global warming is

a scientific subject. Spotted the
problem yet?

This lack of competence is
exemplified by the first
sentence of the news release
that accompanied last week’s
draft Garnaut report, which
reads: ‘‘Australians are facing
risks of damaging climate
change.’’

No careful scientist would
write such a statement. First,
because, as written, it is
vacuously self-evident —
tantamount to saying the sun
will rise tomorrow. Second,
because it is ambiguous and
does not mean what it says.

In fact the statement is
coded, and was, as intended,
read by the media and public
as: ‘‘Australians are facing risks
of damaging global warming
caused by human emissions of
the greenhouse gas carbon
dioxide’’. As thus rephrased,
Garnaut’s opening statement
has no factual basis.

Garnaut concedes his
inability to make scientific
judgement by saying: ‘‘The
review takes as its starting
point, on the balance of

probabilities and not as a
matter of belief, the majority
opinion of the Australian and
international scientific com-
munities that human activities
resulted in substantial global
warming from the mid-20th
century, and that continued
growth in greenhouse gas
concentrations caused by
human-induced emissions
would generate high risks of
dangerous climate change.’’

This, apart from being a
naive way to treat a complex
scientific topic, is yet more
code. It means the review has
accepted holus-bolus, and
without independent checks,
the advice about global warm-
ing that has been provided in
the 2007 4th Assessment
Report (4AR) of the politically
motivated Intergovernmental
Panel on Climate Change
(IPCC).

Thereby, in the absence of
proper due diligence,
Australian domestic policy is
now effectively being set by the
United Nations. Worse, buried
in the code, is the factually
incorrect statement that there
has been substantial global
warming since the mid-20th
century.

In reality, the best

instrumental record of that
length (from weather balloon
radiosondes) shows no
warming since 1958. Also, no
one — and manifestly not
Garnaut, who has ignored all
advice except that of the IPCC
— knows what the ‘‘majority’’
scientific opinion is.

Even if they did, it is an
astonishing suggestion that a
matter of significant science
policy should be determined by
a show of hands. Vote-counting
is a political activity; science is
about demonstrated, factually
tested truths.

The IPCC’s fourth report
was closed off from consider-
ing new scientific input in May
2006. Because of this, the
report’s fashionable opinion
that the climate is warming
dangerously due to human
influence suffers from two
irredeemable flaws.

First, the science in 4AR is
in general more than two years
out of date; it is therefore sig-
nificantly uninformed, in
particular about the actual
path of recent climate change.

Second, the IPCC judge-
ment that dangerous human-
caused warming is occurring,
or will occur, is based entirely
on projections (not predic-

tions) from unvalidated and
unsuccessful computer models.

In regard to the first point —
current climate change — all
four major international records
used to represent global average
temperature now show that
Earth has not warmed since
1998 and has been cooling
since 2002; and this despite an
increase in atmospheric carbon
dioxide of almost 5%.

One probable cause of the
cooling is the still-extending
length of the solar quiet period
between sunspot cycles 23 and
24. Noting this, solar physicists
are projecting that cooling will
continue for a decade or more,
and may be as severe as that of
the historically notorious
‘‘Little Ice Age’’.

In regard, to the IPCC’s
unvalidated computer model
projections, all such models are
of the type that CSIRO uses,
and about which it comments
in its climate consultancy
reports to government and
industry, that:

‘‘This report relates to
climate change scenarios based
on computer modelling.
Models involve simplifications
of the real processes that are
not fully understood.

‘‘Accordingly, no respons-
ibility will be accepted by
CSIRO or the Queensland
Government for the accuracy
of forecasts or predictions
inferred from this report or for

any person’s interpretations,
deductions, conclusions or
actions in reliance on this
report.’’

Using outdated and incor-
rect science, which itself is
largely based on PlayStation-4
computer gaming, Garnaut
heaps further uncertain econ-
omic computer modelling on
top. In accord with the well-
known acronym garbage-in-
garbage-out (GIGO), no useful
conclusions can possibly result.

Garnaut’s economic review
of climate change policy is an
edifice built on a profoundly
flawed ‘‘scientific’’ base.

Introduction of the penal
carbon dioxide taxation system
that he proposes will severely
damage the Australian econ-
omy. At the same time, it will
have an impact most on those
who are already socio-
economically disadvantaged.

The intended pain will
result in zero gain, for, incred-
ibly, implementation of even
the strictest emissions trading
scheme will produce no
measurable change to climate.

Only one conclusion is
possible. The emissions trading
system recommended in the
draft Garnaut report is in equal
measure unnecessary, immoral
and irresponsible.

Bob Carter is a marine geologist and
environmental scientist at James Cook
University, Queensland.
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Room for an imaginative alternative as we seek a watertight guarantee to water supply challenge
I OFTEN disagree with Ken
Davidson but I can’t understand
why his interesting proposals
for water supply (including
water from Tasmania and from
Melbourne’s aquifer) are never
mentioned by politicians or the
rest of the media.

Still, he has surely missed an
opportunity for what counts as
imagination in an economist.

Whatever the technology

and wherever it comes from,
new water supplies are going to
cost a lot. Why not have it sup-
plied by a co-operative whose
members are people willing to
pay extra for guaranteeing all
the water they want. Just as
those wanting ‘‘clean’’ energy
can choose to pay more to their
electricity supplier for an allo-
cation of electricity from wind
power or solar generation, a

proportion of the co-op
members’ water would also
carry a higher price. Even if the
appallingly expensive desalina-
tion plant is made even more
expensive by using wind or
nuclear power, the cost will be
born voluntarily by those who
most want the water.

I suspect that John Brumby
and I would go for brown coal-
powered desalination (if David-

son’s solutions don’t get up)
because the importance of
water for south-eastern Aus-
tralia makes all proposals to
damage ourselves for absolutely
no environmental gain a crime
against the public interest, even
if one could believe the fantasy
that India and China might take
notice of what we do or say.

James Guest
Jolimont

Boards have lost plot
I REFER to the article by
Michael West (BusinessDay,
11/7) and an earlier article by Eli
Greenblat (9/7). When I retired
as chief executive and director
of a public company some 24
years ago, on the advice of my
broker, I invested in GPT and
other equities, including Lend
Lease.

I was most disappointed
when Lend Lease failed to take
control of GPT, as I felt they
(LLC) were the strength behind
GPT. With the stand taken by the
directors of IAG and now Origin
Energy on British Gas, one
wonders if public company
directors have lost the plot.

Some time in the distant
future, shares in these com-
panies may be worth more than

the takeover offers, but many
shareholders, like myself would
rather a bird in the hand, now.

Keith Williams
Eldorado

An even climate
BASIL Smith suggests William
Kininmonth (Business Day 8/7)
is a well-known representative
of a ‘‘dad’s army’’ of right-wing

sceptics. Perhaps so. But at least
he’s in a big army of scientists
rejecting the idea that human
activity is causing rising tem-
peratures. Over 31,000 scientists
have signed such a petition in
the US. In any event, since when
is science a matter of right or
left-wing politics?

Des Moore
Director, Institute for Private Enterprise

South Yarra

Spending on science and
innovation is best for
combating climate change
There are technological solutions to the problems
created by technology, writes Kim Carr.

NOTHING can shake
my optimism about
Australia’s future —
not even global warm-

ing. Nothing can diminish my
faith in our ability to meet the
technical challenges posed by
climate change.

The real challenge is to
achieve maximum reform at
minimum cost while maintain-
ing living standards. That’s what
the Government’s emissions
trading scheme will do.

We will also ensure that
unavoidable costs are shared
equitably. We can’t expect
industrial workers to carry the
whole burden. We can’t
demand the same contribution
from low-income earners and
pensioners that we might ask
from the better-off. Our
commitment to tackling
climate change is unwavering,
but so is our commitment to
social justice.

We can balance those com-
mitments by taking a high-tech
path to a low-carbon economy.
That means attracting new
investment. It means
reinventing existing industries
and developing new ones. It
means investing in science,
research and innovation.

That’s the way to keep high-
value export industries and
high-skill, high-wage jobs in
Australia. Letting industry
migrate to locations where
environmental controls are lax
is bad for Australia and bad for
the planet. It doesn’t have to
happen.

Professor Ross Garnaut
argues that science and
research can give us
greenhouse-friendly techno-
logies in the short term,
reduced mitigation costs over
time, and ultimately a lower
carbon price.

He suggests that Australia
should be spending at least
$3 billion a year on research-
ing, developing and
commercialising low-emission
technologies.

It is hard to calculate exactly
how much of the $6.37 billion
the Government has budgeted
for science and innovation this
year will be used for these
purposes, but it is a lot.

Programs wholly or partly
dedicated to climate change-
related research and develop-
ment include Climate Ready
($75 million), the Energy Inno-
vation Fund ($150 million), the
Renewable Energy Fund

($500 million), the National
Clean Coal Fund ($500 million)
and Australia’s Farming Future
($130 million).

The Green Car Innovation
Fund ($500 million) does not
come on stream until 2011,
but, as we showed with the
hybrid Camry, we are prepared
to draw on it now if the right
opportunities come along.

Three-quarters of Common-
wealth spending on science
and innovation supports R&D
in industry, universities and
public sector research agencies
such as the CSIRO. A signifi-
cant and growing share of this
investment is going into low-
emission technologies.

Last week I launched the
CSIRO’s Climate Adaptation
Flagship, which joins the
Energy Transformed Flagship,
the Light Metals Flagship, the
materials science and engineer-
ing division and other CSIRO
units dedicated to finding
scientific solutions to climate
change problems. In May I
approved 208 collaborative R&D
projects involving universities,
industry and other organisa-
tions under the Australian
Research Council’s Linkage Pro-
gram. About a third focused on
environmental sustainability
and a third on technologies
with the potential to transform
Australian industry.

And new ideas aren’t just
being worked out in the lab-
oratory; they are also being
worked out on the factory
floor. Industry is changing both
its products and the way it
makes them. Recent figures
from the Australian Bureau of
Agricultural and Resource
Economics show energy
consumption in manufacturing
fell 0.7% in 2006-07 — a year in
which the sector’s industry
value added 4.5%, exports rose
13.7% and employment
remained constant.

Making steel, aluminium and
electricity will always be energy-
intensive, but there are many
ways to minimise the impact —
through co-generation, carbon
capture and storage, heat recov-
ery and other techniques. In an
Australian first, the CSIRO and
its partners at Loy Yang in the
Latrobe Valley last week
captured carbon from the power
station’s flue gases.

This is a reminder that there
are industrial solutions to the
problems created by industry
— technological solutions to

the problems created by tech-
nology. That’s why it is so
important that we keep push-
ing back the frontier in fields
like biotechnology and nano-
technology.

Biotechnology promises us
drought-tolerant crops, better
biofuels, trees that store more
carbon and species that
require less energy to grow. It
could even give us cattle that
produce less methane. Nano-
technology promises us
cheaper solar panels, more
efficient fossil fuels, better
hydrogen fuel cells and plug-in
electric vehicles that can
recharge in 10 minutes.

The answers are out there,
but if we want to find them we
must get individuals, institu-
tions and sectors working
together. We must concentrate
our efforts and resources and
improve connections across
the innovation system. That is
an important aim of the inno-
vation review chaired by Dr
Terry Cutler, which reports
later this month.

The greatest danger is
uncertainty. As Garnaut says:
‘‘It is important to create a
long-term, stable and consist-
ent framework to promote
investment in low-emissions
technologies.’’

The Government has set out
to provide that framework. The
last thing we need is the kind
of dithering and confusion we
have seen from the Opposition
in recent times. That’s the real
threat to investment and
employment.

It is unfortunate that we
have an Opposition paralysed
by fear and pining for a return
to outdated certainties. What
matters is that the Government
and the community are clear
about where we are heading
and why.

A report by the CSIRO to
the Dusseldorp Skills Forum
released last month concluded
that we can reduce greenhouse
gas emissions and stabilise
energy use while still raising
our standard of living — if we
get the policies right.

We should never give up on
the belief that our children
can, and will, live better than
we do. There is no reason why
they can’t have the way of life
they want and a healthy planet
to live on. The key is to give
people the firm policies they
need to make long-term
investments in renewal and
innovation. It is all about
having faith in the future.

Senator Kim Carr is Minister for Inno-
vation, Industry, Science and Research.


