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SOME THOUGHTS ABOUT THE “WORLD RULED BY
MONEY”—THE INCREASED ROLE OF THE FINANCIAL
SYSTEM

P. PETE

Explosive developments experienced in the financial sector in the past twenty years have
raised worries in the eyes of many observers. Opposing opinions in the heated debate, however,
are burdened with prejudice and misunderstandings. This study attributes the fast development
of financial institutions and their increasing significance to the development of information tech-
nology. Moreover, it gives a critical overview of the arguments which claim that the financial
sector is oversized and parasitic.1

Introduction

“The most important distinguishing feature of the financial superstructure,
that stands above the economy and society of our globe—and which we call « the
money world» —is that it has largely broken out of the world where regular goods
and services are traded and where those things are produced that serve the neces-
sities of life for the people at large. At the same time, in the last quarter of this
century economic activities—meaning: activities that aim to reproduce and sustain
human beings and their natural and cultural environment—almost everywhere and
in almost all aspects have been subordinated to the rule of the monetary world.”
(Ldnyi 1996, p. 5)

“Watching evening business news on NBC or CNN one has the impression
that the economy merely consists of Dow Jones and other indices jumping up and
down and electronically running around the world’s stock exchanges from New
York to Frankfurt, from London to Tokyo. Production, technology consumption
and similar < insignificant> issues are hardly talked about; what makes the news is
if a currency is attacked or if there is a big scandal in the money markets.

An oversized, parasitic financial superstructure dominates the economy. Pro-
duction of goods and services has been pushed to the backstage, where capital moves
quietly but swiftly searching for cheap labour. Societies have learnt to tackle by
inflation, unemployment and long lasting recessions instead of achieving real eco-
nomic growth.” (Augusztinovics 1996, pp. 317-318)

In recent years several highly respected economists have written similar sen-
tences expressing their worries about the radically increasing role of the financial

1 An earlier version of this study appeared in Laki, Pete and Vince (1999). I am grateful to all
of those who gave their comments and advice for this version.

1 0001-6373/99/$5.00 © 1999 Akadémiai Kiadd, Budapest
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240 P. PETE: THE INCREASED ROLE OF THE FINANCIAL SYSTEM

sector—banks, financial markets and their instruments—and these worries are, of
course, not restricted to Hungary alone. True enough, growing hostility felt by
many people against the rapid growth of the financial sector is attested by the tone
of journalists’ articles. However, there is much more in the quotations above than
that. There is a global worry, a general dissatisfaction with the main direction of
the developments experienced in the market economy as such. Those, however,
who specialize in banking and finance matters find this vision of a degenerating
world and world economy exaggerated and they attribute the fears against the fi-
nancial sector to misunderstandings over its real role and activities. What is more,
they point to the benefits—i.e. the increases in efficiency as well as savings coming
out of the new opportunities, new methods for handling risks and reductions in
transaction costs—provided by the new developments in the financial markets.? It
seems that on this quite significant subject a thorough and correct discussion is de-
veloping in professional economic journals.® This study, a loose set of my thoughts
related to the subject rather than a report on rigorous scientific research, is to be
considered as my contribution to this debate.

Economic analysis or criticism of the social system?

The decisive question of the discussion at this phase, as I see it, is not whether
the truly revolutionary developments that have happened in the past two, two and
a half decades in the financial sectors of the world economy can be regarded as
beneficial or harmful. More important is that we find out what led to the emergence
of these structures and to this kind of development. What lays behind positions
taken in the debate in most of the cases has not much to do with narrow opinions
concerning money or the monetary system—rather, they represent criticism against
the general workings of modern society and, probably, the issue has always been
treated this way.* Given this, it is not likely that finding the true reasons and
procedures underpinning this development will change anyone’s value judgements

2«,..the operation of these—seemingly oversize and self-contained—markets generally reduces
the social costs of production, technology, construction and consumption. Anyone who wishes to
restrain the emerging institutions or their operating mechanisms must remember that, apart from
the expected favourable consequences, the damage done to these functions results in higher social
costs and a larger deadweight loss.” (Csontos, Kirdly and Ldszlé 1997-98, pp. 14-15)

“The costs of implementing financial strategies for institutions using derivatives can be a tenth
or twentieth of the cost of using underlying cash-market securities. Looking to the future with
such costs savings, we are not going back. Derivatives are a permanent part of the main stream
global financial system.” (Merton 1995, p. 6)

3Ms. Kamilla Lanyi has made a considerable contribution in directing the attention of the
Hungarian economic literature to the potential consequences of this fast extension of the financial
sector.

4For more on this see Csontos, Kiraly and Laszlé 1997-98, pp. 14-15.
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P. PETE: THE INCREASED ROLE OF THE FINANCIAL SYSTEM 241

towards the sector. Still, the choice of social values and the economic analysis are
to be strictly separated. In general, values (i.e. tastes and preferences) are not
subjects for economic analysis. Statements such as this: “instead of investing into
foreign exchange swaps the society should invest into housing blocks as homes are
useful while currency swaps are not” have no meaning for economic analysis. Those
who invested into foreign exchange swaps supposedly thought different, as they
most probably had the option of investing into homes but they still did otherwise.
Proving that the financial sector is a parasite, it is oversized or superfluous would
require some general criteria reaching beyond subjective taste. A general criteria
like that can be the Pareto efficiency, which is used quite often in economic analysis.

Most of the hostile feelings expressed against money and the financial sector
are simply cover-ups for the disapproval of capitalism or the market system in
general. The financial system is, no doubt, a product of a market economy based
on free exchange. It is not a coincidence that the centrally planned economy did not
need real banks, and not only blocked but punished the spontaneous development
of the financial sector. It is still a misunderstanding leading to confusion if we
identify the free market economy with one of its institutions—i.e. with the one
that makes free exchange more efficient: the monetary-financial system. One may
have a preference towards a social system whose members follow some assumed
collective values and utilize existing resources through collective decision-making,
rather than a system based on individual calculation. One can also prefer a system
of income distribution along the lines of some assumed social justice and refuse
“merciless competition and selfish search for profit”. However, the choice of values
offered above does not require that one symbolizes the negative features of the
refuted values with the concept of money or with the activities of the financial
sector. The criticism of the social system smuggled in behind the issue does not
help scientific research into the true nature and role of the financial system in the
modern economy.

Of course, it is not being stated here that this advancement of the financial
sector experienced in recent decades does not have social consequences. Clearly,
it does. It would even be naive to deny that its positions are strengthening inside
the economy and that economic power is being redistributed towards the financial
sector (although the reshuffling of economic power is difficult to measure in exact
scientific terms). However, various sectors of the economy have always been grow-
ing at different rates; thus, at times, some have dominated the whole structure
while others have lagged behind. This kind of unevenness can be considered as a
regular feature of economic development. Moreover, the faster growth of the finan-
cial sector is not at all new; economic research has shown a positive relationship
between economic growth in general, and certain monetary and financial indica-
tors in particular. Empirical findings have also established that, in the long run,
expansion of the financial sector has been much faster than that of the rest of the
economy, even when compared with developments in the past.

1* Acta Oeconomica 50, 1999



242 P. PETE: THE INCREASED ROLE OF THE FINANCIAL SYSTEM

Simon Kusnets’ famous cross-country empirical research based on 57 coun-
tries’ data from 1958 dealing with the relationship between the level of GDP and
the weight of different sectors in the whole economy (Kuznets 1971), showed that,
moving from the low income countries towards the high income ones, the contribu-
tion of the banking and insurance sectors to national income was growing radically.
(Back in 1958 there was not even a mention of global financial markets or derivative
instruments.) The results of investigations published in the 1950s and 1960s by R.
Goldsmith showed that in the period ranging from the middle of the last century to
the middle of this century the share of financial wealth was growing fast in the total
wealth, and the rate of financial wealth to GDP also increased. (Goldsmith 1958,
1969) Similar findings—i.e. an increasing share of certain monetary and financial
aggregates to GDP as economies grew—were reported by Mec.Kinnon (1973).5 Hos-
tile feelings against the financial sector were probably strengthened by the fact that
these developments, experienced in the past, were seen to be accelerating rapidly
and the speed of these developments gave many observers the impression that the
development was at someone else’s expense. This was particularly true for those
who felt left out of this development.

It is quite natural that representatives of a fast-growing economic sector would
see their positions improving in the social structure as well. If the system of financial
institutions of the modern economy is truly “oversized”, perhaps even “parasitic”,
then improvement in the economic-social positions of its representatives can also
rightly be criticized. These statements, however, first have to be proved. A pro-
cedure that recognizes the growing influence and power of the financial elite with
some critical overtones, and uses this as proof of the statement that the financial
sector is oversized or superfluous (without even examining the reasons that led to
the growth of the sector), is one which does not meet the requirements of scientific
analysis.

I do not consider the unprecedented developments in financial markets and
transactions, as well as in the institutions that carry them out, as a degeneration
in the economic system. Rather, I see the whole process as being a direct result of
changes in science and information-technology. Instead of developing panic and fear
against the strengthening positions of the financial world we should take a look at
the most significant results science and technology has produced in recent decades;
perhaps even better, we should single out which field of technological changes has
produced the most striking results.

Let me illustrate my point with a well known example. We all know how
much the industrial revolution was assisted by the invention of the steam engine.
This kind of mechanical source for supplying power, that took over the role of
animals or man, was truly a precondition for a large scale development of industry

5Since then there have been some promising experiments which have tried to explain those
empirical observations with formal theoretical models. See, for example, Townsend (1983).
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based on machines. This development changed the structure of the economy, put
new industrial sectors ahead of traditional agricultural activities, and made their
representatives—the bourgeoisie—victorious against traditional landed aristocracy.

Modern economic theory holds that the institution of money, as well as finan-
cial intermediation, financial markets and their transactions and instruments (just
like other numerous institutions developed by the market economy) are all invented
to solve problems stemming from lack or scarcity of information, its uncertainty
and its speciality as an economic good. Even the role financial institutions fulfil
in reducing transaction costs is connected to gathering and processing information
because most (if not all) transaction costs are related to information about goods,
assets and their qualities, market opportunities and so on.

If all market players had all information available at no cost and we could
also do away with uncertainty,® then the market economy would not need money
at all, neither would it need financial intermediation, banks, money markets and
instruments.” Quoting Brunner and Meltzer on this issue: “Markets do not oper-
ate without costs. The execution of transactions requires an allocation of scarce
resources. Acquiring information about market opportunities also uses valuable
resources. In the presence of information and transaction costs, people face an
optimizing problem. To solve the optimizing problem, they search for optimal ar-
rangements for the execution of exchanges. An optimal choice of arrangements
lowers uncertainty and transaction costs to the minimum attainable. Financial in-
termediaries and the role of money as a medium of exchange emerge from the search
process.” (Brunner and Meltzer 1993, p. 66.) With all this in mind, the rapid devel-
opment of the financial sector is not a surprise—rather, it would have been strange
if it had not happened. This is the sector of a modern economy that specializes
in handling and processing economic information and solving the problems con-
nected with it. A revolution in the fields of handling, processing and transmitting
information necessarily puts financial activities into the centre of economic devel-
opment pushing it to a fast track. No doubt, there might be social consequences of
this fast development which hurts the tastes or social values held by many people.
However, one should not erroneously identify technological development with their
social consequences—a mistake committed by the machine breakers who mistak-
enly blamed the harsh social conditions of the industrial revolution on the machines
themselves. :

In the rest of this study the social aspects which have been smuggled in behind
criticism against new developments in the financial sector will not be dealt with at

6 However, this assumption is quite unrealistic, although we should remember that most tra-
ditional economic models resort to it. A large proportion of the most significant results provided
by modern economic theory came as consequences of breaking with those types of simplifying
abstraction.

"For a seminal model analyzing the relationship between transactions costs of exchanges and
the institution of money see Alchian (1977).
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244 P. PETE: THE INCREASED ROLE OF THE FINANCIAL SYSTEM

all. Such a task would go much beyond my competence. I will concentrate on two
issues often raised in the current debate. These are: 1. Is the financial sector really
oversized and self-centered? and 2. Is it really parasitic, developing at the expense
of others?

Getting oversized and losing touch with the real sectors

What is it that makes many people believe that the financial sector has
become too large? Why is the belief held that we do not really need so many
transactions, so many institutions? Nobody questions that the sector does have a
very important role in the modern market economy. To produce goods and services
we need capital accumulation. Most of the savings that are to finance capital
accumulation are done in other sectors, not where they are invested. Someone
has to mediate between savers and investors and the financial sector is the most
suitable institution to fulfil that role. Almost everybody would agree with that.
This is exactly the point that those warning against the self-centred, oversized
finance industry would stress, namely: that the finance sector does not do that
any more—rather, it offers various bets for guessing the future values of certain
numbers (like BUX, DAX or Down Jones indices); most of these numbers have
hardly any relationship with the real economy.

We should notice, however, that if one defines the “very essence” of economic
activity as production and distribution of those goods and services that serve as
necessities of life (as the authors we quoted at the beginning of this study do) then
one mixes value judgements with economic analysis (which, as stated above, causes
troubles at the philosophical level). Even inside economic analysis this view implic-
itly and without any justification automatically assumes priority to flow economic
phenomena (i.e. production and consumption) against the stock relationships (i.e.
portfolio adjustments) in economic life. Flow production activities would, of course,
require a prior accumulation of capital, but this view would consider wealth and
capital stock only as a resource used to produce goods and services. Consumer
wealth (a family home for example) would be looked upon as something that di-
rectly provides flow consumption services (evidently, we are living in the house)
while elements of productive capital would be regarded as necessary tools for the
production of things necessary for living. This implies that, with respect to the
problem of how to channel accumulated saving towards investments, new—that is,
flow—savings and investments—enjoy priority above restructuring of old, previ-
ously accumulated wealth. Therefore, in this view, the whole world of trading in
elements of accumulated wealth or trading in asset portfolios is assigned secondary
importance. Even those authors who warn against the overly powerful financial
sector would not deem trading in assets to be so superfluous. As with changes
in the economic structure, new owners of capital assets perhaps can utilize those

Acta Oeconomica 50, 1999
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better; therefore asset traders, somehow like real estate brokers, do provide some
useful real services. But even these types of transactions are useful only because
they are related to flow production activities. They are useful if they improve the
conditions of production but they do not make any sense, or are even superfluous,
if they are not related directly to production. Moreover, we explicitly or implicitly
assign priority to the flow world in economic activities and accumulated capital,
and wealth is only something assisting production, then those (mainly financial)
transactions carried out in the asset markets (and which would only change owner-
ship of assets without having any impact on the size or usage of real capital) would
be called self-oriented or superfluous. This is because they certainly do not serve
directly any production goals of the real sector. If these transactions are motivated
by changes in prices of assets, horribile dictu, they are carried out in order to search
for profit opportunities provided by expected future price changes; these actions
certainly do cause harm, because this is parasitic behaviour better referred to as
speculation. True enough, the past two decades have witnessed just these forms of
transaction growing fastest on asset markets. Furthermore, both in terms of the
number of transactions and their values, they now dwarf ” traditional” transactions
(i.e. those directly related to commodity trade or for financing production activi-
ties). On the basis of this one can state the negative verdict: the financial world
has lost touch with the real world. It has broken away from the sphere of eco-
nomic activities which make sense for humankind—it has become self-centered and
senseless. Anyway, whose standard of living would improve if the same government
bond was exchanged a hundred times a month at different prices?

People who mix social value judgements with economics, but who have only
a vague or total absence of knowledge about how financial markets work and what
role certain transactions fulfil in the economic process, can easily find the argument
provided above attractive. There is not space here to give a detailed account of these
issues. Fortunately, there are some excellent volumes dealing with these questions
which have even been translated into Hungarian.® It is still worth remind the reader
here that this kind of bleak, gloomy picture of a decadent economy is not at all
new. The latter view suggests the people mistakenly assign great significance to
the prices (exchange values) of goods and organise their economic and social efforts
and activities according to those instead of concentrating on the really important
aspect, the “real” source of wealth: namely, value in use. Moreover, this distortion
of the capitalist market economy is claimed to be due to the mode of production
and the ownership system. In fact, these arguments were considered to be integral
parts of the ruling ideology and were taught at every college in Hungary (and
elsewhere). Yes, of these are the ideas of Karl Marx. He was the one who saw a
contradiction in the separation of value (i.e. value in exchange) and value in use as
being characteristic of market economies. It is also a characteristic of societies where

8 For an exhaustive discussion of those see Kohn (1998).
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246 P. PETE: THE INCREASED ROLE OF THE FINANCIAL SYSTEM

people are separated by the division of labour but are connected by exchange, by
the market. It is then assumed that this feature would cease to exist if one abandons
private ownership of productive capital and eliminates the market economy.

More than thirty years after it was openly admitted that the centrally planned
economy cannot work® and about ten years after the collapse of socialism, most
probably there are only very few who believe that a centrally planned programme of
society level production and consumption based solely on “value in use” is possible
(or rather, it can be done only in a way that would not satisfy anyone). L. Mises
and F. A. Hayek had serious doubts much earlier than that. The reasoning these
giants of the Austrian school used when they questioned the possibility of efficient
allocation of resources without resorting to price signals is quite closely connected
to our subject. It was the enormous need for information to solve the problem. In
his famous study dealing with the debate on the impossibility of rational calcula-
tion in a socialist planned economy Hayek writes: “The distinction of having first
formulated the central problem of socialist economics in such a form as to make it
impossible that it should again disappear from the discussion belongs to the Aus-
trian economist, Ludwig von Mises. In an article on Economic Calculation in a
Socialist Community, which appeared in the spring of 1920, he demonstrated that
the possibility of rational calculation in our present economic system was based on
the fact prices expressed in money provided the essential condition that made such
reckoning possible. The essential point on which Professor Mises went far beyond
anything done by his predecessors was the detailed demonstration that the eco-
nomic use of the available resources was only possible if the pricing was applied not
only to the final product but also to all the intermediate products and factors of
production and that no other process was conceivable which would in the same way
take account of all the relevant facts as did the pricing process of the competitive
market.” (Hayek 1980, p. 143)

The role of the market price mechanism in mediating and concentrating infor-
mation and also its resulting impact on the reduction of transaction costs are issues
of common sense in economic analysis. The same is true for the impact that the
prices of capital goods—used in the production process—exert on costs and thus
also on the prices of products. It seems, however, that agreement on the beneficial
role that the market price mechanism plays lasts only as long as we are talking
about prices as orienting signals in the flow world of the economy. Market prices,
however, do something else as well: they determine the value of asset portfolios—at
least as far as that portion of total wealth is concerned which consists of assets hav-
ing more or less organized markets. Therefore—like it or not—the wealth positions
of economic agents depend to a large extent on the current prices of certain assets,
or on the future changes in those prices.

91f I am not wrong in interpreting the New Economic Mechanism introduced in 1968 in Hungary
as a clandestine admittance of that.
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If we find the separation of the roles of savers and investors normal in the
modern economy, then we have to accept as a natural consequence that savers do
not care much about what final economic action or exactly what project is financed
through the mediation of markets and financial intermediaries out of their own sav-
ings. We hold a significant portion of our accumulated wealth simply for its return.
Saving and accumulating for financial return regardless of the use of the funds
could be regarded as self-centred and out of touch with the real economy being a
quest for value or profit instead of caring for the “really important” value in use.
This interpretation would, of course, misunderstand the significance of the division
of labour and its role in improving efficiency, as well as the role that the market
mechanism plays in coordinating capital movements; in the same way, overempha-
sizing the “value in use” misunderstands the same role of the market in the world
of flow activities. As a result of this division of functions and specialization, the
financial system gains a significant degree of independence. We all benefit from
these developments due to the fact that new methods used by financial markets for
pooling and “repackaging” funds, as well as refined methods developed for handling
risks, created a scale and variety of financial opportunities that had never existed
before. As a result of this, in the process of a parallel “inflation” of assets and lia-
bilities, beyond their traditional services of mediating between investors and savers,
financial intermediaries offer an unprecedented variety of forms for holding wealth.
Agents can choose according to their preferences for terms, risks and returns.

If, however, the saver holds his savings for the return he gets, then it would
not count for him whether the source of this return is an increase in the flow
of production (assisted by real investments made possible by the savings he has
accumulated), or simply a change in the prices of assets. Due to the high level of
sophistication the system has achieved, the saver (e.g. a deposit-holder at a bank,
an owner of an insurance policy or a retirement fund) would not even have a choice
about the control of the final source of the return of his investment, even if he
wanted to. Expectations towards returns by savers, as well as market competition
among financial intermediaries, force market participants to exploit all possible
sources of returns. As a result, it is now absolutely impossible to draw a dividing
line between those market activities which are aimed at pure speculation and others.
Besides, it is worth mentioning that economic theory does not attach that type of
highly negative value judgement to speculation as does the current public ethic
in Hungary.!® There has, of course, always been speculation and even derivative
instruments, which make so much noise in the money markets now, were invented
hundreds of years ago.!! Nor should we assume that people’s desire for gaining

10For an argument on how speculation can play a stabilizing role on the foreign exchange
markets see, for example, Friedman (1953).

1« options, forward contracts and futures have been around since the 17th and 18th Centuries
in Europe, the United States and Japan.” (Merton 1995, p. 5, footnote)
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wealth has increased dramatically in the past twenty years and thus this explains
the boom in stock exchange transactions. It is true, however, that asset transactions
had much higher costs in earlier times. The degree to which transaction costs could
restrict trade in assets is easy to assess, even by people who have no training in
economics at all: for instance, by anybody who has tried to sell their home or similar
high value wealth items. If transaction costs are high then quite significant changes
in prices (or an expectation of such changes) have to precede any sale or purchase
of even those assets that are held exclusively for their returns. This precondition
seriously restricts the number of those asset transactions. From the point of view
of the final user of the capital resources—and the ones who have the vision of an
overpowered financial sector might consider this the “correct” point of view—the
low level of liquidity, due to high transaction costs, ensures the stability necessary
for conducting production activities. For example, it would be quite difficult to
produce ships if those owners of capital sensitive to changes in returns wanted to
withdraw the capital they had invested in shipyards as a result of some tenth of
a percent change in the returns and wanted to reinvest those in some far away
sectors. One should recognize, of course, that the value of this kind of stability is
quite dubious if we look at the picture from the investors’ point of view, given that
they are interested in the returns only. From the investor’s side the story is that,
due to the low level of liquidity of this investment, he has to absorb a significant
loss in the form of a decreasing value of his investment, owing to the fact that his
opportunities to withdraw his funds are quite limited. Knowing that, one would
think twice before investing in shipbuilding.

The modern system of finances carries out the difficult task of matching the
needs of those who create the sources (savers) with the final users (investors) of
those funds by making the length of the intermediation chains and financial channels
longer. The long chains of finance, often crossing each other, undoubtedly distance
the financing decisions from the real economic activities for which they eventually
provide a source. This makes many financial transactions relatively independent
of the real sector. In this sense one can talk about the financial sector “breaking
loose” from the real economy. Before jumping to conclusions too early, however,
one should keep in mind that, without this relative independence, much of the
resources for financing would not be created at all, as most of the savers do not
have the intention of investing directly into real production activities.

The development of information technology, the reduction in transaction
costs, the fast growth of financial markets and the development of new theoretical
results (as well as practical methods) have gone hand in hand in recent decades,
helping and challenging, strengthening and accelerating each other. New results,
methods and types of transactions have, partly, exploited opportunities provided
by the earlier ones, and they have also tried to solve or at least handle problems
created by the development itself. Now, huge funds can move from one form into
another, from one denomination to the other, in the globally organized markets.
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This takes place through exchanges of fully homogenous financial products at very
low costs, compared to the value of funds exchanged. This high level of liquidity,
and the plentitude of very similar and easily accessible investment opportunities,
gives a much larger room to manoeuvre and safety for the investor. However, by
its very existence it increases the probability of price changes and consequently the
risk of changes in returns. In such an environment, even the anticipation of rela-
tively small changes in prices would induce large offers to buy or sell, and therefore
sudden increases in the demand and supply of financial products would result in
further changes in prices. Increased volatility in financial markets called for de-
velopment of market-conforming insurance methods: first the theory of identifying
and handling risk was worked out; then—relying on theoretical results—special
types of transactions capable of handling different cases of risk, among other things
the often cited derivative products and transactions, became popular.

Economic literature warned very early, that the low level of transaction costs
in some markets would result in growing volatility and price instability or, more
concretely, it could result in self-fulfilling speculative attacks. Assessment of these
new phenomena was first carried out with respect to markets of foreign exchange.
A potential remedy against speculation waves, the famous Tobin-tax ( Tobin 1978),
also attributes the problem to low transaction costs and suggests that a small levy
on foreign exchange transactions should be charged “to throw some sand into the
wheels of our excessively efficient international money market” (p. 154.). Consid-
ering this on a rational basis, suggestions for regulation of the financial sector only
make sense if they try to solve or handle real, existing problems—like too much
risk-taking or instability. The mere fact that this sector grows faster than others,
or that one can earn more here than the average, are not enough to justify strict
regulation.'? Given all this, growing volatility in financial markets is a fact; there-
fore suggestions for those regulatory measures which can increase market stability
without reducing efficiency and increasing transaction costs are truly welcome.

Parasitic behaviour and growth at the expense of other sectors

Besides accusing the financial sector of having broken loose from the econ-
omy, critics often claim that it is parasitic, exploits the other sectors, or at least
it draws the investment funds from other sectors—i.e. from the “really important”
real activities of the economy. It is quite interesting though, that claims like these
are never ever supported by any economic analysis of exactly how or through what
channels this redistribution of income and wealth would take place. Questions ask-
ing for the mechanisms of these processes are not even raised, even in the more

12For an analysis on the significant difference between wanting to discipline or to regulate
financial markets see Kirdly and Ldszlé (1999).
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