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Abstract

The reform of financial systems is an area of economics which has seen broad

swings in economic thought. For much of this century, with notable exceptions

such as Schumpeter, orthodox thought was that money and finance did not matter

or were not all that important in the development process. However, by the mid-

1970s, the orthodoxy held that financial repression had to be stopped at all costs,

and this liberalization in the financial sector led the way for the more general

acceptance of the view that reliance on the free market should be complete.

Likewise, in the early 1980s the pendulum swung back to the left in the approach
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to financial systems a bit earlier than it did in other areas of economics. Based

partially on evidence, especially from Latin America, that overly rapid reform had

real costs, and partially on an increased appreciation of market failure in finance,

it was accepted in the financial sector that blind adherence to free market

principles was not quite appropriate.
1
 And a counter-counter revolution is in sight,

with some swing back towards the view that the market makes a mess of it but the

government makes it even worse.

 This is a preview of subscription content, log in via an institution  to check access.

Access this chapter

Chapter EUR 29.95

Price includes VAT (Poland)

eBook EUR 117.69

Price includes VAT (Poland)

Softcover Book EUR 160.49

Price includes VAT (Poland)

Hardcover Book EUR 160.49

Price includes VAT (Poland)

Log in via an institution

Available as PDF

Read on any device

Instant download

Own it forever

Buy Chapter

Available as PDF

Read on any device

Instant download

Own it forever

Buy eBook

Compact, lightweight edition

Dispatched in 3 to 5 business days

Free shipping worldwide - see info

Buy Softcover Book

Durable hardcover edition

Dispatched in 3 to 5 business days

Free shipping worldwide - see info

Buy Hardcover Book

https://wayf.springernature.com/?redirect_uri=https%3A%2F%2Flink.springer.com%2Fchapter%2F10.1007%2F978-1-349-24767-7_17
https://wayf.springernature.com/?redirect_uri=https%3A%2F%2Flink.springer.com%2Fchapter%2F10.1007%2F978-1-349-24767-7_17
https://support.springernature.com/en/support/solutions/articles/6000233448-coronavirus-disease-covid-19-delivery-information
https://support.springernature.com/en/support/solutions/articles/6000233448-coronavirus-disease-covid-19-delivery-information


Tax calculation will be finalised at checkout

Purchases are for personal use only

Institutional subscriptions 

Preview

Unable to display preview. Download preview PDF.

Similar content being viewed by others

References

Akerlof, George (1970) ‘The Market for Lemons: Quality Uncertainty and the

Market Mechanism’, Quarterly Journal of Economics (August) 84.

Google Scholar 

Aleem, Man (1990) ‘Imperfect Information, Screening, and the Costs of Informal

Lending: A Study of a Rural Credit Market in Pakistan’, World Bank Economic

Review (September).

Google Scholar 

Introduction

Chapter  © 2016

Fields of Russian Finance:
State Versus Market

Chapter  © 2018

Going Forward to a Market
Economy

Chapter  © 2013

https://www.springernature.com/gp/librarians/licensing/agc/ebooks
https://page-one.springer.com/pdf/preview/10.1007/978-1-349-24767-7_17
https://scholar.google.com/scholar_lookup?&title=The%20Market%20for%20Lemons%3A%20Quality%20Uncertainty%20and%20the%20Market%20Mechanism&publication_year=1970&author=Akerlof%2CG
https://scholar.google.com/scholar_lookup?&title=Imperfect%20Information%2C%20Screening%2C%20and%20the%20Costs%20of%20Informal%20Lending%3A%20A%20Study%20of%20a%20Rural%20Credit%20Market%20in%20Pakistan&publication_year=1990&author=Aleem%2CM
https://link.springer.com/10.1007/978-1-137-56905-9_1?fromPaywallRec=true
https://link.springer.com/10.1007/978-3-319-75414-7_12?fromPaywallRec=true
https://link.springer.com/10.1057/9781137322982_12?fromPaywallRec=true


Besley, Timothy (1992) ‘How Do Market Failures Justify Interventions in Rural

Credit Markets’, mimeo, Woodrow Wilson School, Princeton University (August).

Google Scholar 

Calomiris, Charles W. (1992) ‘Getting the Incentives Right in the Current Deposit-

Insurance System: Successes from the Pre-FDIC Era’, in James R. Barth and R.

Dan Brumbaugh, Jr. (eds), The Reform of Federal Deposit Insurance: Disciplining

the Government and Protecting Taxpayers (New York, NY: HarperBusiness).

Google Scholar 

Calomiris, Charles W. (1993) ‘Agricultural Credit Markets’, in Avishay Braverman,

Karen Brooks and Csaba Csaki (eds), The Agricultural Transition in Central and

Eastern Europe and the Former USSR, A World Bank Symposium.

Google Scholar 

Calomiris, Charles W, Charles Himmelberg, Charles M. Kahn and Dimitri Vittas

(1992) ‘Evaluating Industrial Credit Programs in Japan: A research Proposal’,

mimeo, The World Bank.

Google Scholar 

Calomiris, Charles W, R. Glenn Hubbard and James H. Stock (1986) Growing in

Debt (Cambridge, MA: NBER).

Google Scholar 

Caprio, Gerard Jr., Izak Atiyas and James Hanson (eds) (1992) Financial Reform:

Theory and Experience, draft manuscript, The World Bank.

Google Scholar 

Caprio, Gerard Jr., and Ross Levine (1992) ‘Reforming Finance in Transitional

https://scholar.google.com/scholar_lookup?&title=How%20Do%20Market%20Failures%20Justify%20Interventions%20in%20Rural%20Credit%20Markets&publication_year=1992&author=Besley%2CT
https://scholar.google.com/scholar_lookup?&title=Getting%20the%20Incentives%20Right%20in%20the%20Current%20Deposit-Insurance%20System%3A%20Successes%20from%20the%20Pre-FDIC%20Era&publication_year=1992&author=Calomiris%2CCW
https://scholar.google.com/scholar_lookup?&title=Agricultural%20Credit%20Markets&publication_year=1993&author=Calomiris%2CCW
https://scholar.google.com/scholar_lookup?&title=Evaluating%20Industrial%20Credit%20Programs%20in%20Japan%3A%20A%20research%20Proposal&publication_year=1992&author=Calomiris%2CCW&author=Himmelberg%2CC&author=Kahn%2CCM&author=Vittas%2CD
https://scholar.google.com/scholar_lookup?&title=Growing%20in%20Debt&publication_year=1986&author=Calomiris%2CCW&author=Hubbard%2CRG&author=Stock%2CJH
https://scholar.google.com/scholar_lookup?&title=Financial%20Reform%3A%20Theory%20and%20Experience&publication_year=1992


Socialist Economies: Avoiding the Path from Shell Money to Shell Games’, Policy

Research Working Paper 898, submitted to World Bank Research Observer.

Google Scholar 

Cargill, Thomas F. and Thomas Mayer (1992) ‘US Deposit Insurance Reform’,

Contemporary Policy Issues (July) 10, 95–103.

Article Google Scholar 

Cone, Kenneth R. (1982) Regulation of Depository Institutions, unpublished

dissertation, Stanford University.

Google Scholar 

Garcia, Gillian (1989) ‘Lessons from the Crash of ‘87: Systemic Issues’, Bank

Structure and Competition, Federal Reserve Bank of Chicago.

Google Scholar 

Gelb, A. (1989) ‘Financial Policies, Growth, and Efficiency’, Policy Planning and

Research Working Paper, WPS 202, World Bank, (June).

Google Scholar 

Gertler, M. and A. Rose (1992) ‘Finance, Growth and Public Policy’, Policy

Research Working Paper, WPS 814, World Bank, (August).

Google Scholar 

Japan Development Bank (1993) ‘Policy Based Finance: The Experience of

Postwar Japan’, draft.

Google Scholar 

https://scholar.google.com/scholar_lookup?&title=US%20Deposit%20Insurance%20Reform&publication_year=1992&author=Caprio%2CG&author=Levine%2CR
https://doi.org/10.1111%2Fj.1465-7287.1992.tb00239.x
https://scholar.google.com/scholar_lookup?&title=US%20Deposit%20Insurance%20Reform&journal=Contemporary%20Policy%20Issues&volume=10&pages=95-103&publication_year=1992&author=Cargill%2CTF&author=Mayer%2CT
https://scholar.google.com/scholar_lookup?&title=Regulation%20of%20Depository%20Institutions&publication_year=1982&author=Cone%2CKR
https://scholar.google.com/scholar_lookup?&title=Lessons%20from%20the%20Crash%20of%20%E2%80%9887%3A%20Systemic%20Issues&publication_year=1989&author=Garcia%2CG
https://scholar.google.com/scholar_lookup?&title=Financial%20Policies%2C%20Growth%2C%20and%20Efficiency&publication_year=1989&author=Gelb%2CA
https://scholar.google.com/scholar_lookup?&title=Finance%2C%20Growth%20and%20Public%20Policy&publication_year=1992&author=Gertler%2CM&author=Rose%2CA
https://scholar.google.com/scholar_lookup?&title=Policy%20Based%20Finance%3A%20The%20Experience%20of%20Postwar%20Japan&publication_year=1993


Jung, Woo S. (1986) ‘Financial Development and Economic Growth: International

Evidence’, Economic Development and Cultural Change (June) 333–46.

Google Scholar 

King, Robert and Ross Levine (1992) ‘Financial Intermediaries and Economic

Development’, in Colin Mayer and Xavier Vives (eds), Financial Intermediation in

the Construction of Europe (Cambridge: Cambridge University Press).

Google Scholar 

Litan, Robert E. (1987) What Banks Should Do (Washington, DC: The Brookings

Institution).

Google Scholar 

Meek, Paul (1991) ‘Central Bank Liquidity Management and the Money Market’,

in Gerard Caprio and Patrick Honohan (eds), Monetary Policy Instruments for

Developing Countries (Washington, DC: The World Bank).

Google Scholar 

McKinnon, Ronald I. (1991) The Order of Economic Liberalization: Financial

Control in the Transition to a Market Economy (Baltimore: Johns Hopkins

University Press).

Google Scholar 

Reynoso, Alejandro (1989) ‘Financial Repression, Financial Liberalization, and

the Interest Rate Elasticity of Savings in Developing Countries’, unpublished

doctoral dissertation, MIT.

Google Scholar 

Schiantarelli, Fabio, Izak Atiyas, Gerard Caprio and John Harris (1992) ‘Credit

https://scholar.google.com/scholar_lookup?&title=Financial%20Development%20and%20Economic%20Growth%3A%20International%20Evidence&pages=333-46&publication_year=1986&author=Jung%2CWS
https://scholar.google.com/scholar_lookup?&title=Financial%20Intermediaries%20and%20Economic%20Development&publication_year=1992&author=King%2CR&author=Levine%2CR
https://scholar.google.com/scholar_lookup?&title=What%20Banks%20Should%20Do&publication_year=1987&author=Litan%2CRE
https://scholar.google.com/scholar_lookup?&title=Central%20Bank%20Liquidity%20Management%20and%20the%20Money%20Market&publication_year=1991&author=Meek%2CP
https://scholar.google.com/scholar_lookup?&title=The%20Order%20of%20Economic%20Liberalization%3A%20Financial%20Control%20in%20the%20Transition%20to%20a%20Market%20Economy&publication_year=1991&author=McKinnon%2CRI
https://scholar.google.com/scholar_lookup?&title=Financial%20Repression%2C%20Financial%20Liberalization%2C%20and%20the%20Interest%20Rate%20Elasticity%20of%20Savings%20in%20Developing%20Countries&publication_year=1989&author=Reynoso%2CA


Where It Is Due? A Summary of Empirical Evidence’, in Gerard Caprio et al.,

Financial Reform: Theory and Experience, manuscript, The World Bank.

Google Scholar 

Simons, Henry C. (1948) Economic Policy for a Free Society, (Chicago, IL:

University of Chicago Press).

Google Scholar 

Simons, Katerina, and Stephen Cross (1991) ‘Do Capital Markets Predict

Problems in Large Commercial Banks?’, New England Economic Review

(May/June).

Google Scholar 

Stiglitz, Joseph E. (1993) ‘The Role of the State in Financial Markets’, mimeo,

Stanford University (January).

Google Scholar 

Stiglitz, Joseph E. (1990) ‘Peer Monitoring and Credit Markets’, World Bank

Economic Review (September).

Google Scholar 

Stiglitz, Joseph E. and Andrew Weiss (1981) ‘Credit Rationing in Markets with

Imperfect Information’, American Economic Review (June).

Google Scholar 

Summers, L.H. and V.P. Summers (1989) ‘When Financial Markets Work Too Well:

A Cautious Case for A Securities Tax’, Regulatory Reform of Stock and Futures

Markets: A Special Issue of the Journal of Financial Service Research (Boston:

Kluwer Academic Publishers).

G l S h l

https://scholar.google.com/scholar_lookup?&title=Credit%20Where%20It%20Is%20Due%3F%20A%20Summary%20of%20Empirical%20Evidence&publication_year=1992&author=Schiantarelli%2CF&author=Atiyas%2CI&author=Caprio%2CG&author=Harris%2CJ
https://scholar.google.com/scholar_lookup?&title=Economic%20Policy%20for%20a%20Free%20Society&publication_year=1948&author=Simons%2CHC
https://scholar.google.com/scholar_lookup?&title=Do%20Capital%20Markets%20Predict%20Problems%20in%20Large%20Commercial%20Banks%3F&publication_year=1991&author=Simons%2CK&author=Cross%2CS
https://scholar.google.com/scholar_lookup?&title=The%20Role%20of%20the%20State%20in%20Financial%20Markets&publication_year=1993&author=Stiglitz%2CJE
https://scholar.google.com/scholar_lookup?&title=Peer%20Monitoring%20and%20Credit%20Markets&publication_year=1990&author=Stiglitz%2CJE
https://scholar.google.com/scholar_lookup?&title=Credit%20Rationing%20in%20Markets%20with%20Imperfect%20Information&publication_year=1981&author=Stiglitz%2CJE&author=Weiss%2CA
https://scholar.google.com/scholar_lookup?&title=When%20Financial%20Markets%20Work%20Too%20Well%3A%20A%20Cautious%20Case%20for%20A%20Securities%20Tax&publication_year=1989&author=Summers%2CLH&author=Summers%2CVP


Google Scholar 

Weisbrod, Steven R., Howard Lee and Liliana Rojas-Suarez (1992) ‘Bank Risk and

the Declining Franchise Value of the Banking Systems in the United States and

Japan’, IMF Working Paper WP/92/45 (June).

Google Scholar 

World Bank (1989) World Development Report.

Google Scholar 

Zainal, Aznam Yusof, Awang Adek Hussin, Ismail Alowi, Lim Chee Sing and

Sukhdave Singh (1992) ‘Financial Reform in Malaysia’, Financial Reform: Theory

and Experience, draft manuscript, The World Bank.

Google Scholar 

Editor information

Editors and Affiliations
Bard College, Annandale-on-Hudson, New York, USA

Dimitri B. Papadimitriou (Levy Institute Professor of Economics) (Levy Institute

Professor of Economics)

Copyright information

© 1996 Dimitri B. Papadimitriou

About this chapter

Cite this chapter

https://scholar.google.com/scholar_lookup?&title=When%20Financial%20Markets%20Work%20Too%20Well%3A%20A%20Cautious%20Case%20for%20A%20Securities%20Tax&publication_year=1989&author=Summers%2CLH&author=Summers%2CVP
https://scholar.google.com/scholar_lookup?&title=Bank%20Risk%20and%20the%20Declining%20Franchise%20Value%20of%20the%20Banking%20Systems%20in%20the%20United%20States%20and%20Japan&publication_year=1992&author=Weisbrod%2CSR&author=Lee%2CH&author=Rojas-Suarez%2CL
https://scholar.google.com/scholar_lookup?&title=World%20Development%20Report&publication_year=1989
https://scholar.google.com/scholar_lookup?&title=Financial%20Reform%20in%20Malaysia&publication_year=1992&author=Zainal%2CAY&author=Hussin%2CAA&author=Alowi%2CI&author=Sing%2CLC&author=Singh%2CS


Caprio, G., Summers, L.H. (1996). Finance and its Reform: Beyond Laissez-Faire. In: Papadimitriou, D.B.

(eds) Stability in the Financial System. The Jerome Levy Economics Institute Series. Palgrave Macmillan,

London. https://doi.org/10.1007/978-1-349-24767-7_17

.RIS .ENW .BIB

DOI

https://doi.org/10.1007/978-1-

349-24767-7_17

Publisher Name

Palgrave Macmillan, London

Print ISBN

978-1-349-24769-1

Online ISBN

978-1-349-24767-7

eBook Packages

Palgrave Economics & Finance

Collection

Economics and Finance (R0)

Publish with us

Policies and ethics

Search

Search by keyword or author

Navigation

Find a journal

Publish with us

Track your research

https://citation-needed.springer.com/v2/references/10.1007/978-1-349-24767-7_17?format=refman&flavour=citation
https://citation-needed.springer.com/v2/references/10.1007/978-1-349-24767-7_17?format=endnote&flavour=citation
https://citation-needed.springer.com/v2/references/10.1007/978-1-349-24767-7_17?format=bibtex&flavour=citation
https://link.springer.com/search?facet-content-type=%22Book%22&package=41136&facet-start-year=1996&facet-end-year=1996
https://link.springer.com/search?facet-content-type=%22Book%22&package=43720&facet-start-year=1996&facet-end-year=1996
https://www.springernature.com/gp/policies/book-publishing-policies
https://link.springer.com/journals/
https://www.springernature.com/gp/authors
https://link.springernature.com/home/



