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INITIAL IMPACT ON NEW ZEALAND'S
FINANCIAL SECTOR

By Peter Rankin with contributions from Paul Tompkin
son
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py Wren Green, Tony Cairns and Judith Wright, published by the New Zealand

planning Council, 1987. The assumptions that the study was based on are explained

in Background Paper 1, note particularly the assumption that New Zealand is not a

warget. and the variable assumption involving a i
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Thl? paper outlmes. possible effects on the New Zealand financial system of the
nuc iar VY?; scenarios ad.opte(_‘l for. this study. It is based on contributions from
people Wi experience in financial systems and in economic studies of those

syst.ems. It provid.es a preliminary indication of likely effects and a useful
basis for further examination.

In this paper the financial system is defined as the system which provides and
manages money as a medium of exchange between goods and services. An understanding
of the nature and function of money is therefore essential as background.

Money overcomes the problem of having to arrive at mutual trade by acting as an
intermediary unit of exchange. For example, two farmers planning to exchange meat
for wheat over the back fence have little need of money. However those who wish to
trade their skills as farmers, carpenters, doctors, teachers or computer
technicians for food, shelter, energy, medicine or education, do need money and an
operating financial system. They need: a reasonably reliable unit of account for
measuring the relative value of what they have and what they want; a reasonable
understanding of those relative values; and a system which can record their
credits or debits against future income or spending.

Without a system that meets those needs, the range of likely exchanges between
people is very limited. A society with complex exchanges requires and produces a
complex financial system - the two are interdependent.

New Zealand society now has very pervasive and complex exchanges internally and
internationally with a highly complex financial system to match. Disruptions to
this financial system would effect the pattern of exchanging goods and services.
In turn, disruptions to the pattern of exchanges would effect the financial

system.

The financial system includes, but is much more than, a wide range of
institutions, such as trading, savings and merchant banks, stock exchanges,
investment and pension funds, insurance companies and building societies. It is

closely linked with government which is the printer and guarantor of the money
unit of account, the maker and enforcer of the rules of the system and the major
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Personal

In the immediate aftermath of nuclear war all the pen;;onne% emplosl,:_d in the
financial sector would be subject to the .same porror an [t)an}c ats,h other People.
maintaining normal operations would be impossible and restoring them would p,

difficult.

Electronic

The financial sector is now extremely dependent on electronic  calculatiop,
transaction and recording systems. For example, 95% of cheques are cl.eared through
the electronic accounting and information services of Databank. A high proportion
of salaries and wages are paid by electronic transfer through the same system,
With an EMP these would immediately be inoperable and the information they contain
(about existing credits and debits, and transactions in process).may be irretrie-
vably lost. Without an EMP, these systems would gradually, but irreparably, break
down within about two years because of the loss of overseas sources of spare

parts.

Past records

Even if the records of existing balances and current transactions remained
accessible, they would have little meaning. Overseas assets and liabilities would
in effect be cancelled, but there would also be considerable uncertainty about the
real value of money and assets within New Zealand. What would be the value of
shares, mortgages, commercial bills, government stock, pensions and insurance
contracts? What would happen to the value of physical assets - large export meat
processing works, city office blocks, a penthouse apartment - compared with an old
house on a fertile quarter-acre section? Some previously valuable assets would be
worthless (Northern Hemisphere investments), others would have become extremely
valuable (cars able to run on CNG). It would be difficult to reconcile the
bal_an_ce sheets of particular financial institutions - banks, insurance companies,
building societies, investment funds - and of their individual clients. Financial
mst;tunons would not be able to operate effectively on existing accounts: the
choice would be between chaotic collapses resulting from a ru.. on the banks, and
the freezing of existing accounts until balance sheets had been adjusted.



puture OPET arons
while financial institutions coylq 0
dimentary tra.nsactlon S€rvices, the £i

underpinnings would
nucl .
idence of change. €ar war even if there was no physical

production ft:or cxl;:ort fand all the ould b 1 1
irrelevant or the oreseeable future Suppli i ks BTEe
‘ s ‘ pplies of imported
crfft\:rvﬁt)yngbihléglt:td :(0 stocks on hand.. There could be no 5idespre§3°iioww12§;
ggpc(r)ldent i °Ca:dwoh“1d I?St, Which activities would turn out to be vitally
: s OW long it would take to develo 1

: p substitutes or
a}tefﬂ"r‘“t‘l’gng;”?es t?ff SUDDI}Z. Virtually every activity (including the servicing
of ou 1S altected directly or indirectly by imports or exports, so that
how we live and what we do would be put in

It would not be possible for government or anyone else to determine or forecast
what a sustainable new structure would be, and it could take many years for a
stable new one to eémerge. Those years would see continuing changes in shortages
and surpluses of particular skills, raw materials and technologies as we developed
new ways of doing things and making and exchanging products.

The prices people would be willing, and would have the means, to pay for skills,
goods and services, the costs suppliers would have to meet, and the prices they

would demand, would vary enormously according to individual preferences and local
circumstances.

The wrenching changes to relative prices and the value of assets would be unlikely
to produce fair distribution of vital goods and services and purchasing power; yet
that fairness would be essential to the maintenance of order, cohesion and
productive activity.

These conditions would create major problems for financial institutions, even once
they had overcome the disruption of their past systems and instituted new ones.
Demand for money would be unpredictable. Some people would seek to hold as much
cash as possible, others would lose confidence in cash or their ability to retain
access to it, and would seek to rely on direct barter exchange, or to hoard scarce
goods as their store of wealth. Previous sources of income would lose their
reliability.

These pervasive uncertainties would make lending and borrowing difficult and very
risky. For a society which has come to rely heavily on credit, that change alone
would be major. At the broadest level, New Zealand has been a net borrower from
the rest of the world: that source of savings and investment would be closed
immediately and for all practical purposes permanently.
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;;s::i:ntdogt;:h:?:ﬁ:rtg rely purely on detailed government d}rectives to hold the
; nuclear war. The government system itself would be under
con51derablc.strcss, could not be expected to retain easily the confidence of all
Fhe'populatlon, and would need to rely as far as possible on individuals,
1nst1.tut10ns and sectors to manage their own adjustments. In addition, as noted
earlier, gOver.nment would not be able to predict or determine the adjustment
processes which would occur either in relative prices or in the structure and
operatlon.of markets. What would be needed most in the unprecedented
restructuring would be the encouragement of initiative, the testing of a range of
imaginative solutions and the facilitation of the processes of adjustments, not
detailed controls based on experience with conditions no longer relevant. There
would clearly be a role for government but the nature and scope of that role
requires separate and careful study itself: it is not a simple panacea.

Agreement reached by financial institutions themselves on how to handle the
particular problems of their sector would be more effective than a blind reliance
on government decisions. The problems would be different in scale but similar to
those arising from 2 mnormal" financial crisis arising from a financial system
collapse in New Zealand or in overseas trading partners. Pre-war planning among
financial institutions, including government and the Reserve Bank, to reach
agreement on a few co-ordinated immediate measures may be considered worthwhile.
That immediate response might take the form of announcing:

. a financial institutions’ holiday extending over several days to give
time for records and operating systems to be sorted out;

. that all deposit liabilities would be jointly guaranteed by the
institutions and the government;

_ that bankers would be replenished with cash;

= that the treatment of assets and liabilities in balance sheets would be
addressed in an orderly and uniform manner.
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