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Chapter One
Global Financial Crisis

Teaching Aims

To enable students to understand the nature of the Financial Crisis and its relevant

influence in many ways on Chinese economy.

Reading and Comprehension

Financial storm from the U.S.

The fall of the U.S. investment bank Lehman Brothers on September 15, 2008
unleashed shock waves that shook the whole American financial markets and
destroyed trust in the banking system. Although the crisis led to unprecedented
government intervention in the markets, the contagion spread quickly, first to the
entire U.S. financial sector and then to financial markets overseas. The casualties in
the United States included: the entire investment banking industry; the biggest
insurance company; the two enterprises chartered by the government to facilitate
mortgage lending; the largest mortgage lender; the largest savings and loan and three
largest commercial banks.

The carnage was not limited to the financial sector, however, as companies that
normally relied on credit suffered heavily. The American auto industry, which
pleaded for a federal bailout, found itself at the edge of an abyss. Still more
ominously, banks, trusting no one to pay them back, simply stopped making the
loans that most businesses needed to regulate their cash flows and without which they
could not do business. Share prices plunged throughout the world — the Dow Jones
Industrial Average in the U.S. lost 33.8% of its value in 2008 and by the end of the
year, a deep recession enveloped most of the globe.

In December the National Bureau of Economic Research, the private group
recognized as the official arbiter of such things , determined that a recession had begun
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in the United States in December 2007, which made this already the third longest
recession in the U.S. since World War [I.

Each in its own way economies abroad stepped into shoes of the U.S. By the end
of 2008, Germany, Japan and China were locked in recession, as were many smaller
countries. Many in Europe paid the price for having dabbled in American real estate
securities. Japan and China largely avoided that pitfall, but their export-oriented
manufacturers suffered as recessions in their major markets — the U.S. and Europe —
cut deep into demand for their products. Less-developed countries likewise lost
markets abroad, and their foreign investment, on which they had depended for growth
capital, withered.

No matter how independent the Chinese financial system was of the United
States’, the ripples ( some said tsunami) of the financial crisis on the other end of the
earth reached China; whether the trouble was ankle deep or would overwhelm its
victims, tangible effects of the crises were likely to be felt by common people in
China and the rest of world. The followings are the ways Chinese economy has been
affected .

Shrinking in foreign investment

China’s huge pool of foreign reserves, a large portion of which was invested in
U.S. dollar-denominated assets, including Fannie Mae and Freddie Mac bonds, were
being pummeled. It was estimated that of the $ 1.8 trillion foreign reserves, around
$ 1 trillion was invested in U.S. treasury and institutional bonds.

Figures from the U.S. Department of Treasury suggested that by the end of April
2008, China held $423. 3 billion worth of government-backed agency long-term
securities, among which Fannie Mae and Freddie Mac bonds were estimated at about
$ 376 billion in value.

What’s more, China’s sovereign fund — the China Investment Corporation —
had been seeing its foreign investment depreciate since its establishment with $ 200
billion of foreign exchange reserves. The first of its major investments, $ 3 billion in
Blackstone, suffered the most: its 10% equity in Blackstone evaporated in value by
about 41% by the end of July 2008, as the stock price of the company dropped from
$29.61 when they had been acquired to $17.29 per share.

Learning from these lessons, the CIC tried to minimize its risks when it bought
convertible bonds of Morgan Stanley at a fixed conversion rate. Still, with a truly

deep and wide financial crisis, it seemed no one would be spared. Morgan Stanley’s
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shares had been declining in value, to $38.57 in mid-July and $17.65 at the close
of trading in New York on October 7 from a 52-week high of $69.23. If this trend
continued, CIC’s investment returns could hardly be guaranteed.

Affected in exporting

Among the three driving forces of the economy, exports had always been a
major contributor to China’s GDP growth since the country’s opening up. Statistics
showed that exports account for 40% of China’s nominal GDP ( gross domestic
product). The low cost of resources and labor contributed much to the country’s rapid
growth (and lower costs in consuming countries) in the past three decades. High-
quality and inexpensive “ made-in-China” products could be found everywhere in
foreign markets. The “spend money before you earn it” habit of Americans had
provided a broad market for Chinese-made products. But in 2007—2008, both the
impulse and purchasing power of American consumers were being severely
constrained.

Stephen Roach, chairman of Morgan Stanley in Asia, predicted that the growth
would slow from an average of 3. 2% over the past 13 years to no more than 2% over
the next two to three years. Consumption growth was likely to halve to about 2% as
debt burdens were pared back. Its credit-driven consumption model would be highly
contracted if not changed completely, which would inevitably affect Chinese exports.
It was estimated that for every percent decline in America’s growth rate, there would
be a subsequent 6% decrease in China’s export growth.

Statistics showed that since 2000, China’s exports to the United States had been
maintaining an average growth rate of more than 20% . However, since 2007, the
growth rate had been declining, from 20. 4% in the first quarter to 15. 6% and
12.4% in the second and third quarter. In the first seven month of 2008, China’s
exports to the United States showed a year-on-year growth of 9.95% , which was the
first single-digit growth rate since 2002. Industry insiders believed the decline would
continue as the sub-prime crisis deepened. What’s more, as the crisis spread across
the world, China’s exports to the EU, Japan and other regions would also be
affected.

Hit in market confidence

Although relatively independent, China’s A-share market was far from as strong
as the world market; it would be influenced by the latter. The stock market in
Shanghai and Shenzhen had lost up to 70% of its value since October 2007 , when the
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indexes peaked. Some 20 trillion Yuan ( $2. 8 trillion) of market value had been lost
during the fall.

Many Chinese financial institutions suffered losses from investments in sub-
prime-mortgage-supported bonds and their derivatives; the gloomy world market
inevitably affected China’s domestic market in the course of economic globalization ;
what may be worse was declining confidence in the future of the world economy,
which could probably be dragged into recession by the United States. That, in turn,
could result in irrational selling of stocks, especially in an immature market such as in
China. Russia, for instance, had suspended share sales several times during the
recession.

In the immature Chinese stock market, speculation was serious. This was
because of the lack of the completion of relevant rules and regulations to the market,
which resulted in the real conditions of the listed companies being hardly truly
reflected. Insider trading and stock manipulation problems remained unsolved in
China, too. Therefore, the market was largely affected by a sense of confidence.
And the biggest problem of China’s stock market was the lack of confidence. The
benchmark index decreasing from 6,000 points to 2,000 points was a heavy blow to
market confidence. The economic slowdown , broken bubbles in the real estate sector,
more troubled companies and the financial crisis in the U.S. had made the worries
worse.

In the serious economic situation, some economists say financial crisis is
deepening, some affirm dawn has shown signs of economic recovery, some predict a
rough recovery. No matter what conditions they are, it is time for the whole world to
reflect. It is necessary for us to regulate the global financial system, purify the market
environment and regain confidence in the future global economy. It requires every
nation’s effort and the global co-operation as well. Who can be the first to recover
from the crisis, who can pull the world out of the recession, who can pay the
minimum cost, who can learn the lesson from the world economic disaster and make

the global crisis not repeated, let’s wait and see.
New Words

unleash /an'lizf/ v. o TR 3 L i
unprecedented / an'presidentrd/ a. 2SHTIY, BT TR A 1
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contagion /kon'teidgon/ n.
casualties /'kazjualtiz/ n.
chartered /'fa:ted/ a.
carnage /'kainidz/ n.
credit /'kredit/ n.

bailout /'berlavt/ n.

abyss /2'bis/ n.

ominously /'pminasly/ ad.
dabble /'dabl / v.

pitfall /'pitfo:l/ n.

arbiter /'azbrta(r)/ n.
likewise /'latkwaiz/ ad.
wither /'wida(r)/ v.
ripple /'r1ipl/ n.

tsunami /tsu'narmy/ n.
overwhelm / auvo'welm/ v.
victim /'viktim/ n.
tangible /'tendzobl/ a.
denominate /di'npminert/ v.
pummel /'pamal/ v.
trillion /'triljon/ n.

bond /bond/ n.

depreciate /d1'pri:f1ert/ v.
equity /'ekwitr/ n.
evaporate /1'veparert/ v.
nominal /'nomnal/ a.

pare /pea(r)/ v.

derivative /di'rivotiv/ n.
recession /r1'sefan/ n.
suspend /sa'spend/ v.
immature /1ma'tjua(r)/ a.
speculation /spekju'lerfan/ n.

manipulation /manipju'lerfan/ n.

subsequent /'sabstkwant/ a.
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Phrases and Expressions

mortgage lending
banking industry

step into the shoes of sb.
real estate securities
growth capital

pool of foreign reserve
dollar-denominated asset
treasury and institutional bond
Department of Treasury
sovereign fund
conversion rate
convertible bond
benchmark index
sub-prime-mortgage
year-on-year growth

no more than

listed companies

Global Financial Crisis

what’s more

Language Focus

1. AIG:. American International Group

% E E PR - 3£ E B AR A F

AT

S B

B YNEENE: 22 YN:0) )
3 T e

B BEA

SMC Ak
PASETTIHHH B B
RIS 5t 25

5 [ 0 B

EX 6

rax
QRizSres
HUETR R
IKBARI R
Gil=a: 5 S

R

EmiadE
EFRERAEL
i ., Hesh

2. the two enterprises chartered by the government to facilitate mortgage lending

5 B M SRR B ZR A ), AT % I BURFARF VR B A2 HESRAR R A 40l

3. the largest mortgage lender

R E KR AR LML

42 [ 4l 22 7] ( Countrywide Financial ) , Y £%

fERUR A, 2 E SR A R 2 B, 2007 EE AR S H 7. 04 2% 5T,
2008 45— PR 5 HHERI 15 8. 93 12350, 2008 4F 6 A 3 R THIG,

WM 24 40 1236 ¢
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10.

T

12

the largest savings and loan

B HI6EE 5 0E 3R T —E %10 5 Bh 4R 17 ( Washington Mutual ) , 1889 4£
JSCZ B HE R B B AR AT R 56 A SR LSRR P B e R ARAR AR T

three largest commercial banks

=R ARFT 55 = KRIFRFT R 7] (Merrill Lynch) (5 D0 KB 4R 1T 8
& 555 ( Lehman Brothers Holdings ) . 58 F. K #% % 48 47 DU JR # % /N &) ( Bear
Stearns Cos. ) o =FKEATESREHL B, 36 EH L RBATHTFNL 20 512
151 /% ( Goldman Sachs Group ) F1/% #2 738 | ( Morgan Stanley) ,,

. Dow Jones Industrial Average

BT Tl P24 8 (CBoR 38 B BERLRA RAE TR 7))

. National Bureau of Economic Research

KEERZGO R, X R— AR FIER TS IR % RS L, 5
GG 2 AV DURGH ARG E . RHBOA R EE R LT R &
1B BB o

. Fannie Mae and Freddie Mac bonds

55 ) 36 40 s b 36 J2 R 5 B K ) 36 [ BURF R B k. 2008 4E 9 H 25 BB IS B
A LA 2000 A2 TR BB BRIG I P2 BRI R Al o

. The Blackstone Group

BAOEHA, XFRAEE R, 23R B RSERAR T A 7], R 5 A%
T BN B Rl A AR 5 LA

The carnage was not limited to the financial sector, however, as companies that
normally relied on credit suffered heavily.

SR , FMEFF AR T RhER 1T, b a0 L3 5 4kl 5 PP A R IR 2 1%
Still more ominously, banks, trusting no one to pay them back, simply stopped
making the loans that most businesses needed to regulate their cash flows and
without which they could not do business.

SR BE AL B, BRAT ARG A S R 03K, RS Ik PRk, T K £
BAR MY 75 ZEOTFOR AT B0, & Wk ik Tovk 227

431R) 45 1% trusting no one to pay them back f§{JF IR I%E ; that 5] 55218 M4 .

In December the National Bureau of Economic Research, the private group
recognized as the official arbiter of such things, determined that a recession had
begun in the United States in December 2007, which made this already the third
longest recession in the U.S. since World War I .

2008 412 A, £ E E R LTI RN 2 =B AT 2007 4 12 A K, Z%l
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13.

153

16.

17

FIA R IR R R 36 [ B R LUK 38 = K — IR AT =R , ZHLAG 2 %f 2
H 55 HATRUR AP RN

A which 5| S3E FR M€ 18 M A

Less-developed countries likewise lost markets abroad, and their foreign investment
on which they had depended for growth capital, withered.

[FlRE , RAZIKRE R £ T B, 3 AT BT R 7F R B S A 14 1 i 4%
WHMERHT .

. What’s more, China’s sovereign fund — the China Investment Corporation —

had been seeing its foreign investment depreciate since its establishment with
U.S. $ 200 billion of foreign exchange reserves.

i EL A EE BT 20 ) 0 EALE 4 B AR ST 2 000 {2 TN B & 42 H O,
Wt HAEE S AMC BRI .

The first of its major investments, U.S.$3 billion in Blackstone, suffered the
most : its 10% equity in Blackstone had evaporated in value by about 41% by the
end of July 2008, as the stock price of the company dropped from $29.61 when
they were acquired to $17.29 per share.

H LAY ER — I BB, R BB A A A Y 30 /25T, KR IBE  F 2008 4 7
HIRZA AHERA A 10% MBRAMEE EHEER T KA 41% , B4
PSR M A% B NI A5 I i 45 M 29. 61 SETTRR B R 17. 29 35T,

Many Chinese financial institutions suffered losses from investments in sub-prime-
mortgage-supported bonds and their derivatives; the gloomy world market
inevitably affected China’s domestic market in the course of economic
globalization; what may be worse was declining confidence in the future of the
world economy, which could probably be dragged into recession by the United
States.

TR 22 o ] 2 R WA 0 R A 48 W Uk 0 % ik S5 B A S HLAo A 77 O T 5% 22 i
R HEZEDT R FRAE I AR e, 1 55 717 7 0 VR SR 0o S T 3 s s S 39 o [ 1)
I T 7, EORERE ) 2 B R X AR SR 8B RO 450, T A B HHE SR 22 1 1R
A BE# I AR B b

Consumption growth was likely to halve to about 2% as debt burdens were pared
back. Its credit-driven consumption model would be highly contracted if not
changed completely, which would inevitably affect Chinese exports.

H T B0 5 T4, T B K 3R IR — 28, 365 2% 2 A o WRAER)
TRBAAR B | Sl DY K Bl 1 B A 2OHE 2 180 B 28400 , T 3o 45 AR T 3B S b B 0 o
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FEAY

18. Insider trading and stock manipulation problems remained unsolved in China,

too.

P 3C 5 AN R N R RELLE v [ 475 98 R B A IR

Exercises

. Multiple Choices

1. According to the passage, the biggest problem of China’s stock market now is the

lack of

A. funding B. confidence

C. the support from the world market D. regulations

. Learning from these lessons, the CIC tried to minimize its risks when it bought
bonds of Morgan Stanley at a fixed conversion rate.

A. floating B. equal value

C. exchangeable D. compound interest

3. The low cost of resources and contributed much to China’s rapid

growth (and lower costs in consuming countries) in the past three decades.

A. broad market B. keen price

C. high quality D. labor

. Statistics showed that since 2000, China’s exports to the United States had been

maintaining an average growth rate of more than

A. 20% B. 3.2%
C. 8% D.10.4%
. The stock market in Shanghai and Shenzhen had lost up to % of its
value since October 2007, when the indexes peaked.
A. 70 B. 40
C. 30 D. 20
. It was estimated that for every percent decline in America’s growth rate, there
would be a subsequent decrease in China’s export growth.
A. 10% . B. 6%
C. 1% D. 3.2%

JiThe! ” habit of Americans had provided a broad market for Chinese-

made products.
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11.

9.
10.

1.

A. focus on high quality with great passion

B. be fond of distress merchandise

C. spend money before you earn it

D. make merry while one can

In 2007 — 2008, both the impulse and purchasing power of American consumers
were being severely

A. restrained B. conducted

C. contacted D. expanded

Check your comprehension. Decide whether the statements are true or false.
Statistics show that since 2007, China’s exports to the United States have
maintained single-digit growth rate.

In the first seven month of 2008, China’s exports to the United States showed a
year-on-year growth of 9.95% , which had been an average rate since 2000.
Industry insiders believe China’s exports decrease will continue as the sub-prime

crisis deepens.

. It is estimated that for every percent increase in America’s growth rate, there will

be a subsequent 6% decline in China’s export growth.
The stock market in Shanghai and Shenzhen has grown up to 70% of its value
since October 2007, when the indexes peaked.

. Irrational selling of stocks in an immature market such as in China could result

from declining confidence in the future of the world economy.

. Stephen Roach, chairman of Morgan Stanley in Asia, predicts that the U.S.

growth will slow from an average of 3.2% over the past 13 years to only 2%

over the next two to three years.

- The highly contracted American credit-driven consumption model will inevitably

affect Chinese exports.
Insider trading and stock manipulation problems still existed in China.
Because of declining confidence, the future world economy could probably be

pulled into recession.

Translate the following into Chinese.

1. Japan and China largely avoided that pitfall, but their export-oriented manufacturers

suffered as recessions in their major markets — the U.S. and Europe — cut deep into



