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Think Big to Save the Bigger Banks

One thing we have learnt In the past year is that some banks are definitely
too big to fail. We may yet discover something even more disturbing. that some
are too big to save.

Tim Geithner, the US Treasury Secretary, who has staged something of a
reputational recovery this week—helped by the fickle stock market—will this
morning testify to Congress on his plans for reforming regulation and gaining
more power to wind up insolvent financial institutions.

Mr Geithner has intelligent things to say about how the Treasury and the
Federal Reserve could have done a better job of letting Lehman Brothers go down
gracefully, and saving American International Group without having to stick to
bonus contracts. He wants the US government to be able to seize control of such
institutions when spending public money. '

The fact that It could not—that it had to lend % 85bn to AIG to keep it afloat
last September rather than take over the insurance group, and wdas unable to
deal properiy with Lehman Brothers—is one reason why he has been In trouble
with Congress.

But here 1s a disconcerting thought. What if the US government, with its
balance sheet and Its reserve.currency dollar, gained the powers that Mr
Gelthner and Ben Bernanke, chalrman of the Federal Reserve, seek? Would that
be enough to guarantee that it could resolve the next AlG-style crisis?
Unfortunately not.

This crisis, with its discoveries that the UK arm of Lehman Brothers was
beyond the reach of the Fed, and that AlG booked many credit derivatives trades
through a lL.ondon-based French banking subsidiary, showed that such
institutions have outgrown the US. They not only have many foreign subsidiaries;
they have woven a global web of financial contracts.

That makes it very hard to take control of them, even if American taxpayers
were sanguine about their money being used to pay off foreign counterparties,
which thelr politicians are not. Nationalisation may not be enough to corral
them; it would require internationalisation.

The fact that there Is, In this sense, Nno such notion as internationalisation

is the problem. Nc cross-border body exists with the authority or resources to




take over a global financial institution, wind it down safely and divide the bill
fairly among taxpayers of many countries.

The “resoiution authority” Mr Geithner and Mr Bernanke have teamed up to
obtain is modelled on the Federal Deposit Insurance Corporation, the agency that
winds up insoclvent banks in the US. The FDIC has extensive powers to seize
banks, turf out their managers, hand over the assets and liabilities to other
banks and absorb any losses.

1t did that last week, for example, with Colorade National Bank of Golorado
Springs, whose $ 83m in deposits and four branches were forcibly handed over to
Herring Bank of Amarillo, Texas. The FDIC will pay 80 per cent of losses—some
$ 9m—out of its insurance fund, to which US banks all pay levies.

This kind of approach would be a great deal better than the desperate
improvisation we witnessed last autumn. [Investment banks could be prevented
from going into GChapter 11 bankruptcy without having to accept all of their
liabilities.

As Mr Bernanke pointed out to a House committee on Tuesday, it would allow
the government to rip up obnoxious contracts, such as AlIG’s guaranteed
retention bonuses, and impose some losses on creditors and counterparties,
such as holders of AIG’s credit default swaps.

But resolution authority may not be sufficient. The Colorado National Banks
of the world are conveniently small and self-contained, with a ready buyer to
hand once losses are solved. l.ehman and AlG, however, were not tiny domestic
outfits Take Lehman. On September 15, when its holding company went into
Chapter 11 bankruptcy, the New York Fed, under Mr Gelthner, tried to keep its
investment banking arm going so that it could be wound down in an orderly way.
The Fed failed, for reasons that are Instructive.

Although the Fed propped up the US broker-dealer operations, it found that
it could not efféctively fund the UK arm, which had depended on the bankrupt
holding company for cash. It also faced obstacles in dealing with the German
banking subsidiary, L.ehman Bankhaus. '

Resolution authority would have helped, since the government could have—
and presumably would in any future case of a Walil Street collapse—stood behind
the holding company and backed the foreign subsidiaries through it. That would
not, however, guarantee that it could catch all of the overseas entities through
which such institutions trade.

Even if it could, there is a political problem. Congressional unrest is
growing over the fact that the US government paid off lL.ehman's CDS
counterparties, Including foreign banks led by Société Générale and Deutsche
Bank, at par. If was being a good global citizen, but that does not earn you



points on Capitol Hill.

If you seek to limit global finonclal risk, It is sensible not to make any
distinction between counterparties on the grounds of nationality. Try telling
that, however, to taxpayers who must contribute billions of dollars.

A theoretical solutlon would be to have a global financial authority, with
powers akin to the International Monetary Fund, that could salvage a global
institution and apportion the costs appropriately. That, however, is not
politically achievable, even if 1t would work in practice.

Perhaps another way can be found to split the bill when one country pays to
prop up another’s banks. 1 am not holding my breath but wlthout it no government

can be sure, however enormous [ts domestic powers, of solving the next AlG.

Nationalisation I‘s Not a Panacea

In mid-September, as the credit crisis swirled around Wall Street, | wrote a
column recommending that Hank Paulson, the former US Treasury secretary,
refrain from bailing out l.enman Brothers. He did indeed let the investment bank
go under, and the rest is history.

‘ L.ooking back, I still think Lehman should have been allowed to fail, but | was
wrong not to grasp that it had to be done in an orderly way. Once the chances of
a private sector takeover were exhausted, intervention was reqguired to prevent
chaos. Now we are back -where we started, this time with large commercial
banks instead of Wall Street brokers.

Both the UK and US governments face pressure not merely to bail out these
banks, which they have already attempted, but to nationalise them. This
episode of nerves broke out after Investors were told by Royal Bank of Scotland
on Monday that it faces a £ 28bn ( $ 40bn) loss for 2008.

Share prices in UK high street banks have fallen so sharply—leaving RBS
with a market capitaltsation of about £ 4bn and Barclays worth £ §bn—that some
financlers and politiclans are calling for the UK government to end the
uncertainty and take them iInto public ownership.

There have been similar calls in the US, after Gitigroup and Bank of America
disclosed blg write-downs and large banks including State Street appeared not to
have enough equity to ride out a big recession. it is now extremely hard for such
institutions to raise common equity, which is what they need, on stock markets
or by private placement. ’

Unlike in the L.ehman case, | do not think governments should atlow big banks



that are cornerstones of their economies to go under. If the UK government has
to follow the example of the lrish government in the case of Anglo Irish Bank and
take over at least one big bank, so be it.

But | do not belleve any country should be eager to nationalise its banks,
except in extremis.

My argument for letting L.ehman go was that the US government, if It kept
stepplng Into rescue investment banks, would strain its finances and could face
currency weakness.

In fact, those problems struck home most painfully in the UK. Gordon Brown,
the prime minister, won plaudits from the world In October for intervening more
radically and expensively than the US to bail out banks. Three months later, Mr
Brown faces the triple threat of a banking, currency and fiscal crisis.

The lesson Is that, while dramatic interventions are satisfying at the time,
they do not necessarily solve matters. Nationalisation could be needed, but it is
not a panacea.

There are arguments for it, beyond the moral hazard peint thot it hurts
shareholders for allowing dangerous risk-taking. Some were advanced by Willem
Buiter on his FT.com blog last week and by John McFall and Jon Moulton on this
page on Tuesday.

Probably the best is that It provides clear backing for financial institutions
that struggling economies depend on to keep lending. There Is a danger that
privately owned bonks with weak balance sheets “have enough capital to stay on
their feet and stumble around a bit” but are afraid of doing the job, as Professor
Buiter put it.

Furthermore, if a government thinks It will eventually have to nationallise,
there are merlts In getting on with it. Japan took unti! 1998 to inject public funds
into its banks during its 1990s érisls, while Sweden achieved more by briskly
insisting on banks writing off their equity aond recapitalising them.

The fact remains that governments are bad owners for banks, as anyone who
has followed the history of Germany’s regional state-owned banks can attest.
They are heavily conflicted becaouse, although politicians like to castigate
bankers for risk-taking, they also push them to lend freely in order to make the
voters happy.

More specifically, the costs of a full public recapltalisation of banks In the
US or UK, In additlon toc the public ring-fencing of their troubled assets Into
state-controlled “bad bonks”, would be enormous.

This is particularly true of the US, which connot Just acquire a few large
banks, tike the UK or Sweden, and be satisfied that it has dealt with most of the
banking market.



New Words and Expressions

fickle [ 'fikl] adj. (of moods, the weather, etc) often changing; not constant(#§.[>#, K
R A B

testify [ 'testifai] vi. give evidence YEiF ; IRALIEIE

insolvent [in'solvent ] adj. unable to pay debts; bankrupt J& /1 iB5RY ; B =1

derivative [ di'rivativ] n. (thing, word, substance) derived from another; not original or
primitive B {4777 3k B Y R S 14 s T

sanguine [ 's;engwin] adj. hopeful; optimistic HE##; KX

counterparty [ 'kaunto, patti] n. person or thing exactly like, or closely corresponding to,
another EAHXT 37 #) A\ Bk 4

corral [ kor'ra:d ] vt. control 5]

notion [ 'naufen] n. idea; opinion M2 ; & W

liabilities [ laio'bilitis] n. (pl) debts; sums of money that must be paid (contrasted with
assets) (BD)HF;r{E (5 assets #{XP)

improvisation [ impravai'zeifon] n. act of doing sth quickly, in time of need KGREf¥ES

obnoxious [ ob'nok[es] adj. nasty; very disagreeable A 88/ ; IEH 1T R H

retention [ri‘tenfon] n. act of keeping or continuing 10 have or hold {355 {78

outfit [ 'autfit ] n. agency L4

salvage [ 'seelvids] vt. save from loss, fire, wreck, etc. H3; 18

apportion [o'po:fon] vt. divide; distribute; give as a share 43; 4 B¢

swirl [swail] vi. (of water, air, etc) (cause to) move or flow at varying speeds, with
twists and turns (F87K &) ()RR ; () IRFEM3h

intervention [ inta'venfan ] n. act of interference so as to prevent sth or change the result
T8 BHLBE; P15

episode [ 'episoud ] n, (description of) one event in a chain of events — % R4S H —4
4 wth

recession [ ri'sefon ] n. slackening of business and industrial activity TR 2 3B ; A EA,

equity [ 'ekwati] n. (often pl) ordinary stocks and shares not bearing fixed interest (‘B Bl
BEHO X EEF B RE

plaudit ['plowdit] n. (usu pl)ery, clapping or other sign of approval GE % HE¥) BE ;¥
LAY 1%

attest [ a'test | vt. , vi. be or give clear proof of JEHH ; f&e- o+ B B IR

castigate [ 'keestigeit ] vf. punish severely with blows or by criticizing 24&; 3} I

Exercises

I. Answer the following questions.
1. Why Mr. Geithner has been in trouble with Congress?
2. What is the sensible way to limit global financial risk?



3.
4.
5.

What was the author’s argument for letting Lehman go?
What is the theoretical solution to limit global financial risk?

What is the lesson that the author has learned from nationalisation?

1. Paraphrase the difficult sentences or language points.

1.

One thing we have learnt in the past year is that some banks are definitely too big
to fail.

. That makes it very hard to take control of them, even if American taxpayers were

sanguine about their money being used to pay off foreign counterparties, which
their politicians are not.
H you seek to limit global financial risk, it is sensible not to make any distinction

between counterparties on the grounds of nationality.

4, Nationalisation is not a panacea.

. Once the chances of a private sector takeover were exhausted, intervention was

required to prevent chaos.,

Il. Choose the word or phrase that best explains the meaning of the underlined part from the
text.

1.

One thing we have learnt in the past year is that some banks are definitely too big
to fail.

A. The banks are very big and they will fail.

B. The banks are very big but they can’t fail.

C. The banks are so big that they will fail.

. The fact that it could not—that it had to lend $ 85bn to AIG to keep it afloat last

September rather than take over the insurance group.-.

A. ...to let AIG floating

B. ...to let AIG awash

C. ...to let AIG start business
Nationalisation may not be enough to corral them; it would require
internationalisation,
A. to control B. to confine C. to count

...it is sensible not to make any distinction between counterparties on the grounds

of nationality.
A, ...it is sensitive to not...
B. ...it is wise not to...

C. ...it is not sensory to-.-

Nationalisation is not a panacea.
A. method B. remedy for all troubles  C. panache
The fact remains that governments are bad owners for banks, as anyone who has

followed the history of Germany’s regional state-owned banks can attest.

A. to give proof B. to arrest C. to test



7. That makes it very hard to take control of them, even if American taxpayers were
sanguine about their money being used to ...
A. ..., even if American taxpayers were worried about ...
B. ..., even if American taxpayers were optimistic about -..
C. .., even if American taxpayers were fearful about ...
8. This crisis, with its discoveries that the UK arm of L.ehman Brothers was beyond
the reach of the Fed, ...
A. This crisis, with its discoveries that the UK arm of Lehman Brothers was
beside the Fed, ...
B. This crisis, with its discoveries that the UK arm of Lehman Brothers was out
of control of the Fed, ...
C. This crisis, with its discoveries that the UK arm of Lehman Brothers was with
in the reach of the Fed, .-

9. Once the chances of a private sector takeover were exhausted, intervention was

required to prevent chaos.

A. Once there were chances of a private sector take over, ...

B. Once there would be chances of a private sector take over, ...
C. Once there was no chance of a private sector take over, ...

10. Both the UK and US governments face pressure not merely to bail out these

banks, -..

A. ... to help these banks out of difficulties, -.-
B. ... to bush out these banks, ...

C. ... to watch out these banks, ...

V. Choose the best phrase or expression in the text from the following list to fit in each of
the following blanks. Change the word form where necessary.

wind up, take over, impose on, akin to, bail out, go under, write off, come up with,
all in all, complete with

, this is a well-scheduled party.

2. The man has a debt recently.

3. Big industries, the cornerstones of the country’s economy, should not be allowed
to in the financial crisis,

4, The company has been asked to its insolvent financial accounts by the
bank..

5. The author recommended the US Treasury secretary refrain from
Lehman Brothers.
6. The local insurance company by the foreign counterpart three months ago.

7. Don’t yourself people who don’t want to work with you.




9.
10.

That would be true if the entire global banking system, all stocks and
securities, were nationalised.
Pity is often love.

The committee a satisfactory solution to the complex situation.

V. Translate the following into English,

1.

BOIMR T 25 B TEXERE , BN E R EABLAX TR IEBH T8 S E A Bt
FRERNSE—EMTNRNBIRHFAR 4NN . BAEAIERRLUER TN RAM
TEERL.

INRARIAE 1 B 23R Rl UXUS , AR 2 918 B9 MR LR, A E R E JIR X X F 5.
Aig » RE R YRR L AR B TR TEPIBLAGK £ .

BAVS BB, RETIAR B THESMES ARER . HEMNA— SR
HREE. HAELREREN HERRITEEE.

WA DM /1, BB HEE K ERE SN, LR Z 20 S EAEE S E RN
BN E Ao B BB B S LA SRR T

ARG A FAA ZHAU R BERT, BREEMNNEEE, BR - HRS
BRGHABITHRBEM TH#.

. REERBEXREA TSRS AHAKR RS, £3F Colorado National Bank 80% K

Ti—4) 900 T RIn. REARBETHSMEX RESHARE.

. REAABRRBBERTAXIRXBLL ARV FREET IR, BEHRAFELE

H B R R F B E o F AR .

8. REBNHE T 2RRFARNAR, HBXAENEEEBSMA,

9.
10.

RN ERIERAR B — - E AR T, BT LARB S — MO ok X B 5.
SRR BUAE B I 9 R AU OUR A R 4R 4T (B E 255060 , iR X &
M EA L.

VI. Translate the following into Chinese.

1.

Mr Geithner has intelligent things to say about how the Treasury and the Federal
Reserve could have done a better job of letting Lehman Brothers go down
gracefully, and saving American International Group without having to stick to
bonus contracts. He wants the US government to be able to seize control of such
institutions when spending public money,

This crisis, with its discoveries that the UK arm of Lehman Brothers was beyond
the reach of the Fed, and that AIG booked many credit derivatives trades through
a London-based French banking subsidiary, showed that such institutions have
outgrown the US. They not only have many foreign subsidiaries; they have woven

a global web of financial contracts.

Writing

Business Letter

Directions: A business letter is a formal means of communication between two people, a



person and a corporation, or two corporations.
THE 7 C’s OF BUSINESS WRITING

The seven C’s are;

Clear

Concise

Correct

Courteous

Conversational

Convincing

Complete
COMMON TYPES OF BUSINESS LETTERS

The different types of letters are: acknowledgement, adjustment, complaint,
inquiry, order, and response letter.

Acknowledgement letter = This letter is meant to thank the reader for something
they did for you in the office.

Adjustment Letter = This letter should be used in response to a written complaint
against someone or something.

Complaint Letter = The complaint letter is much like the adjustment letter except no
wrong doing as taken place. Instead, this letter is just to let the reader know that an error
has been found and needs to be corrected as soon as possible.

Inquiry Letter = An inquiry letter is written as a request for a certain something or in
response to a request made by someone.

Order Letter = Order letters are exactly as they sound, they are used to order
material that is running low and will be needed soon.

Response Letter = A response letter is also exactly how it sounds. It is a letter
written in response to another letter received by someone.

Parts of a Business Letter

Date

Write out the month, day and year two inches from the top of the page. Depending
which format you are using for your letter, either left justify the date or tab to the center
point and type the date.

Sender’s Address

Do not write the sender’s name or title, as it is included in the letter’s closing.
Include only the street address, city and zip code.

Inside Address

The inside address is the recipient’s address. It is always best to write to a specific
individual at the firm to which you are writing. Include a personal title such as Ms. ,
Mrs., Mr., or Dr. To write the address, use the U, S. Post Office Format. For

international addresses, type the name of the country in all-capital letters on the last line,
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The inside address begins one line below the sender’s address or one inch below the date.

Salutation

Use the same name as the inside address, including the personal title.

It is also acceptable to use the full name in a salutation if you cannot determine
gender,

Bedy

For block and modified block formats, single space and left justify each paragraph
within the body of the letter. Leave a blank line between each paragraph. When writing a
business letter, be careful to remember that conciseness is very important. In the first
paragraph, consider a friendly 6pening and then a statement of the main point. The next
paragraph should begin justifying the importance of the main point. In the next few
paragraphs, continue justification with background information and supporting details.
‘The closing paragraph should restate the purpose of the letter and, in some cases, request
some type of action.

Closing

The closing begins at the same horizontal point as your date and one line after the last
body paragraph. Capitalize the first word only ({or example: Thank you) and leave four
lines between the closing and the sender’s name for a signature.,

Enclosures

If you have enclosed any documents along with the letter, such as a resume, you
indicate this simply by typing Fnclosures one line below the closing.

Sample.

Your Company Logo and Contact Information

January 11,2005
Brian Eno,Chief Engineer
Ecology Systems, Inc.
8458 Obstructed View Lane
Durham, NC 27708

Dear Mr. Eno.

Enclosed is the report estimating our power consumption for the year as requested by
John Brenan, Vice President, on September 4.

The report is the result of several meetings with Jamie Anson, Manager of Plant
Operations, and her staff and an extensive survey of all our employees. The survey was
delayed by the transfer of key staff in Building A. We believe, however, that the report
will provide the information you need to furnish us with a cost estimate for the installation
of your Mark II Energy Saving System.

We would like to thank Billy Budd of ESI for his assistance in preparing the survey. If
you need more information, please let me know.



