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Global Fears of a Recession Grow Strovger

By MARK LANDLER

Published . October 6, 2008
World Business Column of The New York Times

When the White House brought out its $ 700 billion rescue plan two weeks
ago, its sheer size was meant to soothe the global financial system, restoring
trust and confidence. Three days after the plan was approved, it looks like a
pebble tossed into the sea.

The crisis that began as a made-in-America subprime lending problem' and
radiated across the world is now circling back home, where it pummeled stock
and credit markets on Monday.

While the Bush administration’s bailout package offers help to foreign banks,
it seems to have done little to reassure investors, particularly in Europe, where
banks are failing and countries are racing to stave off panicky withdrawals after first
playing down the depth of the crisis.

Far from being the cure for the world’s ills, economists said, the rescue plan



might end up being a stopgap® for the United States alone. With Europe showing few
signs of developing a coordinated response to the crisis, there is very little on the
horizon to calm rattled investors.

The vertiginous drop in stock markets on both sides of the Atlantic on
Monday reflected not only those fears but also a growing belief that the crisis
could tip the world into a global recession.

Indeed, the ripple effects from Europe and the United States were amplified
as they spread to stock markets in Russia, Brazil, Indonesia and the Middle East.

These countries had little to do with the subprime crisis but were vulnerable’
to a sudden halt in the flow of money. They lack even the veneer* of national or
regional cooperation that protects Europe and the United States. Stock markets in
emerging economies recorded their worst one-day decline in 21 years on Monday,
with trading in Russia and Brazil halted to stem an investor panic. .

“It looks pretty ugly down the road,” said Simon Johnson, an economist at
the Massachusetts Institute of Technology and a former chief economist of the
International Monetary Fund who specializes in financial crises. “Everybody is
going to get caught up in this. ”

The global nature of the crisis and its growing collateral damage ought to
galvanize countries to work together to fashion a concerted response’, Mr.
Johnson said. There is a chance to do that this week, with dozens of finance
ministers and central bankers converging on Washington for the annual meetings
of the I. M. F. and the World Bank.

The trouble is, these institutions no longer have the resources or authority to
lead such an effort. The L. M. F. , which played a central role in the Asian crisis,
has been relegated to the sidelines this time — its credibility tarnished by that
episode and its skills ill-suited to a crisis in advanced economies. These days, it
mainly issues lonely warnings about the impact on developing countries.

The Group of 77, which once functioned as a sort of command center for the
global economy, is similarly depleted, according to critics. It no longer
represents the world’s economic drivers, they said, and badly needs to be
expanded to include rising powers like China and India.

“The globalization of the crisis means we need a globalization of responses,”
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said C. Fred Bergsten, the director of the Peterson Institute for International
Economics. “But most of the responses will be national. For all the institutions
we have, we don’t have the right institutions to do this. ”

That is particularly true in Europe, which has an effective central bank but
lacks a unified legislature or treasury to coordinate or finance a rescue of the
banking system. So far, economists say, Europe’s response to the crisis in its
banks has been mostly marked by denial and dissension.

From London to Berlin, governments are clinging to a piecemeal approach, The
British and the Germans have resisted a broader solution, because they fear they will
end up rescuing their neighbors.

A weekend meeting of European leaders in Paris, called by President Nicolas
Sarkozy, ended with a pledge that Europe would not countenance a bank failure
like that of Lehman Brothers, but little else.

Part of the problem is the nature of this crisis: bailouts of banks are costly
and unpopular with taxpayers — even more so, as in Europe, where burden
sharing is a perennial® sore point.

“Taxpayers won’t agree to bail out the banking system of other countries,”
said Thomas Mayer, the chief European economist at Deutsche Bank in London.
“Not even in Europe, where you have a neutral framework, could you get people
to cooperate on a joint effort. ”

As the problems in Europe have worsened, the crisis has taken on an “every
country for itself” quality. When Ireland placed a guarantee on all bank deposits
and debt last week, it angered neighbors, who feared capital would flee their
banks to the safer haven of Dublin. Now, Germany, Sweden, Denmark and
Austria have all pledged to guarantee deposits.

“If you do this one by one, it destabilizes people’s deposits in other
countries,” Mr. Johnson said. “It’s mind-boggling® that the Europeans have
coordinated so little up until this point. ”

With Europe and the United States deep in crisis, economists said, the rest
of the world could not help but suffer. Robert B. Zoellick, the president of the
World Bank, warned that the crisis could be a “tipping point” for the developing

world.
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“A drop in exports, as well as capital inflow, will trigger a falloff in
investments,” Mr. Zoellick said in a speech on Monday. “Deceleration of growth
and deteriorating financial conditions, combined with monetary tightening, will
trigger business failures and possibly banking emergencies. »

The immediate danger, economists say, are countries in Eastern and Central
Europe, like Bulgaria and Estonia, which run steep trade deficits and are
vulnerable to a sudden flight of foreign capital.

Iceland, with an overheated economy and suffocating foreign debt, may
prove to be the first national casualty of the crisis. On Monday, threatened by a
wholesale financial collapse, the government in Reykjavik assumed sweeping
powers to intervene in its banking industry.

“We were faced with the real possibility that the national economy would be
sucked into the global banking swell and end in national bankruptcy,” Prime
Minister Geir H. Haarde said on Monday.

But with global growth slowing sharply, the problems could spread to larger
emerging markets, even China, which has a hefty current account surplus and
immense foreign reserves.

“Where is China going to sell its exports?” Mr. Johnson of M. L T. said.
“Everyone is going into recession at the same time. i

This week, the focus will be on the Group of 7, whose finance ministers and
central bankers are scheduled to meet on Friday at the Treasury Department. The
group issued a perfunctory statement of support for the United States, after the
Treasury secretary, Henry M. Paulson Jr. , briefed members about the rescue plan
in a conference call two weeks ago.

But European finance ministers, notably Peer Steinbriick of Germany, noted
that the crisis began in the United States, and played down the need for a
systemic European response.

Mr. Zoellick, in his speech, said flatly that the Groﬁp of 7 “is not working. ”
He advocates expanding the group — which includes the United States, Canada,
Britain, Italy, France, Germany and Japan — to include emerging economies like
Brazil, China, India and Saudi Arabia.

The urgency of the moment, experts said, demands a bolder response from
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the Group of 7. Mr. Bergsten said the group should commit to a coordinated
stimulus plan’ to stave off a recession.

“Just as the U.S. rescue plan may not be enough,” he said, “a U.S.

stimulus plan by itself will not be enough. ”
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Subprime lending (near-prime, non-prime, or second-chance lending) in
finance means making loans that are in the riskiest category of consumer loans
and are typically sold in a market from prime loans. The standards for
determining risk categories refer to the size of the loan, “traditional” or
“nontraditional” structure of the loan, borrower credit rating, ratio of
borrower debt to income or assets, ratio of loan to value or collateral,
documentation provided on those loans which do not meet Fannie Mae or
Freddie Mac underwriting guidelines for prime mortgages (are
“non-conforming”). Although there is no single, standard definition, in the
United States subprime loans are usually classified as those where the
borrower has an FICO score below 640. Subprime lending encompasses a
variety of credit types, including morgages, auto loans, and credit cards. The
term was popularized by the media during the “credit crunch” of 2007. (hstp :
//en. wikipedia. org /wiki/Subprime_lending)

stopgap BWEHZ it

something contrived to meet an urgent need or emergency
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vulnerable }f 55§ , BUR K

capable of being wounded; susceptible of wounds or external injuries

KR veneer BB MR, B
an ornamental coating to a building consisting of a thin layer of superior wood
glued to a base of inferior wood

Stock markets in emerging economies recorded their worst one-day decline in
21 years on Monday, with trading in Russia and Brazil halted to stem an
investor panic.
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The global nature of the crisis and its growing collateral damage ought to
galvanize countries to work together to fashion a concerted response.
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The Group of 7, also known as the G7 or G-7, is the meeting of the finance
ministers from a group of seven industrialized nations. It was formed in 1976,
when Canada joined the Group of Six: France, Germany, Italy, Japan,
United Kingdom, and United States. The finance ministers of these countries
meet several times a year to discuss economic policies. Their work is
supported by regular, functional meetings of officials, including the G7
Finance Deputies. (http://en. wikipedia. org/wiki/GT)

K3 perennial KK, L8 HHE
continuing without cessation or intermission; perpetual; unceasing; never
failing
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stimulus plan ¥ (M) R
Stimulus plan is a term used to deal a situation where the government changes
its fiscal policy of spending and taxation in order to bolster and revive an
economy that is in a recession. By spending money on state and federal
infrastructure, the government hopes to provide jobs, and jump-start the
failing economy.

Chttp : / /www. yourdictionary. com/de fine-economic-stimulus. html)

While the Bush administration’s bailout package offers help to foreign banks,
it seems to have done little to reassure investors, particularly in Europe,
where banks are failing and countries are racing to stave off panicky
withdrawals after first playing down the depth of the crisis.
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Far from being the cure for the world’s ills, economists said, the rescue plan
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might end up being a stopgap for the United States alone. With Europe
showing few signs of developing a coordinated response to the crisis, there is
very little on the horizon to calm rattled investors.
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From London to Berlin, governments are clinging to a piecemeal approach.
The British and the Germans have resisted a broader solution, because they
fear they will end up rescuing their neighbors.

MEEB A BRERALEANT TRBITHHE KENBEECSMHKE T
B MR R B BALNRELEMMIMNSE.

K2 “A drop in exports, as well as capital inflow, will trigger a falloff in

investments,” Mr. Zoellick said in a speech on Monday. “Deceleration of

growth and deteriorating financial conditions, combined with monetary
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tightening, will trigger business failures and possibly banking emergencies. ”
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But with global growth slowing sharply, the problems could spread to larger
emerging markets, even China, which has a hefty current account surplus and
immense foreign reserves.
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K3 This week, the focus will be on the Group of 7, whose finance ministers and
central bankers are scheduled to meet on Friday at the Treasury Department.
The group issued a perfunctory statement of support for the United States,
after the Treasury secretary, Henry M. Paulson Jr. , briefed members about
the rescue plan in a conference call two weeks ago. '
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What are the root causes of the Global Financial Crisis?
B3 What are the impacts of the Global Financial Crisis on the economy of the
world as well as China?

What are the countermeasures to the Global Financial Crisis?

e Extensive Reading e

The US. Finarcial Crisis Is Spreading to Europe

By MARK LANDLER
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Published : September 30, 2008
World Business Column of The New York Times .

WASHINGTON — Barely a week after Europeans rebuffed American pleas to
join in their bailout of the banking system, Europe now faces a financial crisis
almost as grave as that in the United States — demonstrating how swiftly this
contagion is spreading around the world.

In the last two days, governments from London to Berlin have seized or
bailed out five faltering banks. In Ireland, where rumors of panicked withdrawals
from banks spooked the stock market, the government has offered a two-year
blanket guarantee on all deposits and bank debt.

Asia has been less buffeted by the turmoil, though a brief run on a bank in
Hong Kong last week brought back dark memories of June 1997, when
speculation against the Thai currency sparked a financial crisis that fanned rapidly
across Asia, and later to Brazil and Russia.

Economists see a parallel between these two crises a decade apart: once
creditors panic and begin to pull out their holdings, the underlying health of
banks — or entire countries — no longer matters a great deal. In a global
financial system, national borders are porous.

“In this day and age, a bank run spreads around the world, not around the
block,” said Thomas Mayer, the chief European economist at Deutsche Bank.
“Once a bank run is under way, it doesn’t matter anymore if you have good loans
or bad loans. People lose confidence in you.”

In a sign of how vulnerable Russia remains to contagion, officials halted
trading on the Moscow stock exchange for two hours on Tuesday morning,
fearing investor reaction to the House’s rejection of the Bush administration’s
bailout plan. Trading resumed, and after President Bush vowed to win approval
of the package, shares bounced back.

“People ask, ‘What on earth is happening with Russia?’” said Roland Nash,
chief analyst at Renaissance Bank in Moscow. “Russia is reacting to the
unprecedented size, complexity and danger coming out of the U. S.”

The shock waves could reverberate to the United States, experts said, since
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