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Boosting economic growth while stabilizing financial system

Last week could be called a "black week" as global stock markets plunged
sharply. In the United States, the Dow Jones Industrial Average plummeted
18%, and in Hong Kong the market shed 16%. Total capitalisation of global
stock markets "evaporated" US $6 trillion. The situation was very serious.
Therefore during the weekend, financial officials from various countries
gathered together via venues of international exchanges and negotiations, such
as G7 (Group of Seven), G20 (Group of 20) and European Union's
intergovernmental conference, to proactively find out measures to ease and
manage the crisis. However, the recent proactive attitude and actions taken by
various governments seem to have achieved little so far. Day by day the
credit crunch is worsening and confidence in the financial markets weakening.
Such a trend is really worrisome. Consequently we must have a more realistic
understanding of the current crisis and its development so as not to make
wrong policies based on misjudgment of the outlook.

In view of the current situation, the crisis has already resulted in tremendous
losses. How the crisis will develop in future seems still unfathomable. At the
beginning of this year, the world was shocked by some scholar's estimation that
losses of the global financial markets could be as heavy as US$1 trillion. But
now it is the generally accepted view that the losses could well exceed US$1
trillion. For example, the forecast by IMF (International Monetary Fund) is US
$1.4 trillion. So far, provisions made by financial institutions for their losses are
about US$600 billion, less than half of the estimated total losses, which suggests
that there will be more turbulences. Moreover, IMF estimates that in order to
stabilise the (global) financial system, the amount of funds to be injected into
banks with inadequate capital would be US$670 billion, which is quite a huge
sum.

Financial losses are just one aspect of the crisis, and the more serious may be
economic contraction that will follow. The root cause of the crisis lies in the
market and economic bubbles inflated by excessive lending, which must be
deflated. And only after an adequate adjustment can the economy gain a new
life and begin to expand again. But the adjustment will be a very painful
process - huge investment losses will annihilate a great amount of wealth and
a great number of enterprises will go under or lay out employees. The current
financial market turbulences are caused by the deleveraging of funds and banks.
Later on, there will come the deleveraging of the whole (global) economy and
deeper adjustment will start. In this sense, it is not a bluff to say what is being
experienced right now is just a prelude to a thunderstorm. Taking the US for
example, its citizens, government and enterprises all owe big debts. The
country's total liability has risen to 3.5 times its gross domestic product (GDP),
a ratio higher than that during the Great Depression in last century. The ratio
of an average American household's debt over its income has also gone up to
1.4. When the US moves to cut its debts to the normal level, global economy
will contract dramatically because of this. And it is inevitable that in this
process of adjustment some countries will become financially bankrupt. Hence,

the market of insuring against sovereign debt defaults is becoming increasingly
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active, with the risk premiums for some countries including the US soaring
high.

The current mainstream opinion is that a repeat of last century's tragic Great
Depression is very unlikely because governments have already drawn a lesson
and now can promptly take counter—measures. This in fact is some dangerous
self—consolation. At the present time, the world economy has become highly
financialised and globalised. And no one can have full knowledge of what is
really happening in today's financial system given such a large amount of
financial renovations. Hence the remedial ability of the governments must not
be over—estimated. Now the US and European countries have already taken
all measures that could be used to support the financial system such as injecting
capital, cutting interest rates, taking over controlling stakes (in financial
institutions), buying in financial assets and offering debt guarantees. And their
inputs are enormous. The US has thrown US$700 billion in a single bailout
package. The United Kingdom has allocated £ 500 billion pounds. Other
countries have also successively taken similar actions. But, more often than not,
such measures prove to be just palliactives. It is doubtful whether such
measures can really help stabilise the financial system, and at best their effects
to help the economy are indirect. At greater risk are the huge government
inputs. It is likely that while the financial crisis is yet to be overcome, a fiscal
crisis may be provoked. If this is unfortunately to happen, then taking such
bailout measure is just like drinking poison to quench a raging thirst. The
more such moves of salvation are taken, the nearer death is.

All in all, we must not place too much hope in the bailout measures. It is
better to directly rescue the economy than spending huge money on bailing
out the financial system. A latest and unprecedented measure taken by the
Federal Reserve (Fed) is to lend to enterprises by buying in "commercial
paper". This may be really an effective move. It also gives Hong Kong some
enlightenment: in dealing with the crisis, not all energies should be spent on
bailing out the financial system. Efforts must also be devoted to stimulate
economic development, which is more practical and beneficial in safeguarding
people's livelihood and social stability.

13 October 2008

Idiom:

Day by day — More and more as each day passes; all the time.
Examples:

1) He becomes weaker day by day.

2) Day by day he makes progress in his study.

3) Day by day Sally grew more confident about the job.

4) We become increasingly worried as the financial crisis is intensifying
day by day.

5) The business of our company has been improving day by day since
the beginning of this year.
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