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Take stock, this is going to hurt

The economic meltdown
in the US will affect every
Australian household and
business, writes national
affairs correspondent
Jennifer Hewett

(3 what happens now? Confusion

shaul the answer Iz no longer the

peeserve af the financially naive. AR

those well-paid mvestpsent baink-

ers, sopivisticated fnancisl snadysts
and aggressive market traders are seared B g
to sletp a1 wight for Fear of what anamagieed
rsevr Buorrors the next day may bring. Suddenty,
lenving it to the market to eMciently sort oul
tuss hecome a very ald-lashioned kiea. Instead,
the ttons of Wall Street are reduced to
bepging for help from Washington while
povernmenty acreay the world fantically try to
figure vwl Fbow te conbaln & apresding
unpredictabbe mess

Despite @ marufactined political srgumend
im Canberra sbout whether Wall Sireet s
“light yesm wway™ from Australin — or
somewhial less = the pulilic wan "t have Do wadl
lang to discover fnancinl reality

There i = inlimsly conpection Detwenn
every home and business i Austebis and
whnlever appens in high fmance brought low
in Mew York or Lonton.

Try rising domeriic unemployment, oom-
panies ching ar pot expaniling beciiss isy
can™l et eredit and combinaing pressure on
Asrtralian bank inberes rales o matber whal
our Keserve Bank dos. When (he cost of
Bsorriwing money on cverital msrkets o,
a8 [t s deoing righd mow, The Aimsie banks® cosl
of Fusdleg poars, too. Mose of the standard
political ||:e|:|:u: about excegsive bank profls
can overcome that basic dilemma and, given
the extreme nervousness about the stability of
tha banking sector, [i"s probably risky [lor
politicians 1o even Miempl il

Likewite, the Rudd Governmeni"s bR
ivvesiment plana for infrastructure look mom
difieult to A mbo practice, s well = far
vostlier. And  fongel esdy reticemend [or
anyone relying on a steadily expanding pool ol
superanmiation maney, Peoll

Yes. the Awnirslian economy, & Kevin
Rudd keepa firrnly insisting, b redadively strong
and pesdliend enough to weather the shocks
sheal. The Ausiralion banks dempite their
ever-kercasing write-ofTs and plungiag sharm
priced. are [ndoed in much soonder thag than
W thieir courterparts

p i whill el to bevome @ hoel tryber
Australians, whether it through

aing their jobs, their [s i ot of moncy
on their investments of just the comforting
ilasion of the “wealth effect™, Howsehalds
harrenred up big during tse pait decade and, &8
A sirategy, it worked remakaliy weldl to
imcresse the value of fheir assets, Now all that
debt weems wre toele, jusd when (%
|uarcler mnd 1o sell anything 1o
pay it oll
Tasl b chose i that the woesl Dhing for
je to do e panic. & the Covernment
intes. Uinfustunately, ihere bo been oo

ive pankc of | markel  The
¢ msrket, for all the strengihe
of wirkone ml com-

panies, remaing hogtege  to  nfermathans)
Investor sentitreenl, now. mone than ever
Think of that sentiment a8 & ki of gant
giobal mocd wwing that cin change in an
instaml, depending cn the medic 1 avail
while. This weekend®s foel-good pil i the kes
fhe US will soon I:E'rTﬂlr in Ieke over
hungreds of billiona of dolisr of bed debit ar
problem assets from LS banks, perhaps =4
exly & mest Monday. It certainly helped the
peneral bevel of confidence recover from the
\tering of the past werk
Diespite a shocking Tew days, the Awstralian
slock mazket alw wenl up sharply on Friday
by more than 4 per cent This was after the
warld's cenlral banky impected more than
$USIA0 billlon ($222 hilkan) inlo the globsl

MAS

banking syelem 10 10 reduce fear and get
credil Thawieg) aps at B woubd D 8 brae
investor grywhere 60 the werkl who decides
the worsl s really dver

The oplimists have poinbed to signs of 2
Mickering recovery ot various Hmes during the
past yesr, oily 1o e fsapeointod ax B die
apain. And 1hal was belore the pasl week from
hell More stomach-chuming dides in shane
prives are inevitable, an |& the likbdibood of
mnee Tamous, suppoardly impregnable, nsi-
tmticns abruptly vanithdng

The comparion with the Grest Depressian
ol the 19305 are bevaming a8 frequent as they
art ominous. The difference i supposediy s
those in charge are more ready and able to
take co-ordinated action to try o ward off
disasler and prevent systemic coltapse

That"s the theory, spyway. And s imie (hat

The week capitalism
took a battering

The bloodbath on Wall Street will reverberate for a long
time, writes economics editor Michael Stutchbury

E have jaal expersemond Ehe mosd
terridying purge of Gaancsl leverage
Ive wogld has seen. Thirteen months
nfter the LIS sub-prime motigage erksls began,
the wotll's economic and mllilnry super
power thiz week threw its fiscal autharity s
erguring globad financlal capitalism mirnved
the ordeal

Rather than obd-fesldoned Bank mind by
deposiiors, fhe reckening has lieen led by
mveston, furmelied through 'Wall Sirest and
the City af London

The sharemarked callapse of bnnd-name
Wall Street invesiment banks (hat  bad
purvived the Depression has paralysed globl
credit markets, adding to the global Rguidiy
crivin. Banke have become afraid 1o lmd o
other hanks, producing sharply higher costs
for shori-term [fnance, inchuding lor the
Tuniding of Australian morlgages

With & lame-back president in the White
Heuse, US Treasury Secretiry Hank Paulwon
and US Federml HReserve chairman Ben
Bernanke on Monday allowed ihe sysiem o
purge [tvelf, standing by a1 158-year-obd YWall
Street investment bank Lehman Brothers
Med for Baenkrupdcy. Fellow investment bank
Mewrill Lynch got the message aml fell into
the dhutches of Bank of Ameriea

Thal sppearal to draw a Hise in the sand
aguinst further moclalization of Wall Street's
losses. In March, the Fed hed extended a
11529 hillban baan balloul Lo imvestmend bank
Bear Stearns (funded 1923) as part of a fiee
wale 1o JP Morgan Chase, And in the Tt
week af Septeniber, Paulvan effectively na-
tonaliesd Fannle Mae and Freddie Mac, tho
tws t U5 mortgage underwriters, one of
whilich dates back to the 10306 Mew Deal

Bub siter leftmg po of Lehman Brobhes,
Paahion and Bernacke Binked sn Twesday

when the world's lsggest meurance corapany,
AlG, ieetered under the woight af B 'hliMTF
leveraged corporabe delfandl insurance |ases.
Bernanke lent ATG wp o SUSES billkon in
retiemn for Washington getling B0 per omil
pumetship of the Hl-year-ald fm

O Thumsday, Bernanke®s FPod e geirsd
banks fram Evrope, Japan sl Canada in
Injecting $LIE225 hillion of liquidity into the
seiredeup global oredit systen. And yerterday
Maulson sarted talking sbout a plan to get bo
the “root of the problem®™: [ling US hoase
on bank balance shesds

Mow did it ged to this?

Thie mascra stocy can b traced back 1o the
e of China early thiv decade. The surplus
capital China buflt up exporting factary goods
o the US wm recycled mto Wall Street
Smarting [rom the sharemarkel tech-wreck,
tsen Fed chaimman Alan Greenspan oud
alficlal Enferest rales aa low as ] per cent

Armed with modern coenpuding power and
mophisticated mathematici, the US myest-
ment banks levoraged this chesp and easy
credit into Increasingly complex Mnancial
imstruments. Most toxic was the highly gesned
seciritization of housing loans o w-income
Americans

Thise inndles of trdeshle secarities con-
tningd 3 thme bombe the hlidden risk produced
by separating borrowers from lenders with a
vested inderest i mendioring the credil-
wirthdness of the ban

Traditionally, thia was the mle of the local
bank munager. MNow (his s-'.|1l-r'-l'lll'il‘ rizk
Boceme burded in uninbclligihle algarithmas af
securitised morgages

As moee money wii pamped Into low-
mendtve Bowating bormowing, US hoose prices
beegan b rive, tuming into mn old-Faslsoned
dehit-fnanced gased shble, Unlike o Anstre.

eed Fin wkll bave
where @ o8l staried, willh Dol
mapporting role, and perhaps
memey from Asian sovereign wealth Fumdi
Craramiining the bad debd 1 certainly &
wart, sssuming B is possibis. Free macker?
What free masket? These dag, "0 ol abeut
government suppart and direction, even st the
price of iscreased regulation A looming
Bnamcial cataclysm tends 1o make the most
rescdule muster of the universe guiver, But the
odd few billion dollars of sappart turns ol 1o
b chump change. It has to be in the realm of
many tens of billkons of dollin 0 even

lia, the LS central bank tumed a blind eye
When the bubble mevitably bund, the L5
syitemn of none-recourse lending  aBowed
bosrowers 1o sinaply wakk away from thelr bad
trearn hoemes, & financial scoslerabor thst
drove howse prices down even Rurther

While centred in saib-priee  morigage
jending. complex leveraged prodacis spread
theoughout the US nancial sydlem, again
driven by the knvestment banks “'The
eophisticated fnancial srstem of the 2t
century was nepposed o spread risk, but a lot
of the rak ended up being concentrabed on
the booka of highly levmagnd institations,™
Beserve Bank of Aucstralia governor Glenn
Stevens salkd this week. *'High risk and high
leverage proved in be a fatal combination. it
always dos"”

Will ihis change the world?

The big immediabe guestion, of course, &
whether Faulsen and Bermaiike’s emergeivcy
Interventicm calin the panic and stahilise the
market. Mo one knows, nobwithstanding Wall
Stresi’s rally an Thursday night
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i lime spi The might
Bl

Twets of the Ielg fve invvesteertt banka in the
7S, Bear Stexrma and now & il Lyneh, for
example. have bhad (o acoepl marag o
pasals that slashed the valee of thear once-vast
dowries. Another investment bank, Lehman
Deothers, wan Far too jecky sbout Ba possible
muitcen. With the Federal Reserve umwilfing to
step In s marriage broker, Lehman ended up
beft for desd early lawl weell Thal meant
Mesgan Stanley was desperstely looking for
annther marriage of convenience whide hedge

&0 far, e world ecomomy has remakned
marprisingly resfient to the financial crisi,
thoingh the US, Britain and Ewmope coald
easily fall into recessdon o the coming year

Farmer International Monstary Fumd chiel
cconomisl Ken Rogoll this week miggested
tiat Hie debd obligations taken on by the 115
Covernmend a5 part of the Gnanclal eries
amounted to & naanegeatle §UE00 bElan o
$US300 Iillion, or shoul ome mane yesr
ine Frmig

But Bogofl sugpested that the ultimate coad
of the taxpayer halbowt was likely to rise o
FUI51 triliion 1o SUS2 irilllon. Much ke the
WVietnam War in the stagflabionary "70x, this
wogld ik up taves amil smcourage an
inflationary salulkon Lo the debt burden

I turn, this could further weaken the
greenhack's role ae the linchpin of the
miermstbonsl Gnancisl systeme. And 1 woilk]
windermine Washington's fizcal capacily to
maintain the military sepericority of Western
democracies agdind threats raaging from
Iidsmic Tackm o Russtan ratiooalism, Chi-

T G

Erall it
wivere gar and mo

inn wnd ey
ot s it the
home of

armanid banks The LS
{ capitafisne had siready
eflectively ta ised ity two biggest mod-
page beokers, Fannle Mag amd Froddie Mac
earlier this menth. As house prices keplt falling,
their fnancial trosbles just kept rising. 1t was
a vidous circle Thin also explaims why
Britein's larpest martgage lender, HBOS, has
been taken owver by Lioyds or 0 frection of
whal B had belleved It wam worth, until
recently. And it all happens so fast
A of ast weekendl, (or example, ni ol wad
predicting an imminent govemment rescus of

nese ppportunion and Morth Korean whio-
lomrws-wiuat

O the other land, iwestors hawe discl-
plined Visdimir Putin more than Europe ol
U8 politicians have dared in the wake of
Mussia’s aggressive military incumion [nko
Geneyta. It may be a Wall Street corisls, but
Mescow boasts the workd's worst performing
share market of 2008

When the dusl settles, New York and
London surely will lose much of their vitality
fobal financial capitals. The U5 invest-
mend hank model will give war to lrack-ie-
hasics banking siuch as the fank of Amerc
Wells Fargo and — hey — Awstralis’y big
banks In Auntralie, the Masoguarie medel of
highly leveraped muanagement of infrostrac-
lare sreets will struggle

Apsiralls reimndis  cosbiloned bt
|FamE.

Ai a big Impoeter of capltal, Awstralla
highty vudnerable. Although our share market
Thax sold off sharply, 1o (ar we've been spared
ihe wonl for three main reason

nak

Amevican Intermatiomal Group. Alter all, AIG
was no ondinary coempasy. 11 was the world's
bppest insurer wilh assets of JUS!H trillion
Unfimtanately, AN Ly liad Beceeng Sedisood
oy {he maney 1o be made n afl hese farcy
niew Ninsncial indraments, none of which the
expeiia appanently
That comvenient
AlG o becoms v
450 billion in conlracts betiing or mauring
ngwingt the rizk of other companses defaulting
on their deble In the jarpon of the murie,
fhese are known & credil defaill pwnps, which
now eover more o a staggering SLISE0 trl
oo of debl

Yet somchow ol this sermed safe =
hiouises which, of coumse, proessd ned. o be
sale ot all

Wethin a few days, the Prderdl Reserve had
docided that i & dide"t galckly lnd &G up o
SUSES hillion, nio one else would help the
RNeppling giant either, and that woukl reverber
## throughod the finencial oytom wilh
conaequenced too dangerous o contemplale
Lehman Brothen' bankruplcy has already
shattered nerves Allowing an AIG faibare
wouhl lave been like enleashing o wihirlwind
1o knock over Those e1ill holdleg on grimly,

Part of the problem is the peed for alsolute
condldence in financial instikutions | When
it companies’ share prices pet manled, i
@n be difficull snd painhil, partioalacdy for
thase directly involved. But &% not a mostal
thrent b0 the whole system: A baiok nm &
Dreapite all the escteric terma beiny aed, that
Is effectively what is af stake

Trust i the estential ubeleand. Banka don
even trust ope another any more Mo ane
knpws where the next implosion will teks
place or whers Hie b et stops That meang
they wre also nol lending ai all. or =1 stmmdly
higl rofes. 1 waon®t bake long for thal approach
o cripple an econceny, which B another
renson oentral banks are pushing in money 1o
Ul bamicing system == fast ay they can. Dl Che
immediate concern 8 trying o bring some
wernbdsnee of order b an unraredling markel
The other compll u

TR a0 41 ity
tiwe Bystnin 64 § whols work

This, bowever @ nol 0 nommal markel
Mothing Nke iL And |m & dimate ol Feay
deliberate rusnoury of bad e lor companles
of seciovs can become eecdly seb{-fulliling

I ol fimancial

et Mondey. [ will ab
ite on coverrd 1hort seliir
mosl  Ausiralians, s
incomprehermible or relatively
It*s neither. We zre all market players now,
even i e don'l quille realise L

RailaiFl The LS Government has
pulled cut all stops {0 enyure the
survival of the Anancial system

First, owr big benks — Westpac, the
Commonwealth, the National Australia Bank
mnd the ANTE — have remasdned more like
tracliticnal Dritish high street or U5 main
glreet hanks than the Wall Streel Investenl
Banks. With same exceptions, they have nof
gone deeply Into exotlc fmandal prosthacts
Ihey remaln well capitalésed aml profitakie

Secand, by liting oMelal imterest mles, the
Reserve Bank look some of the steam oul of
oiar hossing price boom. Australis did not
inalulge in US-siyle sub-prime kending

Thimd, the Ching boom will keep fiuedling
demand for Awtralia’s nening and energy
exparle Stevens malntaingd this week thal
the Cliina boom will not go sway, even (1 il
comes off the boill m China's expocts to the
LIS weaken

Nevertheless, Ausiralisn howsalalds have
sorne bill to pay. Stevens called the mnd of the
g Awstralian financial story of the pasl 15
i.'u:'urr the debi-fuelled expansion of hoise-
wold bakance sheels

From e eardy "Bl 1o 2000, Auastralia’s
Istiaselsodd dbetst Burden more than triphed moa
mulliple of househokl Incomeo. Even without
mile-prime excess, Australiang sl lipped wj
the global supply of exy oredil

Austrabinna felt comfarsble poing deeper
Ity el bevause (e valie of thetr axets
nearly doubled a5 the stock marke! boomeil
anud heiing prices soared

They bomowed agained thelr increaged
weallh o finance bigper houses, new boats
and overseas holidayi
Now the purge of global financial capital-
m Iz making Ausiralians poorer by hatting
the share market and boasing prices. That's
foscing them to pay off debl aced to ot Bach
on the pood |ife, These spprosching retine
ment will have to lerp warking for s few moes
years becawse 20 per ol of 3o hay been
slashad from thelr maper fumds

The puc! news b thet the China boom
cantinues to hold ap Australian incomes. The
potential bad e |8 hat unemployment &
gt fo s Thad ocould o mearigage
ielimguencies to jump and housing prices 1o
\arm down aharpdy, That's when Australis®
hiack yerd could furm very nasty,




Executive Appointments

REOUCING POVERTY

BRGMOTING SUSTAINABLE

Operations Policy and Support
Managers and Officers
CANBERAA

Smart jobs in QUE&

Senior Executive

Senletr Director

Executhes and Ministeral Services,
Oflce of the Direcior-Gensesl
Queeeasfard Heaflh

Satary: J80 g7 - Sal¥y Lol pa

(Tolal Hermmwintitnn VEter!

REF. HeEAopSsa

Lacatian: Brivbare

Enquisien: teeemry Ky (07) 3934 2536
Closing Dute: Mosday, 30 Octnber 3008

Drector
Comporate and Exsculle Services
Divishan

Chitd Safuty
Salary 124 880 - Sre 663 pa

{Tntal Remeneralion Valo)

Lecation: Brishane

REF: CLOYCH5E)33/00

Enquiries: (o7) 1006 M

Closing Dale: Monday, 20 Oclober 2ol
General Appointments
Manager

Sarvice

e tepodtiey Tull-ime posilion avalaiee
it i Februaty poiod

Disabiiny Services Guawniiand
Salary; §q B30 - f55 ofla pa

Lacarian. Drishane

REF; (DTSR p5al

Enguires: (o7} yocd ridy
Ciosing Date; bbanday, 30 Octader 3008

Principal Project Oficer
SEQ \:mr Grld

Irfrastrture ovwd Plasaing

Salary: S8 wie - $A) oo pa

Location: Behbane

REF: LR /ol

Erespalries; fo7) 3224 soud of [ Adal
Iotraan Seliias gl pov.ps

Chriisg Date: Manday, 38 Ocinbes 3000

Senlof Policy OMcer

Councll of the Australlan
Federation Secratacial
Premier amd Cebinet

Salary: S8 w40 - $E7 604 LA

Lgeatlon: Sipbane

REF: CLDPRT Y2 B/c8

Engeiies: (7] 1224 S04l or E-bad
|nbvatdpe@yia. o govoau

Clocing Date: Mesday, 30 Oclober soed

Senlor Stra Hetwork Plannar
g and dure Growap

Tramslink Trenslt Amtiovity

Salary: $94 140 - A7 805 pa.

Lecation: Dilshaes

BEF: OLOTTAN R

Enquisied: (7] pook 7683

Closing Dale: Mosday, 2o Ocleler 2003

Senbor Praject Dfficer

Water and Catchment Divislon,

Stralegic Walsr [nitiatives
Resourcrs dnd Waler

Salwy: $72 30 - $77 584 pa

Lotatises Brisbame

REF: CHLOVMEWE 4 el

Esquiries: o7} yoob pial

Clnsing Date: Manduy. 10 Odtober 2008

www.jobs.qld.gov.au

Senler Projec Officer
SEQ Water Gaid,
Infrastructure Delbvery
fmfrestruriure and Flanming

Sadiry Bb3 Boi - S84 G pa

locatean. Briskgne

REF: QUOMTNE 37 ol

Enguivied: (o7) 3a3d S04l o [-Mad
Iutren, donlnid ald. fov.au

Clasing Dade Moessday, ae O<icbes 3508

Systems Adminkstrator
informathon Technology Services,
Busingss Suppoert

(Teg posiions eralable)

Jentive and Atteemey-Geneml

Salary; $63 200 - 368 dg1 pa

Location: Briphane

REF: Linged

Engumied; (oF) 1335 of4p

Closing Date: Mosddiy, 30 (eiober 3008

Statlsticlan

Office of Econombc and

Statistical Ressarch

Treasury

Salary: $63 20 - B68 695 pa

Lociriesr Buishum

REF: QLOTY sl

Endultes: f67) wzas soul or [-Mall
e iy, gl g

Clasing Date: Monday, 3o Ociober bacd

Interested?

The Queentland Govemment

offers challemging snd

rewarding jobs and careers

that make a difforence 1o the

Ibrms of Queenslanders.

W welcams spphostony frem

wrarprse, shilled and commeied

petple.

if you ser o job yos would Uks o

know maoms aboul, you can elther

» il Samart jobs and cowens
(e Jobs.qld. gov.au) wnd
dawmniowd b Informstion, or

# fheg tha sumber ks the ad emd
nuaie B ielerence numbet bn
rrostve wn application kit

A Tull Bad af ol sav joba Iv 9n oav

St jubi omd canesnn webslie,

Queensland
Government
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EORGE W, Buih seps the 5

Comgress has (o undorstand that the

Financial crisls B goae far iat|

Mew York and Wall Streef and that

It U now sffecting “*hanbworkin®

peaple’” in the US hearitand. 1T only i were that
simple .. . of that contained

This crisis may have started in the LS, bt

there's no escaping its effect everywhere —

froem Heykjavik to Brussels, from Dublin to

Banthstowrs, 11's cear that ot beast some of those

paonle won't be so hardworkin' ether because

they will Lo unemglowed instesd. That's be-
simid ihee indemnatiooal il panie

el iee Bpasder QUL iy T
severe g (nperidig globesl rermaion will Lie

The dranwatic gyratbong — sametimes up hul
still mostly down, down, down — af the stock
market are cnby the most public symptom of
this rolling disaster. Think lnstest of a mach
| wisible, bigl far more danperous enenyy, the
tndal Blockage in the oredit markets

Credit s whai makes sny modern sconomy
function. ' whal connemens use o by can
ard howses. 18°s what companies uee o expand
their buosineses or juil keep them going 1's
whal prevides Jolw for employess 1% what
banks ngpply to their castomers, hig and small
And neaw il has siregly vanished.

Hamks everywhere no longer wad i hend,
even to one ancther. This has been a problem
on and off for the past yeas. But in the past lew
weeks, it has become extreme &8 the tolledng
Nrarscis] sysiem keeps losing i3 balance and the
cagualties mounk

The immediate result i fike a hank rn, bt
al Bvnestors rather than depoditon. [t misuns the
baniks are hoarding whatever money they do
have as ihelr owr versdon of Llife insurance i
this unpredictalde climate. And i fnencial
institsitions do fend, they change mies that are
0 exorbitant most cusiomers can't alford o
borraw. ‘That s If those oustomers have the
nerve o take on any more right now.
Matly, the natigral Enatinet is 8o cut where they
can, particulsrty the longer the chaos goe on

Oficial interest riled Gan Beosing  Blmos
irrelevanl im this equsiion. Normally ey ane
only a fraction befow the unnfTicial rates used by
hankers among emaelves. Mot sow. Fear
Bewria Tear

Warren Buffett, regarded as the workd's
capdest  beston E::r I|r\.-|:11ll |i¢:::‘:ﬂ- }iﬂt
appadite ) hes been happy fo spend of beas
:lﬂ:'w |..u'|".:f|;-.tlu_z blllmnﬁll:]llg |I'||nrn in the
g General Electrie company and Goldman
Hachs bank in the past few weeks. But be still
inslsts there's no poimt In belng unrealistic,
maintaining that evonomic problems ere golng
o become worse. Whal be cun®L predict, Be sy,
is whether ihal unhappy diuation will s lor
wix manils or two years. Or longer

That"s even sxsumning & skittisth US House of
Representative finally does pasi o verslon of
the original $USKK bllion Balleat hill today
after Tuiling todo M w0 spectacclarly [nat wesk

ot that it*s supposed (o be called 3 baillow)
any more, pasticulary not a Wall Streel badlout.
Sarah Palin sirongly attacked what she called
“oprmuption on Will Strest™ during the U5
vice-presidential debate yestenday while com-
manity digguad s the gread ol Execuiives,
particularty al thoss big imeslment hanks, will
oy grow in intenaity, And four wesio from an
edection, & doesst heip voler sentinsent that
there’s a lof of Republican amd Democralic
finger-painting going on aboul wiss's moet (0
hilame far & oysiem o oot of whack

Bul sware of the damaging resanance of the
Wall Sireet tag, most Amerbean politiciany of
both parties are U}'Inq to recast the bill & a
"resoae package of Maln Elreet™

Thiry are belstedly wir ta rernind volen
thut the two sresty alwap do interset
Unfartunalely, it looks ever more probable that
Congress and (he Bush sdministration have ef!

il
it far Loo kte e pvosd The wosld s higeesd-soed
crash @ Thel ssmwe intermecHon. Now it @
mwsaiter of trying to lbndl the carmags

In that smiee, the pasaags of D rmscoe bl b
inereaiigly regasded o less 3 las Win @
it wn'l be enougli o coinpletely resione
confideros or avoill reosssion. 1E's mare an e
of praiding sl worse an encontrollshie sere
of fnancial panics keading 10 a fonger reossion
leading perbupa evén ba, pulp,; depression

As e voted for the bill i the Sensie, Barach
Otama described 0 ps preventing “orish from
hernming catastrophe”, Here's boping

The world anzlly docs manage to mmakile
through everdaally. Governmeents, despile the
L% congressional flasco, sre far mare willing to
st ta try b ward off dissster. Sul with exch new
day, eonfidence i wandng about the ability of
the whale system to manage even thal more
et manosyre.

Europeans hawve stopped belng  quile se
vehement in thelr denunclations of American
capitalizm 23 they strupple to save their own
fimancial instidation, for example. B furm ool
tha! mosl Eurcpean banks are mome highly
leveraged than most modestly stoed American
oner In Irelamil, the dedsion by the lrish
Govertsmenl (o guarantee bank deposits and
detsts from lis sk higeel banks for the el T
wvears has aitracied ke  from  the  [British
Geovernment and banks becyse 0%y encowrag-
truy British depositors fo switch o Irish banka

In Boeland, & government that had been
thailled to embrace the berefits of the free
market for the past decade has now bought
75 per ool of Gltnir, ity third-largest lxink
Chatbrenks of panic have Lt banke in Hong
Kong, Indis and Rissia before being calmed by
EOVEITINCT EETUrANOES.

The skgnificance mnd sepaltivity of this
mternaibonal dram will overwhelm the. polill-

Banking on the

From Page 19

Tunding vulnembility highlighted ty the Imfer=
national Moetary Fund As investors, Austra)
fans have Yool fasth in banhs, smpecting they
continie to hide toxle assets on their balancoe
sheets. Banks don't tmot other hanka

But, In the mdddle of 3 global hanking crists,
Australlan savers truot Use banks with thelr
moaey. Many Australiars still believe that the
Gewernment guarantess bank deposits, just like
the formal guarantee anpoanoed by the rsh
Coverranent Uhi el

In foct, there & 0o explicll govemment

warandee m Auvtralia And depostiors camnol

y deposil insurance. Howerer, governminis
Isave Torm in profecting policyhaldens (the HIH
fashire} and depositors (the state banka of Scuth
Amvtrabis and Victoria) from feiled {evsrance
compaiiss and banka

“The lony kistoey of depasiton not nelfering
losses in bank Inilures, in part due o govern-
memd Inkervention, creates the impression thal
there is an implicil. guvernment guamnies of
dheposits"® the 1MF concladed in o confidential

o of s 2006 review of Australla obiained
E: Irrairer

The risk of deposit guarantees is the *“mol
Ieamard*’ of drawing savers to high intercal retes
offered by risky hanks. [nslead, Aisstralian bank
tepmitor are profecied by depositor prefer
ence. They come find, shead of creditors and
shnrehblders in ihe case of 0 bank tallsre, which

P e ey SRR Bt

www.theaustralion.com.ou

Mow for the good news: Custamors line up &1 the indyMac Bank in Sanda Monica, Calilomia, o the fedemily selved bank was sed 1o reapen

Credit crunch
is here to stay

Now that the US has caught pneumonia, can we still get away with just a cold? That
is the question for us, writes national affairs correspondent Jennifer Hewett

Reserse Dank of Ausire
nexl werk. Mal
beadthy Asastralian b
yea Kievin Rudd ha muddenly become {ar more
cautious wheut what he now refees fo o the
need for “mandmmas pass-tk

The bad ews f that what's af sfake & far
mare sericul and daneaging than this wrfsce
political rhetaric. 1" more an Esue aof how best
o mapvive the threal to every pacl of Lhe
economy that comes from all hehks hecumbng
haarders rather than lenders s they fnd it ever
mare difficult 1o bortow themehe

Even fhe vasd amounts of money belag
imjected imto the global financal mstem by
central hanks, and the likelihned of more cuts in
olficial rates to come. haven®t altered that Ard
no matter what the Australian banks choose Lo
do next week, they oo remain cptive b the
much bigger forces ab work intermationally,

Prirrve Minester Rudd poinbed ni erclay —
again — that Ausiralia’s Iy banks comsfitute
four of the M double A-rated banks n

the workd

“i*s really (mportand o (e of the fitune
ol eredid arrmngements worldwide because when
credit unfroees — and (hal's why the paisage
ol this package before the US Congress b so
important — Uhen lenders will look o credit
ratings of major banks around the wordil™" e
declared

When will that Be? Na ate can be cetain of
the answer

The theory behind the UF bill b to put o fnor
under faling housing prices sl all those
complicated derivalives and insuranoe products
linked to them, The US Governmend i irying 1o

rescue squad

all bl gussaniess dvedr depoits ane gale

Flowever, the Reserve Bank's Stevens and
APRA'S Laker watched in alarm at the
deponitor ran on Morthem Rock in September
lagt year, the first run on an English bank in
nsore Lhan & cendlry

Britaiii's depositor guarantee did not prevent
Ihe rum, in part bevasse depositons Ngired &
womalil lake montls o gel thelr money ouf of 8
collapsed bank

Stevens and Laker respomded by tuiting off
# propossl previoasly put to Peler Coatello
following i review by Unlversity of Meibowms
Fhance exper] Kivin Dl

In June, Swan annousced & w-called finan-
cial clabme scheme, which would guarantes
early payment of up 1o 520,000 to depositon
sl podicyholders of failed banks snd insmen.
It woudd make sure umilbes got thelr mortgage
repaymend and supermarke! meney. f their
bank went atder. [ & farm o housshold
Iquédity goarantoe

For the past two decades, Aimiralia has been
keen to underout the narket power of N1 big
hanks. Paul Keating bet in the forcign bank
Under Costello, the mortgage secusilison ook
market share. Both sets of compeliinrs dre new
I retroat

With a once-in-s-century Enancial orisis at
the door, even 8 Labor Gowernmee t fgures il
has na sliemative but to rely on the bastand
temnks to keep the Australing econamy afloat

by imaving Lhess

injextbons of capital s i 10y just thad the
even isore inkdious fear nivwr wodd
nappesedly be hepl ot bay in the mesntiee

Anif it"s that great anknown that is kaunting
the market and kevping afl banks on edge. 50
while declinizig US Bousing prices may remain
ot the cenitre of Ehis deadly vortex, the mb-prime
sy hat sent put ever-widening alarm slgnals
that coetinue o peverberate arocmid the globe

Companies everywhene will be tle victma of
this pathology whatever thelr markets or Lhe
wealth of their customers. They can't really
ralse money, Mefther can (heir dionds. Lasoary
carmakers such a3 Porche in Eorcpe are
sutldenly unable 1o predict their nommally
robnist growth, for examygle, Sale of Ford Motor
= In the US dropped more than 30 per cent
last mondh cn the previoos Seplember — a5 did
car sabes in Spadn. The overad] effect is a large
backet of zznd being thrown lnto the enging of
the whobe world scomainy.

Although the Rudd Govemmmen! romiaing
leen (o emphasise that the Australinn economis
sl firancial systeens are well placed 10 munage
the problema, nenisters shays sdil the caveat
that po conmtry o pemain immune

Of Iste, that cavent lus been misch maone
pronounced. The optimdsts slll insit thet the
reuniahees hoom will continue to drve Australis
through the wordl of any downturm And it s
trae that the prices for Australian exporis of
commodities, partiodsrly iron ore amd coal,
hawe given the amandry the equivalent of o gt

b despitn 15 nm f compines fuch
a¢ Ric Tinto and BHP Hillito China will
need and be wilkng to pay for ever larger
apaandiien of Amstralien resources to mupport i
scabe urbanimtion. many others ame be-
coming Lur mare apprehen shesut the pace of
China's growih In the re. Evern 2 few
months aga, the expectation was the Chinese
sconomic growth rate, hig by the decline in it
exporis, would full by & couplde of per oent of
i — dowrs b a wtill megieg 8 per cont or 5o
Thei's Iooking like & brave prediction thess
days The big Ealls in the shares of all Australian
resouroes  companies, along with the globasl
prices of momt commodities, rellect that sl
denly more sombre axsessmanl.

Certsinly, no one & paing 10 fod sympathy for
Fortescus Metals* Andrew Forrest, beast of sll
Forrest, over the fact that hia relgh m
hustradia’s richest man has been o shortlived
But apart [rom the odd 55 billion of his persenal
foriune thal has suddenly wvaported, the
hrosder tharemarkel conorm s 1hat the sould-
pEtmy
YN

g A produicison
an o, Srill, wwili

there's o

ta plve
berines the benelit of the docbs

And while much of corporals  Aust
sciually has relatively low debt beovely, (e s
can'i b apld of consumers. O sverage.
ouschold debt i 158 por cent of bowsehold
imcome, larpely thasnke to sl e T Aus-
tralian house préoes. Then add the mone
urgent recuirement o pay off credit card debl
Thut eakes contimers & lof bem p i
fargiveness or Dexibility when things go wmng

How wieng? Desgite hot spols sach o
western Sydney, Australin does have a very
small percentage of mortgages i arears. Thisls
thanks 1o generally laghter lending praciices
than the US. And that diference, by the way, 8
ot jusd the fsull of the Inksee-fuire Repubilican
administration. The Demponts in Congress
iharing the Clinton presidency were [he mod
endbnminstic abowl encoeraging loam fo poor
hsosselsolds, often threuigh the good serviees of
the now nationalised Fannle Mae snd Freddie
Mac. With rising usset prices, why nod?

iuk pow that is ] history and the mimediate
Rature loaks bleaker for everyone, the surprise
Ucsnby trap aidlen in Chve march of globalisation

As Treasury Secretary and former Goldman
Sachs head Mank Paulson noted hefore le
pagped himaed!, there's a lot of blame to go
arcund. That blame is [kely to spread over all
povernmends a3 well @ irmeestmenl bankers
Conmimers can only hape it dosn't bury ihem
at well. Pay now, Duy ster,

THE ARRANGEMENT

A memotandam of understanding on fimancial
distress managemend

CHJECTIVES:

| ifrotect deposhiors, policyhalders and
superanncation fend members, with view to
avold prmininise ksses,

B Malntain stabdlity In, and canfidence of, the
linancial #ysiem,

B Resolve disttess sitvations eMectively

and qulekly.

B Emnure owners, directors and managers af
distressed o falled instinions bear
nppioprinte respansihility,

M Minlmise sconomic and budget impact of
digiress and malatain makel disciplines.

RESPONSERILITIES:

Glenn Stevens, governor, Reserve Bank

of Australia:

W Malalals stabllity of fimancial syetes,
inchuding the payinents system.

W Assess systemic impact of inancial stess
and sdvise Treasuper of emerging siress.

B Provide llquidity support for the system and
distressed |nstintions.

Jotin Lakes, chalrman, Austraiian Prodential
Regulation Authority:

W Profect Imtoresds of Bank depasiion,
nsumnce policyhobders and superannualion
Fund membeis

B Monitor and prudentially superdse banks,
Insurers and supemnacation funds.

B Assass distress bn supervised Institutlons
and ndvise Treasurnr

B Appoint staiubory manager o

distressed Institutions.

| Manage the Financlal Clalms Sclhemey
guaranieeling $20,000 a deposdios.

Teny D*Alalsio, chalrman, Australlas
Securllles and Investmionls Commission:

B Enfarce comporaibons and (nancial senioes
lasavs, promate madcet infegrity and consumps
profectian across fnanclal senvices
paymends syslem,

| Monhar Nnancial serdce providess and
adwise on emerglng vulnarabiiiies.

B Assess reeulatory implications of distress
for fAinanclal matkets and investors,

B Supervise public disclosine by distressed
Imstinstions subject to Comparations At

Ken Wenry, secretary, Treasuny

W Advise Treasured on poficies promoting a
sound financlal systom, including managing
financial distress

B Advise Traasueer of acanomic and budget
bnplicaibans of theesls (o Nnanclal system
B Advise Treasairei on the exercise of

hils powers
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Businesses here are
plagued by the same
anxiety and blockages in
the banking system as
their counterparts

overseas, writes national

affairs correspondent
Jennifer Hewett

EVIN Rudd %eeps mymg that

Auistralinn banks are stroog, well

eapitalised and well regulabed Al

he's ahscdutely right. They ame. [t

Just het even impeccable bogle
0"t mqaite 4 rentsuring when the rest of
the world®s harks are bostage o mphily
ey panic

Mot that (here's beet any suggestnn of a
nahafantive run on the banks o Australia
Anything st Sare, there sre plenty ol
indivhml instances of people taking thelr
meney out fo pad ther malireises

Bul in peneral, Awstralian banks are silll
regarnded @ the sadest place for customers bo
ke their cash

Al the Commonwealth Bank lis particular,
s Hke O revenge of the candigans. Retail
depiilitors mre proving extremely keen on
putting their fumila in the CHA ag the sitimate
Ele haven

But there's oo doubding the fragibity af
eonflidence a8 the bad news keeps wanhing n
from offdliore. Every day, IL seen there's 2
higher king tide, And every day, s mnme ol the
bigger and igger “réscses’ appesr o be
workivg, The nervoutness jn Australin |
CTMES MHIFE Profotneed

lronically, e meves by oflser governments
bir efther buay divect stakes in their hanks or
pravide unlimited puaraniess for deposlls are
actually incressing ihe peessure on lucal
banks **The question now is whether Austral-
lan banks sre il & competitive disadvaniage
bermuse they don't kave (er need] a goven-
ment guarantee,”" one banker saya

i hai a paradox. The oo Banks are Bow
relatively weaker becamse they are nod
povernment-owned "

i adso why Opposition Leader Maloobm
Tumbull & suddenly demanding that the
Governmend Incrense i propossd  depesil
puarmdes scheme in Mnancial institutions
from & maxioeum of 520,000 to $100,000.

This scheme has Deen b the works for
manths, an addiionsl msaraneE cover in
respange o an earlier recomimendation from
the Financial Stahility Forom operated by the
G of Seven Ir_-||I|:|1|I: imdhantrial nEtnE

The Iegislation @ il 10 b= introdoced o
parlinrment, evidence of the lack of urgancy
abouf |t given The sirength of Australian
bamks. It wan seen more @2 an exaniple of
Australia®s willlingness 16 work with Irbema-
tianal wyeteems aml regulators Yel, middmily.
events have mose U caughil o

That"s despife the facl that sven
the guaranhes would cover the overwhelming
majovity of Australlom depotitors — B0 per
eent o 85 per cenil

Anistralia bhas also long bad & *“depoaiions’
feat™" approach whensty deposfion have {ls
cnll em amets of sny hank thal gets into
trowble. Bt what do The the facts matter in a
climate Bke this? Fear begels fear It now
rampaging sverywhere

Of cowrse, the eall from Tuenbuall won'
help settle the public's merves Just the
epposite. But § refledts the reality: growing
spprehersion will bead o demands for eose
walid guarsisiess Bt in @ trily vicsms marked
wirdle

A the CRA'S new muove on RenkWest s
Wiestpac's planned lakeover of 51
Bank demomsirsle, 1be bgger A
hamks wre befling on their ahility to gro
mchinling by takmg advantsge of olhes'
crrent probéems

Treanurer Wayne Swan, who's o the LIS for
e Grosip of X emergency meeting on the
global finandial orisis, declared yesterday friom
Waslington that thee was a “qprld ol
diference’” between Asstralia's banking and
Anancial xystem and those elsewhene

Bt even the relative stabdity in the
Australian banking syslem can'l avodd being
rocked by the scale of the dissster offshore
The: dizzying Ell fn the banks" share prices
over the past year luonly part of that. Likewise
tle b Foer banks® tmich eelotmated AA rating
i Bnet 2 (or o 1 goes — bkt Ehad's ned so far

RESERVE

Taking action: Pedestrinns pass in front of the Resence Bank of Ausiralia

Crisis needs a

oF. 15 0}

Rl —

bullding in Sydrey: the REA has cut 85 rates by | pai cemt

global solution

Salll reassusing: Primae Minister Kevin Rudd and Treasyied Wayna Swan

any more. The kotison bs ne longer visibie

The larger ssoe i the confidence in the
lanks g abds to hosmow — efther fras
enct ot ¢ wholesale markets. Awsslral-
lan hamks rely heavily on (heir boomwlng
affthore to e the mniey they get
il depeitors
he experience i more like
tuving the door slemmed In {hir e No
Funds wvailable, go sway.

That dilemms i componmnided by (he banka®
e eeductance to lend money. The banks are
hsarding whatever cash they do have, jint in
cnse 1t almost doesn®™ naatter how bong thelr
elients have been clents or bow good their
recund s Salety fest

The reaction Is getting worse becsuse the
Imternational crists of confidence in the credit
markets shows no sign of emding.

Thai I3 despie povenments everywhens
theowing money al the finsnclal system in
ameunts and ways thal woubd have seemed
inconceivable even & few weeks ago The
sucression of blesk and blesker days on the

plobal rliock markety is terrdving
Australian market closed down by mose Lhan
8 per oenil yestenday the mevond
cive-day Tall on recced sl 40 pey oo
L @ year agn
‘hat b8 o eerifying, although e

oo, loa beep the fact that he @9

has il been
Thers has beer m
ght barrowing ratss be
bt not for anything longer term

The reault i the tofal Tallore to gt credit
through the Grnencial system. Wikl
thing juik shizla clown. And that ia just
¥ happening now

The contral bankers and finence minlsters
pathering i Washinglon this weehend will be
desperately trylng to find & cincait breaker
What has been so remarkable s their fabsl
inalsility 1o do 80

Instead, the government-backed resporses
have constantly been outpaced by whal kb
happeibng on the markel Thesr reachion
always seem too [Etle, foo fate. Actiona by

individual peverrmnesis just hevea'l been
comvinng, :

In some cxsel such as the Iridh Govem
ment's initlal decision |0 guaranles bank
deposits, attempts ol stabdlity have only
destaliliied the effarts af it |.rrf_!'-‘-{ll.f! H]
maintain & semilance of mnirod

And clearly. having ceniral banks cufting
interest mates and pumping i

hungreds i@
Beillions of dollars nbo the yetem (s bmportst
Bl not mearly enmegh

The world"s
alreally  {mivem
ordinated. action ¥ rales lasd
weelh, shortly after ik per cent rechictinn
from the Reserve Bank of Australia

Mor i Gl rabe reduction oycle confined 16
the developed word. Cleina ks cut ila iderest
s Isdia followed sull on Friday with »
|5 per cenkl reduction

From mexi week, the European Centrsl
Rank will alie olffer Earopwan banks m munch
m they need & M relatively bow
ok inferest ruis
g hem Rook e whai

mnks  have
anil oo

fas  happened

AFETEEHYE
preatar iy

scary,'" he wys
RGE Moaite
ey dwiy
financial sector and corporate collajme

That mesns thiy weekmmnd willl represent &
ailical oew attempt for pevemments io
achleve agrerment on & co-ondinated nilan
thad is dramatic enough 1o impress the globsl
market And jusi whal woihl that be? For all
Rudid's commendable emphasin on develop-
ing measures to bmprove international Enan-
clal regulations anx! transparency, the fiosenis b
far moee immediale Help nesdsl — pester-

Plhite: Blosmbug

day, Due possibility may be a global govern
mectit guarantes of hank deposits, =1 beast
tempornrily, to replace the mish-mush of
ineividhual gusrnitess in place al present. But
incredible as that seems, i iy 52ill Hkely bo be
mdequate to lveak the cyde of panic

Hritish Prime Minkster Gordon Beerwm, lor
examygle, i cilling lar oiher governments fn
foflpw Britain's exaniple of & moch mont o6
ardennted approsch

The Heiiish Gaversnsent indiisles] ity own
drastic reenedial sction plan last week. This
invelyed & proposal to take £50 billion ($128.4
bsillon) of dSired equiity stakes in it bamks,
imassively lncreasing ils own lending to ba
anid guaranteelng another L350 billicn of new
Biaink debt

Brown madd it was the firsl program fo
simultanecaurly addresy *The thres exseniial

s global problem, it
n,"" he sasd

brawling  delayle

¢ pastage of the FUSIO0
SL056 |

) haikeidt package o

t banka, Bas alio realised B
mare — and gquickly. The
vwilling o walt for the
it bank steets (o lake offect,
use some of the money to take
sEakes iy banka

he Feders] Reserve ban also doulibed the
ml of money wvailable to ks on m
ghori-term basss (o FLISS00 Bllian 1T i now
kesufing  directly snd umsecuned o
crampanies [or (he (st Ume becoume componde
borrewers simply can't ralse furds in any
normal way, Treasiry Secretary Hensy Paul-
iy otill warming, thet some fGnanclal

needs 10 do m
LS Treamry,

[ wefore Il seduerd all commercial
banks — mchading those in Sustralia, Lo some
degree at lesst. Now only (he mest traditional
it duoll sobriety, will be

hankimg, in all
consbdersil acoey

Bl that & mssumbng the omegency
meeting I Washington works out an elfective
remedy for & very sick system. The workd has
a proven ability 1o strggle through varipus
financial crises. Bud vight now, you woubdn®
bank o it

Calls for international community to flush the system

Froem Page 17

Reserve Bank as 8 mign thal gobal polcy-
makers were bit-by-bil putting together the
preconditkana to calm the financial marike
mayhem. By Wedinesday night, the LS
Pebernl Feserve lod other omiral banks in o
co=oniinabed 50 polnl o, Stevena's Reserve
Bank may Bave mampected || wos abeaif o
pansnp other central banks, hut it was pat let
i om the seored

That's because ihe co-crdinited cut was
delivered by the Groap of |0 inner dece of
central banking the GF countries pha Swit
serlanel, Sweden, The MNetherlanda and Bel-
glumi. With s low | per cent official rate, G7
member Japan did pot take pard in the oo
ordinated cut. Bud, in 8 sign of the pew ooder,
China soon folned [noff ks own bl

The Reserve Bank has more room to ol
becaase, unitil it over 8 month sgo, B had
Intnrest rales o% @ high T25 per cemt to fight
the Ddll-capacity milation theest from an
econamy thet hail been overcocked by the
China boomi.

The RIA gut caught with ity rates up."
mys Maopiarie’s Robertson. 5o far, the
Hieserve Barks two cuts have kaken L35 points
off its cash rate, trantating into 0% points of
mnrtgage bnding rates. Roberison predicts
that Stevens will conblisie (o apprevively o,
taking down the cosh rale to 435 per omit
within two yexrz. Morigage rales will fall at
lenat another 50 polits before Christmas

1. Take advantage of the dollar’s sllde 1o
boosi exporis. They may be at loggerheads,
but EHP Hifltan's Marha Kleppers and Rio
Tinta's Tum Allmaese will continue to defiver
striing export growth thal will cushion the
domestic spending cnanch

The Government, the Tressury ond the
RBeaerve Bank so lar remadn comloriable witl
the sharp aarrency degreciation. The Reserve
Bank &1 not even mestion e Aestralian-
dollar sell-off it ils Tuesday mabe cul decision
1% el be the eronomys yecrel weapan, sl
i the kwerr Australian dollar belped cushion
the economy from the 1997 Askan erisis wnd
then the L5 tecly-wreck recession, where [he
currency lell below USS0c

Al USHTc, the doSar will stinmikate a8 the

Global watch: The Eumpean Centrnl Bank, left; the US Federal Besenve, centre; and the Bank af Japan, fdght

trade-exposed parts of (he ecomoniy, frem
mamifactirers that compate with imparta, to
[nrmers digesting 8 Ml in US dollar export
prices, to foreign touris operator o uriversi-
tirs thal have been priced oul of the fonsign
student imarket

The Awstralian dollar (& [alling I panl
becanise it |8 @ Hiisld proay for a aoge of other
putional asset classes — manging from New
Zealar to Bragil — thut are tied fo lbe
downiurn In the commodity price orde

As well, the orisls bas urmwound the o-
calied yen carry trade which encouragel
foredgn investons fo borron bn leie-interest yen
and invest in high-interest Australia, which
drove wp the local dallar.

Tha potential good mews i thal the
currency markets may have over-teacied and
e AarstralEsn dotlar stirmthn may even oflset
e Gl [roem lenver commodity prices

The much-swalled expansion of minimg
exports Is now coming on stream b a big way.
Coal export volumes jumped |5 per cenl in
Aupust abone, producing the month's stun-

mitig SLI5 bilbion trade sumplus. And, while
moal commodity spot  prices are falling,
Mzstraliy will get breathing ipace untll BHP
Biifiton's and Rio Timo's big contmet price
Jikes for fron ore and coal exparty expire in
April neadt year, The confracts gre wiitien in
U dollar terme. So the lower Aunsle exchange
pate tramilates into bigger profits, dividends,
corporate faxes and poyalties in Ausiralisn
dolkar {erma

And, sccording o the [MF, China will be
the one big econcmy not 1o be badly hurt by
the global Gnencial orisls. After expanding by
I per cent in each of 2006 and 2007, the EMF
tips s4ill raphd growth of 57 per pent this year
aned 9.3 per cent in 2008

IHMy Kloppers and Rio"s Albanese have
jrut their money on [L " The Chiness coonamy
s shovwing For breath," Rio's chiel economist
Vivel Tulpule yesierday (ol The Aosfrefian
from London. *'We expect that the (hinese
wooqicay will remadn resillens, pethaps mir-
prisingly o, 1o (he reubdes in the WesL "™

Tulpule suggests Chinsse growth will slow

Fictmes: Hiswmbary

Tram reacly L per cent last yrar 1o 10 per cent
Uhin year to 9 per ool in 2000, parlly oo
remalt of tight menctary polices which are
mow hedng relaxed

A rich-coumiry recession would dip Chi
nese exports, But trade only adids 10 per cem
1o China't gross domestic product, defliversd
mainly from the comtsl regioms, China's
populous interfor continees 1o atract mpid
fvestmont growth. And  China's financial
fyslem appean more of by insilated fnom
the: credit crisis

To lnke sdvanisge of China's resifience,
lonwerver, [he lower Australisn dollar has Lo be
locked inie the eoormmy®s competitiveness
Thei requires higher imporl poicen to be
quarsntined from the doanestic woge cosl
wyitem, Otherwise, the inflation threat melght
limit the scope for the Reserve Bank to
spprenively cul intenesl ites

Ritsimyp unesmprloyment abould keep a lid on
unjpn wage demands. Melboime Institide
deputy director Mark Wooden popgests that
ieday"s Isbour markel ks & ot more Nexille

than in the ewrly 19908 recession, let slone the
parly "B recession. The award system and
the unions are weaker, resiricive work
sraciices liave been Dreed up and enlerpriss
Ilarpllnlng It prm, A that should lnsd
mhy uiemployment rise o no more than 6 per
cent, up from today's 43 per cent

Heveribeless, Wooden cautiops that the
Auntratian dolisr's inflation risk will put mone

resssire an Industrial Relations himister Julia
ifflard to resist imian demmsds 1o returm (o
muilti-empheyer  barguining.  miber  than
eniterprise-by-enlerprive pegoliations. *"The
unlon movemen] mighl be starting Lo mmp ap
thielr dizsstisfaction wilh Work Chnlees-lite,"
he =y

A Prepare for o fecal stbmahe in 2000,
Cnly two weeks ago. Swian revenled that kst
Mmnmcial pesr's federal Enndpet surplus came in
at $19.7 Lillkon, neardy £ biflion mone than
farecas! in May. The tuadiget forecast a bealthy
S217 billion sarplus this year

Rusdld ihsis week rederred (o this s a *iniller
fiaor us ts e iy Tufupe®™. The Governmenst sl
Hue Treasury it the least are prepased Lo allaw
the budget sibephes to fall aaturally asa weaker
coosomy shows revenise  growth smd lifts
spemuding on areas quch as the dolie. These are
known an the badget’s Yautomatic stahilis-
ery" (hat help cushion economic downburns
The Reserve Bank would nal objed, even Il
thin pushed (he Dadget into defict.

Governmend. ministers also say an sdibed
siglserelionary’ tuidget slbmibas b5 a Ny
optéon. The WP says that, for bath Australia
and M7, *sound fiscal pesitions provide socpe
for aBowing sutnenatic stahiisers to operale in
full snd for judicious wie of discretéonary
stirmaduas @ the ¢ ok deleviorales”

Bt this & wnlikely o be defivered by
lleasstructure speniding, a8 demanded by the
state premiers The conventional wisdom &
that the infrastructune focus of Paul Keabing"s
K97 Oe Nalion facal stirmubus could not bo
ol in place Tt ersnagh to work when needed

lastesd, any Rudd-Swan fiscal stimshs
woidd |Heely come in the form of tax cuty or
transdfers — perhaps even A pensiance down
payment — thal would be spent qubchiy

But, hold o, there's o Job bo gel Dwrough
hefare we pot Lo that paint

www theaustralion.com.au

Only thing
tofearis
rhetoric

IFRAHH FUREDI

In the present ecomamic crish e anic

anid lear, The wiand panic haa been used w0
routinedy il has beea empbicd of measing Soa
Isenadline im a reewspaper aikis " Workd ecosmmy
im i the hme bo panic?™* as if an
overwhelming ledr and anxbety i 1he dosnal
wiry Lo et 10 bal v

Otheers tell is Lhal “*panie grigs Eurcpe" or
that it sirikes, gpresds, sbcalals, dven rule the
markets™, The reomc of panis v nanbibised to
promote ihe kiea thil we ace all scarel and, if we
are mot, we should be.

Past ears ure regularty recyeled fo lond
weight to the clalm that being seared in the
el oplion

One Gerraan analys? wamd of the denger ol
a *'lankiig unami™, while British Liberal
Desmsocrst treanery spolesman Vinee Calile
ihemands that nberest rates should be slashed 16
prevent the “bank tumam|*®

The language of environnsents]
cataxtrophism s recydiad to dramatise our
predicameiil. The metaplar ol podhsion b
deployed 1o describe (e working of the
Breancial syaies: wis bave laxie delit, Losic assets
Al tanke funde The Arcile leeewp msy not have
yot meled bul banks face a physics] meltdown,
“Thic week he crath went meclear," &
bt Brom The Orusndian warms before
prosticting *“Britahs will el ke wond of e
Fadloal"™

The workd may have changed sinoe the crizis
mking fystem but e way Lhe public it
d to regpond to @ threal har nat
became & sl

P ROPABLY the two most overused wonds

W armirgs
and
o il

warnings ahout
oo ur u Jit-ce
Imiiake

milkenni

a veritahle epidemic of tlse rhelorc of lear
Searemongen odey constatly transmit (he

1t o beescmredl. Like therapista
A to be adfruid b cry and shaw

. WrEeary invele m ta
afive] ki Fii1
e all-Eoo-he
iy fear

il cxpture the
experience of feas in B0 key cities ncrom the
woehd Based on a marvey carried out bn July this
year, it provides mportant insights into the way
the nablee perveives snd foeks st threals in
Lawnlsn, Paris, Rome, Moscow, Mumbal,
Beljing. Tokyo, Sao Paulo and Caira. The study
maggests thal while 8 larpe majosity of the
respandents (902 per cont) ackpowledge they
Inave day do-day worrles of serime anxieties
(2.4 per cenl) about an importan dmension of
(liesr lives, wnky o minoeity (119 per cent) foel
mwerwhelmed by 8 sense of fenr, Moat slule they
|save a positive orlentation towards life (553 per
cent] and abmost one-gaartes (243 per cent)
define themselves s oplimistic

Onie kiry poind that emeryes from this shady i
that the rietoric of fear s [ar more pervaslv
than lear-led hehaviour

11 Is abwarys diffioalt {0 ascertain b peaple®s
betiefy snd behaviowr ane inllueiced by
scaremongers. Most people ard expossid toa
wiidie wnriety of views and clalms shot probi e
arul threats. Such chakma alien condlict with
pther piatemnents and opstibons tranymlited
theough the meslia. People oflen ignane
warirgs or al keasl lry to respong o them bi
lighd af thedr experience and circiamstances
Weary af the mego-scures ane far too impersonal
and abatract for poaple 1o visualse and imgine
Per examgie, warnings about population growth
rarely lem people who destre large lamiliea lo
il chorwen ean having elilldren, However, Lhal the
iy global mul ppocslytic scares do pol directly
inflisence behavsour does not neean they do notl
inflsenee our lves Sach scares provide = with
» ready-raade story shost whit to fear snd thebr
cumsubative effoct i bo make v mare amxous
abwot the fatume.

1t b8 ot Penpe it Memr Uhak excites and shapes
ke cultral smagination of our tinees. [ndeed,
fear had becane o canicatime of ilsefl It it ne
longer simpdy an emotion or a respoiise to the
perceplion aof thoeat, 1§ has beeome a cultiand
idbam through which we signad a senon o
growlng unease with the workbngs of thi woeld
Toacknowledge fear i to demonstrabe
awareness. This sef-consciows alfectation dos
el meun peaple uré more scaded (han befooe. [
meevely signaly the ided that they ought to be

Although, fortunadely, mast people ane abife 1o
refise the invitation 1o penic, fhe comatant
reputilion of fear appeats distracts people from
engaging with the problems they face. At a time
ol ghobal ecopomic insecirity, sodety necdsla
draw on iy reserve of strongth and sleady by
nerves. Inateail of iresting (he erids s p dmma,
wr peed 1n tum i Inlo an opportunily for
learning from our experience
Frank Fured] is pralessar of soclolegy af the
University af Ken? In Britain




