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Frugality

still an asset

for China

Wei Gu

INSIDE THE MARKETS

HONG KONG As the financial crisis
forces U.S. consumers to curb their
shopping binges, the world starts to
realize that China’s high saving rate
has some upsides, including making
Chinese consumption levels among the
most resilient in the world.

Beijing has to be careful, however,
about how far it goes in encouraging
domestic spending to help the economy
ride the global downturn. Credit-driven
booms and consequent busts from the
United States to South Korea are ex-
amples of why caution is needed.

About 75 percent of Chinese con-
sumers plan to maintain or increase
spending in the next 12 months, while
almost 60 percent in the United States
and the European Union expect to re-
iuce spending, a recent survey by Bos-
con Consulting Group found.

Although economists have been say-
ing that China needs to reduce its sav-
ing rate to rebalance the economy, that
rate has turned out to be an asset rather
than a liability for China and the world
during the current economic downturn.

Chinese consumers are more insu-
lated from the economic turmoil be-
cause they are less leveraged. Only 12
percent of Chinese said they were fi-
nancially insecure, while more than a
third of respondents
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Chinese have been

quite willing to spend
in recent years, with retail sales growth
outperforming growth in gross domes-
tic product for five consecutive years.

The reason that Chinese citizens still
save nearly half their income is that
consumption growth cannot keep up
with the speed of wealth creation. Dur-
ing periods of exceptionally high eco-
nomic growth, much of the increased
income will be saved. Spending behavi-
or does not change overnight.

Nevertheless, Chinese consumption
will catch up as its citizens get more ac-
customed to a materially richer life-
style. The spending incentives intro-
duced recently by Beijing are
temporary. But the process of changing
consumer behavior will take at least
two decades, as structural changes like
urbanization and shifting demograph-
ics take hold.

Though it is hard to imagine, the con-
tribution of consumption to G.D.P. in
1981, when China had just begun open-
ing up to foreign trade, was higher than
America’s — a whopping 93.4 percent.

But people lived miserably then. Sav-
ing was a luxury at that time because
most families struggled to make ends
meet. There were shortages in almost
everything, and families grabbed
whatever goods they could find.

The West has clamored for years for
more domestic spending on the
Chinese side, but they have to be care-
ful what they wish for. If the Chinese
become big spenders overnight, who is
going to finance U.S. consumers?

Also, imagine the pollution when the
level of car ownership in China reaches
that of the United States, which would
translate into several hundred million
cars.

Lastly, before China establishes a so-
cial safety net for its citizens, it is irre-
sponsible to ask them to squander their
nest eggs on handbags and cars.

The credit card bubble in South Ko-
rea showed that a credit-driven boom,
if not controlled, could end in tears. To
promote private consumption after the
technology bubble burst at the begin-
ning of this decade, Seoul cajoled
people to use credit cards by offering
them tax deductions and even a shot at
a lottery.

Korean consumption soared as a re-
sult, but it quickly slumped after people
started to spend beyond their means
and credit card default rates surged.

Beijing has been flooding the market
with cheap credit and throwing around
all sorts of incentives, including tax re-
bates, subsidies and shopping coupons,
to encourage domestic spending and
bolster economic growth.

The strategy may have succeeded in
increasing short-term spending, but to
avoid Korea’s pitfalls, China should not
overdo the incentives.

Instead, officials should ensure that
they put the extra savings to better use
in reducing global imbalances.

China should redirect surplus sav-
ings to developing countries and
emerging markets, those with abund-
ant resources and low labor costs but
that are in need of capital.

By doing so, China will help reduce
global imbalances rather than worsen
the current problems.

Wei Gu is a Reuters columnist.
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MORGAN STANLEY POSTS A LOSS
ON REAL ESTATE WRITE-DOWNS

Morgan Stanley reported a bigger-than-
expected first-quarter loss Wednesday
as it wrote down soured real estate in-
vestments and took a hit on its own debt.

The bank, based in New York, report-
ed a net loss of $177 million compared
with a profit of $1.4 billion a year earlier.
Revenue fell 62 percent to $3 billion. It
also cut its quarterly dividend to 5 cents
a share from 27 cents, saying the reduc-
tion would allow it to conserve about §1
billion a year.

Morgan Stanley in September
converted itself into a bank holding
company to gain access to emergency
Federal Reserve funds. That change re-
quired Morgan Stanley to change its re-
porting period to the calendar year, in-
stead of a year to Nov. 30, leaving
December as an orphan month. The
bank reported a net loss of $1.3 billion
for December. '

NEW YORK

WELLS FARGO MAKES GOOD ON PROFIT
WITH HELP OF WACHOVIA ACQUISITION

Wells Fargo on Wednesday delivered
what it said it would: a $3 billion first-
quarter profit.

The bank attributed much of its
strong earnings growth to its acquisi-
tion last year of Wachovia, a troubled
North Carolina bank. Wachovia con-
tributed 41 percent of the combined
company'’s $21 billion in revenue.

Of the $3.05 billion profit, about $2.38

! billion is applicable to common share-

holders. That amounts to 56 cents a
share, excluding certain accounting and
merger-related charges. Analysts had
expected on average 23 cents a share.
Like Citigroup, Wells Fargo said it had
used new accounting rules instituted
after heavy lobbying from bank groups.

GENEVA

NESTLE SALES UNEXPECTEDLY FALL
AS CUSTOMERS BUY LESS WATER

Nestlé said Wednesday that its sales
unexpectedly fell for a second consec-
utive quarter as consumers bought less
expensive alternatives to the Swiss
company'’s San Pellegrino and Perrier
bottled waters.

First-quarter revenue declined 2.1
percent to 25.2 billion Swiss francs, or
$21.6 billion, the company based in
Vevey, Switzerland, said. That missed
analysts’ median estimate of 26 billion
francs and was the first time in four
years that Nestlé had two consecutive
quarters of declining sales.

Nestlé shares fell 32 centimes, or 0.8
percent, to 37.58 francs in Zurich trad-
ing. European and Asian food and
beverage revenue slowed the most out
of Nestlé’s main regions. (sLooMBERG)

NEW YORK

MCDONALD’S EARNINGS INCREASE,
OVERCOMING EFFECT OF WEAK DOLLAR

McDonald’s said Wednesday that its
first-quarter profit climbed nearly 4
percent as more customers worldwide
came looking for an inexpensive meal.
The company said profit for the
quarter rose to $979.5 million, or 87
cents per share, from $946.1 million, or
81 cents per share, a year earlier.
McDonald’s said the stronger dollar
hurt results by 8 cents per share. (ap)

ATHENS

GREEK DEFICIT HITS 5% OF G.D.P,, BUT
GOVERNMENT PLEDGES IT WILL FALL

Greece is trying to cut its budget deficit
to 3.7 percent of gross domestic product
this year and shrink it below the Euro-
pean Union’s ceiling in 2010, the coun-
try’s finance minister said Wednesday.
‘“The targets we have set to limit the

ADRIAN MOSER/BLOOMBERG NEWS

Drug maker retreats Shares of Roche fell 10.4 percent to 137.4 Swiss francs in
Zurich on Wednesday after its top cancer drug, Avastin, failed to stop early stage colon
cancer in a study, leading investors to fear it overpaid for the developer, Genentech.

deficit to 3.7 percent of G.D.P. in 2009
and under 3 percent of G.D.P. in 2010 re-
main valid,”’ said the minister, Yannis
Papathanassiou. Also on Wednesday,
Eurostat, the E.U. statistics agency, re-
ported that the Greek deficit in 2008
reached 5 percent of G.D.P. reuters)

NEW YORK

AT&T HURT BY PENSION EXPENSES
BUT SALES OF IPHONE HELP EARNINGS

AT&T, the U.S. telecommunications gi-
ant, said Wednesday that its first-
quarter profit declined 9.7 percent from a
year earlier. Net income for the quarter
was $3.1 billion, or 53 cents a share, com-
pared with $3.5 billion, or 57 cents a
share, in the period a year earlier.

Revenue was $30.6 billion, slightly
down from $30.7 billion in the quarter a
year earlier. Analysts had expected
revenue of $31.1 billion.

DANV OOSK/REUTERS
Sales of iPhones helped AT&T’s bottom line.

Earnings were reduced by 5 cents a
share because of increases in pension
and retiree expenses. The company re-
ported growth from its wireless busi-
ness, largely fueled by sales of Apple’s
iPhone.

BRUSSELS

E.U. SAYS FISH STOCKS ARE AT RISK
AND CALLS FOR A SMALLER FLEET

With almost all stocks overfished, the
European Commission on Wednesday
called for drastic cuts in the E.U.’s
90,000-strong fishing fleet and subsi-
dies to safeguard a sustainable and eco-
nomically-viable fishing industry.
‘“‘Fleets have the power to fish much
more than can safely be removed with-
out jeopardizing the future productivity
of stocks,”’ the E.U. executive arm said
in a report on Europe’s fishing future.
‘“This imbalance is at the root of all
problems,” the report said. ar)

DALLAS

AIRLINES ARE HELPED BY CHEAP FUEL
IN ATTEMPT TO LURE MORE TRAVELERS
Continental Airlines and AirTran Hold-
ings posted first-quarter results that
beat analysts’ estimates after falling fuel
prices helped blunt a decline in travel.

The two carriers joined peers in
selling more discounted tickets in an ef-
fort to lure back customers. Job cuts,
fewer flights and a 52 percent drop in
average jet-fuel prices cushioned the
blow from shrinking traffic. Continen-
tal’s net loss of $136 million widened
from $82 million as sales fell 17 percent
to $2.96 billion. AirTran said net income
was $28.7 million, compared with a
year-earlier net loss of $35.4 million as
revenue fell 9.1 percent to $542 million.
(BLOOMBERG)

CHICAGO
BOEING STUNG BY PRODUCTION CUTS

Boeing said Wednesday that its first-
quarter profit fell by half, hurt by pro-
duction cuts as airlines postponed de-
liveries of new planes. It also forecast
lower earnings for the year and re-
duced prices for its aircraft. Boeing
earned $610 million compared with $1.21
billion a year earlier. Revenue edged up
3 percent to $16.50 billion. Demand for
the company’s jetliners has tumbled as
the recession dampens demand for air
travel and air cargo services. (ap)

FRANKFURT
NEWS CORP. BETS ON BROADCASTER

News Corp.’s stake in the German pay-
TV broadcaster Premiere will increase
to 30.5 percent as the media conglomer-
ate agreed to take up almost a third of
new shares issued in Premiere’s
second capital increase. News Corp.’s
indirect subsidiary News Adelaide
Holdings will buy 30.7 percent of the
new shares, Premiere said. (Reuters)

LONDON
CARPHONE PLANS TO SPLIT UNITS

Carphone Warehouse, the biggest Brit-
ish seller of mobile phones, plans to
split its retail and telecommunications
units into separately listed companies
as a way to increase their market val-
ues. A separation would create two
businesses with ‘‘distinct investment
profiles and improved comparability
with sector peers,”” the company said
Wednesday. (sLoomzErG)

BERLIN
MONSANTO PROTESTS SEED BAN

Monsanto, the world’s leading seller
of seeds, is seeking a court injunction to
lift a German government ban on its ge-
netically engineered MON810 corn. The
German agriculture minister, Ilse Aign-
er, last week banned the sale and plant-
ing of the genetically altered seeds, say-
ing they presented a danger for the
environment. In 2004, the European
Union authorized the planting of
MONS8I0 seeds, which produce a toxin
to ward off insects. ap)

'U.S. and European stocks
rebound as olil slips lower

Market
Roundup

HERBERT LASH
REUTERS

NEWYORK Record profit at Wells Fargo
and rising U.S. home prices in February
helped U.S. and European stocks re-
bound Wednesday as oil prices fell and
the I.M.F. issued a gloomy forecast for
global growth.

Prices of U.S. and euro-zone govern-
ment debt turned lower in choppy trade
while the euro rose against the dollar as
the recovery in equity markets helped
eased risk aversion.

But the International Monetary Fund
said in its latest World Economic Out-
look that the global economy had fallen
into a severe recession, helping push
down oil prices and oil-related shares.

In afternoon trading, the Dow Jones
industrial average was down 20.23
points, or 0.25 percent, at 7,949.33. The
Standard & Poor’s 500-stock index was
up 1.90 points, or 0.22 percent, at 851.98.
The Nasdaq composite was up 16.51
points, or 1 percent, at 1,660.36.

Caterpillar gave the biggest lift to the
Dow, surging 6 percent after J.P.Morgan
upgraded the construction equipment
maker because of its improved balance
sheet and liquidity.

The MSCI world equity index was up

0.5 percent, having dipped in and out of
positive territory earlier in the session.

“In the medium term we're trying to
find a bottom,” said John Haynes, a
strategist at Rensburg Sheppard in Lon-
don. “The test is the earnings season,
that stocks suffer bad news but react
well to that. So far they’re not passing
that test, but not failing it decisively
either.”

Bank shares in Europe recovered
after Wells Fargo released its res
But U.S. banking indexes fell, pu. .
down by large regional banks.

The FTSE Eurofirst 300 index of top
European shares closed 1 percent higher
at 795.24 after falling as much 1.4 percent.

The rebound in equities, and a sell-off
in the pound early in the session, con-
tributed to gains for the euro, which
climbed 0.5 percent to $1.2996. Against
the yen, the dollar fell 0.8 percent to
¥97.87.

“U.S. stocks suddenly took off, bring-
ing European shares up and the euro,”
said Dan Cook, a senior market analyst
at IG Markets in Chicago.

The benchmark 10-year U.S. Treasury
note fell 5/16 in price to yield 2.94 per-
cent. The 2-year U.S. Treasury note fell
1/16 in price to yield 0.97 percent.

U.S. light sweet crude oil fell 33 cents
to $48.22 a barrel. Spot gold prices rose
$7.00 to $889.25 an ounce.

ONLINE: LATEST MARKET NEWS
X Indexes, stock quotes and currency
rates. global.nytimes.com/business
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Now on Google’s vast stage: You

Google wants to conquer the social net-
working world without creating an ex-
plicit social network.

Rather than trying to revive its Orkut
networking site, which has been a flop
outside of Brazil, the online search giant
is weaving the various components of
social networks through its existing ser-
vices. Your contacts in Gmail and
Google Talk, for example, are being
turned into a list of “friends’” with
whom you can share photos from Picasa
or blog posts from Blogger.

Another piece of Google’s decentral-
ized social network is an option that lets
people create a profile page with photos
and the usual tidbits about where you
went to school and so on.

This week, Google began a campaign
to get people to create these profiles, us-
ing its biggest gun: the Google search en-
gine. If you want to control what people
see when they search for your name, cre-
ate a profile and click the box to have it
included in Google search results.

While some people may well want to
do anything they can to hide from the
prying eyes of surfers around the world,
many more in this narcissistic era will
want to ascend to the stage Google is of-
fering them.

There are good reviews of the nu-
ances of this feature from Danny Sulli-
van, of Search Engine Land, and John
Battelle, the author and ad-network en-
trepreneur.

Are the new profile pages enough to
get Google’s ersatz social network to
rival Facebook and MySpace? I don’t
know. But it doesn’t hurt.

As much Google’s strategy makes a
lot of sense as a business, I think it has
some real problems for users. Social net-
works are not just software with fea-
tures they are — really — communities.
What you do on MySpace, Twitter and
Facebook are different because each has
different rules about who can see what
about you and different norms that have

evolved for what is acceptable behavior.

Facebook, for all its missteps, has
really defined a high standard of control
for users. It is easy to change which
group of people sees what information
about you. And you can see how this
plays out. Google lets you have a little
control over who sees your phone num-
ber and other contact information. Other-
wise, everything in the profile is public.

More troublesome to me is that the
rules and norms of all of Google’s fea-
tures are hard to figure out. That is in
keeping with the company’s style. Its
products evolve over time and it tends
to offer limited options, hoping that de-
fault settings work for most people.

That may be the best way to make a
search engine, map site and maybe
even an e-mail service. But I don’t think
it is the best way to create services
where people share sometimes very in-
timate details about themselves.

For me, I don’t really want strangers
to see pictures of my kids. But I love to
show pictures of my kids to my friends.
Maybe Google lets me do this, but the in-
terface is too hard for me to figure out. I
also find Google Friend Connect,
Google’s version of the social graph, in-
scrutable.

I think Google has a huge set of ad-
vantages in becoming a hub of social
communications and media sharing, be-
tween YouTube, Blogger, Gmail and, of
course, its search engine.

But the company and its users may
well be served by bringing all these fea-
tures into a more coherent interface
around which user expectations can be
built.

When it comes to your personal
thoughts, contact information and your
photos — be they of your kids or your
bachelor party — saying ‘‘trust the black
box"’ justisn’t good enough. SAUL HANSELL

ONLINE: THE BITS BLOG

X Insights and discoveries about
technology from reporters in Silicon Valley
and beyond. bits.blogs.nytimes.com
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Home prices
naven't hit
bottom yet

Javid
Leonhardt

ECONOMIC SCENE

WASHINGTON The closest thing to a
real estate crystal ball in the past few
years has been the house auctions that
are held regularly around the United
States.

In 2006 and early 2007, official statis-
tics were still showing that house prices
were holding up. But that was largely’
because so many sellers were refusing
to sell. The auctions, mostly of homes
that had been foreclosed on, showed
the truth: House values were starting
to plummet in many places.

So a few weeks ago, I decided to go to
an auction in Washington and to study
the results of several others elsewhere

h an eye to figuring out whether
prices might be close to bottoming out.

That’s clearly a huge economic ques-
tion. Last week, JPMorgan Chase’s
chief financial officer said that his
bank, and presumably others, would be
under pressure ‘‘until home prices sta-
bilize and unemployment peaks.”’” As
long as home prices are falling, fore-
closures are likely to keep rising and
the toxic assets polluting bank balance
sheets are likely to stay toxic.

There are reasons to think that
prices may be on the verge of stabiliz-
ing. Relative to fundamentals, like
household incomes and rents, houses
nationwide now appear to be overval-
ued by only about 5 percent. You can
make an argument that the end of the
housing crash is near.

But that’s not what I found at the
auctions.

““This is a perfect storm of opportuni-
ty,”’ Bob Michaelis, goateed with a
shaved head, told the 300 or so people
who had come to the hotel ballroom for
the auction.

Mr. Michaelis, the auction manager,
spoke from a lectern on stage, and his
goal seemed to be to persuade people
that they might never see a buyer’s
market as good as this one. Prices have
plunged, and interest rates, he said, are
at “‘generational lows.”’

‘“Look around to your left and your
right, and you’ll see someone who sees
an opportunity just like you do,” Mr.
Michaelis said. ‘‘We’re approaching
the bottom of the market, I think.”’

He then told the audience that in the
past 100 years, house prices had re-
covered from every downturn and
gone on to reach record highs. Oh, and
Wells Fargo and Countrywide were
standing by, ready to offer financing to
qualified auction buyers.

If nothing else, this sales pitch cer-
tainly had chutzpah. It combined the
old bubble-era notion that house prices
always rise over time (ignoring the fact
that incomes, stock values and the
price of bread do, too) with the new
post-crash idea that houses must be a
bargain because they are a lot cheaper
than they used to be. Even Country-
wide, which was taken over by Bank of
America after so many of its subprime
mortgages went bad, is still part of the
housing pitch.

Yet as soon as the auction began, it
was clear that the pitch was not work-
ing.

The winning bid on the first home
auctioned off, a two-bedroom town-

You can make an argument
that the end of the housing
crash is near. But that’s not
what I found at the auctions.

house in Virginia Beach, Virginia, was
$115,000. Just last July, it sold for
$182,000, according to property records.

Throughout the evening, such low-
ball prices continued to win the bid-
ding. At one point, the auctioneer,
Wayne Wheat, interrupted his sing-
song auction call to ask cheerfully,
‘“Where are my investors?’’

Many audience members, like the
man in a camouflage baseball cap just
in front of me, were attending their first
auction.

On Sunday, my colleague Carmen
Gentile went to a larger auction, in
Miami, to see whether my experience
had been unusual. It had not. The
homes there sold for just a fraction of
what they would have brought even a
year ago. The rate of decline in Miami
has not even slowed noticeably in re-
cent months, according to data kept by
Real Estate Disposition Corp., known

as R.E.D.C,, which runs the auctions.

A recently transplanted New Yorker
named Michael Houtkin won the bid-
ding on a one-bedroom condominium
on the outskirts of Boca Raton, Florida,
a few blocks from three golf courses,
for the incredible price of $30,000.
““Things were almost being given
away,”’ he said later.

As is often the case at these auctions,
the seller of the condo — Fannie Mae —
retained the right to refuse the winning
bid and keep the property. But Mr.
Houtkin told me he was optimistic that
his bid would be accepted. An R.E.D.C.
employee suggested to him that
$30,000 was not much below the minim-
um price that Fannie Mae had hoped to
receive.

How could that be? Because Fannie
Mae, like many banks, is inundated with
properties in foreclosure. In recent
weeks, banks have begun accelerating
foreclosures again, after having held off
while waiting to find out which
homeowners would be eligible for the
assistance program set up by the admin-
istration of President Barack Obama.

The glut of homes in foreclosure cre-
ates a self-reinforcing cycle. Falling
prices lead to more foreclosures. Fore-
closures lead to an excess supply of
homes for sale. The excess supply then
leads to further price declines. Jan
Hatzius, the chief economist at Gold-
man Sachs, says that the ‘‘massive
amount of excess supply’’ means that
home prices nationwide will probably
fall an additional 15 percent.

That estimate hides a lot of variation,
too. In Miami, Goldman forecasts,
prices could drop an additional 33 per-
cent, which is pretty amazing, since
they have already fallen to 50 percent
of their 2006 peak.

Nor is excess supply the only reason
prices still have a ways to fall. Nation-
wide, homes may not be overvalued by
much. But in some cities, including
New York, San Francisco, Los Angeles,
Boston, Chicago and Miami, they re-
main very expensive.

So while Mr. Hatzius and his Gold-
man colleagues are somewhat more
pessimistic than most forecasters, the
difference is not enormous.

Prices do not have as far to fall today
as they did last spring, but the great
real estate crash is not over, either. So
if you are trying to decide when to buy,
relax.

The market is still coming your way.

ONLINE: THE ECONOMIX BLOG

% David Leonhardt, Catherine Rampell
and others analyze the news and use
economics as a framework to think about
the world. economix.blogs.nytimes.com

INTERNATIONAL TRAVELER

NAIROBI

FARMING AND SETTLEMENTS REDUCE
GIRAFFE AND ANTELOPE POPULATIONS

An increase in commercial farming and
settlements around the Masai Mara
Game Reserve in Kenya has reduced
the population of some wildlife species
by as much as 62 percent, the Interna-
tional Livestock Research Institute said
Wednesday.

The number of giraffes fell to 145 in
2002 from 387 in 1989, the institute,
based in Nairobi, said. The population of
hartebeests declined to 1,377 from 1,705
over the same period and the number of
topis dropped to 6,163 from 9,380, said
Joseph Ogutu, lead researcher in the in-
stitute’s study. Hartebeests and topis
are species of grassland antelopes.

‘‘Wildlife are constantly moving be-
tween the reserve and surrounding
r “lands, and they are increasingly
cu...peting for habitat with livestock
and with large-scale crop cultivation,”
Mr. Ogutu said. (sLoomBERG)

CHICAGO

ORBITZ WILL LIST ALL TAXES AND FEES
IN INITIAL DISPLAYS OF HOTEL PRICES
The online travel agency Orbitz said it
would start including all taxes and fees
in its initial price display for hotels on
Orbitz.com, instead of just listing the

base rate. The change, which Orbitz
hopes will improve loyalty, took effect
Wednesday. Orbitz and rivals like Ex-
pedia and Priceline.com typically dis-
close the amount of taxes and fees later
in the booking process. Orbitz said it
would now display those costs in its ini-
tial price lists.

Henry Harteveldt, a travel industry
analyst at Forrester Research, said
taxes and fees often represented 15 per-
cent or more of a hotel booking. (reuters)

Coinciding with Earth Day, Afghan
officials signed a decree to create Band-
e-Amir National Park. Located in the
country's peaceful central highlands,
the lakes were a popular tourist destin-
ation before the Taliban came to power
in 1996.

Band-e-Amir is in Bamiyan Province,
and the provincial capital is where
Taliban fighters destroyed two tower-
ing Buddha statues carved into the
cliffs. ap)

LONDON
RYANAIR CONSIDERS A TAX ON WEIGHT

Ryanair, the biggest European dis-
count airline, said Wednesday that it
would consider how to levy a tax on lar-
ger passengers after the move came
out on top in an Internet vote on five op-
tions for increasing revenue. The tax on
weight was favored by 29 percent of re-
spondents, Ryanair, based in Dublin,
said. (BLOOMBERG)

WASHINGTON
ECONOMY KEEPS BRAKES ON DRIVING

Americans drove fewer miles in Febru-
ary, the 15th monthly decline, the U.S.
Transportation Department said Wed-
nesday;, as the sinking U.S. economy cut
further into highway travel. U.S. high-
way travel was down 0.9 percent in Feb-
ruary, compared with a year ago, falling
1.9 billion miles to 215.8 billion miles, or
347.3 billion kilometers. (ReuTers)

KABUL

AFGHANISTAN PICKS BLUE LAKES
AS PROTECTED NATIONAL TREASURE

A cascading collection of blue, high
mountain lakes became Afghanistan's
first provisional national park Wednes-
day, as the country took a first step to-
ward protecting one of its natural treas-
ures.

ISTANBUL
TURKEY SEES 7.5% DROP IN VISITORS

The number of foreign visitors to Turkey
fell 7.47 percent in March to 1.2 million,
compared with a year ago, the Culture
and Tourism Ministry said Wednesday.
Germany was the biggest source of for-
eign visitors, followed by Iran and Bul-
garia. (REUTERS)

Traveler’s forecast

High/low temperatures, in degrees Celsius and
degrees Fahrenheit, and expected conditions.
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Is the worst over? Investors seem to
think it is. Confidence that the global fi-
nancial crisis is winding down has been
mounting. But the right answer to the
question depends on what ‘‘worst’’ is
meant. Appropriate replies include:
probably, yes but so what, not yet, prob-
ably not, and let’s hope so.

The worst of the credit squeeze is
probably over. True, loan losses are still
increasing. But the official aid is
massive, with policy interest rates kept
low, ample liquidity supplies, capital in-
jections and implicit loan guarantees.

The aid from above has helped push
dollar-denominated interbank borrow-
ing rates down in the past six weeks.
The cost of insuring against corporate
failure in the credit default swap mar-
ket has also fallen by 0.5 to 0.7 percent-
age points, to about 1.9 and 1.6 percent
annually, for the main U.S. and Euro-
pean investment-grade C.D.S. indexes.
Improving bank credit has contributed
to this trend.

Better credit all around means more
loans will be refinanced, so fewer
companies will go under than would
otherwise be the case.

The big push in official liquidity also
gives investors more cash to put into
the markets. The additional buying
power may account for some of the
sharp increase in oil and equity prices.
There have also been tentative signs of
revival in the markets for junk bonds
and initial public offers. To some extent,
the mood is following the money.

It may be because of government help
or it may just be the passage of time, but
another worst that has probably passed
isin the pace of economic decline.

The huge sudden drop in activity
after the collapse of Lehman Brothers
last September has already become
something of a business legend. If the
decline had continued at that pace,
economies would have been back to the
Stone Age in a few decades.

It’s not going to be that bad. Globally,
exports are down 30 percent since last
July, according to Lombard Street Re-
search.

But the pace of decline is moderating.
Similarly, American housing starts,
which have declined by 75 percent since
their 2006 peak, may have reached their
low.

The balance of indicators still sug-
gests gross domestic product is falling
in most developed economies, but at a
much less dramatic rate than a few

Navitimer World

INTERNATIONAL HERALD TRIBUNE

' Pondering whether the worst is over

months ago.

When the economy is only declining
at amoderate pace, some measures
typically suggest that growth is return-
ing — the much talked-about ‘‘green
shoots’’ — but more measures show
further decline. That seems to the case
now.

Inventories complicate the picture. A
sharp decline in global demand led to
an even sharper reduction of invento-
ries as retailers and manufacturers cut
back. As the inventories are rebuilt,
production will most likely pick up
faster than consumption.

Soyes, all in all, the economy isn’t
shrinking as rapidly as it was.

But so what? It’s still shrinking. On
that yardstick, therefore, the worst isn't
yet over.

Now look at another measure of
‘‘worst”’ — unemployment. Even when
economic growth does return, recovery
is likely to be anemic. It will take time
to absorb the excesses built up during
the credit boom, from houses in the
United States to too many Chinese fac-
tories making cheap goods.

What’s more, it’s not as if all that
private-sector debt has gone away. The
rise in savings rates in the United
States and elsewhere isn’t going to be a
one-quarter wonder. This means that
the peak in unemployment could easily
be two years away.

And will that then be the end of the
pain? Probably not. The crisis will
leave government balance sheets shot
to pieces. The best-case scenario is that
the authorities manage to suck all their
fiscal and monetary stimulus out of the
economy safely once economic growth
has bottomed out. Then all that the
world will suffer is high taxes and slow
growth. B

But there is a risk that this outcome
will prove too unpopular, and that the
authorities will instead take the current
fad for ‘‘quantitative easing’’ to the ex-
treme — and just print money to fi-
nance their deficits. The outcome would
then be inflation.

An inflationary outburst might even
lead to another sort of financial crisis —
aloss of confidence in key currencies.
That could be worse than anything seen
up to now.

Can such a dire outcome be avoided?
Let’s hope S0. EDWARD HADAS
For more independent commentary and
analysis, visit [} breakingviews.com
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