THE ECONOMICS
NEWSLETTER

By the A-Level commerce students of DPS International School Singapore.

Contributors
Karan Razdan - World Markets, Foreign Exchange Rates, Stock
Exchange rates and Jokes

Sahaj Sood - Cover Page and Main Article

Ritwik Jha - News Headlines and Highlights

JUNE/JULY 2012

THE ECONOMICS NEWSLETTER

ISSUE TWO

President Rajoy hails Spain’s
rescue as ‘victory for the Euro.’

NEWS HEADLINES

Spanish Prime Minister Rajoy has
hailed a decision by euro zone
finance ministers to help Spain shore
up its struggling banks as a victory for
the common currency. On Saturday,
the euro zone ministers agreed to
lend Madrid up to 100bn Euros (£80
billion) to help banks hit by bad
property loans.
Germans forecast prospective,
French, not so much.
The Bank of France expects the
french economy to contract by 0.1%
between April and June this year,
while the German central bank has
increased its forecast for German
growth this year from 0.6% to 1%.
On Thursday, official figures showed
that French unemployment had hit
10% in the first quarter of 2012.
While there was better news from
Germany for the current year, the
Bundesbank also cut its 2013 forecast
from 1.8% to 1.6%. Latest figures
from Germany showed that its
exports had dropped 1.7% in April
compared with the previous month.
Peer-to-peer lending via the
internet hits £250 million
The “new age” finance carries no
protection for deposits but is being
tipped as a serious threat to
traditional banks. The peer-to-peer
sites are being led by Zopa, which
has lent more than £200 million
since it started in 2005. Funding
circle, specializing in business loans,
has topped £34 million, and
RateSetter has reached £24 million.
Last month the government said it
would lend these sort of firms £100
million to help expand their own
lending to businesses.
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US Trade Deficit
Beginning to Narrow
Down Even as Exports
Fall.
Exports saw their first fall since
November as the deepening crisis in
the eurozone hit demand for goods.
US imports, however, also shrank
dramatically, due to weak domestic
demand meaning the trade deficit

overall fell 4.9% to$50.1 billion
(£32.5 billion).

IMF to loan $157
million to Malawi
after Banda reforms.
The IMF has said it will lend $157
million to Malawi to help its ailing
economy. Malawi has been beset with
economic problems since the IMF
sharply shortened lending facilities
last year. Former leader Bingu wa
Mutharika, who died in office in
April , was widely criticized for a
poor human rights record and
mismanaging the economy. His
successor, President Joyce Banda, has
taken steps to appease donors with a
series of reforms. Malawi is one of
the poorest countries in the world
and aid has been used to make up a
large proportion of the national
budget.

Spain’s
Pain
The Spanish economy is one
of the major eurozone
economies currently in crisis.
The country is the eurozone’s
fourth-largest
e c o n o m y,
accounting for an approximate
11% of the bloc’s GDP.
So how did Spain reach this
low point? Spain is facing the
consequences of the several
years of poor investment in real
estate.
Between 2002 and 2008, the
housing
industr y
was
experiencing a boom in Spain.
R i c h a n d w e a l t h y No r t h Europeans bought expensive
houses in areas such as Murcia
and Valencia, according to
political scientist Julio Embid,
of Fundación Alternativas.
Long mortga ges further
encouraged investment in the
housing sector. The global
recession of 2008 caused a
major problem - people lost
their jobs - and their homes too.
This resulted in a fall in real
estate prices by an estimated
30%-50%.
How bad is this ‘crisis’ in
Spain? Just last week, Cristobal
Mo n to r o , S p a i n’s t r e a s u r y
minister admitted that it was
‘technically impossible’ for
Spain to bail itself out. The
reason for this - Spain is in

desperate need for help in
accessing funds.
Even Spain’s former Prime
Minister, Felipe Gonzalez, last
week warned that Spain was in a
state of ‘total emergency’ and
that the crisis could be the
‘worst we have ever lived
through’
Spain is now facing a second
recession in just three years.
Due to the relative size of the
economy in the eurozone, the
country has been dubbed as ‘too
big to bail, too big to bail.’
What can Spain do to climb
out of this situation? The
Spanish government has been
active in its eﬀorts to restore
order in the economy - it set up
the FROB (Fund for Orderly
Bank Restructuring) in 2009 to
help, as its name suggest,
reorganize the messy Spanish
banking sector.
In an attempt to fix the
banking sector, the number of
financial institutions in Spain
have been reduced from 45 to 11
- according to April’s IMF
report. The report stated: “The
authorities are, rightly, focusing
in strengthening the banking
sector.”
Strengthening the banking
sector could pull things back
together. A healthy banking
sector could encoura ge
borrowing,
increasing
disposable income, leading to
greater spending/consumption.
This could stimulate increases
in output, which would
eventuall y result in higher
employment. This increase in

employment would increase the
real value of output earned in
the economy, as well as a rise in
the real value of income. GDP
will rise as well as a possible rise
in living standards.
Unemployment is as issue
which needs to be addressed. A
strong banking sector could
solve that problem as
mentioned in the previous
paragraph.
Mo r e t h a n h a l f o f t h e
population under the age of 24
is unemployed., which nearly
equals 25% of the total
population. It has contributed
to the overall eurozone
unemployment rate of 11% - the
highest since its inception in
1999.
-Sahaj Sood

Quote Unquote

“The authorities
are, rightly,
focusing in
strengthening
the banking
sector.”
- The April Report of the IMF

WORLD MARKETS
The Bank of Japan
Conservative, cautious and cowardly:
the Bank of Japan (BOJ) has endured
all manner of insults over the years.
Among the complaints from critics is
the charge that the central bank
could have boosted Japan’s economy
if it had increased its balance-sheet
more rapidly during the financial
crisis.

The new grease?
With the euro crisis in abeyance,
high oil prices have become the
latest source of worry for the
world economy. “Oil is the new
Greece” is a typical headline on a
recent report by HSBC analysts.
The fear is understandable.

US unemployment:
some lessons in
sharing from the
Great Depression
The United States today is facing
a crisis of long-term
unemployment unlike anything it
has seen since the 1930s. Some
40% of the unemployed have
been out of work for six months
or more, which, as US Federal
Reserve board chairman Ben
Bernanke noted in a recent
speech, is far higher than in any
other post-second world war
recession. This crisis of long-term
unemployment is having a
profoundly damaging impact on
the lives of those bearing the
brunt of it. We know this thanks
to a series of careful studies of the
problem conducted in the depths
of the 1930s Great Depression.

China’s economy

Time for a property tax
A way to stabilize both China’s wild
property market and its weak local finances
CHINA’S economy is so huge,
and its significance to the world
so great, that it is easy to forget
the country’s property market is
still in its adolescence. Two
decades ago most city folk were
consigned to dilapidated quarters
provided by their state-owned
employer. In the years since then
house building has boomed and
the cult of home ownership has
taken a hold on the Chinese
psyche. But the market has seen
epic swings, and prices are now
falling in many big cities.
For local governments a fully
fledged property tax would
provide a stable source of
revenue. Unlike workers or
businesspeople, homes cannot up
sticks and leave. A property tax
raises revenue year after year, in
contrast to a land lease, which can
be sold only once. What’s more,
such taxes allow local authorities
to capture some of the value they
create: as they invest in local
amenities, property values rise,
and so do the taxes they are able
to collect.
A property tax could also temper
the wild swings in China’s housing
market. A recurring levy would
make it costlier to buy and hold a
second or third home as a
speculative bet on rising prices.
That would force some absentee
homeowners to sell their vacant
flats or rent them to the many
citizens priced out of the market.
Some economists believe that the
light taxation of land in Japan
contributed to its ruinous assetprice bubble in the 1980s.

A property tax would by no
means be easy to implement in
China. It would require homes to
be registered, title to be clear and
the appraisal of property values to
be credible. But similar obstacles
have been overcome in other
developing economies, including
many cities in India.Under
Chairman Mao, taxes on private
property all but vanished along
with private property itself.
Today’s Chinese set no store by
the old socialist doctrine that
“property is theft”. But many
urban Chinese now think of
taxation that way. They feel, with
some justification, that they
already pay too much to a state
that provides too little.
This antipathy is not lost on
China’s local governments. They
are wary of angering the urban
middle class, who own their own
homes, and the city elites
(including party oﬃcials and their
families), who usually own several.
So they continue to cause anger
by throwing rural folk oﬀ their
land. China must now act boldly
to reform its taxation of property.
Otherwise it will have to face the
consequences of continued weak
local-government finances and
even more social unrest.
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