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Credit Where It's Due

As governments around the world contemplate reeling in the financial
lifelines that helped them prevent a global systemic meltdown, the
prospects for credit growth in the coming decade are still unclear.

hile a credit debacle, led by the US subprime meltdown, unleashed the
W global economic downturn in 2007, it appears a gradual increase in
credit availability is contributing to a global recovery, albeit a painfully
slow one. However, with much of the outcome the result of massive government
interventions and stimulus efforts, analysts must now consider what the global cred-
it markets will look like once government programs begin to wind down this year.

World governments, particularly in developed nations, responded to the financial
crisis by slashing interest rates, injecting capital into their economies and boosting
countercyclical spending. Such measures caused fiscal balances to deteriorate by
some 3% of GDP last year in high-income countries and by an estimated 4.4% in
developing markets. “The expansionary policies and financial sector interventions
undertaken by governments and central banks over the past months should reduce
the depth and length of the recession,” says 4 World Bank report. “They also, how-
ever, will pose a challenge to economic management once the global economy
begins to recover.”

The World Bank also notes that governments in high-income countries have
increased their stakes in the finaneial system to unprecedented levels, making an
eventual return to private control of the banking system critical to reestablishing
an efficient financial sector. It also suggests central banks will need to unwind
their monetary supply expansion to curb inflation. “Reducing fiscal deficits to
maintain debt sustainability will be an important political challenge” says the
World Bank report.

Mark Esbeck, president of the International Network of M&A Partners (IMAP),
a global organization of M&A advisers, says there is still a great deal of government
influence in financial markets. “The outcome of such government interference
or regulation is likely to constrain global credit and make it difficult for market
participants to predict behaviors as the economies recover around the world,” says
Esbeck, noting it is more difficult to predict political reactions to changing eco-
nomic circumstances. “The major issue is to address the ‘too big to fail’ dilemma
that governments felt they were trapped into,” he explains.

“Governments tend to be poor allocators of capital, and most economies will
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work better to the extent the govern-
ment stays out of lending decisions,”
adds Sam Katzman, chief investment of-
ficer at Constellation Wealth Advisors, a
multi-family investment office in New
York. “That is not to say that the inter-
vention and special loan programs initi-
ated by the central banks weren't useful.
The problem is that once governments
become involved, they feel it necessary
to begin to impose their politics on the
system,” he says.

Some analysts say government stimu-
lus packages could prove to be a double-
edged sword. “Injecting massive mon-
etary stimulus into the world economy
is like taking huge doses of anabolic
steroids into your body; expect urges
to take risks that you would not nor-
mally take, and to have some body parts
shrink, while others bulge.” says Robert
Smith, founder and managing director
of Turan Corporation in Boston and
author, along with Peter Zheutlin, of
Riches Among the Ruins: Adventures in the
Dark Corners of the Global Economy. He
says shrinking body parts are a meta-
phor for the US dollar, while commod-
ity prices, high-coupon currencies, debt
and equity prices, and Chinese real es-
tate represent the bulges.






