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Last week, the European counties launched bold measures to avert the financial

H. Erkin Isik, CFA (Manager) crisis, with Britain’s model of handling the turbulence turning into a good case
Tel: +212318 34 05 favored and copied by other economies. Accordingly, the week behind showed
Email: erkin.isik@fortis.com.tr that the roles have been changing in the global crisis which has exceeded the
Nilufer Sezgin (Assistant Manager) borders of the U.S. These synchronized moves implied a better
Tel: +212 318 37 90 acknowledgement of the idea that they are all on the same boat, consistent with
Email: nilufer.s@fortis.com.tr the “global” nature of the crisis — the key feature separating it from the previous
experiences. The measures to address financial crisis basically consist of capital
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Tl 4212 272 79 98 injections to banks and various guarantees in order to encourage them lend
Fax: +212 275 44 05 again, as well as to rebuild confidence in interbank transactions. Those measures
are expected to revive the almost-frozen interbank borrowing and lending
operations as a first stage. Unless this happens, it would not be rational to expect
the loan mechanism start functioning again. As we had mentioned within the
week, atop of the broad based deterioration in the growth trends of the developed
and developing countries valid prior to the turmoil in the financial system, the
recession threat started to spill over to outside of the U.S., as well, with a long
lasting below potential growth projection becoming valid for all of the countries
that could escape recession. In essence, this outlook has curbed the risk of
further deterioration in the financial indicators, considering that the current
scenario discounted by the markets is already quite cautious (mild recession in
part of Europe and the U.S., a long lasting weak growth). Yet, the markets will
need clues of improvement in the economic outlook before they are convinced for
a recovery. Hence, we still believe that we may wait for a long time to see the
markets enjoying a permanent uptrend. In due course, developed countries
should also cooperate in other policy areas, as well. In that context, two steps to
be launched in the painful period ahead would possibly be a mechanism to
stop the free fall in the U.S. housing prices and a fiscal stimulus (tax cut or
expenditure boost) - to be the first in Europe and second in the U.S.

Credit Expansion and Current Account Deficit in Developing Countries
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