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Dear Members, 
 
Welcome to the July 2011 edition of the GCEL Newsletter!  The past two months 
have been full of developments and achievements for GCEL. We never take a 
break from our mission. So while we are preparing for other important events, 
enjoy reading the articles below - a roundup of what has happened this month 
in the industry. 
 
Stay tuned! 
 
GCEL Executive Committee 
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CHRISTINE LAGARDE TAKES HELM AT IMF 
BBC News, Business 
5 July 2011 

Christine Lagarde, France's ex finance minister, has taken over as head of the 
International Monetary Fund. 

The first woman to head the IMF, she was picked by its 24-member board. 

The post became vacant after the resignation of Dominique Strauss-Kahn 
following his arrest in New York in May. He denies sexual assault charges. 

Ms Lagarde beat Mexico's Agustin Carstens to the job, receiving support from 
the EU, US and emerging market nations China, India and Brazil. 

Announcing its decision last week, the IMF board said it had regarded both 
candidates as highly suitable for the job, but had decided on Ms Lagarde "by 
consensus". 

Ms Lagarde takes the helm of the IMF at time of heightened global financial 
nerves, says the BBC's Jonny Dymond in Washington. 

The fund is up to its elbows in the euro crisis and directly involved in bailing out 
debt-stricken Greece, while keeping a close eye on other Euro-area countries 
in difficulties, he says. 

Perhaps the first task of her five-year term will be to deal with the efforts of the 
IMF and European Union to resolve the Greek debt crisis and prevent 
contagion to other Eurozone economies. 

In a television interview after her appointment, Ms Lagarde pressed Greece to 
move quickly to push through unpopular austerity measures that the IMF and 
EU had said were a prerequisite for further aid. Greece subsequently 
approved the measures. 

But there are others worries too, adds our correspondent; the global economy 
seems badly off balance, with high inflation in China, sluggish growth in the US 
and Europe and a risk of overheating in some developing economies. 
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Although Ms Lagarde is the first woman to become managing director since 
the IMF was created in 1944, she maintains the tradition that the post is held 
by a European. 

It has been convention that Europe gets the IMF, while an American gets the 
top job at the World Bank. 

After her appointment, Ms Lagarde said her "overriding goal" would be that 
the IMF "continues to serve its entire membership". 

"As I have had the opportunity to say to the IMF board during the selection 
process, the IMF must be relevant, responsive, effective and legitimate, to 
achieve stronger and sustainable growth, macroeconomic stability and a 
better future for all." 

She also said she wanted to unify the IMF's staff of 2,500 employees and 800 
economists and restore their confidence in the organization. 

Before becoming France's finance minister in June 2007, she was minister for 
foreign trade for two years. 

Prior to moving into politics, Ms Lagarde, a former champion synchronised 
swimmer, was an anti-trust and employment lawyer in the US. 

SINGAPORE ECONOMY SHRINKS 7.8%, MORE THAN EXPECTED 
Virginia M. Harrison, Market Watch, The Wall Street Journal 
13 July 2011 

SYDNEY (MarketWatch) -- Singapore's economy contracted at a sharper-
than-expected rate in the second quarter, as manufacturing output slowed 
and service-sector growth eased, the government said Thursday. Gross 
domestic product for the three months to June 30 fell 7.8% on a seasonally 
adjusted and annualized basis, compared to a revised 27.2% increase in the 
first quarter, reports said, citing preliminary data from the Ministry of Trade 
and Industry. Economists surveyed by Dow Jones Newswires had forecast a 
contraction of 0.8%. Compared to the year-earlier period, Singapore's 
second-quarter GDP increased by 0.5%, reports said.  
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HEADS OF EUROPE BACK BROAD PLAN TO RESCUE GREECE 
Landon Thomas Jr. and Stephen Castle, The New York Times 
21 July 2011 

After years of resistance, European leaders agreed Thursday to reduce 
Greece’s debt burden in a last-ditch effort to preserve the euro and stem a 
broader financial panic. 

The pact, negotiated in Brussels, is part of a rescue package of 109 billion 
euros, or $157 billion, for Greece, the most troubled economy in the euro 
zone. It will force many investors in Greek debt to accept some losses on their 
bonds. 

The deal would also provide substantial debt relief for Ireland and Portugal. 
And by giving the main European rescue fund increased powers to assist 
countries that have not been bailed out — like Spain and Italy — leaders are 
betting that the program, described by some as a new Marshall Plan for 
Europe, will serve as a firebreak against the contagion that has threatened to 
engulf some of the region’s largest economies. 

Officials have long shunned proposals that would make banks and other 
creditors share some losses on Greek debt. But European leaders are taking 
the calculated risk that they can avoid spooking investors by expanding the 
aid package to include other troubled countries on Europe’s periphery. 

The fear had been that a failure by Greece to pay its debt in full could lead 
to panicked selling of other European bonds. That could make it impossible 
for other countries to borrow at a reasonable interest rate and finance 
themselves. 
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The lack of a solution to Greece had also rattled financial markets, ultimately 
forcing European leaders to act this week. On the eve of the summit meeting, 
Nicolas Sarkozy of France and Angela Merkel of Germany met in Berlin, along 
with the president of the European Central Bank, and came to a general 
agreement that euro zone taxpayers would have to cover the rescue costs to 
preserve the integrity of the single European currency. How German and 
French citizens will react to the proposal is unclear. 

Financial markets in Europe and the United States rallied Thursday on news 
that a broad agreement was imminent, one that would end the piecemeal 
approach that has brought only temporary relief in the last couple of years. 

Most economists had deemed Greece incapable of repaying its debt 
mountain, which amounts to 150 percent of its gross domestic product. 

Under the plan, Greece would receive assistance in several ways. Holders of 
short-term obligations would be able to swap their notes for debt with longer 
maturities and backed by high-rated bonds. An organization that includes 
most major European banks said its members would accept the offer and 
expected 90 percent of all Greek bonds to be exchanged. 

Separately, officials said that the terms of the aid package from Europe to 
Greece would be eased, with maturities lengthened to 15 years from 7.5 
years, at an interest rate of a quite low 3.5 percent. 

The euro zone leaders would give wide-ranging new powers to the region’s 
rescue fund, the European Financial Stability Facility, by allowing it to buy 
government bonds on the secondary market and to help recapitalize banks 
— which might be needed when they write down the value of their Greek 
bonds. 

The new powers would effectively turn the facility into a prototype European 
monetary fund — a move that has long been resisted by Germany, the euro 
zone’s richest nation, but that has drawn the support of economists and 
government officials outside Europe. 

Together, the various measures are intended to show that the euro zone’s 
leaders are committed to taking forceful policy measures — just as the United 
States and Britain did during the 2008 crisis — that will stem the spread of 
contagion. 

“This is a move in the right direction,” said Peter Bofinger, an economist in 
Germany who is a member of an economic panel that advises the German 
government. “The important thing is that they have agreed on a more flexible 
role for the E.F.S.F. — that should help in reducing tensions.” 

But the true test will most likely come in the months ahead, when nations like 
Portugal, Ireland and Spain, which are struggling to impose unpopular 
austerity measures on their people, confront the difficulty of cutting budget 
deficits in the face of brutal recessions. 

While the agreement to increase the powers of the euro bailout fund did not 
come easily, the debt deal was perhaps harder to secure. 

The move will be deemed a selective default by the credit ratings agencies, 
something the European Central Bank had previously said was unacceptable. 

Jean-Claude Trichet, whose term as president of the European Central Bank 
will end in October, had argued forcefully that a Greek default, selective or 
otherwise, would cause contagion to spread as bondholders in other 
countries unloaded their Irish, Portuguese and even Spanish and Italian 
bonds. 

But as fears in Brussels mounted over a bond market rout in Italy — the euro 
zone’s third-largest economy — the risk seemed worth taking by many of 
Europe’s leaders. 

Germany, which is paying the biggest portion of the bill to bail out Greece, 
has long pushed for a debt swap to keep bondholders committed to Greece 
with longer-term bonds. 

Since 2009, foreign banks have reduced their Greek holdings to 45.5 bill ion 
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euros from 68 bill ion euros, while taxpayers in Europe (with Germany way out 
in front) have seen their exposure to Greece go to $120 bill ion euros from zero 
— and that exposure is expected to grow. 

And while bondholders will not need to take a big haircut now — an 
important element for capital-thin banks in France and Germany that are the 
biggest holders of Greek debt — they might certainly take one in the future. 

“This will take maturing bonds out of the equation, and it keeps the 
bondholders in the game and ultimately will make them share in the pain,” 
said Lee C. Buchheit, a lawyer at Cleary Gottlieb Steen & Hamilton who has 
worked on similar debt deals in Latin America. “Everyone knows that 
something more drastic is coming, but when it comes, you want it to be the 
bondholders who pay, not the taxpayer.” 

European officials said on Thursday that financial institutions that own Greek 
bonds would effectively contribute 54 bill ion euros through 2014, largely by 
accepting reduced interest payments, and will stretch their maturities to as 
long as 30 years. 

In a statement, the Institute of International Finance, a bankers’ group, said 
that the deal would reduce Greece’s debt burden by 13.5 bill ion euros, and 
potentially more since the European rescue facility will be able to purchase 
bonds at a discount in the open market. That reduction is relatively small, 
though, relative to the country’s total debt of 350 bill ion euros, or $496 billion. 

Stil l, the deal does represent the first concrete agreement between Greece 
and its bondholders, and its champions point to the success Uruguay had in 
2003 when it initiated a similar program. 

Critics have countered that Uruguay suffered from a short-term liquidity crisis, 
not a solvency problem rooted in a nearly bankrupt state, as is the case with 
Greece. 

But the near collapse in Italian bonds last week pushed Europe to consider 
proposals that just months ago were unthinkable. 

For example, a panel of German economists that advise the government last 
week recommended what economists call a hard restructuring of Greek debt, 
which would have resulted in an immediate 50 percent loss to bondholders. In 
the face of such a prospect, a maturity extension — and the risk that comes 
from being in selective default — may well be an acceptable alternative, for 
Europe, Greece and the bondholders themselves. 
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