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Doubts over new ‘stress tests’

.

BY David Exuicy

- AND Svepnrx Froner

LONDON-A5 market sen:
thrtent toward the euro:zone
continues ta sharply deterio-
e, Europeait plang-for dn-
other round of Bank “Siress
tests” newt year are already

beset,

possibility that the fest re~

Sults won'e. become: publié,
Eurgpean  officials  aré

plannirng & new round of bank

“stress’ tests® tut they say

will be more rigorous than

the widely discredited exams
-gonducted éarlier this year,

But the tests are already.
subject to- bic] rivg | ‘betweti

.countries. While some’ Eurgs

£ by squabbling and: the -

dichuding's Wall Strect Jour:

ndl Feporr in September that

- the. tests inderstated some

banks? holdings of potentially
Yisky: sovéreign bondx:”

The croding ‘eonfidency is
nowaectlerating,. thanks: o
events like the internations!
bailout: of Ircland: “Two -big

Waiks thit passéd the
have eneguntered trou:

“bleand are likely to end up

‘majority-ownid by the Irish
government. This week, the
stiess tests” effectivenuss~<or
latk thereof-~was back in the
spotlight as-fesrs mount that

_Euro-zone crisis

pean 'Icndcrs are’ for
1ests.to be'broader
lhnsparcnl than
last -summer’s; exereise; the
agency that will overseé the
tosts: says St might opt to nit
publicly disclose the results,

‘The - planned  Eurapean
Unjour tress tests. are- 4 fol-
low-up ib.fast summer’s ex-
ans. of ‘91 Edropean lenders,
whose results Were published
inan atenpt o restoré.confi-
dénce i the heatth: of the
continent’s banks.

The -exeréise tempaorarily

i

. gaged. fears dbout Burdpean

banks' vuliierabilities to the
burgeoning  sovereign-debt
crisis, But those jitters hnve
been steadily building since
late July. . The tests were
lmt-ly ‘discredited by revela-

il tions that they lacked rigor,

.and - Belgian

'lniwlesfvmmhndm

becoming waves
# Portugal's contral bank
issues 8 WAMING e 6

5

financially  shaky . countrich
sueh as Portugal; Spainand
italy may follow. In Ireland
and Greece's footsteps and re:
quire fordign ballouts,

Yiekds on Spanish, Latian
bonds  rose
sharply Tuesday and the euro
tumbled th-a twoimonth low
againgt the dollar Also Taesy
day, ‘European Central Bank
President Jean-Claide Trichet
sotight 16 allay financinl mar-
ket concerns ovér the proce-
daine-for deating with poksible
soveman dofaults,

“tests,”

Europe’s banks, holding
tens of billions of euros worth
of bonds iksued by-troutilcd
govermments, are caugh! in

the. erossfire. Investors are
- domplag - the banks' shares,

and the banks dre growing
nervous nbout lending to eath
vther, T is pricisely tie situa-

tinn the stress: tests were

meant o avert,.

On Tupsday, a lop Fure:
pean Union official for the
first_time publitly acknow!-
odgcd probléms - with last
summer’s tests, *Thitre was

some varlety bn ternis of vigar.

and  wpplieation |
Eoropean . Economic-
and Monetary Affairs. Com:
mlssioner 016 Rehn’ said in

M “Rehn said the’ “Euirg-.

ponri Banklng Aulhcrxty, -
newly. créated agency that Is

set th officlolly open‘ita doors -

In carly 200%, will- have the

- power to condutt hext year's-
tests in-a -more. “tigorous”

menner (hin last. Shmhver’s

-exams. People familiar with

the: matter say the EBAY new

- tests mny exantine banks® ac-

cush o funding—a “major
weakiess for some Buropean
banks-—in addition to the pre-
vious: tests'- focus ent the

banks' eushiond o abidatl |

losses,
The Ewropenn Ulons séc:
‘ond &tab at the ‘stress. tésté

will take place et year, The.:
EBA js already working on the-

methodalopy and scope for
Pledse tir to-page 4-

oinen

ECB President Jean-Claude Trichet scught to allay fiiancial market: concerns on Tuesday.

The Quirk
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-By Jessica Houzea
WASHINGTON~The Secw
rities wiud Exchange Caminis
sion on Tuegday: charged o
Deloitte Tox LLP partner and
b wife with passing nonpub-

7 lieinformation abont pending

T deals to vel i

leadiing one 6f Deloitte’s re-
glain] mergers nnd. nequisi-
tions weams; the SEC said.

James Sandérs, whe co
founded n derivativesitrading
firm i London, alkgcmy 0ok

el pesition in O ec-
“qudsition targets baged ot the ©

London.
“The SEC.-in o civil com-

plaint filed in fediral district

court in Northern Gatifortita,
dlleged thal Son . Franeisce

“resideits Arneld MiClellan

and his wife Annabel slerted
her sistet and brother-in-law

tips and shared the insider in-

Tormation with his colledgies

Y the firin, Blue Index Lid.
Theé.SEC said.the Stnder-

sts nertid $3° mﬂlion from .
transactions hased on the..
ips, half of Which they shared .
Mr.

with the -McClélldns,

and James -Sandi

-about a1 Teast seven pending

trnsactians from 2006 to
2

"l'ho McClellans atfegedly
fearned dbout the dedls

Sandcrs’s colle! and cli

entg mindle- $20 miltion fn

‘profits from the lips, accord-
ing to the SEC”

The UK. Financtal Services
Authorlty tast’ week  an-

‘Deloitte partner faces
insider-trading charges

through Mr: McClellon's work

nounced ¢harges ngainst the
Sanddrses and three of James
Sanders¥ eollengues. The SEC
decided notito charge  the
Sandéds to-nvoid dupticating
efforts already being made ty
(}iwx UK. anthorities, e offie
it

veheis the charges
st wedok, .
A-lawyer for Arnold Me-
Clelian said hé denies the
charges. :A-lawyer for the

-Sanddises’ couldnt immedi-

ately be reached, whilg a law-
yer for. Arinabel McClelan
didit mediately respond to
a'requrest for commént,

A Deloitte spokesmin said

the firm is covperating with

- Uhe' SECE investigation,

PRIME PAGINE

Lawyons for thé thres dal<
leagues ‘eouldn't be reached |
were filed-
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Eurozone

tempest

heads towards Italy

Rome’s file is increasingly linked to that of@rid )

The European debt crisis took an
ominous turn for the worse on
Tuesday, sucking Italy closer to
the whirlpool that has swallowed
Greece and Ireland and is threaten-
ing to engulf Portugal and Spain.
Yields on Italian 10-year govern-
ment bonds are approaching 5 per
cent. For the first time since the
euro’s launch in 1999, the interest
rate premium that investors
demand to hold these bonds
instead of similar German debt has
risen above 2 percentage points.
With Italy due to redeem almost
€300bn of public debt over the next
year, these market movements are
fraught with peril for the future of
Europe’s monetary union.

With good reason policymakers
in Rome complain that the mar-
kets are ignoring Italy’s strengths.
Italy’s public debt is very high - it
will hit 1185 per cent of gross
domestic product this year - but it
is funded mainly by the domestic

market, and it has been kept skil-

fully under control for many years
by the finance ministry’s debt
managers. Moreover, Italy’s pri-
vate sector debt is low, and its

\/

after the April 2008 national elec-
tion. Now enjoying his fourth spell
in the post, Mr Tremonti immedi-
ately grasped that, at a time of
acute market tensions, the condi-
tion of the public finances would
be Italy’s Achilles heel. He there-
fore made it his priority to keep
Italy’'s budget deficit within rea-
sonable limits, Even though this
came at the cost of a severe reces-
sion in 2009, the economy is grow-
ing modestly again.

Mr Tremonti’s personality and
policies are vital stabilising factors
amid the political tensions: that
will culminate on December 14 in
two parliamentary confidence
votes that may topple Silvio Ber-
lusconi’s government, For whether
or not the scandal-plagued prime
minister loses his job, Mr Tremonti
seems certain to remain in control
of Italy’s finances — whether in his
present position or, just conceiva-
bly, as Mr Berlusconi’s successor.

But the harsh reality is that

Italy’s fate appears increasingl
“tied to that of épam. For if Spain,

‘hke Greece and Ireland, required

. ap_emergency eurozoge rescie,

Jtaly’s portion of the bill would pyt

its _own finances under great

anks have survived the financi
crisis virtually unscath s

to cautious lending policjes.

Above all, Guulio
Italy’s experienced finan
ter, has played a difficult d
well since he returned to office

strain. Italy, however blameless,
would then itself be at risk. For
the sake of the eurozone as a
whole, the defence of Italy must
start with the defence of Spain.

ECONOMIA
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" Italy admits to concerns on
debt market contagion risk

Jobless rate rises
and students protest

By Guy Dinmore In Rome

Haly’s centre-right govern-
ment on Tuesday expressed
worries over turmoil on
international debt markets,
as new data showed unem-
ployment rising and thou-
sands of protesting students
paralysed central Rome.

Silvio Berlusconi, prime
minister, told cabinet col-
leagues the spread between
Italian 10-year bonds and
the German equivalent had
risen to a record 210 per-
centage points.

Gianni Letta, cabinet
undersecretary, said he was
worried that markets were
trying to “spread the conta-
gion from Ireland to more
solid countries like Spain
and Portugal, and maybe
even Italy”. He did not
know how much longer the
government, facing a confi-
dence vote in parliament on
December 14, would last.

The comments from Mr

Letta — sometimes named in
the media as a possible
caretaker successor to Mr
Berlusconi ~ amounted to
the first official admission
in public that Italy was at
risk of contagion.

It was the first time the
cost of Italian borrowing
had risen more than 2 per-

. S

amed market speculation,
arguing the public finances
and banks were solid. Luigi
Casero, Treasury undersec-
retary, also sought to calm
markets, saying Italy did
not need further austerity
measures to meet budget
deficit targets.
His comments followed 4
dpean Commissign-fore-
cast tha 28-bl Qget defi-
cit would fall to 4.3 per cent
in 2011 against a govern-
ment target of 3.9 per cent
in 2011 and 5 per cent at
end-2010.

In spite of government
assurances that Italy is
emerging from its worst
postwar recession, figures

ABI

released on Tuesday show
that the jobless rate rose to
8.6 per cent from 83 per
cent a month earlier.

Giorgio Squinzi of the
Confindustria business
group said the fall of the
government would not have
a significant impact on
Italy’s finances.

Oliviero Roggi, professor
of corporate finance at the
niversity of Florence,
Delieves markets have dis-
dunted political instability,
bu\ fears that market specu-
lation will intensify, driving
italy’s borrowing costs.
e opposition has prom-
ed to see the 2011 budget
ough parliament before
the confidence vote.

Adding to the sense of
disarray, thousands of stu-
dents protesting at planned
education cuts brought cen-
tral Rome to a standstill,
throwing eggs and flour at
riot police at parliament.

Mr Berlusconi was quoted
as telling the students to go
and study but they went on
to block Rome’s main rail-
way station instead.

|
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THE LEX COLUMN

Italy

US diplomats say Silvio Berlusconi's
“frequent late nights and penchant
for partying hard mean he does not
get sﬁfhc?ent rest”, the WikiLeaks ?n_}aw / En /
documents show. If anyTRiBE snould
keep Italy’s prime minister up at W / m (/eﬂr S
night, though, it is his country’s
defences against contagion from the
eurozone crisis. Credit default swaps
on Italian debt and the spread :
between Italian and German 10-year
paper have suddenly ballooned to
euro-era highs. After Greece, Ireland,
Portugal and Spain, Italy must be
next, surely?

For sure, there are cracks in Italy’s
edifice. Its economy 1s in the

oldrums. Investors hate Italian
assets: stocks are heading for their
worst year since. 1995 and their sixth
year in a row of negative returns.
Debt to gross domestic product will
be about 118 per cent this year. It
faces more than €300bn of financing
(sovereign plus bank) in 2011, a third
of it in the first three months. Jtalian
banks are undercapitalised relative

to peers and have little capacity to
[ Q_EPE_ ’ generate internal capital.
But it has key strengths. Ifaly is
Fopre > ErTm e
a stable debt level. State finances are
relatively robust, with a budget
deficit of 5 per cent (lower than the
eurozone as a whole), relatively low
private sector indebtedness and high
domestic ownership of Italian bonds.
Its public finances are well managed

and the treasury has resisted
pressure to pump up spending.

Italy should, therefore, be a
bllwark agamst eurozone contagion, S 7 70[V g_
Tt a victim of it. Its defences colt_fld
be Tested 1f the spring refinancing Com D
coincides with an election, which
would hamper Italy's ability to react QW M/ |
nimbly to financial instability. But
on the upside, it could see the end of Emf%
Mr Berlusconi, who could then spend

more time in the bedroom, where
arguably he can do less damage.

U0 data
DDstamPa ECONOMIA : 16
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Italy sees
Mafia’s
hand in
‘lobbyists
of fraud’

By Glulia Segreti in Rome
and Federico Gattl
in Catanzaro, Calabria

It took two years to prepare
but when plainclothes offic-
ers from Italy’s finance
police launched pre-dawn
raids around the country in
August they struck relativi

gold. '

Arrested on suspicion of
defrauding the European
Union of public funds were
a group of businessmen.
Police seized assets worth
€40m, including a site with
a swimming pool, wedding
reception area, warehouses
and hedges trimmed in the
shape of Disney characters.

Italy’s finance police have
tackled thousands of cases
of suspected fraud involv-
ing EU structural funds
totalling hundreds of mil-
lions of euros. Though it
concerns a small proportion
of the total disbursed, their
work has uncovered sophis-
ticated networks and some-
times Mafia involvement.

“In this field, consultants
and professionals specialise
in the submission of fake
fund applications and act as
real lobbyists of fraud,”
says Colonel Fabrizio Mar-
tinelli at Italy's Guardia di
Finanza.

In the first 10 months of
2010, Italy’s finance police
closed 769 cases of sus-
pected fraud totalling
€320m in structural funds.

According to Col Mar-
tinelli, the majority of irreg-
ularities concern the Euro-
pean fund for regional
development and aid co-
financed by Italy through
law 488, a piece of legisla-
tion politicians now admit
was seriously flawed.

Passed in 1992, law 488
established the mechanisms
for allocating direct grants
to businesses in less devel.
oped areas of Italy and put
regional authorities in
charge of disbursing funds.

Pierluigi Bersani, leader
of the opposition Demo-
cratic party, was a critic of
the law while serving as
development minister. It
was replaced in February
2008 with a system based on
providing fiscal incentives
for industrial investments,

But the questions over
alleged fraud associated
with law 488 illustrate big-
ger EU worries over irregu-
larities. A European parlia-
ment report in March
expressed concern that
“Italy, Poland, the United
Kingdom and Spain have
the highest level of irregu-
larities”, though it also
commended their collabora-
tion in combating fraud.

Rossana Boldi, head of
the Italian Senate’s EU pol-
icy commission, notes that
30 per cent of fraud cases in
the south occur in Calabria,
known for its high level of
infiltration into business
and public affairs by the
‘Ndrangheta Mafia.

“A new Mafia-related
bourgeoisie, made of law-
yers, notaries, accountants
and entrepreneurs, [is] the
connection between crimi-
nal organisations and the
economic and political real-
ity,” says Beppe Pisanu,
president of parliament’s
anti-Mafia commission.

Federico Gatti is a
reporter for the Bureau of
Investigative Journalism

POLITICA E SOCIETA'
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By ToBY ANDERSON
AND SimoN KENNEDY

Stock markets 1£§i§§§gd Portu-
gal fell more than 1%; ing a day

of red ink in European markets as
investors fretted that more coun-
tries may need a bailout.

While financial stocks fell across
the board, hurt in part by falling
bond markets, losses were modest
in the biggest national markets, and
the Stoxx Europe 600 index edged
down 0.1% to 261.83, part of a 1.6%
loss for the month.

The euro fell below $1.30 as the
details of Ireland’s rescue package
failed to ease fears that other debt-
laden countries in the 16-nation bloc
would need financial help. The risks
of contagion helped push down It-
aly’s FTSE MIB 1.1% to 19105.71, part
of an 11% slide in November, and
even dented the Dow Jones Indus-
trial Average.

Spain’s IBEX 35, while posting a
more modest loss on Tuesday,
plunged 14% in November amid per-
sistent worries about its finances
and the health of its savings banks.

Bond markets focused on Bel-
gium as well as Italy and Spain.
Yields on government debt in all
three countries rose sharply, and
the gap over German debt, the euro-

da pag. 27

01-DIC-2010

Left behind

Year-to-date performance

== Europe Stoxx 600 Index
== FTSE MIB Index (Italy)

Source: Thomson Reuters

zone benchmark, jumped to the
highest levels in the euro era.

“Concern about the euro is still
playing havoc with the markets as
the Irish bailout has done little to
stabilize the euro zone,” said Barry
O’Neill, head of foreign-exchange
sales at Clear Currency, a foreign-
exchange brokerage. “It looks as if
concerns about the euro are unlikely
to dissipate any time soon and the
euro is in for a rough ride short
term.”

Philip Shaw, chief economist at
Investec Securities, said a vicious
circle has developed, where debt
worries have pushed up bond yields,
which has prompted some investors
to pull out, driving up yields yet
more.

“Bailing out individual econo-
mies is not sufficient to quell the
nerves in euro-zone bond markets,”
he said.

The yield premium demanded by
investors to hold Spanish 10-year
bonds over the benchmark German
bund rose more than 0.3 percentage
point to top three percentage points
at one point, before easing back to
2.90 percentage points, according to
Tradeweb. The premium for Italian
bonds rose more than 0.2 percent-
age point to 2.15 percentage points

Un mese negativo per Italia e Spagna (ca)

%[]
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MARKETS / B
Grim month for /

Spain

and later eased to 2.04 percentage
points. The yield gap for Belgian
debt climbed more than 0.20 per-
centage point to 1.40 percentage
points.

Investors seeking a haven turned
to U.S. Treasurys, where prices rose
and yields fell. The benchmark 10-
year note firmed 7/32 to 98 17/32 to
yield 2.795%. Others turned to gold.
Comex gold for December delivery
gained $19, or 1.4%, to $1,385.

The dollar also benefited. The
euro traded as low as $1.2969 be-
fore recovering some losses. Late
Tuesday in New York, it was at
$1.3007, down from $1.3123 late
Monday.

Among national stock markets,
the U.K.s FTSE 100 fell 0.4% to
5528.27 and France’s CAC-40 shed
0.7% to 3610.44, part of a 5.8% slide
for November. Germany’s DAX lost
0.1% to 6688.49 but ended the
month up 1.3%, its third consecutive
monthly gain.

Lisbon’s PSI General Index fell
1.1% to 2591.84, and Spain’s IBEX 35
shed 0.6% to 9267.20.

Spain, Europe’s fourth-largest
economy, is suffering from a hous-

48
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ing bust and unemployment of
around 20%. The Bank of Portugal,
meanwhile, warned in its semian-
nual Financial Stability Report that
the country’s banks face severe
challenges in the coming years, in-
cluding finding new sources of fund-
ing and tackling slow economic
growth at home that will hit their
profits.

The Dow Jones Industrial Aver-
age recovered most of its early
losses and ended down 46.47 points,
or 0.4%, at 11006.02. The blue-chip
measure lost ground for all of No-
vember, its first down month since
August.

Banks and insurers, which are
big holders of government debt
were among the biggest decliners.
Standard Life fell 3.7% in London,
Société Générale lost 3.6% in Paris,
UniCredit fell 3.4% in Milan and
ING Groep lost 2.9% in Amsterdam.
BBVA shed 2.1% in Madrid.

Banks also suffered in the U.S.
Bank of America fell 34 cents in
late-afternoon trade.

BANCHE E MERCATI
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credit crunch

News analysis

The sovereign debt
crisis is affecting
corporate credit
markets, write
Victor Mallet and
Peter Wise

The fear is spreading. Wor-
ries over sovereign credit-
worthiness are now affect-
ing the private sector.

In Spain, and other
“peripheral” eurozone
nations, banks and non-fi-
nancial companies face a
painful credit squeeze as
borrowing costs soar.

Far from making life eas-
jer for banks and busi-
nesses that need to tap the
debt markets, the €85bn res-
cue package for Ireland
risks having the opposite
effect as government bond

. yields spike higher.

“The bond and credit
markets are completely
closed,” says one Spanish
banker after days of sharply
rising yields.

ﬁanish and Portuguese

s, anl OUE] em
the two domestic economies,
are highly vulnerable to any
shutdown of international
debt markets - such as
those that followed the col-
lapse of Lehman Brothers in
2008 and the bailout of
Greece in May this year -
because of their dependence
on foreign credit.

Spain’s treasury, the
country’'s regional govern-
ments and its banks need to
finance a total of €253bn of
maturing debt next year,
with the public sector
expected to issue a further
€61.3bn in new debt, calcu-

lates Analistas Financieros
Internacionales (AFI), the
Madrid research group.

“The particular character-
istic of the Spanish econ-
omy is its savings deficit,
which translates into a cur-
rent account deficit and a
concentration of maturing
debt in foreign hands,” says
Emilio Ontiveros, AFI
chairman. Portugal is in a
similar position and, unlike
Spain, has failed to reduce
its current account deficit.

Big international compa-
nies such as Iberdrola in
energy and Telefénica in
telecoms can now raise
money directly through
bond issues more cheaply
than the unloved sovereign,
according to the latest mar-
ket prices.

But credit for small com-
panies and for household
mortgages is largely medi-
ated through the banks and
unlisted savings banks,
which for years have tapped
the international markets.
Another financing drought
would further damp Spain’s
chances of economic recov-
ery. Mr Ontiveros compared
the solvency problems at
Irish banks with the liquid-
ity problems for Spanish
lenders and noted that the
liquidity *“has to be
obtained primarily outside
Spain”. He said: “A liquid-
ity problem for the banks
could turn into a solvency
problem for companies.”

Only a few months ago,
as the Greek scare faded
into the past, Spanish banks
had begun to reduce their
dependence on liquidity
from the European Central
Bank

Froin late July, big lend-
ers such as Santander and
La Caixa flocked back into

the wholesale finance mar-
kets with a series of medi-
um-term bond issues,. They
also found it easier to access
short-term liquidity through
“repo” transactions using
Spanish government debt as
security.

Spanish bankers say the
repo market remains open,
but they fear a shutdown or
prohibitive cost increase
there too - as happened in
June and as has occwrred
agaln in recent days for
banks using Irish sovereign
debt as collateral.

In Portugal, Spain’s
smaller neighbour, the
credit crunch has been
squeezing banks and the
rest of the private sector for
months. In a report pub-
lished on Tuesday, the cen-
tral bank said that the
country’s sovereign debt
difficulties had forced
banks into “permanent and
large-scale” dependence on
ECB funding that was “not
sustainable”.

Like Spain, Portugal has
held up its “resilient and
well-capitalised” banking
sector as an asset that
demarcates the country
from Ireland, where huge
banking losses have been
blamed for its sovereign
debt crisis.

But since a downgrading
of Portugal’s sovereign debt
rating in April, its banks
have been virtually frozen
out of international capital
markets, making them
almost wholly reliant on
ECB funding.

The central bank said no
Portuguese bank had suc-
ceeded in making an inter-
national debt issue since
April, while net bond issues
by banks in the first nine
months of 2010 were nega-

tive - that is, insufficient to

Le banche déll‘Europa colpite dal ritorno della crisi del credito (pds)

offset bonds maturing in
the same period.

Portuguese and Irish
banks are, like those of
Greece, in effect shut out of
the short-term lending mar-
kets for everything except
overnight deals, brokers
say. Spanish banks still
have access to these mar-
kets, particularly since they
started using LCH.Clearnet,
one of Europe's biggest
clearing houses, as an inter-
mediary in the deals.

In the bond markets, the
last corporate deal from a
Spanish, Portuguese or
Irish company came from
Iberdrola, the Spanish util-
ity, on October 6.

Across Europe, there has
been just one issue by a
bank or company this week,
says Dealogic, as the crisis
has deepened and fears
have grown it is spreading
to Spain and Italy.

Analysts and investors
remain more worried about
banks than non-financial
companies in the short-term.
Hans Lorenzen, credit strat-
egist at Citi, says most com-
panies, including those in
the periphery, have a strong
funding position. “I don't
think these corporates have
immediate funding needs.
But it probably wouldn’t be
the right time to try to get
funding,” he says.

The head of one large
financial group in Europe
agrees, saying that non-fi-
nancial companijes’ refi-
nancing needs in the short-
term are relatively modest.

With investors apparently
growing more wary of
“peripheral” eurozone debt
as each day passes, some
analysts believe the only
way to avoid further panic
is a dramatic move by the
ECB to flood the markets
with liguidity. “You can't
live through days like this
for ever,” says Mr
Ontiveros. “It can't last
long. You have to break the
cycle.”

Additional reporting by
Richard Milne and David
Qakley in London

€253bn

Amount of Spanish debt
that matures next year
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Trichet

hints

at

CB bond
rethink

Purchase programme
could be expanded

Move aimed at driving
down borrowing costs

By Ralph Atkins in Frankfurt,
and Richard Milne and
David Oakley In London

Markets should not underesti-
mate Europe’s determination to
resolve the escalating eurozone
crisis, Jean-Claude = Trichet,
European Central Bank presi-
dent, has warned as he left open
the possibility of the bank sig-
nificantly expanding its govern-
ment bond purchases to drive
down surging borrowing costs.
The hint that the ECB could
recalibrate its response to the
unfolding crisis came as the pre-
miums that I[taly and Spain paid
over German benchmark inter-
est rates hit fresh highs since
the launch of the euro. The cur-
rency’s monetary guardian had

already stepped up purchases of
_Portuguese bonds, tragery said.
- 1 he-BCB's bond pur pro-

gramme has been controversial
within its governing council
since its launch in May, with
Axel Weber, president of Ger-
many's Bundesbank, voicing his
opposition publicly. But the
pace at which the crisis has
spread has altered the debate in
the ECB, which could justify
stepping up its intervention by
arguing that governments’ bor-
rowing costs were far out of line

with fundamentals, signalling’

dysfunctioning markets.
Speaking in the European par-
liament on Tuesday, Mr Trichet
would not comment “at this
stage” on the bond programme
“in the light of the current situ-

ation”. But the programme was
“ongoing” and decisions on its
future would be taken by the
22-strong governing council,
which next meets on Thursday.
He refused to rule out the possi-
bility of eurozone governments
{ssuing joint bonds, although
the ECB was not endorsing this.

Since May, the ECB has spent
just €67bn under its bond pur-
chase programme. Financial
markets, however, increasingly
see the bank as the only institu-
tion with pockets deep enough
to ease the crisis.

The ECB thinks financial mar-
kets are badly mispricing risk;
eurozone growth was proving
surprisingly strong, and Ire-
land’s bail-out had shown the
EU was capable of responding to
crisis. “I don't think that finan-
cial stability in the eurozone,
given what I know, could-really
be called into question,” Mr Tri-
chet said. .

Willem. Buiter, chief econo-
mist at Citigroup, said: “The
involvement of the ECB is likely
to, rise, despite its statements -

-and probably wishes - to the

contrary.” He said recently that
the ECB backed by governments
could give the European bail-out
fund a €2,000bn loan. :
Gary Jenkins, head of fixed
income at Evolution Securities,
argued that the ECB could try
“real quantitative easing”
through purchases of
€1,000bn-€2,000bn of bonds. “It
would be an immediate way of
creating-a firebreak,” he said.

Trichet accenna a un ripensamento sui bond della Bee (pds)
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Doubts over new ‘stress tests’

By DaviD ENRICH
AND STEPHEN FIDLER

LONDON—As market sen-
timent toward the euro zone
continues to sharply deterio-
rate, European plans for an-
other round of bank “stress
tests” next year are already
beset by squabbling and the

possibili re-
sults gfon’t become public
Euro i are

planning a new round of bank

“stress tests” that they say
will be more rigorous than

‘the widely discredited exams

conducted earlier this year.

But the tests are already
subject to bickering between
countries. While some Euro-
pean leaders are pushing for
next year’s tests to be broader
and more transparent than
last summer’s exercise, the
agency that will oversee the
tests says it might opt to not
publicly disclose the results.

The planned European
Union stress tests are a fol-
low-up to last summer’s ex-
ams of 91 European lenders,
whose results were published
in an attempt to restore confi-
dence in the health of the
continent’s banks.

The exercise temporarily
eased fears about European
banks’ vulnerabilities to the
burgeoning sovereign-debt
crisis. But those jitters have
been steadily building since
late July. The tests were
largely discredited by revela-
tions that they lacked rigor,
including a Wall Street Jour-
nal report in September that
the tests understated some
banks’ holdings of potentially
risky sovereign bonds.

The eroding confidence is
now acceleratine. thanks to

events like the international
bailout of Ireland. Two big
Irish banks that passed the
tests have encountered trou-
ble and are likely to end up
majority-owned by the Irish
government. This week, the
stress tests’ effectiveness—or
lack thereof—was back in the
spotlight as fears mount that
financially shaky countries
such as Portugal, Spain and
Italy may follow in Ireland
and Greece’s footsteps and re-
quire foreign bailouts.

Yields on Spanish, Italian
and Belgian bonds rose
sharply Tuesday and the euro
tumbled to a two-month low
against the dollar. Also Tues-
day, European Central Bank
President Jean-Claude Trichet
sought to allay financial mar-
ket concerns over the proce-
dure for dealing with possible
sovereign defaults.

Europe’s banks, holding
tens of billions of euros worth
of bonds issued by troubled
governments, are caught in
the crossfire. Investors are
dumping the banks’ shares,
and the banks are growing
nervous about lending to each
other. It is precisely the situa-
tion the stress tests were
meant to avert.

On Tuesday, a top Euro-
pean Union official for the
first time publicly acknowl-
edged problems with last
summer’s tests. “There was
some variety in terms of rigor
and application of these
tests,” European Economic
and Monetary Affairs Com-
missioner Olli Rehn said in
Brussels. _

Mr. Rehn said the Euro-
pean Banking Authority, a
newly created agency that is

Emergono dei dubbi sui nuovi "stress test'' (ca)
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set to officially open its doors
in early 2011, will have the
power to conduct next year’s
tests in a more “rigorous”
manner thif Tast sUmMmers
exams. People familiar with
the matter say the EBA’s new
tests may examine banks’ ac-
cess to funding—a major
weakness for some European
banks—in addition to the pre-
vious tests’ focus on the
banks’ cushions to absorb
losses.

The European Union’s sec-
ond stab at the stress tests
will take place next year. The
EBA is already working on the
methodologv and scope for
the next batch of tests, said Arnoud
Vossen, secretary general of the
banking agency’s predecessor orga-
nization and a likely senior official
at the EBA.

Until now, the assumption has
heen that those test results will be

publicly revealed. But that is not
necessarily the case,

“This is an g{g@. We are
now looking af"tHe pros and cons,”
Mr. Vossen said in a recent inter-
view at the agency’s headquarters in
the 18th floor of a London sky-
scraper.

Mr. Vossen said the plan was for
the tests to get under way next
spring, after banks have finalized
their year-end numbers, and to
wrap up by July 2011,

But some European officials are
pressing to accelerate the tests by a
few months, arguing that the Irish
bailout undermined whatever credi-
bility remained of this year’s exer-
cise. These officials said the issue
was raised at a meeting of EU fi-
nance ministers in Brussels on Sun-
day that finalized the Irish bailout
plan.

Meanwhile, at a meeting of Euro-
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