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Introduction

As the European sovereign debt crisis continues to
deepen and the global economic recovery becomes
more fragile, many meetings were held in Septem-
ber to try to come up with a solution. At the begin-
ning of the month, the G7 finance ministers and
central bank governors met in Marseille, France,
where they initiated the long-term Deauville Part-
nership to support the historic changes under way
in some countries in the Middle East and North
Africa politically and economically. Although most
of the discussions centred on the European sover-
eign debt crisis, they gave few specifics on how to
solve it but pledged a continued coordinated inter-
national response.

There was a heightened sense of urgency when
the G20 finance ministers and central bank gov-
ernors met on September 22 in Washington DC.
They stated that they are taking strong actions to
maintain financial stability, restore confidence and
support growth. Eurozone countries have taken sig-
nificant steps to ensure the sustainability of public
finances and are implementing the decisions taken
by European leaders on July 21, 2011. By their
next meeting in October, the eurozone will have
implemented the necessary actions to increase the
flexibility of the European Financial Stability Facil-
ity (EFSF) and to maximize its impact in order to
address contagion. The United States has put for-
ward a significant package to strengthen growth
and employment through public investments, tax
incentives and targeted jobs measures, combined
with fiscal reforms to restore fiscal sustainability
over the medium term. Japan is implementing sub-
stantial fiscal measures for reconstruction from the
March 2011 disaster while ensuring the commit-
ment to medium-term fiscal consolidation. Height-
ened downside risks have also made the economic
environment for emerging markets and developing
economies more challenging and they are adjust-
ing their macroeconomic policies accordingly to
maintain stability and sustain growth.' Although
the finance ministers and central bank governors
discussed the different initiatives undertaken, they

1 G20 Finance Ministers and Central Bank Governors
(2011), “Communiqué of Finance Ministers and Central
Bank Governors of the G20,” September 23. <www.g20.
utoronto.ca/2011/2011-finance-110922-en.html>.

once again failed to discuss a specific mechanism to
either leverage or expand the bailout fund.

During the annual fall meetings of the Interna-
tional Monetary Fund (IMF) and the World Bank
on September 22-25 in Washington, the finance
ministers from Brazil, Russia, India, China and
South Africa (BRICS) issued a communiqué. They
stated that while the BRICS countries had recov-
ered quickly from the 2008-09 global financial cri-
sis, some have been subject to inflationary pressures,
and growth prospects of all five countries have been
dampened by global market instability. In advanced
countries, the build-up of sovereign debt and con-
cerns over medium- to long-term plans of fiscal
adjustment are creating an uncertain environment
for global growth. Also, excessive liquidity from
aggressive policies taken by central banks to stabi-
lize their domestic economies has been spilling over
into emerging market economies, fostering exces-
sive volatility in capital flows and commodity prices.
BRICS countries are taking necessary steps to
secure economic growth, maintain financial stability
and contain inflation. They are also determined to
speed up structural reform to sustain strong growth
to advance development and poverty reduction and
to benefit global growth and rebalancing. The con-
tribution of BRICS countries and other emerging
market economies to global growth will continue
to increase. However, global rebalancing will take
time and its impact may not be felt sufficiently in
the short term. The BRICS ministers also pledged
to intensify trade and investment flows among their
countries to build upon their synergies.?

A tumultuous month in Europe saw Euro-
pean Commission president Jos¢é Manuel Barroso
announce that he would propose options for euro
bonds, which face opposition from Germany among
other member states. Austerity measures were
passed in Italy and France, and faced continued
resistance in Greece, where the markets suggested
a default may be inevitable and fears of a slip back
into recession have increased. China said it was will-
ing to buy euro bonds from countries in the sover-

2 BRICS Finance Ministers (2011), “BRICS Finance Min-
isters’ Joint Communiqué Issued at the end of Meeting
in Washington,” September 22. <www.brics.utoronto.ca/
docs/110922-finance.html>.
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eign debt crisis and, in a reversal of fortune, Brazil
said it would support a viable framework for a rescue
package. The Bank of England, the U.S. Federal
Reserve, the European Central Bank (ECB), Bank
of Japan (Bank of Japan) and Swiss National Bank
(SNB) came together in a coordinated intervention
to provide additional liquidity to commercial banks
with recently hard-to-find dollars due to fears of a
Greek default. Moody’s downgraded eight Greek
banks due to their exposure to Greek sovereign debt
and the deteriorating economic situation in the
country. It also downgraded France’s Crédit Agri-
cole SA and Société Générale and put BNP Paribas
on review. Standard and Poor’s (S&P) downgraded
Italian banks Intesa Sanpaolo and Mediobanca
along with Italian government debt. The over-
arching problem 1is that banks and sovereigns are
holding much more potentially bad sovereign debt
than they did when governments provided funding
at the height of the financial crisis in 2008. Govern-
ments today would not have the capacity to provide
the guarantees necessary on such a large scale. IMF
funding levels have also been pushed to the brink.
There is enough capital to fulfill its current obliga-
tions but if the crisis widens and deepens, the IMF
will not have the funding to assist as it has in the
past. EU member states began to ratify the July 21
initiative to expand the EFSF bail-out fund and by
month’s end, the majority of member parliaments
had passed it. Italy and France extended their bans
on short selling financial shares until November 11,
2011, while Spain extended its ban until market
conditions warrant otherwise.

US. president Barack Obama presented his
$477 billion American Jobs Act to Congress on Sep-
tember 12 and repeatedly urged Congress to “pass
this bill now.” The bill would mostly be funded by
limiting tax exemptions and deductions for families
earning more than §250,000 and individuals earn-
ing more than $200,000, closing tax loopholes for
oil and gas companies, and changing taxes on cor-
porate jets and interest earned by fund managers.
The Republicans refused to support an increase
in taxes for job creators. Warren Buffet supported
the increase in taxes by saying that millionaires
should not pay less tax than middle-income earn-
ers. At month’s end, talks had stalled. One major
provision buried in the act increases the tax on sales
of investment management partnerships to the

ordinary income tax rate of 35% rather than the
current 15% capital gains rate. Investment man-
agement firms would be the only businesses in the
U.S. to be taxed at ordinary income tax rates if this
enterprise value tax proposal becomes law. Further
political posturing threatened the debt ceiling for
the third time this year. Senators reached a com-
promise on disaster relief spending that would keep
the government running until November 18. After
Hurricane Irene ravaged the northeast, the Federal
Emergency Management Agency (FEMA) needed
more funding. Complicating the request was that
fiscal year end was September 30 and Republi-
cans would not agree to raise the current budget
for disaster relief without accompanying tax cuts.
FEMA said it could work with its current funds until
the end of the month (which was only a week away).
The longer term funding would be discussed at the
beginning of October. Moody’s downgraded Bank
of America due to its concerns that the U.S. govern-
ment would not provide a bail out if it ran into trou-
ble. It also downgraded Citigroup and Wells Fargo.
Vladimir  Putin
announced that he will run for the presidency

Russian  prime minister
next year after current president Dmitry Medve-
dev stated that he would not seek another term. In
an unprecedented move, finance minister Alexel
Kudrin resigned, saying that he could not work
under Medvedev as prime minister. Kudrin has
cut Russia’s debt to 10% of gross domestic product
(GDP), which helped it weather the current finan-
cial crisis.

Swiss bank UBS AG has suffered losses of more
than $2.3 billion because of a rogue trader who has
been charged with fraud by abuse of position and
false accounting. Although the bank stated that no
client positions were affected because trader Kweku
Adoboli was a director on the Delta One derivatives
desk, CEO Oswald Grubel resigned in order to take
responsibility for the incident. Sergio Ermotti has
taken over on an interim basis. Moody’s and S&P
have both put UBS on review for downgrade.

In its economic assessment, the Organisation
for Economic Co-operation and Development
(OECD) conceded that a global economic slow-
down is under way and that governments should
stimulate their economies and curtail their debt
as the economic recovery has come to a halt. The
IMI’s World Economic Outlook stated that the global
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economy 1s in a dangerous phase. The forecast for ~ economies have become more uncertain again,
advanced economies is a continuing, but weak and  although growth is expected to remain fairly robust.
bumpy expansion. Prospects for emerging market
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