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NEW YORK: The slide on Wall Street could
damage public employee pension funds
around the country, most of which haven’t
even recovered from the Great Recession,
and the burden could end up falling on tax-
payers.

Stocks have been tumbling in the first
weeks of 2016, with the Dow Jones indus-
trial average and the S&P 500 down nearly
9 percent since the start of the year.

If there’s a quick rebound, the slump
won’t make much difference. If the tumble
continues, it could be bad news for pen-
sions. Somewhere down the line, states
may have to either cut benefits - which can
be legally or politically difficult - or pump
more tax dollars into their pension funds to
make sure retirees get what they were

promised. Pension funds for government
employees in many places are already
struggling to bring in enough money to
cover future payouts. Data compiled by the
Pew Charitable Trusts found that only four
states - Oklahoma, Rhode Island, South
Dakota and Wisconsin - had amassed fund-
ing for a bigger portion of their pension lia-
bilities in 2013 than in 2007, a year before
stocks fell dramatically.

The average state-run plan went from
being 86 percent funded before the Great
Recession to 72 percent in 2013, the last
year for which data was available. Despite
strong returns on Wall Street from 2009
through mid-2015, most states saw funding
declines for a variety of reasons, including
higher payouts because of longer lifespans

and generous benefits that were promised
during flush times.

Fluctuations
States such as California, I llinois,

Kentucky and New Jersey didn’t come close
to making the taxpayer contributions they
are required to make to their pension funds.

Pension fund officials in states as varied
as California and West Virginia said they are
not worried about short-term market fluc-
tuations because they are diversified, long-
term investors.

“For the most part, we are in it for the
long haul,” said Christine Radogno, the
Republican state Senate leader in Illinois,
which faces the nation’s largest unfunded
pension liability, at more than $100 billion,

and is in a tough spot because the courts
have ruled that employees’ benefits can’t
be cut.  “We look at 30-year returns, and the
market is always up and down.”

Keith Brainard, research director at the
National Association of State Budget
Administrators, noted that market drops
can be a good opportunity to buy low on
stocks that will rise in value before long.
“These funds measure themselves in terms
of their performance over decades rather
than months, days and years,” he said.

But some people who track govern-
ment finance say even short-term returns
are important. “They can say they’re long-
term investors, but they have fixed pay-
ments that they must meet come hell or
high water,” said Don Boyd, director of fis-

cal studies at the Rockefeller Institute of
Government, part of the State University
of New York. “Illinois is very different than,
say, a rich family creating a trust fund for a
wayward son.” While the family could
reduce the son’s payout when returns are
low, there’s little wiggle room for states to
shrink payments to growing numbers of
retirees, he said. Boyd issued a report this
week that found that from July through
September of 2015, stock market losses
led to a $268 billion increase in pension
fund debt across the country, bringing the
total to $1.7 trillion. He said he believes a
strong end of the year on the stock market
canceled out those losses, but the past
few weeks erased the gains and then
some. —AP

Stock market tumble could keep pension funds behind

DAVOS: (From left) Managing Director of the International Monetary Fund
Christine Lagarde, left, shakes hands with Indian’s Finance Minister Arun
Jaitley (second right) as Britain’s Chancellor of the Exchequer George
Osborne (second left) and Governor of the Bank of Japan Haruhiko Kuroda
stand next to them after a panel “The Global Economic Outlook” at the
World Economic Forum in Davos, Switzerland yesterday. —AP

ATHENS: He came to power vow-
ing a debt revolution, but after a
rollercoaster year of economic
meltdown forcing him to abandon
his election promises, a less boun-
cy but still charismatic Greek Prime
Minister Alexis Tsipras is facing the
music.

His leftist government has been
whittled down to a parliamentary
majority of three,  his popular
appeal is slipping, and Greece’s
international creditors do not
seem to share his urgency for a
debt deal to jumpstart the coun-
try’s recovery.

On Monday, Greece will mark a
year under the first leftist govern-
ment in its history. A day earlier,
Tsipras will address his party in a
celebratory speech, promising that
the upturn is just around the cor-
ner. “I believe 2016 will be the year
that Greece will surprise the world
economic community,” Tsipras told
Bloomberg TV in Davos this week.

“I’m confident that all our part-
ners want a successful and timely
concluded  review because they
can understand that time is part of
our strategy,” he said. “If we man-
age to do it the sooner we’ll leave
the vicious circle and come back to
growth soon.”  Tsipras was elected
in January 2015 after persuading
Greeks that they no longer had to
grovel to foreign powers for their
economic survival.

He argued that debt-hit Greece
would never recover if it continued
to be tied to international bailouts
focused on spending cuts and tax
hikes. 

He promised to aggressively
broker a new economic deal.
Within weeks, Tsipras and his fire-
brand finance minister Yanis
Varoufakis had knocked heads
with the country’s creditors-the
European Union, European Central
Bank and the International
Monetary Fund-and the stage was
set for six months of acrimonious
talks that nearly saw Greece
pushed out of the eurozone.

It wasn’t until July that Tsipras-
staring into the unknown and a
possible return to the drachma-
ditched Varoufakis and signed
another economic rescue for 86
billion euros ($93 billion) accom-
panied by more spending cuts.

The decision split his radical leftist
Syriza party and the Tsipras gov-
ernment resigned. But the adroit
former student sit-in leader weath-
ered the storm and got himself re-
elected in September, albeit with a
reduced majority.

Still in an improbable coalition
with the nationalist Independent
Greeks party, Tsipras now has 153
lawmakers in the 300-seat parlia-
ment.

Few expect his administration
to complete its four-year term, and

he faces an imminent challenge in
implementing an unpopular pen-
sion and tax overhaul mandated
by Greece’s three-year bailout.

Opinion polls for the first time
show Syriza fall ing behind the
conservative New Democracy par-
ty which recently elected a liberal
reformer as chief. 

However, analysts argue that
with an unprecedented refugee
challenge on the European Union’s
doorstep and Britain threatening
to leave the bloc, Brussels has big-
ger fish to fry than Tsipras.

No more arm wrestling 
“We think the government will

manage to carry out the reforms
despite its small parliamentary
majority, because it wants to begin
talks on debt relief,” says Natixis
economist Jesus Castillo. Creditors
“will not want to go back to an
arm wrestling match” with Greece
given the deteriorating state of the
global economy and continued
conflict in the Middle East,  he
adds.

Standard and Poor’s on Friday

raised its credit rating for Greek
debt by one notch,  saying it
expected Athens to meet the con-
ditions attached to the latest
bailout package.

Greece’s sovereign rating went
up to B- from CCC+, which
removes it from the range of being
vulnerable to default .
Nevertheless, Greece’s youngest
leader in over a century “lost a lot
of time to adapt and see reality”,
argues political analyst George
Sefertzis, adding that the 41-year-
old premier “is still in search of a

new equilibrium”.
Tsipras is now locked in a deli-

cate negotiation with an uncertain
outcome exactly what happened
with his conservative predecessor
Antonis Samaras in his final six
months in power in 2014, Sefertzis
says. “We are losing time without
obtaining a result, and without
having a clear idea of where the
negotiations will lead,” he adds.

Athens has been waiting since
November to begin debating relief
measures for its crushing public

debt-nearly 200 percent of GDP —
which is a condition the IMF has
set for continuing to participate in
the Greek bailout as demanded by
Germany and other hardline euro-
zone nations.

Further delay in talks on the
evaluation of Greece’s reforms and
debt relief could ultimately doom
the new bailout, the Greek finance
minister warned Monday. “If (the
evaluation) is not concluded with-
in a reasonable time frame this
program cannot work ,” Euclid
Tsakalotos said. —AFP
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Creditors do not seem to share Greece’s urgency for debt deal

ATHENS: A supporter of the Communist-affiliated trade union PAME shouts a slogan yesterday
in Athens against  the reforms the government has proposed for the new pension plan, as part
of measures demanded by country’s creditors. —AFP

SAO PAULO: Brazil hoped to start 2016
making itself pretty for its turn on the world
stage when its hosts the summer Olympics.
Instead attention has turned to its deepen-
ing economic crisis. The world’s seventh
largest economy tipped into recession last
year-official figures show that 1.5 million
jobs were destroyed.

The downturn is due to last throughout
this year, the International Monetary Fund
says. That would be the first two-year reces-
sion since the 1930s in Latin America’s eco-
nomic powerhouse.

“This year started with very bad news,”
said Manuel Enriquez, an economist  at Sao
Paulo University. “The economic outlook for
Brazil is very bad for 2016 and also for the
year after.”

The IMF said it expected Brazil’s economy
to contract 3.5 percent this year and remain
stagnant in 2017. It shrank by 3.8 percent in
2015, according to the fund.

A finance scandal that sparked impeach-
ment proceedings against leftist President
Dilma Rousseff has aggravated the crisis.

“There is no confidence in the govern-
ment. Businesses are mistrustful and people
are afraid of losing their jobs,” said Enriquez.
“The banks are afraid that loans won’t be
paid back. All this is creating a negative
atmosphere in which there is no way to
stimulate demand.”

Ratings agencies Fitch and Standard &
Poor’s have downgraded Brazil, criticizing its
failure to clean up its public finances.

Aside from the political chaos swirling
around the president, state oil firm
Petrobras was engulfed in a corruption scan-
dal last year. That and the plunging oil price
battered the giant company, which has
dragged down the Sao Paulo stock market.
“Petrobras shares are cheaper than a cup of
coffee,” said Enriquez.

Interest dilemma
When commodity prices were high, Brazil

shined for a decade as an emerging star. The
glow however faded last year as the price of
oil and other raw materials that Brazil
exports plunged.

Foreign investors have pulled out of the
country, and over 2015 the real currency lost
a third of its value against the dollar. On
Thursday the real hit its weakest point ever
at 4.166 reals to the dollar, after Brazil’s cen-
tral bank held off from raising interest rates.

Inflation is running at more than 10 per-
cent, which had raised expectations of a rate
rise to rein it in. The conflicting pressures of
inflation and high interest rates put the gov-
ernment and central bankers in a bind.

Analysts said the government feared a
rate hike would squeeze the domestic econ-
omy at a painful time. During the bank’s
deliberations the IMF released its dire eco-
nomic forecast and the bank soon after held
off on raising rates. “By setting the market
up for a hike in interest rates but then failing
to follow through, the Central Bank of Brazil
has shot itself in the foot,” wrote Neil
Shearing, an analyst with financial consul-
tancy Capital Economics.

“The obvious conclusion is that policy-
makers have bowed to government pres-
sure not to increase rates in the face of rising
inflation.”

The China effect
Jose Luiz Pimenta Junior, a specialist

trade consultant, said Brazil must diversify
its exports beyond minerals and grain. “The
internal situation is complicated. The slow-
down in China and the rise in US interest
rates will take away capital and investments.
How will we survive?” he said.

“We should think not only in terms of
quantity but also quality, and go looking for
growth abroad.” The question of whether
the impeachment against Rousseff will pro-
ceed is likely to be resolved next month
when Brazil’s legislature reconvenes. That
could be a turning point.

“There is a recession, the public accounts
are in deficit and inflation is high,” said
Antonio Madeira, an analyst with consultan-
cy MCM. “On the other hand, apparently the
impeachment drive is losing steam.  Perhaps
that can help the government recover its
strength and concentrate on economic
recovery.”  —AFP

Economic crisis rattles Brazil 

as Olympic year starts

WASHINGTON: The world’s central banks
are under pressure to do something about
slumping economies and panicky stock mar-
kets. The question is, can - or will - they do
much that would help?

The head of the European Central Bank
signaled this week that there’s “no limit” to
how far the ECB would go to restore the
health of the continent’s fragile economy.
The Bank of Japan is considering expanding
its easy-money policies as soon as next week
to fight feeble growth and dangerously low
inflation. And, in the view of many econo-
mists, the Federal Reserve may have to
rethink its plans to slowly but steadily raise
US interest rates. The Fed meets next week.

“Everything is going South,” says former
Fed official Joseph Gagnon, senior fellow at
the Peterson Institute for International
Economics. “I predict (the Fed) will not be
raising rates in the next few meetings - and
maybe not in the first half of the year.”

So far, the global economy has benefit-
ed modestly at best from the cures central
banks have offered. The World Bank and the
International Monetary Fund this month
once again downgraded their outlook for the
global economy. Like other analysts, they

have persistently overestimated the strength
of the worldwide recovery from the Great
Recession despite the extraordinary efforts
of major central banks.

Around the world, stock markets have
been pounded for weeks, in large part by
fear and uncertainty over a decelerating
Chinese economy, the world’s second-
biggest and long a vital source of global
strength.

China’s slowdown has hammered the
countries that have supplied it with coal,
copper and other raw materials. The curren-
cies of those countries have, in turn, tum-
bled. Oil prices this week hit a 12-year low of
$28.15 a barrel before rebounding a bit.

At this week’s ECB’s meeting, President
Mario Draghi warned that plunging oil prices
heightened the risk that inflation would stay
well below the central bank’s 2 percent tar-
get. He said the ECB was poised to expand its
existing stimulus efforts at its next meeting.

The rate the ECB pays banks for deposits
is already negative 0.3 percent. By making
banks pay to keep their money at the central
bank, it tries to pressure them to use their
money to lend to businesses and consumers
instead. —AP

Weak growth, shaky markets 

put pressure on central banks

CARACAS: Venezuelan opposition lawmakers on
Friday rejected President Nicolas Maduro’s bid to
decree a state of economic emergency, deepening
a political crisis in the oil-rich nation.

Friday was the deadline for the opposition-con-
trolled National Assembly to vote on Maduro’s
decree, which would have given him special pow-
ers to intervene in the economic crisis.

But his rivals in the assembly refused to pass it,

prolonging a tense political standoff in the volatile
South American state, where citizens are suffering
shortages of food and goods.

“We reject this decree because it means just
more of the same,” said Jose Guerra, head of the
congressional commission that examined the
decree before the vote. “The cause of the problem
is a failed economic model.”

Lawmakers voted by 107 votes to 53 to reject

the measure. The pro-government camp vowed to
fight on to get its way. “See you in the Supreme
Court. Yes to the decree!” yelled deputy Diosdado
Cabello, the second most senior figure in Maduro’s
leadership, during the vote.

The opposition accuses Maduro of packing the
court with his allies and fears he may use it to push
through his measures.

President wary of media ‘show’ 
The decree, issued a week ago, would give

Maduro 60 days of extraordinary powers to com-
mandeer private companies’ resources, impose cur-
rency controls and take other unspecified meas-
ures. The opposition speaker of the congress, Henry
Ramos Allup, accused Maduro’s government of fail-
ing to give lawmakers the information they needed
to properly debate the plan.

“It would be totally irresponsible for the National
Assembly to blindly approve a decree of such mag-
nitude, scope and implications, without having any
information because the government itself refused
to provide it,” he said on television.

He said lawmakers suspended a session of the
assembly in which the government was due to
defend the decree because the ministers did not
show up. Maduro’s economic team pulled out at
the last minute, saying they would only participate
if it was closed to the media, Ramos said.

Maduro accused the opposition of trying to turn
the assembly into a “show”. “I very much regret that
the majority which controls the National Assembly
is turning its back on the country at this time,”
Maduro said in a speech.

Tense political standoff 
Announcing the decree last week, Maduro

admitted Venezuela was in a “catastrophic” eco-
nomic state. He called on the assembly to approve
the decree and help him “navigate this crisis.” —AFP
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CARACAS: People wait in a line outside a supermarket in Caracas, Venezuela, to buy
price regulated toilet paper made available for sale by the government on Friday. In
a note published Friday, the International Monetary Fund Western Hemisphere
Director Alejandro Werner said inflation would more than double in the economical-
ly struggling South American country in 2016, reaching 720 percent. —AP


