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A
FTER another week-
end of last-minute ne-
gotiations, Cyprus fi-
nally managed to get
the bailout it had so

desperately sought.
The deal is aimed at shrinking

Cyprus’ bloated banking system,
which has been blamed for the lat-
est crisis there.

When Greece restructured its
debt last year, forcing investors
and bondholders to take a hit,
many Cypriot banks, which held
billions in Greek government
bonds, also suffered huge losses.
The Cypriot government took on
debt, which they couldn’t afford,
to bail out their banks.

But like other countries such as
Ireland and Greece, the govern-
ment found its borrowing costs
soaring, as the markets started to
doubt its ability to pay.

Eventually, it went to the Euro-
pean Union (EU) to request a bail-
out, a familiar story indeed.

The latest deal will look to
downsize the biggest banks in Cy-
prus and restructure the banking
sector. The centrepiece of the deal
is to shut down zombie bank Cy-
prus Popular Bank (or Laiki),
which was nationalised last year.

The Bank of Cyprus will take
over the viable assets of the failed
bank along with ¤9 billion (S$14.6
billion) in central bank aid.

Small depositors will be spared
from having to pay a levy, which
had been part of the original plan
that sparked off protests two
weeks ago.

But uninsured depositors –
those with more than ¤100,000 –
will see their funds almost entire-
ly wiped out at Cyprus Popular.
Uninsured depositors at Bank of
Cyprus will see losses of up to 40
per cent.

It is unclear how much this will
cost bondholders and large deposi-
tors but one can safely assume it
will be billions of euros.

In return, Cyprus will get loans
of about ¤10 billion, which should
cover them, for the short term at
least.

Markets soared on the news
yesterday, with the MSCI Asia Pa-
cific Index, an index tracking
Asian stock markets, jumping 1.36
per cent.

The world, it would seem, can
breathe a sigh of relief over yet an-
other economic calamity avoided.

But people hoping to pop the

champagne will want to hold off
because the deal to save the leaky
Cypriot ship may end up setting
the stage for even further turmoil
in the EU.

Relief in sight?

WHAT the weekend deal has done
is to stem the probability of an
outright crisis.

Cyprus is a tiny country of just
1.1 million people, with an ¤18 bil-
lion economy, less than a tenth of
Singapore’s.

But if Cyprus had indeed gone
under, the consequences would
have been dire.

For one thing, the fear of finan-
cial contagion is very real.

If the EU had allowed Cyprus
banks to fail and the government
to default on its loans, there is no
telling how the market would
have reacted.

Would the market also start to
cast doubts on Greece again, and
Portugal and Italy?

Borrowing costs for the other
vulnerable indebted nations could
rise, and this in turn could trigger
another flare-up of the debt issue,
which has otherwise been stable
for the past half a year or so.

The other big worry: a bank
run. As it is, there were many re-
ports of people queueing up out-
side ATMs to withdraw cash en
masse.

A bank run in small Cyprus
could very well trigger panic
among savers in the wider region
of Europe, the very thing leaders
there have been trying to avoid.

The deal, it seems, has put paid
to these fears, perhaps giving cre-
dence to analysts who believed
the crisis could be contained.

Even before the deal was con-
cluded, Mr Larry Fink, the chief
executive of the world’s largest as-
set manager Blackrock, had said
that Cyprus “has some symbolism
impact on Europe, but it’s not a re-
ally major economic issue”.

A political crisis

BUT the biggest problem with Cy-
prus is that it is not an economic
crisis, but a political one.

If it was just about money, the
Cyprus problem could be more
easily solved.

Many analysts who see the cri-
sis as financial or economic in na-
ture may be underestimating the
depth of the problem in Cyprus.

It needs a “mere” ¤16 billion to
shore up its banks and prevent a
total collapse of its banking sector
and economy.

This is a fraction of the total
¤440 billion in the European Fi-
nancial Stability Fund, the main
source of funds for ensuring stabil-
ity in the euro zone.

In comparison, Greece, after
three bailouts, has sucked up
more than ¤240 billion from the
troika – the EU, European Central
Bank and the International Mone-
tary Fund.

Instead, the main sticking
point of the bailout effort has fo-
cused on the need for Cyprus to
raise its share of the total funds
needed to get the bailout.

Under the terms of the bailout,
Cyprus needs to raise ¤5.8 billion
in order to qualify for the ¤10 bil-
lion that would be loaned to it.

EU members, especially Germa-
ny, have been insisting that help
cannot come for free. Countries
must shoulder their share of the
burden and blame.

After all, EU leaders also have
their own electorates to answer
to.

As French Finance Minister
Pierre Moscovici on Saturday put
it on television: “To all those who
say we are strangling an entire
people... Cyprus is a casino econo-
my that was on the brink of bank-
ruptcy.”

Cyprus has long been associat-
ed with money laundering, partic-
ularly funds from super wealthy
Russian oligarchs.

Its banks are estimated to hold
¤126.4 billion in assets, seven
times the size of its real economy.
Russian companies and investors
are estimated to hold an estimat-
ed US$31 billion (S$38.6 billion) of
wealth in Cyprus, said ratings
agency Moody’s.

So the 40 per cent tax on depos-
its will hurt rich Russians hard.
Many of these oligarchs are also
likely to be close to Russian Presi-
dent Vladimir Putin. Would they
stand aside as they see their
wealth slashed?

Russian Prime Minister Dimit-
ry Medvedev had already hinted
that the Kremlin was deeply
unhappy over the pro-
posals to tax large de-
posits. “Frankly
speaking, this looks
like the confiscation of
other people’s money,”
he said last week.

Economics professor Steve
Keen, from the University of West-
ern Sydney, believes that Russia
will retaliate against Europe by
threatening to cut off gas supplies
to the continent.

“If you are going to target the
Russians, and there’s President Pu-
tin acting under the image of the
strongman of Russia, why would
he not decide to shut down gas
supplies to Germany until that
was righted?” he said.

In other words, the deal to save
Cyprus is potentially setting the
euro zone up for a confrontation
with its frosty neighbour.

Implications

THE Cyprus incident shows,
more than ever, that Europe’s
problems are far from over.

The money put out by the EU
has so far been nothing but plas-

ters over bleeding wounds. The
deeper rot has yet to be cleaned
up. To be fair, the high govern-
ment debt levels will take years to
bring down.

Many among the so called
PIIGS – Portugal, Italy, Ireland,
Greece and Spain – have started
to tighten their belts and boost
their growth rates.

Last year, Italy recorded a
Budget deficit of 2.9 per cent of
the country’s gross domestic
product, the lowest since 2010.
Likewise, Ireland also expects to
leave the bailout programme by
the end of this year – earlier than
expected – with Irish growth fore-
cast at about 1.5 per cent.

These are meaningful small
steps giving hope that things can
right themselves.

But it won’t happen soon.
Europe still faces mass unem-

ployment and social discontent.
With politics also thrown into the
mix, the outlook for Europe re-
mains uncertain.

For Singapore, the upshot is
that its biggest market for ex-
ports will continue to remain
weak and remain a drag on
growth.

Already, non-domestic ex-
ports to Europe fell 18.4 per cent
in January compared with last
year, while it halved last month.

Singapore’s exports to Cyprus
were just $33 million last year and
include beverages, paper prod-
ucts and clothing. Even a plunge
will have minimal impact.

More importantly, the Cyprus
incident has brought a “risk-off”

or a cautious tone to markets.
DBS managing director of eco-

nomic and currency research
David Carbon said that, at least
for now, Asian equities could be
hit, and there could be some ef-
fect on growth too.

In particular, Singapore’s finan-
cial and insurance sector, which
accounts for about 10 per cent of
the economy, is sensitive to glo-
bal risk sentiment.

Bosses are also likely to remain
cautious on their investment and
hiring plans as long as uncertain-
ty remains.

So yes, breathe a sigh of relief
because the worst has been avoid-
ed.

But make it a short one. This
isn’t over, not by a long mile.
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EYE ON
THE ECONOMY

Cyprus got the bailout it needed to avoid an
economic disaster for the island and the euro
zone. But while the crisis is averted, it will be a
long time before Europe puts its house in order.

Europe’s problems
are far from over

T
HE Education Ministry’s admission crite-
ria for prototype state-operated kinder-
gartens, when ready, are likely to stir
much interest. Places are necessarily lim-
ited as it will start with only five of 15
planned centres next year. There might
even be a scramble for entry as surveys
show almost all parents rate pre-school
education as an important form of prepa-
ration for the start of formal school.

The ministry’s entry, even as a trial
project, will have raised expectations of
a larger state role, perhaps even of mak-
ing pre-school a standard part of public
education. The ministry may demur as
such an undertaking could over-burden
its already wide remit. The Government
has resisted calls to “nationalise”

pre-school; one reason is that a diversi-
ty of experiences is preferred over a nar-
row, prescriptive approach in the early
growth of a child’s learning capabilities.
A new statutory board that is to oversee
the pre-school education sector will
need time to assess the way forward.

As it is, a tiny minority receive higher
quality grounding in some private cen-
tres that charge a lot for the privilege.
Most children go to less expensive plac-
es where standards vary. One study, con-
ducted by the Economist Intelligence
Unit and commissioned by the Lien
Foundation, placed the nation in the bot-
tom half of an international ranking on
early childhood education. A respected
pace-setter is clearly needed to help up-

lift the entire sector and state-run kin-
dergartens can play a useful role here.

Education Minister Heng Swee Keat
raised parents’ hopes in saying the
number of state kindergartens could be
increased if public support and the value
created are evident.

What also deserves public attention is
the accessibility of good programmes to
children from poor homes. It is proper
to see acceptable pre-school education
for children from poorer homes as an in-
tegral element of the “levelling up” pro-
cess to check declining social mobility.
A deficiency could be significant at this
stage as studies show the early years are
the most formative.

A commendable initiative by Lien

Foundation and Care Corner deserves to
be replicated by others in providing a ho-
listic approach to early childhood devel-
opment and in reaching out to low-
income groups. It is a model that strives
to combine “social work, learning sup-
port, health services and parental in-
volvement” to help those born into less
well-off homes close the gap. At the ini-
tiative’s Leng Kee centre, the majority
are from families receiving government
financial assistance.

While reaching for teaching methods
of the highest standard and, perhaps, a
similar integrated approach to develop-
ment, pilot state-run schools should al-
so strive for a good mix of students
from different social backgrounds.

Kind approach to better kindergartens

T U E S D A Y , M A R C H 2 6 , 2 0 1 3

 

A18

Source: The Straits Times © Singapore Press Holdings Limited. Reproduced with permission.

chongchj
Rectangle




