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� Can the European sovereign debt
crisis derail the global economic
recovery?
The global financial crisis that began
some time in 2007 was chiefly triggered
by consumers in the United States. An
overleveraged household balance sheet,
caused by consumers spending beyond
their means on homes using easily availa-
ble credit, resulted in a housing bubble
that eventually burst. Likewise, unscru-
pulous overleveraging among banks al-
legedly corrupted the financial system.

The European sovereign debt crisis
has similar underpinnings. Sovereign
debt levels in some euro zone countries
– particularly Greece, Portugal, Ireland,
Spain and Italy – rose substantially. Gov-
ernments overspent because of their ac-
cess to easy financing via membership in
the euro zone. This eventually led to a

crisis of confidence and the widening of
sovereign yields and credit default swap
spreads in these countries.

This problem could be systemic
among advanced economies. Many gov-
ernments are into high levels of indebted-
ness. They borrow to finance spending
so as to stimulate their economies. The
end result is risky high government in-
debtedness. Postponing the obvious – af-
ter all, yesterday’s overspending has to
be matched by lower consumption and
income at some point in the future – can-
not be credible for long.

As Kenneth Rogoff and Carmen Rein-
hart pointed out in their book, This
Time Is Different: Eight Centuries Of Fi-
nancial Folly, excessive leverage, whe-
ther by private or sovereign entities,
leads to much greater systemic risks dur-
ing the downturns than was anticipated
during the boom times.

To the optimists who claim that the
European debt peril is a manageable one,
our appeal is simple: Think again. As in
the US crisis, a general lack of confi-
dence in the financial system can easily
lead to contagion and collapse. The com-
bined foreign debt of Spain, Portugal, Ita-
ly and Greece amounts to US$2.5 trillion
(S$3.5 trillion), about the level of their
combined gross domestic product. In ad-
dition, there is a debt time bomb among
former Eastern European countries too.

If creditors cut off funding to these
highly indebted nations, we could wit-
ness a euro zone financial crisis resem-
bling the 1997 to 1998 Asian financial cri-

sis. Indeed, the European crisis could
dwarf the Asian one.

Until recently, banks were depositing
a record level of overnight deposits with
the European Central Bank (ECB). This
unprecedented level of deposits, not
seen since the euro commenced life in
1999, bears a striking resemblance to
the drying up of credit in the US during
the early days of the crisis from 2008 to
last year.

The best way to handle a crisis is to
first acknowledge that there is one. The
ECB’s recent proclamation that the euro
zone’s financial sector and economy are
facing “hazardous” contagion effects is
a step in the right direction. European fi-
nancial institutions, which already took
a major balance sheet beating during the
last global crisis, are expected to go
through another round of large write-
downs – and this time, possibly without
the same emergency financial support
and bailouts that governments offered
during the previous round.

In these circumstances, eloquent talk
of fiscal austerity, new-found tax reve-
nue or structural reform will not be suffi-
cient. A major tightening of the fiscal
belt is required in the euro zone, and
that has to be recognised by the public.

Despite the large volume of trade be-
tween Europe and Asia, we don’t think
the European sovereign debt crisis will
have any more impact on Asia than the
US-led global financial crisis did. We
can nevertheless help further insulate
ourselves from American and European

economic and financial crises, albeit
without being protectionist.

We can do so by increasing Asian con-
sumption and intra-Asian trade, by exer-
cising fiscal prudence at all times, by ar-
resting credit and asset bubbles, and by
mitigating regional geopolitical risks
while simultaneously conducting good
faith multilateral cooperation within
Asia. There is still ample room for Asian
countries to cooperate on trade, human
capital development, the environment,
education, travel and finance.

Asia’s best years are yet to come. A
stable economic and political environ-
ment, a competitive and highly educated
workforce, consistent business-friendly
policies and good faith cooperation will
certainly get us there faster. Most impor-
tantly, Asian self-reliance is the key to
our economic future.

Joseph Cherian is professor and director of the
Centre for Asset Management Research and
Investments (Camri) at NUS Business School.
Bernard Yeung is dean and Stephen Riady
Distinguished Professor at the school.

A
PUBLIC consultation was re-
cently held on amending the
Maintenance of Parents Act to
give it more teeth. The law en-
ables indigent parents aged 60

and over to claim support from their unwill-
ing children.

Meanwhile, the National Family Council
is running a campaign on filial piety (xiao).
Its advertisement on television centres on
a cantankerous old lady whose son caters
to her unreasonable behaviour, which irks
her grandson to no end. Viewers may quib-
ble about the video’s message, but no one
seems to question the legislating of filial pi-
ety.

In Chinese Family and Commercial Law,
sinologist George Jamieson notes that xiao
is “the respectful submission to the will of
the father, which is assumed to arise natu-
rally out of the relationship”. In fact, the
Chinese character for xiao consists of
“child” below supporting “the old” above.

Five necessary aspects of xiao behaviour
are listed in The Classic Of Filial Piety,
namely, supporting one’s parents; respect-
ing, obeying and honouring them; mourn-
ing their deaths with a memorial service;
bringing honour to one’s ancestors; and,
having offspring.

Religion is the reason why having off-
spring should be linked with xiao. There is
no Confucianist paradise where one may at-
tain immortality. Hence, descendants are
needed so as not to duan le xiang huo or
“discontinue the sacrificial incense burn-
ing”. The continuous offering of incense
down the ages ensures that one lives on in
the memories of those to come, a measure
of immortality.

Indeed, when Buddhism was first intro-
duced into China, it was rejected precisely
because it was seen as not xiao, according
to Kenneth Ch’en in The Chinese Transfor-
mation Of Buddhism. A son who became a
monk would not only cut off all familial
ties but would also have no issue, and thus
no xiao.

But the Confucian classics offer no sys-
tematised justification for filial piety. Very
few Western works have delved into it ei-
ther. Such works as have generally find no
rational grounds for filiality, or the ethics
of filial piety.

After all, it is a parent’s duty to provide
for his or her offspring. Fulfilling one’s du-
ties in ways that benefit the recipient
should create no sense of indebtedness in
the latter. Adult children should be grateful
for these benefits and express that grati-
tude as well, but parents have no claims to
repayment in cash or kind.

Perhaps, parents do make a special mor-
al contribution – to the child’s identity.
Perhaps anyone whose self is formed, in
part, by another person owes that person
morally. But if I were abused by my foster
parents, a fact that made me the resilient
person I am today, do I thereby owe my
abusers a moral debt?

Maybe it is simply irrational for me to
have offspring unless they are implicitly an
investment. If so, my adult children owe
me the returns on that investment. Yet eve-
ry species instinctually has offspring.
Thus, it is very unlikely that parents see
children as a form of investment.

At best, perhaps, if my parenting engen-
ders a real friendship with my offspring,
then they have the kind of obligation to-
wards me that real friends have towards
one another. If my parenting fails by this
standard, then my children owe me noth-
ing, just as all duty towards a friend ends
when that friendship ends.

Clearly, from a rights perspective, there
is little rational basis for filiality. But this is
because rights talk assumes everyone to be
self-interested, atomistic individuals with
no emotional ties. However, a family is not
comprised of strangers. Instead, it is a spe-
cies of special moral relations.

But most contemporary philosophers
cannot deal with special moral ties as they
dedicate their efforts to striving for imparti-
ality in all forms. In A Theory Of Justice,
for example, John Rawls argues that “the
family will lead to unequal chances be-
tween individuals”. This leads him to won-
der if the family is ethically justifiable as an
institution!

Such philosophers miss how social prac-
tices shape and institutionalise moral obli-
gations.

A retiree is still somewhat deferential to-
wards his ex-employer because their old re-
lationship was of some existential signifi-
cance. Being brusque would be to say it
had none. In the same way, though our par-
ents and grandparents no longer have genu-
ine authority over us, we obey them as
adults because it used to be that way and
we honour those old ties.

We enjoy sitting down to hear them talk
about days gone by, because this gives us
context and history. It is context and histo-
ry that colour our special moral relation-
ships with them, which thus come with spe-
cial filial obligations.

To attend to these special contexts and
histories is not Confucianist per se. It is
plain common sense.
andyho@sph.com.sg
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H
ERE are two burning eco-
nomic questions of the day:
The first is important and
widely discussed; the se-
cond is even more impor-

tant and hardly mentioned.
First: “Will the world see a double-

dip recession?”
The evidence is mixed, with Europe

being the biggest question mark. Half of
the 16 nations using the euro urgently
need economic stimulus but have been
ordered by the European Central Bank
(ECB) to do the opposite.

Of course, reducing deficits doesn’t
reduce debt. It only increases it more
slowly. To pay down debt, a country has
to tax more than it spends and then ap-
ply the surplus to debt payments. Eu-
rope and the rest of the world are a long
way from doing that.

The risk is that spending cuts and
higher taxes will push euro zone nations
into a double-dip recession – thus reduc-
ing their imports and slowing the growth
of their trading partners. A double-dip
European recession could spread world-
wide.

This gives rise to the second, even
more crucial question: “What can we do
about it?”

Everyone seems to assume we can do
what we’ve done in every recession: Pull
out our trusty toolbox of monetary and
fiscal policies, fix things and return to
the good life. What has gone unnoticed
is that the toolbox is missing.

There aren’t many anti-recession
tools to start with. We have two varie-
ties each of monetary and fiscal policy –
and that’s it. In the “Great Recession” of
2008-09, governments pulled out the
stops and used them all. Actually, “used
them up” would be a better description.

We have two monetary tools and both
are suddenly ineffective. They are:
� Lower interest rates: This helps in the
early stages, but what’s a central bank to
do after it drives rates to zero? If the re-
cession persists, you’re in a hole without
a ladder.

And that’s where we are now. The Un-
tied States federal funds rate is between
0 per cent and 0.25 per cent and cannot
go lower. Here at home, the one-month
swap offer rate is 0.2 per cent.

An important but often unnoticed
side effect is that while low interest
rates are good for borrowers, borrowers
are only half the equation. The other half
is fixed income investors who would
now receive less. Their lower incomes
translate into less spending. It is an auto-
matic destabiliser and partly offsets the
well-known benefits of lower interest
rates.
� Print more money: This is the second
most used monetary tool and is usually a
last resort. Nowadays, it’s called “quanti-
tative easing”, which sounds more re-
sponsible than “printing money like
mad”. That was what the US and others
did to keep the Great Recession of
2008-09 from turning into a Great De-
pression. The US has increased its mone-
tary base by US$1.2 trillion (S$1.7 tril-
lion), more than doubling it.

Not only that, it did it in a new and
riskier way. Instead of buying safe US
Treasury securities, it purchased riskier
short-term corporate debt and mortgag-
es. This helps companies and banks but
“debases” the currency, for it is now
backed by lower-quality assets.

On the one hand, currencies cannot
be redeemed, so it may not matter
much. On the other hand, no one knows
the consequences of currency debase-
ment since it has never happened to a
major economy.

To reduce anxiety, the US Federal Re-
serve promised to eventually sell its
huge holdings of mortgage-backed secu-
rities and commercial paper, thereby
contracting the monetary base to its
former level. At the moment, there is lit-
tle incentive to do this with no inflation
in sight and the recovery less than a sure
thing.

Europe gave itself the same problem
when it guaranteed US$1 trillion of debt
in order to finance deficits of the weaker
euro zone nations. It also runs the risk of
currency debasement since the ECB
could end up owning US$1 trillion of
low-quality debt issued by the most mar-
ginal of the 16 euro nations.

Hey, Big Spender
THE other policy tools available to gov-
ernments are fiscal: cutting taxes or in-
creasing government spending. Doing
both, as most governments did to dig
their countries out of the 2008-09 reces-
sion, delivers a double whammy.

The 16 euro nations have decided to
do the opposite. They are balancing their

budgets in a desperate effort to keep
their fixed exchange rates in line.

Many economists think such fiscal
tightening is premature since the coun-
tries have barely emerged from the last
downturn. There is significant risk of
lowering demand and dragging Europe
into a double-dip recession. That would
reduce its imports and, before you know
it, the world economy has double-
dipped.

Ordinarily, this would be serious but
not deadly. Simply reach into the tool-
box of monetary and fiscal policies, and
before you can say “accidental depres-
sion”, everyone is back at work.

Times have changed. The financial cri-
sis of 2008 is now the debt crisis of
2010. Fiscal stimulus from the last reces-
sion left most nations highly leveraged,
with debt to gross domestic product
(GDP) ratios at record levels.

This is a new risk and cannot be mea-
sured precisely. But a rule of thumb is
that when a country’s debt to GDP hits
100 per cent, rating agencies and credi-
tors start to ask: “Will this nation really
be able to repay its debts?” Default risk
rises, credit ratings are cut, and borrow-
ing becomes more problematic.

The US, Japan and most of Europe are
near or above the 100 per cent bench-
mark. Taking on more debt will risk rat-
ing downgrades.

What happens next is unclear since
we have never been in a predicament
like this. No one knows the consequenc-
es if the US credit rating dropped from
AAA to AA. All we can say for sure is it
will not be good.

In the worst-case scenario, it leads to
a drop in confidence, lower spending,
less growth and ultimately recession.
Without fiscal or monetary tools to turn
things around, there is nothing to stop
the economy from descending into de-
pression. It is like driving your car with-
out a seat belt. That does not make an ac-
cident more likely, but if an accident
were to occur, the consequences will be
more serious.

The writer is a financial columnist and adjunct
professor of economics and statistics at the
Singapore Management University.
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Euro crisis: Major belt tightening needed
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Write in to stask@sph.com.sg
with whatever questions you
might have on economics,
international or domestic. Each
week, one or two questions will
be selected to be answered by a
panel of National University of
Singapore economists.

Can’t fix recession
without the toolbox

No rational
basis for
filial piety?
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