
        
            
        
    
	
		
			THE CONCISE ENCYCLOPEDIA OF THE GREAT RECESSION 2007–2010

			Jerry M. Rosenberg

		

		
			[image: Scarecrow_logo.tif]
		

		
			The Scarecrow Press, Inc.

			Lanham • Toronto • Plymouth, UK

			2010

		

		
			Published by Scarecrow Press, Inc.

			A wholly owned subsidiary of The Rowman & Littlefield Publishing Group, Inc.

			4501 Forbes Boulevard, Suite 200, Lanham, Maryland 20706

			http://www.scarecrowpress.com

			Estover Road, Plymouth PL6 7PY, United Kingdom

			Copyright © 2010 by Jerry M. Rosenberg

			All rights reserved. No part of this book may be reproduced in any form or by any electronic or mechanical means, including information storage and retrieval systems, without written permission from the publisher, except by a reviewer who may quote passages in a review.

			British Library Cataloguing in Publication Information Available

			Library of Congress Cataloging-in-Publication Data

			Rosenberg, Jerry Martin.

			 The concise encyclopedia of the great recession 2007–2010 / Jerry M. Rosenberg.

			 p. cm.

			 Includes bibliographical references and index.

			 ISBN 978-0-8108-7660-6 (hardback : alk. paper) — ISBN 978-0-8108-7661-3 (pbk. : alk. paper) — ISBN 978-0-8108-7691-0 (ebook)

			 1. Financial crises—United States—History—21st century—Dictionaries. 2. Recessions—United States—History—21st century—Dictionaries. 3. Financial institutions—United States—History—21st century—Dictionaries. I. Title. 

			 HB3743.R67 2010

			 330.9'051103—dc22 2010004133

			 ™ The paper used in this publication meets the minimum requirements of 
American National Standard for Information Sciences—Permanence of Paper
for Printed Library Materials, ANSI/NISO Z39.48-1992. 

			Printed in the United States of America

		

		
			For Ellen

			Celebrating fifty years of love and adventure.

			She is my primary motivation.

			As a lifelong partner, Ellen

			keeps me spirited and vibrant.

		

		
			Listen less to those whose judgments brought us this crisis. Listen less to those who told us all they were the masters of noble financial innovation and sophisticated risk management. Listen less to those who complain about the burdens of living with smarter regulation or who oppose having to pay a few for the costs of this or future crises. . . . Risk will build up again . . . and future governments will have to act again to socialize private losses in the interest of preventing catastrophic damage.—U.S. Treasury Secretary Timothy Geithner, March 22, 2010

		

		
			Preface

		

		
			It seemed to be a calm and typical summer. In mid-2008, the American economy was in a strong position as its gross domestic product grew by an annualized 3.3 percent, in part reflecting a strong trade performance. U.S. wealth had reached $14 trillion annually. Despite rising unemployment, soaring fuel prices, and constricting credit, consumer spending managed to grow at a 1.7 percent annual rate. President George W. Bush introduced a fiscal stimulus package that included $110 billion in tax rebates, of which $92 billion had been disbursed by early July. Then, the second half of the year began to look weaker. Real consumer spending tumbled at a 0.4 percent monthly rate.

			By the end of 2008, the S&P 500 had declined 38 percent, jobs lost came to 1.9 million, and the U.S. government owned stock in 206 banks. The $700 billion bank bailout plan—the Troubled Asset Relief Program (TARP)—was passed by Congress on October 3, 2008, yet failed to fulfill the needs of the nation. And 2009 looked worse. Moving quickly, once he was inaugurated in January, President Barack Obama succeeded in getting a complex, expensive, and lengthy economic stimulus package passed by Congress in February, followed by the new Treasury secretary’s plans for ways to effectively use the unspent $350 billion of TARP funds. The next day, the Dow Jones Industrial Average plummeted nearly 5 percent in response to what was considered to be the administration’s lack of clarity; specifics were missing. 

			As the rescue tab rose, taxpayers were not being “adequately informed or protected.” These gambles are the reason the government should have attached more strings to its help, including a say in how the money was used. To finance the bailouts, the U.S. Treasury was borrowing money and the Federal Reserve Bank was printing it. That bodes ill for a heavily indebted nation, presaging higher interest rates and higher prices—perhaps sharply higher. By mid-February, the president had signed into law the American Recovery and Reinvestment Act, followed by a housing plan to help nearly 10 million homeowners avoid foreclosure, with promises of more funds to come as needed. 

			By the summer 2009, there were more than five unemployed American workers for every job opening. The ranks of the poor continued to escalate, welfare rolls were rising, and those under thirty years of age had sustained nearly half the job losses since November 2007. A month before the meltdown began there were about 7 million Americans counted as unemployed; today there are about 15 million. By the end of 2009, there were six times as many Americans seeking work as there were job openings, and the average duration of unemployment—the time the average job seeker spends looking for work—was more than six months, the highest level since the 1930s. As promised by the government, new regulators and complicated federal regulations are appearing, all purporting to stop the leakage and misuse of the public trust. On Wall Street, 2010 will likely be known as the year of the regulator, with the most significant overhaul in seventy-five years.

			This recession has touched Americans across incomes and races. It has slashed family earnings, increased poverty, created increased anxieties and emotional depression, and left more people without health insurance. Median household income fell 3.6 percent to just over $50,000, the steepest year-over-year fall in forty years. The poverty rate, at 13.2 percent, was the highest since 1997. And about 700,000 more people didn’t have health insurance in 2008 than twelve months prior. 

			One year following the collapse of Lehman Brothers on September 15, 2008, few of the numerous government proposals to reshape the banking and financial industries were in place. Today, most of the institutions that received government funds are doing well. In mid-September 2009, the chairman of the Federal Reserve declared that it appeared that the recession had come to an end and that the economy was turning upward, while at the same time, housing foreclosures and unemployment continued to climb. The jobless rate then hit 10.2 percent in October, the highest since 1982; more than one out of every six workers—17.5 percent—were unemployed or underemployed. Officially, the Great Recession began in December 2007; unofficially it ended in the early fall 2009. However, for the 15 million unemployed and for those experiencing the meltdown, the year 2010 was part of their nightmare.

			Goals

			Global understanding is a major part of the new world economic order. This volume attempts to spell out the activities and events of the past two years and to be a guide to help navigate the reader through this economic downturn. With current, accurate, and sufficiently detailed explanations of the economic seesaw of 2008–2009 and into 2010, this book should help readers to better understand the reasoning, motives, hidden agendas, and power plays of those who are responsible for this debacle and, most important, what the government has done to try to overcome it. At the same time, this historical and factual encyclopedia, based on daily reports from the media and from specialists in the field, will provide readers with the necessary resources for planning future moves for themselves and their families, friends, and colleagues. 

			To the user of this volume, it is my hope that this volume will prove to be a rewarding learning experience. I look forward to receiving your comments and suggestions that may assist me in the continuous upgrading of this book. Email: ejrosenber@aol.com
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			Reader’s Note

		

		
			The Concise Encyclopedia of the Great Recession 2007–2010 has been prepared with the hope that the reader’s understanding of the entries will help in the sharing of information and ideas. Hopefully, the confusion about the events that have occurred during this difficult time will be reduced, and this record will serve as a consistent, accurate, and informative resource. Most importantly, it should help people gain clarity about the significant economic issues of the past several years. Entries can take on different meanings in different contexts and situations, and a goal of this encyclopedia is to be inclusive and to present all the key elements for each entry. I have organized this work to provide these elements easily and rapidly. 

			Dates

			Some entries provide dates that are essential to understanding the sequence of events. At the first appearance, a date is given by month, day, and year; the year may not be repeated when placed alongside different months and days within the same year. It should be assumed that the year remains constant until the next year appears. For example, January 8, 2008, is given, followed by February 5, March 14, and so on, all in 2008. When the next full date is given, for example, January 12, 2009, that triggers a new year for the subsequent months and days.

			Alphabetization

			Entries are presented alphabetically. The listings are alphabetized up to the first comma and then by words following the comma, thus establishing clusters of related terms. Entries with numerals are listed according to the spelling of the number.

			Entries

			The current most common entry is usually given as the principal one, with others cross-referenced to it. Some terms have been included for historical significance only; some entries are given as background to enhance the user’s understanding of the recent meltdown events; others are included to assure the smoothness of transition from the past one hundred years of political and economic institutions, regulations, and rules.

			Cross-References

			“See” and “See also” references are suggested to provide the reader with additional, often related, and significant information. Utilizing these listings will provide a deeper and expanded sense of the entry. The use of “Cf.” suggests entries to be compared with the original one. “Synonymous with” following a description does not imply that the entry is exactly equivalent to the principal title under which it appears. Usually the entry only approximates the primary sense of the original term.

			Feedback

			Major entries have been reviewed by bank/finance/legal specialists and educators. However, I am solely responsible for including the entries and descriptions. I welcome suggestions and critical comments bringing errors to my attention.

		

	


	
		
			A

		

		
			ABA. See AMERICAN BANKERS ASSOCIATION.

			ABC. The television division of the Walt Disney Company announced on January 29, 2009, that it would eliminate about 400 jobs from its work force of 6,500 to 7,000 because of the weakening economy.

			First-quarter profit dropped 46 percent. Ongoing promotion helped increase its hotel occupancy to 89 percent, up slightly from the previous year in their Florida resort. Its theme division shed about 1,900 jobs through a combination of layoffs and buyouts and restructured many of its behind-the-scenes operations.

			Profit declined in the second quarter 2009 by 26 percent. Net income fell to $954 million from $1.28 billion the year earlier.

			Fourth-quarter 2009 profit at Walt Disney rose 18 percent, with an $895 million profit. ABC profit climbed 26 percent on a 14 percent revenue gain.

			ABERCROMBIE & FITCH CO. Reported a 68 percent drop in its fiscal fourth-quarter earnings of 2008. The firm expected deep losses into 2009. Abercrombie lowered prices as much as 90 percent over the Christmas 2008 buying season. 

			After reporting a larger-than-expected fiscal first-quarter 2009 loss in May the firm had a 24 percent decline in revenue for the quarter ending May 2, while sales at stores open for more than a year fell a sharper 30 percent.

			Abercrombie & Fitch posted a quarterly loss of $26.7 million on August 14, 2000. Sales fell 23 percent to $648.5 million; revenue decreased 15 percent to $765.4 million.

			ABU DHABI. See BARCLAYS; DAIMLER; DUBAI; UNITED ARAB EMIRATES.

			AB VOLVO. See FORD; VOLVO.

			ACCOR. The global hotel company announced on July 16, 2009, that its second-quarter sales fell 9 percent. 

			Cf. MARRIOTT.

			ACCOUNTABILITY. The quality or state of being accountable; an obligation or willingness to accept responsibility or to account for one’s actions. Becoming more important since the Great Recession took hold. 

			See also EMERGENCY ECONOMIC STABILIZATION ACT OF 2008; FINANCIAL STABILITY OVERSIGHT BOARD; REGULATION; TRANSPARENCY.

			ACCOUNTANTS. Accountants have been accused of failing to protect the public interest before, during, and following the Great Recession. Questions remain—why didn’t they know that the major banks were hiding assets off their balance sheets and stretching regulations, if not outright breaking them? 

			ACCOUNTING RULES. See FINANCIAL CRISIS ADVISORY GROUP.

			ACQUISITIONS. See MERGERS AND ACQUISITIONS.

			ADB. See ASIAN DEVELOPMENT BANK.

			Adidas. Reported a 93 percent fall in second-quarter 2009 net profit. Adidas’s total quarterly sales fell 2.5 percent. 

			See also RETAILING.

			ADMINISTRATION. In the United Kingdom, a term synonymous with bankruptcy protection.

			ADVANCED MICRO DEVICES INC. Reported in January 2009, a $1.42 billion fourth-quarter loss, resulting from a rapidly deteriorating environment for computer sales as well as big write-offs.

			ADVERSE FEEDBACK LOOP. The combination of job losses and falling corporate profits that creates new loan defaults, which hurt banks beyond the original mortgage problems that began the 2008–2009 economic collapse.

			ADVERTISING. Worldwide, in 2009, spending for advertising slipped 0.2 percent to $490.5 billion, led by a 6.2 percent drop in the United States, the first decline since 2001. Advertising spending in the United States fell 2 percent in the third quarter 2008 as the recession prompted cutbacks, with the steepest toll on national spot radio spending, which dropped 18 percent from 2007. Most forecasts for 2009 predicted general advertising to fall by 5 percent or more, and 9 percent specifically on television. The fate of the car industry is critical, as it spends around $20 billion a year on advertising. Car ads contribute up to 25 percent of advertising revenues for local television channels. Assuredly, advertising agencies will suffer.

			U.S. advertising spending on media such as TV, print, and online display ads dropped 14 percent to $30.18 billion in the first quarter 2009 from a year earlier. The top ten advertisers for the first quarter 2009, by ad spending, in millions were:

			a. Procter & Gamble—$674.1

			b. Verizon Communications—$577.1

			c. AT&T—$459.4

			d. General Motors—$424.2

			e. Johnson & Johnson—$397.2

			f. News Corporation—$341.2

			g. Sprint Nextel—$317.7

			h. Walt Disney—$303.7

			i. Time Warner—$263.4

			j. General Electric—$261.4

			See also INTERNET ADVERTISING; LUXURY GOODS; RETAILING.

			AER LINGUS. In November 2009, the airline reported that revenue for the three months ending September 30 fell 9.7 percent from the year before, slowing from a 12 percent year-to-year decline in the first half.

			See also AIRLINES.

			Afghanistan. See Wars in Afghanistan and Iraq.

			AFRICA. At first minimally affected by 2008 meltdown, South Africa, the region’s largest economy, closely linked to the outside world, was the first to feel the impact of the global meltdown. 

			By November 1, 2008, its currency, the rand, lost about 30 percent of its value against the U.S. dollar; its stock market also fell significantly. Nevertheless, South Africa was in good shape with capital controls, financial-sector regulations, and sound banking practices. Most of sub-Saharan Africa was minimally affected, except for Nigeria and Lagos, where their stock markets declined abruptly. Plunging commodity prices and lower overseas demand will also impact this region, as will the drop in oil prices and demand. In Zambia, there has been a 25 percent drop in their currency against the dollar as copper prices tumbled.

			See also AUTOMOBILE INDUSTRY; SOUTH AFRICA.

			AFRICAN AMERICANS. Historically, the automobile industry employed blacks when many industries would not. For many, jobs at car factories were the route to a better life for several generations, but those gains have been threatened since 2008.

			African Americans were the most likely to get higher-priced subprime loans, leading to higher foreclosure rates, and have replaced Hispanics as the group with the lowest homeownership rates. The unemployment rate for African Americans is nearly twice that of whites. And nearly half of young black men without a high school diploma have no job. Black workers are also unemployed for about five weeks longer, on average, than the rest of the 
population. Forty-five percent of unemployed blacks have been out of work for 27 weeks or longer, compared with just 36 percent of unemployed whites.

			By October 2009, the unemployment rate for African American men reached 17.1 percent.

			See also LIVING STANDARDS; MEN UNEMPLOYED; UNEMPLOYMENT; WOMEN UNEMPLOYED.

			Cf. HISPANICS.

			AGGREGATE DEMAND. See KEYNES, JOHN MAYNARD.

			AGGREGATOR BANK. An institution where the private sector plays a role in pricing bad assets. Of major importance since 2008 meltdown.

			Synonymous with “BAD BANKS.”

			AIG. See AMERICAN INTERNATIONAL GROUP.

			AIR BAGS. See AUTOLIV.

			AIRBUS. January 15, 2009, signaled the start of a “very soft year” as the global downturn cut demand for aircraft, and Airbus in turn cut its forecasts. The European aircraft maker held the top spot in global airliner production for the sixth year in a row in 2008, with a 7 percent rise in deliveries to a record 483 planes, compared with Boeing, its U.S. rival.

			By April, Airbus trimmed its jumbo output as carriers deferred orders primarily based on the economic meltdown. Originally, Airbus planned to deliver more than 30 super-jumbos in 2010, carrying a catalog price of $327 million each. Airbus, which expects to sell about 300 planes in 2009, projected that sales would stabilize in 2010 and would rise by as much as 4.6 percent. The decline in 2009 traffic was 2 to 4 percent.

			On November 16, 2009, Airbus reported a third-quarter net loss, posting a $129.9 million loss. Revenue also fell 1.8 percent.

			See also AIRLINES.

			Cf. BOEING.

			AIR CARGO. See DHL.

			AIR FRANCE-KLM. Warned on March 26, 2009, that it would have an operating loss of about $272 million for its fiscal year ending March 31 because of shrinking passenger traffic and cargo activity and the costs of fuel. It expected revenues to decline 6 percent for 2009. The airline had a net loss for its fiscal fourth quarter, of $684.5 million with revenue declining 12 percent. On July 30, Air France-KLM posted its fiscal first quarter with a net loss of $599 million, compared with a net profit of more than $200 million a year earlier. Its first-quarter 2009 revenue declined 21 percent to 5.17 billion euros.

			Air France-KLM had a net loss for its fiscal second quarter 2009 of $218.6 million. Revenue dropped 19 percent.

			See also AIRLINES.

			AIRLINES. The upheaval of airlines in the world continued throughout the economic crisis of 2008–2009 as passenger volumes continued to decline, even though the price of fuel dropped. Lufthansa Airlines made a bid for Austrian Airlines; Iberia had a drop of 11 percent air travel in October; and British Airways’ traffic fell 5.9 percent in November. Passenger travel worldwide declined 4.6 percent from a year earlier for a third straight month in 2008. Freight traffic dropped almost 14 percent.

			Further hurting the industry, on December 10 the government of China urged its state-owned airlines to cancel or defer new aircraft purchases at a time of global economic turmoil, hurting American and European aircraft makers. State-owned airlines had total losses of $612 billion in the first ten months of 2008.

			Losses for the world’s airlines, announced on March 24, with its deepest crisis in sixty years, were projected to total nearly $5 billion for 2009, as passenger and freight traffic continued to fall. The loss forecast made in December 2008 was $2.5 billion. Projections for 2009 were for losses for global airlines of $9 billion because of low demand and poor yields in a global economic slump and the spread of H1N1 flu virus, double the $4.7 billion loss estimated in March 2009. In 2008, the loss was $10.4 billion. By summer 2009 it was clear that profits for airlines were down. In the first four months of the year, premium traffic dropped by 15 percent, while traffic within Europe dropped by 37 percent. The industry is expected to lose $9 billion in 2009.

			The five largest hub-and-spoke carriers reported second-quarter 2009 losses, including AMR Corporation’s American Airlines, Delta Air Lines, UAL Corporation’s United Airlines, Continental Airlines, and US Airways Group. Passenger air-traffic, measured in revenue passengers per kilometer, fell 2.9 percent from a year earlier in July, an improvement from the 7.2 percent fall in June 2009 and the 6.8 percent decline for the first eight months of the year. Cargo volumes, measured in freight ton per kilometer, fell 11.3 percent in July, better than the 16.5 percent fall in June of 2009.

			In September 2009 the global airline industry was facing $11 billion of losses for the year, $2 billion more than originally projected. Its trade association expects airlines to lose $3.8 billion worldwide in 2010, marking a third straight annual loss. The industry had lost $416.8 billion in 2008. The association representing airlines reported on September 17 that the world’s airlines would lose a combined $411 billion in 2009, on top of a $16.8 billion loss in 2008.

			The loss of $4.6 billion in 2010 is an improvement over the $11 billion loss in 2009.

			By December 2009, business-class sales were up. The industry appeared to be headed toward a recovery as fuller planes, fewer discounted fares, lower fuel prices, and revenue from a variety of formerly free services started to pay off.

			Although it is expected that air travel will expand in 2010, airlines will still have significant losses, perhaps $5.6 billion.

			See also Aer Lingus; Airbus; Air France-KLM; AirTran; All Nippon Airways; American Airlines; American International Group; Austrian Airlines; Boeing; British Airways; CathAy Pacific Airways; Delta AIR LINES; Finnair; Iberia; Japan Airlines; Lufthansa; Quantas AIRWAYS; Scandinavian airlines; Southwest Airlines; United Airlines; US Airways.

			Air-traffic. See Airlines.

			AirTran. A Florida-based airline, it posted a profit of $78.4 million, with revenues falling in the second quarter 2009 by 13 percent to $603.7 million.

			Alcatel-Lucent. The struggling French-American telecommunications equipment maker announced on December 11, 2008, that it would eliminate 1,000 management positions, or about 7 percent of its managers, in an austerity plan that aimed to save 750 million euros. The job cuts, about 1.3 percent of the global work force of 77,000, suggested more hard times ahead.

			A fourth-quarter 2008 report indicated a net loss of $5.07 billion. Their first-quarter 2009’s loss was $536 million.

			On July 30, 2009, the company posted its first quarterly profit since its creation in 2006. Alcatel-Lucent had earnings of $19.6 million.

			On October 30 it reported that its third-quarter loss more than quadrupled from a year earlier as demand dropped for older-generation wireless network gear. Its loss climbed to $270 million. Sales in the third quarter fell 9.8 percent from a year earlier.

			Alcoa. Cut 13 percent of its workforce in early 2009, and 1,700 contractors were eliminated. Alcoa, the third-largest aluminum company in the world, and the largest U.S. aluminum producer, lost $1.19 billion during the fourth quarter 2008, as prices and demand for the metal plunged in the troubled global market.

			Alcoa announced in mid-March 2009 that it would slash its dividend 82 percent. In addition to reducing operational expenses by $2.4 billion it would embark on a new round of cost cutting. These measures were in addition to the earlier cuts in 2009 that included 15,000 layoffs, asset sales, and plant closures. In the first quarter 2009, Alcoa revealed that it was significantly hit by falling aluminum prices and a 41 percent decline in sales; a loss of $497 million resulted. The price of its metal fell 26 percent, since January l.

			Alcoa, on July 8, became the first blue-chip company to report its second-quarter 2009 earnings, with a $454 million loss. Revenue fell 42 percent to $4.24 billion in the quarter, compared with $7.25 billion one year earlier. Meanwhile the price of aluminum fell 49 percent from the second quarter 2008 to $1,485 a metric ton.

			On October 7, 2009, Alcoa posted a profit of $77 million in the third quarter. This was a 71 percent decline from a year before, but indicated a hopeful turnaround. By month’s end Alcoa reported its first profitable quarter in a year.

			Aldrich-Vreeland Act. A forerunner of the Federal Reserve Act. Congress in 1908 passed legislation as a temporary relief measure until such time as new banking rules could be formulated.

			Allied Irish Banks. See Ireland.

			All Nippon Airways. Reported a fiscal first-quarter 2009 net loss of $308.6 million in the three months ending June 30. Revenue dropped 22 percent.

			Alternative energy. See Emergency Economic Stabilization Act of 2008.

			Aluminum. See Alcoa; Rio Tinto.

			Amazon.com Inc. Shares on October 23, 2009, surged 27 percent to $118.49, an all-time closing high following strong third-quarter results.

			American Airlines (AMR). Reported fourth-quarter 2008 losses, capping a miserable year that saw soaring fuel prices drop sharply, only to be replaced by a recession-induced drop in travel. Demand was off 2.5 percent from 2007, and international bookings were down about 8 percent. American Airlines would cut its mainline capacity by 6.5 percent in 2009, after trimming it by 8 percent in 2008. AMR lost $2.07 billion in 2008.

			On April 15, it was announced that the airline lost $4,375 million in the first quarter, cutting the company’s revenue by 15 percent. Prices of the average fare fell by 4.5 percent from a year earlier. Then, on July 15, American Airlines reported a $390 million second-quarter loss as collapsing travel demand continued to erase gains from lower fuel costs. Its second-quarter revenue fell 21 percent to $4.89 billion from a year before. Averages fares dropped 15 percent.

			On September 1, AMR announced that it was cutting 921 flight-attendant positions taking effect on October 1. Two hundred twenty-eight employees would be furloughed, and 244 others placed on leave for two months. Another 449 would take voluntary options such as leave. AMR reported that its traffic fell 8.1 percent in August from a year before. The airline’s capacity fell 9.4 percent.

			AMR reported a loss of $359 million for the third quarter 2009, with revenue falling 20 percent from a year earlier.

			By December 2009, AMR announced that it was prepared to invest $1.1 billion in Japan Airlines.

			See also Airlines; Japan Airlines.

			American Asiatic Underwriters. See American International Group.

			American Bankers Association (ABA). The national organization of banking formed in 1875 to “promote the general welfare and usefulness of banks and financial institutions.” Critiques are that the ABA failed the public by not staying on top of the evolving banking crisis.

			American dream. See Housing BAILOUT plan; Modifying mortgages.

			American Express (Amex). In February 2009, the credit card company offered select customers a $300 AmEx prepaid gift card if they paid off their balances and closed their accounts. As the economic crisis widens and unemployment rises, there is growing concern that credit-card defaults will soar.

			AmEx customers reduced spending by 16 percent in the first quarter 2009, sending the company’s quarterly net income down 56 percent. The firm’s three-month net income was $437 million, down from $991 million a year earlier. With customers reducing their spending by 16 percent in the second quarter, the company’s quarterly net income fell 48 percent. Its net income was $337 million down from $653 million a year earlier.

			See also Credit cards.

			American International Group (AIG). Founded in Shanghai in 1919 and called American Asiatic Underwriters. 

			The world’s largest insurance company on May 9, 2008, announced a record $7.8 billion first-quarter loss. AIG provides insurance protection to more than 100,000 entities, including small businesses, municipalities, 401(k) plans, and Fortune 500 firms, who together employ over 100 million workers. AIG has over 375 million policyholders in the United States, with a face value of $19 trillion, and remains a major source of retirement insurance. On August 7, AIG announced a $5.4 billion second-quarter loss as the housing market continued to pose problems.

			The U.S. government created an $85 billion emergency credit line in September to keep AIG, a ninety-year-old firm, from folding and added $38 billion more in early October when it became obvious that the initial amount was insufficient. As part of the revised plan, the Fed indicated that it would reduce that credit line to $60 billion. The government then announced on November 10, an overhaul of its rescue of the insurance giant, indicating it would purchase $40 billion of the firm’s stock, after indications that the initial bailout was placing too much strain on AIG.

			When the reorganized deal is finalized, taxpayers will have invested and lent a total of $150 billion to AIG, the most the government had ever invested in a single private enterprise. But Fed officials said the $40 billion investment would permit them to reduce their exposure of $112 billion from $152 billion, and improve the condition of the collateral for its loan. The government invested an additional $22.5 billion in AIG to help the firm buy residential mortgage-backed securities that it also insured. Treasury Department officials stated that the $40 billion AIG investment was separate from the $250 billion the Treasury had earmarked for buying stakes in banks. AIG reported a loss of $24.47 billion for the third quarter, compared with a profit of $3.09 billion a year earlier.

			Together with the U.S. government, AIG on December 3, agreed to clear AIG of its obligations on about $53.5 billion in toxic mortgage debt. By December 31, AIG was prepared to ask the Federal Reserve to relax its rules on its $60 billion-plus disposal program to permit bidders to use a greater proportion of shares to pay for its assets. The government’s $153 billion bailout of AIG had effectively made it a majority owner of the insurance group. By mid-February 2009 the staggering infusion had not been able to stem losses at the company, as it tried to raise as much as $60 billion in fresh capital to stay afloat.

			At the beginning of March, the government overhauled its $150 billion bailout of AIG hoping to support the ailing insurers. The arrangement, the government’s fourth, represented a near reversal of the one first given in mid-September. Going from the government serving as a demanding lender, thereby forcing AIG to pay a steep interest rate on an anticipated short-term loan, the government eliminated interest charges and is now acting as a majority shareholder. The focus was on splitting the firm, with businesses made into separate stock offerings. AIG would combine its giant property-casualty insurance activities into a new unit, with a different name and separate management, and sell nearly 20 percent of it to investors. Another $30 billion in new cash from TARP would cut the firm’s $60 billion credit line with the Federal Reserve to between $20 billion and $25 billion.

			Since the Federal Reserve first bailed out AIG in September 2008, government aid to the insurer has almost doubled, as follows:

			a. September 16—Government seized AIG, exchanging an $85 billion loan for a 79.9 percent equity stake.

			b. October 8—Fed increased its loan by $38 billion, for a total of $123 billion.

			c. November 9—The government scrapped the original loan in favor of a new deal that included lending and an equity share, for a total of $150 billion.

			d. March 1—The government made $30 billion of TARP money available and cut the loans by up to $25 billion.

			By March, the government was resigned to a long stewardship after failing to sell the insurer into smaller units, with the government owning nearly 78 percent of the firm. The AIG bailout was now up to $173.3 billion in taxpayer assistance. On March 2, AIG reported a $61.7 billion fourth-quarter loss that brought their losses for 2008 to $99.3 billion. Its assets also dropped, from over $1 trillion as of September 30, to $860 billion at year end 2008.

			In the fourth quarter 2008, the firm took $13 billion in charges on distressed investments, particularly related to commercial mortgages. Another $7 billion came from interest and other costs associated with a federal loan central to the bailout. On March 23, fifteen of the top twenty recipients of $165 million in bonuses to employees of the AIG Financial Products division (the division blamed for most of AIG’s losses and woes) agreed to give back their bonuses—amounting in excess of $30 million in cash. A major portion of these monies would be returned, according to the New York attorney general, Andrew Cuomo. AIG reported the largest quarterly loss in history, around $62 billion. The quarterly losses suffered by Merrill Lynch and Citigroup, $15.4 billion and $8.3 billion, respectively, pale by comparison with AIG. The federal government would provide a third plan of assistance, on top of the $150 billion in loans, investments, and equity injections, to keep it afloat. Once again, in March, the government provided AIG with its fourth round of assistance. On March 17, the government sought to recoup from AIG the $165 million in bonuses paid to employees in the wake of a national furor over the payments.

			AIG reported a roughly $5 billion first-quarter 2009 loss. 

			The first-quarter deficit is small in comparison to the $62 billion loss AIG reported for 2008’s fourth quarter. AIG closed a deal with the Treasury Department on April 20 where the government will make new funds available to AIG. Subtracted from the new monies was an amount to offset the bonus payments AIG made in March to employees of its financial products unit. The arrangement was originally set at $30 billion, and now $165 million was subtracted leaving a total of $29.835 billion. In addition, the Treasury would invest in the company as long as AIG didn’t file for Chapter 11 bankruptcy protection and the Treasury would hold more than 50 percent of the voting power. Then, on August 7, AIG reported a quarterly profit, its first since late 2007.

			AIG’s International Lease Finance Corporation, the largest airplane-
finance firm in the world, was on the brink of collapse by mid-September 2009, unable to pay its coming debts. Over the coming three years, the company has about $18 billion of debt coming due, and $30 billion overall.

			AIG reported its second consecutive quarterly profit on November 6, 2009, but about 15 percent lower than a year earlier. The company earned $455 million in the quarter, with $363 million allotted to the federal government, which owns about 80 percent of AIG.

			See also Federal Reserve; Geithner, Timothy F.; Greenberg, Maurice Raymond “Hank”; Lehman Brothers; “Too Big To Fail”; U.S. Treasury.

			American International Underwriters (AIU). See American International Group.

			American Recovery and Reinvestment Act (of 2009). Originally suggested by president-elect Obama on January 3, 2009. This proposal would be combined with one-time measures that were more typical of federal stimulus packages to jump-start a weak economy, like spending for roads and other job-creating projects. President Obama’s proposed $825 billion act would be the largest stimulus measure ever. He urged $275 billion in tax cuts and credits to jump-start the economy and $550 billion in spending for clean energy, road construction, social welfare programs, and emergency assistance to states.

			Then, on February 17, following two differing bills from the House of Representatives and the Senate, reconciliation negotiations were successful and the bill received the president’s endorsement. The House of Representatives and the Senate on February 11 struck a deal on a $787.2 billion economic stimulus bill in just twenty-four hours of negotiations. Final congressional action occurred on February 13; the bill arrived on President Obama’s desk for his signature on February 16. Conservatives and many other well-informed citizens believed that this piece of legislation would mark the largest single-year increase in domestic federal spending since World War II; it would send the budget deficit to heights not seen since the Great Depression; it would create a new and higher spending baseline for years to come. In the end, the concern was that the United States was about to test the outer limits of our national balance sheet.

			The 407-page act included $507 billion in spending programs and $282 billion in tax relief, including a scaled-back version of the president’s middle-class tax cut proposal, which gave credits of up to $400 for individuals and $800 for families within certain income limits. It provided a one-time payment of $250 to recipients of Social Security and government disability support. Selected programs include:

			Spending

			a. $30 billion—Modernization of the electric grid, advanced battery manufacturing, energy efficiency grants.

			b. $19 billion—Payments to hospitals and physicians who computerize medical-records systems.

			c. $8.5 billion—National Institutes of Health biomedical research into diseases, such as Alzheimer’s, Parkinson’s, cancer, and heart diseases.

			d. $5 billion—Home weatherization grants to low- and middle-income families.

			e. $6.3 billion—Energy efficiency upgrades to federally supported and public housing, including new insulation, windows, and frames.

			f. $29 billion—Road and bridge infrastructure construction and modernization.

			g. $8.4 billion—Public transit improvements and infrastructure investments.

			h. $8 billion—High-speed rail investments.

			i. $18 billion—Grants and loans for water infrastructure, flood prevention, and environmental cleanup.

			Tax Cuts

			j. $6.6 billion—Tax credit for first-time homeowners buying between April 2008 and June 2009 was raised from $7,500 to $8,000, and would not have to be repaid.

			k. $116.2 billion—Workers earning less than $75,000 would get a payroll tax credit of up to $400; married couples filing jointly for less than $150,000 would get up to $800.

			l. $69.8 billion—Middle-income taxpayers got an exemption from the alternative minimum tax of $46,700 for an individual and $70,950 for a married couple.

			m. $5.1 billion—Businesses can more quickly deduct the cost of investment in plant and equipment from taxable income.

			Aid

			n. $40.6 billion—Aid to local school districts to balance educational budgets, to prevent cutbacks and modernize schools.

			o. $87 billion—A temporary increase in federal funding for Medicaid to states.

			p. $2 billion—Funds for communities to buy and rehabilitate foreclosed and vacant properties.

			q. $8 billion—Aid to states for public safety and critical services.

			r. $14 billion—Education tax credit, a partially refundable $2,500 credit or tuition and book expenses.

			s. $17.2 billion—Increase in student aid, including raising maximum Pell Grant to $5,350 in 2009 and to $5,550 in 2010.

			t. $200 million—Extra grants for colleges’ work-study programs.

			u. $27 billion—Jobless benefits extended to a total of twenty weeks on top of regular unemployment compensation, and thirty-three weeks in twenty-nine states with high unemployment.

			Critically, the act gave states more than $150 billion over a period of two and a half years to help them balance their budget. Nevertheless, huge state deficits remained.

			Six months after its passage the Recovery Act’s single largest distribution of the entire $787 billion—more than one-third of it—was for tax cuts, with 95 percent of working citizen seeing their taxes lowered. The second-largest part—just under one-third—was for direct relief to state governments and individuals. The final third was for roads and construction projects. By mid-July 2009, more than 30,000 projects had been approved. Seventy percent of the funds were to be spent by September 2010.

			On September 10, 2009, the White House estimated that 1 million more people would have been out of work in August without programs funded by the stimulus plan. 

			Recalling that the $787 billion stimulus package was expected to increase the nation’s GDP by enough to create 3.6 million jobs, most economic experts concluded by mid-September 2009 that government transfers and rebates failed to increase consumption. Initially there were one-time payments of $250 to eligible individuals and temporary reductions in income-tax withholding for a refundable tax credit of up to $400 for individuals and $800 for families with incomes below certain thresholds. The government pointed to the sharp reduction in the decline in real GDP from the first to the second quarter 2009 as evidence that the stimulus program was succeeding. The growth improvement that followed in the second quarter was largely due to factors other than the stimulus program.

			By the end of October 2009, the government’s $787 billion stimulus program had created or saved 640,239 jobs. More than half—325,000—were in education, and only about 80,000 were in construction. 

			See also Cobra; Education; Executive pay; First-time home buyer credit; Home Affordable MODIFICATION Program; Keynes, John Maynard; Making Work Pay; Mass transit; National debt; Part-time workers; Payroll tax cuts; “Ready-to-go” projects; Stimulus Plan (EuroZONE); U.S. Commerce Department; U.S. Energy Department; U.S. Treasury.

			Cf. Citigroup; Economic Stimulus Plan (Bill from House of Representatives); Economic Stimulus Plan (Bill from Senate); Economic Stimulus Plan; Emergency Economic Stabilization Act of 2008; Fraud; Merrill Lynch.

			Synonymous with Recovery Act.

			Amex. See American Express.

			AMR. See American Airlines.

			Andorra. See Tax havens.

			Angelides, Phil. See Financial Crisis Inquiry Commission.

			Anglo Irish Bank. See Ireland.

			Ann Taylor Stores. On March 6, 2009, announced a wider fiscal fourth-quarter net loss and disclosed new cost-cutting plans as sales dropped nearly 20 percent. Ann Taylor posted a net loss of $375.6 million, or $6.66 a share, for the period ending January 31, compared with a year-earlier loss of $6.7 million, or 11 cents a share.

			The company reported a sharp sales decline in its fiscal third quarter 2009 but went into profit on low inventory levels and fewer markdowns. Sales at stores open at least one year fell 26 percent with a profit of $2.1 million. Net sales fell 12 percent to $462.4 million.

			Anti-foreclosure plan. See Foreclosure; Modifying mortgages.

			AOL. On January 28, 2009, announced that it was discharging around 700 workers, or 10 percent of its workforce, as a sharp decline in ad spending continued to pressure its transition from an Internet service provider to an advertising business.

			On November 19, 2009, AOL announced further plans to cut about a third of its staff. The company would ask up to 2,500 people to take buyout packages, leaving the firm with about 4,400 workers.

			See also Advertising; Time Warner.

			Apartment vacancies. By July 2009, the vacancy rate for U.S. apartments hit a twenty-two-year high in the second quarter. Rents fell sharpest in markets where white-collar workers lost their jobs. Of the 79 markets that were tracked, 45 showed an increase in vacancies.

			In October 2009, the apartment vacancy rate hit its highest since 1986. The vacancy rate reached 7.8 percent, a twenty-three-year high. As a result, monthly rents continued to fall. Nearing 10 percent unemployment, more would-be renters were moving in with friends and families.

			The collapse of the rental market in 2009 has benefited renters. In many cities, landlords are offering tenants up to six months of free rent, flat-screen TVs, and new appliances. At the same time, they are slashing monthly rates and easing application standards. Rents fell a record of 3.5 percent in 2009, with 2010 projections for another 2 percent decline. Nationwide, apartment vacancy is 7.8 percent, up from 4.8 percent at the end of 2007.

			See also Unemployment.

			A.P. Moller-Maersk. See MOLLER-MAERSK; Shipping.

			Apple. Resisting the recession, Apple posted a 15 percent jump in second-quarter 2009 profit. Apple sold 5.2 million iPhones in the quarter, more than seven times what it sold a year earlier.

			Throughout the meltdown Apple Inc. continued to prosper. The company posted a 47 percent quarterly profit as consumers continued to buy their iPhones and Macintosh computers. Apple sold 7.4 million iPhones in its quarter ending September 26, up 7 percent from the year before, and 41 percent more than the previous quarter. The company also sold 3.1 million Macintosh computers in the quarter, up 17 percent from the year before.

			Cf. Yahoo!

			Appliances. Appliance manufacturers are counting on a similar “cash for clunkers” type of rebate program in the fall 2009. These rebates are expected to be for purchases of high-efficiency household appliances. Earlier in 2009, Congress had authorized $300 million for the program as part of the economic stimulus bill. Rebates are expected to range between $50 and $200 per appliance.

			By year’s end, the appliance rebate program was only available in Delaware and won’t be available in many states until spring 2010. Delaware issued mail-in rebates in December 2009 for $25 to $200 allowing anyone to participate, and does not require that old appliances be turned in. The government allocated funds to states based on population.

			See also Cash for clunkers.

			Appraisals. On May 1, 2009, under the Home Valuation Code of Conduct, a major change took effect meant to lower the conflicts of interest in home appraisals while safeguarding the independence of the people who do them. Brokers and real estate agent can no longer order appraisals. Lenders now control the entire process.

			Arcandor. A German tourism and retailing giant that filed for insolvency on June 9, 2009.

			ArcelorMittal. The world’s largest steelmaker said on November 5, 2008, that it would cut output by about one-third amid deteriorating demand from automakers and the construction industry. Its net debt was $33 billion, and market capitalization was $35 billion. Nevertheless, the company had sufficient liquidity to cover maturing debts for 2009.

			In South Africa alone, ArcelorMittal cut 1,000 contractor jobs and lowered 2009 capital spending by more than half as a plunge in steel prices pushed the firm to slow expansion. The steel giant had a $1.06 billion first-quarter loss. Sales declined 49 percent to $15.12 billion from $29.81 billion and its plants were slowed down to operate at about 50 percent capacity by the end of April 2009. The world’s largest steelmaker swung to a $792 million loss in the second quarter 2009.

			The company reported in fall 2009 a loss of $53 million, from a $3.82 billion profit in 2008. By year’s end the company planned to eliminate about 10,000 jobs, or about 3.5 percent of its 287,000 employees.

			Argentina. Considered Latin America’s most vulnerable country. Since 2008, Argentines were pulling money out of the country’s banking system at an alarming pace, creating the potential for a crippling default on international debt that brought the country’s seven-year expansion to a halt. The stock exchange tumbled to a five-year low in the fourth quarter of 2008. Its pension grab was seen as an admission that Argentina might not meet 2009’s debt payments, approximately $20 billion.

			By mid-December 2009 the government reported that it would set aside a portion of the central bank’s foreign-currency reserves into a fund dedicated to debt service. Argentina moved to earmark $6.57 billion, of its total $47.54 billion, in reserves for debt service.

			See also Latin America; World trade.

			Arion. See Iceland.

			Armenia. A landlocked country of 3 million people in the Caucasus that has been dependent on the monies received from citizens living abroad. With the meltdown, many are returning to their birthplace and remittances that once contributed significantly to support relatives is quickly disappearing

			It is also drawing $540 million from the IMF and $550 million from the World Bank. Exports accounted for only 10 percent of the nation’s GDP.

			Arts, the. Art organizations are pulling back as they are having increasing difficulty attracting support. About l0,000 art organizations, or 10 percent of the U.S. total are at risk of closing. Art groups get about 40 percent of their income, more than other nonprofits, from private donations, which are down considerably.

			See also Metropolitan Opera.

			Asia. Approximately $2 trillion of market value was lost in Asia in 2008.

			See also Automobile industry; China; Formosa; Japan; Korea.

			Asian Development Bank (ADB). At their annual meeting on May 3, 2009, finance officials agreed to set up an emergency $120 billion liquidity fund that thirteen Asian nations could tap to help overcome the global financial meltdown. In addition, the Chiang Mai Initiative was created to become a network of bilateral currency-swap arrangements among the nations. Small Asian economies would be able to borrow larger amounts in proportion to their contributions than the more-developed economies. 

			See also Global economic output.

			Asset-backed securities. See Financial Regulation Plan (2009).

			Asset Guarantee Program. A 2008 government effort providing a U.S. government guarantee for assets held by firms that “face a high risk of losing market confidence due in large part to a portfolio of distressed or illiquid assets.” This new insurance program of the U.S. Treasury was announced on January 2, 2009, for bad loans and other troubled assets that it could use to further help financial institutions.

			See also U.S. Treasury.

			Asset-management firms. Companies that specialize in taking over all or part of a firm’s servicing activities and then running them more efficiently. BlackRock merged with Barclays Global Investors in mid-June 2009, making it the world’s largest asset manager.

			See also BlackRock; Emergency Economic Stabilization Act of 2008.

			Asset Protection Scheme. Developed by the British Treasury, in which a bank’s riskiest assets will be covered for up to 90 percent of future losses. The Royal Bank of Scotland was the first to participate, putting $430 billion of assets in the scheme.

			See also Barclays; United Kingdom.

			AT&T. See Unemployment.

			At-risk homeowners. See Housing BAILOUT plan.

			Auction houses. See Christie’s International; Sotheby’s.

			Audi. In mid-March 2009, announced that it expected a sharp decline in profits and its first such drop in sales in fourteen years. Sales declined around 11 percent to 63,400 cars.

			Its first-quarter operating profit declined 29 percent amid waning demand for luxury cars.

			See also Automobile industry.

			AuditoRS. U.S. government auditors urged the Treasury Department in December 2008 to act quickly to develop internal controls to insure that its $700 billion financial rescue package was operating effectively and ethically. This was to fulfill the obligations of the Economic Stabilization Act passed on October 3.

			Australia. GDP growth weakened from 2.5 percent in 2008 to about 1.75 percent in 2009 before picking up, as forecast, to 2.75 percent in 2010. This would still imply that, despite the depressed international environment, the impact of the financial crisis and the fall in the terms of trade should be relatively contained. Unemployment is likely to increase, however, and inflation may dip below 3 percent in 2010. The expected reduction of inflation due to the current slowdown, along with the need to preserve the stability of the financial system, militates for looser monetary conditions. Budget measures, made possible by the significant fiscal leeway built in the previous years, will also support activity, although their effectiveness might be limited if confidence is not restored. It is important for the ongoing reform of industrial relations to preserve labor-market flexibility (OECD).

			Australia’s central bank cut the policy interest rate by a percentage point, to 4.25 percent on December 2, 2008.

			The government announced at the outset of 2009 that it began a spending program of $11.8 billion to stimulate the economy. The program came after Australia’s economy expanded at its weakest rate in eight years in the third quarter of 2008. The prime minister announced in early February that it would wipe US$73.37 billion from government revenues in the next four years. Analysts predicted a deficit equaling up to 4 percent of Australia’s 
trillion-dollar-a-year economy.

			The government also announced a stimulus package worth $27 billion to keep the economy growing. Growth predictions in 2009 were for a drop from 2.7 percent to 1 percent, and just 0.75 in the following year. That same day, the central bank cut interest rates by a percentage point to a cash rate of 3.25 percent, the lowest for forty-five years. In mid-March, the government said it planned to crack down on excessive executive-pay packages and curb so-called golden parachute termination payments, prompting an angry response from business groups. Shareholder approval will be required for any termination payments that exceed average annual base salary, which excluded additional compensation such as shares or stock options. On April 7, the Reserve Bank of Australia cut interest rates a further one-quarter of a percentage point to a forty-nine-year low.

			Australia’s economy grew in the first quarter 2009, defying a global slowdown to become one of the few developed nations to have sidestepped a technical recession. The nation’s GDP rose 0.4 percent in the first quarter from the fourth quarter of 2008, and rose 0.4 percent from a year earlier. In the second quarter the nation’s economy grew significantly, reducing any threat of recession. GDP grew at the fastest pace, 0.6 percent, among the globe’s thirty-three advanced economies. The economy expanded 0.6 percent from the first quarter.

			On October 6, 2009, Australia became the first G-20 nation to raise interest rates since the beginning of the Great Recession, setting a stage for further central banks increases. The Reserve Bank of Australia raised its main 
interest-rate target one-quarter of a percentage point to 3.25 percent. 

			See also G-20.

			Austria. Former Communist countries of Europe contributed 42 percent of the Austrian financial sector’s profit in 2007. In 2008, Austrian banks were owed $290 billion by borrowers from Russia to Albania. This exposure was much higher than that of Italy or Germany and is equal to Austria’s gross domestic product.

			On December 14, 2009, the government nationalized the local unit of a German bank, Hypo Group Alpe Adria, following huge losses. That bank had assets of about $58 billion. This was the second bank to be nationalized in Austria since the beginning of the Great Recession.

			See also Airlines; Tax havens.

			Austrian Airlines. Lufthansa completed its takeover of the Austrian carrier on September 3, 2009. Austrian was 42 percent government owned before. 

			See also Airlines.

			Auto czar. See Rattner, Steven.

			Auto dealers. During the January–March 2009 quarter, 271 auto dealers in the United States went out of business. At the end of the quarter there were 19,738 auto dealers in the United States, down from 20,009 at the end of 2008. Another 1,200 dealers were expected to permanently close their doors before the end of the year.

			See also Automobile industry.

			Autoliv. The world’s largest maker of air bags for cars said in March 2009 that it would cut 3,000 jobs in the first two months of the year, eliminating 2,600 permanent positions. In June 2008, it further reduced its total work force by 20 percent, or 9,000 positions.

			Automatic stabilizers. Known in Europe, barely used in the United States, where spending on unemployment benefits automatically rises further the longer a downturn lasts.

			Automobile czar. See Rattner, Steven.

			Automobile industry. The years 2008–2009 were the worst years for selling cars and trucks since 1992. The U.S. motor vehicles and parts manufacturing industries employed 703,900 people in 2008. The sector had shed 116,500 jobs since November. The Big Three carmakers employed about 201,000 workers. Indirectly the industry employed between 2.5 million and 3 million workers, who were usually employed by suppliers or in services such as warehousing and ports. As a whole, the industry accounted for 13 percent of U.S. manufacturing jobs. General Motors, Chrysler, Ford, and Toyota announced on April 2, 2008, that they had a double-digit drop in U.S. vehicle sales in March. Lenders were making fewer auto loans.

			After rescuing the banks in October, governments on both sides of the Atlantic turned their attention to the ailing automobile industry. President George W. Bush sought help to spur a merger between General Motors and Chrysler.

			In the first nine months of the year, GM earned nearly $2 billion in Latin America, Asia, the Middle East, and Africa, even as its North American operations recorded a $5.7 billion loss. Similarly, Ford earned more than $1 billion in Latin America, while it lost $4 billion in North America. Ford earned $1.4 billion in Europe in the first half of 2008, and nearly $1 billion in 2007. GM lost $18.8 billion in the first six months of 2008. A merger with Chrysler would give GM access to approximately $11.7 billion in cash that was on Chrysler’s books as of June. New car sales fell across Europe in October, with sales down 40 percent in Spain, the worst hit among four countries publishing data. With 55,000 workers spread across twenty plants, GM’s European workforce was now down 40 percent from a decade ago. But with market share shrinking to about 9.5 percent currently from roughly 12 percent, GM remained under pressure to cut overhead.

			If the Big Three automobile firms were to collapse, 3 million people would potentially lose their jobs, counting autoworkers, suppliers, and the employees of a variety of businesses dependent on the companies. The cost to local, state, and federal governments could be as much as $156 billion over three years in lost taxes and higher outlays for such things as unemployment and health care assistance. The car and parts industries employed 732,800 workers directly in September and the three U.S. automobile carmakers, Ford, GM, and Chrysler, employed 239,341 workers at the end of 2007. Some 2 million present and former workers depend on carmakers for health care, a costly part of the automobile industries dilemma. 

			In Europe, car sales fell almost 15 percent in October, the sixth straight monthly decline. For example, Renault, the French carmaker, cut its output to reduce inventories by the end of 2008 to the same level as the end of 2007. For October 2008, its sales were down 14.1 percent from a year earlier. New car sales in the United States fell below 800,000 in November for the first time in decades. Sales of new luxury cars in the United States were 39 percent lower in November than a year before. For example, Mercedes-Benz saw American sales decline by 43 percent and Porsche by more than half. The same held true in Asia and Europe. This in great part is a result of the credit crunch and the lack of available financing.

			In addition, the U.S. automakers owed more than $100 billion to their bankers and bondholders, and experts wondered how much of that would be repaid.

			The proposed rescue bill of December 10 would have extended $14 billion in emergency loans to General Motors and Chrysler, the two most imperiled automakers, and subjected them to far-reaching government oversight at the direction of a so-called car czar. The czar (never appointed) would have been required by March 31, 2009, to certify that the automakers and their stakeholders—including creditors, labor unions, and dealers—had agreed to carry out a long-term viability plan and that they would have provided a hard economic definition of what it meant to be a viable firm. The proposed plan would give the government stock warrants in the automakers, allowing taxpayers to profit should share prices rise. It would also have prevented shareholder dividends, executive bonuses, and golden parachute severance packages. It would have required the car czar to call in the emergency loans for repayment should the auto firms fail to carry out an aggressive reorganization plan or meet other requirements found in the law.

			The following day, December 11, prospects of the $14 billion rescue plan seemed to vaporize as Republican leaders spoke out forcefully against the bill. The Bush administration shifted position on December 12 and said it would dip into the money set aside for the $700 billion financial bailout to keep General Motors and Chrysler from going bankrupt. The Treasury Department promptly indicated that it would provide short-term relief to the automakers. By mid-December, there was increasing concern for the overseas operations of U.S. carmakers Ford and GM, which were profitable in the first half of the year. Ford earned $1.4 billion in Europe in the first half of the year, while GM earned nearly $300 million in the first half of the year, 2008. Their collapse could also imperil the survival of automobile manufacturers in both Asia and Europe, who are dependent on U.S. components. In addition, European car sales fell 26 percent in November, the biggest drop since 1999. Registrations declined to 932,537 from 1.26 million a year earlier.

			With one month left in office, President George W. Bush announced on December 19 that he would extend up to $17.4 billion in emergency loans to prevent the collapse of General Motors and Chrysler. He then shifted onto the Obama administration, commencing on January 20, 2009, how to apply these funds and what sacrifices it would mean to the firms and workers. Ford Motor Company was excluded, as they were still able to fulfill their financial obligations and did not seek or require government assistance. The loans were considered to be critical, as the companies were already on the brink of insolvency and with taxpayers monies would now remain afloat until March 31, 2009. At that time, a decision would be made to determine if the conditions of the loans were met allowing them to receive additional monies or whether they would have to repay the loans and face bankruptcy. The events of rescue were:

			September 2008—Auto executives began lobbying for U.S. loans.

			November 18 and 19—CEOs of Big Three were grilled before Congress about their need for rescue.

			November 20—Lawmakers turned down automakers’ pleas, and told CEOs to return in December.

			December 2—Automakers returned to Congress, this time with turnaround plans in hand.

			December 11—In huge blow to industry, Senate relief effort collapsed amid partisan disputes.

			December 19—White House agreed to $17.4 billion in bailout loans.

			February 17—GM and Chrysler requested another $14 billion in bailout funds.

			March 30—White House agreed to provide additional aid to GM and Chrysler on conditions of change, including fulfilling auto task force recommendations. 

			April 30—Chrysler Corporation declared bankruptcy.

			June 1—General Motors declared bankruptcy.

			June 10—Chrysler signed papers formally establishing relationship with Fiat.

			The monies would come from the U.S. Treasury’s $700 billion financial stabilization fund; Congress had released the second $350 billion for that program. The rescue of GM and Chrysler cost taxpayers more than $62 billion. January 2009 automobile sales were down, with an industry-wide 656,976 cars and light trucks sold, down 37 percent from January 2008. It was the lowest total since December 1981, and the first time U.S. sales were lower than in China, where about 790,000 cars were sold in January. On February 17, both Chrysler and General Motors requested $21.6 billion more to move them toward recovery, in addition to the $7.6 billion they had previously requested but not received. Deep cuts were promised.

			Despite the offering of deep car discounts, vehicle sales in the United States still fell to their lowest level in twenty-eight years. Reported on March 3, industry sales declined 4.9 percent from January and plummeted 41 percent from February of 2008. It was equally sour for European car sales, shrinking 18 percent in February. Only Germany prospered, as sales rose 22 percent, following the government’s offering of $3,230 to people who trade in their old cars for new ones. There was a bit of optimism. Despite major sales declines in March, the leaders of automakers saw signs of the industry’s downturn bottoming out. All the big carmakers suffered sales declines of 36 percent or more compared to March 2008. U.S. sales industry-wide totaled 857,735 cars and trucks, down 37 percent from a year before. But that’s up from 688,909 vehicles sold in February and was the highest total since September 2008. February’s sales were down 41 percent from a year earlier.

			On April 30, the Chrysler Corporation filed for bankruptcy, after months of negotiations with regulators, unions, and creditors. Meanwhile, car sales continued to plummet. April results indicated:

			General Motors—down 33.2 percent retaining 21.0 percent of global sales.

			Ford—down 31.5 percent retaining 16.3 percent of global sales.

			Chrysler—down 48.1 percent retaining 9.4 percent of global sales.

			Toyota—down 41.9 percent retaining 15.4 percent of global sales.

			Honda—down 25.3 percent retaining 12.3 percent of global sales.

			Nissan—down 37.8 percent retaining 5.8 percent of global sales.

			Hyundai—down 13.6 percent retaining 4.1 percent of global sales.

			KIA—down 14.8 percent retaining 3.1 percent of global sales.

			Volkswagen—down 14.8 percent retaining 2.9 percent of global sales.

			BMW—down 38.4 percent retaining 2.4 percent of global sales.

			U.S. car sales fell 34 percent in May to 925,824 vehicles, but began to show some signs of improving.

			By July, the three biggest carmakers in the United States envisioned a bottom to the long decline in auto sales as the industry reported its smallest monthly sales drop in 2009. New-vehicle sales in June declined 28 percent from a year earlier to 860,000 cars and light trucks, making it the smallest decline in any month of the year. U.S. carmakers sold 1,261,977 cars and pickup trucks industry-wide in August 2009, up about 1 percent from the year before, and up from July’s 997,824. It was the highest total sales since May 2008 and the first time automobile executives saw a year-over-year increase since October 2007.

			U.S. auto sales dropped 23 percent in September 2009 following the termination of the U.S. government’s “cash for clunkers” incentive program. Car manufacturers sold 745,997 vehicles in September, compared with 964,783 in the same month one year earlier. GM’s sales fell 45 percent in September, Chrysler’s car sales dropped 42 percent, Honda’s sales declined 20 percent, and Toyota’s sales dropped 13 percent. 

			October 2009 auto sales were 838,052 new cars and light trucks, just 104 fewer than in the year before, with an increase of 12 percent from September. By mid-November 2009, the global automobile industry noted that it had sufficient capacity to produce 85.9 million cars and trucks each year, about 30 million more than it made in 2009. The manufacturers were only utilizing about 65 percent of their available production capacity. Global auto sales are projected to grow by 25 million vehicles over the next six years; however, the industry-wide capacity utilization will only reach 85 percent by 2015. 

			U.S. auto sales continued to improve, selling an estimated 750,000 cars and trucks in November 2009 compared with 746,789 in the same month in 2008.

			See also Advertising; American Recovery and Reinvestment Act; Audi; Auto dealers; Autoliv; Auto parts; Auto task force; Avis; BMW; Canada; Car czar; Cash for clunkers; China; Chrysler; Controlled bankruptcy; Enterprise; exports (u.s.); FIAT; Ford; France; Fuel tax; General Motors; Golden parachute; Goodyear Tire and Rubber Company; Hertz; Honda; Hummer; Hyundai Motor Company; Mazda Motor corp; Mitsubishi Motors; Nissan; Peugeot-Citroen; Rattner, Steven; Renault; Saab; Spain; Subaru; Sweden; Tata Motors; Toyota; Trade deficit (U.S.); Trucking industry; Unfair trade subsidies; U.S. Treasury; VEBA; Volkswagen.

			Auto parts. By 2009, following the lead from the U.S. automobile industry, auto parts makers sought a bailout, asking the U.S. Treasury for $25.5 billion. Four hundred parts makers applied for Chapter 11 bankruptcy protection in 2008. By mid-February President Obama’s auto task force met with senior procurement executives from GM, Chrysler, and Ford. Suppliers had raised concerns over their finances and submitted plans to the Treasury Department on February 13, arguing that 1 million jobs were at risk. 

			In mid-March the Treasury Department announced a $5 billion program to aid struggling auto parts suppliers drawing money from the bailout fund, the Troubled Asset Relief Program (TARP). It offered financing to help suppliers to bridge the gap between delivering parts to carmakers and receiving payment. The Treasury Department announced on April 8 a program to assist ailing auto parts makers, providing $3.5 billion in aid to be funneled to suppliers through GM and Chrysler. GM would oversee $2 billion and Chrysler $1.5 billion (Ford continued to claim that it could make supplier payments from its own funds). Auto parts firms announced in June 2009 that they would seek up to $10 billion in loan guarantees from the federal government. On June 16, the Obama administration rejected the request, concluding that the government shouldn’t further interfere in the industry’s contraction.

			See also Automobile industry; Delphi.

			Auto suppliers. See Auto parts; Delphi.

			Auto task force. Before providing additional funding to General Motors and Chrysler, at the end of March 2009 the task force concluded that the firms’ survival depended on greater concessions from the workers’ union because the cost of funding retiree benefits had become unmanageable, especially given the economic meltdown. They called on President Obama to urge hourly workers and retirees to be ready to accept more sacrifices if they hoped to keep their employers afloat.

			See also Automobile industry; Auto parts; Rattner, Steven.

			Avis. Congress was asked, in January 2009, to allow Avis and other car renters to use TARP funds to finance new auto purchases. As part of the car rental business, firms purchase as many as 1.8 million new vehicles each year, being the auto industry’s largest customer.

			Cf. Enterprise; Hertz.

			Avon Products. Reported on May 5, 2009, a 37 percent drop in first-quarter profit as beauty industry sales continued to sag. Profits fell to $117.3 million, down from $184.7 million.
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			BA. See British Airways.

			Back-to-school sales. See Retailing.

			“Bad banks.” Banks with troubled assets, where they could be held by the government and then sold over time when market and economic conditions improved. In the meantime, the government uses taxpayer money to provide enough capital to allow banks to resume normal lending. Bad banks could have troubled assets exceeding $5 trillion if defined as assets that could show a loss rate close to or above 10 percent, an amount that is just over 40 percent of the $12.3 trillion in total assets of U.S. commercial banks. 

			Sweden nationalized its bad banks in the early 1990s and a rapid recovery followed that led to taxpayers making money in the long run.

			“Good banks” did not require nationalization.

			Experts predicted that over five years, from 2009–2014, as many as one thousand banks could close, which is six times more than the Treasury Department placed on the regulatory problem list in 2009.

			By March, the government considered creating multiple investment funds to purchase bad loans and other distressed assets that were at the center of the financial crisis. Obama’s intention was for the government to partner with the private sector to purchase $500 billion to $1 trillion of distressed assets as part of its revamping of the $700 billion bank bailout plan. The administration is considering a private-public financing partnership to deal with troubled assets.

			See also European Union; Ireland; “New banks”; “Too Big To Fail”; Toxic mortgage assets.

			Synonymous with Aggregator bank.

			Bailout. The dictionary publisher Merriam-Webster chose “bailout” as its word of the year 2008.

			See also Paulson, Henry; Toxic mortgage assets.

			Bailout fund (plan) of 2008 (U.S.). See Bank bailout (plan) of 2008; Bank rescue (plan) of 2009; Emergency Economic Stabilization Act of 2008; Troubled Asset Relief program.

			Bailout housing plan. See Housing bailout PLAN; Mortgage bailout. 

			Bailout rescue (plan) of 2009 (U.S.). See Bank rescue (plan) of 2009 (U.S.); Troubled Asset Relief Program.

			Bailout rescue plan (UK). See United Kingdom.

			Bair, Sheila C. Chairwoman of the Federal Deposit Insurance Corporation.

			Ball bearings. See SKF.

			Baltics. The three Baltic countries were experiencing, in 2009, a spiraling economic downturn. Latvia, in December 2008, received a $10 billion bailout from the IMF and was facing a 13 percent decline in its GDP. Estonia and Lithuania expected a decline of a tenth.

			All three Baltic states were facing double-digit economic declines in GDP throughout 2009, all following the collapse of credit bubbles created by reckless lending and spending.

			See also Estonia; Latvia.

			Baltimore Sun. Maryland’s largest newspaper discharged sixty-one people at the end of April 28, 2009. It represented about 27 percent of the newsroom staff.

			See also Newspapers.

			Bangladesh. Since 2004 and ending in 2007, the economy of Bangladesh grew at more than 6 percent each year, with a falling poverty rate. With the recent global downturn, the country finds it harder to feed its people. According to the World Bank, nearly 56 million out of a total 147 million people found it difficult to feed themselves. 

			Bank aid (EU). See European Union.

			Bank bailout (plan) of 2008 (U.S.). The bailout plan, officially the “Troubled Asset Relief Program,” was announced on Monday, October 27, 2008, when the U.S. government started doling out $125 billion to nine major banks to get credit flowing again. These deals were intended to bolster the banks’ balance sheets so they would be able to commence more normal lending. This action marked the first deployment of resources from the government’s $700 billion financial rescue package passed by Congress on October 3. 

			Treasury Secretary Paulson used $250 billion of the $700 billion to make direct purchases of bank stock, partly nationalizing the U.S. banking system, as a way to get money into the financial system more quickly. The plan aimed to clear banks’ balance sheets of bad assets. 

			Then on November 12, Paulson announced a major shift in the thrust of the $700 billion financial rescue program. He stated that the funds would not be used to purchase up troubled mortgage-related securities, as the rescue effort was originally conceived, but would instead be used in a broader campaign to help financial markets and, in turn, make loans, including car and student loans, more accessible for creditworthy borrowers.

			Of the initial $350 billion out of the $700 billion that Congress authorized, all but $60 billion had been committed the Treasury Department by early November 2008. By month’s end, more than $1 trillion was allocated in giant bank rescues globally from governments in the United States, Europe, and Asia.

			The Treasury Department concluded that there were some banks that were “too big to fail” out of fear that their collapse would severely damage the world’s economy.

			See also Auditors; Bank rescue (plan) of 2009; Basel 2 accord; Citigroup; Credit Unions; Emergency Economic Stabilization Act of 2008; Federal Deposit Insurance Corporation; Foreclosure; Ginnie Mae; Lehman Brothers; National debt; Public-Private Investment FUND; Term auction facility; “Too Big To Fail”; Troubled Asset Relief Program.

			Synonymous with Troubled Asset Relief Program. 

			Bank bailout (repayment). The U.S. government, and therefore the U.S. taxpayer, has profited from its investment to save the nation’s banks.

			See also Troubled Asset Relief Program.

			Bank bailout fund. See House (U.S.) Financial Overhaul Plan. Synonymous with Troubled Asset Relief Program.

			Bank bonuses. See Troubled Asset Relief Program.

			Bank buyouts. At the end of August 2009, the five-member board of the FDIC voted for new rules that required buyout firms to hold on to failed banks they purchase for at least three years. Investors would also be required to maintain larger amounts of high-quality capital at their acquired banks.

			See also Federal Deposit Insurance Corporation; Market capitalization; “Too Big To Fail.”

			Bank capital. Proposal, not requiring legislative approval, that would increase the amount of capital banks must have as a percentage of their assets. By mid-September 2009, the Obama administration had proposed new principles for capital requirements, but does not plan to announce rules for some time.

			See also Stress tests.

			Bank credit cards. See Credit cards.

			Bank Deposit Insurance Act of 1934. Federal legislation to protect depositors, extended to June 1935 for bank deposit insurance, originally established by the Banking Act of 1933. This act eventually led to the creation of a permanent deposit insurance program in 1935.

			Bank failures. There were a total of 25 bank failures in 2008. By February 2009, of the nation’s 8,300 banks, 83 had failed by the end of August 2009 and 252 banks were currently on the agency’s watch list, meaning that they were at risk of failing. In September alone, regulators took over 11 banks in nine states that were saddled with soured commercial real estate loans. 

			By mid-October, as the l00th bank failed for the year, the rate further indicated a growing divide between the small and the large bank as the economy improved. The FDIC feared that hundreds of small lending institutions would fail over the coming years, pulling down the economy, as well as adding the strain on the FDIC.

			By the end of October U.S. bank failures reached 105, the highest number since 1992.

			See also Capitalism; Colonial BancGroup; Federal Deposit Insurance CORPORATION; Market capitalization; Stress testS; “Too Big To Fail.”

			Bank holding company. Any company that owns or controls one or more banks. As defined in the Bank Holding Company Act of 1956, a company that controls two or more banks. Such companies must register with the Board of Governors of the Federal Reserve System and are commonly referred to as registered bank holding companies.

			See also Bank Holding Company Act of 1956; Bank Holding Company Act Amendments of 1966; Bank Holding Company Act Amendments of 1970.

			Bank Holding Company Act of 1956. Applied to any corporation controlling 25 percent or more of the voting shares of at least two banks, or otherwise controlling the election of a majority of the directors of two or more banks. The law formulated standards for the formation of bank holding 
companies. These firms were strictly limited to the business of banking, managing banks, and providing services to affiliated banks.

			See also Bank holding company; Bank Holding Company Act Amendments of 1966; Bank Holding Company Act Amendments of 1970.

			Bank Holding Company Act Amendments of 1966. Established uniform standards for bank agencies and the court in evaluating the legality of bank holding company acquisitions.

			See also Bank holding company; Bank Holding Company Act of 1956; Bank Holding Company ACT Amendments of 1970.

			Bank Holding Company Act Amendments of 1970. Ended the exemption from the Bank Holding Company Act that one-bank holding companies had enjoyed since 1956. This amendment clearly regulated the ownership of bank shares and limited bank holding company entries into activities related only to the business of banking.

			See also Bank holding company; Bank Holding COMPANY Act of 1956; Bank Holding Company Act AMENDMENTS of 1966.

			Banking. Primarily the business of receiving funds on deposit and making loans. Three decades ago, banks supplied three out of every four dollars worth of credit worldwide. In 2009, that share had dropped to about one in three dollars.

			See also Canada; Capitalism; Capital One Financial Corporation; Citigroup; HSBC; Investment banking CHASE; JP MORGAN chase; US Bancorp.

			Banking Act of 1933. Created the Federal Deposit Insurance Corporation to insure deposits of member banks. Other sections, known as the Glass-Steagall Act, prevented national banks from most investment banking. The first major piece of banking legislation during the Roosevelt administration; it led to significant changes in banking laws.

			See also Pecora Commission.

			Banking regulations. See Bank Holding Company Act of 1956; Banking Act of 1933; Basel 2 accord; Federal Home Loan Bank Act of 1932; Federal Reserve Act; Financial Institutions Reform, Recovery and Enforcement Act of 1989; Gramm-Leach-Billey Act of 1999; National Bank Act of 1863; Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994; Savings and Loan Holding Company Act of 1967.

			Bank lending. See Lending.

			Bank losses. See Basel 2 accord; European Central Bank.

			Bank nationalization. See Nationalization.

			Bank of America (BofA). On January 12, 2008, it agreed to purchase the nation’s largest mortgage lender, Countrywide Financial, for $4 billion in stock, protecting a casualty of the mortgage-default crisis from possible collapse. When the acquisition occurred in July, it was valued at only $2.5 billion.

			In late 2008, management announced plans to cut 30,000 to 35,000 positions over the next three years as it completed its acquisition of Merrill Lynch. That was more than 11 percent of the combined firms’ global work force of 308,000. The $19.36 billion purchase of Merrill Lynch & Company enabled Bank of America to announce that it was the largest U.S. bank by assets, with $2.7 trillion on its balance sheet.

			Key dates in Bank of America’s acquisition of Merrill Lynch were:

			1. September 15, 2008—announced deal to buy Merrill for $50 billion in stock.

			2. November 30—Merrill had accumulated $13.34 billion in pretax quarterly losses.

			3. December 5—shareholders for both firms approved the deal. Nothing was said about Merrill’s problems.

			4. January 1, 2009—The Merrill–Bank of America deal closed on New Year’s Day.

			5. January 16—Bank of America announced the new bailout and a fourth-quarter net loss of $1.79 billion. Merrill reports a net loss of $15.31 billion for the fourth quarter.

			The government extended a new multibillion-dollar lifeline on January 16, 2009, providing Bank of America with an additional $20 billion in support from the government’s $700 billion financial rescue fund. Bank of America agreed to pay the government an 8 percent dividend on the $20 billion capital injection and restrict executive pay and benefits.

			The January 2009 additional $20 billion that Bank of America received from the government was to help the bank, based in Charlotte, North Carolina, to absorb the losses at its just-acquired unit, Merrill Lynch. Bank of America had received a total of $45 billion in capital injections from TARP, including $10 billion originally given Merrill Lynch prior to its merger with Bank of America.

			On April 20, Bank of America reported a $4.2 billion first-quarter 2009 profit. Shares of the bank fell 24 percent, to $8.02 on concerns that major banks could face more credit losses or write-downs or a need to secure further capital.

			On April 29, during the huge criticism of the takeover procedures of Merrill Lynch, shareholders voted to strip Kenneth Lewis of his duties as chairman of the nation’s largest bank, as measured in assets. He remains as president and CEO following a vote of 50.34 percent by the shareholders.

			Bank of America reported a $3.2 billion profit for the second quarter 2009. BofA’s chief executive announced at the end of July his intention to shrink the company’s 6,100 branch network by about 10 percent.

			On September 14, 2009, a federal judge threw out the SEC’s proposed settlement with BofA over its disclosure of controversial bonuses paid to Merrill Lynch workers. On September 21, BofA announced it would soon reduce its dependence on federal assistance and repay its $45 billion loan; it would also hopefully convince U.S. regulators that the bank was sound enough by repaying billions in federal aid.

			On September 30, 2009, Kenneth D. Lewis, Chief Executive of BofA resigned, effective at the end of 2009, following criticism of his taking over of Merrill Lynch.

			On October 16, 2009, Bank of America during the Merrill Lynch takeover reported a $1 billion net loss revealing continued exposure to bad loans and a weak U.S. consumer. The third-quarter results were down from a net profit of $1.18 billion a year before.

			On December 2 Bank of America announced that they had reached an agreement to repay $45 billion in federal bailout funds and thus escape pay restrictions and other curbs imposed by the U.S. government. BofA becomes the first of several companies to return their taxpayer-funded TARP monies. The bank plans to raise about $18.8 billion in new equity through the sale of securities, a move required by federal regulators to ensure the bank has adequate capital reserves and would not find it necessary to come back to the government for further aid.

			See also Bernanke, Ben; Merrill Lynch; Stress testS; “Too Big To Fail”; Troubled Asset Relief Program; Unemployment.

			Bank of China. On March 24, 2009, Bank of China announced a 59 percent drop in fourth-quarter net profit as its overseas investments were hit by the global financial crisis. The bank’s fourth-quarter net fell to $646.8 million (4.42 billion yuan) from 10.77 billion yuan a year earlier.

			See also China.

			Bank of England. November 6, 2008, the central bank slashed the base rate by an astonishing one and a half percentage points, bringing it down from 4.5 percent to 3 percent, the lowest since early 1955. 

			It cut its policy rate to a record low of 1 percent on February 5, 2009. Then again, on March 5, the Bank of England cut key interest rates by a further half a percentage point, pushing the rate to their lowest levels ever. The benchmark rate, at the lowest in the bank’s 315-year-old history, became 0.5 percent.

			In August 2009, the Bank of England received permission from the government to inject an additional $85 billion into the economy.

			On September 10, 2009, the Bank of England decided to leave its benchmark interest rate at a record low 0.5 percent, amid signs that the nation’s economy was recovering more slowly than those in other parts of Europe. The central bank also left its $290 billion program of buying bonds intact.

			See also Unemployment; United Kingdom.

			Bank of Ireland. See Ireland.

			Bank of New York Mellon. Posted a steeper-than-expected 51 percent decline in first quarter 2009, and net profit.

			Bank of Wyoming. FDIC regulators shut the Bank of Wyoming on July 10, making it the fifty-third failure of a federally insured bank in 2009.

			Bank payback. See Troubled Asset Relief Program.

			Bank rescue (plan) of 2009 (U.S.). Treasury Secretary Timothy Geithner’s announcement on February 10, 2009, led to a near 400-point drop (almost 5 percent) in the Dow Jones Industrial Averages. The lack of clarity was given as the reason by many disappointed Wall Street traders.

			The government’s bank rescue plan, using $350 billion of the Troubled Asset Relief Program, described the Obama administration’s roadmap to “financial stability and recovery,” which included a fresh round of capital injections into banks, an expansion of a Federal Reserve lending program, and a public-private effort to relieve banks of toxic assets. These steps were aimed at getting $1 to $2 trillion in financing into the economy to kick-start both consumer and business lending.

			The idea was to entice private capital to buy bad loans and derivatives in an effort to set the “market price.”

			The government would be committed to spend $50 billion to stem home foreclosures, and to create a Public-Private Investment Fund to remove bad assets off banks’ books.

			The goals were to encourage lending through a variety of efforts:

			a. To stabilize banks with a fresh round of capital injections. It would provide a financial cushion for banks and encourage them to lend. Large banks would have to undergo “stress tests” to measure their capacity to absorb future losses. Investments could be converted into common equity if needed. Banks faced restrictions on dividends, stock repurchases, acquisitions, and executive compensation.

			b. To stabilize banks by purchasing toxic assets. It would create a public-private investment fund to purchase bad loans that were causing bank losses and eroding confidence in the financial system. The fund was designed to attract capital for large-scale asset purchases and to allow the private sector to determine the price of current troubled and previously illiquid assets.

			c. To unfreeze consumer lending by offering financing for loans. It would expand a Federal Reserve program designed to jump-start markets that provided funding for debt such as student loans and car loans. Investors would purchase newly packaged securitized loans with AAA ratings using attractive financing from the Fed.

			d. To help homeowners by modifying home loans. Attempts would be made to halt the spiral of foreclosures and falling home prices, one of the root causes of the crisis. One option was committing funds for programs to reduce monthly payments and setting guidelines for loan modification.

			President Obama’s first budget, presented on February 26, 2009, included a $250 billion placeholder for government losses associated with further financial rescue efforts. Those losses would come from the possible deployment of an additional $750 billion, a sum that would double the size of the current bailout, and was based on estimates that the government would get back two-thirds of its investment.

			The International Monetary Fund reported in April that U.S. banks had $510 billion in write-downs by the end of 2008, facing another $550 billion in 2009 and 2010.

			One year following the collapse of Lehman Brothers on September 15, 2008, banks were returning to their normal way of conducting business.

			2008

			a. September 15—Lehman Brothers declares that it would file for bankruptcy.

			b. September 16—U.S. officials agree to bail out American International Group.

			c. September 22—The Federal Reserve approves emergency bank holding company applications for Goldman Sachs and Morgan Stanley.

			d. September 25—Washington Mutual fails; largest bank failure in U.S. history.

			e. September 29—FDIC agrees to help Citigroup acquire Wachovia; House defeats initial bank bailout proposal.

			f. October 3—President Bush signs into law $700 billion financial market bailout package.

			g. October 13—U.S. officials tell top bankers that government wants to buy stakes in their firms.

			h. November 23—U.S. officials agree to purchase more stock in Citigroup and insures large chunks of assets.

			2009

			a. January 16—U.S. agrees to bolster Bank of America with more bailout funds and guaranteed assets.

			b. March 22—Treasury Secretary Geithner details plans for a public-
private investment structure to rid banks of bad assets.

			c. May 7—Bank regulators release results of bank stress tests.

			d. June 17—President Obama proposes overhaul of financial market rules.

			e. July 15—U.S. rejects deal to save CIT Group.

			f. August 25—Obama nominates Ben Bernanke to another four-year term as Fed chairman.

			See also Bank bailout (plan) of 2008 (U.s.); Foreclosure; Geithner, Timothy F.; Public-Private Investment Fund; Stress Tests; “Too Big To Fail”; Zombie banks.

			Synonymous with Financial Stability Plan; TARP 2.0. 

			Bankrupt. A person, corporation, or other legal entity that, being unable to meet its financial obligations, has been declared by a decree of the court to be insolvent, and whose property becomes liable to administration under the Bankruptcy Reform Act of 1978. Originally came from Italy, deriving from banca rotta, or “broken bench.” When a medieval money lender could not pay his debts, his bench was broken in half.

			See also Bankruptcy.

			Bankruptcy. The conditions under which the financial position of an individual, corporation, or other legal entity are such as to cause actual or legal insolvency. Two types are: (a) involuntary bankruptcy—one or more creditors of an insolvent debtor file a petition having the debtor declared bankrupt; and (b) voluntary bankruptcy—the debtor files a petition claiming inability to meet debts and willingness to be declared a bankrupt. A court adjudges and declares a debtor bankrupt.

			See also Bankrupt; Bankruptcy filings; Chrysler; Controlled bankruptcy; Cramdown; General Motors.

			Bankruptcy court. See Bankruptcy filings; Modifying mortgages.

			Bankruptcy filings. In the United States, filings rose 40 percent in October 2008, as home values sank and individual credit grew, with more than 880,000 bankruptcy petitions filed from January 1 through November 1, 2008, equal to the total for all of 2007.

			However, the credit crisis of 2008–2009 had forced more firms that would have filed for bankruptcy protection to close down and liquidate rather than restructure, because they could not obtain enough financing to operate while they reorganized.

			Filings jumped nearly 33 percent in 2008 and were expected to climb through 2009. Consumer filings reached 1,064,927 in 2008, up from 801,840 in 2007.

			For many people, declaring personal bankruptcy could be the step needed to solvency. More than a million people filed for personal bankruptcy in one year, a staggering 30 percent increase from earlier years. In some cases, individual credit could emerge in better shape once debts are dealt with via bankruptcy. Chapter 7 or Chapter 13 is often used for personal bankruptcy filings.

			An average of 5,945 bankruptcy petitions were filed each day in March 2009, up 9 percent from February and up 38 percent from one year earlier. A total of 130,793 people filed for bankruptcy in March. Experts believe it will rise to at least 1.4 million by the end of 2009, compared to 1.1 million at the end of 2008.

			Consumer bankruptcies rose 27.9 percent in October 2009 from the year before. Filings rose to 135,913 in October, an 8.9 percent jump from September’s 124,790. Businesses filing for bankruptcy protection in October numbered 7,771, compared to 7,271 in September, a 7 percent rise in commercial filings.

			See also General Growth Properties; General Motors; Lehman Brothers.

			Bankruptcy protection. A mechanism where each sovereign nation attempts to assure the public that funds in a bankrupt company will be secure and that regulations are in place to sustain the institution and/or that the government will, via its laws, guarantee procedures so that over time the bankrupt organization can pull out of bankruptcy and become viable again.

			Synonymous with administration, used in the United Kingdom. 

			Bank Turalem. See KaZakhstan.

			Barclays. The British bank raised nearly 10 billion U.S. dollars by selling shares to Abu Dhabi and Qatar to meet Britain’s new capital requirements for banks seeking to avoid the government’s help.

			The UK’s second-largest bank, founded more than 300 years ago, told the country’s government not to forward them assistance. Instead of participating in a program in which the government injected $60 billion into other British banks, Barclays raised capital without state aid. 

			Barclays shareholders showed their displeasure with the British bank’s fund-raising even as they approved the plan. The issue revolved around the attractive investment terms that were granted to investors from several Middle East countries. Part of the funds carried a long-term interest rate of 14 percent.

			On January 14, 2009, the bank announced that it was in the process of cutting an additional 2,100 jobs in its consumer and commercial banking business and at its credit card unit, bringing the total job cuts to 4,600, including 400 information-technology positions in Britain.

			To deal with its credibility gap, Barclays announced on January 26 that it would write down an additional $11 billion for 2008, but wouldn’t seek a bailout.

			Barclays, in early April, chose not to participate in the British government’s Asset Protection Scheme, where a bank’s riskiest assets were surrounded and then protected against future losses.

			In mid-June 2009, Barclays accepted BlackRock’s offer to purchase Barclays Global Investors for $13.5 billion.

			See also BlackRock; Lehman Brothers; Securities and Exchange Commission; United Kingdom.

			Barclays Global Investors. See BlackRock.

			Barnes & Noble. The world’s largest chain of bookstores, it laid off 100 people in its New York headquarters on January 14, 2009. Its Christmas 2008 sales were down 5.2 percent from a year earlier. Online sales were down 11 percent. At that time there were no plans to close any of the 799 stores.

			Its net income plummeted 29 percent for its fiscal fourth quarter, resulting from weak store traffic, poor holiday spending, and charges. It had a net income of $81.2 million down from $115 million in the quarter one year earlier.

			Fourth-quarter losses at Barnes & Noble were announced on May 21. Online sales fell 7 percent to $93 million in the quarter ended May 2. Revenue fell 4.4 percent to $1.11 billion, while sales at stores open at least a year fell 5.7 percent.

			Barnes & Noble’s sales fell five consecutive quarters. Revenue dropped 5.3 percent by August 2009, with earnings falling 20 percent to $12.3 million from $15.4 million a year before. Its loss widened to $24 million for its second quarter, compared to a loss of $18.4 million a year before. Revenue climbed 4.3 percent to $1.2 billion.

			Cf. Borders Group.

			Basel 1 accord. Its strength lay in being reasonably simple to negotiate and administer. Then, banks soon started to favor profitable businesses, which under Basel 1’s crude definitions, escaped the appropriate capital charges. There was a need for Basel 2 during the meltdown of 2008.

			Synonymous with Basel standards.

			Cf. Basel 2 accord.

			Basel standards. Synonymous with Basel 1 accord.

			Basel 2 accord. A set of rules on banks’ capital adequacy created in 1988. 

			Implemented in Europe in 2008, and expected to become a force in the United States in 2009.

			Its objective is to align the amount of capital that banks set aside to absorb unexpected losses with the amount of risk that they are taking. Under Basel 2, banks will be rewarded if they take fewer risks with lower capital requirements.

			It failed its first big test in part because global diplomatic initiatives were difficult to implement. A shortcoming of such models is that their risk projections come with a caveat that they are assumed to be accurate during normal market conditions. This often is not true.

			See also Bank bailout (PLAN) of 2008; BasEl 1 accord.

			BASF. A Germany-based global chemical company. It announced in November 2008 that it was temporarily shutting around 80 plants and reducing production at 100 factories around the world. 

			BASF’s first-quarter 2009 net profit fell 68 percent, with sales falling 23 percent.

			See also Germany.

			Basic-material companies. See ArcelorMittal; Cemex; Lafarge; Rio Tinto; Tata Steel; Xstrata.

			Bayerische Motoren Werk. See BMW.

			Bear Stearns. On March 16, 2008, the Federal Reserve came forward and rescued Bear Stearns, the country’s fifth-largest investment bank, by guaranteeing a large portion of its assets against losses in order to get J.P. Morgan to agree to acquire the bank. By lending money to banks for longer against worse collateral, the Fed hoped to stem panic and buy time.

			It was to be the first indication of how financial services were spreading, mostly without being regulated or checked upon. There were conflicts of interest and fraud in the sale of subprime mortgages, which significantly contributed to Bear Stearns’s collapse becoming the first bank crisis of securitization in 2008. Bear Stearns was particularly active in the credit-default swaps market. 

			Eventually, JP Morgan Chase saved Bear Stearns and purchased the investment house. As recently as January 2007, Bear Stearns was worth $20 billion. However, due to risky business practices and massive exposure to subprime mortgages, its customers and investors lost confidence in the company and the value of Bear Stearns stock plummeted.

			Cf. JP Morgan chase; Lehman Brothers

			Beer brewers. See Carlsberg; SABMiller.

			Beggar thy neighbor. See Buy American; Protectionism.

			Beige book. A survey from the twelve regional Fed banks.

			Beijing Automotive Industry Holding Company. See Saab.

			Belarus. The IMF loaned Belarus $2.5 billion in early 2009 to help the country cope with the global economic crisis. Belarus received access to about $800 million of the financing. Belarus’s central bank sharply devalued the country’s ruble, allowing the currency to plunge 20 percent. This action was a condition of the loan from the IMF.

			Belgium. Activity is projected to contract slightly and, thereafter, growth may remain below potential well into 2010, before rebounding on the back of easier monetary conditions, renewed growth in real incomes, and a recovery in world trade. As a result, unemployment will increase over the projection period. Headline inflation should decline with the fall in energy and food prices, although core inflation should show more persistence. The automatic stabilizers should be allowed to work fully during the downswing, but securing fiscal sustainability over the longer term will at some point require long-term structural measures to achieve expenditure restraint at all levels of government (OECD).

			See also BNP Paribas; Fortis banque; Tax havens.

			Benchmark interest rate. See Federal Reserve.

			Benefits. See Retirement benefits; Unemployment.

			Benetton Group. In August 2009, Benetton posted a drop in first-half net profit, with revenue falling 11 percent.

			Berkshire Hathaway. In May 2009, Berkshire reported a loss of $1.53 billion in the three months ending March 31, its first unprofitable period since 2001. The company then returned to profitability in the second quarter 2009, with a net income of $3.3 billion. 

			Third-quarter 2009 profit tripled as the improving economy and stock market increased the value of its derivatives contracts. The investment company generated $3.2 billion in net income, up from $1.1 billion the year before.

			Berkshire shed 8 percent of its workforce. It had 21,000 fewer employees than it had at the end of 2008, and today, along with its subsidiaries, has about 225,000 workers.

			See also Buffet, Warren E.

			Bernanke, Ben. Was sworn in on February 1, 2006, as chairman and a member of the Board of Governors of the Federal Reserve System. Before his appointment as chairman, Dr. Bernanke was chairman of the president’s Council of Economic Advisers, from June 2005 to January 2006. He had been a chaired professor of Economics and Public Affairs at Princeton University since 1985.

			Bernanke was born in 1953 in Augusta, Georgia, growing up in Dillon, South Carolina. He received his BA in economics in 1975 from Harvard University and a PhD in economics in 1979 from the Massachusetts Institute of Technology.

			Dr. Bernanke is one of the few government officials that had an active role through both the Bush and Obama administrations. His comments before congressional committees were powerful and had an enormous impact on government policy.

			On March 5, 2008, Bernanke called on lenders to aid homeowners by reducing their principal to lessen the likelihood of foreclosure.

			As U.S. Federal Reserve chairman, he authorized putting $800 billion into the financial system during the September–October 2008 meltdown. 

			On April 29, he announced that the Fed would hold official interest rates low and would continue to purchase government bonds and other debt, in an effort to pump credit into banks and companies. Also, he indicated plans to substantially increase the Fed’s holdings of mortgage-backed securities and Treasury securities in the months to follow.

			Bernanke announced at the same time that the Fed had purchased $74 billion of Treasury securities.

			On June 25, Bernanke faced open hostility from lawmakers barraging him during a congressional hearing over his handling of the financial crisis and the Fed’s role in reshaping the banking system. In particular, they focused on the aid package given to the Bank of America to complete its acquisition of Merrill Lynch in January 2009. It was clearly the harshest treatment of a Federal Reserve chairman in a decade.

			During his July 22 presentation before the Senate Banking Committee stating that President Obama’s call for a consumer protection agency for risky financial products was not needed, he argued that consumer oversight was part of the Fed’s mission to oversee the safety and soundness of banks.

			On August 25, President Obama, seeking continuity in U.S. economic policy, nominated Ben Bernanke for another four-year term as chairman of the Federal Reserve. As chairman, he will have to make decisions regarding how and when to withdraw federal support without undermining the recovery. Moving too slowly could lead to a period of inflation, as happened in the 1970s.

			One year after the collapse of Lehman Brothers on September 15, 2008, Ben Bernanke stated that the recession was “very likely over. . . . At this point we are in a recovery.” This confidence was in part based on the government’s report that retail sales climbed 2.7 percent in August 2009 after falling 0.2 percent in July.

			Bernanke warned the nation on November 28, 2009, that he opposed the revamping of the Fed’s proposed financial legislation changes. He criticized a provision that he said “would strip the Fed of all its bank regulatory powers” and stated that he wants “to protect monetary policy from short-term political influence.”

			Time magazine announced on December 15, 2009, that Ben Bernanke was the Person of the Year 2009. And on December 17 the Senate Banking Committee backed Bernanke for a second term as chairman of the Federal Reserve by a vote of 16–7.

			See also Consumer Financial Protection Agency; Depression 2.0; Emergency Economic Stabilization Act of 2008; Federal Reserve.

			Best Buy. Sales declined in same-store sales during the December 2008 peak holiday period. The company posted its fiscal fourth-quarter profit as declining 23 percent, compared to 2007. Earnings dropped 4.9 percent, with net earnings of $570 million.

			The company said that its fiscal first-quarter earnings fell 15 percent, with sales falling 4.9 percent. 

			The government reported that sales at electronics and appliance stores had decreased 10.4 percent in August 2009, but that was a significant improvement from July when sales dropped 14.1 percent. Best Buy raised its annual revenue forecast to between $48 billion and $49 billion from September 2009 until February 2010, and forecast revenue of $46.5 billion to $48.5 billion, with sales falling as much as 5 percent. Revenue increased 12 percent to $11.02 billion.

			On December 14, 2009, Best Buy reported that revenues grew and earnings quadrupled for its third quarter ending in November. However its fourth-quarter profits were lower than expected because purchasers sought less expensive electronics, offering smaller corporate profits. The company showed a 4.6 percent increase in revenue, with sales rising 1.7 percent following a 5.3 percent fall in 2008.

			See also Retailing.

			BGI (Barclays Global Investors). See BlackRock.

			Billable hour. See Law firms.

			Billionaires. See Wealth.

			Births. See Iceland.

			BlackRock. BlackRock purchased Barclays Global Investors for $13.5 billion. BGI, which is based in San Francisco, combined with BlackRock creates the globe’s biggest money manager, with nearly $2.8 trillion in assets.

			BlackRock’s second-quarter 2009 net profit fell 20 percent from a year earlier, despite the money-management giant’s cost controls and stronger stock and bond markets. The nation’s largest publicly traded asset manager by market capitalization posted earnings of $218 million, down from $274 million the year before. Revenue fell 26 percent to $1.03 billion.

			Blacks. See African Americans.

			Blackstone Group. See China.

			Blair, Dennis C. See Global unemployment.

			Blair, Tony. See France; United Kingdom.

			Blankfein, Lloyd. Born in the Bronx, New York City, Blankfein rose to the top position at Goldman Sachs.

			See also Goldman Sachs.

			BLS. See Bureau of Labor Statistics.

			Blue chip. A corporation maintaining a good dividend return and having sound management and good growth potential.

			See also Dow Jones Industrial Average; Stock market.

			BMW (Bayerische Motoren Werk). November 2008 sales were down 25 percent. 

			In January 2009, BMW announced that a total of 26,000 workers would move to shorter shifts on some days in February and March, with four plants affected. BMW employs about 75,000 people in Germany.

			In February, BMW announced that it would eliminate 850 positions from its national responsibility.

			BMW swung to a rare loss in the fourth quarter 2008, and its full-year net profit plunged 90 percent. It had sustained a net loss of $1.24 billion for the quarter. Revenue fell 18 percent as auto sales for the year dropped 30 percent.

			The world’s best-selling premium automaker by sales reported a loss of $204 million, compared with a year earlier net profit. BMW had a first-
quarter 2009 net loss.

			BMW posted a 76 percent fall in second-quarter net profit as demand for luxury cars sagged. Profit declined to $171.5 million, while revenue fell 11 percent. In August 2009, BMW indicated that sales for the month had fallen by 11 percent. Sales fell 18 percent in the year’s first nine months.

			In October 2009, BMW reported that monthly sales increased year-on-year for the first time in 2009. BMW’s third-quarter profit slumped 74 percent from a year earlier. Quarterly sales fell 7.2 percent to 324,100 vehicles. With a sales rise in November, the automaker expects full-year sales to fall 10–15 percent lower than in 2008.

			See also Automobile industry.

			BNP Paribas. Its shares fell to a six-year low on December 23, 2008, resulting from its failure to purchase part of Fortis. BNP shares closed down 71 cents or 2.3 percent.

			BNP Paribas, one of the largest French banks, had a fourth-quarter 2008 net loss of about €1.4 billion, but managed a net profit for the year of about €3 billion, helped by its retail banking, asset management, and services unit.

			See also Fortis banque.

			Boeing. The rival of Airbus delivered 375 planes in 2008, making it the second-largest producer of airplanes.

			The company reported an unexpected fourth-quarter loss and forecast 2009 earnings well below Wall Street estimates. It expected delivery of 480 to 485 commercial planes in 2009.

			The plane maker expected to cut a total of l0,000 jobs in 2009, about 6 percent of its work force. The number included 4,500 layoffs announced in January 2009 by Boeing’s commercial plane unit.

			Boeing announced in April that it would scale back production of some of its jetliners, along with job cuts. Orders for their commercial planes had declined. It reduced its monthly production of its twin-aisle 777 to five airplanes from seven, beginning in June 2010, and planned to cut a total of 10,000 positions after reporting a loss for the fourth quarter 2008.

			Boeing cut its full-year earnings forecast as it reported in April a 50 percent drop in first-quarter profit. Earnings for the year were lowered to $4.70 to $5 a share.

			Boeing is by far the largest beneficiary of the U.S. Ex-Im Bank financing, with $11.2 billion in the value of loans and guarantees. 

			See also Airlines; Export-Import Bank; Trade deficit (U.S.).

			Cf. Airbus.

			BofA. See Bank of America.

			Bollywood. See India.

			Bond buying. The Federal Reserve declared in mid-March 2009 that it would purchase as much as $300 billion of long-term U.S. Treasury securities in the coming months and hundreds of billions of dollars more in mortgage-backed securities. The Fed pumped as much as an extra $1.15 trillion into the economy via bond purchases.

			See also Federal Reserve; Mortgage-backed securities; Municipal bonds.

			Bonds. See yield curve.

			Bonuses. See American International Group; Bank of America; Bonus Tax Bill; Goldman Sachs; Retention bonus; Windfall tax.

			Bonus Tax Bill. The U.S. House of Representatives passed legislation on March 19, 2009, that would significantly curb Wall Street bonuses in 2009. The measure was approved on a 328–93 vote and imposed a 90 percent surtax on bonuses granted to employees who earn more than $250,000 at firms that have received at least $5 billion from the government’s financial rescue program. If approved by the Senate and signed into law by President Obama, it would be retroactive to December 31, 2008.

			On March 22, President Obama expressed doubt about the constitutionality of the Bonus Tax Bill.

			Borders Group. The country’s second-largest bookstore chain reported in May 2009 reported a 12 percent decline in revenue. Sales declined to $650.2 million from $735.8 million a year earlier. Sales at their superstores fell by 14 percent.

			The Borders Group posted a wider loss for its fiscal second quarter 2009, with a loss of $45.6 million compared with a loss of $9.2 million one year earlier. Revenue fell 18 percent to $624.7 million.

			Borders reported that it would close 200 of its mall stores in January 2010, discharging approximately 1,500 employees from its workforce of 25,000, many who work part-time. 

			For its fiscal third quarter 2009 the company reported a loss of $37.7 million compared to a loss of $175.4 million one year before. Revenue declined 13 percent to $602.5 million.

			Cf. Barnes & Noble.

			Boston Globe. See Newspapers; New York Times.

			Bound rates. See World Trade Organization.

			BP. See British Petroleum.

			Brandeis University. On January 26, 2009, the trustees of Brandeis University voted unanimously to close the Rose Art Museum in order to sell its collection to help shore up the university’s finances. Following outcries from the public, students, and alumni, the board cancelled this decision in February.

			See also Endowments.

			Brazil. The expansion that gathered pace during 2007 was sustained in the first half of 2008, although activity appears to be slackening owing to a worsening of financial conditions. Domestic demand has been the main driver of growth. The trade surplus is shrinking, essentially due to buoyant demand for imports, and the current account has shifted into deficit. Dynamism in the labor market continued to deliver robust job creation. Inflation picked up considerably through mid-year. Further monetary tightening is expected in the near term, despite a falling out gap in 2009, to quell the inflationary pressures arising from a sharp exchange rate depreciation. The primary budget surplus target is expected to be met, although the 2009 draft budget law calls for further increases in expenditure. Reversing the trend of increased public spending is among Brazil’s main macroeconomic policy challenges (OECD).

			Brazil’s currency fell as the nation’s trade surplus narrowed to a six-year low in 2008, propelled by a deepening economic slowdown that curbed demand for their exports. The currency declined 0.1 percent to 2.3176 per dollar from 2.3145 at the start of 2009.

			Brazil reported its first monthly trade deficit since 2001 as the global economic crisis cut exports. Exports fell 26 percent in January 2009 from a year earlier to $9.8 billion, while imports fell 17 percent, to $10.3 billion.

			Brazil lowered interest rates below 10 percent, to 9.25 percent, on June 10, following two decades of double-digit levels. Its central bank lowered its 10.25 percent overnight-lending rate by more than half a percentage point, its fourth cut so far in 2009. 

			On September 11, Brazil reported that it had returned to growth after a short-lived recession with a 1.9 percent growth in its GDP in its second quarter 2009. Industrial production increased by 2.2 percent in October, but was still 3.2 percent lower than a year before.

			Brazil’s third-quarter GDP expanded 1.3 percent, but fell short of estimates for growth of 1.9 percent.

			According to its fourth-quarter inflation report submitted on December 22, 2009, Brazil’s growth could swell to 5.8 percent in 2010 from near zero in 2009, with the possibilities of a climb in the inflation rate to 4.6 percent.

			See also World trade.

			Bretton Woods. In 1944, one year before the end of World War II, the focus of Bretton Woods was on creating a new system. It sought to avoid a repeat of the Great Depression of the 1930s by creating the World Bank to rebuild Europe after the war and the International Monetary Fund to oversee an economic system based on fixed exchange rates.

			The three-week meeting took place at a time when trade and financial cooperation had virtually ceased.

			The 700 representatives gathered at the luxury Mount Washington Hotel in New Hampshire. The meeting lasted three weeks and was preceded by more than two years of technical preparation.

			Since the 2008–2009 meltdown many specialists and governments are urging a reexamination of the Bretton Woods concepts and outcome.

			See also Bretton Woods II; Hyundai Motor Company; Latin America.

			Bretton Woods II. Following the meltdown in the fall of 2008, there was a push to replace the original Bretton Woods concepts of a World Bank and IMF with a new, updated version. 

			Cf. Bretton Woods.

			BRIC. Brazil, Russia, India, and China.

			Bridges. See American Recovery and Reinvestment Act (of 2009).

			Britain. See United Kingdom.

			British Airways (BA). In early April 2009, management announced that ongoing layoffs would mean a bigger-than-expected operating loss for the fiscal year, just ended. Ending March 31, operating losses amounted to $220.5 million.

			On May 22, BA announced that it had a significant full-year loss. BA had a loss of $594.6 million for the twelve months ending March 31. Passenger and cargo volumes slumped and fuel costs climbed $45 percent.

			To cut costs during the meltdown, in mid-June, BA asked its staff to voluntarily work for no pay or take an unpaid leave for up to one month to help the company “fight for its survival.”

			BA reported in July 2009 that it would further reduce summer and winter capacity and lay off another 3,700 jobs in its fiscal year through March. BA would cut capacity by 3.5 percent in the April–October period and would cut its winter schedule by 5 percent.

			BA reported its first pretax loss for the fiscal first quarter since its shares were posted twenty-two years ago. Ending June 30, 2009, its quarter loss was $247.2 million. BA had lost $465 million in the six months to September 2009.

			On November 6, 2009, BA announced that it would reduce an additional 1,200 jobs, raising the reductions to nearly 5,000. The cuts represent about 13 percent of its total staff of 39,000. Its net loss climbed to a record $345 million for the six months to September 30. Revenue during this period fell nearly 14 percent.

			On November 12, BA and Iberia Lineas Aereas de Espana agreed to merge, creating a carrier with annual revenues of about $20 billion.

			See also Airlines; Iberia.

			British Petroleum (BP). Adjusting to $50 a barrel of crude oil, BP’s earnings dropped 64 percent by the end of April 2009.

			On July 28, BP posted a 53 percent fall in profit for the second quarter. Profit was $4.39 billion for the three months ended June 30, from $9.36 billion a year before.

			In October 2009, BP reported a decline in third-quarter results. The giant oil company expected to slash costs by $4 billion in 2009, twice its original forecast.

			See also Oil companies.

			British pound. See Pound.

			Broadband Access. The economic stimulus package of 2009 gave $183 million in stimulus grants to expand broadband Internet service to rural areas in seventeen states. It was approved in late December 2009.

			See also American Recovery and Reinvestment AcT (of 2009).

			Brokers. See Stock brokers.

			Brown, Gordon. Holding his first meeting in Washington, D.C., with President Obama on March 3, 2009, the prime minister of the United Kingdom called for a “global New Deal” to set common principles for regulation banks, declaring that the fiscal crisis could help to overcome past resistance to increased oversight across borders.

			Prime Minister Brown urged and then hosted the April 2 economic summit in London.

			See also Business 20; Financial protectionism; G-20; United Kingdom.

			BTA (Bank Turalem). See KaZakhstan.

			Budget (City). See City budgets.

			Budget (U.S.) (Fiscal year 2010). President Obama’s proposed U.S. budget of $3.6 trillion for the fiscal year beginning October 1, 2009 marked the most significant change in nearly thirty years on the subjects of national health care, moving energy away from oil and gas, and boosting the federal role in education.

			Federal outlays were to soar in fiscal 2009 to $4 trillion, or 27.7 percent of GDP, from $3 trillion or 21 percent of GDP in 2008, and 20 percent in 2007. This was higher as a share of the economy than any year since 1945. It is more spending by far than during the recessions of 1974–1975 or 1981–1982.

			A 134-page booklet described the priorities of the Obama administration, with income tax rates sharply increasing. Rates would rise for single people earning $200,000 and for couples earning $250,000 beginning in 2011. Limits would be set on personal exemptions and itemized deductions, as well as higher capital-gains rates.

			The president also called for an additional $75.5 billion for the wars in Iraq and Afghanistan for the remainder of 2009 and an additional $130 billion for 2010.

			It set aside contingency funds of $250 billion in the event that more funds would be required to bail out teetering banks and other firms.

			The president’s plan indexed Pell Grants to inflation plus 1 percent, making it akin to Medicare and Social Security.

			It envisioned raising $646 billion between 2012 and 2019 by capping carbon levels and auctioning off permits for the emission of greenhouse gases.

			The government established a $630 billion reserve fund for the creation of a national health care plan to provide universal access to health insurance.

			The deficit, which by 2009 was $1.75 trillion or 12.3 percent of the GDP is today the highest it has been since 1942, when World War II began. With a return to economic well-being the president looked forward to 2013 when stability will have returned.

			The top tax rate for couples would rise to 39.6 percent from 35 percent to fund expanded benefits. Top earners would see mortgage deductions fall $70 for every $1,000 in deductions.

			Programs of the proposed 2010 fiscal budget were:

			a. Defense—includes war spending; shake-up in weapons-buying process: $663.7 billion, a 1.4 percent change from 2009.

			b. Health and Human Services—$630 billion fund to finance health care overhaul; crackdown on fraud in Medicare and Medicaid: $78.7 billion.

			c. Transportation—$5 billion to improve high-speed rail corridors; $800 million for satellite-based air-traffic control: $72.5 billion, change of 2.8 percent.

			d. Veterans Affairs—boost spending by $25 billion; expand centers for prosthetics, mental health, and other medical needs: $52.5 billion, 10.3 percent change.

			e. State and other international programs—expands Foreign Service positions; doubles spending on foreign aid: $51.7 billion, 40.9 percent change.

			f. Housing and Urban Development—crackdown on mortgage fraud; $1 billion in funds for an affordable-housing trust fund: $47.5 billion, 18.5 percent change.

			g. Education—removes private lenders from student-loan market: $46.7 billion, 12.8 percent change.

			h. Homeland Security—deporting illegal immigrants who commit crimes; boosting airline-passenger screening: $42.7 billion, 1.2 percent change.

			i. Energy—Seeks cap on U.S. carbon emission; companies would bid for right to pollute: $26.3 billion, minus 0.4 percent change.

			j. Agriculture—cut subsidies to wealthiest farmers; reduced funding for overseas promotion of U.S. brand-name products: $26 billion, 8.8 percent change.

			k. Justice—$8 billion for the FBI to combat financial fraud; funds for local governments to hire 50,000 police officers: $23.9 billion, minus 6.3 percent change.

			l. Commerce—Boosts funding for research into climate change; $4 billion for 2010 census: $13.8 billion, 48.4 percent change.

			m. Labor—“Green jobs” training; action to curb improper benefits mistakenly paid; targets employer tax evasion: $13.3 billion, 4.7 percent change.

			n. Treasury—$250 billion placeholder for losses tied to more rescue efforts; funds for IRS enforcement: $13.3 billion, 4.7 percent change.

			o. Interior—Excise tax on oil and gas output in the Gulf of Mexico; new fees on companies that drill on federal lands: $12 billion, 6.2 percent change.

			p. Other—SEC would receive 13 percent funding boost; EPA’s budget would jump nearly 35 percent, the largest in its history; new fund to finance infrastructure: $78.2 billion, 15 percent change.

			Congress passed a $3.5 trillion budget for 2010 on April 29, by a vote of 233–193 without any Republicans voting for it, and 17 Democrats voting against it. The Senate vote was 53–43 with 4 Democratic defections. The budget outline includes $530 billion in basic spending for domestic programs. 

			See also Deficit (budget); Wars in Afghanistan and Iraq. 

			Budget deficit. See Deficit (budget); Federal Reserve; Wars in Afghanistan and Iraq.

			Buffet, Warren E. A renowned investor and one of the world’s wealthiest people, Buffet’s Berkshire Hathaway recorded a loss of $5.1 billion in 2008. The firm reported a 62 percent drop in net income for the year and posted negative results for only the second time since he took control in 1965. 

			Buffet said on March 9, 2009, that the U.S. economy was facing an economic Pearl Harbor and it had fallen off a cliff.

			Moody’s, on April 8, lowered the long-term issuer rating of Berkshire to Aa2 from its top Aaa rating, citing the weakening economy and “severe decline in equity markets.” Berkshire has seen its shares decline by 33 percent over the past year.

			Berkshire Hathaway had a loss of $1.5 billion in the first quarter 2009, compared with a profit of $940 million a year earlier.

			See also Berkshire Hathaway.

			Bulgari. Sales dropped to $410.7 billion in the fourth quarter 2008, a 10 percent declined from a year earlier.

			See also Jewelry; Luxury goods; Retailing.

			Bulgaria. Cut its forecast for economic growth in 2009 by nearly two percentage points, with the global financial crisis expected to hurt investments and exports. The current-account deficit was 24 percent in 2008. 

			By mid-September 2009, the government of Bulgaria reduced its budget deficit to $76.5 million. There is an 81 percent reduction in Bulgaria’s budget.

			Burberry. The British luxury-goods firm said on January 20, 2009, that it would cut 540 jobs in Britain and Spain as part of a plan to save about $49 million.

			Burberry reported on July 15 a further drop in sales growth for its fiscal first quarter as the economic meltdown continued to hold back demand.

			Bureau of Labor Statistics (BLS). A research agency of the U.S. Department of Labor; it compiles statistics on hours of work, average hourly earnings, employment and unemployment, consumer prices, and many other variables.

			Bush, George W. President of the United States from 2001 to 2009. Between January 2001 and 2008, the U.S. economy under his watch added about 3 million nonfarm jobs, including 1.34 million in the private sector.

			Bush outlined a sweeping plan on April 1, 2008, to streamline the U.S. 
financial-regulatory system, with proposals that consolidated bank regulation, created a new type of insurance charter, improved the oversight of mortgage lending, and allowed the Federal Reserve to peek into more corners of finance.

			On July 31, President Bush signed a housing-rescue bill into law, completing Congress’s ambitious legislative effort to head off foreclosures and stabilize jittery financial markets.

			See also Automobile industry; Obama, Barack; Tax breaks; Troubled Asset Relief Program; Unfair trade subsidies.

			Business bankruptcy filings. See Bankruptcy filings.

			Business starts. See New companies.

			Business 20. Proposed by Gordon Brown, prime minister of the United Kingdom in January 2009, a group of multinational firms to work with leaders of G-20 nations to tackle the financial crisis.

			See also Brown, Gordon; G-20.

			Buy American. Legislation, originally adopted in 1933, setting up the basic principles of buying national. Amended in 1954, the scope of the act was expanded to allow procuring entities to set aside procurement for small businesses and firms in labor-surplus areas and to reject foreign bids either for national interest reasons or national security reasons.

			A protectionist concept in the 2009 economic stimulus package that creates conflicts and reactions from other nations. This program is spreading protests against foreign workers, fuels a backlash on trade, and invites retaliation by other nations.

			See also Buy local; Protectionism; Smoot-Hawley Act of 1930.

			Buybacks. See Stock buybacks.

			Buy local. An argument made by some Americans since 2008–2009 to purchase goods and services from within the boundaries of a country, state, and/or community. Buy local is a policy purporting to protect local industries and stores against imports.

			See also Buy American.

			Buyout firms. These private-equity groups tapped the public markets for cash during the borrowing booms and are having increasing difficulty since summer 2008, with lower-reported values.

			The American Recovery and Reinvestment Act (of 2009) allows firms to defer income taxes when they repurchase their own debt at a discount. This allows companies restructuring debt to defer possible taxes for as long as five years, and then to pay the taxes over the next five years.

			See also Bank buyouts.

			Buyouts. See Bank buyouts.
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