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Stock Market Already Down
22% Since October 2007

(Dow-Joenes: 30 Industrialsi Index)
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The words coming out of Wash-
ington this week about the Amer-
ican financial system have been
frightening. But many have
raised the possibility that the
Bush administration is fear-mon-
gering to gin up support for its
$700 billion bailout proposal.

In many corporate offices, in
company cafeterias and around
dining room tables, however, the
reality of tight credit already is
limiting daily economic activity.

“Loans are basically frozen
due to the credit crisis,” said
Vicki Sanger, who is now leaning
on personal credit cards bearing
double-digit interest rates to fi-
nance the building of roads and
sidewalks for her residential real
estate development in Fruita,
Colo. “The banks just are not
lending.”

With the economy already.suf-
fering the strains of plunging
housing prices, growing jobless-
ness and the new-found austerity
of debt-saturated consumers,
many experts fear the fraying of
the financial system could pin the
nation in distress for years.

Without a mechanism to shed
the bad loans on their books, fi-
nancial institutions may continue
to hoard their dollars and starve
the economy of capital. Ameri-
cans would be deprived of financ-
ing to buy houses, send children
to college and start businesses.
That would slow economic activi-
ty further, souring more loans,
and making banks tighter still. In
short, a downward spiral.

Fear of this outcome has be-
come self-fulfilling, prompting a
stampede toward safer invest-
ments. Investors continued to
pile into Treasury bills on Thurs-
day despite rates of interest near
zero, making less capital avail-
able for businesses and consum-
ers. Stock markets rallied exu-
berantly for much of Thursday as
a bailout deal appeared in hand.
Then the deal stalled, leaving the
markets vulnerable to a pullback.

“Without trust and confidence,
business can’t go on, and we can
easily fall into a deeper recession
and eventually a depression,”
said Andrew Lo, a finance profes-
sor at M.I.T.s Sloan School of
Management. “It would be disas-
trous to have no plan.” -

The Bush administration has
hit this message relentlessly. On
Capitol Hill, Treasury Secretary
Henry M. Paulson Jr. warned of a
potential financial seizure with-
out a swift bailout. Federal Re-
serve Chairman Ben S. Bernanke
— an academic authority on the
Great Depression — used words
generally eschewed by people
whose utterances move markets,
speaking of a “grave threat.”

In a prime-time television ad-
dress Wednesday night, Presi-
dent Bush, who has described the
strains on the economy as “ad-
justments,” put it this way: “Our
entire economy is in danger.”

The considerable pushback to
the bailout reflects discomfort
with the people sounding the
alarm. Mr. Paulson, a creature of

Credit Enters a Lockdown, and
Wheels of Commerce Freeze

Up




Credit Markets Frozen:
Banks Unwilling to Lend to Each Other
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Credit Crisis Fallout
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Impact of'Anoether Two Percentage
Point Increase in Unemployment

(Percent of civilian labor. force unemployed)
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RProplems With' @riginal
BUsh Financial Rescue RPlan

NO equity: stake for taxpayers —
No upside

$700 billion provided in lump-sum

o0 much pewer in hands ofiene man —
reasury Secretary

e NOo lImits on executive compensation /
‘golden parachutes’




Key Improvements to
Bush Einancial Rescue Plan

Tlaxpayers receive equity stake — potential
profit when markets rebound

=unding released In three installments

Oversight beard will' ensure Treasury actions
protect taxpayers

No ‘golden parachutes” — executive
compensation capped

EDIC insurance cap raised to $250,000






