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7. We, the German Fiihrer and Chancellor, and the British Prime Minister, have had a further
meeting today and are agreed in recognizing that the question of Anglo-German relations is of the
first importance for our two countries and for Europe. We regard the agreement signed last night
and the Anglo-German Naval Agreement as symbolic of the desire of our two peoples never to go to
war with one another again. [HF%] My good friends, for the second time in our history, a British
Prime Minister has returned from Germany bringing peace with honor. I believe it is “peace for our

time.” Go home and get a nice quiet sleep.

4. We mark today, with this ceremony, the conclusion of arduous negotiations over more than ten
years which have resulted in another great step forward towards the removal of divisions in
Western Europe. [H'#%] The founders of the Community displayed great originality in devising the
institutions of the Six. They have been proved in the remarkable achievements of the Community
over the years. It is too early to say how far they will meet the needs of the enlarged Community.
For we are faced with an essentially new situation, though one which was always inherent in the
foundation of the Community of the Six, which was visualized in the preamble to the Treaty of

Rome and which has been created by its success.

7. On Tuesday night I gave the order for British forces to take part in military action in Iraq. [H
%] War between the big powers is unlikely, Europe is at peace, the Cold War already a memory.
But this new world faces a new threat of disorder and chaos born either of brutal states like Iraq
armed with weapons of mass destruction or of extreme terrorist groups. [FF#%] For 12 years the

world tried to disarm Saddam after his wars in which hundreds of thousands died.
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[No. 71] Select the statement which best corresponds to the content of the following passage.

She could have spent the long, hot summer holiday hanging out with friends or helping at
home. But instead, 15-year-old Bashaer Othman is making speeches, signing documents, chairing
meetings, attending civic functions and meeting citizens as mayor of Allar, a small Palestinian town
high in the West Bank hills.

Every morning, Bashaer heads off to the municipal offices, where she has full control — except
for financial matters — as part of an unusual summer experiment aimed at empowering young
people.

For two months, the regular mayor, Sufian Shadid, and his team of councilors have handed the
reins of power to a group of teenagers. The adults are on hand to advise and offer guidance, but all
the decisions are left to be made by the youngsters.

“At the beginning, people were critical because of our age,” says Bashaer. “But then they saw
us working, and that we were tough and dedicated, and now they respect us.”

Bashaer is the first female mayor for the town of 9,000 residents. The regular 11-strong council
includes two women, who are appointed under a quota system. But this summer, the gender
balance is close to equal, with five girls and six boys serving the town.

Halfway through her term, Bashaer has presided over a vote to set up a local fire department
and establish Allar’s first public park with a children’s playground. She has also represented the
town on a trip to Qatar. But she identifies the most important local issue as unemployment,
especially among youth. “If I could achieve one thing, it would be to create a project to provide as
many youth jobs as possible,” she says. “Many people from Allar are crossing the Green Line
[entering Israel illegally] to work,” adds Bashaer. “Instead of them going to work as cheap labour
in Israel, we need to create jobs here.”

According to Mayor Shadid, the aim of the summer takeover is “to give the young people a
chance to participate in civil society and more confidence to become part of the political system in
the future.” Bashaer is “doing a great job,” he says. She has “charisma, a strong leadership
personality — and people like her.”

The teenager, who hopes her role as mayor will encourage more women to become actively
involved in public life, plans to pursue a political career. But, first, she intends to study international

issues at university following her final two years at school. The youngest of seven children,



Bashaer says her family are supporting her unusual role this summer and her ambitions.

1. The primary aim of the unusual summer experiment in the town of Allar is to increase
opportunities of women to take part in public activities.

2. The teenagers managing the town during the summer have had to make decisions by
themselves, since the regular mayor and his team of councilors are all out of town.

3. The 15-year-old girl serving as summer mayor in the town of Allar thinks her most important
task is to create a project to increase employment in the town, particularly among youth.

4. People of the town of Allar have concluded that teenagers are too young to take the place of
real town officials even if they are not allowed to make decisions on financial matters.

5. Satisfied with her accomplishment this summer, the teenager mayor plans to work at the

municipal offices after graduating high school in order to pursue a political career.



[No. 72] Select the statement which best corresponds to the content of the following passage.

Anyone who has ever desired a dose of maple syrup already knows it's the nutritional
equivalent of liquid gold. There’s that earthy sweet taste. There’s the price, which can easily reach
$60 a gallon or more.

But few appreciate the strategic value of boiled sap like the people of Quebec. Canada’s
francophone province is the Saudi Arabia of the syrup world, producing some three-quarters of the
world’s output. With the global market under stress — U.S. production is down 32 percent this
year to 1.91 million gallons, according to the Department of Agriculture — perhaps it was only a
matter of time before thieves targeted Quebec’s rich reserves.

The puzzle is how the culprits managed to siphon off almost C$30 million ($30.4 million) of
syrup. That’s the equivalent of 10 million pounds or roughly 15,000 barrels of syrup. And the stock
didn’t vanish somewhere in the supply chain of a major city. It's missing from a warehouse in Saint-
Louis-de-Blandford, a tiny town of 903 people.

So imagine the surprise when a “routine inventory check,” as the Federation of Quebec Maple
Syrup Producers (FPAQ) calls it, revealed evidence of a massive heist. Row after row of barrels
were empty.

Now it’s the federation that has some explaining to do. These are the protectors of the sap, the
maple barons who have an OPEC-like sway in syrup circles and represent some 13,500 producers.
Along with handling bulk syrup sales and marketing, the federation is responsible for what it calls
the “global strategic maple syrup reserves.” Much like oil reserves, those backup supplies are
supposed to protect against the vagaries of bad weather and volatile prices. Last week, everyone
thought Quebec was heading into the winter with 37 million pounds in reserve. More than a
quarter of that is now gone.

No wonder these folks find themselves in what many might call a sticky situation. Federation
President Serge Beaulieu, in a release, said his group “always acts with caution to protect
producers’ harvests.” FPAQ is currently outfitting a factory that will store its inventory. Although
the pilfered warehouse was one of several temporary sites, he added, it was “secured by a fence and
locks, and visited regularly.” The stolen material was, of course, fully insured.

Trouble is, unlike laundered money, maple syrup doesn’t come with a serial number. In fact,
food is proving to be a remarkably easy commodity to steal. Bristol Voss of Minyanville notes that,
in Canada alone, thieves have recently made off with a “football field's worth” of potatoes, hives
containing 3,600 kilograms of honey, 6,000 cattle, and 72,000 kilograms of chicken. Anyone who

loves maple syrup knows the real stuff needs more than just a lock and key.



1. The US. formerly produced 32% of the world’'s maple syrup and plans to produce more.

2. Tt is likely that local people are to blame for the theft because it occurred in a tiny town.

3. As a result of the theft, maple syrup provisions in Quebec have been reduced by more than
25%.

4. The theft was possible because the maple syrup was stored in a temporary facility with no
security.

5. It is likely that thieves targeted maple syrup because it is easier to trace than other foods.



[No. 73] Select the statement which best corresponds to the content of the following passage.

A US court has rejected a Texas law requiring voters to present photo identification before
casting a ballot. The judges said the law imposed “strict, unforgiving burdens on the poor,” who are
often racial minorities. The ruling noted voters lacking the required documents for ID would have
to buy them, a fee the US government says would amount to an illegal poll tax. Texas  attorney
general has vowed to bring an appeal to the US Supreme Court.

Texas  voter ID law, signed by Governor Rick Perry last year, is part of a trend to heighten
identification measures across the US, driven largely by Republican-controlled legislatures.
Republicans say they are fighting voter fraud, while Democrats, with support from a number of
studies, say voter fraud is largely non-existent. They accuse Republicans of trying to
disenfranchise minorities, the poor and college students.

In the court’s decision, Judge David Tatel said the Texas law was “the most stringent in the
nation,” and argued it would impose a heavier burden than the Indiana and Georgia laws. The
judge, appointed during the administration of President Bill Clinton, said evidence showed that the
law did the most harm to African Americans and Hispanics, who were more likely to live in poverty.
Those without the required underlying documents to obtain ID would have to buy them, he noted.
The US Justice Department has said that fee would amount to an illegal poll tax. Judge Tatel added
that evidence submitted by Texas to refute suggestions the law was discriminatory had been
“unpersuasive, invalid, or both.”

The Justice Department blocked the Texas law in March, under the 1965 Voting Rights Act,
saying it endangered minority voting rights. Texas sued the department. When the case went to
trial in July, the Justice Department called several lawmakers — all Democrats — as witnesses,
who said they detected a clear racial motive in the push for the law.

Texas officials vowed to challenge the court’s decision on the voter ID law. The state’s
attorney general, Greg Abbott, said: “The decision is wrong on the law and improperly prevents
Texas from implementing the same type of ballot integrity safeguards that are employed by
Georgia and Indiana — and were upheld by the Supreme Court.”

A case is also being heard on a voter ID law passed by South Carolina’s legislature in 2011. The
state sued after the Justice Department blocked the measure in December of last year under the
same law as the Texas case.

Last year, new voter ID laws passed in Kansas, Mississippi, Rhode Island and Wisconsin, while

existing laws were tightened in Texas, South Carolina, Alabama and Tennessee.



1. A US court has rejected a Texas law requiring voters to present photo identification on the
grounds that the law imposes heavy burdens on the poor.

2. The US Justice Department brought the state of Texas to trial under the 1965 Voting Rights
Act, saying the new Texas law endangered minority voting rights.

3. Republicans and Democrats disagree on whether photo identification is effective in order to
reduce voter fraud, which is widespread in the US.

4. Texas officials have decided to accept the judgment of the US court which rejected the Texas
law requiring photo identification for voting.

5. Even if Texas brings an appeal to the US Supreme Court, it has little chance to win, because

similar voter ID laws passed in Georgia and Indiana were rejected by the Supreme Court.
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no matter what you named it. I slowly began (

obvious difference was the broadness of subject matter, from the saccharine stories (  C

74] Select the appropriate combination of verbs to fill in the blanks of the following passage.

Although I knew that Japanese comics were called manga,1 (A ) that a comic was a comic

B ) that I was wrong. The first and most

) little

big-eyed girls to the dense and serious works of Osamu Tezuka although this is not something one

) in a single Saturday morning.

B
to understand
to understanding
to understanding
to understand

to understanding

C
while featuring
while featuring
featuring
featuring

featuring

D
is discovered
discovers
discovers
discovers

is discovered

75] Select the sentence which uses the same meaning of the word “point” as in the following

We were on the point of giving up when help arrived.

I can’t see the point of the new regulation.

The student disagreed with his professor on a couple of points.

At this point, we'll settle for almost anything.

Impatience is his weak point.

(D
A
1. would say
2. would say
3. would say
4. would have said
5. would have said
[No.
sentence.
1.
2.
3.
4.
5.

The stars were tiny points of light in the dark sky.
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[No. 76] Select the statement which best corresponds to the content of the following passage.

There’s no doubt that the Internet has made it much easier — and more entertaining — to
slack off at the office. In a widely cited survey from 2005, people said that the Net was their favorite
way to waste time at work — and that was before the advent of Twitter. Businesses have
responded by trying, in various ways, to restrict access. One study found that half of all companies
block access to Facebook and Twitter. Other companies cut off online shopping sites (particularly
at Christmas) and YouTube.

The catch is that plenty of new research suggests that forcing Internet-addicted employees to
go cold turkey may make them less productive, not more. A new study, done at the University of
Copenhagen, asked participants to perform a simple task — watch videos of people passing balls
and count the number of passes. But first they were presented with a distraction. One group of
participants had a funny video come up on their screens; the rest saw a message telling them that a
funny video was available if they clicked a button, but they were told not to watch it. After ten
minutes, during which people in the second group could hear those in the first laughing at the video,
everyone set to the task of counting the number of passes. And the curious result was that those
who hadn’'t watched the comedy video made significantly more mistakes than those who had. The
act of following company policy and not clicking that button had eroded people’s ability to focus and
concentrate.

There have been many similar studies of the limits of people’s will power. A classic experiment
involved chocolate-chip cookies and radishes. The subjects of the experiment were told that they
were taking part in a taste test, and were put in rooms with a stack of warm cookies and a bowl of
radishes. Some of the people were told to eat the radishes, and not to eat the cookies. Others were
luckier; they were told to gobble up the cookies. Afterward, both groups were asked to solve a
complicated puzzle that, unbeknownst to them, had no solution — the experimenters wanted to
measure how long people would persist in a frustrating task. Those who had had to eat the
radishes and resist the temptation of cookies showed little will power, and gave up after just nine
minutes; the cookie-eaters kept going for twice as long.

The basic idea here is that for most people will power is a limited resource: if we spend lots of
energy controlling our impulses in one area, it becomes harder to control our impulses in others.

The implication is that asking people to regulate their behavior without interruption (by, say, never



going online at work) may very well make them less focussed and less effective.

Companies could just remove the temptation entirely and shut down access to most Web sites.
There are companies that try to do this, but it creates a tyrannical work environment, and, besides,
the spread of smartphones renders such a policy increasingly unenforceable. A more interesting
solution, proposed by the Copenhagen experimenters, would be to create “Internet breaks,”
allowing workers to periodically spend a few minutes online. This is actually a logical evolution of
one of the great inventions of the twentieth century: the coffee break. The basic insight — that
giving people some respite from difficult tasks, along with the chance to let their minds wander, will
make them more productive — remains true. Sometimes, it turns out, you have to take your eye off

the ball in order to hit it.

1. Participants who tried to perform a simple task while listening to others enjoying a funny video
made considerably fewer mistakes than those who watched the funny video.

2. Participants who took part in a taste test in the second study persisted longer in the task than
those who were given a complicated puzzle.

3. It is important for companies to train employees in ways to develop their will power.

4. Not allowing employees to look at their smartphones during work hours is tyrannical.

5. Internet breaks can be seen as a natural evolution from coffee breaks.



[No. 77] Select the statement which best corresponds to the content of the following passage.

Enthusiastic buyer testimonials can be heard across Latin America these days, where Chinese
cars with unfamiliar brand names like Great Wall, JAC, Brilliance and Sinotruk are selling like hot
cakes. Chinese cars were introduced in Peru in 2006 and now one in six new cars sold here is a
Chinese make.

There are no fewer than 90 Chinese car manufacturers to choose from, according to the trade
group Automobile Assn. of Peru. The Chinese auto industry has yet to undergo the winnowing
process that, over a century of competition, has reduced the U.S. car industry to three big players.
The Chinese brands’ main selling point is, of course, price: New Chinese cars typically sell for half to
two-thirds the cost of a comparable European, U.S. or Japanese vehicle, said Guido Vildozo, an auto
industry expert with consultants IHS Automotive in Lexington, Mass.

“What makes Chinese cars so much cheaper? Start with labor,” Vildozo said, noting that a
typical Chinese autoworker makes $300 to $400 a month, a fraction of the $2,000 to $3,000 in wages
that Mexican autoworkers make or the $5,000 to $7,000 a month that U.S. autoworkers average.
Another price advantage, said Jian Sun, a partner with AT Kearney business consultants in
Shanghai, stems from the “reverse engineering,” or design and mechanical imitation, that many
Chinese carmakers use in competing models to save them the expense of designing new models
from scratch. Chinese manufacturers are entering the market as Latin American incomes are
rising to unprecedented levels, flush from the decade-long global commodities boom filtering down
to an expanding consumer class.

Augusto de la Torre, chief Latin America economist at the World Bank, said the region’s
middle class now encompasses 30% of its population of 570 million, up from 20% in 2002. In
Colombia, where the economy is thriving on global sales of its oil, coal, coffee and bananas, the
increase in disposable income is especially dramatic. Bank of Bogota economist Camilo Perez said
economic output per capita has nearly doubled in five years, to $6,700 last year from the $3,400
average in 2006.

So it comes as no surprise that car sales are accelerating. New units sold last year in Colombia
totaled 325,000, a 28% increase from 2010. New car sales in Peru totaled more than 100,000 last year,
up 26% from the previous year.

According to Scotiabank, Brazil's car sales will grow to 2.8 million in 2012, up 4% from last year,
but in a much larger population base than those of its neighbors. The expanding new-car market is
what attracted Chinese automakers, who see Latin America as a proving ground for its plan to
conquer the world car market in coming decades. According to AT Kearney, China exported

800,000 cars last year but hopes to boost that number to 2 million by 2015 and to 3 million by 2020.



The Latin focus is also explained, AT Kearney's Jian said, by the fact that Chinese
manufacturers are not yet prepared to tackle the U.S. and European markets, which are more
demanding in quality and emissions standards. The competition is less intense and the regulatory
restrictions are lower in emerging markets, he said. China and these regions share similar road

conditions, emission controls and safety standards.

1. There are over 90 Chinese car manufacturers, but Latin American consumers buy six models
in particular.

2. According to Jian Sun, many Chinese car manufacturers save money by copying other
carmakers’ designs.

3. Disposable income per person in Latin America has almost doubled in five years, creating an
enlarged consumer class.

4. Car sales in Brazil have increased more slowly than in other Latin American countries because
its large population has impeded growth of its middle class.

5. Chinese carmakers have no plans to tackle the U.S. and European markets because regulatory

restrictions in those regions are excessive.



[No. 78] Select the statement which best corresponds to the content of the following passage.

What wacky idea has the Bill and Melinda Gates Foundation put $1 million into now? A plan to
treat malaria by sticking the patient into a microwave. O.K, not the whole patient. Probably just
an arm or a leg. And not just any microwave oven, but one set at very low power and with the
frequency of its electromagnetic field tuned very precisely.

“You can't do this with a kitchen microwave,” said Dr. José A. Stoute, a Penn State
microbiologist and one of the two inventors of the concept. Other than that, the process is simple:
Open special microwave, insert limb, repeat daily.

Dr. Stoute and his co-inventor, Carmenza Spadafora of the Institute for Advanced Scientific
Studies in Panama, were originally given $100,000 by the Gates Foundation after writing a two-
page proposal suggesting microwaves could safely kill malaria parasites in the blood. Dr. Spadafora
proved the idea worked in a petri dish. The new $1 million is to see if it works in mice.

The idea, he said, is based on the fact that malaria parasites invade red blood cells and eat the
hemoglobin inside them. Hemoglobin contains iron — and, as anyone who's ever tried to heat up a
sandwich wrapped in tinfoil knows, it’s a bad idea to microwave metal.

When a malaria parasite digests hemoglobin, it converts the iron into an inert crystalline
pigment called hemozoin. The hemozoin crystals, packed with concentrated iron, are pushed into
the parasite’s food vacuole — the empty space where a rudimentary creature that does not have a
gut dumps its waste products.

Dr. Stoute and Dr. Spadafora have shown that they can fine-tune a custom-built microwave so
that only the parasites are damaged. Their theory is that the heated-up hemozoin swells the
vacuoles till they burst, releasing acid on the parasite.

The microwave is built from commercially available parts, but puts out less than one-
thousandth the power of a kitchen model. The idea, Dr. Stoute said, evolved as he and Dr.
Spadafora were tossing around proposals that might land them a Gates grant. Malaria parasites
inevitably become resistant to every new drug, so the foundation is interested in new ways to kill
them.

Dr. Stoute kept nixing Dr. Spadafora’s ideas, he recalled. “She finally said, ‘What do you want
— amagic ray? And I remembered reading a study about using microwaves on cancer cells after
tagging them with iron. I thought, ‘Parasites come with their own iron. Why don't we try this?”

Even if the approach works in mice, all sorts of problems will have to be worked out before it is
tested on humans, Dr. Stoute said. Hot spots like those that a microwave creates in liquids must be
avoided.

Another advantage, said Dr. David Brandling-Bennett, head of the foundation’s malaria



strategy team, was that if the technology works, it may be practical to use in poor countries.
“We want things that, in theory, are low in cost and make reasonable power demands, that
might even run on batteries or solar power,” he said. “We wouldn’t be interested if it was expensive
and usable only in a hospital in the first world, like an M.R.1.”
He could imagine many future uses, he said. The simplest would be a microwave that could be
used on bags of donated blood if malaria tests were not available. And his wildest vision was an
airport scanner that would cure malaria as immigrants walked through it — and do it so harmlessly

that there would not even be a need to test them first.

1. Dr. Stoute and Dr. Spadafora received a $1 million grant to prove microwaves could safely Kkill
malaria parasites in a petri dish.

The key to the proposed malaria treatment lies in how metal reacts to microwaves.

The malaria parasites are killed by converting hemoglobin to acid.

Dr. Stoute realized that the iron in parasites helped them become highly resistant to drugs.

A

It is likely that microwave technology can be combined with scanner technology to create a

quick and inexpensive malaria treatment.



[No. 79] Select the statement which best corresponds to the content of the following passage.

The primary forces driving recent disasters have been natural climate cycles, especially El
Nino and La Nina. Scientists have learned a lot during the past few decades about how that strange
seesaw in the equatorial Pacific affects weather worldwide. During an El Nifio a giant pool of warm
water that normally sits in the central Pacific surges east all the way to South America; during a La
Nina it shrinks and retreats into the western Pacific. Heat and water vapor coming off the warm
pool generate thunderstorms so powerful and towering that their influence extends out of the
tropics to the jet streams that blow across the middle latitudes. As the warm pool shifts back and
forth along the Equator, the wavy paths of the jet streams shift north and south — which changes
the tracks that storms follow across the continents. An El Nifio tends to push drenching storms
over the southern U.S. and Peru while visiting drought and fire on Australia. In a La Nina the rains
flood Australia and fail in the American Southwest and Texas — and in even more distant places
like East Africa.

But natural cycles can’t by themselves explain the recent streak of record-breaking disasters.
Something else is happening too: The Earth is steadily getting warmer, with significantly more
moisture in the atmosphere. Decades of observations show that a long-term buildup of greenhouse
gases in the atmosphere is trapping heat and warming up the land, oceans, and atmosphere.
Although some places, notably the Arctic, are warming faster than others, the average surface
temperature worldwide has risen nearly one degree Fahrenheit in the past four decades.

As the oceans warm, they're giving off more water vapor. “Everybody knows that if you turn
up the fire on your stove, you evaporate the water in a pot more rapidly,” says Jay Gulledge, senior
scientist at the Center for Climate and Energy Solutions, a think tank in Arlington, Virginia. During
the past 25 years satellites have measured a 4 percent average rise in water vapor in the air column.
The more water vapor, the greater the potential for intense rainfalls.

Scientists expect the weather to change substantially. Basic circulation patterns will move
toward the Poles, just as some plants and animals are doing as they flee (or take advantage of) the
expanding heat. The tropical rain belt is already widening, climatologists report. The subtropical
dry zones are being pushed poleward, into regions such as the American Southwest, southern
Australia, and southern Europe, making these regions increasingly susceptible to prolonged and
intense droughts. Beyond the subtropics, in the midlatitudes, including the lower 48 of the United
States, storm tracks are moving poleward too — a long-term trend superimposed on the year-to-
year fluctuations triggered by La Nina or El Nifo.

The rising cost and frequency of natural disasters can be blamed only partly on the weather.

Disasters are also on the rise because more people are located in harm’s way. In states like Texas,



Arizona, and California the buildup of neighborhoods in former woodlands has exposed more
properties to wildfires, just as coastal development in states like Florida, North Carolina, and
Maryland has exposed expensive beach houses and hotels to hurricanes and other storms.

The smart approach to extreme weather is to attack all the risk factors, by designing crops
that can survive drought, buildings that can resist floods and high winds, policies that discourage
people from building in dangerous places — and of course, by cutting greenhouse gas emissions.

“We know that warming of the Earth’s surface is putting more moisture in the atmosphere.
We've measured it. The satellites see it,” Gulledge says. So the chances for extreme weather are

going nowhere but up.

1. The extremely harsh weather we have recently witnessed is caused by the shift of an
enormous pool of warm water in the equatorial Pacific between the tropics and the middle
latitudes.

2. Vapor from a large mass of warm water along the equator increases to its fullest point as it is
heated by global warming, and generates the shifts of a water mass called El Nino and La Nina.

3. When a giant pool of warm water in the central Pacific surges east to South America, Australia
is flooded and the American Southwest and Texas suffer drought.

4. The phenomena of El Nifio and La Nina have been creating a long-term trend of widening the
tropical rain belt and pushing the subtropical dry zones poleward.

5. Discouraging people from building in such places as coastal lines and woodlands that can be
easily affected by extreme weather is one effective policy to protect humans against natural

forces.



[No. 80] Select the statement which best corresponds to the content of the following passage.

Until World War I, the advanced economies were tethered to the gold standard, meaning that
central banks could not print money in unlimited quantities. Likewise, for almost all the years since
World War II, the power of the printing press has been checked, first by a diluted version of the
gold standard and then by the fear of inflation. But the combination of fiat currencies and
economies that are in a slump changes the game. Money, no longer tied to gold or any other firm
anchor, can be created instantly, in infinite quantities, on the technocrats’ say so. And so long as
factories have spare capacity and unemployment keeps wages in check, there is unlikely to be any
significant penalty from inflation.

The recent financial crisis in Europe has been handled in the same manner. For much of 2011,
Europe’s political leadership bickered about the details of the European Financial Stability Facility
(EFSF), a bailout fund with an intended firepower of 440 billion euros. Then, one day last
December, the European Central Bank (ECB) provided 489 billion euros to the continent’s ailing
banks, and in February 2012, it repeated this stunt, effectively conjuring the equivalent of two
EFSFs out of thin air through the magic of the printing press. Since the start of 2007, the ECB has
purchased financial assets totaling 1.7 trillion euros, expanding its portfolio from 13 percent to over
30 percent of the eurozone’s GDP. That means that the ECB has printed enough money to increase
its paper wealth by an amount exceeding the value of eight years of Greek output.

This superman act has, at least as of this writing, saved the euro system from breaking up.
Without the central bank’s extraordinary support, private banks across the eurozone would have
struggled to raise money and would have collapsed. Private firms, unable to take out bank loans,
would also have gone under. The debtor countries would not have been able to rely on banks to
purchase their government bonds and thus would have defaulted, in turn devastating the private
banks that already held their bonds. The ECB'’s printing of money duly improved sentiment in the
market.

The ECB will eventually use up its room for maneuver. Some observers fear that the sheer
volume of freshly minted euros is bound to lead to serious inflation, either when money begins to
circulate faster or when the mere prospect of that event creates self-fulfilling inflationary
expectations. But the best bet is that, with growth flat and unemployment over ten percent, the
threat of inflation spiking across the continent is remote: with plenty of spare capacity on hand, any
rise in demand will be met with increases in supply rather than with higher prices. For the
foreseeable future, therefore, the ECB can keep on printing money to prop up banks.

Increasing the money supply is sometimes dismissed as a mere palliative. But in addition to

propping up banks, businesses, and governments, easy money can facilitate structural adjustment.



If the ECB prints enough money to hit its target of two percent inflation across the continent, this is
likely to mean zero inflation in the crisis countries, where unemployment is high, and three to four
percent inflation in Europe’s strong economies, where workers are confident enough to demand
wage increases. By delivering on its inflation target, in other words, the ECB can help Italy and
Spain compete against Germany and the Netherlands, gradually eroding the gap in labor costs that
lies at the heart of Europe’s troubles. At the same time, a determined and sustained period of
monetary easing would probably weaken the euro. That would boost the competitiveness of the

crisis economies against the rest of the world, further increasing the odds of an export-led recovery.

1. In Europe’s current state of unfavorable economic conditions, increasing the money supply is
not likely to cause serious inflation.

2. The printing of enough money to bail out defaulting banks is only a short-term prescription for
a collapsing economy, and it will soon expose the economy to severe inflation.

3. The inflationary effect of the ECB's increase of the money supply is more likely to appear in
stronger economies in Europe, since they have more workers who can win wage increases
because of their skills.

4. The mild inflation targeted by the ECB’s monetary easing policy will result in a reduction of
exports.

5. The ECB's initiative to increase the money supply would cause incurable inflation in Europe,

which, in turn, would reduce the competitiveness of European goods in the world market.
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