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[No. T71] Select the statement which best corresponds to the content of the following
passage.

To the earliest explorers they seemed almost infinite, a dark pulsing mass stretching to
the horizon. But the vast throngs of bison grazing on the Plains, by some estimates as many
as 60 million, were not endless. Relentless hunting and the approach of civilisation reduced
them to a last herd of 300 in 1893. Now they are being slowly reintroduced into the wild.

As many as 200,000 bison are currently raised commercially, to satisfy a growing
demand for a meat that is leaner and richer in protein than beef. But wild bison, which are
held in federal and state preserves, number fewer than 20,000.

The first reintroduction will probably take place in Alaska, where the Wood Bison, a
larger cousin of the more familiar Plains Bison, is waiting to clear a two-year quarantine for
brucellosis, a disease that afflicts both livestock and humans. The Wood Bison was also
hunted to the point of extinction before a few were saved. For the current plan, Alaskan
wildlife authorities imported a number of the animals from Canada. When the bison are
released in 2010 the herd will be protected from hunting until the population re-establishes
itself.

Introduction in other states will be harder and will take much longer. About half of
Yellowstone National Park’s 3,000 bison have been exposed to brucellosis. Bison straying
beyond the park boundaries into cattle-grazing lands have been slaughtered or chased back
inside. Any bison found to have the disease is killed. Since last autumn as many as 1,600
Yellowstone bison have been shot outside the park.

The present effort now focuses first on eliminating the brucellosis threat. Cattle-
ranchers, who have worked hard to eliminate the disease from America, fear that the wild
bison will infect their herds and damage the industry, particularly the overseas market.
Some environmentalists counter that there is no recorded case of bison-to-cattle
transmission. One proposal, which would keep the animals more separate, would replace
cattle with bison on federal grazing lands. Some wildlife groups are raising funds to

purchase tracts of land for future herds.

1. Bison in North America were almost extinct due to a disease called brucellosis.

2. The meat of wild bison contains more protein than that of farmed bison.



3. Wood bison in Alaska have already been reintroduced into the wild because they are
free from any diseases.

4. Wild bison, which are now protected by the government, will be released for hunting as
early as 2010.

5. The brucellosis threat is a major obstacle to the effort to reintroduce bison in America

into the wild.



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

Breast cancer is the most commonly diagnosed™! malignancy among women and, after
lung cancer, the second leading cause of cancer-related deaths in North America. Yet unlike
the survival rate for individuals diagnosed with lung cancer, the rate for women diagnosed
with breast cancer has been rising dramatically over the past decade — to the point where
breast cancer could soon lose its ranking as the second-greatest cancer killer. Nothing
would delight clinicians like us more.

This improvement in overall outlook for women diagnosed with breast cancer is
attributable in part to earlier detection, which results from greater awareness of, and access
to, regular breast screening. But breast cancer patients are also benefiting from accelerated
research that has led to a much better understanding of the disease and a wider variety of
treatment choices that doctors can mix and match to tailor therapy for a particular patient.
In just the past decade, it has even become possible to target drugs to specific molecules
within tumors*? that help to drive the disease.

Breast cancer was, in fact, the first type of solid-tumor cancer to be treated with this
molecular-targeting therapeutic approach, when the drug trastuzumab (Herceptin) was
approved in 1998. The protein that trastuzumab was designed to attack, called HERZ,
promotes aggressive tumor growth. Before trastuzumab, diagnosis with a tumor that
overproduces HER2 was dreaded news for patients. Now it can be one of the tumor types
with the best prognosis™®, because doctors have an increasing number of effective weapons
against HER2.

The next decade promises to be an exciting and productive time in the field of
molecular-targeted cancer therapy: additional drugs currently being tested in people and
animals are making it possible to go after an increasing variety of molecular tumor features
that play a critical role in the initiation and survival of malignancies and in the cancers’
progression to increasingly threatening stages. Along with improvements in order therapies
and supportive care, this newer generation of drugs gives doctors more options for
customizing treatment to cope with a tumor’s particular suite of molecular characteristics

and reflects our growing realization that breast cancer is not a single disease.
%1 diagnose : ZWrd %

2 tumor : JEE
%3 prognosis . (JFRD) T



1. Women who suffered from lung cancer are often diagnosed with breast cancer, and it is
the main cause of cancer-related deaths in North America.

2. The survival rate of breast cancer has been rising in North America, thanks to increased
earlier detection and improved surgical methods.

3. Breast cancer was the first type of solid-tumor cancer for which molecular-targeted
therapy became effective, and the therapy will advance further in the coming decade.

4. The epoch-making therapy for breast cancer, which treats breast cancer by injecting the
specific protein called HER2 into molecules, was discovered in 1998.

5. A new generation of doctors has come to acknowledge the patients’ rights to determine
the type of therapies as the number of options for treatments has been increasing

dramatically.



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

It was far from perfect. But despite chaotic voting in Luanda, the capital, Angola’s
general election on September 5th seemed to reflect the will of the 8 million-plus registered
voters. The ruling Popular Movement for the Liberation of Angola (MPLA*!), in power
since independence in 1975, won by a landslide, with more than 80 % of the vote. The main
opposition party, the Union for the Total Independence of Angola (UNITA*?), came a sad
second, with only 10 %.

The head of an observer mission from the European Union refused to endorse the poll
outright as “free and fair” but said it was “an advance for democracy.” More important,
UNITA'’s leader, Isaias Samakuva, accepted defeat, despite the party’s demands for a rerun
of the poll in Luanda, which was turned down. “Our country has taken an important step for
the consolidation of our fragile democracy,” he said. “From now on, each government is
going to last only four years, not 33-plus.”

It was a big test for a country that has held only one multi-party election since
independence. The mood this week was quite different from that of 1992, the last time
Angolans had a choice of parties. Then, after the results came out, UNITA took up arms
again until the death in 2002 of its leader, Jonas Savimbi, finally paved the way for peace.

This time several thousand candidates from ten parties and four coalitions competed for
220 seats. Voters cast ballots at about 12,400 polling stations. Despite a few ugly incidents,
the campaign and the vote were peaceful. Most observers apparently thought the count was
fair. American, European and African ones, as well as locals, scrutinised the poll.

The opposition claimed fraud, but most observers blamed the problems in Luanda, where
close to 29 % of the voters are concentrated, on disorganisation rather than foul play. Some
of Luanda’s polling stations ran out of ballots or got them late. In some cases they opened
late or not at all, and the vote was extended to a second day. Voters lists were not always
available, making it impossible to check who had voted. Rules were applied unevenly; some
polling officers were not aware of last-minute changes. Local observers had problems being
accredited, so their presence in Luanda was scaled down. A member of the EU’s team
reported hanky-panky in the oil-rich enclave of Cabinda.

With the advantage of incumbency, deep pockets and the bias of the state media and
institutions, the MPLA had a big advantage. But the size of its victory, presuming the count

was accurate, suggests it would have won comfortably anyway.

1 MPLA : 7 > o RN REE)
%2 UNITA : 7> 3527 BikEE S



[ e A AR

This time, Angola’s general election was held freely and fairly.
Overall, Angola’s general election was held peacefully this time.
Only two political parties participated in Angola’s general election.

The MPLA won the general election by giving money to voters.

. The UNITA is confident that it will win the next general election.



[No. 74) Select the appropriate combination of words to fill in the blanks of the following

passage.

Dear Sir or Madam,

Iamnow ( A ) my next trip to South East Asia, and I would be very pleased if we could

meet to discuss our production requirements for next year.

I hope to be in Singapore on April 3 and 4. Would it be ( B ) to visit you on April 3 at

10.30 am? I would be ( C ) if you would tell me exactly where your offices are ( D ).

I look forward to hearing from you.

Yours faithfully

A B C D
1. planning convenient great located
2. planning possible great found
3. planning convenient grateful located
4. thinking convenient grateful found
5. thinking possible great located



[No. 75] Select the definition and example which best corresponds to the meaning of the
underlined word.

The product comes with a 10-year warranty.

1. to travel to or reach a place: They came over the mountains in the north.

2. to be delivered to you by post: A letter came for you this morning.

3. to reach a particular level: The water came up as far as my chest.

4. to be produced or sold with particular features: This particular sofa comes in four
diffevent colours.

5. to be in a particular position in an order, a series, or a list: That comes a long way down

my list of priorities.
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[No. 76] Select the statement which best corresponds to the content of the following
passage.

In 1970, six years after its independence from Britain, Malawi had a per capita GDP of
around $70. Today, despite nearly half a billion dollars a year in foreign aid, that figure
stands at $600 — still among the lowest in the world. And Malawi isn’t alone. While most of
the developing world’s economies have grown at around 4 % per year since 1970, a
significant number of countries, largely in Africa, are actually worse off now than they were
a half-century ago. Even as globalization lifts much of Asia from poverty, these unlucky
nations seem caught in a riptide of poverty.

In his new book, A Farewell to Alms, economic historian Gregory Clark notes that the
yawning chasm between rich and poor has been widening since the late 18th century.
“Hundreds of millions of Africans now live on less than 40 % of the income of pre-industrial
England,” he writes. Clark proposes a wildly contentious explanation for this disparity. By
studying wills from England circa 1800, he finds that rich families tended to reproduce far
more abundantly than poor ones. As the affluent outbred the poor, bourgeois values like
thrift and literacy apparently diffused through English society from the top down, eventually
jump-starting the Industrial Revolution, and allowing, for the first time in history, economic
growth to outpace population growth. England’s exploding prosperity, then, depended on the
cultural, and perhaps even biological, transmission of those values. “The triumph of
capitalism in the modern world thus may lie as much in our genes as in ideology or
rationality,” Clark concludes.

That’s a bold statement. It’s also utterly specious. As every high-school biology student
knows, evolution is neither a tidy nor quick process. Even if Clark could somehow prove
that prosperity is hereditary — survival of the richest, he terms it — it doesn’t follow that
genetics, rather than geography or blind luck, caused Europe to industrialize before the rest
of the world. Isn’t it just as likely that innovations such as the steam engine, and the
exploitation of its colonies, made England wealthy? And Clark’s social Darwinism doesn’t
explain why equally stable and sophisticated societies in China and India industrialized at
different rates, or how they have managed to become capitalist powerhouses in only a
generation. At best, A Farewell to Alms is woefully naive; at worst, willfully reductionist.

But Clark is right on a least one point: the industrialized world’s prescription for affluence —



good government, efficient markets and generous transfusions of foreign aid — has done
little to spread prosperity to countries like Malawi. As he writes, “There is no simple
economic medicine that will guarantee growth.”

In his terrifically readable — and far more convincing — The Bottom Billion, former
World Bank research director Paul Collier offers another take on why aid is so ineffective.
For one, it’s often inefficiently distributed: according to one survey in Ghana, only about 1 %
of medical aid actually made it to hospitals. And foreign aid is sometimes channeled into
military spending — about 11 % of the total, according to Collier’s best estimate — or
squirreled away in Swiss banks by kleptocrats. But Collier primarily blames a phenomenon
known in economics circles as “Dutch disease.”

In the 1960s, the Netherlands discovered huge deposits of natural gas in the North Sea.
A windfall, right? Wrong. The discovery effectively hobbled Dutch industry, since any surge
in revenue from natural resources — or from foreign aid, for that matter — tends to drive up
exchange rates, making exports less internationally competitive. But thriving export
industries, Collier argues, are precisely the reason for Asia’s dramatic economic rise. They
are also what Africa will need to develop in order to follow the same trajectory. Collier’s
idea seems to be sinking in: last month, the large international aid organization CARE
announced that it would no longer accept subsidized food aid from the U.S. because it was

depressing local farm economies in poor countries.

1. The per capita GDP of Malawi has increased dramatically thanks to the benefits of
globalization.

2. Gregory Clark’s theory — economic success is biologically predetermined — is
unchallenged.

3. Paul Collier thinks that much foreign aid reaches those in need.

4. A natural resource discovery led the Netherlands to be an economic power in the 1960s.

5. Foreign aid can have negative consequences to a country’s economy.



[No. T77] Select the statement which best corresponds to the content of the following
passage.

Three years ago Russian President Vladimir Putin made the rejuvenation of Black Sea
resort city, Sochi, his personal project, and it has boomed ever since. The Kremlin has
pledged $7.5 billion to upgrade the city’s infrastructure and create new ski runs in the
mountains above the city. Private capital piled in behind. At this year’s Sochi investors’
forum, hosted by Putin, businessmen made $23.3 billion in investment deals in Sochi and the
region, most of them construction and resort projects. Earlier this year the International
Olympic Committee cemented the city’s status by choosing it as the site of the 2014 Winter
Olympics. And while it might not be as grand as St. Petersburg or Odessa — both cities
created by great Russian tsars and tsarinas centuries ago — it has become clear, as Putin’s
term as president draws to a close, that part of his legacy will remain in Sochi, a monument
to the prosperity and renewed Russian pride of his era.

In many ways Sochi’s well-to-do facade mirrors Putin’s Russia, where big deals are
lubricated by petrodollars — and the Kremlin keeps a paternal eye on the dealings of big
business. The city’s boom has been funded by money from Russia’s rich store of
commodities, but it is the Kremlin that has taken the lead in directing those cash flows to
Putin’s pet city.

Putin has also chosen a risky gambit in selecting Sochi — not least because the city is
just 20 kilometers from Abkhazia, a separatist region of Georgia. Though Abkhazia broke
away from Georgia in a bloody civil war in the early 1990s, Thilisi has never recognized the
rebel statelet. Low-level raids and skirmishes are a regular occurrence on Abkhazia’s border
with Georgia proper — and though there’s little danger of the violence spilling into Russia,
an ongoing war of words, interspersed with bullets, is a headache the Olympic city doesn’t
need on its doorstep.

Yet the party goes on in Sochi, at least in part because it is one European resort where
rich Russians have not begun to wear out their welcome. Hoteliers at the Austrian resort
Kitzbiihel, for instance, have proposed limiting the number of Russians allowed in because,
they said, of bad behavior. Now Russians are ready for their own sea-and-ski resort that is
free of such discrimination, says Alexander Pochinok, a Russian senator. “Russians need
their own Courchevel,” he says. He predicts Sochi will become a year-round, world-class
international resort that could welcome 15 million to 17 million tourists every year.

All the Kremlin’s favorite businessmen are already loyally contributing to the project.
Billionaire metals magnate Vladimir Potanin plans to invest $1.5 billion in the Roza Hutor

sports complex in Krasnaya Polyana. He worries that “there is nothing ready yet, no



water-filtering stations, no electricity, no roads.” But he says he is confident Sochi will soon
be “every bit as good” as the best European resorts. Similarly, aluminum billionaire Oleg
Deripaska has sunk $2 billion into a 220-hectare plot where the Olympic village will stand.
He also owns Sochi’s top hotel, the Rodina, or Motherland, where double rooms go for $1,000
a night. The heady combination of the Kremlin’s blessing of Sochi and petroleum wealth has
produced a spike in real-estate prices and luxury spending. Developer Viktor Baturin,
brother-in-law of Moscow Mayor Yury Luzhkov, recently sold the Park Hotel on the Sochi
waterfront for $65 million. “Real estate has gone up 500 percent since Sochi got the
Olympics,” he says.

With all this money flying around, Sochi could become a glaring example of Russia’s
other systemic problem: graft. “Local bureaucrats see their job as harvesting money from
businessmen,” says Sergey Demin, the director of the ST construction group, which is busy
putting up multistory luxury apartment buildings on the Sochi waterfront. Businessmen
hope the Olympic Committee’s oversight will help stop the alleged corruption. But it is
unclear what steps the local authorities are prepared to take to counter the allegations of
growing corruption in the thriving Sochi economy.

Sochi’s problems with crumbling infrastructure, overpriced real estate and sluggish
bureaucrats are nothing new. In fact Russia’s other great boomtown, Moscow, has them in
spades yet somehow continues to grow apace. And Sochi is an Olympic city, after all, and
like most Olympic cities it will undoubtedly muddle through to put on a great show —
probably aided by at least a little pressure from Putin, even from retirement, as he ensures

that his Olympics are an enormous success.

(1) FEoOXE=|X, 2007 FEICELNTZDDTH 5,

1. Russian government will give less attention to Sochi after Putin’s presidential term ends.

2. Sochi is ready to host the Olympics in terms of transportation system.

3. Real estate prices in Sochi have skyrocketed since Sochi was nominated the host of the
Winter Olympics.

4. Sochi’s authorities have intensified efforts to crack down on corruption.

5. Sochi’s bubble economy is believed to burst after the Olympics.



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

In the east, the EU’s newer members are purring like tigers. Poland’s current growth
rate is as good as India’s, and the Czech economy is growing faster than Taiwan’s or
Malaysia’s. Even China, supposedly the world’s export king, is being outpaced by Germany,
which sells more of its goods and services abroad. Little Belgium now exports more than
mighty South Korea. And the euro zone is running a trade surplus — unlike the United
States, with its colossal $830 billion deficit.

Then there’s the euro itself, the currency that wiseacres in London called “Mickey
Mouse money” when it was introduced in 2000. Today there are more euros in circulation
than dollars, and the currency’s strength has helped Europe ride out hikes in oil and
commodities prices. And the interest rates set by the European Central Bank are lower than
those dictated by the Fed or the Bank of England, meaning there’s more juice flowing in the
European economy.

Yes, there are problems: Transparency International rightly complains about high
corruption in the new EU member states. But once upon a time, Italy, Spain and Greece
faced — and overcame — similar troubles. And the warnings haven’t stopped middle-class
Europeans from buying cheap vacation homes in sunny countries like Bulgaria.

For their part, the new members are sending inexpensive, skilled and hardworking labor
west. Ten thousand pickers from Lithuania have helped Ireland’s mushroom industry boom.
Small British firms that once thought they’d have to outsource to Asia are now using low-
cost eastern workers — legal migrants all — to expand at home.

Even the much-maligned European Commission has started powering ahead on trade
liberalization, opening up air traffic with the United States and ordering banks to reduce
charges on cross-border transactions. And the European Parliament, which used to move at
a snail’s pace, has acted quickly to stop mobile-phone users from being ripped off when they
make calls across frontiers.

And yet, as is usual in politics, the good news is traveling slowly. Mention Europe or the
new constitution, and pundits and politicians start to groan. Tony Blair, the most successful
European leader of the past decade, came to power pledging to make Britain more
comfortable with the EU. Yet he exits with Euro-skepticism on the rise in his homeland,
with polls showing a two-to-one majority against a new EU treaty.

Similar grumblings can be heard far to the east. Poland’s ruling Kaczynski twins have
ceaselessly criticized their neighbor Germany for blocking Poland’s attempt to give all

members equal voting weight in the EU and for showing little EU solidarity on issues like



missile defense. Meanwhile, the Czech Republic’s President Vaclav Klaus has denounced
Europe’s CO,-reduction policies. At the heart of Europe, however, its founding couple,
Germany and France, are renewing their vows. Just as Konrad Adenauer and Charles de
Gaulle steered their nations into Europe in the 1960s, as Helmut Schmidt and Valéry Giscard
d’Estaing later initiated the coordination of monetary policy, and as Helmut Kohl and
Francois Mitterrand powered European integration and the single currency in the 1980s,
Angela Merkel and Nicolas Sarkozy have emerged as the mistress and master of Europe.
Paris and Berlin have seized the initiative on questions such as how far and how fast the EU
should go. London and Warsaw may mutter in irritation, but as long as they oppose rather
than propose, the destiny of Europe will remain in the hands of the French and the Germans.
The real news, however, is that even as the headlines continue to report on rows and
seemingly momentous summits in Brussels, the important action these days is economic, not
political. European pols want to create a standing president of the European Council to
represent EU nations and match the authority of the president of the European Commission
(who represents the Brussels bureaucracy). Few except diehard Euro-skeptics oppose more
coordination of foreign policy. Yet most citizens hardly care. Leaders can proclaim great
EU dreams and ambitions to their hearts’ content. Meanwhile, ordinary folk are enjoying a
new car, holidays in the sun and the freedom to work and travel in a borderless continent.
So what if most politicians (besides Merkel and Sarkozy) prove unable to lead? In
Bertolt Brecht’s play “Galileo,” the hero declares, “Unhappy the land without heroes,” and
then gets the reply “Unhappy the land that needs heroes.” Europe today is proving this point
by entering a post-heroic era. This will disappoint Euro-skeptics and keen federalists alike.
But Europe’s citizens just want to get on with their lives. They take the EU for granted but
won’t give up the particularities of their nations and 27 different ways of doing and saying

things.
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1. The euro used to be taken seriously by experts in London.

2. Most EU manufactures still have to depend on Asia for cheap workforce.

3. The European Commission is reluctant to promote deregulation across the borders
within the euro zone.

4. Germany and France have been masterminding the integration of Europe.

5. Europeans desire the real unification of Europe at the expense of their countries’

peculiarities.



[No. T79] Select the statement which best corresponds to the content of the following
passage.

An exhibition, “Home Delivery: Fabricating the Modern Dwelling,” is now on view at
the Museum of Modern Art (MOMA) in New York City that charts the bumptious history of
prefabricated housing. The show was organized by Barry Bergdoll, MOMA'’s chief curator
of architecture, who was operating in a playful mood. There are lots of video-projection
screens, a glass case displaying an Erector set, even a full-scale version of part of an all-steel
Lustron house that must have been a very difficult place in which to be a frustrated 1950s
housewife. (Try banging your head against those walls.) But this is also a scholarly show
with a complicated agenda — to be the illustrated history of an idea whose time never quite
comes.

And it’s been a long time not coming. The first documented example of prefab is from
1830. Called the Manning Portable Colonial Cottage for Emigrants, it was a modular system
devised by a London carpenter to ease his son’s transition to Australia. But it was the rise of
assembly-line manufacturing in the 20th century that gave real impetus to the idea that
houses, just like cars and shoes, could be mass-produced. Early in the century, Thomas
Edison came up with the Single Pour Concrete System. It involved pumping concrete into
wooden molds to form houses like so many multistory cupcakes. In 1917 he deposited about
100 in and around Union, N.J., but a market never materialized. People just didn’t warm to
the idea of living in oversize knickknacks. And besides, the walls kept cracking.

Sears, Roebuck and Co. had better luck with its mail-order home kits. From 1908 to
1940, it sold about 100,000 in no fewer than 447 models that buyers picked from catalogs.
Thousands of pieces would be shipped to the customer — lumber, shingles, siding, pipes,
paint, plus, of course, the all-important assembly guide. (Lose that and you had a real puzzle
on your hands.) The Sears houses sold precisely because they were in utterly conventional
styles: Cape Cod, colonial, bungalow and so on. Nothing about them suggested the hand of
any mad scientist-architect intent on designing a brave new home for mankind. Where
houses are concerned, familiarity breeds contentment.

To this day, the prefabs that appeal to a large market are snap-together modulars in
traditional silhouettes. No architects need apply. But over the past decade, quite a few
architects have returned to the idea in the dogged belief that a factory-produced house that
isn’t pure kitsch can still appeal to buyers. One of the new mantras® is mass customization.
Design software and high-tech tools like computer-controlled laser saws make it possible to
adapt a basic design to suit individual customers. To bring “Home Delivery” to a smashing

conclusion, MOMA has installed five full-scale new houses, each by a different architect or



firm, on an empty lot adjacent to the museum. The message is plain: prefab may have a

checkered past, but it always has a future.
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1. Prefabricated housing is a rapidly growing industry because an increasing number of
people prefer to spend less time and energy in building their own homes.

2. Edison’s prefabs were unpopular because they were built in the age prior to the rise of
assembly-line manufacturing when people did not believe that houses could be mass-
produced.

3. The future of prefabricated housing is gloomy since a house is made up of thousands of
different pieces and not suited for assembly-line manufacturing.

4. Most customers have not been willing to buy prefabricated houses in untraditional styles
which require the ingenuity of experimental architects.

5. Architects will soon abandon the idea of prefabricated housing since it has not been

accepted by the general public for such a long time.



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

The Paulson-Bernanke bailout plan shines a blinding searchlight on the detritus in the
American financial system. Assets are evidently rotten in so many different places that no
financial institution wants to risk doing business with any other financial institution without
a government backstop.

Some radical and comprehensive step from government was clearly necessary, or else
outcomes as bad as — and perhaps even worse than — those of 1931 and 1932 would have
been inescapable.

A proposal of this magnitude has naturally stirred up a storm of commentary, but I
believe that two critically important potential results of the plan deserve more attention than
they have received.

The first is the risk of moral hazard within the bailout itself. If the government is going
to make good so many losses throughout the system, why will anyone set limits on risk-
taking in the future?

The second problem is more philosophical, involving what the bailout plan reveals about
the functioning of the free enterprise system itself.

My position on government bailouts of institutions on the verge of failure has been clear
ever since the procedure was formalized in the savings-and-loan crisis in 1989. I have
favored these steps, even though such government rescues reward those who took more risks
than they should have and are ultimately paid for by those who were more conservative in
their activities.

From this viewpoint, government bailouts create moral hazard and therefore might seem
to be a mistake. If you cannot lose because government will always come to your rescue
when the chips are down, then why limit your risks?

Anyone answering this question in the affirmative is acting with full rationality.

We could avoid this conflict of interests by refusing to bail out the risk-takers and
letting the financial miscreants squirm in their own juice. These consequences might provide
satisfaction to the moralists among us, but life is not so simple. An epidemic of unpaid bad
debts would devastate the lenders and ignite a conflagration that could pull down the whole
economic and financial structure, ruining everybody.

The choice is between two cruel outcomes. I prefer trying to deal with moral hazard
later on, because preserving the system — and society — has to have the highest priority.

My viewpoint on these matters developed from what has occurred over the years with
bailouts of single companies or only small groups of companies, like Long-Term Capital
Management, savings institutions and Bear Stearns. These simple transactions, however,

have only a distant family resemblance to the Paulson-Bernanke plan for a massive bailout



of countless financial institutions.

There is an immense difference between the government’s proposal for a comprehensive
bailout and the far simpler process of bailing out Bear Stearns or even a dozen or so Bear
Stearnses.

The justification is the same, but the grim consequences in terms of moral hazard are of
an incomparably greater order of magnitude. Once the federal government declares “Thou
shalt not fail,” there are no limits to how far future risk-takers will go. Who will see any
need to pay attention to what the consequences might be to the government budget, the
market for its bonds, the taxpayers, its creditors, and, indeed, to the nation’s whole economic
structure?

The second issue I raise goes to the very foundations of the economic system in which
most Americans believe and, indeed, take for granted. Our system is rooted in individual
decision-making in free markets.

In theory, at least, the less government intervention, the better: the mantra® is that
markets know best.

The imminent superjumbo bailout is the inescapable result, but we must at some point
confront its more profound implications.

As we move into the future, and as the terrible crisis finally passes into history, how will
we deal with this earth-shaking blow to the most basic principle of our economic system?

I do not know how to answer that question. But we need to ask it.
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1. Any bailout plan, no matter how small the targeted debts are, must be refused because it
will create the moral hazard of rewarding limitless risk-takers.

2. A small-scale bailout plan can be accepted, but there is no way to agree with the
Paulson-Bernanke bailout plan which has far-reaching detrimental implications on the
whole economy.

3. The Paulson-Bernanke bailout plan cannot be supported, since it will not only favor
limitless risk-takers but also cause a serious damage to the functioning of the free
enterprise system.

4. The massive bailout proposed by the Paulson-Bernanke bailout plan is inescapable to
avoid ruining the whole economy, but we must not neglect its damage to the fundamental
principle of free markets.

5. It is impossible to take a position on the Paulson-Bernanke bailout plan, since it does not

address its risk of undermining the foundation of the free market economy.
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