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By Jeffrey D. Sachs

The banking crisis that hit Silicon Valley Bank (SVB)
last week has spread. We recall with a shudder two
recent financial contagions: the 1997 Asian Financial
Crisis, which led to a deep Asian recession, and the
2008 Great Recession, which led to a global downturn.
The new banking crisis hits a world economy already
disrupted by pandemic, war, sanctions, geopolitical ten-
sions, and climate shocks.

At the root of the current banking crisis is the tight-
ening of monetary conditions by the Fed and the
European Central Bank (ECB) after years of expansion-
ary monetary policy. In recent years, both the Fed and
ECB held interest rates near zero and flooded the econ-
omy with liquidity, especially in response to the pan-
demic. Easy money resulted in inflation in 2022, and
both central banks are now tightening monetary policy
and raising interest rates to staunch inflation.

Banks like SVB take in short-term deposits and use
the deposits to make long-term investments.

The banks pay interest on the deposits and aim for
higher returns on the long-term investments. When the
central banks raise short-term interest rates, rates paid
on deposits may exceed the earnings on long-term
investments. In that case, the banks’ earnings and capital
fall. Banks may need to raise more capital to stay safe
and in operation. In extreme cases, some banks may fail.

Even a solvent bank may fail if depositors panic and
suddenly try to withdraw their deposits, an event known
as a bank run. Each depositor dashes to withdraw
deposits ahead of the other depositors. Since the bank’s
assets are tied up in long-term investments, the bank
lacks the liquidity to provide ready cash to the panicked
depositors. SVP succumbed to such a bank run and was
quickly taken over by the US Government.

Bank runs are a standard risk but can be avoided in
three ways. First, banks should keep enough capital to
absorb losses. Second, in the event of a bank run, central
banks should provide banks with emergency liquidity,
thereby ending the panic. Third, government deposit
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insurance should calm depositors.

All three mechanisms may have failed in the case of
SVB. First, SVB apparently allowed its balance sheet to
become seriously impaired, and regulators did not react
in time. Second, for unclear reasons, US regulators
closed SVB rather than provide emergency central bank
liquidity. Third, US deposit insurance guaranteed
deposits only up to $US 250,000, and so did not stop a
run by large depositors. After the run, US regulators
announced they would guarantee all deposits.

The immediate question is whether SVB’s failure is
the start of a more general bank crisis. The rise of mar-
ket interest rates caused by Fed and ECB tightening has
impaired other banks as well. Now that a banking crisis
has occurred, panics by depositors are more likely.

Future bank runs can be avoided if the world’s cen-
tral banks provide ample liquidity to banks facing runs.

The Swiss central bank provided a loan to Credit Suisse
for exactly this reason. The Federal Reserve has provid-
ed $152 billion in new lending to US banks in recent
days.

Emergency lending, however, partly offsets the cen-
tral banks’ efforts to control inflation. Central banks are
in a quandary. By pushing up interest rates, they make
bank runs more likely. If they keep interest rates too
low, however, inflationary pressures are likely to persist.

The central banks will try to have it both ways: high-
er interest rates plus emergency liquidity, if needed. This
is the right approach but comes with costs. The US and
European economies were already experiencing stagfla-
tion: high inflation and slowing growth. The banking
crisis will worsen the stagflation and possibly tip the US
and Europe into recession.

Some of the stagflation was the consequence of
COVID-19, which induced the central banks to pump in
massive liquidity in 2020, causing inflation in 2022.
Some of the stagflation is the result of shocks caused by
long-term climate change. Climate shocks could
become worse this year if a new El Nifio develops in the
Pacific, as scientists say is increasingly likely.

Yet stagflation has also been intensified by economic
disruptions caused by the Ukraine War, US and EU
sanctions against Russia, and rising tensions between
the US and China. These geopolitical factors have dis-
rupted the world economy by hitting supply chains,
pushing up costs and prices while hindering output.

We should regard diplomacy as a key macroeconom-
ic tool. If diplomacy is used to end the Ukraine War,
phase out the costly sanctions on Russia, and reduce
tensions between the US and China, not only will the
world be much safer, but stagflation will also be eased.
Peace and cooperation are the best remedies to rising
economic risks.

Prof Sachs is professor and director of the Center for
Sustainable Development at Columbia University and
president of the UN Sustainable Development Solutions
Network. www.jeffsachs.org

GHRA has not been Iin good standing
for nearly three decades - Nandlall

The Guyana Human Rights Association (GHRA) has not
been in good standing under the Companies Act for three
decades and as a result owes a hefty amount, Attorney
General Anil Nandlall said in a statement yesterday.

In the statement, Nandlall, labelled the GHRA as
“defunct” stating that it has been “masquerading” as an
exemplary civil society organisation, and continues to
“deceive” the nation as it relates to its legitimacy. He also
pointed out that contrary the organisation’s claim of hav-
ing all its “ducks in a row,” it has been not been in good
standing for nearly three decades.

Nandlall referred to a press statement dated March
20, 2023, where the organisation categorically stated that
they had all their “ducks in a row as far as routine legal
and financial matters are concerned.” This, he noted, was
in response to a statement penned by the Senior Minister
in the Office of the President with responsibility for
Finance, Dr Ashni Singh, which “exposed” the organisa-
tion and highlighted its partisan practices.

According to the release, the records prove that the
organisation, which was incorporated on the 27th of
September 1979, is not in good standing as it had failed
to file its Annual Returns since incorporation. Further, it
had failed to apply for Continuance under Part IV,
Division B of the Companies Act and therefore owes the
State some $38,649,600.

It was explained that Section 336 (1) of the
Companies Act states that every former-Act Company
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shall within two years after the commencement of the Act
(a) apply to the Registrar for a certificate of continuance
under this Act; and (b) comply with the requirement of
section 9. The commencement date of the Companies Act
is September 27, 1991.

And in accordance with Section 342 of the Act, “when
a former-Act company fails to apply to the Registrar for
a certificate of continuation within the time limited there-
for under Section 336, then, after expiration of that period
(a) the former-Act company may not, without leave, sue
in any court but may be made a defendant to a suit; (b) no
dividend shall be paid to any shareholder of the former-
Act company; and (c) every director or manager of the

former-Act company shall be liable to a penalty of six
hundred dollars ($600) a day for each day during which
the former-Act company carries on its undertaking.”

From the date of failing to apply to the registrar for a
certificate of continuance to end of February 2023, is a
period of twenty-nine (29) years, and five months, the
release added.

From the time of its incorporation, the company has
had Six subscribers, the AG said.
The calculation of the penalty for GHRA is as follows:
6 subscribers x $600 per day = $3,600 per day for all sub-
scribers

$3,600 x 365 days per year = $1,314,000 penalty for
one (1) year

$1,314,000 x 29 years = $38,106,000 for 29 years
October 2022 (31 days) - $3,600 x 31 = $111,600
November 2022 (30 days) - $3,600 x 30 = $108,000
December 2022 (31 days) - $3,600 x 31 = $111,600
January 2023 (31 days) - $3,600 x 31 = $111, 600
February 2023 (28 days) - $3,600 x 28 = $100,800
Total = $38,649,600
Nandlall’s statement on the GHRA will underline con-
cerns in parts of the public that the government is on an
unrelenting campaign against segments of civil society
that have criticised it. Questions will also be asked about
the grounds for which the AG’s Chambers divulges the
status of registrants under the Companies Act and for
what purpose.



