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Outhihe of talk

a Advanced economies(i) Delayed recovery,
(it) deflationary tendencies(ii) Debt
overhangsantttheirnesolution

a Global finance: Equilibriunmreallintieresit
rates, QE, and the trend toward financial
fepression

a Emerging markets: (i) Capital flow
bonanzasaanidt thétraaftermath.(it) Where
are we i the lhhoombust cydle?(ii)
persistenceaandidunation-Commodities?
China?
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Where are the aibhwaivedd
ECONMTIBS SEMUE NEARSS
after subprime?




Basic concgpts: Amnllllustration with the US
Banking Crisis of 1898
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The 200722009 Crisis: Severity measites

i It I8 piematuie o construct a defimitive
measure @ftthessevérity Otlibe seaanireiises

a Of tihe twelve eauttirieseexpeitenting a
sysiaeniic clisisssiariingiin22002008
(France, Gemany, (Greece] dceland,
Ineland, tally, Netherands, Portugal, Spéin,
Ukiaine, UK, and US), only Germany and
the US Inaverteabhedlibieipprecrisis peakiim
per capita GDP.
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Output, Ciises and IRecovery

Reinhart and Rogoff (2014) wuptatedwithWiofrld Econonmic(@utlook, Aptil 2005

12 Systemic banking crises, 2007-2008

% change Number of years
Peakto Peakto Peakto Severity Breakeven

Year Country trough trough recovery index year

1 2008 France -3.8 2 9 12.8 2016
2 2008 Germany -5.3 1 3 8.3 2011
3 2008 Greece -25.8 6 14 39.8 202177
4 2007 Iceland -9.9 3 9 18.9 2016
5 2007 Ireland -12.6 3 11 23.6 2018
6 2008 Italy -10.8 7 14 24.8 202177
7 2008 Netherlands -5.0 5 10 15.0 2018
8 2008 Portugal -7.4 6 12 194 2019
9 2008 Spain -9.0 6 11 20.0 2018
10 2008 Ukraine -14.8 1 12 26.8 2020
11 2007 United Kingdom -5.9 5 8 13.9 2015
12 2007 United States -4.8 2 6 10.8 2013

Summary:Mean -9.6 3.9 9.9 19.5

Median -8.2 4.0 10.5 19.2

Standard deviation 6.1 2.2 3.2 8.6

Note: The italics denote any calculations in which IMF estimates for 2015-2020 are u:
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a Tihe number of yearstiorecoventhe pre
crisis peakiim per egpita@DIPiin110G Otithe
worst crisesssinealihd 3840s ihaboBty8pears
(the median ils ©1122 years).

i Im the 2007-2008 waveodtkelisesliheaverage
may comeiinciosendol 09 years.
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The incidence offdédfaaioanandchighhiniaim),
22 advaanaeleeonomies 19492015
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What factors have imatetthiscerisisso
protiacted? What is the entigame?

The list includes:

a the symdhronousmatuteodftthe ensis,

a the absence 0f greater exchange ratel adjustment,
i austerity,

a the dearth of crediito—(external or domesiio),

a the lack of delevenaging:and writdowns (privaterer
public) almestaddecade:later.
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Private Domestic Gredit asaaPRercent of;GPP
Advanced Econoniies] 1952014

Lack of deleveraging
(even after 7 years)
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The coitrast of the Nuiidic Ciisss:
Finkand, domestic a@alit erewmnd the 1999 lerisiis
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Groess Total (Public plus IRivate) IExtetindl IDebtasia
Percent of GDP: 22/A0vanced Cconainies,
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The comntrast of the Asian(GHisis: IExteindl Totdl
(Public plus Private) External Delbot in Six Asian
Economies, 119720138
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Public debt asxpeeceanpvd THPP Adsnacedc
Economies: 19902015
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What is thecendgamre?

Thioughout history, debt/GDP ratios havethean
reduced lby:

(i) econoniicgriowth;

(i) fiscal adjustment/austefiity;

(iii)) explicit default or restructunitng;;

(iv) a sudidlenssufprisebbuksti iniitilation:; and

(v) a sieatlydicsage fofifinaricialdeprassiom ihat is

accompariietdibyaancequilly steady dasage of
infladiom.
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Public debt reduction hasnuatadvagsbbee o rahibdeox

-=eveal il sdiaitedce canonieses
Reinhaii, RenhattanibRogoff (2015)

Factors Behind Debt Reversals:
Fiscal Adjustment, Restructuring, Inflation, Growth, and Real Interest Rates

Growth Primary Real Inflation Default o

balance rates restructure
> median > median < median > median

\
v

Total sample, 70 episodes

Number of episodes 38 41 41 41 +G
Share 0.54 0.61 0.59 0.59 0
Post-war cases, 36 episodes

Number of episodes 21 16 30 30 9
Share 0.58 0.48 0.86 0.83 0.25
Peacetime, 34 episodes

Number of episodes 17 25 11 11 7
Share 0.50 0.74 0.32 0.32 0.21

Memorandum items:

Share of debt reduction episodes associateion
Total 0.07

War 0.11 /

Peace
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Real interest rates ffinancial
regulation, and the postceiists

re-emergancenof
financial repression



"Wiwitdd 'RReh Sl t-teriin Iniest Rates,
1870-201%

15 1 "World" Real Interest Rate (percent, 3-year moving average)
UK Discount rate 1870-1919 minus CPI inflation
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Historival anteced@aitss
Reinhart awd Sbrainci@ (2011 anti2003))

a For the advanceleecanoiiemimouwasapple,
real interest rates weremegédtive sapghlys/2
of the time diuring 19451980.

& AFMmandid mepe-dssdn” was @optsuecsssul O 1
in liguitlbithg: debis when acconmpaiidthbyra
steatly diosa dfrmoderatenindlation.

i Average annudliiniaresteapanseasavings as
a perceant f GDIP((ARttax) reangefifoom
about 1 to 5percentod (GIPH don e bl
19451980 ssanppie.
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The crosscountry incidence dfinggative-raal
interest rates im atvancect:econaimies

(left scale, tan bars) (right scale, red bars)
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Selattaliposs trisiss
iegulatory changeswithn
FR features



The Advanced Economies (mostly directing domestic credit to the government)

Cyprus, March 2013Sewere apital controls limiting credit card transactions, daily withdrawals,
money transfers abroad and the cashing of cleks. The controls were announced as a
temporary measure to deal with the banking/external debt crisis. How temporary remains 1
seen(see Iceland entry)

EU, July 2013 Bank regulation tightens capital requirements and introduces new liquidity rul
(new standards phased in from January 2014 to January 2019). Government securities in
domestic currency are deemed to be zeslg hgh-quality and liquid assets, which supports th
banking sectords demand for sovereign b«

France, December 2010Ltiquidation of Fonds de Reserve Pour Les Retraites (FFR)'he French
government changed the | aw t o -timnififancialtsinpportéiodhé b n
French PAYG pension system after 2020 to inst
la Dette Sociale (CADES) from 2011 to 2024 and at that point transfemadining assets to the CADES
in onelumpsum paynent . This shift in FFRO0s investment
allocation from longeterm diversified riskier assets to a shtetm LDI-strategy dominated by liability
matching shorterm French government bonds. For the duration difétspan the FRR has consequently
been transformed into a large captive buyer of French government bonds.

Iceland, October 2010Strict controls on both inflows and outflows to stem capital flight during the
crisis.The measures were announced as temporary but the left over debt overhang from the carry ti
some of the largest banks significantly raises the risks associated with lifting the contrd@dal&esson
and Portes, 2013.
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Ireland, 2010:Use of the N#éonal Pension Reserve Fund to Recapitalize Bank&s a result of the
banking crisis, |l rel and National Pension Rese
recapitalize I relandds banks. The NReRdagtewacestsofr
Ireland's social welfare and public service pensions from 2025 onwards. However, a 2010 law direct
NPRF toinvest in Irish government securities and provides the legal authority for the Irish governme
fund capital expendite from the NPRF from 2032013.

April 2011:Levy on pension funds. The Irish government has further recently suggested to fund job

creation schemes through a special 0.5% levy on private pension funds.

Japan, March 2010Rewersal of Post Privatization and Raising of Deposit CeilingThe new DPJ
government reversed the 2007 plan to privatiz
more than ¥300tr in assets. Crucially, the DPJ government with the new law also doubled the depo:
Japan Post Bank to ¥20mn and raised the life insurance coverage limt at Japan Post Insurance Co
O13mn to O25mn. Given Japan Postés traditiona
assumption that consumers will transfer depsos a company certain to enjoy a government guarante
reversal of the Japan Post privatization provides additional incentives to a captive customer of Japa
government debt.

Portugal, 2010: The transfer of the previously privatized Portugal Tdecom pension scheme back to

the Portuguese government whi ch in the process Iimmediat el
revenues. This enabled the Portuguese governmentto improve its budget deficit in 2010 sufficiently
cosmetically appear to be line with annual EU deficit reduction targets.
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Spain April 2010: Interest rate ceilings on depositsThe Ministry of Finance (MoF) requires that

institutions offering deposit interest rates that are considered to be above market rates (determin&yl
double their contributions to the Fondo de Garantia de Depdsitos.
April2013:Spai nds social security pension reserve

government bonds in 2012 from 90% to 97.5%(In 2007, the fund was 50% invested3panistbonds.)

UK, October 2009UK Financial Services Authority (FSA) puts a global regulatory liquidity marker.
The proposalby the FSA requires UK banks, investment banks, and subsidiaries or branches of fore
banks operating in the London markethold more high quality government securieat least around
z110 billion more (at t h a-termtfunding py,20 pencedt incthe first yek
alone.

US, October2013. The Federal Reserve Board proposed a rule to strengthehe liquidity positions of
large financial institutions. The proposalwould for the first time create a standardized minimum liqui
requirement for large and internationally active banking organizations and systemically important, n¢
bank financial canpanies designated by the Financial Stability Oversight Council. These institutions \
be required to hold minimum amounts of highality, liquid assets such as government and corporate |
that can be convexd easily and quickly into cash.

Sources:Baldursson and Portes (2013, International Monetary Fun@lobal Markets Monitoryarious
years Reinhart (202) and Magud, Reinhart, Rogoff (2011yan Riet (2013)

Reinhart



Emerging markets

20082013 THe ecaphacCiaflpw t a |
probemd’1again0. agail né
2013 present:The aftermath of the
capital flow and commadtiity
bonanza.

Where doestthatileava EMsnnlibe
boom-bust cyale?
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Ciibiis probabilitks and the egtsl flow eyde
Reilnhaii and Rewhait (Q05))

Probabilty of a crisis, by type, and the benefit of observing a current account bonanza
Share of countries, 1982 to 2014, percent
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By early 20138,ilnmimsdjar
emerging markets

a Cumnenit account deficits hadl reappeared
i As did credit booms

a And curiency overvaluation

a Growth had begun to Stow

a Inflattomhad nesurfaced as:acconcetn

And tihen came ttheaamnouncementioDQE
tageppn@.l. i ngé
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Since tthe Wtay 2033 tapeing
announcement cglobalfaciosrhhave
deteriorated for many EMSs

(I) commaodiity prices Inaveddetchinedfurther

(and sharply);

(i) Clhinia’nsaodswn $as iatwmdiedvyn  h a s
(i) global investors Ihave: tuined toaddvanecéd
econoniies:equitynmarkkeisinincreasing
numbers.

(iv) an appreciating US dollar increased lthe
burden of dollar debts
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Real Commodity Prices: 188542015
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China’s fallGisd ride,4300-2013 n
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Private Segctor IDomesiio Cradit(GDP 22044
(most ©f those:abave/Ciinarhave-aligatly/ad bankingcrises)

Japan 251.0
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The sinarre of ENMswitth sigarifiieaitt aumirent
accownt defiicits nasriseamimekiediity

Percent
[ Debt crisis Share of emerging market and developgingntries
with a current account deficit greater than 3 percent of GDP
E (2-year moving average)
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Final thoughts:

Advanced economntes

a Now iin seventhyearpestciisisthere are Signsoof
stabilization and recovery in Europe but output
remains well balowitisiprecrisis peak iim most of the
crisis couintries. AGrexit se@dclbiapeskblel..S p O

a Public debt overhangsussudiydastmorelihanitwo
decatisyseciRemnhart, IReinhartzandRogoff, 2012).
The combination of Sluggishegrewthaandidaflaaner
low inflatiom does not @ortiribuie to thair resdlution.

a Low and (often negatiue)riedliinterestnatesimaybe
necessayyt touumiiact thheppblikc:add pivvaiel debt
loads.
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The retusn of financial iepiession?

To deal with the eurrent delbt oveiiang,

policies like theseddoauneniéd herahave+e
emergetl ssametine sninliheguuse of-paddential
regulation.

Moleover, the processwiberel cehtsrarecdbeing
Appated’ at®ectb O ma ket inle@dt rateg inma r |
pension fiunds antoothe rcagptivel domeastic
financial instituttons is already under wayy ilm
seveardl countriesiinlaugpeaand da ddesser
degreetihelS.
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As to Emerging Markets

Even remenibetiing tihat many IEWsareddebt
intolerant, the indicators for early 2015 @lomot
match (il magnltude) the usuadl vulnerabilities

' - ansel oh pastifinanclak-trises.
rection in many indicators Is
oncern.

The bonanza decade of 2002013 Is over.

A key source of present policy vulnerabillity Is
treating what are likely to be persistent adverse
shocks as temporary.

Downgrades may Dbe a ma
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