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Crises:. A Sad Episode



Behind the financial crises in the USA was, among others, the

rapid expansion of bank credit ...

US Commercial Bank Credits and Total Assets
YoY Real Growth Rates
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... and increasing leveraging by households ...

Consumer Indebtness in USA

Mortgage & Consumer Credits in the Balance Sheets of Households and Non-Profit Organizations
14000

13000

12000 A

mlionUsC

11000 A

10000 A

9000 A

8000 A

7000 A

6000

5000 A

Source: Fed

A Iy P el

h, My h Ny P iy B ] A, ] A M b, ] - Iy b 4= -
e St Se Sl e S C et (e s fe eSS e S S A L
FEEEEES TS S S S S S



200

180 -

160 -

140 -

120 -

100 -

80 -

60 -

40 -

20

0

... rapidly heating real estate market

US Residential Real Estate Prices
(Case Schiller Index)
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The residential real estate market collapsed causing a large
financial sector shake down ...

US Housing Starts and New Home Sales
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... taking with it the consumption appetite ...

US Retail Sales
(in 2000 prices)

Billion USD
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... and the industrial production ...

A Schematic History of US Industrial Production Index
(1921-2009)
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... wiping out all the gains since 2001

US Industrial Production Index
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Slow down In the real activity was not limited to USA

EU Industrial Production Index
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The perceived magnitude of the problem triggered a monetary
expansion of unprecendented size not only in the USA ...

USA: Fed Policy Rates and Quantitative Easing
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... but also in Europe and Japan

International L
(Monetary Bases of Fed, ECB, Bol)
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end-1990s to stimulate growth

Japan Monetary Policy and GDP Growth
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less than two years
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Fiscal stimulus in almost all major economies accompanied
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monetary expansion...

General Government Net Debt and Balance: France
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General Government Net Debt and Balance: Germany
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General Government Net Debt and Balance: Japan

General Government Balance / GDP
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General Government Net Debt and Balance: United Kingdom
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General Government Net Debt and Balance: USA
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comfortably

USA's Current Account Deficit vs China's Current Account Surplus
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A Likely PosCrises Scenario: Major Trends



Growth: official projections of the IMF imply assumptions of
recovery of growth back to somewhere close to the pceses
levels by 2011 ...

IMF Growth Projections
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scenario hides a number of issues especially around
households and states

A All balance sheets in the USA are quite wsiakultaneously

Households

Corporates

Banks

and the government!

Moreover, international economic pace is not helping the USA

A Long term structural problems in the USA, Japan and Europe are
abundant:

Cost of crises

Cost of war, among others in Irag and Afghanistan
Social security

Demographic burden

Institutional and governance issues

aol



... and questions ...

A2KSy gAftftkOly GKS GSEAGE FNRBY OdzN
start?

A How will that affect the already fragile growth?
Al2g oAttt GKS SOSNIladgAaAy3a abDf 20! f



... as well as uncertainties...

A What if western governments can not afford to exit under growth
pressures?

A Ramping up commodity prices (especially energy) and their inherent
volatility?

Al KAYlFIQa AYOaSAIANIGAZ2Y Ayid2 GKS g2 NI
(consumers) and painful for the others (local industries that can not
adopt)



Our working assumption, on the other hand is weak and fragile
growth

Aa weak and fragile global growth;
Amostly to stem from weaker developed economies dotted with
structural, demographic and fiscal problems...
Awhile many developing countries with solid policies may have
the opportunity to continue fideco!
Awith China maintaining its rapid growth rates...
Athreatening the survival of the traditional industries which can
not adopt in developing as well as developed economies ..



Major trends in the international macroeconomic environment
In the next five years: Liquidity
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from monetary expansion

Abundant liquidity will
survive with growing
carry trade possibilities
under fragile growth
prospects

International Liquidity
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Major trends in the international macroeconomic environment
In the next five years: Investment Flows

A Along with liquidity, we will likely witness
Increasing international investment, especially
towards developing countries
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international investment has been
on the up. That trend is likely to
continue both because of return
differentials and better performance
of the emerging and developing
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and debt) to emerging and developing countries
fell to USD 435 billion in 2009 from USD 667 bill
in 2008. Based on the recovery in the second h3g
of 2009, the same institution projects the inflows
to recover to USD 721 billion in 2010 and USD 7,
billion in 2011.
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countries in general. Moreover, developing countries that are resource rich o
large exporters such as Saudi Arabia and China will become major investors

globally.



Major trends in the international macroeconomic environment
In the next five years: Fiscal Consolidation

AFiscal consolidation effort in large economies will

mostly mean budgetary tightening but pressure
on the borrowing markets is likely to be

l I Ial ntalned Combined G6 Genera | Governmen t Balance
(IMF Calculations)
0

Structural and political

issues, as well as fragile /W
growth prospects will

make it very difficult for large
western economies to enforce
fiscal consolidation. That mear ™
they will have to continue tappi ™

UUUUU

Capltal lI Iarkets. 1935 1935 1337 1355 1939 1990 1991 1392 1933 1982 1395 1995 1397 1393 1999 000 2001 2007 2003 004 2005 2005 2007 2005 2003 2M0 200 22 A3 M4

00000




Major trends in the international macroeconomic environment
In the next five years: China and Commodities

A China is likely to continue ascending ...

| KAYlFQa 3ANRPgGK gAff 0S SyF2NOSR
with its position as provider of China: Growth and Current Account Performance Projections

low cost merchandise in the light
of weak consumer income and
confidence. That is a tough call f )
competing businesses in other
O2dzy UNASA |yR [/ ° NB
is likely to increase accompanie( -
by rising commaodity prices push; :
by demand form China
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Major trends in the international macroeconomic environment
In the next five years: China and Commodities

A ... accompanied by rising commodity prices which
trended upwards followinn

the initial collapse
| KAYFQa YIN]JSO akK-
increase, in spite of weak overall
consumption accompanied by
rising commodity prices pushed
by demand form China.

Commodity Price Index
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Major trends in the international macroeconomic environment
In the next five years: Volatility & Uncertainty

A Heading towards a volatile world economy dotted
with many uncertainties

and rising commmodity

prices
Euro/USD parity, gold prices, baloonir
(again) stock exchanges, .,m".,., 2o

commodities, all facilitated
by the likely maintenance of
easy liquity will make the
global economy a very risky
place



