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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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GDP CAGR = 3.1 % 



 ... and increasing leveraging by households ... 



US Residential Real Estate Prices
(Case Schiller Index)
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... rapidly heating real estate market 



US Housing Starts and New Home Sales
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The residential real estate market collapsed causing a large 
financial sector shake down ... 



US Retail Sales
(in 2000 prices)
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... taking with it the consumption appetite ... 



... and the industrial production ... 



85

90

95

100

105

110

115

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Source: Global Financial Data

In
d
e
x
 2

0
0
1
 =

 1
0
0

US Industrial Production Index

2002 - 2007

CAGR: 2.34%

2008 - 2009Q2

CAGR: -10.13%

... wiping out all the gains since 2001 
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EU Industrial Production Index

2000 - 2008Q1

CAGR: 1.94%

2008Q2 - 2009Q1

CAGR: - 19.36%

Slow down in the real activity was not limited to USA 



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



... but also in Europe and Japan 



Lƴ ŦŀŎǘΣ WŀǇŀƴΩǎ ƳƻƴŜǘŀǊȅ ŜȄǇŀƴǎƛƻƴ Ƙŀǎ ōŜŜƴ ƻƴƎƻƛƴƎ ǎƛƴŎŜ 
end-1990s to stimulate growth  
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 Japan Monetary Policy and GDP Growth 



...doubling international liquidity in less than two years 



General Government Net Debt and Balance: France
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Fiscal stimulus in almost all major economies accompanied 
monetary expansion...  



General Government Net Debt and Balance: Germany
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General Government Net Debt and Balance: Japan
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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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USA's Current Account Deficit vs China's Current Account Surplus  
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Source: IMF, WEO 

ΦΦΦ ŀƴŘ ǘƘŜ ƛƴŦŀƳƻǳǎ άDƭƻōŀƭ LƳōŀƭŀƴŎŜǎέ ƘŀǾŜ ǎǳǊǾƛǾŜŘ 
comfortably 



 

 

 

 

 

 

 

A Likely Post-Crises Scenario: Major Trends 



Growth: official projections of the IMF imply assumptions of 
recovery of growth back to somewhere close to the pre-crises 

levels by 2011 ... 



LaCΩǎ όŀƴŘ ǎƻƳŜ ƻǘƘŜǊǎΩύ άōŀŎƪ ǘƻ ǘƘŜ ōŜƎƛƴƴƛƴƎέ ƻǇǘƛƳƛǎǘƛŎ 
scenario hides a number of issues especially around 

households and states 

 

Å All balance sheets in the USA are quite weak simultaneously:  

ïHouseholds 

ïCorporates 

ïBanks 

ïand the government! 

ïMoreover, international economic pace is not helping the USA 

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

ïCost of crises 

ïCost of war, among others in Iraq and Afghanistan 

ïSocial security 

ïDemographic burden 

ï Institutional and governance issues 

 



... and questions ... 

Å ²ƘŜƴ ǿƛƭƭκŎŀƴ ǘƘŜ άŜȄƛǘέ ŦǊƻƳ ŎǳǊǊŜƴǘ ƳƻƴŜǘŀǊȅ ŀƴŘ ŦƛǎŎŀƭ ǇƻƭƛŎȅ ŀŎǘǳŀƭƭȅ 
start?  

Å How will that affect the already fragile growth? 

Å Iƻǿ ǿƛƭƭ ǘƘŜ ŜǾŜǊƭŀǎǘƛƴƎ άDƭƻōŀƭ LƳōŀƭŀƴŎŜǎέ ƛǎǎǳŜ ōŜ ǊŜǎƻƭǾŜŘΚ 

 



... as well as uncertainties... 

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

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

Å /ƘƛƴŀΩǎ ƛƴǘŜƎǊŀǘƛƻƴ ƛƴǘƻ ǘƘŜ ǿƻǊƭŘ ŜŎƻƴƻƳȅ ǘƘŀǘ ƛǎ ǇƭŜŀǎŀƴǘ ŦƻǊ ǎƻƳŜ  
(consumers) and painful for the others (local industries that can not 
adopt) 

 



 

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

 

Å a weak and fragile global growth; 

Å mostly to stem from weaker developed economies dotted with  

  structural, demographic and fiscal problems... 

Å while many developing countries with solid policies may have    

  the opportunity to continue ñdecouplingò 

Å with China maintaining its rapid growth rates... 

Å threatening 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 

 

ÁCǊƻƳ ƻƴŜ ǘƻ άǘǊƛǇƭŜέ ŎŀǎƘ ŦƻǳƴǘŀƛƴǎΥ bƻ ǎǘǊƻƴƎ ŜȄƛǘ 
from monetary expansion 

     

   Abundant liquidity will  

    survive with growing  

    carry trade possibilities  

    under fragile growth  

    prospects 

 

 

 

 



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

 

ÁAlong with liquidity, we will likely witness 
increasing international investment, especially 
towards developing countries 

 

5ŜǾŜƭƻǇƛƴƎ ŎƻǳƴǘǊƛŜǎΩ ǎƘŀǊŜ ƛƴ ǘƻǘŀƭ  

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  

countries in general. Moreover, developing countries that are resource rich or 

large exporters such as Saudi Arabia and China will become major investors 

globally. 

 

 

 

 

 

The IIF estimates that  investment flows (equity 
and debt) to emerging and developing countries 
fell to USD 435 billion in 2009 from USD 667 billion 
in 2008. Based on the recovery in the second half 
of 2009, the same institution projects the inflows 
to recover to USD 721 billion in 2010 and USD 797 
billion in 2011.  

 

We believe the outturn can be significantly higher 
ǘƘŀƴ LLCΩǎ ŜȄǇŜŎǘŀǘƛƻƴǎΦ 

 



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

 

ÁFiscal consolidation effort in large economies will 
mostly mean budgetary tightening but pressure 
on the borrowing markets  is likely to be 
maintained 

    Structural and political  

     issues, as well as fragile  

     growth prospects will  

     make it very difficult for large 

     western economies to enforce 

     fiscal consolidation. That means  

     they will have to continue tapping  

    capital markets. 

 

 

 

 



ÁChina is likely to continue ascending ... 
 

/ƘƛƴŀΩǎ ƎǊƻǿǘƘ ǿƛƭƭ ōŜ ŜƴŦƻǊŎŜŘ 

with its position as provider of  

low cost merchandise in the light 

of weak consumer income and  

confidence. That is a tough call for  

competing businesses in other  

ŎƻǳƴǘǊƛŜǎ ŀƴŘ /ƘƛƴŀΩǎ ƳŀǊƪŜǘ ǎƘŀǊŜ  

is likely to increase accompanied  

by rising commodity prices pushed  

by demand form China 

 

 

 

 

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

 



Á... accompanied by rising commodity prices which 

    trended upwards following  

    the initial collapse  
/ƘƛƴŀΩǎ ƳŀǊƪŜǘ ǎƘŀǊŜ ƛǎ ƭƛƪŜƭȅ ǘƻ  

increase, in spite of weak overall  

consumption accompanied by  

rising commodity prices pushed  

by demand form China. 

 

 

 

 

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

 



ÁHeading towards a volatile world economy dotted 
with many uncertainties  

    and rising commmodity  

    prices 
 

Euro/USD parity, gold prices, balooning  

(again) stock exchanges,  

commodities, all facilitated  

by the likely maintenance of  

easy liquity will make the  

global economy a very risky  

place 

 

 

 

 

 

Major trends in the international macroeconomic environment 
in the next five years: Volatility & Uncertainty 

 


