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Global risks: Advanced economies

How much ammunition to cope with the next
economic downturn?

The march towards de-globalization
Europe’s unresolved crises

Low interest rates and global risk-taking: Déja
vu?
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Advanced economies: Government debt as a % of

GDP, 1901-2019.
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The global saving glut was a concern about flows (US twin deficits =
current account + fiscal)—now it is stocks (debt) and flows. Debt and

deficits no longer matter? Fiscal space?
Twin deficit

Twin balances: general government budget and Gross government debt countries
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Monetary policy “space™?

Starting fed | Lowest fed | Cumulative

funds rate | funds rate cut
1990 recession 8.25% 3.0% 5.25pp
2001 recession 6.50% 1.0% 5.50pp
2007 recession 5.25% 0% ~5.25pp

Three-month LIBOR interest rates
Going back further, the percent

Fed has cut interest rates
by an average of 6 pp to
counteract recessions.

Japan and Europe are
Already in negative
interest rate territory.
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Global annual export growth 1928-2009
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Global trade growth now in negative territory:

Will this time be different?

Gfdbal trade and industrial production
Twelve-month change, percent
20

> Pre-GFC average growih 5.9%;
o Post-GFC average growth 2.4%
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Volume of trade = |ndustrial production

Source: CPB.nl, World Trade Monitor.



Post-crisis recovery (or lack thereof in southern
Europe): Unresolved debt overhangs...
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Despite a rising federal funds rate, US financial conditions remained

accommodative up until 2018 and resumed that stance in 2019

Federal funds rate and financial conditions
percent and index
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Yield ratios
Risky yield relative to Treasury
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2018-2019 EM-High yield divergence: Are corporate risks

underestimated?



Global risks: Emerging
markets

The dilemma facing the PBoC

The return of “classic” EM crises: Remember the
1980s and 1990s?

China’s EM lending and hidden debts
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FOREX
Reserve ratios and the currency Reserves/M2
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PBoC Dilemma: Easier to support growth or tighter to support the

renminbi?
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These countries
have been
historically debt
intolerant
There are other
economic and
political
vulnerabilities as
well.
Brewing crises?



https://www.imf.org/en/News/Seminars/Conferences/2018/

The rise of China as a global official creditor: 1998-2018

Recently, there is a rising
focus on European lending

In Percent of World GDP
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Source: Horn, Reinhart, and Trebesch (2019) ™" o



Total external debt: Officially reported (World Bank) and “hidden

debts” to China, 2000-2018
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Restructings
of external
Chinese debt
since 2011

include:

* Tanzania

* Bangladesh
* Cote D’lvoire
* Cuba

* Seychelles
* Togo

e Sudan

* \Venezuela
e Ukraine

e Ecuador

e Zambia

* Sri Lanka
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The long horizon

The US dollar and the modern-day “Triffin
dilemma”

The Triffin dilemma or Triffin paradox is the conflict
of economic interests that arises between short-term
domestic and long-term international objectives for
countries whose currencies serve as global reserve
currencies.
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Role of the dollar and the global footprint of the US
economy 1950-2016

US GDP as a share of world GDP
(percent, right scale)
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Role of the French franc & DM 1950-1998 and

Euro 1999-2016—(notice the difference in scales in comparison

to prior US/USD chart)
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