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Why Focus on Supply?
OULINE
“NherSupply offCapital

s Trie Jluoml ECONOomy as a Complex System

— RISKYOIEIIE andilendingrmaturities as a means
to - take  the ten jperature” of the system

-ansitions 1o Watch In The Next Decade
The US Fiscall Position

Spread of t?g Anglo-Saxon Model

Practical Suggestions

28 September 1999 41st Annual NABE Meeting 2



Why Focus on Supply?

Sl B RCOUNTY RISk

“IRISKEASSESSIMENTt fiiameworks that focus
SXESIVElY GRICoUNtry issues will either

OVEIrStaLENor unf@r)a sk

- Theywill bhS ove -predict or

- Unaer=preaict crises

' The triggers for financial crises are
usually ‘upp@ side phenomena

[ —
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Why Focus on Supply?
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11994=55 l\/leAJrr elisis, the supply
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‘/~CS Asian crisis, the supply
I0CK WesFan increase in short-term

- yields in Europe and Japan and
COﬂSOlIdatIO#Ijn Japan’s banking system
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. The Supply of Capital

3 P - C S~ Tal de
CHIBRICESUPPIErS
Nehnenicinet suppliers of capital include
Jelofelq), inle | 2E Eruv\- , Slhgapore,
OLNENS 4
~ Thefollewing slide includes just Japan and
L

E
~ Europe to make the point
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The Supply of Capital

“NHEMELfovwreiRcapital is a function of
Weakanmvestment demand at home
\Winesreal investment in the US has about
douleledssince 1980 in Europe Investment
- has risen by about one-fifth, as the next

slide show '
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ed States, Japan, and Europe1
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The Supply of Capital

“HnmeUnited S'ta;' S domlnant

JHJOJFFSF Of

=[] LYIYL igle U ted States imported 68
PENCERNIOrE capital than the group of the
32 largest emerging markets taken

together '
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The Supply of Capital

W Ernere)lrle) ivleig; :

_NIEIEMERTING IViaurk ezr- has a shot at
theresidual

_ Thisgamolints te a trickle; in 1997 the
el ges EIMEro g market, China, attracted
- Just tworpercent of global direct investment

stable is this trickle?

The Issue: ne
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The Supply of Capital

Vo CheIC

PAINRVestors aretinl a real sense at the
MErGYAGIRE portiolio choices of
DANKErs

— Netrwankilending Is the least stable
- categony. oft capital flows, as the next slide

shows '

\
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Intries by Type of Investment

1 Peso Crisis 1997 Asian Crisis

N

-5C l.
El.

-100

150 — —

1988 1989 1990  19¢ 1@92 993 RejeZ 1005 1996 1997 1998
E)

== F0reign direct investment === Portfolio investment (equity and debt securities) ====Bank credits Total Net Capital Flow

Note: 1998 figures are estimates based on IIE projections for their group of 33 emerging market countries.
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The Supply of Capital

.y

VA Cogflolieciilogi

Conjilleice] gapjifel] orlr’ In a world of
ITREINEIEIRG szes Fl_'r_J fall banks focus
EXCIUSIVEIVAOI; oN the dom tic economy?

B United States
B Rest of World

1.57

0.57

07

\—I
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The Global Economy

UTUENMENRIECES Together

s Tre ¢lgge) agonom/J reasingly must
IERIIBUENLON ru,g‘-lm ategrated complex
SV/SLEN] P

‘ 'ru Balea factic ife; what matters

S| heW! thie! system Is configured

: - . )
The sand pile metaphor: identical shocks

can have wildly different impacts

'ﬁ
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The Global Economy

RISK EieEmia

Sufezle J:* orQ\/Jrl gl means ofi taking the
LETPEIELLREROI ther system--1f you do it
gt

— \/glelt efe) es ['mean when suppliers of
- capital,” everal years, have “under-
.~ priced” ruf That the eventual avalanche

will be a big one?
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o We know what happened
during these periods

— \exico

—\/enezuela

1995 1996 97 1998 1999 2000

*Brady Par Bond stripped yield minus US 10-year government yield.
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The Global Economy

1 T | I AN N\ 9\ [ty
ANGLEINVIEERS |
n By Decaprlogar [£Ye Ee t Asian
IBIGIVENS GIWEGTNE 1iC lowing share of
theirrdentsitol BIS banks short-term:
Shindenesia 62 percent
= Walaysiar 50 percent
~— South Korea 68 percent

65 percent
58 percent

— Thailana

— Philippines
This says something telling about the
creditor banks in Japan and Europe
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Transitions To Watch

.y

IMENUSHEISCAINEOSItioNn

“NENUSHISCAINPOSsItion may change so
recallyain 't'ne_'gxt decade that the
EnVireient 1) capitaltflows will be
venyrdiiterent for all

CBO) projections peg the accumulated
nominalisurplus at $ 3 trillion through 2009

This sum compares to $3.6 trillion in debt
now held by the public
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Transitions To Watch

nd the supply

Qay fall

~\WillF2000~2009

M Fiscal Deficit,
Share GNP

M Real Interest
Rate

" resemble 2
1963-722  *°
0.5-

O_

1963-72 1986-95
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Transitions To Watch

DSHESERINROSIUON 1N pact

8 |rrlgelgrog) emergjru arkets would be

MIXEE » |

= EGWEIRIERChMarNKk cost of capital

— But fewer no-risk benchmark assets to
palance riskier assets in portfolios, which
may mear ? less appetite for emerging
market assets
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Transitions To Watch

.y

SPIEABRGIRENANGI0-Saxon Model

s [ne sprearl oifE Anglo=Saxon model
e ENEIRVIGONALE 11 %tment in the EU
elglefzigeln) = j

—RECENL ]md']'c:”"ns financial deregulation in

~ Japanialk ofi fiscal reform in Germany,

deepening of the European bond market,
cross border M&A in the EU
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Transitions To Watch

.',_l-

Dlzitsiola @)ttee et

“HIREREESIONIETSUIfarISed In a big way, It
WINRENIECANSE POIICY '%velopments In
adustaleeUntres fundamentally alter

~ tnersteply of apital to emerging

;1 1 'I(‘a
‘mark S

Couldiwe see a return to the period prior
to the first oil shock, when the emerging
markets literally got no private capital?

28 September 1999 41st Annual NABE Meeting 22



Practical Suggestions

Tools To Use
ViatityAeiiending vy BIS banks to blocks
OIREINEITINERMEKEL countries

- ISticilirdiNeronm and deregulation among

- thercapitalisupplier:

Spr 2ads, iic rig andldomestic

Later, spreads not linked to Treasuries
The musings of globalists

Systems dynamics, biological metaphors
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. r Practical Suggestions

pemiciOItlook,” IMF, various, but
ESPECIE E%é%%é%%é 296iand May 1999

= WVIERENIAECCNBMIC R@'V]Fe . Institute of

IntEraueel Einence; especially August 1999

- “Capital rlovvJ‘)rme ging Market Countries,” 11F,
- especiallyPApnli 1999

“Global Restructuring: Lessons, Myths, and

Challenges,” Stephen Roach, MSDW, June 1998

“Profile and Forecast,” Woody Brock, Strategic
Economic Decisions, especially May 1998 and 1999

“How Nature Works,” Per Bak, Copernicus Books,
4 SBN-Q88794 7914 Septemisern 1996 24




