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Private-sector (and banks’ own) foreign currency
debt burden is magnified.

Banks seen as risky, runs
from bank deposits to cash to foreign
currency, central bank may use reserves
to bail out banks.

Recession makes debt Devaluation gains
payments more difficult, outweighed by
private-sector loans balance sheet
subject to losses.
default.

Defense of
the peg is less likely

Damage to

the ﬁnar'm'al §y§bem OIICM when output is low.
causes illiquidity, losses
disintermedi: , and
misallocation. oG
" foreign
Sovereign
Banks’ holdings of de'btg currency debt
overnment debt Loss of trade, loss burden is
g % repayment of access to magnified.
s‘éh‘lf:ct g less Ukely credit, increased i
lefault.
Whan St borrowing costs. Government

is low.
may use reserves

to pay debt, or help

private sector that can no

longer roll over short-term
foreign currency debt.

Banks need
‘government bailout,
fiscal position worsens.
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Allen and Gale (2007) #§i: “i X120 2, HREMEILEZFHEF
H2~3F 0 2 FAE A, FERTFH5~104NE 2 L69GDPHi k. 7 WE M (twin
crisis) #==F L (triple crises) EMRAIME LA = E,

Crisis Severity: Percent Decline in Per Capita GDP, Duration of Contraction and
20.

Years to Full Recovery in 25 of the Worst Systemic Banking Crises. 185 “Pure” (ie, unaccompanied

% change  Number of years banking crises) do not
Peakto  Peakto Peakto  Severity o oni
igure as prominently among
Year _ Commry tough _trough _recovery index 5 P & L
1 1926 Chile 3 6 %26 the most severe recession
2 1931 Spain 9 26 60.6  episodes.
Banking, Currency, and Debt 3 1983 Peru 11 25 57.0
Banking only 4 1931 Urugay 3 17 s
Currency only 5 1503 Awstralin s 20 aso Debtcrises (usually at the
Debt only 6 1929 Mexico 6 16 471 time of or following the
S g“‘yv‘ B 2 157 banking crisis) add o the
razil ; .
R e— s 76 423 depth and duration
10 1890 Uruguay 2 19 400 of the post-crisis output decline.
11 1981 Philippines 3 21 308
mgso/ms Argentina 1 18 308
1920 India 9 31 50 Besides a variety of crises,
R 4 10 some of these episodes also
15 1994 Venemela u 14 encompassed wars.
161939 Netherlands 3 21
171031/1934 Argentina 3 15
15 1931 Poland 4 ° 22 of these 25 episodes are
;Z 222 ;ﬁ: :“:""" ‘; :g classified as GDP collapses by
xico
TR g n Barro and Ursua (2008) and
Source: Reinhart (2018), 22 2001 Argentia a H another 3 (including Greece and
Reinhart and Rogoff 23 2008 Iraly 5 16 Ttaly post-2008) are not in their
2009 and 2014). 24 1980 Chile E s 269
( ) 25 2002 Uruguay -159 4 8 260 sawple

Source: Reinhart(2018), International Financial Crises, Lecture slides on Nobel Symposium “Money and

Banking”
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30%
28% 979,

2004 m 2009 m 2014

25%
20%
15% 13% 13%
10%

5%

0%

Source: Fig2. “Far-right and right-wing populist votes in European elections” in Funke et al.(2016), Going
to Extremes: Politics after Financial Crises, 1870-2014, Furopean Economic Review, Vol.88, P227-260.
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2. HUATRENL 2.1 REIEESE

AT TGN S & a3kik: 1800-2010

High 1 gl
i . Share of Countries )
in Banking Crisis, 3-year @ | 35
Sum
1914 :
[ © (r1ght scale) ®
S —+ 30
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25
0.6
z 05 Capital Mobility 0 §
2 (left scale) 3
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0.3
D 10
0.2
1048 5
01
Low O+—+—+H A Ly — AN

1809 1819 1829 1839 1849 1859 1869 1879 1889 1899 1909 1919 1929 1939 1949 1959 1969 1979 1989 1999 2009
Source: Reinhart(2018), International Financial Crises, Lecture slides on Nobel Symposium “Money and
Banking”.
Note: Reinhart and Rogoff(2008, 2009); introspective index of capital mobility index of capital mobility
based on Obstfeld and Taylor(2004) updated and backcast to 1800-1859. Reinhart, Reinhart, and
Trebesch(2017) trace a very similar capital mobility index over 1815-2016 based on international bond

issues and cross-border capital flows.
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2. HUTMEHL 2.1 FREgise

RAT NI AT . 19702017

Source: Laeven and Valencia(2018), Systemic Banking Crises Revisited, IMF Working Paper, No.18/206
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[ Z AN A B ARAT SE AL o0 A1

I tigh income
[ Low and middie income

Number of episodes
6 9 12 15 18
1 1 1 L 1

3
1

o

LSS PSS SIS FEFEFF LS5

Starting year of the crisis

Source: Laeven and Valencia(2018), Systemic Banking Crises Revisited, IMF Working Paper, No.18/206
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3R,

7N ¥

kinancial Credit Boom BAlTlLl P;MLl
2 ’ ubble / Trade
Innovation J Capital Flow /
and (or)
Bonanza Fiscal DLiluls
leuahzanon
4 N
Negative shocks, such as deterioration in financial institutions”
balance sheets, contractionary policies, market uncertainty, etc.
J
Janking
Fiscal Crisis Banking Bubble Burst
B Crisis o S i
/ Economy / Currency
e / Debt 1
Crisis . Crisis
\_ Deflation y,

&1 AR4EMishkin(2012)FaReinhart and Rogoff(2009) #32 ,
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0.5%

0.2%
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R 26 3 TA) 5 B AR AT B 5% e AN{E] 1]

Number of failures per year

3000
2500

2000

Source: Bernanke(2012), Lecture 1.

1910 1915 1920 1925 1930 1835 1940
Source: Federal Reserve Board, Banking and Monetary Statistics,
1914-1941, table 66.
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According to Taylor(2007), during the period from 2002 to 2005, the short
term interest rate path deviated significantly from what this two decade
experience would suggest is appropriate.

7.

Counterfactual Federal Funds Rate

This deviation may have been a cause
of the boom and bust in housing starts 3

and inflation in the last two years. 2]

Actual Federal Funds Rate

2000 2001 2002 2003 2004 2005 2006
Source: Figure 1 in Taylor(2007).
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WER3: ERMEIHTE

Bernanke(2010) argues that “monetary policy following the 2001 recession
appears to have been reasonably appropriate... (but) it is difficult to ascribe
the house price bubble either to monetary policy or to the broader

macroeconomic environment.”

o l%) Federal Funds Rate g0 P Real House Prices
50
6
40
4
30
24
20
0
10
2 T T T T T T T T 0 T T T T T T
00 01 02 03 04 05 06 O7 08 00 o 02 03 04 05 06 07 08

Source: Slide 6 in Bernanke(2010).
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SRIPK A ) AR HRL DL T BOR

» The Discount Window

» the maturity of discount window loans was extended and the
interest rate reduced.

» encourage broad participation by financial firms.
» Special Liquidity and Credit Facilities (lender of last resort)

» provide liquidity to a variety of financial institutions and markets
facing runs or other illiquidity problems, including banks,
broker-dealers, commercial paper borrowers, money market funds,
asset-backed securities market, etc.

» All loans were required to be ”secured” by adequate collateral.

» Support of Critical Institutions (bailout)
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Lehman MMF breaks Guarantees
banksuptcy the buck

announced

L ) . . )
98 912 918 924
Source: Bernanke(2012) Lecture 3.
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2009F 1B G-20HESE T (1 [E P &1

Financial stimulus in G20 cou S

International Monetary Fund officials say aggregate G20 fiscal

stimulus is so far worth 1.4 percent of gross domestic product
{GOP) for 2009 and 2 percent of GDP looks like what is needed THE LONDON
United States Britain Gemany Maly Russia
@50 s24b  @SAASh s&2b China
Over 1% of 325% of 043 of S4%of
aoe GOl aoe GOP

$585
billion

1 1
o -
[ o]
South Korea
ol e saza
@ s2870 Goe
25%of 1.3% of ] J
0P aop A \ o
Countries without official packages J r . i‘l’zif 3
%
Mezico: Congress approved GOP
" budgot dobt of 1.8% of GOP Tty "
o 2008 ko boost growih L g v Australia
Saug Ambia; Ofkinis arges their =" 15%ofaDP @ il
g CONYE san aickaDy gkt 2% of G0P
Crisis, dispin monatary mspeese 2 . . L
oLy v coae Argenting South Africa India Indoresia
$30b $75 b - 340 ® s51b
Beazil: Gout his had e 2007 {appron) H%olGOP  04%0lGDP  1.3%of GDP
makiynar imvesiment peosact 10 help
cruals jibs and sicks % ecoromy @ reurchs

From http:/fwww._chinadaily.com.cn/cndy/2009-03/31/content_7632100_htm
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(a) GDP Growth Rate
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Eurozone

Greece

2004

(b) Unemployment

2005

2006 2007 2008 2009 2010 2011 2012 2013

Eurozone
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BURMOR: 4ER

FIGURE 11-20

Industrial
production 139
(Jan 2008 Official beginning
= 100) of US recession
120
110

Emerging market and
developing economies _

Advanced economies

it L
2005 2006 2007 2008 2009 2010

markets with the rapid resumption of growth in emerging markets.
Source: IMF, World Economic Outlook, October 2013.

L
2011 2012 2013

The “Two-Track” Global Recovery Using data on industrial production, these two charts contrast the sluggish recovery in developed
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X B B %

%08 Are advanced
‘WWI and Depression debts: WWII debts: economies debt
%0 acvanced and emergin, T o crises really
i meee Axis countries: default and ;

economies: default,
30 restructuring and conversions--
a few hyperinflations

financial repression/inflation over?
Allies: financial
repression/inflation

60

40

20
1901 1911 1921 1931 1941 1951 1961 1971 1981 1991

2001 2011

Source: Reinhart(2018), “Government Debt/GDP, 1900-2017”. These debts stand at or near historic
highs in a number of advanced economies. If contingent liabilities (private debts and pensions) are added
(not an issue at the end of WWII) current levels far exceed prior peaks.
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95 B 52 5 9T D A SR 19 5 %

120 7
100 7 \ Advanced
o
W
80 7 M \
[ ]
Emerging | \
60 7

40 7

20

0

T T T T T T T T T T T T T
1900 1907 1914 1921 1928 1935 1942 1949 1956 1963 1970 1977 1984 1991 1998 2005

Source: Figure 1. “Gross Central Government Debt as Percent of GDP (unweighted averages)” in

Reinhart et al.(2012), Public Debt Overhangs: Advanced-Economy Episodes since 1800, Journal of
Economic Perspectives, Vol.26(3), P69-86
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125 B AT 55 A %

%%

i Eurozone crisis

2007 2008 2009 2010 2011 207F 273 2014

Source: Koo(2014), The escape from balance sheet recession and the QE ‘Trap’, Slides.
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> 20125F 40, WAL REAKEEFOR I REREATIA, FEIRER
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3. ERGS AN 3.2 RREEL

R ot G AL S

Wiki: Causes of the crisis varied by country.

» Greece: high public sector wage and pension commitments were

connected to the debt increase.

» Cyprus: European banks own a significant amount of sovereign debt,
such that concerns regarding the solvency of banking systems or

sovereigns are negatively reinforcing.

» Ireland: private debts arising from a property bubble were transferred to
sovereign debt as a result of banking system bailouts and government

responses to slowing economies post-bubble.
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R 5 S by L ik

How sovereign debt crisis could spread through the Eurozone

& Poverty in Europe

Ireland

Is next to fall. After disclosing a huge

price tag for bailing out its banks and

weeks of market pressure driving

bond yields higher, Ireland requested

help. An 85 billion euro EU/IMF bailout

was assembled in Novsmber.

i‘r‘-“ﬂh]l'.li:hiﬂiﬁén*iﬁ'r 2

NSRITN TR ﬁ £

=B EE

*ﬁ*ﬁ&ﬂﬁﬂﬁ 1WF850
92480

Portugal 4
Could be next to request
financial aid under growing %
pressure
&$N’rlﬂkﬂﬁ JyEg,
MEFRAHTH= ’Y‘ES!?
BRI A S MM ER.

S|

Economists fear that, unless Portugal €42 5% 22 3111

also takes a bailout, the contagion will &3 55 & 7

spread o its neighbour Spain, a & BIEHIES &
HEX

@ sharo of total
Eurozone debt

-
Greece
Debt problems emerged In late

EF@HEF  EUnMF bailout earier this year

RARA R,
Em‘m- 2009, leading to a 110 billion euro
)

el Sonsiecably lsper eoommy B AR RS ML M AE2000
EE IS s
IR RS 7 R
#T1100fZBRTC RO IR BN .
B R KRR Al A,
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3. ERGS AN 3.2 RREEL

BRIGIX = fE L

e

Too many bank ik ek
failures bankrupt

sovereigns as they
try to support bank&/

Weak banks slow
growth through

\reduced lending.

Weak economy and
Sovereign defaults falling asset prices
bgnkrupl hank.s with damage banks’
sizable sovereign balance sheets.

debt holdings.

Austerity measures
imposed to relieve Growth and

Sovereign debt crisis : . /
\ SOySIeIEnSires competitiveness crisis
weaken economies.

Weak growth makes
certain indebted
sovereigns insolvent.

Source: Shambaugh(2012), The euro’s three crises, Brookings Papers on Economic Activity, 2012, P157-231
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SENUE AL : e E BRR ?

3.2 BKBEML

0.78

0.76
Breakdown
The Leave vote was decidedly
English while the Remain side carried
the day in Scotland, where Cameron’s
Jfirst referendum gamble took place
in 2014, and Northern Ireland.

0.72
Neither region wants to be dragged
out of the EU and a second Scottish

referendium now seems likely.
M LEAVE [ STAY 0

0.68

0.66
Source: MacLeans.

0.64
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https://www.macleans.ca/news/world/is-brexit-the-start-of-a-new-war-against-globalization/
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no data

B i % %: Historical Public Debt Database, IMF.
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3. RSN 3.3 BERfSEHL

KGR ATHARGISEHL: 2015

Figure 1.6. Indicators of Fiscal Space in Advanced Economies and Emerging Market and

Middle-Income Economies’

1. Advanced Economies

2. Emerging Market and Middle-Income Economies
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Source: IMF, 2016: Acting Now, Acting Together, Fiscal Monitor, April 2016
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Seeking stability

in an indebted world

What happened to deleveraging?

$199 Tilion 517%
Global Debt 235% of €0p sr% (DebtiodDE
1 282%
260%
$142 Trillion s
269% of GDP $57 Trillion
since 2007 . .«

Japan Spain China U.S.

Across sectors and geographies there are troubling signs:

CHINA'S debt HOUSEHOLDS GOVERNMENT debt is up
is soaring borrow more $25 trillion since 2007
Quadrupled 80% of countries FEN I,
since 2007 have higher debt advanced economies “a:te
A
il [
~50% of loans 74% of household Exceeds 100% of n
linked to real estate debt is mortgages GDP in 10 countries
Shadow banking 7 countries at risk Projected to keep growing
growing at 36% p.a. in Europe and Japan

Source: Dobbs et al.(2015), Debt and (not much) deleveraging, MGI report
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https://www.mckinsey.com/featured-insights/employment-and-growth/debt-and-not-much-deleveraging
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SRR 5% (GLoBAL DEBT CLOCK): 2019

CURRENT GLOBAL PUBLIC DEBT

Higher debt WM M Lower debt COMPARE COUNTRY DEBT

Public debt: $1,952,591,803,279
Public debt perperson: $1,450.43
Population: 1,353,349,726
Public debt as % of GDP: 17.7%
Totalannual debt change: 11.6%

Close

RETEL]

I

Public debt: $12,042,805,464,481
Public debt perperson: $96,476.17
Population: 124,882,513

Public debt as % of GDP: 261.0%
Totalannual debt change: -1.59%

Close

United States 2

Public debt: $15,991,183,606,557
Public debt perperson: $50,093.38
Population: 321,009,280

Public debt as % of GDP: ©3.6%
v Totalannual debt change: 9.9%
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https://debtclock.s3.amazonaws.com/index.html
http://www.usdebtclock.org/world-debt-clock.html
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gl (2016): (RS ANEE )

As a result we seem condemned to continued weak growth and fiscal
austerity in the eurozone, to a mediocre recovery in the United States, and to
an unbalanced recovery in the United Kingdom. Japan meanwhile, faces an
ever-growing level of public debt that will never be repaid in the normal sense
of the word. And as 2015 progresses, it looks increasingly likely that China’s
credit boom is ending in a potentially dangerous downturn.

It seems that we are out of ammunition — the policy magazine is empty.
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