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BER}KIE: Ghosh, Ostry 1 Qureshi (20154F).
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1980-2011 4 7 X W 37

Financial vulnerabilities Macro vulnerabilities Crisis®
l?czz(::tb bcf?rrsvl\?ilr:gb Ien'ij)?ngb b:liﬁileb deszaazt’?onb Bank Currency Debt Growth
(€] 2 (3) (4) (5) (6) Q) (8) 9
Hard pegs 6.1 14.3 58.9 -2.7 0.3 3.0 1.0 2.0 10.5
Intermediate 24 9.4 36.1 -3.6 0.2 4.7 5.2 1.9 4.4
Peg to single currency 3.5 12.3 34.9 -4.6 0.9 3.6 5.2 2.8 6.9
Basket peg 8.8 10.7 49.2 -1.9 -0.2 5.4 1.1 1.1 8.3
Horizontal band 5.1 9.9 44.5 -4.5 0.6 7.0 2.8 1.4 3.4
Craw ling peg/band 1.1 8.3 35.1 -3.4 0.8 7.4 7.4 2.3 3.1
Managed float 1.2 8.0 35.4 -3.5 -0.7 2.7 4.9 1.5 3.3
Independent float 0.8 7.3 29.4 -3.2 -1.6 1.2 2.4 0.6 3.8

al In percent of exchange rate regime observations. Bank, currency, and debt crises from Laeven and Valencia (2012). Growth collapses are defined as those that are
in the bottom fifth percentile of growth declines (current year relative to the average of the three previous years), and correspond to a fall in the growth rate of real GDP
of about 7.5 percentage points. Regimes are lagged one period.

b/ Credit boom measures 3-year cumulative change in ratio of private sector credit to GDP (in percentage points). Foreign borrowing measures bank foreign
liabilities/GDP (in percent). FX lending measures ratio of FX bank loans to total bank loans (in percent). Fiscal balance measures general govt. net lending/GDP (in
percent). REER deviation measures deviation of REER from trend (in percent of trend).

o S E AR AN A o R BEAR LG, BRI S R BEAR A ME 5e PE AT EE 2D 1 6
B, 1 H S EEhCRGAELE, IS 5 R A fEL.
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YeH k7. Obstfeld, Ostry, F1 Qureshi (2017 4).
e B RR TVXORH (B #) f b@ I MK = NFE T3 T HMEZ 8 LA X .
0 EEEESNE AL E G S 5 Rk RN i, X T A TR T LR
H PR A 2R sl A BUAS R 3% 4 %4 (Obstfeld, Ostry 1 Qureshi, 20174F).
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“Thiz book iz ezsential reading for policy makers
contsnding with the volatility engendered by
openness to forsign capital or those considaring
whether to open up further to the vagaries of
international financial markets.”

—JOSEPH STIGLITZ

“Written by some of the foremost experts on the
subject, thiz book iz 2 must-read for anyone who
wants to understand how countries might benefit
from capital flows without being overwhelmed by
their costs.”

-RAGHURAM RAJAN

TAMING the
TIDE of
CAPITAL
e FLOWS

A Policy Guide

“The authors deliver an insightful and
comprehensive analysiz of both the risks and
the policies associsted with cross-border capital
flowe... making thiz book eszential reading Er
current or would-be policy makers.”

—CARMEN M. REINHART

“When decades of strong intsllectusl debats
about capital controls seemed to have left
nothing new under the sun, this book takes a new
and enlightening approach from & holistic and
granular perspactive.”

—~AGUSTIN CARSTENS

“Beyond the theory and empirics, what makes the
book espacially useful is the attention the authers
Esy to the practical azpects of managing capital

ows. Policy makers and fntarnaﬁuna% sconomists
alike will greatly benefit from it.”

—DANI RODRIK

ATISH R.GHOSH
JONATHAN D. OSTRY
MAHVASH S.QURE
. S
= “This book prezentz a thoughtful and balanced
recipe for how open sconomies can enjoy the

fruits of globalization, but in a durable and
sustainable way.”

—HYUN SONG SHIN

The MIT Press
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Capital Account Management : A New
Perspective

Liqing Zhang

Director of Center for International Finance Studies,
Central University of Finance and Economics

Speech at the conference “2018 Shanghai Symposium on Global Finance—
—Changes of Pattern in Global Finance” run by

Shanghai Development Research Foundation

October 15-16, 2018

Outline

1. Why is the CAM Needed?
2. Why Do We Need a New Perspective?

3. What is the Policy Implication?
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1. Why is the CAM Needed?

* International capital flows have various benefits, such
as:

— New classical approach

— Intertemporal equilibrium approach
— Risk diversification approach

— Technology transfer

— Promoting financial development

— Strengthening fiscal discipline
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Empirical Studies on the Correlation between “Liberalization of
Capital Account and Economic Growth”

Studies (Countries) Year Correlation
Sample

Alesina, Grilli, and Milesi-Ferretti (1994) 20 1950-89 no
Grilli and Milesi-Ferretti (1995) 61 1966—89 no
Quinn (1997) 64 1975-89 yes
Kraay (1998) 117 1985-97 no
Rodrik (1998) 95 1975-89 no
Klein and Olivei (2000) 92 1986-95 yes
Chanda (2000) 116 1976-95 yes

Arteta, Eichengreen, and Wyplosz (2001) 59 1973-92 unclear
Bekaert, Harvey, and Lundblad (2001) 30 1981-97 yes
Edwards (2001) 62 1980s yes
Kose, Prasad, Terrones (2009) 67 1966-1985 no

1985-2005

Donald (2015) 117 1980-2000 no

* Interpretation of the unsatisfied empirical results
and the implication for liberalization of capital
account
— Boom-bust circle and almost all the financial crisis in EMEs since

1982;

— The reason behind the boom-bust circle is in a large degree
because of the irrational response of international investor, often
featuring over-optimistic and over-pessimistic response;

— In order to deal with the market failure, even after the liberalization
of capital account, CAM, mainly in a way of prudential regulation is

still needed.

— An institutional view by IMF is on the right direction.
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2. Why Do We Need a New Perspective?

e A boom-burst circle ending with Financial crisis
often starts from massive inflows of foreign capital.

e According to IMF (2010) , facing with the surge of
capital inflows and the unfavorable macroeconomic
consequence, EMEs have four policy instruments:

— Fiscal and monetary policies
— Currency appreciation

— Macro-prudential regulation
— Capital control
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e Whether the policy suggestions by IMF are
sufficient enough is dependent on the question:
What is the dominant reason for the surge of
capital inflows to the EMEs over the past decades?

e Long time debates: Pull factors or Push factors?

US FED: Contributions to the Capital Inflows into EMEs

8
6
4
, [\ ’ v
a L] . ' - ™ ¥ B — -
52 e A T -
o ff LA AR L
£ o | ] L
g 2 | Ij 1
L -4
-6
-8
_10 | 1 | | | | | 1 | 1 1 |
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
I Monetary Policy I Growth Differential Commodity Prices
I Risk o Actual = = Predicted

4-quarter rolling averages. Source: IMF BoPS, authors' calculations.
Countries included: Indonesia, India, Korea, Malaysia, Philippines, Taiwan, Thailand, Argentina, Brazil, Chile,
Colombia, Mexico, Czech Republic, Hungary, Poland, Romania, Russia, Israel, South Africa, Turkey

Source: John Clark and others (2016), Emerging Market Capital Flows and US Monetary
Policies.
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e However, most of the literatures support the Push
analysis:
— Calvo et al. (1993, 1996),
— Chuhan et al. (1998),
— Forbes and Warnock (2012),
— Fratzscher (2012)
— Milesi-Ferretti and Tille (2011),
— Shin (2012),
— Rey (2013),
— Ahmed and Zlate (2014),
— Cerutti et al. (2014)

A Simple Supportive Evidence of the Push Factor
Capital net inflow (billion $)

500

400

300 -

200

100 -

(0]

-100

—T— T
1970 1975 1980 1985 1990 1995 2000 2005 2010 2015

East Asia & Pacific
South Asia
Total

Latin America & Caribbean
Sub-Saharan Africa

Source: Calculation based on the data from IMF
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« If Push Factor is the dominant factor, mainly
the US monetary policies, then

— The adjustments suggested by IMF (2010) may not

be very much effective, because......

— It is unfair for EMEs to take all the responsibility

in CAM, since the adjustment measures are costly.

Recent Challenges to the Financial Stability of EMEs

FRED -/ —
:

Dec 16, 2015 — 0.25-0.50
Dec 14, 2016 — 0.50-0.75
Mar 15, 2017 — 0.75-1.00
Jun 14, 2017 — 1.00-1.25
Dec 13, 2017 — 1.25-1.50
Mar 21, 2018 — 1.50-1.75
Jun 13, 2018 — 1.75-2.00
Sep 26, 2018 — 2.00-2.25
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US Monetary Policies and Financial Crisis
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3. What is the Policy Implication?
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Key message: CAM need a global action. CAM is not only the
responsibility of debtor countries (mainly EMEs), but also the
responsibility of creditor countries (including US, EU and Japan).

More regulatory action, such as macro-prudential policy, should be made
from the creditor countries side .

Under G20 and IMF, some related facilities should be created. For
instance, a new international agreement or Code of CAM probably
should be signed. (Remember there were precedencies in the past, for
instance, sixth Article in IMF agreement)

US Fed should pay more attention to the impact of its monetary policies
to capital flows in EMEs.

Implementation of Tobin Tax should be placed on the agenda of global
financial governance reform.

Structural reforms in EMEs is certainly needed.

Thank You
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Gerald Epstein
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“The job of agreeing measures to fix the fault lines that caused the
crisis is now substantially complete.”
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Corporate debt has grown by $29 trillion since 2007 and from 79 to 92

percent as a share of GDP

Total debt outstanding?
$ trillion, constant H1 2017 exchange rate

Change,
2007-H1 2017
166 169
157

148 +11

139

117

2 - .
43

; .
64 .
Households 42
Bl 2
Nonfinancial +31
09

+29
56

a1

S
)
=

corporates
Government 21
2000 07 08 10 13 14 15 16  H12017
Nonfinancial
corporate

debt to GDP?
%

1 Estimated bottom up using data for 43 countries from Bank for International Settlements (BIS) and data for eight countries from McKinsey's Country Debt Database.
NOTE: Figures may not sum to 100%, because of rounding.

SOURCE: BIS; McKinsey Country Debt Database; McKinsey Global Institute analysis McKinsey & Company 2
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Nonfinancial corporate bond markets increased 2.7 times over the past
decade

Global nonfinancial corporate bonds outstanding by region? 2007-17
$ trillion, nominal exchange rate Compound annual  Change
growth rate (CAGR)  $ trillion
%
+10.5 +7.4
Other advanced +7.9 +0.6
economies
Other developing +14.0 +0.9
economies
China +39.9 +1.9
Western Europe +8.6 +1.5
4.3
sq -
I
2'_4 - - United States +7.8 +2.6
3.6
06 .2 B 23
2000 2003 2007 2010 2013 20172
Global 8 9 8 10 13 16
nonfinancial
corporate bonds
outstanding/GDP
%
1 Bond nationality is based on the location of the headquarters of the parent company of the company issuing bonds.
2 Data as of December 4, 2017.
NOTE: Figures may not sum to 100%, because of rounding.
SOURCE: Dealogic; McKinsey Global Institute analysis McKinsey & Company 3

A record amount of bonds will need to be refinanced over the next 5 years—
up to $2.1 trillion annually

Global nonfinancial corporate bonds maturing annually?
$ trillion

Additional bonds that may be issued 1920 1.7-21 1.4-21 1.3-2.1
and would mature in 2018-222

B Other advanced economies % 0-0.4
[ other developing economies 0.1 - 007 408
B china L6 1617 Sgoi '
[ western Europe - .
M united States - 0.4

os 1

o©
)
o
w

o o
(V) P

I
N
I
w
©
i

o
3
o
3
o
o
o
o

0.7 .

| |

o5 05 05 B

— — I _

03 ©Imm B0 W -

0. mem B BN BN

=+ 1 1 R

2000 02 04 06 08 10 12 14 16 17 18E  19E 20E  21E 2022E

1 Data as of December 4, 2017.

2 Bonds of shorter maturities (less than 5 years) may be issued in coming years and would add to the amount maturing each year. We base our projection of the size of these issuances on
the historical trend from 2014 to 2017 for each maturity.

NOTE: Figures may not sum to 100%, because of rounding.

SOURCE: Dealogic; McKinsey Global Institute analysis McKinsey & Company 4
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Credit quality has deteriorated: BBB-rated bonds are almost 40 percent of all
US corporate bonds outstanding

US nonfinancial corporate bonds outstanding based on S&P ratings?,
$ trillion

CAGR 2000-
2017, %
4.8 +8
22% High yield +8
BBB +10

Investment grade

+7
(excl. BBB)

2000 05 07 10 2017
1 Shares from Morgan Stanley applied to Dealogic numbers
SOURCE: Morgan Stanley, Dealogic, McKinsey Global Institute analysis McKinsey & Company 5
Noninvestment-grade bonds account for 16 percent of total bonds
outstanding

B investment grade B Noninvestment grade Not rated
Global nonfinancial corporate Advanced economies’ nonfinancial bonds outstanding CAGR,
bonds outstanding, 2017 %; $ trillion 2007-17
% ($ trillion) o (%)
100% = $11.7 trillion 100% =
2.3 3.2 4.0 5.2 6.8 7.2 7.7 8.3 8.6
35 32 31 +3
40 37 37
50
43%
(5.0)

I.....““

S A B Bl BE B U

2000 03 07 10 13 14 15 16 2017t

1 Data as of December 4, 2017.
NOTE: Figures may not sum to 100%, because of rounding.

SOURCE: Dealogic; McKinsey Global Institute analysis McKinsey & Company 6
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In China, Brazil, and India, 30 to 40 percent of corporate bonds may be at

risk of default if interest rates rise

Share of bonds outstanding of nonfinancial corporates with
EBITDA/interest expense ratio below 1.5
%

Scenarios for interest rate change

2016 +100 basis points (bps) +200 bps

Australia -- 15
Canada |- 10

United Kingdom -I 10

France - 10

United States “Il 8

Germany ‘. 7

SOURCE: Capital 1Q; Dealogic; McKinsey Global Institute analysis

Value of bonds outstanding
of nonfinancial corporates

with EBITDA/interest

expense ratio below 1.5

$ billion

2016 +200 bps

51 69
18 27
1 22
25 39
19 58
8 42
272 356
18 28

McKinsey & Company 7

China’s corporate debt has increased by more than 5 times over the last

decade -- $20 trillion and counting
China debt?
$ trillion, constant 2017 exchange rate

324
Government
Nonfinancial
corporate
5.8
1.2
21 ﬂ Households
2000 2007 2017
China 140 145 256
debt /
GDP, %

1 Debt includes household, nonfinancial corporate, and government debt; excludes debt of the financial sector.

SOURCE: BIS; McKinsey Global Institute analysis

Reasons to worry about
China’s corporate debt
Large portion linked to
real estate, directly or

indirectly

30% from opaque
nonbank lenders

Trade war could hu

corporate performance —
enough to spark a wave

of defaults?

McKinsey & Company 8

rt
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But could a corporate debt crisis in one country create a global event? The
instruments that created global repercussions in 2008 are mostly gone

CDS, ABS and CDO outstanding

$ trillion
57.9
9.4 2.5
1.6
CDs? ABS?
Change -84% -37%

2007-2017, %

1 Global total 2 US and Europe; ABS not including MBS. 3 US and Europe; including CLO, SF and Other CDO, not including CMO
SOURCE: Bank for International Settlements; SIFMA; AFME; McKinsey Global Institute analysis

2007 2017

1.3
0.9

CDO?
-35%

McKinsey & Company 9

But if you want reasons to worry....

Liquidity in bond markets has dried up

= Market making capacity has declined, while
corporate bonds outstanding tripled. Turnover
has fallen.

CLO market is soaring
= US CLO issuance is nearing peak of $120 billion
in 2017 — compared to $90 billion in 2007.

LBO market has reached pre-crisis peak

= Private equity fundraising has surpassed 2007
level, at $750 billion raised in 2017.

McKinsey & Company 10
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DEEPENED FINANCIAL INTEGRATION

AND VULNERABILITIES OF THE GLOBAL SOUTH

Yilmaz AKkyiiz
Former Director, UNCTAD, Former Chief Economist, South Centre, Geneva
FES 2018 Shanghai Symposium on Global Finance
Shanghai, October 15-16, 2018

" JdEA
Gross external assets and liabilities
(% of GDP)

Year 2000 Year 2016

Assets Liabilities NFA Assets Liabilities NFA

Brazil 18 58 -40 43 83 -40
China 35 32 3 58 43 15
India 12 29 -17 23 49 -26

Russia 88 66 22 93 78 15
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NN

Composition of Gross International Assets (% of total)

FDI Portfolio Equity Debt

Reserves

Composition of Gross International Liabilities (% of total)

FDI Portfolio Equity Debt

2000- 2000- 2015-
2001 2001 2016
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Capital flows to EMEs
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Downward bias in interest rates, upward bias in debt in G7

Per cent % of GDP
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External debt in EMEs: NFC and sovereign
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Chinese Reserves and RMB
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" J
EMEs currencies against the US dollar
(January 1, 2018 and September 15, 2018)

Argentine Peso
Turkish Lira
Brazilian Real
South African Rand
Russian Rouble
Indian Rupee
Chilean Peso
Indonesian Rupiah
Philippine Peso
Hungarian Forint
Polish Zloty
Chinese Renminbi
South Korean Won
Taiwan Dollar
Bulgarian Lev
Czech Koruna
Singapore Dollar
Romanian Leu
Peruvian Sol
Malaysian Ringgit
Colombian Peso
Thai Baht

Hong Kong Dollar
Mexican Peso
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