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2) Financial capital takes over
3) Real estate speculation

4) Financial market volatility
5) Stock market devaluations
6) Housing devaluations

/) Financial losses

8) Is Iinflation a way out?

9) Currency movements are a ke
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Source: IMF Global Financial Stability Report

... longer term cause
of financial bubble...
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(Borrowing as a percenifage aof debi oulfsianding
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== ... the ‘temporal fix’ via finance:
reliance upon rising debt ratios...
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... with financial innovations 10

~ [ Otherr facilitating the bubble’s growth...
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— ... the next stage of US financialisation — 9E00
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-Share of Countries Experiencing Financial Stress
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... huge losses especially In
Third World stock markets, e.g.
Thailand and Indonesia 90%-+

crashes in 1998...

Peak to trough
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middle-income countries — 4l
especially prone to boom/bust
MSC) Emerging Marketsinde? dUTING late 2000s ... !
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In percemnt of GOP

...with special
danger when
foreign portfolio
Investment can
quickly flee...




Mote: The heat map measures both the level and 1-month volatility of the spreads, prices, and

total returns of each asset class relative to the average during 2004-06 (i.e., wider spreads, lower
prices and total returns, and higher volatility). That deviation is expressed in terms of standard
deviations. Green signifies a standard deviation under 1, yellow signifies 1 1o 4 standard

deviations, and red signifies greater than 4 standard deviations. MBS = morgage-backed security;
AMBS = residential mortgage-backed security.

Emerging markets -

werors |||

Commercial MBS ‘

Financial institutions | -
Subprime HI_"u"IEEE
...WOI‘SG Co_mlng |
IN emerging o . N N .
markets, soong’ s N o N W W

2}



The= Aiwve Big Free crises: Spain (1977, Moraay (1927, Finlard (1291), Saveden (1991) and |apan (1992) istarling
ve=ar in panrerithessis).

CHber bankirg arnd fimancial crises: Awetralia (1289, Canada (1983), Denmark (12871, Frarnce (1294, Gemany
MN877, Greece (1991), lcedand [1925), Italy (12900, Mew Zealard (12987, Uinited Kingdom (1974, 1291, 1595)
ared L'nited States [1924).

13100 2
£ LS, 2003=100
kT
120 - - 2
i . .
2 115 - X
& — ;
110 Py = -
Average for banking crises in - ¥
10 akvanced economias " 7
= _...the biggest financial ..
100 - investments emerged in Mg
Index t-a—1on US real estate, with higher — Averagefor the “Big 5*
a5 fictitious valuations than other bubbles... "=
-4 -3 -2 t-1 T 1 P+ t+3

Sowres: Reinharl and Rogoff { 2008) ard wsounces cibed therein.



Bond market volatility, 2000-08

... bonds —issued so as to finance
corporations, housing and countries —
also became unstable, after a period
(2004-07) of attracting
overaccumulated capital...

Source: International Monetary Fund, Global Economic Outlook, October 2008



6) Housing

devaluations:

Change In
prices,

Jan 2007-
July 2008

...and the bursting of the
bubble began in the
US, Japan, Denmark
and Ireland in 2007...

Source: IMF, World
Economic Outlook,
October 2008



Writing off US household net worth (%/year)

... after 2000-02 stock market crash,
household worth grew through
housing, until 2007...

Source: International Monetary Fund Global Financial Stability Report



/) Financial losses: IMF estimates of
devalued US loans ($bn)

Source: IMF Global Financial Stability Report

...has IMF correctly estimated size of devaluation? $425bn...



IMF estimates of devalued
US financial assets:
securities §$bn

Source: IMF Global Financial Stability Report



Writing off overaccumulated finance

Source: International Monetary Fund Global Financial Stability Report

.$1.4 trillion is the biggest
absolute loss to date...



8) Is inflation
away out?

Devaluing
financial
assets
through
Inflation
...aVviable

strategy for
deflating
debt?...

Source: IMF, World
Economic Outlook,
October 2008



Inflation rates

...lowest
Source: _IMF, World rates are |n
October 008 the West...



Price rises
for olil,
food,
metals,
1980-2008

....and it
appears
oll price s
due to
Specu-
lation...

Source: IMF Global
Financial Stability Report



9) Currency movements are a key variable:

Importers and exporters of capital, 2007
.. the US still takes in the world’s surplus finance, mainly from Asia..

Sotirce: Internatinnal Monetarv Fiind Globhal Financial Stahilitv Renort



G3 currency value changes, 2000-08

Source: International Monetary Fund Global Financial Stability Report

... leaving the USS$ still overvalued,
In spite of the 30%
devaluation since 2001...



G3 short
term (real)
Interest
rates

...compelling
the US to
raise rates
from 2004-

06, but can it
continue?...

Source: IMF, World
Economic Outlook,
October 2008



