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The Global Economy:The Global Economy:
Growth and Financial Stability

3



G thGrowth

The Global Economy
• Global economy at dangerous stage
• G2 growth has slowed 
• Downside risks

• Global economy at dangerous stage
• G2 growth has slowed 
• Downside risksDownside risksDownside risks

• Weak growth, risk of recession
B ki  d i  d b  i i

• Weak growth, risk of recession
B ki  d i  d b  i iE • Banking and sovereign debt crisis

• Downside risks dominate
• Banking and sovereign debt crisis
• Downside risks dominate

Eurozone

Emerging Asia
• Still healthy growth
• Domestic demand holding
• But downside risks dominate

• Still healthy growth
• Domestic demand holding
• But downside risks dominate
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The Global Economy
World GDP Growth

(y-o-y; in percent)
Downward Revisions in Growth 

Forecasts since Apr-’11 WEO
Risks to the Global Outlook
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Global Financial Stability

September 2011 GFSR

April 2011 GFSR Risks
September 2011 GFSR

Credit risksEmerging market risks
April 2009 GFSR

Market and
liquidity risksMacroeconomic risks liquidity risks

Away from center signifies higher risks, 
easier monetary and financial 

Monetary and financial Risk appetite
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Fli ht t “S f H ”Flight to “Safe Havens”
Asset Price Performance since April GFSR

(percent)
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V l tilit d Ri k A iVolatility and Risk Aversion
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A D S t t b I ?A Dangerous Spot to be In?

• Financial markets  continue to question Financial markets  continue to question 
policymakers’ ability to secure sufficient 
support for necessary policy actions

• High uncertainty in light of political 
disagreement on crucial questions in g q
euro area and US

• Risk of an adverse feedback loop between p
sovereigns, banks, and real economy
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Bad Equilibrium Good EquilibriumBad Equilibrium, Good Equilibrium
Shock to Debt Dynamics for 

Vulnerable Sovereign

Increased

Bad Equilibrium
Inadequate 

Policy Response

R d d

Good Equilibrium
Adequate

Policy Response

Increased 
Volatility

Weaker 
Investor Base

Reduced 
Volatility

Stronger 
Investor Base

Higher  
Spreads

Weaker

Lower 
Spreads

StrongerWeaker 
Growth

Worse Debt 
Dynamics

Stronger 
Growth

Better Debt 
DynamicsDynamics Dynamics

10



The EU Debt Crisis
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Europe
European countries: GDP 

growth
Risks to the Eurozone OutlookDownward Revisions in 

Growth Forecasts since g
(y-o-y, in percent) Apr-’11 WEO
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Asia
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G th D l t d O tl kGrowth—Developments and Outlook

Asia: GDP growth
( i t)

Downward Revisions in 
Growth Forecasts since

Risks to Asian Outlook
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G th T kGrowth Tracker
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Asia and the Global EconomyAsia and the Global Economy
Trade and Financial Sector Channels

Selected Asia: Contribution of Selected Asia: Foreign Holdings in Local Consolidated Claims of European 
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T d Di i f T d d C di C i i

Vietnam: Exports by destination
(I t)

Vietnam: Exports by commodities
(I t)

Trade—Direction of Trade and Commodity Composition

(In percent) (In percent)
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Financial Sector—The Credit Cycle
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Advanced economies are stuck between repair andAdvanced economies are stuck between repair and 
expansion phase of the credit cycle

REPAIR RECOVERY

Households

Banking sector

Valuation

A liAsset quality

Credit conditions

Corporate fundamentals

EXPANSIONDOWNTURN
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Emerging economies are further along in the credit cycle

REPAIR RECOVERYLatam

Households
Banking sector

Valuation

A liAsset quality

Credit conditions

Corporate fundamentals

EXPANSIONDOWNTURN
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I i di i i ll h d f GDPIn many economies credit is running well ahead of GDP
Average Growth Rates, 2008-10

(percent)
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R id di h l d i i NPL lRapid credit growth now can lead to rising NPLs later
Model Prediction for NPL Ratios in 2011 and 2012 

Based on 2010 Values
(percent, no shock)

12
2010 (Data)

8

10 2011 (Model)

2012 (Model)

4

6

2

4

22

0
Emerging Asia EMEA Latin America



An external shock would test the resilience of EM banks
Absolute Change in Capital Adequacy Ratios

Under Combined Macro ShocksUnder Combined Macro Shocks
(percentage points)
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EMarket Banks: Sensitivity to Macro and Funding Shocks

Regulatory capital/RWA using economic (IRB/Basel II) risk weights
(Percentage point deviations from baseline CARs in 2013)

GDP growth shock T f t d h k F di h k C bi d h kGDP growth shock         
(5 percentage points lower 

than WEO)

Terms of trade shock       
(2 standard deviations)

Funding shock              
(300 basis points)

Combined shock           

Europe Middle East and Africa 3 4 1 1 1 2 5 1Europe, Middle East, and Africa -3.4 -1.1 -1.2 -5.1

Latin America -4.5 -1.5 -0.8 -5.7

Asia -1.3 -0.7 -1.3 -2.5
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Financial Sector—The “Search for Yield” and 
Capital Flows
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US Household Sector Financial Conditions
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Bank Lending Conditions for Non-financial Corporates
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Low policy rates encourage a “search for yield”
Fed Funds Rates, BBB-rated Corporate Credit Spreads, and U.S. Real GDP Cumulative Growth
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Emerging Market Corporate vs. US High-yield Debt 

29

Leverage is total debt/EBITIDA, returns estimated for the 6-months through June 2011



Emerging Markets: Capital Flows
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Emerging Market External Corporate Issuance
(in billions of US dollars, 12-month moving average)
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Emerging Market Flows
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Asia: Equities and Currencies
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Emerging Economies—To Avoid Future Crisis

Contain buildup of macro-Contain buildup of macro- macro (monetary, fiscal)macro (monetary, fiscal)
financial vulnerabilities financial vulnerabilities 

macro-prudential and CFMmacro-prudential and CFM

Enhance macro-financial 
resilience to cope with 
external shocks

Enhance macro-financial 
resilience to cope with 
external shocks structural financial reformstructural financial reform
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Thank you
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