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The grim reality.
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The US stock markets lost more Index WCAP
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It all started with subprime mortgages...
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(60+ day delinguencies, in percemt of original balance)
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...even though the subprime markets are a small

fraction of the world capital markets
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« Outstanding subprime mortgages: $300 billion
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« World GDP: $55 trillion
A BE: 55 {4350t
« Global capital flows: $9 trillion
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« Bonds, equities, bank assets: $230 trillion
e RSt WATEE ™ 2305143800
« Derivative financial instruments (OTC):
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— Notional amounts: $596 trillion
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— Gross market value: $15 trillion
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Vicious circle
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Financial firms accelerated selling assets
and volatility increased sharply.
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Stock Market Indices VIX Index
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Credit crunch intensified.
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Sovereign and Corporate Bond Spreads
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Liquidity strains remain acute, although
recently eased somewhat.
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Money Market Spreads

(3-month LIBOR minus government bond yields, in percent)
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A fundamental and rapid restructuring of the
U.S. financial system is underway.
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« A systemic liquidity problem became a systemic “solvency” problem
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Standalone investment banks disappeared in a week.
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« SlVs disappeared.
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A number of banks and insurance companies were either taken over
or closed.
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« Public participation in financial system increased.
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Estimated financial losses in the U.S.
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The U.S. Financial Markets
FHEERTTT Y
(October 2008; in billions of dollars)
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Outstanding Estimated losses
RN REAEN

Total loans

SN 12,370 425
PR
Of which, subprime
. e 300 50
IR LA DT
Total securities

v Ar o 10,840 980
UE 25 B
Total 23.210 1.405

oA 10




The crisis has spread to emerging markets...
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EMBIG/CDS Spreads
Global Asia China Indon. Malay. Phillip. Viet Thail. Korea
Jan11 270 256 125 336 118 259 246 72 60
Jun30 308 309 137 381 153 303 368 132 104
Sep30 442 375 191 490 194 324 404 170 175
ﬂg# 824 286 # 485 797 i 668
Oct27 874 797 288 1142 487 738 1037 459 675
Oct28 822 726 287 1061 484 624 1026 382 587
Oct29 776 696 283 1011 481 585 1024 366 577
Oct30 720 611 333 848 479 479 1017 282 392
Oct31 684 571 329 803 451 434 880 233 381
Nov3 667 538 322 743 438 404 881 193 317
Nov4 615 490 220 655 422 376 887 167 254
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...leading to sharp falls in equity markets and

pressures on currencies.
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Exchange Rates Against the U.S. Dollar
(January 1, 2007=100)
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Recent pressures also reflect concerns
about the global outlook.
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Industrial Production
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Purchasing Manager Index
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Global growth slowing sharply.
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GDP growth (in percent) £33 K& %
(WEO Update—November 6)

2008 2009

World 3.7 2.2
Advanced economies KiAZLFiE 1.4 -0.3
The US 3£ [F 1.4 -0.7
Euro area fXJt[X 1.2 -0.5
Japan HA4 0.5 -0.2
Emerging and developing economies #1111 6.6 5.1
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Bold policy actions have been taken to keep

markets functioning...
KigERNZ T BER R E T 5
Capital injections into banks
XTARA T B¢
Bank guarantees
XTARATHEATHH R
Monetary measures
TR MUk
— Rate cuts
B AL A 2
— Massive liquidity injections
AN KSR
— Fed FX swaps with foreign central banks
S KA AN A [ o DA T B B3 T B4 22
Fiscal measures
W LIS 35
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As China’s export markets weaken, how rapidly
will its economy decelerate?
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Government policies are critical
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* Fiscal policy
WA U
* Monetary policy
B IR
* Other policies
H e UK
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Fiscal policy
WA TSI 5
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Switching to a “proactive” stance [ FAH% I BB (1 4548

Ample policy space B2 E1E K
— Fiscal surplus in 2007 20074 f) I E £ 4%
— Small government gross debt HUff & Ff5i 42 /)

Effectively stimulate the economy 7 %51 I s it
— Consumption (agricultural support price; higher social spending)
BT GRS s A TS HD
— Investment (infrastructure spending; higher VAT rebates to exporters;
lower taxes for housing sales)

FG T GEREBOitid seyR, HHIRBIE ,  J5 Al Zp B RO

Massive fiscal stimulus package % & BURIE T £ 4

— Large, front-loaded, targeted (housing, rural infrastructure, transportation,
health, education, and the environment)

KN SRR mAa s (5, Afgw, g, DA, #HEMHERFO
— Quick implementation is critical
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Monetary policy
B MIBUR

» Switching to a “moderately loose” stance
B o) 3 EE 896 1) B T ISR
— Lower rates | ifijF]#
— Ample liquidity friik 78 A2 1 s
— Elimination of the credit quota U4 {5 B fic 4
« Support fiscal policy Sz #5:{: i) I B e 5
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Growth in China will decline, but to still high

levels

PEZSFFE KRGS, HhETEE K
IMF forecast for 2009 GDP growth: 8.5 percent
IMF 7i1|2009EGDP#4K:: 8.5%
— More sustainable
) IESSSx
Policy reaction is very strong and in the right direction
AT 7Bl HJ 1) IR A
Starting point is good:
K 4f FR) T i
— Strong retail sales growth
ALY K
— Strong investment demand
P ASIRNEE
Impact on net exports smaller
X HE Y SE IR
There will be regional differences
i DX 2 5 B A7 AT

There is continued need to rebalance the economy away from export-led
growth to domestic consumption-led growth. 20
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More can be found at
www.imf.org
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