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Three familiar themes

1. Credit booms and busts
2. The trilemma
3. Reserves



1. Credit booms and busts
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Nicola Mai, Global Debt and The New Neutral, PIMCO, 2018.



1. Credit booms and busts

Probabilty of financial crisis, logit CFE estimate
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Jorda, Schularick, and Taylor, Macrohistory Database (http://macrohistory.net)
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1. Credit booms and busts

EM, Banking

Pierre-Olivier Gourinchas and Maurice Obstfeld, Stories of the Twentieth Century for the Twenty-First, AEJM 2012.



1. Credit booms and busts

Real GDP per capita (% deviation by year)
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Jorda, Schularick, and Taylor, When Credit Bites Back, JMCB



1. Credit booms and busts

0H —e—Impulse response N
- --95% CI
0 2 4 6 8 10

Atif Mian, Amir Sufi, Emil Verner, Household Debt and Business Cycles Worldwide, QJE 2018.
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1. Credit booms and busts

Equities (absolute return) Bonds (absolute return)
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Cumulative USD total return (log x 100)
Cumulative USD total return (log x 100)
No

-20 -2

Josh Davis and Alan M. Taylor, Credit Cycles and Asset Returns, PIMCO 2019.
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2. Trilemma

US dollar-denominated credit by region Foreign currency credit to selected EMEs?
USD trn USD bn

|

02 04 06 08 10 12 14 16 18 CN MX TR RU ID BR AR KR SA IN CL TW ZA MY

B Emerging Europe Africa and Middle East Denominated in: B USD  maw EUR JPY
I Latin America and Caribbean W Emerging Asia-Pacific

Further information on the BIS global liquidity indicators is available at www bis org/statistics/about gli stats htm,

! Amounts outstanding for the latest available data.
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2. Trilemma

100 Percent

Freely Falling

90
80 Freely Floating
70 ..H

60

50
40
30

20
10

0
1950 1960 1970 1980 1990 2000 2010

FIGURE IV

De Facto Exchange Rate Arrangements, Coarse Classification, 1946—-2016: Share

, of World GDP in Each Group
[lzetzki Reinhart Rogoff QJE 2019



2. Trilemma

Number of countries weighted by their share in world GDP, 1950-2015, excludes freely
falling cases
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FIGURE 11

llzetzki Reinhart Rogoff QJE 2019 Post—World War II Major Anchor Currencies



2. Trilemma

All independent countries
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2. Trilemma

Exchange rate (per USD)
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2. Trilemma

Real GDP CPl inflation
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2. Trilemma

Gov 2y yield (bps)
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2. Trilemma

Real credit growth (% pa)

Lending rate (bps)
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2. Trilemma

Equity prices (100x log)
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3. Reserves

Volume of reserves?
USD trn
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3. Reserves

Reserves relative to GDP
Per cent
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3. Reserves

Nominal exchange rates: GFC, taper
tantrum and turmoil in Argentina
and Turkey?
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3. Reserves

Reserves are in most cases higher than traditional benchmarks’ Graph B2
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! Data from 2017.
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3. Reserves

Net foreign currency assets as a percentage of exports!

In percentages Graph 4
Latin America? Asia, larger economies?
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3. Reserves

Net foreign currency assets of non-government as a percentage of exports*

In percentages Graph 6
Latin America? Asia, larger economies?
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Argentina: Failed
stabilization attempt

Veronica Rappoport

UC Berkeley. November 16th, 2019

BANCO CENTRAL
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Argentina: Failed stabilization attempt

GDP growth (%)

Emerging and developing Asia 6.9 Emerging and developing Asia 6.4

Emerging market and developing economies 4.9 Emerging market and developing economies 4.4

Middle East and Central Asia 3.4 Emerging and developing Europe 2.6
Emerging and developing Europe 2.2 Middle East and Central Asia 2.5
Latin America and the Caribbean 1.9 Advanced economies 2.0
Advanced economies 1.8 Euro area 1.9
Major advanced economies (G7) 1.7 Major advanced economies (G7) 1.9
Euro area 0.6 Latin America and the Caribbean 0.5
Argentina 0.4 Argentina -1.2
Source: IMF. 2
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Argentina: Failed stabilization attempt

Inflation (%, end of period)

Argentina 29.2 Argentina 414
Middle East and Central Asia 7.4 Sub-Saharan Africa 9.8
Emerging and developing Europe 7.2 Middle East and Central Asia 8.1
SRS T e 71 Latin America and the Caribbean 6.2
Emerging market and developing economies 5.0 Emerging and developing Europe 59
Leifr Arreres A e Cors e 5.0 Emerging market and developing economies 4.6

Advanced economies 1.1 Major advanced economies (G7) 1.7
Major advanced economies (G7) 1.0 Advanced economies 1.6
Euro area 0.8 Euro area 1.3
Source: IMF. 3

BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA



2015: The starting point




Twin Deficits: Fiscal Balance

The starting point

Increase in size of public sector

% of GDP

45
41.6
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35 -

—Total government spending
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2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Source: Treasury — SPNF (national).

Primary Fiscal Deficit 2015:

« Official figure: 3.8%
» Unreported expenditure of 1.5%

Public debt commitments:

 Holdouts: 2.6%
e Paris Club: 1.7%
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Twin Deficits: External Accounts The starting point
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Price Distortions: FX

% —Blue chip swap gap
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The starting point

Monetary Overhang
Monetary Aggregates
% of GDP; s.a.
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Source: Central Bank of Argentina.
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What was the path chosen in 2016?




Adjustment 2016 Path

The adjustment was gradual on expenditure but abrupt on sources

Current revenues and expenditures Primary fiscal deficit
% of GDP % of GDP
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Introduction of Inflation Targeting Regime 2016 Path

Inflation. Chile Inflation. Peru Inflation. Argentina
y.0.y. %chg. y.0.y. %chg. y.0.y. % chg.
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Removal of Exchange Rate Control 2016 Path

Real Exchange Rate Public services
Prices relative to CPI
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Inflation Targeting

2016 Path

Inflation
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LEBACSs to absorb monetary overhang 2016 Path

Central Bank remunerated liabilities

% of GDP
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m Net repos 10.6
10 ®WLELQ Sudden stop
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Source: Central Bank of Argentina. 14
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Twin balances 2016 Path

External accounts

% of GDP Index 2004=100
4 - Sudden stop . 130
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4 B Current account balance

—Exports (right axis)

6 L - 90

2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019*
2020*

*2019 and 2020 projected
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Demonetization 2016 Path

Monetary Aggregates
(% of GDP s.a.)
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Lack of consensus and confidence crisis
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Country Risk: EMBI Private Deposits in USD
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PRIMARY ELECTIONS

Source: Central Bank of Argentina; Bloomberg.
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Competitive FX, but FX controls Confidence crisis

Exchange rate and FX controls

% —Blue chip swap gap ~ —Realexchange rate (right axis) Index 12-17-15=100
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Some policy issues for debate
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Consistency of Monetary and Fiscal Policy Policy Issues

The adjustment was gradual on expenditure but abrupt on sources

Net Debt Central Bank Financing
% of GDP % of GDP
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Peso-denominated Debt

Policy Issues

Private Roll-over rate of Treasury Bills (LETE)
%
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Policy Issues

IMF agreements do not always work as intended

Argentina sovereign spread
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Thank you.
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Expanding Opportunities in Emerging Market Bonds

Number of EM Countries with Investable Bond Markets
As of March 2019

Mar 2019: 67 countries
70

iy w

60 /
-~ o~
./

/ Dec 1995: 41 countries
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For illustrative and discussion purposes only.
Source: Bank for International Settlements, Institute of International Finance .



Emerging Markets have Experienced Sizeable Growth

Emerging-Market Debt Outstanding
As of October 31, 2019
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For illustrative and discussion purposes only.
Source: JPM, Bloomberg as of 10/31/19.



Local Currency Debt rating has improved since 2018

Credit Rating

Average Credit Ratings: Emerging-Market Sovereign Debt over the Past 5-Years
October 31, 2014 — October 31, 2019
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For illustrative and discussion purposes only.
Source: Bloomberg Barclays Emerging Markets Hard Currency Aggregate Sovereign Index, Bloomberg Barclays Emerging Markets Local Currency Government Index.



Greater Liquidity has Increased Investor Demand

Number of US Active EM Funds
As of September 30, 2019
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For illustrative and discussion purposes only.
Source: J.P. Morgan, EPFR Global, Bloomberg



Greater Liquidity has Increased Investor Demand

EM Bond Flows by Currency
As of September 30, 2019
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For illustrative and discussion purposes only.
Source: J.P. Morgan, EPFR Global, Bloomberg



Foreign Ownership of EM Local Currency Government Bonds
As of August 31, 2019
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For illustrative and discussion purposes only.
Source: J.P. Morgan, EPFR Global, Bloomberg



Emerging Markets Fixed Income has Outperformed

Since the Early 2000’s

Relative EM vs. Developed Markets Total Return
Hedged and Unhedged
As of October 31, 2019
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For illustrative and discussion purposes only.
Source: J.P. Morgan as of 10/31/19
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China Expected to Experience Large Inflows

Estimated Fixed Income Flows into China from Benchmark Inclusion

Est. AUM Est. Est. Flows

e (6bn)  Weight  ($bn)
GBI-EM Global Div 202 10% 20
GBI-EM Series 24 10-20% 2-4
Crossover Global |G (Bloomberg Barclays Global Aggregate) 2,000 6%- 7% 120- 140

Crossover Treasury IG (FTSE World Government Bond Index) 2,000- 2,500 5%-6% 114- 143

Total 4,000-4,500 250-300

For illustrative and discussion purposes only.
Source: J.P. Morgan Index Research Team. Note: Bloomberg Barclays has started China’s inclusion since April 2019, so inflows may have occurred already. China inclusion into J.P. Morgan’s
GBI-EM GD will start February 28, 2020. FTSE has not made any announcements of formal China inclusion, so US$114-143bn estimated inflows are contingent on FTSE index decisions.



Foreigners are Moving into China

Number of Bond Connect Accounts

Foreigners Share of RMB Market
As of September 30, 2019

As of August 31, 2019
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For illustrative and discussion purposes only.
Source: J.P. Morgan Index Research Team
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Poland Secondary Bond Market Turnover
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For illustrative and discussion purposes only.
Source: Citigroup Inc., MTS Markets as of 10/31/19
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