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”We should have a better system for reserve 
currency issuance and regulation, so that we 
can maintain relative stability of major reserve 
currencies exchange rates and promote a 
diversified and rational international reserve 
currency system,” said Mr Dai, according to 
the Chinese foreign ministry. FT 7/10/2009
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Overview
Denying ?

The Bretton Woods II story.

1.  NBER 14731 – Dooley, Folkerts-Landau & Garber : “the crisis that we have was 
unexpected and not directly  or indirectly caused by international imbalances that preceded it”. 

DXY and capital flows towards emerging 
markets
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1.  The crisis triggered a strong inflow 
into US assets

2. Flight to safety, to quality?

VIX vs DXY : 26-weeks rolling correlation
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Overview
The well known causality chain

Conundrum and search for yield

1.  Huge increase in global monetary base : mostly FX Reserve hoarding as is shown in 
the relative contribution of Monetary base chart. Huge growth in asset prices, saving glut or not 
the outcome remains the same (leverage, risk appetite, ALM constraints…). 

Guidotti Greenspan Rule
Ad hoc model by Obstfeld & al. (2008) taking into account

Likely reversal of capital flows
Financial openness
FX regime
Monetary depth 
Trade balance

From sudden stop to sudden flight 

Global Liquidity ad relative contribution

6

8

10

12

14

16

18

89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09
0,4

0,6

0,8

1,0

1,2

1,4

1,6
 Global liquidity as a share of world GDP 
 Ratio  of G7 to  Emerfing - RHSs 

Sources : Datastream, NATIXIS



4

Overview
Beyond the Greenspan Guidotti rule 

Emerging Countries : Foreign Debt rollover and 
Exchange rates
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Precautionary motive still holds ? 
External Debt Roll over risk well included in FX variation lately
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Overview
The well known causality chain

2. Non-inflationary growth: 
- large global capacities with a rise in I/Y ratio worldwide ; 
- higher openness of advanced economies ; 
- huge amount of excess (cheap) labor worldwide... 

Monetary authorities caught between inflation targeting and asset-price bubbles (credit, 
commodities, stocks… bonds?) due to financial globalization : no natural limit to global 
liquidity growth.

A link between CPI and global liquidty  ?
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Overview
The well known causality chain

3. Hybrid exchange rate regime: 
- Fear of floating vs loosing market shares… against China: a long lasting dollar area ?  

Trade balance (USD bn per year)
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OLD QUESTIONS, NEW CHALLENGES ? 
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Major hurdles to the control of global 
monetary base: beyond the fear of floating

1.  Reserve Accumulation goes beyond the pure precautionary motive: is the extension of the 
IMF credit line a good incentive ?=> Swap Lines and Flexible Credit Lines.

2. Will emerging countries strive to insulate themselves further from future shocks ? 

“The swaps may have been 
quite important but the scale 
required for effective lending 
is not available to 
organizations such as the 
IMF or other multilateral 
agencies” (Obstfeld & al. 
NBER 14826)

ECB* FED BOJ Bank of China
Hungary 5 Brazil 30 South Korea* 20 South Korea 26,4
Poland 10 South Korea 30 Indonesia 12 Indonesia 14
Denmark 15 Mexico 30 Malaysia 1+2.5** Malaysia 11,7

Iceland 1,5 Singapore 30 Philippines 6 Hong Kong 29,3
Total (EUR) 31,5 Australia 30 Thailand 6 Total 81,4
Total 44,1 Canada 30 Singapore 3

Denmark 15 China 3
New Zealand 15 Total 53,5
Sweden 30
Total 240

Central banks’ swap agreements (USD bn)

Source: Natixis  *(until Oct. 2009) **(under the New Miyazawa initiative)
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Old questions, new challenges 
It ain’t over till it’s over ! 

3-months change in global FX Reserves
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(*)  US, CAD, EU15, JPN, Chna, India, 
Other Asia, CEEC, Latin America & 
M exico

Major hurdles to the control of global monetary base: beyond the fear of floating (2) 

1-year change in world money stock*
(b USD)
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Major hurdles to the control of global monetary 
base: exchange rates and capital flows

1. If free floating is not an option, how can we cooperate / find an incentive to avoid structurally 
and long lasting high current account surplus ? Where can discipline come from?

=> countries with external account deficits (insufficient domestic saving) adopted more 
aggressive fiscal spending programs. 

Trade balance as a share of GDP (%)

-25

-20

-15

-10

-5

0

5

02 03 04 05 06 07 08 09
-25

-20

-15

-10

-5

0

5

 United States 
 UK 
 France  
 Spain 
 India 

Sources : Datastream, NATIXIS

Fiscal Deficit (% of GDP)
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Major hurdles to the control of global monetary 
base: exchange rates and capital flows

Trade Balance (% GDP)
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Fiscal Balance (% of GDP)
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=> Should we expect more aggressive policies from Surplus countries ? 

Chinese import by origin (100: 2008)
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2. Trade balances or capital flows rationale for exchange rates determination ? Regulate 
capital flows ? How to control the low side of the balance of payments.

3. Can SDR provide any help ? Eichengreen (2009) ask for IMF to be a liquidity provider. Yet, 
the question of global money growth control remains unsettled. Dollar remains a dominant 
currency in FX reserves (cf. cofer data IMF).

Yet, the crisis showed that USD remains a safe haven. Problems of depths, liquidity, SRD 
creation process….  

Major hurdles to the control of global monetary 
base: exchange rates and capital flows
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A Pure Coordination Problem ?

1. Exit strategies questionable even before the recent implementation of QE policies. How do 
we help global liquidity to mean revert ?

2. On which criteria should we base a global monetary policy framework? Countercyclical 
regional policies ? Free riders ? 

3. Final vs intermediate target for monetary policy ? ∆M + ∆V = ∆CPI + ∆ Asset Prices

4. Should FX Reserves be regarded as National Wealth ?
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Disclaimer

This document (including any attachments thereto) is confidential and intended solely for the use of the addressee(s). It should not be transmitted to any person(s) other than 
the original addressee(s) without the prior written consent of Natixis. If you receive this document in error, please delete or destroy it and notify the sender immediately.
This document has been prepared by our economists. It does not constitute an independent investment research and has not been prepared in accordance with the 
legal requirements designed to promote the independence of investment research. Accordingly there are no prohibitions on dealing ahead of its dissemination. 
The distribution, possession or delivery of this document in, to or from certain jurisdictions may be restricted or prohibited by law. Recipients of this document are therefore 
required to ensure that they are aware of, and comply with, such restrictions or prohibitions. Neither Natixis, nor any of its affiliates, directors, employees, agents or advisers nor 
any other person accept any liability to anyone in relation to the distribution, possession or delivery of this document in, to or from any jurisdiction. 
This document (including any attachments thereto) are communicated to each recipient for information purposes only and do not constitute a personalised recommendation. It is 
intended for general distribution and the products or services described therein do not take into account any specific investment objective, financial situation or particular need of 
any recipient. It should not be construed as an offer or solicitation with respect to the purchase, sale or subscription of any interest or security or as an undertaking by Natixis to 
complete a transaction subject to the terms and conditions described in this document or any other terms and conditions. Any undertaking or commitment shall be subject to 
Natixis prior approval and formal written confirmation in accordance with its current internal procedures. This document and any attachments thereto are based on public 
information. 
Natixis has neither verified nor independently analysed the information contained in this document. Accordingly, no representation, warranty or undertaking, express or implied, 
is made to the recipients of this document as to or in relation to the accuracy or completeness or otherwise of this document or as to the reasonableness of any assumption 
contained in this document. The information contained in this document does not take into account specific tax rules or accounting methods applicable to counterparties, clients 
or potential clients of Natixis. Therefore, Natixis shall not be liable for differences, if any, between its own valuations and those valuations provided by third parties; as such 
differences may arise as a result of the application and implementation of alternative accounting methods, tax rules or valuation models. In addition, any view, opinion or other 
information provided herein is indicative only and subject to change or withdrawal by Natixis at any time without notice. 
Prices and margins are indicative only and are subject to changes at any time without notice depending on inter alia market conditions. Past performances and simulations of 
past performances are not a reliable indicator and therefore do not predict future results. The information contained in this document may include the results of analysis derived 
from a quantitative model, which represent potential future events, that may or may not be realised, and is not a complete analysis of every material fact representing any 
product. The information may be amended or withdrawn by Natixis at any time without notice. More generally, no responsibility is accepted by Natixis, nor any of its holding 
companies, subsidiaries, associated undertakings or controlling persons, nor any of their respective directors, officers, partners, employees, agents, representatives or advisors 
as to or in relation to the characteristics of this information. The opinions, views and forecasts expressed in this document (including any attachments thereto) reflect the 
personal views of the author(s) and do not reflect the views of any other person or Natixis unless otherwise mentioned.
It should not be assumed that the information contained in this document will have been updated subsequent to date stated on the first page of this document. In addition, the 
delivery of this document does not imply in any way an obligation on anyone to update such information at any time.
Natixis shall not be liable for any financial loss or any decision taken on the basis of the information contained in this document and Natixis does not hold itself out as providing 
any advice, particularly in relation to investment services. In any event, you should request for any internal and/or external advice that you consider necessary or desirable to 
obtain, including from any financial, legal, tax or accounting advisor, or any other specialist advice, in order to verify in particular that the investment(s) described in this 
document meets your investment objectives and constraints and to obtain an independent valuation of such investment(s), its risks factors and rewards.
Natixis is authorised in France by the CECEI as a Bank –Investment Services providers. Natixis is regulated by the AMF in respect of its investment services activities. Natixis is 
subject to the supervision of the French Banking Commission.
Natixis is authorised by the CECEI in France and subject to limited regulation by the Financial Services Authority in the United Kingdom. Details on the extent of our regulation 
by the Financial Services Authority are available from us on request.  
Natixis is authorised by the CECEI and regulated by the BaFin (Bundesanstalt für Finanzdienstleistungsaufsicht) for the conduct of its business in Germany. 
Natixis is authorised by the CECEI and regulated by Bank of Spain and the CNMV for the conduct of its business in Spain.
Natixis is authorised by the CECEI and regulated by Bank of Italy and the CONSOB (Commissione Nazionale per le Società e la Borsa) for the conduct of its business in Italy.
This research report is solely available for distribution in the United States to major U.S. institutional investors as defined by SEC Rule 15(a)(6). This research report has been 
prepared and reviewed by research economists employed by Natixis (Paris). These economists are not registered or qualified as research economists with the NYSE and/or the 
NASD, and are not subject to the rules of the FINRA


