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Road MapRoad Map

•• Global downturn Global downturn —— Have risks receded?Have risks receded?

•• Commodities and inflation Commodities and inflation —— 1970s rerun?1970s rerun?

•• Financial winds Financial winds —— Which way will they Which way will they 
blow on Latin America?blow on Latin America?
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Issuance of debt has dropped off
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Risks around baseline look more Risks around baseline look more 
balancedbalanced
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Road MapRoad Map

•• Global downturn Global downturn —— Have risks receded?Have risks receded?

•• Commodities and inflation Commodities and inflation —— 1970s rerun?1970s rerun?

•• Financial winds Financial winds —— Which way will they Which way will they 
blow on Latin America?blow on Latin America?
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Oil options prices show a wide band of Oil options prices show a wide band of 
uncertaintyuncertainty
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Oil demand has caught up with capacityOil demand has caught up with capacity
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Global oil consumption is now driven by the Global oil consumption is now driven by the 
emerging marketsemerging markets
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Global Food Demand has Outrun SupplyGlobal Food Demand has Outrun Supply
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Commodity prices fall during global 
downturns
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Booming commodity prices and inflation

Food Price Inflation
(12 month percent change)
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Inflation is on the rise worldwide

Core Price Inflation
(12 month percent change)
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(Policy rates; percent)(Policy rates; percent)

0

1

2

3

4

5

6

7

01 02 03 04 05 06 07 08 09
0

1

2

3

4

5

6

7

United
States

Euro area

Japan

Futures rates
as of 6/13/08



28

-20

-15

-10

-5

0

5

10

C
ol

om
bi

a
In

d
ia

C
ro

at
ia

M
al

ay
si

a
H

un
ga

ry
M

ex
ic

o
Sl

ov
ak

ia
P

ol
an

d
K

or
ea

Tu
rk

ey
Ta

iw
an

So
ut

h 
A

fr
ic

a
Ic

el
an

d
R

om
an

ia
P

er
u

B
ra

zi
l

C
ze

ch
In

d
on

es
ia

C
h

in
a

Th
ai

la
nd

C
h

ile
H

on
g

 K
o

ng
R

u
ss

ia
Si

ng
ap

or
e

Is
ra

el
Eg

yp
t

P
hi

lip
pi

ne
s

B
u

lg
ar

ia
Li

th
ua

n
ia

K
az

ak
h

st
an

La
tv

ia
U

kr
ai

n
e

Latest

Change from end-2006

Falling behind the curve?Falling behind the curve?

Real Policy Rates: Latest Levels and Changes from End-2006
(in percent)



29

Road MapRoad Map

•• Global downturn Global downturn —— Have risks receded?Have risks receded?

•• Commodities and inflation Commodities and inflation —— 1970s rerun?1970s rerun?

•• Financial winds Financial winds —— Which way will they Which way will they 
blow on Latin America?blow on Latin America?



30

Emerging markets have been resilient
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Emerging Market Inflows Have Dipped
(Bond, equity and loan issuance, billions of U.S. dollars)
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Reduced external vulnerabilities, greater 
resilience

Emerging and Developing 
Economy External Indicators

(percent of total GDP)
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•• Global outlook:Global outlook: financial tail risks have financial tail risks have 
been reduced, but global slowdown will been reduced, but global slowdown will 
not be not be avoided.avoided.

•• Commodities and inflation:Commodities and inflation: monetary monetary 
policy discipline is needed to ensure that policy discipline is needed to ensure that 
relative price shock does not reverse relative price shock does not reverse 
inflation gains.inflation gains.

•• Financial winds:Financial winds: Latin America should be Latin America should be 
ready for another surge of capital inflows.ready for another surge of capital inflows.

Key MessagesKey Messages
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More flexible exchange rates in some countries would 
help control inflation and reduce imbalances
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Food and Fuel Inflation Heat Map
(Contribution of Food and Fuel Inflation to Headline Inflation)(Contribution of Food and Fuel Inflation to Headline Inflation)
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… but not decoupled
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Projected food price increases (in 2008) and their 
impact on trade Balances
(year-on-year percent changes)
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Emerging economies account for a rising share of 
global growth
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China’s exports are starting to slow, but 
domestic demand is still strong
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Some Signs of Stress in Some Emerging Markets
(Interbank 1-month rates; percent)

0

2

4

6

8

10

12

14

16

18

20

Argentina

Kazakhstan

Russia

Jan
2007

Turkey

Mar May July Sept Nov Jan
2008



51

0

10

20

30

40

50

60

70

80

90 Exports to the United States Exports to the European Union
Exports to China Exports to emerging Asia

AsiaAsia’’s trade patterns are increasingly diversifieds trade patterns are increasingly diversified

19901990 20072007
AsianAsian
NIEsNIEs

19901990 20072007
ASEANASEAN--55

19901990 20072007
South AsiaSouth Asia

19901990 20072007
ChinaChina

Exports to Selected Destinations
(Percent of merchandise exports of country/region)



52

0

20

40

60

80

100

120

140

U.S. Banks European Banks Asian Banks

Expected Bank Losses Are Sizeable in Relation Expected Bank Losses Are Sizeable in Relation 
to Capital for Global Banksto Capital for Global Banks
(Bank losses, billions of U.S. dollars)(Bank losses, billions of U.S. dollars)

Total expected losses:Total expected losses:
Conduits/Conduits/SIVsSIVs
LoansLoans
ABSABS
CDOsCDOs

Total reported losses:Total reported losses:
AllAll



53

90

110

130

150

170

190

210

230

250

Equity Markets Have Weakened
(January 4, 2005 = 100)

2005

S&P 500

DJ Euro 
Stoxx

Topix

MSCI
Emerging Economy

Equity Markets

2006 2007 Apr 17
2008



54

...including in emerging Asia

Food Price Inflation
(12 month percent change)
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Emerging Market Inflows Are Now Sagging
(Bond, equity and loan issuance, billions of U.S. dollars)
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Meeting U.S. Financing Needs at RiskMeeting U.S. Financing Needs at Risk
(Three(Three--month moving average, billions of U.S. dollars)month moving average, billions of U.S. dollars)
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Sources: Moody's Economy.com, Equifax, Case-Shiller and OFHEO.
1/        = National Average; size of regional marker reflects relative size of the mortgage market (in outstanding $).
2/ Delinquency rate defined in percent of outstanding mortgages (in dollar amounts).
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Three lines of defense

•• ReposRepos for illiquid assets (Federal Reserve/BoE)for illiquid assets (Federal Reserve/BoE)
•• Maintaining supply of commercial mortgages Maintaining supply of commercial mortgages 

(Freddie & Fannie)(Freddie & Fannie)
•• Preventing collapse of systemic institutions Preventing collapse of systemic institutions 

(Bear Sterns)(Bear Sterns)
•• Facilitating refinancing of underwater Facilitating refinancing of underwater 

mortgages (Barney Frank plan)mortgages (Barney Frank plan)
•• Holding company for impaired assets (RTC)Holding company for impaired assets (RTC)

2. Fiscal  2. Fiscal  
StimulusStimulus

1. Ease monetary 1. Ease monetary 
policypolicy

3. Use of public 3. Use of public 
balance sheets balance sheets 
to support to support 
housing and housing and 
credit markets credit markets 
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Where the U.S. leads, the Euro zone is Where the U.S. leads, the Euro zone is 
likely to followlikely to follow
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Housing-Related vulnerabilities are widespread
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But industrial production and exports 
seem little affected… so far

Merchandise Exports
(12 month percent change of 3mma)
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… but not decoupled
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Oil Prices have reached new highs, amid Oil Prices have reached new highs, amid 
tight market conditionstight market conditions
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Winners and losers
(Estimated impact of projected oil and food price changes in 200(Estimated impact of projected oil and food price changes in 2008 in percent of GDP)8 in percent of GDP)

1/         indicate countries where the trade balance losses resulting from higher food and fuel prices are more than offset by gains from increases 
in prices of other commodities (mostly metals).

Large gains (Trade Balance improving by more than 2.5 percent of GDP)
Small gains (Trade balance improving by less than 2.5 percent of GDP)
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US Forecast: mild recession, slow 
recovery
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How Much Higher Will Commodity Prices Go?How Much Higher Will Commodity Prices Go?
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Have commodities prices reached a peak?Have commodities prices reached a peak?
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Advanced economy monetary policy 
stances are accommodative

Real Long-Term Interest Rates
(deviation from 2000-2007 average)

-4

-3

-2

-1

0

1

2

3

4

Real Short-Term Interest Rates
(deviation from 2000-2007 average)

United States

Japan

-4

-3

-2

-1

0

1

2

3

4

20002000 May May 
20082008

20002000 May May 
20082008

0202 0404 0606 0202 0404 0606

Euro area

United States

Japan

Euro area



84

-2

-1

0

1

2

3

4

5

-4Q Onset 4Q 8Q 12Q

Current U.S. 
projections

Typical advanced economy path
following housing correction

Past U.S. recessions and 
recoveries, 1974-2001

Downturns and Recoveries
(Real GDP; in  percent change from year earlier)

2008Q1

How does the US downturn compare?How does the US downturn compare?



85

Tale of three cycles
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