LECTURE NOTES
(Komercijalna Banka Forum, May 19th, 2016)

GLOBAL

Private+public debt  from $40 tn in debt in 1995 to $140 in 2008 to $225 tn in 2015. GDP up from $54 tn to $69 tn in same period. Debt:GDP in USA 5.5:1.
China: debt from $1 tn (1990) $2 tn (2000) to $7 tn (2008) to $28-30 tn (2015). GDP grew from $5 tn (2008) to $10 tn (2015).

$4-6 tn in Japanese, European, Canada, Brazil bonds bear negative yields 
Flight to safety decouples valuations of bonds and stocks from real world
International trade: exports Japan -13% China -10.5% India -13.5% Korea -18.5%, shipping rates (Baltic Dry Index) at an all time low, crisis in Singapore.
Sovereign wealth funds beginning to liquidate. Buying gold and SDR.
Capacity glut: shipping, mining, machinery, etc.

Bear markets: China -40-50%, Japan -23% HK -35%, Singapore -26%, India -20%, USA -10-20%.

Revolt of the masses: Trump/Duterte, far right in Europe, far left in Greece and Latin America, fractures in China and Russia, refugees

USA

Growth targets exceeded natural population growth+network effects  ( Leveraging (lots of debt incl. mortgages, little equity) ( Securitization (risk transfer off books)

Deleveraging ( Demonetizing ( Deflationary pressures

QE attempt to reinflate away debt ( Transmission mechanisms clogged ( inflation in financial assets only (bubble).
Interest on excess reserves ---> subsidy to bank's bottom line. 74-87 months of interest rates at zero or negative (Japan, Sweden, Swiss, Denmark, etc.) ( arbitrage, asset bubbles, irrational investment (e.g. shale oil) --> collapse of price discovery/price signal
Why no headline inflation in main street, the real economy?

· Arbitrage against central banks (increase in interest-bearing external reserves)

· Main street unable to borrow 

· No multiplier, no money velocity, overcapacity, depressed demand

· Income inequality (owing to inflation in financial assets) ( Demonetizing effect of super-rich (Forbes 400=ALL African-Americans+5 million Hispanics).
· Businesses owe $12 tn (+$2 tn since 2007), households $13.6 vs. $14 tn, so zero rates only create bubbles.
· $19 tn external debt ($62 total dent=350% GDP). Everyone offloading: Saudi Arabia, UAE, China, Russia, etc.
· Pacific pivot OR isolationism and protectionism: TITP, TPP exclude EU. American soldiers in Europe: from 450K to 29K (gen. Stavridis, 2013), bases down 75%. Naval battlegroups to 0. Asians 40% of eurozone rescue funds (China invested $20 bn is south Europe). 25% of China’s forex reserves in euros. China FDI in EU from $1 bn (2004-8) to $10 bn (2011). Brits join Asian infrastructure investment bank despite American objections.
ASIA
18% of global economy (up from vs. 17% eurozone, down from 21% in 2002). 

Japan 5th recession in 7 years. Massive stimulus: total debt=500% GDP, central bank balance sheet=40% of GDP, public debt=250% of GDP (not counting pension obligation for aging population.)

China 15% of global GDP, $3.7 tn forex reserves. In 2012, its trade surpassed USA (3.87 tn vs. 3.82 tn). Europe 2nd largest trade partner (Germany exports to China twice as much as to France).

Central planning ( inefficient allocation:

Overcapacity (over-investment=50% of GDP; 1.2 bn ton steel vs. 0.5 bn demand; cement in 3 years more than entire 19th century in USA), over-saving, export dependence, depressed consumption, compromised banking sector (bad loans), dubious statistics, currency expensive to defend (forex reserves attrition and capital flight).

Get rich quick mentality+jumpstarting consumption ( Asset bubbles (stock exchange -50% no threat, real estate is). 

China 1.2 tn (Japan 1.1 tn) in US T-bonds. IMF: free floating renminbi reserve currency 10/2016 in SDR 9(renminbi=onshore yuan+offshore CNH). China-Russia oil contract (=USD 400 bn) denominated in renminbi. Yuan appreciated 30% against yen.
State intervention in currency ended, but deep in stock exchange, infrastructure.
GERMANY
West-North Europe ascendance an aberration (most history: Asia and Mediterranean).
Underinvestment: from 24% to 18% in past decade. Education deteriorating, competitiveness eroding, export-dependence.
Euro project extends DM currency zone to cheap labor and new consumers (mercantilism). But low purchasing power forces core EU banks to extend credits to periphery governments, firms, and even individuals (supplier’s credit) ( DEBT CRISIS.
Only solution: reinflate away the debt (QE). Inflation spurs consumption. Weak euro: inflation+better terms of trade (=competitive devaluation.)
COMMODITIES
Drop in commodity prices not helping rich economies much, but damages emerging economies a lot (and consumers do benefit).
Every $1 drop = -2 bn USD in Russian government revenues. Drop from 110 to 50 = -900 bn USD to oil producers (2014-2015). 

Oil is marginal: USA consumes 9.4 bn barrels, produces 13.5 bn barrels. Oil imports=20-29%=2-3 bn barrels. Every $10=0.001 of GDP. 
Drop in commodity prices (from iron ore to hogs) outcome of supply shock. Demand still actually increasing: total global increase in oil 1.2 bn barrels (of which China is half). 

BANKING
Breakdown of correspondence banking, shadow banking, ROE declined by 70% owing to deleveraging (increased capital/equity) and de-risking

FINTECH: DLT Digital Legal Tender and cryptocurrencies (7 bn USD vs. US physical currencies $1.4 tn+USA M2=$12 tn)

Blockchain for digital identity confirmation (banks will then be able to issue cryptocurrencies because they have monopoly on clearing ---> back to 
pre-Civil War and the Depression eras ( Demise of monopoly fractional money creation, but still fiat ( Gold/silver base
Unwinding central bank positions ($3.2 trillion Fed alone, $21 tn globally compared to $2 tn in 1995)
