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Markets have become global

Globalization, underway for more than half a century, is
a process of economic integration and cultural
homogenization across national borders. Fostered by
advances in transportation and communication
technologies after World War Il and a eight rounds of
trade negotiations under GATT, trade has grown at
twice the rate of world GDP. Floating exchange rates,
sovereign lending and the liberalization of capital
accounts have accelerated this process.

Today, more than 73,000 multinational corporations
manage more than 880,000 multinational subsidiaries.

© Richard Vietor
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Countries compete

« Within this global market place, countries
compete for exports, for foreign direct
investment and other capital resources, for
technology and managerial know-how and for
access to natural resources.

* The purpose of this competition is growth and
development — to reduce poverty, accommodate
urbanization, create jobs and increase living
standards.



“Preparing our nation to
compete is a goal that all of us
can share... In a dynamic world
economy, we are seeing new
competitors, like China and
India, and this creates
uncertainty.”

President George W. Bush
State of the Union Message, 2006



National Development Strategy

Countries have development strategies:

- either explicit (carefully formulated
and discussed by senior government
officials);

- or implicit (a loose collection of
goals and policies that merely net to
strategy, after the fact).



Organizational structure

 Countries — like companies — need an
organizational structure suited to
iImplementing the strategy;

* That structure must fit the domestic
context — the skills, assets, polity and
culture of its people — and the
international context — its geography
and political relationships abroad.



The Role of Government is Crucial

 Mediates the strategy

* Determines the organizational
structure

* Shapes the context by building
and regulating the institutions
that shape the market



Essential role of state:

Provide security — domestic and international;
Enforce contracts, property rights and laws;

Back risk — incorporation, bankruptcy,
unemployment insurance, pensions, nuclear
facilities;

Provide money;

Manage macro-economy;

Implement industrial policy (explicit or implicit).



Developmental Strategy of Government

* Fiscal policy

 Revenue sources

 Expenditure choices

« Deficit/Debt management
 Monetary policy

« Control moneyl/inflation

 Regulate banking

« Control exchange rates
* Incomes policy

« Wages, prices, work rules, distribution of income
 Trade policy

« Tariffs, taxes, non-tariff barriers
 Foreign direct investment controls
« Nationalization/privatization
« Economic regulation

« Externalities (environment) and market failures
(telecom, banking, infrastructure and competition)

* Provision of subsidies



Government Management of Institutions

Corporations, partnerships, proprietorships

Infrastructural resources
« (water, power, roads, rails, air traffic, telecom)

Human resources
* (schools, colleges/universities, healthcare)

Technological resources
* (patents, defense and public-science research)

Capital resources
+ (banking, securities, insurance)



Trajectories of Development

v Asian high growth

v Post Soviet restructuring of Russia and
East Europe

v’ Latin American recovery from debt crises
v’ Islamic resurgence

v’ African renaissance

v  European integration

v Deficits and debt in Japan and the United
States



IMF Forecast, October 2011



Singapore — Desperation Strategy:

Build on the entrepot advantage;

Free trade and foreign direct investment
Tight monetary policy

Market exchange rates

Forced savings

Invest in public housing and infrastructure
State sector —> 25% GDP

Balanced budget (by late 80s)



Singapore’s Institutional Web

Ministry of Trade and Industry

« Economic Development Board (EDB)
Housing Development Board
Jurong Town Corporation
Temasek Holdings

« Singapore Airlines, Singapore Technologies
Monetary Authority of Singapore (MAS)
Central Provident Fund
SPRING (productivity board)
ASTAR (science and biotechnology)
National Trade Union Congress

Corrupt Practices Investigation Board



Singapore — Results!

Real GDP growth — 7.5% for 37 years;
Savings 51% GDP; Investment 38%
X&M = 3xGDP

Inflation —> 2.8%

Balanced budget

Current account 19.3% GDP
GDP/capita - $43,837



Lee Hsien Loong’s New Strategy

e Cut taxes to 20%:; 18%

* Higher value-added tax - balance budget?

* Move to higher value-added exports?
 Attract intellectual talent?

* Refocus on biomedicine?

* Deal with Chinese (and Indian) competition?



The global crisis was tough on trade....

* GDP down -2.1% ‘09

* Investment down -3.1%
- Inflati
- Exports down -209

on_ down -.5% 1n ’09

0
* Imports down -22%
* Trade balance down -> (at $31 billion)

* Current account -> down slightly 12.5%/GDP
* Unemployment up from 2.2% -> 3.4%

* Gov’t surplus 1.5% -> -2.7%



But now....

= Real GDP up 12.5% 10
= |nvestment up 10.3%

= |nflation up 2.8%

= Exports up 16.5%

= Imports up 15.9%

= Trade balance up -> (at $48 billion)

= Current account up -> (at 19.3% GDP)

= Unemployment down from 3.0% -> 2.2%)
= Gov't deficit down -1.0% -> +3.2%



Singapore

- not too bad....



China — a Greater Challenge

$200 per capita

Closed, Communist economy
Inefficient collective agriculture
State-owned enterprise

987 million people

“Cultural Revolution”



Deng’s Pragmatic Liberalization

One-child policy

Agriculture — household responsibility system
TVEs — Township & village enterprises

SEZs — Special economic zones

SOEs — management responsibility system;
then privatization

Gradual price decontrol
Tax reform (1994)
Currency reform (1994)
WTO - 2001



China - Results

9.4% real GDP growth

Investment 44%; Savings 50%

Consumption down to 35%

Exports 3% -> 35%

Imports 3% -> 28%

Inflation 3.5 -> 2.0%

Unemployment — 9+%

Balance of trade $360 bil; current account $426 bil.
Cumulative FDI - $970 bil
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China Industrial Production: Value Added
(vearly percent change)
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Source: Complied with data from the Economist Intelligence Unit.



November 9 Stimulus Plan — Rmb 4 trn ($586 billion)

Public housing projects—notably on low-rent residential units, re-development of
slumps and renovating deteriorated rural housing.

Rural infrastructure investment—including water supply and conservation.
including expediting the North South water diversion project: irrigation; rural roads:
and the power grid.

Transport infrastructure—with a focus on railways, both passenger and coal
transport lines. but also highways. airports, and the urban power grid.

Health and education—including improving the local clinic service systems;
renovating schools in inland provinces.

The environment—including enhancing urban water and sewage treatiment projects,
pollution treatment of key water ways. reforestation. and energy efficiency projects.

Innovation and restructuring—facilitating structural change and R&D. and
supporting the development of high tech and service industries.

Post-earthquake reconstruction.

Household income—including increasing grain procurement prices and farm
subsidies and increasing payments under the minimum living allowance system.

Rolling out the VAT reform nationwide in 2009, allowing capital spending to be

deducted from the VAT in line with international practice. reducing the corporate

tax burden by about RMB 120 billion (0.4 percent of GDP) in the government’s
: 10

estimate.

Increasing bank lending to support growth, with priority being given to key projects,
rural investment. SMEs, R&D., M&A. and consumer loans.



Billions of Reminbi

China’s Growth
Nominal GDP, Real GDP, CPI
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Renminbi/Dollar Exchange Rate and U.S. Merchandise Trade
Balance with China (inverted scale, millions $$)
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U.S. Trade Balance with China, 1980-2010



China’s FXand Foreign Reserves
(in billions of US dollars and renminbi)
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China — Great Performance, but...

* Tightly managed economic liberalization;
* Institutional reform still lagging (e.g., SOEs,
banks, pensions, health care, Hukou system);
 Externalities mounting (e.g., environment,
under-employment, corruption, food and
energy dependence);
 Income distribution, rural population chafing...
 WTO — fair implementation;
* Trade surplus with US (still $232 bn)- sustainable?
» New strategy < “Balanced gr@ up, inland | up,
X-M down;
* Next round — communism & capitalism?




Illustrative Rebalancing Scenario’

2010 2011 2012 2013 2014 2015 2016

Real GDP (percent change) 10.3 9.6 9.0 8.4 8.1 8.2 8.5
Consumption (percent change) 8.1 9.5 11.3 13.0 13.7 13.0 12.7
Investment (percent change) 12.0 1.5 15 14 1.3 1.1 1.6
Net Exports (contribution to growth) 0.8 1.5 0.2 -1.3 -2.1 -2.0 -1.9
Fiscal balance (percent of GDP) -2.2 -1.6 -1.0 -0.5 -0.4 -0.3 -0.3
(Gross national savings (percent of GDP) 54.0 54.0 53.2 51.8 50.1 48.8 476
Total capital formation (percent of GDP) 48.8 48.5 47.7 46.9 46.1 45.2 445
Current account (percent of GDP) 5.2 5.5 5.5 49 4.1 3.6 3.1
International reserves (US$ trillion) 2.9 3.5 41 46 5.0 5.3 5.5

" As discussed in the text, assumes an appreciation of the exchange rate in line with long-run market consensus forecasts, a higher cost of capital,

lower labor taxes, improvements in the social safety net, financial liberalization, and an increase in a range of factor costs.




India — Failed Import Substitution

* Hindu rate of growth — 3.5% per year (with
population growing 2.5% per year)

« 50% of output owned by public sector;
 100% of banks and insurance firms;

« Highest tariffs, capacity licensing, imports
allocated and price controls;

« “Sick units” protected,;
* Widespread corruption.




India after 1991
Washington Consensus...gradually

Fiscal policy — deficit reduction;
Monetary policy — tightened,;
Exchange rates — floated;
Capacity licensing — removed,;
Price controls — removed,

Tariffs lowered,;

Privatization begun;

Foreign direct investment allowed;

Spending on infrastructure and education
increased.



India’s Results:

Year-to-year percentage growth in gross domestic product, and government deficit and
current account deficit as percent of GDP; all figures for year ending March 31

Government Current N
GDP Growth Deficit Account Deficit

%/GDP %/GDP
9

%

\99'\ N I\ B B o> @ P QP

Note: Fiscal deficit is the difference between revenues and spending; current account balance is the
broadest measure of goods, service and money that crosses a country’s border, with a deficit indicating
more imports than exports.

Source: Compiled from Center for Monitoring the Indian Economy; HSBC securities; Jardine Flaming India Broking Ltd. © Richard Vietor



Billions $$

Foreign Investment in India Since 1991
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Singapore (1)
Japan (17)
United States (22)
Saudi Arabia (50)
South Africa (54)
Turkey (56)

Italy (67)

China (78)

India (87)
Mexico (98)
Russia (154)

o

Corruption 2010

(0O = most corrupt

N
N

10 = least corrupt)

(0))]

(00

10

i

|

Note: rank among other countries is in parentheses

Source: Compiled from Transparency International, 20010 Corruption Perceptions Index , www. transparencyinternational.org.




~ Coalition Politics in India — May 2009




India’s Exchange Rate
(Indian Rupee/U.S. Dollar, inverted scale)

Source: Complied with data from the Economist Intelligence Unit.



Mexico and Latin America
(debt, structural adjustment, and micro-reform)

Old Strateqy

* Import substitution strategies with resource-led
growth

 High tariffs, limited FDI, large public sectors,
fiscal deficits, monetization, fixed exchange
rates

Revised Strateqy
* Debt leveraged growth, 1974-1982,
 Debt crises & IMF bailouts




Economic Liberalization Strategy — 1982-1996

* Devaluations

* Fiscal and monetary control

* Tariffs down -> NAFTA

* Privatizations — domestic & foreign
 FDI — maquiladoras

» Wage controls

* Brady plan debt reductions

« But, overvaluation, current account
deficits and foreign debt up — second
“tequila” crisis.



MEXICO: CONSUMER PRICE INDEX
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Billions$$

440
400

360

l Other

B United States

320

280

240
200

160

120
80

40

0

NV

o2

oy

Source: National statistics

QQ Q\’

Q‘lx

Q"J



Political Liberalization Strategy
under Vincente Fox (2000-2006)

Macro-economy stable — now microeconomic
and institutional reform:;

Fix pensions;

Poverty, education, income distribution, labor
law, oll and gas sector, environment;

Control crime and drugs
And China competition threatening maquilas!
But PAN a minority party...little accomplished.



More Effective Reform under
Felipe Calderon (2006 ->

Drug war — 10,000 arrested; 20 leaders;

Pension reform — retirement age up; defined
benefits -> defined contributions;

Electoral reform — shorter campaigns, limit to
media spending;

Fiscal reform — corporate flat tax, collection
efficiencies -> revenue up 2%;

Pemex — limited financial flexibility;
Next — electoral reform — re-elections



BUT ...FINANCIAL CRISIS...



GDP growth fell sharply, but has since started to
recover.

Real GDP, seasonally adjusted (In percent)

year-on-year

uarter-on-quarter
1 q growth rate

annualized growth rate

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009



Mexico
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Table 1. Mexico: Macroeconomic Assumptions 2012-16

Real GDP growth (percent)

GDP deflator growth (percent)

Nommal exchange rate (average)

Interest rate (public debt; percent)

Otl price world markets (US dollars per barre])
Ot production (thousand barrels per day)

Ot exports (thousand barrels per day)

Otl dervatives consumption growth (percent)
Otl dervatives domestic price growth (percent)

2012 2013 2014 2015 2016
41 33 33 33 32
29 32 33 34 29

23 125 126 128 129
61 65 65 65 65
105 102 100 % 99

2550 2550 2550 2550 2550

1347 1347 1347 1M1 1347
41 33 33 33 3)

20 120 00 00 00

Source: IMF Staff estimates.



Total Public Debt
(% of GDP)

2004 132%

mZ004 m2005

1996 LAC Average

l

mZ2Z006

ARG BRA CHL COL

Source: IMF staff estimate s.
1V Weighted average.
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Income Inequality
(Gini coefficient; larger figures indicate greater income inequality) 1

1~ T0
m1990s m2000s
Asla avqg,
OECD avg, 1990s

1990s 1 60
1 50
1 40
30

Central Amerca South America & Latin Amerca

Mexico

Sources: ECLAC; andde Femanti et al. (2004 ).
1 ForLatin Americ an countrnes, 1990s = available observation closest to
1990: 200058 = most recent available observation.




Latin American Recovery?

‘Mexico — democratizing and economic reform — privatized, well-managed
fiscal and monetary stability, and NAFTA dependent; now, crime and economic
efficiency — competition with China?;

-Argentina — stable government ? Will Argentina inflate? Will it become
competitive? Will default have lasting ill-effects?

-Brazil — Can institutional reform continue, with effective debt management,
pension reform and income redistribution- will Dilma manage responsiby and
build Brazil’s competitiveness?

« Columbia - IFree Tralde Agreement \lNith USA? | |
Growth of GDP % Inflation Cur acct (%/GDP

2010 | 2011 2012 § 2010 2011 2012 2010 2011 2012
Mexico 5.4 3.8 3.6 4.2 3.4 3.1 0.5 -1.0 0.9
Argentina | 9.2 8.0 4.6 10.5 11.5 11.8 0.8 0.3 0.9
Brazil 7.5 3.8 3.6 5.0 6.6 5.2 2.3 2.3 -2.5
Chile 5.2 6.5 4.7 1.5 3.1 3.1 1.9 0.1 -1.5
Colombia | 4.3 4.9 4.5 2.3 3.3 2.9 -3.1 -2.6 2.5
Venezuela | -1.5 2.8 3.6 28.2 25.8 24.2 4.9 7.3 5.8

IMF, World Econommic Outlook, October 2011.



Islamic Resurgence/Saudi Arabia Annual
GDP Growth

Percent



Saudi Arabia — Economic Issues
until Oil Prices Rose

Slow economic growth (1.8% per year),
except for past three years — high oll prices;

Government budgets — irregular deficits/debt
Defense, debt service and education
Jnemployment —> 13+%

_ow inflation

Huge Trade surpluses

Current account deficits (until 2000): large
surpluses since.




Saudi Arabia: Gross Domestic Product

Percent Share of GDP
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Saudi Development Strategy

Reduce fiscal deficits
Open up foreign investment
FDI law, gas initiative
Build infrastructure
Finance domestically
Privatization
Fund education
Maintain low inflation
Saudization
Expand production capacity to 12.5 mmbd)
Reduce production of oil by 3.5 mmbd — stabilize price;
Abdullah Plan — Middle East Peace



Crude Oil Prices, 1970-2012

Source: Energy Information Administration,
2011.
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Saudi Arabia since 2005

Raid economic growth (up to 6.4% per year) —
now back to 0.8%

Huge Government surpluses, debt down to
24%/GDP

Defense, education and infrastructure, including
four new cities

Unemployment —> 7-8%
Inflation up to 9%; back down to 4%
Huge Trade surpluses

Current account surplus - $450 billion in
Sovereign Wealth Reserves









Build-up in Reserves; Draw-down in Crisis

Current Account Balance Net Financial Flows
30 - (percent of GDP) - (percent of GDP) -10
20 -
10 -
0 _ I Direct investment
B Private portfolio flows
. I Qil importers ~ [ Other private flows =19
Il Oil exporters - I Official flows

_'1 < 1 1 1 1 I & &1 111 | 1 T N N B | _20

2000 02 04 06 08 10 12 1992 96 2000 04 08 12 16

Sources: Haver Analytics; International Labor Organization; IMF, Primary Commodity
Price System; national sources; and IMF staff estimates.



1995 GDP(bil$)

Africa Recovery

-| j5ia
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GEAR - Growth, Equality and Redistribution

Fiscal policy (deficit reduction)

Monetary policy (constant real exchange rate)
Privatization — now stopped

Two-pronged industrial policy

Lower tariffs - WTO

Two-tier wage policy - failed

Now Black Empowerment



i Sg_,h_Africa
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South Africa

Gross saving as a percentage of gross domestic product

Per cent
20
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South African Social Issues:

 Unemployment: 24%

* Infrastructure: electricity, plumbing, telephone,
housing;

* Education: 32% illiterate

* Crime: 26,000 homicides;1 felony/21 people

* HIV+: 19% - 20% of adult population

© Richard Vietor



Black Economic Empowerment Act 2003

* Address slow pace of change in economic equity
(gap 1n Income 1nequality among blacks growing
(GINI up from .59 to .63)

- BEE: hiring, training, promotion, ownership &
control;

* Charters — voluntary commitments — in mining,
finance, information technology so far;

- FINANCIAL CHARTER

25% senior mgt, 50% middle mgt. by 2008
* 50% black-owned procurement;
* Financial services for 80% of population;
« 25% black ownership by 2010;

33% of the board should be black



South African Unemployment



South Africa






South Africa

| Marcus, Governor of South African Reserve Bank, Address to National Union of Metal Workers South Africa, Eskom
National Shop Steward Council, February 2011.



BUDGET

Consolidated government fiscal framework

2010/11 201112 2012M13 2013/14
Revised Medium-term estimates
R million L estim ate
Revenue 755.0 824.5 908.7 1017.2
Percentage of GDFP 28.3% 8 39% 28.4% 28 8%
Expenditure 897 .4 @ 1 061.6 1151.8
Percentage of GDFP 33.6% 33.6% 33.2% 32.6%
Budget balance -142.4 - 8 -152.9 -134.6
Percentage of GODFP -5.3% -5 3% -4 8% -3.8%
Gross domestic produﬁm 2 6669 29149 32013 3 536.0




South Africa’s Budget Proposal 2011



South Africa

Macroeconomic projections, 2007 — 2013

Calendar year 2007 2008 2009 2010 2011 2012 2013
Actual Estimate Forecast

Percentage change unless otherwise indicated

Hnal household consumption 9.9 2.2 2.0 46 4.2 4.3 4.5
Hnal government consumption 4.1 47 4.8 46 4.4 4.1 3.9
(Gross fixed-capital formation 14.0 14.1 2.2 36 39 2.9 6.8
(Gross domestic expenditure 6.3 3.4 1.7 4.1 4.2 4.4 4.6
Exports 6.6 18 -19.5 2.3 6.0 6.4 [
Imports 9.0 15 174 104 8.9 7.0 74
Real GDP growth 5.6 3.6 -1.7 2.7 3.4 4.1 4.4
GDP inflation 8.1 89 12 6.3 9.3 a4 a.8
GDP at current prices (Rbillion) 2016.2 22741 2396.0: 26157 : 28465 31220 34459
Headline CH inflation 6.1 99 7.1 43 49 2.2 2.9
Current account balance (% of GDP) 7.0 7.1 -4.1 3.2 4.2 49 -5.0




Brazil, Argentina, Chile, Mexico,
South Africa, Malaysia and Turkey- if not

-> low cost

-> differentiation
-> focus

“Stuck in the Middle”?



Gross Domestic Product per Capita for Exporting Countries
(in nominal U.S. Dollars)
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Gross Domestic Product per Capita (PPP) for Exporting Countries
(in U.S. Dollars)
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Malaysia: People First?

28 million (65% Bumiputera, 26% Chinese, 8% Indian, | % other); predominantly
Muslim; independence from Britain 1957 — democratic; oil, gas and agricultural

resources; member of ASEAN

Development Strategies

1957-1969 import substitution

|97 1 New Economic Policy NEP)
- restructuring ethnic

identity and ending poverty
- build modern infrastructure
- export-led growth

1991 -Vision 2020

- move up value-chain

- knowledge & innovation

- reduce socio-economic
inequalities

- improve quality of life

- implementation capacity

2009 - New Economic Model

- phase out NEP

- push technology, innovation,
productivity & creativity

World Bank, Doing Business 2012
2012

2011

Doing business | 8¢
starting a business 50
getting credit I
protecting investors 4
construction permits 113
paying taxes 41
enforcing contracts 31
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Malaysia’Solid Growth

Per capital GDP $15,578
Real GDP growth 4.8%l/yr.
consumption/GDP 59%
investment 22%

national savings 33%

Fiscal deficits average -3.6%
Inflation averages 2.4%
Unemployment 3.4%

Labor productivity 3%

Total factor productivity 2.1%
ULC 2.2%

Exch. Rate R/$ 3.8 -> 3.06

(US $9%)

Balance of trade
services

Current account

Fx reserves

2010 2011
42 45
53 -5l
273 298
106 138

2012
47
3

31.0

147




Too little domestic investment




Can Malaysia get “Unstuck”?

Move investment and exports up-value chain
Stimulate domestic innovation; R&D

Continue to invest in infrastructure

Reduce regulatory barriers to Doing Business
Enhance labor skills in needed categories
Encourage greater flexibility in education
Encourage critical thinking, science, engineering
Stimulate entrepreneurship, domestically

Hold down ULC'’s (e.g., push hard on productivity)
Reduce risk aversion by firms; individuals

Source: Recommendations from Harvard IXP Course: Malaysia — Unstuck from the Middle. January 2012.
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Selected Advanced Economies: Differential with the United States, 2006-08

(Percentage points)
Differential in GDP Per Capita Differential in Labor Utilization

Franceand Italy and MNorthem

Franceand Italy and Morthern ;
EuroArea  Germany Spain Europe 1/ Japan 10 Euro Area  Germany Spain Europe 1/ Japan
10
5 -
0 -
0 -
_1ﬂ L _5 i
10 -
-20 - B Unemployment
15 = m Participation Rate
-30 - B Hours worked
BLabor utilization 20 - B Demographics
¥ Labor productivi
-40 P ty 25

source: Mourre (2009), European Commission, and IMF staff calculations.
1/ GDP-weighted average of Denmark, Sweden and UK.



Southern Europe’s Competitiveness Problems



. Structural Reforms Gaps in European Economies: A Heatmap 1/

Core Euro Area Southern Euro Area Cther Euro Area Selected Comparators

éﬁ’ B 3
¥ & > &
‘6\ ‘“& @b & o d"‘"’& w ﬁb & & cf OF O ﬁ\

Medium term

Labor market ineficiency ] BN A .-

Business regulations

Metwork regulation

Retail sector regulation
Professionnal services regulation
Long term

Institutions and contracts

Human capital

Infrastructure

Innovation

Memo item:
GDP per Capita level (2000-08, US=100) 5 71 85 T 70

Sources: OECD; World Economic Forum; Fraser Institute; and IMF staff calculations.

1/ Ses IMF, 2010d for a description of the methodology, and of the detailed components of the labor market heatmap.
2f The indicators do not incorporate the labor market reform implemented in Spain in 2010.
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Coming Due Too Soon

Greece has more than €106 billion in debt that it must pay back or refinance in the next
three years; debt due each year (large chart) and each month of the first three years

(small chart), in billions

Source: New York Times, January 11, 2012.



German Finance Minister Wolfgang Schauble:

“Perhaps we and our partners must look into ways to assist

Greece in an even closer manner”

\_

Greece — 5" Plan, 2nd bailout.....February 21, 2012
EU and IMF - Refinance public sector - for $172 billion

— use to bolster banking system, sweeten private sector deal —

reduce debt to 120%/GDP by 2020;

- ECB to distribute profits on 40 bil. Euro in Greek debt it bought;

- 53% Haircut for private holders of Greek debit;
Exchange bonds for new ones — 30 year, average
interest rate lowered from 4.8% to 3.65% -

Debt write off $142 billion — 74% net present value loss
Greece
- 30 new savings & reforms by Greece;

- Escrow account to guarantee debt payments; /






http://i2.ambrybox.com/240611/1308876053661.jpeg

Japan — Deficits, Debt and Deflation

Performance Factors

Real GDP Growth

of which consumption
government
investment

exports
Unemployment
Savings (household)

Productivity Growth
Budget Deficit (%/GDP)
Balance of trade (bil $$)

Current account (bil $3$)

1979-85

3.9%

60.7
10.0
29.6
12.1
2.8

17.0

4.1
6.1->4.2--->
7-->56--->

1-->49--->

1985-91

5.1%

57.8
9.9
34.0
14.2
2.1
14.9

2.9
1.1 ->
77 --->

57 --->

1991- >11

1.2 -6.21.5%

56.8

17.9

19.4

16.0
52->4.7%
51->3.0

2.7
8.3->3.8
105 -> 92

248-> 196

© Richard Vietor
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Japan: Major Bank Profits, FY 90-99

(in trillions of yen)

/

Obetating profits
I Net equity capital gains
(—JLoan loss charges

FY90

FY91 FY92 FY93 FY94 FY95 FY96 FY97 FY98 FY99

Source: Fitch IBCA




Japan'’s Inflation

(percent change per year)
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Source: Complied with data from the Economist Intelligence Unit.









Public Debt of Japan

(as percent of GDP)

Source: Complied with data from the Economist Intelligence Unit.
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Japan Post Earthquake



Japan’s
-month moving average (¥ trillion)

2deral Reserve Bank of New York, Japan Economic Indicators, 2012. .



Japan Unable to Change Strategies

Monetary policy won’t work — liquidity trap
Fiscal policy won’t work — deficits & debt
Institutions need modernization

Political gridlock — new party?

Totally dependent on exports

Rebuilding and Re-energizing

Debt/GDP -229% and rising?

Collapse pending? Or Restructuring?
Yen?






United States Real GDP, 2005-2011

(quarterly, billions of chained 2000 dollars)

%
6.0

4.0

2.0 II I"I
0.0 -

2005 2006 2007 2008 2009 2010 2011

-2.0

-4.0

-6.0

-8.0

Source: Bureau of Economic Analysis, January 2012.



Gross Private Domestic Investment






1981-2011

ivity:

Good News - US Product

Percent

e=sManufacturing

e=sNonfarm Business

Source: Bureau of Labor Statistics, November 2011.



USA Unit Labor Costs



Bad News — Budget Deficits

$$ bil.

400

Nixon Ford Carter Reagan Bush Clinton Bush Obama

200

-200

-400

-600

-800

-1000

-1200

-1400

-1600
1@59 1927 19%9 1329 192> 1929 1231 1239 1239 l3£> 1339 lng lgqg ZQQS lQQ) ngg ékkb éQkG, é2k3~ étkb» étbb ékb?

Source: Compiled from Economic Report of the President 2010; CBO, Budget Outlook, February 2011. © Richard Vietor



Mandatory Federal Spending on Health Care,
By Category

CHIP — Children’s Health Insurance Program






Bowles-Simpson Deficit Reduction Commission — 11/10/10

Achieves nearly $4 trillion in deficit reduction through 2020:

50+ specific ways to cut outdated programs and strengthen
competitiveness by making Washington cut and invest, not borrow
and spend.

Reduces the deficit to 2.2% of GDP by 2015, exceeding President’'s
goal of primary balance (about 3% of GDP).

Reduces tax rates, abolishes the AMT, and cuts backdoor spending
In the tax code.

Caps revenue at or below 21% of GDP and gets spending down to
22% and eventually to 21%.

Stabilizes debt by 2014 and reduces debt to 60% of GDP by 2024
and 40% by 2037.

Ensures lasting Social Security solvency, prevents projected 22%
cuts in 2037, reduces elderly poverty, and distributes burden fairly.



Budget Control Act of 2011

- August 2, 2011 — Congress compromised to raise deb t crisis

Stage #1

- Imposed caps on new discretionary budget authority —
designed to reduce expenditures by $756 billion (plus
$134 billion in debt service savings), cumulatively;

- debt ceiling raised immediately $400 billion, $500 more when
Congress votes;

Stage #2

- New Congressional committee (6X6) to cut additional $1.2
trillion ($1 trillion plus $197 saved debt service), including
entitiements cumulatively;

- If Congress does not vote by December 23, automatic cuts
of $1.2 trillion, across the board...






American Jobs Act 2012-2021

(millions)
- halve payroll taxes $68,748
- extend 100% expensing 50,660
- rehire teachers & first responders 35,000
- infrastructure investments 94,000
- reform & extend unemployment 48,000
- re-training 14,000
total 447,000
Mandatory Savings -256,682
Health Savings -320,036
Cap Overseas Contingency Operations -1,083,978
Tax Reforms
- all high-income tax cuts to expire -866,011
- reduce itemized deductions to 28% -410,139
- eliminate oil & gas tax preferences -39,000
- close loopholes for business -59,900
- reform international tax system -113,000
- other changes -84,537

Total -$3,121,000



Obama’s 2013



Selected Components of Deficit Projections: 2009-2019

Billions of dollars

1.600
War costs
1 400 - M Bush-era tax cuts
B Recovery measures
TARP. Fannie. and Freddie

1.200 B Economic downturn
M Deficit without these factors

1.000

800

600

400

200

0
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Note: Based on CBO budget projections. CBO employs different economic
assumptions and methodology than OMB. As a result. the projections presented in
this figure may differ from those presented by OMB.

Source: Ruffing and Horney (2011).



Source: U.S. Budget 2013, Analytical Perspectives, 18.



U.S. Federal Government Debt
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Global Imbalances
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Corporate Profits

BILLIONS OF DOLLARS
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Sad News for the Next Generation

© Richard Vietor
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Country/Monetary Authority

World (sum of all countries)
Bl pcople's Republic of China
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Foreign Exchange Reserves

Foreign exchange
reserves
(Millions of USD)

N/A
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335,775
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288,590
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Good news — US Dollar has weakened, some






How Countries Compete

Governments must guarantee basic property rights;

Governments must maintain sound macroeconomic policies:

- Fiscal deficits cannot continue indefinitely,

- Entitlements should be limited and securely funded;

- Taxes should be somewhat redistributive and discourage
excessive consumption;

Strong (not necessarily independent) central banks are necessary for
non-inflationary growth;

Microeconomic liberalization (trade, foreign investment and
privatization) by government is eventually necessary in a competitive
global economy, but financial markets must be regulated...

Governments must maintain labor market flexibility to enhance
productivity and facilitate competitiveness;

Government must manage resource endowments carefully;
Governments must control corruption;

Governments are responsible for insuring equitable income
distribution;

Governments must stimulate savings and investment;

Governments can not allow unsustainable current account
asymmetries.



Members of AMP |,

as senior executives and powerful
members of your Nation’s political-
economic community, it is incumbent
upon you to try to make your Nation a
better, more productive place to live and
work.

If people like you don’t contribute, you run
the risk of going....






