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Roadmap

a Global setting : Low inflation and low interest
fates

a Inflatiom stabilizatiom and capital inflows

i Real exghange fiate coneeynsmanchthe speefl of
disinflation

a Fiscal concems:Ihiilation tax @r deit fimanding?

a Financial degpeningoorccteditthoom?

a Macropiudentiall
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Global setiting

(i) sustainetilowormegative-tealinterest
rates (Fed tighterning motwithstantding)

(i) a large footprint of the official seator im
the financial sector;

(i) Compelling reasonsfferegranualismiin
Anbrenglim@oh”ibz n@atort cantrad barbky

(iv) Low imflatiom intemnnationall
environment by histerical standardls
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The next fewsiitlesimake
the casetthatthe:global
environment featls

the eternal searthfter
high yield.

This is where Argentina
comesiin.



"Witdd 'RReaSlwit-terin Intiest Rates,
1870-2016

15 - "World" Real Interest Rate (percent, 3-year moving average)
UK Discount rate 1870-1919 minus CPI inflation

US Discount rate 1920-1956 minus CPI inflation

US Federal Funds rate 1957-2016 minus CPI inflation
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The incidencefmegative ¢eadishorterm interest
rates in adivancedeeconomies ol9LD16
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The comibined efftetiof idonnestiti @ md o fficialop lalpeisrs
calls into guestinntowliialextéaninéecesiitées
remdina‘marketfdétednigneddt n e d o
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The exjprandebirultcod thieco ffilciad phag¢esds a00jusca LSS
phenoméaiua . Ceaeeibpoosaimiwnd etadidia bybyffitialal
sectiarSI(GIDIE 20082016
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Notes: Domestic official sector refers to the central bank; foreign official sector is
comprised of foreign central banks, mitilateral institutions, and foreign governments.
For the US, purchasesof GSEs are included.
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The global seting dsemddsi$o0
the pressu@stocsaibiliiee



2016
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Argentina is 6th out of 191

South Sudan (380), Venezuela (255),

Suriname (56), Angola (32), andL Libya (27)

Inflation rates in paretheses
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Eternal, Ineimal and External Pressures

Inflation stabilization (ERBS Recurri ng nCapi
and MBS) probl emo

Real appreciation (both)
High real rates (both)

Financial deepening/credit
boom (later for MBS than
ERBS)

MBS-recession then
recovery

ERBSboom (especially
consumption) usually
followed by bust

Reinhart

Real appreciation

Asset price boom

Credit boom

Deteriorating balance sheets

Overheatingconsumption
boom

Worsening current account
balance

Bonanzas often end badly



Real exdhange nate congeimns
and the spedd Ofitisintlaon



Inflation stebiliizaininmiodeiataid (0 40 46) ¢hrafikonic
inflation casssstrijeeotory
Interndtimid Niboeeis) ¥ ind @(02616)
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What the study dessNOTTmeartion iss
that in casaslike(hilteandoColvaibiza
(among etinay))itt el lniigerbeeaasse
offa “saft” FPBraule t 0 P
Note: This appiroacth wigssmotivatédd
by the advarscoutéonios asicilbily
assutateowitihoeéevaduasion;) wiiichn
is the mexttrelnusttladingcindicanoor
of crisis (accniding t® KR &indl
others).
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Capital infloms often end
badly. A reminder of what you
alieady know aind stivaild
always remanbae!.



Ciisiis probabilitis and the aftermath of egyitsl inflow bomanzas
Reinhart and Reinhait (2015)

Probabilty of a crisis, by type, and the benefit of observing a current account bonanza
Share of countries, 1982 to 2014, percent
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Source: Reinhart and Reinhart (2009) and Reinhart (2010), up
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Fiscal conceins:lhflation tax
or debt financing?



Total ExtatiadDebhtWikdtas imvow
extatidlddbbidoAfggetiniita?

Percent
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Argentina

1997 34.5
1998 37.6
1999 43.0
2000 45.0
2001 53.8
2002 140.9




An inteiesting example:
Post-infkativn stabilizaltiomn,
internal debt financing was mo
bazgain far iGreecel...0 1 G



Percent of GDP
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Greece 153422000
(Reinhart and Tiebesdh 2016)

Estimates of the inflation tax as

as percent of GDP _
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Public debt, its domesticcoampanenta@as peperae!
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Financial degpening
or credit boom?



Mendoza @aid Teriones Show @
strong systiamaicconneeitinn
betweean cagittd i nflowssamdd
domestic aiatit honnid—
inflows tend to lesd dianessic
credit
by 1-3 quarters



The compelling eaeddp financind ddepaanig:
Argentinar’stlegacyafCloronic iafthtion and fimdncial h |

fepiessiom

EMs: Credit to the private sector
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But bewaire off se@iiiiyd)y
undoing in a cauplicodiyeansthioe

damage tinettweasSindlictbDoveer
a very long Wistioy.



Credit booms and jpatentidl iriggers
(fiequency andlysistiiamWientlozanand eriones)
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Should this hasuessaudda ket &ldd|
for Mixiico in 19937

The sulbvtle issies abowuéedidigaalitiand ¢pedast of
expamsiion

Domestic Credit/GDP
1993 1994 1995 1996

Mexco 32.9 39.2 41.3 31.3
Australia 75.1 77.4 80.3 83.3
Netherlands 98.6 100.2 104.5 109.7

Note: Crises Years are shaded
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Miitigitheg nidskasfaad itdamns in semi dollarized
ecannities Sonie e s isilitice s

FX-related prudential measures

"IDiscriminate according to the cutirensy, motttherresidency,of
the flow

Applied to regulated financial institutions, primarilyybanks
OE»a@apmf limetson bahkd’ epdn 76 posdtion (a2 @pmokostion 0
of their capital), and limits on FX lending by domestichbanks (or
higher capital requirements)

[10ther prudentiall measures

[IReducessystemic iuskwithautddisehiminatingthased on
residencylaunrency

(Examples: LTV ratios, limits on credit growth and sectotadl
lending, dynamic learloss jprovisions aand:countecyclical
capital requirements Reinhart



Some ujlifting reflections



A dividend eff imflisti@nssibldikaaton:
Passshinbogh (thus fiar) haa ddsemadedast by
hidtofichl stahdards.a. | Star

October 2013 to January (or February) 2016 Inflation (eop)

Currency depreciation (perce 2013 2014 2015 2016
Brazil 84.6 5.9 6.4 10.7 7.2
Chile 44.1 2.8 4.7 4.4 3.5
Colombia 71.9 1.9 3.7 6.8 6.0
Malaysia 31.7 3.2 2.7 2.7 2.1
Mexico 42.0 4.0 4.1 2.1 3.2
Peru 26.6 2.9 3.2 4.4 2.9
Russia 140.8 6.5 11.4 12.9 5.9
South Africa 65.1 5.4 5.3 5.2 6.7
Turkey 50.8 7.4 8.2 8.8 9.1
October 2013 to February 2017

Mexico 55.0

Sources: Intrnational Monetary Fuidiernational Financial StatisticandWorld Economic Outlook
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