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The international monetary and financial system, then and now Table V.1
Bretton Woods Current

Monetary anchor External: ultimately gold Internal: domestic mandates (eg price stability)

Exchange rates Fixed but adjustable Hybrid (floating at the centre)

Key currencies De facto, US dollar Dollar dominance (less exclusive)

Capital mobility Restricted Hybrid (unrestricted at broad centre)

1: SEMIMENEPREEHMEMALR

FEIX A LA
%, BRI AT,

b B3 T B A Y 6 A, B 55 I ()

Selected indicators for the international use of key currencies

As a percentage of world total Table V.2

US dollar Euro Pound Yen Renminbi Total
sterling (USD trn)

Forex market turnover,' daily, April 2013 870 334 118 230 22 5.3

Foreign exchange reserves? Q4 2014 629 222 38 40 13 11.6

International bank deposits by non-banks,*

Q4 2014 57.3 227 5.2 29 19 98

Qutstanding international debt securities*

Q4 2014 404 409 96 20 06 21.9

International trade invoicing/settlement,

2010-12 50.3 373 & ki 14

! The shares sum to 200% because each transaction involves two currencies. ? Shares are based on allocated data from IMF
COFER. * Rough BIS estimate based in part on People’s Bank of Clllna Report on renminbi internationalisation (ln Chinese),
June 2015. * Broad measure, including ints area i i share based on bi

bank deposits reported by a subset of BIS reporting countries.

Sources: H Ito and M Chinn, “The rise of the ‘redback’ and the People’s Republic of China’s capital account liberalization: an empirical
analysis of the determinants of inveicing currencies”, ADBI Working Paper, no 473, April 2014; IMF,; BIS international banking statistics and
international debt securities statistics; BIS calculations.
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Figure 10.3. Federal Reserve spurs dollar bond issuance by non-US borrowers

[a] Cumulative net change in bonds outstanding [b] Offshore dollar issuance response to US
term premium
USD trn

-2

EEREEEE RS NS Ehe) : - L
2009 2010 2011 2012 2013 2014 2015 00 02 04 06 08 10 12 14
= Non-US bank US govt —_— C ient on lagged term premium change

= US non-financial corporations == US private asset-backed £ 1 standard emor

! In panel [b], response of the quarterly growth in the stock of US dollar bonds issued outside the United States to the (lagged) change in the
Teal term premium, estimated from 16-quarter rolling regressions that also include the lagged VIX to control for overall financial market
conditions; see McCauley.et al. 2015b). The vertical line indicates end-2009Q1. The 10-year real term premium is estimated using a joint
macroeconomic and term structure model; see Hordahl and Tristam (2014)

Sources: Federal Reserve; US Flow of Funds; Bl berg; BIS 1 debt statistics; McCauley et al. (2015b); BIS
calculations.
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In billions of US dollars Graph 1
China Korea Malaysia
40
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]
SIS E SR W54 50 e O I S e B 2 R S A
01 03 05 07 09 11 13 15 01 03 05 07 09 11 13 15 01 03 05 07 09 11 13 15

India Indonesia Philippines

{ IS IO Y I B R R B A { B0 st I I I 0 L ) ] ) | | i B B O ] I B 6 R 1
01 03 05 07 09 11 13 15 01 03 05 O7 09 11 13 15 01 03 05 07 09 11 13 15
W Loans' MM Debt securities® Debt securities - offshore® + = = Of which: local loan claims*

! US dollar loans to non-bank residents of the country listed in the panel tile. * Outstanding US dollar international bonds issued by
non-bank residents of the country listed in the panel titie. o Outstanding US dollar international bonds issued by offshore affiliates of
non-banks with a parent entity headquartered in the country listed in the panel title. * Us dollar loans booked by banks located in the
country in the panel title to non-bank borrowers in that country. For China and the Philippines, figures are estimates based on national data.

Sources: National data; BIS international debt securities statistics; BIS locational banking statistics by residence; authors’ calculations.
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Figure 10.6. Officials hold a big share of SDR currency government bonds”

(In trillions of US dollars)

[a] Official holdings of government securities®  [b] Official holdings of US Treasury and agency
securities’

0 o
03 D4 05 06 07 08 09 10 11 12 13 14 15 03 04 05 06 07 08 09 10 11 12 13 14 15
- Central government debt outstanding® Outstanding debt securities: Foreign official holdings:
W Foreign official reserve holdings® = Treasury W Treasury
W Domestic central bank holdings® += = Treasury and agency WM Agency
Federal Reserve holdings:
Treasury
. Agency

* Different valuation methods based on source availability. * Covers the euro area, Japan, the United Kingdom and the United States; for the
euro area, Japan and the United Kingdom, converted into US dollars using Q2 2015 constant exchange rates. © For the United States, total
marketable Treasury securities, excluding agency debt. ¢ For euro- and yen-denominated reserves, 80% is assumed to be government debt
securities; for dollar-denominated reserves, as reported by the US Treasury International Capital System; for sterling-denominated reserves,
holdings by foreign central banks. * For the eurc area, national central bank holdings of general government debt and ECB holdings under the
Public Sector Purchase Progranume and the Securities Market Programme, ¢ Agency debt includes morigage pools backed by agencies and
government-sponsored enterprises (GSEs) as well as issues by GSEs; total outstanding Treasury securities are total marketable Treasury
securities.

Sources: ECB; Bark of Japan flow of funds accounts; Federal Reserve flow of funds accounts; IMF, COFER; Japan Ministry of Finance; UK Debt
Management Office; UK Office for National Statistics; US Department of the Treasury; Datastream; national data; BIS calculations.
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Policy rates have been low compared with Taylor rates® Graph V.3
Global Emerging market economies
Per cent Per cent
24
18
12
&
[ N | ‘ LI B | I LI A | I [ e e | [ I B B I L B B | ‘ LI B B ] LI R B B | 0
96 9 00 02 04 06 08 10 12 14 9% 98 00 02 04 06 08 10 12 14
= Mean policy rale =~ === Mean Taylor rate Range of Taylor rates

The Taylor rates are cakulated as { = r*+n* + 1.5(n-n") + 0.5y, where nt is a measure of inflation, y is a measure of the output gap, n* is the
inflation target and r” is the long-run real interest rate, here proxied by real trend output growth. The graph shows the mean and the range
of the Taylor rates of different inflation/output gap combinations, obtained by combining four measures of inflation (headline, core, GDP
deflator and consensus headline forecasts) with four measures of the output gap (obtained using Hodrick-Prescott (HP) filter, segmented
linear trend and unobserved components techniques, and IMF estimates). w* is set equal to the official inflation target/objective, and
otherwise to the sample average or trend inflation estimated through a standard HP filter. See B Hofmann and B Bogdanova, "Taylor rules
and monetary policy: a global ‘Great Deviation'?", BIS Quarterly Review, September 2012, pp 37-49.

! Weighted averages based on 2005 PPP weights. "Global” comprises all economies listed here. Advanced economies: Australia, Canada,
Denmark, the euro area, Japan, New Zealand, Norway, Sweden, Switzerland, the United Kingdom and the United States. EMEs: Argentina,
Brazil, Chile, China, Chinese Taipei, Colombia, the Czech Republic, Hong Keng SAR, Hungary, India, Indonesia, Israel, Korea, Malaysia,
Mexico, Peru, the Philippines, Poland, Singapore, South Africa and Thailand.

Sources: IMF, International Financial Statistics and World Economic Outlook; Bloomberg; CEIC; Consensus Economics; Datastream; national
data; BIS calculations.
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Capital flows contributed to domestic credit growth during the boom ... Graph V.4
.. through cross-border bank credit ... ... and through broader net debt inflows’
: g
o Q
« 100 3 100 @
3 g
50 B 50 £
B 8
= g
o2 o s
& &
1 1 1 1 1 50 g 1 50 g
-10 0 10 20 30 40 -75 -5 -25 0 25 50 75 &
Change in cross-border share of bank credit, % Cumulaled net debt inflows, %

. ing market

BR = Brazil, CN = China; DE = Germany; ES = Spain; FR = France; GB= United Kingdom; ID = Indonesia; IE = Ireland; IN = India; JP = Japan;
KR = Korea; MX = Mexico; RU = Russia, SA= Saudi Arabia; TR = Turkey, US= United States; ZA = South Africa.

! Q1 2002-Q2 2008. “Total bank credit™ adds to domestic credit (IFS line 32) the stock of cross-border bank credit to non-banks in the
country (using the BIS locational banking statistics). "Cross-border share of bank credit” is the share of total bank credit to non-banks
received cross-border through direct lending to non-banks and through net lending to banks in the country (if positive). Based on
S Avdjiev, R McCauley and P McGuire, "Rapid credit growth and international credit: challenges for Asia”, 8IS Working Papers, no 377, April
2012. * Domestic credit from IFS line 32, end-2002 to end-2008. The x-axis shows balance of payments net debt inflows as 2 share of
GDP, cumulated over 2003-08. Net debt flows are calculated by aggregating changes in net portfolic debt assets, net other investment and
reserve assets, all expressed as inflows. Extends P Lane and P McQuade, "Domestic credit growth and international capital flows”,
Scandinavian Journat of Economics, vol 116{1), January 2014, pp 218-52.

Sources: IMF, international Financial Statistics and World Economic Outieok; BIS international banking statistics; BIS calculations.
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Figure 10.4. Policy rates and bond yields
(In percent)

[a] 1993-95 [b] 201315

i
I I I I [ 8
U IR RS R PRV IR R IR TR TR AR AT I T AT VI VR AR Y T I T (R R -
1993 1994 1995 2013 2014 2015
Policy rates: 10-year bond yield: Policy rates: 10-year bond yield: Term premuum
L Fed funds rate = United States —— Fedfundsrate = United States
=1 France (repo rate) - France — EONIA - France
1. Germmany (repo rate) —— Germany
! Decomposition of the 10-year nominal yield ding to an d joint ic and term structure model; see Hérdahl and

jo
Tristani (2014). Yields are expressed in zero coupon tm for the euro area, French government bond data are used.
Sources: Bloomberg; national statistics; BIS calculations
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* [ measure the incidence of crises by the "negative
skewness of credit growth”
* The variance 1s not a good mstrument.
Scatterplot and OLS fitted line
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Typical Boom-Bust Cycle

1/Real Exchange Rate Credit/GDP
20% 1 35% -
15% 30% A
10% 1 25% 1
20%
5%
15%
0% T 1
t—/bZ t1 t ol 42 3 10%
5% 5%
-10% 0% . .
159 505 113 =2 -1 t t+1 2 3
Investment goq - VT Output
20% °

1 |

4% |
3% 1 |
o _’/\ |

1%

15%
10%

0%

t- 1 t- t t+ T+ v i T A—
Lo% 1% t-d 1t N\l B2 63|

-15% 2%

|
) 3% 1 |
20% A a0

B 2: AR ERFFRRZEEH

A=, HREBITS R EHANCAES, RASFEE
KB F=fabl. R ZER, WM —HFHE 7 —K L E,
M RATHE T T SR PEEF RIS O, BRUE 1994 SRV EF K AE B
MLER DL . 75 1994 4F, 20X AR HA S i, UM ik
PRI THRIR, HEINCAESETRET, SN SRR TR,
12 AL T ERMATIGK R T, W7 &Rlfal.

BATMAERRREE T E. B2 NEU, FEIER
TEILA 1994 4E 1 BP0 EFARAL . HIERFAX AN N IR
MZEE—TFHEAINCHES (B4, Mo Bl R4,
{HX FEAS 2 PR A A AR A TR B i R 5 T N A | RS 1. 1%

-50-




2016 “HiBLE PRzt 7 HEsvHT & Q

SDRF

MRS AT IR AR AR E 1, Az il JARAT e T A4
BEORMG, (B A SRARAT IR RGN A A w5 5. AE SR 7Y
BRI, AR E ALY, HRARE SR, (EAE [
W AE SR K IEA T2 2wl Frbh, WA R A v A AR
FALZ AR A2 BRI, A B H AT AR GLIE /& AR5 Fa € 1 .
2R, AR A AN B ITE, AT BEAE AR 2 LB
DL (H 2 [ B SR PE AR — AR

* Mexico 1994 (Tequila crisis) 1s clear example

* A Central Bank Credit + A International Reserves
= A Monetary Base + A Banks’ Reserves

Mexico in the Run-up to the
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5000 Tequila crisis
45.00
40.00
35.00

30,00
25.00 —International
20,00 Reserves
15.00 ——Domestic Credit
10.00

5.00

0.00
1993 1993 1993 1993 1994 1994 1994 1994
Q 2 3Q 4Q 1 2Q 3¢ 4K

3: EAFT “REZEEN” ATy

PAE 7o, PEBT AT RERA N T R AR
o XAKRETEES (B 5. AT IAR A
e MAGERAERN D, RITE—-TEFHH, &4
Brfifi g, FRATIEAH T RIIRZE 2% E bt 4, wlE 2065

-5]-



9

SDRF

2016 “Hidl E bR 4t Zer” ERub o

SRR

* China 2015/16 doesn’t exhibit same pattern as Mexico 1994.

— There has been a | in CB liabilities, not a T in CB credits.
— Reflected in a | in International Reserves.

China International Reserves
and Domestic Credit

China Monetary Base
and Banks' Reserves
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China has experienced Capital Outflow

¢ + Current Account — A Int’l Reserves =

— Financial Account — Errors & Omissions
China Capital Flow (A International Reserves - Current Account)
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Real Exchange Rate Appreciation
+ Before a crisis the prices of non-tradable sectors (e.g.,

housing) grow out of the norm
Housing Price / PPI (Indexed, 2000 = 100)
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The Patterns of Domestic Credit

The Power-law Distribution
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The Patterns of Domestic Credit

Short Duration Countries Long Duration Countries
Credit/GDP (%) Average Credit/GDP (%) Average
Duration Duration
Country  In 1960 In 2012 Difference of Credit Country  In 1960 In 2012 Difference of Credit
boom boom
Austria 49 175 126 2.67 Ttaly 48 137 89 3.57
Belgium 39 268 229 233 Japan 100 155 55 525
Netherlands 31 231 200 243 Spain 104 225 121 357
Switzerland 122 230 108 195 Umnited States 109 172 63 386
Canada 87 212 125 244 France 51 124 73 35
Finland 77 194 117 217 Greece 24 142 113 525
Ireland 81 310 229 1.5 Portugal 100 264 164 62
Average 69 231 162 2.18 Average 77 174 98 4.46
* China...
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Over the last 10 years assets managed by central banks and SWFs more than tripled to
reach USD 17.3 trillion by 2014-end

FX reserves and SWFs, USD trillion

UsD tn

2004

WFX reserves MSWFs
Source: World Bank and Sovereign Weaith Fund institute. Data as of year-end 2014,
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In 2014 FX reserves fell in absolute terms for the first time; the fall accelerated in 2015
with an estimated drop of around 7%

FX reserves and SWFs, USD trillion

BFX reserves MSWFs
Source: Workd Bank and Sovereign Wealth Fund Institute for year-end 2014 UBS AM estimates for 20152
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In 2015-20 oil prices recover somewhat but remain helow levels experienced over the
last decade; EM outlook improves but growth remains lower than in previous periods

Estimated AuM development 2015-2020 (%)
Oil Prices

25

Qil prices recover somewhat as supply
adjusts to demand. Oil-based
economies rely on a combination of

debt and assets to fund deficit 20

China (and EM Outlook)

/ 210
5.4% CAGR
173 b
16,2
Chinese growth stabilizes at 6% as \
economic model shifts. Other EMs
improve but are unlikely to return te &
pre-crisis growth levels.
Capital flows into EM o
Capital flows into EMs turn positive,
reducing pressure on exchange rates,
but outflows from China continue as it
liberalizes financial sector.
Lower returns
Expected returns on accumulated T T T

wealth likely to be lower as a result of 2014 2015 2020

o

usD

wn

=

structural and cyclical factors EFXreserves MSWFs

% UBS Source: UBS AM model, Scvereign Wesith Fund Institute, IMF and Worid Bank data and projections

3: 2015-2020 £ : #F’%, K&K

FATTM, F AT E M 2015 4EF] 2020 4F 2K 5.4%
ko X RPN, —& B PR BES=ANg, W
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The impact on the global economy depends on the mix of policy actions to deal with
rising fiscal deficits; each country will adopt a different mix of fiscal consolidation, debt
issuance and use of reserves

Saudi Arabia dealing with falling oil
revenues, USD bn, 2015

MDebtlssuance M Reserve drawdown M Spending Cuts

19
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Disposal of assets from sovereign institutions is not the primary factor behind the
current sell-off in equity markets; who will be the ultimate provider of liquidity going

forward?
Example of SWF Asset Allocation (%) + Based on a typical asset allocation structure for central banks
and SWFs and assuming proportional liquidations, we
=5a8 13 estimate:
Lo — SWFs sold equities worth approx. $50bn in 2015
SE—— - Central Banks sold equities worth $150bn in 2015
TS
+ Such amounts should be seen in the
et e context of volumes traded in global 013% _0.40%
mReal Estate stock markets
+ Selling by SWFs and CBs might be a
Example of CB Asset Allocation (%) factor behind the recent sell off but
certainly not the main driver
mCash
B e + In the past, given the continuing rise in

assets, SWFs were the (ultimate)
providers of liquidity; this might no
m Corporate Bond

Iomg?r be the case in t_he future as s Total trading volume (World
L] funding pressure persists Federation of Exchanges)
securitisied W SWF selling
Supranationals
u @B selling
EMD Hard Currency

% UBS Global Equity i

Source: UBS AM
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As aresult of lower oil prices and reorientation of growth in EMs towards domestic
consumption the global supply of capital likely to fall in the future. Will interest rates

rise?
Current Account, USD bn Capital Account, USD bn

)

8000
666 g1y
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518
80 3005

4000 =

203 2465 I
2000 [ | 1809 3580
ol ITi1inel
w
1 v .
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8000
004 2005 e 07 04 209 WI0 XU N2 013 WA s 2004 2005 2006 2007 2008 2008 010 011 012 2013 2014 2015E

B Advanced economies W Emerging Markets W Advanced econamies
Source: IMF 2015 Source: IMF 2015
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Sovereign institutions might shift allocation from illiquid te liquid asset classes, thus
reducing the demand for real assets and alternative asset classes

Replicated Sovereign portfolios tracking model output SWFs Direct Investments, USD bn
2015 saruiary 2ie%_ gosw os1%  023%  ra
2015 February .40% 1% 281 3i5m 278
2015 March A% G7A% 045K Q&% -025%
2015 Apit 0.29% 1.12% Lore 1w a7
2015 May 0.44% .00 ate% o gaom
2105 une A50% 200% 218%  214%  -210%
2015y asme 7,50% LE% ggr% h7a%
2015 August -a.8%

2015 Septernber Q2% nem  -na3%  -235%  -18e%
2015 Cctober Terel | ASM%  489%  49r%  475%
2015 Novernber Q%  041%  Qm%  -06e%  goo%
2015 Drecernber 5 540%  430%  .75%  .148%
2016 ssras o 14%

Performance 2015 oa1% 0i5%  DOI% LSk 1L01%
Ferformance 2014 6.20% s.0a% Game  S3B% 6%
Performance 2013 024%  1436%  1500%  1510%  1407%
Ferformance 2012 B36%  1229% 1337 1339%  1319%
Performance 2011 5.67% 020%  227%  408%  -112%
Ferformance 2010 B2%  1047%  1211%  1299%  1283%
Performance 2009 1428%  2053%  2345%  25.55%  21,00% mSWF Direct invesmants
Ferformance 2008 5% 2555%  -3013% 3386%  2827%
Performance 2007 5.50% 7.78% 618%  63a%  523%
Ferformance 2006 G78%  141S%  1651%  1753%  1426%

Source: UBS AM model based on publicly availsble information from annual raparts,
olios.

sing broad indices and funds to replicata SwWF portf Source: Bocconi University, 2015
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Chart 9 EME FX reserves: regional over and

under-insurance, 20140
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{2} Ower-inswrance (under-insurance): individual EMEs’ reserves above 150% (below 100%:) of
the IMF reserve adequacy metric summed by region.
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Chart 14 Map of access to RFAs bigger than 0.5% of members’ GDP, 2014
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