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Rebalancing Finance

The role of finance In the Business Cycle

The Associated Vulnerabilities

Some Policy Proposals

Thus the report is critical
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My Comments (taken from Mr Rumsfeld guidelines)
on the topic

Things that we know (* The known knowns”)

Things that we know that we don”t know
(“The known Unknowns”)

Things that we don’t know that we don "t
know (“The Unknow Unknowns™)
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The Know Knowns?: Excess Credit usually leads

to problems...

Private credit color map (2000-2015 Q4)

(yearly change of private credit-to-GDP ratio (YoY)
Source: BBVA Research, IFS and BIS
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Booming: Credit/GDP growth is higher than 7%
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Early warning system (EWS) of Banking problems

Probability of Systemic Banking Crisis (based on 8-quarters lagged data*):
*The probability of a crisis in Q4-2016 is based on Q4-2014 data.
Source: BBVA Research
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The Know knowns?: Combined with Liability
Dollarization is an exploxive cocktail ( Deja vull)...

Foreign Currency Liabilities and Probability of Sudden Stop
Probability of Systemic Banking Crisis (based on 8-quarters lagged data*):

*The probability of a crisis in Q4-2016 is based on Q4-2014 data.
Source: BBVA Research
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The Known Unknowns?: Mind the Gap but which
one...

Alternative Output Gap Measures
(% GDP)
Source: Borio, Lombardi and Zampolli

| 6

01 02 03 04 05 06 OF O8 09 10 11 12 13 14 01 02 03 04 05 06 O7 08 09 10 11 12 13 14
Real time: Ex-post:
wmem Hodrick-Prescott 1= =
== [inance-neutral Imm



BBVA | reseanc

The Known Unknowns?: How persistent will be the
iInvestment slump (hysteresis)

ASEAN 4: Saving and Investment
(% GDP)

Source: IMF
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External Debt 2015

(% GDP)
Source: BBVA Research and IMF

ic recovery

Gross Public Debt 2015

(% GDP)
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The Know Unknowns?: How debt Is constra

Source: BBVA Research and IMF
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Corporate Sector Debt 2015
(% GDP, excluding bond issuances)
Source: BBVA Research and BIS
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The Known Unknowns?: What is being the role of
“global push factors” in Capital Flows ?

Emerging Markets Flows
(Median Emerging Market Portfolio Flow Decomposition,
monthly change in %)

4 = Global

| ocal
EM

2
-

° Ml
\

2 k

-4

Jan-13 Jul-13 Jan-14 Jul-14 Jan-15 Jul-15 Jan-16

(*) Increased redeemable funds acting at shorter horizons exacerbate the movement as
less pension and insurance long term funds give leeway to more Open End MFs and ETFs

Source: BBVA Research

BBVA Global Factor of Portfolio Flows Decomposition
(First Factor from Flows using BBVA's
represents the main driver of flows)

0.2 -
0.15 A
0.1 -
0.05 A
O u
-0.05 A
-0.1 -
-0.15 1 mmm Activity in DMs
02 | Activity in EMs
e Interest rates US (10Y)
025 4 Interest rates EZ (10Y)
’ mHm Risk in Global (VIX)
0.3 - Risk in EM (Embi)
Dec-12 Jun-13 Dec-13 Jun-14 Dec-14 Jun-15 Dec-15

Source: BBVA Research 9



BBVA Research

The Unknow Unknowns: Geopolitical and social trends

Russia-Ukraine

BBVA World Conflict Heatmap (2H 2014)

(Number of conflict / Total events)
Source: www.gdelt.org & BBVA Research
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http://www.gdelt.org/
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The Unknown Unknowns?:
the system

Example Banking Network
Source: BBVA Research & BIS CBS Table 9E

Finland

Interconnectedness In

Example Private Non Banking Financial Network
Source: BBVA Research & BIS CBS Table 9E
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