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Figure 1: Output Growth, ADV & EME, 2010-2016H1
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A Global Safe Asset Perspective

• Faster growth in EM

• Lower financial development

Safe Asset Imbalance

Phase I: pre 2008

• decline in global real rates and build up in global imbalances

• net capital outflows from Emerging Asia + Japan into Safe Assets
(Treasuries and GSEs)
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Figure 2: Global Interest Rates (10-year nominal yields)
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Figure 3: Global Imbalances
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A Global Safe Asset Perspective

Phase II: The Crisis years 2008-2012

• Supply of Safe Assets collapses (sovereigns, ‘private’ safe assets)

• Surge in Demand (precautionary, deleveraging)

• Pushes world economy into Global Safety Trap
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Figure 4: An SA-TR Representation
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A Global Safe Asset Perspective

• Global growth remains stronger in EM

• hence relative demand for safe asset

Safe Asset Scarcity will continue to grow over time

Phase III: Stagnation

Either:

• Stagnation: global output remains depressed

• FX: The currency of safe asset suppliers appreciates (valuation).
Potential for ‘Currency Wars’ and FX volatility

• Supply: New safe asset suppliers emerge (private or public)

• Demand: Changes regulatory framework, reserve management,
global risk sharing.
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Forecast for Global Real Risk-free Rates
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The figure forecasts the 10-year average future short risk-free rate using ln(C/W ). Graph includes
2 standard deviation bands. Source: Gourinchas & Rey (2016)

2011-2021 forecast: −2%
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Implications for Asia and Capital Flows

• Trend depreciation of Asian currencies against USD can be part of
the adjustment.

• Potential for reversals in K-flows when AEs attempt to stimulate
their economy & depreciate their currency

• FX interventions: sensible at the country level but globally
self-defeating;

• Capital Flow Management: reducing volatile capital inflows. May
reduce net safe asset demand (in equilibrium)

• Need for coordination (see my remarks next week!)
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