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The economic Ccrisis IS not over

Unemployment is extraordinarily high
Banks are yet to recognize losses
US Commercial Property market is imploding

US Foreclosures are still rising



Discouraging jump in joblessness
Unemployment rate, %o
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Realized and Expected Writedowns or

Loss Provisions for Banks by Region
(In bidlkons of U.S. ddollars unless otherwise shown)
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Canaries In the dollar coal mine

China is grumbling about the US deficit

India Is buying gold

Gold prices are close to US$1200

Moody'’s is warning of eventual US downgrade

Pace of dollar depreciation picks up



Global Imbalance Problem

US current account deficit is still large

Spain, Greece, Ireland, and Portugal have
even larger deficit to GDP ratios

China Is registering too large a surplus

Germany also runs massive surpluses



Percent of GDP (quarterly data at an annual rate)
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Selected Euro Zone Current Accounts
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China's Trade Surpluses with United States and European Union
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A Coordinated Solution

An optimal solution requires both
expenditure “switching” and “reduction”

Dollar should depreciate against renmimbi
US should increase savings

China should promote consumption
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Adjustment Is far from complete

« US makes no effort to restore fiscal
sustainability

* China pegs to the US dollar

« China’s massive policy stimulus adds to its
export capacity
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US gross federal debt

As a % of GDP
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Chinese renminbi |

Renminbi per IP Morgan real trade |
ol A — == weighted indax
B.5 125

1999 2000 02 III4 g0  O& 0o
Sources: Thomson Rauters Datasiream; [4F: Baldwin and Taghion/

16



China balance of payments
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A dollar crisis would be no picnic

Financial markets would become unhinged
Inflation would pick up
A shock to Europe and Japan’s economies

Protectionist forces would be fanned
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DistressedYolatility.com
Zowrce: Zt. Lowis Fed
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Strains on the Euro
» Europe Is not an optimum currency area

* Club-Med countries need 30 percent
real depreciation

» Budget deficits are out of control

* Euro straightjacket is a recipe for
deflation
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Selected European Current Account Balances
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Spain - General government accounts
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