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Global boom builds for epic bust
Published Wednesday, January 06, 201Q

There are three main lessons to be learned from the past year. First, we
have built a dangerous financial system in Europe and the United States,
and 2009 made it more dangerous.
You can bet the bank, and, when the gamble falls, you can still keep your
job and most of your wealth.
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Not only have the remaining major frnanclai institutions asserted and
proved that they are too big to fail, but they have also demonstrated that
no one In the executive or legislative branches Is currently willing to take
on their economic and politlcsl power.
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The take-away for the survivors at big banks is dear: We do well In the
upturn and even better after financial crises, so why fear a new cycle of
excessive ifsk-taking?

Most global growth forecasts made at the end of 2008 exaggerated the
slowdown In middle-Income countries. To be sure, issues remain in
places such as China, Brazil, India and Russia, but their economic
policies and financial structures proved surprisingly resilient and their
growth prospects now look good.
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Second, emerging markets were star performers during this crisis.

ti

2

UAE fuel prices dashed
again: Petrol @ Dhl.47/1,
diese! @ Dh1.37/l
Spedal drops to Dh1.47;
Super to Dh1,58; E Plus for
Dh1.40i Diesel @ Dh1.37

%

m

CLASSIFIEDS

Find your dream car on...
Enakatos atf OASSIFIEDS

Third, the crisis has exposed serious cracks within the euro zoner but aiso
between the euro zone and the UK on one side and Eastern Europe on

JF"

the other.

Core European nations will spend a good part of the next decade balling
out the troubled periphery to avoid a collapse. For many years this will
press the European Central Bank to keep policies looser than the
Germanic center would prefer.
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Over the past 30 years, successive crises have become more dangerous
and harder to sort out.

Headlines

For now, it looks like the course for 2010 is economic recovery and the
beginning of a major finance-led boom, centered on the emerging world.
But look a little farther down the road and you see trouble.
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The heart of the matter is, of course, the US and European banking
systems. As emerging markets pick up speed, demand for investment
goods and commodities increases - countries producing energy, raw
materials, all kinds of industrial inputs, machinery, equipment will do weii.
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On the plus side, there will be Investment opportunities In those same
emerging markets, be it commodities In Africa, Infrastructure In India, or
domestic champions In China. Good times will bring surplus savings in
many emerging markets. But raiher than Intermediating their own savings
internally through fragmented financial systems, we'll see a large flow of
capital out of those countries, as the state entities and private
entrepreneurs making money choose to hold their funds somewhere safe
- that is, in major International banks that are implicitly backed by US and
European taxpayers.

-

' •

UAE'* security tracing Tor Saudi announces

Bigger crises

This time not only did we need to bring the fed funds rate near to zero for
"an extended period" but we also required a massive global fiscal
expansion that has put many nations on debt paths that, unless rectiiied
soon, will lead to their economic collapse.
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These banks will in turn facilitate the flow of capital back into emerging
markets - because they have the best perceived investment opportunities
- as some combination of loans, private equity, financing provided to
multinational finns expanding into these markets, and many other portfolio
inflows.
We saw something simitar, although on a smaller scale, in the 1970s with
the so-called recycling of petrodollars. In that case, it was current-account
surpluses from oil exporters that were parked in US and European banks
and then lent to Latin America and some East European countries with
current account deficits.
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- Peter Boone is a principal in Salute Capital ManagBment. Simon
Johnson is a professor at MITs Sloan School of Management and former
chief economist of the International Monetary Fund. The opinions
expressed are their own

, '

^

*''•

Poll
Who will win the Australian Open?
O S«fena Williams

Keep up with the latest business news from the region with the
Emirates Business 24|7 dally newsletter. To subscribe to the
newsletter, ptease click here.

O Angeiique Kerber
O Johanna Konta
votenow
Show Results

B&i
G-

sham

B
Most Popular

B submitto reddii
Share this on Google+

Read
Video: Cold spelt in the Gulf to last for 13 days

Comments Community
£>Re(

nroend

£2 Shaft

0

Login-

Son: >• I -•.!

Ziika virus 'spreading explosively,1 upto 4 million
people under threat
Bollywood review: Mad haven's 'Saala Khadoos1
has its nnomenls
Sflory of news reporter who committed suicide on
'live' TV

thf

Girt kilis newborn in bathroom in Abu Dhabi

|W
AP I ?

f-;.

!f(e rs! !o cornme' i

Application
Blocked
Access to the application
you were trying to use
has been blocked In
accordance with company

Emirates 24|7 on Twitter

:3 r(i ^ I

^ i n

•M
Free Newsletter; Subscribe
Don't miss out on the latest news
Subscribe to Em!rales24|7 Mewsietter

Your Feedback
Are you satisfied with your browsing
experience?

http://www.emirates247.com/eb247/opinion/analysis/global-boom-builds-for-epic-bu... 29-01-2016

Global boom builds for epic bust - Emirates 24|7

Page 4 of 4

QYes
QNo
votenoM
Show Rseiiite

Prayer Time
City

Fajr Shuruq Duhr

Asr

Magrib Isha

Dubai

05:43 07:03 12:36 15:43 18:04 19:34

Abu
Dhabi

05:47 07:07 12:30 15:47 18:08 19:38

AIA!n

05:41 07:0t 12:33 15:41 1B:Q2 19:32

RasAI 05:39 06:59 12:31 15:39 18:G0 19:30
Khalmah
Fujalrah 05:37 06:57 12:29 15:37 17:58 19:28
Sharjah 05:43 07:03 12:35 15:43 18:04 19:34
AJman

05:43 07:03 12:35 15:43 18:04 19:34

UmAI
05:43 07:03 12:35 15:43 16:04 19:34
Quwaln

BacH to top

News
£m!rates
Government
Region
Wbrid

Crime
Local
Region
Vtoriti

Entertainment
Rims arxJ Music
Celebrity Gossip
Events

^

Lifestyle
Health
Shopping
Food
Fashion

Offtreistf

Sports

This is fife

LocaS

Crazy Wom

Cricket
WorM Cup
FootBall
Other

Eu^iness
Economy and Finance
Ccwporate
Technology
Energy

P/oprrty
Res' Estate
Rentes

Ecfitoriai PoJfcy
pjrvacir policy
Contact Us
Terms & Conditions
Apps
Our services

pgilloijbyi 2 17
Copyright ©2016. Dubai1 Media Incorporated. Ail rights reserved.

http://www.emirates247.com/eb247/opinionyanalysis/global-boom-builds-for-epic-bu.,. 29-01-2016

