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“Global Co-dependency”
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U.S. Bilateral Trade Balances (% of US GDP)
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Net Capital Inflows From Non-Residents

US$ Billion (4-Quarter Moving Average)
500

400

300

2004

100

04

-100

AL S A B R s B R R S A RN BB
1990 1992 1994 1996 1998 2000 2002 2004
Il Official [l Private

Source: US Bureau of Economic Analysis

anlszusvesanziagiiv

10

A Global Ponzi Scheme

" [LUS CA deficit T
- Geographically -

dispersed CA surplus
- Asia reserve build-up ﬁ
US consumption

and fiscal binge

- Capital inflow to US

- Demand for US
treasuries buoyant

RSN

- USS$ supported

- Low US interest rates
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U.S. Net International Investment Position
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Adjustment So Far
(Dec 2001-Jul 2005)
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Country Weight in US TWI Relative US$ Change Contribution to
(- denotes US depreciation) | Change in US TWI
China 113 -2.1 -0.2
Taiwan 2.9 -8.7 -0.2
Korea 3.9 -24.4 -0.9
Singapore 2.1 -9.1 -0.2
Hong Kong 2.3 -0.3 0.0
Malaysia 2.2 -0.3 0.0
Thailand 1.4 -5.1 -0.1
Philippines 1.1 7.5 0.1
Indonesia 1.0 -4.7 0.0
India 1.1 -10.8 -0.1
Total Asia 29.3 -6.1 -1.8
Memo: Japan 10.6 -14.1 -1.5
Euro area 18.8 -35.1 -6.6
Australia 1.2 -46.4 -0.6
Change in US TWI - -12.7 -12.7

Source: CEIC, US Federeal Reserve
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Hypothetical depreciation of 20% across the board does little to US TWI

Country Weight in US TWI Relative US$ Change Contribution to
(- denotes US depreciation) | Change in US TWI

China 113 -20.0 -2.3

Taiwan 2.9 -20.0 -0.6

Korea 3.9 -20.0 -0.8

Singapore 2.1 -20.0 -0.4

Hong Kong 2.3 -20.0 -0.5

Malaysia 2.2 -20.0 -0.4

Thailand 1.4 -20.0 -0.3

Philippines 1.1 -20.0 0.2

Indonesia 1.0 -20.0 -0.2

India 1.1 -20.0 -0.2

Total Asia 29.3 -20.0 -5.9
Memo: Japan 10.6
Euro area 18.8
Australia 1.2

Change in US TWI - -5.9 -5.9

Source: CEIC, US Federeal Reserve
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Export Slowdown Economic Costs

Capital Loss Sterilization Costs

Balance Sheet Exposure
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*  ‘collective action problem’
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Exports to GDP
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Triangular Trade Pattern
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China’s Trade Balance Imports and Exports

with Selected Partners by Stage of Production
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ExportGrowth™ = a + b, *OutputGrowth®
+b,* OutputGrowth®* + b, *ExportPrice + u

OutputGrowth® | OutputGrowth™ | ExportPrice
ExportGrowth®™ 1.831%* 2.045%% -0.4617%*

**statistically significant at the 0.05 level

Source: Kobsak et al. (2003)
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