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What is happening in the 
international economy? 

 
•Can Europe get its fiscal house in order? 

 

•Is there another financial crisis we should be worrying 

about? 

 

•US fiscal cliff 

 

•China 

 

•Implications for Australia 

 
 

 

 



Evolution of markets and  
institutions 
• Lessons of history 

• The evolution of the US institutions since the 19th century 

• Global vs national approach to global and regional issues 



Risks to global growth 
• IMF: probability global 

growth falling below 2% 
in 2013, consistent with  
recessions in advanced 
economies and serious 
slowdown in emerging 
and developing 
economies 



Global economic outlook 



Short-term risks – spike in oil prices 

• Risk if Iran halts exports to OECD 
economies, which could trigger initial 
spike in price 20-30% 

• Scenario where oil supply disruptions 
causing 50% increase in oil prices 

• 1-1.5% decline in many parts of the 
world 

• Latest distribution of option prices for 
oil suggest this remains relevant to 
global economy 





Europe vs Asia 

• Challenges ahead for the EU 

• Process of decision making 

• Europe and Asia 

• Germany vs France 

• Change of culture in Europe 

• Banking union 

• Fiscal union 

• Austerity, restructuring vs policies promoting economic 
growth  

 



Short-term risks – deepening of European debt 
crisis 

Weak-policies (downside 
scenario): policies do not 
prevent further escalation of 
crisis: 

 



Europe – expected future performance 

• Leading indicators down, especially 

sharp decline for Germany 

• October PMI reading consistent 

with output in 17-nation bloc 

shrinking 0.5% in fourth quarter 

• Decline in German PMI from 49.2 

Sep to 48.1 in October due to 

sharp deterioration in 

manufacturing activity, which is 

at the heart of the German 

economy 

• Weak US 3rd quarter corporate profits 

– common theme of declining 

European sales 

• Ford in talks with labour unions over 

closing plant in Genk (4,800 

employees)  

 





• Poll of German business confidence at 

lowest level in 3 years 



Europe’s overall picture 



Global regulatory framework 

• G-SIFIs 

• Basel III 

• Volcker Rule 

• Should we fast track  or slow down the process of global 
regulation 



Systemic Risk, G-SIFIs 

• SRISK is the amount of capital a firm would need to raise in 
order to remain functional if there is another financial crisis. 

 

 

 

• Where k is a prudential level of equity relative to assets taken 
to be 8% and LRMES is the decline in equity values to be 
expected if there is another financial crisis. 

 







FSB G-SIFI LIST BY SRISK RANK 
November 2011 

SRISK 
Rank Firm 
1  Deutsche Bank 
2  BNP Paribas 
3  Royal Bank of Scotland 
4  Group Credit Agricole 
5  Mitsubishi UFJ FG 
6  Barclays 
7  Mizuho FG 
8  Bank of America 
9  HSBC 
10  ING Bank 
11  Societe Generale 
12  JP Morgan Chase 
13  Lloyds Banking Group 
14  Citigroup 
15  Sumitomo Mitsui FG 

SRISK 
Rank Firm 
16  UBS 
17  Santander 
18  Unicredit Group 
19  Credit Suisse 
20  Commerzbank 
21  Bank of China 
24  Nordea 
25  Morgan Stanley 
26  Goldman Sachs 
29  Dexia 
65  Wells Fargo 
92  Bank of New York 

Mellon 
128 State Street 
N/A Banque Populaire CdE 

http://vlab.stern.nyu.edu 



US FED STRESS TEST 



EUROPEAN STRESS TEST 



ASIA SRISK 
Top 20 Firms Sorted By SRISK 

http://vlab.stern.nyu.edu 



The US Economy and global 
financial stability 
• US Fiscal Cliff 

• US dollar as the world major reserve currency 

• Global Banking System 

• TARP 



United States 







China 

• China’s growth slows – recent official figures 

• GDP growth 7.4% in 3rd quarter of 2012 compared to a year ago vs. 7.6% 
growth in the 2nd quarter.  

• Sep industrial output growth 9.2% yoy vs. 8.2% Aug, Sep exports 
9.9% yoy vs. 2.7% Aug 

• Weak global demand for exports, falling domestic investment, weak 
domestic consumption 

• Once-a-decade leadership change beginning November 8 

• But other suggests soft-landing: October HSBC China PMI 49.1 Oct vs. 47.9 
Sep 

• Stimulus  

• A few weeks ago: 265b yuan ($40.9b AUD) pumped into financial 
system 

• One month ago: Est. $150b worth of infrastructure spending 



Australia 



Part 2: Economic outlook 
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Box 2.1: Commodity prices 

Spot prices for Australia’s key 
non-rural commodity exports (iron 
ore, and thermal and metallurgical 
coal) have fallen between 15 and 

33 per cent since Budget. While coal 
and iron ore prices remain high by 

historical standards, the recent falls 
exceed the declines forecast at Budget 
and are reflected in weaker forecasts 
for the terms of trade, nominal GDP 
and tax receipts. 

Thermal coal prices have fallen 
15 per cent since Budget, reflecting 

subdued global demand for coal use in 
electricity generation, including in 
response to low gas prices in the 
United States, and greater global coal 
supplies becoming available in the 
Asian market.      

Metallurgical coal and iron ore prices, 
while highly volatile, have also fallen 

significantly since the start of the 
financial year. The iron ore spot price 
fell around 38 per cent in US dollar 
terms between Budget and the first 
week of September, before recovering 
around two thirds of this fall by the 
second week of October (Chart A). 

Chart A: Iron ore spot price 
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Source: Bloomberg.  

 Iron ore and metallurgical coal are the 
main inputs to steel production and the 
price falls largely reflect weaker demand 
for steel, consistent with subdued 

conditions in the major advanced 
economies and recent moderation of 

steel demand growth in the emerging 
market economies of Asia (Chart B).  

Lower steel prices in China also reflect 
overcapacity in the Chinese steel 
industry, which has added to the 
seasonal destocking of iron ore and coal 
that takes place in the third quarter. 

Restocking generally picks up in the 
fourth quarter. Nevertheless, the outlook 
for steel demand is uncertain and 
sensitive to developments in the 
steel-intensive Chinese property market 
and the form and size of any further 
Chinese policy stimulus.  

Chart B: China steel price 
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Source: Bloomberg. 
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