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Quick summary of main points

® |leverage in Asia is rising to unsustainable levels
Analysis of Credit/GDP ratios/gaps consistent with work done at the BIS
Credit Intensity of Output (CIO) very interesting measure
Rising leverage in: CN, TH, ID, SG....and elsewhere
® Balance sheet vulnerabilities are emerging
Problems emerging in different sectors depending on country
MY: Households; CN: corporates; TH: both households and corporates
® Policy response
“Engineer a gradual slowdown in credit growth...”
With specific examples of how to accomplish
- Return to export/commodity led growth (?)
- direct credit to “real investments”
- Balance sheet repair
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Some questions about the presentation

® QI: What is the “consolidation perimeter” in the debt aggregates?

For EMEs: “Claims of banks on non-financial private sector, cross-border loans to non-
financial sector, stock of bonds issued by non-financial corporates based on nationality.”

Clean separation of non-financials and non-banks?
- Cross-border loans to non-banks only, no?
- How separate out non-bank financials?

Debt aggregate seems to mix residence and nationality
- loans by residence of borrower, bonds by nationality of issuer (??)
- How pick up loans to offshore affiliates of EME nationals?

BIS has struggled with these same questions !!!
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US dollar-denominated debt aggregates for selected EMEs

US dollar credit to selected non-bank

In billions of US dollars
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B Loans' W Debt securities” Debt securities - offshore” « = = Of which: local loan claims*

1 US dollar loans to non-bank residents of the country listed in the panel title. ? Outstanding US dollar international bonds issued by
non-bank residents of the country listed in the panel title. 3 Qutstanding US dollar international bonds issued by offshore affiliates of

non-banks with a parent entity headquartered in the country listed in the panel title. 4 US dollar leans booked by banks located in the
" BANK FOR country in the panel title to non-bank borrowers in that country. For Russia, figures are estimates based on national data.
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US dollar-denominated debt aggregates in Asia-Pacific

US dollar credit to selected non-bank

In billions of US dollars
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B Loans' mE Debt securities” Debt securities - offshore? « = = Of which: local loan claims*

1 US dollar loans to nen-bank residents of the country listed in the panel title. z Qutstanding US dollar international bonds issued by
non-bank residents of the country listed in the panel title. 3 Qutstanding US dollar international bonds issued by offshore affiliates of
non-banks with a parent entity headquartered in the country listed in the panel title. # US dollar loans booked by banks located in the
" BANK FOR country in the panel title to non-bank borrowers in that country. For China and the Philippines, figures are estimates based on national data.

‘ INTERNATIONAL )
SETTLEMENTS Sources: National data; BIS international debt securities statistics; BIS locational banking statistics by residence; authors’ calculations. Restricted




Some questions about the presentation (cont.)

® Q2: Foreign currency denominated debt: how calculated?
Do you make use of national data sources for domestic bank credit in FX?
BIS study of USD-denominated debt show some differences (next slide)

“The analysis here looks only at the liability side of the economy’s balance sheet...and excludes
off-balance sheet items (data limitations)...and because official reserves are part of the toolkit
to respond to FX debt”

Regarding "off balance sheet” FX hedges:

- Mr. Ding makes important point: mainly short-term=>» complete hedging is difficult
- We need more data on this! Particularly given growth in “liability dollarisation”

Regarding official reserves: How useful are they likely to be in practice?

- Can arguably be used for liquidity problems in private sector.
- But for solvency problems in private sector?  Not so clear.
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US dollar debt in external debt and total debt

Emerging market economies’ dollar debt outstanding

At end-Q2 2015; debt of non-bank borrowers® T

US dollar debt (USD billions) External debt Non-financial corporate deb
Of which: of residents
5 3 Cross-border Total® Maximum Total® Dollar share’
Country Total Total {maximurm)* (USD bn) dollar share (USD bn) (per cent)
(per cent)
(1 (2) (3) ) (3) = (3)/(4) (8) 0]

Brazil 322 219 193 558 35 897 18
Chile 88 86 62 120 51

I China 1,178 935 198 1,042 19 17,273 5 I
India 118 98 81 339 24 1,009 10

| Indonesia 160 149 104 267 39 190 52|
Korea 128 123 69 191 36 1,423 8
Malaysia 41 36 36 126 29 199 10

| Mexico 237 222 193 385 50 259 66 |
Philippines 59 57 47 58 80
Russia 297 247 99 401 25 742 29
South Africa 34 27 24 112 21 111 14

| Turkey 183 182 89 224 40 398 33 |
Total® 2,846 2,381 1,195 3,823 31 22,500 9
Memo:
All EMEs® 3,824 3,267 2,053 6,902 30 23,485 10

1 Non-banks comprise non-bank financial entities, non-financial corporations, governments, households and international
organisations. 2 Cross-border and locally extended loans plus total outstanding bonds issued by non-banks (of all nationalities) located in
the country plus bonds issued offshore by the foreign affiliates of non-banks with a parent headquartered in the country. ® Column 2 less
dollar bonds issued by offshore affiliates of non-banks with a parent headquartered in the country. ® Estimated as total dollar cradit
(column 2) excluding locally extended dollar loans and bonds issued offshore. The estimate assumes that all dollar bonds issued by resident
non-banks are held by non-residents. ° Total external debt (all currencies) of the non-bank and government sectors. For China, SAFE total
less BIS cross-border claims on banks ° Total debt of the nen-financial corporate sector. 7 Estimated as the ratio of dollar loans to non-
banks (both cross-border and locally extended) plus resident non-financial corporate dollar bonds to total credit to non-financial corporate
borrowers. This estimate assumes that dollar loans to governments, non-bank financials and households, which cannot be separated from
loans to non-banks, are negligible. % Bonds issued by non-banks" offshore affiliates located in other EMEs totalled $1.46 billion for the 12
’\ economies listed in the table, and $4.01 billion for all EME non-banks. Such bonds are double-counted in column 1.
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Some questions about the presentation (cont.)
® Q3: What about debt service ratios (DSR) for all countries?

DSR is the ratio of interest payments plus amortisations to income

Discussed only for case of MY and KR

New BIS database covering 32 countries.(see Drehmann et al, BIS QR Sept 2015)
Recent trends seem to strengthen Mr. Ding’s arguments

Debt service ratios of the private non-financial sec DSR rising in CN. BR. TR. RU and HK

Deviation from country-specific mean; in percentage points® Graph G.1
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Some questions about the presentation (cont.)
® Q4: Which types of credit should we worry most about?

Mr Ding focused primarily on measures of “Total credit”
- To non-financial borrowers (corporates, households, govt)
- Includes cross-border credit and domestic credit

Evidence from the crisis shows International Credit to be “special”

- Tends to be the "marginal source” of credit
- Tends to grow faster than domestic credit during boom periods
- Tends to dry up faster during busts

Three components of International Credit
- Direct cross border credit
- Indirect cross border credit
- Credit denominated in foreign currencies (discussed above)
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T The stacked bars indicate total credit expressed in US dollars at constant end-2010 Q4 exchange rates, and thus exclude valuation
effects. The dotted black line shows wnadjusted total credit converted into US dollars at contemporaneous exchange rates. 2 BIS

reporting banks’ cross-border claims on non-banks. Claims include loans and securities, most of which is debt 2 Net cross-border
borrowing (liabilities minus claims) from all sectors by banks located in the country. For non-BIS reporting countries (Hungary, Croatia
and the Baltic States), BIS reporting banks’ net cross-border claims on banks in the country. 4 Growth after first including net cross-
border borrowing (if positive) by banks in the country (dashed brown line), under the assumption that this cross-border credit is ultimately
passed on to non-banks in the country. 5 Estimated cross-border and locally extended claims on non-banks in domestic
currency. § Estimated cross-border and locally extended claims on non-banks in foreign currencies.

Sources: IMF International Financial Statistics; BIS Locational banking statistics: BIS Consolidated banking statistics.



Credit booms and international credit

International credit and credit expansion in emerging markets (Q1 2002-Q2 2008)'I

In per cent

Direct cross-border credit’ Direct + indirect cross-border credit®
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Change in direct+indirect cross—border share

ver the Q1 2002-Q2 2008
period.
OLS p
change in the ratio of direct cross-border credit over total bank credit to non-banks (including governments). * The x-axis shows the
change in the ratio of direct cross-border credit plus net cross-border borrowing by banks in the country (if positive) to total bank credit
to non-banks. * The x-axis shows the estimated share of total bank credit denominated in foreign currencies at end-C2 2008.

Sources: IMF, International Financial Stafistics; BIS international banking statistics; authors’ calculations. Graph 3
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Post-crisis economic growth and international credit

In per cent
Direct cross-bosder credit’
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Recent developments in Asia

Bank credit to non-banks in se ected economies

At constant end-02 2014 exchange r
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That's it!
Thank you.

Questions?
(extra slides below)
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CPI-deflated: 2010 = 100
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Post-crisis credit growth and international credit

International credit and credit growth in emerging markets (Q2 2008—-Q2 2011)’

In per cent
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Sources: IMF, Infernational Financial Stafistics; BIS international banking sta
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