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Presenter
Presentation Notes
Financial conditions in emerging markets improved in early 2019 but remain somewhat tighter than in October. With the improvement in market sentiment, the recovery was particularly notable in early 2019 with increasing capital flows to bond and equity funds in emerging markets.

a.
Country-specific economic fundamentals and political factors continued to drive differentiation in external government bond spreads across economies in the group. Notable country-specific developments include the following:
In Mexico, concerns over policy reversals under the new administration led to a notable widening of the sovereign spread during November and December, but it has since narrowed. 
In Brazil, spreads have declined since October amid optimism about the prospects of pension reform under the new government. 
Following ongoing adjustments to rein in financial imbalances in Argentina and Turkey, spreads for both have declined somewhat but remain elevated.

b.
Improved market sentiment toward emerging markets was reflected in a stabilization and subsequent recovery in portfolio flows. 
On the right figure, we see that in early 2019, emerging market equity indexes 
have recovered some of the ground lost in late 2018 and 
are now broadly at or have surpassed the levels of October in most cases in line with improving risk sentiment this year.

////
(2) WEO Source
Improved market sentiment toward emerging markets was reflected in a stabilization and subsequent recovery in portfolio flows. 
The recovery was particularly notable in early 2019 as investors increased allocations to emerging market bond and equity funds. (p.6-7)

Financial conditions in emerging markets improved in early 2019 but remain somewhat tighter than in October (Figure 1.6). 
Country-specific economic fundamentals and political factors continued to drive differentiation across economies in the group. 
Central banks in many emerging market economies (Chile, Indonesia, Mexico, Philippines, South Africa) have lifted policy rates since October because of concerns that inflation may rise following the increase in oil prices in 2018 and, for some countries, pass-through from previous currency depreciation. 
In China, the central bank provided liquidity support and reduced reserve requirements for all banks as growth moderated. Long-term sovereign yields and spreads over advanced economies are broadly back to October levels. 
In Mexico, concerns over policy reversals under the new administration led to a notable widening of the sovereign spread during November and December, but it has since narrowed. 
In Brazil, spreads have declined since October amid optimism about the prospects of pension reform under the new government. 
Following ongoing adjustments to rein in financial imbalances in Argentina and Turkey, spreads for both have declined somewhat but remain elevated. 
In line with improving risk sentiment this year, emerging market equity indexes have recovered some of the ground lost in late 2018 and are now broadly at or have surpassed the levels of October in most cases (Figure 1.7). (p.5)
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Presentation Notes
The figure also highlights the role played by the increasing weight of fast-growing economies, such as China and India, in supporting aggregate growth for emerging markets and developing economies as well as world growth.
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Indeed, the analytical chapter of the WEO shows that compared to other macroeconomic factors, tariffs make a small and sometimes not visible contribution to changes in bilateral trade.

[Note: Please take note of the different scales]

[Notes from Chapter 4 ppt]
An intuitive way to understand and quantify the role of trade costs, macroeconomic factors, and changes in sectoral composition is to look at the estimated contribution of each explanatory variable to the observed change in bilateral trade balances over the sample period 1995–2015.

The figure highlights the prominent role that macroeconomic factors play in explaining changes in bilateral trade balances. These reflect the evolution of gross output and gross spending both at home and abroad. The magnitude of the impact depends on the initial bilateral trade balance between the two countries. For instance, output was growing faster than spending in China. Where China initially had a bilateral surplus (for example, with the United States), reflecting its strong comparative advantage in manufacturing goods, its faster growth of output than spending amplified the bilateral surplus. In contrast, for trading partners with which it maintained an initial trade deficit, such as Korea and Malaysia, the growth of spending applied to much larger initial imports had a larger impact than the growth of supply, amplifying the bilateral deficit.

Changes in sectoral composition of aggregate demand and supply play a non-trivial role for many bilateral imbalances. A positive effect on the bilateral trade balance indicates that the output share in sectors where the country had large initial exports grew faster than spending or that the spending share of sectors where the country had high initial demand fell (more than the output share). 

Although declines in bilateral tariffs contributed to growth in the level of gross trade (exports and imports), they had a more muted impact on the trade balances. This in part reflects the fact that tariffs were already low in the mid-1990s in many countries and that tariff reductions were reciprocal, with offsetting effects on bilateral trade balances. Having said this, changes in bilateral tariffs contributed slightly positively to changes in the US bilateral trade balances with Canada, Mexico, and China because these countries’ tariffs on US goods were falling faster than tariffs imposed by the United States on their goods (albeit from a higher level). 

Changes in the average trade costs faced by countries across all their trading partners played a larger role. Part of the reason for this is that rapidly growing countries (e.g., China and other EMs) happened to display higher tariffs than the typical advanced economy, which drove up average trade costs. This increase in average trading costs made trade between lower-cost country pairs more attractive, contributing positively to trade intensity between many countries and amplifying bilateral trade balances.

As mentioned above, the precise impact of macroeconomic factors on bilateral trade balances depends on the initial state of this relationship—in particular, whether the bilateral balance was large and positive or negative. Since trade costs determine countries’ comparative advantage and the international division of labor over the longer term, this suggest another way tariffs can leave a mark on the path of bilateral trade balances over time, which would however be captured by other factors in this model.
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However, tariffs affect the international organization of production significantly.

[Notes from Chapter 4 ppt]
The analysis so far has found that the direct impact of tariffs on trade balances is small over the period of analysis. However, as discussed earlier, tariffs can shape the international division of labor, as firms adjust domestic and international investment and production structures, thus affecting macroeconomic variables.

One of the most striking illustrations of the effect of tariffs on the broader economic structure is the organization of production around GVCs. 
Indeed, the reduction in tariffs and transportation and communications costs since the mid-1990s has gone hand in hand with a significant increase in complex global value chain participation, which—loosely speaking—is the share of exports that crosses at least two borders.

Increased global integration of production through global value chains creates scope for specialization and productivity improvement; but its flipside is the increased risk of international spillovers, including from increases in tariffs.

Intuition is very simple: A tariff on imported inputs directly increases the cost of production and makes a firm less productive. To the extent that costs are passed on, such an upstream effect can also be indirect through other countries and sectors. What holds for tariffs upstream also applies to tariffs down the value chain. A firm selling intermediate goods to a sector or country that imposes a new tariff can be affected through reduced demand from customers.

Finally, it is possible that tariffs have effects even on countries not directly related to the two parties involved. Relative prices impact trade at all levels, and so do relative tariffs. A change in the tariffs imposed on competitors can therefore affect a firm’s international competitiveness and demand for its output; this is similar to the idea of trade diversion, when imposing a tariff on a trading partner leads to a switch of demand to another trading partner on which there is no tariff. 
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Presenter
Presentation Notes
As a consequence, tariffs can have significant effects on macroeconomic outcomes.

[Notes from Chapter 4 ppt]
Our findings suggest that aggregate imbalances tend to be reflected at the bilateral level, but not the other way around—indeed, unless macroeconomic conditions change, attempts to influence a particular bilateral trade balance are likely to lead to compensating adjustments elsewhere, leaving the overall trade balance broadly unchanged.

Over the past two decades, macroeconomic factors played a key role in explaining changes in bilateral balances. Macroeconomic factors reflected a variety of drivers, including fundamental factors, macroeconomic policies—such as fiscal policies and credit cycles and, in some cases, exchange rate policies and supply-side policies. 

Looking beyond the effects on bilateral trade balances, higher tariffs would have significant negative impacts on economic outcomes for the countries and sectors directly affected as well as others exposed through value chain links. While a pure trade analysis suggests that some countries benefit from trade diversion when tariff increases are targeted at specific partners, all will be affected by adverse confidence effects and tighter financial conditions as trade tensions escalate. 
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As a consequence, tariffs can have significant effects on macroeconomic outcomes.

[Notes from Chapter 4 ppt]
Our findings suggest that aggregate imbalances tend to be reflected at the bilateral level, but not the other way around—indeed, unless macroeconomic conditions change, attempts to influence a particular bilateral trade balance are likely to lead to compensating adjustments elsewhere, leaving the overall trade balance broadly unchanged.

Over the past two decades, macroeconomic factors played a key role in explaining changes in bilateral balances. Macroeconomic factors reflected a variety of drivers, including fundamental factors, macroeconomic policies—such as fiscal policies and credit cycles and, in some cases, exchange rate policies and supply-side policies. 

Looking beyond the effects on bilateral trade balances, higher tariffs would have significant negative impacts on economic outcomes for the countries and sectors directly affected as well as others exposed through value chain links. While a pure trade analysis suggests that some countries benefit from trade diversion when tariff increases are targeted at specific partners, all will be affected by adverse confidence effects and tighter financial conditions as trade tensions escalate. 
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Presentation Notes
[Notes from the GSFR ppt]
Vulnerabilities in the:
corporate 
sovereign 
nonbank financial sectors
are elevated by historical standards in several systemically important countries and regions. 

In particular, vulnerabilities in the corporate sector are elevated in systemically important countries accounting for about 70 percent of total GDP.
Relative to GFC, banks are much less risky
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Presenter
Presentation Notes
[Notes from the GSFR ppt]
Credit quality has weakened -- in the IG corporate bond market, the share of BBB-rated bonds has quadrupled since the global financial crisis, driven by new BBB issuance, rating downgrades, and new entrants.

[Notes from April 2019 WEO]
If US growth were to weaken,
… financial vulnerabilities in the US such as,  
a rising share of lower-rated issuers in the corporate bond market and 
a growing volume of covenant-lite loans extended to highly indebted companies that offer limited protection for investors in the event of a default,
… could amplify and prolong the slowdown by
leading to debt-service difficulties in highly leveraged companies, 
credit rating downgrades, 
 and rising rollover risks, 
with further negative feedback effects on corporate spending.
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Presenter
Presentation Notes
The maturing credit cycle also brings with it heightened vulnerabilities originating from house price misalignments.

[Notes from the GSFR ppt]

New analysis finds that
lower house price momentum, 
overvaluation, 
excessive credit growth, 
and tighter financial conditions 
predict heightened downside risks to house prices up to three years ahead.

Changes in these factors are associated with important shifts in downside risks, as captured in our house-prices-at-risk measure. Movements in this measure provide early signals of imbalances in housing markets and downside risks to growth, as seen in the left panel that plots the evolution of HaR for the US where HaR started a clear downward trend in the early 2000s.

Estimates based on the most recent internationally comparable data, as of end 2017, shows that downside risks to house prices remain elevated in several advanced and emerging market economies, as shown in the right panel, which displays HaR for a sub-sample of these countries.

At the end of 2017, a significant share of countries in both advanced and emerging market economies remains with house price at risk below -10%, the level where the United States was in 2008.
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先進国・地域：22（アジア太平洋：シドニー、香港、東京、ソウル）
発展途上地域：10（アジア太平洋：クアラルンプール、ムンバイ）
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Presenter
Presentation Notes
Incidentally, there are also other worrisome trends that can potentially emanate from the corporate sector, which has an effect on long-term growth. This is analyzed in the second chapter of the Spring 2019 WEO.

Public debate about rising corporate power is mounting. 

Heightened interest has unfolded amid the rise of corporate giants, such as in the tech industry, and because of broader, often worrisome macroeconomic trends in advanced economies over the past three decades. 

As shown in the figures presented, these trends include 
(Upper left): 	sluggish investment despite falling borrowing costs and rising expected returns from investment, as captured by the ratio of the market value of firms to the book value of their capital stock (so-called Tobin’s Q); 

(Lower left): 	a growing disconnect between a roughly stable rate of return on productive capital and a falling rate of return on safer assets, such as the bonds of governments and the healthiest firms; 

(Upper right): 	a widening gap between financial and productive wealth; and 

(Lower right): 	falling labor income shares and rising income inequality. 
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Presenter
Presentation Notes
Chapter 2 of the April 2 WEO explores the rise of corporate market power and its macroeconomic effects. 

The chapter tackles the following questions:
Under facts…
Has corporate market power increased globally? 
How do trends in market power differ across country income groups, countries, industries, and firms? 

What is the impact of market power on growth and income distribution? 
How does it affect the drivers of growth, such as investment and innovation, as well as labor income shares? 

What might be the drivers of rising market power? 
Can the data reveal the possible roles of changes in the structure of product markets—associated with the rise of the digital economy or other factors—and of a policy-driven weakening of competition? 

What are the policy implications? 
Should measures be taken to strengthen market competition and, if so, which would be effective? 
Are there also macroeconomic policy implications of rising market power, such as for monetary policy?
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Presenter
Presentation Notes
In tackling these questions, the chapter reaches the following conclusions: 
Over the past two decades, a generally moderate but broad-based rise in corporate market power has been observed across advanced economies, driven primarily by a small fraction of firms
The magnitude of this rise has varied across countries—it is larger in the United States than across the European Union, for example—and industries; it is essentially concentrated in nonmanufacturing industries.

Macroeconomic effects: modest so far but could become increasingly negative if the market power of high-markup firms—in particular—rises further. 
Growth
 Higher markups have been associated with somewhat weaker investment
3% lower K stock, 1% lower output in average AE today relative to counterfactual
Effects on innovation are more ambiguous
Analysis suggests that they may have been marginally positive so far, 
but would turn increasingly negative if high-markup firms further increase their market power
Macroeconomic stabilization is tougher, including after 2008 crisis	
Through this investment channel, rising market power may have also slightly reduced the natural (real) rate of interest, thereby making the effective lower bound on policy interest rates more binding.
Income distribution
 the empirical estimates imply that rising markups have accounted for at least 10 percent of the trend decline in the labor share in the average advanced economy

[Drivers]
Findings tentatively suggests that changes in the structure of product markets have underpinned at least some of the overall rise in market power. 
The rather broad-based nature of increasing markups across countries and industries, and the role played by a small fraction of firms in most cases, also hint at such common forces—more than a policy-driven weakening of competition. 

Helpful reforms would include 
cutting domestic barriers to entry in nonmanufacturing industries, 
liberalizing trade and foreign direct investment, 
adjusting competition policy frameworks to deal with emerging issues as needed, 
easing obstacles to technological catchup by lagging firms, and 
shifting the burden of corporate taxation onto economic rent.
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