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Capital Flows



First Generation Type Crisis



Uncertainty Complicates Matters



Second Generation Models



Investors Caught By Surprise



Before Borrowing

Assets                                        Liabilities and Net Worth

Loans:  1,000 million pesos Deposits: 800 million pesos

Capital: 200 million pesos



Liability Dollarization
1 peso = 1 dollar

Assets                                        Liabilities and Net Worth

Loans:  1,500 million pesos Deposits: 800 million pesos 
 
Borrowed: 100 million dollars

Capital: 200 million pesos



Balance Sheet After Depreciation
5 pesos = 1 dollar

Assets                                        Liabilities and Net Worth

Loans:  1,500 million pesos Deposits: 800 million pesos 
 
Borrowed: 100 million dollars

Capital: -300 million pesos



Adjustment in the Normal Case
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Adjustment with Original Sin
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China’s Foreign Exchange Reserves



Impact of Exchange Depreciation on Debt/GDP Ratio



Emerging Markets Bond Spreads 
(basis points)





Most Recent Spreads, EMBIG



Spreads by Region



Yield Spreads on Dollar Debt



Comparison of Recent Restructurings



Final Stuff

• Final Exam
– Thursday, December 15, 2005
– 4:40P-6:30P 
– 112 KERN

• Office Hours
– Me: Monday 10-11, as usual
– Dima: Tues, 10-12, Wed 2-4


