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Two key unknowns

 How far will deleveraging go?

 How deep will the U.S. recession be?
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e Zero Interest rates and non-
conventional policy?

* Fed relaxed about the dollar’s plunge

 Fed’s response speeding up adjustment
of global imbalances
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Global adjustment

‘Tahla 1. Current Account Balances i$ hillinnsi

United States -114 -460 -784

Euro Area 43 a7y -21

Asia 73 233 676
Japan 111 113 196
China 2 35 379

[Major Qil Exporters 9 112 381
Sonrce: TVF.
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Implications for Europe

« Credit crisis affects Europe mostly
through financial not trade linkages

e EUro
Imba
shou

pe not part of the problem of global
ances, but a frontrunner on

dering the burden

e Can Europe cope if things turn nasty?
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Implications for Asia

o Credit crisis affects Asia mostly through
trade not financial linkages

e Asian currencies need to appreciate to
contain inflation and shrink current
account surpluses
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e Benign economic conditions of past 10
years are gone

Longer-term perspective

 Demographics -- healthcare

e Growth In BRICs -- natural resources
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