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“Goodbye Risk Free” :
Overview on UE crises
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For a systemic crisis with political economic and geopolitical
effects RED ALARM and possible “salvation” only thanks to a massive 
intervention of EU and IMF, which is reminiscent of the Asian countries
after the crisis of '97,.
We’ll see the light at the end of the tunnel only with the consolidation of
macros.Problems remains for economic policy: the real challenge for EU 
and US Market’ Autorithies. 
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Sovereign Risk vs. Country Risk

�� Country Risk:Country Risk: is the risk of losses caused by events in a specifi c country which may be 
under the control of the government but not under t he control of a private enterprise or 
individuals. This may imply that the repayment of a ssets within a specific country will be 
ultimately prevented by actions of the country's go vernment (e.g. transfer risk, expropriation 
risk, legal risk, tax risk, security risk) or by a deterioration of the economic and/or political 
environment  (e.g. sharp recession, currency and/or  banking crisis, natural disaster, war, 
social unrest) in a country

�� Sovereign Risk:Sovereign Risk: the risk that the government cannot service its own  debt on a due date.

�� Transfer Risk:Transfer Risk: the risk that a country will impose restrictions on  access to foreign 
exchange by residents in order to avoid running out  of foreign exchange. This type of 
country risk only applies to private borrowers. 

Country Risk

Transfer Risk Sovereign Risk
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From  Sovereign Risk to Transfer Risk

•• TransferTransfer-- and Convertibility Risk:and Convertibility Risk: risk that a borrower will be 
unable to obtain the necessary foreign currency to repay its 
obligations, even if it has the necessary local currency (usually 
due to central bank restrictions or national debt rescheduling).

Country Risk

Transfer Risk Sovereign Risk
Sovereign Risk &

Transfer Risk
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…and Systemic Risk

The recent developments in financial markets and the crisis that started in 2007 have highlighted the 
importance of another type of systemic risk related to the structure of connections among financial
institutions and their funding maturity. The emergenceof financial instruments in the form of credit
default swaps and other credit derivative products, loan sales and collateralized loan obligations has
improved the possibility for financial institutions to diversify risk. 

However, it has also led to more overlap and more similarities among their portfolios. This has increased
the probability that the failure of one institution is likely to coincide with the failure of other similar
institutions. Combining this with a greater reliance on wholesale short term finance has increased rollover
risk for financial institutions. When a bank is in difficulty, investors may fear that other banks with
similar portfolios will also be in trouble and hence may refuse to reinvest their funds. Financial markets
can dry up and push all banks into difficulties.

(www.bancaditalia.it)
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UE Macros Fragility
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UE Macros Fragility (2) Debt/GDP
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Also without a Greek Default Contagion Effects are in
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EFSF vs EFSM
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EFSF vs EFSM 1.0
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EFSF vs EFSM 2.0
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EFSF vs EFSM 3.0
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BRICS EMPOWERMENT AND US LOOSE AAA



Beijing, 2nd November 2011 26



Beijing, 2nd November 2011 27

As you can see, in the pre-crisis boom years emerging markets consistently
grew at a real rate some four percentage points faster than the advanced world. 
And sure enough, the situation is almost exactly the same today; as of Q1 2011  
EM real growth is 6% y/y, compared to less than 2% y/y forDM. Then turn to
industrial production in ; the pattern holds here as well. There has been no 
delinkage whatsoever in the shape of the two lines in the chart - but emerging
markets are consistently growing a much faster pace thantheir developed
counterparts. Beta correlations are essentially equalto one in every case, but
there's no mistaking the steady, wide gap between the EM and DM lines in each
chart. We live in a globalized world, and if you look at macro/market 
fluctuations in EM and DM you will inevitably find beta correlations that are 
close to one. However, over the past decade you have alsofound that emerging
alphas– the absolute growth rate around which those fluctuations occur – are 
consistently and significantly higher than their developed counterparts. And it
is the structural increase in these alpha coefficients since 2000 that constitutes
the “real” decoupling in EM. The point is to show that the emerging alpha
decoupling story is still going at full strength. Looking forward,  most
important and fundamental view is that despite differences in individual
country specifics, emerging markets as a group will continue to outperform in 
macro terms for years to come. As discussed this is because of the yawning gulf
between underlying balance sheet conditions in EM and DM. 
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Source: PIMCO, Credit Suisse, FGRP, IMF 
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CHINA: lead Asian powership inside G20, thanks also to more open BRICS economies 
than the rest of EM world
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Ten year to make the difference?….already in 2015!



Beijing, 2nd November 2011

COMMODITIES POWER:
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U.S.A. worries:
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U.S.A. worries (2):
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U.S.A. worries (3):
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U.S.A. worries (4):
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Bernanke “Twist”:
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“Manos a l’aire” for new Countries in Power
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