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Overview

I/ Basic trends in the international financial
markets & system since the Asian crisis

II/Alternative interpretations of the basic 
trends



I/ Basic trends in the international 
financial markets & system since the

Asian crisis

A/ Trends in financial markets

B/ Trends in balance of payments & exchange
rates



A sharp increase in the size of
financial and forex markets





Cross-Border Transactions in Bonds and Equities
(in percent of GDP)
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12.1

233.5
56.1

288.1
140.2

362.0
154.0

Source :  BIS





Balance of payments
and exchange rates

• - Growing BoP imbalances

• - Polarisation of deficits & surplus

• - The United States is importing most
(70 %) of the world savings



Growing global balance of payments disequilibrium
 (percent of world GDP)
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World balance of payments disequilibrium (percent of world GDP)
 3 successive periods
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North-
South

1967
-

1970
32,2% 47,9% 12,1% -8,1% -7,4% 7,8% -3,2% -11,0% -0,6% -14,3% -55,5%

1973
-

1976
21,0% -20,4% 3,8% -2,4% -8,0% 72,5% -4,1% -27,6% -16,6% -20,8% 2,8%

1979
-

1981
2,1% -25,7% -4,9% -10,6% -5,0% 58,8% -3,2% -30,7% -5,6% -14,3% 39,1%

1983
-

1990
-74,5% 8,8% 38,2% 4,3% -3,7% 0,6% -0,1% -6,1% -0,2% -15,4% 48,0%

1992
-

2002
-71,1% 14,1% 37,7% 14,4% -2,6% 3,5% -1,0% -16,9% -1,4% -7,0% 30,3%

Japan-
USA
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Exchange rates

- Important medium-term instability of the
dollar vs most currencies

- Decreasing short-run volatility of exchange
rates









II/Alternative views on the stability
of the international financial system

A/ Everything is under control ?

B/ Dancing on a volcano !



A/ Everything is under control ?

• The « new Bretton Woods » hypothesis
Dooley & Folkerts-Landau and Garber (2003)

• The market operators are very confident …



The « new Bretton Woods » 
hypothesis

- The current intertional monetary & financial
system works like the B-W system

- The international system is composed of :
- a core (the US & the eurozone) issuing the

international currencies
- and a periphery with export-led growth in emerging

economies based on undervalued currencies
This new B-W system stability hypothesis is
based on the alleged complementary situations 
of core/periphery countries



Market operators are very confident

• The spreads on yields between the US and
the emerging markets have declined to 
historical low levels

• The volatility of exchange rates and interest
rates exhibits a downward trend

















B/ Dancing on a volcano !

• The « new Bretton Woods » view is fallacious : 
the international growth regime is not sustainable
for economic & social and ecological reasons

• Existing BoP imbalances are not sustainable
• LDC debt and financing is not sustainable
• Large exchange rate misalignments
• Huge accumulation of reserves & excess liquidity

in the world economy
• Excessive risk taking from short-sighted investors



The « new Bretton Woods » fallacy

Bretton Woods
1944 - 1971

« New Bretton Woods »
since the Asian crisis (1997)

Fixed & adjustable
exchange rate system

Large currencies are floating
Pegged regimes for LDC

Small BoP imbalances
US BoP surplus

Large BoP imbalances
Huge US deficit
LDC financing DC

Capital controls
= > Small size & relative stability of capital 
flows

Financial deregulation
Washington Consensus
=> Increasing & destabilizing role of capital 
flows

Dollar monopoly
Hegemonic stability

Increasing role of the euro
Currency competition 
=> exchange rate instability







Real misalignments against the dollar
in 2004 in percent

Computation from a BEER model *

Overvalued currencies Undervalued currencies

Australia
Great Britain
Mexico
Turkey
Eurozone

- 2.3
- 19.7
- 11.5
- 11.9
- 8.9

Argentina
China
Indonesia
India
Japan
South Korea

49.4
49.0
47.9
24.3
11.7
29.0

* Benassy & Mignon (2006)



Recorded
remittances

Private debt and portfolio equity

ODA

FDI

Source: World Bank 

Instability of financial flows going to developing countries  (1990 – 2005)





Increased risk-taking
from short-sighted investors

• Due to excessive confidence, investors are 
increasing their risk positions, as they did
on the eve of the 1997 – 98 Asian crisis

• This is shown by the fast growth of
derivative markets due to speculation







Concluding remarks
• The international monetary & financial system certainly is not under

control, but rather exhibits large imbalances and important potential
sources of instability

• This system leads to growing inequality among & within countries
• Investors confidence is high now as it was just before the Asian crisis

• There is an urgent need for radical reforms (IMF) and the introduction 
of strong public regulations (capital controls to start with)

• Existing regulatory systems are insufficient and have perverse effects
(Basle II)

• In fact, financial reforms would not be enough :  there is a need for an 
alternative model of globalization giving a high priority to the supply
of global public goods :  health, education, water and financial stability
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