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Outline: Three questions

• EM: survived the storm and sails ahead, without ballast. 
Can it create its own wind?

• US: massive policy stimulus delivers the goods. What 
happens next? 

• CHINA: can it carry the world? Can global imbalances 
adjust (China but also Germany, Northern Europe, etc) 
without slower growth?
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Back to pre-Lehman levels: policy-induced 
expansion in liquidity trumps risk aversion

Liquidity & Risk aversion
(Indices)
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Coming up but still a long road to recoup 
accumulated slack

OECD Leading Indicators
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V shape down … V shape up. What next? 
Will growth take over post Q2/10?

Supply vs Demand - Selected countries
(Ratio of YoY % change)
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EM: Resilience & Rebound

• Strong (exuberant?) rebound in EM
– Started in China (fiscal stimulus + commodity restocking)
– Spread to Asia + direct links (eg: Brazil)
– Extensive throughout EM, including EMEA (leading G3)

• "Catarito" (but this time around it was different)
– Mexico excepted, inelastic GDP response
– Usual factors (virtue out of vices) but also some new virtues 

(macro + financial) 

• Decoupling?
– Convergence: faster growth at the margin (building on G7)
– Divergence: growth w/o G7 
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EM attenuated the downward shock and 
leads the global recovery
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Even if it is mainly China…

Industrial Production Emergin Markets Index (MoM, 3MA)

Argentina, Total, Constant Prices, SA, Index, 2004=100
Brazil, By Industry, Overall, General industry, Index, PP=100
Colombia, Total, Current Prices, Index, 2001=100
Chile, Manufacturing, Constant Prices, SA, Index, 2002=100
Mexico, By Industry, Overall, Total industry, Constant Prices, Index, 2003=100
Israel, Total, SA, Index, 2004=100
South Africa, By Industry, Manufacturing, Total, SA, Index, 2005=100
Czech Republic, Total, SA, Index, 2005=100
Hungary, Total, Gross, Constant Prices, Index, CPPY=100

Poland, Total, Constant Prices, Index, 2005=100
Turkey, Overall, Total, Index, 2005=100
India, Total, Index, 1993-1994=100
South Korea, Total industry, SA, Index, 2005=100
Philippines, Manufacturing, total, Value, Index, 2000=100
Indonesia, Manufacturing, total, Index, 2000=100
China, Overall, Gross output value, Current Prices, CNY
Taiwan, Total, Constant Prices, Index, 2006=100
IP EM Index MoM 3MA

Source: Reuters EcoWin
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Risk appetite unwinds the losses and opens 
foreign funding at very attractive rates

LATAM: CDS-5yrs
(Jan/06 - Sep/09)
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As exchange rates readjust … but not in 
China 

REER EM Index (MoM, 3MA)

Argentina, ARG_REER
Brazil, BRL_REER
Mexico, MEX_REER
Chile, CLP_REER
Colombia, COL_REER
Hungary, HUN_REER
Israel, ISR_REER

Turkey, TUR_REER
Russia, RUS_REER
Poland, POL_REER
Czech Republic, CZK_REER
South Africa, SA_REER
Taiwan, TAW_REER
China, CHI_REER

Indonesia, IDR_REER
India, IND_REER
Philippines, PHP_REER
South Korea, SK_REER
REER EM INDEX MoM 3MA

Source: Reuters EcoWin
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US: What follows the stimulus?

• Capital markets stabilized; S&P >1,000, home price 
decline abates, housing starts bottom out, household net 
worth recoups … but still to a HUGE loss

• Consumption is stirring and net-exports expanding

• Survivor firms are holding large cash positions, profits 
increased (wage-squeeze)… will they invest?

• Fear is not W but a "square root" recovery
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US economy will lose four pp of GDP of 
temporary stimulus in 2010
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In the past, financial crises had modest 
effect on potential GDP growth…

-2.0

-1.5

-1.0

-0.5

0.0

0.5

0 1 2 3 4 5 6 7 8 9

-2.0

-1.5

-1.0

-0.5

0.0

0.5

Per Year
Cumulative

Source: OECD. Our calculations.

Time from Onset of Financial Crisis (Years)

Percentage points Percentage points

Impact on Potential Output:

(J. Hatzius G/S), Oct/2009



October 20, 2009 Paulo Vieira da Cunha - Tandem Global Partners 14

Strong productivity growth but TFP could 
trend down with higher taxes & NAIRU
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What happens if the NAIRU increases 200bp 
to 6.50-6.80%?
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Could the US long-term growth rate drop to 
close to 2%pa?

US: Potential GDP & TFP
(CBO definitions)
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The way down and the ways out

• Down: Debt & inflation
– Possible but unlikely, unless there is a 2nd stimulus package
– Exit strategy manageable: Private sector pullback finances 

public debt; debt ratio is rising but eminently sustainable
– "Collapse" of the USD??? monetized inflation???

• Up: Schumpeterian shock – "creative destruction"
– Recession purges
– Health + energy reform = impetus to productivity
– Financial intermediation is "healthy" (FED will stay with the $1.3tr 

of "toxic assets")

• Up: Export your way to growth (positive net-exports)
– Who buys? Who can compete?
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China: Can it go alone? Can it transform the 
US into a net export economy?

• Post- Asia crisis growth linked to strong exports to & 
investments in US (B-W-II???)

• Strong link between US retail sales (ex food & autos) 
and imports from China

• Break in the relation at end-2007
– Prior (2005-2007): Rapid growth in US retail sales with "long 

tailed" and rising impulse response in Chinese imports, tending 
to near unitary elasticity

– Post (2008-2009): Decelerating and slumping US retail sales 
with "short tailed" and falling impulse response, tending to twice 
the speed in the contraction/recovery
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External vs domestic-led growth: Does it 
add up?

• Implications for China's growth (PMI)
– Prior (2005-2007): Near unitary positive response of (log 

change) PMI to impulse from (log change) in imports to the US
– Post (2008-2009): Inelastic (0.5) response but in negative 

direction. Quite clearly an unstable result (short sample 
dominated by cyclical turn) – disturbing nonetheless

• China is set to grow rapidly in 2009-10 w/o strong pickup 
in US retail consumption
– Complementarities in trade & strong competitive edge (helped by 

exchange rate rule) + indication (TIC data) to continue to invest 
in USD securities

– Dynamics has change and would argue for lower global growth 
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Rebalancing growth in China: 
A slow start with a long way to go

China: Contribtions to GDP growth
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Partners in growth and in injury: US retail 
sales (ex-food and autos) & imports from China
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Two periods, two measures: impulse 
reactions from vector auto regressions

US imports from China & US retail sales
(ex-food and autos)
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Two periods, two measures: impulse 
reactions from vector auto regressions

US imports from China & China's PMI
(Log-MoM changes - SA) 
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Disclaimer

This document is for informational purposes only and is provided only to persons who have expressed their interest in the products or services described herein. 
This document does not convey an offer of any type and is not intended to be, and should not be construed as, an offer to sell, or the solicitation of an offer to buy, 
whether in the United States or any other jurisdiction, any interest in any entity or other investment vehicle.  If such an investment opportunity should become 
available, a confidential private offering memorandum outlining such investment opportunity would be provided to you, and the information in this document would 
be qualified in its entirety by reference to all of the information in the confidential private offering memorandum, including without limitation the risk factors listed in 
this investment overview.  

An investment in any investment vehicle described in this document, if made available, should be regarded as highly speculative in nature and appropriate only for 
sophisticated investors that can afford a loss of all of their investment and that are able to invest for an indefinite period. The purchase of member interests is not 
intended as a complete investment program.  It should not be assumed that an investment in any investment vehicle described in this document will be profitable or 
that the future performance of any such investment vehicle will equal or approximate the past performance of any investment vehicle previously managed by 
Tandem Global Partners and its affiliates.  

Notwithstanding anything expressed or implied to the contrary in this document, you are expressly authorized to disclose to any and all persons, without limitation of 
any kind, the tax treatment and tax structure of the information in this document.  This authorization, however, does not confer or imply any rights other than the right 
to make such unrestricted tax treatment and tax structure disclosures.  

Any information, beliefs, and/or opinions provided in this document constitute the understanding of the entity providing such information, beliefs, and/or opinions as 
of the date of this document and are subject to change without notice.  

Certain information set forth in this presentation may be considered to be simulated or hypothetical.  Hypothetical or simulated performance results have certain 
inherent limitations. Unlike an actual record of performance, simulated results do not represent actual investment results. No assurances can be made that any 
aims, assumptions, expectations, and/or goals described in this document will be realized. 

Neither Tandem Global Partners or its affiliates, nor any shareholders, partners, members, managers, directors, principals, personnel, trustees, or agents of any of 
the foregoing shall be liable for any errors (as a result of negligence or otherwise, to the fullest extent permitted by law in the absence of fraud) in the information, 
beliefs, and/or opinions included in this document, or for the consequences of relying on such information, beliefs, or opinions.

Certain information and opinions included in this document, certain information and opinions used to form beliefs included in this document, and certain tools used 
to produce and/or analyze information included in this document, have been obtained from third-party sources believed to be appropriate for consideration.  No 
assurances can be given that such information, opinions, or tools are reliable, and they should not be taken as such.    

Information contained in this document, including without limitation any description of an investment vehicle and/or the strategies traded in such vehicle, may be 
changed or updated at any time without notice to the recipients of this document.

All of the figures presented in this document are unaudited.  Historical performance is not indicative of future performance.

Neither this document nor any part of this document may be reproduced or distributed without the prior written authorization of Tandem Global Partners or an 
appropriate affiliate.  Any reproduction or distribution of any of the contents of this document may constitute a violation of securities laws and/or other laws.  

By accepting this document, you acknowledge and agree that all of the information contained in this document shall be kept strictly confidential by you. 


