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Anglo, Eurozone, Japan and BRIC financial shifts

This week's chart looks at shifting private-sector and public-sector balances, before and after the 2008-09
global financial crisis.

This chart is structured the same as last week's chart, which showed medium-long-term average financial
balances (surpluses and deficits) in countries' private and publicsectors. This week's chart takes a selection

of countriesinthe anglosphere (such as New Zealand), the Eurozone, Japan and the four BRIC (Brazil,
Russia, India, China) economies.

The first point for us to note isthat New Zealand —exceptional as ever—is the only one of these countries
that in 2010-14 did notinhabit Quadrant 2, the zone of private sectorsurpluses and government sector
deficits.

The biggerissue forthe world economy is the convergence of national economies in this quadrant, with the
general pattern of movement being decreased government balances (bigger deficits) and increased private
surpluses.

The systemicconstraintis the line of currentaccount balance. When countries on the right side of this line
move furtherfromthe line (and countries on the left side move closerto that line oracross that line), that
movement must be offset by movements towards oracross the line by other countries tothe right of the
line (or by movements away fromthe line by other countries to its left). Shiftsto the right orup mustbe
countered by other-country shifts left or down.

Some shifts are intended; others are induced orresisted. Where these intended shifts are in the
governmentsector, itrepresents government fiscal policy. Since 2010 government fiscal policies have
generally beentight (oreven austere), meaning that government are wanting to move towards Quadrant 1
or Quadrant 4. Only two countries have shown any successin this regards: Chinaand Germany.
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The Eurozone governments clearly want to take the Eurozone towards Quadrant 1. That pathway s
entrenchedin European Union fiscal policies, just as, since 1994, it has been entrenched in New Zealand
that governments should run financial surpluses. Only Germany (and Uzbekistan, not shown) have really
succeededin defying the trend to falling government balances. Germany is able to do this because, forit,
the Eurozone structure represents an exchange rate mechanism that pushes Germany towards the desired
'golden mountain'that epitomises Quadrant 1(see my Germany, the Eurozone and Mercantilism, 29
September).

Where has the systemicaccommodation taken place, which has allowed Germany and other European
countriestoraise their currentaccount balances? Clearly the mostimportantaccommodators have been
the BRIC economies plus Canada. Brazil, Indiaand China have accommodated through lower private sector
balances—more private sector borrowing—whereas Russiaand Canada have largely accommodated
through eitherless government revenue or more government borrowing. We note that such
accommodation, asseenin Canada, is unintended in the current global policy environment. Russiaand
Brazil are nowin deeprecession. Canada's economic growth hastaken a deeperdive than has Australia's;
with unemployment at 7% and rising, economic conditions there are portentous forthe comingelection.
Economicconditionsin Chinaare also distinctly wobbly.

The countries shown thatare leastin crisis (excluding Germany and New Zealand) are the ones with the
largest governmentdeficits: USA, UK, India, and Japan. Even Spainis seeing high government deficits
helpingittorecoverfromitscrisis. (Ireland, likewise. Ireland goes off the chart, beyond Japan and Spain.)

In general, intended shifts down (government sector) and left (private sector) have expansionary global
effects; intended shifts up (government sector) and to the right (private sector) have contractionary
implications forthe world economy. While each country's economy has its own story to tell, many shifts are
unintended. Germanyis succeedingin buildinga monetary mountaininits private sector, pushing some
othercountries towards the red debt mountain (Quadrant 3), while also —through an undervalued
exchange rate and risinginequality —denyingits residents the consumption benefits of its growing export
receipts.

In the lasttwo years, New Zealand has been moving back towards Quadrant 4, reflectingits financial
personality; living on the edge and for the most part gettingaway with it. | would prefer New Zealand to
run a more equal balance between its government and private sectors; bigger government and smaller
private deficits. There is much scope for New Zealand central and local governments to borrow and spend
more. New Zealand can sit comfortably in Quadrant 3, forexample with both private and government
balances averagingabout -2% of GDP.
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