
Institute For
New Economic Thinking

Too Much of the Wrong Sort of Capital Flow	  |1	  

Global current account balances as a % 
of world GDP 
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Eurozone current account deficits: 2000 – 2008    
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Source:	  InternaIonal	  Monetary	  Fund,	  World	  Economic	  Outlook	  Database,	  October	  2012	  
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US private and public leverage cycles 

Source:	  McCulley	  and	  Pozsar	  
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UK household deposits and loans: 1964 – 2009  
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Measures of increasing financial intensity 

US	  debt	  as	  a	  %	  of	  GDP	  by	  borrower	  type	  
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US financial sector assets 
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Categories of debt: UK 2009 
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Credit and asset price cycles 
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Interactions between credit categories and 
effects 
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Categories of net capital flow effects 
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Net  capital flows and domestic credit cycles 

Total	  increase	  in	  credit	  and	  subsequent	  debt	  overhang	  a	  large	  
mulIple	  of	  the	  net	  internaIonal	  capital	  flows	  

Structural	  drivers	  
of	  current	  account	  
imbalance	  

Increased	  debt	  
finance	  of:	  
• 	  Real	  estate	  
• 	  ConsumpCon	  

Wealth	  effects	  and	  
increased	  

consumpCon	  

DomesCc	  banking	  
system	  creaCon	  of	  
credit	  and	  matching	  

money	  

Credit and asset price cycles 



Institute For
New Economic Thinking

Too Much of the Wrong Sort of Capital Flow	  |12	  

Total cross-border capital inflows: 1980 – 2011  
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Source: Future of Long-term Finance, Group of Thirty Report, MGI, December 2012 
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Coefficient of variation of inward cross-border 
runs by type 
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Dynamics of increasing deficits in reserve 
currency economy 
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