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Global liquidity: selected indicators®

Highlights

Indicators of global liquidity point to a continued strengthening of risk appetite and
loosening of credit conditions in the spring and summer of 2014. International
credit flow patterns in many regions have favoured growth in debt issuance over
bank-intermediated cross-border funding. Since mid-September, some market
jitters have reappeared, reflecting heightened geopolitical risks as well as market
participants’ perception that the timing of the Federal Reserve's exit from
accommodative policy might be brought forward even as central banks in other
advanced economies, particularly the euro area and Japan, have maintained or
intensified easing measures. This shift in perceptions has resulted in an appreciation
of the US dollar against a broad range of currencies, including an especially sharp
depreciation in the case of some emerging market economies (EMEs), as well as
falling equity markets and some widening of credit spreads. The strong dollar has
put downward pressure on commodity prices, adding to the challenges facing
commodity exporters.

The financing patterns of the past few years could expose markets to
further vulnerabilities going forward as quantities and prices continue to adjust to
shifts in monetary conditions and the macroeconomic outlook. While monetary
policy remains highly accommodative in the major economies, diverging forward
paths for monetary policies among the advanced economies and the implied
changes in relative funding costs could set the stage for further significant market
adjustments. The impact of these shifts on financing flows remains to be seen.

Whereas the previous edition of these indicators in March pointed to signs
of a divergence between ongoing loose conditions in advanced economies and a
more cautious stance in emerging market economies, in the months that followed
conditions again loosened for the emerging economies. Among other things, this
reflected: the strong policy reaction on the part of a number of EME authorities,
which helped to stabilise these economies and restore market confidence; the
easing of concerns that a rapid withdrawal of accommodation by the Federal
Reserve would disrupt global financing patterns; ongoing search for yield in an
environment of very low nominal rates; and the adoption of greater monetary
accommodation, including quantitative easing measures, by the ECB.

Cross-border bank credit growth, which often accompanies upswings in
global risk-taking, turned positive in the first quarter of 2014, with a quarter-on-
quarter rise of $580 billion, after having fallen for several quarters. As a result,
international bank credit (the sum of cross-border and local foreign-currency
claims) through the first quarter of 2014 was flat on a year-on-year basis, after

! This note provides an update of the BIS's global liquidity indicators. For the conceptual framework
behind the indicators, please see the appendix to the October 2013 update (available at
http://www.bis.org/statistics/gli/gli_oct13.pdf).
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several quarters in which this indicator had exhibited a year-on-year decline (Graph
[1). In contrast to bank lending, debt securities continued to gain importance as a
channel for global credit flows through the first half of 2014 (Graph1.3). Bond
markets have been especially prominent in flows to EMEs (GraphIIL1). Strong
issuance of emerging market debt instruments has been spurred by inflows into
emerging market-oriented mutual funds (Graph 11, bottom right-hand panel),
which rebounded strongly in the first half of 2014 after a wave of outflows in late
2013. As discussed in the September 2014 BIS Quarterly Review (pp 17-18), much of
this issuance took place through offshore vehicles; as a result, it is not fully picked
up by statistics that classify issuance on a residence basis. The increased maturity of
these issues reduces rollover risk, but may expose investors to greater losses if
prevailing market yields rise or volatility in foreign exchange markets increases.

Long-term debt issuance has been supported by the decline in the term
premium (Graph IL.1). This premium (as modelled by the BIS) returned to negative
territory in 2014 for both US and German government bonds, after approaching
zero in the second half of 2013 ahead of the tapering of asset purchases by the
Federal Reserve. The relatively low level of the premium on German bunds reflects
the market's shift of focus away from the Fed's purchases and towards European
disinflation as well as further easing by the ECB.

Specific observations

e Cross-border bank credit has grown especially strongly in the Asia-Pacific
region (Graph L2, bottom left-hand panel), though the stock of such credit in
the region remains small relative to very large domestic credit stocks. Cross-
border lending to borrowers resident in the US also rose in the first quarter,
while remaining negative on a year-on-year basis, as domestic US bank credit
accelerated (Graph 1.2, top centre panel). Robust domestic bank credit growth
has also offset consecutive declines in cross-border bank lending to Latin
American economies. In contrast, both types of bank lending have been
contracting in the euro area and emerging Europe, with a particularly
pronounced decline in cross-border bank credit in the euro area.

e Despite having risen in the last few weeks, both implied and realised volatility
generally remain low across a range of asset markets (Graphs 1.1 and IV.1). That
said, there have been signs of repositioning, especially in FX markets. Moreover,
as discussed in the September 2014 BIS Quarterly Review (pp 10-11), a measure
of risk aversion derived from comparing implied to realised equity volatility is
still at historically low levels.

e The sharper declines in term premia on euro area debt compared to the US
have been associated with a drop in the growth of US dollar-denominated
offshore bond issuance, while euro bond issuance has been catching up (Graph
[.3). This trend has been reinforced by the narrowing spread on cross-currency
basis swaps (Graph I3, bottom left-hand panel), which has reduced the
incentive for borrowers to issue in dollars and swap the proceeds into euros.

e In the first half of 2014, loan-to-deposit and non-core liabilities ratios of
European banks came down to levels not seen in a decade, while remaining
above their US and Japanese counterparts. Both ratios continued to trend up in
EMEs, though they remained below advanced economy levels (Graph II1.2).
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Through August, long positions in "high-yielding” currencies, such as the
Australian and New Zealand dollars and Mexican peso, were funded by short
positions in the euro, Swiss franc and Japanese yen (Graph IV.1). Some of these
positions were reversed in September. Whether and how any carry trade
positions will be unwound over the coming weeks will largely depend on the
magnitudes of currency market volatilities and the ease of switching out of US
dollar funding to funding in other currencies by banks and other financial
intermediaries. Furthermore, to the extent that currency risk has been
increasingly borne by non-financial borrowers, who tend to borrow directly in
US dollars and other major low-yielding currencies, this may modify the
dynamics of the adjustments going forward, for example if these borrowers exit
these positions more rapidly than others.
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I. Credit aggregates

Year-on-year rate of growth in international bank claims®

Graph L1

Per cent

— VIX (Ihs)

[0 Credit to non-banks (rhs)

[0 Credit to banks (rhs)

Per cent

The vertical lines indicate: 1979, second oil shock; 1982, Mexican default; 1987, stock market correction; 1994, Mexican peso devaluation;
1997, Asian financial crisis; 1998, Russian default and LTCM; 2000, Nasdaq peak; 2007, beginning of global financial crisis; 2008, collapse of

Lehman Brothers.

! Includes all BIS reporting banks’ cross-border credit and local credit in foreign currency.

Sources: Bloomberg; BIS locational banking statistics by residence.

Global bank credit aggregates, by borrower region

At constant end-Q1 2014 exchange rates Graph 1.2
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! Aggregate for a sample of 56 reporting countries. 2 Total bank credit to non-bank borrowers (including governments), adjusted using
various components of the BIS banking statistics to produce a breakdown by currency for both cross-border credit and domestic credit.

Sources: IMF, International Financial Statistics; BIS international banking statistics; BIS calculations.




Global credit in US dollars, euros and Japanese yen Graph L3

Stocks, in trillions of US dollars Year-on-year growth, in per cent

US dollar credit to non-financial firms, households and governments
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Japanese yen credit to non-financial firms, households and governments®
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1 At constant end-Q1 2014 exchange rates. 2 Credit to non-financial sector in the United States/euro area/Japan from national flow of
funds, excluding identified credit to these borrowers in non-domestic currencies (ie cross-border and locally extended loans and
outstanding international bonds in non-domestic currencies). * Cross-border and locally extended loans to non-banks outside the
United States/euro area/Japan. For China and Hong Kong SAR, locally extended loans are derived from national data on total local
lending in foreign currencies on the assumption that 80% are denominated in US dollars. For other non-BIS reporting countries,
local US dollar/euro/Japanese yen loans to non-banks are proxied by all BIS reporting banks' gross cross-border US
dollar/euro/Japanese yen loans to banks in the country, on the assumption that these funds are then extended to non-banks.

Sources: IMF, International Financial Statistics; Datastream; BIS international debt statistics and locational banking statistics by residence.




II. Monetary liquidity

Indicators of monetary liquidity

Graph II.1

Global real short-term interest rates®

Ten-year nominal term premium?

04 05 06 07 08 09 10 11 12
- Advanced economies

2013 2014
- Emerging markets

Central bank assets, in USD trillions

10.0 / 10.0
75 o~ 15
5.0 5.0
2.5 25
0.0 " 1 11 1t 11t 1111 tuliial oo
00010203040506070809101112 2013 2014

- Advanced economies = Emerging markets

3

2 2
1 1
0 0
-1 f%w -1
-2 b -2

1 I
0001020304 0506070809101112

— United States

2013 2014
- Germany

Official FX reserves
6.0
45

3.0

0001 0203040506070809101112
—— InUSD trn (lhs) == As % of GDP (rhs)

2013 2014

! Based on 12-months-ahead average inflation expectations. 2 Ten-year nominal term premium (sum of the real risk premium and the
inflation risk premium) as derived from econometric term structure models.

Sources: IMF, International Financial Statistics; OECD, Main Economic Indicators; Bloomberg; Consensus Economics; Datastream; BIS

calculations.




III. Funding liquidity

External financing flows

In billions of US dollars Graph III.1
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! Net international debt issuance for all issuers, in all maturities, by nationality of issuer. In December 2012, the BIS revised the compilation
of its debt securities statistics to enhance their comparability across different markets. International issues were redefined as debt securities

issued outside the market where the borrower resides.
exchange rate-adjusted changes.
figures.

2 External loans of BIS reporting banks vis-a-vis individual countries; estimated
3 Monthly flows into equity and bond funds; for the most recent observation, sum of available weekly

Sources: Dealogic; EPFR; Euroclear; Thomson Reuters; Xtrakter Ltd; BIS locational banking statistics by residence; BIS calculations.




Banking sector loan-to-deposit and non-core liabilities ratios Graph IIL.2
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! Weighted average by deposits. ? Bank liabilities (excluding equity) minus customer deposits divided by total liabilities. * The United
States, Japan and Europe (the euro area, the United Kingdom and Switzerland). This ratio measures the degree to which banks finance their

assets using non-deposit funding sources.

Sources: IMF, International Financial Statistics; national data; BIS calculations.

Short-term and cross-currency funding conditions

In basis points Graph II1.3
Bank CDS premia, five-year Three-month Libor-OIS spread

500 500 300 300

375 375 200 200

250 250 100 100

125 125 0 o ) it 0

hane W'
0 oo o beelbeel 0 =100 o 1 0 bl [-200
04 05 06 07 08 09 10 11 12 13 Q314 04 06 08 10 12 Q314
= Senior debt = Subordinate debt —— US dollar Pound sterling —— Canadian dollar
—— Euro — Yen —— Australian dollar

One-year cross-currency basis swaps vs USD

o 0
-50 -50
-100 -100
-150 -150
=200 | o b b boveboce b becd b v b Ly =200
07 08 09 10 11 12 13 Q314
— Euro Pound sterling - Korean won
—— Swiss franc — Yen

Sources: Bloomberg; Markit; BIS calculations.
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IV. Risk appetite

Risk appetite and market positioning Graph IV.1
VIX and MOVE indices, 1 Jan 1991 = 100 Net inflows into hedge funds
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! Information based on active funds reporting to HFR database. Most recent data are subject to incomplete reporting. % HFRI Monthly
Performance Indices calculated by Hedge Fund Research; 12-month moving average. > Carry-to-risk ratios reflect the attractiveness of
carry trades by measuring the ex ante, risk-adjusted profitability of a carry trade position such that the one-month interest rate differential
is divided by the implied volatility of one-month at-the-money exchange rate options. Aggregates for possible target currencies are

obtained by averaging the relevant currency pairs.

Sources: Bloomberg; HFR; BIS calculations.




	Global liquidity: selected indicators0F
	Highlights
	Specific observations

	I. Credit aggregates
	II. Monetary liquidity
	III. Funding liquidity
	IV. Risk appetite


<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /PageByPage

  /Binding /Left

  /CalGrayProfile (Gray Gamma 2.2)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Warning

  /CompatibilityLevel 1.6

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages false

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.1000

  /ColorConversionStrategy /LeaveColorUnchanged

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams true

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo false

  /PreserveCopyPage false

  /PreserveDICMYKValues true

  /PreserveEPSInfo false

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments false

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Remove

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

    /SymbolMT

    /Wingdings-Regular

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 150

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 150

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.00000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /ColorImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 150

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 150

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.00000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /GrayImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 600

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.00000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile (None)

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<





    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>







    /HUN <>

    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 6.0 e versioni successive.)

    /JPN <>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200036002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 6.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>





    /SKY <>



    /SUO <>

    /SVE <>

    /TUR <>



    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 6.0 and later.)

  >>

>> setdistillerparams

<<

  /HWResolution [600 600]

  /PageSize [595.276 841.890]

>> setpagedevice



