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Learning in Retirement Fall 2018
Globalization and All That

Sept. 17 Welcome to the Global Economic Crisis

What happened and whye Features and explanations for the crisis.
What were the consequences — economic, polifical? Looking at key
concepfts of the international economy and economic tferms and
fools

Sept. 24 A Little History

Globalization before it was cool. Empires, capitalism and Europe. The
Great Depression and its impact — lesson learnt and forgotten

Oct. 1 A Little Theory

How do we think about the global economic system?2 Where do the
ideas come from?2 Why is theory important2 Battle of the Thinkers:
Conservatives vs Liberals vs Radicals.

Learning in Retirement Fall 2018
Globalization and All That

Oct. 15 Global Trade

What is thise¢ History and Development. Free Trade, economic nationalism
and causes of war

Oct. 22 Global Financial and Monetary System

From manufacturing fo service economy. Financial sectors and banks.
Revisiting the global crisis.

Oct. 29 Globalization and Interdependence

The relationship between globalization and interdependence. Tension
between nationalism and globalization. Who conirols the world?

Nov. 5 Development and Global Inequality

Global inequality. The Third World. How do we help? How do countries
grow. Free Trade to fair Trade?

Nov. 19 Future of Globalization
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Happy Birthday !

Global Economic
Recession

AIG Lehman Shock Hlts World Markets
Allows Incestment Bank to Fail: ﬂﬂmtay in Taiks to Buy Core Lehinan Unit
AIG Faces
= Cash Crisis
¥ As Stock
Dives 61%

“ 5
L]lmmum
¢ Panbsan

Class NO.1 | September 17, 2018



Prof. John Wooding, UMass Lowell 10/3/2018

Bush Statement 9/24/2008

» hitps://www.youtube.com/waich2ev=Té6bmEv2-rFA

Europe Too

Austerity measures are Countries and banks
The collapse of Lehman Brothers adopted; Greece, Ireland struggle to get balance
kicks global crisis into high gear. are bailed out. sheets under control.

2008 2010 2012

1999 | 2009 2011
fl  cuoisinoduced MMl Greece's accountingunravels Ml Crisisdeepens |

The common currency known Greece's budget deficit is far A permanent rescue fund is planned
. as the euro debuts in 11 higherthan the country had let on. as European leaders ook for
| countries. resolution.
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Global Financial Crisis

Timeline of Events — 2007/08

The current financial crisis is categorized as the worst since the Great Depression. Some of
the major events related to the crisis are mapped to the Dow Jones Industrial Average

DulA Index Value, June 2007-0ctober 2008
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Disaster Timeline

Apr 2007 The first signs of trouble in the US housing market as subprime
specialist lender New Century Financial files for bankruptcy.

Aug 2007 French bank BNP Paribas suspends three funds that invested in
the US mortgage market. It blames a “complete evaporation of liquidity”.

Sept 2007 In the UK, investors queue to take their money out of Northern
Rock - the first run on a bank in the UK since 1866.

Mar 2008 JP Morgan agrees to buy Bear Stearns, which is on the brink of
collapse due to its exposure to the failing subprime investments.

July 2008 Authorities prop up America’s two largest lenders Fannie Mae
and Freddie Mac, two government-sponsored enterprises that bought
mortgages from banks.
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Disaster Timeline

Sep 2008 US bank Lehman Brothers collapses. Banks and corporations
globally begin to fail. In the UK, HBOS is taken over by Lloyds.

Oct 2008 US signs an act to effectively bailout its financial system. UK
government steps in to save its banking system.

Nov 2008 The International Monetary Fund begins approving loans to
stabilise countries including Ukraine and Iceland.

Dec 2008 - Jan 2009 Global economies begin to go into recession. Central
banks cut rates in a co-ordinated effort to stem the crisis.

March 2009 Global stock markets hit post crisis lows. Interest rates are
reduced to record lows in US and UK. Both countries begin huge quantitative
easing measures.

June 2009 OECD says the world economy is near the bottom of its worst
recession in post-war history.

The Great Recession by the Numbers
X I 1 1111 XJ.)

Unamploymant was still
Housing prices fell above 9 percent
31.8 percent in 2000
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of all mortgages
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Unemployment Rate
2006-2012

—Uus.

=——Euro zone

Jan 2006 - Nov Eﬂﬂﬂ
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World GDP*

“ chanage on a year earlier
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*Estimates based on 52 countries representing 90% of world GDP. Weighted by bDP at purchasing-power panty
Source: The Feonomist I Braril, Russia, India, Chingand South Africa

Figure 1. Lehman Brothers stock, 2007-2011 (in dollars and volume traded)
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Source: Yahoo Finance http:/finance.yahoo.com retrieved August 19, 2011.
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Figure 2. General Motors Corporation stock, 2007-2011 (in dollars and volume traded)

MOTORS LIQUIDATION
EMTLAQ.PK
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Source: Yahoo Finance http://finance.yahoo.com retrieved August 19, 2011.

Figure 3. Citigroup, Inc. stock, 2007-2011 (in dollars and volume traded)

Citigroup, Inc. Common Stock
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Source: Yahoo Finance http:/finance.yahoo.com retrieved August 19, 2011.
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Figure 4. American International Group stock, 2007-2011 (in dollars and volume traded)
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Source: Yahoo Finance http:/finance.yahoo.com retrieved August 19, 2011.

Figure 5. Fannie Mae stock, 2007-2011 (in dollars and volume traded)
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Source: Yahoo Finance ht ce.yahoo.com retrieved August 19, 2011.
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Figure 6. Freddie Mac stock, 2007-2011 (in dollars and volume traded)
PAFreddie
o0 Mac
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Source: Yahoo Finance http:/finance.yahoo.com retrieved August 19, 2011.

What Caused the Crisis of 20087
Well, a lot of stuff

Fannie Mae and Freddie Mac hold a huge share of
American mortgages.

» Beginning in 1995, HUD regulations required
Fannie Mae and Freddie Mac to increase their
holdings of loans to low and moderate income
borrowers.

» HUD regulations imposed in 1999 required Fannie
and Freddie to accept more loans with little or no

down payment.
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What Caused the Crisis of 20087

The Fed’s manipulation of interest rates during
2002-2006

» Fed's prolonged Low-Interest Rate Policy of
2002-2004 increased demand for, and price
of, housing.

» The low short-term interest rates made
adjustable rate loans with low down payments
highly attractive.

» Real wages declining since 1970s

» As the Fed pushed short-term interest rates
upward in 2005-2006, adjustable rates were
soon reset, monthly payment on these loans

increased, housing prices began to fall, and
defaults soared.

What Caused the Crisis of 20087

An SEC Rule change adopted in April 2004 led to
highly leverage lending practices by investment

banks and their quick demise when default rates
increased.

» The rule favoured lending for residential housing.
» Loans for residential housing could be leveraged
by as much as 25 to 1, and as much as 60 to 1.

» When default rates increased in 2006 and 2007,

the highly leveraged investment banks soon
collapsed.
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What Caused the Crisis of 20087

Doubling of the Debt/Income Ratio of Households
since the mid-1980s.

» The debt-to-income ratio of households was
generally between 45 and 60 percent for several
decades prior to the mid 1980s. By 2007, the
debt-to-income ratio of households had
increased to 135 percent.

» Interest on household debt also increased
substantially.

» Because interest on housing loans was tax

deductible, households had an incentive to wrap
more of their debt into housing loans.

» The heavy indebtedness of households meant

they had no leeway to deal with unexpected
expenses or rising mortgage payments.

A;mﬂ-hmm entities (51Vs) and over-the \

Financial deregulation | counter ransacions
(19905 anwards) 1

Comphex securitization of assets (COOs| accompanied by
Loose monetary policy i sk mnalysls/asumptions

\ (2002-2005) p
. r Extessive leverage and reliance on short-term debt {repos)

Remuneration incentives encouraged excessive risk-taking

Credit ratings agencles fallure to accurately assess risk

. '\:urmin mortgage bending and poor lending standards
Global

g Inter-linkages |
in global b
financial g GLOBAL FINANCIAL CRISIS

system
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Explaining the Housing Collapse
and the Crisis

Explaining the Crisis — A Different
View
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What is Globalization?

» Growth of networks of interdependence that franscend national and
regional boundaries

» Economic networks
» Trade
» Capital flows
» Labor migration
» Communication and transportation networks
» Networks linking soldiers, criminals, terrorists
» Advocacy networks
» Religious organizations
» Social networks
» Cultural Networks
» Entertainment
» Language
» Education
» Shared Values?

Picture of Opie
=
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Globalization

Irhe Organization for Economic Cooperation and Development defines
it as:

A process "by which markets and production in different countries are
becoming increasingly interdependent due to dynamics of frade in
goods and services, and then flows of capital and technology.”

World Health Organization

“Globalization, or the increased interconnectedness and
interdependence of peoples and countries, is generally understood to
include two inter-related elements: the opening of international borders
to increasingly fast flows of goods, services, finance, people and ideas;
and the changes in institutions and policies at national and
international levels that facilitate or promote such flows.”

» An economic phenomenon?
» A social phenomenon?
» A cultural phenomenon@

Globalization is
Inferconnectedness

» The increasing reliance of economies on each other

» The opportunities to be able to buy and sell in any country in the
\Welile

The opportunities for labour and capital fo locate an
\Welgle o

The growth of global markets in finance
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Integration of EConomies

» Technology
» Communication networks
» Internet access

» Growth of economic cooperation — trading blocs (EU,
NAFTA, etc.)

» Collapse of ‘communism’
» Movement to free trade

Lots of Connections
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An Invention that Changed the
World |
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Inventor of the Container

Malcolm P. Mclean (1914-2001)

- htfu:/fhbs\ul&.hbs:é;imgmsmsﬁ

Trade and Financial Capital
Movement

» Massive increase in global trade in products and goods

» Massive increase in the flow of capital and investment -
short and long term

» Increasing migration of peoples
» Instantaneous knowledge at a global level
Raises the question:

Can governments control their economies and
make economic policy that responds to crisis,
plans, or human need?
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How Much Currency is Traded Daily?

$US5,100,000,000,000. That's trillion with a “t”.

S5 trillion

Chart 1. Total FX volume falls

a0g Bilion USDIday  Total FX Bilion USDIday ¢
5000 - 5000
4000 L 4000
3000 L 3000
2000 b 2000
1000 J l I - 1000

0 - : ; : : : : H 0
1998 2001 2004 2007 2010 2013 2016

Source: BIS

What Does 1 Trillion Dollars Look
Like?e
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Size of Foreign Exchange Markets

$5.3
FX MARKET Trillion
VS PR -0
OTHER MARKETS ;

* Estimated Values

NY Stock Futures
Exchange

Scope of World Trade 2017

Figure 1
Values and growth rates of world trade in goods and services

(a) (b)

Trade of Goods and Services Export Growth

— Goods ~—— Services ~—— Services Developing = = Services Developed
—— Goods Deweloping == Goods Devaloped

=]
US$ Trillion

_’/\/\——5
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Source: UNCTAD secretariat calculations based on COMTRADE data.
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Merchandise Exports by Region,

10/3/2018
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People on the Move
International Migration

» The number of international migrants worldwide has
continued to grow rapidly in recent years, reaching 258
million in 2017, up from 220 million in 2010 and 173 million

in 2000.

» Over 60 per cent of all international migrants live in Asia
(80 million) or Europe (78 million). Northern America
hosted the third largest number of international migrants
(58 million), followed by Africa (25 million), Latin America
and the Caribbean (10 million) and Oceania (8 million).

Class NO.1 | September 17, 2018

22



Prof. John Wooding, UMass Lowell

Class NO. 1

>
>
>
>
>
>
>
>
>
>

Size Matters
Growth of Multinationals

Walmart - $485.9 billion revenue in 2017

State Grid Corporation of China — $315.2 billion revenue in 2017
Sinopec Group - $267.5 billion revenue in 2017

China National Petroleum Corporation — $262.6 billion revenue in 2017
Toyota Motor — $254.7 billion revenue in 2017

Volkswagen - $240.3 billion revenue in 2017

Royal Dutch Shell - $240 billion revenue in 2017

Berkshire Hathway - $223.7 billion revenue in 2017

Apple Inc. - $215.4 billion revenue in 2017

Exxon Mobil - $205 billion revenue in 2017

Size by Value

Facebook

R

September 17, 2018
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US National Debt 2018
$21.5 trillion (105% of GDP)

$22,000,000,000,000
$20,000,000,000,000
$18,000,000,000,000
$16,000,000,000,000
$14,000,000,000,000
$12,000,000,000,000
$10,000,000,000,000

$8,000,000,000,000

$6,000,000,000,000

$4,000,000,000,000

$2,000,000,000,000

National Debt

[ Public Debt

Intergovernmental Holdings

Interest on US National Debt =
$1 billion/day

Rising Debt

Costs

Rising interest spending deprives American taxpayers of hundreds
of billions of dollars annually. Over the next decade, as interest
rates increase and debt held by the public approaches the size of

the entire U.S.

- pa;

projected to grow more quickly than any other major part of the

budget. According to CBO, i P k
icai in 2020 and will top defense spending

net

are

in 2023. By 2028. CBO projects that net interest spending will
nearly triple, reaching $915 billion.

Interest Payments Nearly Triple:

Surpass Medicaid in 2020, Defense in 2023

§ Billions, Outiays

316

2018
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US Govt. Debt Holders

FY 2016: To Whom Does the U.S.
Government Owe Money?

Estimated

$19,573.4 Billion
as of
30 September 2016

Sources: U.S. Treasury Department, U.S. Federal Reserve

Presented Clockwise from Top
= U.S. Individuals and Institutions
m U.S. Social Security Trust Fund
= U.S. Federal Reserve
m U.S. Civil Service Retirement Fund
mU.S. Military Retirement Fund
= All Other Foreign Nations
= Japan
= China (and Hong Kong)
Belgium & Ireland
= Brazil

United Kingdom

© Political Calculations 2017

Big Questions for Us to think About

» What's the relationship between

economics and politics?

» Can we resolve the tension between
globalization and nationalism?

» Can governments control their

economies?

» What is the future of democracy in an
inferdependent and globalized world?
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