BUZZ CHRONICLES > ECONOMY
Saved by @Alex1Powell
See On Twitter

Twitter Thread by Michael Pettis

Michael Pettis
@michaelxpettis

1/9

Good article. But while growing international criticism and rising trade tensions
may have had some impact, as the article suggests, | don’t think they really explain
the great reversal in BRI lending of the past few years.
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As | have been writing since 2011, China’s development lending was always likely to follow the pattern of other countries

when they first “went out” (e.g. the US in the 1920s, USSR in the 1950s, Japan in the late 1970s). Because of little
historical...
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knowledge and no previous experience, an early rapid rise in development lending would be driven mainly by

underestimating risk and an overestimation of their own business "success" in making loans, and would of course be further
supported by geopolitical ambitions.
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This combination would inevitably lead to bad lending decisions, followed just as inevitably by debt restructuring, loan

losses, and a contraction in development lending. In the 1920s, for example, the US set off quite explicitly and aggressively
to displace England in...
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Latin America, and American businesses and banks assumed they “understood” Latin America much better than the English

did, in spite of the vast English experience there, but their early displacement of British lending only resulted in the huge loan
losses of the 1930s.
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The impression | get from Chinese friends involved in the lending process is that the real shock for Beijing occurred in
2014-15, when cratering oil prices left Venezuela in tatters, and China was forced reluctantly to provide first $4 billion in
2014 and then another $5...
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billion in 2015 in cash-for-oil deals.

These and all its previous Venezuelan loans were then restructured for 3 years (and restructured again 3 years later). A
friend of mine working on the deal told me at the time that all Latin American lending was now coming under...
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much tighter scrutiny, and that there would be no new lending to Venezuela.

It is not surprising to me at all that this is when BRI lending peaked and began subsequently to fall. | don’t think Venezuela
was the first loan...
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shock, but it was big enough to set off a re-evaluation of the whole “going out” development lending program. | think later
problems in Asia and Africa mostly just reinforced the lessons learned in Venezuela.
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