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“When the Levee Breaks*
Discusses Where the Next Asset Bubble May be Forming
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In my opinion, it appears asset bubbles in real-estate, stock and currency
markets, especially in Asia, are a concern. The major reason for that is the
very low interest rate of the US dollar and the fact that some economies in
Asia that are rebounding faster out of the global downturn are helping
investors to borrow in dollars and invest in real-estate, stock, and currency
markets. According to the Wall Street Journal, the World Bank warned in
November 2009 that the sudden reappearance of billions of dollars in
investment capital in East Asia is "raising concerns about asset price
bubbles" in equity markets across Asia and in real estate in China, Hong
Kong, Singapore and Vietnam. Also in November 2009, the International
Monetary Fund cited "a risk" that surging Hong Kong asset prices are being
driven by a flood of capital "divorced from fundamental forces of supply and
demand."”

As several economies around the world pumped money into their countries’
financial system to minimize the impact of the global slowdown, the
economies that are rebounding have a tendency to overprice assets. These
countries need to take a closer look at their policies to avoid the risk of
another localized asset bubble.
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