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Plan of the Presentation

Prospects are improving but severe
Global Outlook pects are improving
downside risks remain

St @ik, tske, ol Growth to gain momentum but trade and

financial exposure to downside risks high;
So, how much insurance is still needed?

Policy Challenges

Asian Economic Which Way Forward to Make Asian

Integration Economies More Resilient?
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Global Outlook

Global activity has slowed sharply in the last quarter of 2011
and growth projections have been revised down

WEO January Update: Global GDP Growth
Oy, in percent)

===World 2012

Emerging and developing economies uSep. 2011 WEO

«=Advanced Economies Jan. 2012 WEO
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Global Outlook

But acute global financial tensions have eased in recent

weeks; prospects for a recovery have improved

Selected Europe: Sovereign CDS Spreads Purchasing Managers’ Index (PMI)
(In basis points; 5-year senior debt) (index)

Italy ———France =—Spain World = Advanced
——Emerging

Feb. 2012
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Global Outlook

Though global downside risks continue to loom large

Bank Lending Conditions
(Net percentage of domestic respondents
tightening standards for loans)

Tighter
United States High income
Bush tax cuts expire ~

United Middle & low income

Kingdom i
9 Euro area Bush tax cuts expire__

Fiscal Consolidation in the US
(General government: in percent of potential GDP)

Bush tax
cuts fully
extended,
no spending
sequester

2011 | 2012 Possible 2013
outcomes

Decrease in the primary structural deficit

A Y v ol
AMNNNANIVULAIIINNIIITNAY

ulianusizung anmimemanTeverazanuanudsslunsavdniiogae 1

4 4 o = a a td ~ o A 1 a § S
m‘wﬁ’mmuamﬂ‘wff_mﬁmﬂqmmimmmuughmﬂmag %Qﬂizé}uWﬂﬁﬂiiuﬂaﬂﬁﬁﬂ'ﬂmaﬁlﬂﬂﬂﬂﬂ%‘ﬂTﬁﬁﬂLﬂﬂlﬂ

2 o & ' ¢ o @
uf’Jﬂi]Tﬂuﬂ'ﬂiJﬂﬂﬂu'1/]1\1ﬂ"li!,ﬁ'l’]\‘if’)"Ii]!ﬂJuQﬂﬁi5ﬂW'l’]ﬁﬂuIﬂUWﬂLﬁiyiﬁWﬁﬁiuﬂ‘WﬂTﬂ AIDYIUYU

o a ' Y ~ <3 ' YR IR .
1umﬁgmmmmmmwumsﬂaﬂ,uﬂ 2555/2556 %ﬁﬂi:mm 1% Lﬂﬂ%t”ﬁuﬁ%i’]ﬂ GDP LWN‘]JGI,L!“TJ 2556 m”lmtuuau 3?@?)1‘0%3

g3 < = 73 o & X o A o A a
weosikuaves GDP '1‘1Jimmﬂizmm 3 1o guAYDI GDP “ﬁﬂﬂlu@gﬂ‘ﬂ'J']uIEJ“IJ']flﬂ']iﬁﬂﬂ']HﬂLﬁiJﬂluﬁﬁJfJﬂ§$ﬁ']u']ﬁUﬂlql%

zaiiuae lvsely

a

y

¥
ML 1



Asia Outlook, Risks, and Policy Challenges

High frequency indicators now suggest that a
turnaround might be imminent for Asia

Selected Asia: Consumer Confidence

Global PMIs and Emerging Asia IP Growth
(Index, PPP GDP weighted average, 2000=100)

mDecember-11

January-12

Correlation with Emerging Asia IP growth (right scale)
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47 0.6

Global Global Global G2

New New Manufac
Orders Export turing

Orders PMI

Note: Latest data as of February 2012 for except for China, Japan, Note: Includes Japan, Australia, Korea, Taiwan Province of
ELGRGENELTH China, Indonesia, Thailand, and China.
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Asia Outlook, Risks, and Policy Challenges

And only a modest slowdown is expected as domestic
demand is to remain resilient

Selected Asia: Contributions to Growth
(In percentage points; year over year)

H Public domestic dema

Asia 5.9 Private domestic demand

5.9 6.4
tndustriaiasia |02 | a0 | 20 | Growth
Japan -0.7

1.7 1.6
YT PR PR P

China 5 8.2

Indonesia
Malaysia

il 2012‘2013 2012‘2013 2012‘2013 2012‘2013 2012‘2013
Industrial| China East Asia India ASEAN
Thailand L f i Asia (excl.

China)

Singapore

Vietnam
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Asia Outlook, Risks, and Policy Challenges

However, downside risks loom large because of
significant external exposures

Value Added Exported, by Destination Selected Asia: Foreign Holdings in Local
(In percent of GDP) Currency Government Bonds

(In percent of total outstanding local currency
government bond)
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Asia Outlook, Risks, and Policy Challenges

Macro policy stances are generally accommodative:
How much insurance is still needed?

Real Policy and Lending Rates, Feb. 2012 Cyclically Adjusted Fiscal Balances
(Percent difference from 2002-07 average) (In percent of GDP)
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Regional economic integration can also provide
insurance and make Asia more resilient

Remainder of the presentation focuses on:

* Trade Integration: Implications of China
Rebalancing for Asia

* TFinancial Integration: Enhancing Benefits —
Minimizing Costs
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Asian Economic Integration

Trade within Asia has driven growth in global trade.

Global Trade in Goods Asia: Intra-Regional Goods Exports
(Exports plus Imports) (In percent of total Asian goods exports)
(Index; 1990=100)
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Asian Economic Integration

Trade within Asia has been fuelled by vertical
integration; centered on China

Selected Asia: Contribution to Export Asia (excl. China): Exports to G2 and China

Growth (In percent of total exports)
(In percent of total export growth; 1998-2009)
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Asian Economic Integration

However, China’s role may be changing in important
ways

China: Current Account and Components China: Terms of Trade
(In percent of GDP) (Index: 2004=100)
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Asian Economic Integration

With implications for Asian trading partners

Selected Asia: Domestic Value Added in Selected Asia: Correlation of Exports to
Exports to China China with Chinese Exports
(Investment goods relative to consumer goods (1 quarter lag)
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Asian Economic Integration

Rebalancing in China will depend on boosting
consumption

Selected A Private Consumption
(In percent of GDP; 2004-08 average)
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Asian Economic Integration

The degree of financial integration in Asia
lags trade integration

Trade and Financial Integration Scores
(Ratio of share in global trade (imports plus exports) or capital flows to share in global GDP)
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Asian Economic Integration

The degree of intra-regional financial integration tends to
be even lower; limiting benefits

Regional and Non-Regional Sources of Effect of Financial Integration on
Portfolio Investment Current Account Surplus
(In percentage points) (In percent of GDP)
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Conclusions

" Prospects for the global recovery have improved,
but downside risks still loom large

" Growth in Asia is set to gain momentum, but
exposures to outside risks are significant

= Key near-term challenges is to calibrate the
insurance still needed to support stable, non-
inflationary growth

= Greater regional integration can support economic
rebalancing and make Asia more resilient to external

shocks
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