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2007 Up, 2008 Down
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Advanced Economies Are Being Most Affectees.
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Most Global Risk Factors Are Negative

(Percentage points of global GDP growth over next 12 months)
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But Still Above Trend
(Percent change)
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Advanced Economies and Emerging Economiggsse.
Have Diverged, But Not Decoupled

(Annual percent change)
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Asian developments and outlook ¢

Real activity buoyant but slowing;

Inflation pressures building;

Exchange rate trends vary across the region;
Financial markets affected but less than elsewhere;

Outlook and risks: growth still robust, but slowing
somewhat (“de-coupling”? No.) Risks on downside

o Policy challenges: balance between inflation pressures
and external slowdown. Most countries have “policy
space.” Financial supervision/regulation.

High oil prices: impact on Asia
U.S. sub-prime crisis: some lessons



Growth is still strong, but slowing

Erergng Asia Redl (GDP Growth
Quarta-onquarte pacat dange SAAR

Sources: CHCData Gonpary Ltd and IMFstaff calaulations,
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Inflation pressures building since

early/mid-2007

Emerging Asia: Gonsumer and Producer Prices
(3onth paroat crange of 34, SAAR)
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Not just in food prices .
Emerging Asia: Core CH|
(3orth parcat diange o 3ma, SAAR)
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Impact of high oil prices 1

e Economic effects relatively muted so far;

e Benefited net petrol exporters (Malaysia,
Vietnam, Brunel, Timor-Leste, PNG);

e Strong world economy has cushioned impact;

e Exchange rate appreciation v. $ offset rise in $ oil
prices;

e Some prices controlled: gasoline prices generally
passed on to consumers, but not diesel and
kerosene. (So pressure might come.)
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Exchange rate trends vary across
countries...

Sdlected Asiac Nominal Efective Bxchange Rates
(January 1, 2007=100)

Sources: IVF, Infarmretion Natice System and AFD staff calaulations.
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...appreciation in some countries,
depreciation in others.

ASEANS: Nominal Hfective Exchange Rates
(January 1, 2007=100)
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Equity markets have been
cooling off...

Sdected Asia: Stock Market Indices

(January 2006=100)
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...and inflows have moderated.

Selected Asia: Net Equity Inflows
(Inkillions of US ddllars)
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CDS spreads have been rising...
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But markets have functioned well,
with no real signs of credit squeeze...

Liquicity Risk; Composite Indicator™
(Ereging Asia®)

Sources: Boonbag, and IMFstaff calaulations.

1 Theindex is calaulated besed on (i) curency hidask spreads, ([i) spreads betwean inter-bark
rates and t-alls, and (jii) daily equity market retumitovdunreratios. Ahigher vaueindicates
higher liquidity risk.

? It indudes Ching, India, Indonesia, Theiland and Melaysia.
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Several factors have supported ssee

Aslan financial markets... .

e Relatively limited exposure to structured
products;

e Positive and rising interest rate differentials vs.
U.S.;

e Positive long-term investor sentiment towards
Asia.
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Lessons from U.S. sub-prime sess
CrISIS .

e Markets and regulators were ill-equipped to deal
with structured products. Basel 11 might help;

e Important to have sound firm-wide risk
management capabilities;

e Use of off-balance-sheet entities by banks: rules
on them should be implemented,;

e Supervisors should closely monitor liquidity;

e Use of government housing agencies and
measures to strengthen housing markets.
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Outlook 2 .

e External environment has weakened substantially
In recent months.

e Asian GDP growth will slow to 6.2 percent In
2008, mainly because of lower export growth, and
recover gradually in 2009.
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Growth will slow 1n 2008 before
recovering gradually in 2009

Emerging Asia: Quarterly (DP Growth Forecasts
(Year-onvyeer percart chenge)
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Real GDP forecasts (2008-2009)

Asia: Readl GDP Gowth

(Year-onvyear percent change)

2006 2007 2007 2008 2008 2009
REOQt '07 Lates PYQ.

Industria Asia 24 2.3 2.3 2.0 17 17
Japan 24 2.1 2.0 1.7 14 15
Audrdia 2.6 4.1 4.4 3.8 3.2 31
New Zesland 15 31 2.8 2.3 20 2.1
Emergng Asia 9.0 9.2 9.0 8.2 7.6 7.9
NIEs 5.6 5.6 5.0 4.5 4.0 4.4
Hong Kong SAR 7.0 6.3 5.7 4.7 4.3 4.8
Korea 51 5.0 4.8 4.6 4.2 4.4
Sngapore 8.2 7.7 75 5.8 4.0 4.5
Taiwan PCC 4.9 5.7 4.1 3.8 3.4 4.1
Chima 111 114 115 10.0 9.3 9.5
India 9.8 9.2 8.9 8.4 79 8.0
ASEANS 5.7 6.3 5.9 5.8 5.8 6.0
Indonesia 55 6.3 6.2 6.1 6.1 6.3
Melaysa 59 6.3 5.8 5.6 5.0 52
Philippines 5.4 7.3 6.3 5.8 5.8 5.8
Thailand 51 4.8 4.0 4.5 53 5.6
Metnam 8.2 8.5 8.3 8.2 7.3 7.3
Emergng Asiaexcl. China 7.2 7.2 6.8 6.4 6.1 6.3
Emergng Asiaexcl. China & Inda 5.6 5.9 54 51 4.9 52
Asia 7.2 74 7.3 6.6 6.2 6.4

Sources CHC Data Gonrpany Ltd; and IMF, WEOdat abase.
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Risks are on the downside 2 .

Further deterioration in global financial markets that
could impact:

e equity/asset markets—>balance sheets;

e consumer/business confidence—>consumption,
Investment;

e counterparty risk-=>borrowing costs.
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Policy challenges



Manage Inflation pressure vs.
slowing external demand

Private Sector Inflation Forecasts
(Amud percantage change)

16
[ Actud inflation (Feruary 2008, yiy)

14 B
ST I 20U IR eI ETEsL 50 e Bl 200e)

10 -
8 -

o N b O
-1 |

Sources. Gonsansus Eoonarics; and CHC Deta Gonpany Ltd,

27



Asia. Sdected Fscal Indicators

Most countries have “fiscal space” to
respond If slowdown v. sharp

(In percert of @P)
General Goverrert Gross Dett Gartral Govermrert Fiscal Balance

Est. HaQ. HQg. I:St7 Haq. Paq.
Industrial Asia 1640 1641 1651 1633 36 25 26 26
Japen 1947 1955 1975 1960 47 34 35 35
Autraia® 89 87 79 72 16 13 12 14
New Zesland 2 233 236 218 200 51 34 36 22
Emerging Asia 367 377 364 349 09 02 10 09
NIEs 200 280 281 276 21 33 18 22
Hong Kong SAR 17 13 12 09 40 72 03 29
Korea* P2 R1 329 3R9 18 27 23 24
Sngepare 76 91 71 70
Taiwan FOC 349 321 313 297 03 09 00 00
China® 166 211 190 175 08 11 08 07
Inda® 801 793 792 770 36 32 31 31
ASEANS 452 413 403 395 09 14 A7 47
Indoresia® 300 350 331 315 10 412 21 419
Malaysia® 433 418 426 432 33 32 34 34
Fhilippines 739 623 591 571 12 416 06 05
Theiland " 411 382 382 384 06 04 04 04
Metnam’ 430 437 M7 L7 03 B84 21 25
Asia 724 716 694 664 16 05 14 413

Sources; IMF, WEDdetabase, and staff estinetes.

! Fiscal year ending June: Fiscal belance for Australiaindiudes net srpius fromstate.owned
erterprises.

“ Fiscal year ending June. Fiscal balance is defined as gperating balance net of revaluetions upto
FY07 and gperating belance net of gains and losses theredfter. Figures exdude net New Zedland
Siperannuation (NZS) Fund asset returrs.

° Gertral government only.

“ Corsdliceted certral government det induding government guerantesd debt for

finendid sector restructuring.

° Net Ot

® Fiscal year ending March; privatization receipts excluded fromreverues.

" Rudic sectar dht.

® Fiscal year ending Septenber.
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