China International Capital Market Forum—May 24, 2008

Global Economic Trends

EIRETFFER:

Tarhan Feyzioglu
Resident Representative

WIS
b5t MAEEHRFELAR

The views expressed in this presentation are those of the author and should not be
attributed to the IMF, its Executive Board, or its management.

UTEFRMNEREERANA, EIMFEAEPIITEERE TR



The Global Economy
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* The global economy is off the path of solid growth
and low inflation
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* Two forces combined over the past year
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— Financial market turmoil
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— The sharp rise in energy and commodity prices
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Global GDP Growth Is Down, Inflation Up.
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Advanced Economies Are Slowing Down The Most.
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%merging and Developing Economies Slowing, But
Still Above Trend.
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%]ymptom of a Global Problem: CDS Spreads Rising.
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Source: IMF staff estimates.

1/ Consolidated series based on investment grade entities from various sectors. Asia ex. Japan includes some non-investment grade entities.
2/ Median based on U.S., Europe, Japan, Asia ex. Japan. Shaded area represent (+/-) one standard deviation.
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1st chart: CDS Spreads US EU Banks median v2.xls & US_Europe_HG_CDX (WEMD).xls & Credit Derivatives Watch.xls ‘CDX’ AD, ‘iTraxx’ AO

2nd chart: DS_CDS.xls & ITRAXX Asia.xls  US_europe_hg_cdx (WEMD).xls

3rd chart: ITRAXX Asia.xls (asia worksheet at the end)  NEW



Look at CDS Japan, asia and europe.xls


The Spread of The Crisis Beyond The U.S.
Subprime Market (1)
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Delinquency rates on subprime mortgage loans rose and weaknesses
emerged in higher-quality mortgages, reflecting lax underwriting standards,
downward real estate prices, and the employment rate.
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Some similar features are beginning to emerge in Europe, as housing cycles
start to turn.
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The U.S. commercial real estate sector and the corporate debt market
appear vulnerable. Additional pressures come from rating downgrades on
financial guarantors and raising concerns about counterparty risks.
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The Spread of The Crisis Beyond The U.S.
Subprime Market (2)
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« Broader credit deterioration, a weakening economy, and falling
prices of structured products combine into a substantial hit to the
capital of systemically important financial institutions.
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* Bank balance sheet adjustment could crimp or bind credit.
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The Fallout To Date From The Sub-prime Crisis On
Asia Has Been Limited.
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* Sub-prime related losses in the region remain
substantially lower than elsewhere.
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 Asian corporations seem to have little difficulty in
accessing local loan and debt markets.
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* |nvestor sentiment toward Asia remains positive.
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This Reflects Several Factors:

XFER AL T LA

* The securitized finance model is less prevalent in Asia.
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« Some financial centers, including Hong Kong SAR, already
had adopted Basel Il standards.
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« But, Asia has not “delinked” from global capital markets and
the turbulence of the last year.
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Lessons From The Current Financial Crisis.
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Stronger credit discipline.
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Better risk management.
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Stronger crisis management frameworks.
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Headline Inflation in Advanced Economies
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Inflation Pressures Building In Emerging Asia
Since Last Year.
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Brerging Asia: Consumer and Producer Prices
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Qil Prices and Futures Surged.
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Other Commodity Prices and Futures Have Also

Moved Higher.
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Factors Behind Commodity Price Boom
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Rising demand from emerging markets.
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Rising biofuel production.
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Financial trends:
<E R T THI )
— Depreciation of the U.S. dollar.
— RICHINZAE.
— Falling policy interest rates in the U.S.
— FRE AU
— Favorable investor sentiment and increasing use of commodities for portfolio
diversification.
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Global Outlook has Weakened
With Risks Still Tilted to the Downside
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Most Global Risk Factors Are Negative.
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More Can Be Found On Our Website:
E\ﬁ/flzllllt A] LLaE jLﬁdl]B/JHJIE@KTEF:

« IMF:
www.imf.org

* China and the IMF:
www.imf.org/external/country/CHN/index.htm

* Resident Representative Office in the People’s Republic of China
www.imf.org/external/country/CHN/rr/index.htm
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