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= Emerging Asia-related flows
—o— |ndustrial Asia-related flows

Sources : IMF, Direction of Trade Statistics and staff calculations.
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Myth 1: Trade integration has made Asia more
resilient to outside shocks

Direction of Exports in 2006
(In percent of total exports)

Direction

Asia NAFTA EU-15 Rest of

Total Emerging  Industrial World

Asia Asia

Total h19 421 99 | 207 14.2 13.2

(9.2) (11.7) (-25) | (-69) (-4.1) (19)

= |Asia  |Emerging Asia h1.6 408 108 | 201 14.6 136
?T (4.1) (9.8) (-b7) ' (486) (-2.2) (2.7)
el Industrial Asia ha.1 46.5 6.6 225 12.8 11.6
£ _(162) __(169) | (-07) | (87) (-74) (01
§- NAFTA 195 135 6.0 h2.5 14.6 13.4
- (58)  (10)  (68) | (118) | (74)  (13)
EU-15 8.2 6.1 2.2 9.6 h9.2 23.0
(0.7) (1.7] (-1.0) (1.2) (-6.7) (48]

Sources - IMF, Direction of Trade Statistics and staff calculations.

" Numbers in parentheses are changes in shares from 1990 to 2006. Shaded cells indicate intraregional
trade flows.
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Myth 1: Trade integration has made Asia more
resilient to outside shocks

Source of Imports in 2006
(In percent of total imports)

Source

Asia NAFTA EU-15 Rest of

Total Emerging  Industrial World

Asia Asia

Total h9.9 46.0 139 1 104 10.6 19.1

(11.8) {16.4) (-46) ! (-10.0) (-b.3) (3.5)

< Asia  |Emerging Asia 62.7 470 15.7 : 9.3 10.1 17.9
> (69) (15.4) (-85) ' (-7.1) (-49) (5.1)
< Industrial Asia h0.3 427 16 14.1 12.3 23.3
£ _U143) 1) | (1.8) | (126) (50)  (32)
E— NAFTA 309 23.3 16 36.2 16.0 16.9
- (-1.7) (70}  (88) [ _(18) | (-27] (28]
EU-15 125 9.9 25 h.9 h78 23.8
(29) (5.1) (-2.1) (-2.3) (-7.0) (6.3)

Sources - IMF, Direction of Trade Statistics and staff calculations.

" Numbers in parentheses are changes in shares from 1990 to 2006. Shaded cells indicate intraregional
trade flows.
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Myth 1: Trade integration has made Asia more
resilient to outside shocks

Direction of Exports in Asia in 2006
(In percent of total exports)

Direction

: Industrial Rest of

NIEs ASEAN-5  China . World

> |NIEs 14.0 12.2 2654 1 8.3 38.3
£ (1.7) (3.7)  (175) ' (51)  (-187)
9:_ ASEAN-5 21.6 9.7 1.1 1 16.0 39.6
2 (03) | (54) | (89) i (-109) (5.1)
i China 22.8 4.6 115 59.7
1= _(-184)  (1.7) (-3.8) (19.1)
E Industrial Asia 21.4 8.9 14.8 6.6 46.9
= (2.6) (1.1) (12.5) (-0.7) (-16.2)

Saurces: IMF, Direction of Trade Statistics and staff calculations.

" Numbers in parentheses are changes in shares from 1990 to 2006. Shaded cells indicate
intraregional trade flows.
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Myth 1: Trade integration has made Asia
more resilient to outside shocks

Global demand is still centered in advanced countries

2007 Share of Global GDP

ROW USA
EU4
IND—
RU HN
/ EU4: GER,
Source: IMF BRA UK, FR, IT
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Myth 1: Trade integration has made Asia more
resilient to outside shocks

Many “Asian” consumers are in the US...

Export Exposure to the United States
(In percert of AP
Orect Tota
1994 2006 1994 2006

Japan 2.5 34 3.0 4.4
Austraia 0.9 1.1 1.6 2.1
New Zedad 2.8 3.0 3.7 4.0
Ahim 56 O.6 7.6 12.2
India 1.7 2.4 2.0 3.1
Hong Kog SAR 16.7 14.8 20.0 21.8
Korea 4.9 51 6.1 8.7
Snggpare 23.9 17.3 31.9 30.8
Tawan ROC 10.4 0.9 12.9 15.5
Indonesia 3.3 3.5 4.5 5.6
Maaysia 18.0 227 25.0 31.7
Fhilippines 8.8 8.0 o.8 12.0
Thailad 7.0 10.5 89 15.1
Metnam 1.4 152 2.8 18.5
Asia 7.7 9.0 10.0 13.3

INndustrial Asia 2.1 2.5 2.8 3.5

Ererging Asia 9.2 10.8 12.0 15.9

Sources: UNCOMTRADE Databaese ad IMFstaff calcuatios. [
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Myth 1: Trade integration has made Asia
more resilient to outside shocks

... and in the EU

Export Exposure to the BJ15
(N percat of AP
Oirect Taa
1994 2006 1994 2006

Japan 1.4 2.2 2.0 35
Austrdia 1.5 1.9 2.2 3.1
New Zedad 3.7 3.6 4.8 51
Chima 3.9 7.7 6.0 11.7
India 2.6 3.1 3.3 4.5
Hong Kong SAR 12.6 15.7 16.9 24.7
Korea 2.7 50 3.9 8.2
Snggpore 17.0 20.1 255 35.7
Taivwan PROC 52 7.1 7.9 13.6
Indonesia 34 3.7 4.8 6.4
NMaaysia 11.4 13.8 18.3 25.4
Fhilippines 3.7 7.1 5.0 12.5
Thailad 52 8.7 7.5 14.7
Metnam 6.6 15.0 8.6 20.8
Asia 5.8 8.2 8.3 13.6

Industrial Asia 2.2 2.6 3.0 3.9

EBrerging Asia 6.8 o.7 .8 16.2

Sources: UN COMTRADE Dataloese aad IMFstaff caAcuatios. [
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Myth 2: Economic and financial integration
go hand-in-hand

Emerging Asia Is key for global capital inflows

Emerging and Developing Economies:
Private Capital Inflows
(In billions of U.S. dollars)

1800 -
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1000
800
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Source: IMF
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Myth 2: Economic and financial integration
go hand-in-hand

... and also a major source of global capital.

Emerging and Developing Economies:
Private Capital Outflows
(In billions of U.S. dollars)
1200 -
1000 -
800 -
600
400
200
Asia
O T T T T T T
2000 2001 2002 2003 2004 2005 2006 2007
Source: IMF
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Myth 2: Economic and financial integration
go hand-in-hand

But bilaterally, intra-Asian investment is small

Share of FDI flows in 2006, total US$2.7 trillion
(Percent)

Investment from : Total
Asia us EU5 Others outflows

Asia 3.4 0.6 0.9 2.4 7.2
UsS 1.0 - 2.5 3.4 6.9
EUS 0.4 2.7 3.7 5.4 12.3
Others 1.0 6.8 8.8 7.1 23.7
Total inflows 5.8 10.1 15.9 18.2 50.0

. Ul JUswisaAu|

Overall flows 13.0 16.9 28.2 41.9 100.0
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Myth 2: Economic and financial integration
go hand-in-hand

But bilaterally, intra-Asian investment is small

Share of portfolio investment in 2005, total US$52 trillion
(Percent)

Investment from :

Asa_US EU5 Others o

Asia 0.4 1.7 0.9 1.2 4.2
US 1.7 - 2.1 6.5 10.2
EUS 1.2 2.8 4.5 7.3 15.8
Others 2.1 4.4 6.7 6.5 19.7
Total 5.4 8.9 142 215 50.0

. Ul JUsWwiSoAU|

Overall inv. 9.7 19.1 30.0 41.2 100.0
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Myth 2: Economic and financial integration
go hand-in-hand

In part this reflects lagging bond markets

Size of Capital Markets in 2006
(In percent of GDP)
250 -
O Equities m Bonds O Private Bonds

200

150 -

100 -
50
0

United States Euro Area Japan Emerging Asia
Source: IMF.
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Myth 2: Economic and financial integration

go hand-in-hand
... and remaining capital controls, affecting
the geographic breakdown of inflows...

Direct Investment Portfolio and Other Investment

ASEAN India 559 ASEAN
13% 5% 6%

Inflows 2005-2006; Source: IMF.
Treasury Markets



Myth 2: Economic and financial integration
go hand-in-hand
... and outflows.

Foreign Direct Investment Portfolio and Other Investment

China

ASEAN ASEAN
11% 10%

Outflows 2005-2006; Source: IMF. m
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Myth 2. Economic and financial integration
go hand-in-hand

In China, quotas remain small

e QFII at US$30 billion < 0.7% of market

e QDII at RMB 90 billion < 0.5% of HK market
* Performance hampered by limits on asset
classes and choice of foreign markets
Interest in funds declined with the recent
stock market slump
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Consequences: Real and financial linkages to the

rest of the wor

d remain key

nas become more synchronized with US

Growth
Gowth Gorrdation with the United States

199096 200007
Japan 0.06 041
Austrdia 0.74 0.38
New Zedad 0.28 0.23
Ghma 0.08
Inda 0.14
Hong Kong SAR 0.16 0.61
Korea 0.32 0.30
Snggpare 0.31 0.62
Tawan POC 0.24 0.61
Indonesia 0.06 0.05
Mdaysia 0.26 0.52
Philippines 0.28 047
Thailad 0.20 047
\iegnam 0.20

Sources. C(HCData Gonpary Ltd; and IMF staff cdedatians. [
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Consequences: Real and financial linkages to the
rest of the world remain key

Asia has not been immune to global sell-off

Selected Asia: Net Equity Inflows
(In billions of U.S. doflars)
e it

W Jspan
30 - - B Taiwan POC
ASEAN-5 excl MYS

O India B e

A) — —— = o

d=] d=] 0D o w0 o ] [ ] ™~ M~ = I ==} (== (==}

© © © o © © o o o oo oo o e o o

= E == = = = = E = = R = = E ==

S = 2 ° 6 2 S = 2 ° a6 2 5 = =
Source: Bloomberg LP-
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Consequences: Real and financial linkages to the
rest of the world remain key

Stock markets have seen major declines

Selected Asia: Stock Market Indices
(January 2006= 100/

2" ------—-——-"——-"—""—-""-""-"-—"-"-"=-"-"—"—"-"—-"—"—"—"—-"—"—-"-—-—- 600
— NlEs 1/ == ASEAN-& 1/

220 — == apan e e b00
=x=China (nght scale

w0 4 w] w0 dm] o w M= [ ] == ] = ] =] == = =]
= — e — = = — — — = —

o =y = @ = o ] = = a = o o) o
= =2 = a2 O = = v =2 T =2 =

Sources: CEIC Data Company Ltd; and IMF staff calculations.

" Weighted by market capitalization.
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Consequences: Real and financial linkages to the
rest of the world remain key

Credit risks have been repriced

Credit Risk: iTraxx Indices’

— Asia excl. Japan

P P P P P P P P P P P s = = 00 00 &0 S0 00 0 20 0 60 80 a0
SScocsSocSooossosssesssessososS
m T MmN o N D T e N e SN NSNS
P P~ 00 60 h ) v OO v r= w= & O v v= & & 09 09 - L
— — =

Sources: Bloomberg; and IMF staff calculations.
"iTraxx Indices are a set of credit default swap indices covering regions or sectors and contain

the most liquid names in that market, based on a dealer poll.
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Consequences: Real and financial linkages to the
rest of the world remain key

... Including for banks

Credit Risk: Banking Sector Credit Default Swap Spns'.-.ads1
{Basis points)
o0 -——--—- e e e

2h0 - = = = Singapore
—— Australia

P o P P P P P P P P P M P P~ 0 20 €0 S0 OO 080 00 oo o0 o0 80
coocooocooooocooscosoocscosesS e
) 0 O 00 M~ O =fF O N WO O 60 P~ — =fF 0 — L O = — L O3 &y
~ T RN NG N o g RN N N NG TS
M~ M~ 80 60 O O = O v v w= & & ™ = & & 2 - L
— — —

Sources: Bloomberg; and IMF staff calculations.
" Country spreads are weighted averages based on relative assets.
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Consequences: Real and financial linkages to the
rest of the world remain key

... although the direct subprime exposure is small

Expected Nonprime-Related Bank Losses
(I billions of US. dollars as of March 2008)
160

140 - - B Conduits [ SIVs

ABS CDOs

120 ~
ABS
100 ~

B Nonprime loans
80

60
40 -

Europe United States Asia
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Outlook for Hong Kong: China’s financial
opening will be key

China offers significant potential for portfolio
flows:

« HKMA study based on PF flows in OECD

« Assume China is as open as OECD

* PF outward investment would be US$340 bn
* This is three times the actual level
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Outlook for Hong Kong: China’s financial
opening will be key
Hong Kong is already China’s key intermediary

A. Share of FDI flows in 2006, total US$183 billion
(Percent)

Investment from : Total
HKG CHN India IDN JPN KOR MYS PHI SGP TWN THA outflows

HKG - 7.3 - - 1.8 0.1 - - 07 03 - 10.2
CHN | 15.2 = - 01 41 30 03 02 18 29 02 27.8
India - - - - 04 01 - - 0.2 - - 0.6

= IDN 0.0 - - - 1.1 02 00 - - - - 1.3

é JPN 01 00 00 00 - 00 00 00 00 01 01 0.3

3 KOR 00 02 - - 0.3 - 0.0 - 0.1 - - 0.7

§. MYS 00 01 00 00 01 01 - - 03 0.1 - 0.7

h PHI 00 00 0.0 - 05 00 00 - 01 00 00 0.7
SGP 02 00 00 01 14 02 - - - 05 0.0 25
TWN 0.0 - - 00 05 - 01 00 03 - 0.0 0.9
THA 04 00 00 00 21 01 00 00 14 02 - 4.4

Total inflows  16.1 7.6 0.0 0.3 123 3.7 0.5 0.2 4.9 4.1 0.3 50.0

Overall flows 26.3 355 0.6 16 126 4.4 1.2 0.8 7.4 5.0 4.6 100.0

Note : Absolute values of flows are used in the calculation.
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Outlook for Hong Kong: China’s financial
opening will be key

...both for FDI and portfolio investment

B. Share of portfolio investment in 2005, total US$401 billion

(Percent)

Investment from : Total
HKG CHN India IDN JPN KOR MYS PHI SGP TWN THA

HKG - - 00 00 22 03 00 00 34 - 0.0 6.0
CHN [10.3 : . 00 10 00 00 00 08 - 0.0 12.2
India 0.5 : - 00 07 01 00 00 06 - 0.0 1.9
= IDN 0.1 - 0.0 - 01 00 00 00 16 - 0.0 1.9
@ JN 42 - 00 00 - 04 00 00 22 - 00 638
3 KOR 3.1 - - 00 1.9 - 00 00 23 - 0.0 7.2
§. MYS 1.0 - 0.0 - 03 01 - 00 42 - 0.0 5.6
h PHI 0.3 - 00 00 03 00 00 - 0.2 - 0.0 0.9
SGP 1.8 - 00 01 11 01 02 00 - - 0.0 3.3
TWN 1.1 - - 00 03 00 0.0 - 0.8 - - 2.3
THA 0.6 - 00 00 02 00 00 00 11 - - 1.9
Total 22.9 - 00 01 83 09 03 01 172 - 0.2 50.0

Overallinv. 28.9 122 1.9 2.0 15.1 8.1 5.9 1.0 205 2.3 2.1 100.0

Treasury Markets




Outlook for Hong Kong: China’s financial
opening will be key

Hong Kong offers proximity and supply-side
advantages, such as skilled labor...

Labor competitiveness and intensity of cross-border finance
20

S 1 |
Rl ¢
o O 16 =
=
2 g W
g c;s 12 1 Banki
£ @ 10 |4 o2Ng

o)
Q= g8
T 0
c <
0 g 6 ®
S Q 4 FDI m Portf.Inv.
e 9 .
T & 2-

= " A
n: 0 I ‘ I . \‘ * , ‘ I . 1

0 2 4 6 8 10 12 14
Rank in availability of skilled personnel and professional senices
Source: SFC and IMF staff estimates.
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Regulatory envronment and intensity of cross-border finance

a Portf.Inv.
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Rank in regulatory envronment and government responsiveness

Source: SFC and IMF staff estimates.
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Business infrastructure and intensity of cross-border finance

4 Banking

a Portf.Inv.
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Source: SFC and IMF staff estimates.

Treasury Markets
Summit




Outlook for Hong Kong: China’s financial
opening will be key

e Recent administrative measures seem
to underscore Hong Kong'’s privileged
role

— Mainland fund managers to establish
subsidiaries here

— Expansion of QDI

— “Through train” pilot scheme
— RMB bond issuance

— IPOs of large Mainland banks
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Outlook for Hong Kong: China’s financial
opening will be key

e Longer term :

— How can HKSAR maintain its first-mover
advantage?

— Preeminence of financial centers can last
long-time

— But competitive strengths geared toward less
China-centric model should be bolstered early

Treasury Markets




Outlook for Hong Kong: China’s financial
opening will be key

e Building an IFC without a hinterland would
require:
— Maintaining edge on labor, regulation and
business infrastructure

— Improving English language skills across all
sectors of society

— Further enhance quality of life
— Developing new markets and instruments?
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Thank You
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