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Presentation Outline

1. Benefits and Costs of Integration: A Conceptual
Framework

2. Trend of Integration in Asia

3. Cooperation to Counter Contagion:
Crisis Prevention & Resolution (FSN)
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A Concept of Regional Integration:
Balanced View
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Trade Integration and RPN in Asia

(2000, based on USs$ billion)
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PRC = People’s Republic of China, Korea = Republic of Korea, EU = European Umon (27), RPN = regional production networks, US = United States.
Note: Final goods include capital goods and ion goods, while inter goods include primary goods, parts and components, and processed goods for industry. Data
are based on the Broad Economic Categories classification.
Source: UNComtrade Database.

Trade Integration and RPN in Asia

(2010, based on USs$ billion)
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Note: Final goods include capital goods and consumption goods, while intermediate goods include primary goods, parts and components, and processed goods for industry. Data
are based on the Broad Economic Categories classification.

Source: UNComtrade Database,
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Direction of Asian Exports (% of Total Exports)
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Lncludes Brunei Darussalam; Cambodia; People's Republic of China; Hong Kong, China; India; Indonesia; Republic of Korea;
Lao People's Democratic Republic; Malaysia; Myanmar; Philippines; Singapore; Taipei,China; Thailand; and Viet Nam.

Portfolio Bond Allocation: 2001 and 2009

Percent Share
2009 2001
Home Asia Global| Home Asia Gilobal

Hong Kong, China 37.4 12.4 34.0 34.6 11.4 29.7

Porfolio Bond
Allocation of:

India 100.0 0.0 0.0 100.0 0.0 0.0
Indonesia 96.4 0.8 1.6  98.6 0.3 0.9
Japan 80.4 0.2 13.2  83.5 0.2 12.4
Korea, Rep. of 97.6 0.1 1.8 98.4 0.3 1.0
Malaysia 96.3 1.4 1.0 98.9 0.2 0.7
Philippines 94.2 0.5 3.2 94.0 0.4 5.3
Singapore 41.9 16.3 32.5 43.5 13.4 30.9
Thailand 89.8 8.0 1.4  98.2 0.5 1.1

1) “Asia” consists of the People’s Republic of China; Hong Kong, China; India; Indonesia; Japan; Republic of Korea; Malaysia; Philippines; Singapore;
Taipei,China; Thailand; and Viet Nam.
2) “Global” refers to the European Union and the United States.
Source: AsianBondsOnline Bank for International Settlements. International Monetary Fund




Cross-border holding of bond :
—2001:4.2%
—2010: < 8% (US$233 billion), mostly short-term

(Japanese i invested only 1.1% Korean 8.8%)

« Thai investors are most regional bias (exposure in Asia
71.1%

« EU & US investment in Asia far exceeded that of
regional investors. EU15 US$342 billion, and US US$
127 billion), exceeding the intra-Asian (US$233 billion).

Cross border holding of equity:

 Higher, but less than US investors (2001-2010: 10.6 to
23.6%, or US$38 to US$373 billion).

* Investors in Indonesia, Singapore, Malaysia and Korea
are most regional-bias. A significant increase in India
market

- More bonds _—
- # participants & foreign investors
L Local gov, public utility = I, P, VvV, C * Capital flows

- Corporate ("“deep & liquid™) = C, K, M
- Yield curve: shifts downward, flatter (E‘-Elfe heaven)

- Maturity/tenor: lengthened * Unilateral
- Institutional arrangameant: ‘

—= transparency: listing & disclosure
= Int'l accounting & auditing standard

= Insolvency law (bankruptcy, a
debt recovery & funding) Attent;ia_nt
—= ABO: = 309,000/day hit — vs decision

Limited Contribution of ABMI
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Assessing Asian Financial Integration

Increased
Integration

trade: ok
finance: slow

Crisis
Contagion

Risk
Sharing

limited

improvements
questionable

* Azis, 1) (2007): “....while the level of East Asian
financial integration may have increased, its benefits
in terms of consumption and investment risk sharing
have been limited. Even the advantage of having
greater resilience to external shock, that could be
potentially reaped from greater synchronization of
business cycles, has not been evident.”

* IMF-WP (2011): “risk sharing in found to be low intra-
regionally.....the US stands out as the one that reaps
the most benefit from sharing risks with Asia, for a
given degree of contagion risk exposure.....promote
degree of risk sharing without exposing countries to
greater contagion risks. Pursuing these regional policy
avenues should receive a priority over a push for
further overall financial integration whose welfare
effect may be ambiguous.....”

11-Apr-12



11-Apr-12

T e ———— r
00 Public social expenditure . | Average budget defich, 1995°2007
250 P!
s 4
200 3 4 . .
a
: ) | I T
.'215.0 3, ., IIII,_....
# s ;
oo 1 4H1HHH1H -
o ] :
50
00 A4 B HE &R ’ j | Greece: Debt/GDP
b ‘ § (b \.@ \ 1m0
+ o & 1
q@ \9? 6" “\Q v°° é ~6°‘ aq ‘:, 150
q. 150 4
\. "‘ &
[y 120 + =—Originai
& Average current account balance, 1999-2007 130 | i
120
10 [ ] 110 7
5 i B T o8 Iir 2odl il {5 014 =+
|
) & P A &op DS | PR,
i AN S S ﬁ\@& & & & & = | i
& —| e
a* 55 |
-10 ®
|
T . ’ -
=t J008 2009 J0I el 30u3 Joad 30 30iS

Eurozone
18 agreesto
i provide 30 EU expands Portugaland
billion euros powers of EFSF; Ireland 60
16 in emergency extends downgraded
i loans; IMF maturities of toJunk
Greece agrees to EU and IMF Greece loans A
adopts provide 15 A ) 50
14 > L0 agreeto —/
austerity billion bailout V
package Ireland
1.2
40
1
30
s
Greece TV
downgraded Spain
6to/BBB+ downgraded / l 20
Greece to Aal Portugal ':u Pa[.?a ndreou
downgraded asks for EU ,r’| ly resigns as
0.4 ) ot
tojunk baitout downgraded; Feelep
oJun pn S Eurozone minister
A P private sector 10
0.2 i shrinks
___’_/_,_,.._\_,J\/«N-’\‘v ~—7
[¢] [¢]
9 ® P O OO OO LD DDDD DD DD DD
SR R T T N e S S S SR S N S S S
& & F & W @5\ P N RO IS R R
——10-year Italy EUR Yield ——EMBIG Spread ——MSCI Emerging Asia ———MSCl Emerging Europe Greece Credit Spread




Exposure to US and European Banks by

Region (as of June 2011, US$ million)
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Thank you

Iwan J. Azis
Head

Office of Regional Economic Integration (OREI)
Asian Development Bank

6 ADB Avenue, Mandaluyong City
1550 Metro Manila, Philippines
Email: iazis@adb.org
Tel: 632-632-6688
Fax: 632-636-2183
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