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Economic Performance

e Economic growth in emerging East Asia moderated this
year due to weaker external demand and tightened
monetary policies to battle inflation; investment edged
up, while consumption remained strong.

o Inflation appears to have peaked, but remains a concern
for several economies.

o Balance of payments were mixed; the NIEs’ surplus
narrowed on reduced current account surpluses, while
those in the PRC and middle income ASEAN increased
slightly.

o Stock market indexes in emerging East Asia were
volatile as investor sentiment swayed in tandem with the
unfolding eurozone crisis and US economic uncertainty.

o Currency movements were mixed; largely mimicking
market reaction to events in the eurozone and US.

e Bond yield curves flattened due to declines in long-term
interest rates—meaning investors expect weaker growth.

e Across the region, safeguarding growth is becoming the
focus of policymakers as the global economy slows.

o Although emerging East Asia’s financial systems remain
sound, vulnerabilities exist.

Outlook and Risks

e Since mid-2011, the external environment for emerging
East Asia has worsened; no resolution of the eurozone
sovereign debt crisis is in sight and the US recovery
remains fragile.

o Aggregate GDP in emerging East Asia is expected to
grow 7.2% in 2012 after expanding 7.5% this year.

o The cautiously optimistic outlook for emerging East Asia
is subject to major downside risks: (i) a deep recession
in both the eurozone and US; (ii) protectionism or
tight trade finance; (iii) destabilizing capital flows; and
(iv) persistent or resurgent inflation.

Policy Issues

o The biggest policy challenge facing emerging East Asia
is how to safeguard the region’s robust growth against
the threat of another global economic crisis.
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o With the eurozone’s sovereign debt crisis unfolding and
risks of faltering global recovery rising, macroeconomic
policy must remain cautious and prudent.

e With demand from the eurozone and US expected to
remain weak for some time, emerging East Asia should
continue to work toward increasing intraregional trade
and financial integration, and expanding links with other
emerging economies.

o Emerging East Asia could accelerate regional policy
cooperation to mitigate the effects of external shocks.

Can East Asia Weather
Another Global Economic Crisis?

e The eurozone sovereign debt crisis continues to worsen;
it would have a serious yet manageable impact on East
Asia should it evolve into a full-blown global financial
and economic crisis.

o The region should be able to weather a crisis if
policymakers respond promptly, decisively, and
collectively:

— They need to respond quickly and firmly by deploying
financial, monetary, and fiscal policies to restore
confidence, ensure financial stability, and support
growth.

— Fiscal policy could be central to sustain growth, while
monetary policy retains enough flexibility to allow
stimulus while keeping inflationary expectations
anchored.

— East Asia must intensify collective action in addressing
the knock-on effects of another global financial crisis.

e Regardless, emerging East Asia must prepare for a
prolonged crisis and weak post-crisis recovery by
implementing appropriate short-term macroeconomic
responses and pursuing necessary long-term structural
reform.

— National development agendas and the desire to
rebalance sources of growth make targeted fiscal
stimulus attractive.

— Emerging East Asia should cooperate more on efforts

to accelerate rebalancing growth toward domestic
and regional demand.
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