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Economic Performance

	 Growth across emerging East Asia moderated in the 
first half of 2011 as authorities wrestled with rising 
inflation; domestic demand remains robust albeit with 
easing investment as NIEs drawdown inventory.

	 Inflation continued to rise across much of the region, 
driven by higher commodity prices and strong 
economic recovery.

	 Balance of payments surpluses narrowed on lower 
capital inflows, even as strong exports boosted current 
accounts. 

	 Emerging East Asia’s stock markets were mixed in 
the first half as the region’s growth moderated and 
monetary policies tightened. 

	 Most of the region’s currencies continued to gain 
against the US dollar, but depreciated against a basket 
of trading-partner currencies.

	 Bond yield curves mostly flattened as monetary 
authorities raised policy rates.

	 Authorities across the region shifted focus to 
combating inflation, raising policy rates to counter 
price pressures.

	 Strong fiscal balances in emerging East Asia and low 
foreign debt keep financial vulnerability low, while 
growth in bank lending slows in response to tightening 
monetary policies.

Outlook and Risks 

	 The external economic environment continues to 
weaken with an anemic US recovery, Japan’s post 
earthquake contraction, and continuing uncertainty 
over some of Europe’s sovereign debt. 

	 A weaker external environment plus tightening 
monetary and fiscal conditions in the region will likely 
moderate growth; aggregate GDP is expected to rise 
7.9% in 2011 and 7.7% in 2012.

	 The economic outlook is subject to four major risks: 
(i) rising inflation leading to wage-price spirals; 
(ii) a weaker than expected recovery in Japan and 
unresolved debt problems in the US and eurozone; 
(iii) increasing financial market volatility; and (iv) 
destabilizing capital flows.

Policy Issues

	 With robust growth moderating only slightly, many 
emerging East Asian economies face the challenge of 
controlling inflation and managing capital inflows in a 
difficult external environment.

	 Persistent and volatile changes in commodity prices 
are a challenge to inflation management; monetary 
policy will likely continue to tighten despite slow 
recovery in advanced economies. 

	 Exchange rates can help tackle inflation; with faster 
appreciation also contributing to rebalancing the 
sources of growth toward greater domestic and 
regional demand. 

	 Effectively managing capital flows remains a 
challenge—maximizing growth benefits while 
minimizing effects of volatile liquidity. 

	 Macroprudential supervision and financial regulation 
can be strengthened to help reinforce the region’s 
financial stability; regional policy cooperation and 
advance policy coordination can ensure more balanced 
and sustained economic growth.

Managing Commodity Price Volatility 
and Inflation in Emerging East Asia 

	 Over the past 12 months, headline inflation in 
emerging East Asia has trended upward despite some 
moderation since the second quarter; sharp increases 
in commodity prices—especially food and energy—
account for most of the rising inflation.

	 A pragmatic approach to a range of policies may help 
policymakers manage the inflation impact of persistent 
and volatile changes in commodity prices. 

	 Using trends in global food and energy prices to 
project headline inflation may help define monetary 
policy in headline terms—making it easier to 
communicate inflation targets or objectives to the 
public. 

Highlights
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	 A more flexible monetary approach may be needed 
in response to potentially persistent and volatile 
commodity-driven inflation.

	 Greater exchange rate flexibility can help mitigate the 
effects of global commodity price surges on domestic 
prices.

	 Policymakers could use structural and fiscal policies to 
boost supply and increase economic flexibility when 
responding to commodity price changes.

	 Market-based commodity price stabilization 
mechanisms and participating in commodity financial 
markets may help mitigate commodity price volatility.

	 Greater cooperation to ensure (i) adequate trade in 
food and energy, (ii) effective commodity market 
regulation, and (iii) appropriate macroeconomic 
policy can help manage commodity price volatility and 
inflation.
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