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Highlights

Recent Economic Performance

e Beginning the second quarter of 2009, economic
growth in emerging East Asia rebounded
strongly, with domestic demand picking up as
confidence returned.

e Inflation across the region remained muted in
the second half of 2009 despite the recovery
beginning to take hold.

e Balance of payments across the region improved
in 2009 as current account surpluses increased
and capital inflows returned to the region.

e Stock markets in emerging East Asia continued
to rebound in the second half of 2009, though
still below early 2008 levels.

e Almost all currencies in the region appreciated
against the US dollar in the second half of 2009
with strong capital inflows and an improved
regional economic outlook.

e Movements in bond yield curves in emerging
East Asian markets were mixed in the second
half of the year with changes generally small.

e With recovery in its early stages and inflation
low, authorities have continued to maintain an
accommodative stance in monetary and fiscal
policy.

e Emerging East Asia's banking systems
weathered the financial storm well, showing
strong profits, ample capital cushions, and
improved prudential oversight.

Outlook and Risks

e lLarge and timely liquidity support,
unprecedented monetary easing, and
substantial fiscal stimulus have helped advanced
economies begin to emerge from the worst
global downturn since the Second World War.

e Emerging East Asian economies have performed

better than anticipated this year thanks to swift
policy responses and an improved external
environment; GDP is now expected to grow
4.2% in 2009 and 6.8% in 2010.

Major downside risks to the outlook include (i) a
short-lived recovery in developed economies,
(ii) policy errors such as premature policy
tightening, (iii) a slower-than-expected pick up
in private demand, and (iv) destabilizing capital
flows.

Policy Issues

Emerging East Asia now faces the challenge
of converting economic rebound to sustained
recovery.

With the global recovery tentative, monetary
policy should remain accommodative where
feasible, with a watchful eye on inflation and
asset prices.

Fiscal stimulus must continue, where there is
room, to bolster domestic demand.

Stimulus exit strategies must be planned
carefully—if done too soon, recovery may be
at risk; if too late, fiscal deficits and monetary
expansion could become unsustainable and
inflationary.

Emerging East Asia must play a constructive role
in reshaping the global economic architecture
through its expanded influence in global forums
such as the G20.

It is time to take regional cooperation to the
next level, in trade, finance, and economic
surveillance.



Highlights

Regional Surveillance
for Economic Stability

With the multilateralization of the Chiang
Mai Initiative, the need for effective regional
surveillance in East Asia has taken on a more
immediate, yet evolving, purpose.

Regional surveillance by an objective regional
institution should create a more effective crisis
prevention mechanism.

Most importantly, an effective regional
surveillance mechanism can help bring East
Asian policy dialogue—and cooperation in
general—to the next level.

An effective regional surveillance mechanism for
East Asia should (i) clearly define the purpose
of surveillance, (ii) coordinate with other
multilateral and regional institutions, (iii) use
objective indicators for analysis, (iv) ensure the
surveillance unit’s independence, and (v) report
results directly to senior policymakers.

For regional surveillance to grow stronger,
enhanced capacity to conduct surveillance is
needed along with an appropriate institutional
mechanism to carry it out.



Asia Economic Monitor December 2009

The Asia Economic Monitor is a semiannual review of emerging East Asia’s growth and policy
issues. It covers the 10 members of the Association of Southeast Asian Nations; People’s
Republic of China; Hong Kong, China; Republic of Korea; and Taipei,China. This issue includes
a special section on regional surveillance in East Asia.

About the Asian Development Bank

ADB's vision is an Asia and Pacific region free of poverty. Its mission is to help its developing
member countries substantially reduce poverty and improve the quality of life of their people.
Despite the region’s many successes, it remains home to two-thirds of the world’s poor:

1.8 billion people who live on less than $2 a day, with 903 million struggling on less than
$1.25 a day. ADB is committed to reducing poverty through inclusive economic growth,
environmentally sustainable growth, and regional integration.

Based in Manila, ADB is owned by 67 members, including 48 from the region. Its main
instruments for helping its developing member countries are policy dialogue, loans, equity
investments, guarantees, grants, and technical assistance.

Asian Development Bank

6 ADB Avenue, Mandaluyong City

1550 Metro Manila, Philippines

www.adb.org

ISBN 978-971-561-865-6

Publication Stock No. RPS091187 Printed in the Philippines





