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Unconventional monetary policies in advanced economies:

Impact on their Central Bank balance sheets

Policy Interest Rates Central Bank Balance Sheet Assets
(in percent) (percent of GDP; Jan. 2007-Dec. 13)
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EM inflows: driven by Domestic and external factors,

Sharp shift toward debt instruments

Capital Inflows: Domestic vs. External Factors Equity and Debt Inflows to EMs
(USD, billion, cumulative) (USD, billion, cumulative)
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Domestic factors: Growth in EMs, REER misalighment, and domestic interest rates. External factors: Growth in the United States, US interest rates, the expansion in the Fed 4

balance sheet, and global risk appetite. The unexplained residual totals US$550 billion during 2002-2012. Source: IMF Staff Discussion Note 14/09



Korea: Has not faced a Surge—

moderate flows focused on bond flows

Korea-Net Capital Flow
(million dollars)

o | F— s
— 1 o
10000.0 -~ ! ! i i \2/Iacroprudent|al Levy i
1 ¥ 1 -
A ko Lk, L1
i H 1 —
0.0 - = | - ‘kvA kv‘ s | | \ “ 1 "\“‘ ‘L, ‘ 'l‘; 5
- " r i | T v 'll'
-5000.0 - = g il I I: i .
1
-10000.0 - 1 i i I " i -
I g 1
-15000.0 - Lo / : i :
. I FX i ! i
-20000.0 -| ™= Net Bonds s Net Equity : derivative : withholdingi :
Net Other | Net FDI ) ceilin ! tax on i g
-25000.0 | oy et Derivatives | == Net Capital flow ) g g i g
-30000.0 : ; : ! -

S e

SRR S R R SRR R S AR R AR R AR I R ERRRRY
Source: Safe Haven Korea, IMF Working Paper, 14/53 5



v Context }

EM Volatility—Assessing
Differentiation

Policy Responses

Early Policy Lessons

Drivers for Sustaining Growth




Aoxjuny Aoxuny
N~
puejreyL puejreyL
e
[7,) = BOUYY Yinos BIULY YINoS
Q o
.n .._N
= 8 eissny — eissny
S =
n —- .nlu
o >
= M puejod .m puejod
@) 5 e
o 3 Fa
© 09IXa|N — 091X\
o ©
() P 9
7] 80 iy
(o) £ eissuopu; S elsauopul
- S
) X
wl
(] elpu| elpu|
©
Q euIyD 'ulyo
ohd ]
© 0

o |1izeig [izeig
== |
= Q

£ S

= o
-— —

b o] _v. Aaxn fowun

= ©
re M puelreyL pue|rey L
%

9 ey yinos eIy Yino
O )V Yyinos
7,) =
] .W. eissny eissny
o & "

..-nlu o3 uejo .m

= 5 puejod = puejod
() S £

N E 091Xa|\ _._w._. 09IX3|N
© 3
ofd 53 rISSUOPU| rISBUOPU|
S P
e &

p (@] elpu| elpu]

o

BuUIyD BeulyoD
|1zeig [1zeid

¥ N O o ¥ © e g e




[ennuapnJid ooe|A

MaPP

98eyul] apeJ|

China

SNSUasU0) - peaye JA T

YymoJ3 d@o |esy

EM Growth

dgo/ded 193w 32035

dd9/paJdjueg 4032015

Financial Depth

dao/saniasay

Effect on Bond Yields (Annualized, UMP-Taper Phase)

ddo/adue|eg Junoddy Jua44n)

B

uoneju|

Macro Fundamentals

T T T T
B 1 O
S < o

)
1 1 a/_h
sjuiod a8ejuadiad

=
o

)
(7))}
@)
&
t &
Q
=
)
©
&
v
=)
@
)
Q.
(7))}
@)
P
Q.
A
s
S
@)
P
o0
oJ
i
©
i
-~
Q
&
©
©
-~
=]
[
@)
p
@
©
=




Exchange Rate Change May 22 to Dec 31, 2013

(percent change, - depreciation)
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EMs Response: Range of policy tools

Monetary policy Egslfg: MaCf(;)[())lili.ICC:/ential CFMs Ex Liqu'id'ity
Intervention P'ov'StON
Tight Loose Tight Tight Removal measures
Brazil v/ v v v v
India v/ v v v v
Indonesia v/ v v v v
Russia v/ v
S Africa v/
Thailand v
Turkey v/ v v v
Poland v v

.Source: Based on IMF Discussion Note 14/09
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EM policy announcements are having a stabilizing effect

Effect of Policy Announcement 1/

Pace of FX
Depreciation

Equity Prices Bond Yields

Liquidity Provision Measures v X v
Interest Rate Hike v v v

Tighter Fiscal Policy v v v
Removal of CFM on Inflows v v v
Macroprudential Policies v v v

1/ Figures highlighted in yellow are not statistically significant.

Period May 2013-January 2014. Green check marks represent instances where policy
actions had a dampening effect on the selected asset price. Red cross represent instances
where policy actions did not have or had a worsening impact on the selected asset price.
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Conditions for effectiveness of FX intervention

FX intervention helps slow the pace of depreciation when

» Low inflation
» Currency not overvalued
» Adequate reserves

Greater capital account openness reduces effectiveness of FX
intervention
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Strengthening macro—fundamentals matter

Exchange Rate Change (May-Dec 2013) vs. CA Exchange Rate Change (Jan-end-March 2014) vs.
Balance 2013 CA Balance 2014
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EMs: Lessons from current analysis (1)

Volatility in EMs has reflected both domestic and external factors:
=== Domestic factors: inflation, domestic GDP growth, foreign reserves, current
account, fiscal balance, financial depth, Macro Prudential.
=== External factors: normalization of U.S. monetary policy, EM growth slowdown,
global market uncertainty.

Markets are differentiating across EMs, not only based on macroeconomic

fundamentals and structural factors, but also policy frameworks:
=== FX intervention can be stabilizing if fundamentals are good/reserves adequate.
=== A deeper financial sector helps dampen shocks, though this could be partly
offset by a larger share of foreign investor holdings.
=== A more credible monetary framework may require smaller interest rate hikes.
16
16



EMs: Lessons from current analysis (2)

Policy responses by EMs in many cases appeared to be effective:

=== | jquidity provision in stressed markets is associated with lower volatility.

===) Monetary tightening tended to calm markets when inflation was high and above
target.

=== FEaqrly policy action and reduction of imbalances helped dampen market reaction.
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Korea: implications of QE exit (1)

* Limited direct impact from QE operations/announcements.

e Capital flows to Korean bonds have demonstrated a safe-
haven behavior

* A growth-driven smooth QE exit, which leaves long-term US
rates anchored and does not hurt investor confidence, is
unlikely to cause capital outflows for Korea

— It could even cause inflows to Korean equity and bank debt
through positive signaling effects associated with an orderly
steepening of the yield curve.

18



Korea: implications of QE exit (2)

* Assessment points to Korea’s possible graduation
from a high capital flow beta country,

— corroborated by impressive resilience of the won and
asset prices to recent QE exit related global turmoil.

 While there is a need for continued vigilance,

— Korea’s sound macroeconomic fundamentals/policies
should enable Korea to weather external shocks now
much better than other countries.

19



International Community: A Collaborative Approach

UMP Countries:

v’ Clear communication and market guidance
v" Minimize excess volatility in longer-term rates

Enhance policy dialogue
» Cooperation to mitigate policy spillovers
» Greater dialogue between AE/EM financial regulators/supervisors to address

cross border issues
»Shared assessment of UMP unwinding implications.

Enhance financing options

20
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EMs: Has there been a synchronized slowdown?

100
90
80
70
60
50
40
30
20
10

Synchronized EM Slowdown

(percent of EMs with real GDP growth slowdowns?)

Global Financial Crisis Current Slowdown

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
proj.

Sources: Based on successive IMF, World Economic Outlook Reports
1 Red bar denotes more than 70% of sample of emerging economies with real GDP growth below the 2003-2007 average.
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EMs growth projections:

There has been successive markdowns

EM Growth Forecasts
(percentage point change in GDP growth relative to 2010)

2
1
0
. Oct. 2010
i Oct. 2011
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Oct. 2013
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Source: Successive IMF World Economic Outlook Reports 23



Have Asian EMs begun to face middle-income challenges?

Past Growth Trajectories: Emerging Asia
(GDP/Capita)
(in PPP U.S. dollars in log scale)
10,000 China @
—
/ "/-_‘sﬁr hailand

Indonesia

2000

3Philippines

1,000
1 6 11

16 21 26

Sources: Penn World Table Version 7.1; IMF staff estimates.

31 36 41

Note: t=1 is defined as the year when the GDP/capita for a particular country reached US$ 2000 in PPP
terms.
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Slowdowns are more frequent in middle—income economies

There seems to be a “middle income trap” 1/

14%

11%

7%

4%

Frequency of slowdowns

o/
/70

low income mi € Income high income
Income Threshold
Source: IMF staff estimates.

1/ The figure considers a low income threshold of US$ 2,000 and a high income threshold of US$ 15,000 in PPP terms,
but is robust to a range of alternative thresholds.
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Sustained slowdowns typically reflect slower TFP growth:

Latin America during 1980s---.

Slowdown in Latin America: 1970s vs 1980s
(In percentage points)

@® GDP per capita growth (in percent)
Contribution from:
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Source: IMF staff estimates.
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Slowdown in TFP growth was much milder for Asian Tigers,

after reaching middle—income status

Slowdown in the Four Asian “Tigers”: 1970s vs 1980s
(In percentage points)

@® GDP per capita growth (in percent)
Contribution from:
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Source: IMF staff estimates.
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Drivers of trap: Institutions, demography, infrastructure,

macro factors, trade structure---

The Impact of Changes in Fundamentals on the Probability of a Sustained Slowdown
(Middle income sample; positive=significantly reducing the likelihood of a sustained slowdown)

Small government
Light regulation
Dependency ratio
Road network
Telephone lines
Investment share
Trade openness
Gross capital flows
Distance

Regional
integration
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---and Asian MIEs fare on average somewhat better than in

other regions-*-
Strengths and Weaknesses of Asian MIEs Relative to other Emerging Regions

(A higher rank indicates a lower risk of growth slowdown stemming from the examined category)

==Emerging Asia —Latin America Middle East & North Africa
Institutions
21
- D d
Trade Structure epen. SHoY
ratio
Macroeconomic
Infrastructure
factors

Sources: World Bank, World Development Indicators; IMF staff estimates.

Institutions includes small government involvement in the economy, strong rule of law and light regulation; Infrastructure includes telephone lines, power
generating capacity, and road networks; Macroeconomic factors includes low gross capital inflows, the change over 2008-2012 in capital inflows and
trade openness, and the (negative of the) change in the investment-to-GDP ratio; Trade structure includes strong regional integration and low GDP-

weighted distance. Dependency ratio is the change between 2010 and 2050. 29



---but strengths and weaknesses (and therefore risks of

sustained slowdown) vary
Strengths and Weaknesses of Asian MIEs

(A higher rank indicates a lower risk of growth slowdown stemming from the examined category)

===|ndonesia “=Malaysia Philippines Thailand ==China thdia
Institutions Institutions
28
21/\ 21
Trad = Depend = Bepend
rade ependency ependency
Structure 7 ratio Trade Structure < 7 ratio
N (0] 0
Macroeconom Macroeconomi
5 Infrastructure Infrastructure
ic factors c factors

Sources: World Bank, World Development Indicators; IMF staff estimates.

Institutions includes small government involvement in the economy, strong rule of law and light regulation; Infrastructure includes telephone lines, power
generating capacity, and road networks; Macroeconomic factors includes low gross capital inflows, the change over 2008-2012 in capital inflows and
trade openness, and the (negative of the) change in the investment-to-GDP ratio; Trade structure includes strong regional integration and low GDP-
weighted distance.Dependency ratio is the change between 2010 and 2050.
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Other key growth drivers for middle—-income economies:

tertiary education---

Tertiary Education Enroliment
(In percent of eligible age group)

7 G7
60

50

a0 Latin America
Middle East and North Africa
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Sources: UNESCO databases; and IMF staff calculations.
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---and R&D expenditure.

Research and Development Expenditure and Total Factor Productivity

(In percent)
@China

6.0

Philippines

(In percent)
W
@)

0 0.4 0.8 1.1 1.5
Average Research and Development expenditure over the period 2002-12
(In percent of GDP)
Sources: World Bank, World Development Indicators; UNESCO databases; and IMF staff calculations.

Average TFP growth over the period 2002-12
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Financial deepening needed:

To further spur growth and productivity

Corporate Bonds Outstanding
(In percent of GDP)

50
2000-09 average End 2010 Il Latest
40
30
20
A | |
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> > “ =

Sources: AsiaBondsOnline; CEIC data co. Itd; and IMF staff calculations.
Note: For India, the original source for amount outstanding is the Securities and Exchange Board of India.
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Key Implications for some Asian Reform Agendas

T

China

India

Indonesia

Malaysia

Philippines

Thailand

Broad institutional reforms, some of which (e.g. financial reform) will rebalance the
economy and reduce macro-economic risks.

Enhance infrastructure and improve economic institutions.

Improve economic institutions and infrastructure.

Macro-economic and structural policies need to remain geared towards stability given
size and volatility of capital flows.

Improve economic institutions including rule of law, as well as infrastructure.

Still room for improvement on a broad front, including on infrastructure and institutions.
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