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The Outlook for East Asian
Economic Integration=*

David Hale

My assignment is to talk about what’s happening in this region in
terms of its cost of economic integration and also its relationship with
the larger world, especially that with the United States. I guess the
first point I want to make in the opening is that we have a world right
now characterized by extraordinary imbalances, which are also highly
complimentary. The largest imbalance in the global economy is the
US current account deficit, 700-800 billion dollars, and a number
around 7 percent of the GDP. That is truly an awesome number. Very
few economists, five or ten years ago would have imagined that it
could be possible that the any country, including the US, could run
such a truly large deficit. But the reality is that the US has not had
any major problem funding this deficit and attracting large capital in-
flows to finance it because of its relationship with East Asia. This re-
gion at the same time is running large current account surpluses that
are helping to fund the American deficit. The Japanese surplus is
150-160 billion dollars; the current account surplus of non-Japanese
East Asia is about 350 billion dollars. So you have five hundred bil-
lon dollars right here in this region of current account surpluses,
which have been an offset for the American deficit. We have also had
in the last two years large surpluses in the oil-producing countries.
Russia now has a 100 billion dollar surplus. The Persian Gulf coun-
tries, Saudi Arabia has 200 billion dollar surplus.

So this has also created, a new supply of excess global liquidity,
excess global savings to help America accommodate the American

* Transcription of a speech given at the IGE/Prudential Lecture on International
Finance on Thursday, May 3, 2007



10 David Hale

deficit. But there is no doubt, looking back in the last five years that
the most important player in maintaining this global economic equili-
brium has been East Asia. And we can see this in the data for East
Asia foreign exchange reserve. Foreign exchange reserves in this re-
gion are now 3.2 trillion dollars out of a global total of 5 trillion
dollars. East Asia alone when you include Japan and China as central
players now has two-thirds of the global foreign exchange reserves.
China is number one with 1.2 trillion dollars, Japan is number two
with about 900 billion dollars, then Taiwan with about 300 billion,
Korea is 250 billion, Singapore and Hong Kong 120 billion and 130
billion each. These are truly very impressive numbers.

The fact is, in general, depending on the country, anywhere from
60% to 90% of these reserves are invested in US dollar securities, ei-
ther government bonds or bank liabilities. China reports to our
Treasury of about 400 billion dollars of holdings in US government
securities. But the Head of China’s Foreign Exchange Reserve
Department told me, in a lunch last week, that the country keeps over
half of its reserves in bank liabilities. So on top of these government
security holdings, there’s also holdings in banks and bank securities.
These are truly impressive numbers and again they help put into per-
spective how America is able to fund this very, very large current ac-
count deficit.

A lot of the big issues in the world of financial markets right now
center on what will happen in the next two or three years to these
Asian foreign exchange reserves and how Asian countries will in the
future decide to recycle their current account surpluses.

There have been some innovations in recent times because of these
large surpluses. Korea created two years ago a new investment com-
pany to manage 20 billion dollars of its foreign exchange reserves in
a more aggressive way, not to just buy government securities, but to
invest in the stock market possibly to invest in real estate or
commodities. I met the head of the Korea Investment Corporation
yesterday and he told me that about 40% of this fund created by your
government two years ago is now invested in equities and 60% is in
debt. At some point he might do more with commodities and other
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investment securities but he has not gone that far yet.

China announced last month that they are going to create a 200
billion dollar investment company to diversify their reserves; this en-
tity hasn’t been created yet. And it will be in business by the end of
this year. It will have a very important mandate to invest this volume
of money.

And the role model for this of course is Singapore; Singapore cre-
ated a government investor corporation almost 25 years ago to man-
age its foreign exchange reserves in a more aggressive way. The
so-called GIC in Singapore is now a major player in global financial
markets, it is active in equity markets, in venture capitals and in real
estate, it uses a large amount of external managers as well as having
internal managers to run this money.

Norway also created back in 1990 a petroleum investment fund.
Norway’s large petroleum reserves have given that country a large fi-
nancial surplus, now it is worth over 250 billion dollars, and this en-
tity invests this money in global equity markets and global debt
markets. Until recently it was 40% equity and 60 % debt and now
they are about to go 50-50 in terms of their asset mix. So these are
examples of how Asia will in the next few years be trying to manage
its foreign exchange reserves more aggressively.

Will this be a threat to the US dollar? Well, we don’t know yet.
My own conclusion is it probably won’t be. Because if they do invest
in equities they will still be major buyers of American dollar paper.
As the US Stock Market is still the world’s largest stock market. It’s
got a capitalization value of 18 to 19 trillion dollars, which makes it
almost equal to half of the global stock market capitalization. So it
will be hard to have a diversification into equities without also buying
US dollar securities. So the dollar may lose a little bit on the margin
but I don’t think it will be a huge capital outflow that it will jeop-
ardize this relationship we’ve had recently with East Asia.

The current equilibrium we’ve had will be sustained for at least
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a few more years. And the fact is that the US asset markets aren’t
yet saturated with foreign money. If we decompose where foreigners
have their money in America. It’s spread over various asset places;
foreigners right now have about 2 and half trillion in FDIs, that’s
manufacturing investment, plants, equipment, and factories, that mon-
ey is not very mobile. Foreigners also own about 17% of the US equi-
ty market, that is about 2 trillion dollars, they own about 25% of the
corporate bond market, a few trillion more. The only place that for-
eigners dominate is in the Treasury market, foreigners own about 45%
of the Treasury market because of these large central bank foreign ex-
change reserves; these foreign exchange reserves are heavily invested,
by definition, in government securities. The fact is the US still has
30 trillion dollars of liquid securities in the stock markets, the bond
markets and government debt markets which are still domestically
owned. So there are still plenty of securities that can be sold to for-
eigners to help finance the US current account deficit. So my own
conclusion is that we can sustain this current equilibrium with this
large current account deficit for at least a few more years.

Now against the backdrop of this current account deficit there have
been over the last five or six years some major changes in American
trade policy as well as in the trade policy of this whole region, which
will have important implications for the future. Ten years ago, East
Asia had no bilateral trade agreements. All East Asia had was the
GATT Framework (General Agreement on Trade and Tariffs) created
in the late 1940s and evolved then in 1990s into the World Trade
Organization. There were no bilateral trade agreements in this region.

But since that time several dozen have been created. The US has
signed FTA Agreements with Australia, Singapore, and have just
signed last month one with Korea. Singapore has ones with Australia,
the United States and now with India. Australia has done FTAs with
America, Thailand and is now negotiating one with China. China is
now proposing the creation of an East Asian regional free-trade zone,
they proposed this at the ASEAN Prime Ministers’ conference four
and five years ago and it has been under way for some time now and
hope is to have it in place by 2010.
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As a consequence of the East Asian financial crisis, we also began
five and six years ago new experiments in regional financial coopera-
tion, we had a meeting of key political leaders a few years ago at
Chiang-Mai, Thailand and this set in stage for a whole new frame-
work for policy cooperation. We now have regular meetings in the
region with finance ministers, deputy central bank governors, there is
now even study groups tied to this initiative on financial regulations
issues and issues like that. And the countries have created about 48
billion dollars in currency swaps in the event that there is a new fi-
nancial crisis.

At the time of the East Asian Financial Crisis ten years ago, the
Japanese Vice-minister of Finance Mr. Eisuke Sakakibara proposed
the creation of a regional IMF, an East Asian IMF. The Americans
rejected the idea, the Chinese failed to support it, it very quickly died.
But it would be fair to say that ten years later as a consequence of
this Chiang-mai process, we now have in the region a lot of the key
elements in what would be involved in having an Asian IMF. We ha-
ven’t created the actual organization, we don’t have a secretariat like
the IMF would have, but we have with these currency swaps and the
policy deliberation processes the potential for much more cooperation.
Much more interaction than would have been the case ten years ago
when the great financial crisis engulfed this region. So this is I think
a very important development and it has quite important implications
as we go forward.

The other very important development since the East Asian finan-
cial crisis ten years ago in terms of trade flows in this region has been
the creation of vertical-specialization process centering on China.
Over the last ten years, there has been a significant growth of in-
ter-regional trade in the East Asian region. But if we decompose it,
we will see the dominant driving force in this process of regional
trade expansion has been the shipment of intermediate goods from
Korea, Taiwan, Japan and ASEAN to China. Where China turns these
components and parts into finished goods for export to North
American, to Western Europe and to Japan. Now here are the num-
bers, this is the component share of exports for the major countries



14 David Hale

of the region, the world economy 20% of foreign trade is in compo-
nents, for Japan it is 27%, for Korea it is 26%, for Taiwan it is 40%,
for Malaysia it is 48%, for Singapore it is 48%, Philippines 65%,
Thailand 27% and China is the lowest with just 16%. So we have
here a whole new process of economic integration in the region in
which this region supplies China with components, China produces
the finished goods. The consequences of this is has been that China
has a huge trade surplus with North America 250-260 billion dollars,
big trade surplus with Europe but runs trade deficits with all the coun-
tries in this region. A massive deficit with Taiwan, 55-60 billion,
30-40 billion with Korea, twenty billion with ASEAN and so on. And
if we decompose this trade again we will see is that what this means
is, is that a lot of this inter-regional trade is in the end focused on
markets that are outside of this region. In the official data you now
have inter-regional trade that is almost as large as trade with Europe,
North America and Japan, but if you decompose it in terms of end
markets where the goods actually go, North America, Europe and
Japan still take 61% of the region’s exports where China just takes
6.5%.

So this huge growth in inter-regional trade has very much been a
part of this Chinese economic take off, and the Chinese economic
take off has been of course quite extraordinary. China’s exports this
year will exceed a trillion dollars and by 2008 China will probably
be the largest exporter, larger than both the United States and
Germany. Which have been for many years very nip and tuck in
terms of which one will be the leading export nation. And this whole
Chinese export boom has had very powerful spillover affects on all
the countries in the region including Korea. The new risk though is
that China may over time become more self-sufficient in producing
these components and parts and if they do it would be of a loss of
export opportunities for Korea, Taiwan, ASEAN and the other coun-
tries in the region. We don’t yet know how far this process will go
and we don’t yet know how far China might change this process of
vertical-specialization. There is no doubt it has been a major feature
of trade flows in this region now for the last several years.
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So as a consequence of this trade process, this integration process
with China, there is no doubt that the US now looms as a major risk
and a major challenge for this region in the next few years.

I see America creating two major risks for this region, the first
centers on the US business cycle, the second on US politics and the
danger of US protectionism. Let’s examine both of those risks.

First the business cycle, there is no doubt we have had over the
last year a major slow down of the American economy. The growth
rate of the US economy has slowed down from 4% plus over a year
ago to two to two and half percent recently. And the major factor for
the depressing of the economy has been housing. After a housing
boom of the first five to six years of this decade, there has been a
major decline in home building activity and we are seeing for the first
time in 50 or 60 years a decline in house prices and this will persist
for a while. Because we have now had in recent months a major crisis
in our so-called sub-prime mortgage market, the mortgage market for
low-income and poor people. As a consequence of this credibility cri-
sis, the banks will now greatly curtail current access to lower-income
Americans. So we are going to have several more months of weak
housing starts and weak house prices. And this has knocked off a
point, a point and a half off the US growth rate.

The new risk to the American economy and has developed in re-
cent months has been capital spending. We’ve had two quarters in a
row of quite weak capital spending. And this has come as a big sur-
prise to American economists, because last year the American prof-
it-share GDP rose to a fifty year high. Corporate balance sheets are
more liquid now than in forty years. When your corporate sector is
highly profitable and has great liquidity, you expect them to spend
aggressively on capital goods or on new investment but they haven’t
been doing that because of the housing downturn, because of concerns
of rising gasoline prices. Corporate managements in the second half
of last year have turned very cautious and they began to reduce their
capital spending. Instead of buying capital goods, they have devoted
their resources to buying back their stock. Last year American corpo-
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rations spent 600 billion dollars on share repurchases. They did that
because we now incentivize our management with stock option pro-
grams to want to promote a higher share price. And the result of these
option programs has been to fundamentally change how corporate
managements behave and think. We now have among our corporate
management an extraordinary obsession with share prices and so they
are using their capital not to invest in new capital goods but to re-
purchase their stock. This is a fundamental change in US corporate
behavior and has over the last six months contributed towards the
economy’s weakness. So the US will be a weak economy here in
2007 with a growth rate of probably just a little above 2%.

Will the slowdown turn into a recession? I don’t think it will, be-
cause the Federal Reserve Board has not been as restrictive in this
business cycle as it has been in previous business cycles. Our inflation
rate has gone up over last two years from 1 and half percent to 2
and half percent. But it has not gone to the levels to require the
Federal Reserve Board to push interest rates to the lofty levels we
would have seen ten or fifteen years ago. The peak of interest rates
seven years ago was 6 and half percent, the peak of interest rates fif-
teen years ago was about 9 percent, the peak of interest rates twen-
ty-five years ago was 20 percent, and we are still at 5 and a quarter
percent. 5 and quarter percent has dampened the economy, slowed
housing but it has not created the kind of severe credit shock, the kind
of severe restraint that would set the stage for a full-scale recession.
It looks like we will still have a soft landing. But this will be a source
of growing deceleration for the global economy.

One of the big questions is can other countries be affected by
America. We don’t know yet. Because the American downturn so far
has been so concentrated on housing, it has not yet had major affects
on American demands for consumer goods produced in East Asia.
The weakness in capital goods has not yet showed up on the trade
accounts, so we don’t yet know about whether we will see a decline
of the import of capital goods to America over the next few quarters.
But the odds are there will be some reduction in the demand of capi-
tal goods because of the slowdown we can now see in domestic



The Outlook for East Asian Economic Integration 17

spending. But so far the impact of the slowdown has not been that
severe in East Asia because it has been so concentrated on home
building, so concentrated on residential construction. But as we move
through the rest of this year we will see at least some modest negative
effects.

China will be vulnerable because China still depends first and fore-
most on America as an export market. America takes about 25% of
China’s exports, exports to America are equal to 10% of China’s
GDP. So if the American economy remains weak through the rest of
this year, China’s export growth is going to slow. China’s export
growth in the first quarter, if it is still growing at rates close to 30%,
will be where it was much of last year. America’s slowdown is not
yet visible in China’s trade account. But if this downturn persists for
two or three more quarters this will begin to show up in China’s trade
account sometime this summer or this autumn. So this will be a major
challenge for Asia here in 2007.

The second great concern I have for the US and this region centers
on the issue of trade policy. We had in America, five months ago,
mid-term elections for the American Congress and the Democratic
Party regained control in both the House and the Senate for the first
time since 1994. And this political change does pose a risk for the
US trade policy because the Democrats have become over the years
very protectionist, very opposed to new free-trade agreements, very
opposed to the Doha global trade round, very opposed to the process
that we broadly refer to as globalization. We elected twenty-eight new
members of the house from the Democratic Party, out of those twen-
ty-eight, twenty-six are very protectionist. We elected six new demo-
cratic senators, several of those men are also very protectionist. The
most protectionist i1s Sherrod Brown from Ohio, he wrote a book two
years ago opposing globalization, he would advocate going back to
the kind of tariffs we had in the 1930s. He is a highly radical advo-
cate of restrictive trade policy. So there is a risk now that the
American Congress will fail to support new free-trade agreements or
the completion of the Doha global trade round.
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Let’s examine how the negotiations are going right now on Capitol
Hill.

Rather than simply saying that they will reject new free-trade
agreements, the Democrats are saying that what they want to do in-
stead is have these free-trade agreements to be amended to provide
more protection for workers in foreign countries. They want to insist
that any developing country that gets into an FTA, agree to sign the
nine treaties of the International Labor Organization that govern labor
relations in various ways. The problem with this demand with the
Democrats is that the US itself has signed only two of the treaties
and many American states have labor laws that contradict these
treaties. In the American South, for example, we have something
called the “right to work” law that allows workers to remain outside
trade unions. American corporations are allowed to break strikes by
hiring non-union workers. In twenty states there is a law that requires
that if a person is leaving jail, he is to get a job as a condition for
parole. We require that the exit from jail involve somebody seeking
employment. These laws, these policies do contradict these global
treaties. So it creates the question, how can the US insist that other
countries sign these treaties if we don’t sign them ourselves? And the
White House is concerned that if we now impose these demands and
assert all these labor legislations and treaties, that other countries will
be able to sue the US on the grounds that we ourselves are not in
conformance, in convergence with these treaties. That you could sue
the state of Georgia, the state of Alabama, because they have this
“right to work” law which allows workers to avoid trade unions.

So there is a lot of tension over this issue, when I left America
a couple of days ago, the issue had not yet been fully resolved. The
negotiations were still going on behind the scenes between the
Congress and the White House and the Republican Party in the
Congress, as the Republican Party in Congress is very, very con-
cerned about protecting state labor laws.

In June, President Bush’s fast-track trade negotiating authority will
expire, and unless he regains his trade negotiating authority there is
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no way we can complete the Doha global trade-agreement because
you cannot pass trade legislation in the US Congress and get anything
done unless the President has fast-track trade negotiating authority.
Some Democrats like Senator Bob Baucus have said we should ex-
tend the President’s authority to try and give the Doha trade round
a chance of succeeding. But because the negotiations themselves
aren’t going very well, because there has been now for many months
an impasse between America and Europe, India and Brazil on issues
involving agriculture trade, it’s going to be hard to rally the
Democrats in Congress over the next few months to give this
President new fast-track trade negotiating authority. So now the Doha
round is now also very much at risk. This is going to be a difficult
environment in general a very difficult time for trade policy in
general.

What does this mean for Korea? Well, Korea’s FTA agreement has
three major problems in the US Congress, the three major issues are
first and foremost beef, secondly automobiles and thirdly rice.

Beef is a big issue because Senator Baucus of Montana is the
Chairman of Senate Finance Committee, any trade bill has to go
through his committee and he has said publicly he will not support
legislation for the FTA unless his beef farmers of Montana have ac-
cess to the Korean market. And the hope is, there will be a verdict
by a group with a French name OIE which controls the global beef
trade, in the next weeks which will give Korea cover to basically al-
low improved and better access to American beef. If that comes to
pass, Senator Baucus will support the FTA.

The auto issue centers on the fact that Ford and Chrysler are very
frightened of Korea. General Motors invested in Daewoo in this coun-
try several years ago when Daewoo went bankrupt; therefore General
Motors is very silent on this treaty and not very critical. But Ford and
Chrysler allege that Korea has many non-tariff barriers to trade in au-
tomobiles, this market cannot be penetrated and therefore it is unfair
to improve Hyundai’s access to the American market. Right now
Hyundai produces in America half the cars they sell there, the other
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half are imported from this country. Because Hyundai has done well
in recent years, they are talking about building a new American plant,
if they do they might be totally self-sufficient and they will not have
to import cars at all. Right now, half their car sales are imported. And
both Ford and Chrysler are claiming that there is no way that the FTA
can produce a true level-playing field. So they will not be supporting
the FTA with Korea. And the problem is, this will have an influence
on the members of Congress from Michigan and there are some pow-
erful members of Congress from Michigan with the Democratic
majority.

The third issue is rice and the ranking Republican on the Trade
Subcommittee comes from a district down south that produces rice
and therefore he will be lobbying for better access to the Korean mar-
ket to US rice exports. Because we don’t have a very large rice in-
dustry, I don’t think this will be all that big a problem.

But there is no doubt that the beef issue and the auto issue will
be important and they can get in the way. And as I just mentioned,
the Democrats will also demand that any FTA with Korea include
these new labor guidance to guarantee protection of Korean workers.
Now because this country has very strong trade unions, you have a
lot of history of restrictive work practices, labor practices, so I doubt
there will be a lot of problems with these IOL conventions. But you
would have to study them very carefully to see if there are any con-
flicts with Korean law, because the Democrats will probably insist in
some capacity that the FTA also have these amendments on labor
market regulation.

So this is going to be for Korea a difficult three or four months.
I think the chances for enacting the treaty is still good, but nothing
is guaranteed because we do have these tensions, we do have these
disagreements on various microeconomic issues. And unfortunately on
trade policy, microeconomic policies are very important because
members of Congress are very much affected by what’s happening in
their district, what’s happening in their constituencies.
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Now the major focus of the Democrat protectionists is not Korea,
it’s China. And there are now circulating in the US Congress a couple
of dozen bills designed to basically reduce trade with China. To im-
pose more barriers to Chinese imports, countervailing duties, an-
ti-dumping duties, just in general to make it have higher tariffs. There
was a bill introduced a year and a half ago by Senator Schumer of
New York to impose a twenty percent tariff on Chinese imports un-
less that country had a significant reevaluation of its currency. Hank
Paulson persuaded him back in October to withdraw that bill. But be-
cause of America’s growing deficit with China, the Democrats are
talking about bringing that bill back sometime this summer. So this
China issue is going to be in the year ahead a major, major test of
Congressional policy on trade.

And let’s look at what China will probably have to do in response.

As I mentioned a minute ago, China now has a major trade sur-
plus, it will be within eighteen months the world’s largest exporting
nation and it has 1.2 trillion dollars of foreign exchange reserves.
Those reserves increased by 140 billion dollars during the first quar-
ter, they increased by a million dollars every minute during the first
quarter. And they will probably expand in the year out by a further
hundred billion or more. And they could be by 2007 1.5, 1.6 trillion
US Dollars. These are truly awesome numbers. They create a chal-
lenge for Chinese monetary policy, because China has to sterilize all
of these reserves or they will contribute to faster growth, money sup-
ply, credit and could ultimately prove to be inflationary. And indeed
China has already issued over the last few years 650 billion dollars
of sterilization bonds to try and neutralize the impact of this huge
growth in reserves. So China now has domestic pressure on its gov-
ernment to do something about the large trade surplus and about the
rapid growth in foreign exchange reserves. This issue of the trade sur-
plus is not just a global issue, not just an American issue; it also has
domestic consequences for China’s economy. And there are basically
three ways that China can try to respond to this challenge.

One, the most obvious response is to allow the exchange rate to
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appreciate much more than it has, China began to flow its exchange
rate in July of 2005 and since that time it has gone up six and half
percent up against the US Dollar. I was at the Central Bank in China
last October and they told me their plan for the next five years was
to reevaluate the currency by three to four percent every year until
2012, to reevaluate it by 25 percent over five years. A slow motion,
gradual response to this huge trade surplus. But my own guess is now
there will be pressure on China to allow the exchange rate to appre-
ciate more rapidly, not by 5 per cent this year, but maybe 7 or 8 per-
cent because of both the impact of the huge trade surplus on their re-
serves and also because of these trade tensions with the United States.

The second possible response is to try and recycle the money by
encouraging large capital outflows. And capital outflows from China
are increasing now, Chinese firms are engaged in more foreign invest-
ment, they are also for the first time in their history buying foreign
companies. Last year for example Lenova, the computer company
bought the personal computer division of IBM. The Chinese Offshore
and Oil Company CNOOC made a takeover bid last year for an
American company Unocal, a deal that would have been worth 18 bil-
lion Dollars. It was vetoed by the US Congress, but it was a sign that
China is now embarking on a search for global oil reserves so it can’t
do deals in America for political reasons but it can do them
elsewhere. It announced plans in the last year, to invest five billion
dollars in Nigeria, to invest a billion dollars in a new nickel mine in
Papua New Guinea, to invest billions of dollars in infrastructure proj-
ects in Brazil and Argentina to facilitate trade with China. So China
is going to be over the next few years a bigger exporter of capital
via FDI.

China introduced a policy last year of allowing eighteen billion
dollars of portfolio investment that buys domestic insurance compa-
nies and domestic prime management firms, but so far they have not
taken advantage of it, the banks for example have a fourteen and a
half billion dollar quota, but in the last year they have only exported
five hundred million dollars they have been reluctant to go oversees
because of the concern of their appreciated currency, reducing returns
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on foreign assets. But the fact is, that last year, other foreign curren-
cies did outperform the RMB, the Korean Won in the last year and
half has gone up fifteen percent, compared to six percent of the RMB,
the European currencies have been strong, the British Pound has been
strong, the Australian dollar has been strong. The Chinese institutions
could have found asset classes last year outside China that would
have outperformed their own domestic currency. So in time, we prob-
ably see also more diversification into foreign markets by Chinese fi-
nancial intermediaries.

And the final policy response to this challenge of managing the
foreign exchange reserves is to tighten up domestic monetary policy.
And they have been doing that steadily over the last year by increas-
ing the reserve requirements, over the last year they have been taking
the reserve requirements of the banking system from six percent up
to twelve percent and they have raised the reserve requirements sev-
eral times. And the goal again is to reduce the impact of this surplus
liquidity, this excess liquidity on domestic financial markets, domestic
money and credit. So these are the possible responses that China can
have to this challenge of managing this huge growth of foreign ex-
change reserves and the large trade surplus. And my own conclusion
is they will in the year ahead do all of these things, the exchange rate
will appreciate more, not by five percent, but six or eight percent,
they will keep trying to tighten monetary policy through reserve re-
quirement changes and they will do more to encourage capital out-
flows, both through direct investments as well as through various
kinds of portfolios and capital allocations. This won’t fully solve the
problem but it will be an important series of steps designed to try and
contain the impact of these large trade surpluses, rapidly growing for-
eign exchange reserves and China’s economy.

What about other players in the region? The other most important
county in region, of course, is Japan. And Japan now has the cur-
rency, the Yen, trading at a twenty-year low on a trade-daily basis.
The Yen has been a very weak currency in recent years because Japan
still has a very low interest rate monetary policy. Japanese money
market deals are only fifty basis points, a year ago they were zero.
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And Japan has had this zero-rate policy for six years to combat
deflation. The Bank of Japan decided that deflation was coming to
an end so it decided to move in a more restrictive direction. This time
last year it reduced the surplus liquidity of the banking system and
in July it raised interest rates to twenty-five basis points for the first
time in six years. I saw Mr. Fukui, Japanese Central Bank Governor
in Tokyo six months ago, he told me his goal before he leaves office
was to raise Japanese interest rates to 1.5 percent, to get there by
March of 2008. But now because we have had data recently showing
weakness in consumer spending and persistent deflation he is off
schedule, he’s not been able to raise interest rates as quickly as he
wanted to and my guess is that by the time his term ends next year,
we will be lucky if we get to even to 1 percent. There maybe room
for only one or two Japanese monetary interest hikes in the year
ahead, there will probably not be four more.

There will also be this summer; a midterm election for the
Japanese Diet and this is an election where Mr. Abe right now is suf-
fering in the opinion polls. Because he is not doing well in the polls,
his government has been lobbying Mr. Fukui to go slow on monetary
tightening and now his Cabinet Secretary is making requests to Mr
Fukui about succession next year in Bank of Japan. Up until a few
months ago, it was widely assumed the new Governor of the Bank
of Japan in the March of next year would be Mr. Muto, the current
Deputy Governor who joined the bank in 1983 after spending many
years at a high level in the Ministry of Finance. But now Mr.
Shiozaki has promoted two other candidates Mr. Takenaka who was
the Economics Minister a year and a half ago and Mr. Eto, a pro-
fessor at Tokyo University who was a member of the Prime
Minister’s Economic Advisory Council. Both Mr. Eto and Mr.
Takenaka have both been opposed to Japanese monetary tightening on
the grounds that the country is still suffering from inflation. They
want a very go-slow policy, in terms of monetary tightening. So what
this means is the Japanese interest rates are going to remain slow for
quite some time and these very low interest rates have had a very ma-
jor impact on Japan’s capital account.
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First, over the last two years they have encouraged huge capital
outflow by Japanese investors looking for higher yields in other
countries. Japanese retail investors over the last couple of years have
exported over 160 billion dollars in capital into bond markets in New
Zealand, the United States, Australia and Europe, looking for higher
yields. And for a country like New Zealand, this has become a very
dominant factor in the financing of their current account deficit. They
sell something called Uridashi Bonds to Japanese retail investors and
they very much dominate New Zealand’s capital account and they
have in recent months pushed the New Zealand dollar to a twenty-five
year high, 74 Cents in the US, just last week. So this has had a very
major impact on other countries’ markets.

We’ve also developed something called the Yen-carriage rate. The
Yen-carriage rate is a process of global hedge funds and other invest-
ment institutions borrowing Yen to invest in other countries’ asset
markets. There is no way we can clarify precisely how big the
Yen-carriage rate is, I have seen estimates as low as fifty billion dol-
lars, I have seen estimates as high as a trillion dollars. The BOJ have
told me in private conversations that they think it is a hundred billion
dollars. But the reality is we don’t collect data from hedge funds to
keep track of this phenomena, all we can do is engage in guesswork.
But we know it is a factor, whenever you see market correction that
causes people to become risk-averse, it causes the hedge funds to re-
duce their liabilities, when they do that there is an immediate rally
in the Yen. We saw this back in late February, there was a Chinese
stock market crash, the Shanghai market fell ten percent in one day,
this produced a wave of corrections all over the world for the next
two or three days. New York fell, Tokyo fell, Europe fell, Australia
fell, and as the hedge funds reduced their leverage, the Yen rallied
three and four percent. Then a few days later the market stabilized,
began to improve, hedge funds once again began to borrow and began
to speculate and the Yen weakened again. So we have this phenomen-
on of the Yen-carriage rate, which has played a major role in depress-
ing the value of the Japanese Yen.

Now this low value of the Yen is also becoming a major trade is-
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sue in America. Members of Congress from Michigan are very
alarmed about the growth of Toyota and the decline of General
Motors. As they are introducing trade bills saying we should punish
Japan for having a weak Yen to try and protect GM and Chrysler.
I don’t think this legislation will be an act, I think Hank Paulson will
be successful in persuading Congress that we cannot control Japan’s
currency policy, that Japan’s currency is weak for market-related rea-
sons and not intervention and its weak because Japan has to have this
very combative monetary policy to fight deflation. But the fact that
we have this legislation in the Congress, that this bill is designed to
punish Japan is again a sign of how the environment has changed.
How the Congressional Democrats are more aggressive, more pro-
tectionist and will if given an opportunity, to try and find ways to
string back Asian countries that they perceive are engaged in unfair
trade practices and in particular by having undervalued exchange
rates. And there is no doubt that with both Japan and China there are
complaints, and there have been complaints for some time, that they
have undervalued currencies. That these undervalued currencies are a
tool for conquering global markets.

The members of Congress have no sense of China’s Monetary his-
tory, they don’t realize that back in 1997-1998 China helped stabilize
East Asia by not devaluing its currency, they have no understanding
that China adopted the dollar exchange rate target in 1994 as a way
to have a stable pillar for its monetary policy, there is just a remark-
able ignorance of how this whole process is working over the last ten
or twelve years. The focus is not on Chinese history or Chinese mon-
etary policy but the focus is very much on one thing, the very, very
large trade deficit and the fact that it might represent the loss of jobs
in American manufacturing industry.

So the bottom line is that we are right now in a somewhat danger-
ous time, we got a weak US business cycle, which will dampen
growth in the world economy in the year ahead, not dramatically but
on the margin. We have a US Congress tilted very much in a pro-
tectionist direction and the White House, the President and his team
had better find some way to work with the Democrats to try and save
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these free-trade agreements.

And not just Korea is involved, we also signed FTAs with
Colombia, Peru and Panama and we are now trying to get these bills
through Congress. Democrats are demanding all these bills have these
new labor amendments and we don’t know yet if there will be a com-
promise on the whole labor issue to save these bills. So we have right
now before the Congress four FTAs, and if we go out a year we could
of had negotiations that would have led to four more FTAs. We’ve
had over the last two years negotiations about FTAs with Malaysia,
with Thailand, with South Africa. Right now there are no bills, we
have not reached agreements and if we don’t make any progress on
the current FTAs, Korea, Latin American FTAs, it will mean the other
ones will simply die. And I think if the Democrats do strangle US
trade policy, if they do kill the FTAs, this will be a major blow to
America’s ability to play a leadership role in East Asia.

As I mentioned a few minutes ago, we now have had a tremendous
amount of innovation going on right now in trade policy in this re-
gion, lots of new bilateral FTAs among Asian countries, as well as
Asian countries with Europe, with Latin American countries like
Chile, financially with the US and Canada. If the US cannot offer
Asian countries the possibility of FTA agreements, as the way it has
economic relations with those countries, it will be passing on its lead-
ership on to China. It will strengthen very much China’s ability to
play a dominant role over the next ten to fifteen years in shaping this
region’s trade policy. So it is not just Korea that is at risk right now,
or even Peru or Colombia or Panama, it is the whole ability of the
United States to play in a constructive leadership role in driving the
larger issues that set and determine global trade policy.

So we do face some major challenges and some major risks, I am
hopeful that reasonable people in the Democratic leadership, people
like Charles Rangel and Senator Baucus of Montana will be able to
find a compromise and carry the backbenchers with them in enacting
these new FTA agreements. But as of today there are no guarantees.
There is a great deal which is now in play, there is a great deal which
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is now at risk, all we can do is watch very carefully over the next
three or four months how Congress resolves these issues. Because as
I want to stress again, what is at stake is not just Korea, it is of the
whole ability for the US to play, a major and important leadership
setting global trade policy over the next five or ten years.

Questions & Answers

Q How do you foresee in China the monetary policy as they have
raised it seven or eight times in one year, for the reserved requirement rate,
and three times the interest rate. Every economist anticipates there will be
more frequent interest rates raises. And how do you foresee the frequency
and range of interest rate raises and what would be the impact, or what
would be the by-product for raising interest rates?

A Well, the interest rates raising policy process in China is very

different from that in the US or Korea. The Central Bank carries out
monetary policy but it does not make the decision on monetary poli-
cy, the State Council under the influence of the Prime Minister or
even the President makes these decisions. So it is a very different pol-
icy making process than you have in this country, in the United
States, Britain or in any other industrialized nation. The Central Bank
is not independent.

And there is broad perception going out that the Chinese economy
is growing too rapidly, the recent growth rate in the first quarter here
was almost 11%, the government target. The various forecasts made
by government officials are talking about a growth rate of 8%. There
have been several attempts over the last year to bring administrative
controls on capital spending. Because China has had here one of the
greatest capital spending booms in human history. The investment
share of the GDP was 40%, at the peak of the Korean boom in the
1990s, it was 41%, and so 48% is truly an awesome number. What
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is even more awesome is the fact that they have this kind of capital
spending and are running a kind of current account surplus. They are
able to do this because the domestic savings rate is also around 50%.
When you had the capital-spending boom in 1990s, you were running
at least a moderate current account deficit.

So, the conclusion of most economists in Beijing and Hong Kong
who follow China is they will raise interest rates at least one or two
more times, but because nominal GDP growth is 14% and interest
rates are only around 6%, it is doubtful that we will have a truly re-
strictive monetary policy, it will dampen things on the margin but it
will not be highly restrictive. It may on the margin dampen some of
the recent real estate booms in the big cities; it might on the margin
dampen the Shanghai stock market, which over the last twelve months
has gone up by a 150%. In the six weeks since that correction we
had in late February, the Shanghai markets have performed a further
30%. So it is truly robust market, indeed a million people a week now
in China are opening a new brokerage account to trade in the market.

So we have elements now developing of a bubble and I am sure
the authorities would like to rein it in. Indeed in many recent weeks,
officials have said publicly that they are concerned that the stock mar-
ket is a bubble, really going too far, too quickly and that something
should be done to slow it down, so there will be a biased towards
restraint.

But Chinese interest rates will not get high as to fundamentally
dampen the business cycle, whatever they do will be on the margin.
Because of the concern about the excess liquidity coming out of the
foreign exchange reserves they will I think continue to raise reserve
requirements until they feel they have got this problem under control.
But because reserves increased by a hundred and forty billion dollars
in the first quarter alone it is not clear how far they will have to go.
They will just keep tightening until it gets to the level where they feel
it is under control. And right now, because the reserves are growing,
they don’t feel like they got everything under control. So they got a
challenge. And there will be further monetary tightening and there
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maybe more administrative actions to try and reign in capital
spending. A year ago they made the Governor of Inner Mongolia sign
a confession that he had too many capital spending programs, that
was quite unusual. The tradition in China was that local officials com-
pete to have a high rate of economic growth, to get promotions to
other jobs. This was the first time a local official was severely criti-
cized for being too aggressive towards economic growth.

We have a Party Congress coming up in October, many people are
trying to have capital spending, and high rates of economic growth
to get ready for the Party Congress and want a promotion as China
gears up for a leadership change in 2012. Perhaps once the Party
Congress is over, there will be some slowdown in this capital
spending.

We will also have the Olympics next year, once the Olympics are
over there will be a big decline in construction activity in Beijing.
Right now Beijing is going through 40 billion dollars of new capital
spending programs to get ready for the Olympics. But a year from
now that will be all over and that will surely at least slow the econo-
my down in Beijing.

So China will at some point over the next twelve or eighteen
months slow down. It will be a combination of monetary tightening,
administrative action on capital spending and of course the US eco-
nomic slowdown. The old rule of thumb a year ago was every 1%
of decline in US GDP growth will weaken China’s export growth by
8%, hasn’t happened. Year-on-year growth rate in the first quarter
was still almost 30% but sometime by this summer or autumn, this
US downturn might begin to finally bring down the growth rate of
Chinese exports from 30% to maybe around 20%. And if they do that
will help slowdown the economy because exports now in China are
36% of their GDP, a very big number.

Q Thank you for your comprehensive and detailed analysis on the
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Asian and World Economy. | would like to raise one question to you; it con-
cems the diplomacy of China. It seems to me that one of the most important
factors that will decide the future of the Asian as well as the Global Economy
will be how to get energy, oil, and natural resources. China’s policy has
been criticized for being too aggressive, the United States and China seem
to be facing off everywhere in the world. What do you expect the future
strategy of China to be?

A That’s a very good question. I have actually written some

quite significant articles on China’s role in the global commodity
markets. Because I do think this looms as a major geopolitical chal-
lenge, not just an economic challenge.

The first point I would like to make is that we did in 2003 and
2004 pass what I think is a great landmark in economic history since
the British Industrial Revolution. In 2003 and 2004, China for the first
time ever in the 20th Century, overtook the United States to be the
world’s dominant consumer of most industrial raw materials. China’s
share of global copper consumption is now about 22%, the US is
16%, for nickel China is 12%, the US is 10%, for steel and iron ore
China is off the charts, China’s steel production is now 450 million
tons that is more than twice as large as the US and Japan combined
so China now controls global steel and iron ore trade. In 2004 China
also displaced Japan to become the world’s second largest oil con-
sumer, its oil consumption now is at about 7 and half million barrels
a day. Because its domestic output is only 3 million barrels, it has
now emerged as a major oil importer and therefore it has now em-
barked upon a great global search for natural resources for oil and
for metals both.

If we look at the oil sector there have been many big deals done.
They made a loan for two billion dollars two years ago to the
Angolan government to get oil leases, they announced a year and a
half ago a two and half billion-dollar investment in Nigerian offshore
oil fields. President Hu Jintao went to Lagos last April to announce
two and half billion dollars of Chinese infrastructure investment.
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China is also investing in the oil sector in Indonesia. Two years ago
they bought on the Kazakh stock exchange a company called
PeteroKazakhstan for four and half billion dollars and six months ago
they bought a second Kazakhstan oil company on the Kazakh stock
exchange for two billion dollars. They announced in recent months
a plan to invest in Venezuela; most foreign oil companies are leaving
Venezuela because President Chavez nationalized everything. But
Chavez wants to be an ally with China, so he has let them come in
and invest as the American, British and European oil companies pull
out.

So there is no doubt that China is going to be going forward a
major player in all the natural resource sectors. It’s going to be a ma-
jor investor in major markets and this will continue indefinitely, be-
cause China is going to have in the next twenty or thirty years a huge
increase in its automobile population which will generate tremendous
demand for gasoline.

Let me please give you a few numbers on this, Goldman Sachs,
the big New York investment bank produced a report last year on the
world automobile population in the 21st Century. The numbers are
truly awesome. In 2005, the American people had 140 million cars,
the Chinese people had 15 million cars, and the Indian people had
5 million cars. In 2050, Goldman Sachs estimates that the Americans
will have 208 million cars, the Chinese will have 500 million cars,
and the Indians will have 600 million. If you believe those numbers,
the price of oil is going to increase five or six times. Which means
that China will force us by 2020 to abandon gasoline, to abandon pet-
rol and to go to fuel cells or some new technology. Because we won’t
simply produce enough oil on this planet to accommodate this kind
of car population. The best experts I know on oil think that we have
the potential over the next ten or twelve years to increase global out-
put from 83 million barrels to maybe 93 million barrels with new
fields in Kazakhstan, West Africa, Russia, Saudi Arabia. But to ac-
commodate this kind of car population in China and India we would
have to go to 140 million barrels, we are not going to be able to do
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that with the current levels of technology and no oil reserves. So this
i1s going to be a major issue in the next twenty years and the only
solution we have is technology, we will have to replace the traditional
internal combustion engine with something built on hydrogen and fuel
cells because we just can’t accommodate this kind of car population.

Q Indeed that was very comprehensive and | am very much enlightened.
| have basically one comment and one question. Twenty years ago you
had experienced a terrible trade imbalance against Japan and you have
gone through an agreement with Japan with an appreciating Yen almost
50% within 3 years. But that major exchange rate realignment has not re-
solved the current account trade deficit. | suspect that similar things might
happen despite your recommendation to appreciate Chinese RMB so rap-
idly and | would like to hear your view on this, unless there is a regaining
of the competitiveness of US manufacturing | don’t think the exchange rate
realignment will resolve the global imbalance quite like you predicted.

That's my question and the other comment is, on the US-Korea FTA, this
is the largest cross-Pacific FTA, far bigger than the deal with Colombia or
so. It is a very significant question for the US to engage in East Asian
regionalism. So in this context, | think the Korean government is ready to
re-import beef but with respect to automobiles, | think US cars are not really
popular despite whatever actions we take. | want to know how we can con-
vince these senators from Michigan, | would like for the Korean government
to convince the US lawmakers.

A Well, for the first question there is no doubt that exchange

rate movements do not fundamentally affect current account im-
balances unless they also have an impact on the domestic savings and
investments because the current account imbalance represents a gap,
a deficit on savings and investments. And the real reason why the US
has a current account deficit is that it has a negative household sav-
ings rate as well as a government budget deficit, there is a positive
savings rate in the corporate sector with some high levels of profits
but the household sector for the first time in our history is itself in
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deficit, so the combination of these two phenomenon, the government
deficit and the household deficit has given us this very large current
account deficit and the exchange rate by itself cannot solve the
problem. But there is a perception that an exchange rate change can
over time on the margin have some impact on competitiveness and
therefore allow the US to enjoy more export-led growth as well to
encourage some import substitution and indeed because the dollar has
been weak over the last three years against the European currency,
plus other currencies like Australia and Canada, the US has enjoyed
in recent months almost double-digit growth in exports. There is a
perception this devaluation has had a benign affect on US trade with
some regions.

On your second question, this issue of the automobiles, there is no
simple answer. My guess is the ultimate answer will be for Hyundai
to build a new factory and for Hyundai to produce even more cars
in the US, maybe importing components but having final assembly in
America. If that happens, there will be a Congressman with this plant
in their district that will support Hyundai; you can already see in
Congress some members who have plants from Toyota, Honda being
more pro-Japanese. The fact is the foreign plants now employ tens
of thousands of Americans. But they are not in Michigan, they are
in Tennessee, South Carolina, Alabama, they are in Mississippi,
Texas, they are not in Michigan. Because of its high-level of trade
union domination it has not been able to attract foreign companies.
Ontario is a player in this too, last year Ontario produced more cars
than in Michigan because Canada has a National Health Care program
so it’s labor is less expensive than in Michigan where we have private
health insurance and the automobile companies have huge private sec-
tor health liabilities. And Ontario is also very concerned about com-
peting with Korea, Ontario companies have told me they are very
concerned and they will also find it difficult to access the Korean
market for either automobiles or for auto parts. So you got general
fear in North American that this market here is not open, that there
is non-tariff trade barriers and they will just keep on making this alle-
gation and there is no easy way to resolve these complaints. They are
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just simply going to be a fact of life. But Hyundai, I think, by its
investment program in America might be able to go part way in ad-
dressing the concerns. The other thing you might do is simply create
a quota, to buy 25,000 cars from Ford, just have a quota and find
some way to use those cars here in Korea. I think the sales right now
here in Korea are less than 10,000; they are very, very tiny. Maybe
if you gave some guarantee that you can use the cars for something
that might also go some way to appeasing these concerns. The prob-
lem is Ford made a bid for Daewoo back in 2001 when it was bank-
rupt, Ford made a bid higher than GM, but after they looked at the
books Ford dropped out, then GM came in and bought Daewoo for
a very low price. So GM is potentially out and they have to use
General Motors to explain to the US Congress that Korea is not
closed. And these corporate lobbies are very important, let me say
that China has the benefit in Washington of corporate lobbies, China
has something Japan never had.

In our trade tensions with Japan ten or fifteen years ago, there was
no corporate lobby in Washington for Japan because there was no
American FDI in Japan after World War II. The Japanese basically
banned FDI. They did not want it. China, by contrast, has been totally
open to FDI, China now has over 750 billion dollars of FDI and many
US companies are very successful in China. GM has around 12 per-
cent of the car market in China, Kodak has half the camera market,
Procter and Gamble has a large share of the soap market, we’ve got
some very powerful lobbies in Washington saying “please don’t pick
on the Chinese, we like them.” And that is a big, big asset for China
in these debates over trade policy.

You must do the same thing; you must seek out here in the
American corporate community the firms that are doing well like
General Motors and others and have them help to lobby members of
Congress. Because these lobbyists do know how to talk to Congressmen
and they can talk about how there is trade from their district with
Korea, how they are creating jobs in their district because there are
opportunities in Korean market place, and this is just the way politics
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is done, you have got to have a little constituency to help you. And
China now has a very powerful corporate lobby taking its side.

The National Association of Manufacturers is deeply divided,
they’ve got fifteen thousand members, the top three hundred members
do not want protectionist policies against China because they are ac-
tive in China and doing very well, the five thousand smallest mem-
bers in Michigan, Ohio, Minnesota or Illinois are protectionist as they
don’t have the resources to invest in China, they are totally domestic,
they are afraid of Chinese competition, so they are defensive, not ag-
gressive, they are protective not proactive. This is a great dividing
line in US business but the reality is, the big, big lobbying groups,
the big companies have taken China on its side because US business
in China has been highly successful in the last five years in carving
out large market shares and enjoying very high rates of return. And
General Motors I can tell you now, makes more money in China than
it does in the US. It makes a difference.



SOtA|o} ZHSEL, oEA =Lt

David Hale

Bolo] Qe Al AAEEY vl golehs FHA o] Ao
o5 ]

o] elojuiL gi=A, el FopAlop Aot vlFe wrh 4
& AASke] B, 53] wl=se] BAle] Btk Roleh Aol 29

ol A AAA A=

54 ARz Ao
[e)
S

>}L u&r

o Gejo] o2t n|3o] AA5A AAelry o Aw AW 44

olt}. 5~10d AW x, w=g ¥§e 1 ofH yebr} o]xy At
AAE 71Es e ASst AAAE T A9 gl)le Aol shA|RE

>~
>

>
A
H
rlo
ot

o
©
>

[e3
o
o
1o
oo
X
K
o
%

olefgt AAE Fotr] 2l
ALz thaF ] AFfsdel ol 2 wA7E sldoh FAlel &
ofrJo} 2|2 B §k BArAl SAE 71EeHEA, s A&}l gt
APdzrde E5& T AT 9] SA=E 1,50099~1,6009] Eefo]
H, S AQJTE Foprope] AArAl SAF RS oF 3,500 €
o} &, Fokrlof A oA vt 50009 E&2] AAGA SAt
=0 AAE AHAIZIAL Qs Alolth B A 27 Aol A &

%) ol Ea% 9tk Aot dA 1,0000] 2o SAE, 5
EAlolt 7= ARg-tlolirlobr) 2,0009] Eele] SAHE T]Esta

* o] 22 20079 5€ 39 NHYE IGE/Prudential ZFAFFED Y LS S350 ¥
o.ggst Ao® Ao sl gAY v EYTh



38 David Hale

HkE ol gk Zlo] AL MEE HUFsd 35 AYAFE F
Zato], nl5o] Ao AxE A EES AL itk 2REE
A 5AZEE JotRH, AAEAS] wESs AAsHoE MY T ARt
TFoo] Foprlolet= A &J4le] ox|7} ik Fokrlot %7te] &%t
H{a 5AE ARY o]F g 4 gtk AAA #R 5
Z gel 5 3.2x 2t Ax sokrer A Qlrk dEd T
A NExO0 7 sk Fokrlof Ao WH AA SR 213
5 ZAA kAL e Folth 19191 F=ro] 1232 2, 29191 dio] <oF
90,0009 &, 18]l tvto] <F 30009 & 1 akaro] 2,5009] 2, A
7}EE9 TFo] 247} 12000 W 13009 YE S Hfeta Q) o)=

e QUHQl oIt E shbel AL, Ao ek ujel
H

fra29] °F 60~90%7} w1 %iﬂ e 23y

= G v= 2B S FAEAL vk Holth T A
Zo] BArgh vl FH-2 o] oF 40009 2l o]kl = A
el R v Stk spA|RE A = 3b BFellM, T e
v SdoA T SR faLe] v ol 23l tijEstka
ATHAL ST whbM T vl A flele 23 A B AES
7HAAL Q= ZlolH ol Wi EHols FASEM, v=o] A=
i -

(o)
“ri
=
>
> 2 o3
>
©
1o
o
rict
f
Ho
\_.
= X



sotrlet BAE, oA9A HAY 39

FAAE, top7h A e AEAE s Fakeke & Bt 4
=2 o 2009 299 SR FIE FE3] A MELE F
A3AHE AT oAl #Rlo] whd S %

Corporation) AFgel eabH, 21 A gh=r A7} Ajlsh o] HE2] 40%
7F Sel, 22ar 60%7F Aol AA FAEe ki gty g
T, W7 HE AEoly 7IEF A S g% Hles e As 1

ot lekal Sl itk

A} AKKorea Investment

=% FASE A2 2A 0] RS TREEon, J7FEES of 25

o
S e d =
Lol BEABANE RUAAT, ol s HEREAYGIOE A
AFEAANN A AEH A8S N ZUA, WA,

1T==
Selm PEA Al ESH Aok GIck tle) W oy £ A

AAE Bstel A AFL $8eha oUrh v o]l § Al Ee]
FF FUL oPlobt AA ABNARE Nrh AFHOE 28]
913l wsfokat Yol

obAlol Aojel AFA ABRATL L8 vl Delse] that 4
ol HALAR okde & 5 QAT ook 7ol B4 ook

Zo] B¢ ARolth opAloh FrkEo] el FAT B¢ 150



A A 4 A7 A

S
Tl

-

| .

/_\1
=, ol

A9 F ot B Zoly) wolk, )% 34
2=

AANA AL 2 F

5
& 18%~19% Yo o]

A7}

A w5
EERRE

oH

=

40 David Hale

=

3
o

1)
o

KeX
LS.

the 2

Aol T AFAZo] oF 2.5
).

E
-

J

g

Al
A

% ool

=
=

Aug §U98 94T o A

A

39121 74,

A
=

[¢]
AR ABAGOIEE AR AHA

=

FDI(
o o e fuolth g5l Ba7bE A

-

A



Fobrlot BATE, oA =t 41

olgfst Al AAF wiA TheH, vl=E B8 Fobrore] &%
el Aol st S 7HA 2 E e & W Ad
5~61d%F dojutkar Qlrk 101 A Fobrfofell= FARE FA@A o] ¢l
ATk Foprotoll= At 1940LﬂtH°ﬂ 4 GATTSF 1990 d el =

WTOZ tlaAls AATSAAZL ARG of Aot Gt Fols

7 o]l 4do] Ao AR T Aol ARHNY. v 35
% g7EEE st FTAS AdsiglaL, vhe A & sh=iake] FTA @445
EPAgLE A7kEEs &5 9 S FTAS AR, Qmehs A
Fdgoltt &5 5 B s FTAS Adsglon, S53ts
otk T FoMlof AfeA o] FE FAsaL gl
= 0% 4561 A ASEAN FA3IFelM st Am7HA] A5
I glom, 2010l o] zlo] AdAEE mhekaL 9l

of\

-

Soprjob T R7IE A, 5~61d Aoll= AdusE Yot AR
- AE7F A, E ol A e X Yeto](Chiang-Mai) ol A T2 A
152t 3]7t H =] AAPY S QA% MEE 7S nhdsks Al
717F F71% Fok AA Foprlotel = e A Skd
A7 Ak 397t A71AoE AHE L o, aerAl 2 ol
213k FpAol] gk X|dmto] el AdE A=A 7MA Yy 12l
SoMo HUES B UE uFH Joll thulsto] oF 48009 ]
s

>~1



42  David Hale

o] AFstaL F=o] B A A8 ke BA|R = AFEE HE
o 28y 10 FA Ae2, ATl 2598 AR o] A9
obrob#t IMFE EWA7|=d Badh W 8 A=o] AT
1
o

A= FE7t 1 Aolnk ofge 7)1

%
o o o
fo 1o
H
o,

f
z0
B g

PARE Eekag B AAEY MY 5 dHeR A8 e 9
oho10d A G S 9717F o Ae AR drvs AEe A
SHE7F o] FoIH AL QU o= H T Jxdo, ko z o)
of Ads] Tast FFAHS AL Jlvkar el A

o B o] A4 & L1
ASEAN =7F59] F7HA)| &0tk T2 o83 ¥-5S 4l &
n, AFH 2 dRow FEs] fE HFAE vet FETES
AL 20%5 248kl =t o] FEaEel tidh Fokrlop F
Q=9 HlFS KW, UEo] 27%, I+ 26%, thit 40%, Ho]AJo}
48%, 7d7FEE 48%, BEW 65%, HlT 27%°]3L, ST 16%E AlY
st} mEbA] Fopalol A eM = Fo] FES B

7hollA =9letal o] 7S HEAR wEo] FEdhs, 9] N2 A
Asd FHol AMH Q= Foltk 1 A¥ =2 HuEHY
2,50091~2,600¢] Hefol] o]=2= AFE SAY AL o FHOERH
T 4EE SAE V1Esta AIRE FotAlolA| o] B wvkeke] #
Ads FAGAE wola k. oA, F=ro] tinte] tiair =

o3
55021~6009] e, d=roll tisfAl = 30021~40091 E, ASEAN®] tjal



Fobilot BATE, ol Wt 43

sl 1

S

A= 2009 289 AAE 7)25ka 9l Zolt) o

) AE

Ho
Nr

o
o

ol
ojn

Nfo

XA

mJ

NS
o
ol

i ]

Itk ohk A= 9]

to] Aol we} F=ro] FEAYAR] QlojA Hoh At
=7, ok ASEAN 17

i

°
yal

A Aok

7 %C)]—/\]O]- X]Cl'ﬂfﬂ 0131 %7]’7]’ ‘7‘%7]33]

=

oM, 1

3|

&
=i

ok

o

2~

W 2= vl v
T

st =

[e=]
=
=
=

TC
a-

PN
T

ol

A]

—_—

K
gy

wmo

aKe)

# 3go] ofti7lH

3

o} o}z olel

woH,

THAAZE At

3|

X

-

Al
4

S

Z]

ar

A Foalo} X

5]

T Stk

2
]
1))

ool o34

]

7 it

TR
\at
1

)



44  David Hale

N o
:”__;Hﬂ %@ﬁ_sfﬁlﬁbJle
. o) ﬂ.zT] 2 o 0 N -
s %m%ﬂﬂ%wwﬁ%m% @
G el SRR X S i g
N oo bR ﬂ%ﬂ;wﬁua%umm%ﬂ%& %
T 0 Y o %X o ) X
b T o Mﬁ X0 ZT%_szpum_mewm W_n_lﬂ n
oy 7 W ﬂVﬂ%w%E o b oF
qn 7 AT o Nin - o
oF oy R a3 ol oy = of
w5 ° O = . BN o o d}
o 20 T =g 2w N R <
o .,WL,OI B - ,ﬁﬁ% Mo i o zﬁ_l‘ﬂolﬂ_,_ﬂﬂﬂl_._ ) o}
F o T %Wﬂﬂﬂﬂ.o&m@%éﬁ Gy
T o P ﬂu.ﬂwmﬁfﬂaﬂwﬂ R
]ﬂﬂﬂﬂ a]../l‘Dl‘._._.ﬂ. J.ﬁ)ﬂ,m,._7 : iil
CHS L_Lﬂﬂammmﬂ%l%ﬂw G
B m o) n_Alwmlaﬁ%__o;o = o = o B
~ of T }Nﬂ@uﬂLEMﬂuﬁTﬁAﬂﬁ el
o AR N W T 5 o
S ot B 8 9 g T g OR
I _ < S = = o B o ™
o CIIS .HmaﬁwszﬂzWﬂmﬂ o]
o T oF T uf%ﬂﬂ%_qw aoﬂl%ﬂr.nﬂ —
— K op 9 <R N o & ®° o oy A s
o o ‘B %%%%lﬂﬂﬂ%%m%? eL
iy S m T L 5RO R g 0
Dot m o e -
ma® R TEW T e Rk o
ol I T O s w0 s N oLm_wmmﬂmo or
mﬁﬂmm H%M?%?ﬁmﬂiﬂ_/ﬁ =
oW o wqﬂuwgai@_mwﬂ%@m K
@4_@ @mm%mw@m@%mﬂg It
< Edommd T

Ao ek, u

k3t
e 4

L
AL

7190 thabe =

—_L

=

AR A Zoltt wl=re] AR|FAR= ok 1]
AUA =, AR ] S A= FApel A

71 ol%= ZI% m|=te] GDP tiH] o



Fobrlot BATE, ol Wt 45

Ak el F977) B9 foPdse e mRel 719 AARE
o) ZIeRF o) Fol A4 Faha vk A sl 719 BYAE
o) W3 AFHAN MuIEAE H7E] AR NYES AR
TR FHE OG0T A FHE SAEolY FHaew 9

th Al wl= 719 6,000 EHE TSk ol| A Estalth 719
o] 18 k= ol AEFA(stock option) A =E F3 HY
o1 AIE] H(incentive) S F-oI8 02X F71E U= A7 1A} &= X
I3 wEolth O]fﬂs} ’\—1%’5 Zz o] AaHow 7|HYA Y
Bt el ®iskE dor|a Qlok Al vl=] Z|dAGI A
oo ® F7te %‘Jﬂﬁ}ﬂ Nol, Ag AEE ApEA FAR = 2}
Ab FA ko] ARg-staL Qv o] Zlo] ml=r Z|j o] 7| Al wist
ojm, Atk 67§ FF Hl=AA ] FHoFd 2Qlo] Ha itk uwlEol
2007 59] W= o 2%9] AJES At FSlehs st 4
E Aed Aot

_1
»

o
T
1
-

T 2 Rl R =B QALCR= =) 1)
=, P75 AFE(FRB)O] A7HEol il oA Qixﬂﬂow
7] witolt}. ml=re] Qlaxgo)l &S A 21dzt 1.5
SoFATE 12y FRB= 10~153d Ao & 4= e i—rz—% #%0 =
e a7eke HAZAE JHA &tk 1d A owee AR
6.5%, 159 A2 9%, 25 A2 20% 1 o dAl=

AUTE 525%8] w7t A5EEe w3AA AAE AAT L
ANk AE AR A7 FE ] AVIE RE
AGANE ZAsHA = Ak 7

L ol= AABALY e w371 Qa]lo

HIUZ§91~J

7}
<

&lrﬁi'
&
il



46 David Hale

Atk 9% 3 bt v A71A%] BE UetEe] 9% W
sk SR ik obA kA ol thal o 5= ik M) A71sket
o] AR F2 Felol AFH L Q7] W, Fopokel A A
Bt Ao Oigk v)59) el ok MrkE Fge] thehix ¢
ook ARA o el et G FAAGNA ob4 et

I %
ik
N
fr
9
o
A
I
0o
T
Hl
=
N
rN
an
)
K
o
:(I)g

Al nx= gt o}H7A] g7 A7}ekx

N
)
o
A
Hy
=
e
g
oy
ofy
i)
2
Y, ¥8
N

FAAG A mrolYA(—)e] a3t Yehtr] AR Zlojtt o]y
A A7N= 200795 ofxlo AA|e] Q35 o] & Aot}

B2lo] w53t o] A%je] tha 7pAE
HAolat wael glek s Aol 93]

=, 19944 ol Agom wFgo] st dds sl olegt

I

rE

2

19

rl

rJ

jubd

>~

=

rlr

<
192



Fobilot BAEH, ol @A =it 47

= U= e

A4 Wz

At

= %27 A

ko, A=

5]

R

HDoha) AlAF- 47, 12]aL Foj#e

S

[e =} 5
TrY98d, =

o No
r
S
‘BO oV
S F
Mo X°
i
1y
T o
i
o3 ™
o
W
T N
y
= M
= =
o B
e T
~
1o CAWE
4
BT
B0 X
NE S
~, oF
UL ;o.#
o7 o

ol

d

Ioh, 1= 2%

o, u]=to] 1930 d ]l

%o

Fo] 2. =419 Sherrod Brown 2]

)

Wt 2

SCED

e als e B = B O

A A

=g 34
Aol g ot

ol

b AlA S

5]

s
[N

A =S

L=
)

AR AL

A

L7 WY E

o] o

-
| .

Al A = 2] 8)ellA

s
B

752 Zolzka GA ¢4

A=NeR
2=

Hgol e=e] T=AF

olE] g AHHT

=ye)
=1

15 1

5

oHtt «

__i

|

o
=

N
270

sh

A =F7]THIL0)E] 97 "ok el FTA @7l

Ezl_

7¥A 11

=
5

o} WS AAEE 9hA9] o

golw ml= FAF7E ILO Hokell SluiEe s

o
=

2

st o)

243

5
2 H(right to work law)o] 911, w]= 7G| AlE H]

A wx 27198

-
.

o, vl= gl

5



A s EEaL glom, vj=e] 207 Fol

-

.

st

[

EESERE

Q.

48 David Hale

:17_00

T E Ok o o o Y R Cl) o R OW T Mo N W R
DT e FE e W o BT o T o= B
‘DI o og._‘._u 10 JIOJ‘/I»CI oF o
e N of B Al wm o — TR 2 Al
o E.__l ) = ol Y X BT . Nlu.ﬁ 1o ET.C Of o 16°
iE%Wiﬂ%% iy W Mo oF y K= o TR o)
o#ﬂxquAﬁWﬂngemM ﬁaiﬁ& ﬂﬂ&aﬂ dﬂﬂﬂam._
ﬁo_a#c_aﬂ@ﬂ%ME oo o WX e e 0
U = NI P L S I S
MOL#LH_.%M%EQJM] uﬂzTﬂm @mﬂ%iﬂ%%l
T xS R GEAT T 2 wTILg Pz @
—_ ,Jll] — ~ )AO ._LILOH_F ._.aH ‘L.OM ~
7%xwﬂokoiﬂmﬁmww Jmlwﬂ% - S
o#aﬂwoﬁbﬂom%o_a}% — o uTc._,mﬁwWotEﬂulﬂl
Kormm © 0w b N © — 4 N nily
R N oy N~ o W
pRR TR dhe Hog o Roga® E w
o o B up gy nh X & ooy oy T RN T R oo T
TredrPrcf® R ® oo RTw T
o O N 7T T oo — oA o o Mo o
feroRA 0TS pRYE FrRaTgra
o) gy a3 = o — =™ B o 3= o
mﬁm%ﬂﬂ%uﬁﬂeﬂm&mquﬂ @mnmﬂw mﬂﬂ..%wwaﬁ%
,WH‘OIZI_NMMHOTLCUHHO ‘Mﬂo o Kﬂ«ﬂﬂmﬁlBﬂﬂﬂiu
EL .= o T AKX TN AR <4 R e
2o T = L - o5 WX B X o X — o7 8 T o N
o TR T T W T B g R
Aﬂk%@_@%ﬂ o mmN T B ymy O
T LT o e g E VT g e e
W ot L N CTC I R 3
o) ™ T AF T N Mo i) I o o] . o Wy
Jod e R o N AR N H T T m o AF B R OTOW N



Foblot BAEH, ol @A =it 49

& ASRAPYAS Fola] 3 WFEG 99 ANF e A
& <o) B otk 1A EstdAe A7 710l A At

1717} 2 AR o]+ EEUT9 Baucus Ao do] A A
T3] f19o)7] witoltt oW FoiRiel: 1 S]A3E AR of
Ho, FEhE A7 9A=e] d=AE 21E0] ofEe A FTA H]

2|4 4= ¢lS Zolgkal Baucus &Jo] ¥AA o R HHE gl
D]r ﬂr‘j} sgo] vk AlA Ha17] S qrEshs SAlF AR
(2°]Z Office International des Epizooties: OIE)©| u|= & 117]4=F7}k
Hop e Sd=AE AT VIRAoR sdshe 3He v Fol
WHozN d=o] =5 A7iehs HEs 2HA B Zlolth o]7lo]
o] Fo) A" Baucus A2 FTAE AT Zolth.

o ru

AHEAl FAE ZE(Ford)AMSE A2ko] &8 (Chryslen)AFE =5 |9
Tt vk AR vlEE o olrk Ul AbEAE sk
THAH GM2 =9 Akl FAkersith WiEe] GM FTAC]
sl w285k 22 njeAo] ofyth SHA|RE ALY AEtolE
HARE Shro] AlEAl Foo W v|IAAE S T Qe BAR o
= AFEAA A HEo] off7] widel, dizbEate wl=AE s

golabsl sh 28 TAA Lok FRATh A vFelA B

at



50 David Hale

E SR ko] ke 03 el AATE T glon], vexs
el ey, AAEAs I 9ol £ wFe] v
W B4AAE olob] dha glek o] AT AjAEAL &
Ae) AFAZIA Hol Bl Aa AENE FUT Bast QU
A} A2 AEa} ] Auto] £eE T vk T4 TEALY

ol &u it hv] FTAZE AHOR FE8 529 JAANLE W

Soldl 4 gl e glrka Fgsha Qv 284 EE 9 gkl

SR} SRS FTAS A3k ek itk i o Al vl
(e}

AR A RolTh FetakeldE Y o 3k FRlejde] &
= ek FFAY 200N v A FEAAEY S A
Zo] golstes Enjdss AAE Aolvh 13y vimels thti
o] m=aksio] Q7] wiel oA 2 wAZE HA ke Ao A7t
et

Ha7] 9@ AsApr S8 AREOE Ao ajlo] H 4 Q&
o oA 7} gtk okA A2 ukg) 7‘01 WY gL, st o
FTAR §t=9] 224 B S HAshs MZE A 3o E3tu|ofof
gha et Zlojuh 1d| 6};01]~ o> s w27t 917
of dFHRH meddo] A Aok ek Lo F o
A WA obE Ao® AZEAN st = Rigtr) ILO

e o] EAE AlFE ﬁEoH F & Zojt m= Wl

ZA iAol oisk AAMGE FTAC| E3HE oo

N1 o Ao
_{

oft
{o o

rig H>
ro r|
)

b



g

9]
U]-g-o]

ul
=

L=
)

°
pal

el

sfolo}

1 Schumer”}
[e)

(@)
R

FoRroh AAEE, gl Hu 51
A7) A
o

= O
=T

o
&4

AT

&
QA

_]

3 20%2 HAE F3

93] g
7] wjEolt.

9

}

1A
H
L

3

-

3t

5

of tf
T} Hank Paulson #5732 A 10€0] o] W

S

L

o
=

{=
LUA= |
"_\

o] W F2
o}

)
=

)

A
5

of whet =7

whebs] eko g 3~47)
u

¢

=
=

4 A9 gt
RIS

3

Al

=

o|J
Dl
o
of

317 9tk welA

K2} 1/4

7]

Zoltt o] YR A=

4

ol

o

Lol
ol
=

W7 %

=]

1/4

=

=
ol 9lom, 7E¥ 2007

T

o
e

HA3+= 11,4009 28 S7Hgich

3}
2 = 1 9

=

o) 1k W dey 27)
jui

w719 S 9

1

=



J

=)

A 2

]

T
o=
o

5

oty 1
ATt 1EA A=

Ry

=

71
]_

[

L6z 2@el7h & Zloltk ol 2 A qrRolth

25 & sksterilize) A H oF

o]

AT
3z
=

|

T
T=
T

717} 714 2.

1.5

David Hale
[¢}

-

.

W 7F 6,500%F Dol o]

52
wol d=

il

I
-
J_.mo
i
Nfo

o1}

)

o = 714

vl= =2 ] 6.5%7

LS.

L=
o ARHFES Pl

I
-

2 ot
A 59 AR fEo] F7ehn

;gjl

o
9

]

kex
R

A7F o™, =74 duiA oz 1A

ggion, 1 ol% g2}

gk o

=

7_(1}
o,

o

At ml =kl
171 Al
i 3-4% FEZ o
WA 2 7}

=0
= 1
)
T

A7} gk
7417)

A

=

LN



sotrlot BAER, oABA Hy 53

= AAFAE Fjsta glom, AV Aeo® o=7|de mrel|
T gt 2Zhdel S AFFE 3)AkQ1 Lenova”t IBM O] PCH-A1E Q14
&+l o, &9k -3 AFel CNOOC(Chinese Offshore and Oil Company)A}
7} 1809 Eelell Dol vl= A9 A Unocal®] Q1 2 gl st
7o) 1 o]t} Unocal YZA7E vl= &)3]of sl A= UA|RE o]
o] A AA ARl =& =87] ARt A xolth &
o] mj=rol M el A= GAA o= I A 4 AT o
T et = 7hsettt Ad & = dolAgete] 509 2, 1)
o7y el A2 FAFA 109 2, 1E]a A=) dgt
AIAE P18l BHepd 9 o= dE e Qlszet TR AE] FA Y

M oHorr

40

=

)

A AlFoletal BESHITE kA T SEe.E 51dZE FDI

= =
= T
S8t Hujo] ApRgEro] = Aot

i

L
l—l(‘
=2
ofN

1
flo
H
=
b
juied)

= 134 2 2719 e el 1809 e
o] FEFEAES Fgk= NS =Yt Anl, o}F A= o] A A
oA 23S 1459 2] A ES 7ML
¥ AL 59 gejo] waith 1E50] w8
= SAkske] el gt $-E 9} o= ARAtelA
= Folo] At witolty. zelv AR Zhdel ofgt 9=E3te]
A 28 Qekstrnt Zoh A 1d W Fok kst 6% A5
. T Fsket Y] T

1

2 o 12 X ¥o e

JIRSY

3}

-

o i
=
of\

oA
kl

fohyo X
o

X
oo
k)



54 David Hale

s
B
ol
R

gk A

9l

5

Bo|c},

o
o

e o

T

I 7Fs

I3

1] 9)

°

A )

s

=

A7) A
o]

T

=

o

oj
&

"
J_,NO
b}
ad!

o

—_—

A5l A

o=
gT

b b

L
=

T

3
-

%}

2

]_

o
0|

=

5%7F ot} 6~8% % HAFE Zolm

(0]

.

[e)

=

1948749} of

IJ

il f1okske] <k

(3]

(== 2 Il
Zo|a, 18]al

e

o

L=
)

&
822 =4 eF20A

5

o
=

|
N
oF
]

o= A

af

=35

kel
=

4r
Mo

N
ol
B
sl

o+

A

=7 Alel mA=

e

o

2l

I

u)

o

b1 ¢

ZICIES]

Ao

3L
=

o
=

T

o

OE]'_LT:‘
glo Aol

@7h ol Ao9 BE vers

3z
=

ol
= etk 19AY Ve R & W, Aw
20 ol 7P S relM A
E]——

o

o]

.

=
=

7

7}
-
S

=

(Bank of Japan)

-

.

3}

|

iy

o]
olgo] AFE 0.5%8tl HA o=t}

Fobalol 49| o}

Ji

1A

U9
PN
T

]

!



\

7] A

=

oI, A1E

-

e
29 ot B Rl

sotrlot BAER, oABA Ay 55

}

-

ahleh #T AHA

)

Z87F 1% FF0

Aol

3l9] FHAAZE Q)& Aot} 171d Abe FE|7}

il

Al

3

l

S

S wl§ AA
2 Abe W7}

]

e

H

l
Z
24

S EE

2

o|J

o)

Nfo

e

Al tid =z

Fukui %

o
.

Y

_.AO
=0

!

H,

s
a,

[e}

=

L=

L .

A

[¢}

=

o]
=

AF2FQl Takenaka® &=

S
-

w
.

o|J

=7

)

b ek

°

LR

bR Bl AAAR)

R

°

_]‘—_[_ ’El:
AZRE] o} HojuhA

=]
=

glol A

3L
=

AYold FA4te] Eto wrolth Etos 9} Takeknaka® & HF
=347k ¢l

0)
=



56 David Hale

A, QAL B B e Fsud s dw F

A7he Edl ditE AREs et 42 o FAE
s s 2] el A 3 dzk 16009 27t x}lo 74

7}°ﬂ7ﬂ 1% Uridashi @S 231 =), oA
s A Awskal 9leH, iz Ad mAdE %319] 7}7'4% 25

d el 7P w2 el vish g 4o AARh A
AHEfrEo] BFel Aol wig- 2 93 vIX L Qe Aotk
o] &n} <<l 78] EFo]="(Yen-Carry Trade 5+ Yen-Carriage Rate)”}
s} ] Sttt dl Y Edol=f= Alas A e] Ak
A e giEgs 28l Aus=ed d29 <lgkE ASlske AlAA E
AR ELL ofe} FA|e] A oltt. <<l ?H'j/] Efo]=r9 R
(& A=sd ?f#)ﬂ gets] dvht 24 B A2 glonk, A 500
of FeloA Hi 1x 2ol olEthe FAAE KoY A Y2
B2 AHA Rl Eﬂﬂoﬂ/ﬂ IArEZF 11,0009 g E etk ekl
olelgt QI EE F248h7] Sl x}j—i% AR =T e

7ol @Aolth, S & % 9lE R FSWolth <l A

1o lm 4 £ 09:
o
\F

ol FolAEo] Aglel thsh A1Y AWHOR thgdteks A%
2792057} SlekaL WS EhiE QA AAREE RAE 4
WA ek ol Aol Aofibr ZA Ase] JHAzk et
Ak olgh 2 AL A 29 F3 FUAY FIA 2AG
s FAAGANA ST 10% Seket glo] the 2302 A A =
AN NF2R) BAS AoAk S, B4, 49 L 55 U4



sotrlet BAER, oA9A HY 57

o sy AXAESe) ARoRVE Y AU Faaka s
4% %3k P13 F A1) agE I AR ARl X
ACES A AAL ARsE Ashe oA Rz Bokilt 4 )
o Edolm @Y Aol AP SAIEY Fed JuL

(e
gL_tl

o

o

o

i

ISl

o <
oo
=
w2
S
=
=24
T
O
r o)
S
=
H

lo
ne

1 55k J771g0o] okl A9
opl2l Zlola, Aol YEeol i oA A TS &
$7382 WA} 7] WRo] AR AT} okshm ek
5 o3 GuE ASsdel ofelgol §e Aow 47
oh e vlelA olefa ko] ol3le] AH I Y, ol3e]
A PUgo Ewi Yrks AHLE AF w5 5o #4)7]7t

@7 Wt Aol AFE otk A, 089 W 9
A2 urk FARC|L WERTeHoleh V)Esh FolH 15
st 53] §E0) aBstel AYsn g R0 u

Z71E Tk WS BAT Rojth FR3 AR %}
=3

ol dialA 58] Bie] ek e SAF oAk Y, vkl
WY a%oldEe $33 ARo| AT FaE Bashl Bl



58 David Hale

gzle] nFg 2ol T A it ofs7l 18
oh Aet 1997~1998'd 713E F=ro] Siqkste] BUMEsE oA dwe
2 Foprof FAG bl =
19941 T3 Aol et g 7]
SRS A= A= ol :
o B wAo] ofwA wA Al il vl 28l
= FAEih 9o 242 T ARt S22 T S5 A
ojaiell = Zlo] ohdet QA & 7HA, F A o AAe} e
L ojZle] vl=e Azl dARE el 29le] Hal gk <l

Ao ik

2
AL glek, el tiEY 193 UhEY RAYS ARTAEY
A2 QES wEw o9 graks oW Weke wAs: Ao

2 SRt ofyet FEuol, HF, ekl FTAS 918}

A= FTA ®iQbo] Q3joA FREEs m9s}
2 o] BE FTA Woto] 28 w5 714
S XFES Qs y Q=] FTAE 22)7] f8id e w5raf A
Qe thai A Etdol A= obr] A ¢tk wl= 93] Skl 4
W] FTAZE o] Sl 1do] Aubd 4719 FTA o= X134
Aotk Ak 2d7F = Dol Alo}, Bi=, 12]al wopxe| vyt
=3 FTA @<= sholth Ala @4 4749 FTA A2 gl od ¢



sotrlet BAE, oA9A HAY 59

oE EEekA] Fagik visto] @ % we)sle] FTAA ojwl 14

£ FTA A% ¢ 28" |t ok uFg o950
A

_—

FAATIY, sor ool A 1=

LLL

FTAE
A= Y & EHES & ZAolghal Bl

—_

23 A 2elo] A ust o] AF Foprlel AoelE HA
4 g ao] gol AWH T ek obAloh F7t Aol BE Az
FAZE FTA, obAlol 57ks) 31 749] FTA, obrlol Si7bs) Ael 2o
o] F7hsle) FTA 223 obAlobel v 9 Abet 1] g B
) Soluk, wep vo] B kgt AAWAS AFRY 25 2
& FTA A9 P54 obalo} sztelA AZE 4 givkd, v)
o] Al e) 2T FHeIA FushA HE ek oleld
= FF 10-1592 o] 9] R e mf& st9] A
AP} 5L FEAD Woltk 1 B G ARWH ohe)
ob} %, 2Eulok, shivkAx 3ol A5 zaua AARA S
FYstn At 2 BAR Fud bed QoA A48 sy

FAseIE IR FAA ol g WAk

2 0% M

o mo & O R orlo

olgd% w2 2 I Avkt =AY AP ele kAL Qith sk
o HolS maEtd X4 QARSI Charles Rangel 2! ¥UEF=2] Baucus
e 22 FAQl QAREol AR FTAS WAIgksh=H 3lo]
A ofe} o Ee ASete] dede Fe g o Y sith

e AARE oFEAR B4R Aol gk AF & AP T 9l
AT By g% gt $Ert 3 4 9l BE ol okow



60 David Hale

8 WheA 7

ke

5

o9

3~47847E 2JE)7F ol A

7!

].

Zlo] ofyel ¢ko 7 510

olt}. ¥lo] o}7]4 T %

7] FTARR| A7) &

—_—

I

ile}
!

5y
N

-
| .

she

i

i

],

1o
o

92 718

J_,NO

olo
or
K

OH

u

1[]
Kl

by

g

ulJ
04

JyJ
H

i
o

ii00

I

cc
a

ii00

o]
o

= AS A0IH 1 =2 KE A2z 201 12l S2eiae

ofe}

ol
=

3=

b} EEe

3
-

Aol o]

A% #go] ol

Lasl

Apg A 7

©
-

7} ol A AR T
o} GDP2] FAH]Z0] 48%At) 1990 U]

= A=

Z A8k

g0
o AAEA B

3

o+

ol
~

S
=

I
-



sotrlet BAE, oA9A Ay 61

oR
-
)

th= Apalolt} Eo] o]E7

]

0%
=

wr

3t

A 7]

o
=

Agge)

o|t}. 1990 thol

7] W

43

A A%

R

r

A A4 )

|

—
o

ol

woll AA=

7]

5

§E GDPAEEC] 14%°13L =27} 6%l =3t

ApA= Ract:)

[e)
=

et s

150%

07 e

-
-

ol A1
1 Az =448 A8E 7N

5]

5=

g 9

197k F4414 A

B

fite)
o

ol

- 9o
1. AL

Aw AFSRE LE 7}

ERRRIEER

Akl

Aojgd Zog A
ARG 2= FAA ] AFo] Y

)

Mo

INL!

e
e

i

o] 9g A Rk T FH Felrt RAow 47

o



David Hale

62

o] AAx]o] Qut AR w7px] F=-

!

ojty. rEvd Adt

fo s 93k 6317} 1,4000] Eels 27137 il &

5

s

/45714

™
N
X
= J
ok N
™
o8
7o
il

o AEE Aol o7 ZHAl B

s A
-
=)
=

Fa sl7] e,

S

57k 71

L
.

=

] 2 2 A

L
=

A k=t A

o|J

10480l T Ak Ades])7} 7j 3 e

-
-

2
th3]

z T4

so] A1)

= U

b gl ofehe AgE s By,

S

201232 A LA A Wslof] HA

ojt}. uidel

oy
bR

2= A

11 4009 Eefel o]

5]

9
ZOHE A8 Folok. Tt dOE 1d He

=
=

|

e
T

hyA

228 An)FEA}

&

whbA 9O R 12~1870E F O] of" Aol A]



sotrlot BAER, oBA HY 63

A oy o R vt GDP

B 1% Aart T2 FENEE % EE os7E ek

5

0oL}

3l
AN

=
o

—_—

oL} 7heold

=
™

-
-

o3| °F 30% %o, ©

3}

stew, AF $%0] GDPY 36%Lt 24

Al
=

H

3
-

b Az}

th o]

=
l T

==
=2

=
=

OFAIOl= =8 MIAIZHIS Ech

JA0ILH S=2 32 UR =

=
—

P

LLES

i

DIZD S0 MM RRUA HRYAS 20/2

ol= ==2 DIHEE0| £A

£05

=

A

3

Of

tCh A

1o
UK

Ju

o
AN

~

2d0let

ol
=

A7}

Eis

o 2l e ol

A AABAS] ERoleks Aol ozt )

ks

—

AomM AZHIL 3

2, 200337} 2004 d 0] dojd Yo

2

S 0
= —

204171 el A

HIAFZA 1]

oltt. 2003 20041 F=r

S|
=i

= A7 v
AlAlA S

6
N

9
o] MAAB]ZFANA 2]

g
-

AAHA o

)
jinl

O
| .

H

H|Z0] 229%°21d] W

ahe



64 David Hale

ol
ol
el

il

ok 7504k wjHo|t}

sk, @Al AlA 2 ol A

o

2=
—_—

oA 209} 2| o]

g

| 259 2

5]

& 9

31%F A

|=

]

T

b

Lho] & 2]oKNigeria) ol F=F

)

(Hu Jintao) == TA1o] yolx|glote] FE=qd gkl (Lagos)E Wt

ol 259 2] o]

S

4509 Ze

719+
714

WA o] FhAs A~EF

A Aol A PeteroKazakhstan©] 2}

rﬂ
Fom, 6784 ol

5]

As v 5

<

FALE

KN
=

A
~

=
T

ol

2= Wil Ut} Chavez WYl

ok 12} )

o] Wil 5%, Chavez Ul

=
=

3714

O

A= Holl=



sotrlot BAER, oAGA HY 65

FAFoR MR 9t Foln o) %ORE A4 B Roltk 9
b FT FF 20304 el AR AT A FAFOEA
D A st oplEe el AT o)) upolt

ofe] #et W 7 FAE AwBAL 2hde] 78] A} FAH
¢l Goldman Sachs7} Z/d st 214|7] MA A=} 1o thsh KA
o&bd, 1 A7 A mHh 2005959 AHER} AR v]Eo] |
o 4%k 7, F=o] 13 sHRk 1, Q1r) st olgitt Goldman
Sachsi= 2050'A0] =™ AgAb afpAb7h wl=re] 29 guint W, T
59 W, 223 %7} 69 el o]F AoE Fakstal qlrk o] 4]
7F & wF sebE 7k S~ E AdssiAl E Aotk o]+, 2020
of oW F=Oo®E Q& =7k AR % E7)Ekal AgdAY ojw
MEZE 71Es A9 Fhte] doke 21E gnjgith oljdt 9
AsAk QA5 Fsh7] 21 AfE %v‘i—ﬁ] AR = gl Aol A

el A Q7] ol

=Qlo] ol Q= Hal ARAETHY oSl mEW TR g A
ol )7}k, ejAlo}, 123 ARe-tioleinlole] x2S Ak Blelo]
UOT = 10~127F AAl AFAAAES 83005 vl A oF
93005 WiHE AIAZA F Qe 59 7L vk ey oA A
B T g ARgA QIS 788 A 14008 HlE S
grsjof H=d, dA Tlered i oEs AdE ¢l

r_{

= otk 1B of= &% 20d el 7P Fad Al T st
d Zola, 7]wol ol tiEk Ut Aol el AEA
Hd7]s A5dAY a5 ARSh: thE 2o diAsor & A
ofth. 27k o9k &2 A AeAl Qs AdEId 2kt



66 David Hale

50

RO

Ct. 2004 & & O]

okl

CE2
4/

l[e}

b

¢)
iy

il

(e}

Ik
[=]

4 OF

EH

—

=0k 01X0l =2

ot

B
—0l FTA

t

—

=)

EXY2 0= 4K HE
2deldl,

S 2f 50% &sAIRZICH

2

—

S oA XeZ2E= M2
2

—01 FTAO

NS zl0He #22 =SHI0t

0l =OtAIOH XI<

==
S

i

—

J|=otHAL, 3 LHO o

Ct. Ol= Xl
MEEO0I MAHS =22

| Z=20ICH

=
=
O

OIAl

ol
RO

__o._

_|

Ct. etA Oledst

=

AH2
S™

HMEE SF=0IA 10101 8iCt

0

ESNPIES

3

[

el
prs)
™o

s

=

A= -S4l

ol

i

e A e b e o B R S R B B FO

A= 71Esk

=~



ok
&1

2po] 4=z

PN
ES

stel Geivt

Fo

FAlob A& 3, ogA
< Eh/]’ 67
S

7+ Ao = 7

=

2

he=

ok 18y

+

o~
E

=

3)

AR A
337t f%
Q=S 55 1 I

1 T £

&3tel H

ﬂ’ﬂj’_ o)
017] wio] w=e
= 2 B

LKl

9

il
m) ‘_HJN_I,UI‘I
r R
] %E}oi_il
< .@M@&@%%al
%o waaqgiﬁuﬂwogg
ﬁ@d%itx%laﬁﬂ =
) Bz I ?dr%ﬂﬂ%x%@wyﬁomrﬁwr
—_ T ‘I]MH‘LI ‘\_H_”,UrD;oL —
CCE u%%%lo%].aﬂﬂﬂvxu N
o — Q%WﬁAﬂﬁﬂﬁﬂAﬁquEETEwamM
) ~ —_— e —
o < T ob M@%m«ﬂ&m UrMEmwoﬂﬁx
‘X‘m ﬂLE@rﬁMVO*L.NEALCﬂMHLWW gwq
N ﬂi%xﬂﬁpr%mwdr.%wwggﬂxlo
aﬂm E]Otxegmxo MVL10faﬂﬂﬂA
! xﬂ%ﬂ}mxﬁglAOMaﬁL iy i
® = W T wE Pﬂﬂ@%@
o B ﬂﬂurogmﬂog%ﬂ L@xﬂ;} :
N 1}z_ﬁ§x§ﬂ ﬂﬂ«_sg%mﬂﬂnﬂﬂ
&a T D ]n_rmﬂﬂﬂ}mqu.fﬂw .Llﬂoq
o P ﬁ_xJ,m% Lﬂo@]ﬂ_fiﬁ_f %
> B° P%m% o o X X u.EOLﬂl
o xx%%%ﬂnﬂi%%ﬁ%%ﬂ.uﬂmﬂw
T oe %ﬂ%%%il 14_%ﬂﬂﬂﬂ%
55 xﬁ&&%lo%wmeovﬂ,%ﬂUruT
X — ,Ll_OOE,.*E ,I ﬂ‘dLII n
ﬂ Jo o LAL ﬂ.o ] 3 o:c B L EE E.U
T o= %W%%m«%%%ﬁwzfcezrummixﬁur
e ﬂg]%auoﬁ}tllﬂﬁ h}hlof
3T OM}iﬂxﬁluuMﬂM«Mﬂm £l
o#aﬂl ﬂ]_xz,_o &modﬂ]]ﬂ ALAw&u]oaL_x
i Jaqo&oﬂ,ﬂ%x - < L% . Mo
i %nﬂwgggmﬂwﬁg%mn
<N cTurmoWﬂm&ﬂm%ﬂxcﬂﬂiurmﬂo
— tq,.roaﬁloll Eoo] -
o mRTH %Hh Lu%ﬁrﬂ.%drﬂL
;oumo;uﬁuﬂu% g KX
@ﬂﬁﬂ]:#%iszmﬁ
owawwhuwxﬁ_h}
xﬂr%W%A
Uﬁow



68 David Hale

Ak Ae 29l ERehal gluh Sujells dAle] Aol
A &, WA T o] Slvks ARkl $-27t itk HuiA Y
o AEAR Rz 09 e FE A S
2A 9l A kel gitk o
Az w]=el] ARsAbs S Aldske] o

A 5 gle Aor Az dh=o] & ¢ gl
EabEabE FE 25,00000E Tdete] drellA

Ao lEERFs s 2o gl vk Asake] i

e @Al 100000 BEE )§ Azt oW gEe] BRgE
VI ABAE AU A% BES ANFTH, VT AR
A elE AYAD 5 e Po] B & S Aotk BAlE

[

200150l dpaket df-gxgARe] |l FAl, EEAPF GMEY
= dR7HE ALY disAbeate] SRS A ES 92
A =Rk, 15 oMol A Folste] wilg- whe: 7HAL
Z U5 Qv Aotk IBERE =l Thsd GM= ol 8st
of m= o glel vial Saldo] HH ol gk AE Ao ¢
o AN S el A s XPE V19 2Rl

KN
Asfol AL A ek LS BLE A Hk

o R

10-159 A 1.8 Folo] gl Q9 PA, SR A
& S8 /1= QT 1 ol 24 A o] % el
n]5te] FDIZF §1917] wlEo|t} lRo] w3ro] FpIE U] kol 2]
AAE ot} o]} yxAo R Fe FpIS 3] AWt 9=
o], o] 428 FDI R A4l 7,5000] Dol o]2n, e u)w
7S] 2ol Eete] AELAOT Lolaty 9tk GME 23 7}

SAAIEE] oF 12%E, Kodak-> 7hol|ebAlde] ARES, 12|31 Procter &



sotrlet BAE, oA9A HAY 69

158 A8t Qlek AT -

o
o
N
bl
Ju
:?L_',
o
=
aw
o A

v] = A 22% 3§ 3](National Association of Manufacturers)= 7] <
o] Utk 15,0009 29 T 49T 30089 L= HIFAFY
AAo g Fato] ks AL YA ¥ k. dvsbd 1 719E
Q7] wizolth whdel mAIAS,

A1) 500078 el Eahs 4]

5

[€)

2B FH) FAY AAE ¢
y

g Fd5s Foled v 4
= -

G 7dES T



70 David Hale

J)J



Economic Outlook for Korea
and the Region=*

Jerald Schiff

Well, thank you all very much for coming here and having me at
this early hour. I understand that the IGE has a history of inviting
some well know and respected global leaders to this kind of session.
I am a little bit intimidated but honored to be included in that group.
Also it is quite a task to tell something about Korea to this audience
but I hope that by putting it in the regional context that I can have
made it somewhat worth your while to get up so early and come here.

What I want to talk about is basically to say a little bit about what
is happening in the region. I say the region- I mean basically emerg-
ing markets in Asia. Primarily because the history for industrialized
countries is a bit different. So to keep the focus on more similar coun-
tries I will focus on emerging Asia. Then I want to discuss a little
bit how the region has responded to global financial turbulence that
started in July with the US Subprime Crisis, what happened during
the early days of that crisis and subsequently and what might lie
ahead. Then say a little bit about the outlook for the region, mainly
for next year and what we see as the main risks. And then finally
about Korea and how the Korea story fits into the regional story more
generally.

I’1l start with the conclusions just to make it simple. Asian econo-
mies have generated considerable momentum in the first half of the
year. And that momentum carried them on into that period where the
turbulence began. Although there were initial fears that this might

* Transcription of a speech given at the IGE/Prudential Lecture on International
Finance on Thursday, November 8, 2007
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have significant impact on Asia, thus far the direct impact on Asia’s
financial systems has been modest and banks have not had their bal-
ance sheets dramatically affected by the US Subprime crisis. And
there is no real evidence that Asia’s growth has slowed in a sig-
nificant way since then. So we feel that the outlook for the region
remains strong, but certainly the events of the summer have increased
in a substantial way the risks that generally could happen.

Let me start with the recent developments in the region. Just as
a broad overview, growth in the region had trended upwards in the
first half of 2007 and as it has been for several years now, growth
was led by India and China. Growth in China approaching 12% and
in India approaching 10%. But neither of those countries shows any
sign of slowing and that will have potential implications for the rest
of the region. One interesting point about the region is that there is
at least some evidence of a reduced reliance on exports, additional do-
mestic demand for growth. Looking at the New Industrial Economies
which is the tag-name given to Korea, Hong Kong, Taiwan and
Singapore (<Figure 1>). You can see net exports overall making
smaller contribution to growth although still a very important one and
fixed investment and consumption tending to rise as to terms of their

<Figure 1>

NIEs: Contributions to GDP Growth
(Year-on-year change in percent of previous year's GDP)
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contributions. So we see this as generally a positive development, that
Asia is becoming less reliant on exports and therefore the global
economy. But as a region that relies heavily on exports overall, this
is just the beginning of the trend.

Third quarter data for most Asian countries has not all come in
but the data we do have points to continued economic strength.
Looking at industrial production (<Figure 2>), and one thing I want
to point out is that these numbers we have calculated a little differ-
ently from what people maybe used to seeing, we use a moving aver-
age of 3-month percentage change. So it is not year-on-year data but
we present it this way because we feel that it kind of tells you more
about momentum of any of these particular variables. It is showing
something like the quarter-on-quarter change converted into annual
data and you can see that for all the categories for all Asian countries,
industrial production is trending upwards very strongly in the summer
months. Consumption also looks generally good although the story is
definitely not as clear as for investment. Overall in the region retail
sales have been strong. Consumer confidence has not been as strong,
but as most of you know, consumer confidence in Korea has been
high and has even risen.

<Figure 2>

Asia: Industrial Production

(3-month percent change of 3-month moving average, SAAR)
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The export story is one of a lull in the first and second quarters
of the year, you can see the downturn around April pretty well much
across the region (<Figure 3>). That does not mean growth was
negative. Again, it just means the momentum was negative and there
has been a rather rapid recovery since then. This recovery in exports
has largely been driven by the electronics sector. Again all the coun-
tries in the region have seen a sharp rebound in IT. And that is cer-
tainly true for Korea. That is true within IT in a broad range of prod-
ucts- you can see a pretty clear pattern across different sorts of elec-
tronics products. So electronics remains key to the region, although
for Korea we have seen a strong performance by more traditional
heavy industries. But IT remains the key and therefore prospects for
the IT sector are critical for the region.

<Figure 3>

Emerging Asia: Exports of Goods
(3-month percent change of 3-month moving average, SAAR)
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Because exports are strong, the region continues to enjoy current
account surpluses (<Figure 4>). Korea is a bit of an outlay there be-
cause as you know the current account is approximately in balance.
You can see in particular China has very large and growing current
account balance, which is one side of the global imbalances that we
hear so much about. Because of these current account surpluses plac-
ing appreciating pressure on Asian currencies, we still see a number
of Asian countries intervening in the foreign exchange market and we
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see reserves growing quite steadily. Again this is dominated in a large
part by China, which as of this summer had reserves of $1.4 trillion.
But the region as a whole has reserves of over $4 trillion, which as
you know has led a number of Asian countries to either implement
or consider implementing so-called sovereign wealth funds. Such that
to be able to invest these large reserves in ways that will provide
these countries with higher returns and thereby lower the cost of this
intervention. Korea has the KIC, which is managing $20 billion.
China’s sovereign wealth fund will be managing ten times that
amount. This is something that is of increasing interest to many peo-
ple, including our new leadership at the IMF that is trying to under-
stand better how these sovereign wealth funds will fit into the finan-
cial sector more generally, how they might behave, what sorts of ef-
fects they may have on capital flows globally.

<Figure 4>
Asia: Current Account Balances
(In percent of GDP)
2005 2006 2007 2008 2007 2008
REO April 2007 Latest proj.
Industrial Asia 2.2 2.3 2.1 1.9 2.5 2.3
Japan 3.6 3.9 3.9 3.6 4.5 43
Australia 5.7 5.4 5.6 5.5 5.7 5.6
New Zealand -8.6 -8.7 -8.4 -7.6 -8.5 -8.6
Emerging Asia 4.8 6.0 6.1 6.2 7.0 6.9
NIEs 5.5 5.6 5.3 5.1 5.4 4.9
Hong Kong SAR 11.4 10.8 9.6 9.3 11.2 9.5
Korea 1.9 0.7 0.3 0.0 0.1 0.4
Singapore 24.5 27.5 27.1 26.6 27.0 25.4
Taiwan POC 4.5 6.8 7.1 7.1 6.8 7.1
China 7.2 9.0 10.0 10.5 11.7 12.2
India -1.1 -1.2 2.4 2.3 2.1 2.6
ASEAN-5 1.7 4.7 3.8 3.2 4.1 3.2
Indonesia 0.1 2.7 1.8 1.3 1.6 1.2
Malaysia 14.6 16.3 15.3 143 14.4 13.3
Philippines 2.0 5.0 2.1 1.9 3.8 2.6
Thailand 4.5 1.1 1.5 0.9 3.7 2.2
Vietnam -1.0 0.5 -1.2 -1.5 3.2 3.2
Emerging Asia excl. China 3.0 3.7 2.8 2.5 2.9 2.2
Asia 34 4.3 4.3 4.4 5.0 5.0
Source: IMF, WEO database.
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On the inflation side, there is no sign really of any dramatic in-
flation pressure in the region. Core inflation, which means inflation
essentially stripping out food or energy prices, has either remained
steady or declined. Food prices have been very volatile especially in
China, as you may know food prices have jumped up very sharply,
as of August it has gone up to around 18% pushing China’s inflation
up to around 6% overall. We don’t see that yet as a major concern
because we don’t feel that it is likely that these prices will reflect pri-
ces more generally in China and won’t get into the core inflation but
is certainly something to look out for.

That’s just the brief synopsis of the overall macroeconomic trends
in Asia. Now I just want to say a little bit about how financial mar-
kets have behaved. Overall, Asian financial markets, particularly equi-
ty markets have done very well this year. Asia has a relatively small
direct exposure to the US Subprime mortgage market and more broad-
ly to the complex structure credit products that have had so many dif-
ficulties in recent months. However Asian countries were adversely
affected by the global sell off that started in July and August but to
a much lesser extent than other regions of the world. By mid-August
Asian stock markets had declined by about between 10 and 20% from
their peaks and investors from outside the region had withdrawn sig-
nificant amounts of money.

At the same time, credit spreads increase sharply, sovereign
spreads which are not so relevant for Korea but are for countries in
the region like Indonesia and Philippines which borrow in the
markets. Corporate spreads followed a similar pattern and so in gen-
eral, borrowing costs have increased. As you can see there (<Figure
5>), after the initial increase there was something of a normalization,
as we will mention later. It is not clear if that will continue if there
is another round of volatility. But I think more than the downturn,
what is really remarkable is how short-lived it was particularly in the
first instance.
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<Figure 5>
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With the cumulative flows into emerging markets in Asia from dif-
ferent regions we see that there was a slight dip before there was a
dramatic rise in late summer, in particular since the first Federal
Reserve rate cut on September 12" <Figure 6>. Flows into Asia have
increased very dramatically and much more than for other emerging

<Figure 6>
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markets. I think that the quick recovery of flows to the region must
to a large extent reflect the strong fundamentals here and that overall
people expect growth in Asia to be stronger than in other emerging
markets. It is sort of interesting question that I am not quite sure I
know the answer to as to why flows to emerging Asia seems to re-
spond so much to the Fed rate cut but it may have to do with the
view that Asia still remains very linked to what happens in the US
and contrasts to claims made by some people that it is “de-linking”.
It appears that the markets when they became more confident in the
US because of the rate cuts about putting their money into Asia at
least that is what this simple pictures seems to suggest.

Along with those flows, we can see that equity markets have re-
covered very sharply (<Figure 7>). It is also notable that the emerging
markets that fell the most during early days of the Subprime
Mortgage Crisis also recovered the most. So you see some strong cor-
relation between the initial drop and the pickup. Which suggests that
the impact on the emerging markets was mainly from an overall con-
cern about risk rather than anything specific about those countries.
Asia also has done better than other regions in this turmoil in terms

<Figure 7>
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of its foreign exchange markets. You can see that the initial decline
in regional currencies was smaller and there has been a lot less vola-
tility in foreign exchange markets in Asia than in any other emerging
markets in this period since the summer.

So far I have said a bit about economic developments in the first
half of the year and then a bit about financial developments. The
question now is what does this mean going forward, what can the re-
gion expect in 2008 and what are the main risks.

Our projection for growth in the region is 8.0% this year and 7.2%
next year. Both of those figures are higher than our previous round
of projections in April. We see some slowdown but overall quite a
strong economy. And I think it is worth noting that in part this re-
flects just the slowing global economy and lower exports from the re-
gion but it also reflects a projection that China will slow in 2008 from
11.5% to 10%. It is fair to say that this is not a projection we have
a great deal of confidence in. Especially with third quarter data show-
ing that China is continuing to grow around 12%. While China is try-
ing to reign in its economy and that those policies’ efforts are re-
flected here. One risk that may be positive or negative depending on
how it grows out, is that China will continue to grow rapidly.

Overall, if you think about what the risks are relative to that cen-
tral scenario I have been mentioning, there are several. The most ob-
vious is the sharper-then-expected downturn in the US and the
European Union and I will talk about each of these in turn. Second
of course is that oil prices spiked further, or even if oil prices stay
at their current level. Third is that, actually I think this third point
is not very likely but there is always the risk that Asian financial in-
stitutions will encounter some risk on their balance sheets. But so far,
Asian financial instuitions have escaped these troubles because of ba-
sically their exposure to these complex products that were put into
question during the summer months seems to be very small. But there
is some concern that as in the US and EU some additional exposure
could be discovered. I should have put that a bit further down the list.
A more general concern is that another round of financial turmoil
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globally, not so much in Asia, could again reduce capital flows to the
region. While again in the summer that was short-lived that is not to
say that will be the case in the future. There is also the opposite con-
cern, again as economists we can be worried about things on both
sides of the ledger, so there is a concern that financial turmoil can
lower flows to the region and on the other hand continuing rapid in-
flows into certain countries could also cause problems fueling credit
bubbles or asset bubbles and finally on the upside as I mentioned ear-
lier it is quite possible or even likely I would say that domestic de-
mand especially in China and India might be much more resilient than
we are expecting and that could help support growth in the region.

<Figure 8>
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First on global growth, the forecast from the IMF’s World
Economic Outlook, which is produced by our research department and
the basic point it seeks to illustrate, is that while the overall central
scenario shows only a modest slowing of the global economy, the
risks are very much tilted to the downside. There is very much an
asymmetry to the risk, so you can see that the possible outcomes are
much more tilted to lower growth rather than higher growth (<Figure
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8>). Actually our research department estimates that the possibility of
a recession in the US is one out of three. While that is not their main
baseline projection it is certainly a non-trivial risk. Along with that
we can see much slowing of the global economy.

That slowing in the US economy, if it continues and intensifies,
then it will most likely be linked with the US housing market and
I think that one thing that is maybe not fully appreciated everywhere
is that the US housing market remains very weak and is likely to re-
main very weak for sometime. For Subprime mortgages in the US,
look at delinquencies rates developing for different vintages. So for
each year, look at how delinquencies rates develop over the months
from the issuances of those mortgages. For the 2006 group of mort-
gages, already after a little more than a year, delinquency rates were
already up more than 14%. Whereas in previous years, in the same
period and time, they were significantly lower. So that is just pointing
to the fact that one should expect delinquencies in the US housing
markets will continue to be high for some time. Apparently if you
look at the same line for 2007, you will see equally troubling
distribution. Another fact that points to continued problems in the US
is that many mortgages in the US are subject to resets. So early on
they have very low interest rates, this is within the Subprime category
mainly or they have various grace periods, those reset and households
find their monthly payments increasing sharply. The main message
here is that these resets are going to be taking place from here on
through until a major part of 2009. So that is just to say that these
problems are not all behind us and we should expect more difficulties
as some of these resets take place.

The question becomes then if the US slows and the EU slows, will
this have an impact on Asia or how much impact will this have on
Asia. And there has been quite a lively discussion in the media in
the region and out about whether Asia has ‘“de-linked” from the US
and from the industrial countries more generally. I guess our view is
that, well, I guess I mentioned it at the beginning that domestic de-
mand in the region is becoming more and more important. But it is
certainly premature to say that the region has “de-linked”. The re-
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gions’ exposure to exports has actually grown quite substantially over
the last 15 years and of course, the US as a direct trading partner has
become less important for Korea and for many other countries in the
region and have been replaced by China. But it is an open question
still about how much of those exports are destined for China and how
much is just part of the regional production process. And we say that
even if half of the exports going to China are really going to China
as final demand, that even in that case, a sharp slowdown in industrial
countries would have a sizeable impact on the region. In fact, the
more general point is that rather than “de-linking”, all regions of the
global economy are becoming more closely linked. You see more fi-
nancial markets, asset returns more highly correlated and you see
trade flows more highly correlated. One sort of comforting fact is that
if there is a slowdown, because inflation has been quite low and in-
flation expectations in the region are low, many central banks al-
though not all would have scope for responding to the slowdown by
lowering rates. So that gives the region some cushion if these down-
side risks were to emerge.

Second risk that I wanted to mention was on commodity prices and
more specifically oil prices. I opened the Financial Times today and
there were two headlines, one was about $60 billion of write-downs
of assets that we had mentioned and one was about $100 oil prices.
We can see with oil prices, futures prices are pointing to some modest
reduction in oil prices but certainly there is plenty of scope for further
spikes and particularly given the obvious geo-political risks in oil pro-
ducing countries. I think it is quite notable that the region and global
economy in general has managed to cope with a long and quite size-
able run-up in oil prices. And I guess, certainly the IMF and many
others would have predicted several years ago that if oil prices had
reached the $100 mark that things would look a lot worse than they
do now. I guess in the region in part the run-up in oil prices has been
offset by stronger currencies so that the domestic currency in oil has
not gone up quite as fast. And in many countries, high corporate prof-
its have allowed business to absorb those price increases but it is cer-
tainly questionable if that could go on forever.
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As I mentioned there are concerns that strong inflows into many
countries in the region could be fueling credit booms, which could
then go bust. We don’t think that is a general problem in the region
but certainly there are some countries, Vietnam, China and India
which have quite strong credit growth largely reflecting that capital
is flowing in, that the central banks are seeking to limit appreciation
of the currency which then given difficulties of fully sterilizing in-
flows leading to more liquid conditions in the market. There is also
concern that in some countries, these sharp inflows are creating
booms in asset markets, stock markets for example. Again, we don’t
think this is a general problem in the region, I mean emerging Asian
equity indexes have in fact tripled since the global bull market began
in 2003. But in fact, the run-up in Asia has been less than other
emerging markets and price-earning ratios don’t seem grossly out of
line with historical averages but they are getting quite on the high side
for some countries. And for China where you can see the price-cir-
cumstances ratio are quite high, above 50 or 60 which can only be
justified under extremely optimistic assumptions about future
performance. I am certainly not in the business of predicting equity
prices but it is just to point out that there are concerns that some asset
markets are becoming richly valued.

There are also similar concerns on housing markets, I know that
is a subject that is very much in the news almost all the time here
in Korea. Again, we see that more as a country-specific issue, we
don’t see that as a regional problem overall as some commentators
do. You can see that in many countries that housing prices have
grown either in line or even slower than income growth but there are
some exceptions, the most notable ones being India, New Zealand,
Australia, many countries have also pockets of very rapidly rising pri-
ces, such as certain neighborhoods in Seoul and Hong Kong. But
these certainly are not nationwide, probably not reflective of macro-
economic policies but maybe more of structural policies. So I guess
overall, we would say that the criticism that the strategy that Asia
countries are following that requires intervention in foreign exchange
markets. Yes, in some cases these are helping to inflate credit or asset
markets but we don’t see that either as a problem that is extremely
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large at this point or widely spread, but that is certainly something
that countries will have to grapple with if these inflows continue.

So far that is still on the regional side, let me touch a little bit
on Korea and how Korea fits into that broader story. Like the region
as a whole, Korea has weathered well the financial crisis in the
summer. | guess I should not call it a crisis because that has certain
connotations, but we have not come up with a good alternative so |
sometimes slip into that word.

I think it is kind of interesting that if you see where the KOSPI
was at the time of the summer downturn and also where the US dol-
lar/won rate was, you trace straight lines where it ended and you are
almost back to where we are now (<Figure 9>). So it seems like the
sharp dip, at least visually, did not seem to have a major impact
where we have ended up. It is quite striking that we had expected
that in many countries, all this global financial turmoil would lead to
a shaking of confidence either on the side of businessmen or consum-
ers but in Korea quite the opposite has taken place and we are ac-
tually in the period where people’s sentiment seems quite high be-
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cause equity markets are very high. Consumption in Korea has picked
up very nicely in recent months. Consumer sales index and sales from
top department stores are on an upward trend. Again like the region
for a whole, the story in Korea on the production side is very rapid
recovery in the tech sector. IT manufacturing production had slowed
quite a bit in early 2007 but now has picked up very sharply. The
same on the export side, total exports have been doing reasonably
well and you can see there that since early 2007 it reflects the gains
in the IT sector.

But if you look forward and think about the global market for IT,
the picture is a little bit mixed. Looking at the different indicators of
forward-looking indicators of demand for electronics, the US
book/bill ratio, the US purchasing managers’ index and you see at
best they have a mixed picture, perhaps somewhat on the downside.
So if global growth purchase were to slow, the first place one were
to look for problems would be in the IT sector which could be a diffi-
culty for Korea.

Inflation has been below the target band in Korea for a long time
now until last month where high food prices have pushed inflation in-
to the back of Korea’s target band, right in the middle. And our pro-
jection is for inflation to stay somewhere in the mid-range of the tar-
get band. We are projecting growth in Korea for 4.8%, which would
mean a significant pick-up in the second-half of the year. And then
modest slowing to 4.6% next year that again reflects the more diffi-
cult, external environment for exports for everyone, not just for
Korea. We see the current account deficits staying broadly in balance-
we have projected a small deficit. I think it is quite difficult to predict
any confidence but we would say that the picture is one of more
broad balance. I guess the most difficult part of the current account
is the services balance, as I was just discussing at breakfast, we had
heard that this is the first year that the number of Korean visitors to
Japan is outnumbering the number of Japanese visitors to Korea. So
I think people are responding to changes in prices and Koreans are
increasingly traveling abroad and that affects the balance of payments.
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<Figure 10>
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Again, like other countries, the US slowdown can be a major risk
despite the fact that China has replaced the US as the number one
export destination. If you look at the correlation between US domestic
demand growth and Korean export growth it is very close, especially
since 2000 (<Figure 10>). Even if exports are not appearing to go di-

<Figure 11>
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rectly to the US, in the data you can see very strong correlation,
which suggests that impact of a slowdown would be sizeable.
Compared to other countries, Korea is relatively safe. Looking at ex-
ports to the US and China as a percentage of GDP, countries like
Hong Kong, Singapore, Malaysia and Taiwan are much more exposed
than Korea (<Figure 11>).

Let me say a few things that are not really regional in nature but
sort of specific to Korea that we think are worth thinking about or
continuing to monitor in Korea. One is that Korea has a very high
level of household debt, Korea’s debt as a share of assets is actually
higher than in the US or Japan. As is the ratio of interest payments
to disposable income so either as a stock basis or a flow basis, Korea
is carrying quite a heavy household debt burden. On one hand that
kind of limits how randomly consumption can grow in this economy.
Obviously if you are heavily in debt you lose your ability to go out
and consume. It also makes consumption and therefore growth poten-
tially more sensitive to changes in interest rates. When interest rates
rise, for example, debt burdens can rise, quite significantly. If there
is a particular issue that at least echoes some of the problems of the
US, although certainly the scale of the problem is certainly very small
here in relation to the US. But there are a sizeable number of house-
holds in Korea that now have moved from the traditional three-year
“bullet” mortgage to longer-term average mortgages. But those mort-
gages typically have grace years of two or three years so next year
some of those households will see their debt payments increasing in
a substantial way that may have an impact on the macro economy.
We don’t think that that would be very large but I think that is some-
thing that needs to be kept in mind.

Just to pull back from this quite short-term view and let’s look a
little bit at a couple of longer term challenges that we have been fo-
cusing on in recent visits here. I think it is well known amongst peo-
ple in this room that Korea has a very rapidly aging society, both be-
cause of sharp gains in life expectancy and low birth rates. But you
can see that in Korea, the old age dependency ratio, which is the pop-
ulation 65 or over as a ratio to working age population. Starting right
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around now 1is going to accelerate very rapidly and quickly pass the
dependency ratios in the G7 countries. This may be the most rapidly
aging society, at least in modern history so it is quite dramatic. This
will not only have an impact on the government’s role in society but
this is going to present huge physical challenges to the Korean gov-
ernment in terms of increased pensions and increased health care but
also it is going to challenge the ability of the country to grow rapidly
with the labor force expected to begin to decline in about a decade.
Thinking further ahead we think this is probably the key challenge
facing Korea.

Another point that we were discussing earlier during breakfast
meeting is that Korea is facing challenges to its manufacturing sector
because it is no longer a low-wage economy. And more and more
workers are moving to the services sector but productivity in services
is very low and actually the gap between manufacturing productivity
and servicing productivity in Korea is among the largest in OECD
countries, so it is really critical that service sector productivity be in-
creased through opening this sector to competition and liberalization
because this sector will need to drive an increasing share of economic
growth in the longer term.

The point I want to make here is that Korea has faced much more
difficult challenges in its history and has certainly succeeded in un-
precedented fashion. And I thought it would be interesting to dig out
of the archives of the first IMF staff report when Korea became a
member of the Fund. And at that time Korea was the poorest member
of the IMF, it was about 51 years ago. This first quote is of Korea
at that time, saying “The development plan aims to prepare Korea to
maintain an acceptable standard of living when external aid ends...
Industry is not highly developed.” So I think that puts into real stark
contrast to the reality 50 years later to the reality then, so while Korea
certainly faces challenges, when you see the views of 50 years ago
and you see what happens you can only be confident that these other
challenges can be successfully addressed.
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Questions & Answers

Q First of all, | want to thank you for your very insightful presentation as
you covered many things. | am really eager to listen to your view on the ex-
change rate. What about the trend of the dollar, do you have any views or
some comments of the frend because Korean exporters suffer from this. The
second question is according to your forecast. Kored’s current account bal-
ance might be turning to a deficit for the first time since the financial crisis
in 1997. Does that imply some concern about the Korean economy or is that
some cyclical pattern?

A As an institution the IMF does not make predictions on

exchange rates, that is one I would refrain from giving. But certainly
for sometime there has been an expectation that part of the global re-
balance that was needed would take place through the exchange rate
channel and that the dollar would probably need to lead along with
other things happening. In a sense it is working on a global basis be-
cause the US exports are doing much better now but I really would
refrain from saying how much further we think it needs to go.
Anyway, we have a whole set of economists who work on the US
and they probably wouldn’t appreciate me saying too much on this.
But I do understand that that is a concern for Korean exporters al-
though I guess I would point out that just because it is a reflection
of the weak dollar that mimics all currencies in the region and with
competitors of Korea in the global market place are also seeing their
currencies strengthen relative to the dollar and actually in recent
months the won has strengthened less than other currencies. So in ef-
fective terms, it is not clear if the won is strengthening any longer.

On the current account deficit, the spin I would put on it more is
that both this year and next year, the current account will be very
close to balance. Whether our projection is just a little bit on one side
or the other doesn’t ring any alarm bells for us. And I think in our
projections the small deficit was driven more by the projections that



90  Jerald Schiff

the services account would continue to widen and not so much on the
trade side. That partly reflects also exchange rate changes and some
underlying structural issues in the education sector which leads many
people to travel abroad, so it is not all exchange rate related.

Q First, one regarding the Korean economy. Since the currency crisis
of 1997, Korean economy has had very structural adjustments. How do you
value the structural adjustments, are you satisfied with structural adjustments
and reforms so far?

And the second one. Some argue that Korean reform and opening up
of the financial market is not fast enough, how do you see that comment?

And regarding the engine of growth for the Korean economy. Many peo-
ple rightly or wrongly think that Korea is caught in the slow growth frend,
is it frue in your opinion? Is it possible for Korea to attain high growth levels
of 6 to 7% and for that what needs to be done?

Finally with sovereign wealth funds. As Strauss-Khan mentioned in an inter-
view a few days ago, the IMF should be concerned more with new players
including this sovereign wealth fund. What change would be needed in
the IMF and what Korea should do for the sovereign wealth funds.

You already mentioned the downward risks for the outlook for the region
and Korea but from the financial sector point of view what would be the
most important factors on what has to be done.

A Well, they are all good questions, I’'m not sure if I have good

answers for them. About the structural changes in Korea since the cri-
sis, certainly I think they have been quite dramatic especially in the
financial sector. You can see the financial sector is quite healthy,
non-performing loans are not a problem. Capital adequacy is not a
problem. We don’t see the sorts of issues with governance to the
same extent then. Although I am not going to say those problems are
completely gone. I mean, we think that overall that there is no doubt
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that the Korean economy is far more prepared for any kind of global
volatility than they were in 1997 and so is the region. We can see
that in a small way that the past year and a half there have been sev-
eral rounds of global financial volatility and in those rounds the Asia
economies has outperformed other regions. So I think the confidence
in structural reforms that have take place is quite evident. Of course
all countries continue to face different challenges and I think in Korea
those are not the same ones as the ones that they faced in 1997. I
think they are more along the lines of the long term challenges that
I mentioned at the end, dealing with aging population and trying to
develop further the financial sector now that the base is quite healthy.
Trying to open up the economy on the services side. These things are
very important for maintaining or even increasing Korea’s growth
rate. But I don’t see Korea as particularly vulnerable to anything like
the kinds of crisis we saw a decade ago.

Somebody asked about the opening of financial markets, we think
that the recent passage of the Capital Market’s Consolidation Act is
a really important step that increased competition within the financial
sector will allow for a more sophisticated, more developed financial
sector to emerge. So we look forward to seeing that play out. We are
also aware as are the authorities that passage of that law is not the
end of that process but is more like the beginning of the process, lead-
ing to a fully developed financial sector and that will pose new chal-
lenges for financial regulators and they are currently gearing up to ad-
dress those. So, we think that financial development is critical and it
is happening but we will have to see now that the CMCA has been
passed and how the implementation will go in 2009.

About whether Korea is in a slow growth trap. I guess I would
say that there are many countries in the world that would be happy
to be trapped in growth that is 5 or 6% per year. But of course, in
a country where its citizens have experienced growth of upwards of
10% in their past, this may seem not good enough. And it is certainly
important to always do better. And I mentioned earlier, from our point
of view, some key areas are trying to open up the economy where
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it is not fully opened particularly in the services sector, trying to make
the labor market more flexible, trying to improve the business envi-
ronment, trying to address problems that an aging society brings. All
these problems are important and if these things are done then there
is no reason why potential growth in Korea can’t increase. But it is
very hard to say what the potential growth is, but what one should
focus on now is getting the policies right and not so much on what
figure could be achieved.

On sovereign wealth funds. Yes, while I was in Korea, the IMF
has a new managing-director and one of his initial remarks was on
sovereign wealth funds and it is already something on which the Fund
has focused on for the past year. But I think I will leave the question
as to how the IMF has to change to address that for Mr. Strauss-Khan
to comment. Probably I shouldn’t be commenting on these things un-
til T have had a chance to meet the managing-director. But we are
looking at the sovereign wealth fund and also other new players in
the market, private equity funds for example. That will certainly be
one focus of our work going forward.

Comments  You know we only have 40 days to go until Korean

presidential election and I really hope Korean voters select a president
based on the candidates’ ability or commitment to increase our eco-
nomic growth potential.

As you mentioned, if you put in the right policy regime and in-
stitutional reforms, 1 personally believe that there is room for sub-
stantial increase of growth potential. So this should be the issue and
I hope we find a candidate who can do this. In any case, growth po-
tential will be very important and I think this usual forecasting is
based upon everything constant. But once you have brought these in-
stitutional factors into the picture then the numbers can be changed
and this growth potential can be changed, it is not fixed.
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Q Thank you for your excellent presentation. | would like to put across
this very short and straight question to you. Since that PetroChina market
capitalization hit 9 trillion dollars, it is comparable to 5 trillion dollars Exxon.
Under this kind of situation, would the Chinese “back hole” effect of increas-
ing investment into China continue until the Olympics next year or will it
slowdown visibly before next year spring, that is my question.

A That is a very good question, unfortunately I don’t know the

answer otherwise I could just leave my job and retire. I think it is
very careless to predict things about equity markets. You talked about
a “black hole” but we see flows to Asia as a region being quite strong
so it is not necessarily the case that China is sucking out all the flows.

Q You talked about Asia as a region, or China and India but there
was not much talk about Japan, which is the second-largest economy in
the world. Would you make any comments on Japan, in the context of the
region or the global economy?

A I didn’t talk much about Japan because the Japan story is

very much different from what I was talking about. Obviously Japan
is still one of the largest economies and there is always the risk that
if the US economy, which is slow, we will also see some similar
slowing in EU and Japan. Japan is still a very important export part-
ner for the region and I think if I recall correctly one of the funds
projection for Japan is about 2% next year so I think in general we
see it growing pretty close to potential.

I guess a key question for Korea is when will inflation move out
of the negative territory or close to zero territory and when can Japan
begin to normalize its interest rates. Which would be helpful in terms
of strengthening the yen and lessening some of the competitive pres-
sures here and in other countries. But so far inflation has remained
stubbornly very close to zero, so there hasn’t been any scope for rais-
ing inflation rates. So I think that is one key issue.
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Q I have two questions. One is education is one of the key issues
in Koreq, | am worried about education competitiveness. To increase edu-
cation competitiveness, what kind of reforms are needed?

My second question is Korea worries about the economic trap between
advanced economies and emerging economies, especially China and
Japan. We call it a “sandwich” situation. How can we overcome the
“sandwich” situation?

A Well, with regard to competition from China. Up until this

point China has been a mixed blessing but it has been positive be-
cause Korea has been successful in inserting itself into the regional
production process and has managed to increase very rapidly its ex-
ports to China and Korean businesses have a very high success rate
operating in China. But this situation is changing now with China in-
creasingly supplying its own intermediate goods either from Chinese
firms or from foreign and Korean firms operating in China and also
moving up the scale of sophistication of its products.

So looking ahead, China will be more of a competitor, in addition
to being a complimentary player to this process. And I guess Korea
needs to do what other industrial countries have done and move up
the value-added chain and produce more technologically sophisticated
products and stay ahead of the Chinese in that regard because it will
be difficult to compete on the wage side. Also to continue to move
more towards a more service and knowledge-orientated economy and
there the financial sector reform is key but also some of the services
sector.

On the education front, I certainly don’t want to claim to have any
expertise on the Korean education system other than what I hear or
read in the press. So I think it is best I don’t try and answer that in
any kind of way.
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NIEs: Contributions to GDP Growth

(Year-on-year change in percent of previous year's GDP)
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Asia: Industrial Production

(3-month percent change of 3-month moving average, SAAR)
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EE D

Emerging Asia: Exports of Goods
(3-month percent change of 3-month moving average, SAAR)
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Sources: CEIC Data Company Ltd; and IMF staff calculations.

KEE D
Asia: Current Account Balances
(In percent of GDP)
2005 2006 2007 2008 2007 2008
REO April 2007 Latest proj.

Industrial Asia 22 2.3 2.1 1.9 2.5 2.3
Japan 3.6 3.9 3.9 3.6 4.5 4.3
Australia 5.7 5.4 -5.6 5.5 5.7 -5.6
New Zealand -8.6 -8.7 -8.4 -7.6 -8.5 -8.6
Emerging Asia 4.8 6.0 6.1 6.2 7.0 6.9
NIEs 5.5 5.6 5.3 5.1 54 4.9
Hong Kong SAR 11.4 10.8 9.6 9.3 11.2 9.5
Korea 1.9 0.7 0.3 0.0 0.1 0.4
Singapore 24.5 27.5 27.1 26.6 27.0 25.4
Taiwan POC 4.5 6.8 7.1 7.1 6.8 7.1
China 7.2 9.0 10.0 10.5 11.7 12.2
India -1.1 -1.2 2.4 2.3 2.1 2.6
ASEAN-5 1.7 4.7 3.8 3.2 4.1 3.2
Indonesia 0.1 2.7 1.8 1.3 1.6 1.2
Malaysia 14.6 16.3 15.3 14.3 14.4 13.3
Philippines 2.0 5.0 2.1 1.9 3.8 2.6
Thailand 4.5 1.1 1.5 0.9 3.7 2.2
Vietnam -1.0 0.5 -1.2 -1.5 3.2 3.2
Emerging Asia excl. China 3.0 3.7 2.8 2.5 2.9 )
Asia 3.4 4.3 4.3 4.4 5.0 5.0

Source: IMF, WEO database.
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