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Asia’s RCI

* Integration: a balanced view

* Trends of [FDI-Trade-Portfolio]| exclude
[Labor/People-Infra/Public Good]:
normal sequence, diverse, crisis-driven
—> unexciting?

 Case: Contagion and FSN Cooperation

* Prognosis & Expectation
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Asia’s Trade Flows & Production Network

(based on export share)

Portfolio Investment in Asia
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Convergence in Asia’s
Financial Market
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* Reflect high FDI (65% GDP)
* Mostinputs from US & Japan, but
rising from other ASEAN countries
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Risk Sharing in Asia Income Inequality Between Countries:
Source: Author's construction 5l
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IMF (GFSR April 2016): “.........rising financial integration, more
than emerging economies’ growing share of global GDP and
trade, is the key factor behind their increasing financial impact on
other countries. .......... The financial integration of emerging market
economies into the global economy has affected international
financial markets in both desirable ways—more efficient asset prices
and resource allocation—and undesirable ones—amplification of
shocks and transmission of excess financial volatility. ”

Financial Contagion & Spillover

IMF (GFSR April 2016): “.........rising financial integration, more
than emerging economies’ growing share of global GDP and
trade, is the key factor behind their increasing financial impact on
other countries. .......... The financial integration of emerging market
economies into the global economy has affected international
financial markets in both desirable ways—more efficient asset prices
and resource allocation—and undesirable ones—amplification of
shocks and transmission of excess financial volatility. ”
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US & Europe Shocks and Volatility Spillovers in Asia

German Bunds
(10-year)

EU Composite
Government
Bond (10-year)

EU High-
Yield

Corporate
Bond

Sept 08-March 09

China 0.01329
Thailand 0.0092
Indonesia 0.0053
HKorea 0.0011
China 0.1619
China 0.0956
Thailand 0.0426

Sept 2011-May 2012

Sept 08-March 09

Source Shock Spillover Volatili Spillover
Market L Eurozone Debt Crisis L [Eurczone Debt crisis
Aslan Mkt | Cootficiont | _Asian Mkt [cootriciont Asian Mkt |[Coefficiont | _Asian Mkt [Costniciont
Malaysia 0.1013
Thailand 0.0523
‘China 0.0149
Us Treasury 1
Bond (10-year)
MMalaysia 04867 China 08546
Korea 0.3875
India 0.2541
Us High-Yield Philippines 0.2021 5
Corporate 4
Bond

India 0.0007
Japan 0.8064
Korea 0.0869
Thailand 0.0353

Q

Philippines 1.9797
T hailand 0.3600

ept 2011-May 2012

The shock origins are: ust=US Treasury;

Shock Spillover and Persistence

Lehman collapse

usc=US high yield

igh yield corporate bonds; eucg=EU

composite 5qovernment bond; euc= European
ond; gerb = German bund. The

impacted countries are: ph= Philippines; my=
Ma;aysm; id=Indonesia; kr=Korea; cn=China;
impacted markets are:
mm=money marfet' bm=bonds market;
eq=equity market; fx=currency market

corporate

jp=Japan. The

“™™ Based on Azis; Mitra; Baluga (2013)

EU sovereign debt crisis

in B —in,mm
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Volatility Spillover and Persistence

Lehman collapse Multivariate GARCH EU sovereign debt crisis

>
en.fx

ph.fc—“ph.mm

The shock origins are: ust=US Treasury;
usc=US high yield corporate bonds; eucg=EU
composite government bond; euc= European
corporate bond; gerb = German bund. The
impacted countries are: ph= Philippines; my=
alaysia; id=Indonesia; kr=Korea,; cn=China;
jp=Japan. The impacted markets are:
mm=money marfet' bm=bonds market;
eg=equity market; fx=currency market

Shock and Volatility Spillover from the Korean Currency Exchange (FX) Market

Lehman collapse EU sovereign debt crisis
Shock Spillover to: Shock Spillover to:
BM EQ FX MM BM EQ FX [V
Country| Coeff. |Country| Coeff. |Country| Coeff. |Country| Coeff. Country[ Coeff. |Country] Coeff. |Country[ Coeff. [Country[ Coeff.
cn 001113 on 013155 id o0.02254] jp  0.22204 cn 006797 id  0.06005] cn  0.00149] id  0.35243
id  002244| id 001295 in  0.00398| my  0.20680 id  0.04725| in  0.20799 0.05212| in  0.23295
in 006221 jp  0.06328 ph  0.20822 jp  0.84847[ jp  0.34152 0.05186| jp 172.329
jp 0.00909| my  0.04568 th  0.01412 ph 030254 my  0.00670 0.02043( ph  0.30392
my 019416 ph  0.35550 th  0.32800| ph  0.02848 0.01672[ th  0.00352
ph 005217 th  0.08579 th  0.30348
th ___0.05013
Volatility Spillover to: Volatility Spillover to:
BM EQ FX MM BM EQ FX [VIV]
Country| Coeff. |Country| Coeff. [Country[ Coeff. |Country| Coeff. Country[ Coeff. |Country] Coeff. [Country| Coeff. [Country[ cCoeff.
cn 007199 on 006919 cn  o0.00005 id  0.00822 cn 023241 on  o0.21556] in 001696 in  0.00692
id  0.10374| id 1.10745| id 005712 in  0.69497 jp 4.09921 in 012907 th  00s5343| jp 27.646
in 011322 in 006518 my 0.00050| my  0.00766 my 0.00187| jp  2.32052 ph  0.27455
jp 001317 jp 013798 ph  0.00653| ph 055722 th  0.31792| th  2.99507
th 038375 th  0.00109

Note: coefficients significant at 5% level

Shock and Volatility Spillover from the Japanese Government Bond (JGB) Market

Lehman collapse EU sovereign debt crisis
Shock Spillover to: Shock Spillover to:
BM EQ EX MM BM EQ EX MM
Country| Coeff. |Country[ Coeff. |Country[ Coeff. |Country| Coeff. Country| Coeff. |Country| Coeff. |Country| Coeff. |Country| Coeff.
cn 0.48364 in 0.10798 id 0.06831 kr 0.00782 kr 0.00857 id 0.00078 in 0.00746
ph 0.18402 kr 0.02186 in 0.11682 th 0.00951 in 0.00603
ph 0.06975 my 0.04963 kr 0.00124
th 0.03065 th 0.00030
Volatility Spillover to: Volatility Spillover to:
BM EQ FX MM BM EQ FX MM
Country[ Coeff. |Country[ Coeff. |Country[ Coeff. |Country| Coeff. Country| Coeff. |Country[ Coeff. |Country| Coeff. |Country[ Coeff.
cn 0.12008 cn 0.79109 cn 0.00010 id 0.00852 id 0.00241 cn 0.09530| cn 0.00056 id 0.00093
my 0.09945 in 0.62809 kr 0.21907 kr 0.03360 th 0.15165 id 0.00716 in 0.00340|
ph 0.09478 kr 0.39716 my 0.00136 in 0.00436 my 0.02705
my 0.05817 ph 0.01961 kr 0.00951
th 0.02364 th 0.00106 ph 0.00082

Note: coefficients significantat 5% level
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Benefits & Risks of Integration

o Market/Sources —le- Growth

o Risk sharing

= Factor price equalization —I- Convergenc

Economic Welfare
Integration
Trade Diversion 3
Unequal
MNet-benefits
> Income Growth 6 8

Inequality —_— Prospect

— CONTAQION  e— Instabllltlylui —— i Tm—
Vulnerability

Based on: Iwan | Azis (2015) “Integration, Contagion, and Income Distribution,” in
Nijkamp, Peter; Rose, Adam, Kourtit, Karima (Eds.) Regional Science Matters,

Springer

Cooperation & Integration: A Typology

Cooperation Non-Cooperation
Unilateral Trade
Integration Infrastructure/ Liberalization
Connectivity (Regional Production
Network)

ABMI & Regional
Non Financial Safety Unilateral Financial
. Net (CMIM) Liberalization
Integration
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Asian Bond Market Initiatives (ABMI)

* 2003: Declared Initiative

* 2008: Road Map = supply,
demand, regulatory,
infrastructure

* 2010: - CGIF
- ABMF
- RSI
- Reg credit rating

Decade later

More bonds b
# participants & foreign investors

L Local gov, public utility = I, P, VV, C * Capital flows
- Corporate (“deep & liquid”™) > C, K, M
- Yield curve: shifts downward, flatter (Safe heaven)
- Maturity/tenor: lengthened * Unilateral
- Institutional arrangement:

—=> transparency: listing & disclosure J L

= Int’l accounting & auditing standard S~

—=> Insolvency law (bankruptcy, *

debt recovery & funding) Attenc_:lagnt
> ABO: = 309,000/day hit —_— vs decision

too small & limited =& rely on
domestic safety net (balancing act)

“New” Trend?

20 -

10 -

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014

0

—Hong Kong, China =PRC =Japan ==Korea, Rep. of

PRC = People's Republic of China.

Note: Trade share is calculated as (t;/T;,)*100, where t; is the total trade of ASEAN with economy " and T;,, is the
total trade of ASEAN with the world. 2014 covers trade values from January-May.

Source: Processed from Direction of Trade Statistics, International Monetary Fund (IMF).
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CMIM & AMRO

* 2000: CMI
* 2010: CMIM-AMRO —=> 15" Inst
- Commiitted ($120)
- IMF link (20%-80%%0)
*2012:- Complement IMF’s FCL & FCL
- Raise committed fund &
lower 80%
- Dialogue mechanism

Progress

- Slow = limited > disappointing
- Not ready for alternative support
when liquidity is needed
—> domestic (reserves) * Support
—= strengthen IMF
—=> swap (US Fed)
- Capacity: =& surveillance
—=> $ amount
—> procedural
(delay vs. rapid)

* Political will

too small & too slow = rely on

domestic safety net (balancing act)

Net Assessment on Asia’s RCI

* Growing integration with expected pattern: (1)
normal sequence; (2) diverse sub-regionally; (3)
crisis-driven; (4) private sector market-driven &
institution-lite (domestic policies)

* Some benefits are not materialized, while some
risks are (financial sector) = welfare effect: mixed

» Cooperation: mixed results; ineffective FSN

* Overall: Nothing unusual, follows a common sense;
likely continue albeit with uncertainty in speed &
intensity

* Expectation: Can RCl be used for other pressing
domestic challenges? Harmonization can expand
on issues such as transparency, regulatory reform,
labor rights, environmental protection, etc? This is
where economics stops giving answer or gives
dreaded two-handed answer
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