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Gross Domestic Product

% ch 2001 2002 2003(e) 2004(f) 2005(7)
MNorth America 0.6 22 3 4l 3%
Western Europe 1.7 11 # 2 2%
Japan 0.4 -0.3 2% 2% 2
Australia 2.6 36 2% 4 k1
New Zealand 2.5 4.4 % B e
China 73 8.0 9 8k 7
Other East Asia 2.0 46 4 5% 5
South Asia 5.0 43 7 Gl 6
South America 0.8 -09 1t 3% ki
E.Europe & Russia 4.0 35 5 4 3%
World 2.2 23 k2 4 4
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Economic growth in Asia

5@ ch. 20071 (o) 2004 (f} 2008 ()
China 9.1 i 15 Tz
Hong Kong 2.5 4 3
Indonesia 4.0 4V 44
Malaysia 5.0 (3 6
Fhilippines 4.5 4 4
Singapore 0.8 5% FET
South Korea 2.5 1] 1]
Taiwan 2.8 4% 3
Thailand 6.3 7 G
Vietnam 7.2 71 7
East Asia* 7.3 7.5 6.6
{ex China) 3.9 5.4 4.9

* weighted GDP at PPP exchange rates
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The economies most severely

Real GDP Growth

affected by the SARS crisis,
namely, China, Hong Kong,
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Singapore and Taiwan, rebounded in
the third quarter. Malaysia and the
Philippines posted stronger growth
and South Korea emerged from
recession.

Growth prospects for 2004 are
being underpinned by stronger
external demand from the US
and Japan, the region 3 main
export markets. East Asia excluding
China and Japan is forecast to
expand by 5.1%b in 2004 from na
estimated 3.7% in 2003. The
slightly slower, albeit healthy, pace
of growth projected for China is
expected to keep non-Japan East
Asian growth steady at 6.9%o for

Economia asauc@ AQALEEY0 in 2003). .

Growing importante of the Chinese market
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China and Hong Kong
collectively has emerged as
one of the main trading
partners of the East
Asian economies.

In the case of South Korea
and Taiwan, China and
Hong Kong was the
leading market in 2002,
with Hong Kong 3 thriving
reexport trade and growing
demand for goods from
China fuelling the rapid
absorption of exports.
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Exports

40 ] % chargs fom year ancter
i

Exports driving recovery in East Asia

Export growth was
adversely affected in mid
2003 by the spread of SARS
and the detrimental impact
that the Iraq war had on
consumer and business
confidence and the economic
outlook.

Export growth is now picking
up again with strong demand
from China, faster-than-
expected economic recovery in
the US, and several quarters
of positive GDP growth in
Japan.
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Average annual inflation in
Inflation Indonesia improved markedly
from 11.9% in 2002 to 6.7%
during January-November 2003,
thanks largely to currency

torg o appreciation and relatively stable
It food prices.
= [-E] .
- namy Consumer prices are above year-
[ pis earlier levels in Singapore and
e China after a period of deflation
Sk in 2002, while inflation in
Tihan Thailand and South Korea was
ekt higher in 2003.
e e chasganpar
5 2 B n I The outlook is mixed, with
inflation in China, Malaysia,
Philippines, Singapore, Taiwan
and Vietnam expected to edge
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Budget deficits are expected

Large budget deficits in most countries : .
ye hudg to have been incurred in all

East Asian countries in 2003.

. The biggest change was in South
m_k: Tyt Korea where a budget surplus
o Y of almost 4% of GDP in 2002 was

succeeded by a small deficit
estimated to have been
equivalent to 0.4% of GDP in
2003.
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There was also a clear
deterioration in Hong Kong,
while Japan continues to incur the
& largest deficits which is reflected
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in a sharp rise in the ratio of
gross public sector debt to GDP
from 100% in 1997 to over 150%
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Currenl aceount smpluses in most countries

Vietham 3 current account
reverted to deficit in 2002
and there has been a further
deterioration in 2003 with
the shortfall expected to
widen to approximately 5%
of GDP.
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Souce ; Ecaromist Intligancs Uk
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A country 3 external
indebtedness is often

Ratio of External Debt to Exports

gauged by debt-to-GDP or

M & 2E 2 B8 Hs
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debt-to-exports ratios.

Indonesia is the most

i highly indebted of the
m countries considered, with
a debt-to-exports ratio

estimated at almost 200%
in 2003.

There has been a
significant reduction in

) the debt-to-exports ratio in

Scams: leorcent Eiigares Les

UL South Korea and Thailand
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over recent years, in
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contrast to the increases
which are apparent in the
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Ratio of Short Term Dabt to Reserves

One of the factors that recipitated
the “Asiancrisis’’in 1997 was a
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build-up of short-term debt
(less than 12 months original
maturity).

In some cases, short-term debt
exceeded reserves —clearly
potentially dangerous.

China, Malaysia and Taiwan
recorded deteriorations in this
ratio between 1999 and 2002
after improving from 1996.
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A country 3 debt service

Debt Service Ratios

ratio (i.e. the ratio of
external debt interest and
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principal payments to
exports of goods and
services) is one of the most
important criteria used in
country risk assessment.

“Crisis”’countries namely
Thailand, Indonesia and
South Korea have recorded
improvements in their
debt service ratios.

El

Source: Econamist Inialigerce Uit

In contrast the debt service
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positions of Malaysia and the
Philippines have deteriorated

weconomia s’ | SHGHELY. but remain 2

manageable.




China

Econamy

Balance of Payments Other

Low growth. Ewven 8% is not sufficient to
reduce unemployment and satisly the
aspications of the populace.

Unbalanced growth. Inefficient resource
allacation praduces both bettlenesks and
exEEss Capacity.

Ongeing restructuring of state-swhed
businesses crystallises economic
preblems eg unemployment, unfunded
gensions, bag cets, unseld stock. _
Poor health of major state-owned ban k;l

el e e e nes bk )
Gavernment's U"-Duﬂgel debt (“apecial
honcls"] and cuntingenl ligbilities (state
Lamis, pensins)_ . _
WTD commitments. Mare rapid |erarm_|
and cpening of the acanomy carrias risk
2e well ag apgartynly,

Tensions created by
liberalising the
ecanarmy But nat
rafarrming the pelitical
systarn. This could
ultimately produce
wviolent outcomes.

Management of an eventual
transition to an open capital
aecount and flexible
exchange rate regime.
Consequent currency
walatility could impact on
trade and investment flows
and even de-stabilise other
Lregional currencies.

|

[Fafid g of Bxpors 5
cewsing tensions, bath in |
market countries and with
competitar countries. 1

S it
Disillusisnment on the part
of foreign investors. Issues
include pogr profits _opagus
legg
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Hong

Kong

Economy |

Balance of Payments

Other

1
Hong Kang's high cost struture - mey | jFOh TOLZBnTTaE —
jexchiange rete e raduced
peoimpetitivaness. Howaver, |
comtingatian ol FKE peqTe &
vilel underpinning of
investor confidence.

Undariming its rala gs the senvices hub

for the region. Campeting cities such o

Shangnau aiid Shenzhen are auran:ting |
Lnggatent_ . — — — — =1

Emergence of & structural budget deficit
could eventually underine the
altrbutes which mede Hang Kang
sgacial - loiv Ganes, good infrastructurs,
and peggad exchangs rate.
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The ifmpect of SARS,
which vias fuch
graater in Hong Kang
than eleewhere,
lustrates & particular
wiilnerability of &
e, denggly-
populated, sendice-
laged acanarmy,

Indonésia

Econonmy

Balance of Payments

—— e ——————

Pacd of econemic reform is hinderad by
stropy vested interest against change. 1

Corruptich, dorporale givemance foncer

and security issues continue o impade long-

rarm investment.

High unemployment, which is estimated Y
eround 40% af the worklerce sompared witd

an official estimate of around E%, Weak

WorSir RirSe: MveTtment Ehd Telml = =

consolidation make it difficult for the
econommy to expand 8t a rate to make

saripus inrozds to reducing unemgloyment_
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Although it has improvad,
foreign debt 2s & % of GDP

ne | Temains high.

Dabt service obligations have
imgraved but remain high at
arpund 17-20% of exports of
goods end services.




Malasia

[ Economy

Balance of Paymeants l

Malaysia is highly exposad to the world
economy and economic prospects would
deteriorate rapidly if the current glabal

econamic recovery falters.

Large federal government deficit (affizial
prejection is 5.4% of GDP in 2003}, but the
averall public sector deficit is much amaller
{oMicial prejection for 2003 is 1.5% of GOP).

Thera are encouraging early signs, however,
that Abdullah Badewi recognises the need ta

shift from "crony capitalism’ to & business
environment thet is transparent and based
W Al ndeino . HEhag eloe
expressed sceplicism about large

infrastructure projects, a pelicy hallmark of
| Mahathir, and & railway project awarded

o & business ally of the former prime
Irninister shurtly betore he left office, has
sl eesloengd
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the large export sector 1

oompetitive challenge posed 1

TRy T rale-TadE M

Adherence ta fixed exchange
rate egainst the US dollar
significantly restricts the
Nexibility of econsmie palicy.
Malaysia is ikely te move ba
a float at same stage, and
tha change will nasd to be
managed carefully.

Lows levels of foreign
investment, indicative of the 1
by Chima.

Singapura

Economy

Balance of Payments

Other

Feavy relience on electranics, alhough
efforts are being made Lo diversity the
Imanutacturing base.

Dver-dependence on
algctronics, which accounts
far around 60% of non-ail
dormestic exports,

Regionel lensions and
Rerrofist activity in SE
Asiz, an the one
hand, and heavy

| Increasing competition fram trade and =
irvestment in the region, particularly

Tirum Ching and Malaysie. A less flexible |
warklorce in terms of job espirations and
ramuneration and employers’ reluctance
to recruit older warkers are some
structural issuss that are difficult to

invesbment by
multinationals in
Singapere and the
country's pra-US
slance, an the other,
daud the acanamic
and investment

[Reieee envirsnmant,
Singepore's high trade
intensity makes it
mene wdlneraie than
s meighbours.
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Coreia do Sul

Econony

Balance of Payments

Carporate and banking sactor
restructuring undermined by strong
nationalist santiment, fresh scandals,
difficulty in dismantling chaelai which
hes, in tum, reinforcad concems ower
gerale Qryarmance BQd Langueency,
igsues, Escalation ol labour unrast, 1
Isignificant increase in strike action has
Jdisrupted production and is in danger afl
damaging prospects for menufacturing |
investmeant a3 cormpetition from law-oo
Lrduction bageg (eg, Chingl _ .
intengify. Sharp scceleration in consurmer
borrawing in recent years has raised
concerns abaut an adverse impact an
linencial institutions of a sSgnificant
deterioration in aconomic conditians.

o cous Economia Asiatica” / 1SEy
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Exports face strong -t

competitive pressures frem |
Jepan. Ower the rmedium 1
rarm, China will increasingly
bacome & major competitive]
thraat.

—— = =




Taiwan

“Hollowing out”’of the economy as
Taiwanese firms invest in China.
Probably exaggerated, as economic
integration with China will help diversify
Taiwan 3 economy.

Banking collapse. The sector is
fragmented and under-capitalised with
high levels of NPLs. (Legislation to
improve effectiveness of asset
management company has been

stalled.)
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Tailandia
Economy

Balance of Payments

~! The government record of economic |

| growth is impressive, but several other Thailand 3 external debt

I aspects of economic management are | position has improved

poor. P . -

I significantly since the crisis

- The attitude towards foreign investment in 1997, with a lower level
is ambivalent, with the government3 of total debt and much

recognition of the contribution that such
investment makes to economic smaller short-term
development at odds with its nationalistic component.

sentiment. —— = - ——

|
~ Privatisation has stalled, private banks However, Fhe burden of 1
are still burdened with high levels of 1 debt remains more onerous
NPLs, corporate sector restructuring has 1 than in most other E Asian
been slow, and aggressive new lending by ¥ ..\ htries 1
stateowned financial institutions is -
causing concern. —— - - == o]

~ Regional disparities in economic
development, particularly between
Bangkok and the poor but populous
vardd@fidn-east. “Economia Asiatica" / ISEG-UTLisboa 20




