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Global Economy at a

Precarious Stage




Global activity has slowed sharply in H2:2011, and
growth prospects have dimmed....
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Global forecasts have been revised down substantially

WEO Real GDP Growth Projections

(percent change from a year earlier)
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Fear of sovereign default has spread across Europe,
while the U.S. housing market remains weak

Sovereign CDS Spreads
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Asia: A Decade of

Strengthening Fundamentals




Rapid deleveraging during the 2000s has led to
stronger corporate and bank balance sheets

Selected Asia: Tier-1 Capital Selected Asia: Debt-to Equity of Firms
(In percent of risk weighted assets) (In percent)
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Firms and households reduced currency mismatches
and banks strengthened their asset quality

Selected Asia: Foreign Currency loans Asian Banks: Non-Performing Loans Ratio
(In percent of total loans) (In percent of total loans)
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Fiscal consolidation helped reduce public debt and
create space for future shocks

Selected Asia: Structural Government Balance
(In percent of GDP)

Selected Asia: Total Government Debt
(In percent of GDP)
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Strengthened policy frameworks: unemployment and
inflation converged to low levels across the region

Asia: Unemployment rate Selected Asia: Annual Average Inflation
(In percent) (In percent)
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Asia: Facing Old and New

Challenges




Asia: Outlook and Risks

Activity in Asia has slowed, led by weak external
demand

Selected Asia: Quarterly GDP Growth

(Quarter-over-quarter percent change; SAAR)
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Selected Asia: Exports Growth

(Difference between latest 3-month percent change in
3-month moving average, SAAR from its 2011 year-to-
date average; in percentage points)
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Asia: Outlook and Risks

Trade channels remain powerful, even if China is
becoming a stronger source of regional demand

Selected Asia: Contribution of Non-Asian
Final Demand to Value Added

(In percent of GDP)

Selected Asia: Exports of Goods
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Asia: Outlook and Risks

Financial contagion could also be large...

European and U.S. Banks’ Claims on Selected Foreign Holdings in Local Currency
Asian and other EM Economies Government Bonds
(In percent of GDP; as of 2011:Q2) (In percent of total outstanding)
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Policy Challenges




Asia: Policy challenges

“RRY *

Receding inflationary pressures provide room to suppott
growth in uncertain times, but to varying degrees

Asia: Inflation Target Tracker Asia: Core and Headline Inflation
Dynamics in 2011
(In percentage points)
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Asia: Policy challenges

There is space for accommodative fiscal policies, but
effectiveness is also key

Structural Spending and Revenue Shifts —

Cyclically adjusted fiscal balance versus Cyclically adjusted 2011-12 Average vis-a-vis
Public debt 2002—-07 Average

(In percent of GDR 2011 minus avg. 2002-07) (In percent of GDP)
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Asia: Policy challenges

A medium-term challenge is reaping the benefits
from economic rebalancing, including in China

Global Current Account China-Asia Supply Chain Global Consumption
Balances (By major source, in percent of
(In percent of world GDP) total)

H Rest of the world ® Emerging Asia

® Japan and Germany = Oil exporters == == = Consumer goods exports to G—-2
m China m United States Intermediate goods exports to China

H Rest of world
® Latin America
0 Emerging Asia (excl.China)
3 Projections United States
' & Euro Area
China

100%
90%
80%
70%
60%
50%

40%
30%

20%

0%

2005 2010 3015

Source: United Nations, Comtrade database.




Cambodia Perspectives




Cambodia’s growth performance so far: Respectable

relative to regional peers during their takeoff phase
(GDP per capita = 100 at period 1 of the takeoff phase)
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Cambodia

The recovery has gained strength...

Garment Exports and U.S. Retail Sales
(Y/Y percent change; 3mma)

Real Estate Prices and Construction
Material Imports
(Y/Y percent change; 3mma)
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Cambodia

... amid strong credit growth

Inflation Credit to the Economy and Excess
(Y/Y percent change) Reserves

(In percent)
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Foundations for Stronger Growth
Cambodla s growth potential now is higher at 7-8 percent
(emerging diversification, improving infrastructure)

Cambodia

Potential Growth Estimates
(In percent)

Contributions to Potential Growth
(In percent)
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Cambodia

Management of fiscal space will be critical for
macroeconomic stability and long-term growth

Government Revenue
(In percent of GDP)

LIC Asia: Revenue Excluding Grants
(In percent of GDP)
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Cambodia

Foundations for Stronger Growth
Measures to raise private investment will also make
growth more inclusive

Selected Asia: Change in Gini Index Emerging Economies: Partial Elasticities
(In Gini points, since 1990) of Poverty Reduction
(w.r.t. 1 percent GDP growth)

China, urban ( 2005,..
Nepal ( 2004, 47.2)
Sri Lanka ( 2006, 40.3 )
Hong Kong SAR (..
Lao P.D.R. ( 2008,..
Singapore ( 2010,..
Cambodia ( 2007,..
Bangladesh ( 2005,..
China, rural ( 2005,..
Philippinés2009, 44.8 )
India, urban ( 2004,..
Korea ( 2010, 34.1)
Indonesia, rural (..
Indonesia, urban (..
India, rural ( 2004,..
Vietnam ( 2008, 37.6 )
Malaysia ( 2009, 46.2 )
Mongolia ( 2005, 33.0)
Thailand (2007,41.9) _ [ | |

-4 -2 0 2 4 6 8 10

f

Brazil (1990-2009)
Mexico (1992-2008)
Chile (1987-2009)
Senegal (1991-2005)
Malaysia (1989-2009) N
Nepal (1996-2004)

Sri Lanka (1991-2007)
Philippines (1991-2006)
India (1988-2005)

Kenya (1992-2005)
Jordan (1992-2006)
Egypt (1991-2005)
Indonesia (1990-2009)
China (1990-2005)
Cambodia (1994-2007)
Lao PDR (1992-2008)
Thailand (1988-2009)
BaBgladesh (1989-2005)

Vietnam (1993-2008)




Conclusions

*Global economy is at a precarious stage owing to acute downside
risks.

=" Asia’s growth will remain solid, thanks to largely improved
fundamentals over the past decade.

*However, the region is not immune to severe downside risks.

Large financial and trade spillovers loom in the event of an
escalation of euro area financial turmoil.

*Over the medium term, reaping the benefits from further
economic rebalancing, including in China, will be important.

*Long-term growth policies in Cambodia rightly focus on
improving the investment climate, education, and infrastructure to
leverage Asia’s rebalancing. Fiscal and financial sector risks also
need to be managed prudently to ensure growth sustainability.




THANK YOU.




