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Steve Barnett. Carol Liao 1 Franziska Ohnsorge.
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(Approved Investment Fund)
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Model Results
OLS OLS 2006 GARCH
China 1-Year T-bill -1.022 -1.447 -0.728
Non-FDI Capital Inflow Proxy Std. error 1.253 1.644 1.287
(In USD billion, 3mma) R
00 ion, Smma 1 P-value 0.416 0.381 0.572
~ Non-FDI capital inflow proxy US 1-year T-bill -1.562 -2.146 -1.163
oAl et L oren 99 |3 g.error 0593 o5 03%
0 ! R 6 P-value 0.010 0.005 0.003
kA NDF Premium (1-year) -3.652 -4.522 -3.260
‘; P NN 3 Std. error 0.713 0.867 0.592
% ,/'"*".. """"""""""""""" MR P-value 0.000 0.000 0.000
0 . g \,‘m\.\" 0
\‘ i it Lagged Non-FDI flow 0.411 0.368 0.369
I 3 Std. error 0.105 0.109 0.079
w ) P-value 0.000 0.001 0.000
2008 2009 2010 2011 2012 Mar-13  R-squared 0.61 0.64 0.62
Sources: ; CEIC; and IMF staff
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Sources: IMF IFS.
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Increase in gross international assets during five

years following capital account liberalization
(Percent of GDP)
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Note: Data for UK only available for year after capital account liberalization.
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L TBOTBEAIK ™ I B AP B A2 5 2850 A
GERBUTZ AT S 2 Ja —F1# AR SN A2 i GDP ) P17 LD

Change in net other Change in net portfolio Change in net other investment
investment inflows investment inflows inflows
12 3 15
10 Chile (1998q4)
Italy (1992q4) 6 Denmark " Spain (1992q4)
al (198804) 210
8 (1992q4) o portugal
&= alan
c (1992q4)
6 » 4 = Norway (199260 ) oyt
S Chile (1998q4) 2 Thailand c (1988q4) 04,
z Noray 200, e 199641 3 ) (19984) g 5 Thaiand @ *nGelkikiSoedH
= 4 1988q4) M Thailand = 2 Argenting lombia § (1998a4) (19899%K5ren (1996q4)  Teland (199294)
E lexico (1991q4) (1998q4) S Portugal (1989q4) Indonesia 998q4) 17y Germany Denmarkcclo fa Indonesi:
- Colombia_ Denmark ° 9k 9794 ermani) o 9819 ® 99894) (198804)
o 2 Cermai29809 * (198804) £y (1992q4) hile (199094198867 (1081q4) 2 Venezuela ) Canaderu (1991q4) .
s Canad: s US (197; TU (1991q4)France (1990q4) = (199 (19754) Chile (1990q4)
S (1981q4) Peru (1991g4) ;"zq:) L Spain (198004 Shuferu a9otaiance (1996q4) - 0 £(1990q4).0 US (1973q4) '2Pan (198044
0 Vsia - chie (1990447 £ Japan (1980q4) (15882 o UK (1979q4)
5 fegndseal S Worsqafinland |\ < e Spain (1980q4)
i
z, France (1990q4) ol Q-2 Sweden (198904 (1994{1 » s} u’g;‘q‘:f
- - =
Argentina @ (198%q4) Conods 25 Filand
" (1978q4) z o7 (198994)
- -4 Thailand {1575q8) Seden
(1992q4)
Finland (19894) (109248 (189q4)
-6
Sweden -6 Spain (1992q4) -10
(1989q4)
-8 Ireland (1992q4) 0 5 10
-5 -1 -05 0 05 1 -8 Trend growth 2/
Domestic business cycle 1/ -15 -1 -05 0 0.5 1

World business cycle 1/
1/ Business cycle defined as share of real GDP growth upturn completed from trough to peak (+) or share of downturn completed from peak
to trough (-). Peak and trough dated using Harding-Pagan (2002) algorithm.
2/ Trend growth defined as average real GDP growth over the 10 years following liberalization.

Table 1. Capital account restrictions
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SCHINDLER financial account restrictions (2010)
Overall restrictions index 1/

Overall inflow restrictions index

Overall outflow restrictions index

Overall non-FDI financial account restrictions index

FDI
Abroad
In reporting economy
Other investment
Average collective investment restrictions
Collective investment inflow restrictions
Purchase locally by nonresidents (collective investment)
Sale or issue abroad by residents (collective investment)
Collective investment outflow restrictions
Sale or issue locally by nonresidents (collective investment)
Purchase abroad by residents (collective investment)
Average financial credit restrictions
Financial credit inflow restrictions
Financial credit outflow restrictions

Portfolio investment
Average equity restrictions
Equity inflow restrictions
Purchase locally by nonresidents (equity)
Sale or issue abroad by residents (equity)
Equity outflow restrictions
Sale or issue locally by nonresidents (equity)
Purchase abroad by residents (equity)
Average bond restrictions
Bond inflow restrictions
Purchase locally by nonresidents (bond)
Sale or issue abroad by residents (bond)
Bond outflow restrictions
Sale or issue locally by nonresidents (bond)
Purchase abroad by residents (bond)
Average money market restrictions
Money market inflow restrictions
Purchase locally by nonresidents (money market)
Sale or issue abroad by residents (money market)
Money market outflow restrictions
Sale or issue locally by nonresidents (money market)
Purchase abroad by residents (money market)
Source: Schindler (2009), extended to 2010.
Note: Red denotes either a restriction beyond reporting requirements. Green denotes no restrictions. Yellow in an aggregate position denotes one out of four categories are restricted; orange in an
aggregate position denotes two out of four categories are restricted; red in an aggregate position denotes three or four out of four categories are restricted.
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Table 1. Capital account restrictions
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SCHINDLER financial account restrictions (2010)
Overall restrictions index 1/

Overall inflow restrictions index

Overall outflow restrictions index

Overall non-FDI financial account restrictions index

FDI
Abroad
In reporting economy
Other investment
Average collective investment restrictions
Collective investment inflow restrictions
Purchase locally by nonresidents (collective investment)
Sale or issue abroad by residents (collective investment)
Collective investment outflow restrictions
Sale or issue locally by nonresidents (collective investment)
Purchase abroad by residents (collective investment)
Average financial credit restrictions
Financial credit inflow restrictions
Financial credit outflow restrictions

Portfolio investment
Average equity restrictions
Equity inflow restrictions
Purchase locally by nonresidents (equity)
Sale or issue abroad by residents (equity)
Equity outflow restrictions
Sale or issue locally by nonresidents (equity)
Purchase abroad by residents (equity)
Average bond restrictions
Bond inflow restrictions
Purchase locally by nonresidents (bond)
Sale or issue abroad by residents (bond)
Bond outflow restrictions
Sale or issue locally by nonresidents (bond)
Purchase abroad by residents (bond)
Average money market restrictions
Money market inflow restrictions
Purchase locally by nonresidents (money market)
Sale or issue abroad by residents (money market)
Money market outflow restrictions

Sale or issue locally by nonresidents (money market)
Purchase abroad by residents (money market)

Source: Schindler (2009), extended to 2010.
Note: Red denotes either a restriction beyond reporting requirements. Green denotes no restrictions. Yellow in an aggregate position denotes one out of four categories are restricted; orange in an
K aggregate position denotes two out of four categories are restricted; red in an aggregate position denotes three or four out of four categories are restricted.
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Fou) "
2011
Net Inflows  Outflows
— F A ERIR D
Securities investment 19.6 51.9 32.3
Residents (assets) 6.2 25.5 19.2
Nonresidents (liabilities) 13.4 26.5 13.1
Other investment ( :j 1,069.0 1,043.5
Residents (assets) -166.8 108.8 275.6 {52 JE BRAMNC A R ST 2
Trade -71.0 0.0 71.0 10001237t
Loans -45.3 6.1 51.3
Currency and deposits @ 50.1 148.9
Other 482 52.6 4.4
Nonresidents (liabilities) 192.3 960.2 767.9
Trade 38.0 45.4 7.4
Loans 105.1 734.3 629.2
Currency and deposits 48.3 171.9 123.7
Other 1.0 8.6 7.6
Source: CEIC

meEACERR D A

Qualified Foreign & Domestic Institutional Investor

(Approved Investment Fund)

(In USD bn) (In RMB bn)

0 500
QDI (RMBRHS) 400

60 _. sas e inansnanes®
: 300

QDI (USD)
40
200
3 RQFI (USD) st g

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

guoooobboogd




FESME B #5058 AT HHF A
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Phases of Globalization

Trade liberalization began at the beginning of 1980s

Opennes Indicators of the Turkish Economy
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- - Full capital accountliberalization was
Financial market reform before CAL accomplished in 1989

» Money market reform . . .
. Centeal bank open market operations The main pointsin Decree 32 were as follows:

+ Organisedrepo market » Residents can buy foreign currencies without any

Interbank . limitation
v Int et
e fOney mar » Non-residents can buy and sell Turkish lira and foreign
» Deregulation ofinterest rates currencies
» Capital market reform » Non-residents can buy and sell all the listed and newly
issued securities
v New Law . . .
» Residents cay buy and sell FX denominated instruments
+ Capital Markets Board - . PP .
B ar oar » Obtaining foreign credits is liberalized.

+ Istanbul Stock Exchange » Non-residents are allowed to open Turkish lira accounts

% Government securities auctions and to transfer principal and interests in either Turkish lira

or foreign currency.
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Main Macroeconomic indicators after CAL Capital flows were short-sighted and very volatile

197079 10850 — 190050 Decomposition of Capital Flows
(UsD millan)
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Share ofthe financial sectorinthe economy has increased

Financial sector was very fragile against shocks

Sectoral Growth Rates
{Annuzl Percentage Change) FX Assets/FX Liabilities Net Capital /Total Assets
40

— sy Agriculture =

""" Trade
=
=
=
=
= .

am e ma man mw mm aw aw aw am Em S

Soares: A3

FORRIYE CLARRRIET
IB wieRxez BanKAsi

TERXFIAEE T, FHEEHAE) TR EENERfEN (X R 14) o 1994 FEEHLE, GDP |
M7 6.1%, BEIKERE 125.5%, FEo/THHLBERICFEM 0.011 F 2 0.03, A =K NRITH
F=o {H 2001 fEfEHLN Lm0 SO MR Iz = T 1994 SEfal. B THRAT 57 S fit 3 1 KMt
Bk, —SHITHEEEE G, 4R, RARNPEITHEEMN 79 KRR 61 XK.

S P Summary: Capital account llbe.rall_zatmn
under fiscal dominance

1994 Crisis 2001 Crisis

> Government budget deficit further increased in the presence of

1993 1994 1995 | 2000 2001 2002 cheaper foreign borrowing,

GNP Growth 81 -6.1 2 6.8 5.7 6.2 » Monetary policy was not effective due to fiscal dominance.

CPL 71 1255 76 39 685 297 * Due to weak fundamentals the financial system was unable to
Unemployment 89 86 76 | 65 84 103 absorb shocks.

CurrentAccount Deficit/GNP 35 2 -14 | -37 17 -06 » Local currency bond market was shallow.

PSBR/GNP 102 62 5 o 121 10 > Real exchange rate misalignments due to crawling peg system in a

high inflation environment.

USD/TL (average) 0.011 003 0046 | 062 122 15

» Major part of the flows were in short term.
Number of Banks 70 70 &7 79 79 &1
S R S et
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Restructuring after the 2001 crisis Public debt stock has been declining

» Fiscal discipline enhanced Public Debt/GDP

(=5 0f 2012, %)

» Monetary policy shifted from monetary targeting
to inflation targeting
+ Central bank independence enhanced

+ Moved from crawling peg to free floating exchange rate regime

» Financial system restructured

» New regulations enacted to strengthen corporate

framework
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ffiAd + H LR AT B Bk &R el fEHlE, THEORREM YR E A5 G K R AR
mEELEER (XA H 21-22) .

Strong banking sector Indebtedness Levels of households and firms are relatively low

Capital Adequacy Ratio Return on Equity Corporate Liabilities Household Liabilities
(a2 =012 2 %] [ =F 2042, 021 (% of COF. 2011) (% of COF. 2011)
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Turkey sustained high growth rates afterthe 2001 crisis Job creation has been strong in the post Global Crisis period
Capital Flows and GDP Growth in Turkey Annual Average Employment Growth in Investment Grade EMEs
(Parcant, Annual) (2008-2011)

-t Capitad P GOP — GO Growth Rate
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Monetary and macro-prudential policies Monetary and macro-prudential policies
in Turkey in Turkey (continued

INSTRUMENTS KEY INDICATORS OBJECTIVES Cyclical Instruments
* PolicyRate » FX Liquidity Management
# Interest RateCorridor ~" FXand gold reserve requirement
% TL Liquidity Management ¥ reserve option coefficients

PRICE STABILITY v TLreserve requirement ' FXbuying and selling

(Primary Objective) ¥ funding stratezy v export rediscountcredits
~" purchase/sall of govemment
securities
T o= Structural Instruments
e » Maturity Based Reserve Requirement
ective FINANCIAL STABILITY » LeverageBased Reserve Requirement
e
m » Reserve Option Mechanism [ROM)
Coefficent

» Lenderof Last Resort Tools

TEd CLvBRRATT
IB wieRxez BanKAsi
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-prudential policies in Turkey

» Capital adequacy
¥ dividend restriction policy
¥ risk weighting policy - higher weights for consumer loans
¥ capital charges on larger maturity mismatches
» Provisions - higher rate on consumer loans
» Lending policy
¥ guidance on annualloan growth rate
¥ limits to credit card payments
¥ ban onconsumer FX lending
» Reserve requirements
» maturity related measures
» leverage related measure
» LTV caps forresidential and commercial property loans
(oot ]

Reserve requirement policy

Turkish innovation: ROM, an automatic stabilizer

ROCs for TL Reserve Requirements to
be Maintained in FX* (% of TL RRs)

ROCs for TL Reserve Requirements to
be Maintained in Gold* (% of TL RRs)
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ROM boosted international reserves

TL Reserve Requirements FX Reserve Requirements
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TL relative to other EMEs currencies

Turkish Lira and EM Currencies Against the U.5. Dollar
(01.11.2010-1)

FX and Gold Reserves
(Million USD)
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Implied FX volatility

Volatility in Emerging Market Economies with CAD
(Percent, Implied for the next 12 months)

-
e 3
3
1= g EM Countries
g Turkey
-
- H
£
T
1
e =x
FPFLE S FF I TIPS PSPPI S o o 8 g T T o T P o o g g g
f— et i it £ i g g e S i
— i e e R —r TIETRIALILIIT
@ml(mml @ml(mml
et ] MERREZ BANKAS]

[ prae i



ﬁ TURKIYE CUMHURIYET
B MERKEZ BANKASI

XTI R AR E H

HABZ R BN S B L2258
THIEMELE

TURALAY KENCIE 1. #3#%

T HHILAE A RBTEITK
201373 H

EERUHIFAHr

1870-19134F 1945-19734F 1974 L5

BL TSI 2 /i 2
50 B 2 i 1%

H #1357 % 2R g7/ 2
ERRIEDL AP BV gt 4.4
ek ERH ZERH PR

s Sty
gobobobobooboodadad




83

|

|l

= |l

~ AUBAM S B (CAL) R

~ BAK P BB ERREMETT R R
v 20014 fEHLE R EA
v EReEYE R ARSI EEBUR

i s ies Y
- HH AN fAing
. — . A}
H KT E A K P B B |
@ TURKIYE CUMHURIYET i
B MERKEZ BANKASI

guoooobboogd




84

HANK S B HACRI RT3 2% 1

> BEARIR T H AR AL
v IR AR
> BEAIK ] B A Y A S 2R 1
v W E L
v FEMGF R E
v B AR G 4 B B
VAN B ED

R maive comoniver
B MERKEZ BANKASI

B 5 B AL I aE T-201: 42 804E 4]

THALFHITBUE RS

Exports / GNP ------. Imports / GNP

1970
1972
1974
1976
1978
1980 |
1982
1984
1986
1988
1990

1994
1996
1998

RN 2 IR

BB e e T
B MERKEZ BANKASI

guoooobboogd




&5

WA B B B e RT3 50

> M SeE
v RATATTH I ERAE
v AR B T
v ARATIRIE M
> AR
> BARTECE
v OBTHEAE
v RAETHE R
v TIEAT R R AL S P
> BUNUEZFE

R maive comoniver
B MERKEZ BANKASI

19894 LI T A F 158 &= T

FI25 VAN EE ST

> JE B SE AN AN 52 A 4] P 1

> A B T DA a3k B 552 H 4 HEH B MM

> T DA kS b 17 A ] BGET R AT I 25
> JE B AT S AN i 4R TR

> TP EE Bk %%

AR RAIF LB B, kAT - H L B el Ah
A4 SR I K

BB e e T Y
B MERKEZ BANKASI

guoooobboogd




86

WA B B 5 ERE 5T KR

m\ TURKIYE CUMHURIYET
MERKEZ BANKASI

FARN S B B2 G B EZ R A G fain

—mem 1970-79

1980-89 1990-99

GNP Growth (annual percentage change)

Current Accoumt Deficit
(percent of GNP)

VI TERT BT, 455% 2 AT -
RN L HHRLT

Inflation (armmmal percentage change)

R mwive comoniver
B MERKEZ BANKASI

guoooobboogd




87

B A P sh A2 AR A HL Bl PEAR A

FAWLH] I B

(BAFT

6000

4000
2000 I
Ji_ g 1A .

1990 1993 1995 1996 1997 1998 1999

-2000

M Long Term M Short Term
-6000

-8000

FORRIE: LHH YT

R maive comoniver
B MERKEZ BANKASI

SRS TEEL BT BT & EEE

TR R

CEZLESHD

40

Industry Agriculture

Financial Services

o

1970
1972
1974
1976
1978
1980
1982
1984
1986
1988
1990
1992
1994
1996
1998

THEII: - H RN

R maive comoniver
B MERKEZ BANKASI

guoooobboogd




< L R 1) EE T 0 o o B B 5

HNLIR 7 /HMC S 5t 1BBA /BB
100 .
% 3
% 2
5 .
% o
7 1]
70 2]

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

RN BRATAM I 7 PR e

R maive comoniver
B MERKEZ BANKASI

LRhfENL: 1994EF120014F

1994 EEHL 2001 EE41
19934 19944 1995420004 2001 4 2002 4
B RAE B EHERKE 81 -6.1 8 68 -57 6.2
HRZH 15 71 1255 76 39 685 297
KW E 89 86 76 | 65 84 103

BRI 7 ERAE~HAE -3.5 2 -14 | -37 17  -0.6
T I e e o Y 4

102 6.2 5 89 121 10
24

F#n/ - BEREH(FH) 0.011 0.03 0.046 | 0.62 122 1.5
RIT# 70 70 67 79 79 61

AR - L RE

RHB maive comoniver
B MERKEZ BANKASI

guoooobboogd




&9

BEE: MBES THREARKS 5B

> T XHAME K RRANEBAR, BUR TS R 7 dt— B8 .
> HTMEES, MBI AR

> T EREONHESS, SRl ARGEIEAN .
> AELE IR TR,

> B IRIAEE T I TCAT T ARV R ) 3 B S AR
> AR Al AR 2 R I

R maive comoniver
B MERKEZ BANKASI

[FEC
AL ¢
|

2001FfEHl /5 HIE

m\ TURKIYE CUMHURIYET
MERKEZ BANKASI

guoooobboogd




90

20014EfEHlEEA

NG 2 AR E

> DR TR 5% 10 ) M IE K 317
ST P 5
FHTEAT T (AT 1] 1 Eh V7 B

> FRAREA
> AUAT B HVA AL L5 At A AE ZE

R maive comoniver
B MERKEZ BANKASI

=

AIMBEHFEAETRE

A I3 % IGDP
(BE 20124, %)

30
20

10

2002
2003

g

2005
2006
2007
2008
2009
2010
2011
2012
2013
2014°
2015"

FORRIE: LHH KR
*E: MTP 2013-15
5y TURKIYE CUMHURIYET
(MB ViERKEz BANKAS!

guoooobboogd




91

SR AR I ERATER I

RATE 5 e 4R

(20126255, o) (20124F 275 )

18 - 25 1

17

16 - 20 -

18 1 15 -

14

13 - 10

12

11 5

10 - 0.

o]

8 - h 'SJ

PR R B B Ry LR A A Y

SN S

TRERIR: eMfafisir——REedH, LR RT
BB EEs AR
MERKEZ BANKASI

X BEAN AV B 5 25 7K P AR U

L5 5 BE

(HGDPEi 4 b, 20114F ) (HGDPEFHL, 20114F)
Poland -
Bradil _j—
Hungary Turkey m—— 19.0
UK Litvania _‘—
Slovakia _mm—
Germany Hunp,al_v {S—
Slovenia _j—
Finland CeochRop s
Poland [—
Germany Hungary Se—
France Italy j_
Cstonia e—
Greece Belgium [—
Austria  ——
Sweden 1
i France me—
Austria Gormany  EEE—
Greece
Italy Finland
Denmark 5pf""
Ireland 5 Ko‘::
The Netherlands Pf:)rlup,al
UK
Portugal Ireland
Spain The an'[|cﬂand§
T T T T T 1 L3
0.0 20.0 40.0 60.0 80.0 100.0 0 50 100 150
R sk 7 I 1T 1T VR Y N — -
GORLRYR: BRNRAT . HH I RAT PORLRIE: BRHgAT. HHH T

E;\ TURKIYE CUMHURIVET 20
B MERKEZ BANKASI

guoooobboogd




92

H2001E N2 5 LB RAF R EEE K

Capital Flows and GDP Growth in Turkey

(Percent, Annual)
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I Net Capital Flows/GDP === GDP Growth Rate
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Figure 1: Annual GDP Growth
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Figure 2: Ratio of foreign exchange turnover to trade
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Figure 3: Comparative currency trading geography

Geography of currency trading: distribution of turnover in April 2010
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Figure 4: Ownership of South African securities
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Figure 6: Change in central bank balance sheets
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Figure 8: Rand volatility Figure 9: Real effective exchange rate
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Figure 1: Chile’s foreign assets and liability stocks (%o of
nominal GDP)
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Figure 2: De jure measures of capital account liberalization in
Chile
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Exchange Restrictions (AREAER) database. All series have been
normalized to a range of 0-1, with lower figures reflecting less
restrictiveness.
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B/,
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N

Width of lines shows total value of cross-border investments between e 0.521% of world GDP

regions' S 1-5% of world GOP

Figures in bubbles show size of total domestic financial assets, $ billion, 2008 H 5.10% of world GDP
<y 10%+ of world GDP

2008 exchange rate
Word GDP, 2008 = $61 trillicn

Biue lines represent an
increase between 2007-
2008

‘Western
Europe
47,341

Australia,
New Zealand,
and Canada
6,531

" Includes total value of cross-border investments in equity and debt securities, lending and
deposits, and foreign direct investment.

VORI, 52 15 9 2 BRIELHT, 20094
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Credit and asset prices: with securitised credit and FSA
mark-to-market accounting

Mark-to-market accounting generates
bank profits and capital increase

= High bonuses and motivational
reinforcement

= Increased capital for own account
trading or on balance sheet lending

© OLI Scenario 386

ZRLRIE: Adair Turner, 20104F
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KA AT

Seit TR RIARAT BARE TR 2

Overview of the World Economic Outlook Projections S5 -
e over Ve o ISR G R LA
Projections S AL E
2009 2010 2011 2012 ’fijﬂiﬁﬁﬂ&% B
r—Advanced Economies =37 31 16 19 . X EJ'__‘E‘{#\:&BE%IJE@EBKJJ: I%FE
United States -35 3.0 i 1.8 [Za5y Ped it =miy)
Euro Area 43 18 16 11 BURA VRS AERF
European Union -42 18 17 1.4 . Xj‘f%})‘([‘l}(%\ %L{&fﬁﬁ‘]ﬁ%‘fﬁ
Japan -6.3 4.0 -05 23 Ot 2 < O
United Kingdom 49 14 11 16 i 1 5 SR oD
——Newlv industriatized-Asiam Economies =07 84 47 45
Emerging and Developing Economies? 2.8 7.3 6.4 6.1
Central and Eastern Europe -36 45 43 27
Commonwealth of Independent States 6.4 4.6 4.6 4.4
Developing Asia T2 95 82 80
Chi 92 103 95 9.0 =] Novat il A
India 68  10.1 78 75 BKHI GG K 5 AT
ASEAN-5* 17 69 53 56 2 e[
Latin America and the Caribbean 17 61 45 40 P AR AHRATERM
Middle East and North Africa 26 44 4.0 3.6
Sub-Saharan Africa 28 54 5.2 5.8

REATE: EPEEJEPUIE. TORPGIE. FEHETE. REMEE

BORLRIE: HEEHS (HALTRE) , 20114

© OLI Scenario 386
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e 358 X AN B A AR S 7 TH] S =& 18

Box Figure 1: Capital Flows to Advanced and
Emerging Markst Economies, 1990-2011

1 Capital Flows to Advanced Economies
(in percent of own GDP)

E

_| 0 Portfolio - Debt
Other Flows
1 = Net

Portfolio - Equity
Direct Investment

T Capital Flows to Emerging Markets
(in percent of own GDP)

T meertfalic - Debt Portfolio - Equity
7 OtherFlows Direct Investment
J =net

Sy o g o g
ug=§§> 03’:0 bc:u cp (§9'° @,,,o @%0 o8
& A A AP

- g
mmbmnmbmmo TR R N N = N S T S 'R}
\ % )
2
%3
KA

Source: IF5

20 L
1980 1964 1988 1992 1996 2000 2004 2008

Box Figure 2: Gross Capital Flows to Advanced and
Emerging Economies

20 7 advanced economies - 20

15 4 In percent of global GDP 5
104 - 10
54 -5
0 0
5 A -5

L iabiliies (inflows)
-10 1 Assets (outflows) --10
15 -15
—MNetflows
-20

Emerging markets

In percent of global GDP

I Liabilities (inflows)
Assets (outflows)

=—RHNetflows

20
1980 1984 1988 1992 1996 2000 2004 2008

Source: WED

1/ “Emerging economies” are defined here as all emerging market and developing countries (WEO group 200) but

© OLI Scenario 386
2/ IMF, 2011a and Ostry et al., 2012.

excluding countries eligible for concessional financing from the Fund (WEO group 30).
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KM B 58 LA B X% T 3

Nonresident Investment in Local Bonds Change in Bilateral US$ Exchange Rates
in Selected Asian Markets 1/ Since End-2011 (Percent)
{Cumulative net flow for the year, USS billion)
9O r - 80 8
g0 | ===-2008 e 2009 1 a0 8
2010 —2011
70 F 2012 e—2013 3
60 4 60 0
50 4 50
3
40 4 40
-6
30 30
20 0
10 i
0 o -5
10 - 4 10 -8
1
Jlan  Mar May Jul  Sep Mov ] & .;S"Lél@ d&"\ Y_\‘Jﬂ{s}o@&%oﬁ,&%‘{@ @Eg*g."%

1/ The chart aggregates data for India, Indonesia, Kores, and
Thailand. For Indonesia, net flows Into government bonds only.
Aggregate data for 2008 exclude Thailand.

Sources: Bloomberg L.P.; CEIC; and IMF staff calculations.

Source: Bloomberg

© OLI Scenario 386

Cross-border capital inflows and outflows by region, 2011 B Loans’

$ billion B Bonds
Equity
FDI
Reserves

Inflows to ... Qutflows from ...

Western

Europe 1.064 1,845 892 67 1,982

United

States 1.025

Other

developed 290

China

Otherl 923

emerging

1 Includes primarily loans, currency and deposits, as well as a small share of trade credit.
NOTE: Nurmkers may nat sum due to rounding.

SOURCE: IMF Balance of Payments; McKinsey Global Institute analysis
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By 2011, the web of cross-border investment assets fTotal dolmestic
= g - inancial assets
had grown significantly in breadth and depth 2011 (5 Irillion)
Width of lines shows total value of cross-border investments
between regions as percent of globalgDP* 0o (-0.5%
— 05-1%
— 1-3%
— 3 5%
North 5-10%
America_ B 0%+

74.6

" Advanced
~ Asia-Pacific

o
\ (X&)
Latin .- Off-shore Y
America . _ financial 7
centers .-

1 Includes total value of cross-border assets: GDP in 2011 = $70 trillion.
NOTE: Only select lines are shown.

SOURCE: McKinsey Glebal Institute Bilateral Foreign Investment database

© OLI Scenario 386

Bank flows have more episodes of capital reversal and surges M Bankclaims?
than other asset classes Bonds

Events of capital flow reversals and surges, by type of asset B Eauiy
Number of instances based on quarterly data, 2000—11 W rDI

Reversal Surge'

444 gg4 416 EEEE—
188 70 114 84 119

Bank claims | e, s sessss BN |
2,405 account for

49 percent of
capital
reversal
episodes in

765 capital surges

Emerging

454 516
287 N\ 239 221

1 Defined as an inflow that is at least two standard deviations higher than the average quarterly inflows five years leading to
the surge.

2 Bank net acquisition of cross-border loans (~80%) and other debt assets (~20%) in emerging and developed economies.

NOTE: Sample includes 29 developed markets and 120 emerging markets.

SOURCE: Bank for International Settlements; International Monetary Fund; McKinsey Global Institute analysis
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Bank claims are the most volatile type of cross-border M Bank claims'
flow for selected countries Bonds
Cross-border capital inflows to select countries, by type of asset B Equity
$ billion, nominal exchange rates M rDi
South Korea Brazil
60
40
20
0
20
40
-60
4Q07 4Q08 4Q09 4Q10 4QM 4Q07 4Q08 4Q09 4Q10 4QM
S:;Uth Africa Coefficient of variation, 4Q07-4Q112
10 4.56
5
0 f 2.84
5
-10
-15 1.1
4Q07 4Q08 4Q09 4Q10 4Q11 043

1 Foreign bank net acquisition of cross-border loans and other debt assets in select countries.
2 Calculated on the quarterly inflow to South Korea, Brazil, and South Africa.
NOTE: Not to scale.

SOURCE: Bank for International Settlements; International Monetary Fund; McKinsey Global Institute analysis

Cross-border capital flows have declined significantly in most regions
since 2007

Change in total capital flows (inflows + outflows by region), 2007-11
%

4 3
-3
-24
-30
41 -3¢
-48
-£0
67
-g2
United  Western United CEE Middle  Other Emar- Japan Latin China Africa
Kingdarm Eurcpe”  States  and CIS  East davel- ging Arrierica
oped Asiat
Total capital flows (£ irillion}
2007 33 4.9 38 1.0 0.5 21 04 1.1 0.6 1.1 0.2
2011 0.4 32 156 0.5 0.3 1.3 03 0.8 0.8 1.1 0.2

1 The United Kingdom is removed from Western Europe in this chart to aveid double counting.
2 Asia excluding China and developed Asian countries (Hong Kong, Japan, Singapore, South Korea, and Taiwan},

SOURCE: IMF Balance of Paymeants, MoKinsey Global Instituts analysis
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Capital inflows to developing economies totaled $1.5 trillion in 2012
and are near the pre-crisis peak

Global capital inflows to developing countries, by region

$ trillion, 2011 constant exchange rate
Compound annual
18 r growth rate (%)

2000-07 2007-12E

Africa @ 0

Other

emerging Asia 64 2
CEEandCIs 39 -16
viadeEast  @EP €D
Latin America 23 4

China e °

2000 05 07 09 11 2012E!
% of
gioval (2) ©

flows

1 Estimated based on data through Q2 2012. For countries without quarterly data, we use trends from the Institute of
International Finance.

SOURCE: IMF Balance of Payments; Institute of International Finance; McKinsey Global Institute analysis

© OLI Scenario 386

Emerging markets’ capital outflows are even larger than inflows,
at $1.8 trillion in 2012

Emerging markets are — Total outflows including reserves | Capital outflows by region, 2012’
net providers of capital . $ billion
$ trillion, = Total outflows excluding reserves B FX Reserves
2011 constant exchange rates — i
: J Total inflows [l Other outflows
Compound

24 - annual growth .

5o rate (%) China 643

20 2000-07 2007-12

1.8 Middle East 309

1.6

1.4 .

Latin

1.2 America i) | 279

1.0

0.8 CEE and

06 cls LYV 273

0.4 Other

0.2 1 emerging

0 I I L L L I L L L | Asia
2000 02 04 06 08 10 2012E!

doba (5
flows

1 Estimated based on data through Q2 2012. For countries without quarterly data, we use trends from the Institute of
International Finance.

SOURCE: IMF Balance of Payments; Institute of International Finance; McKinsey Global Institute analysis
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FDI is the least volatile type of capital flow; short-term lending is
3 to 12 times more volatile
Coefficient of variation of inward cross-border flows by maturity’

1Q00-4Q11
Emerging 2.4
markets (e 1.7 et
- 0.7
Developed 6.0 Higher value
markets implies higher
volatility
3.2
0.7 0.9 05
Short-term Long-term Bonds Equity FOI

bank claims?  bank claims?

1 Coefficient of variation defined as standard deviation normalized by the megan; calculations are made on quarterly data.

2 Maturity less than or egual to two years.
3 Maturity more than two years.

SCQURCE: Bark for International Settlements; IMF; MeKinsey Global Institute analysis

[CF 0] N

P = FUBEE i kg K 7

Liguidity and Asset Prices

23
m— | /C Ratic® 100 [ 150
smees Property price ¥ cheg (LHS)
20
ook price % che s
15 F 80
10 o
it
5 1 <50
a - = . wpmmeeg =100

1958
1955
2000

a1
200
somn
2004
2005

L1 4}
2007

0o
2008 |

© OLI Scenario 386

BOERIE: S AR /NS, 20134E1 H29H
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PRk HRH 20120904 AR LK K A
PR AR RESEIRE DT

Official Interest Rates

7
6
C_A -/
[} -
. o Lal
]
= ey '..,__‘_
3= ! -
V=t \_‘_
2 ==
1
0 ......' - - .'. _________________________________________
- = — L=} M - uy - ~ o & =
& =3 = =3 =3 = = = = = =3 —
B E E E B ] E E ] ] 2 =
— ~ o~ o~ ~ ~ ~ ~ -~ ~ ~ ~

| | nited States (3-Mo.T-Bill Rate)

United Kingdom (3-Mo.T-Rill Rate)
===Furepo (3-Mo. InterbankRate)  sssas Japan (13-Wk. Fin. Bill Rate)

Source: IFS. IMF
Notes: U.S. and UK. are 3 months treasury-bill rate. Europe repo is 3 months interbank rate
and Japan is 13 week financial bill rate.

© OLI Scenario 386 :

PORLRIE: R LR HELRERE FRITMER? 7, 20114, Andrew Sheng, Kian-Teng Kwek F1Cho-Wai Cho.
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%‘D‘E?ﬂii‘b‘f — BT BT RE A K B [E F i

it 370
12 -
Qil exporting countries
10 [ Other emerging and developing economies
B China
g — World
6
4
2-
0-
1990 1995 2000 2005 2011

Source: IMF, International Financial Statistics.
Total reserves minus gold.

© OLI Scenario 386
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BERAAANTE RN

- LIRS 7RG e, 20084
HX /ER EISMPBE<(+), 1 | 200857GDP | [ESMEFE | FTTES)L0%INL | B 4GDP

RIB
ME PG %= + 4,994 12,309 + 40.6 -499 -4.1
Hoph iz + 2,863 3,706 +77.3 -286 -7.7
22 3 + 7,857 16,015 +49.1 -786 -4.9
B IGIX -2,584 13,631 -16.9 +258 +1.9
=z -3,690 14,441 -25.6 +369 +2.6
BKFIE - 501 1,062 -47.2 +50 +4.7
SUP-VN - 6,775 29,134 -233 +678 +2.3
HoAm [E 5K -1,082 16,070 - 6.7 -108 +0.1
A BRI (] 61,219
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EERAT
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et 2% B 1T [ 23 (G4) AT 7 Hopth i [X

%525 GDPHIE 4 H (2010 G4 - £, MxX. H%E HREMHIX
) A5 [F
L2 ERGDP I & 54.6% 45.4%
HEANO 11.7% 88.3%
LRI 22 (2008 4E) 2.2%
I EFHE 3.1%
ESMFL 3.951235T (5 GDP#J
BSrEE ™ (HEEHE) 11%)

6.4)51ZE55( LGDP 1

20.8%)

SN (PEEES) 16.1% 83.9%
JRTTA A 56.7% 43.3%
AT 79.6% 20.4%
BN G 81.1% 18.9%
F 4 a7t 80.4% 19.6%
RITH = 65.4% 34.6%
BRI (TFA) 69.2% 30.8%
BT E HIGDP (%) 503.2 270.1

+

—

S
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Graph 1

Central bank total assets (2001 = 100)

= China
I~ Memo:
= United States
[ === United Kingdom
| = Euro area

700
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0 AU, NZ === Asla Paclflc ex.China and Japan‘
[ HK,SG = Japan
31D, IN

I KR
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0
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

0
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Tfidk: KUY 5Kk CHEAE

300

250

200
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100

50

AU = Australia; HK = Hong Kong SAR; ID = Indonesia; IN = India; KR = Korea; MY = Malaysia; NZ = New Zealand; PH = Philippines;

SG = Singapore; TH = Thailand.
' Sum of listed economies

Sources: IMF, International Financial Statistics, national data.
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V&N
BT AFMT BN FHEH RITE 7GDP
Gop # % £ i it HHH
(71-157)
g1 2002 1,454 400 203 157 359 2,154\ 2,913 200
2011 7,319 2,704 1,179 2,328 3,507 \14,419) 20,630 282
#2002 32,164 22,077 16,531 26,826 43,357 85,003 150,437 468
2011 69,899 47,089 44,622 53,766 98,388 110,378 255,855 366
R (T EEHE EAFWRIF =)
2002 3,811 1,966 552 815 1,367 4,911 8244 216
2011 13,582 9,961 2,828 4,010 6,838 22,957 39,755 293
A HA&
2002 3,993 2,069 4,842 2,163 7,005 15,349 24,423 612
2011 5,867 3,541 12,791 2,579 15,369 12,756 31,666 540

© OLI Scenario 386 *
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Table 2
The composition of central bank assets’
As a percentage of total assets

Domestic assets; claims on
Foreign 2 ; .
assets Government Private Banks Others
sector
2001 | 2010 | 2001 | 2010 | 2001 | 2010 | 2001 | 2010 | 2001 | 2010

China 46.5 856 6.6 6.1 05 0.0 26.5 38 200 45
Hong Kong 100.0 100.0
SAR
Indonesia 485 74.4 429 240 58 1.1 28 0.4
India 56.1 776 375 220 1.7 0.3 47 0.1
Korea 86.7 934 6.3 45 7.1 21
Malaysia 78.4 843 1.0 0.6 18.4 27 23 12.4
Philippines 741 875 181 8.7 28 27 5.1 1.1
Singapore 95.7 975 43 25
Thailand 732 943 6.2 54 18.4 0.0 22 0.2
' Data less than 0.04 is shown as 0.0; unavailable data is shown as *.’. ? Claims on government and public

enterprises.  ® Deposit money banks. * Other financial sector entities.
Sources: IMF, Infernational Financial Statistics; national data.

© OLI Scenario 386
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I AN A 28R B 228 K =

Start Opening Capital Curment Errors and Closing Interest

Market Year Reserves Account Acoount Ommissions Reserves income
[A] [B] [C] (0] [E] = [AK[B]+[CI+[D]

China 1997 105.0 559.0 1797.7 B2.7) 2,399.0 2596
Hong Kong 1999 89.6 (25.7) 189.2 2.7 255.8 51.4
India 1998 24.2 3114 (71.5) (5.4) 258.7 416
Indonesia 1999 23.6 (11.0) 70.9 (17.4) 66.1 15.1
Japan 1985 22.1 (1,948.9) 2,839.8 835 996.6 337.2
Korea 1897 294 42.8 185.5 12.3 270.0 66.5
Malaysia 1999 26.2 (111.4) 211.6 (29.6) 96.7 22.6
Philippines 1997 11.7 17.5 19.0 (4.0 442 9.3
Singapore 1995 BA.3 (215.1) 3323 12.3 187.8 61.9
Taiwan 1995 92.5 (44.5) 280.2 20.0 348.2 100.9
Thailand 1993 21.2 54.0 41.1 22.1 1384 31.9
Total (US$ bn) 503.9 (1,371.7) 5,895.8 33.7 5,061.5 1,000.9

Sources: Bloombsrg, Mational Bureau of Statistics of China, State Administration of Foreign Exchangs, Cenzus and Statistics Department, Hong Kong, Hong Kong Monetary Authority, Resarve Bank
of India, Bank Indonesia, Bank of Japan, Ministry of Finance, Japan, Bank of Karea, Bank Megara Malaysia, Bangko Sentral ng Pilipinas, Depariment of Statistics, Singapare, Monetary Autharity of
Singapore, Central Bank of China, Taiwan, Bank af Thailand

© OLI Scenario 386

BRLRIE: JEEABRFRER,  “WMINCAE: 20094 & 0 HCEH” , Hon Cheung, 20104

EE BT M ECRIEH 1 BORESEE A
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Table 13
Estimates of sterilisation costs and valuation losses from domestic currency appreciation
As of December 2010 Central Central 100 % Valuation
bank bank Sterlllsatlon loss for a 10%
FX Short-term | equity'” |revenues'” cost'? appreciation
reserves rate (%) of domestic
(USD bn) currency (%)’
China 2,667 31 06 4.6
Hong Kong SAR 266 03 34 2 69 (1.0) 118
India 272 6.7 0.7 1.8
Indonesia 83 02 1.7 05 07 11
Korea 290 28 0.6 1.9 08 3.0
Malaysia 99 3.0 71 1.4 0.7 4.2
Philippines 46 o7 32 1.1 05 24
Singapore 215 0.3 10.9 3.1 (0.68) 9.8
Thailand 159 1.9 0.9 07 0.0 4.8

" As a percentage of nominal GDP. * 2009 annual report total equity and revenue figures reported by

respective central banks. * Assumes entire FX reserve is invested in 1—3 year US government bonds and
the funding rate is the domestic deposit rate.

Sources: IMF; Bloomberg; Datastream; BIS calculations.
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Figure 2. Stylized Representation of a Broad Liberalization Plan
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