Eddie Yue: Structural reforms needed to improve Asia’s economies

Statement by Mr Eddie Yue, Deputy Chief Executive of the Hong Kong Monetary Authority,
and Head of Delegation, Hong Kong, for the 47th Asian Development Bank Annual Meeting,
Astana, Kazakhstan, 4-5 May 2014.

| would like to express my gratitude to the Government of Kazakhstan for hosting the 47th
Annual Meeting of the Asian Development Bank (ADB) and the people of Kazakhstan for
their hospitality. | would also like to thank the Management and staff of ADB for the excellent
organisation of the event.

Since the last ADB Annual Meeting, we have seen a modest and uneven global recovery,
with the advanced economies showing a pickup in economic activities while emerging market
economies (EMEs) generally experiencing a moderation in growth. Financial markets have
turned more volatile in response to the changing pattern of global growth and expectations of
a turning point in US monetary policy, and a number of EMEs have seen a sharp reversal of
capital flows.

Regional economies have remained relatively resilient in the recent bouts of financial market
volatility, thanks mainly to the stronger fundamentals of the region nowadays. Since the
Asian financial crisis, many regional economies have implemented reforms to improve their
macroeconomic management and fiscal positions, built up foreign reserves and strengthened
their financial sectors. For some economies that were more affected by the recent financial
market turmoil, they have also taken credible policies to address domestic imbalances and
have been successful in restoring investors’ confidence so far.

Nevertheless, we cannot afford to be complacent as what we had experienced in the past
year was probably a prelude to, rather than the end of, a period of heightened market
volatility. The sentiment of global financial markets has turned more sanguine recently amid
expectation of prolonged low interest rates in the US. However, the pace of monetary
normalisation in the US is very much uncertain and data dependent. With a large part of the
cumulated capital inflows to Asia since 2009 still in the region, it is possible that regional
economies with domestic vulnerabilities built up during the period of ultra-loose global
monetary conditions could experience sharp corrections when capital flows ultimately
reverse. It is therefore imperative that regional economies should make use of the current
breathing space to put their own house in order, take credible measures to reduce
macroeconomic and financial imbalances, step up surveillance and ready contingency plans
and liquidity backstops such as the use of foreign reserves and bilateral/multilateral swap
lines to mitigate systemic risk in the financial systems when the need arises.

A sharp reversal of capital flows could deal a severe blow to low-income countries, as
reduced private capital, exports and remittance could have a disproportionally large impact
on their less diversified economic structure. ADB should draw on the experience in the
aftermath of the global financial crisis and stand ready to provide timely and flexible crisis-
related assistance to its needy members.

While macroeconomic policies and prudential measures could help smooth cyclical economic
fluctuations, in the longer term, credible structural reforms are needed to sustain the growth
of the region and preserve investors’ confidence. The vulnerabilities now faced by some
regional economies are in part due to the overheated domestic demand in the past years
amid strong capital inflows. However, they also reflect, to a considerable extent, supply-side
constraints on potential output and limited capacity of the region’s financial markets. While
the situation differs across economies in the region, there are a number of structural reform
needs that are common to the region and in which the ADB can play an active role.

BIS central bankers’ speeches 1



First, the supply-side constraints in a number of regional economies are linked to weak
investments, in particularly infrastructure investments. Many investors have cited that there is
no lack of funds or interest in investing in Asian infrastructure projects. The problem,
however, is a lack of a pipeline of bankable projects, which in turn is due to fundamental
issues such as uncertainties relating to the government's commitment in supporting a
specific sector; lack of a credible PPP framework; political force majeure; and project
governance. In this regard, the involvement of multilateral agencies such as ADB would be
very useful in that not only will it foster investors’ confidence if the multilateral agencies put in
their own financial resources, but it will also help build the governments’ capacity in
structuring projects, strengthening the PPP framework and improving project governance to
make their infrastructure projects commercially viable.

Secondly, shortfall in educational inputs has been seen as one of the major constraints for
some developing economies to enhance productivity and move up the value chain. It has
also been a major reason for the remaining pockets of poverty in the region, including in
countries where substantial economic progress has been made but a substantial proportion
of the population is still living in poverty. We encourage ADB to further strengthen its support
for the educational sector and developing human capital, which are essential to enhancing
competitiveness, eliminating poverty and addressing the rising inequality in developing Asia.

Thirdly, intra-regional trade has been an important source of growth after the global financial
crisis as regional economies increased their domestic demand and reduced their reliance on
exports to advanced economies. As the global economy continues to rebalance, the prospect
of the region to sustain its growth would very much depend on its ability to hold up domestic
demand through sustained productivity enhancement as mentioned above, and further trade
integration within the region. While intra-regional trade has been growing fast, a further
reduction in trade barriers should help promote deeper regional trade integration and
facilitate more efficient resources allocation. A wider use of local currencies in trade
settlement and financing would also help diversify sources of trade financing and reduce
currency risk and transaction costs.

Lastly, regional economies need to deepen financial market reforms and promote greater
financial integration within the region to better channel Asia’s surplus savings to meet its own
investment needs; to support growing trade integration; and to enhance the absorptive
capacity of our financial markets to capital flows. Further liberalisation of the financial sector
and improving financial infrastructure such as establishing credit information sharing system
and microfinance institutions should also help some regional economies to allocate credits
more efficiently. Over the years, ADB has contributed to financial sector development in the
region through its own programmes and through supporting regional initiatives such as the
Asian Bond Markets Initiative under ASEAN+3, and we welcome the Bank’s continued
commitment in this regard going forward.

It is noted that a number of the above structural reform areas have been identified as
strategic priorities in the Bank’s midterm review of Strategy 2020. With its expertise, we
believe ADB has an important role to play in helping the region to tackle the challenges
arising from the highly uncertain global environment, and embark on structural reforms to
raise its long-term growth potential. We look forward to ADB’s continued engagement with its
members to provide support that will cater for their changing needs as the region continues
to progress and transform.

2 BIS central bankers’ speeches




<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /PageByPage

  /Binding /Left

  /CalGrayProfile (Gray Gamma 2.2)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Warning

  /CompatibilityLevel 1.6

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages false

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.1000

  /ColorConversionStrategy /LeaveColorUnchanged

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams true

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo false

  /PreserveCopyPage false

  /PreserveDICMYKValues true

  /PreserveEPSInfo false

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments false

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Remove

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

    /SymbolMT

    /Wingdings-Regular

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 150

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 150

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.00000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /ColorImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 150

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 150

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.00000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /GrayImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 600

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.00000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile (None)

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<





    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>







    /HUN <>

    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 6.0 e versioni successive.)

    /JPN <>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200036002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 6.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>





    /SKY <>



    /SUO <>

    /SVE <>

    /TUR <>



    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 6.0 and later.)

  >>

>> setdistillerparams

<<

  /HWResolution [600 600]

  /PageSize [595.276 841.890]

>> setpagedevice



