Ravi Menon: Asia — short-term bumps along long-term growth path

Remarks by Mr Ravi Menon, Managing Director of the Monetary Authority of Singapore, at
the opening of Korea’s National Pension Service Office, Singapore, 17 September 2015.

* * *

Dr Choi Kwang, Chairman and Chief Executive Officer, National Pension Service
Ladies and gentlemen, good afternoon

| am delighted to join you to celebrate the opening of the Singapore office of Korea’s National
Pension Service (NPS). This is an exciting development for Singapore’s asset management
industry.

o NPS manages one of the largest pension funds in the world, with KRW 500 trillion of
assets under management.

The decision by NPS to set up an office here is significant.

. This will be NPS’s first overseas office in Asia and its third in the world after New
York and London.

In setting up an overseas office in Asia, NPS is affirming the long-term growth prospects for
the region. NPS is clearly taking a strategic view of Asia against the backdrop of recent
market volatility and moderation in growth.

Asia’s recent tantrum: what does it mean?

Financial markets, including those in Asia, have experienced a surge in volatility over the
past several weeks.

o Equity markets have taken a beating. The stock indices in Emerging Asia are down
by an average of 18% since their highs in Q2 this year, with the Chinese stock
market correcting the most, by about 40%.

o Currency markets saw sharp movements. The depreciation of the RMB, alongside a
pullback of foreign funds from the region, triggered downward pressures on the
region’s currencies. Since the RMB move on 11 August, Emerging Asia currencies
have depreciated by an average of 3.2% against the US Dollar, with some falling by
as much as 7%.?

While markets seem to have calmed somewhat, a sense of uncertainty prevails and the risk
of renewed volatility remains. What is happening?

Financial markets are essentially coming to terms with four significant “re-pricings”.

o First, the stock markets in China are adjusting downwards from unsustainably high
levels.
. Second, the RMB has become de-coupled from the US Dollar and is moving

towards a more market-determined exchange rate.

o Third, oil and commodity prices have eased considerably this year, marking the end
of what some have called a “super-cycle”.

-

Emerging Asia economies refer to China, India, Korea, Hong Kong, Taiwan, Singapore, Thailand, Malaysia,
Indonesia and the Philippines.

N

Excluding the Hong Kong Dollar.
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o Fourth, the effects of an impending interest rate hike in the US — the first after seven
years of extremely easy monetary policy — are being priced in across Asian markets.

These are not necessarily unwelcome developments.

The correction in China’s stock market is not surprising given the stretched valuations that
had developed over the preceding year. And it serves to deflate some of the excesses that
have built up in the system, such as the rapid rise in margin financing.

The 2.5% depreciation of the RMB against the US Dollar since August is consistent with the
divergence in growth momentum between China and the US. It must also be seen in the
context of the 15% appreciation of the RMB in real effective terms during the year to July.
The move towards a more market-determined exchange rate is in line with the broader
liberalisation and internationalisation of the currency.

The gradual tightening of financial conditions in Emerging Asia as interest rates normalise in
the US will serve to rein in the excessive credit expansion seen in some of the regional
economies in recent years. It is not a bad thing to break the psychology of monetary over-
dependence on the part of markets and even some policymakers.

Talk of currency wars is over-blown and comparisons with the Asian Financial Crisis are
over-done.

To be sure, some of the gyrations in financial markets have reflected concerns among
investors about the moderation of growth in Asia.

. The sluggish recovery in the G3 economies has taken the wind from many trade-
oriented Asian economies.

. At the same time, the transition to domestic-led growth has been bumpy. Structural
reforms to raise human capital, spur new investments and reduce impediments to
growth have not proceeded quickly enough in many countries.

So, downside risks remain, and there may be further bumps along Asia’s growth trajectory.
But Asia is still expected to grow faster than other emerging economies.

. In China, debt overhang and excess capacity will be a drag. But sustained monetary
and fiscal stimulus measures should help to pre-empt a sharp slippage in economic
activity.

. In the ASEAN countries, a slowdown in export growth will have a negative impact.

But public infrastructure spending and private consumption on the back of higher
real incomes due to the decline in oil prices should help to shore up growth.

o Overall, growth in Emerging Asia is likely to stay above 6% in 2015, not too far
below last year’s 6.6%.

Looking beyond this adjustment period, the medium- to longer-term outlook for Asia
continues to be bright. Ultimately, economic fundamentals matter the most, and the longer-
term drivers of growth in the region remain positive.

. First, demographics across much of the region remain favourable, with the
proportion of the working age population continuing to rise in most Asian economies.

. Second, the emergence of a sizeable middle class and ongoing urbanisation will
underpin a continued expansion in domestic consumption and investment.

And Asia has the potential to do even better, if it continues to press ahead with deeper
regional integration and domestic structural reforms.
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Diversification for enhanced returns

The significance of Asia’s growth and its implications for long-term investment returns are not
lost to global asset managers. The increasing interest in the region is also motivated by the
need at many pension funds and sovereign funds to achieve more diversified investment
portfolios.

These funds are increasingly diversifying their portfolio allocations across
geographies and reducing the home bias towards investment in domestic markets.

They are also diversifying across assets to include more non-traditional assets such
as real estate, private equity and infrastructure, which promise sustained and
attractive risk-adjusted returns.

Emerging Asia offers both asset and geographical diversification.

Emerging Asia will remain one of the fastest growing regions in the world offering
prospects of higher long-term returns, while the depth and liquidity of its asset
markets should continue to improve.

The growth dynamics of Emerging Asian economies is not only different from that of
developed Europe and America but also differentiated from one another.

Emerging Asia offers great potential for the development of alternative investment
assets such as infrastructure, for which the region has enormous need.

| congratulate NPS on the opening of its Singapore office and wish you continued success in
your regional strategy.

BIS central bankers’ speeches 3




<<

  /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



