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The triangular trading system

US, EU (Final consumption

Final goods
Capiral zoods

Consnmpiion
goods

Final goods
Final goods
producion by
assembling

Capital goods

Consumption
i

I:;} Capital formation by
producer

— Consumptien by honsehaold
and Eovernmient

Demands
Parts & components, techniques

~N

Development of division of process in East Asia

N

Japan, NIEs (Parts production) |

/Imermedinte

_ goods
Sl g Intermediate goods
goads 1o the countries Processed production with Rizhly
with labor-intensive zoods -.'1|.'1-:I.eﬂ alie gal
process Darts &

Compopgnts

Process

Source: METI



THE GLOBAL DIMENSION OF EAST ASIAN
PRODUCTION SHARING

The export-oriented economic growth

The “import-supported” competitiveness

Followers in technological progress

The “dual” linkages between intra-regional and extra-regional
trade in East Asia.
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Challenges Faced by East Asia

Value losses in foreign exchange reserves
Export and import collapse

Capital outflow

Unemployment and social instability



(1) Value losses in foreign exchange reserves

e Six of the world’s top ten countries/ monetary authorities with
the largest foreign reserves in 2008 were in East Asia.

e On average, more than 40 percent of East Asia’s total foreign
exchange reserves are in the form of U.S. treasury securities.

e Unexpected major fluctuations on the exchange rate of the U.S.
dollar can lower the real purchasing power of the reserves.

Table 2: Foreign exchange reserves and official gold holdings, world and selected countries

. Foreign exchangs Foreign ﬂcldingsr-;:uf U§ treasulr'-,' securities, Official gold ﬂoldinﬁ_ls.
Rank Countr'-:L;ﬂ::iu:e:ary reserves’ (billions as of April 2009 as of March 2009
= Y of USD) In value (billions of As share of tota In volume In value ™ [billions As share of
usD) reserves [tonnes) of USD) total reserves
world ¥ 7471 3262.6 43 7% 29691.7 B77.8 11.7%
East Asiz v} 4195.7 17358 41 4% 2280 67.4 1.6%
1 China 1953 763.5 39.1% 800 17.7 0.9%
2 lapan 1019 885.9 67.3% 765.2 226 2.2%
4 Chinese Taipei 3126 783 25.0% 4236 125 4 0%
6 South Korea 2268 35.4 15.6% 14.3 0.4 0.2%
3 Hong Kong SAR 192 4 20.9 41 8% 21 0.1 0.0%
9 Singapore 1661 39.7 23.9% 127 4 3.8 2.3%
12 Thailand 1205 28.5 23 7% B4 25 21%
15 Malaysia 87.7 11.6 13.2% 36.4 11 1.2%
25 Indonesia 56.6 n.a. n.a. 73.1 2.2 3.8%
33 Philippines 39.3 12 30.5% 1538 4.5 11.6%

50 Vietnam 20.7 n.a. n.a. n.a. n.a. n.a.




(2) Export and import collapse

e The weakened demand from the global market in the aftermath
of the U.S. crisis.

 The contraction of global demand triggered a link effect in the
regional production sharing network.

 The link effect also exists on the supply side.

Chart 1: Export performance of selected Asian countries, 2008
(percentage changes of 3mma, SAAR, U.S. dollar basis)
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Chart 2: Monthly Import Growth Rates (Year-on-year, percentage)
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(3) Capital outflow

inancial turmoil may still transfer to the region
2 region’s high degree of integration in the global
et (Kato, 2009).

n the region were exposed to the process of
raging because of their reliance on international
ding.

| financial crisis caused dramatic capital outflows
- Asia as global investors rushed to sell the Asian
2y held during the boom.

2 it increasingly difficult for the private sector to
broad when domestic credit was tightened.

iducers in the export-oriented industry were forced
ruptcy under double hits:
arket contraction + difficulties in refinancing external debts



