
 



 



 



Trade and Investment 

• Asia and the Pacific is leading a recovery in world 
trade amid the continued uncertainty 
surrounding the global trade policy environment.  

• Asia’s intraregional trade continued to strengthen 
in 2016. 

• Amid a slowdown in total inward foreign direct 
investment to Asia, intraregional investment 
flows continue to rise. 

• Asia’s outward foreign direct investment rose 
11% in 2016—to $482 billion from $434 billion in 
2015. 



Financial Integration 

• Asia’s portfolio investors continue to invest 
more outside the region. 

• Cross-border banking activity in Asia is steadily 
increasing. 

• The volatility of Asian equity market returns is 
explained more by variations in global than 
regional equity market returns.  



Movement of People 

• Remittances to the region dropped to $259 
billion in 2016 from $269 billion in 2015—the 
largest drop since 2009. 

• Tourism is growing rapidly in the region, with 
an increasing number of tourists traveling 
within the region. 



Asia-Pacific Regional Cooperation and 
Integration Index 

• This year’s Asian Economic Integration Report 
introduces a new composite index to gauge the 
progress of regional cooperation and integration in 
Asia and the Pacific. 

• The Asia-Pacific Regional Cooperation and Integration 
Index is constructed from 26 socioeconomic indicators 
grouped into six dimensions to capture the diversity of 
regional cooperation and integration.  

• The EU has the highest regional integration score on all 
but one dimensional indexes; but Asia outranks both 
Africa and Latin America.  



The Era of Financial Interconnectedness: How 
Can Asia Strengthen Financial Resilience? 

• Twenty years after the Asian financial crisis, Asia stands strong—with more 
flexible exchange rates, higher foreign reserves, healthier financial systems, 
stronger regulations, deeper capital markets, and better regional financial 
cooperation mechanisms. 

• Structural weaknesses continue to permeate Asian financial markets and 
systems. 

• Over the past 20 years, Asian financial markets have become more 
interconnected—both globally and intraregionally. 

• Growing financial interconnectedness can increase vulnerabilities to external 
shocks, financial contagion, or liquidity risks stemming from cross-border 
bank lending 

• Continued high reliance on US dollar-denominated funding has significant 
implications for the transmission of global financial conditions to domestic 
financial and macroeconomic conditions. 

• recent rise in nonperforming loans in several emerging Asian economies is a 
concern due to potential macrofinancial feedback effects.  



1. Regional Outlook, Linkages, 
and Vulnerabilities 





 











2. Trade and the Global 
Value Chain 





 



 



 





 





 



3. Cross-border Investment 



 



 



 



 



 



 



5. Remittances and 
Tourism Receipts 



 



 



 





 



 



7. Asia-Pacific Regional 
Cooperation and Integration 

Index 



 



 



 



 



8. The Era of Financial 
Interconnectedness: 

How Can Asia Strengthen 
Financial Resilience? 



 



 



• First, a 1% appreciation of the domestic nominal effective exchange rate increases 
the LC spread by 8.7 basis points, indicating that exchange rates affect the 
economy through the trade channel.  

• Second, a 1% appreciation of the domestic bilateral exchange rate against the US 
dollar decreases the LC spread by 5.6 basis points, thereby loosening domestic 
financial conditions.  

• These results show exchange rates affect the economy through both trade and 
financial channels.  

• Column (2) shows that without controlling for the trade channel, the bilateral 
exchange rate against the US dollar has a negligible net effect on financial 
conditions.  

• On the other hand, column (3) indicates that without controlling for the change 
of bilateral exchange rate against the US dollar, the nominal effective exchange 
rate still has a significant impact on domestic financial conditions.  

• Horse-race regressions between ∆NEER vs. BER_orth and ∆BER vs. NEER_orth 
reported in columns (4) and (5) further demonstrate pronounced pure effects of 
the financial and trade channels.  

• In sum, the regression results are qualitatively matched with the findings of 
Hofmann, Shim, and Shin (2017)—that emerging Asian financial markets are 
particularly susceptible to changes in global dollar funding conditions. 



 



 



 



 



• The analysis shows the complexity of expanding financial 
networks and highlights a growing internationalization and 
interconnectedness of Asian financial markets. 

• Overall, the empirical results show interconnectedness 
increases during periods of stress, followed by a decrease 
during recovery phases, with the average strength of 
linkages growing pre-crisis, before declining significantly. 

• The changing magnitude of the linkages is also worth 
noting, as the strength of market connections change from 
being very tight to being loose, with the number of weak 
links growing and the number of strong links decreasing.  

• The number of links common to two adjacent time 
periods—the Jaccard similarity statistic also increases over 
time before decreasing following the GFC. 

• During the GFC, the number of links jumped dramatically 
to 389 before declining again to a level similar to the AFC. 



 



 





 



 



• The macrofinancial impact of NPLs may spillover to 
other economies, transmitted through various 
channels.  

• In an increasingly integrated global financial system, 
financial shocks can be transmitted across borders with 
greater speed and frequency.  

• The cross-border transmission of the impact of NPLs 
operates through various channels:  
(i) cross-border bank lending 

(ii) changes in investor confidence  

(iii) changes in bank asset (or liability) value due to financial 
market fluctuations 

(iv) a trade channel where lower growth in high NPL economies 
translates into lower import demand (Martin 2017, IMF 2015).  


