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Part 1: Factors that affect the
Exchange rates
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First Notice BiZZ R ER » FRESAHK

The Market forces are part of Exchange rate movements
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Second Notice

* Predict Trend and Pattern:
roughly acceptable
* Predict Timing:
extremely difficult
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Our Framework: 2+1:
Based on the first two Notices

1. Market Forces
1A Market Forces in Variable

Market forces: domestic and external factors

1B Relative Strength: Four Types of Countries

1Ba own country factor

1Bb USA domestic factor;
1Bc Neighborhood countries
1Bd your Largest Exporting country

2 Political and Other Factors
2A Central Bank Preferences
2B Occasional Episodes

+1

<1> Short run impact:
2014/1/21 FA and When"Hotsmoney inflow



1A Market Forces (1)
Five domestic factors

1. GDP growth rate: 2.5%~4%: important
2. Unemployment rate: important
3. 3a. Inflation rate: 1~ 3%
below the critical value: itis unimportant
above the critical value: itis  important
3b: deflation: important
4 Budget Deficit: -3%: Unimportant
5 Economic Structures: China case only
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1A Market Forces (2)
Four individual External Factors

1. Current Account deficit: Important;
when exceeding the critical value, it becomes
extremely important
2 Financial Account: Huge and short run movement
is extremely important

=» sudden stop
Also thisis our + 1
3. FRIncrement; 1+2=> weakly important
in Taiwan, it is always increasing
in Korea, it drops in 2008
4. Export growth: importan7t
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1A Market Forces (3): Joint External
Effect

Two factors becomes worse/better at the same time

1. Triple surplus:
CA >0huge, FA>0 huge, BD>0 huge=> appreciation
Case: China before 2007

2 One surpluses and one deficit
CA >0 huge, FA negative, BD is slightly negative
Case: Taiwan in 2012

3. Twin Deficit 1: CA<0,BD <0
Case: USA, PIIGS

4 Twin Deficit 2: CA <0, FA< O

Case: Iceland, Ireland
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3 Our competitors: Korea and Japan
Contrasting view: They are not parallel movement; but are

qguite opposite in direction
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1B. Market Forces (4)
Four types of Countries

Using Taiwan as an example:

1. Own country

2. USA

3. Neighborhood countries (regional effect)
Korea and Japan

4 The largest exporting countries: China
Mainland
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Background: What are the reasons for Big Change

China: 1994 and 2005;; Korea: 1998 and 2008
Taiwan: 1987 and 1997 ;; Japan 1991
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Exchange rate of KRW against TWD
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Why RMB appreciate
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Part 2: In Market forces
1A (1) domestic factors

Well-known

Chung-Hua Shen

15



2014/1/21

Part 3: Details
In Market forces
1A (2) external factors

Relative unfamiliar knowledge

We discuss it

Chung-Hua Shen
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Balance of Payment: Three Accounts

CA: Trade and Service
FA: FDI, FPI, FOI

KA:
CA+ FA + KA + International revenue balance (IR) (=AFR)=0
in 2006: 263-1.2-196. + 128.6 + 60.9 =125.8

FR(t) = FR(t-1) + IR(= A FR) = 2532.9 +125.8 = 2658.7 (difference is omission
and error)
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For example: Taiwan News
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| want to discuss two joint effects
Twin deficit 1: CA and BD
Twin Deficit 2: CA and FA



JIB+~F and two Twin Deficits
= must depreciate

ljﬁ%%%ﬂﬁﬁﬁ%%’%ﬂmﬁfﬁﬁ
2 PArcHF
€ Twin Deficit 1:
%2 pBTERE
3. & fRTR 7 F
SUN DL 3 3-8 FEE
—'/i’;v“"ﬂwn » xf’k B0k 2 BT E IR
€= Twin Deficit 2 (not often
used)
4. Foreign Reserves
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g% TwinDl and TwinD?2
(HEFEFAFEAITHF
(2) g ¥ &+*3F and £gtk*F (not use this term)

AN

=&AiFE A (Capital Inflow)
+ Y ETZE (Foreign Reserve)

FERTAZMFLE (Sudden Stop)
R A8 ¥4 (Current Account Reversal)
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AN

GEEAT
GDP

> —4.5% (ZEH )

> —5% (BkHAvd T & H)
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B

Bt B F
GDP

> —3%
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&= el SHE IR & ER < 4% should
adjust by themselves

(Oct 2010)
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Otherwise, each country should adjust itself

* SlRETFER ~ HAS ~ REETFRIES -
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= E K165 /GDP: 2009
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CA/GDPin 2011
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| he other tactor: buration
Thus, NZ and Aus should devaluate

(ca/gdp)

15 >
Korea i Iceland

10 5
-10

5
-15
0 -20
-25

5
-30

1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 L85 1987 1985 1991 1993 1995 1997 1666 2001 2003 2005
New Zealand 0 Australia

0 1
_2 -2
-4 3

-6
-4

-8
-10 -5
12 -6
14 14/1/2 s

1988114457080 1991 1993 1995 1997 1999 2001 2003 2005 283% 1 °"°l9ss 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007




PIIGS 2009 & /R F(5GDPLLEE
1 557 (5GDPLLEE(%)

) PEBESF Z "aET A

2014/1/21 Chung-Hua Shen



MLL

W\,

L VS

1800
1600
1400
1200
1000
800
600
400

Those Should Appreciate Based on CA/GDP but not always
HEw,/ EIT

J""\.jv\-\/""”

200

L oT-uer r
. 60-uer @ - OT-uer
| eo-uer - 60-Uer
| z0-uer - 80-uer
L 90-uer < - LO-uer
| gp-uer - 90-uer
L yo-uer - G0-uer
L €0-uer - ¥0-uer
- 2o-uer - €0-uer
L TO-uer _E - ¢0-uer
- 00-uer K f - MN“M
- 66-uef - 00-
L 86-uer / ™ - 66-uer
L /6-uer :ﬂ._ - 86-uer
L 96-uer % - L6-uer
L g6-uer - 96-uer
L y6-uer - §6-uer
L €6-uer - v6-uer
- z6-uer - g6-uer
- T6-uer - z6-uef
06-uer huv - T
o s | 06-er
SYRRRINNYY °
~ O~ NN N N~ N~ T
- 0T-INip
r c
. oT-uer - 60-d35
L 60-uer “ - 80-1oN
. go-uer - 80Ul
L /0-uer - L0-EN
| 9o-uer ‘ - 90-AeIN
o
L po-ue
R
| zo-uer VET - E0-UEr
| To-uer / L No-Mm_\,_
- 00-uer W.m. H MMH_M_\,_
| 66-uer EW | ecodos
. g6-uer ..A | ge-non
L /6-uer | ge-uer
L 96-uer oo
| ge-uer ' o6-hem
- y6-uer - mm-__m/
- g6-uer
- z6-uer MM-MM_
L T6-uer | c6-uer
06-uer

40
35
30
25
20
15
10

m9876543210



Those Should Appreciate Based on CA/GDP
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BD: omesticractor
(1) Budget (Fiscal) Deficit
(2) Government debt

Neither seem important in terms of
exchange rate movement

Unless they exceed the cutoff
considerably, making CRA downgrades
their ratings
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1991 47 8.4 1.8 1.7 35 3.4 4.9
1992 5.4 9.1 0.6 1.0 -3.0 6.5 -5.9
1993 4.2 8.7 2.5 1.7 -0.3 8.0 -5.1
1994 4.2 6.7 -3.8 2.3 2.9 6.8 -3.7
1995 3.4 5.3 4.7 3.5 2.7 5.8 -3.3
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& 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
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ZE;LCDEE]K 69.7 716 735 75 763 745 729 791 90.6 96.9 100.7 102.8
ARAE> S 98.5 1114 113.8 106.8 100.3 88.5 83.8 — — — —
PERR 278 274 292 296 30.2 296 288 30.0 33.1 340 -—
7oL k& 1.OECD Economic Outlook No. 88 ; OECD Interim Economic Outlook, Nov 2010 -
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China Mainland

Fiscal Deficit / GDP (%)
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Joint Effect
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Twin Crisis:
B E()B e 2 2R (T et & 1 t=2007
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FE¥tR/GDP -  PArziyc it /GDP

B F o M 7(2008+# ): only some countries have twin deficits

e EEHE R
IR/ GDP R B &R/ GDP % /7?\? X HEmE/GDP BB &x/GDP - 4
FIE(E -5% -3% FIfE(E ~4. 5% -3% =
B S ] 4. 84% ~1.00% g 9.12% 0. 39%
Bl 1. 64% 1. 30% i 13. 69% 0. 09%
FE -2.21% -2. 20% ENE 0. 02% 0. 00%
E/DEad -9. 62% 3. 00% ENfE -2. 55% 7. 82%
5T 2. 85% 4. 30% EEN 3. 21% -4, 17%
PR ~1. 76% -3. 40% i 0. 34% 1. 69%
{H1=H] 6. 26% 0.10% =35 2.10% -3.91%
il ~14. 69% -9, 80% B | EkpgE 17. 54% -3. 60%
R -5. 63% 7. 30% B | JEEE 2. 09% 1. 28%
il ~2.94% -2.70% g 14. 73% 5. 31%
BEARE 4. 82% 2. 90% Z=[E] 0.81% 0.13%
e o 4.18% 0. 60% i ~11. 99% 1. 20%
Nedil -6.53% -3. 70% H =¥ 6. 87% -2.19%
wE T -12. 62% 3. 70% H
LIS -6. 52% -2.10%
PEHESF -9. 60% -4, 20%
T L 8. 81% 2. 20%
i 1. 93% 2. 30%
%@/1/2] -1. 66% -4.90% Chung-Huya Shen 43
E=H —4. 74% -2.10%




w7 R 3 (2010# ): more and more countries

&= % vk /GDP

fe

B4 g yz £ /GDP

BREIR nave liscall deficit EEVIEE
EH R/ GDP WBLEER/GDP |y e SORIR/CDP | MABUSER/GDP | e o
Pt -5% ~3% SR FEFEE ( A 5y a3y i
BRI A 2. 95% -4, 70% R 5. 19% -2. 58%
ElliS; 1. 14% -4, 10% s 6. 21% 5. 03%
v -3.16% ~4. 80% ElJE 0. 80% -0. 59%
E/ben 3. 56% 0. 30% ENIfE ~2.99% -8. 98%
ANl 3. 05% ~2.90% HZ 3. 56% -9. 50%
S ~1. 75% ~7.00% [E2EE 2. 78% 2. 38%
(tE 5. 62% -3. 30% I NA -3. 99%
Fifi ~10. 42% ~10. 40% H %g@ NA -5. 06%
R 0. 50% -32. 40% JEEE 4. 24% -3. 67%
FAF] -3, 24% 4. 40% By 22. 25% 5. 25%
B AR O 6. 82% ~1. 70% e 4. 63% -2. 69%
far Tl 6. 64% -5. 30% R -4, 14% -6. 41%
Ve -4. 45% -7.90% =) 9.27% —4. 88%
% -9. 88% -9. 70% =]
W& -3.59% -7.90%
PEHEL -4. 58% -9. 30%
I L 6. 67% -0. 20%
Hit: 15.63% 0. 60%
3&:14/1 21 —3. 1% ~10. 20% Chung-Hua Shen 44
EE -3. 24% -6. 00%




& ¥ t& /GDP
% F fody ¥ B 7 (20092 ): more countries have fiscal deficit

'fr'

Pt Fcdz £ /GDP

HEJEET EEYNEE
4K M /GDP | BAF 6% /GDP N LK E R/ GDP | A E &1 6/ GDP —
P | 5% 3% | T reE 4. 5% ~3% B
B ] 2. 72% 4. 20% E 5. 23% -3.09%
Billiss -2.02% -5. 80% A 8. H8% 1.55%
T -2. 47% -5. 80% EIE 1.97% -1. 76%
Zyhens|  3.71% -2.00% EIRE -1. 88% -9. 3%
EaNi 2. 32% -2.70% H 2~ 2. 83% -10. 30%
VA -1.49% ~7.50% [FaL L 3. 93% 0. 04%
] 5. 67% 3. 00% 2] 0. 15% -6. 80%
7 M -11. 02% -15. 60% H Bk R 16.47% -5. 93%
=i ~2. 92% ~14. 30% JEEE 5. 56% -3. 94%
FAF | -2.09% -5. 30% Hrhs 19. 20% -0. 81%
= AR 6. 40% -0. 90% Z=[EH] 8.29% -3. 18%
G 4. 25% -5. 50% R 6. 80% -8. 99Y% H
SR -3. 92% 7. 30% =0 11. 37% -5. 18%
wE | -10.86% -10. 20% 5
Hrigtkye| -3.33% 7. 90%
PEEES | 5. 17% ~11. 10% 5
Tif L 7. 09% -1. 00%
i 11. 36% 1.00%
2%2@/21 -1.72% -11.10% Chuhg-Hua Shen 45
EE -2. 70% -6. 40%




Twin Crisis : CA/GDP and Duration: 2009

CA/GDP (% | EHEEZEH<-| |EPfE Indonesia 2.32%
) %] |me Peru 0.19%
A t CI
Ssl\j i atsses &9 5F F Hungary 0.11% 13
arkKkets
JIIE=—N Canada 0.00%
Instruments
e —= = =P E Mexico -0.12%
=F X <-5%; <0 >3; >1| |%®E United -0.68%
== 0% B Kingdom
ot ot = : 7 Czech -1.21%
== H — o
3 _ )
TNz Singarporgd 26.03% Pl Poland 1.29%
H (o)
E¥PEES  |Malaysia 19.18% FIE India -1.58%
18 =R Norwa 13.28% EA Brazil -1.78%
4 ] Eftki: [Colombia -2.07%
witzerlan 9.63% EE France -2.19%
=iu Hong 68% EHEE Ireland -2.25%
Kong °
o B China S.65% XE United States -2.69%
F -
™o SW&ash 7 AT 2 KR Italy -2.93%
= B Thailand 5.55% TEH Turkey 3.51%
== Germany 5.32%
JERE Philippine 5.01% L~ — New Zealand
JE 9 . ()
A th Afri
R HT Russia 3.91% / ks \\Sou rica
= B M ustralia
[ea Korea 3.77%
H (o)
Pl 4R 2E Argentina | 3.74% [/ |Romania -6.18%
L3 5 Israel 3.69% L E Vietnam -6.21% 2
B2 2014/1/2)Japan 3.31% ChusHud Bi R /|Slovakia -6.51% 46 2
=2 K Chile 2.56% NEBESF_~ [Spain _8.20%
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Part 4: External Sector:
Twin Deficit2

(1) CA
(2) Capital Inflow and outflow

(3) Does the high interest rate work or
others?

Chung-Hua Shen
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e

r4

-

=Hf B~ (Fiscal Deficit)
+ #B5EREEE (Excess Saving)

#ER (Twin Deficit)
= (SRR F R ERE
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B L 31

KHEME + SRR AIR=0
IEFME -+ S RiiE+A BRULSZ (IR) =0
4 FiliiE = FPI, FOI, FDI;

FEARA=BELERAAEEE - ERREAHEE
Condition 1: JZEjPERFIE :

exchange rate adjust to eliminate too much FR =0

EE = — SRR €= US article

mentions this only

Condition 2: [&]EERE(E :
KHEIR + 2Rk = -0NEFK

- EER AR - AT
SRR > 0 SEARASHBE > FARHUAREE
% BTSN SRE ARV HIRARE -

2014/1/21 Chung-Hua Shen
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If Both CA and FA are positive

=» tendency to appreciation is strong

If both CA and FA are negative

=» tendency to depreciate is strong

New
) Zealand FA
Australia
() ° .
® Tajwan
()
© USA Singapore
( ]
H Kon
Korea ong RONg
CA
()
Taiwan

South Africa °
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Detailed F

==> negative means?? In 2005 IFS....

BENL B XE T I 2005 2006 2007R 2008R 2009Q1 2009Q2

& BliR 2,302 -19,595 -38,978 -1,749 -768 4,652
BN E P E -6,028 -7,399 -11,107 -10,293 -969 -1,281
e BFFEEE 1,625 7,424 7,769 5,432 260 485
e E (EE) -33,902 -40,754 -44,993 3,289 -1,549 -9,785
P 12,464 -18,466 -35,696 -4,573 -3,274 -3,810
(RS -21,438 -22,288 -9,297 7,862 1,725 -5,975
EHEE (AfE) 31,045 21,814 4,904 -15,777 -1,017 8,683
HEFERE 25 34,826 22,662 5,599 -15,418 -317 7,394
(G -3,781 -848 -695 -359 -700 1,289
TR T < Rl P -1,003 -965 -289 1,589 108 525
1AM ERRE T (CEZE) 909 1,930 3,691 7,938 1,582 1,726
1AM SRR (AffE) 1,912 -2,895 -3,980 -6,349 1,474 -1,201
HMIEE (BE) -6,254 -1,266 -6,847 10,145 6,086 7,029
LT . -4 11 7 1 7
SRTT -9,421 -5,525 -10,158 17,214 -5,395 -1,908
HAEEFY 3,167 4,263 3,300 27,352 11,480 8,930
Hir{e&E (&AfE) 16,819 1,551 11,585 3,866 -3,687 -1,004
15 s 1= 9,250 -3,311 ~7.300 3,116 . -
FL T . 6 -6 -- . -
RT1T 5,352 1,993 16,118 582 -5,892 -4,912
LY 2,217 Chung-ggagspen 2,773 6,400 2,205 1 3 908




Sudden Stop: FA< O
Sudden Flight: FA asset< 0

e BIPEY SZ i —E 5y - B1& TFDI ~ FPI ~ FOIZEIEH -
=T Ry r‘mgzﬁx)lL/\J 333%/7% UFEAR

FEFRLES  AEEAN, » BEFRTES ' REEYN -
» €====|FS change this definition in 2005, very confusing right now
* Positive = Asset -

Asset(FEETMEE) Liability (4 NS E B £ )

=Yz
BN EA >IN EARE &S M| SNERHE ARSI NE R AR

2014/1/21 Chung-Hua Shen 52
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Iy M % e9CA/GDP£ FA/GDP

t=2007

FA/GDP 30
’ #HEm 25
20
15
& aEw . ¢ =&
& ik & o
3 &
& =i T & FEEsE ¢ +E CA/GDP
o & HRE
-15 -10 -5 0 . ﬁ S . ﬁ 10 15 20 25 30
R & =5E
& ERED & i
-10 &z ©FTE
-15
% 2007
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Iy M % e9CA/GDP£ FA/GDP
t=2008

FA/GDP 2°
15
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10
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o ¢ M | e xm
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0 p ¥
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-20

¢ 2008
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Iy M % e9CA/GDP£ FA/GDP
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Iy M % e9CA/GDP£ FA/GDP
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second part
When FA is in Crisis

Chung-Hua Shen
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When will FA deficit cause problem?
FA: ZF &> R %1 Sudden Stop

o TEHL T ENEBGHE - =rhalerGanNe R E Rz > 354
G2 » B S FA deficit:
SNERBRIEIE > A EFPIECFOIRHEE » A IIE RS
P OG-

© EUR/EIREI R HEELE R 2GR T A B TSR R AN E] > 0%
ORISR » (B lE I e K IE 01T FIFANERE
RRE AR E AT KBS - EAMAZE AT IEHEE e

K5 BEA TR A
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Large Capital Outflow or Reversal
AT A RARB A S
SFEA AR (- BRI T R B - — T IR

NI B TSR A B ERTAERRIVAK » NEAUT AZRMT
1k FOREE ARG - B e e — H SRR NEREEEE -

FERFA LR IE
4

EIPTB RO » A AT
fi7 » ISEEATAZEAAB LT » BIPois
BR T -

a1
EMERE RN EMmARERE MG - BT
SHRIREE T SRR RS °

4
V5N » BIPiRiERRI
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TR RRB L S B

AFEL SS1  FEARAZREFIE =

AFA,;
GDP,

< —0.05,H FA, ;> 0-

&

FA, ' t BYR SR\ =sRRTEEESE

A FA, : 7EBRYFA,j5 = —BAFA, = FA, — FA,_
GDP, : ZEENEEEEE

{#40 : GDP,B100 * FA,_; =6 * FA, = 1,8] A

VER

1*

GDP,

=—5%-+

9

1

5 1

ANA2.882 I FEANRARNEIL=0FA, < p—20,,, * H AGDP, <0

u . & FARIRRPITE
aaFAt - A FJ%E’JEZK*%@%
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Example: Capital inflow and outflow

Bust Threshold: AFA/GDP <-5% =2 this is not leading
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2014/1/21

indicator
A FA/GDP > 5%
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More examples

Literature suggests Bust threshold:
A FA/FA <-H%=>

Latin American Capital Inflow (1976~2000)

Mexico
) _ Crisis
Latin American
+— Crisis
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oA~

M R 72 (2007~2010)
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FA deficits: = F ~i » I W R 7eD
(1990~2010)
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FA Deficits:
P7OEMeE R A5~ (1976~2000)

e TE )
. . da SRt

-15

1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

—[AfRE - B —— -EF] --- EHE
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Thailand ;: 1997
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Part 6: Central Bank Preferences

2014/1/21 Chung-Hua Shen
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If factors in market forces are conflicting,

Central bank Preference usually are

(1) special purpose (=> such as China tries to attract M)
(2 ) domestic factor (=> such as Japan, Taiwan)

(3) CA and export growth (such as Taiwan)

(4) fast inflow and outflow (such as )

also, it depends on how seriously it is.

H AN B NN —2¢ =@ focus on domestic QF

China: weak y and p and equilibrium external sector => appre

=2 BNYMEA—2Y

ﬁa s BINYN—2L - HEEE

S LR =

{% IR/

7 FPISh—5L ¢ T (E D QF
TR )

oy,
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We can consider the following proxies

1 Amounts of Intervention

2 Interest rate => mix of market force and Central
bank preference: new Zealand and Australia

3 USA: timing of quitting QE

4 Japan: timing of adopting QE

5 Announcements of Leaders: China

6 Special timing of let exchange depreciate: Taiwan

7. Announcing exchange rate movement rule:
Taiwan

2014/1/21 Chung-Hua Shen 77
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Announcement is only a reference:
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Interest rate
Australia and New Zealand have high CA deficits, they raise
interest rate to attract capital;;; Iceland in 2006
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Example of high interest rate
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Example of high interest rate ?

a
I n te res t CO.NZ PYRRM  Comment Calculators  About us

Home Borrowing Investing Account Fees Resources News Register

N THIS OFFER, OTHER COMPETITIVE RATES AND TERMS OR AN INVESTMEN

CALL 0800 353 900 HANOVER

OR CLICK HERE FINANCE

WITH EXPERIENCE COMES wisDOMm

| RSS | |

OCRincreased Featured Rates

The RBNZ _has r.alseci Mortgages Term Deposits Savings

the OCR. View video, J L

then here >>> Institution Term %

Mortgage rates rise Bridgecorp
Wholesale costs

push mortagge rates  lciial]

higher. See video, Hanover Finance
and here »>>

Aussie growth HSBC Bank
surges

Australian growth
pressures NZ, see

herg »=»
2014/1/21 Chung-Hua Shen




FHEF] in a region is more important

International Finance textbook is wrong: says nothing

about regional effegt

®m Australia ®m New Zealand ® Hong Kong M Singapore ™ Malaysia ™ Thailand

O = N W b U OO N 0 W
1 1 [ 1

2014/1/21

Example of high interest rate in the re
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For example:

(because US deva

more)
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Puzzle: if they have high CA deifcit,
why investors still remit money to
these countries?

2014/1/21 Chung-Hua Shen
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why are investors full of confidence of them?
(Z2F Still give them very high Rating
2009

2237 4| f Australi dN S
{55F always favors Australia and New {Z2¥F always favors G7 (except for Italy)

Zealand
G7
\ : e United
H&H |Russia | BBB = States AAA

S
o

Germany| AAA

A% (Japan | MA n United

I [ER]
\ . Kingd AAA
B Australial AAA =K Canr?a(;)am AAA

H 7 Japan AA
%ﬂﬁ% Newzea‘ AA+ £ B France AAA

/

%ZS%U Iitaly A+
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Sovereign Ratings in Asia Pacific

Country Fitch Moody’s S&P
Singapore AAA Aaa AAA
Australia AA+ Aaa AAA
New Zealand AA+ Aaa AA+
Japan AA Aaa AA-
Hong Kong AA- A1 A+
Taiwan A+ Aa3 AA-
Korea A A3 A-
Malaysia A- A3 A-
China A- A2 BBB+
Thailand BBB Baa1 BBB+
India BB+ Baa3 BB+
Philippines BB Ba2 BB-
Indonesia BB- B2 B+
Vietnam BB- B1 BB-
Pakistan NR B2 B+
Rapua;New Guinea Behung-Hua sten B1 B 37
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Part 7: Occasional Episodes
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War In AntiCipatiOn: demanding for USD

ARG - RREEIEY ME
(This is why Korean Won does not
appreciate as Taiwanese dollar)
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USA QE tapering
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Part 8: Conclusion
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Export Growth: monthly data y-to-y

Export Growth

China
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Net flows

Taiwan Total financial account net flows
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Market Forces (1) (2) (3):
domestic and external sectors:

1

Bl
(OB R IR
YIE B AR ST
PN B [
BD weak ->PEXRHZHY

Taiwan 2014

B
CA/GDP (flow) 58 > PEZXF}
FA/GDP (flow) 55 = [EXEY
FR/GDP (stock) 58 > PEXRTT
Export Growth rategyy > [E&[Z

Central bank preference: exchange rate flutuation is limited within certain
range unless there is a structural change. pay attention to domestic factor
of inflation rate; pay a great deal of external sector, though two factors are

linked.

Neighbor countries: Korea: dep;; Japan: dep

USA: apprecation
China: appre

2014/1/21

Chung-Hua Shen
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Relative Strength’s concept:
2 USA Case: a country only consider domestic factor

89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12

GDP
B 3.7 1.9-0.13.6 27 427384544484.109 1.8 2.8 3.83.427 1.8-03-2.8 2.5 1.8 2.8
-

§$ 5356 6.87569615654494542 44758 6555146465893 96898.1
Bt

)';'ZZ% 373.016 1504 414856 84 6.0 6.1 10. 6.2 4.9 5.6 4.0 5.9 6.0 9.9 3.4 3.4 9.5 8.2
i 3 7 2 8 3 6 2 16 2 35 5 1 3 6 1 3 4 2 7 3 4

=2
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Market Forces (1) (2) (3):
domestic and external sectors:
2 USA 2014

3 5 A BY, &F
SRR better >app CA/GDP weak-> slight depre

%Tgi)liafiﬁpz?i &, =>declining below 2% FA/GDP (flow) strong = appre

JFE « decline but still high> FR/GDP (stock) strong iﬁ,}':ﬂ
slight dep ? Export Growth rate§y > [EXRIY

BD high —>EXRBZIY

Central bank preference: domestic factors are important
Choose its time to QE tapering
Final: appreciation

2014/1/21 Chung-Hua Shen 100



China
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Korea:
GDP: declining around 2%
Inflation: declining around 2.2%

AFR: increasing
2dph 2004 2005
=
China 10.1 11.3
Korea 4.6 4
Taiwan 4]
HHB 2004 2005
2
China 3.9 1.8
Korea 3.6 2.8
Taiwan 1.61 2.3
AN TS 2004 2005

BH&E3Er  China 622949 831410
Korea 199195 210552

2014/1/21

Taiwan 241738 253290

=» depreciation
=» appreciation
=> app

2006 2007 2008

12.7 14.2 9.6
5.2 5.1 2.3
5.44 5.98 0.73

2006 2007 2008

1.5 4.8 5.9
2.2 2.5 4.1

0.6 1.8 3.52

2006 2007 2008
1080756 1546365 1966037
239148 262533 201545
Chung-Hua Shen
266148 270311 291707

2009 2010 2011 2012
9.2 10.4 9.3 7.8
0.3 6.3 3.7 2

-1.81  10.76 4.19 1.48

2009 2010 2011 2012
-0.7 3.3 54 2.7
2.8 3 4 2.2

-0.86 0.96 1.42 1.93

2009 2010 2011 2012

2452899 2913712 3254674 3387513

270437 292143 306935 327724
102

348198 382005 385547 403169



4. Our largest export country:
fluctuations is large but trend is there

Is it explainable?
3718 S A R %9 38 5T B M B 52 = 98

6.15

6.12

6.09

6.06

Jun Jul Aug Sep Oct Nowv Dec
s CNY s CNH
2014/1/21 Chung-Hua Shen 103



China Mainland

Current Account / GDP (%)

104

Chung-Hua Shen
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China Mainland

Financial Account / GDP (%)
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net flows

China Total financial account
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China Mainland

19820 1983 19841 1985 1986 1987 1988 1989 1990 1991 19920 1993 19941 1995 1996
Current Account
GDP (%) 1.95 1.35 0.77 -4.03 -2.49 0.09 -092 -1.18 3.24 3.19 134 -1.820 1.1 0.21] 0.81
Financial
Account / GDP
%) 0.120 -0.07 -0.38 3.16 2.11] 1.820 1.73 1.020 0.88 1.93 -0.05 3.69 549 5.09 4.47]
A Financial
Account / GDP
%) -0.18 -0.30 3.520 -1.07 0.02] 0.27 -0.93 -0.13 1.15 -1.73] 3.73 1.54 0.79 0.14
Fiscal Deficit /
(GDP (%) 0.520 070 0.6 -0.24 0.79 0.51 087 0920 3.75 3.31 2.55 191 1.87 144 1.17
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007, 2008 2009 2010 2011
Current Account
GDP (%) 379 3.01 1.920 171 1.31 244 280 3.55 5.78 837 9.71 9.15 4.87 3.92 2.0
Financial
Account / GDP
%) 213 -0.60 047 0.16 2.63 222 3220 573 398 1.63 250 0.81] 390 4.660 2.8%
A Financial
Account / GDP
%) -1.920 -2.61 1.04 -0.27 248 -0.17, 1.25 3.00 -0.89 -1.66 1.26 -1.18 3.15 1.45 -0.89
Fiscal Deficit /
(GDP (%) 114 145 223 279 400 257 215 212 1.61 141 037 0.92 2.05
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Market Forces (1) (2) (3):
domestic and external sectors:
China 2014

5 A
LR R decline but
acceptable—>dep

Y k2R /& >declining below
2.4% =>» app

JeF3% : decline but still high—> ??
BD high SEZNLI

EibA

CA/GDP weak pos-> slight depre

FA/GDP (flow)
FR/GDP (stock)

strong - appre

strong > [EXT}

Export Growth rate weak pos > [E><

i

Central bank preference: domestic factor; great structural imbalance; simply
based on market forces, RMB should dep; however, central bank prefers to

attack more money inflow.
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Korea
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Korea:
GDP: declining around 2%
Inflation: declining around 2.2%

AFR: increasing
2dph 2004 2005
=
China 10.1 11.3
Korea 4.6 4
Taiwan 4]
HHB 2004 2005
2
China 3.9 1.8
Korea 3.6 2.8
Taiwan 1.61 2.3
AN TS 2004 2005

BH&E3Er  China 622949 831410
Korea 199195 210552

2014/1/21

Taiwan 241738 253290

=» depreciation
=» appreciation
=> app

2006 2007 2008

12.7 14.2 9.6
5.2 5.1 2.3
5.44 5.98 0.73

2006 2007 2008

1.5 4.8 5.9
2.2 2.5 4.1

0.6 1.8 3.52

2006 2007 2008
1080756 1546365 1966037
239148 262533 201545
Chung-Hua Shen
266148 270311 291707

2009 2010 2011 2012
9.2 10.4 9.3 7.8
0.3 6.3 3.7 2

-1.81  10.76 4.19 1.48

2009 2010 2011 2012
-0.7 3.3 54 2.7
2.8 3 4 2.2

-0.86 0.96 1.42 1.93

2009 2010 2011 2012

2452899 2913712 3254674 3387513

270437 292143 306935 327724
113
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3 Our competitors: Korea and Japan
Contrasting view: They are not parallel movement; but are

qguite opposite in direction
Bl -BTEEDE

1,250 110
105
1,200 - ;
¥ IS | 1
1.150 § ! 95
A
1,100 - lf -
: + | 85
1.050
80
1,000 75
10 11 12 13

s USDJPY (RHS) emmees USDERW (LHS)
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Korea Total financial account : net flows
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Market Forces (1) (2) (3):
domestic and external sectors:
Korea 2014

2le =] 5
BB R SERE CA/GDP (flow) weakly positive—> =7}
YIE FARR (K 2.2% SMERTT  FA/GDP (flow)  declining - JEXIT
REE 7 FR/GDP (stock) 3% - EXT|
BD weak ->PERHSHY Export Growth rate inc slightly - [EZ3>

Neighbor competing countries : Japan: dep

Largest exporting China mainland: ??? appre

Occasional event: US withdrew QE causing dep

Central bank preference: flexible; depreciation against Japan; focusing more on ??
external sector; domestic factors are also watched

Final: depreciation after QE tapering
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Japan
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Japan case
GDP: upin 2012 2013 around 3%: app
Inflation :up but is less than 1.5%: dep

B W48 AR £ (%YoY) BHAME (%YoeY)
2
1 o~ 1.3
N\ \
\ 1
\\ YAy / 05 /\
TN N JTZa\ > //
\ ~ 05
\/ N/
A4 -1
Ql Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q@3 ¢4 QI Q2 Q3 15
10 11 12 13 1 13
e K orea GDP s ] pan GDP s Core CPI e (P
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1A,
\Z\\IZI af -

1. Market forces: Always important

2. Central bank preference is also critical
3. Short run FA cannot be ignored

4. Occasional episodes are important
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