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Resistance to financial globalisation

� Takes the form of limiting the growth of the role of foreign 
banks in the overall banking market (quantities).

� Takes the form of limiting cross-border arbitrage in foreign 
exchange, money, bond and equity markets (prices).

� Evidence from quantities and prices shows most limited 
globalisation in China, followed at a distance by India, which 
is in turn followed by Thailand and then Korea.

� Consistent with the ranking, Korea has been hardest hit by 
recent intensification of global financial strains, 
notwithstanding policies adopted before onset of turmoil.
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Foreign bank share on the low side
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Resistance…

� …does not mean keeping foreign banks out.

� …does not mean that foreign banks do not play 
a growing role (other than in China).

� …does mean that public policy seeks to maintain 
a major role for local banks, unlike in some Latin 
American and Eastern European countries.
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Not only policy but also credit 
developments affects role of foreign banks

� Korea’s rise in the foreign bank share reflected role 
of foreign banks in recapitalising Korean banks 
after the crisis.

� And general openness of capital account.

� But also the fact that, as in Australia, loan growth in 
the banking system outpaced deposit growth.
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Loan to deposit ratio
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Global financial strains could turn large 
role of foreign banks into a vulnerability

� Asian policymakers need no reminder of withdrawal 
of international interbank credit from their banks in 
Asian financial crisis.

� Role of foreign banks in domestic currency lending 
thought to be stable in face of global and local 
strains.

� Still, foreign banks fund local currency assets to a 
considerable extent from offshore, and there is risk 
of this funding being called home.
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Foreign banks’ net local claims
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Evidence through June 2008 suggests 
foreign banks sticking with Asia

� Global international banking activity shrank as 
banks in industrial countries reduced claims on 
each other and their customers.

� International claims on emerging markets at most 
decelerated.

� Apparent shrinkage of local currency loans tends to 
reflect weakness of emerging market currencies 
against the dollar, rather than a cut-back in lending.



11

Foreign banks’ claims on: China
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… India
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… Korea
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Resistance to cross-border arbitrage

� In the foreign exchange market.

� In the money market.

� In the bond market.

� In the equity market.
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Foreign exchange markets growing 
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Forex forward gap

� Onshore less offshore.

� Onshore has restricted access and/or underlying 
transaction requirement

� Offshore NDF except deliverable offshore swap for 
Thailand.

� Only in Korea are domestic banks allowed to trade 
in NDFs.
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Price gap between foreign exchange forwards: 
China (as a percent of spot)
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…forwards: India
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…forwards:  Korea
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…forwards: Thailand
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US dollar/Thai baht rate
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Money market yield gap

� Onshore less offshore.

� Various rates onshore:

– China: 3-month repo; 12-month PBC bill

– India: government bill

– Korea:  3-month CD; 12 month KORIBOR

– Thailand: onshore swap.

� Offshore NDF except deliverable offshore swap for 
Thailand.
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Onshore less offshore money market 
yield: China
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… money market yield:  India
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…money market yield: Korea
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…money market yield:  Thailand
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Bond yield gap

� Onshore less offshore.

� Government bond onshore; cross-currency swap 
yield offshore.

� Three year maturity for all but Thailand, where five 
year maturity is used.

� Mixing sovereign onshore and bank rate offshore 
may work against finding positive gap.
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Onshore less offshore bond yield: China
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… bond yield: India
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…bond yield: Korea
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…bond yield: Thailand

–600

–300

0

300

600

2002 2003 2004 2005 2006 2007 2008



33

Equity price gap
� Log ratio of offshore to onshore. As above, a positive value 

indicates pressure for inflow (India), a negative, outflow (China).

� China and India: aggregates of cross-listed shares.

– China: 9 shares listed in Shanghai & HK, cap-weighted

– India: 11 shares listed in Mumbai and NY, cap-weighted

� Korea and Thailand: single shares

– SK Telecom

– AIS

� China limits inflow & outflow; India, inflow; Korea and Thailand
quite liberal.
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Equity price gap: China
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Equity price gap: India
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Equity price gap: Korea
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Equity price gap: Thailand

–120

–80

–40

0

2002 2003 2004 2005 2006 2007 2008



38

Summarising the gaps
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Equity market integration in adversity
� India, Korea and Thailand do not limit outflows.

� These occur in volume in adverse markets.

� Results in curious form of international risk sharing:

– Global investors want more emerging market 
equities in rising markets, less in falling markets.

– This is more a call on the harvest, than the 
outright long position in the standard view.

� Emerging market equity investors and central 
banks swap safe assets for risky assets.



40

Global volatility and Asian net equity inflows
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Conclusions
� Major Asian economies resist financial globalisation to 

different extents and with varying intensity and consistency.

� China’s wide-ranging controls have left it exposed to the 
financial turmoil largely through trade and sentiment.

� Openness to equity flows leaves India, Korea and Thailand 
providing liquidity to global investors.

� The openness of the Korean banking system, a compound of 
policy and relatively rapid credit growth, has led it to 
extraordinary policies:

– Funding the banking sector with dollars; and

– Guaranteeing the foreign liabilities of the banks.
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Ratios of overseas share prices to local share pric es
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