Feature Article:
Asia’s Growing Importance in the
Global Economy and Financial Markets

GIC has been committed to Asia’s growth story for several decades. We continue to take a
constructive view on Asia’s long-term future. The region’s share of the global economy has more
than doubled over the past 40 years, and its financial markets have developed significantly. While
this has rested significantly on export growth in an increasingly globalised world, it has also been
driven by underlying improvements in institutions and macroeconomic policies, together with
growing regional integration and innovation. However, reforms in Asia have been uneven, and risks
to stability remain, arising from both geopolitical tensions as well as domestic factors. We believe
Asia’s governments, businesses, and people have the resolve and ability to tackle these challenges
and deliver on the region’s promise.
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A Growing Global Economic and
Financial Footprint

Asia’s economic footprint, in particular Emerging
Asia’s, has been growing significantly. Excluding
Japan, the region’s share! of global Gross Domestic
Product (GDP) rose from around 10% in 1980 to
36% today (Figure 1). Asia already hosts some of
the world’s largest economies, notably China,
now the largest economy and financial market
after the United States. Asia’s growth rate is also
outstripping that of other regions, accounting
for approximately half of global growth last
year (Figure 2).

Figure 1: Asia’s share of global economy in
purchasing power parity (PPP) terms
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1 The IMF defines Emerging and Developing Asia as Bangladesh, Bhutan, Brunei Darussalam, Cambodia, China, Fiji, India,
Indonesia, Kiribati, Lao P.D.R., Malaysia, Maldives, Marshall Islands, Micronesia, Mongolia, Myanmar, Nauru, Nepal, Palau,
Papua New Guinea, Philippines, Samoa, Solomon Islands, Sri Lanka, Thailand, Timor-Leste, Tonga, Tuvalu, Vanuatu and Vietnam.
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Figure 2: Asia’s contribution to global growth
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At the same time, the nature of growth in
the region has also been changing. While
exports to the rest of the world remain a key
driver, Asian economies increasingly rely on
domestic and regional sources of growth due
to increased supply-chain, trade, and financial
market integration.

Change has also been taking place in Asia’s
financial markets. In response to the rapid
rise of Asian economies, its equity, bond and
foreign exchange markets have grown, notably
in Emerging Asia. The region’s equity markets
command close to 40% of global market
capitalisation today (Figure 3). The development
of local currency bond markets (Figure 4) in
the region has not only increased the scope of
investible assets in the region, but also fostered
stability by reducing the currency mismatch
that was a problem for many Asian economies in
the past.

The region has learnt valuable lessons from
the Asian Financial Crisis in the late 1990s.
The result is more credible monetary and fiscal
policies, improved financial sector regulation
and supervision, and a shift from fixed or heavily
managed currencies to more flexible exchange
rates. Private and public sector balance sheets
strengthened, national savings increased, and
most Asian countries built up significant foreign
exchange reserve buffers against external shocks.
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Figure 3: Share of global equity markets
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Figure 4: Sovereign and corporate bond
market (USD Billions)
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Will Asia’s Rise Continue?

Asia is made up of economies at very different
stages of development: very advanced economies
like Japan, large emerging economies such as
China and India, and other emerging economies
which still have huge catch-up potential.

Despite the heterogeneity, three broad factors
have driven Asia’s growth, which we believe
will persist - its attitudes to globalisation and
openness, improvement in its institutions, and
the dynamism of its people:
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+ Asia’s growth path has been characterised by
continual lowering of trade and investment
barriers. With opening up, many countries
have benefitted from technological catch-up.

+ Asia has also had progressive reforms in its
institutions. This is reflected in the improved
business environment rankings for many
countries in the region. For instance, the World
Bank’s 2019 “Ease of Doing Business” report
ranked 5 Asian economies in the top 15 (out of
190), with big economies like China and India
climbing 50 spots or more over the last 5 years.

+ The region’s people and businesses are
driven and adaptable to change. Educational
attainment has improved markedly. Some Asian
countries also enjoy a demographic dividend.

While the region’s future growth may be slower
as economies mature and populations age, it will
still in aggregate likely outpace that of developed
and emerging economies outside of Asia.
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We believe three themes will underpin Asia’s
potential.

First, there continues to be room for urbanisation
and middle class growth in the emerging
economies. The share of Emerging Asia’s
population living in urban areas has risen to about
50%, which is still well below that of high-income
countries at over 80%?. The middle class has also
grown rapidly in Asia, and is predicted® to more
than double over the next 10 to 15 years, driven
by countries such as China, India, Indonesia, and
the Philippines.

A second driver is continued investments in
infrastructure and human capital. While the
region has made much progress on this front,
there is room to do more in Emerging Asia, where
the infrastructure investment gap is estimated at
about US$3.9 trillion or 10% of projected GDP for
the 15-year period to 2030*. China’s Belt and Road
Initiative® (BRI) stands out with estimates of over
US$1 trillion® worth of infrastructure spending
projected up to 2027. If successful, it can provide
a big lift to the region, which needs significant
infrastructure development and financing.

Likewise, investment in education will continue.
For example, in Emerging Asia, enrolment
rates in tertiary education are often still low
with significant potential to grow, particularly
in skills-based and vocational education. In
advanced Asia, the continued upgrading of
skills, expertise and innovation will support
productivity growth. Asia is also attracting talent
from all over the world.

A third driver of growth is deeper regional
integration. While this will benefit Emerging
Asia, it is also important for the more advanced
Asian economies. Financial integration within
Asia has notably increased, but is still lower than
trade integration. About 60% of Asia’s exports
and imports go to, or originate from, the region,
but only 20% to 30% of cross-border portfolio
investment and bank claims are intra-regional,
leaving plenty of capacity for growth in cross-
country investment flows’. Another driver will
be the continued opening up of Asia’s capital
markets to foreign investors. For example, China
A-shares has been increasingly added to MSCI’s
emerging market benchmark index since July
2018. Although globalisation may progress more
slowly going forward, together with regional
integration, it is expected to support Asia’s
growth story over the longer term.

2United Nations, Department of Economic and Social Affairs, Population Division (2018). World Urbanization Prospects: The 2018 Revision, Online Edition.

3 Homi Kharas (2017), “The unprecedented expansion of the global middle class: An update,” Global Economy & Development, Working Paper 100, Brookings Institution

4 Global Infrastructure Hub 2018 Report with Oxford Economics. Investment gap measures the difference between investment needs and current investment levels.
The estimates includes the needs required to meet UN Sustainable Development Goals for universal access to drinking water, sanitation and electricity by 2030.

>The BRI is a China-led project that was launched in the fall of 2013 as a network of regional infrastructure in a bid to enhance regional connectivity and financial
integration. The Initiative comprises of a network of roads, railways, pipelines, ports, and power grids. The BRI connects China, through trade routes, to different
countries in Europe, Central Asia, and Indo-Pacific countries (countries found on the shore of the Indian and the Pacific Ocean).

¢ Nadege Rolland (2019), “A concise guide to the Belt and Road Initiative”, National Bureau of Asian Research

7IMF, Regional Economic Outlook: Asia and Pacific, May 2015
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Asia Has Challenges to
Overcome Before It Can Deliver
Its Full Potential

Asia’s path going forward is not going to be
smooth. There will undoubtedly be challenges
that have to be overcome along the way.

One challenge is structural reforms, which must
continue. Further liberalising trade and market
access are critical to improving productivity and
unlocking Asia’s growth potential. In advanced
Asian countries, reforms will be key to raising
the effectiveness of innovation and spur service
sector expansion. Emerging Asia will need to
address infrastructure bottlenecks, improve
flexibility of the formal labour market, and raise
access to healthcare, education, and financial
services. The private sector could be encouraged
to play a bigger role in several countries.

Asia is also vulnerable to geopolitical tensions.
While most attention has been focused on North
Korea, other flashpoints include the territorial
challenges in the South China Sea. These are tail-
risks that could disrupt Asia’s growth story and
security situation.

One manifestation of these tensions is the
growing trade and business restrictions between
the US and China. This will affect not only China
itself, but also the rest of Asia, due to the high
trade dependency and regional supply chain
integration. While some economies may benefit
from trade diversion and the reconfiguration
of supply chains, such tensions are harmful to
the region overall. If the US and China impose
25% tariffs on all traded goods, the peak GDP
loss in the near term will be sizeable for Asia as
a whole, aggravated by negative sentiments and
tighter financial conditions®. The tensions are
already causing a slowdown in regional trade.
Many countries will be significantly worse off,
losing the benefits from globalised markets and
supply chains, and the sharing of knowledge,
innovation, and technology that enable countries
to progress together. In such a scenario, China
and the other Asian countries will still be able to
develop and upgrade their domestic economies. It
is not likely that China’s growth and development
can be stopped. But the fragmentation of markets
and a drive for self-sufficiency will lead to
slower productivity growth and misallocation
of resources.

8 The October 2018 edition of the IMF’s Regional Economic Outlook estimated the impact of a 25% across-the-board tariff on regional
GDP in the near term to be 1.6% for China, and 1% for the rest of Asia. The peak GDP loss measures the maximum percent deviation of real
GDP relative from the baseline, over the first couple of years of trade war. The scenario estimates also factor in a 25% US tariff on autos/

auto parts and retaliation from auto-exporting trading partners.

Report on the Management of the Government’s Portfolio for the Year 2018/19

New technologies can help boost productivity
and compensate for a shrinking labour force in
some countries. However, they will also disrupt
businesses and the job markets. Labour in more
advanced economies remain exposed to the
automation of routine tasks, due to higher wages
and declining costs of capital goods. In Emerging
Asia, automation threatens the traditional
“development route” of labour-intensive
manufacturing. This will require proactive
policies to enable businesses and workers to adapt
to and take advantage of new opportunities.

Lastly, Asia needs to overcome labour, natural
resource, and environmental constraints. Some
countries like China, Japan, and Thailand are
aging and their labour forces are shrinking. In
addition, there is a need for proper regulation,
incentives and investment in green technology to
address the resource scarcity and environmental
challenges. This will have a big impact on the
economies’ potential growth and their people’s
well-being in the long run.

If Asia overcomes these challenges - and we
believe the governments, businesses, and people
have the resolve and capabilities to do so - the
region will remain economically vibrant and
attractive for investors. This will cement the
global economic and financial shift to Asia over
the long term.
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How Does GIC Invest in Asia?

High economic growth does not automatically
mean higher investment returns. At GIC, we
target companies and sectors that benefit from
current or future drivers of the economy, and
invest via both the public or private markets
across the region. As a long-term value investor,
we look to buy the “growth story” before it is fully
priced into valuations and stand ready to take
advantage of potential market dislocations.

GIC has been an early and significant investor
in Asia. Starting in Japan in the 1980s, and
expanding to Emerging Asia from the 1990s, GIC
focused on growing the Asia portfolio given our
belief that the region will benefit from sustained
structural improvements and outperform in the
long term. One way GIC gained exposure to Asia
was indirectly through multi-nationals. In the
earlier years, these were good vehicles to use,
because of their better governance and liquidity.
However, with the rising number of strong, unique
businesses’ established by domestic Asian firms,
increasingly we have felt the need to gain direct
exposures. Today, about 30% of our portfolio
is in Asia, more than most global institutional
investors. Even in the private markets, GIC ranks
as a significant foreign institutional investor in
the region.

As a long-term investor, we have provided stable
capital across all asset classes to markets in Asia
through the cycles. Having offices in Asia’s key
financial cities (Beijing, Mumbai, Seoul, Shanghai
and Tokyo) has enabled us to capture attractive
opportunities, develop on-the-ground expertise
and networks, engage better with our partners and
investee companies, and gain unique insights. For
example, in China, GIC was among the earliest
recipients of Qualified Foreign Institutional
Investor (QFII) and RMB QFII (RQFII) quotas
and was one of the first foreign participants in its
interbank bond market. Beyond our capital, we
also add value by sharing our global expertise and
relationships, and creating opportunities for our
partners and investee companies in the region.

°Based on Fortune Global 500 company list for 2018, 40% are headquartered in Asia, up from circa 25% in 2005.
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Conclusion

Asia presents attractive opportunities across
consumption-based goods and services sectors,
including financial services, healthcare,
education, and technology. Its global value
proposition will increase further, fuelled by the
continued rise of its middle class, infrastructure
investments, and regional integration, backed by
steady technological progress. While Asia has
challenges to overcome, GIC is confident that
these can be addressed, in particular through
sustained structural reforms. As an early and
steady investor in the region, we have learned
valuable lessons and will continue to strengthen
our capabilities and partnerships. This will help
us play a positive role in Asia’s growth over the
long term.
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