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Focus on India/Singapore 
 Initiatives on climate change and carbon trading continue to gain traction in 

India (p. 2).  

 Singapore. Several developments in recent months with neighbors Malaysia and 
Indonesia setting the stage for greater economic cooperation and cross-border 
investments (p.3). 

Highlights 
 Korea. The recent pattern of slowdown in narrow money growth and sustained 

strength in broad money growth continues (p. 4). 

 Taiwan. IMD report suggests that politics continued to dampen Taiwan’s global 
competitiveness (p. 4). 

Market Drivers 
 U.S. We expect a status quo FOMC decision, a March trade balance widened by 

US$1bn, a 5K rise in weekly jobless claims and a petroleum prices driven jump 
in April import prices. 

 Euro Area. Recent economic data suggest that the ECB will not need to 
accelerate June’s scheduled 25bp rate hike to this week’s ECB meeting.   

 UK MPC outcome: The strength of growth and inflation risks could justify a 
50bp rate hike, but we suspect that the MPC will hike by 25bp while signalling 
that a further near term 25bp hike is likely. 

 Philippines. We suspect that the export cycle may have entered a soft phase 
starting in March after last year’s fairly upbeat performance. 

Data Calendar 
Date Day 

Local 
Time Country Indicator For 

Citi  
Fcst 

Mkt  
Fcst Prev. 

10-May Thu 2:15 AM US FOMC Rate Decision Expected 10-May   
10-May Thu 8:30 PM US Int’l Trade Deficit (USD bn) Mar -59.5 -60.0 -58.4 
10-May Thu 8:30 PM US Import Price Index (%MoM) Apr 1.3 1.0 1.7 
10-May Thu 7:45 PM Euro Area ECB Announces Interest Rates (%) 11-May    
10-May Thu 4:30 PM UK Industrial Production (%YoY) Mar 0.1 -0.1 0.3 
10-May Thu 4:30 PM UK Total Trade Balance (GBP bn) Mar -4.4 -4.2 -4.3 
10-May Thu 7:00 PM UK BoE Announces Rate (%) 11-May    
10-May Tue 9:00 AM Philippines Exports (US$, % YoY) Mar -1.0 4.7 7.0 
Source: Bloomberg, CEIC Data Company Limited, Citigroup estimates.  

Emerging Markets Daily 
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Focus on India 

India: Climate Change and Carbon Trading – Benefits Abound 
Initiatives toward climate change and carbon trading continue to gain traction in 
India. The World Bank’s latest update on the carbon market indicates that carbon 
trading has tripled from US$10.8bn in 2005 to US$30bn in 2006. This is significant as 
it reflects initiatives taken by government’s world over to combat the rise in the level 
of greenhouse gases (GHG)1, which lead to global warming and climatic changes that 
are detrimental to economies worldwide. For India, which has emerged as a major 
seller of carbon credits, climate change initiatives and the Kyoto Protocol are likely to 
have wide-ranging benefits across the economy.  

Under the auspices of the Kyoto Protocol, India has fast become among the 
biggest seller of carbon credits world-wide.  Under the Kyoto Protocol, industries in 
developed countries can offset carbon dioxide emissions by buying carbon credits from 
developing countries that are generated through projects that reduce emissions. A quick 
update on the India Macroscope “Emission Trading – An Opportunity for India” dated 
17th August 05, reveals that following China, India has emerged as one of the biggest 
sellers of CDM carbon credits2 worldwide. India has been actively pursuing clean 
development policies and of the 653 projects worldwide that have been registered by 
the UNFCC for trading in carbon credits, 228 are Indian. 

The macro economic benefits on India will likely be wide-ranging. Besides the 
returns from carbon credits, India is likely to benefit from the transfer of technology, 
investments (domestic and foreign) in renewable energy, energy generation, and 
reforestation projects. Most importantly, the Kyoto Protocol enables India to take up 
clean-technology projects with external assistance. Sectors in India that should benefit 
by implementing the CDM and carrying out carbon trading include power, iron and steel, 
sugar, cement, and fertilizers. Industries that are engaged in biomass co-generation, 
hydro, and wind energy projects also stand to gain. From a macro point of view, the 
benefit would be higher forex earnings to the tune of US$2-US$4bn from sales of carbon 
credits. This though small, would add to the invisible earnings (which include software 
exports, remittances, clinical trials etc) on the balance of payments. 

Climate change initiatives have resulted in a growing involvement of individuals 
and firms. Besides efforts made by governments worldwide towards reduced 
emissions, initiatives at the individual and firm level include “carbon neutral events”, 
which involve using re-cycled material and reusing items. The convention industry 
council gave an interesting example using the case of a five day event with 2,000 
delegates. It said that using crockery instead of plastic disposables would save close to 
2,000 pounds of plastic going into a landfill, not pre-filling water at banquets would 
save 520 gallons of water, while re-using badges would be both environment and cost 
friendly. 

 

Rohini Malkani 
+91-22- 6631-9876 

Anushka Shah 

 

1 Greenhouse gases such as carbon dioxide (CO
2
), methane (C

4
), nitrous oxide (N

2
0), hydro fluorocarbons (HFS), per fluorocarbons 

(PFS), and sulphur hexafluoride (SF
6
) prevent solar energy from escaping into the atmosphere. This traps heat, and causes ‘global 

warming’ with the Intergovernmental Panel on Climate Change estimating that temperatures will rise by as much as 5.8o by 2100. 
Accompanied by a rise in sea-level and changes in weather patterns, this will have a grave impact on agriculture and water resources 

2 For each tonne of carbon dioxide reduced from the atmosphere, the KP awards one carbon credit to that country. Carbon/Emissions 
trading allows countries to trade these credits, so that one party can purchase credits from another in order to meet its targets. Payment 
is made either by cash, equity, debt, convertible debt or warrant, or in-kind contributions such as providing technologies to abate GHG 
emissions 
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Focus on Singapore 

Singapore: A Friendlier Neighbourhood? 
Several developments in recent months with neighbors Malaysia and Indonesia 
sets the stage for greater economic cooperation and cross-border investments. 
About 13.3% and 7.9% of Singapore's total trade is with Malaysia and Indonesia, 
respectively. Malaysia and Indonesia respectively accounted for about 8% and 6.7% of 
Singapore's cumulative stock of foreign direct investment abroad in 2004. Singapore's 
FDI in Malaysia is largely in manufacturing and financial services, while in Indonesia 
it is mainly in manufacturing and information & communications. 

Restrictive foreign investment policies in Malaysia and Indonesia limited scope 
for greater bilateral investment flows. Investment shares have been declining due to 
Singapore's deliberate diversification strategy and increasing investments outside the 
immediate neighbourhood, particularly China and Australia. Bilateral free trade 
agreements with countries outside Southeast Asia, including India, have also facilitated 
flows beyond the region. 

Passing of Indonesia's Investment Law is a big step forward. The new law offers 
tax incentives, removes the delineation between domestic and foreign investment, and 
increases the tenure of land use rights. Indonesia and Singapore signed an extradition 
treaty after years of deadlock. Both countries can now take the relationship forward, 
with greater cooperation and participation possible in areas such as the Special 
Economic Zones. The treaty may also lead to an eventual relaxation of Indonesia's ban 
on sand exports, which has tripled the price of sand and disrupted construction 
activities in Singapore. 

Malaysia's aggressive liberalization over the last few months - of capital controls, 
real estate measures, and in South Johor - enlarges the opportunities and 
economic space for Singapore. It is easier now for foreigners to buy properties, with 
(1) the removal of the previously required Foreign Investment Committee approval for 
the purchase of residential properties above RM250K, and (2) abolition of the property 
gains tax. Also, Bank Negara further relaxed capital controls in April, encouraging 
more two-way flows. Resident companies can now more readily increase foreign 
currency borrowings. Foreigners may be more willing to invest, given relaxation on 
obtaining MYR credit facilities. Singapore companies, including government-linked 
companies, will likely participate more actively going forward, given recent 
developments, particularly in the South Johor project. 

Investment looks set to recover in all three economies, after years of drought. 
Liberalization, infrastructure projects and benign interest rate conditions support the 
investment lift-off.   

 

Hak Bin Chua 
+65-6432-2057 
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News in Brief 
Yiping Huang 
(852) 2501-2735 

 

South Korea 
The recent pattern of slowdown in narrow money 
(M1, M1-MMF) growth and sustained strength in 
broad money (M2, Lf) growth continues. The 
strength in broad money growth comes from the 
continued acceleration of private credit growth, and the 
interest rate arbitrage that BOK recently pointed out 
may also be “blamed” as a key factor to boost broad 
money. The decline in demand deposits in banks was a 
temporary phenomenon due to tax and dividend 
payments. Money market fund (MMF) balance 
declined significantly due to the new restriction in 
redemptions, and equity fund balance also declined due 
to profit-taking, while there was a shift of money from 
hybrid funds to bond funds. Overall bank loan growth 
was still strong, while the contrast between strong 
corporate/SME loan and weak household/ mortgage 
loan has become even more pronounced. YoY growth 
of SME loans is now 19.6% due to active marketing 
efforts by big local banks. Large corporate loans also 
jumped by 7% from the previous month due to M&A 
financing. The growth in mortgage loan effectively 
stopped from March, which clearly shows the 
weakness in the housing market.  
 
Strong (or excessive) SME loan growth and the 
“abundant” liquidity growth will remain a key concern 
for BOK policymakers, which will maintain its de 
facto tightening stance for the time being. (Suktae Oh) 

Taiwan 
IMD report suggests that politics continued to 
dampen Taiwan’s global competitiveness. Taiwan’s 
overall ranking fell to 18th in 2007 from 17th in 2006, 
according to the latest world competitiveness report 

published by the Institute for Management 
Development (IMD). Taiwan lagged behind Singapore 
(2nd), Hong Kong (3rd), Australia (12th) and China 
(15th) in the Asia Pacific region. Breaking this down 
by factors, Taiwan’s ranking improved in economic 
performance, from 25th to 16th, and government 
efficiency, from 23rd to 20th, but slid in business 
efficiency, from 13th to 17th, and infrastructure, from 
18th to 21st. In contrast, China ranked 2nd in 
economic performance (from 3rd in 2006), first in 
business efficiency (27th in 2006), 8th in government 
efficiency (17th in 2006), and 28th in infrastructure 
(33rd in 2006). This is the first time China 
outperformed Taiwan in the IMD competitiveness 
ranking. 
 
The IMD survey cited social cohesion not being a 
priority for the government (51st), high risk of political 
instability (50th) and inconsistent government policy 
direction (48th) as Taiwan’s notable weaknesses. 
Taiwan also underperformed in the areas of 
management of public finance, financial institutions’ 
transparency, gains of stock market index and mobile 
telephone costs. Meanwhile, Taiwan retained high 
competitive edge in terms of patent productivity, in 
which it topped the list of 61 countries analyzed. It 
ranked second in terms of CPI inflation and 
consumption tax rate. Sufficient FX reserves, high 
share of high-tech products in manufacturing exports 
and the youth’s strong interest in science and 
technology are also listed as Taiwan’s strengths. 
 (Cheng Mount Cheng/Renee Chen) 
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Data Review 
 

Announcement Release Date HK/SG- Time For Actual Citi Fcst Mkt Fcst Prev 
Korea               
Base Money (% yoy) 9-May 11:00 AM Apr 15.3 — — 19.4 

M1: Narrow Money (% yoy) 9-May 11:00 AM Apr -5.5 — — -5.1 

M1-MMF 9-May 11:00 AM Apr 5.5 — — 6.1 

M2: Broad Money (% yoy) 9-May 11:00 AM Apr 11.5 — — 11.5 

Lf (% yoy) 9-May 11:00 AM Apr 10.2 — — 10.2 

Banks’ Corporate Loan Increase (W Trils.) 9-May 11:00 AM Apr 9.9 — — 6.1 

Banks’ Household Loan Increase (W Trils.) 9-May 11:00 AM Apr 1.4 — — 0.7 

Source: Bloomberg, CEIC Data Company Limited, Citi estimates. 

Korea. Money Supply Figures Continue on Recent Pattern 
 

Money Supply Indicators 
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Note: “M1-MMF” is used as an indicator for narrow 
money supply, as YoY M1 growth is distorted by the 
exclusion of money market funds (MMF).  
Source: The Bank of Korea  

 

Korea. The Contrast Between Strong SME Loan and Weak 
Household (Mortgage) Loan has Become more Pronounced 

Bank Loans Growth 
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Selected Market Indicators 
Policy Rates  Currency 

  Change (ppt)    Change (%) 
 Spot 1 Day 1 Mo 1 Yr   Spot 1 Day 1 Mo 1 Yr 
China - 1-year lending rate 6.39  -     -    0.54   Bangladesh Taka 69.185 0.00% -0.57% 0.93% 
Hong Kong – 3-Month Interbank Rate 4.36  (0.01)  0.18   (0.13)  China Renminbi 7.6935 0.05% 0.53% 4.04% 
India - Overnight Reverse Repo Rate 6.00  -     -    0.50   Hong Kong Dollar 7.8193 -0.01% -0.03% -0.86% 
Indonesia - BI Rate 8.75  -     (0.25)  (4.00)  Indian Rupee 40.94 -0.23% 4.90% 9.53% 
Malaysia -Overnight Policy Rate 3.50  -     -    -    Indonesian Rupiah 8815 0.74% 3.15% -0.87% 
Philippines – O/N Rate  7.50  -     -    -    Malaysian Ringgit 3.4015 0.18% 1.35% 5.51% 
Singapore – 3-Month Interbank Rate 2.63  -     (0.25)  (0.81)  Phillipine Peso 47.28 -0.05% 1.16% 8.61% 
South Korea – Overnight Rate 4.50  -     -    0.50   Singaporean Dollar 1.5170 0.03% -0.24% 3.29% 
Taiwan - Overnight Rate 1.72  0.00   -    0.21   South Korean Won 923.5 -0.05% 1.03% 0.92% 
Thailand - 14-Day Repo Rate 4.03  -     (0.16)  (0.72)  Taiwan Dollar 33.275 0.00% -0.54% -5.36% 

Long Term Bond Yield  Thai Baht (onshore) 34.620 0.17% 0.90% 8.75% 
  Change (ppt)  Thai Baht (offshore) 32.650 0.00% -0.31% 15.31% 

 Spot 1 Day 1 Mo 1 Yr  Vietnam Dong 16042.5 0.04% -0.07% -0.31% 

China - Government bond yield (5-Year) 3.12  -     0.29   0.58   Equities 
Hong Kong – 5-Year Exchange Fund Note 4.08  (0.01)  0.07   (0.53)   Last  Change (%) 
India - 10-Year Gilt 8.12  -     (0.02)  0.63    Index Level 1 Day 1 Mo 1 Yr 
Indonesia - FR26  9.02   0.04   (0.44)  (2.49)  Bangladesh DHAKA 1771 0.00% 2.19% 21.59% 
Malaysia - MGS 1/05 3.45  -     0.04   (0.99)  China (H Shares) 10516 0.65% 6.24% 29.97% 
Philippines - 5-Year T Bond 5.93  -     -    (1.12)  China (Shanghai SE Composite) 4013 1.57% 15.30% 61.85% 
Singapore - 10-Year SGS 2.73  -     (0.07)  (0.76)  Hong Kong Hang Seng 20845 0.66% 3.05% 17.80% 
South Korea - 5-Year Treasury 5.08  0.03   0.12   0.11   India NIFTY 4081 0.10% 5.82% 8.84% 
Taiwan - 10-Year Government Bond 2.08  -     0.12   (0.10)  Indonesia Jakarta 2038 0.75% 6.10% 24.80% 
Thailand - 10 Year Government Bond 3.71  (0.07)  (0.55)  (1.80)  Korea KOSPI 1593 0.68% 5.80% 8.97% 
Vietnam - 5-Year Government Bond 7.33  -     0.47    Malaysia Kuala Lumpur 1351 -0.28% 3.88% 28.42% 
      Philippines Composite 3346 0.36% 1.55% 24.92% 

Other Indicators  Singapore Straits Times 3453 0.39% 1.53% 23.84% 
 Last Change  Taiwan Taiex 8053 -0.54% -0.05% 8.24% 

 Index Level 1 Day 1 Mo 1 Yr  Thailand SET 709 -0.54% 2.89% -10.77% 

Fed Funds  5.19   -     (0.06)  0.44   Vietnam Ho Chi Minh 1020 0.44% -2.10% 46.43% 

6 month LIBOR  5.36   -     0.03   0.09   EM CDS (5Yr) 
10 Yr UST  4.63   (0.00)  (0.11)  (0.49)   Prev Change   
10 Yr Bund 4.212  0.02   0.12   0.18   Spread (in bp) Close 1 Day 1 Mo 1 Yr 5s-2s 10s-5s 
Eurostoxx 3880 0.44% 3.84% 7.78%  China 11 0 -1 -9 5 7 
10 Yr JGB 1.675  0.02   (0.01)  (0.29)  India 44 0 -4 -12  -    -   
10 Yr Swap 5.17  (0.00)  (0.11)  (0.46)  Indonesia 106 0 -12 -45 59 76 
HY BB Index 463 0.00% 1.26% 9.68%  Korea 15 0 -3 -8 5 5 
HY B Index 508 0.00% 1.50% 10.87%  Malaysia 13 0 -3 -13 6 8 
VIX  13.21   -     0.07   1.22   Philippines 107 0 -10 -58 60 77 
DJIA 13309 0.00% 5.56% 12.54%  Thailand 37 0 -2 1 16 23 

SPX 1508 0.00% 4.19% 12.11%  Volatility 
TPX 1745 0.71% 0.40% -0.14%     Last ATMF 1 Day 1 Mo 1 Yr 
NASDAQ 1900 0.00% 4.82% 9.93%  China 1M Vol 1.35 -0.05 0.00 -1.35 

Oil, WTI 
62 -0.53% 0.68% -

14.15% 
 

 3M Vol 1.55 -0.05 0.05 -1.35 
Copper Index  370.00  -0.42% 5.49% 0.11%  Hong Kong 1M Vol 0.70 0.05 -0.03 0.20 
JPY/USD  120  -0.02% 0.58% 7.48%   3M Vol 0.70 0.00 -0.03 0.02 
USD/EUR  1.3537  -0.04% 1.34% 5.75%  India 1M Vol 7.68 0.28 2.18 2.98 
ECB Marginal Lending  4.75   -     -    1.25    3M Vol 6.53 -0.22 1.03 1.68 
BOJ  0.52   (0.01)  (0.52)  (0.52)  Korea 1M Vol 3.73 0.02 -0.23 -3.28 
Palm Oil Future  2,272  1.50% 6.25%    3M Vol 3.85 0.13 -0.30 -3.00 
Gold  687  0.16% 2.33% -2.06%  Singapore 1M Vol 3.30 0.05 -0.05 -1.55 
DRAM Benchmark Value Weighted 
Index 

 3,049  -0.57% -11.69% -7.96%  
 3M Vol 3.30 0.10 -0.18 -1.55 

      Taiwan 1M Vol 2.65 0.00 -0.58 -3.18 
       3M Vol 3.00 0.00 -0.40 -2.95 
      Thailand 1M Vol 11.38 0.00 -3.13 4.33 
       3M Vol 9.10 -0.30 -2.65 2.20 

Source: Bloomberg (as of 5/9/2007 5:40 PM). 
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