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Asia Reflections: Opportunities and Challenges

Asia exports to benefit unevenly from majors’ recovery; Covid-zero strategies may hinder other parts

Singapore’s reopening strategy stands out, while China’s large domestic economy insulates risks

Thailand, Indonesia, and Vietnam are appearing to look most vulnerable at this stage

Summary & Implications

The recovery trajectory in Asia is likely uneven in the quarters
ahead. July’s Markit PMiIs reflect that some economies’ recoveries
are underway, while others are faltering. Divergences in Covid-19
strategies and varying economic characteristics are likely to
differentiate the outperformers from the underperformers. We see
three factors that will likely be instrumental:

(1) Government direction/strategy (generally and on Covid-19)

(2) Ability to restore economic activities towards pre-pandemic
levels on a sustainable basis

(3) Ability to adapt the domestic economy to global trends (like
eventual tighter US monetary policy)

In Asia, Singapore, New Zealand and China stands out in these 3
aspects. Vaccination rates are relatively high (Figure 1) in Singapore
and China. In addition, Singapore and New Zealand stand out with
their reopening strategies, compared to Japan, Australia and
China’s Covid-zero strategy. China has a relatively large domestic
economy which can insulate itself better than the rest. It is able to
have higher flight capacities compared to pre-pandemic days due
to domestic travel (Figure 2).

Thailand, Indonesia and Vietnam currently appear more vulnerable
in contrast. They have relatively low vaccination rates, triggering
higher lockdown severities. Traditionally, their economies have also
relied more on foreign receipts (tourism and remittances).

Markit/Caixin Manufacturing PMis in July, compared to March
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Note: Singapore whole economy PMI. Source: Bloomberg, HL Bank

Figure 1: Vaccination rate (x-axis) compared to
lockdown severity (y-axis)

100%
VN IN My N
80% |@ e o °
PI-P 'TW.
D Ay OHK
60% . G
TH L) L]
0% KR JP
: e
20% >
0%
0% 20% 40% 60% 80%

Source: Bloomberg Covid Resilience Ranking (July)

Figure 2: Flight capacity (x-axis) versus
community mobility (y-axis)
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Source: Bloomberg Covid Resilience Ranking (July).
Note: China does not have data for mobility.



Domestic Outlook

Renewed Covid-19 outbreaks in many parts of Asia present risks for
the economic recovery ahead. At this stage, most government
authorities (except Singapore) still appear to prefer a Covid-zero
strategy. This may limit the domestic recovery.

For instance, South Korea’s GDP has already exceeded pre-
pandemic levels. However, the recent Covid-19 resurgence and
containment efforts may limit further expansion scope in domestic
consumption and investment, which performed relatively positively
in 1H (Figure 3).

In China, leading indicators are showing that growth is stabilising.
Authorities appear content with quality growth, as long as it reaches
the “6% and above” target set earlier this year.

For others, private-led consumer spending and investment growth
will likely be an important factor for the recovery. In the Philippines,
2Q private consumption are still around 9% below 2019 levels. This
is despite remittances’ rebound that boosted domestic spending.

In our view, employment growth and labour market recovery
remains key. Data is patchy but we see unemployment levels
coming off in some parts of Asia (Figure 4). Besides, we also note
some y/y rebound in employment growth, partly supported by base
effects. Still, underemployment may be a lingering issue. Some
economies (like Singapore and Malaysia) are also partly reliant on
foreign labour for sectors like construction and manufacturing.
Labour shortages may cap domestic growth.

A consolation is that most economies are benefiting from
accommodative monetary conditions (see Heatmap, except China).
This will provide some stability as Asia grapples with Covid-19
containment. Runaway inflation is mostly energy related, and
underlying inflation has not broadly picked up (although we see
some pikes in South Korea and Taiwan). The challenge for Asia by
2022 is coping with tighter monetary policies in the US and other
major economies.
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Figure 3: South Korea GDP growth (contribution
to y/y growth)
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Figure 4: Unemployment levels (%)
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Monetary Conditions Heatmap (Red for accommodative and Blue for restrictive)
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Note: Using real interest rates and REERs. Measured in standard deviations from mean over the past three years. Source: Bloomberg, HL Bank



External Outlook

External current account balances are likely an important indicator
of Asia economies’ vulnerabilities towards continued Covid-19
restrictions, reduced travel and tourism and eventual tighter global
monetary policy.

In this regard, Thailand, India, Philippines, and Indonesia display
more vulnerabilities compared to South Korea, Singapore, Japan
and Australia, from recent current account deficits (refer to
Heatmap).

In particular, Thailand needs tourism receipts for improvements in
current account fundamentals, while the Philippines has been
affected by reduced global incomes and resulting inward
remittances (although now rebounding).

Meanwhile, most economies will generally benefit from majors’
(US, Eurozone, etc.) economic recoveries, boosting export demand.
At this stage, Asia export growth is boosted partly by base effects
from last year’s slump (Figure 5). Going forward, economies that
most benefit from strong goods’ exports include Singapore, South
Korea, Taiwan, Japan, and Australia.

A mitigating factor is that most Asian economies have built up FX
reserves over the past decade, since the last global financial crisis.
India’s is almost 100% higher than a decade ago, while the
Philippines’ grew by more than 50%. Import cover is broadly strong,
given the previous slump in import levels.

A further swing factor for external headwinds or tailwinds lie in
commodity prices. Peaking prices may limit the upsides for large
commodity exporters like Australia, Indonesia and Malaysia.
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Figure 5: Asia exports (% y/y, 3mma)
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Current Account Heatmap (Red for lower surplus/higher deficit; Green for higher surplus/lower deficit)
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Note: Measured in standard deviations from mean over the past three years. Positive (negative) numbers indicate higher (lower) than mean.
Source: Bloomberg, HL Bank




Implications

For FX markets, the TWD, CNY and INR has outperformed compared
to the THB, JPY and KRW (Figure 7). Going forward, markets with
current account surpluses (such as South Korea, Malaysia, Japan,
Australia) may see their respective currencies perform better than
others, providing fundamentals do not deteriorate.

Besides, we expect more resilience from the SGD and KRW,
compared to the THB, INR, IDR and PHP, during periods of USD
strength caused by market expectations of tighter Fed policy.

FX Forecasts

3Q-21 4Q-21 1Q-22 2Q-22 4Q-22

DXY 92.00 91.50 90.00 89.00 90.00
EUR/USD 1.18 1.19 1.21 1.22 1.21
GBP/USD 1.40 1.41 1.43 1.45 1.44
AUD/USD 0.74 0.74 0.76 0.77 0.75
uUsb/JPY 109 108 107 105 106
USD/MYR 4.23 4.20 4.20 4.15 4.10
USD/SGD 1.35 1.35 1.34 1.33 1.34
USD/CNY 6.45 6.45 6.40 6.35 6.40

Appendix: Bloomberg’s Covid Resilience Ranking for July 2021 (Asia)
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Figure 7: FX performances vs. USD (% YTD)
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or solicitation with respect to the purchase or sale of any of the financial instruments mentioned in this report and will not form the basis or a
part of any contract or commitment whatsoever.

The information contained in this publication is derived from data obtained from sources believed by Hong Leong Bank Berhad (“HLBB”) to be
reliable and in good faith, but no warranties or guarantees, representations are made by HLBB with regard to the accuracy, completeness or
suitability of the data. Any opinions expressed reflect the current judgment of the authors of the report and do not necessarily represent the
opinion of HLBB or any of the companies within the Hong Leong Bank Group (“HLB Group”). The opinions reflected herein may change without
notice and the opinions do not necessarily correspond to the opinions of HLBB. HLBB does not have an obligation to amend, modify or update
this report or to otherwise notify a reader or recipient thereof in the event that any matter stated herein, or any opinion, projection, forecast or
estimate set forth herein, changes or subsequently becomes inaccurate.

HLB Group, their directors, employees and representatives do not have any responsibility or liability to any person or recipient (whether by
reason of negligence, negligent misstatement or otherwise) arising from any statement, opinion or information, expressed or implied, arising
out of, contained in or derived from or omission from the reports or matter.

Potential and actual conflict of interest may arise from the activities of HLB Group. HLB Group constitute a diversified financial services group.
These entities engage in a wide range of commercial and investment banking, brokerage, funds management, hedging transactions and other
activities for their own account or the account of others. In the ordinary course of their business, HLB Group may effect transactions for their
own account or for the account of their customers and hold long or short positions in the financial instruments. HLB Group, in connection with
its business activities, may possess or acquire material information about the financial instruments. Such activities and information may involve
or have an effect on the financial instruments. HLB Group have no obligation to disclose such information about the financial instruments or
their activities.

The past performance of financial instruments is not indicative of future results. Whilst every effort is made to ensure that statements of facts
made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other subjective judgments contained in this
report are based on assumptions considered to be reasonable as of the date of the document in which they are contained and must not be
construed as a representation that the matters referred to therein will occur. Any projections or forecasts mentioned in this report may not be
achieved due to multiple risk factors including without limitation market volatility, sector volatility, corporate actions, the unavailability of
complete and accurate information. No assurance can be given that any opinion described herein would yield favorable investment results.
Recipients who are not market professional or institutional investor customer of HLBB should seek the advice of their independent financial
advisor prior to taking any investment decision based on the recommendations in this report.

HLBB may provide hyperlinks to websites of entities mentioned in this report, however the inclusion of a link does not imply that HLBB endorses,
recommends or approves any material on the linked page or accessible from it. Such linked websites are accessed entirely at your own risk. HLBB
does not accept responsibility whatsoever for any such material, nor for consequences of its use.

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report is for the
use of the addressees only and may not be redistributed, reproduced or passed on to any other person or published, in part or in whole, for any
purpose, without the prior, written consent of HLBB. The manner of distributing this report may be restricted by law or regulation in certain
countries. Persons into whose possession this report may come are required to inform themselves about and to observe such restrictions. By
accepting this report, a recipient hereof agrees to be bound by the foregoing limitations.
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