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The virus



Globally the virus is still out of control
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Note: Data up to 29t July. Source: University of Oxford, Our World in Data.
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The US, Indiq, Brazil, Colombia, Indonesia and the Philippines are yet to
‘flatten’ their curves - but most other large countries now seem to have

Daily new cases - 20 countries with large populations
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Infection and death rates in Asian countries have for the most part been

much lower than elsewhere in the world
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Countries reporting a high number of cases per 100 tests but doing a
relatively low number of tests per 1000 people may not be testing enough

Confirmed cases per 100 tests
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an inadequate testing regime. Source: Worldometers; Corinna.
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Asian countries differed in their approaches to resirictions - the strictest or
longest lockdowns haven'’t always worked

Highest level of restrictions
imposed
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closures, public events cancellations, restrictions on public gatherings, stay at home requirements, public transport closures, domestic and international fravel
restrictions, public information campaigns, testing and contact fracing. Source: Blavatnik School of Government, Oxford University. Data up to 161-22nd July.
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The world economy



The world economy experienced its sharpest year-on-year contraction
for at least 40 years in Q1 this year — with worse to come in Q2

World and OECD area real GDP growth

81 % change from year earlier

World

-6 -
81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20

Note: Estimates of global GDP growth compiled by Corinna using data for 95 countries accounting for 0% of 2018 world GDP as measured by the IMF; excludes
constituents of the former USSR before 1993, the former Czechoslovakia before 1995, and the former Yugoslavia before 1998.

Sources: national statistical agencies and central banks; Eurostat; OECD; IMF. S A U L E S L A K E
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All of the major international economic forecasting institutions expect

2020 to be the worst year for global growth since the 1930s

Maijor global institutions’ growth forecasts for 2020 and 2021 compared

Actual IMF World Bank OECD*

2019 2020 2021 2020 2021 2020 2021
Us 2.3 -8.0 4.5 -6.1 4.0 -7.3 4.1
China 6.1 1.0 8.2 1.0 6.9 -2.6 6.8
Euro area 1.2 -8.0 4.5 -9.1 4.5 -9.1 6.5
India 4.2 -4.5 6.0 -3.2 3.1 -3.7 7.9
Japan 0.7 -5.8 24 -6.1 2.5 -6.0 2.1
UK 1.4 -10.2 6.3 na na -11.5 9.0
Australia 1.8 -4.5 4.0 na na -5.0 4.1
New Zealand 22 -7.21 5.91 na na -8.9 6.6
World 2.9 -4.9 5.4 -5.2 4.2 -6.0 5.2
World trade 0.9 -11.9 8.0 -13.4 5.3 -9.5 6.0

* OECD forecasts are their ‘single hit' scenario o be consistent with the assumptions of the other institutions. " The IMF did not publish revised forecasts for New
Zealand in its latest WEO publication. Source : International Monetary Fund (IMF), World Economic Outlook, 24™ June 2020; The World Bank, Global Economic

Prospects, 8™ June 2020; Organization for Economic Co-operation & Development (OECD), Economic Outlook, Volume 2020 Issue 1, 10t June 2020.
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The World Bank forecasts a 5.2% decline in world GDP this year, with a
4.2% increase in 2021- the 4™ worst global downturn in 150 years

Growth in global real GDP, 1871-2001
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Source: The World Bank, Global Economic Prospects, 8™ June 2020.
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World merchandise trade volumes fell sharply in April

World trade volumes and container throughput
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Note: The shipping container throughput index is based on reports from 91 ports around the world handling over 60% of global container shipping.
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Mobility data suggest that much of Asia is continuing to return toward more
normal levels of activity, but the US and Europe may be stalling

Time spent driving

Time spent in work places

30 5 7-day moving average
160 7 7-day moving average (January 13 = 100) 20 | (deviation from 14 February)
140 4 10 A N o W ) v N7
120 A Japan O T3S\ o 1 rr e e £ Korea
N7 -10 4 teeemT .
100 - _ 20 | Australia
Australia Japan
O R e U RIS A S~ <Singapore 30 - '
60 A Korea -40 1 Singapore
-50 4
40 - -60 -
20 -70 1
-80 -
) 0 ' ' ' ' ' ' ' 10 7 7-day moving average
75 7 7- i = iati
7-day moving average (January 13 = 100) Sweden 0 (deviation from 14Februory) |
250 - N
225 - Canada -10 A Germany
200 - Germany -20 1
1751 7 30 A US
150 - 40 UK
125 A ) UN
100 - UK -50 1 Sweden
75 1 40 -
04 NE===TL 70 -
25 4 80 4
0 ' ' ' ' ' ' ' 31 Jan 29 Feb 31 Mar 30 Apr 31 May 30 Jun 31 Jul
31Dec 31Jan 29Feb 31 Mar 30Apr 31 May 30 Jun 31 Jul
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The slow upturn in aviation seems to have levelled out - at 38% below pre-
pandemic levels globally, and 75% below year-earlier levels in the US

Daily commercial flights worldwide Daily US TSA security checks
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Purchasing managers’ indices (PMIs) point to an ongoing rebound in both

manvufacturing and services in major economies since May
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Note: Purchasing Managers’ Indexes (PMIs) are derived from surveys of senior executives, who are asked to report whether various dimensions of business activity
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Governments around the world are doing more by way of fiscal stimulus
than they did during the global financial crisis

United States

O T T T T T T T T T T T T T T
_2 .
4 Ir
[
-6 1
[}
‘8 N /’
-10 4
-12 4
-14 -
_]6 .
_]8 n %OfGDP %OfGDP
0708092101112131415161718192021
Japan
O T T T T T T T T T T T T T T
-2 A Pl
i
_ .
-4 - i
-6 A L
-8 A i
-10 - I
_12 J %of GDP % of GDP L

070809101112131415161718192021

120
110
100
90
80
70
60
50

- 40

180
170
160
150
140
130
120
110
100

Euro area

0

-1 A4

% of GDP

% of GDP

0708091011121314151617 18192021

United Kingdom

J % of GDP % of GDP
0708091011121314151617 18192021

85
80
75
70
65
60
55

- 50

20

80

70

60

50

40

30

Canada

2 A

1 1
N O
1 1

% of GDP

1
N
L

070809101112131415161718192021

China

% of GDP

2 A

% of GDP % of GDP

General government overall fiscal balance (left scale)

0708091011121314151617 18192021

45

40

35

30

25

20

75
70
65
60
55
50
45
40
35
30

Avusiralia
1 % of GDP % of GDP [ 40
_ Il
L 30
O T T T T T T T T T T T T T '{
7
2 1 T 12
4 4
-6 A - 10
_8 .
L0
_]O .
12 L -10
070809101112131415161718 192021
New Zealand
4 9 %of GDP % of GDR [ 20
2 A /,
O T T T T T T T T T T T T I', T 40
-2 'I
-4 - - 30
_6 .
-8 - L 20
_]O i
12 A L 10
-14 A
16 L0

0708092101112131415161718192021

- General government net debt (right scale)

Note: UK data does not include the measures announced by the Chancellor on 8™ July; China debt is gross debt, not net; Australian data are for the federal government
only and are for fiscal years ended 30" June; NZ data are for fiscal years ended 315t March. Sources: International Monetary Fund, Fiscal Monitor, April 2020, and World
Economic Outlook, June 2020; Australian Government, Economic and Fiscal Update, July 2020; New Zealand Treasury, Budget Economic & Fiscal Update, May 2020.
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Major central banks have cut interest rates to record lows, and done
more ‘quantitative easing’ than during the global financial crisis

Major central bank policy interest rates Major central bank balance sheets
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Central banks now hold significant proportions of total government debt
in a growing number of countries

Central bank holdings of central government bonds
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Sources: Surprisingly, the RBA does not disclose its holdings of Australian Government bonds in its weekly balance sheet statement (see RBA Statistical Table Al. Hence
the figure shown here for Australia at March 2017 was derived from ABS Finance and Wealth, and that for April 2020 by adding o RBA holdings as per the December
2019 issue of Finance and Wealth, disclosed RBA purchases of Australian Government bonds up to end-Agpril, divided by the amount of Australian Government
securities outstanding disclosed in the Government’'s Monthly Financial Statement. The figures for RBNZ holdings of NZ government securities are published in Table r1 on

the RBNZ's welbsite while figures for total NZ government securities outstanding are in Table D30. All others are from OECD, Economic Outlook No. 107 (June 2020) and S A U L E S L A K E
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Central bank actions helped prevent the financial markets from seizing up

in the second half of March

Stock markets
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‘Quantitative easing’ has prompted a more rapid acceleration in money
supply growth than it did during the global financial crisis ...

M2 money supply growth
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...but so far at least, inflation has been falling rather than rising, even
discounting the impact of lower oil prices

‘Headline’ and ‘core’ inflation - US ‘Headline’ and ‘core’ inflation — Euro area
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The US economy has experienced its sharpest contraction since the
1930s, but there are increasing signs that a rebound began in May

Real GDP
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Sources: US Bureau of Economic Analysis; Federal Reserve Bank of New York; Michigan University Survey Research Center; US Commerce Department; Board of

7 % change from year earlier

\J

The WEIl is an index of ten daily and weekly
B indicators of real economic activity, scaled
to align with the four-quarter GDP growth
rate. It accurately predicted the Q2 decline.
Readings for July are consistent with a 3.2%
increase (13.6% annualized) in Q3.
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Retail sales
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15 pandemic levels after
increases of 17.1% in May
10 4 and 6.4% in June
; it
0 “““ \‘HH‘ H\“‘ w‘\“\ ‘\H\‘H “\““ M\‘ M“ MHH HU‘“ “\“\‘\“ M‘\‘H\ Mkl Ih”‘ M‘ ‘\L It M‘M “‘\ hm\‘ \“ by M“HH \H‘H “h “\ L i
-5 1 April -14.7%,
largest monthly
-10 - decline on record
215
50 60 70 80 90 00 10 20

Industrial production
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The impact on the US labour market has been particularly severe -
although employment rose, and unemployment fell, in May and June

Unemployment benefit claims Non-farm payroll employment Labour force participation rate
_ 10 : ~ 68 1 % of civilian population
7000 '000s . Change from previous month {'000) ¢7 | aged 15 & over
54.1mn people (equivalent to 33% 5
6000 - of the labour force) have filed initial | 66 -
5000 - claims for unemployment benefits 0 = . ‘ ‘ 65
since the 3@ week of March,
. 64 -
4000 - although the rate of new claims -5 A
has slowed substantially since late April Non-farm payroll employment rose 4.8mn 63 -
3000 - -10 A (3.6%) in June cf. 2.7mn in May and -21mn 62 . _
in April. 44% of the job gains in June were April was lowest since
2000 - -15 in leisure & hospitality. Total employment is 61 1 ~ March 1972; June's
still 9.6% below its pre-pandemic peak. 60 A figure is still the lowest
1000 - 20 since June 1976 (apart
) 59 - from April and May)
O T T T T T T T T T T T T —25 - 58 T T T T T T T T T T T T T T 1
07 08 09 10 11 12 13 14 15 16 17 18 19 20 06 07 08 0?2 10 11 12 13 14 15 16 17 18 19 20 45 50 55 60 65 70 75 80 85 90 95 00 05 10 15 20
Layoff announcements Unemployment rate Employment to population ratio
30 - 66 1 % of civilian population
800 1000s % of labour force " aged 15 & over
700 1 25 1 The unemployment rate fell to 11.1%in
600 - June from 13.3% in May & 14.7% in April. 62 1
20 A If the participation rate had remained ° 40 4
500 A at its February level the unemployment °
400 4 15 A rate in June would have been 14.5% 58 -
(cf. 19.09% in April)
300 A 10 A 56 -
54 At 54.6% in June, still the
200 1 5 | lowest in the post-War era
100 - 52 4 apart from April & May
O T T T T T . \ O T T T T T T T T T T T T T T T T T 1 50 T T T T T T T T T T T T T T ]
92 96 00 04 08 12 16 20 30 35 40 45 50 55 60 65 70 7580 85 90 9500 05 10 15 2 45 50 55 60 65 70 75 80 85 90 95 00 05 10 15 2
Sources: US Department of Labor; Challenger, Gray & Christmas; US Bureau of Labor Statistics; National Bureau of Economic Research Macro History database. July
24 employment and other labour force data will be released on 7t August. S A U L E S L A K E
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The US budget deficit has blown out dramatically since the end of March,
reaching 16% of GDP in the 12 months ended June

US Federal budget deficit

4 -

-10 A

-12 4

14 A

-16

-18

% of GDP (12-mth moving total)
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US gross Federal debt

160 7 % of GDP (12-mth moving total)
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a

The US federal budget deficit widened
from US$S582bn (3.3% of GDP) in 2016
(Obama’s last year in office) to USS$S1 trn
(5.4% of GDP) in 2019, while gross federal
debt rose from U$$20.4 trn (115%o0f GDP)
to $24.1trn (126% of GDP)

In March, the Congressional Budget Office
forecast the deficit would remain above
US1irn every year over the next decade,
reaching USS1.7 trn (5.6% of GDP) by 2030

The budget deficit for April, May and June
amounted to US$2.0trn (reflecting the
impact of Covid-19 related measures),
bringing the 12-month moving total to
USS$3.0 trn (16.0% of GDP), cf. a peak of
9.7% of GDP during the GFC (and the
largest since 20.8% of GDP in FY 1945)

Gross federal debt increased by US$727
bn to USS$28.7 trn (154% of GDP)

Note: The measure of US gross federal debt is at market value. Sources: US Treasury Department; Federal Reserve Bank of Dallas; US Bureau of Economic Analysis; US
Congressional Budget Office; Corinna. S A U L E S L A K E

25

CORINNA ECONOMIC ADVISORY



Europe is also experiencing a sharp downturn although unemployment
probably won’t rise as much as it has in the US

Euro area real GDP

UK monthly GDP

Retail sales volume

2 A % Chonge from previous QUOrTer 10 -+ % Chgnge from year earlier 15 - % Chonge from year earlier
1 4 5 4 10 -
0 - S 7
0
-5 - 0 -
-1 4 -10 - -5 4 Euro area
15 Rose 1.8% in May after a 20.4% fall in April; 210
-2 i together, April-May down 24.6% on a year
-20 - earlier (the previous record annual decline -15
-3 - (according fo the BoE's database) ’ 20 -
-25 was 15.3% in 1706; the largest decline i UK
-4 - 30 - since 1900 was 9.7% in 1921) 25 |
08 0 10 11 12 13 14 15 16 17 18 19 20 010203040506070809 1011 121314151617 181920 0102030405060708091011121314151617181920
Quqrterly GDP by Country BUSineSS Conﬁdence Unemploymenf
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0 - : : : ,. : ,. : : 2 Euro area 12 - uro aread
Nh I 2
10 ~
-4 - 9 UK
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Sources: Eurostat; UK Office for National Stafistics; Confederation of British Industry. The UK unemployment rate is published as a 3-month moving average; the most
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recent observation (for May) is derived by adding to the ‘claimant count’ unemployment rate the average margin between that rate and the conventionally defined
26 unemployment rate over the preceding 12 months. Preliminary estimates of Q2 GDP for the UK will be released on 121 August.
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China’s economy rebounded sirongly in Q2 from what had been the
worst downturn in almost 60 years in Q1

Real GDP growth, from year earlier, 1961-2020

30 - % change from
previous year
Death of Deng .
Mao Xiaoping Tiananmen
7edon reforms Square
, egin massacre
10 A
O T T
l) Global Covid-19
financial pandemic
Crisis '
_]O i
‘Great
Proletarian
< Cultural
0 Revolution’
‘Great begins
= Leap
Forward'’
30 -
60 65 70 75 80 85 90 95 00 05 10 15

Note: In the left-hand chart, GDP growth rates are annual averages up to the December quarter of 1991, and then quarter-on-corresponding-quarter-of-

previous-year thereafter. Sources: China National Bureau of Statistics.
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Quarterly real GDP growth, 2010-2020

15 9 % change from previous quarter
(not annualized)
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The production side of the Chinese economy rebounded strongly in the
June quarter

Industrial production Freight traffic volumes Merchandise trade
25 1 % change from year earlier 6 1 '000 ton kms 100 1 % change from year earlier
20 5
15 *I\‘\’-\A\ 75
10 - 4
5 - WA—-—A’\A-VW , (_\K( 50 - \
0 \ \ \ fﬁ 25 N ‘ h ‘
-5 4 2 - W\N\M ‘l A ‘
_]O N -| B O T 1 77\ T 7\ N M'AWM —
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E t
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Motor vehicle production Primary electricity production Merchandise trade balance
> Mns 80 | Twh 700 7 yssbn (12-mth moving total)
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30 100 -
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Sources: China National Bureau of Statistics; China Association of Automobile Manufacturers; China General Administration of Customs. S A U L E S L A K E
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However the ‘demand’ side of the Chinese economy - both household
and business — is recovering rather more gradually

Consumer sentiment
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Sources: China National Bureau of Statistics; China Association of Automobile Manufacturers; China Index Academy.
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Inflation rose sharply last year, largely because of a surge in pork prices,
but has receded this year, with non-food inflation at a 10-year low

Consumer prices

10

1 % change from year earlier
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Source: China National Bureau of Statistics.

Consumer prices- food vs non-food
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China’s fiscal policy measures in response to Covid-19 appear to be
larger than those taken during the global financial crisis

Fiscal measures announced by the Chinese
Government in response to Covid-19

5.0 7% of 2019 GDP

4.5 -
4.0 A
3.5 1
3.0 A
2.5 A
2.0 A
1.5 1
1.0 1

0.5 1

0.0 -

Direct lending Local govt  Consumer  Support for
to SMEs infrastructure  spending local govt
projects vouchers

Relief of
enterprises
operating costs

budgets

Sources: Asian Development Bank, ADB Covid-19 Policy Database; IMF, Fiscal Monitor, April 2020.

Chinese general government fiscal
balance and gross debt

% of GDP 75

% of GDP
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The PBoC has been more cavutious about stimulus than it was in 2008-09
or 2015-16, perhaps because it’s still concerned about financial stability

PBoC policy interest rates Market interest rates Depository corporation assets
8.0 1 % pa 8.0 1 % pa 350 Tm yuan Trnyuan 35
7.0 - 7.0 - 4 L
300 NBFls 30
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4.0 - 4.0 -
WITY W— Y 150 - Households - 15
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Sources: Refintiv Datastream; People’s Bank of China. S A U L E S L A K E
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China has a lot of debt, by ‘emerging’ market standards: and its banking
system is more vulnerable than it once was

Debt as a pc of GDP - Chinaq, other ‘emerging’
economies and ‘advanced’ economies

300 ~

250 A

200 A
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100 A

50 -

% of GDP, December 2019

China Other 'emerging' 'Advanced' economies
economies

» Non-financial corporations = Households = General government

Sources: Bank for International Settlements; People's Bank of China.
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Deposits-to-loans ratio of the Chinese banking
system
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The yuan has fell 0.4% against both the USS and the CFETS index - from a
longer-term perspective Rmb stability is dependent on capital controls

Chinese yuan vs US$ and trade-weighted index FX reserves and domestic credit
6.20 - Yuan per US$ 31 Dec 2014 = 100 102 9 | US$tmn US$trn 35
6.30 8 -
Domestic credit L 30
6.40 - - 100 (right scale)
. ;]
6.50 - - 25
- 98 6 -
6.60 ~ CFETS
RMB index 5 - 20
670 - (right scale) o
47 L 15
6.80 +
- 94 3 -
6.90 - FXreserves | 10
5 - (left scale)
7.00 ~
- 92 ] | 5
7.10 ~
7.20 ‘ : ‘ ‘ 90 0 \ \ \ \ \ \ \ \ \ \ \ \ \ T T T T T T -0
Dec-15 Dec-16 Dec-17 Dec-18 Dec-19 Dec-20 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20
Sources: Refinitiv Datastream; China Foreign Exchange Trading System; People’s Bank of China. Exchange rates up to 24™ July. S A U L E S L A K E
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Recent Chinese activity in the Indo-Pacific region

New ‘national security’
laws to be imposed on

Premier Li Keqgiang's ‘Work Report’ to the meeting of the
Hong Kong )

\% = National People’s Congress in June omitted the word
2 - = “peaceful’ from the usual statement about reunification with
Taiwan, for the first time in 40 years

Chinese and Indian
troop confrontations,
May 2020

In August, China’s PLA will conduct
military exercises on Hainan which will
simulate an invasion of the Dongsha
Islands (held by Taiwan)

Paracel and Spratly Islands

. declared administrative

- districts under Sansha City

(Hainan) in April 2020) China Mobile seeking to
. acquire assets of highly

indebted PNG mobile

phone operator Digicel

Gwadar, Pakistan -
China building new port
and airport as part of BRI

Chinese coast guard
vessel sank
Vietnamese fishing
boat, April 2020

Feydhoo Finolhu Island
(Maldives) - China acquired
alease in 2016 and has since
expanded it from 38,000 m?

to 100,000 m2 i

Tulagi (Solomon Islands) -
CCP-dffiliated company
acquired a 75-year lease
in May 2020

Chinese vessels confront
oil-drilling ship chartered
by Malaysia’s state-
owned oil company
Petronas in April 2020

In May, China imposed an 80% tariff
on Australian barley exports,
cancelled beef imports from 4
Australian abattoirs, directed power
stations not to buy Australian thermal
(built by China Harbour) coal, and Chinese Ambassador

In exchange for relief from threatened tourism and student

USS1bn of debt boycott of Australia after Australia
th . y o o .
On 5™ June, China’s Ministry of Tourism & called for inquiry into virus origins

Culture issued a statement reminding
Chinese tourists to ‘enhance their safety
awareness and do not travel to Australia’

Hambantota (Sri Lanka) -
China Merchants Port
Holdings acquired a 99-
year lease on a new port
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Of course the Chinese would say they’re not doing anything the US
hasn’t, either in the Indo-Pacific or in the Americas

US military presence in the ‘Indo-Pacific’ region

US Navy access Us 8t Armys-—

to port facilities at ] Yongsan, Seoul
Cam Ranh Bay, P US 7' Fleet

rV'rnam ; Yokosuka
\( - ' US Marines base,

US access ; Iwakuni
to ".C"éc'l & ¢ - “~~__ US Marines base,
fgg““?:: Fitenma, Okinawa

. ’ ' Anderson air
Singapore %s o

ingap N, — base, Guam

gis:;obg:cia US Marinies base,

Darwin

N\

° N
T
-

Naval communications

station, Exmouth \

‘Joint Defence Facility’,
Pine Gap, Alice Springs
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US involvement in Latin America and Caribbean

Mexican- US invasion during Spanish-
American War American War 1898; military
over Texas 1846- occupation 1906-09; ‘Bay of
1848: ‘Punitive ( Pigs’ invasion attempt 1961
- US military occupation

Expedition’
against Pancho J\\f\rf\\/
Villa 1916-17; \\ ~ 1916-24; invasion in 1965

b s _ torestore dictatorship

US-backed @
military coup, 1954

US military occupations
1912 and 1927-33;
support for ‘Contra’
rebels, 1979-1990s

’é) B US invasion of
G %Grenada, 1983
\_
}”@“
: g/ US support for

US procured secession
from Colombia 1903;
occupied Canal Zone
1903-2000; military

invasion 1989 (successful)

military coup,
US ‘economic war’ in | J_) 1964
response to election of 8"
a socialist government
in 1970, followed by CIA
involvement in
successful coup in 1973
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Japan entered its fourth recession since 2000 after hiking its GST rate last
October, and the pandemic has worsened it

Real GDP

% change from previous quarter
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Merchandise exports
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40 - Net balance ) 15 1% change from year earlier 1 % change from year earlier
30 Non-manufacturing
10 ~ i
20 40
10 5 ,
0 0 0 -
-10 | 0 -
-20 5
-30 20 ~
-40 Small improvement -10 ~ ;
50 - In Q2 Tankan survey
60 Manufacturing -15 ~ -40 -
-70 -20 - -60 -
0102030405060708091011121314151617181920 0102030405060708091011121314151617181920 0102030405060708091011121314151617181920
Sources: Japan Cabinet Office; Bank of Japan; Japan Automobile Dealers’ Association; Ministry of Health, Labour & Welfare. The first estimate of Q2 GDP will be S A U L E S L A K E
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Most other Asian economies experienced a slowdown during the first
quarter of 2020, with worse to come in the second quarter

Real GDP growth - Asia-Pacific economies

15

10

Sources: Bank of Korea; Taiwan Directorate-General of Budget, Accounting & Statistics; Hong Kong Census & Statistics Department; Singapore Ministry of Trade and
Industry; Department of Statistics Malaysia; Office of the National Economic & Social Development Council of Thailand; Statistics Indonesia; Philippine Statistics
Authority; General Statistics Office of Viet Nam; India Ministry of Stafistics & Programme Implementation; Australian Bureau of Statistics; Stafistics New Zealand; .
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Purchasing managers’ indices suggest activity in Asia-Pacific economies
started to recover in May and improved further in June

Korea
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Note: Purchasing Managers' Indexes (PMIs) are derived from surveys of senior executives, who are asked to report whether various dimensions of business activity
recorded an increase, decrease or no change compared with the previous month. A reading of 50 indicates an overall increase cf. the previous month, and a

reading of less than 50 indicates a decrease. Latest data are for June.
Sources: IHS Markit; Singapore Institute of Purchasing & Materials Management; Australian Industry Group; Business NZ; Refinitiv Datastream.
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The world’s worst recession is probably in Macavu
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Macau -real GDP Visitor arrivals
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Note: MOP$ is the standard abbreviation for Macanese pacatas (1 MOP = US13¢). Source: Macau Statistics and Census Service. S A U L E S L A K E
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Success in quelling Covid-19 doesn’t guarantee a fast economic recovery:
most Asian economies are very exposed to the global economy ...

Exports of goods & services Merchandise exports to China Merchandise exports to the US
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... and weaker exporis are detracting significantly from economic growth
in some countries particularly Koreaq, Philippines, Thailand and India

Merchandise exports
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Most ‘peripheral Asian’ economies are also vulnerable to a prolonged
downturn in fourism

International visitor arrivals, Q1 2020 Tourism as a pc of GDP, 2018
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Many ‘peripheral’ Asian economies are very open to trade but some-
most notably India - remain staunchly protectionist
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In the more advanced Asian economies, inflation has remained very low
(often below central bank targets)

Korea Hong Kong Australia
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By contrast, in most of the middle- or lower-income economies, inflation
has given ceniral banks less room to move

Indonesia Thailand Vietnam
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The NTS, HKS, P and Dong have all been fairly stable against the USS, while
most of the others except the Bt and Rupee have recouped earlier losses

Asian and Pacific currencies vs US dollar
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Policy measures in Asian economies have, except for Japan and Hong

Kong, been on a smaller scale than in larger economies

Policy support for lending, incomes and economic activity in response to Covid-19
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Nofte: The amounts depicted in this chart are derived from government or central bank public statements, and represent amounts allocated for the identified purposes.

51 These are not necessarily the amounts which will be actually spent, or lent. Source: Asian Development Bank, Covid-19 Policy Database.

Money market & liquidity support

Support for private credit creation

Long-term direct lending

Equity claims on the private sector

# Support for income or revenue
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Centiral banks in the higher-income economies have cut policy interest
rates to record lows

Korea Hong Kong Avustralia
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Note: Neither Hong Kong nor Singapore use a monetary policy indicator interest rate. Hong Kong has a currency board system, so HK interest rates tfrack US rates very
closely; the Monetary Authority of Singapore uses the (effective) exchange rate as its principal monetary policy interest rate. Sources: Bank of Korea; Central Bank of
China; Hong Kong Monetary Authority; Monetary Authority of Singapore; Reserve Bank of Australia; Reserve Bank of New Zealand; Refintiv Datastream.
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Ceniral banks in the middle- or lower-income Asian economies have
also cut policy interest rates, but not by as much or to as low levels
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Some Asian central banks have engaged in various forms of ‘quantitative
easing’

Korea central government budget
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The Bank of Korea has cut its policy rate by
100bp so far this year to a record low of 0.50%

After its last rate cut in May, Governor Lee Ju-
Yeol indicated the BoK was considering using
‘unconventional monetary tools’ to support
growth
— since March, the BoK has been willing to supply

‘unlimited liquidity’ to financial institutions,

accepting a wider range of collateral in repos
— this month the BoK lent ¥8 trn o a ¥10 trn SPV

established to buy corporate bonds and CP
The BoK’s total domestic assets more than
doubled between end-February and end-May,
from 40% of GDP to 84% - reflecting increased
holdings of bonds, reverse repos and lending to
both government and the private sector

The Philippines National Government (NG)
expects its budget deficit to reach 8.1% of GDP
this year, and public debt to rise to 50% of GDP
In March, the BSP purchased P300bn (USSébn) of
bonds directly from the Treasury Bureau under a
6-mth repo arrangement, and has indicated a
willingness to purchase a further #200bn (but to
date hasn’t made any further purchases)
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Bank Indonesia has entered into a formal agreement with the Indonesian
Government to purchase debt directly, and subsidize other debt issuance

Indonesia budget deficit
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This month the Indonesian Government and
Bank Indonesia agreed on a ‘burden sharing’
scheme under which Bl will directly purchase
from the Government almost Rp400 trn of bonds
(SBNs) — equivalent to about 4 of this year’s
financing requirement - at its benchmark
reverse repo rate, and return the interest
received to the Government

— Bl has so far purchased Rp36.7 trn of SBNs

— prior to this Bl had also purchased at least
Rp166irn of SBNs in the secondary market

Bl will also subsidise the interest on another
Rp177trn of bonds issued to fund loans to micro,
small and medium-sized businesses

This follows Bl's decision in mid-April to cut
banks’ reserve requirement ratio by 200bp,
coupled with a requirement that banks use the
funds thus ‘freed up’ to purchase SBNs

— banks’ holdings of SBNs have since increased
by Rp 213 trn (27%)

Bl calls all this ‘synergic monetary expansion’

Bl is also doing conventional monetary policy: it
cut its policy indicator rates by 25bp at this
month’s policy meeting
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Other medium-term risks for ‘peripheral Asia’

O ‘Second waves’ of infections
— particularly in those countries which are easing restrictions without having ‘flattened the curve’ (Indonesia, India)
— conversely, countries which maintain severe restrictions for longer in order to contain the spread of the virus face more near-term
downside economic risks (Philippines)

O ‘Reshoring’ to major advanced economies

— one likely consequence of the pandemic is a desire in ‘advanced’ economies for greater self-sufficiency in the supply of
‘strategic’ products — which could have adverse consequences for Asian economies (particularly Taiwan, Thailand, Malaysia,
Singapore and Vietnam) where participation in Global Value Chains has been an important driver of economic growth

— this may partly offset the potential gains to some countries (most notably Vietnam) from the relocation of production from China
in order to circumvent US tariffs on imports from China

O Protracted downturns or sluggish recoveries in major export markets
— more than 40% of Vietnam'’s and the Philippines’ exports, and around 30% of Taiwan’s and India’s, go to the US, Japan or EU

— while others, such as Malaysia and Hong Kong, are more directly exposed to China, a significant proportion of those exports are
indirectly exposed to developed markets

O Persistent investor risk aversion towards all ‘emerging markets’
— could adversely affect economies with persistent current account deficits or large FX-denominated debts, but in general Asia less
exposed than other EM regions
O Disappointment / exasperation with India’s failure to live up to expectations

d Climate change
— 6 of the 10 countries most affected by climate change over the past 20 years are in ‘peripheral Asia’ (Myanmar, Philippines,
Vietnam, Bangladesh, Thailand and Nepal)

— Alarge proportion of peripheral Asia’s population live in cities especially prone to rising sea levels

(eg Manila, Jakarta, Bangkok, Ho Chi Minh City, Yangon, Kolkata, Dhaka and Singapore) SAUL ESLAKE
CORINNA ECONOMIC ADVISORY




South and South-East Asian countries are among the most exposed to
risks from climate change
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To see this presentation again - or
Wednesday's presentation on the
Avustralian economy

Go to www.bettercallsaul.com.au

You can also subscribe to a weekly update

of these and other charts, as well as articles
and talks


http://www.bettercallsaul.com.au/
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This document has been prepared by Saul Eslake on behalf of Corinna Economic Advisory Pty Ltd, ABN 165 6468 058 69, whose registered office is
located at Level 11, 114 William Street, Melbourne, Victoria 3000 Australia.

This document has been prepared for the use of the party or parties named on the first page hereof, and is not to be further circulated or distributed
without permission.

This document does not purport to constitute investment advice. It should not be used or interpreted as an invitation or offer to engage in any kind of
financial or other transaction, nor relied upon in order to undertake, or in the course of undertaking, any such transaction.

The information herein has been obtained from, and any opinions herein are based upon, sources believed reliable. The views expressed in this
document accurately reflect the author’s personal views, including those about any and all financial instruments referred to herein. Neither Saul
Eslake nor Corinna Economic Advisory Pty Ltd however makes any representation as to its accuracy or completeness and the information should
not be relied upon as such. All opinions and estimates herein reflect the author’s judgement on the date of this document and are subject to
change without notice. The author and Corinna Economic Advisory Pty Ltd expressly disclaim any responsibility, and shall not be liable, for any loss,
damage, claim, liability, proceedings, cost or expense (“Liability”) arising directly or indirectly (and whether in tort (including negligence), contract,
equity or otherwise) out of or in connection with the contents of and/or any omissions from this communication except where a Liability is made
non-excludable by legislation.

Any opinions expressed herein should not be attributed to any other organization with which Saul Eslake is affiliated.
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