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What's new?

THE WORLD ECONOMY THIS WEEK - 17 January 2022

Q

The Omicron variant of Covid-19 has spread rapidly throughout much (though not all) of the world — with over 10mn new infections in the first week
of this year and 20mn in the second week - but so far appears to be resulting in proportionately fewer hospitalizations or deaths than earlier
variants (slides 5-6)

Leading international economic agencies - most recently the World Bank - expect a slowing in global economic growth this year (slides 18-19) as
fiscal and monetary policy stimulus are withdrawn (slides 23-24)

Producer prices have accelerated sharply around the world - but only in the US, and to a lesser extent the UK, is ‘core’ consumer price inflation
picking up significantly (slide 28) - and there are some tentative signs that most commodity prices (except, importantly, energy), shipping costs
and semi-conductor prices may have peaked (slide 29)

There’s very little sign of higher consumer price inflation in Asia, except in Korea (slide 31) - but by contrast, inflation has picked up significantly in
other ‘emerging’ market economies (slides 32-33)

US non-farm payroll employment rose less than expected (again) in December - but the payroll series may be under-stating employment gains
(slide 46) and other indicators point to a tight labour market in which wages are clearly rising (slide 47), in part because of continuing obstacles to
many demographic cohorts returning to work (slide 48)

US consumer price inflation reached its highest level in almost 40 years in December (slide 49) and has become a bit less narrowly-based,
although a small number of components are still responsible for most of the increases (slides 50-51)

The US incurred its second-largest ever goods and services trade deficit in November (slide 56)
Fed officials, from Chair Powell downwards, are sounding increasingly hawkish (slide 57)

Although its unemployment rate is lower, in almost every other respect the UK’s economy has under-performed the euro area’s since ‘Brexit’, and
it faces higher inflation (slides 59-63)

China registered a record frade surplus in December, and for 2021 as a whole (slide 73), reflecting ongoing strength in exports, the only area of
China’s economy with any real momentum: meanwhile ‘upstream’ inflation may have peaked (slide 74), opening the door to a slight easing in
monetary policy (slides 75-76)

The Bank of Korea - the only Asian central bank to have raised rates - lifted its policy rate another 25 bp last week (slides 97-98)
Central banks in Poland, Romania, Peru and Uruguay also raised rates (again) in the past two weeks (slides 111 and 116) SAUL ESLAKE
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The virus



The ‘omicron’ variant of the virus has spread rapidly around the world since
late November, but it appears to be less serious than earlier variants
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https://ourworldindata.org/coronavirus

6

The ‘omicron variant’ has spread rapidly in Europe, North America, Japan,

India and Australia - but it may now have peaked in South Africa

Daily new cases per million population — major countries and regions
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The highest cumulative infection and death rates (since the onset of the

pandemic) have been in Europe, South and North America
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Note: Data up to 14t January. Sources: University of Oxford, Our World in Data; Corinna. Return to "What's New".
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China continues to maintain very tight resirictions to suppress covid, and

some other couniries have tightened in response to omicron
Timing and severity of government restrictions on movement and gathering of people
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https://www.bsg.ox.ac.uk/research/research-projects/coronavirus-government-response-tracker#data

The US lags behind most other ‘advanced’ economies in fully vaccinating
its population while Japan is lagging with ‘booster’ shots

THE WORLD ECONOMY THIS WEEK - 17 January 2022
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Note: Data up to 14" January. Source: Our World in Data; Coronavirus (COVID-19) Vaccinations. Return to "What's New".
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Vaccine hesitancy is now higher in the US and (surprisingly) in Germany

than in other ‘advanced’ economies — and has fallen sharply in Australia

Covid-19 vaccine hesitancy, selected ‘advanced’
economies, December 2021
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https://github.com/YouGov-Data/covid-19-tracker

In the US there’s a strong correlation between voting patterns and vaccine

hesitancy, and between vaccination rates and infection rates

Vaccination rates vs Trump vote at 2020 elections,

by state
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https://cookpolitical.com/2020-national-popular-vote-tracker
https://ourworldindata.org/covid-vaccinations
https://usafacts.org/issues/coronavirus/

The vaccine roll-out has proceeded much more slowly among low- and

lower-middle income countries

Percentage of populations who have had two Percentage of populations who have had a
vaccinations, by income group ‘booster’ shot, by income group
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Voter approval of governments’ handling of Covid has improved in Asia

but deteriorated in the US and most of Europe

Voter approval of their government’s handling of the coronavirus pandemic
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Note: There have been no new polls published since mid-December. Source: YouGov, Covid-19 fracker: government handling. Refurn o "What's New".



https://yougov.co.uk/topics/international/articles-reports/2020/03/17/perception-government-handling-covid-19

The world



27 countries (out of 52 for which seasonally-adjusted Q3 GDP estimates are

available) have surpassed their pre-pandemic peaks

Q3 2021 real GDP compared with pre-recession peak
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Estimate for China derived from quarterly growth rates published by China NBS; estimates for India and Indonesia are seasonally adjusted by the OECD. Source: T —
15 National stafistical agencies and central banks. Return fo "What's New". %%Rg:’;?‘ DCEN' ECO':‘OM'CS




The world economy grew by about 4%:% over the year to Q3 - down from

11% over the year to Q2 which was flattered by comparison with Q2 2020

World and OECD area real GDP growth
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https://data.oecd.org/gdp/quarterly-gdp.htm#indicator-chart

The more ‘advanced’ Asian economies, Australia’s & NZ's and the US's,
have recovered more rapidly from last year's recessions than Europe’s

THE WORLD ECONOMY THIS WEEK - 17 January 2022
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The World Bank this month forecast a significant slowing in global

economic growth this year and next as policy stimulus is withdrawn

Major global institutions’ growth forecasts for 2021- 2023 compared

Actual IMF OECD World Bank Australian/NZ Treasury

2010-19* 2020 2021 2022 2023 2021 2022 2023 | 2021 2022 2023 | 2021 2022 2023

us 2.2 -3.5 6.0 5.2 2.2 5.6 3.7 2.4 5.6 3.8 2.3 5.5 4.3 2.3
China 7.7 2.3 8.0 5.6 53 8.1 5.1 5.1 8.0 5.1 53 8.0 5.0 53
Euro area 1.3 -6.6 5.0 4.3 2.0 5.2 4.3 2.5 4.2 3.7 2.6 5.0 4.3 2.0
India 7.0 -8.0 9.5 8.5 6.6 9.4 8.1 5.5 8.3 8.7 6.8 8.5 8.5 6.5
Japan 1.2 -4.8 24 3.2 1.4 1.8 3.4 1.1 1.7 2.9 1.2 2.0 3.3 1.0
UK 1.8 -9.9 6.8 5.0 1.9 6.9 4.7 2.1 na na na na na na
Australia 2.6 -2.4 3.5 4.1 2.6 3.8 4.1 3.0 na na na 3.8% 3.5% 2.3%
New Zealand 2.9 -3.0 5.1 3.3 1.7 4.7 3.9 2.6 na na na 0.8t 4.9t 2.2t
World 3.7 -3.3 5.9 4.9 3.6 5.6 4.5 3.2 5.5 4.1 3.2 5.8 4.5 3.5
World tfrade 3.7 -8.5 9.7 6.7 4.5 9.3 4.9 4.5 9.5 5.8 4.7 na na na
World inflation 3.5 3.2 4.3 3.8 3.3 3.5 4.2 3.0 na na na na na na

Note: » Annual average. * Forecasts for fiscal years beginning 15" July (and finishing 30™ June following year) f Forecasts by New Zealand Treasury for fiscal years beginning
1st July. Sources : International Monetary Fund (IMF), World Economic Outlook, 12 October 2021; The World Bank, Global Economic Prospects, 111 January 2022;
Organization for Economic Co-operation & Development (OECD), Economic Outlook, 1f December 2021, ; Australian Treasury, 2021-22 Mid-Year Economic and Fiscal SA U L ES LA K E

th . H H th " 1 “
5 Outlook, 16 December 2021; New Zealand Treasury, Half Year Economic and Fiscal Update 2021, 150 December 2021. Retfurn fo "What's New". I R /IS Y
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https://www.imf.org/en/Publications/WEO/Issues/2021/10/12/world-economic-outlook-october-2021
https://openknowledge.worldbank.org/bitstream/handle/10986/36519/9781464817601.pdf
https://www.oecd.org/economic-outlook/
https://budget.gov.au/2021-22/content/myefo/download/02_part_2.pdf
https://www.treasury.govt.nz/publications/efu/half-year-economic-and-fiscal-update-2021
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The OECD’s latest forecast makes largely offsetting revisions to its outlook
for economic growth, but upward revisions to its outlook for inflation

OECD real GDP growth forecasts

Revision from

December September
forecast (%) (pc pts)
2021 2022 2021 2022

Advanced economies
us 5.6 3.7 -0.4 -0.2
Euro zone 5.2 4.3 +0.9 -0.3
Japan 1.8 34 -0.7 +1.3
UK 6.9 4.7 +0.2 -0.5
Australia 3.8 4.1 -0.2 +0.8
New Zealand 4.7 3.9 +1.2 +0.1

Emerging economies

China 8.1 5.1 -0.4 -0.7
India 9.4 8.1 +2.7 -1.8
Brazil 5.0 1.4 -0.2 -0.9
Russia 4.3 2.7 +1.6 -0.7
World 56 4.5 -0.1 0.0
OECD area inflation 3.5 4.2 +0.8 +1.8

Source: OECD, Economic Outlook, Volume 2021 Issue 2, 15t December

2021. Return to "What's New".

0 The OECD’s most recent Economic Outlook, published at the beginning of

December, depicts the recovery in the global economy as having “lost
momentum and becoming increasingly imbalanced”

- “persisting supply bottlenecks, rising input costs and the continued effects of the
pandemic” are sapping the momentum from the strong rebound after re-opening

— while “stronger and longer-lasting inflation pressures have emerged in all
economies at an unusually early stage of the cycle”, with “labour shortages
emerging even though employment and hours worked are yet to recover fully”

The OECD expects that “supply-side constraints and shortages should wane

graduqlly through 2022-23"
with consumer price inflation in OECD countries “projected to peak by the end of
2021" at close to 5%, falling to around 3'2% by end-2022 and 3% in 2023

— while global growth is expected to “moderate over time”, from 5.6% in 2021 to
4'2% in 2022 and 3% in 2023

— Covid-19 should become “progressively less of a factor in global economic
outcomes over coming years”, unless “new, more dangerous variants of the virus
emerge”

O The OECD notes that business investment has been “recovering quickly”,

and that “changes in business practices in many firms” triggered by the
pandemic may have had a positive net effect on firms’ productivity

It recommends that central banks in major advanced economies should
become “less accommodative”, initially by tapering asset purchases and
then by raising policy interest rates — while abrupt withdrawals of fiscal
policy support “should be avoided whilst the near-term outlook is still
uncertain” SAUL ESLAKE
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https://www.oecd-ilibrary.org/economics/oecd-economic-outlook/volume-2021/issue-2_66c5ac2c-en
https://www.oecd-ilibrary.org/sites/66c5ac2c-en/1/3/1/index.html?itemId=/content/publication/66c5ac2c-en&_csp_=9b4ecb1aafc11518f34da944ee244a5b&itemIGO=oecd&itemContentType=book#chapter-d1e104

World trade volumes rose 1.6% in October after a 2.4% decline between

March and September

World trade volumes and container throughput
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Sources: CPB Netherlands Economic Planning Bureau, World Trade Monitor (November data to be released on 25" January); Institute of Shipping Economics &
20 Logistics (ISL) and RWI Leibniz-Institut fUr Wirtschaftsforschung (RWI) Container Throughput Index; Taiwan Ministry of Economic Affairs. Retfurn fo "What's New".

2015=100

2010=100

- 140

i J/q"y
J | L
RW-ISL container 'J
1 throughput index Ly
(left scale),
A
07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22

—— RWI-ISL container throughput index (left scale)
CPB World trade volume index (right scale)

130

120

110

100

90

80

Taiwan export orders and world frade volumes

30

25

20

15

10

-10

-15

% change from year earlier % change from year earlierr 100

»f

01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22

—— Volume of world trade (left scale)
—— Taiwan export orders, fwd 3 months (right scale)

SAUL ESLAKE

CORINNA ECONOMIC ADVISORY

INDEPENDENT ECONOMICS


https://www.cpb.nl/en/worldtrademonitor
https://www.isl.org/en/containerindex
https://www.moea.gov.tw/Mns/dos_e/bulletin/Bulletin_En.aspx?kind=14&html=1&menu_id=6744

The spread of omicron has prompted a renewed downturn in aviation

traffic
THE WORLD ECONOMY THIS WEEK - 17 January 2022

Daily commercial flights worldwide Daily US TSA ‘security’ checks
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TSA checks up to 16" December. Thicker coloured lines are 7-day centred moving averages of daily data plotted in thin grey lines. Sources: Flightradar24.com; US
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https://www.flightradar24.com/data/statistics
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December PMIs show continued strength in manufacturing in most major
economies but a softening in services activity in ‘advanced’ economies

THE WORLD ECONOMY THIS WEEK - 17 January 2022
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Note: Purchasing Managers’ Indexes (PMlIs) are derived from surveys of senior executives, who are asked to report whether various dimensions of business activity recorded
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https://www.ismworld.org/supply-management-news-and-reports/reports/ism-report-on-business/
https://www.markiteconomics.com/public
https://www.caixinglobal.com/index/

Fiscal policy in almost all major economies is set to tighten significantly in

2022
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SAUL ESLAKE

CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS



https://www.imf.org/en/Publications/FM
https://www.imf.org/en/Publications/WEO

In December, the Bank of England became the first major ‘advanced’

economy ceniral bank to raise rates — but the Fed will likely do so in March

Maijor central bank policy interest rates Major central bank balance sheets
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central bank assets as a pc of GDP in Q3 2020 are in large part due to rebounds in nominal GDP. Bank of Canada balance sheet data for January 2022 will be released SA U L ES LA K E
at the beginning of February. Sources: US Federal Reserve; European Central Bank; Bank of Japan; Bank of England; Bank of Canada; national statistical agencies;
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https://www.federalreserve.gov/releases/H41/default.htm
https://www.ecb.europa.eu/press/pr/wfs/html/index.en.html
https://www.boj.or.jp/en/statistics/boj/other/ac/index.htm/
https://www.bankofengland.co.uk/weekly-report/balance-sheet-and-weekly-report
https://www.bankofcanada.ca/rates/banking-and-financial-statistics/bank-of-canada-assets-and-liabilities-weekly-formerly-b2/
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Money supply growth has slowed sharply from the peaks recorded earlier

this year as large monthly increases a year ago ‘wash out’
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Japanese, US and UK governments, Canadian corporations and Australian

households appear most exposed to increases in interest rates
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Source: Bank for International Settlements, Credit Statistics: latest data are for Q2 2021, Q3 data will be released on 28™ January. Return to "What's New". CORINNA ECONOMIC ADVISORY
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https://www.bis.org/statistics/about_credit_stats.htm?m=6%7C380

In major ‘developing’ economies it's usually governments that are most
exposed to rising interest rates — except for China, Russia and Turkey
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060708021011 121314151617 18 22

SAUL ESLAKE

CORINNA ECONOMIC ADVISORY

19 20 21

INDEPENDENT ECONOMICS


https://www.bis.org/statistics/about_credit_stats.htm?m=6%7C380

28

Producer prices are surging in all major economies: but only in the US and

the UK is this feeding into markedly higher core CPIl inflation
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For a more detailed analysis of recent US inflation data see slides 47-53. Sources: US Bureau of Labor Statistics; Stafistics Bureau of Japan;
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Eurostat; UK Office for

National Statistics; Statistics Canada; Statistics Sweden. Return to "What's New".
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https://www.bls.gov/bls/inflation.htm
https://www.stat.go.jp/english/data/cpi/1581-z.html
https://ec.europa.eu/eurostat/web/hicp
https://www.ons.gov.uk/economy/inflationandpriceindices
https://www.statcan.gc.ca/eng/subjects-start/prices_and_price_indexes
https://www.scb.se/en/finding-statistics/statistics-by-subject-area/prices-and-consumption/consumer-price-index/consumer-price-index-cpi/
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Except for energy, the global factors which have coniributed to ‘upstream’

price pressures in recent months seem to have peaked (at least for now)
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The IMF commodity price indices were re-based to 2016 =

Datastream.
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https://www.imf.org/en/Research/commodity-prices
https://fbx.freightos.com/
https://www.drewry.co.uk/supply-chain-advisors/supply-chain-expertise/world-container-index-assessed-by-drewry
https://www.balticexchange.com/en/data-services/market-information0/dry-services.html

Export orders for Taiwanese ICT products rebounded strongly in November

after falling sharply in October

THE WORLD ECONOMY THIS WEEK - 17 January 2022
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Note: Data have been seasonally adjusted by Corinna using Refinitiv Datastream.

Latest data are for November 2021.
Source: Taiwan Ministry of Economic Affairs. Return to "What's New".

Taiwan accounts for 63% of the US$85bn global semi-conductor

chip market (followed by Korea 18% and China 6%)

— one Taiwanese company, Taiwan Semiconductor Manufacturing Co
(TSMC) has 54% of the world market, and United Microelectronics Co
(UMC) a further 7% (Samsung accounts for Korea’s 18%)

Semiconductor fabrication plants (“fabs™) use very large amounts

of water to rinse chips during their manufacture - a typical fab

uses 7'2-15 miillion litres of water daily (and water in Taiwan is very

cheap, at less than US40¢ /1)

Taiwan had been experiencing its worst drought in 56 years,

resulting in rationing of water supplies including to semi-

conductor manufacturers

— although recent heavy rainfalls appear to have broken the drought

World-wide semi-conductor production has also been crimped by

plant shutdowns in Vietnam, Malaysia and the Philippines due to

covid-19 outbreaks, and by damage caused by a fire at a
Japanese fab earlier this year and a storm at a Texas plant
Shortages of semi-conductor chips have caused major
headaches for the motor vehicle industry (which uses lots of them)
Foreign orders for Taiwanese ICT products rebounded 11.7% in
November, from a 12.4% fall in October, though were still almost
12% below their peak in March last year

— orders for other electronic products were up 17.7% in November, to a
new record high


https://www.moea.gov.tw/Mns/dos_e/bulletin/Bulletin_En.aspx?kind=14&html=1&menu_id=6744
https://www.bbc.com/news/world-asia-56798308
https://www.washingtonpost.com/us-policy/2021/09/23/chip-shortage-forecast-automakers/?variant=45bcfc8a951d56c3

There’s been very little pass-through of higher producer prices into ‘core’

consumer price inflation in Asia
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Note: ‘Core’ CPIs measure different things in different Asian economies — see footnotes to slide 89. Sources: China National Bureau of Stafistics; Statistics Korea; Bank of Korea; SAU L ES LAK E
Taiwan Statistical Bureau; Singstat; Monetary Authority of Singapore; Statistics Indonesia; Philippine Statistics Authority; Thailand Bureau of Trade and Economic Indices;
Department of Statistics Malaysia. Return to "What's New".
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https://data.stats.gov.cn/english/index.htm
http://kostat.go.kr/portal/eng/pressReleases/9/2/index.board
https://www.bok.or.kr/eng/bbs/E0000634/view.do?nttId=10065593&menuNo=400069&pageIndex=1
https://eng.stat.gov.tw/ct.asp?xItem=12092&ctNode=1558&mp=5
https://www.singstat.gov.sg/publications/economy/ppi-highlights
https://www.mas.gov.sg/-/media/MAS/SORA/Historical-SORA-data---Jul-2005-to-Jul-2020.xlsx
https://www.bps.go.id/subject/3/inflasi.html#subjekViewTab3
https://psa.gov.ph/statistics/survey/price/summary-inflation-report-consumer-price-index-2012100-july-2021
http://www.indexpr.moc.go.th/price_present/tableindexCpi_bot.asp
https://www.dosm.gov.my/v1/index.php?r=column/ctwoByCat&parent_id=105&menu_id=bThzTHQxN1ZqMVF6a2I4RkZoNDFkQT09
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Consumer price inflation is rising sharply across Latin America (except for

Venezuela, where it's now down to less than 675%!)
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(Colombia); Instituto Nacional de Estadistican e Informdtica (Peru); Instituto Nacional de Estadisticas (Chile); Instituto Nacional de Estadistica (Paraguay); Instituto Nacional de

Estadistica y Censos (Argentina); Instituto Nacional de Estadistica (Venezuela). Return to "What's New".
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https://www.ibge.gov.br/en/home-eng.html
https://en.www.inegi.org.mx/
https://www.dane.gov.co/index.php/en/
https://www.inei.gob.pe/
https://www.ine.cl/
https://www.ine.gov.py/
https://www.indec.gob.ar/indec/web/Institucional-Indec-QuienesSomosEng
http://www.ine.gov.ve/
http://www.ine.gov.ve/

Consumer price inflation is also rising across Ceniral and Eastern Europe,

and in South Africa
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samsakhuri (Georgia); Statistics South Africa; Turkstat. Return to "What's New".
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https://eng.rosstat.gov.ru/
https://stat.gov.pl/en/
https://www.czso.cz/csu/czso/home
https://www.ksh.hu/?lang=en
https://ukrstat.org/en
https://www.geostat.ge/en
http://www.statssa.gov.za/
https://www.tuik.gov.tr/Home/Index
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Residential property prices have been remarkably resilient in most

countries thanks to record-low interest rates and ample supply of credit

House price indices
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Note: House price indices shown in these charts are those published by S&P-CorelLogic Case Shiller nafional (United States); Teranet-Natfional Bank (Canada); CorelLogic
(Australia); Real Estate Institute of New Zealand; China Index Academy; Japan Real Estate Institute (Tokyo condominiums); Kookmin Bank house price index (Koreay);

Centaline Centa-City Index (Hong Kong); Urban Redevelopment Authority (Singapore); Europace hauspreisindex (Germany); Halifax house price index (UK); Central Stafistics

Office RPPI (Ireland); Fotocasa real estate index (Spain); Statistics Netherlands; Eiendom Norge (Norway). These indices have been chosen for their fimeliness and widespread
recognition: they do not necessarily all measure the same thing in the same way. For more comprehensive residential property price data see the quarterly database
maintained by the Bank for International Settlements. Return to "What's New".
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https://www.spglobal.com/spdji/en/index-family/indicators/sp-corelogic-case-shiller/sp-corelogic-case-shiller-composite/#overview
https://housepriceindex.ca/#maps=c11
https://www.corelogic.com.au/research/monthly-indices
https://www.reinz.co.nz/residential-property-data-gallery
https://industry.fang.com/en/reports.html
https://www.reinet.or.jp/en/tentative_calculation.html/
https://omoney.kbstar.com/quics?page=oeng#loading
http://www1.centadata.com/cci/notes_e.htm
https://www.ura.gov.sg/Corporate/Media-Room/Media-Releases/pr21-01:~:text=The%20Urban%20Redevelopment%20Authority%20(URA,points%20in%204th%20Quarter%202020
https://report.europace.de/epx-hedonic/
https://www.halifax.co.uk/media-centre/house-price-index.html
https://www.cso.ie/en/releasesandpublications/ep/p-rppi/residentialpropertypriceindexseptember2020/
https://www.fotocasa.es/indice/#/filter/eyJ0cmFuc2FjdGlvbiI6ImJ1eSJ9
https://www.cbs.nl/en-gb/figures/detail/83910ENG?q=house%20prices
https://eiendomnorge.no/housing-price-statistics/category936.html
https://www.bis.org/statistics/pp.htm?m=6%7C288%7C640

Ten-year government bond yields have been edging higher in most

markets but remain low by historical standards
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Note: Data up to 14" January. For bond yields in other large euro area member states see slide 64, and for bond yields in Asian economies see slide 98.
Source: Refintiv Datastream. Refurn fo "What's New".
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10-year government bond yields have also been rising in most large

‘emerging’ markets, apart from China
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Note: Data up to 14" January. For bond yields in other Asian economies see slide 98.
Source: Refintiv Datastream. Refurn fo "What's New".
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The US dollar has been strengthening against most major currencies over

the past six months, while the yen has been weakening

US doliar Euro Swiss franc
130 7 ¥ per Us$ US$ per€ - 1.00 1.30 7 US$ per € ¥pere [ 145 0.95 7sW frper € Sw frperUs$  1.05
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Japanese yen Sterling Canadian & Australian dollars
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SAUL ESLAKE
Note: Data up to 14 January. For Asian exchange rates see slide 100. Source: Refintiv Datastream. Refurn to "What's New". CORINNA ECONOMIC ADVISORY
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The US and euro area stock markets finished 2021 at record highs and
have continued to advance in the early part of 2022
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Note: Data up to 14" January. Source: Refintiv Datastream. For East Asian stock markets see slide 101. Return fo "What's New".
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The United States



US real GDP grew just 0.6% in Q3, to be 1.4% above its pre-pandemic peak

but 1.6% shy of its ‘potential’ level

Level of real GDP
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Terms of frade gains have
boosted US real gross
domestic income (over and
above growth in real GDP)
by 0.2% since Q4 2019
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Note: the 'oufpuf gap’ is the difference between actual and potential GDP (the volume of goods & services that could be produced if the economy were operating at full

capacity); the 'tferms of tfrade’ is the ratio of the implicit price deflator of exports of goods & services to that of imports of goods & services — it gives an indication of the income
gains or losses arising from changes in the prices of goods and services traded between the US and the rest of the world. Sources: US Bureau of Economic Analysis, Gross
40 domestic product; US Congressional Budget Office, 10-Year Economic Projections; US Bureau of Labor Statistics, Labor Productivity and Costs. Refurn to "What's New".
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https://www.imf.org/external/pubs/ft/fandd/2013/09/basics.htm#:~:text=The%20output%20gap%20is%20an,that%20is%2C%20at%20full%20capacity
https://data.oecd.org/trade/terms-of-trade.htm
https://www.bea.gov/data/gdp/gross-domestic-product
https://www.cbo.gov/system/files/2021-07/55022-2021-07-historicaleconomicdata.zip
https://www.bls.gov/lpc/

4

Higher-frequency indexes of overall and regional US economic activity

point to continued strong economic growth in the near term

NY Fed weekly economic index
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Sources: Federal Reserve Bank of New York, Weekly Economic Index and The Yield Curve as a Leading Indicator; Federal Reserve Bank of Chicago, Chicago Fed National SAU L ES LAK E

Activity Index (CENAI); The Conference Board, Global Business Cycle Indicators; Federal Reserve Bank of Philadelphia, Regional Economic Analysis, Manufacturing and Non-

Manufacturing Business Outlook Surveys; Federal Reserve Bank of Dallas, Texas Business-Cycle Index. Refurn to "What's New".
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https://www.newyorkfed.org/research/policy/weekly-economic-index#/
https://www.newyorkfed.org/research/capital_markets/ycfaq.html#/
https://www.chicagofed.org/publications/cfnai/index
https://www.conference-board.org/data/bciarchive.cfm?cid=1
https://www.philadelphiafed.org/surveys-and-data/regional-economic-analysis
https://www.dallasfed.org/research/econdata/coini.aspx

US personal income, spending and saving are starting to ‘normalize’ after
the exiraordinary distortions associated with the pandemic
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Note: data on personal income, spending and saving are monthly; data on debt and net worth are quarterly. Sources: US Bureau of Economic Analysis, Gross Domestic SAU L ES LAK E

Product, Consumer Spending and Income and Saving ; US Federal Reserve, Financial Accounts of the United States - Z1. Return to "What's New".
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https://www.bea.gov/data/gdp/gross-domestic-product
https://www.bea.gov/data/consumer-spending
https://www.bea.gov/data/income-saving
https://www.federalreserve.gov/releases/z1/default.htm

Retail sales fell in the last iwo months of last year as consumers became
more concerned about inflation, and spent more on travel
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Consumer sentiment Level of ‘core’ retail sales Retail inventories-sales ratios
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Note: ‘Core’ retail sales excludes motor vehicles, petrol stations and building materials stores. Sources: Michigan University Survey Research Center, Survey of Consumers; SA U L Es LA K E

The Conference Board, US Consumer confidence; US Census Bureau, Monthly Retail Trade. Return to "What's New". CORINNA ECONOMIC ADVISORY
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http://www.sca.isr.umich.edu/
https://www.conference-board.org/topics/consumer-confidence
https://www.census.gov/retail/index.html

The US housing market is strong, with new construction activity at close to a

16-year high, and prices continuing to rise

Housing construction spending New single-family home sales Mortgage delinquency rate
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Sources: US Census Bureau, Construction Spending, New residential construction and New Residential Sales; US National Association of Realtors, Existing-Home Sales; SA U L ES LA K E

44 Mortgage Bankers' Association, Nafional Delinqguency Survey; S&P Global, S&P CorelLogic Case-Shiller Home Price Indices. Return fo "What's New". CORINNA ECONOMIC ADVISORY
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https://www.census.gov/construction/c30/c30index.html
https://www.census.gov/construction/nrc/index.html
https://www.census.gov/construction/nrs/index.html
https://www.nar.realtor/research-and-statistics/housing-statistics/existing-home-sales
https://www.mba.org/news-research-and-resources/research-and-economics/single-family-research/national-delinquency-survey
https://www.spglobal.com/spdji/en/index-family/indicators/sp-corelogic-case-shiller/sp-corelogic-case-shiller-composite/#overview

US corporate profits and balance sheets are sirong, and investment is
increasing — except in non-residential construction
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Sources: US Bureau of Economic Analysis, Gross Domestic Product; US Federal Reserve, Financial Accounts of the United States - 71; The Conference Board, US CEO Confidence; SAU L ES LAK E
National Federation of Independent Business, Small Business Economic Trends; US Commerce Department, Manufacturers' Shioments, Inventories and Orders. Return fo "What's
New".
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https://www.bea.gov/data/gdp/gross-domestic-product
https://www.federalreserve.gov/releases/z1/default.htm
https://www.conference-board.org/topics/CEO-Confidence
http://www.nfib-sbet.org/
https://www.census.gov/manufacturing/m3/index.html
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US non-farm payrolls rose by only 199K (0.1%) in December, but a larger

gain the household survey measure saw unemployment fall to 3.9%

Non-farm payroll employment
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The so-called ‘Great Resignation’ may mean the non-accelerating inflation
rate of unemployment (‘NAIRU’) is higher than the Fed thinks
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Note: Measures of average hourly earnings (especially the all-industries measures) and of average compensation per hour are affected by changes in the composition of
employment (so for example they rose sharply in Q2 2020 when large numbers of low-paid workers were laid off and fell markedly when they returned to work) whereas the

Atlanta Fed ‘wage growth tracker’ (which tracks the wage growth of individuals) and the wages component of the ECI (which is very similar to the ABS' Wage Price Index) are
not. Sources: US Bureau of Labor Statistics, Job Openings and Labor Turnover Survey, Current Employment Statistics, Employment Cost Trends and Labor Productivity and Costs;

Federal Reserve Bank of Atlanta Center for Human Capital Studies, Wage Growth Tracker. ‘Refurn to "What's New".
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US labour market tightness owes a lot to restrictions on immigration, and to

barriers to the return to the labour market of specific groups

Civilian working age population
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‘E-pop’ ratio - women 25-54

76 4 % of population
aged 20+
74
72
70
68 1 Mothers' ability to return to work has
66 - been particularly circumscribed by
school closures

64
62 T T T T T 1

92 97 02 07 12 17 22
‘E-pop’ ratio — people 55 & over
40 4 % of population

aged 55+

38 -
36 -
34
32
30 -
28 -
26 T T T T T 1

92 97 02 07 12 17 22

SAUL ESLAKE

CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS



https://www.bls.gov/news.release/empsit.toc.htm

US consumer price inflation has accelerated sharply, to its fastest pace in

392 years, and prices increases have become a bit less narrowly based

Producer price index
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Sources: US Bureau of Labor Statistics, Producer Price Index, Import and Export Price Indexes and Consumer Price Index; US Bureau of Economic Analysis, Personal Consumption
49 Expenditures Price Index; Federal Reserve Bank of Cleveland, Median CPI; Federal Reserve Bank of Dallas, Timmed Mean PCE Inflation Rate. Refurn to "What's New".
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The ‘spikes’ in US inflation in April-June and October-November have been

largely attributable to a relatively small number of CPl components

Contributions to recent monthly changes Price indices for items which have contributed most to recent monthly
in the US CPI changes in the ‘core’ US CPI (rebased to December 2019 = 100)
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Note: '‘HOER' = home-owners’ equivalent rent (a measure of the ‘imputed rent’ notionally paid by owner-occupiers to themselves), and which accounts for (an uncommonly SAU L ESLAK E
large, by international standards) 28'42% of the CPI excluding food and energy. Source: US Bureau of Labor Stafistics, CPI Table é; Corinna. Return to "What's New". CORINNA ECONOMIC ADVISORY
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The rise in inflation as measured by the PCE deflator is largely attributable
to the imbalance between demand for and supply of durable goods
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Composition of personal Aggregate demand for and Implicit price deflators of
consumption expenditures supply of durable goods personal consumption
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Note: ‘Aggregate demand’ for durable goods comprises personal consumption of durable goods plus business investment in equipment. ‘Aggregate supply’ of SAU L ES LAKE
durable goods comprises gross domestic product (final sales plus change in inventories) plus net imports of durable goods. Sources: US Bureau of Economic Analysis,
National Income and Product Accounts, Section 2 — Personal Income and Outlays, Tables 2.8.3-5, 1.1.6, 1.2.6 and 4.2.6. Return fo "What's New". CORINNA ECONOMIC ADVISORY
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There have been some serious supply-chain difficulties in the US -

particularly in the auto sector — but they may have now peaked

Manufacturers’ order backlogs
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Note: The diffusion index of order backlogs is 50 plus the percentage of respondents reporting longer backlogs minus the percentage reporting shorter backlogs (and similarly

for customer inventories). ‘Reasons for < full capacity’ means reasons for operating at less than full capacity. Sources: Institute for Supply Management, Report on Business;
US Census Bureau, Quarterly Survey of Plant Capacity Utilization; Board of Governors of the Federal Reserve System, Industrial Production and Capacity Utilization - G17.
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Survey-based measures suggest ‘upsiream’ price pressures may be
peaking - while longer-term household inflation expectations remain stable
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Congress seems unlikely to pass anything resembling the Administration’s

S$1'%irn ‘Build Back Better’ legislation in its present form

US Federal budget deficit
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Note: The measure of US gross federal debt is at market value. Sources: US Treasury Department Bureau of the Fiscal Service, Monthly
Treasury Statement and Ireasury Bulletin ; Federal Reserve Bank of Dallas, Market Value of US Government Debf; Brookings, Hutchins

Center Fiscal Impact Measure; Corinna. Return to "What's New".

The US Federal Government budget deficit
narrowed by USS$S170bn to just $21bn in
December, the smallest since December 2019,
reflecting a surge in personal and payroll tax
revenues

For the 12 months ended December the
budget deficit totalled $2.58 trn (13.4% of GDP),
down from a peak of $4.1 trn (22.2% of GDP) in
the 12 months ended June

The market value of gross federal debt
outstanding rose $571bn to $30.7irn (160.3% of
GDP) at the end of December

The Fed now holds almost 21% of the total
stock of outstanding US Government debt (up
from 11% prior to the onset of the pandemic),
while the share held by agencies and trusts
(such as the Social Security Trust Fund) has
fallen to just under 22% (from 26%) and the
share held by foreign investors has fallen to
262% from a peak of 34% in 2014 and 2015
The Administration’s $1.5trn “Build Back Better”
spending bill seems unlikely to pass Congress
in anything resembling its current form
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Any ‘excess demand’ resulting from ‘excessive’ stimulus is more likely to

show up in the US current account deficit than in sustained higher inflation

US current account balance Gross saving and investment
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The US current account has widened Investment didn’t fall much during the The dramatic increase in the budget
since the onset of the pandemic- Covid recession as in previous ones - deficit during and after the Covid
induced recession — and has become perhaps because it didn’t rise as much as recession has been largely (but not
larger (as a pc of GDP) than at any usual during the preceding expansion totally) offset by an increase in house-
time since the financial crisis (corporate tax cuts notwithstanding) hold saving

Note: shaded areas denofe recessions as designated by the US National Bureau of Economic Research. Data up to Q3 2021. Sources: US Bureau of Economic Analysis, SAU L ES LAK E
International Transactions, International Services, and International Investment Position (lIP) Tables and National Income and Product Accounts Section 5 — Saving and CORINNA ECONOMIC ADVISORY
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The US trade deficit widened sharply again in November, to $80.2bn, the

second-largest ever recorded

US goods trade balance
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Source: US Census Bureau, Foreign Trade; and US Bureau of Economic Analysis, U.S. Infernational Trade in Goods and Services. Refurn to "What's New".
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The US goods trade deficit widened by
USS15bn to a new record $98bn in
November, reversing the sharp fall in

October

— exports fell 1.8%, after an 11.1% increase in
October, with declines in most broad
categories except food & beverages, while
imports rose 5.1%, the largest monthly increase
since March

The services surplus widened by $2.1bn to
$18.8bn in November

— services exports rose 5.0% while services
imports rose 2.3%

November’'s combined goods and services
deficit of $80.2bn was $13bn larger than
October’s, and second only to the record

$81 .4bn deficit in September

for the first eleven months of 2021 the goods
and services deficit was $785bn, up from
$611bnin the corresponding period of 2020

— the deficit for 2021 as a whole seems likely to
exceed $800bn, well above the previous record
of $755bn in 2006

SAUL ESLAKE

CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS


https://www.census.gov/foreign-trade/index.html
https://www.bea.gov/news/2021/us-international-trade-goods-and-services-october-2021

The US Federal Reserve is likely to complete its ‘tapering’ of asset purchases
by March, and will raise rates three, or possibly four, times this year
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O At its last meeting for 2021, the US Federal Reserve’s Federal Open Market Committee decided to accelerate the

‘tapering’ of its asset purchases

— it will now reduce its purchases of US Treasuries and mortgage-backed securities by US$20bn and $10bn a month,
respectively, implying that purchases would cease by mid-March, three months sooner than previously foreshadowed

Given that the Fed has previously insisted that it wouldn’t start raising rates before ending its ‘QE’, this decision

clears the way for interest rates to begin sooner than previously signalled

— a prospect which was clearly reflected in Board members' and regional Presidents' projections of the ‘appropriate path’ for
the Fed funds rate, the median of which for end-2022 was revised up to 0.9% (cf. 0.3% in September), for end-2023 to 1.6%
(from 1.0%) and for end-2024 to 2.1% (from 1.8%)

In his post-meeting press conference Fed Chair Jerome Powell noted that inflation had “exceeded 2% for some
time”, with price increases having now “spread to a broader range of goods and services”, and that all FOMC
members now expected that “labour market conditions consistent with ... maximum employment” (the Fed’s
other ‘test’ for beginning to raise interest rates) “will be met next year”

— the median projection for ‘core’ PCE inflation at end-2022 was raised to 4.4% (from 3.7%) and for end-2022 to 2.6% (from
2.2%), while the median projection for unemployment at the end of this year was lowered to 3.7% (from 4.4%) and for the
end of next year to 3.5% (from 3.8%), at which it is then expected to remain through 2023

At their Senate confirmation hearings this week both Powell and incoming Vice-Chair Lael Brainard nominated
“getting inflation back down to 2% while sustaining recovery” as their “most important task”

— other senior Fed officials, including St Louis Fed President James Bullard, Chicago Fed President Charles Evans and
Philadelphia Fed President Patrick Harker this week all foreshadowed support for four increases in the fed funds rate this year,
starting in March
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The euro area had a smaller contraction in economic activity in 2020, and
has since had a sironger rebound, than the UK

Euro area and UK real GDP

Euro area quarterly GDP growth

Contributions to quarterly EA GDP
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Euro area and UK terms of trade

UK quarterly GDP growth
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Note: the 'terms of frade’ is the ratio of the implicit price deflator of exports of goods & services to that of imports of goods & services — it gives an indication of the income
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gains or losses arising from changes in the prices of goods and services traded with the rest of the world. Sources: Eurostat, National accounts - Main tables; UK Office for
59 National Statistics, GDP quarterly national accounts time series. Return to "What's New".



https://ec.europa.eu/eurostat/web/national-accounts/data/main-tables
https://www.ons.gov.uk/economy/grossdomesticproductgdp/datasets/quarterlynationalaccounts

Unemployment is much lower in the UK than in the euro areq, but in other

respects euro area households are in a stronger position
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Statistics, Employment in the UK, Unemployment rate (note, UK unemployment data are shown as a three-month moving average), Labour productivity, and UK

60 Economic Accounts time series; Bank for International Settlements, Credit to the non-financial sector. Return to "What's New".
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https://ec.europa.eu/eurostat/web/lfs/data/database
https://ec.europa.eu/eurostat/web/products-datasets/-/tec00131
https://ec.europa.eu/eurostat/web/products-datasets/-/namq_10_lp_ulc
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/bulletins/employmentintheuk/latest
https://www.ons.gov.uk/employmentandlabourmarket/peoplenotinwork/unemployment/timeseries/mgsx/lms
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity
https://www.ons.gov.uk/economy/grossdomesticproductgdp/datasets/unitedkingdomeconomicaccounts
https://www.bis.org/statistics/totcredit.htm?m=6_380_669
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Higher-frequency data also show the euro area economy doing better

than the UK - except in housing

Consumer confidence
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Sources: European Commission, Business and consumer surveys; GfK, Consumer confidence barometer; Confederation of British Industry, Industrial Trends Survey; Eurostat,

Turnover and volume of sales in wholesale and retail trade, New reqgistrations of passenger cars, Building permits - monthly data and Production in industry; UK Office for National
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https://ec.europa.eu/info/business-economy-euro/indicators-statistics/economic-databases/business-and-consumer-surveys_en
https://www.gfk.com/products/gfk-consumer-confidence-barometer
https://www.cbi.org.uk/economic-surveys/industrial-trends-survey/
https://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=sts_trtu_m&lang=en
https://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=road_eqr_carmot&lang=en
https://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=sts_cobp_m&lang=en
https://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=sts_inpr_m&lang=en
https://www.ons.gov.uk/businessindustryandtrade/retailindustry
https://www.ons.gov.uk/peoplepopulationandcommunity/housing/articles/ukhousebuildingdata/updatetooctobertodecember2019
https://www.ons.gov.uk/businessindustryandtrade/manufacturingandproductionindustry
https://www.smmt.co.uk/vehicle-data/car-registrations/

‘Brexit’ has not been a boon for the UK'’s trade performance
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https://sdw.ecb.europa.eu/browse.do?node=9691507
https://sdw.ecb.europa.eu/browse.do?node=9691476
https://sdw.ecb.europa.eu/browse.do?node=9691474
https://www.ons.gov.uk/economy/nationalaccounts/balanceofpayments/bulletins/uktrade/previousReleases
https://www.ons.gov.uk/economy/nationalaccounts/balanceofpayments/timeseries/hbop/pnbp/previous

Both the euro area and the UK are confronted by higher inflation, and both

also have significant tasks ahead in stabilizing public sector finances
Producer prices
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Sources: Eurostat, Producer prices in industry, Compensation per employee and hours worked per employed person, Consumer price index, and Government finance statistics
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https://ec.europa.eu/eurostat/web/products-datasets/-/sts_inpp_m
https://ec.europa.eu/eurostat/web/products-datasets/-/nama_10r_2lp10
https://ec.europa.eu/eurostat/web/products-datasets/-/enps_cpi
https://ec.europa.eu/eurostat/web/government-finance-statistics/publications
https://www.ons.gov.uk/economy/inflationandpriceindices
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/datasets/unitlabourcostandunitwagecosttimeseries
https://www.ons.gov.uk/economy/governmentpublicsectorandtaxes/publicsectorfinance

Among the largest euro area member states, Germany and the

Netherlands appear to have the most positive overall economic conditions

64
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Sources: Eurostat, National accounts - Main tables, Employment and unemployment (Labour force survey), HICP - all items, Quarterly non-financial accounts for general
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https://ec.europa.eu/eurostat/web/national-accounts/data/main-tables
https://ec.europa.eu/eurostat/web/lfs/data/database
https://ec.europa.eu/eurostat/databrowser/view/teicp000/default/table?lang=en
https://ec.europa.eu/eurostat/databrowser/view/gov_10q_ggnfa/default/table?lang=en
https://ec.europa.eu/eurostat/databrowser/view/gov_10q_ggdebt/default/table?lang=en

The ECB will terminate its QE at the end of March and may start raising rates
“shortly” thereafter, while the BoJ kept its policy settings on hold

THE WORLD ECONOMY THIS WEEK - 17 January 2022

Q

The European Central Bank decided to terminate its asset purchase program at the end of March next year, but

kept its policy interest rates unchanged, at its 16" December Governing Council meeting

— the ECB will conduct net asset purchases under its Pandemic Emergency Purchase Program (PEPP) in Q1 next year “at a
lower pace than in in the previous quarter” and discontinue them at the end of March (whilst re-investing maturities “until at
least the end of 2024”

Speaking after the meeting, ECB President Christine Lagarde twice indicated that the ECB would “start raising

interest rates ... clearly shortly after we finish purchasing assets”

— although the ECB staff expect growth has moderated during Q4 and that “this slower growth is likely to extend into the early
part of next year” (due to the omicron variant), activity is expected to “pick up again strongly in the course of next year”

— the ECB staff projections for inflation have been revised “significantly higher” for 2022, to 3.2% (from 1.7% in September),
falling to 1.8% (previously 1.5%), with the 2022 forecast for wage inflation also revised up to 3.8% (from 2.9%) - in part
reflecting a tighter labour market, with unemployment forecast to fall to 7.3% (previously 7.7%) in 2022 and 6.9% (previously
7.3%) in 2024

The MPC also foreshadowed that “some [further] modest tightening of monetary policy is likely to be necessary”
over the forecast period “to meet the 2% inflation target sustainably”

Meanwhile the Bank of Japan kept its policy rate at -0.1% and maintained its yield-curve control target for 10-year

JGBs at 0%, but its purchases of commercial paper and corporate bonds will revert to their pre-pandemic levels

from the end of March

— however the Bol will extend its program of support to financial institutions for lending to SMEs for another six months until the
end of September

— inits post-meeting statement the BolJ forecast ‘core’ inflation to “increase moderately in positive territory in the short run,
reflecting higher energy prices”, and thereafter “increase gradually as a frend” on the back of “improvement in the output
gap and arise in medium- to long-term inflation expectations”



https://www.ecb.europa.eu/home/html/index.en.html
https://www.ecb.europa.eu/press/pressconf/2021/html/ecb.is211216~9abaace28e.en.html
https://www.ecb.europa.eu/pub/projections/html/ecb.projections202112_eurosystemstaff~32e481d712.en.html#toc6
https://www.boj.or.jp/en/index.htm/
https://www.boj.or.jp/en/announcements/release_2021/k211217a.pdf

Last month, the Bank of England raised its Bank Rate for the first time since

the onset of Covid-19, while Norges Bank raised its rate for the second time

a
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Return to "What's New".

The Bank of England’s Monetary Policy Committee raised its Bank Rate by 15 basis points, to 0.25%, at its meeting

on 16" December - the first major ‘advanced’ economy central bank to begin tightening monetary policy

— the MPC also decided, in effect, to halt its QE program, keeping the target for the total stock of asset purchases at £895bn
which is only £2bn above the stock held by the BoE’s Asset Purchase Facility as at 15" December

The BoE’'s MPC judged that an increase in [the] Bank Rate was “warranted” given that “the labour market is tight

and has continued to tighten” (notwithstanding the termination of the UK Government’s furlough scheme at the

end of September) and that “there are some signs of greater persistence in domestic cost and price pressures”

— BoE staff expect inflation “to peak at around 6% in April 2022” (with the further increase from 5.1% over the year to November
largely the result of hikes in natural gas prices), 1 pc pt higher than forecast in the BoE’'s November Inflation Report

— while the MPC recognized that the omicron variant could have a dampening impact on economic activity in the short term,
it also considered that (in contrast to the initial impact of the virus on inflation), a wide spread of the new variant could result
in higher inflation (via supply-chain effects)

The MPC also foreshadowed that “some [further] modest tightening of monetary policy is likely to be necessary”
over the forecast period “to meet the 2% inflation target sustainably”

Norges Bank (Norway'’s central bank) raised its policy rate by 25 basis points, to 0.50%, at its December Monetary

Policy and Financial Stability Committee meeting (having previously lifted it from 0 to 0.25% in September)

— the MPFSC assessed that although ‘core’ inflation (at 1.3% over the year to November) was still below the target, given the
elevated level of ‘headline’ inflation (5.0% over the year to November) as a result of hikes in electricity prices, and
“continued high employment”, “the objective of stabilizing inflation around the target ... suggests that the policy rate should
be raised towards a more normal level” and that “higher interest rates will also help to counter a build-up of financial
imbalance”

— Governor @ystein Olsen also foreshadowed that “the policy rate will most likely be raised in March” SAUL ESLAKE
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https://www.bankofengland.co.uk/monetary-policy-summary-and-minutes/2021/december-2021
https://www.norges-bank.no/en/topics/Monetary-policy/Monetary-policy-meetings/2021/december-2021/
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Norway’s central bank raised its policy rate twice in the second half of

last year, commencing a ‘gradual normalization’ of monetary policy

‘Mainland’ real GDP
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Note: ‘mainland’ GDP means excluding Norway's oil and gas industry which is entirely located offshore. Sources: Stafistisk sentralbyrd; Norges Bank; Refinitiv Datastream.

Return to "What's New".
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https://www.ssb.no/en
https://www.norges-bank.no/en/

Iceland’s central bank raised its policy rate four times during 2021 in

response to rising inflation and ongoing increases in house prices
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https://www.statice.is/
https://www.cb.is/

China
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China’s economy has recovered from the recession induced by the onset

of the pandemic, but the underlying growth rate has slowed markedly

Quarterly real GDP growth

12 1 % change from previous gtr

10 11 12 13 14 15 16 17 18 19 20 21 22

Annual real GDP growth
20 7 % change from year earlier
15 A
10 A

5 .

-10 -

06 070809 1011 121314151617 18 19 20 21 22

Sources: China National Bureau of Statistics, National Data - National Accounts and The Urban Surveyed Unemployment Rate; Cheung Kong Graduate School of Business,
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Business Conditions Index (BCI). Before the monthly unemployment survey was infroduced in 2018, the quarterly measure was based on registered job-losers, and excluded
people who were not born in the city in which they worked, and people aged over 59: for further details see here. Refurn to "What's New".
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https://data.stats.gov.cn/english/easyquery.htm?cn=B01
https://data.stats.gov.cn/english/easyquery.htm?cn=A01
https://english.ckgsb.edu.cn/worldwide/insights/business-conditions-index/
https://www.scmp.com/economy/china-economy/article/3110193/china-unemployment-rate-how-it-measured-and-why-it-important
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Growth in China’s industrial production has picked up a little since the low

in September but remains sluggish by the standards of the past 20 years
Manufacturing PMIs
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Note: The Caixin PMIs are derived from a survey of around 500, mostly small private, enterprises, while the ‘official’ NBS PMIs are derived from a survey of about 3,000, mostly SAU L ES LAK E

state-owned, enterprises: for more detail see here. Sources: China National Bureau of Statistics, National Data; Caixin Global, Indexes; China Association of Automobile
Manufacturers, Production of Automobiles. Return to "What's New",
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https://www.ft.com/content/6bdd942c-594b-11e6-9f70-badea1b336d4
https://data.stats.gov.cn/english/easyquery.htm?cn=A01
https://www.caixinglobal.com/index/
http://en.caam.org.cn/Index/lists/catid/51.html

The ‘demand’ side of China’s economy - and in particular the property

construction sector — continued to look soft in November

Consumer sentiment Motor vehicle sales Real estate investment
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China’s merchandise exporis have regained ‘market share’, which along

with weaker services imports have seen the current account surplus rise

Merchandise exports and imports Services exports and imports Current account balance
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Sources: China General Administration of Customs, Preliminary Release and Monthly Bulletin; State Administration of Foreign Exchange, The fime-series data of Balance of SAU L Es LAKE
Payments of China. Return to "What's New". CORINNA ECONOMIC ADVISORY
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Producer prices in China have risen sharply, largely driven by mineral
products, but consumer price inflation remains subdued

THE WORLD ECONOMY THIS WEEK - 17 January 2022

Producer prices Consumer prices CKGSB price diffusion indexes
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Note: Food accounts for about 33% of China’s CPI: for more details see here. The PBoC has an informal inflation target of "about 3%”. Sources: China National Bureau SAU L ES I—AK E
of Statistics, National Data; Cheung Kong Graduate School of Business, Business Conditions Index (BCl); and China General Administration of Customs, Trade Indices. CORINNA ECONOMIC ADVISORY
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China’s economic policy-makers are beginning to respond to the

slowdown in economic growth

O China’s economy has slowed significantly this year (and would have slowed by more but for the unexpected
strength in Chinese exports) — but until very late last year there had been very little indication of any response
from Chinese economic policy-makers

O In December, however, the People's Bank of China announced a cut its reserve ratio requirements (RRRs) by 0.5
pc pt to 8.5% for small banks and 11.5% for large banks, in order to “support the development of [the] real
economy and steadily bring down overall financing costs”, and cut the one-year prime loan rate by 5 bp to
3.80% (see slide 76)

— although it left longer-term loan rates (which are more relevant for property development companies) unchanged

O Further measures are likely to be forthcoming after last month’s Central Economic Work Conference (presided

over by President Xi Jinping)

— according to Chinese press reports the meeting agreed that “economic work should prioritize stability” in the face of “three
pressures” facing the Chinese economy, namely, “demand contraction, supply shock and weakening expectations”
— the readout of the meeting committed to “implement a proactive fiscal policy and a prudent monetary policy”

— foreshadowed fiscal policy measures included commitments “to implement the new tax reduction and fee reduction
policy, strengthen support for small and medium-sized enterprises, individual industrial and commercial households,
manufacturing industry, risk mitigation, etc., and carry out infrastructure investment moderately ahead of schedule”

-  ‘“prudent” monetary policy should be “flexible and moderate, and keep liquidity reasonable and abundant”
O The CEWC also committed to “adhere to the positioning that houses are for living in, not for speculation”

— under which heading it committed to (inter alia) “speed up the development of long-term rental market, promote the
construction of affordable housing” and to “promote the virtuous circle and healthy development of the real estate indusiry”

SAUL ESLAKE
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The PBoC has begun to ease monetary policy ever-so-slightly

PBoC policy interest rates Short-term market interest rates Monetary aggregates
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Note: 'SHIBOR’ is the Shanghai Inter-Bank Offered Rate. Sources: Refintiv Datastream; People’s Bank of China, Financial Statistics Reports and Aggregate Financing Reports. SAU L ESLAKE
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The Chinese banking system’s risk profile has increased significantly over

the past decade - particularly on the liabilities side of its balance sheet

Credit outstanding as a pc of GDP
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Commission, Supervisory Statistics of the Banking and Insurance Sectors. Return to "What's New".
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Last year the yuan rose 2.6% vs the USS and 8% in trade-weighted terms: so

far this year it's already risen another 2% against both the USS and TWI

Chinese renminbi vs USS and trade-weighted index
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Sources: Refinitiv Datastream; China Foreign Exchange Trading System; People's Bank of China. Exchange rates up to 17" December; FX reserves and domestic credit

78 data are up to December. Refurn to "What's New".
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Japan



80

Japan’s real GDP is still aimost 4'/2% below its pre-pandemic peak level,

after two contractions in the first three quarters of 2021

Level of real GDP
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Note: the 'oufpuf gap’ is the difference between actual and potential GDP (the volume of goods & services that could be produced if the economy were operating at full

capacity); the 'tferms of tfrade’ is the ratio of the implicit price deflator of exports of goods & services to that of imports of goods & services — it gives an indication of the income
gains or losses arising from changes in the prices of goods and services traded between the US and the rest of the world. Sources: Japan Cabinet Office, Quarterly Estimates of
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Household incomes have been supported by fiscal transfers, but much of
them have been saved so household spending has remained weak
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Real household disposable income  Consumer confidence Motor vehicle sales
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Sources: Japan Cabinet Office, Quarterly Estimates of Household Disposable Income and Household Saving Ratio and Consumer Confidence Survey; Bank of Japan,
Consumption Activity Index; Japan Automobile Dealers Association, Stafistical Data; Japan e-Stat, Building Starfs. Refurn o "What's New".
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The Japanese corporate sector is reasonably healthy and business

confidence is improving

Business conditions by industry Corporate operating profits Indexes of economic activity
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Business conditions by firm size Corporate debt-equity ratio Business investment
30 1 Net balance (%) Large enterprises 220 - % (4-gir moving average] 10 - Real % change from year earlier
20 210 - -
10 200
0 190 - 0
180 - 1
-10 170 . |
-20 160 + )
_30 ]50 7 ) i
140 10
40 - Small enterprises )
130 +
_50 B ]20 T T T T T T T T T T T T T T T T 1 _]5 R
06 07 08 09 10 11 12 13 14 1516 17 18 19 20 21 22 0607 0809 10 11 12 13 14 15 16 17 18 19 20 21 22 06 070809 1011 1213 14 15 16 17 18 19 20 21 22
Sources: Bank of Japan, Short-Term Economic Survey of Enterprises in Japan (Tankan']; Policy Research Institute, Ministry of Finance, Financial Statements Statistics of SAU L ES LAKE

Corporations by Industry, Quarterly; Ministry of Economy, Trade & Industry, Indices of Industrial Production and Indices of Tertiary Industry Activity; Japan Cabinet Office,
82 Quarterly Estimates of GDP. Return to "What's New".

CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS


https://www.boj.or.jp/en/statistics/tk/index.htm/#p01
https://www.mof.go.jp/english/pri/reference/ssc/historical.htm
https://www.meti.go.jp/english/statistics/tyo/iip/index.html
https://www.meti.go.jp/english/statistics/tyo/sanzi/index.html
https://www.esri.cao.go.jp/en/sna/sokuhou/sokuhou_top.html

Employment in Japan is still 2% below its pre-pandemic peak - but wages

growth has picked up and inflation though still very low is now positive
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Sources: Statistics Bureau of Japan, Labour Force Survey and Consumer Price Index; Ministry of Health, Labour and Welfare, Monthly Labour Survey; Bank of Japan, Prices
83 and Measures of Underlying Inflation. Return to "What's New".



https://www.stat.go.jp/english/data/roudou/
https://www.stat.go.jp/english/data/cpi/index.html
https://www.mhlw.go.jp/english/database/db-l/monthly-labour.html
https://www.boj.or.jp/en/statistics/pi/index.htm/#p01
https://www.boj.or.jp/en/research/research_data/cpi/index.htm/

Japan’s auto exports have been impacted by supply-chain difficulties,
which together with higher import prices have curtailed its trade surpluses
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Return to "What's New". CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS



https://www.boj.or.jp/en/research/research_data/reri/index.htm/
https://www.boj.or.jp/en/statistics/br/bop_06/index.htm/
https://www.customs.go.jp/toukei/info/index_e.htm

Other East Asian economies



Most East Asian economies experienced strong rebounds in the first half of

2021 but renewed virus outbreaks caused setbacks in Q3
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PMIs suggest a strong recovery in manufacturing in SE Asian economies

previously hit by delta outbreaks, and steady growth elsewhere
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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 SAUL ESLAKE

indicates a decrease. Surveys are for manufacturing sector only, except for Hong Kong which is ‘whole economy’. Latest data are for December.
87 Sources: IHS Markit; Singapore Institute of Purchasing and Materials Management; Refinitiv Datastream. Return to "What's New".

CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS



https://www.markiteconomics.com/public
https://sipmm.edu.sg/about-sipmm-academy/singapore-pmi/

88

Unemployment rose sharply in most Asian economies last year but is now

falling in most of them - with the conspicuous exception of Thailand
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Some (though not all) Asian economies are experiencing temporary
upward pressure on inflation as in North America and Europe
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excludes food, non-alcoholic beverages and oil products. Sources: national statistical agencies and central banks. Return fo "What's New".
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Asian exports are recovering from the Covid-induced slump - although
‘base effects’ from this time last year are inflating the growth
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Note: Data for Hong Kong, Singapore and Malaysia are published in national currencies and converted to US dollars by Corinna using month-average exchange rates.
Sources: national stafistical agencies and central banks. Refurn to "What's New".

90

THE WORLD ECONOMY THIS WEEK - 17 January 2022

Hong Kong

40
35
30
25
20
15

-10

1% change from year earlier

(3- month moving average)

Exports

Imports

1213141516171819202122

Singapore

35
30
25
20

1% change from year earlier

(3- month moving average)

Imports

Exports

12131415161718192021 22

Indonesia

70 1% change from year earlier
60 - (3- month moving average)

50 +
40 +
30 +
20

Exports

1213141516171819202122
Philippines
80 4 % change from year earlier

(3- month moving average)
60 -

40 +
20 +

Exports

1213141516171819202122

Thailand

60
50
40
30
20

1% change from year earlier
4 (3- month moving average

Imports

10 - Exports
O a
_‘|O a
220 -
230
12131415161718192021 22
Malaysia
50 1% change from year earlier
(3- month moving average)
40 ~

30
20
10

0

Imports

1213141516171819202122

Vietham

S0 1% change from year earlier
(8- month moving averag

Exports

Imports

1213141516171819202122
Cambodia

80 1 % change from year earlier
(3- month moving overog“)

60
Imports

40

20

Exports

1213141516171819202122

SAUL ESLAKE

CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS




Most Asian economies - except for Indonesia, Malaysia and Singapore -
experienced a deterioration in their trade balances during 2021
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Many Asian economies, particularly Macao, Thailand, the Philippines and
Hong Kong, have been hard hit by the demise of international tourism

International tourism direct

contribution to GDP, 2018
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The more ‘advanced’ Asian economies have strong current account
positions, Indonesia’s is much improved but others have deteriorated

Korea

7 % of GDP (4-gtr
| moving total)

N W N O 8 N
|

10111213141516171819202122
Taiwan

18 1 % of GDP (4-gtr
16 -| moving total)

10111213141516171819202122

Hong Kong

2.0 ~

1.5

1.0

0.5

0.0

-0.5

-1.0

% of GDP (4-gtr
moving total)

10111213141516171819202122

Singapore

30 ~

25

20

% of GDP (4-gtr
moving total)

10111213141516171819202122

Indonesia

| % of GDP (4-gtr
| moving fotal)

N

10111213141516171819202122

Philippines

7 % of GDP (4-gfr
moving total)

Y.

10111213141516171819202122

Sources: national statistical agencies and central banks; Refintiv Datastream. Return to "What's New".

Thailand

12
10 ~

AN O N N oo ®

% of GDP (4-gtr
moving total)

.

/

10111213141516171819202122

Malaysia

7 % of GDP (4-gtr
16 -

moving total)

10111213141516171819202122

Vietham

7 % of GDP (4-gtr
moving fotal)

N O N NMNO ©
|

10111213141516171819202122

Cambodia

| % of GDP
(annual)

10111213141516171819202122
SAUL ESLAKE

CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS




94

Most Asian economies have sought to maintain high levels of FX reserves

since the 1997-98 crisis — although Malaysia’s have deteriorated recently
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Apart from Singapore, Hong Kong and Thailand, Asian governments’
discretionary fiscal responses to Covid-19 have been relatively modest

THE WORLD ECONOMY THIS WEEK - 17 January 2022

95

Fiscal policy responses to Covid-19 — Asian & Budget balances - Asian Gross government debt -
other selected emerging market economies economies 2020-2022 Asian economies 2019-26
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Country Fiscal Measures in Response to the COVID-19 Pandemic, October 2021; and Fiscal Monitor, October 2021. Return to "What's New".
INDEPENDENT ECONOMICS



https://www.imf.org/en/Topics/imf-and-covid19/Fiscal-Policies-Database-in-Response-to-COVID-19
https://www.imf.org/en/Publications/FM

3
2

Asian governments, except for Taiwan, Singapore and Hong Kong, will be

running large budget deficits for the next five years
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The Bank of Korea this month raised its cash rate a third time, fully

withdrawing the stimulus it provided after the onset of the pandemic

O The Bank of Korea raised its base rate a further 25bp, to 1.25%, at its first Monetary Policy Board meeting for the year
on 14" January

— this is the third such increase since August last year, and fully reverses the easing of monetary policy instituted after the onset
of the pandemic in March 2020

— inits post-meeting statement the Monetary Policy Board reference the continued recovery in the Korean economy despite the
resurgence of covid-19, with a “sustained trend of increase” in employment, and forecast that “inflation will continue to run in
the 3% range for a considerable period”

— the Board foreshadowed a further withdrawal of “monetary policy accommodation” at future meetings, with inflation
continuing to “run above the target level for a considerable time” and in order to “reduce the risk of a build-up of financial
imbalances”

O The Monetary Authority of Singapore re-instated an ‘upward slope’ for its target band for the Sing$ nominal effective
exchange rate - which it had previously set at zero in March 2020 - at its last meeting in October

— this decision was in response to growth in the Singapore economy being “likely to remain above trend in the quarters ahead”
and because “external and domestic cost pressures are accumulating”, with the result that inflation was likely to “come in
around 2% in 2021 and average 1.5-2.5% in 2022

O No other Asian central banks have given any indication of a near-term withdrawal of monetary policy stimulus

— largely because despite upward pressure on producer prices, consumer price inflation remains quiescent (slide 89)

O Upcoming Asian central bank meetings are Bank Indonesia and Bank Negara Malaysia on 20% January, Bank of

Thailand on 9" February, Bank Indonesia again on 10t February, Bangko Sentral ng Pilipinas on 17t February, Bank

Negara Malaysia on 3'9 March, and Central Bank of China (Taiwan) on 17t March

%7 Return to "What's New".
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The Bank of Korea - the only Asian central bank to have tightened

monetary policy thus far - raised rates a third tfime last week
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Sources: national central banks; Refinitiv Datastream. Return to "What's New"'.

the Monetary Authority of Singapore uses the (effective) exchange rate as its principal monetary policy instrument. Data are monthly averages up to 14t January 2022. CORINNA ECONOMIC ADVISORY
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In Asia, Hong Kong, Singaporean and Korean corporates, and Korean

households, have the greatest exposure to any increases in interest rates
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https://www.bis.org/statistics/about_credit_stats.htm?m=6%7C380

Asian currencies have been mostly stronger against the USS so far this

year, except for the rupiah, ringgit and peso
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Asian stock markets have been mixed with Taiwan, Indonesia and Thailand

stronger but Korea, Hong Kong and Malaysia weaker

KOSPI
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India



India’s economy is recovering from two waves of virus-induced
contractions in Q2 2020 and Q2 2021
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Reserve Bank of India, Quarterly Industrial Outlook Survey and Consumer Confidence Survey Bi-Monthly; Centre for Monitoring the Indian Economy, Unemployment Rate in India.
Return to "What's New".
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https://www.oecd-ilibrary.org/economics/data/oecd-national-accounts-statistics/quarterly-national-accounts_data-00017-en
https://www.mospi.gov.in/web/mospi/download-tables-data/-/reports/view/templateOne/16701?q=TBDCAT
https://www.mospi.gov.in/web/mospi/download-tables-data/-/reports/view/templateOne/16701?q=TBDCAT
https://www.rbi.org.in/Scripts/QuarterlyPublications.aspx?head=Quarterly%20Industrial%20Outlook%20Survey
https://www.rbi.org.in/scripts/BimonthlyPublications.aspx?head=Consumer%20Confidence%20Survey%20-%20Bi-monthly
https://unemploymentinindia.cmie.com/kommon/bin/sr.php?kall=wshowtab&tabno=0001

India’s merchandise trade deficit has deteriorated sharply due to higher oil
prices but its overall external position remains relatively stable
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https://commerce.gov.in/trade-statistics/
https://www.rbi.org.in/scripts/SDDS_ViewDetails.aspx?Id=5&IndexTitle=Balance%20of%20Payment
https://rbi.org.in/Scripts/BS_viewWssExtract.aspx
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Wholesale price inflation has accelerated sharply, and consumer price

inflation is approaching the upper end of the RBI's inflation target range

Wholesale prices
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Note: The RBI's inflation target is 4% + 2 pc points. Sources: Government of India, Office of the Economic Adviser, Ministry of Commerce and Industry, WPI Press Release; Ministry
of Statistics and Programme Implementation, CPl; Reserve Bank of India, Monetary Policy and RBI Bulletin; Ministry of Finance, Confroller-General of Accounfs.
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https://eaindustry.nic.in/pdf_files/cmonthly.pdf
https://www.mospi.gov.in/web/mospi/download-tables-data/-/reports/view/templateOne/16401?q=TBDCAT
https://www.rbi.org.in/scripts/Annualpolicy.aspx
https://www.rbi.org.in/Scripts/BS_ViewBulletin.aspx
https://cga.nic.in/

Canadaq, Australia and New Zealand



Canada’s economy hasn’t quite completely recovered from the Covid

recession but is facing increased inflation pressure

Real GDP
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Sources: Statistics Canada, National Gross Domestic Product (GDP) by Income and by Expenditure Accounts; Consumer price index portal; Canada's Balance of International
107 Payments; Labour Statistics; Bank of Canada, Policy Interest Rate; Refinitiv Datastream. Return to "What's New".
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https://www23.statcan.gc.ca/imdb/p2SV.pl?Function=getSurvey&SDDS=1901
https://www.statcan.gc.ca/en/subjects-start/prices_and_price_indexes/consumer_price_indexes
https://www23.statcan.gc.ca/imdb/p2SV.pl?Function=getSurvey&SDDS=1534
https://www.statcan.gc.ca/en/subjects-start/labour_
https://www.bankofcanada.ca/core-functions/monetary-policy/key-interest-rate/
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Australia’s economy has been buffeted by Covid but has benefited from

terms of trade gains and strong fiscal and monetary policy support
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Note: The measure of ‘underlying’ inflation shown here is the timmed mean. Sources: Australian Bureau of Statistics, Australian National Accounts: Natfional Income, Expenditure
and Product; Consumer Price Index; Balance of Payments and International Investment Position; Labour Force; Australian National Accounts: Finance and Wealth; Reserve
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product
https://www.abs.gov.au/statistics/economy/price-indexes-and-inflation/consumer-price-index-australia
https://www.abs.gov.au/statistics/economy/international-trade/balance-payments-and-international-investment-position-australia
https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia
https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-finance-and-wealth
https://www.rba.gov.au/statistics/tables/xls/a02hist.xls?v=2022-01-06-11-57-40

New Zealand’s experienced a set-back from the delta variant in Q3 2021

but inflation has risen sharply and the RBNZ has begun tightening

Real GDP

70

65

60

55

50

45

12009-10 NZ$bn

Note: NZ uses
GDP (P) as 'the'
measure of GDP

1011 121314151617 18192021 22

Consumer prices

Note: The most commonly-used measure of real GDP in New Zealand is the production-based measure. The measure of ‘underlying’ inflation shown here is the RBNZ's sectoral
factor model. Sources: Statistics NZ, Gross domestic product; Consumers price index; Balance of payments; and Labour market; RBNZ, Prices (M1); NZ Treasury, Half Year
Economic and Fiscal Update 2021; Refinitiv Datastream. For more detailed coverage of New Zealand see The New Zealand Economy this Month. Refurn to "What's New".
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https://www.rbnz.govt.nz/research-and-publications/analytical-notes/2016/an2016-06
https://www.stats.govt.nz/indicators/gross-domestic-product-gdp
https://www.stats.govt.nz/indicators/consumers-price-index-cpi
https://www.stats.govt.nz/topics/balance-of-payments
https://www.stats.govt.nz/topics/labour-market
https://www.rbnz.govt.nz/statistics/m1
https://www.treasury.govt.nz/publications/efu/half-year-economic-and-fiscal-update-2021

The rest of the world



Several more Eastern European and Latin American central banks have

raised rates (again) already this year

O Narodowy Bank Polski (Poland’s central bank) raised its reference rate by 50bp, to 2.25%, at its first Monetary Policy
Council meeting for this year on 4t January - the fourth increase since October, for a cumulative 215 basis points,
and taking the reference rate to its highest level since September 2014 (slide 116)

— the latest increase, as with previous increases, reflects the NBP’s determination to reduce the “risk of inflation running above
the inflation target [of 2.5% = 1 pc pt] in the monetary policy transmission horizon” and to “curb inflation expectations”

— the NBP foreshadowed further rate increases “in coming months ... aimed at reducing inflation to a level consistent with the
NBP target in the medium term”
0 The Banca Nationald a Romaniei (Romania’s central bank) increased its policy rate by 25 bp, to 2.0%, at its Board
meeting on 10t January, the third such increase (for a total of 75bp) since October last year
— the latest increase was in response to the “worsening of the short-term inflation outlook”, driven largely by electricity and
natural gas price increases and processed food prices, which were considered “likely to amplify and further prolong the
positive deviation of the annual inflation rate from the upper bound of the variation band of the target”, as well as to “double-
digit” annual growth in credit to the private sector
— and came despite a “visibly stronger-than-anticipated decline” in economic growth in Q3 last year and (based on high-
frequency indicators) “a standstill in economic activity in Q4"
O Banco Central de Reserva del Peru lifted its reference interest rate by 50bp to 3.0% (its highest level since February
2018) at its Board meeting on ét" January, the sixth increase since August last year for a combined total of 275 bp
— this increase was prompted by inflation reaching 6.4% in December, well above BCRP’s target of 2% = 1 pc pt, and one-year-
ahead inflation expectations increasing from 3.5% to 3.7%, despite it expecting inflation to return to the target range by Q4 this
year, and most indicators of expectations for economic activity remaining “in pessimistic territory”
d Banco Central del Uruguay lifted its monetary policy interest rate another 75bp to 6.5%, the fourth increase since
last August, at its 5t January Copom meeting, in order to “achieve inflationary objectives” in the current context
“with better prospects for economic growth”

T Return to "What's New*.



https://www.nbp.pl/homen.aspx?f=/srodeken.htm
https://www.nbp.pl/en/aktualnosci/2021/mpc_2022_01_04.pdf
https://www.bnr.ro/National-Bank-of-Romania-1144.aspx
https://www.bnr.ro/page.aspx?prid=20457
https://www.bcrp.gob.pe/en
https://www.bcrp.gob.pe/eng-docs/Monetary-Policy/Informative-Notes/2022/informative-note-january-2022.pdf
https://www.bcu.gub.uy/Ingles/Documents/Minutes_MonetaryPolicyCommittee_January5_2022.pdf

Banco Ceniral do Brazil raised its policy rate by 725 basis points during

2021 on concerns over inflation and fiscal policy

Real GDP
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Sources: Instituto Brasileiro do Geografia e Estatistica (IGBE); Banco Central do Brasil; Refinitiv Datastream. Return fo "What's New".
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https://www.ibge.gov.br/en/home-eng.html
https://www.bcb.gov.br/en/pressdetail/2392/nota

Mexico’s central bank hiked rates by 150 basis points in 2021 despite
GDP being still 4% below its pre-pandemic peak
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https://www.banxico.org.mx/indexen.html
https://en.www.inegi.org.mx/

Russia’s ceniral bank has also tightened monetary policy aggressively in

response to rising inflation

Real GDP
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Sources: Rosstat; Central Bank of the Russian Federation; Refinitiv Datastream. Return to "What's New".
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South Africa’s central bank raised its repo rate in November, for the first

time since 2018, as inflation topped 5%
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A growing number of other ‘emerging’ market ceniral banks have begun

tightening monetary policy
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Turkey’s central bank has cut interest rates by 500 bp since September
last year, despite inflation of over 35% — and the lira has dropped by 45%

Real GDP

220 ~

200 -

180 -

160 -

140 -

120 -

100

2009 =100

10111213 141516171819 20 21 22

Unemployment rate

15
14
13 -
12 -
1T A
10
9

%

8

1011 1213141516 1718 19 20 21 22

-10 -

Inflation

40 1 % change from year earlier
35 -
30
25
20
15
10

'Headline'

10111213 1415161718 19 20 21 22
Bank lending

50 ~

% nge from year earlier

40 +

30

20 ~

10

-250

0 ‘V‘

1011 121314151617 1819 20 21 22

Budget balance

O 5T lira (12-month moving total)

-50 -

-100 +

-150 +

-200 +

1011 121314151617 1819 20 21 22

Interest rates

30

25

20 +

15

10 -

1% pa

I-week repo rate

10111213 1415161718 19 20 21 22

Sources: Turkey Statistical Institute (TUIK); Central Bank of the Republic of Turkey (TCMB); Refinitiv Datastream. Return to "What's New".
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Important information

This document has been prepared by Saul Eslake on behalf of Corinna Economic Advisory Pty Lid, ABN 165 668 058 69, whose registered office is located at
Level 11, 114 William Street, Melbourne, Victoria 3000 Australia.

Corinna Economic Advisory is a partner (with Liewellyn Consulting, of 1 St Andrews Hill, London EC4V 5BY, United Kingdom) in Independent Economics.

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 fo engage in any kind of financial
or other fransaction, 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. None of Saul Eslake, Corinna
Economic Advisory Pty Ltd nor Independent Economics 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. Saul Eslake, Corinna Economic Adyvisory Pty Lid and Independent Economics 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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