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Most economies in the world adopted monetary and fiscal easing

policies to boost economic development since the outbreak of COVID-19

* Economic Vision in 2020. Although the global economy partially recovered in 2021, the
N geopolitical conflicts between Russia and Ukraine further impeded the
global economy recovery in 2022. Loose monetary and fiscal policies,
combined with high energy and commaodity prices, have added inflationary
e P AR Y pressures around the world, and economies around the world have stepped
up monetary tightening to curb inflation. The global economy faces
downward pressures on both the supply and demand sides, the pace of
recovery slows down and the risks of stagflation increases. The World

Offshore RMB Express
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Author: Xie Jinming Bank’s Global Economic Prospects, released in June 2022, projected that
Eimadle -xiejinming@bochk.com global economic growth would fall to 2.9 % in 2022, well below the 4.1 %
Tel: +852 398 27180 forecast in January. The International Monetary Fund in July also cut its

2022 global economy growth forecast to 3.2 %.

Contact: Ms. Chan
Email: ccchan@bochk.com Amid th . isk of staoflati ldwide. ASEAN’ .
Tel : +852 282 66208 mi € growing risk or stagtiation worldwiae, S economies

were outstanding in the first half of 2022, with major countries in the

region growing faster than the U.S. and the global average, continuing
the recovery momentum since the second half of 2021. Strong export has
been one of the main drivers of the continued economic recovery, and the
implementation of the RCEP has strengthened the trades between ASEAN
and China. With increased vaccination rates, ASEAN countries gradually
eased restrictions on COVID-19 prevention since the second quarter of
2022. Regional economic activities were restarted, tourism is expected
to recover, and domestic demand and investment will be strengthened to
support sustained economic recovery. In its latest outlook in September, the
Asian Development Bank slightly raised its growth forecast for ASEAN to
5.1% from 4.9%.

Please follow BOCHK Research on
WeChat for the latest economic and Although there are few direct links in trade and finance between

financial markets analyses . . . . .
ASEAN and Russia or Ukraine, the geopolitical conflicts between Russia

Disclaimer : This article reflects only the viewpoints of the author. It neither represents the opinion of the institution nor constitute any investment advice.



and Ukraine spillover to ASEAN. Headline CPIs in ASEAN economies kept rising, reaching the highest
levels in recent years and well beyond the inflation target range set by central banks. Food and energy prices
are the major drivers of inflation in ASEAN. ASEAN central banks tried to balance economic growth with
inflation. The path and pace of policy rate hikes differed among ASEAN central banks. Further interest rate
hikes are expected in ASEAN economies in the fourth quarter of 2022 under the pressure of persistently high
price levels. With Federal Reserve raising the policy rates, capital flowed back to the United States, causing
turmoil in ASEAN’s financial markets. The currencies of all ASEAN economies have depreciated against the
dollar, the major stock indices of all economies began to fall sharply in the second quarter of this year, and
the 10-year government bonds yields have continued to rise since the beginning of this year. Capital outflow
pressure is likely to continue in the future, dampening investment activity and slowing the pace of economic
recovery.

The stability of the macro environment is conducive to the economy recovery of ASEAN. Different from
the 1997 Asian Financial Crisis, the debt-to-GDP ratios of ASEAN economies have remained relatively low
in the current cycle. Foreign direct investments in major ASEAN economies have remained strong in recent
years. Although the foreign exchange reserves-to- monthly import ratios have declined, the foreign exchange
reserves levels are still healthy. In summary, governments in ASEAN still have sufficient fiscal space to
support continued economic recovery.

1. The economic growths in ASEAN are outstanding,
returning to the pre-pandemic level

In 2022, major ASEAN countries showed impressive economic growth. Comparing cross-sectionally,
the economic growth rates of major ASEAN countries are mostly higher than that of the US and the global
average. In the first half of 2022, the Philippines, Vietnam, Malaysia, Indonesia, Singapore and Thailand
recorded year-on-year GDP growth rates of 7.77%, 7.54%, 6.93%, 5.23%, 4.09% and 2.40%, respectively. On
the longitudinal basis, GDP growth in most countries not only recovered to the pre-pandemic levels in the
first quarter, but also increased further in the second quarter. In Q2 (Q1), Malaysia, Vietnam, the Philippines,
Indonesia, Singapore and Thailand recorded year-on-year GDP growth rates of 8.95% (4.95%), 7.72%
(5.05%), 7.42% (8.15%), 5.44% (5.01%), 4.40% (3.80%) and 2.48% (2.32%). In the Q3, Vietnam’s GDP even
grew 13.67% from a year earlier.

Indonesia and Malaysia, as net commodity exporters, have benefited from the high commodity prices
around world. Strong domestic demand and investment underpinned recoveries in Philippines, Malaysia
and Indonesia. In addition to a certain degree of low base effect, manufacturing was the growth engine of
Vietnam’s entire economy. Thailand’s economy had been dragged down by the high commodity prices, as a
net commodity importer, and the slow recovery in tourism.

Looking ahead for ASEAN economies, on one hand, the external demand momentum is still strong,
and the demand momentum from the world’s major economies will continue to drive ASEAN’s economic
growth. However, the slowdown in global economy will dampen global trade to varying degrees, and the
export growth is expected to slow down for ASEAN in the future. On the other hand, the domestic demand
of most ASEAN countries is relatively high, and the strong domestic demand will play a further role in
driving the economy recovery. With the vaccination rates improved, ASEAN countries gradually eased



COVID-19 restrictions since Q2 of 2022, allowing regional economic activities to restart. Moreover, the
reopening of borders would help the recovery of tourism, a pillar industry for ASEAN countries and which
has been sluggish since the pandemic. Thailand will no longer require fully vaccinated international tourists
to be tested for COVID-19 before flying or on arrival from May. Malaysia fully opened its borders on 1st
April and further simplified the entry procedures in July and August. The Philippine government lifted most
guarantine restrictions and fully reopened schools in August. In its latest outlook in September, the Asian
Development Bank slightly raised its growth forecast for ASEAN to 5.1% from 4.9%.

2. ASEAN exports remain robust, continuing to support economy recovery

Exports of ASEAN economies have shown strong resilience since the pandemic, underpinning the
economy growth in the region. Since 2021, the export value of ASEAN countries has maintained a high
growth rate. Time to 2022, although the growth rates have slowed down to certain extent, they are still stable.
In H1 of 2022, the total exports of ASEAN-6 (Indonesia, Malaysia, the Philippines, Singapore, Thailand
and Vietnam, the same below) were $948 billion, up 19.9% yoy. The export performance of commaodities,
electronic appliances, clothing and textiles was outstanding. In Q2 of 2022, Indonesia, Malaysia, Vietnam
and Singapore recorded year-on-year export growth of 38.9%, 23.3%, 21.5% and 20.8%, respectively. With
the expected slowdown of global economic growth and weak global demand, the growth of global trade may
have peaked. The rising of interest rates and the withdrawal of economic stimulus plans would inhibit global
trades to varying degrees, and the growth of ASEAN’s export trade is expected to slow down in the future.

In terms of export destinations, most economies in the world have sustained demand momentum for
ASEAN and the trading activities between ASEAN and China have been intensified , which have played
a role in driving ASEAN’s economic growth. The RCEP took effect on January 1, 2022 for China, Japan,
Australia, New Zealand and ASEAN members Singapore, Thailand, Vietnam, Brunei, Laos and Cambodia,
on 1 February for South Korea, on 28 March for Malaysia. RCEP came into force between China and
Myanmar on 1 May . The RCEP was formally approved by the Indonesian Parliament on 30 August and
is expected to come into force by the end of 2022. From January to July of 2022, the exports of ASEAN-6
countries to China increased by 8.82 % yoy, while the imports from China increased by 14.48% yoy.
Growing trade links with China will be an important driver for ASEAN’s economic recovery.

The economies of Indonesia and Malaysia have benefited from the high commodity prices globally.
Trade balances have been reallocated from net commodity importers to net commodity exporters. After
the pandemic, Indonesia’s current account surplus increased significantly, moving from deficit to surplus.
Indonesia is one of the world’s leading commaodity exporters. According to the share of GDP, Indonesia is
the largest net exporter of commodities in Asia, mainly for coal, palm oil and raw metals such as nickel. For
Thailand and Philippines, as net importers of commaodities, current account deficits are deteriorating, which
could weigh on growth and add to depreciation pressure.

3. Prices in ASEAN countries continue to rise,
central banks lagged behind Federal Reserve in raising policy rates

Prices continue to rise in ASEAN countries. Among the major ASEAN countries, Thailand, Singapore
and the Philippines have high inflation levels. The headline CPIs in August increased by 7.86%, 7.47% and



6.31% year-on-year, respectively. Indonesia, Malaysia and Vietnam had relatively low inflation of 4.69%,
4.65% and 2.89%, respectively. Inflations in ASEAN countries are relatively modest compared with the high
inflation in the US, but in historical terms they reached the highest levels in recent years and go beyond each
country’s inflation target range. Core inflation has also risen to relatively high levels in recent years.

For most of ASEAN economies, high food and energy prices are the main drivers of high inflation.
In response to food inflation domestically, many ASEAN countries restricted exports of related goods.
Indonesia imposed export restrictions on palm oil in April and May in a bid to stabilize domestic cooking
oil prices at affordable levels for consumers. Malaysia restricted live chicken exports in June until domestic
chicken prices and production stabilize. The new Philippine President, Eduardo Marcos Jr., took office as
agriculture secretary himself to ensure adequate food supplies. In addition, in response to rising energy
prices ASEAN countries have adopted energy subsidy programs. Energy subsidies help smooth inflation and
buy time for the central bank policy rate hikes to seek a buffer for further economic recovery, but subsidies
also add pressure on government finances and slow down the pace of fiscal policy normalization. Food
accounts for a large portion of household consumption in most ASEAN countries. Continued high food
prices would dampen household consumption and weigh on economic recovery.

Monetary policies across ASEAN have typically centered on policy rates. Central banks attempt to
balance economic recovery and smoothing inflation with varying paths and paces of policy rate hikes. In the
face of high inflation, the Federal Reserve started rate hikes in March and has raised the policy rate by 300
basis points by the end of September, to a range of 3.00% to 3.25%. According to the point map forecast of
the Federal Reserve, the Federal Reserve may further raise policy rate by at least 100 basis points this year.
While fiscal subsidies have bought time for central banks to tighten monetary policy, most ASEAN countries
have now embarked on a policy rate hike cycle. Singapore has tightened monetary policy four times since
October 2021, with two adjustments made outside the normal window. The Philippines and Malaysia started
to raise policy rates in May 2022. By the end of September, the Philippines has raised policy rates by 225
basis points to 4.25%, and Malaysia has raised policy rates by 75 basis points to 2.50%. Indonesia and
Thailand started raising their policy rates in August 2022, and by the end of September they has increased
to 4.25% (from 3.50%) and 1.00% (from 0.50%), respectively. Vietnam raised interest rates on September 22
with 100 basis points increase, exceeding market expectations. Higher interest rates would help curb inflation,
but would also dampen consumption and investment. Further interest rate hikes in ASEAN economies are
widely expected in Q4 of 2022 to curb inflation, under pressures from persistently high prices levels.

4. The currencies of ASEAN depreciated, the yields on debt rose,
and the stock market fell from the high levels

ASEAN currencies have depreciated against the US dollar, but relatively modestly compared with
other countries and regions. Since the Federal Reserve entered the rate hike cycle in March, the U.S. dollar
appreciated. The dollar index has gained 18.3% from the beginning of the year until September 25. Most of
the world’s currencies have continued to depreciate, not just for currencies of the emerging market economies,
but even more for currencies of advanced economies. Among the ASEAN countries, the Myanmar dollar, the
Philippine Bissau and the Thai Baht depreciated by 18.0%, 15.2% and 13.1% respectively from the beginning
of the year to September 25. The Malaysian Ringgit has depreciated by about 9.9%, the Indonesian Rupiah
by about 5.5%, the Singapore Dollar by about 6.1%, and Vietnamese Dong by less.



Yields on 10-year bonds in most ASEAN countries have continued to rise since the start of this year.
Since the beginning of March, with the confirmation of the expectation of rate hikes by the Federal Reserve,
the medium and long-term debt yields of the ASEAN region rose sharply along with the US bond yield. The
10-year bond yields peaked in mid-June, followed by a slight pullback, and rose further since mid-August as
the market’s expectation, that Federal Reserve wouldn’t slow down the pace for rate hikes, rose again.

Major stock indices in ASEAN countries began Q2 of this year with sharp declines. Vietnam’s stock
market, which saw a sharp rally from the second half of 2020 to the end of 2021 on the back of capital
inflows, fell sharply as the Federal Reserve entered its rate hike cycle in 2022. Stocks in Malaysia, the
Philippines, Singapore and Thailand were down about 10%. Indonesia’s stock market has been at high levels,
benefited from continued capital inflows.

Looking forward, the pressure of capital outflow from ASEAN countries is likely to continue, with
Federal Reserve’s continued interest rate hikes and the resulted tightening of external financing conditions.
Capital outflow inhibits investment activities and slows down the pace of economic recovery, which will also
exert downward pressures on financial markets and increase volatility.

5. Macro stability provides support for economic growth of ASEAN

Macroeconomic stability is the foundation of ASEAN’s economic growth. After the COVID-19 outbreak
in 2020, ASEAN governments took a series of measures to stimulate their economies, and government
debt increased as a result. However, ASEAN’s debt-to-GDP ratios are relatively low compared with other
Asian economies. In addition, if we look at the loan-to-deposit ratios and consolidated fiscal balances,
ASEAN governments still have relatively sufficient room for potential fiscal policies to support economic
development. Indonesia and Malaysia have been running current account surpluses. The Philippines
and Thailand, both as net commodity importers, saw declines in their current accounts. Foreign direct
investments in major ASEAN countries have remained strong in recent years. Indonesia, the Philippines and
Thailand have low ratios of short-term debt to foreign exchange reserves. Although the foreign exchange
reserve-to-monthly import coverage ratios of ASEAN countries declined, they remained in a healthy range.
Looking ahead, relatively sound macroeconomic stability would be the cornerstone for ASEAN to realize
economic recovery.

6. Risks accompany ASEAN’s economic recovery

ASEAN’s economic recovery also faces risks that cannot be ignored. The slowdown of global
economic growth may lead to a sharp decline in ASEAN’s external demand and exert downward pressure
on exports. The pace of interest rate hikes by the Federal Reserve also involves much uncertainty. Rapid
pace of rate hikes may lead to further tightening of global financing environment, accelerating capital
outflow and currency depreciation for ASEAN. The proportion of poor population in ASEAN is high, and
the proportion of food among household consumption is also high. The runaway risk in inflation in the
future, especially in the aspect of food inflation, would undermine the ASEAN economy. The reopening
of pandemic social restrictions could be accompanied by a resurgence of the pandemic, leaving economic
activity less resilient than expected.
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