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China: 3Q GDP and September data show divergent
recovery trends

As the Chinese economy gradually recovers from the 2Q slowdown, various
sectors seem to be tracking divergent paths. Signals from the separate sets of
September PMI reports reinforce such divergent performance. On the one
hand, upside surprise in the NBS manufacturing PMI and solid uptick in the
NBS non-manufacturing PMI construction activity index suggest decent
growth in industrial activity and the impact of the step-up in fiscal policy sup-
port on infra-FAL. On the other hand, disappointing Caixin manufacturing
PMI points to softening export sector activity, while notable easing in the
Caixin service PMI (down 5.7-pt, to 49.3) released this week, as well as the
decline in the earlier-released NBS service PMI (which fell 3.0-pt, to 48.9),
suggest lingering weakness in service activity (especially in a number of sec-
tors, such as retail sales, air transport, accommodation and restaurants, etc.).
We expect next week’s September activity data release to show similar trends,
with decent growth in industrial production (+1.0% m/m sa), lingering soft-
ness in retail sales (-0.1% m/m, sa) and stable FAI growth at 7.2%oya (reflect-
ing solid infra FAI and manufacturing FAI, along with sluggish real estate
FAI). We expect a decent rebound of 9.5% q/q saar in 3Q GDP, largely offset-
ting the contraction of 8.7% q/q saar in 2Q.

Our forecasts look for 4Q GDP growth to return to a trend-like pace of 5.2%
q/q saar. High-frequency signals from the National Day holiday period (30
September to 6 October) seem to be mixed. Housing activity has remained
sluggish, with property showing no signs of improvement. Regarding holiday
travel, the number of domestic tourists and tourism spending came in on the
soft side, about 20-30% below the same period last year. Meanwhile, retail
sales of designated enterprises appear to have held up relatively well, with
most reporting provinces and cities recording positive annual growth during
the holiday. In all, it appears that travel-related expenditure came in soft,
while local activity held up, likely reflecting some improvement in local mo-
bility with weak cross-regional travel. Moreover, the number of new infection
cases picked up again during the National Holiday break. Overall, the latest
signals seem to suggest a cautious outlook on near-term consumption spend-
ing going into early 4Q.

On the policy front, the September credit report came in above expectations,
as TSF growth ticked up to 10.6%oya, led by a notable pickup in bank loan
growth. Further details suggest solid growth in bank lending to the corporate
sector, including a decent pickup in medium- to long-term corporate loans,
which likely reflects policymakers’ push for credit support to boost infra FAI
and manufacturing upgrade. Meanwhile, the September inflation report rein-
forced broad-based disinflation pressure. In particular, core CPI fell 0.1%
m/m sa (or up 0.6%oya), reflecting soft momentum in consumer spending and
service activity. Besides, PPI eased further, falling 0.7% m/m sa (or up
0.9%oya) on easing energy and industrial metals prices. Overall, disinflation
pressure makes China a notable outlier against global inflationary concerns,
leaving further room for accommodative monetary policy to stay in place. We
expect the PBOC to keep key policy rates unchanged for the rest of this year
and to deliver two more 10bp cuts in 2023.
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We also expect the current credit policy stance to continue through next year, with TSF
growth higher than nominal GDP growth by 3-5%pts.

External conditions shifting the policy calculus in ASEAN

The upward revisions in the expected path for the Fed funds rate and continued US$
strength create challenges for EM Asia’s central banks. If these conditions persist, the
policy degrees of freedom could narrow as FX reserves decline. Subsequently, the tri-
lemma of triangulating between FX, rates and open capital accounts will become more
acute. How countries navigate these choices will, in our view, be determined by the
respective costs of the policy levers.

In the Philippines, the twin (fiscal and current account) deficit has widened since 2015
and is anticipated to widen further this year and next. The available policy options in-
clude tightening the fiscal stance, the policy rate and using the FX reserves. There are
costs associated with each of the policy levers, but, in our view, the favored policy ap-
proach near-term is the combination of policy rates and FX reserves to manage the en-
suing exchange rate volatility. In that context, we revise up our policy rate path: We
now expect monetary policy hikes of 50bp, 25bp and a further 25bp in November, De-
cember and 1Q23, respectively, bringing the terminal rate to 5.25% from a previous
forecast of 5.0%.

In the case of Indonesia, although the benign path of core inflation argues for a com-
mensurately modest policy response, external conditions have tightened, and the up-
ward revisions to the Fed funds path to 4.75% by 1Q23 suggest that the risks to the
policy rate are firmly tilted to the upside. While the central bank has facilitated some
adjustment in the front-end bond yields over the year, this has not kept pace with the
rise in the Fed funds rate and, like the BI rate, the differential is now at a historical low.
Subsequently, the upcoming BI meeting on 20 October will be an important marker to
watch for shifts in its reaction function. In this context, explicit references to the impact
of the Fed funds rate on Indonesia would prompt us to materially raise the trajectory of
the BI rate path.

Table 1: EM Asia Headline CPI forecasts

%0ya
Aug-22 Sep-22 | Oct-22 Nov-22 Dec-22 | Jan-23 Feb-23 Mar-23

China 25 28 27 26 28 34 33 28
Hong Kong 19 38 21 21 23 1.6 21 19
Tamwan 2.7 28 28 24 2.5 22 26 19
India 7.0 74 6.4 6.1 6.5 6.8 6.6 5.7
Indonesia 47 6.0 6.7 6.6 6.3 59 6.2 58
Korea b.7 5.6 6.2 54 5.6 5.6 5.3 4.7
Malaysia 4.7 46 39 39 36 35 34 33
Philippines 63 6.9 6.9 7.0 7.0 6.9 69 6.1
Singapore 75 7.3 6.8 6.5 6.2 6.1 5.7 48
Thailand 7.9 6.4 6.3 6.4 71 6.3 54 4.8

Source: Nafonal stagsics authorises and J.P. Morgan
Underiine indicates beginning of J.P. Morgan forecasts.
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Table 2: EM Asia data release

Market Data Unit JPM Consensus Previous
Mon, 17-Oct 56 NODX Sep US5bn 121 . 127
D Exports Sep Seoya 342 280 302
D Imports Sep Yeoya 350 333 aze
ID Trade balance Sep U55bn 57 48 58
Tue, 18-Oct CN GDP 3 Yeoya 36 34 04
CN FAl yid Sep Seoya 6.0 6.0 58
CN P Sep Yeoya 45 49 42
CN Reail sales Sep Seoya 22 35 54
KR M2 Aug Yeoya 68 . 80
KR Lf Aug Yeoya 6.3 . 70
Wed, 18-Oct MY Exports Sep Yeoya 252 . 400
MY Imports Sep %0ya 441 - 583
MY Trade balance Sep USSbn 4.0 . 38
Thu, 20-Oct D Policy rate Oct % 450 475 428
™ Export orders Sep Yeona 6.2 £.1 20
HK Unemployment rate, SA Sep % 40 40 4.1
Fni, 21-Oct KR PPl Sep Yeoya a2 . 84
MY CPl Sep Yoya 456 47 47
HK CP1 Sep Yoya 38 41 19

Source: Bloomberg Finance LP. and J P. Morgan forecasts
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Regional Economic Outlook in Summary
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2021 Nominal GDP, US$
Total % of per
billion  region  capita

Real GDP
% y ear-on-y ear
2020 2021 2022f

Consumer prices
% y ear-on-y ear
2020 2021 2022f

4,937 na. 39,340
1,633 na. 63,529
248 na. 48,424
26,319  100.0 7,792
5,819 221 10,155
17,458 66.3 12,359
368 1.4 49,727
3,042 1.6 2185
1,186 45 4,357
1,799 6.8 34,801
373 1.4 11,399
394 1.5 3,672
397 1.5 72,795
790 3.0 33,775
513 1.9 7,336
366 na. 3,724

Current account balance

4.6 1.7 1.8
2.1 4.9 4.0
2.1 5.6 2.1
0.0 7.4 3.6
2.5 4.5 3.5
2.2 8.1 3.0
6.5 6.3 0.8
-7.3 8.7 7.1
2.1 3.7 4.8
0.7 4.1 2.7
5.5 3.1 8.8
9.5 5.7 6.2
4.1 7.6 3.0
3.4 6.6 2.5
6.2 1.5 3.0
2.9 2.6 7.0

Current account

0.0 0.2 2.3
0.8 2.9 6.4
1.7 3.9 6.2
2.5 1.7 3.3
0.6 21 4.6
2.5 0.9 2.2
0.3 1.6 1.7
6.2 5.5 6.7
21 1.6 4.9
0.5 2.5 5.2
-1.1 2.5 3.3
2.6 3.9 5.3
0.2 2.3 o5
0.2 2.0 2.9
0.8 1.2 6.3
3.2 1.8 3.1

Foreign reserves

USS$ billion % of GDP USS$ billion
2020 2021 2022f 2020 2021 2022f 2020 2021 2022f
n.a. n.a. n.a. 2.9 2.8 0.5 n.a. n.a. n.a.
n.a. n.a. n.a. 2.4 3.1 3.9 n.a. n.a. n.a.
n.a. n.a. n.a. -1.2 -6.0 -7.0 n.a. n.a. n.a.
567.5 549.5  460.3 2.5 2.1 1.7 n.a. n.a. n.a.
269.4 277.4  209.2 5.1 4.6 3.4 n.a. n.a. n.a.
2740 3153  369.7 1.9 1.8 2.0 n.a. n.a. n.a.
19.1 26.4 15.0 5.6 7.2 4.0 459 479 489
240 -43.2 -118.6 0.9 -1.4 -3.5 n.a. n.a. n.a.

5.2 4.4 14.9
75.9 88.3 38.4
14.8 14.1 11.2
41 62 -18.3
45.0 46.8 56.4
948 1143 1108
21.0 107 -191
15.1 -7.2 5.7

External debt
% of GDP, end of period
2020 2021 2022f

0.5 0.4 1.1
4.6 4.9 2.3
4.4 3.8 2.7
1.1 -1.6 4.4
13.0 11.8 13.3
14.1 14.7 14.3
4.2 2.1 -3.9
4.4 2.0 -1.4

Short-term foreign debt
USS$ billion, end of period
2020 2021 2022f

132 145 146
437 457 439
104 102 100
87 84 81
n.a. n.a. n.a.
530 552 574
221 220 208
95 110 109

Government balance
% of GDP, end of period
2020 2021 2022f

n.a. n.a. n.a.
n.a. n.a. n.a.
n.a. n.a. n.a.
n.a. n.a. n.a.
n.a. n.a. n.a.
n.a. n.a. n.a.

25.3 23.2 19.9
31.0 32.6 39.8
60.6 54.1 48.6
20.8 21.7 22.9
n.a. n.a. n.a.
28.0 25.7 21.7
27.3 27.2 28.2
36.5 42.3 45.3

n.a. n.a. n.a.
n.a. n.a. n.a.
n.a. n.a. n.a.
n.a. n.a. n.a.
n.a. n.a. n.a.
n.a. n.a. n.a.

78.8 78.8 78.8
159.3  166.2  166.2
103.5 103.5 103.5

22.8 27.8 32.8

n.a. n.a. n.a.
176.0  197.0  205.0
53.4 53.4 53.4

n.a. n.a. n.a.

9.2 -8.0 6.0
4.7 6.2 -3.9
-1.4 -3.8 -3.4
3.7 -3.1 3.7
9.2 1.0 -1.9
127 107 -10.5
6.0 -5.3 -3.0
3.7 -1.5 2.1
6.5 6.5 6.2
-1.6 9.0 -1.5
-13.9 2.2 -0.5
-1.0 -1.5 -1.2
5.3 4.7 4.8
-3.9 4.2 4.1

Source: National statistics authorities and J.P. Morgan
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Key economic statistics

2021 2022 2023f 1Q21 2Q21 3Q21 4Q21 1Q22 2Q22f 3Q22f 4Q22f 1Q23f

Real GDP, %-ch over 1 quarter, saar

Japan 1.7 1.8 2.0 -1.3 1.5 -1.8 3.9 0.2 815 2.0 85} 2.0
Australia 4.9 4.0 25 8.0 2.4 741 16.3 2.9 3.6 2.6 26 2.4
New Zealand 5.6 2.1 2.3 7.1 9.7 -14.8 12.6 -0.9 7.0 0.6 2.3 1.9
Emerging Asia 7.4 3.6 4.1 6.1 2.6 0.7 8.6 6.7 -4.1 71 43 4.8
ex China and India 4.5 3.5 2.7 8.6 0.9 0.2 9.2 4.2 2.7 2.6 21 31
China 8.1 3.0 4.6 3.9 7.7 -4.0 8.5 7.4 -8.7 9.5 5.2 5.5
Hong Kong SAR, China 6.3 0.8 4.4 25.3 6.6 2.8 0.0 -111 4.1 8.0 6.0 3.0
Taiwan, China 6.6 25 1.7 12.2 -3.7 1.8 10.1 6.5 7.0 1.7 25 25
Korea 4.1 2.7 1.6 7.1 34 0.9 5.5 2.6 3.0 1.3 1.3 1.5
India 8.7 71 4.2 135  -22.2 28.0 8.2 7.9 8.0 25 4.0 4.0
Indonesia 3.7 4.8 3.0 5.8 4.7 3.3 13.5 5.6 6.4 3.0 3.0 4.4
Malay sia 3.1 8.8 4.2 9.9 33 104 19.7 16.3 14.7 45 0.0 45
Philippines 5.7 6.2 55 5.4 0.4 11.9 13.8 6.0 -0.5 4.0 4.0 6.0
Singapore 7.6 3.0 1.4 12.4 -3.2 6.1 9.5 3.1 -1.0 1.0 1.3 2.0
Thailand 1.5 3.0 3.3 2.0 1.8 4.1 71 5.0 2.7 2.9 0.6 3.8
Vietham 2.6 7.0 5.0 -1.5 42 -28.3 67.7 2.8 14.3 -9.2 9.0 45
Consumer prices, %oya, average
Japan -0.2 2.3 2.3 -0.5 -0.7 -0.2 0.5 0.9 2.4 2.7 3.0 2.9
Australia 2.9 6.4 3.9 1.1 3.8 3.0 3.5 5.1 6.1 7.0 7.3 5.8
New Zealand 3.9 6.2 2.3 1.5 3.3 4.9 5.9 6.9 7.3 5.9 4.9 35
Emerging Asia 1.7 33 3.0 0.8 1.9 1.6 24 2.2 34 3.8 3.7 3.8
ex China and India 2.1 4.6 34 1.2 23 22 29 3.2 45 5.2 5.2 4.6
China 0.9 22 25 0.0 1.1 0.8 1.8 1.1 2.2 2.7 2.7 3.1
Hong Kong SAR, China 1.6 1.7 1.6 1.2 0.8 23 2.0 1.5 1.5 24 22 1.8
Taiwan, China 2.0 2.9 1.8 0.8 2.1 2.3 2.7 2.8 3.5 2.9 25 2.1
Korea 25 5.2 36 1.4 25 25 35 3.8 5.4 5.9 5.7 5.2
India 5.5 6.7 5.2 4.9 5.6 5.1 5.0 6.3 7.3 71 6.3 6.4
Indonesia 1.6 4.9 5.2 1.4 1.5 1.6 1.8 2.3 3.8 5.2 6.5 6.0
Malay sia 25 3.3 25 0.5 4.2 2.1 3.2 2.2 2.8 4.4 36 3.2
Philippines 3.9 5.3 3.9 4.0 4.0 4.1 3.6 3.4 5.5 6.1 6.1 5.7
Singapore 2.3 5.5 2.7 0.8 2.3 25 37 4.6 5.9 6.3 5.3 4.2
Thailand 1.2 6.3 3.4 0.5 2.4 0.7 24 4.7 6.5 7.3 6.6 55
Vietham 1.8 3.1 35 0.3 2.7 25 1.9 1.9 3.0 33 43 5.0

2021 2022 2Q21 3Q21 4Q21 1Q22 2Q22 Current 4Q22f 1Q23f 2Q23f 3Q23f

Official interest rates, % p.a., end-period

United States Fed funds rate 0.25 4.50 0.25 0.25 0.25 0.50 1.75 3.25 4.50 4.75 475 4.75
Japan Pol rate IOER -0.10 010 -0.10 -0.10 -0.10 -0.10 -010 -0.10 -0.10 -0.10 -0.10  -0.10
Australia Cash rate 0.10 3.10 0.10 0.10 0.10 0.10 0.85 2.60 3.10 3.10 3.10 3.10
New Zealand Cash rate 0.75 4.00 0.25 0.25 0.75 1.00 2.00 3.50 4.00 4.00 4.00 4.00
China 1-year MLF rate 2.95 2.75 2.95 2.95 2.95 2.85 2.85 2.75 2.75 2.75 2.65 2.55
Taiwan, China Official discount rate 1.13 1.75 113 1.13 1.13 1.38 1.50 1.63 1.75 1.88 1.88 1.88
Korea Base rate 1.00 3.25 0.50 0.75 1.00 1.25 1.75 3.00 3.25 3.75 3.75 3.75
India Repo rate' 4.00 6.40 4.00 4.00 4.00 4.00 4.90 5.90 6.40 6.75 6.75 6.75
Indonesia BIRR rate 3.50 4.50 3.50 3.50 3.50 3.50 3.50 4.25 4.50 4.50 4.50 4.50
Malay sia Ovemight policy rate 1.75 2.75 1.75 1.75 1.75 1.75 2.25 2.50 2.75 3.25 3.25 3.25
Philippines Reverse repo rate 2.00 5.00 2.00 2.00 2.00 2.00 2.50 4.25 5.00 5.25 5.25 5.25
Thailand 1-day repo rate 0.50 1.25 0.50 0.50 0.50 0.50 0.50 1.00 1.25 1.75 1.75 1.75
Vietham Refinancing rate 4.00 6.00 4.00 4.00 4.00 4.00 4.00 5.00 6.00 6.00 6.00 6.00
Exchange rates, end-period
Japan USDIJPY 1151 1550 1109 1118 1151 1216 136.0 1485 1550 150.0 145.0  140.0
Australia AUD/USD 0.73 0.65 0.75 0.72 0.73 0.75 0.69 0.62 0.65 0.69 0.70 0.70
New Zealand NZD/USD 0.68 0.58 0.70 0.69 0.68 0.69 0.62 0.56 0.58 0.60 0.60 0.60
China USD/ICNY 6.35 7.30 6.45 6.45 6.35 6.34 6.70 7.19 7.30 7.40 7.30 7.20
Hong Kong SAR, Chir USD/HKD 7.80 7.85 7.77 7.79 7.80 7.83 7.85 7.85 7.85 7.85 7.84 7.84
Taiwan, China USD/TWD 27.70 3200 2790 27.84 27.70 2866 29.75 31.95 3200 3250 33.00 33.00
Korea USD/KRW 1189 1440 1130 1184 1189 1213 1299 1438 1440 1460 1470 1470
India USD/INR 7437 8250 7434 7418 7437 7576 7894 8230 8250 8350 84.50 85.00
Indonesia USD/IDR 14253 15250 14500 14313 14253 14369 14898 15427 15250 15350 15350 15350
Malay sia USD/MYR 417 4.70 4.15 4.19 4.17 4.20 4.41 4.70 4.70 4.75 4.80 4.85
Philippines USD/PHP 51.00 59.00 4885 51.05 51.00 51.79 5490 5899 59.00 59.50 60.00 60.50
Singapore USD/SGD 1.35 1.42 1.34 1.36 1.35 1.35 1.39 1.43 1.42 1.42 1.41 1.41
Thailand USD/THB 33.23 37.00 3205 3370 3323 3323 3532 3828 37.00 3675 3650 36.25
Vietnam USD/VND 22855 24200 23016 22760 22855 22841 23288 24135 24200 24250 24200 24150

1. RBI raised the lower end of the policy corridor 40 bps Apr22. Repo rate represents mid-point of policy corridor.

Source: National statistics authorities and J.P. Morgan
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Australia: Where’s the wage
pressure?

e Australia’s unemployment rate has fallen sharply in
the past two years and is now close to a 50-year low

e Wage pressure remains elusive with the annual rate
still tracking in the mid 2%s

o Collective agreements create long lags between slack
and wage growth, and may dampen growth overall

e Labor demand is strongest in sectors with the highest
share of collective agreements

o We expect wage growth to accelerate, but less rapidly
and peaking at lower levels than elsewhere

Australia’s labor market has tightened rapidly in the past two
years with the unemployment rate now almost 2%-pts below
pre-pandemic levels (Figure 1). While unemployment has
fallen globally, the improvement relative to 2019 has been
stark and one of the strongest across the DM economies.

Figure 1: Unemployment rate change relative to 2019
%-pt deviation from 2019 average
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Despite this tightening wage pressure remains minimal and,
for the most part, weaker than has been reported in other
jurisdictions (Figure 2). For context Australia’s wage price
index is running at 2.6%o0ya, only three-tenths above the 2019
pace and still toward the lower end of the historical range.

We forecast annual wage growth to accelerate in coming
prints and approach 3%oya by year-end, the quickest pace of
growth in a decade though still a subdued outcome relative to
other regions. As we have previously highlighted, rigidities in
the wage setting process have acted as a headwind to sus-
tained wages growth, most notably collective agreements
which have created long lags between labor market slack and
wage outcomes.
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Figure 2: Unemployment rates and earnings
Average weekly earnings, %oya
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In theory, as the unemployment rate declines below NAIRU
wage pressure intensifies as firms bid up wage rates to attract
the marginal supply of labor. NAIRU is difficult to pin down,
though we broadly agree with the RBA’s estimate which
places this rate around the high-3s/low-4s. Accordingly, we
now regard the unemployment rate (3.5%) as being at levels
sufficient to generate stronger wage growth.

Still we view the prevalence of collective agreements as a
meaningful headwind. There are currently more than 11,000
separate collective agreements registered with the govern-
ment that outline general employment/pay conditions for cov-
ered employees and, on average, are binding for 36 months
from the implementation date. Every quarter roughly 10% of
these agreements expire and are updated, meaning pay rates
for the majority of employees under collective agreements are
not influenced by underlying market conditions for prolonged
periods of time. This has the effect of smoothing quarterly
wage growth, lowering volatility and creating material lags
between changes in unemployment and wage growth. For
context, in Australia 60% of wage contracts are subject to
some type of collective agreements/award, meaningfully
above the economies listed in Figures 1 and 2: US (11%), UK
(27%) and Canada (30%). Interestingly, collective agreements
are more common in Europe where wages have also been
slow to respond to falling unemployment.

Domestic industry-level data also reports that the sectors with
the lowest exposure to collective agreements are posting the
strongest pace of wage growth. Figure 3 details the share of
industry-level wage contracts determined by individual
arrangement (i.e. not governed by collective agreements or
award/minimum rates) versus wage growth in that industry.
The professional, realty and wholesale industries have the
largest exposures to individual agreements, and at the same
time have reported the strongest pace of wage growth in the
past year. In contrast, industries where collective agreements/
awards determine >80% of contracts have reported below
average wage growth (health, education and public adminis-
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tration). Of course, wage-setting rules are not the only driver
of wage growth, with productivity and profit important, too.
But with demand for labor currently strongest in sectors with
a high share of collective agreements, wage growth should
underperform by more than usual.

Figure 3: Wage growth vs. share of individual agreements
Wages, %oya
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Jobs growth remains narrowly focused

Since 2019 the Australian economy has added over 600k
jobs, though gains have been far from uniform across sectors
with one-third of industries reporting a lower headcount rela-
tive to pre-COVID. The health sector has accounted for about
half of net job creation (Figure 4) with labor demand fueled
by COVID-related hiring and the ongoing roll-out/expansion
of the National Disability Insurance Scheme. As noted above
the health industry has one the largest exposures to collective
agreements meaning strong labor demand doesn’t necessarily
translate to an immediate uptick in wages across that sector.
Employment in the professional and financial/insurance sec-
tors has also been strong, but unlike health care wages in
these industries are mostly determined by individual agree-

ments and wage pressures are becoming increasingly obvious.

At the other end of the spectrum, firms in the manufacturing,
support service, recreation and food services sectors have
experienced job shedding with industry headcounts lower
than 2019 levels. We suspect at least part of this adjustment
owes to relatively thin profit margins in these sectors which
makes it difficult for these businesses to increase wages to
attract labor. As a result labor supply shifts toward industries
with higher real wages, generating an outward shift in the
Beveridge curve and contributing to reports of labor shortag-
es.

Legislated pressure

Earlier this year the Fair Work Commission announced larger
than normal minimum wage (5.2%y/y) and award (4.6%y/y)
increases which take effect in 2H22. While materially larger
than normal, only a very small share of the workforce directly
earns the minimum wage (<3%), although ~25% of those
employed have wage arrangements linked to the award wage.
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As we have previously noted, these changes are likely to
boost aggregate wage growth in 3Q/4Q by a combined
0.4%-pts and likely see annual wage growth approach 3%oya.
We also anticipate an indirect effect on aggregate wages,
though the precise impact is harder to decipher. Indirect trans-
mission occurs mostly through collective agreements, with
many arrangements stipulating employee compensation must
exceed a specific award payment rate. But given collective
agreements already exceed base award rates, there is no guar-
antee that the increase in the award rate will be fully marked
through to new agreements, which may dilute the influence
on broader wages.

Figure 4: Employment growth since 2019
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While difficult for households to manage, the stickiness and
slow moving nature of wage setting can be a blessing in a
supply shock. Unit labor costs are running at 3%oya in Aus-
tralia compared to 10%oya in the US. This is arguably forcing
a more aggressive monetary policy response from the Fed,
versus the RBA. As Governor Lowe noted in parliament,
were wages to match the current level of inflation, much
higher rates and lower growth would be necessary.
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China's supply chain and
ASEAN: coping with the drags

e Chinese industrial sector's reliance on foreign enter-
prises and processing imports has come down steadily

e As regional supply chain activity has been shifting to
the ASEAN region, Chinese exporters benefit too

o Chinese producers are exploring new growth sectors
and striving to upgrade capacity

e Geopolitical risks and technology competition pose key
hurdles to China's supply chain upgrade

Recent years have seen growing concern around geopolitical
risk and a consequent push for a “de-coupling” between the
US and Chinese economies. These issues have been exagger-
ated by the pandemic. How has China's supply chain adjust-
ed? And how has this impacted China’s regional trade part-
ners?

In our view , China’s manufacturing sector has become
increasing self-reliant, exploring new growth sectors in recent
years. While there has been evidence of some downstream
production activities shifting to lower-cost producing coun-
tries in the region, Chinese exporters have indeed benefitted
from intensifying trade relations with these regional partners.
China remains focused on industrial upgrading, core technol-
ogies and new strategic industries. Intensifying US-China ten-
sions, especially regarding competition in the technology sec-
tor, would pose headwinds to China's supply chain and
industrial upgrading. And in the near term, we think China’s
export sector will face increasing headwinds going into 4Q22
and 1H23 amid softening global demand.

Rise in China’s share of world exports

China's share of world exports had been relatively stable dur-
ing 2018-19 despite the escalation in US-China trade ten-
sions. China’s loss in market share in the US was offset by
growing exports to Europe, as well as exports to other econo-
mies which have gained market share in the US, including
EMAX (EM Asia ex-China) and even Mexico (link). Mean-
while, China's share of world exports has spiked about
2.0%pt through the pandemic (Figure 1). China's supply chain
largely maintained normal operations amid COVID-19 dis-
ruption to production lines in other parts of the world, while
global goods demand boomed. As such, China’s Customs
trade surplus has risen from $421 billion in 2019 to $676 bil-
lion in 2021, and will likely approach $900 billion this year
on our forecasts. Resilience in the export sector has provided
timely support for the economy (while domestic activity has
been disrupted by the ongoing pandemic, along with property
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market slowdown): net exports accounted for 20-25% of
overall GDP growth in 2020 and 2021, and contributed one-
third of the 2.5%oya growth in 1H22.

Figure 1: China's share of world exports and trade balance
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Chinese producers increasingly self-reliant

As China's industrial sector matures, the export sector has
become increasingly self-reliant. While foreign-funded enter-
prises contributed significantly to China's export boom in the
early years, their share of total exports peaked at almost 60%
in 2006, and has been falling persistently since then, register-
ing at 31.2%, sa by July (Figure 2). It is worth noting that the
decline in the significance of foreign enterprises in China’s
export sector seems to have accelerated in recent years, espe-
cially since the US-China tariff war. In the five years through
2018, the annual decline in foreign enterprises’ share of total
exports averaged about 1.1%; between 2019 and 2021, the
pace of average annual decline picked up to 2.4%, in the first
seven months of 2022, the ratio fell notably by 3.6%. Mean-
while, foreign companies' share in China's overall industrial
revenue has similarly trended down since 2008, though at a
more moderate pace, as MNCs continue to focus on China’s
domestic market.

Figure 2: Foreign enterprises' share of exports & industrial revenue
% share of total exports/ national industrial sales revenue
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Parallel to the declining role of foreign enterprises in the

manufacturing sector, China's imports for processing trade, a

crucial part of the regional supply chain to meet final demand

in the rest of world, have been on a declining trend. Imports

for processing and re-exports accounted for 30% of China's
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total imports in 2010, with the share falling to 18.2% in 2021.
Meanwhile, the share of exports using imported materials has
been falling steadily from about 40% of total exports in 2010
to 21.5% in the first eight months this year (Figure 3). Such
developments appear to reflect increasing localization in Chi-
na's manufacturing and export sectors, as a growing share of
total exports is produced onshore in Chinese factories.

Major upstream North Asia exporters appear to be most
affected by the decline in Chinese manufacturers’ reliance on
processing imports, a process which seems to have accelerat-
ed recently. Indeed, despite a 13.6% rise in China’s total
exports and 4.6% rise in total imports in the first eight months
this year, China's imports from North Asia (Japan, Korea and
Taiwan) fell 1.2%oya. In particular, Taiwanese manufacturers
have registered a significant slowing in export orders from
Mainland China/ HKSAR since early this year, recording a
decline of 25.5%oya in August. Korea’s exports to China fell
across the major product groups in recent months, including
tech (-0.1%oya, 3mma, in August), chemical (-2.3%),
machinery (-10.4%), and metal (-7.6%) products. While this
near-term drag in nominal export growth partially reflects fall
in exports prices, Korea’s machinery exports to China has
been falling notably since 2019, likely reflecting the ongoing
shift in regional supply chains since US-China trade tension.

Figure 3: China's imports from N. Asia and processing exports
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out of the ASEAN region doubled during this period (though
starting from a low base) (Table 1). Reflecting this shift, Tai-
wan’s exports to the ASEAN region jumped 20.8%o0ya in the
first nine months this year, with the region contributing the
largest share of Taiwan's overall export growth during this
period.

Table 1: Taiwan export orders - offshore production by region

2021 vs.
% share of offshore production 2018 2019 2020  2021] 2018

Total offshore production 2.4 52.6 24.0 ol.b -0.8
Mainland China/ HK 46.9 448 455 424 -45
ASEAN 1.6 19 2.9 3.2 1.6
Rest of Asia 2.2 1.7 16 19 -0.3
America 0.9 2.0 2.1 2.2 13
Europe 0.7 12 13 13 0.6
Rest of world 0.2 0.8 0.6 0.6 0.4

%oya, 3mma

China imports from
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Shift of regional production lines to ASEAN

In addition to the general decline in China's reliance on pro-
cessing imports, the latest slowdown in upstream North Asian
exporters’ shipments to China may also reflect the shift in the
regional production lines to the lower-cost producing coun-
tries, especially those in the ASEAN region. In the case of
Taiwan, given rising production costs in mainland China, Tai-
wanese manufacturers have been going through "reshoring”
of production lines from China since 2014-15 (link), and also
venturing into other low-cost production bases in the region.
This process stepped up in 2018. While over 50% of Taiwan's
export orders are produced offshore, the share of orders pro-
duced out of factories in mainland China has fallen from
46.9% in 2018 to 42.4% in 2021, but the ratio of production

Source: Taiwan MoEA

Even Chinese producers are exploring the low-cost advantage
of the ASEAN region, especially in the face of rising US-Chi-
na trade tensions. While China's overall outward direct
investment (ODI) appears to have peaked in 2016 (upon
tighter controls on capital outflow by the Chinese authorities
and stricter scrutiny of Chinese direct investment by the DM
economies), China’s ODI to the ASEAN region for the manu-
facturing sector has grown significantly in recent years (Fig-
ure 4). At this juncture, Chinese exporters appear to be bene-
fitting from the ongoing regional supply chain relocation, as
China's exports to the ASEAN region have outperformed Chi-
na's exports to rest of the world, especially since the begin-
ning of the US-China trade tension (Figure 5), a phenomenon
which has been even more outstanding this year.

Figure 4: China ODI to ASEAN for manufacturing sector
USS$ billion
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Figure 5: China exports to ASEAN vs. rest of world
Index, 2010=100, sa, 3mma
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Overall, amid the shift of regional production lines to the
ASEAN region, Chinese exporters seem to be playing an
important role in the processing trade flow through the
ASEAN region (before final shipment to end markets).
OECD data suggests Chinese manufacturers have been heavi-
ly involved in the ASEAN region's export activity. By 2018,
China contributed 30.7% of value-added in Vietnam's manu-
facturing exports (with an 11.0%-pt spike in the ratio over the
previous decade), 24.3% for Indonesia, 19.5% for Thailand
and 18.4% for Malaysia (Table 2). The respective ratios have
likely picked up further in recent years considering the accel-
eration in Chinese exports to the region, as mentioned above.

Table 2: Origin of value added in ASEAN mfg. exports
%, share of foreign value added in mfg. exports (2018)

JP KR ™w CN
ID 8.5 49 2.0 24.3
TH 14.0 4.1 2.8 19.5
MY 8.7 4.8 5.1 18.4
SG 9.9 29 32 9.2
PH 8.9 9.6 3.7 18.4
VN 74 1.7 39 30.7

Source: OECD, J.P. Morgan

Chinese producers explore new growth
sectors

As China’s industrial sector moves up the value-added chain,
its share in the global market of higher value-added indus-
tries, such as the tech sector (including office and telecom
equipment), has risen over the past two decades (Table 3).
China's export share in a range of tech products (including
smartphones and other consumer electronic products) seems
to have peaked in recent years, with a growing trend of partial
production relocation to the ASEAN region. On the other
hand, China has continued to gain export market share in sec-
tors such as machinery and equipment, auto products, as well
as chemicals, over the past decade (Table 3). In particular,
China’s motor vehicle exports jumped 55.9%o0ya in the first
eight months this year, adding to the impressive growth of
119% in 2021 (Figure 6). This was led by a surge in exports
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of new energy vehicles, reflecting growing competitiveness
of China's auto industry, especially against the backdrop of
post-pandemic global auto supply chain bottlenecks.

Table 3: China's share in world exports: selected commodities

% share 2000 2005 2010 2015 2020
Textiles 104 25.9 304 374 47.0
Clothing 18.2 26.6 36.6 39.3 315
Office & telecom equipmer 45 17.7 278 34.0 325
Other machinery & equip. 2.6 4.9 9.5 12.0 142
Iron and steel 3.1 6.1 9.3 16.7 12.7
Chemicals 2.1 3.2 5.1 6.9 7.7
Auto products 0.3 1.1 2.6 3.7 4.6

Source: World Trade Organization

Figure 6: China auto exports
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Figure 7: China's fixed asset investment
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As highlighted in the country’s 14" Five Year Plan (link), one
of the key policy targets of the Chinese government has been
to upgrade the manufacturing sector, achieve self-sufficiency
in core technologies, and give support for new strategic
industries (5G, big data, Al, electronic vehicles, green econo-
my, etc.). Extensive policy support measures have been
devoted to relevant sectors including tax rebates, structural
credit facilities, fiscal subsidy on interest payments, etc. The
policy shift has led to a solid uptick in manufacturing FAI
since early last year. In particular, investment growth in
machinery and equipment has spiked and outperformed over-
all FAI significantly (Figure 7), rising 27.2%oya, ytd in
August (vs. overall FAI growth at 5.8%). Meanwhile, high-
tech IP has shown solid growth of 8.4%oya, ytd in August,
outpacing overall IP growth of 3.6%. Overall, the recent
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reorientation of policy appears to be working to foster further
upgrading of China's industrial sector, enabling Chinese pro-
ducers to explore new growth sectors both domestically and
globally.

Headwinds to global goods demand

Looking ahead, China’s export sector will face increasing
headwinds going into year-end and early 2023. Our global
team expects the world economy to grow at a modest, below-
trend pace of 1.6% q/q saar in 4Q22 and 1.95% q/q saar in
1H23, with demand growth rotating to the service sectors,
suggesting that global goods demand will soften in coming
quarters. In addition, with the reopening of the global econo-
my and normalization of the global supply chain, China’s
share of global exports will likely moderate going forward -
indeed the ratio has eased to 14.4% by 2Q22, compared to an
average 15.4% in the previous two years (and the pre-pan-
demic level of 13.3% in 2019).

Our forecasts look for China's export growth to slow to
almost 0%oya in 4Q22, compared to 13.6% growth in the
first eight months. Going into 2023, we expect net exports to
contribute a marginal 0.1%-pt to overall GDP growth of
4.6%yoy (Figure 8), compared to an average 1.0%-pt contri-
bution since the pandemic. Similar headwinds will drag the
outlook for other North Asia exporters on the regional supply
chain: Taiwan’s export sector has tracked a softening trend,
with real exports falling 14.9% 3m/3m saar in September, and
the cautious outlook will likely continue in the coming quar-
ters with moderating tech demand and likely slowing in glob-
al capex growth.

Figure 8: Contribution to China's headline GDP growth
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Challenge to China's supply chain upgrade

From a medium-term perspective, China's industrial sector
seems to be handling regional supply chain adjustments rea-
sonably well at this stage. It has been boosting manufacturing
investment, upgrading production capacity and becoming
more self-reliant, venturing into new product groups and
exploring the low-cost advantage of the regional trade part-
ners (though progress on certain advanced industries, includ-
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ing high-end semiconductor sector, has been modest so far).
However, US-China tensions have continued to intensify,
especially regarding competition in the technology area. Chi-
na has been heavily relying on imports of high-end tech com-
ponents: imports of electronic components have tripled over
the past decade (Figure 9), with imports of electronic integrat-
ed circuits amounting to $433 billion in 2021, dwarfing its
spending of $300 billion on oil imports.

Figure 9: China imports of electronic components and machinery
Index, 2010=100, sa, 3mma
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These developments impose obstacles for China to continue
benefiting from technology transfer, which has been crucial
for China's industrialization process in the past few decades,
and could potentially drag productivity growth going forward.
We have suggested previously that China’s potential growth
will continue to fall through 2035, reflecting a smaller contri-
bution from factor input growth (particularly labor and capital
input), while total factor productivity growth will stabilize
(link). Meanwhile, evolving geopolitical risks imply both
challenges and opportunities for its regional trade partners. In
particular, exerting further stress on N. Asian tech exporters
which are struggling with a downshift in global tech demand
and inventory down-cycle. But there may be opportunities
over a longer-term horizon for the tech sector in Asia outside
of China, reflecting the limited access by the Chinese manu-
facturing sector to US technology and market.
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Japan

o Large manufacturers DI fell with slowing global
demand and higher costs, while serives DI improved in
October

o Small firms’ sentiment also rose further in September,
reflecting the reopening dynamics

o PPI inflation accelerated again in September, in
response to the recent yen depreciation

e Rapid yen depreciation and a deterioration in JGB
market liquidity intensified pressure on the BoJ

This week’s indicators showed a divergence in business con-
ditions between manufacturers and non-manufacturers. In the
October Reuters Tankan large firms survey and September
economy watchers small firms survey, manufacturers’ senti-
ment deteriorated, reflecting slowing global demand and con-
cerns about a profit squeeze due to elevated imports costs.
Indeed, producer prices and import prices released this week
accelerated again in September, reflecting the recent sharp
yen depreciation.

On the other hand, even with higher cost pressures, non-man-
ufacturers’ sentiment improved in both surveys, reflecting the
recovery of domestic demand. This week, the government’s
changed its COVID-19 related policies, including the resump-
tion of the travel subsidy program and removing the limit on
the number of foreign arrivals. This on-going policy shift has
pushed up sentiment in services sector. We continue to expect
domestic consumption to bounce strongly in 4Q, backed by
the reopening dynamics.

This week, rapid yen depreciation and a deterioration in JGB
market liquidity further intensified pressure on the BoJ. The
yen recorded three-decade lows against the USD, sliding past
the level at which Japan’s MoF had intervened in late Sep-
tember. Also, amid higher global yields, JGB market liquidity
remains low, and 10Y JGB auctions failed for almost four
consecutive days. Although Kuroda continues to send a dov-
ish message, we continue to look for firming fundamentals in
domestic economy to support an eventual policy shift in
March 2023. Furthermore, we see rising market pressure this
week increases the possibility of policy shifts ahead of our
baseline view.

Large firm sentiment was mixed

The October Reuters Tankan large firms survey saw the man-
ufacturers’ business sentiment DI fall 5pts to 5, marking the
second consecutive monthly decline (Figure 1). Slowing
global demand and a profit squeeze due to higher import costs
dragged down firms’ overall sentiment. Among manufactur-
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ers, the declines in the DI for materials, including chemicals
and oil refineries, were large, falling 9pts to 0, and the out-
look DI indicated a further decline to -5. Manufactured prod-
ucts also indicated a modest decline ahead, with the outlook
DI pointing to 7, a 1pt decline from the current conditions DI
of 8. But autos continue to look for a recovery; the autos’ cur-
rent conditions DI fell 2pts to -17, but the outlook DI pointed
to a 26pts gain to 9. While cost pressures combined with
slowing global demand are gradually weighing on manufac-
turers’ business sentiment, today’s report indicated that a fur-
ther easing of bottlenecks likely will partially mitigate the
drag.

Figure 1: Reuters Tankan large firm sentiment
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Non-manufacturers showed rising confidence. The current
condition DI rose 4pts to 15, and the outlook DI signaled a
further recovery in the coming two-three months, pointing to
19, after a 4pts rise to 15 in October. The rise was largely led
by wholesale and retail, as well as other services. This per-
haps reflects the ongoing shift of the government’s COVID-
19 policy, such as the removal of limits on foreign arrivals
and resumption of the travel subsidy program, both starting
from yesterday. We continue to expect services consumption
to bounce strongly in 4Q, backed by the reopening dynamics.

Small firm sentiment rose further

The September Economy Watchers’ survey, a business senti-
ment survey of small firms sensitive to economic conditions,
marked a second consecutive monthly increase, rising 2.9pts
to 48.4 (Figure 2). The August and September increases still
did not offset the July plunge, but showed positive momen-
tum in domestic business activity, reflecting the number of
infections trending down in the month. In the breakdown, the
5.0pt jump in the household-related DI led the September
improvement. The commentary suggests rising confidence
about the recovery of domestic consumption, especially in the
hotel and restaurant industries, since the country is moving
toward an endemic equilibrium.

The corporate-related DI fell by 2.0pts to 45.5 in September,
reflecting concerns about a profit squeeze due to elevated
import costs, especially those caused by recent sharp yen
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depreciation. The employment DI also edged down by 0.5pt
to 52.0, and according to the commentary, the increase in a
mismatch between skills and opportunities appeared to drag
down the small firms’ sentiment. The outlook DI for 2-3
months ahead inched down, declining 0.2pt to 49.2 in Sep-
tember after the 6.6pt jump in August. The details were simi-
lar to those for the current condition DI; the corporate-related
and employment DIs fell for the same reasons, although the
household-related DI rose 0.9pt, reflecting an expected
resumption of the travel subsidy program and the removal of
the current limit on the number of foreign arrivals.

Figure 2: Economy Watchers' current conditions and outlook DlIs
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Trend of machinery orders remained firm

Private core machinery orders (domestic private orders
excluding those from electric utilities and for ships) fell
5.8%m/m, sa in August after a 5.3% increase in July. The
August decline was payback after the July jump, which
reflected one-off deals from non-manufacturers. In the break-
down, orders from non-manufactures fell sharply by 21.4% in
August after a 15.1% jump in July, largely due to the trans-
portation and telecommunications industries, but those from
manufacturers rose strongly by 10.2% in the month. Even
with the August decline, the trend of core orders remained
firm, and the recent solid run left the July-August average
still 3.6% annualized above the 2Q average. Although the
recent firmness in machinery orders is partly attributable to
the effects of higher prices, based on firms’ strong capex
plans for FY2022 in the BoJ Tankan survey, we continue to
expect GDP-based capex to rise further, with a 9.0%q/q, saar
rise in 3Q. Outside of core orders, foreign orders fell
18.9%m/m, sa, following a 2.4%m/m sa fall in July.

PPI inflation accelerated

The September producer price index (PPI) rose 0.6%m/m, sa
(seasonally adjusted by J.P. Morgan), leaving annual PPI
inflation at 9.7%oya, after a 9.4% increase in August. The
oya increase had moderated in the past four months, but
accelerated again in September, in response to the recent yen
depreciation. It reached close to the recent peak in April at
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9.8%, the highest increase since 1980. The import prices
index (IPI) also firmed again from 43.2%o0ya in August to
48.0% in September. Although the prices based on contract
currency eased in the month, reflecting the gradual modera-
tion of commodity prices, the sharp acceleration of yen depre-
ciation put upward pressure on IPI. Indeed, more than half of
the oya increase in August was explained by the impact of the
yen’s depreciation. We believe the strong PPI and import
prices suggested continued upward pressure on CPI inflation,
since firms have accelerated their cost pass-through behavior,
in response to the higher inflation expectations associated
with elevated import cost pressures. We thus expect goods
prices (ex. fresh food and energy) to accelerate to close to
4%oya this year.

Current account remained in deficit

In July, the current account turned negative for the first time
since 2014, and it remained in a deficit in August (Figure 3).
The current account deficit narrowed slightly in August to
-¥530 billion (-1.2% of GDP, annualized) from -¥629 billion
(-1.4%) in July. The trade deficit widened by 0.7%-pt of GDP
in August, as expected, marking the fifth consecutive monthly
expansion since April, since strong imports reflecting higher
energy prices outpaced a rise in exports supported by the
gradual easing of supply bottlenecks. On the other hand, the
primary income surplus expanded sharply in August by
1.1%-pt in response to the recent yen depreciation. Within the
services balance, the travel and transportation balances
remained muted after the pandemic, but we expect them to
increase gradually, since the government’s COVID-19 policy
has been steering toward an endemic equilibrium and Prime
Minister Kishida announced that October will see the removal
of the current limit for foreign arrivals.

The current account balance will likely be in a small deficit in
the next few months, but we expect it to turn back to a surplus
again toward the end of this year. The merchandise trade bal-
ance will likely remain in a deficit in 2022 on strong imports,
reflecting the deterioration of the terms of trade due to elevat-
ed energy prices, but an expected recovery of auto shipments
with the easing of supply issues should push up the trade bal-
ance gradually hereafter. Furthermore, the large trade deficit
likely will be offset by an increase in the primary income sur-
plus in response to the sharp yen depreciation, and a narrower
services deficit reflecting the recovery of services activity
from the pandemic-related plunge.
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Data releases and forecasts
Week of October 10-14

Thu Customs-cleared international trade

Oct 20

8:50am Jun Jul Aug Sep
Balance (\bn sa) -1969 -2156 -2371 -2574
Exports %m/m 3.9 2.1 -0.7 54
Imports %m/m 3.8 35 15 6.1
Balance (\bn nsa) -1404 -1434 -2817 -2629
Exports %oya 19.3 19.0 22.1 28.9
Imports %oya 46.2 472 49.9 53.1
BoJ real export index 0.8 1.6 -0.6 2.5
BoJ real import index -14 0.8 1.6 13

We expect the September nominal trade deficit to expand
slightly from July. Based on the first-20-days’ customs trade
data, we project that both real exports and imports increased
firmly, reflecting the continued easing of supply bottlenecks,
the increase in nominal import should be larger than that of
exports, due to higher import prices. We estimate that BoJ
real exports and exports, the proxy for GDP-based real trade,
rose 2.5%m/m, sa and 1.3%, respectively in September.

Fri Nationwide consumer prices

Oct 21 2020-based

8:30am Jun Jul Aug Sep
%0ya
Overall 24 26 3.0 3.0
Core (ex. fresh food) 2.2 24 2.8 29
Core (ex. fresh food and
energy) 1.0 1.2 1.6 18
Core (ex. food and ener- 02 0.4 0.7 0.9
)
%m/m, sa
Overall 0.1 04 0.3 0.3
Core (ex. fresh food) 0.2 05 0.4 0.3
Core (ex. fresh food and
energy) 0.2 0.5 0.2 0.3
g;)re (ex. food and ener- 0.1 03 0.1 02

In the September nationwide CPI report, we expect the core
CPI (ex. food & energy) to rise 0.2%m/m, sa, leaving the
annal rate at 0.9%oya. We look for core goods inflation to
pick up with the lagged effect of the rise in import prices,
pushing up the core CPI. Moreover, the recent strong acceler-
ation of food price inflation will likely raise BoJ core CPI (ex.
fresh food and energy) to 1.8%oya in the month. Meanwhile,
we expect the core CPI (ex. fresh food) to rise 0.3%m/m, sa,
leaving the oya rate at 2.9%oya in September. Although the
increase in gasoline prices should continue to ease, the elec-
tricity and gas prices will likely accelerate in response to the
imported fuel prices with a roughly 6-month lag, pushing up

14

Global Economic Research

Global Data Watch
14 October 2022

this core measure.

JPMorgan

Review of past week’s data

Balance of payments (Oct 11)
\bn sa

Current account
Trade balance
Exports

Imports

Services

Primary income
Secondary income
Current account

Jun
838
-1587
8418
1000
4

-246
2843
-173
-132

Economy Watchers survey (Oct 11)

DI

Current conditions (sa)
Households (sa)
Business (sa)
Employment (sa)

Reuters Tankan survey (Oct 12)
Diffusion index
Manufacturing

Nonmanufacturing

Machinery orders (Oct 13)
%m/m sa

Jun
Total 2.2
Core private 0.9
domestic orders'
Manufacturing 54
Public 0.3
Foreign -4.6

Jul
43.8
426
443
50.7

Aug
13
19

Jul
-629
-1809
8483
1029
2

617
2036
-239

229

Aug
455
43.8
475
52.5

Sep
10
11

Jul
0.3

5.3

5.4
15.1

-18.4

2.4

1. Domestic private sector, ex for ships and from utilities

Producer prices index (Oct 13)
%o0ya, nsa, 2020-based

Domestic PPI
(%m/m)

Export prices

Import prices

Source: BoJ, CAO, EJCS, JADA, JCSA, JDSA, JFA, JLM, VMA, Markit, METI, MHLW, MILT,MoF, Reuters, Statistics Bureau, J.P. Morgan forecast

Jul

0.4
194
464

9.1

19.5
49.2

PPepé

9.4
0.6
173
43.2

Aug

Oct

15

Aug

-530
2125
8521

10645

-813
2514
-107

59

484
48.8
45.5
52.0

9.5
5.8
10.2
214

294
-18.9

9.7
0.6
20.1
48.0
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Australia and New Zealand

o RBA communications this week noted that the neutral
rate is not a target for the policy rate

o Instead, decisions will be based on incoming data, we
expect this to be re-emphasized in the October minutes

o We anticipate a one-tenth increase in the Australian
unemployment rate in next week’s labor data

e In NZ, we expect 3Q inflation to fall 1%-pt in oya
terms to 6.3%

The minutes from the RBA’s October policy decision are
released in the coming week. At that meeting the RBA tight-
ened policy by 25bp, below J.P. Morgan and consensus fore-
cast (both 50bp), not to mention market pricing (~47bp).
Despite this downshift, the policy statement was little
changed from prior months, noting that “the board expects to
increase interest rates further over the period ahead,” while
also stressing that “the size and timing of future interest rate
increases will be guided by the incoming data.” We expect
the minutes to once again highlight the data dependent nature
of upcoming policy decisions, with the looming October
labor report and 3Q inflation print the next data points of
note.

The rationale/discussion around the decision to slow the pace
of hikes will be interesting, particularly given the lack of
wage/inflation data released in the past month. This week’s
speech from Assistant Governor Ellis reaffirmed the Bank’s
view that the nominal neutral cash rate is likely in the high 2s/
low 3s, though it was also made clear this estimate comes
with a great deal of uncertainty and should be approached
with caution. Perhaps the most interesting takeaway was the
statement that neutral is “not a destination we necessarily
reach” and that “we are perhaps better served by paying
more attention to the ground as it shifts beneath our feet”.
Once again these comments focus on the importance of the
incoming data and the ability for the Bank to respond to
developments as they unfold.

Australian jobless rate to increase

We expect the unemployment rate to increase one-tenth to
3.6%, accompanied by a modest increase in the participation
rate (66.7%) and a 20K employment gain. While the labor
market remains robust, some leading indicators are starting to
show signs of fatigue. This is particularly true for new job
vacancies which, although volatile, have been trending lower
in the past few months and broadly consistent with a modera-
tion in labor demand. The ABS weekly payroll data is also
starting to plateau with average weekly payroll growth flat
lining since July, a meaningful deceleration from the average
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1H22 pace (0.4%w/w, Figure 1). That said, private consump-
tion remains strong and the NAB business survey is still high
in the range. Accordingly, our expectation is for a modest and
gradual deterioration in the labor market, with the unemploy-
ment rate likely to remain below RBA estimates of NAIRU
(low 3s/high 4s) for at least the remainder of 2022.

Figure 1: Australian weekly payroll growth
%wlw, 2m rolling average

0.8 1
0.6 1
04 4
0.2 1
0 T T \/‘
0.2 -

26-Feb-22
Source: ABS, J.P. Morgan

26-Apr-22 26-Jun-22 26-Aug-22

Business conditions remain firm

The headline NAB business survey results were mixed in
September; confidence fell to 5pts (August: +10) but condi-
tions rose to 25pts (August: +22). Business conditions are
more closely correlated with broader economic indicators
than confidence, so this week’s uptick suggests that firms are
comfortably weathering the early pass-through of monetary
policy tightening.

The employment metrics were supportive of continued labour
market strength. Capacity utilization softened slightly but
remains elevated at 85.8% and is consistent with a jobless
rate around current levels. Although the explanatory power of
the capacity utilization metric for the jobless rate has been
weakened by absences related to illness and injury.

As in August, the nominal indicators eased across the board
in September. Purchase costs fell to 3.8% (August: 4.4%),
which, to some extent, should reflect a further easing of sup-
ply constraints. Purchase costs are a gross rather than a per-
unit concept, so a downshift may also capture a fall in pur-
chase volumes, though this seems unlikely given the strength
in overall trading conditions. labor costs also declined to
3.1% (August: 3.4%) and, while affected by fluctuations in
hours worked, provide tentative evidence that wage pressures
remain benign relative to other DM economies. Comparative-
ly soft wage outcomes should ease the pressure on the RBA
to move the policy rate as deeply into restrictive territory as
other central banks.
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Moderation in NZ CPI

We expect next week’s 3Q CPI report to deliver a rise of
1.3%q/q, close to the RBNZ’s forecast (1.4%). This would
generate a material (1%-pt) fall in annual inflation to
6.3%oya. The timing of this descent has been clear for some
time given that sequential inflation peaked in 3Q21 (locking-
in when base effects drop out), and was driven by housing-re-
lated components which have turned around sharply. Monthly
tracking data suggest food and energy combined should drive
a deceleration in seasonally adjusted terms (Figure 2). While
food inflation is proving stubbornly persistent (likely due to
lagged response to earlier weather disruptions in Australian
agriculture) the 0.3%-pt (sa) acceleration in that group should
be more than offset by a -0.5%-pt contribution swing in fuel.
Broadly, the fall in global oil and agricultural prices is likely
to impart a drag on the CPI in coming quarters, even with
weaker NZD.

Figure 2: Swing in 3Q22 CPI impulses relative to 2Q22

%-pts
0.4
0.2
0.0
0.2
-0.4
-0.6
I IR g
‘(‘0\ & ng}:b <& ‘(oob < «0@\'&
Source: Stats NZ, J.P. Morgan '\6@

The wildcard for inflation remains housing. Given the speed
of the unwind in housing components which are explicitly
plugged into the CPI (rents, and local rates and charges which
reset in September quarters and explicitly reference house/
land prices) a more abrupt drop in inflation is possible. Data
released this week showed house prices down 13% from the
peak, and -8%o0ya, having been up 30%oya at the time of last
September’s CPI, a very large swing. Similarly rents on new
agreements are falling in both sequential and %oya terms at a
similar pace to the initial 2020 housing downturn. Historical-
ly housing has been highly correlated with both non-tradables
inflation and the common factor in core inflation, which sug-
gests the RBNZ should have confidence that policy tightening
is working. But there is uncertainty as to whether this turns up
in a lumpy fashion in 3Q (as it did on the upside in 3Q21), or
is more drawn out.
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Data releases and forecasts
Week of 17-21 October

Thu Labor force survey

Oct 20 Jun Jul

11:30am  Unemployment rate (%) 35 34
Employment (ch. 000s) 75.0 -41.0
Participation rate (%) 66.8 66.4

Review of prior week’s data

No data releases of note.

New Zealand

Data releases and forecasts
Week of 17-21 October

Tue Headline CPI
Oct 18 2104 2201
8:45am  %qlq 0.4 04

Review of prior week’s data

No data releases of note.

Source: ABS, Stats NZ, J.P. Morgan forecasts

JPMorgan

Aug Sep
35 3.6
335 20
66.6 66.7
22Q2  22Q3
1.7 1.3
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Greater China

e China: Consumption remains a source of weakness
o TSF growth ticked up to 10.6%o0ya in September

e CPI and PPI below expectations, with broad-based
disinflation pressure

e Next week: China trade, GDP, FAIL IP and retail sales;
Hong Kong CPI and unemployment and Taiwan
export orders

Caixin service PMI fell 5.7pts to 49.3 in September, much
larger than the decline in NBS non-manufacturing PMI (from
52.6 to 50.6) and market consensus of 54.4. The new wave of
Omicron clusters since August has weakened the momentum
of economic recovery since May. Still, the impact was much
more modest this time compared to the March-April episode
as Caixin service PMI fell to 42.0 in March and 36.2 in April.

We think consumption and service activity remain a source of
weakness for the economy. Uncertainties in the economic out-
look are weakening individuals’ income and employment
expectations, driving up household savings and reducing
household expenditure. Nominal income growth has also
lagged behind nominal GDP growth, and the policy stimulus
has focused on corporate rescue measures. The consumption
and service activity data during the National Holiday period
point to softness as travel-related expenditure remained weak.
Note that the number of new infection cases picked up again
during the National Holiday break. The pickup in new infec-
tion cases, if not moderated, will be a test, especially given
very low infections in China (total infections less than 0.8%
of total population, far from herd immunity).

TSF growth ticked up to 10.6%oya

The credit report came in above expectations in September.
TSF increased 3.53 trillion yuan, with TSF growth ticking up
to 10.6%oya (Figure 1). Credit impulse (the gap between TSF
growth and nominal GDP growth) also edged to 3.2%-pts.
The positive surprise in TSF was attributable to stronger-
than-expected bank loan creation, which increased by 2.47
trillion yuan. Short-term loans to households rose 304 billion
yuan and short-term loans to the corporate sector rose 657 bil-
lion, jointly contributing 39% of loan increase in September,
significantly higher than the share in August (14%). Still,
medium and long-term loans to the corporate sector stayed
solid at 1.349 trillion yuan and that to households saw a mod-
est recovery. Non-loan components in TSF rose 1.029 trillion,
led by the 553 billion yuan net issuance of government bonds.

We think the PBOC will maintain its accommodative mone-
tary policy. Our baseline scenario looks for the PBOC to keep
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its policy unchanged for the rest of the year, but the pace of
policy rate cuts will likely continue in 2023 with two 10bp
policy rate reductions in our forecasts (one each in 2Q and
3Q). We expect the current credit policy stance to continue
throughout 2023, i.e. TSF growth will be higher than nominal
GDP growth by 3-5%pts. The PBOC has used various instru-
ments to support credit growth in recent months, including re-
lending facilities, policy bank lending and window guidance
for commercial banks. In September, the PSL balance out-
standing rose 108 billion, the first increase since 2020. In
addition, we expect a 25bp RRR cut in 4Q to support stable
credit growth (year-end TSF growth forecast: 10.6%).

Figure 1: China TSF growth
%oya

21 -
18

15 1

12 1

9

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Source: PBOC; J.P. Morgan

CPI and PPI below expectations

September CPI and PPI inflation points to broad-based soft-
ness in the pricing environment (except for food). Headline
CPI inflation came in at 2.8%o0ya on a 0.2% m/m sa modest
gain (Figure 2). Food prices rose 0.9% m/m sa and pork pric-
es grew 5.4% m/m nsa while domestic energy prices eased as
vehicle fuel prices fell 1.2% m/m nsa. Core CPI remained on
the soft side, falling 0.1 % m/m sa in September, likely
reflecting soft momentum in consumer spending and service
activity. PPI inflation moderated to 0.9%oya on a 0.7% m/m,
sa decline with further easing in PPI for industrial metals.

Figure 2: China's inflation dynamics
%0ya
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Going forward, pork prices will likely continue with a moder-
ate recovery trend as sow stock has come off steadily since
early in the year. Meanwhile, consumer sentiment and
momentum in consumer and service activity are likely to be
restrained in the near term. We expect China’s CPI inflation
to stay well-contained, averaging around 2.7%oya in 4Q, and
PPI inflation will continue to come off in the coming months,
falling into moderate negative territory in 4Q. The reversal in
CPI-PPI inflation differential is positive news for downstream
sectors that have been facing rising cost pressure in the past
20 months. The disinflation pressure in China makes it a
notable outlier against global inflationary concerns, and also
leaves room for accommodative monetary policy.

China:
Data releases and forecasts
Week of October 17 - 21

Sat Merchandise trade
Oct 15 US$ bn
Jun  Jul Aug Sep

Balance 974 1013 794 69.1
Exports 330.8 333.0 3149 3132
%oya 177 180 71 26
Imports 233.3 231.7 2355 2441
%oya 10 23 03 29

Tue Real GDP

Oct 18 % change

10:00am 21Q4 22Q1 22Q2 22Q3
%oya 40 48 04 36
%q/q saar 85 74 87 95

Tue Fixed investment

Oct 18 % change

10:00am Jun  Jul Aug Sep
%0ya 58 36 64 72
%oya, ytd 61 57 58 6.0

Tue Industrial production

Oct 18 %

10:00am Jun  Jul Aug Sep
%0ya 39 38 42 45
%m/m sa 24 16 13 10

Tue Retail sales

Oct 18 % change

10:00am Jun  Jul Aug Sep
%oya 31 27 54 22
%m/m sa 93 -03 -01 -04

Review of past week’s data
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Monetary aggregates (9 Oct)
%o0ya, bn yuan

Jul Aug Sep
M2 12.0 12.2 420 121
TSF flow 762 2432 2097 3530
New loan creation 679 1250 1926 2470
Consumer prices (14 Oct)
% change
Jul Aug Sep
%oya 2.7 25 29 2.8
%m/m sa 0.2 -0.1 0.2
Producer prices (NBS) (14 Oct)
% change
Jul Aug Sep
%oya 42 2.3 12 0.9
%m/m sa -1.0 -1.0 94 -07
Hong Kong:
Data releases and forecasts
Week of October 17 - 21
Thu Labor market survey
Oct 20 Sa, 3mma
4:30pm Jun  Jul Aug Sep
Unemployment rate 47 43 41 40
Fri Consumer prices
Oct 21 % change
4:30pm Jun  Jul Aug Sep
%oya 18 19 19 38
%m/m sa 05 04 02 03
Review of past week’s data
No data released.
Taiwan:
Data releases and forecasts
Week of October 17 - 21
Thu Export orders
Oct 20 % change
4:00pm Jun  Jul Aug Sep
%0ya 95 -19 20 -6.2
%m/m, sa 34 105 20 -30

Review of past week’s data

No data released.

Source: NBS, China Customs, Hong Kong Census and Statistics Department, Taiwan Ministry of Economic Affairs, DGBAS, MoF, J.P. Morgan forecasts

The \&;\E-mrm nomenclatre for references to China; Hong Kong; and Taiwan within this research materia is Mainland China; Hong Kong SAR (China); and Tai-
wan (China).
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Korea

e BoK hiked 50bp in October, to be followed by 25bp
hikes by 1Q23

e Labor market remained robust in September
o Weak start of 4Q trade flows

The Bank of Korea raised the policy rate by 50bp this week to
3.0% in a close decision, as we expected. The MPC mem-
bers’ views diverged on the speed of the hike cycle, as repre-
sented by two dissenting votes for a 25bp hike. That was like-
ly due to a differentiated stance on the relative priorities
between growth, inflation and external sector risks. Looking
ahead, we maintain our call that the BoK will announce back-
to-back 25bp hikes by February 2023 to 3.75%, but those
expectations may be subject to change depending on incom-
ing growth, inflation and financial stability data. In terms of
data, labour market conditions remained robust with a low
unemployment rate, yet trade data remained weak at the start
of 4Q, suggesting continued divergence between weak exter-
nal demands vs robust domestic demand conditions.

Another one-off 50bp hike in October

On the surface, the decision to hike by 50bp was accompa-
nied by less hawkish details: two dissenting votes for a 25bp
hike by MPC members Joo and Shin, downside risk to the
2023 growth outlook in the MPC statement, and the gover-
nor’s concerns over household debt servicing burden from a
high level of leverage mostly with floating interest rates. That
said, the overall MPC message was consistent with previous
guidance for maintaining a hawkish bias to stabilize inflation
expectations. The governor’s forward guidance, which is to
continue the hiking cycle until the expected inflation path sta-
bilizes below the comfort zone ,was maintained. The expecta-
tion remains that headline inflation will remain elevated
through 1Q23.

Regarding the two dissenting voters’ views, based on our
readings of the anonymous August meeting minutes, we
believe Joo had likely argued in August that the MPC should
be cautious on the speed and magnitude of hikes given an
expected disinflationary downturn in the growth momentum
and possible amplification of the downward cycle with the
rate hikes. We believe Shin likely had highlighted a downside
risk to growth and upside risk to inflation, yet likely saw a
greater inflation risk in August. As a clue to Shin dissenting
for a 25bp hike in October, he likely had stated in August that
the capital outflow risk is not great even as the interest rate
gap with the US is possibly widening. In all, the dissenters
may not have called for a pivot or switch in the policy stance
in October, based on the previous meeting minutes, but likely
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prefer a gradual pace of hikes that would allow the BoK flexi-
bility in determining the terminal rate. Yet in the majority
view, the MPC voted for a more speedy catch up with elevat-
ed inflation pressure and with a higher terminal rate by the
US, conforming with previous guidance to prevent excessive
widening of the policy rate gap with the US.

In all, the October MPC decision and communications were
not materially different from our expectations. Therefore, we
maintain our call on the BoK terminal rate at 3.75% through
25bp step hikes by February 2023. In terms of risks to this
outlook, a robust labor market, solid domestic demand, and
elevated core price pressure suggest downside risks to our ter-
minal rate expectation are limited.

Labor market remained robust

The seasonally adjusted unemployment rate rose 0.3%pt in
September to 2.8% after a 0.4% drop in August, as the labor
force recovered after August’s fall. The September level of
the unemployment rate was lower than pre-COVID average
of 3.8% (the 2017-19 average) and broadly remained at the
record low level. The labor participation rate rose 0.1%pt to
64.0% which is near the record-high level. Employment
growth decelerated to 0.1%3m/3m, sa (non-annualized),
mainly led by a moderation in service employment growth:
we have long expected that service employment growth due
to the full-reopening since April would gradually subside.

The sector-level details show that employment is gradually
adapting to the reopening environment amid a sequential
slowdown in overall employment growth (Figure 1). Employ-
ment continued to fall in September in sectors that had bene-
fitted from remote work and shopping, such as transportation
and tech and professional services. Consumer-facing service
employment rose in September, including hospitality (2.3%
surge as the sixth consecutive monthly rise) and leisure
(+2.7%) services. Public service employment continued to
fall, consistent with a gradual normalization in employment
composition after the COVID-19 shock.

Figure 1: Employment in services

million, sa, both axes
_ Transportation, IT, and _
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In all, labor market conditions remain robust including a near-
record low of the unemployment rate and a high level of the
labor participation rate, through adjustments adapting to the
post-pandemic normal mode of economic activity. Such labor
market conditions should contribute to continued robust
domestic demand growth at least for the rest of 2022 and ear-
ly 2023, in our view.

Weak start of 4Q trade flows

Customs exports during the first 10 days of October fell
20.2%o0ya, and we estimate full-month exports will fall
10.1%oya, controlling for trading day differences. Seasonally
adjusted, the first 10 days’ exports flow fell 4.7%m/m, sa to
suggest a third consecutive monthly fall in October and a
deeper contraction of three-month sequential growth (Figure
2). The negative price effect should continue to drag down
nominal exports growth in October, yet the flash data sug-
gests that the export volume index may remain sluggish until
early 4Q. Meanwhile, customs imports flows also weakened
in early October. Customs imports fell 11.3%oya during the
first 10 days of October, and we estimate full-month imports
to edge down 0.1%oya. Moderation in trade prices should be
a common factor in dragging down both nominal exports and
imports flows, and we expect the strong imports growths
since May (partially due to the noise in trade with China) to
be followed by a payback in 4Q given the weakened global
demand growth outlook. In all, the first 10 days’ data sug-
gests that the customs trade balance should record a
US$3.8bn deficit, nsa.

Figure 2: Customs exports

%m/m, sa %3m/3m, saar
15 - %3m/3m saar - 90
10 - 60
%mlm sa %
5 A i
0 \/\l\n AA \A/\/\I\/\“n 0
I A AN
5 4 - -30
-10 + -60

2018 201 9 2020 2021 2022
Source: MoTIE and J.P. Morgan. * Dotted lines are estimates from flash data
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Data releases and forecasts

Week of October 17 - 21

Tue Monetary aggregates
Oct 18 %oya, monthly average
12:00pm

M2

Lf
Fri Producer prices
Oct 21 % change
6:00am

%oya
Fri Stage of processing price index
Oct 21 % change
6:00am

%0ya

Review of past week’s data

Unemployment rate (Oct 14)
% of labor force

Seasonally adjusted
Not seasonally adjusted

Import and export prices (Oct 14)

%o0ya, in local currency terms

Export prices
Import prices

Source: BoK, NSO, and J.P. Morgan forecasts
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ASEAN

e Philippines’ domestic demand indicators are mixed,
though pointing to lingering weakness

e Core inflation remains sticky despite lackluster domes-
tic demand recovery, revising policy rate higher

o Trade balance deterioration to persist in the coming
quarters, prompting upward CAD revisions

o Non-trade BoP flows likely to slow next year, removing
an integral support in the overall BoP picture

The forecast for the Philippines is characterized by weak
domestic demand performance. Recent incoming data con-
firm this view with consumer sentiment turning down along-
side the continued slide in purchasing power. At this juncture,
we maintain our FY22 GDP growth to reach 6.2%y/y, below
the government’s target of 6.5%-7.5%, before slowing to
5.5%y/y next year. Despite the domestic demand slowdown,
the risks around inflation remain tilted to the upside. In that
context, we now revise up our policy rate path; we now
expect monetary policy hikes of 50bp, 25bp and a further
25bp in November, December and 1Q23, respectively, bring-
ing the terminal rate to 5.25% from a previous forecast of
5.0%.

Despite the slowdown in activity, the current account balance
continues to deteriorate, reflecting elevated commodity pric-
es, and is on track to reach a record deficit level this year. The
good news has been the strong offsets from non-portfolio cap-
ital inflows in recent quarters though we expect these to slow
next year. This effectively removes an integral support in the
overall BoP picture, putting further pressure on the domestic
currency beyond the year-to-date weakness.

Domestic demand indicators mixed to weak

While consumer expectations have improved since the bot-
toming in 2Q20,they have not fully recovered and in fact,
slipped further in 3Q22.

Figure 1: Philippines consumer expectations and purchasing power
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Source: BSP, PSA, J.P. Morgan
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In our view this could be due to the worsening in the purchas-
ing power of the Philippine peso since late last year which
has typically moved in a similar fashion (Figure 1). Mean-
while, demand for passenger cars remain tepid though com-
mercial vehicle sales have turned up (Figure 2).

Figure 2: Philippines motor vehicle sales
Index, 4Q19=100, sa
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Source: CAMPI, J.P. Morgan

Sticky core inflation pressures BSP

Core CPI remained flat last month but the underlying sequen-
tial momentum trended up to decade-highs of 8.8%3m/3m,
saar (Figure 3).

Figure 3: Philippines core CPI inflation
%3m/3m, saar
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Figure 4: Philippines contribution to inflation
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In order to gain a better sense of the demand-related price
pressures, we computed a core-core CPI measure which
excludes food, transport and utilities-related costs. The con-
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clusion remains the same in that underlying core price pres-
sures has risen, though remain lower than the 2018 period.
Indeed, in recent months, the non-food and transport price
categories which arguably are less susceptible to external
price shocks have increasingly contributed more towards
overall headline inflation (Figure 4). While the core CPI
inflation has risen across much of EM Asia, what is puzzling
is that the domestic demand backdrop has remained lackluster
in recent months. Indeed, we had revise down our headline
GDP growth even as we raise our core inflation pressures
(Figure 5).

Figure 5: Philippines forecast revision indices
Index, Dec 31, 2019=100, both scales
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In our view, this could reflect the impact of second-round
effects (e.g., minimum wage and transport fare hike) from the
recent surge in commodity prices which the central bank had
alluded to last month. Another explanation could be structural
changes in supply for certain goods (as was the case for food
in early 2021) that in turn may imply inflation could remain
sticky at higher levels. With the risks around inflation tilted to
the upside and the ongoing weakness in the currency, we now
expect a 50bp move at the November 17 meeting, 25bp at the
December 15 meeting, and a further 25bp in 1Q23, bringing
the terminal rate to 5.25%.

Bigger CAD, and no relief seen next year

Fixed investment in the Philippines generally has raised USD
demand in prior upturns, manifesting in the deterioration in
the current account balance such as the 2015-16 episode. But
a striking widening in the goods deficit has been occurring
alongside weak domestic demand since last year with the
trade balance hitting record levels in recent months. The
monthly oil-related trade deficit has risen since February this
year, from an average of US$1.8 billion to around US$2.4 bil-
lion in July (Figure 6).

Beyond crude oil, the upturn in commodity prices has been
broad-based, thus adding to the rise in the overall import bill.
Indeed, raw materials & intermediate goods imports have
been trending at elevated levels through last year, particularly
industrial metals such as iron & steel (Figure 7).
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Figure 6: Philippines trade balance

US$ bn, sa

2 - TB ex. oil
1 e
0
TR N A Y O
-2 - il

23

-4 —t
06 11 16 21
Source: PSA, J.P. Morgan

Figure 7: Philippines merchandise trade
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Table 1: Philippines balance of payments

US$ bn
2017 2018 2019 2020 2021 2022f 2023f
Overall Balance (1+2+3) -0.9 2.4 7.7 16.0 13 -6.3 -8.6
% of GDP 0.3 0.7 13 44 03 -1.5 -1.9
1. Current Account 2.1 -8.9 -3.0 116 -6.0 -18.7 -17.1
(% of GDP) 0.7 -2.6 0.8 32 -15 44 -39
Goods 433 510 -493 -338 528 -68.3 715
Invisibles 41.1 421 46.3 454 46.8 495 54.4
Services 8.7 11.6 11.6 139 141 14.6 18.0
Income 32 37 4.2 41 32 53 5.0
Current Transfers 26.2 26.8 26.9 274 29.5 29.6 314
2. Cap and Financial Account 28 9.3 8.0 6.9 71 111 7.9
Direct Investment 7.0 5.8 53 33 10.0 5.2 5.0
Portfolio Investments 2.5 -14 25 17 -10.2 -15 2.0
Financial Derivatives 0.1 01 0.2 0.2 0.6 0.9 0.9
Other Investments -1.7 4.9 0.1 18 6.7 6.4 4.0
3.E&O -1.6 -2.8 2.7 -2.5 0.2 13 0.6

Source: BSP and J.P. Morgan forecasts

Given the expectations for crude oil to re-test US$100/bbl
this quarter and remain elevated thereafter, the risk is that the
deterioration in the trade balance could persist through next
year. Thus, this week we have revised up our FY22 current
account deficit to US$18.7 billion (4.4% of GDP) from a pre-
vious forecast of US$15.9 billion. For FY23, the CAD is like-
ly to remain high at US$17.1 billion or 3.9% of GDP (Table
1). The implication is that the overall BoP deficit could widen
further to US$8.6 billion (1.9% of GDP) from this year’s esti-
mated 1.5% absent a repeat of this year’s outsized capital
inflows. Interestingly, the Philippines stands out in the region
as non-trade BoP flows have remained positive even as the
other regional economies are facing strong outflow pressures.
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The latter in_our view,is a product of underlying USD AS E AN

strength manifesting in dollarization trends in EM Asia econ-
omies (Figure 8).

Indonesia
Figure 8: Philippines balance of payment flows Data releases and forecast
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g:ts) Week of October 17 - 21

1.0 M /k Mon Merchandise trade
\
gg /V\‘ /\W e \ 17-Oct US$ bn, nsa

. }
05 v i \\/w 11:00 AM Jun Jul Aug Sep
1.0

| Trade bal-

1.5 : Current account

;g BoP ex. current account ance 5.1 42 58 N
-2:5 T T T T + T T T T + T T T T + T 1 Exports, 41.0 32.0 30.2 34.2
06 1 16 2 %oya =

Source: BSP, J.P. Morgan Imports,
%oya 22.0 39.8 32.8 35.0

While the Philippines has experienced portfolio outflows in
recent years in line with the broad regional trend, what makes
the economy different is the strong offsets from net direct and
other investment inflows in recent years (Figure 9). The
recent uptrend in net FDI inflows is occurring against a weak
macro backdrop. It is worth noting that is in part skewed by
record FDI inflows in 4Q21 driven both by the foreign buying
of stakes in a local utility company as well as a surge in inter-

Thu Bl monetary policy meeting
20-Oct % pa
Jul Aug Sep Oct
Bl rate 35 3.75 4.25 45

Review of past week’s data

company borrowing by large domestic corporates. With the No data released.

pipeline looking slim next year, the underlying trend is likely

to roll-off next year. This removes an integral support in the Malaysia

overall BoP picture, putting further pressure on the domestic Data releases and forecast

currency beyond the year-to-date weakness.

Figure 9: Philippines financial account Week of October 17 - 21
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Review of past week’s data

No data released.
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Philippines
Data releases and forecast

Week of October 17 - 21

No data releases.

Review of past week’s data

Merchandise trade (Sep 9)

USS$ bn, nsa

Jun Jul
Tradebal- 59 60
OEA]’g’y‘;“S' 1.0 41
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August trade deficit remained at a record US$6.0 billion,
slightly higher than JPM and consensus estimates. Exports
fell 2.0%oya, with particular weakness in non-tech shipments,
while imports accelerated to 26%o0ya, driven by a pick-up in
capital goods and consumer goods. Given the potential upside
to global crude oil prices, we revise up our FY22 current
account deficit estimate from US$15.9 billion to US$18.3 bil-
lion (4.4% of GDP), with FY23 CA deficit remaining elevat-
ed at 3.9% of GDP. We continue to expect another 75bps of
rate hikes, bringing the terminal rate to 5.0%, with a bias for

more tightening.

Singapore
Data releases and forecast

Week of October 17 - 21

Mon Merchandise trade

17-Oct USS$ bn, nsa

8:30am Jun Jul
Trade balance 3.2 2.2
Exports 46.4 46.0
NODX 12.8 12.8
0,
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%oya, US$ terms 4.6 39

Review of past week’s data

No data released.
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Thailand
Data releases and forecast

Week of October 17 - 21
No data releases.
Review of past week’s data

No data released.

Vietnam
Data releases and forecast

Week of October 17 - 21

No data releases.
Review of past week’s data

No data released.

JPMorgan

Source: Central Bureau of Statistics, Indonesia; Department of Statistics, Malaysia Coordination Board and National Statistics Office, Philippines, Singapore Sta-

tistics Department, Office for Industrial Economics, Thailand; Bank of Thailand; General Statistics Office of Vietnam; J.P. Morgan forecasts
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India

e CPI prints in line with expectations at 7.4% oya in
September

e Core momentum re-accelerates

e Food inflation particularly cereals creates upside risks
to inflation

o [P disappoints with another sequential fall in August

This week’s CPI report saw headline print in line with expec-
tations, while core price reaccelerated to 0.5% m/m, sa, a
reversal of five months of a softer trend. Within food, cereals
again rose sharply in September and, in our view, domestic
food prices (particularly cereals) create upside risks to the
inflation trajectory.

Meanwhile, IP disappointed falling sequentially by 2.8% in
August on the back of a hefty 4.7% decline in July. The fall
was broad-based with all the sub-sectors except electricity
witnessing large cuts. We have been highlighting that as the
global economy slows, fiscal policy consolidates and mone-
tary policy continues to normalize, growth momentum is like-
ly to slow, though the August IP surprise was much larger and
sooner than we had expected.

CPI back up to above 7%; core momentum
re-accelerates

India’s September CPI printed in line with expectations com-
ing in at 7.4% oya accelerating from 7.0% in August. On a
sequential basis, prices rose 0.4% m/m, sa in September just a
tick-down from 0.5% in August.

Importantly, however, core CPI momentum reaccelerated to
0.5% m/m, sa in September from 0.4% in August. This repre-
sents the reversal of a five-month softening trend wherein the
momentum eased from 0.7% in March to 0.4% in April. On a
year-on-year basis, therefore, core-core inflation inched up to
6.3% oya in September from 6.2% in August.

Figure 1: Headline CPl inflation

% oya
8 1

RBl inflation target
upper band

N AN

RBl inflation target

Source: MoSPI

25

Global Economic Research

India
14 October 2022

JPMorgan

Figure 2: Core-core CPI
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Food prices rose 0.4% m/m, sa in September, a softening
from the 0.5% increase in August. Cereals (rice and wheat)
prices jumped again by 2.0% m/m, nsa on the back of the
2.4% increase in August. Due to its significant (9.7%) weight
in the CPI basket, the cereals impact on the CPI trajectory is
not insignificant. To be sure, high-frequency food prices sug-
gest cereal prices have slightly eased in October, probably
reflecting recent regulatory measures such as partial export
bans. It remains to be seen, however, if the impact of these
measures persists, in light of the pressures caused by the
uneven monsoon. Meanwhile, pulses prices rose by 1.1% m/
m, nsa while edible oil prices declined by another 1.9% m/m,
nsa. All told, in our view, domestic food prices (particularly
cereals) create upside risks to the inflation trajectory.

Figure 3: Headline CPI ex vegetables
% m/m, sa , 3mma
1.0 1

0.8 1
0.6 -
0.4 -
0.2 1

0.0

Mar 21 Jun21 Sep 21 Dec 21 Mar 22 Jun 22 Sep 22
Source: J.P. Morgan

With favourable base-effects kicking in from October, CPI
inflation is expected to gap-down to the 6% handle for the
second half of the fiscal year. In our view, however, there are
upside risks to the RBI’s average inflation forecast of 6.15%
over the next two quarters (J.P. Morgan: 6.3-6.4%).



JPMorgan Chase Bank, N.A., Mumbai Branch
Sajjid Z Chinoy (91-22) 6157-3386
sajjid.z.chinoy@jpmorgan.com

Toshi Jain (91-22) 6157-3387
toshi.jain@jpmorgan.com

Another disappointing IP print in August

August IP disappointed sharply, declining sequentially by a
large 2.8% m/m, sa on the back of a downward-revised 4.7%
sequential contraction in July. This meant that IP came in at
-0.8% oya much below expectations (Consensus: 1.7%, J.P.
Morgan: 2.8%). With July industrial production impacted by
exceptionally strong rains, we were expecting a payback in
August. However, IP surprisingly fell further in August sug-
gesting that the loss in momentum is more than just a weath-
er-related idiosyncratic fall.

Figure 4: Industrial production
% m/m,sa
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Source: MoSPI

Furthermore, for a second month the fall was broad-based
with all the sub-sectors, except electricity, witnessing a sharp
monthly decline. Consumer non-durables, a proxy for rural
consumption, declined 2.6% m/m, sa in August on the back
of'a 7% contraction in July; consumer durables slumped by
3.5% m/m, sa in August on the back of 11.6% drop in July.
Investments were also weak with capital goods falling 2.0%
m/m, sa in August on the back of the 7.7% plunge in July.

We have been highlighting that as the global economy slows,
fiscal policy consolidates and monetary policy continues to
normalize, growth momentum is likely to slow, though the
August [P surprise was much larger and sooner than we had
expected.
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Data releases and forecasts
Week of October 17 — 21

No data releases

Review of past week’s data

CPI (Oct 12)
% oya

June July Aug Sept
CPI 7.0 6.7 7.0 74
Core-Core 6.1 6.3 6.2 6.3
IP (Oct 12)
% oya

May June July Aug
% oya 19.7 12.7 2.2 -0.8
% m/m, sa 0 1.1 4.7 2.8

Source: Central Statistical Organization, RBI, Ministry of Commerce, IHS-Markit, and J.P. Morgan
forecasts
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Asia Focus: Limits of FX
Intervention

Since the start of the year, weaker trade balances and dollar-
ization outflows have put pressure on EM Asia central bank
reserves. While we think that reserve buffers are still general-
ly ample across the region, we note two key limitations to
continuous FX intervention.

Table 1: EM Asia composition of FX reserves

US$bn, eop

2018 2019 2020 2021 2022 Chg*
China 3,168 3,223 3,357 3427 3,275 (151)
Curr./Depo. 20 10 4 16 3 (13)
Securities 3,053 3,098 3,212 3,234 3,101 (133)
IMF/SDR 19 20 22 64 62 ()
Gold 76 95 118 113 110 3)
Others (0) 0 ) 0 0 0)
India 396 460 586 634 574 (59)
Curr./Depo. 142 165 177 206 133 (73)
Securities 228 262 365 364 379 14
IMF/SDR 4 5 7 24 23 (1)
Gold 22 28 37 39 40 0
Others - - - - - -
Indonesia 121 129 136 145 132 (13)
Curr./Depo. 13 10 10 12 1 (1)
Securities 102 12 17 118 108 (1)
IMF/SDR 3 3 3 9 8 (1)
Gold 3 4 5 5 4 0)
Others 1 1 1 1 1 (0)
Korea 404 409 443 463 439 (25)
Curr./Depo. 13 13 20 16 23 7
Securities 379 385 409 421 391 (30)
IMF/SDR 6 6 8 19 18 (1)
Gold 5 5 5 5 5 -
Others 1 1 1 2 2 0
Malaysia 101 104 108 17 109 (8)
Curr./Depo. 8 5 5 6 9 2
Securities 87 92 95 98 88 9)
IMF/SDR 2 2 3 7 7 (V)
Gold 2 2 2 2 2 0
Others 2 2 3 3 3 ()
Philippines 79 88 110 109 100 9)
Curr./Depo. 21 9 16 8 5 (4)
Securities 39 55 68 73 73 (0)
IMF/SDR 2 2 2 5 4 (0)
Gold 8 8 12 9 9 (1)
Others 9 14 12 13 9 (4)
Thailand 206 224 258 246 220 (26)
Curr./Depo. 28 20 32 34 30 (4)
Securities 168 194 213 190 169 (21)
IMF/SDR 2 2 3 7 7 (0)
Gold 6 8 9 14 14 (0)
Others 1 1 1 1 1 (0)

Source: Respective central banks; 1. July 2022 minus Dec 2021; Shaded is total reserves
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The first limitation is collateral damage to central bank
reserve portfolios. Our analysis shows that up to 80% of EM
Asia reserves are accumulated in securities (Table 1), mostly
likely in DM government bonds such as US Treasuries. Com-
pared to selling foreign currencies directly, FX intervention
through the sale of securities can incur an additional cost in
the form of realized capital losses in a rising yield environ-
ment. Securities sales can also be counterproductive if they
lead to stronger DM currencies via wider yield differentials,
particularly at a time when DM central banks are also
engaged in quantitative tightening.

The second limitation is central banks’ ability to tap into
onshore dollar liquidity (via direct borrowing or FX forwards)
for intervention purposes. We have seen a few countries
resort to building the forward book to cushion the impact on
gross reserves (Figure 1). However, this strategy is limited by
the amount of onshore dollar excess liquidity (Table 2) and
may crowd out dollar funding for other onshore entities.

Figure 1: EM Asia FX reserves composition = FX flows and forwards
USS$ bn, change ytd, latest available data Gross FX reserves

20 Net FX reserves

0 —

20 4 .
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-80 1 .
-100
-120 -

ID PH MY KR TH IN
Source: National sources, J.P. Morgan

Table 2: EM Asia foreign currency loans and deposits
USD bn, eop. Shaded rows show foreign currency excess liquidity

2017 2018 2019 2020 2021 Latest Chg.!

China 470 -67.3 -292 221 840 92.2 121.4
Loans 838 795 787 867 913 862 74.6
Deposits 791 728 758 889 997 954 196.0
Indonesia 59 2.7 6.8 138 205 13.3 6.4
Loans 46 50 50 46 48 52 2.3
Deposits 52 53 57 60 69 65 8.8
Korea 1.7 -18  -12 32 33 0.5 0.7
Loans 27 29 31 33 37 39 79
Deposits 28 27 30 37 40 38 8.6
Malaysia 123 129 140 182 213 21.2 7.2
Loans 19 21 23 22 24 25 24
Deposits 32 34 37 41 46 46 9.7
Philippines 181 183 180 219 232 25.8 7.8
Loans 20 20 22 22 22 20 -1.6
Deposits 38 39 40 44 45 46 6.1
Thailand -109 -104 57 -1.7 -12.5 -13.5 -7.8
Loans 26 26 24 26 29 30 6.3
Deposits 15 16 18 19 16 16 -1.6

1. Change, latest since 2019. Source: National sources, J.P. Morgan. Latest data to July 2022
except Korea; Mar 2022.
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Monday Tuesday Wednesday Thursday Friday
17 Oct 18 Oct 19 Oct 20 Oct 21 Oct
IP final Construction spending Trade balance Nationwide core CPI
(1:30pm) Aug (2:00pm) Aug (8:50am) Sep -2573.9 billion yen (8:30am) Sep
Tertiary sector activity index BoJ board member Adachi’s Ex. fresh food and energy
(1:30pm) Aug speech in Toyama(10:30am) 1.8 %ova

Auction 20-year note

Auction 1-year note

Ex. fresh food 2.9 %oya

Auction 3--month bill

Auction 10-year note

Consumption activity
index
(2:00pm) Sep

Auction 6--month bill
Auction 30-year note

24 Oct 25 Oct 26 Oct 27 Oct 28 Oct
BoJ bank loan officers Nationwide department Corporate service prices BoJ Monetary Policy Meeting Job offers to applicants ratio
survey 3Q (8:50am) store sales (2:30pm) Sep (8:50am) Sep (8:30am) Sep
PMI manufacturing prelim Coincident CI Unemployment rate
(9:30am) Oct (2:00pm) (8:30am) Sep
PMI services prelim Tokyo core CPI
(9:30am) Oct (8:30am) Oct
BoJ Monetary Policy Meeting
BoJ outlook report
BoJ governor Kuroda's press
Auction 3--month bill conference
Auction 2-year note
31 Oct 1 Nov 2 Nov 3 Nov 4 Nov
IP prelim PMI manufacturing final Minutes of Sep 21, 22 BoJ PMI services final
(8:50am) (9:30am) Oct Monetary Policy Meeting Holiday: Japan (9:30am) Oct
Total retail sales Auto registrations (8:50am) CAO private consumption
(8:50am) Sep (2:00pm) Oct index Aug
Consumer sentiment
(2:00pm) Oct
Housing starts
(2:00pm) Sep
Auction 10-year note Auction 3--month bill
7 Nov 8 Nov 9 Nov 10 Nov 11 Nov
All household spending Bank lending M2 Corporate goods prices
(8:30am) Sep (8:50am) Oct (8:50am) (8:50am) Oct
Employers’ survey final Current account
(8:30am) Sep (8:50am) Sep
Coincident Cl Economy watcher survey
(2:00pm) (2:00pm) Oct

Auction 3--month bill

Note: Times shown are local. Source: Private and public agencies and J.P. Morgan. Further details available upon request.
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Holiday: India, Malaysia,
Singapore, Thailand

Trade balance (4:30pm) Sep

(1:00pm) Oct
Australia

CPI (11:30am) 3Q
Singapore

IP (1:00pm) Sep

Monday Tuesday Wednesday Thursday Friday
17 Oct 18 Oct 19 Oct 20 Oct 21 Oct
Singapore New Zealand Malaysia Australia South Korea
NODX (8:30am) Sep US$12.1bn CPI (8:45am) 3Q 1.3%alq Trade balance (12:00pm) Unemployment rate (11:30am) PPI (6:00am) Sep 8.2%oya
Indonesia China Sep US$4.0bn Sep 3.6% New Zealand
Trade balance (11:00am) IP (10:00am) Sep 4.5%oya Indonesia Trade balance (10:45am) Sep
Sep US$5.7bn FAI (10:00am) Sep 6.0%ova ytd Bl monetary policy meeting Malaysia
GDP (10:00am) 3Q 3.6%oya 25bp hike CPI (12:00pm) Sep 4.6%oya
Retail sales (10:00am) Taiwan Hong Kong
Sep_2.2%oya Export orders (4:00pm) CPI (4:30pm) Sep 3.8%ovya
South Korea Sep -6.2%0ya
Money supply (12:00pm) Hong Kong
Aug M2 6.8%oya Unemployment rate (4:30pm)
Sep 4.0% SA
24 Oct 25 Oct 26 Oct 27 Oct 28 Oct
Taiwan South Korea South Korea South Korea Australia
IP (4:00pm) Sep Consumer survey (6:00am) Oct FKI business survey (6:00am) GDP flash (8:00am) 3Q PPI (11:30am) 2Q
Unemployment rate (4:00pm) Sep | Singapore Sep Taiwan
CPI (1:00pm) Sep New Zealand GDP flash (4:00pm) 3Q
Hong Kong NBNZ business confidence

During the week: Vietnam CPI

Oct (25-31 Oct) Vietnam Exports

Oct (25-31 Oct) Vietnam Industrial

| output Oct (25-31 Oct) Thailand

Mfg. Production Sep (26-31 Oct)

31 Oct

South Korea

IP (8:00am) Sep

Australia

Pvt. sector credit (11:30am) Sep
Retail sales (11:30am) Aug
China

PMI mfg. (NBS) (9:00am) Sep
Thailand

Trade balance (2:30pm) Sep
PCI (2:30pm) Sep

PIl (2:30pm) Sep

1 Nov

New Zealand

Building permits (10:45am) Oct
South Korea

Trade balance (9:00am) Oct
PMI mfg. (9:30am) Oct
Taiwan

PMI mfg. (8:30am) Oct

China

PMI mfg. (9:45am) Nov
Australia

RBA official rate announcement

2 Nov

South Korea

CPI (8:00am) Oct

Australia

Building approvals (11:30am) Sep
Singapore

PMI (9:00pm) Oct

3 Nov

New Zealand

ANZ commodity price (1:00pm)
Oct

Australia

Trade balance (11:30am) Sep
Malaysia

BNM monetary policy meeting

4 Nov

Philippines

CPI (9:00am) Oct

Trade balance (9:00am) Sep
Thailand

CPI (10:30am) Oct

Indonesia

GDP (11:00am) 3Q

China

Foreign exchange reserves Oct
Trade balance Oct

Australia

NAB business confidence
(11:30am) Oct

Taiwan

CPI (4:00pm) Oct

Trade balance (4:00pm) Oct
Holiday: India

PPI (9:30am) Oct
CPI (9:30am) Oct

Hong Kong Indonesia
GDP flash (4:30pm) 3Q CPI (11:00am) Oct

India

PMI mfg. (10:30am) Nov

Hong Kong

Retail sales (4:30pm) Sep

Holiday: Philippines
7 Nov 8 Nov 9 Nov 10 Nov 11 Nov
Australia South Korea South Korea Philippines New Zealand
ANZ job advertisements Current account balance (8:00am) | Unemployment rate (8:00am) Oct | GDP (10:00am) 3Q Business NZ PMI (10:30am) Oct
(11:30am) Oct Oct China Malaysia

Current acct. balance (12:00pm)
3Q

GDP (12:00pm) 3Q

Hong Kong

GDP (4:30pm) 3Q

India

IP (5:30pm) Sep

During the week: China Money supply/TSF Oct (9-15 Nov)

Times shown are local. Source: Private and public agencies and J.P. Morgan. Further details available upon request.
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