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Asia is bracing for a slow, grinding recovery

Sumedh Deorukhkar / Le Xia

GDP growth slowed across most Asian economies in Q1 2015 as a pullback in government spending,
subdued domestic demand and negative exports growth offset a gradually improving investment outlook
(See Figures 1 to 4). The sluggish economic activities have prompted the authorities to loosen monetary
policy through May, with more easing measures in the pipeline. On the other hand, the elevated debt levels
in some Asian countries have made them increasingly vulnerable to an abrupt change of the US monetary
policy and accompanying capital flights. The challenging backdrop warrants Asian authorities to 1) expedite
structural reforms, 2) introduce micro as well macro prudential measures to mitigate liquidity risks emanating
from high leverage, and 3) step up efforts to correct twin deficit concerns on the fiscal and current account.

Growth deceleration is prevalent in the region with only a few exceptions: The downtrend was led by
China, which grew 7.0% yl/y in Q1 from 7.3% in the previous quarter, its slowest pace since Q1 2009 (See
our China Economic Outlook), in turn raising expectations of more aggressive policy easing through certain
QE-like measures. Prima facie, India beat China’s pace of growth, as it clocked 7.5% y/y during the period,
However, India’s headline GDP outturn masked significant weakness under the hood. Excluding volatile net
indirect tax receipts, India's Q1 GDP growth slowed to 6.1% y/y from 6.8% in 4Q14. Furthermore, most high
frequency domestic activity indicators such as credit growth, IP, freight traffic and vehicle sales; remain
subdued while Q1 corporate earnings have disappointed. Elsewhere, GDP growth decelerated significantly
in Indonesia (4.7% in 1Q15 vs. 5.0% in 4Q14) (See our Indonesia GDP flash) and Philippines (5.2% vs.
6.6%), and to a lesser extent in Korea (2.4% vs. 2.7%), Malaysia (5.6% vs. 5.7%), Hong Kong (2.1% vs.
2.4%) and Taiwan (3.4% vs. 3.5%). The brighter spots in the region include Japan (2.4% vs. 1.1%), Thailand
(3.0% vs. 2.1%) and Singapore (2.6% vs. 2.1%), although the pick-up in Japan was largely led by inventory
adjustments.

The spectrum for further rate cuts across Asia has narrowed but sharper growth deceleration could
prod Central banks to act: Apart from potential changes in Fed’s monetary policy, domestic macro and
financial stability and exchange rate movements will continue to play a vital role in future rate decisions
across Asia. For India, Indonesia, Philippines Thailand, and Korea, the risk-reward is in favor of their central
banks staying on hold throughout 2015, although we do expect a final 25 bps rate cut by the RBI later this
week followed by a long pause. Uncertainty over monsoon rains and its impact on inflation would play a key
role in RBI’s policy decisions looking ahead while Bank Indonesia needs to strike a delicate balance between
supporting growth and stemming macro-stability and exchange rate risks. Meanwhile we expect significant
policy easing through fiscal, monetary and unconventional channels by China over the coming months.

Asia’s debt pileup undermines the regions resilience against global liquidity shocks: Divergent
monetary policy cycles across the Atlantic, given the imminent US monetary policy normalization, Europe’s
open ended QE and China’s probable QE-like measures, alongside lingering geopolitical conflicts have left
capital markets vulnerable to bouts of illiquidity, in turn exacerbating financial stability risks for emerging
Asia. High debt levels in the region are a weak link for external vulnerability despite overall improvement in
financial stability indicators for Asian economies (See Figures 5 and 6) since the Fed's QE taper tantrum in
May 2013. Although still at moderate levels compared to Japan, China’s debt accumulation has been the
most rapid across Asia since 2007, up 83 percentage points to 217% of GDP. Asia's debt binge is
heterogeneous across countries, meaning that it has played out differently — China, Indonesia and Korea has
seen a pick-up in corporate debt, Malaysia and Japan have seen higher government debt while Thailand has
seen larger household debt.


https://www.bbvaresearch.com/en/public-compuesta/china-economic-outlook-4/
https://www.bbvaresearch.com/en/public-compuesta/china-economic-outlook-4/
https://www.bbvaresearch.com/en/publicaciones/indonesias-q1-gdp-growth-falters-to-4-7-yy-a-wake-up-call-for-jokowi/

BBVA

Figure 1
Bulk of Asia faced slower economic growth in Q1
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Figure 2
PMVI’s reflect significant slack in industrial sector
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Figure 3
Export growth has seen protracted weakness...

Source: BBVA Research, CEIC

Figure 4
... dragged by real appreciation in exchange rates
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Figure 5
Asia’s massive debt pileup...
Change in Debt to GDP ratio : 2007 to 2014 across Asia
Current
total
Debt to Real Economy Debt Change, 2007 -
GDP 2014 (percentage points)
ratio*
(%)
Govern
China 217
India 120
Indonesia 88
Korea 231
Malaysia 222
Philippines 116
Singapore 382
Thailand 187
Japan 400
Source: IMF, BIS, Haver Analytics, Mckinsey Global Instituture Analysis, BBVA Research
* Total debt includes government, corporate and household debt
—*?: Leverage <= Deleverage

Source: BBVA Research, CEIC

Figure 6
... undermines an otherwise improving financial
stability environment across the region

Fiscal External Liquidity
Sustainability Sustainability Management

Short Term
External Debt as
Central Govt Debt Current Account share of FX
(% of GDP) Balance (% of GDP) Reserves (%)

Current | May/2013 | Current |May/2013| Current

India 46.8 45.0 -4.6 -1.6 34.3 26.7

Indonesia| 22.7 25.8 -4.2 -2.8 61.2 55.0

Philippines| 47.8 40.0 4.4 58 23.2 23.1

Thailand 30.9 32.0 -7.2 9.2 38.6 38.1

Malaysia 54.7 52.1 0.8 2.2 814 103.8

Source: BBVA Research, CEIC

Source: BBVA Research, CEIC
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DISCLAIMER

This document has been prepared by BBVA Research Department, it is provided for information purposes only and
expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or
based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers
no warranty, either express or implicit, regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and
should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no
guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.
BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any
interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract,
commitment or decision of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be
aware that under no circumstances should they base their investment decisions in the information contained in this
document. Those persons or entities offering investment products to these potential investors are legally required to
provide the information needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation,
distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or
process, except in cases where it is legally permitted or expressly authorized by BBVA.



