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Good morning. I would like to thank BOT for hosting this event in collaboration with AMRO. We just released the ASEAN+3 Regional Economic Outlook 2019 in early May and we are very glad to have an opportunity to discuss with you pertinent issues covered in this report.

I will first focus on the conjunctural issues and provide our assessment of the short term macroeconomic outlook, challenges and policy recommendations.

I will then discuss some of the key longer term structural shifts that are confronting the region, drawing upon the thematic chapter of our AREO2019 Report.





Global Risk Map – Risks Faced by ASEAN+3 Region
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Let me start with the Global Risk Map.
The risk map shows the key risks faced by the region. The interactions of one or more risk factors could potentially shift our baseline assessment on the region.
The biggest risk is still the escalation of global trade tension from the imposition of additional tariff by the US. In our AREO2019 that we published in May, we assessed this risk to remain as a short term risk with medium likelihood, as we expected some sort of a deal between U.S. and China. 
Given the recent re-escalation of trade tensions, the U.S. is threathening to impose 25% tariffs on all remaning Chinese imports (worh USD300 billion). The likelihood of further is assessed to be high. Accordingly, we have considered moving this risk from medium likelihood to high (as indicated in the upward arrow direction).
We removed the risk of tightening global financial conditions given the pivot in monetary policy to a more dovish stance by the Fed, the ECB and other advanced countries. Interest rates have declined providing respite to the EMEs
Other risks on sharp slowdown in China’s growth or a sharp deceleration in G3 growth remain unchanged since our January 2019 AREO Update.








Regional Growth Outlook

Real GDP   
Growth                 
(% y/y)

’18
’19 e/ ’20 p/

Jul ‘19

China 6.6 6.2 6.1

Japan (FY) 0.6 0.5 0.5

Korea 2.7 2.4 2.4

ASEAN-4 & VN 5.3 5.0 5.0

BCLM 6.8 6.5 6.7

HK & SG 3.1 1.3 1.7

ASEAN+3 5.3 4.9 4.9

AMRO’s Revised Baseline Growth Estimates for 2019-20 (Jun ‘19)

Average ‘19 – ‘20

Adverse Trade 
Scenario (Prelim)

5.9

0.4

2.1

4.9

6.9

1.3

4.7
Upward revision from AREO 2019 (May)
Downward revision from AREO 2019 (May)
No change from AREO 2019 (May) 4

The regional economy transited to a slower pace of expansion, with more 
uncertain growth trajectory ahead

Legend:
e/  Estimates p/  Projections
Sources: National Authorities, and AMRO staff calculations.

Baseline
Projection
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We are optimistic about the ability of regional economies to weather the headwinds from the slowdown in external demand.
Regional growth in 2019-20 is expected to moderate slightly, below the 5% level, after taking into account the recent tariff developments between the U.S. and China, including some policy support rolled out by some regional authorities. The moderation in growth mostly reflect the drag from exports, due to the cyclical slowdown in the tech and capex cycle.
In the adverse trade scenario (where President Trump’s threat to impose additional 25% tariffs on remaining imports, and some retaliation by China materializes), growth will be significantly affected. Preliminary estimates by AMRO suggest that regional growth will be around 4.8% in 2019 and 4.6% in 2020.
The red line on the LHS chart is the headline inflation and you can see that it remains relatively low, providing headroom for monetary policy.





Domestic Demand

Sources: National Authorities, and AMRO staff calculations.
Note: Final domestic demand excludes changes in inventories.

There has been a stepdown in domestic demand, but China’s recent policy 
easing will help support growth

ASEAN-4 and Korea: 
Aggregate Final Domestic Demand

China: Domestic Demand Indicators
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Looking at the growth drivers, domestic demand (excluding changes in stocks) in regional emerging markets has moderated in Q1 2019, after a robust growth in early 2018. 
The LHS chart shows that the sequential quarter-on-quarter (sa) change in final domestic demand in ASEAN-4 and Korea has notably eased in Q1 2019, below the trend growth of 1.2%. 
-	In trade-dependent regional economies such as Korea and Singapore, indicators in April and May suggest that private investment (particularly in the manufacturing sector) is slowing, and the weaker sentiment is translating into fewer job creation. 
Turning to China, the RHS chart shows that domestic demand indicators have largely held. However, going into June, indicators such as retail sales (grey line), private investment (red line) and exports (orange bar) were mixed, suggesting that the outlook remain fragile. Despite picking up early this year due to fiscal frontloading and stimulus measures, public investment plummeted going into June. 






Exports

Heatmap of Export Performance Selected Economies 
(% yoy in USD Terms)

Sources: National authorities, and Haver Analytics. 6

Regional Exports (Volume and in USD Terms)

Highest ValueLowest ValueLegend: Mid Point

Regional exports continued to face external headwinds, with the more open 
economies being disproportionately affected
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Let me  now turn to regional exports.
The LHS chart shows that regional exports have weakened significantly in Q1 2019, after a robust growth in 2018. There were some evident of exports frontloading, particularly in China, ahead of the tariff implementation dates shown as the vertical dotted lines. Latest export data in June indicate further weakness. We can therefore expect some volatility in export growth to persist in the months ahead, given the likelihood of further frontloading of exports to the U.S. on expectations of further escalation of trade tensions materializing. 
The RHS chart shows the heatmap of export growth across the region. We can see that since November last year, the colors are turning redder as we move to June this year (except Vietnam).






Financial Conditions

Sources: National authorities, and AMRO staff calculations.
Notes: Data as of 2 Aug 2019 (yields) and 5 Aug 2019 (FX rates) 7

Borrowing costs have declined as major central banks adopt easing policy bias, but 
in recent weeks, FX rates have come under pressure with U.S-China re-escalation

FX Performance Against USD, Selected Economies10Y Sovereign Yields, Selected Economies
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Turning to global financial conditions. 
After last summer’s EM turmoil and early this year’s global market selloffs, financial conditions have eased substantially, given the recent more dovish outlook by major global central banks. In the recent G20 Finance and Central Bank Governors Meeting, policymakers from the Fed, ECB, BOJ and PBC have signaled the possibility of further policy easing ahead. In fact we have seen the Fed cutting interest rate for the first time in July 2019.
The LHS chart shows the 10Y (local currency) sovereign yields in selected regional emerging markets. Long-term borrowing costs in regional EMs continue to be supported by easy global monetary conditions, tracking U.S. Treasuries closely. In the region, Indonesia for example, cut its policy rate by 25 bps to 5.75 percent to support the economy. 
The RHS chart shows regional currencies against the USD. Before the recent escalation of U.S.-China trade tensions, most regional EM currencies have strengthened against the USD, including the rupiah and the peso which had depreciated the most since early 2017. Since May and recently in August, re-escalation of U.S.-China trade tensions and prospects of a no-deal scenario have contributed to some portfolio equity capital outflows from the region, and some depreciation pressure of regional EM currencies. 
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Thailand

Recent Export Performance GDP Growth Contribution: Import-Adjusted Basis

• In Q1 2019, GDP growth slows more than expected as exports contracted deeper 
and more widespread than anticipated amid US-China trade conflict, and private 
investment softens amid domestic political uncertainty. 

Presenter
Presentation Notes
Turning to Thailand. 
In Q1 2019, Thailand’s GDP growth slows more than expected as exports contracted deeper and more widespread than anticipated amid US-China trade conflict, and private investment softens amid domestic political uncertainty. 
Goods exports to most major trading partners such as ASEAN, China, and Japan, except the U.S., contracted in H1 2019, reflecting the impact of US-China trade conflict and softer external demand conditions. Exports across most major products such as rice, fishery, mining,  automotives, electronics, petroleum and petrochemical products, declined in H1 2019. Tourist arrivals in H1 was tepid at 1.5 percent growth, compared to the 12.2 percent growth of the same period last year, as tourist arrivals from China, a major tourism market, reversed to a 25.9 percent growth to a 4.7 percent contraction, weighed down by the lingering effects of the Phuket boat accident in July 2018 and growth slowdown in China.

On an import-adjusted basis, much of the growth deceleration was accounted for by exports of goods and services, and private consumption, which shred off 0.3 percentage point (ppt) each of their growth contribution. However, the growth of investment and public consumption also declined by 0.1 ppt each

Going forward, GDP is projected to remain soft and grow below potential, at 2.9 percent in 2019 and 3.2 percent 2020. 
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Thailand

Non-resident Net Flows in Stock and Bond 
Markets

Inflation and Policy Rate

• Recent net portfolio inflows have contributed to the strengthening of the Thai 
baht, which could pose a downside risk to exports and tourism. 

• Headline inflation remains low. 
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Although the baht strength is largely the result of sustained large current account surplus, Recent net portfolio inflows have contributed to the strengthening of the Thai baht, which could pose a downside risk to exports and tourism. To prevent speculation of the baht, the BOT has reduced the limit for Non-resident Baht Accounts’ outstanding balance and increased the surveillance of investment patterns of non-residents holding debt securities. In addition, the risk of Thailand being labeled as a “currency manipulator” by the U.S. should be watched. 

Headline inflation remains low. Year-to-date, headline inflation softened to an average of 0.9 percent yoy, from 1.1 percent in 2018, driven by the decline of oil prices, and the softening of core inflation. Core inflation has been generally declining since June 2018, to 0.4 percent in July 2019, as domestic demand softened. The monetary policy stance is accommodative, following the reduction in the policy rate by 25 basis points to 1.50 percent in August 2019. Monetary authorities should stand ready to continue an easing bias should growth and inflation moderate further. 



10Source: AMRO

Summary of Suggested Policy Mix

Monetary
• Some room to ease policy given benign inflation

• For economies with external vulnerabilities, to hold current policy settings

Fiscal
• Maintain supportive policy to sustain growth

• Reprioritizing spending, where fiscal rule is binding 

Macroprudential • Maintain current tight policy to guard against build up of financial imbalances

Structural • Building capacity and connectivity to foster future growth potential and resilience

The policy mix is broadly appropriate with some room for recalibration to support 
growth
Suggested Policy Mix

Presenter
Presentation Notes
This is our summary of the policy recommendations to regional authorities. 

Of course, the policy mix however would depend on respective economies cyclical position in the business and credit cycles. Policy would also depend on economies’ external position and degree of financial vulnerabilities.

On balance, we recommend ASEAN policymakers to maintain monetary policy at current juncture, with easing bias, especially where growth could surprise on the downside and amid diminishing external risks.

On the fiscal front, we recommend fiscal authorities to maintain supportive fiscal policy, while combining targeted fiscal measures with structural policies to incentivise structural adjustments to build capacity and connectivity to enhance growth potential of the economies.

On macropru, we encourage regional policymakers to continue to maintain tight policy to guard against the build up of financial imbalances, stemming from an extended period of relatively accommodative monetary conditions.
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Outline

Near Term Macroeconomic Prospects & Challenges

Longer Term Structural Shifts: 
Building Capacity and Connectivity for the New Economy
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Video: Building Capacity and Connectivity for the New Economy
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New Growth Drivers: Technology

Technology (e.g. 4IR) – A growth enabler for services/new economy

Services Value Chains in the New Economy: Stylized Representation

Source: AMRO staff.

1
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We first look at the main drivers of growth in the new economy.
The first main driver of growth is technology.  The 4IR and digital technology will transform the workplace through  automation, robotics, 3D Printing,  Artificial Intelligence, Clouds, big data, and the Internet of things.  
Manufacturing will become increasingly automated and will employ fewer and fewer workers.
On the other hand, the new technology is an enabler of services. It dramatically increases the speed and reduces the cost of computation and communication and give rise to new services such as BPO, KPO, Uber and Grab,  E-commerce,  video games, online gaming, and customized tourism.
The new technology will disrupt traditional business models and reconfigure and create new value chains. 
E-commerce will transform the shopping experience from physical window shopping to online shopping. This will imply less need for shop space but greater need for efficient logistics to deliver the goods from the warehouses or factories to the customers. 
BPO has moved the call centers from the neighbourhood to half-way round the world where the labor cost is much lower.
Uber and Grab have transform the cab service. You no longer have to walk to a taxi stand to wait for a cab.  Instead you use your app to order a car which may be a cab or a privately own car to fetch you from the comfort of your house or office. 
The new technology will create demand for IT specialists, programmers. However, it will also create apps which are simple to use and does not require much knowledge or skills.




Infrastructure Needs for Demographic Shifts 
Alongside Economic Development

14Source: Kharas 2017.
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Survival Basic Advanced Quality of 
Life

• Water supplies
• Basic buildings
• Market stalls
• Electronic power

• Healthcare
• Education
• Transportation
• Reliable electronic 
power

• Waste 
management

• Mass transit systems
• Commercial property
• Technology
• Global connectivity
• Advanced universities 
and research

• Disaster risk 
management

• Green space
• Eco-living
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• Entertainment
• Leisure and culture
• Advanced digital 
technologies

New Growth Drivers: Demographics 

Maturing population & rising middle class – Driving new demand2
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The second major driver of growth is demographics
Asia’s demographics is changing rapidly: it is maturing and becoming more affluent.  It is ageing in some countries but growing rapidly in others.  Overall, the per capita income is increasing giving rise to a  rapidly rising middle class with greater spending power.  
The growing and maturing population will drive urbanization and the need for more urban infrastructure such as housing, sewerage, roads, utilities, schools, and hospitals.
At the same time, the rapidly rising middle class will drive the demand for more consumer goods and services and demand more luxury products and customized services.  They will want to travel and this will spur a boom in regional tourism. 
As the population gets richer, there will be growing demand for more advanced infrastructure and sophisticated amenities such as smart cities, designer condominiums, etc.
Increasingly, will need more advanced infrastructure for “new economy” and cross-border connectivity, and to meet aspirations for higher quality of life.



Sources: OECD; and AMRO staff calculations/estimates
Note: Numbers may not add up due to rounding.
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ASEAN’s Value-Added Exports 
(% Share, by Major Destinations)

ASEAN-4 and Vietnam 
(Share of Real GDP by Expenditure, Import-Adjusted Method)

2005 2010 2016

New Growth Drivers: Intra-Regional Demand 

Growth rebalancing & regional integration – Driving regional demand3

Presenter
Presentation Notes
The third global driver that will shape development in the region is western protectionism and  regional integration. 
In the short run, any increase in western protectionism would imply greater headwind to growth from weaker external demand.  But this is not new.  It happened after the GFC when demand from the US and Europe collapse and the region had to rebalance its growth to depend more on domestic and regional demand. This is shown vividly in the LHS chart which shows an increase in the share of domestic demand (net of imports) in anchoring economic growth. On the exports side, the share of intraregional demand (dark red pie) increased from 35% in 2005 to 38% in 2010 and to 40% in 2016.  At the same time, regional exports to the US and Europe shrank from 37% in 2005 to 29% in 2010 and to 27% in 2016. Clearly the region has become less dependent on the US and Europe and become more self sufficient.   
It is also clear from the previous slide that over time, regional spending by the rapidly growing middle class is going to outstrip spending outside the region.  By 2030 we estimate that regional demand will account for two-thirds of global demand.  This will drive regional integration and the need for greater connectivity within the region.
While traditional demand from key third markets ( such as the U.S. & EU) remains important, the region itself has become a key source of final demand – with economic rebalancing efforts of several countries being a key driving factor.
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Current Account Balance: 
CLMV Economies
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Funding Gap in CLMV countries – Low savings rate, but high investment needs
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Inward FDI Flows into CLMV Economies
by Source Countries
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We now examine the possible constraints on the ability of the regional economies to build the capacity and connectivity needed to transition to the ”new economy“.   
We have identified three possible constraints or what we call the three gaps.  These are the funding gap, the forex gap,  and the factors gap.
The funding gap refers to the traditional savings investment gap and applies to the low income economies which have low saving rates but high investment needs.  
The LHS chart shows the saving investment gap or current account balance of the CLMV countries.    
As you can see the CLMV countries incurred relatively large current account deficits, especially Laos, Cambodia and Myanmar.   Vietnam has transited from current account deficits to surpluses in recent years.  
The RHS chart shows FDI into the CLMV countries and it shows that about 70% of the inflows are from within the region.  





Sources: World Bank; and AMRO staff calculations.

FX Gap in ASEAN-4 & Korea – Needed to save more, holding down investment

Challenges: Foreign Exchange Gap
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ASEAN-4 and Korea: 
Investment and Overall Real GDP Growth
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The second constraint is what we call the forex gap.  
The forex gap refers to the foreign exchange constraint faced by ASEAN+3 EMEs in raising their investment rate: they need to save and build up a sufficiently large foreign reserves buffer as protection against volatility shocks from capital outflows.  
The LHS chart shows the collapse of investment of the ASEAN-4 and Korea after the AFC.  As a result, the current account balance shifted into surpluses as they tried to build up reserves to protect themselves against large capital outflows.   
The RHS chart shows the current account balance of the ASEAN-4 EMEs and Korea. As you can see, they are running either current account surpluses or relatively small deficits. 
The result is that several of the countries have underinvested in infrastructure for the last two decades  which reduced their productive capacity and potential growth.  
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Source: AMRO staff. Source: World Economic Forum.

Hard infrastructure is indispensable for development, but soft infrastructure –
including cross-country connectivity – is also key for unleashing the region’s 
growth potential and facilitating its transition to the “new economy”…

Human Capital and Services Sector Development, 2017Hard and Soft Infrastructure and Regional Connectivity

Challenges: Factors Gap
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The third constraint to building the capacity and connectivity for growth is what we call the “factors gap”.
This refers to the lack of certain critical hard and soft infrastructure that are needed to enhance the capacity and connectivity in a particular country or region.  As the chart on the left shows, there is an overlap between the two, as some soft infrastructure such as education and health requires hard infrastructure of schools and hospitals.
For developing countries, the factors gap often refers to the lack of hard infrastructure such as an international airport to facilitate the growth of the tourism industry or a power station to provide electricity for industries. Such gaps are easier to fill once the financing is available.  
For many emerging markets economy, the gap refers to the lack of knowledge, expertise, and skills needed to operate the new industries in the 4IR and move up the technological ladder. 
For many industries, the factors gap refers to the lack of an enabling governance framework. For instance, many countries have protectionist legislations or regulations to protect certain industries against competition from foreign investors, such as utilities, healthcare, finance, retail, or airline.
At the regional level, the factors gap also refers to the lack of international institutions or enabling policies or regulations to facilitate cross border trade in goods, services and investment such as E-commerce or e-payment
The LHS chart shows the need to build the hard and soft infrastructure as well as build regional institutions to enhance the capacity and connectivity to foster the growth of new industries.  
The RHS chart shows the positive correlation between the level of services sector development and level of human capital development. Hence it is important to improve the educational system and provide vocational training to improve the technical know and upskill the workforce.  






ASEAN: Master Plan for ASEAN Connectivity ASEAN+3: Regional Economic and Financial Cooperation

Sources: ASEAN Framework Agreement on Services (AFAS); and Master Plan for ASEAN Connectivity (MPAC) 2025.
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Finally to meet the factors gap, the region should leverage on the various initiatives to build regional capacity and connectivity such as the BRI, PQI, the Master Plan for ASEAN Connectivity, and the ASEAN Framework Agreement on Services (AFAS).  

Of the three initiatives, the BRI has come under criticisms for being a potential debt trap for developing countries.  We did a study of the BRI for the Boao Forum recently and found that the majority of the BRI projects are well performing with some exceptions.  This underlines the need for better governance framework involving both China, partner countries and the MDBs and IFIs to oversee projects and makes sure that the projects are well designed and the risks are well managed.  

It would also be good if the region can identify mega projects with cross border externalities and take them on as regional projects managed at the regional level.  
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Thailand: The Eastern Economic Corridor (EEC)

Source: Thailand BOI

Infrastructure Upgrading in the EEC

EEC implementation is based on 3 pillars – an infrastructure upgrade, new 
industry development, and attracting investment. Infrastructure investment will 
support transportation, logistics and public utilities. 
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Implementation of EEC will be based on three pillars – an infrastructure upgrade, new industry development, and attracting investment 

Physical infrastructure investment is designed to support transportation, logistics and public utilities. Physical infrastructure is divided into three modes of transportation: a) air transportation: U-Tapao Airport will be upgraded to an international airport and support the EEC’s logistics industry; b) sea ports: Laem Chabang deep-sea port will be expanded from being am import-export port to a transhipment port for distribution to CLMV countries; and c) land transport: the integration of the high-speed train and the airport link is designed to connect Don Muang, Suvarnnabhumi and U-Tapao airports. 
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Thailand 4.0 Initiatives

Source: Thailand BOI

5 Current Industries and 5 Future Industries

Thailand will target 10 industries such as next-gen automotives, smart electronics, 
medical tourism, biotechnology, food for the future, robotics, aviation and 
logistics, biofuels and biochemical, digital, and medical hubs.
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In terms of new industry development, the EEC will promote 10 target industries including the so-called existing S-curve industries such as next-generation automotives, smart electronics, affluent medical and wellness tourism, agriculture and biotechnology, and food for the future, as well as new S-curve industries such as robotics, aviation and logistics, biofuels and biochemical, digital, and medical hubs.
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Thailand: Connectivity and Linkages in the Region

Thailand is strategically well-placed to be a recipient of high-technology FDI, 
infrastructure investments, and human capital from the region.
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In the medium term, there are challenges that need to be addressed for Thailand to achieve the potential presented by Thailand 4.0. Higher FDI in high-technology sectors as well as higher investments in infrastructure are needed. The aging population would require higher contributions of labor productivity, total factor productivity and capital formation in order to counteract the declining contribution of labor input. 
 
Fortunately, the region has a rich pool of human capital—along with financial resources and technology—to rise up to this challenge. Between China and Japan, the two countries have contributed significantly via the Belt and Road Initiative (BRI). It is also in leveraging on human capital, in the transfer of knowhow and technology to the rest of the region.  Thailand is thus strategically well-placed to be a recipient of high-technology FDI, infrastructure investments, and human capital from the region. 
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Thailand: Connectivity and Linkages in the Region

At the same time, Thailand is well-placed to be a subregional TCLMV center and 
source of investment and knowhow to other countries in the region.
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At the same time, Thailand is well placed to be subregional TCLMV center and be a source of investment and knowhow to other countries in the region. I thus encourage Thailand to reach its full potential of being a regional center. Thailand serves as an economic hub in Asia by virtue of its strategic location in the heart of the AEC, benefiting production, trade, exports and logistics. The country borders Cambodia, Laos, Myanmar and Vietnam, all of which are undergoing rapid growth. It is therefore one of the most suitable investment destinations for connecting Asia to the world. The EEC’s strategic location also makes it convenient for investors to import and export raw materials and finished goods to border countries – Cambodia, Lao, Myanmar, Vietnam, Malaysia and Singapore. 




Thank You
Contact Us:

ASEAN+3 Macroeconomic Research Office (AMRO)
Address: 10 Shenton Way, #15-08/9 MAS Building,

Singapore 079117
Tel : +65 6323 9844
Fax : +65 6323 9827
Email : khor.hoeee@amro-asia.org

: vanne.khut@amro-asia.org
: ruperto.majuca@amro-asia.org
: anthony.tan@amro-asia.org

Website : www.amro-asia.org 
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