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Recently we have witnessed a global economic
and market destabilization. The “earthquake”
had its epicenter in the U.S. (following the
tapering of the Fed) but the aftershocks have
been felt more violently in the emerging world
(Asia and Latin America).
Assuming that Asia continues to contribute ¾
parts of the global growth, it makes sense to
spend at least 3 quarters of our time of
analysis to this region. So we did.
After being put our time series under strict
scrutiny and having contrasted the work of
independent research firms, we would like to
summarize in this paper what we think are the
main conclusions that we (and other analysts)
have reached in reference to Asia.
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Executive Summary
 China's cash squeeze is likely to reduce credit growth this year by 750B yuan ($122B). An amount equivalent to a full
month of net new credit at national level. The majority of analysts close to that economy admit the short term effects
that this may have in the economy but they also approve the government's handling of the credit crunch, considering
that this episode reinforces their expectations for policy reforms such as loosening controls of interest rates.
 Additionally, the Ministry of Finance issued a circular ordering central government agencies to cut their general
expenditures in 2013 by 5%. Analysts expect now 7.5% growth in Q2 (from 7,7% in Q1) as credit tightening and
overcapacity continue to weigh on the economy.
 Admittedly, June PMIs for EM Asia point to a loss of economic momentum in manufacturing sector; and going beyond
the headline figures, the main feature has been a deterioration in new orders, which points to a poor performance of
the industrial activity in the short term.
 On the positive side, this slowdown in manufacturing activity ensures that central banks will be very cautious about
tightening monetary policy. Keeping policy rates low in Asia should act as an anchor on local-currency bond
yields. As a result of the recent sell off in regional government bonds, yields are now significantly above
policy rates, in what represents a good opportunity of entry.
 On the fundamental side, commercial links of these economies with developed economies are not as large as in the
past. The major part of emerging Asia economies have commercial links with the US that barely represents 4% of GDP.
This points to a certain degree of economic autonomy.
 Despite the fact that some of the US growth will be led by a more competitive manufacturing sector in the US, this
will not represent a challenge for NIEs economies in Asia (newly industrialized economies) since they are
still well-placed in terms of competitiveness.
 Despite wage costs have risen at a fast pace in most Asian countries, they still remain a fraction of US costs, and
despite these economies still have a lower productivity, they are closing that productivity gap, being China the
economy showing the greatest progress.
 Asian economies have actually gained in competitiveness compared with rivals in Latin America and Europe
in the last decade, meaning that if western economies (and the global activity) continue their gradual pace of
recovery, Asian economies should not experience any significant decline in the pace of expansion.
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Admittedly, June PMIs for EM Asia point to a loss of economic
momentum in manufacturing sector, that continues to struggle
 The headline index only rose m/m only in three of the seven countries for which we’ve had
references.
 Positive readings (3): Taiwan, India and Australia
 Negative readings (4): China, Vietnam, S.Korea and Indonesia (although in the latter, manufacturing
activity keeps expanding)

Headline PMIs

Capital Economics, Markit

Headline PMI (China)

Capital Economics, Markit, Thomson Datastream
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And going beyond the headline figures, the main feature
has been a deterioration in new orders.
 Which points to a poor performance of the industrial activity in the short term.


The significant bounce seen in Taiwan & Australia should be read in a context of prior weakness (since they follow
exceptional weak readings)



The new orders component was at or below the 50 level for all but Indonesia (where the headline also points north).



Likewise export orders were weak across the board. This is particularly bad news for South Korea and Taiwan (both
below 50)



In light of this development, we conclude that Indonesia remains the most attractive investment option
at the moment; while Korea & Taiwan would be the worst option for us.

New Orders

Capital Economics, Markit
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On the positive side, this slowdown in manufacturing activity
ensures that central banks will be very cautious about
tightening monetary policy. The implications are clear

 Keeping policy rates low in Asia
should act as an anchor on localcurrency bond yields

 Recent sell off in regional
government bonds have brought
yields significantly above policy
rates, in what represents a good
opportunity of entry.
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Commercial links with developed economies are not as large as
in the past. This points to a certain degree of economic
autonomy.

Asian Exports (2012, % of GDP)
 These economies are not as dependent
on the West (developed) as one could
imagine. Excluding unrepresentative
cases like Vietnam or Singapore, the rest
of emerging Asia economies have
commercial links with the US that barely
represents 4% of GDP.

Commercial links with the US
barely represents a 4% of GDP

 Commercial dependence is even lower
when it comes to the euro-zone. Barely
a 3% of their GDP.
Capital Economics, Thomson Datastream
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We still expect “decent” figures coming from the US, and… despite
the fact that some of this growth will be led by a more competitive
manufacturing sector in the US, this will not represent a challenge
for NIEs economies in Asia.
Labor Productivity (as a % of US Level)

 A combination of falling energy costs, new technologies and
affordability of US workers means that outlook for the US
manufacturing is better now.
 The best performing manufacturing sectors in the US
recently have been: Producers of machinery, electronics and
motor vehicles.
 That puts Singapore, Taiwan and Korea in the cross-hairs
because the first two are specialized in machinery and
electronics. The latter in electronics & motor vehicles..

Capital Economics, Thomson Datastream

Exports of Intermediates to US

 The rest of Asian economies are well-placed in terms of
competitiveness, because despite wage costs have risen at a
fast pace in most Asian countries, they still remain a fraction
of US costs.
 And despite these economies have lower productivity, they
are closing that productivity gap, being China the economy
showing the greatest progress. (see the upper chart)
 Additionally, a significant portion of the goods these
economies send to the US are intermediate products rather
than final goods (see the chart below). As such, most of
Asian manufacturing economies will benefit from increased
US demand for inputs.

Capital Economics, Thomson Datastream
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Some analysts fear a sharp slowdown in economic growth in Asia
but, according to our projection of “decent” data coming from the
US (and European figures in 2013 better than in 2012), this
hypothesis simply does not hold
 In order to have a broad picture of how competitiveness is evolving across the different regions around the world, we can
compare the prices that the US is paying for its imports from various regions
 As the chart shows, Asian economies have actually gained in competitiveness compared with rivals in Latin America and
Europe, meaning that if western economies (and the global activity) continue their gradual pace of recovery,
Asian economies should not experience any significant decline in the pace of expansion. (Of course, unless it is a
slowdown induced from regional politics. In such a case, the short-term pain should be offset with long-term benefits)

US import prices by region (index)

Capital Economics, Thomson Datastream
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Legal Disclaimer
All the sections in this publication have been prepared by the financial institution’s team of analysts.
The views expressed in this document are based on the assessment of public and private information. These reports contain evaluations of a
technical and subjective nature on economic data and relevant social and political factors, from which the financial institution’s analysts have
extracted, evaluated and summarized the information they believe to be the most objective, subsequently agreeing upon and drawing up
reasonable opinions on the issues analysed herein.
The opinions and estimates in this document are based on market events and conditions that took place before the publication of this document,
and therefore cannot be determining factors in the evaluation of future events that take place after its publication.
The financial institution may hold views on financial instruments that differ completely or partially from the general market consensus. The market
indices chosen have been selected using the exclusive criteria that the financial institution regards as most appropriate.
The financial institution cannot in any way guarantee that the predictions or events given in this document will take place, and expressly reminds
readers that any past performances mentioned do not in any circumstances imply future returns; that the investments analysed may not be
suitable for all investors; that investments can fluctuate over time in terms of their share price and value; and that any changes that might occur in
interest rates or currency exchange rates are other factors that may also make it unadvisable to follow the opinions expressed herein.
This document cannot be regarded, under any circumstances, as an offer or proposal to buy the financial products or instruments that may have
been mentioned, and all the information herein is for guidance purposes and should not be regarded as the only relevant factor when it comes to
making a decision to proceed with a specific investment.
This document does not, therefore, analyse any other determining factors for properly appraising the decision to make a specific investment, such
as the risk profile of the investor, his/her knowledge, experience and financial situation, the duration or the liquidity of the investment in question.
Consequently, investors are responsible for seeking and obtaining appropriate financial advice in order to assess the risks, costs and other
characteristics of any investments they wish to make.
The financial institution cannot accept any responsibility for the accuracy or suitability of the evaluations or estimates of the models used in the
valuations in this document, or any possible errors or omissions that may have been made when preparing this document.
The financial institution reserves the right to change the information in this document at any time, whether partially or in full.
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