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SUMMARY

The economies in Asia have either slowed or continued to muddle through. There 
has yet to be a catalyst in the global or domestic economies to fire up the growth 
engine. This is likely to continue given the uncertainty surrounding ‘Brexit’. The 
more developed economies within Asia, like Hong Kong, Taiwan, Singapore, and 
Korea are battling low inflation and weak external demand (Figure 1 and Figure 
2). The last few years have demonstrated that they cannot depend on external 
demand. Structural reforms to improve productivity in these aging economies are 
required. The same holds for Thailand. Meanwhile, Malaysia has held up relatively 
well despite the decline in oil prices thanks to strong domestic demand. India and 
Indonesia have been slow on delivering reforms and spending on infrastructure 
projects. Overall, the region will continue to slow unless these respective 
governments embark on ambitious structural reforms or spending plans. With a Fed 
hike possibly off the table this year, loose monetary policy throughout the region 
will dominate. 

Subdued export demand and looser policy

The export driven economies, Hong Kong, Taiwan, Singapore, and Korea, are 
struggling with weak external demand and low inflation. The US, eurozone, 
and China have failed to support exports (Figure 3). Hong Kong and Taiwan are 
suffering the most from the slowdown in China. The Central Bank of Taiwan has cut 
rates four times since last year. Singapore moved to a neutral bias on its currency 
policy. If the labour market deteriorates in Singapore, the MAS is likely to re-centre 
the band this year. The Central Bank of Thailand has been reluctant to cut, but has 
been advocating a weaker currency to help boost exports. However, if government 
spending doesn’t pick up as expected, they will be forced to cut. 

In Korea, corporate restructuring is underway in the shipbuilding industry which 
is dealing with overcapacity. As a result, the government unveiled a plan to 
recapitalise the policy banks to support this industry. The short term pain of 

Figure 1: Inflation remains low across the region  
India is seeing some rise in inflation due to food

Figure 2: Asian export volume index still shows a bleak 

outlook for trade  
Thailand’s trade is picking up thanks to a weak currency

Source: DatastreamSource: Datastream

ASIA EX-JAPAN: LUKEWARM
 – Growth in the region will remain subdued due to weak external demand 

 – This will prompt Central Banks across the region to cut rates especially since the Fed is unlikely to cut 
this year

 – Investment spending is key in Indonesia, Thailand, and the Philippines 
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Slow growth means loose 
monetary policy across  

the region 

Weak exports and low 
inflation will continue  

to dominate 
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the restructuring prompted the BoK to cut in June. We believe that if the data 
deteriorates further, the BoK will be forced to cut again, but the bar is low. In 
addition, the government unveiled a fiscal spending plan similar to the one last 
year. It is unlikely to have a meaningful impact on growth which will leave the 
burden on the BoK. 

India and Indonesia failed to deliver on their overly ambitious reform promises, but 
they have made marked strides in the last few years. Both contained inflation and 
their current account deficits. While the decline in oil prices played a major role, 
Indonesia managed to eliminate gasoline subsidies and keep them only for diesel at 
IDR1000/liter. They halved their energy subsidy bill from 2015 to 2016. Indonesia’s 
main setback has been the failure to deliver on investment projects. They have 
started to make some headway in that direction, but progress is slow. A shortfall in 
government revenues resulted in spending cuts. The passage of the tax amnesty 
bill should provide a bit of a buffer. But, growth is still below potential which is why 
Bank Indonesia has cut four times since the start of the year. We do expect to see 
further cuts from the BI to help boost growth. 

As for India, the Central Bank may be reluctant to cut as food inflation creeps up to 
6%, but CPI inflation is stable at 5.2%y/y. The RBI inflation target for January 2017 
is 5%. The Central Bank’s transmission mechanism may be weak. Corporates are still 
deleveraging and banks just underwent an aggressive overhaul of their NPLs. While 
this may be a short run negative, it is a long term positive. However, investment will 
continue to be a drag on the economy. Private consumption will be the key driver of 
growth. The departure of the Central Bank governor Raghuram Rajan raises some 
concern for markets, but so far the list of successors suggests a continuity of policy. 
Once inflation stabilises, the RBI will likely cut again. With a strong easing bias in the 
region, rates will continue to drift lower. (Figure 4)

The Malaysian economy continues to positively surprise despite the decline in oil 
prices. Domestic demand has been its saving grace. Political corruption allegations 
surrounding the Prime Minister will play on in the background. Now that elections 
are out of the way in the Philippines, the execution of the Duterte administration’s 
economic agenda will be crucial to regain investor confidence. His priorities include 
improving government revenue collection, accelerate infrastructure spending, 
attract FDI flows, modernize the agriculture sector, address land administration 
and management, make tax administration more progressive, improve and expand 
the conditional cash transfer program and strengthen basic education system. This 
agenda was welcome by markets since his economic platform during the campaign 
was unclear. Growth should remain strong thanks to domestic demand and the 
new administration’s emphasis on infrastructure projects. 

Figure 3: Asian exports to the US remain weak 
Despite US growth, Asian exports failed to pick up

Figure 4: Asian 10yr rates will remain low 
Inflation remains subdued and slack in the economy persists 

Source: CSO India, Aviva Investors Source: OECD, Aviva Investors
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BoK will be forced to cut 
again this year 

Investment spending is 
crucial for Indonesia 

RBI will resume with 
easing when they regain 
confidence on inflation 

Malaysia and the Philippines 
will continue to be 
supported by domestic 
demand 
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