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SUMMARY

Cyclical volatility near term but it is the big structural shifts that bear watching
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= Prospects for 2023: rebound from pandemic lends resilience despite headwinds

= Monetary tightening ending soon but financial stresses, higher interest costs will hurt

= Two sources of resilience: end of pandemic and the rebound in China

= (Geo-politics and oil prices remain uncertain
= The key elements of the post-covid world

= Asset pricing regime + Global Political Order + Technological Revolutions + Climate Change
= This does not need to be bad for Singapore: its hinterland could benefit

= Supply chain reconfiguration and reforms - foreign direct investment inflows

= Region has improved its fundamentals: synergies from integration, infrastructure, policy reforms...



THE IMMEDIATE POST-COVID PERIOD
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THE SHAPE OF THE WORLD ECONOMY

In an uncertain world, we need to make clear our assumptions:
= Geo-political risks are ever-present but the shocks to the world economy are contained

= Central banks end tightening in coming months as inflation peaks

= Financial stresses will emerge but can be controlled

= This cycle is different from previous ones:
= Bounce back from pandemic continues — eg return of tourism, release of pent-up demand

= US: high household savings & tight labour market support demand
= China: Policy becomes more supportive of growth

= No oil price shock
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GLOBAL MONETARY POLICY

Central banks may start hitting the brakes on tightening
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= US Federal Reserve’s tightening peaks by mid-year

= Labour market is finally cooling, inflation set to decelerate, Fed concerned about downside now

= Peak tightening will provide some relief to emerging economies
= USD appreciation will peak, Asian currencies will strengthen and reduce imported inflation risk

= Risk aversion could abate, and capital flows will return to some markets

= But prior tightening will continue transmitting through the economy
= Growth risk as rate-sensitive sectors experience slowdown: housing, consumer tech
= |ndustries that have relied on cheap money will start facing trouble: this is not just crypto

= External demand slowdown will impact ASEAN/regional economies
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CHINA: POLICY SHIFTS TO DRIVE REBOUND

Decisive policy shifts improve growth prospects but economy not out of the woods
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= Policy support is increasing: New PM Li Qiang has stepped on the gas
= Local govts ramping up infrastructure spending

= Big push for self-reliance in technology/sensitive sectors = higher spending

= But the key is to stabilise the real estate sector

= Financial regulators easing restrictions, pushing banks to lend to SMEs, home buyers, developers

= But headwinds remain, limiting the upside
= External demand weakening: cyclical weakness + geo-political tensions
= |deological uncertainty: leaders placating businessmen but they remain wary - rich shifting money out
= Some scarring: consumer confidence is slow to return & translate into higher spending

= Financial stresses instigated by real estate weakness remain a concern
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OTHER DRIVERS TO WATCH

Key drivers of regional exports: capex and commodities
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= Global capital expenditures under pressure but more resilient than expected
= Tech sector spending being scaled down, a needed correction after sugar-high induced by low rates.
= But there may be secular forces that induce firms to continue with capex plans
= Changing work patterns (remote work), consumer preferences, supply chain reconfigurations
= Huge rise in defence spending will spur spending on tech goods/components as well as R&D
= QOutlook for commoaodities will depend on global economic performance
= Commodities subject to cyclical pressures will fall in price if downturn occurs
= Qutlook for crude palm oil, rice, rubber, tapioca are still unclear
= These will have significant impact on household budgets

= Watch for effects on commodity exports of ASEAN economies (Malaysia, Indonesia and others)



POST COVID ERA:
FUNDAMENTALLY RISKIER
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GEOPOLITICAL RISKS CAN BE CONTAINED...

... with a bit of luck, so long as the adults remain in charge
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= Transition to a multi-polar world is fraught
= US seeks to remain hegemon, China seeks to change the established order
= Space created for middle powers, some of whom will create mischief: eg Russia in Ukraine
= Series of incidents keep tensions high — balloon, Taiwan, North Korean missile tests, ...

= Despite heated rhetoric, US/China leaders are rational: contestation is in a calibrated way

= Contestation will continue with East Asia/Western Pacific the main arena
= Economic sanctions, restrictions will not be lifted. Oct 22 tech sanctions still unfolding

= US will continue building up alliances in East Asia, China will continue its countermeasures

= Russo-Ukrainian War: Immediate economic fallout (energy, food prices) will subside
= North Korea: Provocations such as naval intrusions, missile launches, possible nuclear test
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y- A DANGEROUS TIME FOR ASIAN GEOPOLITICS

Potentially toxic combination of Xi's consolidation and foreign hawkishness
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China’s Domestic Politics US-China fundamental clash

= De facto regime change after 20" Party = US imposes wide-ranging restrictions on
Congress: Dominant Xi unchecked, ideological China’s semiconductor industry, with implicit
shifts in favour of national security not growth aim of “choking” off technological progress

= Domestic stress mounting: Protests reflect = China will increasingly be economically isolated
deep changes + youth unemployment, housing as US and allies pursue further decoupling.
market collapse, ... = US allies in Asia announcing increases in

= Risk of domestic and foreign policy errors, military spending (Japan, South Korea) or
including inadvertent escalation, will increase security cooperation (Japan — Australia).

= China will feel sense of besiegement and be

tempted to display shows of strength
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FINANCIAL DYNAMICS: END OF AN ERA

The era of cheap money and the “Fed put” decisively changes asset pricing
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= Asset pricing regime has changed, ending 35 years of central bank loosening
= No more Fed “put” — central banks will be ultra-hawkish
= Long rates will rise, asset prices must deflate

= Reversal of positive drivers - globalisation, trade opening, high China growth, peace dividend, ...

= |mplications are far-reaching: expect frequent financial shocks and dislocations
= More emerging market defaults/crises
= Developed markets could see some turbulence as they adjust to tighter money

= Over-valued / speculative assets will deflate painfully including real estate, crypto, ...
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IMPACT OF TECH REVOLUTIONS IS UNDER-ESTIMATED

Fears of “secular stagnation” probably over-stated

Technology will prove to be a substantial and under-rated accelerator of global growth
= Separate technologies enable and reinforce other technologies

= E.g., 3D printing around for a long time, taking off now, enabled by new materials, info-commm advances
= Solar panels and wind turbines benefited from newly developed materials
= New technologies have reached a point where a broader/deeper eco-system is needed
= Massive investments in physical infrastructure: Eg renewables need ultra-high voltage grids
= New supply chains have to be built: EVs need battery cells, very different components
= New overheads demanded: widespread internet use = massive increase in cyber-security industry
= Geo-politics = defence industry revving up

= A new “revolution in military affairs”
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CLIMATE CHANGE

Science is settled, policy responses not
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= Higher temperatures:
= |ess sea ice, permafrost = rising sea levels
= More extremes — heat waves, floods, El Nino, La Nina
= Recent report forecasting dire consequences in Indo-Gangetic plain where 700m people at risk

= Central/S/E/SE Asia lose fresh water

= Global efforts to contain climate risks are improving but too slowly
= No enforcement mechanism and still much dissension
= American withdrawal a setback, now more hopeful
= S0, temperatures will rise more than 1.5C, sea levels will rise and weather become more extreme

= We must hope that technology will help limit the risks
13



IMPLICATIONS FOR SINGAPORE
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IMPLICATIONS FOR SOUTHEAST ASIA

Lots of downside risks but let’s not forget some possible positives
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= US and China will engage in bidding war by offering goodies to procure support
= Signs that China will offer a revamped Belt-and-Road Initiative
= US will enhance the Indo-Pacific Economic Framework

= Expect other tools (development aid) and players (Japan) to be involved

= Production relocation will proceed at speed

= Firms will be reconfiguring their supply chains to reduce reliance on China

= Knowing that no one will help us but ourselves, region has been reforming
= Economic integration: ASEAN Econ Community, CPTPP, RCEP, Greater Mekong Sub-Region...

= Reforms: l[abour laws, FDI restrictions, ...

= |nfrastructure building soaring to new highs
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ASEAN IS GETTING BETTER AT WOOING FDI
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Share of FDI Flows to Developing Economies
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INDIA ENTERS A NEW PHASE OF HIGH GROWTH

Slow accumulation of positives
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= Drags from the past now diminished
= Banks and non-bank financial institutions stronger and able to lend again
= Big corporates cleaned up balance sheet and planning massive expansions

= GST implementation now done, shock for small firms now absorbed

= Industrial policies beginning to produce results
= Production-linked incentives boosting manufacturing including electronics
= |nfrastructure push + deregulation = greater efficiencies
= The bottom-up energies released: financial inclusion, huge burst of start-up activity
= Political risks are salient: 2024 elections - political continuity likely
= Sino-Indian border tensions: recent disengagement helped but Modi and Xi don't talk

= Communal tensions bear watching
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FOR SINGAPORE: KEEP CALM AND CARRY ON!

We are a small economy: flexible and nimble
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= The bad news for Singapore: a divided world with less impetus from globalisation
= Big power contestation hurts flow of trade, capital, people, ideas ... not good for a global hub
= The previous drivers such as explosive growth of finance may not help as much as before

= |t's also a more competitive world: other global hubs seek growth, sometimes at our expense

= The key to surviving and prospering: resilience and flexibility
= Resilience: ability to bounce back from shocks — pretty good
= Capacity for flexible adjustment to long term challenges
= Top down policy making is good
= More spontaneous bottom-up adjustment capacity needs to be strengthened

= We cannot sit still, we must change

= Keep re-inventing Singapore
18



THANK YOU!

manu@centennialasia.com
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