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Japan

e Core inflation solid around 2%

e But domestic prices still well below global prices in JPY terms
e Upside inflation risks. BOJ to hike more quickly

China

* Cycle soft, and global tariffs would be a problem

e But China isn’t EM — depreciation doesn’t force domestic tightening

 And it isn’t 1990s Japan. Structural strengths, and rates low enough already

Taiwan/Korea

» Korea has weakest cycle. Taiwan the strongest

* BOK to cut more. CBC won't cut, still might hike
* Both will find it very tricky to handle Trump
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Pillars of BOJ view
From labour surplus to structural labour shortage

Japan, 15-64 pop and labour force, post-2000 chg, m . Japan, Participation rate by group, %
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Pillars of BOJ view
Deflationary mindset is breaking down

Results of Large-Scale Corporate Survey (1)

Responses regarding Difficulties of Responses regarding Stance toward
Passing on Higher Costs to Prices Raising Wages
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Pillars of BOJ view
Rates more effective than QE

Japan, Policy rate, %
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Labour market
Still very tight...

Japan, Tankan, All firms, Labour market conditions
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Labour market
...across all industries

Japan Tankan Employment Conditions by industry, z score
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Labour market

Wage growth on a higher trend...

Japan, Scheduled full-time worker pay, Trend
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Labour market
..helped by policy

Japan, CPI and minimun wage, % YoY Japan, PPI, Services by labour content, % YoY
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Underlying inflation
While the data are always messy...

Japan, Cntrb to SA MoM chg in Tokyo CPI, ppts o Japan, Cntrb to SA MoM chg in Tokyo core CPL, ppts oo
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Underlying inflation
..inflation is firm...

Japan, CPI outlook, Japan, BOJ Tankan
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Underlying inflation
..though not moving higher

Japan, core PPI, Services, % MoM annualised
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Japan, Tokyo CPI, Core goods and services, % MoM annualised, 3mma
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Upside risks
Wages are pointing higher
Japan, CPI and wages, % YoY
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Upside risks
..and while import inflation has lessened

Japan, CPI and global oil, % YoY Japan, PPI and import prices, % YoY
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Japan, energy prices, JPY, % YoY
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Upside risks
..there’s still a lot of catch-up
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Upside risks
Higher food prices aren’t just the JPY...

Japan, Food prices, CPI and global, % YoY Japan, Tokyo CPI, Food, % YoY
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Upside risks
..and rents, too, are starting to move

Japan, Residential property price index

— Nationwide, All dwellings
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Other factors
Service-sector growth is still strong...

Japan, PMI Japan, Reuters Tankan
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Other factors
..and while goods exports don’t suggest lower SJPY...

Region, Goods exports, Values*, 2019=100 Asia, Export prices, Monthly, USD terms, 2019=100
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Other factors

..the CA surplus is at record highs

Asia, Current account, Annual, % of GDP

Asia, Current account, Income, Annual, % of GDP
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Japanification scorecard
China isn’t high

Category Symptom China score
Demand Asset bubbles burst 2
Demand Financial system instability 1
Demand Tighter lending standards 1
Demand Firms become net savers o
Demand Lower investment and productivity o
Demand Sidelined by globalisation and IT o
Demand Terrible demographics 2
Supply Currency appreciation 0
Supply Offshoring 0
Supply Cheaper imports 0
Supply Falling goods prices 2
Other Inflated domestic costs o
Other Labour market deregulation o
Other Preference for sustaining employment o
Other Falling wages 1

OVERALL Falling natural rate, ineffective policy 9/30

Note: Each category scored from o to 2
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Japanification scorecard
Corporates aren’t becoming savers

China, Lending by sector, CNY tn

Japan, Borrowing by sector, JPY tn
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Japanification scorecard
Japan was costly...and got costlier still

Japan, International price differentials Japan, JPY REER, 1990s
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Japanification scorecard
China is cheap...and getting cheaper

China, International price differentials China, CNY REER, 2010s
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Japanification scorecard
No low-cost external competition...

Japan, Import penetration ratio, % China, Import penetration ratio, %
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Japanification scorecard
...and some of China’s deflation is global

Japan, Durable goods CPI, % YoY

] 2
—Japan 1z
'3
1501 —US T~ F15.0
e
o]
i 13
10.0 o L 10.0
5.0 . /’L - 5.0
oo /\'\v \_ ' A | \ [n‘ J"\vl'\w 0.0
-5.0 : ’ -5.0
-10.0 1 --10.0

Jan-89 May-95 Sep-01 Jan-08
Latest: Dec 2024; Source: EAE, National sources

Sep-82

May-14

t e

Sep-20 Jan-27

20.0 7
15.0
10.0 1

5.07

{ —China

China, PPI, % YoY, 3mma

Three red lines'

Us

| [”\

Qv

AP

Jan-08 Mar-11 May-14 Jul-17
Latest: Dec 2024; Source: EAE, National sources

Sep-20

www.eastasiaecon.com

Nov-23

r20.0

r 15.0

r5.0

0.0




46.0
44.0
42.05
40.05
38.01

36.0:

Domestic drivers
Consumption of services more than goods...

China, Consumer spending, Services, % of total
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Domestic drivers

...and growth from services more than goods
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Domestic drivers
Exports clearly matter...

China, Composition of GDP growth

Private and government consumption
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Domestic drivers
..and export competitiveness is clearly strong

China, Share of HS categories with rising export volumes, % China, Export volumes, Relative to world
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Cycle
Bottoming out, not much improvement...

China, NBS construction PMI China, PMI, employment
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Cycle

...and the same for inflation

3 China, CPI and PMI output prices

i 3.0;
54.0 E
F 2.0i

] —Core CPI, % 3m/3m, 3M lag U
| — Non-mfg PMI, output prices

[ 301
F44.0 ]

China, Household liquidity preference and inflation

— HH Household liquidity preference, YoY chg
— Asset and real economy price inflation, 6M lag

nN X
N BN 0’j “‘» \w*\m

- 1.0
- 0.5

r 0.0

r-1.0

Mar-11 May-14 Jul-17 Sep-20

Latest: Sep 2024, Source: EAE, NBS

Mar-11

www.eastasiaecon.com

May-14 Jul-17 Sep-20
Latest: Nov 2024, Source: EAE, PBC, NBS

Nov-23




Cycle
US tariffs will need to be broad...

DM mfg imports from China, % of total China, Global market share, %
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China, $CNH and US tariffs

Round one Round two Round three Round four

Cycle
but cyclically, not much to fear from weaker CNY
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Korea and Taiwan
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Two different stories
Taiwan takes off

Korea, Export value and volume, 2019=100
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Korea’s first headwind: semi struggles
TSMC surges, Samsung slumps

Region, Semi equities, 12M previously=100
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Korea’s first headwind: semi struggles
Losing China share, becoming supplier to Taiwan

Korea, Semiconductor exports to China as share of total, % Taiwan, Memory imports from Korea, USD bn
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Korea’s first headwind: semi struggles
Output fine, prices weak

Taiwan and Korea, Semiconductor exports, Prices, 2019=100 Region, Semiconductor production, 2019=100
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Korea’s second headwind: non-tech weakness
Since 2023, only semi exports grow

Exports excluding semiconductors, USD value, 2019=100

— Korea
Taiwan

i 20.0 1
\/\\[\J\ F120.0 ]

- 140.0
r130.0
15.0 1
r 110.0 1

r 100.0 i
i 10.0 A

L 90.0 ]
[ 5.0 7
r 80.0 1

Semi exports, USD value, 2019=100

— Korea
Taiwan, including servers

- 5.0

www.eastasiaecon.com

r 20.0
-15.0

r10.0




Korea’s second headwind: non-tech weakness
Non-tech matters more in Korea...

Korea, Exports composition, % of total, 12mma Region, Semiconductor sector, % of exports
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non-tech weakness

Korea’s second headwind

INd

in Ch

s losing market share

and Korea

Korea, Global market share, %
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Taiwan, PMIs
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Domestic economy
Korea: led by neither mfg or services
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Central banks
BOK to cut. CBC on hold...

Korea, BOK loosening probability Taiwan, CBC loosening probability
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Central banks
...but CBC could hike

‘Taiwan, Regular earnings, Manufacturing, Trend
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Central banks
Risks to monitor for BOK

Korea, CPI, personal services, % MoM annualised Korea, Outlook for household loans
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Trump

Both are targets for Plaza Il...

Korea, trade balance by country, % of GDP, 3mma
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Trump
..though Taiwan is more obvious

Korea, current account balance

1 M % of GDP
10.0

—TUSD bn

}8.0

L 6.0

il

r 0.0

T t T T T T t T T T T t T T T T t T
May-14 Jul-17 Sep-20 Nov-23
Latest: Nov 2024; Source: EAE, CBC

www.eastasiaecon.com

F10.0

4.0

2.0

20.0

15.0

10.0

5.0 1

Taiwan, current account balance

1 ™% of GDP
| —USDbn

ﬂ’l\;«

I

Jul-17 Sep-20
Latest: Sep 2024; Source: EAE, CBC

Nov-23

r 35.0
;30.0
;25.0

r20.0




Taiwan
Mavybe recycling happens some other way...

Taiwan, Recycling of the current account, Main drivers, USD bn
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Taiwan

...but otherwise this can’t continue

Taiwan, TWD baskets
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