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What’s stagflation and what causes it

Stagflation is the simultaneous
appearance in an economy of
slow growth, high
unemployment, and rising
prices

 The 1970s experience of slow growth, high unemployment, and rising prices was the real example of stagflation
» Poor fiscal and monetary policy decisions, together with oil embargo were the main causes of stagflation in 1970s

* Current economic condition has many similarities (elevated inflation, slowing growth momentum and tightening
monetary policy) to stagflation
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Similar to the 1970s, supply shocks have driven prices higher

« Pandemic  lockdown led to
production shutdown and port
congestion

Global Supply Chain Pressure Index
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Source: Federal Reserve Bank of New York

 Pandemic sparked off a wave of -
great resignation

Geopolitical tensions exacerbated
energy and food supply issues as
well as logistic arrangement

US Labour Participation Rate IMF Primary Commodity Prices (2016=100)
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Excessive fiscal and monetary accommodation are another
factor to blame

Budget Deficit (% of GDP) i -
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Inflationary pressure reaches multi-decade high

* Prolonged supply shocks, slow-to-adjust monetary accommodation and economic reopening resulted in broad-based
increase in prices, including stickier services and shelter costs

» Unanchored inflation expectation is the last thing the global economy wants
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Supply-side pressure could potentially alleviate towards late 2022

WTI Crude Oil Futures Price (in USD, Dependence on Russian Natural Gas
active contract)
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Rapid interest rate hikes aim to control demand-side inflationary

pressure

Fed Funds Rate Target (Upper Bound)
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Major Central Banks’ Rate Hike(s)

Cumulative hike(s) Duration
Federal Reserve 225 bps 6 months
European Central Bank 50 bps 2 months
Bank of England 165 bps 9 months
Bank of Canada 225 bps 6 months
Reserve Bank of Australia 175 bps 4 months
Reserve Bank of NZ 275 bps 11 months

Source: Bloomberg

After a period of inactions, central banks raised rates rapidly,
but the rate level remains low compared to the 1970s and 1980s

Inflation remains far higher than policy target. Markets might be
too soon to price in rate cut next year
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Growth slowdown unavoidable In advanced economies but

employment markets remain

robust

US GDP Growth
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According to IMF, no single major economy except Russia is
forecasted to post negative growth

The downward pressure could be offset by economic reopening,
strong household financial position and robust employment
markets, etc.

The technical recession in the US is unlikely to be classified as
a recession by NBER
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Mainland economy bottomed in Q2

Mainland China GDP Growth
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Fixed Asset Investment, Retail Sales and Industrial
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Retail Sales (LHS)

Fixed Asset Investment (RHS)

Mainland economy likely bottomed out in Q2, amid stabilizing
pandemic condition, and enhanced policy support

The evolving regional outbreak and prolonged property market
correction could partly offset the policy impact

Mainland China Consumer and Producer Price Indices
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Recovery In Hong Kong remains subdued, staying largely stagnant
for 2022

Hong Kong GDP Growth e Hong Kong avoided a technical recession, but its economy
1% contracted 2.6% in 1H
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Disclaimer

This material is prepared by The Bank of East Asia, Limited (“BEA”) for customers’ reference only. The content is based on information available to the public and reasonably
believed to be reliable, but has not been independently verified. Any projections and opinions contained herein are expressed solely as general market commentary, and do
not constitute an offer of securities or investment, nor a solicitation, suggestion, investment advice, or guaranteed return in respect of such an offer. The information,
forecasts, and opinions contained herein are as of the date hereof and are subject to change without prior notification, and should not be regarded as any investment product
or market recommendations. This material has not been reviewed by the Securities and Futures Commission of Hong Kong, Hong Kong Monetary Authority, or any regulatory
authority in Hong Kong.

BEA will update the published research as needed. In addition to certain reports published on a periodic basis, other reports may be published at irregular intervals as
appropriate without prior notice.

No representation or warranty, express or implied, is given by or on behalf of BEA, as to the accuracy or completeness of the information and stated returns contained in this
material , and no liability is accepted for any loss arising, directly or indirectly, from any use of such information (whether due to infringements or contracts or other aspects).
Investment involves risks. The price of investment products may go up or down, and may become valueless. Past performance is not indicative of future performance. The
investments mentioned in this material may not be suitable for all investors, and the specific investment objectives or experience, financial situation, or other needs of each
recipient are not considered. Therefore, you should not make any investment decisions based solely on this material. You should make investment decisions based on your own
investment objectives, investment experience, financial situation, and specific needs; if necessary, you should seek independent professional advice before making any
investment.

This material is the property of BEA and is protected by relevant intellectual property laws. Without the prior written consent of BEA, the information herein is not allowed to
be copied, transferred, sold, distributed, published, broadcast, circulated, modified, or developed commercially, in either electronic or printed forms, nor through any media
platforms that exist now or are developed later.

For more information, please visit our webpage at https://www.hkbea.com/html/en/bea-about-bea-economic-research.html. For any enquiries, please contact the Economic
Research Department of BEA (email: lerd@hkbea.com/telephone number: (852) 3609-1504/postal address: GPO Box 31, Hong Kong).
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