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Market Monitor — Asia

Growth momentum likely extends into 2H

e Japan's economy rebounded in Q2 with a revival in domestic consumption
and investment, while Indonesia’'s, Thailand's and the Philippines' economies
maintained a steady recovery trend.

e The Bank of Japan is set to continue its monetary policy normalisation; the
Bank of Korea is likely to cut rates as inflation cools.

e Asian currencies rebounded sharply amid rising expectations of rate cuts by

the US Federal Reserve.

Asian economic momentum generally took hold in Q2

Japan's economy rebounded in Q2, driven by a turnaround in domestic demand. Japan's Economic Growth
Japan's gross domestic product (GDP) grew by 0.8% quarter-on-quarter (QoQ) 10%

in Q2, recovering from a contraction of 0.6% in Q1. Rising real wages supported a
1.0% QoQ increase in private consumption in Q2, ending a declining trend since
Q2 2023. Gross fixed capital formation also rebounded by 1.7% QoQ in Q2, up

5%

YoY Change

from -0.9% in Q1. However, net exports remained a drag on the economy, with % ~
export growth (+1.4% QoQ) offset by faster import growth (+1.7% QoQ). On a year- 5%

on-year (YoY) basis, Japan's economy remained in contraction of 0.8% in Q2, after

a2 0.9% decline in Q1. Looking ahead, improved income prospects and a tax rebate -10%

for households are expected to reinforce domestic demand in Japan. In mid- 5%

August, the Prime Minister Kishida announced that he would not seek re-election 2020 2021 2022 2023 2024
in the party leadership race in September, raising the possibility of policy shifts Source: Bloomberg

under a new prime minister.

Indonesia's, Thailand's and the Philippines’ economies held up in Q2. Indonesia’'s
economy grew by 5.1% YoY in Q2, maintaining a similar pace to Q1. Household
consumption stayed steady with growth of 4.9% YoY in Q2 (same as Q1),
reflecting resilient consumer demand despite rising borrowing costs. Gross fixed
capital formation and exports accelerated from 3.8% YoY in Q1to 4.4% in Q2 and
from 1.4% to 8.3%, respectively, helping to offset a sharp deceleration in
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government spending (from 19.9% to 1.4%) as post-election normalisation took
hold. Thailand's economic growth climbed from 1.6% YoY in Q1 to 2.3% in Q2,
bolstered by a rebound in government consumption (from -2.1% YoY in Q1to 0.3%
in Q2) and faster export growth (from 2.5% to 4.8%). However, domestic markets
showed signs of softening. Private consumption slowed to 4.0% YoY in Q2 from
6.9% in Q1. Gross fixed capital formation also deteriorated further from -4.2% YoY
to -6.2% in Q2, given weaker investment in construction, machinery & equipment.
Elevated political uncertainty in Thailand, along with the recent change of prime
minister, will remain a factor contributing to cautious spending and investment
decisions among households and businesses. In the Philippines, domestic
demand drove the economy to accelerate from 5.8% YoY in Q1 to 6.3% in Q2.
Household consumption maintained a growth rate of 4.6% YoY in Q2, while
government spending and gross fixed capital formation accelerated from 1.7% to
10.7% and from 2.1% to 9.5%, respectively, due to a lower base of comparison.

Surveys indicated a positive outlook for Asia's manufacturing sector. Japan's
manufacturing sector recorded a mild contraction in August, with its
manufacturing purchasing managers index (PMI) improving from 491 in July to
49.8 in August. Among its sub-indices, production resumed growth with a softer
fall in new orders, indicating modest signs of stabilisation. South Korea's
manufacturing PMI advanced to a 40-month high of 51.9 in August, up from 51.4
in July, driven by stronger rises in new orders and production. Taiwan's and
ASEAN manufacturing PMI stayed at expansionary territory of 51.5 and 51.1 in
August. Overall, the above PMI readings indicated a continued expansion of
manufacturing activities in Asia.

Underlying inflationary pressure remained in check

Inflation in advanced Asian economies remained stable. In July, Japan's headline
CPI inflation stayed at 2.8% YoY for the third consecutive month, while its core
CPl inflation (excluding food components) ticked up slightly from 2.6% in June to
2.7% in July as the government's utility subsidies were phased out. Meanwhile,
the core-core CPl inflation (excluding food & energy) eased from 2.2% YoY in June
to 1.9% in July. South Korea's CPI headline and core inflation slowed from 2.6%
YoY in July to 2.0% in August and from 2.2% to 2.1%, respectively. The Ministry of
Economy & Finance of South Korea expected the inflation rate to remain in the
low 2% range, barring any additional shocks such as extreme weather events or
global oil price volatility. Taiwan's headline CPI inflation gained pace from 2.4%
YoY in June to 2.5% in July, due to typhoon-induced food price increases and
higher entertainment and transportation costs during the summer travel peak
season. In spite of that, Taiwan's core inflation was steady at 1.8% YoY in July,
staying flat for the fourth straight month.

ASEAN economies broadly remained on a disinflation trend. Indonesia's headline
and core inflation stayed flat at 21% YoY and 2.0% in August, respectively. In
Thailand, headline inflation remained soft, edging up from 0.6% YoY in June to
0.8% in July due to rising global oil prices and increased food prices, with core
inflation also rising from 0.4% to 0.5%. Singapore's headline inflation remained at
2.4% YoY in July, while core inflation softened further from 2.9% to 2.5%, largely
due to a slowdown in services inflation, which slowed from 3.4% to 2.9%.
Compared to other ASEAN economies, Vietnam and the Philippines experienced
higher price pressures but remained on track to slow. Vietnam's headline and
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core inflation rates were 4.4% YoY and 2.6% in July, while the Philippines' inflation
and core inflation rates were 4.4% and 2.9%.

Apart from the BOJ, other Asian central banks are set to cut
rates

The Bank of Korea signalled openness to cutting rates, while the Bank of Japan
reaffirmed its path for further policy nomalisation. The Bank of Korea (BoK) held
its policy interest rate at 3.5% in August and lowered its growth and inflation
forecasts for 2024 to 2.4% and 2.5%, respectively. In the post-meeting statement,
the BoK expressed greater confidence that inflation will converge to its policy
target and signalled its intention to consider the timing of rate cuts. This boosted
market expectations for an imminent rate cut. Despite market volatility in early
August, Bank of Japan (BoJ) Governor Ueda reiterated the possibility of further
rate hikes if economic growth and inflation align with the BoJ's forecasts. In the
meantime, the Philippine central bank cut its policy rates by 25 basis points in
August, while other central banks like Bank Indonesia and Bank of Thailand held
their policy rates unchanged.

Financial markets in Asian emerging economies outperformed

Asian currencies appreciated notably. A weaker-than-expected labour market
report for July increased market expectations of rate cuts by the US Federal
Reserve, leading to a softening US dollar. As a result, currencies in some Asian
emerging economies like the Thai baht, Indonesian rupiah and Malaysian ringgit
appreciated strongly against the US dollar by around 5.2% - 6.2%. Meanwhile, the
JPY appreciated the US dollar by 2.6% in August.

Stock markets in Asian emerging markets also performed strongly in August.
Equity markets in Indonesia, Malaysia and the Philippines recorded monthly gains
ranging from 3.3% to 5.7% in August. However, equity markets in South Korea and
Japan declined for the second consecutive month, down by 3.5% and 1.2% in
August, respectively.
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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.ntml. 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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