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Why Asia is likely to escape the
global inflation scare

It would be disingenuous to paint a rosy picture of the
region’s growth prospects — important challenges
remain. It's undeniable that economies in the region
have a long way to go to recoup output that’'s been
lost due to disruptions brought about by the
pandemic. In our view, the biggest concern remains
weak consumer demand, which will be exposed by
the looming downturn in export growth.

The upshot, however, is that policymakers in the
region can afford to be patient when it comes to
monetary policy normalization. While prices are
expected to tick up further, large output gaps—the
difference between an economy’s actual output and
its potential output—should help keep underlying

Chart 1: EM economies: aggregate trade balances
(2013-2021)
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Asia isn’t immune to emerging global macro headwinds. The region’s overall growth
picture this year is likely to be mixed; however, there are good reasons to believe
that inflation isn'’t likely to dent the continent’s prospects.

price pressures in check. As such, we believe Asia
will escape the worst of the global inflationary shock,
particular versus other emerging-market (EM)
economies, even if inflationary pressures heighten
as a result of ongoing global supply bottlenecks.

Asia is better positioned to manage rising
price pressure

Broadly speaking, Asia’s milder inflation outlook
comes down to one simple factor— trade surpluses.
Economies in the region were able to maximize
export production through much of the past two
years. At the same time, the surge in pent-up
demand in Asia after the reopening wasn’t as strong
relative to other regions, particularly when compared
with other EM economies.

Chart 2: Household consumption growth
Much smaller-ramp up in Asia vs. other EM in past year
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Source: Macrobond, Manulife Investment Management, as of January 7, 2022. EM refers to emerging markets. YoY refers to year over year.
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Chart 3: Shipping costs from Asia have risen dramatically since the pandemic
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Source: Bloomberg, Macrobond, Manulife Investment Management, as of January 13, 2022.

One other set of data also supports our view that
inflationary pressure in Asia is likely to be more
tamed: long-distance freight rates. The rise in intra-
Asia shipping costs has been much more muted in
comparison with other regions, thanks to excess
manufacturing supply and relatively weaker
consumer spending. An important takeaway here is
what this means in regard to monetary policy: For the
region as a whole, we expect to see policy
normalization take place at a much slower pace and
at a lower magnitude relative to previous cycles and
other EM economies.

The strongest macro stories in Asia
Taiwan and Vietnam

These two economies are already growing above
their long-term trend GDP levels, and consensus
forecasts point toward a Goldilocks regime of
accelerating growth and decelerating inflation this
year.

In Taiwan’s case, GDP is likely to be boosted by a
consumption recovery and steady support from
investment.  Continued global demand for
semiconductors amid tight supply should help
support Taiwan exports even as global consumption
patterns normalize.

Meanwhile, economic activity in Vietham has
resumed much faster than anticipated following

extensive factory disruptions in Q3. Fiscal support
also continues unabated. Vietham’s parliament has
approved a stimulus package worth ~5.5% of the
country’s GDP, with a focus on assisting virus-hit
businesses and workers. Notably, around half the
package is focused on increased infrastructure
spending for 2022/2023. In our view, foreign direct
investment into Vietnam should underpin GDP for
some time.

Singapore and Malaysia

These two economies may be starting the year at
below-trend GDP, but we think they have strong
potential to recoup lost output. In Singapore, the
pace at which vaccination/booster shots are
administered has enabled a calibrated reopening; a
broad-based recovery therefore seems feasible with
an improving labor market. In Malaysia, an
accelerated vaccination rate and higher government
spending ahead of the upcoming election—widely
expected to take place in the second half of the
year— should support domestic demand.

Japan

Personal consumption, particularly of in-person
services, has been picking up since the state of
emergency was lifted last September. Nonetheless,
prices should stay benign, and we believe any effort
from the Bank of Japan to withdraw liquidity will lag
its developed-market peers.
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No rush to normalize monetary policy

Overall, the macro picture in Asia is likely to be
mixed; however, the operating environment is likely
to be more favorable for select economies in the
region. Crucially, the relatively muted rise in
consumer demand and existing excess capacity
mean that inflationary pressure on the continent isn’t
likely to be as acute as in other parts of the world—
implying that the likelihood of a mad dash to
normalize monetary policy is much lower.

Disclaimers

A widespread health crisis such as a global pandemic could cause
substantial market volatility, exchange trading suspensions and closures,
and affect portfolio performance. For example, the novel coronavirus
disease (COVID-19) has resulted in significant disruptions to global
business activity. The impact of a health crisis and other epidemics and
pandemics that may arise in the future, could affect the global economy
in ways that cannot necessarily be foreseen at the present time. A health
crisis may exacerbate other pre-existing political, social and economic
risks. Any such impact could adversely affect the portfolio’s performance,
resulting in losses to your investment

Investing involves risks, including the potential loss of principal. Financial
markets are volatile and can fluctuate significantly in response to
company, industry, political, regulatory, market, or economic
developments. These risks are magnified for investments made in
emerging markets. Currency risk is the risk that fluctuations in exchange
rates may adversely affect the value of a portfolio’s investments.

The information provided does not take into account the suitability,
investment objectives, financial situation, or particular needs of any
specific person. You should consider the suitability of any type of
investment for your circumstances and, if necessary, seek professional
advice.

This material, intended for the exclusive use by the recipients who are
allowable to receive this document under the applicable laws and
regulations of the relevant jurisdictions, was produced by, and the
opinions expressed are those of, Manulife Investment Management as
of the date of this publication, and are subject to change based on market
and other conditions. The information and/or analysis contained in this
material have been compiled or arrived at from sources believed to be
reliable, but Manulife Investment Management does not make any
representation as to their accuracy, correctness, usefulness, or
completeness and does not accept liability for any loss arising from the
use of the information and/or analysis contained. The information in this
material may contain projections or other forward-looking statements
regarding future events, targets, management discipline, or other
expectations, and is only as current as of the date indicated. The
information in this document, including statements concerning financial
market trends, are based on current market conditions, which will
fluctuate and may be superseded by subsequent market events or for
other reasons. Manulife Investment Management disclaims any
responsibility to update such information.

Neither Manulife Investment Management or its affiliates, nor any of their
directors, officers or employees shall assume any liability or
responsibility for any direct or indirect loss or damage or any other
consequence of any person acting or not acting in reliance on the
information contained herein. All overviews and commentary are
intended to be general in nature and for current interest. While helpful,
these overviews are no substitute for professional tax, investment or
legal advice. Clients should seek professional advice for their particular
situation. Neither Manulife, Manulife Investment Management, nor any
of their affiliates or representatives is providing tax, investment or legal
advice. Past performance does not guarantee future results. This
material was prepared solely for informational purposes, does not
constitute a recommendation, professional advice, an offer or an
invitation by or on behalf of Manulife Investment Management to any
person to buy or sell any security or adopt any investment strategy, and
is no indication of trading intent in any fund or account managed by
Manulife Investment Management. No investment strategy or risk
management technique can guarantee returns or eliminate risk in any
market environment. Diversification or asset allocation does not
guarantee a profit nor protect against loss in any market. Unless
otherwise specified, all data is sourced from Manulife Investment
Management.



Market Note

Manulife Investment Management

Manulife Investment Management is the global wealth and asset
management segment of Manulife Financial Corporation. We draw on
more than 150 years of financial stewardship to partner with clients
across our institutional, retail, and retirement businesses globally. Our
specialist approach to money management includes the highly
differentiated strategies of our fixed-income, specialized equity, multi-
asset solutions, and private markets teams—along with access to
specialized, unaffiliated asset managers from around the world through
our multimanager model.

These materials have not been reviewed by, are not registered with any
securities or other regulatory authority, and may, where appropriate, be
distributed by the following Manulife entities in their respective
jurisdictions.

Additional information about Manulife Investment Management may be
found at www.manulifeim.com/institutional.

Australia: Hancock Natural Resource Group Australasia Pty Limited.,
Manulife Investment Management (Hong Kong) Limited. Brazil:
Hancock Asset Management Brasil Ltda. Canada: Manulife Investment
Management Limited, Manulife Investment Management Distributors
Inc., Manulife Investment Management (North America) Limited,
Manulife Investment Management Private Markets (Canada) Corp.
China: Manulife Overseas Investment Fund Management (Shanghai)
Limited Company. European Economic Area and United Kingdom:
Manulife Investment Management (Europe) Ltd. which is authorised and
regulated by the Financial Conduct Authority, Manulife Investment
Management (Ireland) Ltd. which is authorised and regulated by the
Central Bank of Ireland Hong Kong: Manulife Investment Management
(Hong Kong) Limited. Indonesia: PT Manulife Aset Manajemen
Indonesia. Japan: Manulife Asset Investment Management (Japan)
Limited. Malaysia: Manulife Investment Management (M) Berhad
200801033087 (834424-U) Philippines: Manulife Asset Management
and Trust Corporation. Singapore: Manulife Investment Management
(Singapore) Pte. Ltd. (Company Registration No. 200709952G) South
Korea: Manulife Investment Management (Hong Kong) Limited.
Switzerland: Manulife IM (Switzerland) LLC. Taiwan: Manulife
Investment Management (Taiwan) Co. Ltd. United States: John
Hancock Investment Management LLC, Manulife Investment
Management (US) LLC, Manulife Investment Management Private
Markets (US) LLC and Hancock Natural Resource Group, Inc. Vietnam:
Manulife Investment Fund Management (Vietham) Company Limited.
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Manufacturers Life Insurance Company and are used by it, and by its
affiliates under license.
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