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Main points

Central banks will drive global divergences 
 ECB embarks on sovereign QE
 BoJ to overheat Japan significantly to try and achieve its goals
We expect Fed to tighten in 2H15, with fed funds at 2.0% by end-2016

 The dollar’s rise matters – with impact on commodities, liquidity and EM stress

 Longer-term: Labor supply growth is anemic and productivity is weak. US potential is 
1.75% and possibly lower. Global news on potential growth is disturbing
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Divergent regional impulses a persistent theme
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Forecast of improving but bounded growth challenged by oil shock
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A S I A E C O N O M I C A N D M A R K E T S R E S E A R C H

Allocating the oil shock to supply and weak EM demand

 Attributing 2/3 of price decline to supply 
increases and shift in OPEC reaction 
function

 1/3 of shock reflects weaker EM demand

 Global GDP lift estimated at 0.6% for 
2015. Global headline inflation to be 
depressed by 1.2% in year ending 2Q15

 Both headline inflation and growth 
impacts are concentrated in DM

0

20

40

60

80

100

Supply shock Demand shock, 
DM

Demand shock, 
EM

Contribution of supply and demand shocks 
to oil price decline

Source: J.P.Morgan

Share contrib to 55% fall in Brent 4Q13 avg to current

5S
E

T
T

IN
G

T
H

E
G

L
O

B
A

L
S

T
A

G
E
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Inflation to fall to its lowest level during an expansion
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Curbing our enthusiasm: PMI surveys and limited monetary flex
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Expecting Euro area growth to rebound
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US: The dollar and energy investments to temper lift
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Dollar is driving US core goods prices lower
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The Fed: A close call for June, but a lot to do over two years
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A less upbeat longer-term picture: A global supply side crisis
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A S I A E C O N O M I C A N D M A R K E T S R E S E A R C H

US potential estimated at 1.75%, Euro area at 1% and could be lower
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The debate about long-term neutral
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EM -DM growth differentials narrowing since 2012
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US$ NEER appreciation expected to continue as Fed moves…
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A S I A E C O N O M I C A N D M A R K E T S R E S E A R C H

US$ NEER and commodity prices – a striking link…
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Vulnerability to debt overhangs when Fed tightens
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A S I A E C O N O M I C A N D M A R K E T S R E S E A R C H

ASEAN-US growth differential expected to compress

Source: CEIC, J.P. Morgan
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Limited export lift implies limited fixed investment expansion
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A S I A E C O N O M I C A N D M A R K E T S R E S E A R C H

1. Exports may not lift as strongly

% GDP, unless otherwise noted
% total, 20131 2003 2008 2013 Chg2

ASEAN 912.8 55.7 53.4 42.6 -10.8
Tech 20.3 21.7 14.2 8.7 -5.6
Commodities 39.1 13.6 20.1 16.6 -3.5
Others 40.6 20.5 19.0 17.3 -1.7
Indonesia 182.7 26.0 26.8 21.0 -5.8
Tech 6.1 3.3 2.0 1.3 -0.7
Commodities 59.4 11.9 15.3 12.5 -2.8
Others 34.4 10.9 9.4 7.2 -2.2
Malaysia 228.2 100.7 86.6 72.9 -13.7
Tech 32.8 51.5 33.2 23.9 -9.3
Commodities 35.4 21.4 28.2 25.8 -2.4
Others 31.8 27.9 25.1 23.2 -1.9
Philippines 56.9 45.5 28.3 20.9 -7.3
Tech 42.2 30.4 16.4 8.8 -7.6
Commodities n/a n/a n/a n/a n/a
Others 57.8 15.2 11.8 12.1 0.3
Singapore 219.3 89.2 91.4 73.6 -17.8
Tech 19.4 34.0 25.3 14.3 -11.0
Commodities 51.3 16.9 38.2 37.7 -0.5
Others 29.3 38.3 27.8 21.5 -6.3
Thailand 225.8 54.9 64.6 57.9 -6.7
Tech 14.6 12.8 11.9 8.5 -3.5
Commodities 24.3 12.4 16.2 14.1 -2.1
Others 61.1 29.7 36.5 35.4 -1.1
Source: CEIC; 1. Shaded area is US$ billion; 2. 2013 less 2008

ASEAN exports dominated by tech and commodities

Source: CEIC, J.P. Morgan
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A S I A E C O N O M I C A N D M A R K E T S R E S E A R C H

REER appreciation is striking

Source: J.P. Morgan  and country statistical agencies for all charts
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A S I A E C O N O M I C A N D M A R K E T S R E S E A R C H

FX appreciation could be a drag 
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A S I A E C O N O M I C A N D M A R K E T S R E S E A R C H

DM tech demand a key driver of EM Asia’s exports
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A S I A E C O N O M I C A N D M A R K E T S R E S E A R C H

Commodity exports could soften further on US$ and supply 
factors

Source: CEIC, J.P. Morgan Source: CEIC, J.P. Morgan
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2. Banking liquidity also tightening

Source: CEIC, J.P. Morgan
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Due to shifts in deposits

Source: CEIC, J.P. Morgan
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Malaysia: economic indicators
Average 
2008-12 2013 2014e 2015f

Real GDP, % change 4.3 4.7 6.0 4.6
 Consumption¹ 3.8 4.5 4.3 3.5
 Inv estment¹ 2.0 1.3 0.4 1.7
 Net trade¹ -1.6 -1.1 1.4 -0.6
Consumer prices, %oy a 2.5 2.1 3.1 1.1
 % Dec/Dec 2.4 3.2 2.7 1.1
Producer prices, %oy a 3.3 -1.9 5.0 1.0
Gov ernment balance, % of GDP -5.4 -4.0 -3.5 -3.2
Merchandise trade balance (US$ 44.9 34.3 38.2 28.1
  Ex ports 202.3 215.5 221.9 228.6
  Imports 157.4 181.2 183.6 200.4
Current account balance 30.1 12.7 15.1 5.9
  % of GDP 11.8 4.0 4.6 1.9
International reserv es, (US$ bn) 110.2 135.0 124.5 109.6
Total ex ternal debt, (US$ bn) 70.4 61.5 58.5 55.5
  Short term 31.3 32.3 32.3 32.3
Total ex ternal debt, % of GDP 28 20 18 18
Total ex ternal debt, % of ex ports 28 23 22 20
Interest pay ments, % of ex ports 1 2 2 2

1. Contribution to growth of GDP.

2015 growth expected to ease due to slower 
PCE and fiscal consolidation – PCE post GST 
will be critical to watch

Current account narrowing reflects both 
decline in gas export prices and CPO 
prices

Inflation to see bump on April 1 but 
should ease in-line with commodity 
prices

Malaysia: macro view
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Malaysia macro highlights

 Drop in crude oil prices presents headwinds for the BOP, the fiscal position and growth - The implication of the latest 
oil price plunge is that the challenges facing Malaysia on the heels of the terms of trade shock are now even greater. As a first 
order effect, there will likely be further downward revisions to the current account balance, with a US$10/bbl drop in crude 
expected to trim around US$1.5 billion (0.4% of GDP) from the trade surplus. In addition, projections for the fiscal position
likely will need to be revised as well. Oil- and gas-related proceeds account for one quarter of the 19.8% of GDP in fiscal 
revenues forecast in the preliminary budget. It appears that the budget gap will be closed through a combination of cuts in 
current and development expenditures.

 Private consumption expected to slow  with real estate and credit tightening- Aside from the expected fiscal tightening, 
households are also expected to face two headwinds; easing real estate prices and tightening credit conditions. Since the 
2008 crisis, Malaysia has enjoyed a resurgent real estate market, with price increases averaging 10% per annum from 2010 to 
2013, well above the average increase of 3.5% between 2003 and 2007. This appreciation has likely helped boost wealth 
effects that have fed into private consumption. In response to the price appreciation, domestic developers have increased 
supply and this is expected to rise strongly in late 2014 and into 2015. This supply is also coinciding with a net tightening in
domestic liquidity conditions. Banks have been tightening credit standards in tandem with tightening liquidity conditions. This 
tightening also explains the recent easing overall loan growth in 4Q14. The slowing was especially apparent in consumer 
credit growth in 2H14.

 BNM easing penciled in for July MPC post GST hike- We think the policy focus in 2015 will be biased towards maintaining 
growth, amid tightening credit conditions, expected introduction of the 6% goods and services tax (GST) in April, and declining 
consumer sentiment. Although the January 28th MPC statement noted risks of financial imbalances, J.P. Morgan assumes 
that the need to ease monetary conditions further to mitigate the consumption slowdown will be key.  Given this forecast shift 
in the policy reaction function, our expectation is that Bank Negara is expected cut its policy rate 25bps at the July  9th MPC 
meeting. 

Malaysia: macro view
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Drop in crude oil prices expected to impact NG prices

 Macro revisions shadow changes in oil prices - Following the 
plunge in Brent crude oil prices to around US$50/bbl from US$105 
in June, we have materially revised our 2015 forecasts for 
Malaysia’s current account balance, growth, and inflation, revising 
down GDP growth to 4.7%oya from 5.1%, CPI up to 4.3%oya from 
4.0%, and the current account surplus. These revisions reflect the 
impact of lower natural gas (NG) prices, which in Asia is priced off a 
crude oil benchmark. 

 Capex plans in focus – One options to stabilize the current 
account would be to trim capital outlays of government-related 
companies in the oil and gas sector, which would reduce 
investment and also bolster the current account surplus, but this 
seems unlikely at this juncture given the centrality of the RAPID 
project to the ETP. 

 Semantics around government guarantees - Another issue that 
has arisen, given concerns around 1MDB, is whether the 
government guarantees, at 15% of GDP in 3Q14, would become 
direct government liabilities (see “Malaysia: An odd decouple,” 
GDW, July 20, 2012 and “Malaysia: watching for signs of credit 
disintermediation,” GDW, Feb. 22, 2013). A related question is 
whether the letters of support provided to 1MDB are legally 
equivalent to explicit guarantees and what the outstanding letters of 
support to other entities aside from 1MDB amount to.  

Dealing with a challenging environment

Fiscal balance sheet bears watching
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Domestic demand has been main driver of growth

2015 growth faces downside – domestic demand in focus
PCE has been stable, FAI rose in 2011-2012

Sentiment seems to be taking a hit – PCE in focus
 Malaysia faces terms of trade shock from lower oil 

and CPO prices

 Weaker FX helps offset but fiscal tightening and 
GST add downside risks

 Softening real estate and tightening credit 
conditions add to risks

 Corporate and household sentiment indicators have 
weakened of late

Source for all charts: MIER, CEIC, J.P. Morgan
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Real estate prices have eased 

PCE faces headwinds – FAI remains bright spot
Incoming real estate supply looking elevated

Fixed investment the one bright spot 

Source for all charts: CEIC, J.P. Morgan
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Deposits had been easing from 2013 through 3Q14

Watching bank balance sheets
Driven by LC deposits

Liquidity has been net tightening – watching deposits

Source for all charts: PSA,  CEIC, J.P. Morgan
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Sharp rise in KLIBOR rates since 2013

Liquidity had been tightening through 4Q14, eased in 1Q15
Merchant bank deposit rate rising 

BNM “other assets” rising at the same time

Source for all charts: BNM, CEIC, J.P. Morgan
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 Liquidity tightness has led to a de facto 35bps rise 
in the market rate

 Bank liquidity tightness reflected in asymmetry in 
deposit rates – merchant bank deposit rates rising 

 BNM seems to be have been active in December 

 Watching for other measures to ease liquidity
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BNM expected to cut in 2Q15 then pause 

Monetary conditions easing via FX – rates to follow

Source: CEIC, J.P. Morgan
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BNM expected to cut in 3Q15

CPI expected lift post GST – PCE will be key to watch

Source: CEIC, J.P. Morgan
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ASEAN exports have been sideways since 2011

Exports and FAI
Exports a key driver of investment – 2011/2012 stood out

Malaysian exports moving in sympathy with region
 Investment in Asia tends to be a derived function of 

exports due to income linkages

 2011/2012 investment lift due to policy shift, fiscal 
transfers in Thailand, ETP in Malaysia and private 
investment surge in Indonesia

 Malaysian investment expected to be sustained on 
account of ETP continuation – implies less 
sensitive to relative pricing effects from weaker FX

Source for all charts: CEIC, J.P. Morgan
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Balance of payments expected to be in deficit

BOP expected to face headwinds
Due to narrowing current account

Much of ETP has been supported by guarantees

Source for all charts: CEIC, J.P. Morgan

0

5

10

15

20

07 08 09 10 11 12 13 14 15

% GDP, nsa

Malaysia: current account and S-I gap

S-I gap
Current account

6

8

10

12

14

16

0

2

4

6

8

10

12

14

06 08 10 12 14

US$bn, 2qma, nsa, both scales

Malaysia: current account and goods balance
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Goods balance has been main source of narrowing

US$ bn, nsa
2011 2012 2013 2014e 2015f Chg1

Current acct. 33.5 18.6 11.7 15.9 5.2 -10.7
Goods 49.5 40.7 32.5 35.9 25.2 -10.7
Services -2.0 -4.5 -4.8 -4.6 -5.0 -0.4
Income -7.1 -11.6 -11.2 -10.3 -10.0 0.3
Transfers -6.9 -5.9 -4.8 -5.1 -5.0 0.1

Financial acct. 7.7 -7.5 -4.6 -19.9 -20.1 -0.2
FDI -3.0 -7.1 -1.4 -6.6 -4.0 2.7
Portfolio 8.7 18.9 -0.7 -3.9 -10.0 -6.1
Others 2.1 -19.6 -2.4 -9.0 -6.2 2.9

E+O -10.0 -9.9 -2.6 -5.1 0.0 5.1
Overall 31.3 1.3 4.6 -10.2 -14.9 -4.7
Source: DOS and J.P. Morgan forecast; 1. 2015f les 2014e
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Commodity balance has been driver of goods surplus

Current account balance expected to narrow
CPO and LNG are key to commodity balance 

LNG pricing in Malaysia moves in sympathy with crude - JCC

Source for all charts: CEIC, J.P. Morgan
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Price declines take a sizeable bite out of the balance
Malaysia: CPO, oil and natural gas balance

2010 2011 2012 2013 2014e 2015f Chg.1
NG, oil & CPO (1+2+3) 31.0 43.2 42.0 38.7 39.8 29.9 -13.1
1. NG (US$bn) 11.9 16.0 18.1 18.6 19.5 9.3 -10.2
mn MT -16.0 20.1 20.9 21.1 21.0 21.0 0
US$/MT 662 903 919 891 874 442 -305
2. Oil (US$ bn) 2.2 3.3 1.6 0.6 -0.8 -0.4 0.4
Vol. (mn bbls) 28.8 29.0 13.7 5.5 -6.9 -6.9 0
Price (US$ bbl) 77 113 116 113 114 55 -64
2. CPO (US$bn) 19.2 27.2 23.9 20.1 20.3 17.1 -3.3
mn MT 22.2 25.9 26.6 26.8 27.3 27.3 0.0
US$/MT 864 1050 897 749 745 625 -120
Source: Bloomberg and DOS; 1. 2015f less 2014e
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KA flows in deficit if not for portfolio

Capital account in deficit outside of portfolio
Portfolio flows driven by fixed income

FX reserves less FI flows still negative

Source for all charts: PPP center,  CEIC, J.P. Morgan

FI flows appear to be marginal price setter for FX in past
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Malaysia and Philippines FX reserves had moved in sympathy

Philippines and Malaysia: a juxtaposition driven by oil
Leading to correlation between MYR and PHP

With oil prices explaining the recent weakness in MYR

Source: CEIC, J.P. Morgan
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 Malaysia and the Philippines had been two peas in 
a pod

 Separation between the two occurred in 3Q14

 With MYR depreciating even as PHP has been 
stable

 Oil prices have played a key role – Philippines sits 
on the right side of this shock
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1. Strong regional credit cycle

Total private sector reaching all time highs in the region

Source: BIS, J.P. Morgan
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And it is not just China

Source for all charts: J.P. Morgan and CEIC

150

200

250

300

90
95

100
105
110
115
120
125
130

00 02 04 06 08 10 12 14

% GDP, both scales

China and Hong Kong: bank credit

China Hong Kong

120

125

130

135

140

145

150

40

50

60

70

80

90

100

00 02 04 06 08 10 12 14

% GDP, both scales

Korea and Taiwan: bank credit

Korea

Taiwan

60

85

110

135

160

00 02 04 06 08 10 12 14

% GDP

ASEAN-3: bank credit

Singapore

Thailand

Malaysia

30

35

40

45

50

16
18
20
22
24
26
28
30
32
34
36

00 02 04 06 08 10 12 14

% GDP, both scales

Indonesia and Philippines: bank credit

Indonesia

Philippines

47R
IS

K
S



A S I A E C O N O M I C A N D M A R K E T S R E S E A R C H

Driven by Greater China and ASEAN
China, Hong Kong and ASEAN credit expansion has been remarkably strong

Source: BIS, J.P. Morgan
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Financial risks in China

Total debt/GDP rose by 50%-pts since 2009 

Local government debt needs to be contained

Corporate debt tops EM world

Large interbank assets related to shadow banking
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Shadow banking: unclear where credit/liquidity/legal risk ultimately lies

Wealth management products

Corporates

Banks

Depositors

Trust / securities/ funds

Wealthy individuals

Local government entities / infrastructure (24%)

Real estate (10%)

Industrials (27%)

Avg rate:8-10%
Maturity: 2-3 years 

Money markets  / others

WMP: $1.1 trillion 
36% of WMP: credit-related 
Avg rate: 4.1%
Maturity: 3-6 months

Financial assets  (12%)

Trust AUM: $1.2 trillion
(43% in the form of trust loans)

Financial institutions (10%)

Others (18%)
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Banks' WMP weighted average rate of return

1-year deposit rate

Maturity mismatch ?

Credit quality?

Most WMPs are non-guaranteed, but investors 
perceive as risk-free and expect return of principal and 
‘target’ yield

Source: CEIC and J.P. Morgan
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2. Rising cross border loans to China

Source: BIS, CEIC, J.P. Morgan
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Driven by Non G-3 banks

Source: CEIC, J.P. Morgan
1. All Asia
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Hong Kong a key source of credit into China

Source: CEIC, J.P. Morgan
1. All Asia
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Hong Kong is a key creditor to China
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As is Singapore

Source: CEIC, J.P. Morgan
1. All Asia
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3. China accounts for more than 25% of Asia’s exports

Source: CEIC, J.P. Morgan
1. All Asia
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But with striking split between deficit and surplus items…

Source: CEIC, J.P. Morgan
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With most of higher-end imports driven by external demand

Source: CEIC and J.P. Morgan
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Regression of China's imports of crude materials and fuels
%oya, real terms, 2002 to 2013, quarterly
Independent variable Coefficient T-statistic
Constant 2.50 0.20
China fixed asset inv. 0.81 2.24
China exports 0.08 0.34
China REER1 -1.17 -2.10
R-squared 0.37
Standard Error of Regression 11.22
1. Deflated by CPI; Source: CEIC and J.P. Morgan

Regression of China's imports of machinery and transport equipmen
%oya, real terms, 2002 to 2013, quarterly
Independent variable Coefficient T-statistic
Constant -6.40 -0.82
China fixed asset inv. 0.31 1.40
China exports 1.01 7.03
China REER1 -0.29 -0.85
R-squared 0.83
Standard Error of Regression 6.97
1. Deflated by CPI; Source: CEIC and J.P. Morgan

Commodities driven by domestic demand Non-commodities driven by external demand
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ASEAN more exposed to China than North Asia

Source: CEIC, J.P. Morgan
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