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Preface

The global economy maintains a moderate growth but it is widely expected that it will come
to a cyclical turning point sometime in 2019, and downward revisions in the GDP growth
outlook are expanding among countries and regions. At the present time, trade friction
expanding from the U.S. and China to the world and the withdrawal of the UK from EU pose
further downside risks to the global economy. Also, in the medium to long term, both
developed and emerging countries have structural challenges towards sustained growth and
financial stability.

With these points in mind, the Institute for International Monetary Affairs held on February
25 a symposium titled “The Global Economy Approaching a Turning Point —Challenges for
developed countries and emerging countries—". We invited prominent experts from home
and abroad and we had the pleasure to have very active discussions on the basis of current
situations that the panelists represent, namely, Japan, the US, the EU, and Asia including
China.

This is a record of speeches of the panelists of the symposium and discussions in the
panel discussion session. We would be happy if this will be of some help to those who are
interested in the issues concerned.

August 2019
Institute for International Monetary Affairs
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Ms. Zentner is Chief US Economist and a Managing Director at Morgan Stanley, joining in 2013 from Nomura
Securities International. Ms. Zentner serves on the Advisory panel for the Federal Reserve Banks of New York and
Chicago, as well as the American Bankers’ Association. She is a Director of the National Association for Business
Economics (NABE) as well as the NABE Foundation. Ms. Zentner holds a Bachelor of Business Administration and a
Master’s Degree in Economics from the University of Colorado.
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Exhibit 1. The Length of Post WWI| Recessions

# of Quarters
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Note: Companison is to expansions post-WWII. * mdicates curment expansion throwgh 40 2013,
Source: Mational Bureau of Economic Research. Morgan Stanley Research
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Exhibit 2. Real GDP Around Recessions and Financial Crises

indexed to the start of recession (t=100)

120
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110 - =QOECD Big Five crises
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Mote: "Earlier” is the average of the kast 10 recessions: OECD Big Five financial crises first identified %Kaminswm Feinhart (1999) Couwntries are in (1077 ). Morsay {1087).
Fanland (1081), Sweden [1€01) and Japan (1087). We use 1907 for Japan [as opposed to 10827} as this was the start of the most intense phase of the financial crises there.

Source: OECD, Morgan Stanley Research
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Exhibit 3. Slow Recovery in Housing Equity
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Exhibit 4. The Phillips Curve Is Flat

“___many factors, including better conduct of monetary policy over the past few decades, have greatly
reduced, but not eliminated, the effects that tight labor markets have on inflation.”

Slope of the Phillips Curve Persistence of Inflation
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Note: See Chainman Jerome H. Powell, Monetary Policy and Risk Management at a Time of Low Infiation and Low Unemployment. October 2. 2018,
Source: Federal Reserve, Morgan Stanley Research
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Exhibit 5. DMM Points to a Low Probability We Have Entered the Overheating Phase

Frobability Probability
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Source: Federal Reserve Board data through 318, Morgan Stankey Research
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Exhibit 6. 2019 Outlook: What's Weighing on Growth ThisYear?

Fiscal stimulus is fading.

Fiscal Policy Impacts on GDP Growth (%4Q/4Q)
percentage points
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Exhibit 7. zo19 Outlook: What's Weighing on Growth ThisYear?

Uncertainty around trade policy and wider corporate credit spreads are pointing to sluggish investment
ahead.

Wideming corporate credit spreads associated High frequency data shows slowing momentuim in
with drag on investiment nvestment trends
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Exhibit 8. 2019 Outlook: What's Weighing on Growth This Year?

Interest rate sensitive sectors will not contribute.

Mortgage rates continue to climhb

Mortgage Rate
7.0%

6.5%
6.0%
5.5%
5.0%
4.5%
4.0%

3.5%

3.0%

08 09 10 11 12 13 14 15 16 17 18

Source: FHLMC, Census Bureau. National Asseciation of Realtors, Morgan Stanley Research
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New and existing home sales have slowed
recently

Thous. SAAR

800
700
600
500
400
300
200
100

\V“M\

080910111213 141516 17 18 19

==New Home Sales (left scale)
Existing Home Sales (right scale)

6000

5500

5000

4500

4000

3500

3000

LVEHTDORERDHL b, SRESGITKERFXEOEL LMD TLL I,

13



Exhibit 9. 2019 Outlook: What's Weighing on Growth This Year?
Export growth likely to be restrained by tariffs.

Export growth likely to be restrained by Net trade expected fo subtract about 30bp per
tariffs/slowing global economy; import growth quarter from GDP on average in 2019, roughly in
likely to remain moderate as well line with 5Y average
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Source: Bureau of Economic Analysis, Morgan Stanley Research
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Exhibit 10. zo1g Outlook: What's Bright in the Outlook?

The household sector remains impressively resilient. Wages are rising and the cost of carmmying debt is
low.

Wage breadth helps lift aggregaie earmings to Debit-service costs are close fo all-time lows
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Exhibit 11. 2019 Outlook: Inflation Rises to 2.2% By Year-end

Tanffs, higher medical price inflation, and upward pressure from a tight labor market work together to
push up core prices. The Fed will debate how much is permanent vs transitory.

Core PCE inflation moving up Decomposition of core PCE inflation, actual and
projected
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Exhibit 12. 2019 Outlook: The End of Balance Sheet Normalization

Projection under our base case scenarno for a September 2019 end to balance sheet normalization.
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Economic Sentiment euro area and EU IFO Business climate Index Germany
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Political Preferences — European Parliament — Election May 2019

People’s Party | Social Democrats | Liberals | Green | Right Wing | Left Wing

Election 2014 219 187 68 52 135 52

Projection® 185 130 95 50 177 57
Change E -3 -57 +27 -2 +42 +5

*national surveys Jan 2019 and estimates

Source: foederalist.eu
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Reversing Integration

= Less output & employment in the long term
Reversing Integration in %

EU27
GDP Jobs
Free Trade Agreement -0.8 -0.3
WTO -1.5 -0.7
EEA ('Norway’)? An impact is neglectable

" Low tariffs; non-tariff barriers
? Access to single market
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Challenges for ASEAN: Vulnerability to Further Capital Flow Reversals (1)

Changes in market perception of timing or pace of G3 policy changes, risks-off sentiment on EM assets could spur

the risk of capital flow reversals similar to what occurred during 2013 taper tantrum™ and recently 2018 Turkish lira

crisis”.
ASEAN stock markets ASEAN currencies
Index Index
(2010=100) (1205=100) -
Taper Turkish Taper Turkish
Tantrum lira crisis 180 Tantrum lira crisis
250
170
160 .
200 150 'Deprecmte
140 lAppreciaIe
150 130
120
100 110
100
90
50 80
gercrppganTTepEeERlERe SO rTr NN MmO et O~ ~D D

s Indonesia s Malaysia Philippines s Indonesia s Malaysia Philippines
Singapore e Thaailand e MSC Asia Singapore s Thiailand
Source: Bloomberg Source: Bloomberg

29 LIEEARRHAD Y 271X, 5F, REOBENRBETY, EEEeRnS (IIF)
DOHEFHZ JAUE, SRAF 2020 12 4 J8 FVIEWHBLE R SR> o — - m—rOH AN
BRLET, ZLT, 20350 1 BHEETE > TET, BRSNS METTEZ 2
FHHEENSHICBW T, ZRAARGICHEIEE WS Z 1T, B WEETH ERWE
T, LU, ASEAN AN OFBLEIZ & > CToHn, L0 MEITEAE E BbhEd, =0
722 LT, Fx ASEAN OANIEREEIT LI BAF T3, 13 & A & OEIISNVEHE i L ORE
IS BAF7RAKEIZ D 0 | xHIMEH B IRAKHET T,
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Challenges for ASEAN: Vulnerability to Further Capital Flow Reversals (2)

lIFestimates $3.9 trillion of EME bonds and External debt liabilities of countries with vulnerable
syndicated loans due by end of 2020, with one external conditions and weak currencies likely to
third denominated in foreign currencies. increase in local currencies undermining debt servicing

ability and economic stability.

EM (ex-China}—non-bank FX denominated debt Indicators of External Vulnerability

. bercent of GDP, end of Q2 2018

- Criteia* TH MY PH D 56
EM ex-China Liquidity Indicators (As of Dac18)

Int'l Reserves (S0 bn) 2056 | 1014 | 702 | 1207 | 2877
Import cover (end period, months) 3 mths | 99 58 a7 77 23
Reserve over short-term debt =1tima| 31 10 59 23 03

Solvency Indicators (As of 3018)
External Debt / GOP (%) T | 661 235 | 345 | 4205
Currant Account | GDP (%) 14 1.0 AT -34 01

“Minimum criteria,
95 97 00 o1 03 OF OF 09 11 15 15 17 Source: CEIC

Source: BIS, IIF; 9501-9904 figures are estimated using BIS debt
and banking statistics; only incledes USD, EUR and JPY debt.

WOMEIL, BB EITEGERIERT LY A7 ICETL5b0TT, ZhbiEx
2L o TIIFFICRERBGRTT, KE LS PEOZHITE Sk ST\, KEICES
FREIRLIL., EEREAICHEAIZIE RS TWERAD, ZHUCEE L2 REEMEICL Y, FEFE
k. ASEAN @fifiGIC BT DRI T 4 U T 4 BRELEEY £ LT, @S ~DEEL
ATk, BOHBEBRIIERRFCLEELZ5E2$T, 2L 3 DOF vy 2@ U Tk L
EFF, EFTEIVTIAF=—RTT, PEATICTHEM Z G L TWDHE - il 4]

ZIXBE, AR, @E, v —I 7 REREELEZITHTLL I, 2 OHOT ¥ R/MIEL)
RTT, %ﬁ%ﬂﬁwt&>A%AN%li*lm%itiﬁﬂm%foi<m$ LK
WTWT D000 LIVEFEAD, « OKE & P EEE Lo —E 2 ASEAN _/\%&?”5 &
W20 E4, 3-oH ifﬁ%‘vﬂ%‘fﬁ“ RO ENHRT 52 L2k, PDABORT 2 ]
BEMELH Y T, ZNDORAEMREEBEA VL, BREATH @\#%mhﬁ\ﬁ%®
HISEE S, PE - OREASOmEEHOFE GBI > TIREDS Z LIZRDTL L I,
WEBOREIEZTHETLIZLIFELVOTTN, ¥4 Tk, BHEBICERT 20>
MOIMEPROENET, WS OO FEER TEMMTIE, FICPEORERICL LFEN
DRVEESTNDZENRATENRET, bHAA, ZO—HITHEEFEE (EEC) ~
DEEIZHT HELNERTWDAREELH Y, TR EEBIRICL Db O L HET D
ZLIFTEERA, EECITBUNTFEDERZRA 7 FHE T 0 77 LT, S%MMED D
MZNTTEE LTS ZEIZRVET, £HLEZ L, FAITBVTERETRENK
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I LCid, EHEBEICLY, TEOKEZRIT., HEEZNTTRIEEOREZ 35 2
LEBELNTNDONE LIVEE A,

ASEAN Economies Generally Resilient

ASEAN Economic Indicators

GDP Growth (%cyoy) Intlation (%yoy, avg) Current Account Balance (%GDP) Public Debt (%GDP)

2015 | 2016 | 2017 | 2018 | 2015 | 2016 | 2017 | 2018 | 2015 | 2016 | 2017 2018 | 2015 | 2016 | 2017 2018

Indonesia 448 50 b1 51 64 35 38 Lk =20 -18 AT -2.4* 275 | 283 288 29.8*

Malaysia 51 4.2 59 4.7 21 21 38 1.0¢ 3.0 24 3.0 20 579 | 56.2 B54.1 55.1*

Philippines 6.1 6.9 6.7 62 0.7 13 28 52 25 0.4 08 -15* | 415 | 350 399 39.8*
Singapore 22 24 36 29° 05 05 0.6 1.0 18.6 19.0 158 18.5° |1005| 106.8 | 1111 | 1129
Thailand 3.0 33 39 4.6 -09 0.2 07 11 8.0 1.7 1.0 91 425 418 415 41.9°
Vietnam 6.7 62 6.8 71 0.6 27 35 35 -0 24 25 22 574 | 599 585 578

Source: WEO

Note: *Forecasted by WEQ

ASEAN Trade Data

Export to (%Share in 2017)

Import from (%Share in 2017)

Source: Trademap

us
China

Indonesia Indonesia

Malaysia 143 | 54 30 Malaysia
Philippines 4.0 13 Philippines
Singapore 33 Singapore

Thailand Thailand

Vietnam Vietnam

Source: Trademap

ZHLOLNRBEDAT A T, ASEAN FRFEDWN < OO I 2281 E 2 R L TnES, 2
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ACTUAL /u FED & BOJ \

ncertainty because of the
YIELD CURVE faster-than-expected flattened
yield curve

» One more hike only?

5.00% FF Rate Hike
(BS Runoff)

= May be good for US stock prices
but bad for the $/¥ yen rate

* Japanese stock prices may be
volatile due to conflicting forces
(favorable US stock prices but
potentially-greater appreciation

pressures)
o 1M 10 Year
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UNWINDING PROCESS

OWiden the 10-Year Target Rang =>Raise Target
(CContinue to Taper JGB Purchases

Need to Modify Forward Guidance "

(OComplete the Tapering of JGB Purchases
(OEliminate the 10-Year Target and Range

4
The First Short-Term Rate Hike
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