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ASEAN: The economic activity is normalizing but recovery will remain uneven in 2022

e ASEAN is gradually exiting the pandemic-induced economic slump and growth is expected to rebound in 2022, especially in
Indonesia, the Philippines, and Vietnam. Given higher vaccination rates and reopening of economies at home and globally,
household consumption, exports, policy support, and inward FDI would be the key growth drivers.

e However, the pace of recovery, and resilience, will be uneven across the region. It will hinge primarily on the efficacy of vaccines
deployed, policy supports, and macroeconomic structure.

e Each country is facing different challenges. Common challenges are a slowdown in China threatening the region’s exports, and
sooner-than-expected Fed tapering prompted by higher-than-expected inflationary pressure. However, given strong tailwinds on
the horizon and better macro fundamentals, ASEAN nations should be able to weather the turbulence ahead. Myanmar is an
exception as the ongoing political crisis will continue to weigh on the overall economy and the country will register a
contraction in 2022.

e Macroeconomic policy will remain accommodative in 2022 as inflationary pressure is expected to remain muted due to weak
demand and slack in the labor market, as well as economic scars left by the pandemic. This would allow policymakers to focus
on rejuvenating growth.



Multi-speed recovery in ASEAN region will continue into 2022 boosted by the
normalization of domestic demand and external tailwinds

The growth outlook for ASEAN countries in 2022 is improving as they gradually exit the pandemic-induced economic slump. So far, the recovery trajectory has been driven by exports, policy
supports, and private consumption, given higher vaccination rates and easing mobility restrictions by the government following fewer new cases. However, the pace of recovery remains uneven
and weak across the region as a result of different policy choices to contain the pandemic impact, vaccine supplies, and economic fundamentals. The outlook for Myanmar remains negative due
primarily to the ongoing political chaos. Looking ahead, with most countries adopting the living with COVID-19 approach, we expect the the economy to continue to reopen gradually and
selectively, which will encourage the normalization of economic activity. Nevertheless, risks to the outlook are tilted to the downside and those on the top of our mind are (1) another global
outbreak involving new virus variants, (2) pandemic-induced disruptions to global and regional supply chains, (3) economic slowdown in China, and (4) disruptions to global financial markets as

a result of unexpected changes in monetary policy direction in major developed economies.

Growth Projections for ASEAN-6 countries (as of Nov 2021) Growth Projections for BCLM countries (as of Nov 2021)
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Resilience of the recovery will be determined by vaccine efficacy, a rebound in private
consumption, policy supports, and FDI

On the back of the global economic recovery which has so far fueled external demand for ASEAN exports, the resilience of the ongoing recovery in the 10-nation bloc will hinge on the efficacy
of vaccines deployed, a pickup of domestic consumption, sufficient policy supports, and inward FDI to boost the export-oriented manufacturing sector. While there is a delay in vaccination
rollout, the pace of inoculation is catching up with that in other regions. In addition, we are optimistic that FDI inflows to ASEAN will rebound supported by a cyclical pickup in global demand, supply
chain diversification, structural reforms across the region, and regional trade agreements such as RCEP and CPTEPP.

Emerging Economies: CPB Export Volume COVID-2019: Vaccinated People per Hundred FDI inflows (USD bn)
Index (% YoY, 3 mma)
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ASEAN-6 is Indonesia, Malaysia, Philippines, Thailand, Singapore, and Vietnam
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Consumption should gradually rebound along with higher vaccination rates, and easing

mobility restrictions and other containment measures

The gradual reopening of the economy and easing containment measures following the recent wave started in the beginning of 2H 2021 against a backdrop of faster vaccination rollout would
support further normalization of private consumption in 2022. Consumption makes up the lion’s share of ASEAN members’ GDP, particularly the Philippines, Laos, Cambodia, and Vietnam, where

the share of final consumption in GDP is more than 50%. Compared to AEs such as the US, Japan, and the EU, we expect a strong and resilient rebound in private consumption in ASEAN region in 2H

2022 when vaccination coverage reaches at least 80% of the population.

Final Consumption
Expenditure? (% of GDP, 2020)

Philippines 90.4
Laos 79.7
Cambodia 76.6
Vietham 75.2
Malaysia 73.9
Thailand 70.6
Indonesia 68.3
Myanmar 67.8
Brunei 49.5
Singapore 45.4
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The rebound of retail sales and imports of consumer goods figures confirms the
normalization of domestic consumption

The rebound of retail sales and imports of consumer goods - both durable and non-durables - over the past months suggest consumption is recovering. The pace should be more resilient as consumer confidence
has turned positive across major ASEAN economies such as Indonesia, Thailand, Singapore and the Philippines, supported by rising vaccination rates, which will further drive consumption.

Retail Sales (Value, % YoY, 3 mma) Imports of durable and non-durable goods (USD mn, %YoY)
Indonesia Philippines Singapore Thailand Vietnam Durable goods Non-durable goods
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Source: CEIC, Krungsri Research
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Exports remain a crucial tailwind to support ongoing normalization of economic activity in
ASEAN

In 2022, ASEAN exports should continue to benefit from the global economic recovery. Following a slump in 2020, export growth has reversed to expand strongly, partly owing to a low base. Looking ahead,
economic normalization in AEs, a pickup in global trade, and successful containment of the outbreak across the region, are expected to support export growth. Commodity exporters such as Indonesia and Malaysia

should benefit from the recent surge in commodity prices. In addition, based on latest trends for freight rates, headwinds to exports, including soaring freight costs and shortage of container shipping capacity, are
expected to be gradually resolved.

Export growth (% YoY, USD mn)
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Indonesia
Malaysia
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Lao PDR
Myanmar
Note: Darker green (red) indicates stronger (weaker) growth momentum.
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Inward FDI will rebound and continue to drive the export-oriented manufacturing sector
and kick-start the next domestic investment cycle

Based on the latest PMI data, manufacturing activity appears to have normalized following the successful containments of the COVID-19 outbreak, particularly in Malaysia and Vietnam. In addition, other

indicators such as imports of capital goods and inward FDI figures also point to a resumption of production. However, it remains challenging to achieve full normalization; for example, the pandemic has created labor
shortage in Vietnam.

Manufacturing Purchasing Managers' Index (PMI) (index) Imports of capital goods, machinery FDI inflows (% YoY, 4gma)
(PMI > 50: expansion compared to the previous month) (%YoY, 3mma)
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RCEP to be effective in January 2022 could be another tailwind for growth as it could be a
key magnet to attract FDI and boost regional trade and investment

The effectiveness of the Regional Comprehensive Economic Partnership (RCEP), which will start in January 2022, would provide a significant boost to growth, trade, and investment for RCEP
members that already ratified the trade pact. The pact targets to reduce tariffs on 90% of goods traded between the member countries within 10 years of implementation, by 2030. So, the
agreement will lead to a substantial increase in real GDP in member countries like Japan, South Korea, and Malaysia as most tariff and non-tariff barriers will be eliminated over the next 10 years,
according to a study by the ADB. In addition, with common rules of origin and lower trade barriers, this would deepen regional supply chain linkages as intra-regional trade in intermediate goods is
expected to double in the periods ahead.

Real income effects, 2030 Barriers Applied to RCEP Exports in Intra-RCEP Trade,

by exporter (Unweighted Percentage Points in 2030)
Incremental Change Incremental Percentage
Income (USD

Econom USD bn Change (% of GDP
v bn, 2030) ( ) ge (% ) Tariffs Nontariff Barriers Total barriers
CPTPP RCEP CPTPP RCEP Exporters

Asia 53’513 84 165 0.2 0.3 Baseline ACPTPP ARCEP Baseline ACPTPP ARCEP Baseline ACPPP ARCEP
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New Zealand 264 3 1.0 1 0.2 Australia 29 -0.7 -0.8 9.1 -0.3 0.0 12.0 -1.0 -0.8
lciomesle 2,192 1 3.0 0 0.1 Singapore 2.1 03 0.6 9.1 03 0.0 112 0.6 0.6
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€5t o7 the wor J RCEP Average 3.1 03 12 10.2 0.4 0.7 13.3 0.7 2.0
World 133,801 147 186 0.1 0.1

Source: ADB, JETRO IDE, Cyn-Young Park, Peter A. Petri, and Michael G. Plummer (October 2021), ADB: Economic Implications of the Regional Comprehensive Economic Partnership for Asia and the Pacific, Krungsri Research
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Macroeconomic policy will remain accommodative in 2022 to nurture ongoing recovery

We expect macro policies to remain accommodative into 2022 as priorities of policymakers across ASEAN are to revive economic growth and exit the lingering pandemic-
induced recession. Government budget deficit figures in 2022 will be exceptionally large in Indonesia, Malaysia, the Philippines, as well as in CLMV economies. And, where
economic circumstances allow, we expect most central banks in the region to maintain an accommodative policy stance — low policy rates —to nurture the recovery into 2022 as the

fiscal space is reaching its limits.

General government net lending/borrowing (% of GDP)
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Muted inflationary pressure would allow ASEAN central banks to focus on steering
monetary policy to reinvigorate growth

Weak inflationary pressures driven primarily by anemic domestic demand triggered by the pandemic and the slack in labor markets in most ASEAN economies, would allow most central banks
in the region to keep interest rates low throughout 2022 as their priorities shift to supporting a sustainable recovery. In the Philippines, despite the recent uptick in headline inflation rate, it is
transitory due to weak core inflation and headline inflation should revert to the central bank’s target of 2-4% in 2022.

Developments of headline inflation (%YoY, 12 mma)
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Development of inflationary pressure (core inflation, % YoY, 12 mma)
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Note: Darker red indicates stronger inflationary pressure

Source: CEIC, Krungsri Research
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China’s slowdown could be a headwind for ASEAN exports

China’s economic activity slowdown triggered by a slump in the property market, disruptions to industrial production due to power shortages, and weak retail sales due to a zero-COVID policy
to contain local outbreaks, could have repercussions for ASEAN exports. Particularly, this could have a large impact on exports of final and some intermediate products which account for a

substantial share of total exports to China

China: CPB Industrial Production Index (%YoY, 3mma)

Indicators of Vulnerabilities of ASEAN Countries to China's Slowdown
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Policy normalization by US Fed poses challenges to ASEAN but the region is less vulnerable
this time

The Federal Reserve is planning to normalize its policy with a forward guidance given the sustainable recovery. However, if there is any surprises in monetary policy tightening due to unexpected
factors, including mounting inflationary pressure and higher inflation expectation, it could trigger sudden capital outflows and external disruption in some ASEAN countries including Malaysia and
Indonesia where foreign holding of local currency government bonds is relatively high. However, ASEAN countries are now in a better position to weather disruptions and volatilities in the global
financial markets given smaller share of foreign holding of local currency (LCY) government bonds, narrower current account deficits, and adequate foreign exchange reserves.

Foreign Holding in LCY Government Bonds (% of total) General government net lending/borrowing
(% of GDP)
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Cambodia: Making efforts to reopen tourism sector

The tourism sector has been one of the key GDP drivers in Cambodia, in addition to export of garments, construction, and FDI. Tourism revenue reached 18.2% of GDP in 2019, the highest
among ASEAN peers. However, the pandemic has prompted restrictions on cross-border travel since 2020, which caused tourism revenues and visitor arrivals to drop. In mid-November, the
government announced plans for quarantine-free entry for fully-vaccinated travelers to restore the country’s tourism sector and growth. This will be implemented sooner than the previous plan to

start in early 2022.

20 Tourism revenues 50 Tourism Revenue (% of Nominal GDP, 2019)
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Lao PDR: Managing external instability and other headwinds to growth

Growth is expected to accelerate to 4.2% in 2022 supported by exports, inward FDI, a pickup in domestic demand, and positive spillover from the opening of the China-Lao railway link.
However, there are still challenges and headwinds to growth in 2022. The country continues to face external instability as annual external debts to services remain high amid inadequate foreign
exchange reserves and a weak currency. In addition, the government’s plan to pursue fiscal consolidation to reduce public debt to 64.5% by 2023 from more than 70% currently, could hinder
growth. Coupled with a relatively low vaccination rate by regional standards (38% as of mid-November) and the recent surge in new cases, the reopening of the economy and cross-border tourism

could be delayed.

Current account deficit (% of GDP)
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Myanmar: Another year of political-induced recession

Myanmar continues to face multiple headwinds to growth in 2022, including the after-effects of political unrest, sporadic COVID-19 outbreaks, and a weak economy. We expect growth to
remain in negative territory, a contraction of 0.1% following a deep recession in 2021 (-18%), projected by the IMF. In addition to the adverse impact of the pandemic on the economy, the ongoing
political crisis has hurt all economic sectors severely, especially the export-oriented manufacturing sector which is a key driver of income and source of employment for local workers, as well as

export revenues. The persistent political unrest and uncertainties in the political scene there has hurt the business and investment climate there and will continue to discourage inward FDI. This
would have adverse impact and large implications on the country’s macroeconomic stability and long-term economic growth.

Manufacturing Purchasing Managers' Index (PMI)

Foreign trade (% YoY, 3mma)

60  PMI>50indicates expansion compared to the previous month 60 Exoorts Domestic Exports Imports
] ceccoe
45 p p p
30 .0"0. _
15 4 .'. .'0 7 \\
0 \/ \ . \ °e, , ’ \\
Teenl | esee ALt N e oo ey ) P 1
_15 ®ece® oo ?® \.....o. ..... Il
30 °. e e S
-45 -~
o) o)) o) o o)) o)) o o o o o o — — — —
O O O O O 0O 0o O oo oo O d d d d @ A A « «A \—I|\—I|rl|\—l|\—l|rl|(Tj(\l](\ll(\lerj(\lltlﬂrTj(\lerj
g gqagaggag@g@ageggQgQgQ g c £ = 35 4 > ¢ = > 3 4 > ¢ = > 3
f8 555539585858 5858553238%¢ g £ 5§32 g 28§ 532388883
- S <s 5T g w O z0 - L S>SJIL<s ST g wnw O = = =
MMK/USD daily exchange rate Developments of inflationary pressure (% YoY, 3mma)
2,600 " ' 16
Counter Exchange Rate (KBZ) USD: Se PR
2,400 ge Rate (KB2) N
2,200 = CBM: Reference Rate:USD S \ 12
2,000 10 Headline inflation
1,800 8
Y
1,600 6 Y
1,400 4 Core inflation '
1
1,200 2 ’
O O 0O 0O 0O 0O 0O 0 0 0 0 0 0 d dA dA A A A o A A «d - /
AP QFgFg g g A 0 Z=cZ
5222885233883 85282285228838 2282283233383 3833 8388385
1 T 1 - OI N I T : T - T 1 - Lflﬁ h f ] : | 1 1 v 1 1 | 1 ! v | ! | 1 1 v 1 1 1 1 1 v
N 4 L4 T T o o ©0 N O h L O T M o c = > Q > c = > o > c = > o > < = >
°S885z8u " "RINRNVARALNTIIANR T$8~832=2322°"82=238~32522%°=
Source: CEIC, Krungsri Research

krungsri
"1\ Resear(g

16



will hinge on political transition in 2023, as guided by the military leader

Political stability will be a key factor to ending the negative growth amid sporadic outbreaks. We expect political unrest to persist at least until 2023 when the next general election would be
held, as announced by the caretaker government in August 2021. In the medium-term, political developments remain uncertain because of several issues in Myanmar. We paint possible scenarios
based on expected political developments and future economic reforms.

Different scenarios for Myanmar’s medium-term development paths

e Based on expected political developments and future economic reforms, we
paint 4 possible scenarios: (1) Pre-2015, (2) Post-2015, (3) Pre-2008: Return of

Source: Krungsri Research

e More sanctions imposed.

Stalled

e Slow economic modernization

Progressive

Economic modernization and reforms

g 1. Pre-2015 Scenario 2. Post-2015 Scenario the military dictatorship, and (4) The status quo.
- ': e Political stability is Ianfgely e Ageneral election held as e Since announcing the next general election would be held in August 2023,
e resumed as the election held. announced coupled with international pressure, the most likely scenario for Myanmar’s
GEJ o A military-backed party wins quasi-democratic political scene after 2023 will be the pre-2015 scenario where a military-
o 'g the election (a quasi-civilian administration resumed with a backed political party would become the government (also known as a quasi-
% _g government). continued economic civiI.ia}n government, military leaders become civilians and occupy senior
5 o Sanctions impede economic liberalization. p05|t!ons) as thg National Leggue for'Democracy (NLD) Party could boycott the
5| o liberalization. e Economic reforms continued. ele_ct_lon (assy_mmg the NLI_D is not dlssolveFi). Thls_would mean the re_turn of
—_ political stability, but sanctions and lack of international support could impede
§ economic developments.
ohd . .
5 . 3. Pre-2008 Scenario: Returning of 4. The status quo e Another possible scenario would be the Status Quo, there will be no election
e S the military dictatorship . in 2023 and the current caretaker government remains in power. This means

I e No election and terms of the . ; . : . :
K] - o No election tak A Myanmar will opt to integrate deeper with China, politically and economically.
2 = h . fth c caretaker governmen China is its largest economic partner. In addition, economic reforms would be
2 o o T gresumptmno the autarky renewed. slower as international development partners would refrain from re-engaging
8 B policy where the country Closer economic integration with Myanmar.

9 follows an economic of a self- and political cooperation with

v sufficiency system Chi P P The other two scenarios are unlikely to materialize - the post-2015 scenario and

z° ’ Ina. the pre-2008 scenario. On the former, we view that aggressive political actions

against NLD leaders, political motivations of military leaders, and weak
international pressure on the military caretaker government, would rule out the
resumption of civilian rule or a quasi-democratic administration. On the latter, it
would be challenging for Myanmar to adopt the self-isolation approach in
today’s global economic and political environment.
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Vietnam: Rejuvenating the export-oriented manufacturing sector

The economy is expected to recover fully in 2022 and expand by 6.5% driven by exports and a rebound in domestic demand. However, in the near-term, given the gradual reopening of economic activity and easing
of mobility restrictions, Vietnam is facing challenges in normalizing its export-oriented manufacturing sector due to the pandemic-induced supply chain disruptions and labor shortage following a 3-month full
lockdown, especially in Ho Chi Minh City (HCMC) and nearby provinces. This has weighed on the country’s industrial production and exports. The extent of supply chain disruptions will hinge on vaccination rollout and
measures to contain local outbreaks. At the current pace of deploying vaccines, only 35% of the population is fully-vaccinated (as of mid-November). This suggests industrial production would only fully recover in 2Q

2022.
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Indonesia: Implementing structural reforms to boost national competitiveness

Given the strong recovery in domestic demand and relatively high commodity prices boosting exports, we expect Indonesia’s economy to expand by 5.9% in 2022. To lift growth potential and ensure it is
sustainable, policymakers guided by President Joko Widodo’s priorities are focusing on driving structural reforms. One of those is to implement the Omnibus Law on Job Creation endorsed by the parliament in
October 2020 to promote competitiveness and a more conducive business environment for foreign investment, including simplifying the business licensing process and addressing labor market red tapes. By regional
standards, Indonesia is not so open to FDI. Annual net FDI inflow is only around 2% of FDI, significantly lower than that of Vietnam. This could be the key reason behind a less-developed export-oriented manufacturing
sector. According to the World Bank, positive spillovers from FDI significantly drive higher productivity in the the manufacturing sector and spur not only employment opportunities for the growing young population,

but also industrialization.
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Philippines: A year of political transition

In 2022, the Philippines economy is expected to rebound strongly and expand by 6.3% (vs. the government target of 7.0% - 9.0%) boosted by domestic demand and exports, as well as tailwinds from the
presidential election in May 2022. Against a backdrop of fewer daily cases and rising vaccination rate, the GDP level could surpass pre-pandemic levels in 2H 2022 following an extended pandemic-induced
recession that started in 1Q 2020. On the political front, the country will hold a presidential election in May 2022. This will be another turning point for the country as the leader need to address several
challenges, on both domestic and international fronts, including ensuring sustainable growth and introducing structural reforms, boosting the country’s competitiveness, and navigating the geopolitics in the

South China Sea.
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Some Key Candidates for the Presidency

e Ferdinand Bongbong
2\ Marcos Jr.
- Former Senator

Maria Leonor Gerona
Robredo
- Vice President

Francisco Moreno
Domagoso
- Mayor of Manila

Manny Pacquiao
- Senator

The filing deadline was 15 November 2021. Based on
reports by local media, Ferdinand Marcos Jr is a
frontrunner for the presidency with estimated 60%
of votes. However, this could change when the
election campaigns start.

20



Key Takeaways: There will be a multi-speed recovery in ASEAN region in 2022; effective
vaccine rollout would determine resilience and a sustainable path towards normalization

Tailwinds and headwinds that could influence ASEAN growth trajectory in 2022
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