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1. Financial tightening

Federal Reserve becoming more aggressive
as US inflation remains high...
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Sources: Bloomberg Finance L.P; and IMF staff calculations.
Data through October 26, 2022.

... and ECB also tightening more than
previously expected...
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1. Financial tightening

Portfolio outflows have been as large as in recent

Rate hikes have begun across the region...
g g historical stress episodes...
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1. Financial tightening

Local currency yields have risen across Asia, but remain ... While spreads on dollar-denominated debt remain compressed
around historical averages in EMs...
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Impact on exchange rates and FX reserves

Asian currencies depreciating sharply Reserves are falling, and while buffers remain adequate for most
against the dollar, but not in effective terms... Asian EMDEs, pressure is likely to continue
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2. The war in Ukraine

Commodity prices spiked following invasion, ...provoking large swings in current ...and global export orders havg started fgllin.g
and most have reverted... accounts... as the war drags on and recession risks rise in
the US and Europe
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3. Silowdown in China

Chinese growth has been marked down _ _
significantly... ... reflecting the impact of the zero-COVID lockdowns on
mobility and the crisis in the real estate sector...

Revisions to China’s Growth China: Mobility and Supply Chain Disruptions

(Percent) (Mobility 14-day MA; PMI Indexes subtracted by 50)
9.0 WEO October 2022 = = WEQ April 2022 —— Mobility (Shanghai, Beijing, Guangzhou, Shenzhen)
50 | === WEO October 2021 «««-- WEO October 2019 —PM:: ;nanufacturing supplier's delivery times (right

scale
70 | 20 - PMI: manufacturing output (right scale) o5
6.0 r 18 + 15
50 16 )Ao‘ \‘4 \ MA 5
40 14 f -5
3.0 r 12 F -15

Chinese New Year

2.0 1 1 1 1 1 | 1 O _25

2019 2020 2021 2022 2023 2024

Jul-20
Oct-20

Jan-21 r
Jul-22

Jan-20

Apr-20
Apr-21
Jul-21
Oct-21 |

Source: IMF World Economic Outlook. Source: WIND: and IMF staff calculations.
Note: WEO = World Economic Outlook.



World

GDP growth forecasts
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2021 6.0 6.5 3.7 7.2 4.9 8.1 1.7 4.1 8.7 3.1 -1.9
2022 3.2 4.0 2.3 4.4 3.8 3.2 1.7 2.6 6.8 5.0 0.8
Revisions since
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Source: IMF October 2022 World Economic Outlook.



GDP growth forecasts: EMDEs

Bangladesh Cambodia China India Indonesia  Malaysia Mongolia  Philippines  Sri Lanka Thailand Vietnam
2021 6.9 3.0 8.1 8.7 37 3.1 16 5.7 33 15 26
2022 7.2 5.1 3.2 6.8 5.3 5.4 25 6.5 8.7 28 7.0
Julszegzi;iw;gm:ate 0.8 0.0 0.1 0.6 0.0 0.3 05 0.2 1.3 0.0 0.0
2023 6.0 6.2 44 6.1 5.0 44 5.0 5.0 3.0 3.7 6.2
Revisions since 0 0.0 0.2 0.0 0.2 03 2.0 0.0 5.7 0.3 0.5

Jul. 2022 WEO Update

Source: IMF October 2022 World Economic Outlook.
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Inflation expected to rise further

Inflation is rising across Asia, but not as much as ... and while we are revising up our forecast substantially, we

elsewhere... expect inflation to peak in late 2022
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Outlook; AE = advanced economies; EMDE = emerging market and developing economies.
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Medium-term forecasts imply significant pandemic scarring

Asia expected to suffer the most pandemic scarring ...

Output Losses, by Region
(Percent, deviation of 2024 GDP from pre-pandemic
projections)
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Source: World Economic Outlook and IMF staff calculations.

... Which is particularly pronounced among emerging market and
developing economies
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Risk of intensification of the three headwinds

Downside scenario: Growth would fall by about 1 percentage .. with impacts that vary according to trade and
point in Asia, but remain positive... financial links
Impact on Real Growth Country-level Impact on Real GDP Growth
(Percentage points) (Percentage points)
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reduce growth by a further 1 percent.
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Note: EM = emerging market economies; AE = advanced economies.

13



Implications for fiscal policy and debt

IMF | Asia and Pacific Department - Regional Economic Outlook



Fiscal and monetary policy tighten across the region

Monetary and fiscal policies are normalizing together in most Rate hikes have begun across the region and
countries... are expected to rise further...

Short-Term Interest Rates

Fiscal and Monetary Policy in Asia {in percent: end of period)
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Fiscal policy space is limited by high debt levels

Public debt has been on the rise across Asia, spiking ...limiting the fiscal space available to respond to the food and energy
further during pandemic... shock, and prompting most countries to consolidate
Asia: General Government Debt Cyclically Adjusted Primary Balance
(Percent of GDP) (Percent of Potential GDP)
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Source: IMF Global Debt Database; and IMF staff calculations.

Note: Upper (lower) horizontal lines represent the 75th (25th) percentiles of the
distribution. Bars represent the 50th percentile. AE= advanced economy; EMDE =
emerging market developing economy.

Source: IMF World Economic Outlook.
Note: Bangladesh and Vietnam use Primary Adjusted Balance. Country abbreviations are International
Organization for Standardization of country codes. 2020-21 simple average.
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Fiscal tightening needed to stabilize debt at higher levels

More fiscal effort will be needed if interest rates keep rising

6 ® Primary Balance 2022
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Sources: World Economic Outlook and IMF Staff calculations.

Note: Shows impact on long-term debt stabilizing primary balance assuming a level shift in the yield curve of 210 basis points (difference between US 10-year real
rates during the pandemic and the long-term average between 1998 and 2019). Assumes the entire debt stock is refinanced at higher yields—to the extent that
maturity structure differs across countries, the impact on debt stabilizing primary balance may occur over different time horizons.
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