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Asla excluding Japan Is likely to contribute 60% of global growth in 2017
Contributions to glabal grosth by region, percentage poinis
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Asia to contribute 60% of global growth

David Mann'

Asia has reduced its economic exposure to the West, but financial linkages
remain. The region has achieved relatively strong growth since the 2008-09 financial
crisis, in contrast to persistently weak growth in the US and Europe.

Domestic demand from both consumers and investment is supporting the
resilience, cushioning the region against its high exposure to external trade. All this
should continue in 2017, helping Asia account for around 60% of global growth,
according to Standard Chartered calculations.

Asia excluding Japan s likely to contribute 60% of global growth in 2017
Contributions to plobal growth by region, parcantage points

1.Economic outlook
Markets are wary of the uncertain outlook for private sector investment and trade
in the light of Donald Trump’s election. Asia’s economic linkages to the US are much
weaker compared with a decade ago, yet remaining linkages may prevent Asian

central banks from easing policy in the short term. It will be difficult to diverge from

!David Mann is Chief Economist for Asia at Standard Chartered. This article appeared in OMFIF Bulletin
(January 2017). The Official Monetary and Financial Institutions Forum (OMFIF) is a global financial think-tank,
headquartered in London.
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US monetary policy, especially if exchange rates remain as vulnerable as they have

been since the 8 November election.

On external trade, there is room for positive surprises in Asia’s 2017 export data
because of base and price effects. Last year’s low base should flatter year-on-year
export growth in 2017. In addition, a partial recovery in export prices is likely to
boost exports in nominal terms. Even with no further price rises, export values are
likely to return to growth in 2017. These factors should start to materialise by the
second quarter. This is also when emerging market Asian currencies are expected to
be at their weakest in response to US reflation, further boosting exports.

China’s growth will remain steady in the run-up to the National Party Congress
in late 2017. Many longer-term challenges remain, including excess leverage,
overcapacity and the demographic drag that will become more problematic in the
2020s. However, these issues are not expected to reduce growth below the current rate
of above 6% ahead of such a politically important event for the Chinese Communist

party. This, however, may mean more pain later

2. Monetary easing has run its course

Monetary easing is over across Asia, mainly because of higher inflation and
pressure to avoid divergence with the US. Standard Chartered forecasts project
still-sluggish external demand in 2017, and tighter financial conditions due to upward
pressure on dollar funding costs and dollar strength. While inflation is likely to rise, it
is expected to remain below longer-term averages.

Exchange rates have typically been Asia’s main mechanism of adjustment to
higher US rates, and this is expected to be repeated in 2017. The loosening of
monetary conditions may therefore happen via the exchange rate channel, rather than
policy rate cuts.

India is a significant exception. The shock announcement in early November that
it will eliminate 85% of currency in circulation to crack down on the informal

economy is causing a cash crunch and hindering economic activity. Expectations for
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India’s policy rate and GDP growth over the next two years have been adjusted down

to reflect the consequences.

Assuming a large portion of the cash in the untaxed economy simply vanishes,
this could be worth as much as 2-3% of GDP — a major shock to the system. In this
context, the recent public sector salary rise and good monsoon rains are unlikely to be
as supportive of growth as originally anticipated. Markets are on the lookout for more

surprise announcements.
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China leads global gold demand

Consumer gold demand, tonnes

Source: Warld Gold Council, OMFIF analysis
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Gold's new frontiers in Asia

Shaokai Fan*

As the world’s centre of economic gravity shifts eastward, Asia’s importance to
the world gold market continues to grow. While east Asia and India combined
accounted for 35% of global demand in 1970, China alone accounted for 29% in 2015,
and India 25%.

Asian consumers’ rising prosperity has increased demand for both jewellery and
gold as an investment. Moreover, much official sector demand for gold is originating
in Asia as regional central banks build and diversify their reserve holdings. Asia has
transformed global gold demand, and new opportunities could strengthen the
continent’s role further.

China leads global gold demand
Consumer gold demand, tonnes

Source: Warld Gold Councrl, OMFIF analysis

1. Islamic investors

Gold remains popular with global investors as a result of unconventional
monetary policies, political uncertainty and market volatility. However, several
investor groups, for differing reasons, have had limited contact with gold as an asset

class. Islamic investors, who historically have had little exposure to gold investment,

1 Shaokai Fan is Director, Central Banks and Public Policy, at the World Gold Council. Disclaimer: This article is
for information only and does not constitute investment advice. The World Gold Council is not responsible for any
losses. This article appeared in OMFIF Bulletin (November 2016). The Official Monetary and Financial
Institutions Forum (OMFIF) is a global financial think-tank, headquartered in London.
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represent one such group. Gold is subject to special Islamic rules, while existing

guidance is limited and fragmented.

To address this, the World Gold Council and the Accounting and Auditing
Organisation of Islamic Financial Institutions, the global standard setter in Islamic
finance, are developing a new Sharia (Islamic law) standard for gold, to be launched
before the end of 2016. The standard will provide definitive guidance on Islamic rules
pertaining to gold investment and the permissibility of individual products.

Asian gold demand could benefit significantly. Malaysia, already a vanguard in
Islamic finance, has a prosperous middle class seeking greater investment options.
Indonesia, the world’s largest Muslim country, is beginning to promote Islamic
finance, making it ripe for new investment opportunities. Standardising gold
transactions will bolster gold’s accessibility to Asian investors seeking
Sharia-compliant products and asset classes.

Gold can offer sovereign funds an important solution as they seek to diversify
their investments in a low rate environment. The metal’s role as a long-term store of
value complements sovereign funds’ mandate to sustain intergenerational wealth.
There is also an opportunity to present gold’s benefits through direct engagement, as
sovereign funds are increasingly making their investment decisions internally.

Asia’s sovereign funds are largely funded through foreign exchange reserves or
fiscal surpluses, and require a different investment approach to resource-based funds.
They have been less affected by the decline in oil prices, giving them more flexibility
to determine their investment mix. Gold can be a useful portfolio component because
of its diversification benefits.

Changing macro trends are deepening the case for gold holdings by central banks.
Unconventional monetary policies have rendered almost 40% of developed country
sovereign debt either zero- or negative-yielding, limiting central bank investment
options. Asia’s reserve managers are finding it difficult to find suitable assets for the

region’s reserve stockpiles.
2. Reserve diversification

Aside from the impact of negative interest rate policies, central bank gold-buying

goes hand-in-hand with reserve diversification away from the dollar. This is
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particularly relevant in Asia, where the renminbi’s internationalisation has had a

pronounced impact on trade and reserves.

Research by the World Gold Council indicates that, for every one percentage
point increase in renminbi reserve holdings, central banks should increase their gold
holdings by 0.5 percentage points, to hedge their portfolios against uncertainty
stemming from structural changes in currency allocations. As Asian central banks
embrace the renminbi, official gold holdings are likely to increase.

Demand for gold is likely to continue to rise as Asia becomes more prosperous.
However, the narrative for gold is shifting too, as investors contend with continuing
global political and financial uncertainty. Gold’s unique qualities offer a safe haven
for new Asian investor groups such as Islamic investors and sovereign funds, while

Asian central banks can be expected to continue to turn to gold.
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