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The East Asian currency model

Taiwan, TWD baskets Japan, JPY baskets
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Deflation

Falling inflation... ...means lower nominal rates

Japan, Yields and core inflation, % G _Taiwan, Yields and core inflation, % e
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Manufacturing and external strength: Success

Taiwan’s corporate competitiveness... ...and enormous external surpluses

Taiwan, Big five tech firm sales, 2005=100 Taiwan, current account balance, Annual, % of GDP
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Manufacturing and external strength: Failure

Japanese tech hits a wall.... ...and Japan loses market share

Japan, Major electronics firms, Sales, 1995=100 Global DRAM market share
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Household sector pain: Structure

Great in PPP terms... ...terrible in USD terms

NGDP per capita, PPP, % of US NGDP per capita, USD, % of US
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Household sector pain: Cycle

No economic recovery.... ...as prices erode incomes

Global, RGDP, Sep 2019=100 Japan, RGDP, Household income and consumption, JPY bn
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China and the CNY
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Deflation

Falling inflation...
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..means lower nominal rates

China, PBC model, loosening

1.0
0.85
0.65
0.45

0.2 1

1 — Risk of policy loosening

Jan-08 Mar-11 May-14 Jul-17 Sep-20
Latest: Jan 2024; Source: EAE, PBC; Shaded areas indicate actual loosening episodes

www.eastasiaecon.com

Nov-23

1.0
50.8
50.6
50.4

r0.2




Deflation

Signs of rising real rates rising...
_China, households, % of deposits held on demand
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Manufacturing and external strength

Across countries...

China, Share of import markets, 12mma
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Manufacturing and external strength

China, PMI, business outlook
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Household sector pain

Terrible consumer confidence...

China, NBS monthly consumer confidence
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Implications
Even against nominal rates, the CNY isn’t expensive...

- China, CNY and US rate spread
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Implications
..and given manufacturing competitiveness...

China, Trade balance by type, % of GDP, 3mma
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Implications

structurally,

IS cheap

the CNY

Real effective exchange rate, 2022-23 % chg
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Implications
China is too big to copy Taiwan

Asia, current account, USD bn
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Implications
..and some (at least) are arguing it shouldn’t try to

Based on the experience of Japan and Germany, in the 16 years after
incomes reached USD10,000, they experienced periods of medium-
speed economic growth and rapid real exchange rate appreciation.

Per capita incomes in USD terms rose quickly, with the contribution of
exchange rates much bigger than that of actual growth.

Liu Shijin
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Taiwan, Japan and Korea
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Japan
Structurally, exiting deflation

Japan, services PPI and wages, % YoY
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Japan
Cycle has good momentum into 2024...
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Japan
..when the labour market is already tight

Japan, Tankan, Labour market conditions
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Japan
Implication: Consumption recovery at last

Japan, Employee compensation, 2011=100 Japan, Labour force and population, chg from 2012, m
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Taiwan
2023: Services strength...

Taiwan, PMIs
70.0 - r70.0

! —Manufacturing

] — Non-manufacturing I
65.0 ] r 65.0

/ [ 60.0

60.0-

[ 45.0

45.0 7

. ‘\,\(‘mw“ .

Oct-12 May-14 Dec-15 Jul-17 Feb-19 Sep-20 Apr-22 Nov-23
Latest: Jan 2024; Source: EAE, NDC

www.eastasiaecon.com



Taiwan

...meant no slack despite weak manufacturing
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Taiwan
And now, tech is picking up

Taiwan, Exports and equities, % YoY Asia, trade balance, % of GDP, 12mma
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Korea
Less external strength...

Korea, Exports and equities, % YoY g Asia, current account, % of GDP
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Korea
..partly because of China

Asia, Market share in China, % of imports, 12mma
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Korea

Signs of positive supply-side shock in labour

Korea, female participation rate, %
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Average annual wages, % YoY
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