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发言人1   00:00
Good morning, everyone. Today is september thd thursday. Welcome to understand the asian amErica webcast. My name is WG asian EM. 

发言人1   00:08
Before we start today, please know that this event is from mogan social clients and financial visor. IT is now for and the of of the press. If i'm on the press, please log and reach supply. 

发言人1   00:20
Please also note that this assures courses may be recorded today. We have joined the garnet chief asian emerging market strategies, chicken iah, chief asia economist, capping old to create an have economists. During this session, you can send the questions anytime from the us question tax box for so we have chatter who publish the snow on on the delivering chAllenges in china. 

发言人1   00:41
And then without do you may hand over to you chicken. thanks. Yeah hello everyone. Um so the the topic that I wanted to focus today was on china's policymakers effort to be leverage um the housework band sheet and at the same time, they appear to be taking up fiscal consolidation. 

发言人1   01:04
So the state of china, the leveraging and at the same time, the implications of that from completion outlook perspective is what I venture cover. Um so what people will observe is that in the last uh two quarters, the household that situation seems to be worsening. IE that they are taking up a more aggressive leveraging. 

发言人1   01:30
And so household that outstanding is now contracting. So far, what we have seen in the earlier face is that household death was uh uh, household death was growing at a pace lower than Normal GDP growth. But IT was going. And now with this contraction, this is uh become far more uh painful from growth perspective because as we see in the retail, the consumption has been slowing. 

发言人1   02:02
And the reason why uh at the same time they appeared to be taking up risk a consolidation is because of the the framework that they have followed for for over the years that whenever expose come back um they tend to take up a fiscal tightness ing. So the idea is that you support give the policy support and exports, but if exports recover that you take down take down that policy support. Now in the past, this approach has worked, but in this colum cycle, as we see from the hard data points, uh second color GDP growth past four point three percent and uh we see the hype consider points like uh exacted investment as well as consumption. 

发言人1   02:49
请关注公众号思维纪要社，更多纪要请加V西安20210130。So why is that happening? And and the reason for that is that you still have a big chAllenge in the property market, and property sector is continuing to see contraction in fix active investments at the same time, uh, we also have household suffer from that property market problem. 

发言人1   03:19
I property Prices falling and they are continuing to go through what we would describe as dand ship recession. Uh so with these two uh factors in play, um IT is we think um not right to take up this aggressive about the consolidation. So in the last trial months, this could debate in china has contracted by two and a half percentage once. Um so this is the backdrop. Now the question is what is the right policy approach to take up a we think that the best policy approach would be to to actually take up fiscal expansion. 

发言人1   04:00
The household d leveraging will probably continue because property Prices have come down and they are not going to go啊。And at the same time, if the government can actually a while taking up the physical expansion focus, that expansion towards consumption uh and we have identified that they could do more social about prosperity, which is providing health care, education, housing to the Michael workers as an option. Um it's not about that tic transfer. 

发言人1   04:33
It's just about doing what they're already doing for the existing urban uh, population, which are legal residents ts of urban china. So you follow the same approach for the migrant workforce in up in china as you did IT for the a existing license of what caused in urban china. But it's unlikely that, that happens a all what we think in our base cases that there will be some modest fiscal expansion, which might be centered around uh, infrastructure. 

发言人1   05:06
And therefore, we have GDP days later, uh, slowing down from zero point eight percent average in twenty twenty six to zero point two percent uh in twenty ninety seven. But these tend to which um we have already uh underestimated thEpace of dela beijing on household and that could continue and that the government doesn't take take up a aggressive disco expansion. Uh, we are in this note that we release today highlighting that there is a rest that china could see deflation back again. 

发言人1   05:42
So while in our basic cus, we are saying that would be modestly positive GDP days later, uh, we think that the momentum on on households leveraging as well as the policy response on the fiscal front um IT raises that is that china will slip back into deflation after having come out of deflation in the last a two, three quarters. So with that, let me stop here and uh handle back to thanks so much chicken um and then next we have cutting with us online to share her views. Uh firstly, the budget plan from Green government for year and then also her views on the recent cabinet reshuffle. 

发言人1   06:29
And let me share my. Or some truck chair. 

发言人1   06:44
right. Um so this week we've had a couple um big releases from the governments, including some economic data but the largest uh last man was of course the cabin shufu and also the release of the twenty twenty thousand and budget uh let me just touch on the budget first. 

发言人1   07:03
Uh given that um IT was a record large um in scale and in terms of the marginal increase that we've seen, h IT was a historical um uh the fastest piece that we've seen in terms of the marginal increase of the budgets spending. Um so the number came out at eight hundred and twenty trillion um so it's about six hundred AUS billion equivalent. Um historically, we've seen about four to five percent increase in in the expenditure every year. 

发言人1   07:34
But more recently since dependently, IT has gone up to eight to nine percent each year um as the supplementary budgets and the support measure for the domestic economy and had been expanded. But this year, given that the tax revenue backdrop um seeing a significant boost from the copa sector of performance, especially from samsung in high next paying up there um corporate tax payments, um the government has ample uh size of uh revenue to spend and of course that has less to the expected that the government would spend uh quite a big money here. They have been alluding to at least ten percent increase or more um in in the spending for twenty twenty seven and the number that we got in the final draft was twelve eight percent. 

发言人1   08:24
So bringing in the bringing the number of two eight trillion and twenty eight hundred and twenty trillion in total. So IT is the largest um as size uh into as of expenditure. And apart from the pandemic where they have done second and third supplementary budgets, IT was the fastest in peace of the original budget growth on that we've seen. Um they have also come up with the five year plans for next um twenty thirty a three twenty thirty spending plan and they are now saying at least on age eight point four percent increase for the next five years in terms of spending and we'll see probably another a rise close to ten percent by twenty twenty eight. And then before he goes down to seven percent and five percent growth, uh, for twenty nine and thirty. 

发言人1   09:13
So this is a swimming a thirty percent increase in tax revenue that will come through from the corporate um income taxes and the relates and also the expenditure that will go up to the level that below fifty percent of GDP in in terms of their national debt, meaning that um the expenditure increase is strictly based on the a tax revenue and the surplus that we get uh from from the the income from both tax and non tax revenues um in terms of the allocation, uh I didn't know uh come uh as a surprise they were they have a discuss on the focus on the spending on domestic sector housel and um welfare as well as the labor more get. We did see the fastest increase in the domestic uh industries, especially um in those strategic parts as an AI um uh uh batteries um uh the tech related uh parts investments and production uh capacity expansion in in or more so we've seen nearly thirty percent increase in the budgets，education to SMS um energy and industry. We've also seen a big number um that went up for cultures worth and tourism, but still that's an absolute sized by it's uh it's a bit of a smaller number, but the focus on tourism has been renewed. 

发言人1   10:39
We ve seen the defense spending now. So uh up point five percent increase last year. Um the welfare uh especially the health welfare and employment allocation that has seen another ten percent boost, which is the largest party part of the budget spending on taking up about thirty two percent of the entire um plan is going to be the one that shows up that does show the support for the domestic economic growth, which we think will translate into higher and DP growth. 

发言人1   11:16
Even a where we see were sitting now at the point seven percent compared to the consensus were quite above at first one to point three. But this i'm not spending on the domestic sector um is going to put even more talent on our growth picture for twenty twenty seven. Um the positive a backtrack is that despite this a twp point eight percent increase in the spending because of that thirty percent increase in tax revenue or tax come for next year, the fiscal picture will improve notably. 

发言人1   11:49
Um so we are expecting for twenty twenty seven the fiscal a baLance uh the managed fiscal baLance actually will largely narrow the deficit to negative one zero point one percent of GDP from negative three twenty nine percent of GDP of deficits that we've seen this year。And even in the consult dated a calculation, we actually see a surplus on the tax on income there twenty twenty eight before IT turns to a small deficit by twenty thirty. Um so despite the large spending um the government is utilizing the tax income and there are look through next five years, the national debt level will stay below fifty percent of GP meaning that the the issues to fund the spending will be minimal and putting the minimal burden on the supply side of the the treasury market um but really fully utilizing the tax that comes in due to channels. 

发言人1   12:50
Uh of course largely from the copa sector as well as the um housel and the the the labor market apart from the the spending allocation that's been proposed in these sectors, um they still have an extra hundred and sixty two lion that will go to um this new fund called future response could fund um this is a new type of sovereign fund that the government is planning to um save the money for future use in in terms of a potential of preparing for potential economic slowdown or fiscal deficit and this money around hundred trillion will be saved or later later use um around twenty percent will be used a directly to support further on the welfare side, use the employment education and housing for newly weds and Young graduates and then are around twelve percent will go a twelve trillions will be used to repay the treasury debt so um the government in argue um has has utilized the fund um in a way that could therefore potential growth rebounded, but will probably um have some uh adjustment going forward in the next three months before the approval in december. I'm given that the opposition party does think that the hundred trillion uh the fund that wouldn't be touched um in within this fund um needs a potentially to be used or further a boosting of domestic economy um and and the debate is still ongoing, are there in terms of the use of this extra fund that the government will will have. Um so the fiscal picture and the butter numbers we think was was not a surprise to the market. 

发言人1   14:38
IT does come in within our expectation as well. Um but from here, what will make a difference uh will be uh in our view, the cabinet wish of playing and as well as a replacement for the chief policy position and that a previous chief kim had over oversaw across the economic and market uh policies um so given the falling of preparation in the past four five weeks or so um since the introduction of the taxi visions related to property market early August um the president um um the approval rating has seen a down trend. Uh now actually just this morning, we've seen IT down to twenty percent range from thirty percent range last week um and of course the government has introduced AA number of changes including the six minister and positions and also the recent resignation of the policy chief km had been um uh making a lot of noise uh on the local political and uh list right now um but we we think positions in in the ministry and the two position are the key here and of course the replacement of the minister finance um and the minister lian who will overlook this fiscal expansion as well as the housing market policy are important ones and looking at those two positions, the candidates are coming from the internal positions as in the truth of the ministers and have been the first advice ministers within the ministries um so just a promoting them and to replace the the minister positions does tell us that the government is or the president office is still going to continue their policy direction. 

发言人1   16:24
From what been introduced during the first year. But they're just resetting IT in a way that they would accelerate the information and thEpace of the the of the coordination from here. Um so that um the actual a moving on from designing of the policies now onto the implementation phase, I think was the message by promoting these two internal vice ministers onto the minister positions. Um so we are not expecting a dramatic change and direction or policy reversal in a way in terms of the economic a policy, fiscal expansion, market reform, uh, the investment of focus on investments and key pets and air related activities. But we do think the housing market related measures could see some a delay um in a way that the national semble now has to has to go through. 

发言人1   17:18
A lot of details has been proposed to change um in regards to the housing market, which has been the key um uh variable that's been dragged on the appropriating um we think the the chief policy a kim departure a was uh does come in at a time where he seems to be taking on the responsibility from the recent market correction that's partially been driven bite the leverage etf introduction as his um the part in introducing the the product I was a summer uh large and um a couple names are coming up on the street right now. Uh the former minister of trade um as well as the um the the the chair of FS uh former year SSC um and the governor governance governance reform committee members access. So from the names that we've seen so far uh for the potential candidates, um we don't think there is a reversal in a way that the the policy would go back to where some of the investors have shown their concerns about, as in labour union or or um uh anti corporate uh type of direction. 

发言人1   18:30
I think that reversal is not going to be the the case here looking at the names that are currently currently being discussed. But I would we do think that the the if we do see trade minister taking on the position, then you think police continuity or even accelerating out thEpace of polite implementation from here. But others are related to corporate governors and more more risk managed by related a regulatory body. 

发言人1   18:59
Uh uh chairman uh that I could make the case then we think um rather than pushing the current policies or accelerating the piece of IT um the implementation, but more of a risk management or a protection, uh retail investors or more intensified regulatory measures on the markets could be um coming through um and that could be a potentially delay some of the market related reform measures that we were we were looking at um so we are clear looking to the name that will replace chief kims a position um but we do think overall looking at the rush uffe and the the candidate so far, nominees so far um that the polis continuity is is the case um but just thEpace of infection from here will will be dependent will be dependent on the um the top office the chief coordinator of the policy the policy chia position i'll also help here and passed back to you castle all right thanks so much. I'm captain and then last have. Because just from hong kong marketing? And then can you share of the master feedback? And then also because the time is too late for any of the USS. Income choice to join. Um can you also cover or share some of your on the reason rising rules and then which markets that you see more rest of the views are continue continue to rise from here? 

发言人1   20:37
You maybe still a majdal, sorry. Sorry about sorry about that. apologies. So before I get to answer now those two questions, some I just want through a little bit of our thinking today, particularly um I would still want to highlight financials a little bit where we're holding a virtual asia financial event all day in some of you may being participating on that because once we maintain this very strong orientation of capex over consumer in our recommended lists, IT is worth bearing in mind. 

发言人1   21:11
But we have some financial exposure um at all of our regional focus, less plus opposite hung on china in japan and IT is a sector that is that is working as investors some extent warning out portfolio OS now now to be sure we still heavily favor before after forming sectors sea tech, energy, cut goods and then materials. But banks is uh is working and and I suppose is a little bit of a link to the question you just ask me. Increases in short rates um steeping curves um they are good. 

发言人1   21:42
They are good for banks will be speaking. But but the point we made in that much longer panel session we had on thirty days is that actually banks also able to grow their loan books into the capex super cycle, which is not just as a story of AAI, but it's of energy and industrial capex more more generally. And and they they also benefit within the quite chAllenge consumer environment from the dk shapes that wealth management businesses is the top part of the cate as well with a strong performance of of of asset market. 

发言人1   22:14
So I would not expect this sector to be struggling in a high uh rates environment。And again, a key point that we make um in all of our recommendations at the moment is to track very carefully revision. So let me just minimize that little bit. 

发言人1   22:30
So if you look at the patent of revision by sector is very uh, striking. There are only six sectors with positive provisions are referred to the lake top uh row here. Um so we have obviously sTyler revisions. This is CY two that we're showing is twenty twenty seven being revised up for Sunny and tape but also for financials. 

发言人1   22:53
It's plus send energy, materials and industrials on the right as well, whether we have actually more than two thirds of sectors with downed d visions, including a stew of sectors on the next time side that face the consumer but also telecoms um you know as well. So I do think that following this patent of revision, bread is important. Opposite is not long as you're not overpaying for for the story. 

发言人1   23:19
And in the case of s to open hop center, we ninety first percent all of the ten year range and yet sub ten times forward. APE um this is an EM in japan. Uh financials um are also trading on attractive valuations before there are we prospects in our you and we bought forward um yesterday up and cheap economist of you on the next hike from the BOJ to the september and then another one in january. 

发言人1   23:49
So two twenty five pips hikes and that set supermini tes through the market was starting to see the end being uh a lot more stable. And the japan banks um as we speak today are reaching new uh cycle eyes and make banks in japan. We also like banks in korea, singapore and and home home. 

发言人1   24:10
So I guess in terms of the focus less that we're running, um we had a new um high water mark on on this list um a few days ago, so it's been running since two thousand nine. The cake is around thirty percent hanum in in dollars um I guess for run in a getting on for run yeah seventeen plus years and sleeps in doing this. And was the stand out of the headline obviously is some extent about the performance the IT names. 

发言人1   24:43
Um we are getting quite performance elsewhere from hana financial, a singapore exchange and the recent decision being standard chartered. So finally, from the in terms of the investor feedback and positioning, I think the debate obviously and most of the meetings just get tied up around the korean market sales and tech. We tend to get asked a lot less questions about china and india, and we typically do and a fair degree of questions about japan, particular the confusion around the currency and and the rate situation. 

发言人1   25:16
But IT is not worthy that when we actually look at the semiconductors positioning here, taking from the european fans, they went in to the july correction underway. That's very clear when you see the the red bars here. So the long area managers did manage take profits the end of the second quarter. And so now that we're much lower levels and after the fall back in july, the stabilization point in our view on these stocks is the companies themselves by doing their byblos plus the european and long only investors. 

发言人1   25:47
Um we do not think the point that the caffeine is making about the snow changes in korea that we don't think the leveraged etf investor in costume will be a IT or in korean stocks will be a big driver of a recovery for that market is so it's much more the logic companies spite back programs and and european long any investor. So in the interest of time, I will lead at the Crystal hand back to you. Thank you. 

发言人1   26:16
Thank you, JoNathan. And then next, we are moving on to the QA session. The first question is for chicken. So um what economists大于but everything will rest from a higher oil Prices if we continue to hover around hundred dollar per barrow in terms of the station，also monetary policies. 

发言人1   26:43
Hey, janina, I think you are still on mute. If not. 

发言人1   26:57
有。The question is more on oil Prices and the reasonable forecast in terms of inflation, also a central bank policies. Yeah sure. 

发言人1   27:10
So um look, I think the way we think about the oil Price risk, um firstly, in terms of the levels, we think all Prices we need to move to something like a hundred and ten hundred and twenty for a IT to have a meaningful negative impact on the region. Um the concern initially we have when this a middle st conflict broke out was about the supply. And that issue has now been addressed in places like india and you know even korea. 

发言人1   27:49
Iwan, there was a concern on gas supply that has now been died up with a people arranging for alternative sources of gas supply. Um the um the other point that we keep in mind is that um in terms of the uh inflation situation in the region, IT is really not bad. Uh voting and therefore um modest file Price increases that we have seen so far is unlikely to kind of um have any response from the central banks by looking at the supply side, modest inflation and then then having to hide. 

发言人1   28:30
We do expect central banks in the region to hide, but that will be more because they see strengths in demand and growth. Uh case in point is uh south korea ah we are think similarly more um policy is coming in from other economies like india, but those are all in the context of strengthen demand in the economy rather than responding to supply side inflation driven by higher Price. So back to your person. 

发言人1   29:02
Thanks, child. Um and the next question for you is what's of you on uh why china seem to be holding back on taking large fiscal expansion from the policymaker perspective？Yeah I think so that's that's kind of been a bit of a surprise for us as well. 

发言人1   29:23
Uh but if I were to sort of uh uh think about why they are coding back on business expansion is is the persistent decline in um revenue to GDP and the two components within that are landes revenues and uh tax to GDP. So Lance's revenue has been all well known because of what they are doing to the property sector. But Lances revenue decline is explaining about a one third of the total decline of about five percentage points in revenue business. 

发言人1   29:59
Twenty twenty one uh two thirds is still depend uh, because of lower tax for GDP. So this has been the chAllenge for them that in the context where tax to GDP and lanes to GDP is constantly declining, they initially waited for revenue to pick up. And now that we've been into this trend for five years, they have in the last uh twelve th started to cut expendable to GDP uh to to manage the uh fiscal deficit. 

发言人1   30:31
Uh on the other hand, when you look at the uh public that to GDP in china, that is gonna buy uh forty eight percent since um twenty nineteen so called first code uh public debt GDP has reason by close to fifty percent and that is also what is uh making them uh her back on uh big special expression. Just to add just to add on that and be we think they should continue to do the special expansion, uh, towards consumption because that's the only way they're be able to manage the vicious loop of the declining next to GDPA because unless you have inflation in Normal territory, IT will be a IT will be a vicious look that just will hold back then and will be more negative for growth. And alright, thanks. 

发言人1   31:26
Trading is very clear. Um and there's another question for请关注公众号思维纪要社，更多纪要请加V西安20210130。IA and how do you actually way the risk um of intervention for japan um and and also how do the potential uh impact from higher is a in terms of for japan stock? So yes, I guess some the yen have been tracking significantly weaker the baseline forecast we had in may. 

发言人1   32:03
And that actually from an ace's invest perspective, uh, was introducing upside risk turnings, quite apart from oversea the fundamental factors like the extent of the the capex per cycle. So actually the topic earnings have been tracking um in line more with our bull case um rather than uh h base case. So um you're tracking towards mite's earnings growth this year and and not much lower throats next year. 

发言人1   32:30
If the an intervention would to drive the end suddenly stronger and I would need to be a much more than we seen so far to so drive IT down to the middle forties, then um all of things being equal, those earnings expectations would fall all back and that's not what's occurring um at the moment. Um the yen is um is somewhat stronger than I was when the invention began. Um but we're not seeing this tables you know Carry trade online tricked by intervention that uh that has been discussed in some quarters in the market. 

发言人1   33:04
We think that's quite uh, unlikely. It's more than the end will a gradually a move more with fundamentals and racially strengthen back to the low below one fifties, but all good ultimately, this is the accurate mark. I think this is quite well understood by accurate investors. 

发言人1   33:22
And we continue to be very constructive entrepreneurs with its its all key ever weight in the region. Thank you. Alright, thanks so much, JoNathan. Um in the interest of time will conclude what last year and thank so much for junius and do not to make the team if you have any other questions, have nice ahead and cute. 
