
 

he weather was  better than in pas t years , there was  more s un and 
more blue s kies . B ut the As ian economies  are facing tougher conditions  than in 
earlier years . 

W hile As ia will 
continue to top global growth rates , they will decline this  year and next as  demand 
from the developed world retreats  and C hina moves  towards  a lower trend growth 
rate.  

Mos t inflationary pres s ure s tems  from record-high food and fuel prices , es pecially 
in lower-income countries . Often, political cons iderations  lead to price dis tortions , 
creating was te and inefficiencies . And central banks  diverge in their approach to 
fighting inflation. 

Owners  of commodities  will enjoy a bonanza for ten years  or longer.  C ons umers  
will pay dearly. E nergy efficiency and renewable energy will be rewarding projects , 
and G ermany and E urope can contribute to s peeding up adjus tment proces s es . 

R ecent elections  and 
political changes  have not always  brought s tability and terroris m is  far from 
dis appearing. High inflation rais es  political ris k as  well,  and ethnic and/or religious  
s trife is  on the ris e. 

Asia trip report 2008
C aught between high inflation and s lowing growth 
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For the 16th time I embarked on my annual month-long trip to Asia in

The slowdown in developed markets will have an import.

August.

Inflation is of serious concern, but central banks' approaches differ.

High commodity prices are here to stay, creating winners and losers.

Political risks are rising in a range of countries.

Asia: Indications of a further slowdown



Olympic dreams … 

Augus t from K arachi to Tokyo again meant a hot and humid environ-
ment, but more s un and blue s kies  than in many earlier years  – and 
not only in B eijing. On balance the region is  s till growing relatively 
s trongly, with s peed only los t in s ome countries  that are heavily 
dependent on the US . T here are s ome negative s urpris es : one is  the 
s etback in Vietnam, a country endowed with everything to be a s tar 
performer. It boas ts  a quality labour force, location next to dynamic 
C hina, favourable endowments  for a range of agricultural products  in 
high demand. B ut governance problems  have clouded the growth 
outlook and hit the s tock market. Nonetheles s , the favourable facts  
mentioned above s hould s erve as  driving forces  to rekindle better 
economic performance. Another nuis ance is  the political uncertainty 
in T hailand. T he new government is  challenged in the s treets  and 
the offices . C hecks  and balances  in the cons titution s till leave a lot 
to be des ired. T his  does  not make economic life any eas ier at times  
when emerging market risk premia have ris en.  

One year into s ubprime – financial c ris is  s till on 
Las t year’s  trip to As ia was  overs hadowed by the ons et of the s ub-
prime cris is . W hile my firs t reaction las t Augus t was  to expect a 
profound dis turbance of the financial s ector and a s ubs tantial fall-out 
for the real economy beyond real es tate and the cons truction s ector, 
I certainly would have betted agains t dis ruption of the interbank 
market for as  long as  15 months  – 2 months  was  the maximum I 
cons idered probable.  I correctly s tated time and again that s ubprime 
was  jus t the trigger of the cris is , but that the real es tate s ector 
imbalances  – not only in the US  – were the deeper caus es . I in-
s is ted that while banks ’ “originate and dis tribute” model in principle 
was  to be s upported – with different regulatory arrangements  and 
better ris k managers  and rating ins titutions  –  exces s ive reliance on 
“originate to dis tribute” was  not to be continued. I cons idered the 
bus ines s  model of quite a few inves tment banks  in need of overhaul 
s ince certain markets  and products  were out of fas hion with the 
cus tomer. B ut, too often, s tubborn ins is tence by s ome banks  on 
having the right model – that was  jus t not fully unders tood by the 
market – s tood in the way of reorientation. T hus  the financial cris is  is  
s till on, with more banks  failing, not all write downs  being made, bail 
out cons ideration plaguing authorities  and markets , banking con-
s olidation continuing at s ub par s peed, and ris k premia s taying high 
or even going higher.  Liquidity is  ample with many inves tors  – not 
jus t in many As ian countries  with a current account s urplus  but als o 
with s overeign wealth funds  and private hous eholds  in general.  Any 
as s et from real es tate, commodities , long-term bonds  to equity is  
cons idered ris ky. R is k premia for financial ins titutions  are particularly 
high. Dis trus t reigns .  

Augus t 2008 was  a month of remarkable contras ts . T he B eijing 
Olympics  were s pectacular from opening to clos ing. Unbelievable 
records  were achieved. E xpected heroes  and true s urpris e s tories  
unfolded before the eyes  of billions  of s pectators . B eijing was  
beautiful: blue s kies , flowers  everywhere, an impeccably clean and 
well-organis ed city.  A bit of charm was  lacking, s ome informal 
gatherings  by the youth of the world might have been miss ed. B ut it 
is  obvious : the bar for London, the hos t of the s ummer Olympics  in 
2012, has  been rais ed high.  
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… v s. bank failu res , house 
forecl osures,  and Col d Wa r 

reminiscences  

Main  Street worri es about high foo d 
and  energy prices

Wall Str eet welcom es the  declin e i n 
food a nd energy p rice s  

Increasing e� ci enc ies needs time

T he wonderful fe s tival of spo rts c ould not prevent  so me dark  events  
from unfolding as well, howe ver. Military i ntervention in G eorgia  
has made  the world a colder  place  again . Confrontation is brewing 
on a grander s cale. Th e Russ ian p ower play will provoke a 
US/Western/ Chinese  response. This will not help lower energy  
prices. It only adds  an other ris k to the globalising world, alrea dy 
su�e ring from the r isk of  a fa iling Doha R ound and more oppo sition 
against globalisation  in populist cir cles in a number of cou ntries. As 
if these polit ical t ens ions were  not bad eno ugh, the trouble i n 
�nancial ins titutions and  the loss o f home ownership in many 
overheated  housin g marke ts, espe cially  in the US  and Eu rope, 
come on top.  

C ommo dity price develo pments:  avoid  confu sio n!  
Tal king ab out food a nd ener gy price s in Asia this August appeared 
Kaf kaes que. The man on Main S treet,  the new spaper headlines and 
politicians were rattled by sky -high food an d e nergy prices. The 
lifting of price contr ols and  red uctions in subsidies w ere bemo aned. 
By -election results in  Ma laysia – Anwar Ibrahim seems  to be back in 
the political arena – coinc ided with government decision s to reduce 
only recent ly increas ed petrol prices. High food prices – having a 
particular big weigh t in the CP I o f lower income  countries  – 
catapulted in�ation into double-digits,  with rates  of a round 25%  in 
countries like Sri Lanka, Vie tnam, and Paki s tan. 

T he debat e about food and en ergy prices in �na ncial markets is 
completely dis conne cted fr om the a bove concerns . On Wall St reet,  
the level  of prices is neglected , on ly the changes  in prices dete rmine 
the direction of  financial v ariable s. O il prices are  down quite a bit, 
and some  other c ommodity prices are  retracing  su bstantially.  This 
has advers ely impac ted commo dity countries. T heir cu rrencies have 
weakened and as se t prices, for stocks  in particular, have fallen . 
In�ation expec tations do not re�ect el evated in� ation rates.  The US 
dollar has s tarted rising. T he dis connect between Main Stre et and 
Wall Street is  a sour ce  of con fus ion. 

Clari�cation about p rice  develo pments in th e short and m edium term 
is c rucial t o help bu siness es , the financial sector a nd political 
authorities to arrive at  a  mea ningful diagnosis and to formulate 
adequate  responses. For mal analy sis is necessary but not  suf ficient. 
Intuition has to be add ed. Onl y if the p rice corrections of the last few 
months are v iewed from the perspective of  a much more dramat ic 
rise in pas t years and only if higher demand for energ y and food due 
to the ongoing developm ent of e merging ma rkets is ta ken into 
ac count can  the c ourse  of fu ture events be seen re asonably clear ly.  

The big in �atio n problem  
It is fair to s tate that much of today’s acceleration of inflation is d ue 
to energy and f ood price increase s. In poorer countries where food  
and energy cons titute a b igger s hare of t he CP I basket  the e�ects 
on hea dline in�ation a re particula rly pronounced. It is obvious that 
the root c aus e of this kind  of in �ation could be best  addre s sed 
through higher e�cien cies  in the us e of the scarce resour ces and a n 
increase of  their su pply through am bitious investments in the 
res pective areas and their substitutes. But i t is equally  obvious t hat 
efforts in this direction nee d time to result in substantial s upply-side 
increases or e� iciency gains.  
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P rices  are dis torted in a number of 
As ian countries  

S ame divergence in the Wes t not 
helpful

The riches  of the world will change 
owner

E urope and G ermany can contribute

S ome helpful additional changes  can be achieved by the immediate 
effects  of higher prices . Unfortunately, s ome emerging and devel-
oping countries  have not allowed world market prices  of food and 
energy to feed through to the retail level, thus  creating inefficiencies  
and was te – plus  little incentive to build up additional s upplies . T his  
is  true in a s eries  of the countries  that I vis ited in As ia.  Mos tly it is  
political cons iderations  that determine s uch developments . Narrow 
majorities  and/or approaching elections  exacerbate thes e trends .  

B ut what is  to be done about interes t rates  in circums tances  of 
rather tenacious  inflation rates  outs ide target ranges  and in double-
digits  in many As ian countries ?  T he ans wer varies .  

Malays ia believes  a central bank rate of 3.5%  is  right. Inflation, 
running at almos t 10% now, s hould come back to des ired levels  in 
2009. T he credibility of central bank policy is  well es tablis hed, 
believes  the governor.  I hope s he is  right. I dare to voice doubts . 
Under s imilar circums tances  B ank of T hailand has  opted for interes t 
rate hikes , des pite criticis m from the minis ter of finance. P olitically 
certainly not unimportant, the K ing s upported the B OT. Long live the 
K ing – what a prudent and wis e man!  

It is  of cours e not terribly helpful that the s ame divergence of 
approaches  exis ts  in the W es t with the F ed hectically reducing rates  
to more than 3 pp below pres ent inflation and the E C B  rais ing rates  
even in a downs wing. Naturally, the jury is  s till out on which policy is  
correct. I cons ider the actions  and communications  of the E C B  more 
accurate and s olution oriented, becaus e I believe that s econd round 
effects  are highly probable if and when headline inflation remains  s o 
high for s o long. 

The energy and food bill – two s ides  of the coin 
W ith s o many bets  of recent years  in financial markets  having gone 
s our, I was  often as ked for good inves tment advice. T he tongue-in-
cheek part of my ans wer was  to s ugges t marrying an owner of land 
and/or fores ts  to make bes t us e of the boom for agricultural products  
and biomas s . I was  not aggres s ive enough to s ugges t marrying an 
oil-s heik or –oligarch. T he elevated levels  of energy and food prices , 
which I expect to prevail des pite the pres ent cyclical s etback, make 
for a change of our lives  and our life-s tyle. 

C ountries  and s ectors  will witnes s  changes  in their terms  of trade. 
Owners  of commodities  will enjoy a bonanza for ten years  or longer.  
C ons umers  will pay dearly.  Only fas t and comprehens ive adjus tment 
will help to control cos ts  and develop new opportunities . T he 
knowledge s ociety will s trike back – eventually.  R ent s eekers  and 
as s et s trippers  will enjoy their time for now and a while to come.   

E nergy efficiency and renewable energy will be rewarding projects , 
while educating and developing the health s ector will pay off. It is  
particularly encouraging to s ee how comprehens ive an approach 
C hina has  developed to addres s  thes e is s ues . E urope and 
es pecially G ermany can make a s ignificant contribution to s uch 
ventures . To s ee G ermany, for example, being particularly active to 
help Indones ia to tap its  underground ocean of boiling water ins tead 
of burning its  oil and gas  that could be better s old at high prices  to 
the poor guys  who do not s it on volcanoes . T here are myriads  of 
grand ideas  to have proper s upply-s ide res pons es  to the food and 
energy s carcity and to addres s  the is s ue of efficiency in both areas . 
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Weak dollar is  the only s timulus  the 
US  can get

C redibility of US  ins titutions  at ris k

E xchange rates :  R evers e to mean or more weaknes s  
for the low interes t rate currencies ?  
As  mos t of the countries  around the globe are in a downturn – 
s omewhat les s  pronounced in As ia’s  emerging countries  – and all 
are confronted with record high inflation rates  and purs uing quite 
different monetary policies , this  may have a confus ing exchange 
rate fall-out.  After years  of US  dollar weaknes s  agains t mos t As ian 
currencies  and particularly agains t the euro, in recent weeks  the 
dollar gained s trength agains t almos t all currencies . S ome argue it 
has  to do with declining commodity prices . T his , however, is  the 
chicken-and-egg is s ue all over again. S ome argue it has  to do with 
revers e to mean. T he dollar has  weakened too far (30% below its  
fair value) for too long and thus  is  now revers ing. Others  claim the 
dollar s trength is  a reflection of the now prevailing belief that E urope 
and J apan are cyclically declining unexpectedly fas t, while the US  
economy’s  performance is  s urpris ingly robus t.  If the latter is  the 
mos t important factor, the ques tion is  whether this  relative 
pos itioning is  a correct diagnos is  and/or whether s uch a relative 
pos ition can be upheld. I have doubts  on both accounts .  

T hus  I believe that by Q4 – when the US  fis cal s timulus  runs  out – 
the correction of the correction for the relative cyclical pos ition will 
fade, and with it the dollar’s  s trength. Ultimately,  a weak dollar is  the 
only s timulus  the US  can get, as  the public deficit makes  more fis cal 
s timulation impos s ible.  B es ides , the F ed will not cons ider interes t 
rate reductions  in the face of inflation that is  twice as  high as  
nominal interes t rates . 

Hopefully s tock adjus tments  out of dollar as s ets  due to calamities  at 
financial ins titutions  and renewed permis s ive F ed policy in the 
current decade will not endanger the credibility of US  ins titutions , 
private and public.  

C hina – Olympic  hangover unavoidable? 
In many circles , even s ome in C hina, the worry that C hina will s uffer 
from a hangover after the O lympic party is  quite explicit. Yes , there 
are exces s  capacities  and capacities  too fancy and expens ive to 
deliver s us tainable returns  in B eijing. B ut this  s hould not be s quared 
with a dramatic growth reduction in C hina in order to avoid over-
heating. C hines e exports , es pecially to the US , are already weaker. 
B ut what is  not s old to W al-Mart can be s old to ever richer C hines e 
cons umers  who are eager to move ahead. Income development and 
a high s avings  rate allow s uch s hifts . Additionally,  infras tructure 
inves tment, es pecially in tier 2 and tier 3 cities  – preferably in more 
wes tern parts  of C hina – can and s hould be increas ed. F urthermore, 
incentives  to s hift away from energy-intens ive s ectors  are being 
increas ed. W hile I do expect a s lowdown of growth to 8% in 2009 
from the 10% in 2008, I cons ider this  a move towards  a lower trend 
rate rather than an unwarranted cyclical s etback. T he much debated 
cyclical s timulus  package is  an additional ins urance agains t 
weakening, albeit more s ymbolic cons idering the s mall s ize of the 
package which is  s aid to total R MB  200-400 bn (US D 29-58 bn). 

E lection calendar increas es  political ris ks  – 
ethnic/religious  s trife on the ris e 
T he political s ituation and outlook are not really reas s uring for s ome 
countries  in As ia. R ecent elections  have not always  brought s tability,  
s ee T hailand. P olitical changes  in P akis tan have not brought the 
much-needed s tability anchor either.  
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Improvements  vis ible in s ome 
countries

B ut others  s urpris e negatively

Interes tingly enough, quite a few countries  challenged by terroris t 
groups  have managed to continue to grow at good rates  of s ome 
6%, for ins tance P akis tan or S ri Lanka.  

Other countries  cons idered to be dis proportionately prone to ethnic 
tens ion have even s tabilis ed lately, like Indones ia, thanks  not leas t 
to an impres s ive pres ident. Others  like the P hilippines  are enjoying 
growth and fis cal rectitude not leas t becaus e of integration into the 
global s ervices  indus try. T hey are thus  benefiting from s ubs tantial 
remittances , which are a backbone of s olid external financing of the 
country’s  needs . 

One – negative – s urpris e during this  trip was  India. Not yet truly ob-
s ervable at the s urface, a combination of election policies  with 
national Hindu populis m in view of the ongoing conflict on K as hmir 
and the political uncertainties  in P akis tan are leading to ris ing 
ins ecurity and to terroris t action that often exhibits  brutality not s een 
in the Middle E as t (like s uicide bombing in hos pitals ). A Mahatma 
G andhi is  badly mis s ed. I was  as tonis hed to find Indian bus ines s -
men addres s ing s uch tendencies  as  ris ks  to the economic develop-
ment. Hopefully thes e events  will remain rare and limited in their 
political and economic cons equences . 

Another negative s urpris e was  Malays ia. T he increas ed adoption of 
S haria law and the eros ion of the UMNO movement are challenges  
to governance in a country which enjoyed s trong government 
effectivenes s  and good regulatory quality – not unlike S ingapore’s  - 
for s o long. 

G lobal downturn and impact on As ia –  a mixed bag 
As  in the US  and in E urope, the cyclical profile in s ome countries  in 
As ia is  difficult to read. S eas onal adjus tments  in J apan s eem to 
have s imilar defects  as  in E urope: neither was  Q1 a boom quarter 
nor Q2 a reces s ion. P robably the Q 2 reductions  of G DP  in Hong 
K ong and S ingapore s hould be taken with a grain of s alt.  

B ut it is  quite obvious  that s ome countries  in As ia with extremely 
high exports  to the US  s hould be affected by the downturn. In 
general, more open countries  s hould be cons idered more 
dependent, thus  vulnerable. T here is  little one can or s hould do to 
change this  – ultimately, the opennes s  of the city-s tates  is  the 
backbone of their s ucces s . Hous eholds  and companies  s hould have 
res erves  to weather s uch fluctuations , rather than to as pire to 
autarky.  

Nonetheles s , the giant As ian countries  are les s  affected and 
additionally have room for domes tic countermeas ures . Other As ian 
countries  which are exporters  of commodities  s hould benefit from 
the improvement in their terms  of trade, thus  avoiding a downturn 
altogether.  As ia at large s hould pos t almos t unchanged growth in 
2008 compared to 2007. In 2009, a reduction of average growth of 
up to 2 pp is  my gues s  today, partly a res ult of the global downturn, 
and partly a res ult of more res trictive policies  to rein in inflation. 

Norbert W alter (+49 69 910-31810, norbert.walter@ db.com) 
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