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Eurozone 2013- End Game Now in Sight?
The concept of the Eurozone is splendid, the reality is not. We all know that left to
market forces, currency union without fiscal union just doesn’t work. In a creditdriven boom, the deficiencies are overlooked in pursuit of growth. When credit
limits are reached and printing money becomes too expensive, the reality of the
zero sum game is brutally exposed. Where one member country wins, another
loses. One recipient of bail-out is at the expense of another, and the irreconcilable
imbalances in the “European” concept just escalate. The EU is a group of diverse,
conflicting nationalities who have joined together as a result of political resolutions,
in the belief that joining the group will bring economic gain. However, when the net
gain is overtaken by the pain, political action to remedy the pain becomes
inevitable. No member country wants to risk the ensuing global chaos that breakup will unleash, but the agony threshold has now been reached in 2012, and for
the Eurozone to survive intact much beyond 2013 looks increasingly unlikely.
In the build up to the French Presidential election in April 2012, the socialist
Francois Hollande was described by one political commentator as being “rather
dangerous.” What he meant by this was that the French under Sarkozy held the
balance of power in the Eurozone, poised between a prudent north and spendthrift
south, and between creditors and debtors. If either France were to shift its alliance
away from the Franco-German alliance, or if France were to get into trouble, the
Eurozone would be in peril. Five months into Hollande’s Presidency, the absolute
worst case, both scenarios, now seems to be unfolding.
The French economy has not run a budget surplus in 35 years. Unemployment is
at its highest for 13 years and French public debt sits at the top of the Eurozone
country ranking. Air France has recently announced that it is cutting 5,000 jobs,
whilst Peugeot is cutting 3,000. France desperately needs reform to reverse its
fiscal slide, but policy is now focused on increasing taxes rather that cutting
spending and slimming government. As a result, the new President’s popularity
rating has already fallen well below his predecessors at a similar early point into
their primacy. France now seems to be jumping from the frying pan into the fire.
Hollande is an opponent of Germany’s demanded austerity programmes and fiscal
tightening, both for France and other Eurozone members. What is still blurred
though, is whether this posture is a case of political ideology or, whether France’s
financial and economic problems are far deeper than appear on the surface, more
aligned with its neighbours to the south. What is clear is that the defeat of Sarkozy
in May broke up the Franco-German Euro-alliance and restructured the political
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landscape in Europe that has driven policy since 2008. The resultant about-turn
has now exposed a new potential end game for the Eurozone.

The German
Parliament
has lost
patience with
the Eurozone
debtors and is
set against
more bail-outs

2013 now
looks like the
year when the
money tap will
run dry in
Europe

In mid-September, markets all around the world, together with the Euro exchange
rate, rebounded when the German Constitutional Court ruled that the European
Stability Mechanism (ESM) bailout fund was legal, thereby consummating the plan
to hold monetary union intact. However, that was the good news; the bad news
was that the ESM was denied a banking license. This means that an increasingly
sceptical German Parliament, where bail-out fatigue is already well-entrenched,
must be consulted for any future additional payments. On top of this, the court
capped Germany’s ESM share at EU190bn. This means that if Spain, Italy, or any
other big nation comes back for more money, as they must next year, the answer
will almost certainly be “no,” unless the sinner state takes the impossible step of
ceding national sovereignty to Germany. In the meantime, escalating bond yields
will hasten the gathering storm.

Also in September 2012, the German Central Bank accused the IMF of “evolving
from a liquidity mechanism to a bank,” which was “neither in keeping with the legal
and institutional role of the IMF, or its ability to handle risks.” The blazing attack
went on to accuse the IMF of a decrease in monitoring and a “watering down” in
standards. Privately, there is concern within the IMF that the Fund has been forced
into providing badly-constructed rescue packages, and it has now refused to lend
any more money to Greece, claiming that it cannot regain economic viability unless
its European partners start taking losses.
2013 now looks like the year when the money-tap will run dry in Europe. Such is
the anxiety within the region, that an EU taskforce is currently examining ways to
dramatically boost the European Stability Mechanism by offering guarantees to
private creditors to participate. Just how this can be achieved without a German
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sovereign guarantee or dubious structured financial structuring that exposes
taxpayers to even greater risks remains to be seen!
2013 is also the year when Germany goes to the polls for a general election in the
autumn. The negative reaction from the electorate and the German press to the
recent September court decision was explosive. Outrage and negativity rained.
Headlines varied from “Merkel has lost control,” to “a blank cheque for Europe” and
“Euro kaput!” Spain and Italy, on the other hand know they are effectively up a
creek without a paddle. With youth unemployment at 53% and 35% respectively,
and bond yields ratcheting upwards, any chance of political maneuvering is past.
They can only pray that pressure from the international community helps to keep
kicking the Eurozone can down the road for as long as possible to avoid meltdown.
Their best hope may be a desire for stability and maintaining the status quo during
an election year in Germany. Based on past track record, Merkel is unlikely to rock
the boat too much. However, given she is unlikely to be re-elected, nobody knows
what will happen beyond the polls. From the current indications, none of it looks so
good, and it is very likely that the world may well be a very different place in
eighteen months’ time.
Since crisis was first exposed in Europe, pressure has mounted against the debtor
states to curb spending. This has largely failed, given that austerity also constricts
the economy, and prevents any chance of an economy growing its way out of
recession. Threats and pressure to exit the Eurozone have been rebuffed by the
“sinners”, who have generally quietly kept their heads down, and at times
blackmailed their creditors to maintain credit lines in the name of stability. Now that
the Franco-German alliance has crumbled, political pressure on debtor nations has
eased, whilst international pressure on the creditors to continue subsidizing the
sinners has increased. The bail-out lobby is celebrating this shift in sentiment, but
probably too early, for this change now looks to be the most likely catalyst for the
Eurozone end-game.
Absent default, the only way out for the debtor nations in the Eurozone is
devaluation, which is unworkable when the creditor and debtor nations are locked
in monetary union. As long as this absurd situation continues; and let’s not duck
the issue, this situation is absurd, Germany and a few other nations will continue to
increase their budget and balance surpluses, whilst the creditor nations will
continue to inflate their deficits. Greece has desperately needed devaluation since
the Global Financial Crisis was unleashed; Germany, on the other hand, would
have benefitted from the ability to revalue the Euro. As a result, Germany may well
continue to accumulate chronic trade surpluses similar to the way that China has
been doing in the past decade. Germany, like China, is unable to sufficiently
stimulate domestic consumption, whilst its neighbours become increasingly
uncompetitive as they remain trapped in a debt-deflation downward spiral.
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The result of
the German
General
election in Q4
2013 holds
the key to the
future of the
Eurozone.
Right now
things don’t
look so good

The bail-out
lobby is
celebrating
this shift in
sentiment for
bail-outs, but
probably too
early, for this
change now
looks to be
the most
likely catalyst
for the
Eurozone
end-game.

How can
anyone
rationally
expect
Germany to
continue
lending more
money that
will never be
repaid, whilst
the Eurozone
sustains the
social and
political pain
for long
enough, and
on sufficient
scale, for the
debtor
nations to
eventually
achieve
competitive
parity with
Germany?

The view from North America, after the German court approved the ESM fund was
that a “grown up view” had finally prevailed. Who do they think there are kidding?
What is good for the USA and global stability is not necessarily good for Germany.
How can anyone rationally expect Germany to continue lending more money that
will never be repaid, whilst the Eurozone sustains the social and political pain for
long enough, and on sufficient scale, for the debtor nations to eventually achieve
competitive parity with Germany? The uncompetitive parts of the union will never
be competitive, and indeed, since the Euro was launched they have become even
more uncompetitive. Now that the French have lessened the political pressure for
austerity, the gulf between the creditor and debtor nations will escalate further until
breaking point is eventually reached. In the meantime, all that is left for the debtor
nations is to keep squeezing as much cash as they can out of the ECB whilst they
able to, until Germany decides that enough is enough, bites the debt bullet on
trillions of Euros, pulls the plug and exits the union, thereby increasing German
prosperity and providing an instant devaluation solution for the debtor nations left
behind in the Eurozone.
No one can be absolutely certain what will happen next and precisely when.
However, we can be certain that when the Eurozone eventually unravels, it
has the potential to unleash another Lehman style event upon global
markets, with a whole host of unforeseen negative consequences which Asia
is not, but needs to be fully prepared for.

A year ago,
the only cash
available in
Myanmar was
what you
carried round
with you

Myanmar Cashing In
A year ago, if you needed cash in Myanmar, whether you were a tourist, or one of
the country’s 60 million people, you carried it in your pocket or your bag. Since
then, the financial flood gates have opened. The first new ATM machines were
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installed at the beginning of this year, and over 80 machines are already in use.
Co-operative Bank currently claims the biggest national network with 24 machines
and new ATM card issuance now exceeding 500 a week.
Initially, customers could only
withdraw
from
machines
belonging to their own bank, but
with the foundation of the
Myanmar Payment Union (MPU)
earlier in the year, 17 of
Myanmar’s 19 banks have
signed
up
to
withdrawal
facilitation from other bank’s
machines nationwide. In practice
though, the facility is only
available in Yangon for now, and
ATM
machines
are
not
accessible to international cards.
Withdrawals are limited to 1 million Kyat (just over US$1,000) per day.

The first new
ATM
machines
were installed
at the
beginning of
this year, and
over 80
machines are
already in use

The first domestic debit cards were issued in September 2012, which allows
people to pay for shopping, dining and travel, at a first wave of 14 locations in
Yangon, including malls, airline offices, computer shops, one hotel and two
restaurants. Plans are also in place to offer credit cards in 2013, after MasterCard
recently signed a license agreement with Co-operative Bank. Issuing the license is
only the first step in the process of building up credit card acceptance; the ultimate
timing will be determined by the issuing bank. What is clear though is that the
provision and acceptance of branded cards will have an enormous, exponential
impact upon the rate of future business and economic growth in Myanmar.
2013 is also the year when the
Myanmar Central Bank has
committed to implementing its first
independent monetary policy.
This fits in with the government
policy of allowing the admittance
of foreign banks into a Myanmar
in 2015, when a flood of overseas
institutions are expected to enter
in order to help provide liquidity for foreign investors.
The new banking regulations have yet to be clarified, but it is likely that a number
of Myanmar’s domestic banks may well become joint venture partnership targets
for foreign institutions. These include:
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2015 is the
year when the
Myanmar
government
has
committed to
allowing the
entry of
foreign banks

Myanmar Citizens Bank Ltd
Co-operative Bank Ltd.
Yadanabon Bank Ltd.
First Private Bank Ltd.

There are 19
banks in
Myanmar that
may become
foreign joint
venture
targets

Myawaddy Bank Ltd.
Yangon City Bank Ltd.
Yoma Bank Ltd.
Myanmar Oriental Bank Ltd.
Tun Foundation Bank Ltd.
Kanbawza Bank Ltd.
Asian Yangon International Bank Ltd.
Myanmar Industrial Development Bank Ltd.
Myanmar Livestock and Fisheries Development Bank Ltd.
Sibin Tharyaryay Bank Ltd.
Innwa bank Ltd.
Asia Green Development Bank Ltd.
United Amara Bank Ltd.
Myanmar Apex Bank Ltd.
Ayeyarwady Bank Ltd.

It is also likely that the Myanmar Central Bank will soon lower interest rates more
in line with current neighbouring ASEAN country rates, which will further hasten
monetary and
credit
expansion.
Deposit rates are high at 8 per cent,
whilst lending rates are more
reminiscent of the pre-1997 rates in
South East Asia at 13%.

Myanmar is
potentially the
biggest
financial
sector
opportunity in
recent Asian
history

Myanmar has the potential to unleash
one of the biggest financial sector
opportunities in recent Asian history.
According to the latest figures,
Myanmar’s banks currently hold US$ 6
billion in deposited savings, equivalent
to US$100 per capita. When this is
compared with the scale of the banking
industry in neighbouring jurisdictions
such as Malaysia or Thailand, in the
US$300 to US$400 billion range, the
enormity of the financing sector
opportunity in Myanmar is clearly
obvious.
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Cutting Off Branches to Save Trees?
It was recently announced in the U.K that two of the country’s biggest banks would
be selling off the best part of a thousand branches at rock-bottom prices to
competitors, as part of a condition for having received state aid. In July 2012,
Lloyds Bank agreed to sell over 600 branches to the Co-operative Bank, whilst
Royal Bank of Scotland has also agreed to sell over 300 branches to Santander.
These cut-price sales, which the taxpayer is subsidizing, come on the back of
series of bank closures in other western jurisdictions that is dramatically
downsizing the banking industry. Western government’s banking strategy is now
patently clear: fewer banks, less branches, with those remaining becoming less
complex, which seems to be precisely what the regulators are pressing for. In the
aftermath of 2008 a new term appeared in the popular press. Called “reg-rage” it
was coined by commentators as a forewarning for the authorities not to over-react
to what happened in 2008, and go too far the other way. The establishment held
back for a while, but what we are witnessing now is full volume reg rage, loudly
reported in the media on virtually a monthly basis, as the regulators get their own
back for having rightly been publicly humiliated for incompetence in the preamble
to 2008. The regulators have recently caught the banks fixing LIBOR, mis-selling
products, and money laundering to renegade jurisdictions; what they failed to do
prior to 2008 was catch the banks bankrupting their economies.
In a recent edition of Asian Compass, we reported that the retail banking risk
model was now fundamentally flawed in respect to overexposure to real estate.
We further warned that, absent a major turnaround, this would ultimately lead to
the extinction of the retail banks as we have come to know them. However,
shortage of perspective from within the banking industry not only impacts their risk
model, but their operating model too. Branches and the people that work in them
have been at the heart of most banks’ businesses since the emergence of mass
market retail banking. What we are now seeing is a structural change in high-street
banking that crept up unnoticed, largely as a result of the excesses of the postmillennium credit boom. Banks now find themselves confronted with spiraling costs
and weak demand for their core offerings that are out of tune with an
unsympathetic market epitomized by wary, untrusting consumers. As a result,
margins have been squeezed to untenable levels, which added to the cost of
delinquent lending, is rendering many institutions unprofitable. For those in charge
of financial institutions that can see the wood (or the branches) for the trees, the
affordability of change for many of them is too costly. The end result is a banking
industry that has lost its way, which added to the additional burden of political
tinkering and regulatory revenge, has created a lame duck operating model that
has similarities with lemmings heading for a cliff.
Historically, three factors have had the greatest impact upon banking sector
growth:
1.

Demographics- natural growth and structural market change
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The
regulators
have recently
caught the
banks fixing
LIBOR, misselling
products, and
money
laundering to
renegade
jurisdictions;
what they
failed to do
prior to 2008
was catch the
banks
bankrupting
their
economies

The end result
is a banking
industry that
has lost its
way, which
added to the
additional
burden of
political
tinkering and
regulatory
revenge, has
created a
lame duck
operating
model

2.
3.

All that is left
in the
developed
markets is the
ability to
influence
lending
volume
through
interest rates
which are
already at an
all-time low

Only the very
strongest few
institutions,
with dominant
market share
or
international
coverage will
survive and
prosper, that
is assuming
the regulators
allow them to
remain big

Growing economies, especially rising incomes in the mass market
Loan growth, particularly as a result of falling interest rates

The first two factors, good demographics and real growth now only occur in the
developing markets. All that is left in the developed markets is the third factor, the
ability to influence lending volume through interest rates. The correlation between
falling interest rates and bank performance is clearly evident on the following chart,
tracking US bank loan growth, pre-provision operating income per employee and
loan interest rates.

Falling interest rates have been a positive spur to banking and economic growth
throughout most of the world in the past twenty years. However, falling interest
rates are a double edged sword. Yes, they encourage loan growth, but they also
squeeze retail banking margins. Given that global interest rates are at an all-time
low, and are likely to remain so for the foreseeable future, retail banking has run
out of fuel. In the developed markets, lending has dried up, and low interest rates
have removed any margin to fall back on. Without volume, banks have a huge
problem, and only the very strongest few institutions, with dominant market share
or international coverage will survive and prosper, that is assuming the regulators
allow them to remain big.
So what are banks in developed markets doing about their predicament? Their
solution is cutting costs, redesigning products and services, to the extent that the
traditional bank branch will become a thing of the past. Automation and technology
are key strategic constituents as machines are far cheaper than people. There will
also likely be more variance and specialty in types of bank branch, dependent on
location, from machines only through financial services to advisory and credit
application servicing. A full-service menu will only be available in selected
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branches. There will probably be much more variety in opening times and staffing
profiles, where the personnel and skill sets are closer matched to the customers.
Staff will be moved away as far as possible from traditional transactional type
services to focus even more on investment and savings products, more akin to a
commission-based insurance or pensions business. How the mirage of free incredit banking is handled remains to be seen. The chances of the general public or
a small business having walk-in access to a professional banker are remote. The
few members of staff that maintain customer relationships will be spread across a
number of branches or a region, so relationship managers are let loose to chase
the most profitable business opportunities, freed up from a specific location.
There will be an attempt to put the “retail” back into retail banking, which judging by
past record the banks are nowhere near as good at achieving as the established
retail professionals. The acid test for success, which looks particularly challenging
from here, is their service offering. The success of the banking industry has
historically been built upon good service, robust personal relationships and strong
customer loyalty. The depersonalization of the banking industry away from these
core strengths has been in progress for a generation; the 2008 problems have
merely fast-tracked the process. The central concept of great service has
worryingly been dropped in favour of price, whilst “distribution” has become the key
buzzword. However you consider pricing or distribution though, they are something
that retailers are far better skilled and practiced in than the banking industry.
Looked at from this perspective, the current banking industry strategies of
depersonalization, changing product orientation, improving regulations, increasing
capital, redesigning or cutting branches is irrelevant if the tree itself is dying.
Satisfying customers’ needs is the fundamental building block of all service
industry. Looking particularly at western markets now, which are
experiencing great financial stress, probably the greatest market need is
demand for good financial advice. There are an enormous number of
consumers and small businesses in trouble seeking solutions with limited
options to choose from. The new paradigm that is now clear is that the very
last place that either a consumer or business would probably go to for good
financial advice is a retail bank.

Will Asia’s Banks Follow?
The only place where retail banks are still performing well are the rapid growth
developing markets where demographics and rising incomes are still working in
their favour. However, a time will come soon when the growth factors run their
course, and banks in developing markets will have the same problem as their
counterparts in the developed markets. Perhaps the best thing that can be said
about this in Asia is that at least the banks here can witness this problem in the
west in advance, avoid similar mistakes and choose better future strategies to
follow when their time comes, as it undoubtedly will.
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The success
of the banking
industry has
historically
been built
upon good
service,
robust
personal
relationships
and strong
customer
loyalty

The new
paradigm that
is now clear is
that the very
last place that
either a
consumer or
business
would
probably go
to for good
financial
advice is a
retail bank

This may be easier said than done though. Banks everywhere are notoriously
reluctant to admit that things are not the same until it there is absolutely no doubt
that the perceived change has obviously materialized. The banks will say they are
being conservative; an outsider might describe them as ostriches burying their
heads in the sand. The temptation for banks is always to “wait and see,” by which
time the opportunity to benefit by responding to a change in strategy early is
almost always missed. This inflexibility is their Achilles heel.

The universal
criticism of
relationship
banking is
transparency
and
accountability
blurring
market price

As markets
tighten in
Asia, as they
must at some
time in the
foreseeable
future, margin
compression
will create a
situation
where only
the strongest
survive

Relationship banking still dominates in Asia. This has both good and bad features,
dependent upon the outcome. If a borrower survives a downturn because of a
good banking relationship, it is a win-win situation. If it doesn’t work out, the bank
generally takes a bigger hit. Overall, relationship banking is excessively prone to
shocks. Opinions are divided as to whether this style of banking holds back
growth, and the question that always gets asked is, at what point does relationship
banking become cronyism? Related party transactions, nicknamed “piggy-banking,
the scourge of Asia 1997, are still fresh in international investor’s minds, and are a
nagging concern as far as investing in jurisdictions close to the peak of the market
cycle, in situations where relationship banking still prevails.
The universal criticism of relationship banking is transparency and accountability
blurring market price. Clearly, the wider the spread between lending and cost of
funds, the easier it is to accommodate relationships in banking. Internet and
technology-based applications are now significantly loosening dependency upon
personal relationships in banking in Asia. How far this goes remains to be seen
though, but having witnessed the western banking system meltdown using a
depersonalized, centralized, credit-scoring system, Asian banks will be
understandably reluctant to change strategy as long as any distressed debt
leakage remains manageable. However, much will also depend upon advances in
the capital markets, increasing international competition and consolidation in the
banking sector in response to the trend of producing bigger, pan-regional, less
intimate institutions. From this perspective, it is difficult not to see Asian banks
eventually follow their western counterparts, but exactly when this will occur will be
unclear until we enter the next Asian market down-cycle.
In South East Asia, banks have the luxury of particularly generous spread margins
between cost of funds and loan rates. As markets tighten, as they must at some
time in the foreseeable future, margin compression will create a situation where
only the strongest survive. The creation of the ASEAN Economic Community will
see open banking borders that will give an obvious, enormous advantage to big,
strong regional players at the expense of weaker, single-jurisdiction organizations.
In the August edition of Asian compass we ran a table showing the top ten banking
institutions in the world by assets, each of whom had balance sheets in excess of
US$ 2 trillion. Only two banks are based in Asia, with the majority being based in
Europe. By comparison, the top institutions in ASEAN by asset size, together with
number of branches, table as follows:
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1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21

Bank
DBS
OCBC
UOB
Maybank
CIMB
Public Bank
Bangkok Bank
Krung Thai Bank
Siam Commercial Bank
Kasikorn
Bank Mandiri
Bank Ratyak
Hong Leong Bank
RHB Bank
Bank Central Asia
Bank Negara
Ambank
Bank of Ayudhya
Agribank
Thanachart
Banco de Oro

Jurisdiction
Singapore
Singapore
Singapore
Malaysia
Malaysia
Malaysia
Thailand
Thailand
Thailand
Thailand
Indonesia
Indonesia
Malaysia
Malaysia
Indonesia
Indonesia
Malaysia
Thailand
Vietnam
Thailand
Philippines

Branch
200
530
500
392
325
251
1,009
1,061
1,120
836
1,544
4,000
328
187
950
1076
187
950
2,300
639
746

US$ Bn
287
230
191
142
103
74
72
70
63
59
52
47
43
42
42
33
31
31
30
29
28

Given that the combined assets of the top thirty banks in ASEAN, at US$1.9
trillion, would still not be large enough to break into the top ten global banks,
substantial rationalization and merger within the region seems inevitable.
When consolidation of this type occurs, maintaining the middle ground is
virtually impossible; institutions become either predators or victims. At
present, within South East Asia, only financial institutions in Singapore and
Malaysia so far seem to have spotted the danger of remaining small and are
responding with any degree of urgency to the expansion opportunity created
by the AEC opportunity.

What Happens Next in 2013?
Throughout 2012 in Asian Compass we have provided a month by month
snapshot of regional and global indicators including:
Latest GDP rate
Latest Industrial production trend
Latest consumer price inflation numbers
Current account % of GDP
As we enter the last quarter of 2012, we thought it would be useful to
summarise the path of these trends over the past nine months; firstly, to
step-back and take an overview, so we at least can see the wood for the
trees; and secondly, to help business plan better for what may happen next
in 2013.
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The top six
banks in
ASEAN are
either from
Singapore or
Malaysia.
There are no
banks in the
top ten from
ASEAN’s
largest
economy,
Indonesia

At present,
within South
East Asia,
only financial
institutions in
Singapore
and Malaysia
are so far
responding
with any
degree of
urgency to the
expansion
opportunity
created by the
AEC
opportunity.

GDP Growth Rate

All bets are
now on the
latest Chinese
stimulus
package to
see if it can
keep Asia
clear of
recession and
pull it through
2013

Asia’s GDP rate decelerated from
2011 levels, but held up relatively
well in spite of a noticeable slowdown in China. All bets are now on
the latest Chinese stimulus package
to see if it can keep Asia clear of
recession and pull it through 2013.
The good news in the year was a
small amount of growth in the USA
as a result of the government’s
quantative easing programme. GDP
growth rate in the USA has gained momentum during the year as the Presidential
election looms closer.
Problems in Europe and the inability to agree a unanimous quantative easing plan
have plunged the region into a depression that it now looks very difficult to escape
from. GDP growth deteriorated all year and now appears to be in free-fall. At times
during the year, Germany seemed to be supporting the region, almost on its own.
Given the increasing political friction that is building up between Eurozone
members, 2013 looks dismal for the region.
Industrial Production

Industrial
production
figures both
globally and
regionally
look
particularly
worrying

Industrial production figures globally
look particularly worrying, with
overall world numbers just keeping
their head up in positive territory.
Asia appears to have been
particularly
badly
affected,
particularly in the second half of the
year. If current trends continue
downwards and
the
Chinese
stimulus package fails to gain
traction, many of the region’s
manufacturers could be in trouble in 2013.
The good news once again was the USA, particularly in the first half of the year. As
with Asia though, production tailed off noticeably in the second half of the year.
Europe was once again the worst performer by a clear margin. Even production
performance in Germany dropped into negative territory at times during the year.
Absent devaluation for the weaker countries in the Eurozone, there doesn’t seem
to be any way of reversing their negative industrial production predicament.
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Inflation
The inflation rate, with a few
exceptions, provided some of the
better news during the year, which is
the positive flip-side to falling
industrial production figures.
The biggest problem area appears
to be India and Pakistan, which in
addition to facing poor industrial
production
outputs,
are
also
experiencing very high inflation
rates.
Hong Kong also experienced higher inflation rates in tandem with weaker
production output. The good news for Japan was a few months of inflation in
consumer prices. Inflation rates in China started higher at the beginning of the year
but gradually tailed off. Prices in the USA appeared to be well under control
throughout 2012.

The inflation
rate, with a
few
exceptions,
provided
some of the
better news
during the
year, which is
the positive
flip-side to
falling
industrial
production
figures

Current Account
A number of nations now seem to be locked into permanent current account
deficits. Falling current account balances were clearly evident in Asia throughout
2012 as output and industrial production has slowed. India, Pakistan, Australia and
Thailand now appear to be in permanent deficit which may have significant
negative future growth implications.
Europe managed to turn a deficit into a positive balance during the year, largely as
a result of the efforts of Germany where an undervalued Euro has been creating
substantial positive trade balances.
The big challenge is the USA, where the negative effects of public debt are clear to
see at the bottom of the adjacent chart. Most of the good news in the USA has
been bought by government debt. This should have huge negative implications for
the US dollar, as we saw prior to the
Eurozone crisis. Since then, the US
dollar has rebounded, so expect the
US dollar to fall again at some time
in the foreseeable future. Given the
greenback is the world’s trade and
reserve currency, Asia should be
taking active steps to hedge against
a future fall in the dollar, and not just
wait to react until after the event, as
tends to be the norm.
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A number of
nations now
seem to be
locked into
permanent
current
account
deficits
including
some in Asia

The big
challenge is
the USA,
where the
negative
effects of
public debt
are clear to
see

Monthly Regional Economic Indicators

GDP Growth Rate

Only two countries on the table showed any sign of positive growth during the past
month. The Chinese economy, absent new stimulus continues to continue at a
slow crawl with no sign of upward movement.

Industrial
Production

The latest industrial production figures continue to worsen globally. Only three
jurisdictions showed any upward movement, though two of these were in negative
territory anyway. In Asia, Hong Kong and Thailand particularly seem to be trapped
in a downward spiral

Consumer Price
Inflation

Inflation showed general signs of increase during the past month everywhere.
Most worryingly, India returned into double digit inflation again.

Current Account
Balance

Current account balances generally seem to be slipping downwards in response to
slowing industrial production. On the above table, Australia. India, Pakistan,
Thailand, the UK and the US seem to be unable to bring their economies into a
positive balance situation. Indonesian numbers have also been moving in the
wrong way over the past few months.
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Regional Opportunities

___________________________________________________________________

All Transactional opportunities listed with Asian Compass can be viewed online at:
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www.e-debttrading.com
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