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Business Sentiment in Major Asian Countries

Senior Economist: Yuji Ono

Amid China’s lackluster economic growth, business confidence in other major Asian economies is also
slowing, particularly those that have been doing well. Many countries, however, have recently begun to
recover from weak economic conditions.

Figure 1 shows the changes in business confidence in each country based on standardized Purchasing
Managers’ Index (PMI) values for major Asian countries since 2022.

Figure 1: Business Sentiment Heat Map of Major Asian Economies (Z-Score)?
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In the first half of 2022, South Korea, Taiwan, and Vietnam were in a strong position, benefiting from the
robust external demand of the previous year, and Thailand was doing well on the back of the transition to
economies coexisting with the COVID-19 virus, mainly in highly developed Western countries, and the
recovery of automobile demand. India, which continues to see a rebound in domestic demand, also
accelerated its pace of recovery. Other Association of Southeast Asian Nations (ASEAN) countries were
also recovering from the economic devastation caused by the delta variant of the COVID -19 virus in the
July-September 2021 period, showing a pickup in business confidence.

In the second half of 2022, business confidence in South Korea and Taiwan began to slow down against the
backdrop of an overabundance of semiconductor inventories, and business confidence in China began to

1 The Z-Score is the standardized value obtained by subtracting the mean value of the data sample from the value and dividing by the standard

deviation. In order to compare the business sentiment of each country, we standardized the data using the data of each country since 2016.
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slow down against the backdrop of the spread of domestic infections. Sentiment in Singapore also worsened
due to higher prices and slower consumption. In addition, business confidence in Vietham slowed toward the
end of 2022, as domestic interest rates soared due to currency intervention in response to the depreciation
of the domestic currency. On the other hand, the rest of ASEAN remained generally strong, while India’s
growth accelerated.

In the first half of 2023, China briefly picked up on hopes of transitioning to an economy that would coexist
with the COVID-19 virus, but it quickly stalled, while South Korea and Taiwan continued to languish.
Vietnam also showed a slight recovery, but remained weak. However, other ASEAN countries remained
strong.

In the second half of 2023, ASEAN countries, which had been strong until that point, began to slow down,
partly because of the reaction. Meanwhile, China, Taiwan, South Korea and Vietnam have started to pick
up, albeit slowly. As a result, the difference in business confidence between East Asia and Southeast Asia is
being corrected (Figures 2, 3).

Figure 2: Major Asian Countries (Z-Score) Figure 3: Major Asian Countries Relatively Soft
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If we look at major Asian economies from a broader perspective, however, we can see that the pace of
economic expansion is slowing, reflecting a weak Chinese economy and sluggish consumption of goods in
developed Western countries.

There is a trend between major Asian countries and developed countries in which Southeast Asia is
responsible for the production of raw materials, East Asia for the processing, and developed Western
countries and parts of China for the final consumption. Therefore, major Asian economies tend to be driven
by the expansion and reproduction of global consumption of goods.

However, given the consumption trends in Europe and the United States, which have shifted their focus to
service consumption since the COVID-19 pandemic, and the Chinese economy, which has been plagued by
a shortage of domestic demand, the current slowdown in economic sentiment in major Asian countries is not
surprising.



SMBC Group

When will business confidence in Asia recover? The economy will pick up relatively quickly in East Asia,
where it has already begun to recover.

Global semiconductor sales have already bottomed out (Figure 4). This fact can also be confirmed in Asia
by the export data of South Korea, Taiwan and the Philippines (Figures 5, 6, 7). These products and exports
will underpin the economies of the countries. Although Malaysia’s semiconductor production, which has a
relatively large number of semiconductors for automobiles, did not show a further acceleration in 2023, there
was no significant decline in 2022. Therefore, this production is already at a high level, indicating strong
demand (Figure 8).

Meanwhile, business confidence in China, Asia’s biggest market, is recovering at a slower pace. The
country’s PMI shows that the recovery seen since June 2023 paused in October.

Countries that are likely to be affected by China are those in East Asia, such as South Korea, Taiwan, and
Japan, as well as Singapore. The PMIs of these countries are relatively highly correlated with that of China,
and are roughly three months ahead of the PMI of China (Figure 9). It is therefore likely that the recovery in
business confidence will take a breather between December 2023 and January 2024 in these countries.

If China’s PMI signals a slowdown in economic growth beyond November, the slowdown in ASEAN
countries, which has already occurred, will cause a recession in Asia as a whole.

However, an additional 1 trillion yuan of fiscal stimulus was announced in late October, and this is hardly
reflected in China’s business confidence data from the period of the survey. Considering the timing of
budget execution, it is expected that this policy effect will be clearly observed in the January-March period of
2024.

Expectations of increased demand following fiscal stimulus may therefore boost the PMI in November 2023
and provide sustained support for the economy over the years. Therefore, it is hasty to be pessimistic about
the future of the Asian economy at this point. It will not be too late to confirm whether East Asia’s recovery
will continue after China’s PMI in November.

Figure 4: Global Semiconductor Shipments Figure 5: Taiwan’s Semiconductor Exports
(3-month moving average) (2019=100, seasonally adjusted)
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Figure 6: South Korea’s Electronics Exports
(semiconductors and information communication)
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Figure 8: Malaysia’s Semiconductor Exports
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Figure 7: Philippines Exports
(2017=100, electronic devices/semiconductors)
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Figure 9: Countries With a High Correlation
Between Economic Sentiment and China

(o Z-Score) (o Z-Score)
0= Japan
—&— Singapore
==0=- Taiwan
3 S. Korea 12
—W China (3M advanced, RHS)
2 dm \ ‘ & 1
1 0’ ‘ 28 1
0 p 0
-1
-1
-2 y
- 42
Q N N v v %) > ™
N% NZ v SV NZ v v v
AN P\ U P\ NP\

Sources: NBSC, SIPMM, Markit, Bloomberg, SMBC



SMBC Group

Economic Outlook: 2023-2024 Forecast

Figure 1: Forecasts for Economic Growth, Inflation, and Unemployment Rates
2022 2023 2024
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Real GDP growth is in QoQ annualized for U.S. and Japan, QoQ for euro area and YoY for China and India. Inflation rate is in YoY%. Inflation rate is YoY, % of core index (ex.
fresh food) for Japan, YoY % of PCE deflator for U.S., and total YoY% for the rest.
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Figure 3: Forecast for FX and Qil Price
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3 Crude oil prices are averages for each period. Source: SMBC.



SMBC Group

Disclaimers

This document is provided by SMBC Group (including, collectively or individually, Sumitomo Mitsui Banking Corporation,
SMBC Nikko Securities America, Inc., and their affiliates, as applicable) for informational purposes only. This document was
prepared by SMBC Group’s economist(s). The views statements, assumptions and forecasts expressed herein are those of
the author(s) and do not reflect the judgment of any other person or of SMBC Group. It does not constitute an offer, or
solicitation of the sale or purchase, of securities or other investments. The information contained herein is obtained or derived
from sources believed to be reliable, but SMBC Group and the author(s) make no representations as to its accuracy or
completeness. In some cases, such information may be incomplete or summarized. This document has been prepared based
on assumptions and parameters determined by the economist(s) in good faith. The assumptions and parameters used are not
the only ones that could have been selected, and therefore no guarantee is given as to the accuracy, completeness, or
reasonableness of any such quotations, disclosures, or analyses. Past performance is not a reliable indicator of any future
results.

This document has been prepared for and is directed at institutional investors and other market professionals, and is not
intended for use by retail customers. It does not take into account any specific investment objective, financial situation, or
particular need of any recipient. The information contained herein should, for whatever purpose, be used solely at the
discretion and responsibility of the recipient. SMBC Group does not accept any liability or responsibility for any results in
connection with the use of such information. Recipients are responsible for making final investment decisions and should do
so at their own discretion after conducting a careful examination of all documentation delivered prior to execution, explanatory
documents pertaining to listed securities, prospectuses, and other relevant documents, and their own independent analysis
and assessment of the merits of any transaction. The financial instruments discussed may be speculative and may involve
risks to principal and interest.

Conflicts of Interest Disclosures

The views statements, assumptions and forecasts expressed herein may differ from those expressed in globally branded
research produced by SMBC Group. The trading desks of SMBC Group trade or may trade as principal in the financial
instruments that are the subject of this material, and the author(s) of this document may have consulted with the trading desks
while preparing this document. The proprietary interests of SMBC Group may conflict with those of the recipient. SMBC Group
may seek to do business with the companies mentioned in this material and the trading desks may have accumulated, be in the
process of accumulating, or accumulate long or short positions in the financial instruments mentioned and may have acquired
them at prices no longer available. The trading desks may also have or take positions inconsistent with the views expressed in
this document or may have already traded on those views.

This material is not a research report, and neither this material nor its author(s) is subject to policies and procedures that apply
to the globally branded research reports and research analysts of SMBC Group or to legal requirements designed to promote
the independence of investment research. It is not subject to any prohibition on dealing ahead of the dissemination of investment
research. This means that on the date of this document, SMBC Group, and its directors, representatives, or employees, may
have a long or short position in any of the instruments mentioned in this document and may make a market or trade in instruments
economically related to the securities, derivatives or other underlying assets mentioned herein, in each case either as principal
or as agent.

No part of the author(s) compensation was, is, or will be, directly or indirectly related to the specific recommendations or views
expressed herein. The personal views of authors may differ from one another.

Distribution, possession or delivery of this document in, to or from certain jurisdictions may be restricted or prohibited by law.
Recipients of this document are required to inform themselves of and comply with all such restrictions or prohibitions.

© 2023 SMBC Group. All rights reserved.



