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1. Emerging Market Debt

According to a study published by the World Bank in its latest Global Economic Prospects report, the global economy is
experiencing the fourth wave of broad-based debt accumulation in 50 years. There were three historical waves of debt
accumulation: 1970-89, 1990-2001, and 2002-09 and each one of these waves ended in a financial crisis across both
developed and developing economies. The fourth wave began in 2010. In 2018, global debt reached a record high of
about 230% of global GDP with total developing economy debt reaching an all-time high of almost 170% of GDP, an
increase of 54% of GDP since 2010. The debt buildup in developing economies debt in this fourth wave has already
been larger, faster, and broader-based than in any of the previous three waves.

Debt accumulation can be beneficial to an economy. For example public debt can be used to fund infrastructure
investment which can generate jobs and increase productivity. Private sector corporate debt can be used for business
and capital investment. Both public and private investment can boost an economy’s potential GDP, fostering faster and
more sustainable economic growth. Presently, low global interest rates can mitigate some risks, they can also
encourage further borrowing at a time when the global economy is slowing. However, both government and business
incomes are slowing also which may make it harder to service the debt. Having to service large debts can mean
economies are vulnerable to external shocks (more so if debt is in a foreign currency) and it can limit the ability of
governments to counter downturns with fiscal stimulus.

The World Bank notes that a growing share of such developing economy debt, particularly private sector debt is being
held by non-resident investors. Thus, there is a growing exposure to foreign currency risk. It also notes that the lion’s
share of the increasing debt to GDP ratio is due to private sector rather than less-secure public debt.

For now, there are two risks that should concern investors. First, if there is a further slowdown in the global economy,
perhaps driven by trade tensions, it could exacerbate the difficulty of servicing emerging market debts. Second, if the
trade conflicts between major countries worsen, it could hurt the ability of emerging markets to boost exports. That, in
turn, would hurt the ability to service foreign currency debt.

Source:

2. US-Chinese after the ‘Phase-One’ deal

Although the US and China have signed a modest trade agreement that is more of a truce than a trade deal. It requires
that the US forego new tariffs, modestly cut some existing tariffs, and remove China from being designated a currency
manipulator. In exchange, China pledges to boost purchases of US goods and not manipulate its currency. However,
the reality is the agreement leaves in place massive US tariffs on USD 360 billion in imports from China. Furthermore,
the average tariffs imposed by each country on the other remain very high relative to recent history. According to the
Peterson Institute for International Economics, as of early 2018, the average US tariff placed on Chinese imports was
3.1%. Currently it is 21.0%. With the new agreement, the average tariff will drop to 19.3%. Under the agreement, China
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will also slightly reduce tariffs. China’s average tariff on US imports was 8.1% at the start of 2018 and is now 21.1%.
With the new agreement, that number will drop to 20.9%. Thus, the agreement leaves tariffs historically high and not
much reduced from late 2019. The US will continue to impose punitive tariffs on two thirds of all imports from China,
including 93% of intermediate inputs, 69% of consumer goods, and 40% of capital goods.

Source:
3. Effects of the trade dispute on the US economy

What exactly are the negative effects of the trade dispute? A study conducted by the Atlanta Federal Reserve in
conjunction with Stanford University and the University of Chicago offers estimates of the economic impact. The
authors of the study conducted a survey of large US corporations.” It found that, in the first half of 2019, about 12% of
companies said they reduced or postponed capital expenditures. This included 24% of companies that produce goods
and only 4% of companies that produce services. In addition, 22% of manufacturing companies said they cut or
postponed capital expenditures. The authors estimate that this implied a USD 36 billion reduction in capital
expenditures in the first half of 2019, or a decline of 3.8% below what would otherwise have been the case. This is
consistent with GDP data showing that business investment declined in the second and third quarters of 2019.

Source:

4. Trilateral Trade Talks

Deloitte’s global chief economist picked up on a piece of the news that has largely been ignored by the media. Recently
“trilateral” talks have been held by the trade negotiators for the US, EU, and Japan. One of the goals was to improve the
rules of the World Trade Organization (WTO) regarding subsidies. The phase one deal between the US and China failed
to address US grievances about Chinese subsidies, and so now it seems the US is taking a new approach by engaging
in multilateral discussions. Actually this is an old approach that had, until lately, been abandoned by the US. In the last
three years, the US has been focused on bilateral as opposed to multilateral trade discussions, on the assumption that
it has greater leverage in bilateral situations. The latest discussions imply an acknowledgement that there are times when
multilateral discussions are useful and impactful. Moreover, the latest discussions suggest an acknowledgement that the
US will have greater leverage with China if it cooperates with its traditional allies.

In any event, the three participants want to add four new categories to the list of subsidies that are banned by the WTO.
These are unlimited guarantees; subsidies to insolvent businesses that lack a restructuring plan; subsidies to companies
that cannot obtain private sector funding and that suffer from excess capacity; and subsidies that are effectively a form
of debt forgiveness. All of these clearly apply to many Chinese state-owned enterprises (SOEs). The trilateral group sees
such subsidies as creating an uneven playing field for global companies that want to compete in China. Moreover,
enforcement of these new guidelines would actually benefit China in that they would compel Chinese SOEs to reform or
die.

Source:

1. Japan

Genuine concerns for the Japanese economy will start to arise now after the December Services PMI slipped below 50
for a second time in Q4 2019. The November PMI print was 50.3, which suggests growth, albeit very moderate, this
follows from an October print of 49.7. In December the print of 49.4, points to a very moderate contraction. However,
the print of 49.4 does represent the lowest level since September 2016. The manufacturing PMI recorded a value of
less than 50 in 10 of the 12 months in 2019. With the lowest prints coming in both October and December 2019 with a
value of 48.4. Combined with the weakness in Q4 2019 service PMI numbers, the composite PMI recorded prints
below 50 in each month of the fourth quarter. Investors and analysts have feared the Japanese economy may begin
contracting in Q4 2019 and the PMI would certainly reinforce that bias.

Source:

" Please see the regarding a description of a new dataset that measures
business expectations and uncertainty. The survey used to create the aforementioned data series was used to create this piece of
analysis.
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Real wages, (wages adjusted for the effects of inflation) declined in November 2019, suggesting additional stress on
the economy following October’s consumption tax increase as well as the general weakness in industrial and services
data.

Real wages fell 0.9% y/y in November 2019, the biggest drop since July 2019. This follows a decline of 0.4% y/y in
October 2019. Although the government was quick to dispel the decline as a result of the consumption tax increase,
nominal total cash earnings fell 0.2% y/y in November 2019, following no change in October 2019. It is clear the wages
are in a period of decline which is often the case when economies enter a period of economic slowdown. This is
reinforced by overtime pay, which is considered to be an indicator of corporate activity declined 1.9% y/y in November
2019 after a 0.1% yly fall in October.

Source:

The latest forecasts from Oxford Economics, a leading economic consultancy, suggest Japan’s economy will slow to
0.3% yly in 2020 following its estimate the Japanese economy expanded 1% y/y in 2019. The drivers for the slowdown
include a continuing weaker external environment as well as weak wage growth and weaker household consumption
due to a loss of purchasing power from higher tax and falling wages.

2. United States

Housing starts in the United States soared in December 2019, reaching the largest number of starts since December
2006, just prior to the collapse of the US housing market. The number of starts in December was up 16.9% m/m and up
40.8% yly. The increase was across the board, encompassing both single family homes and multi-unit residences; and
encompassing all regions of the United States. There are three factors that would explain such a large increase. First,
housing data is highly seasonal, and the numbers reported by the government are adjusted to account for that seasonality.
Normally, starts fall in December due to cold and disruptive weather but December 2019 was unusually warm. Thus,
starts were likely higher than normal because of good weather. Second, the US Federal Reserve cut interest rates three
times in 2019 and, with tame expectations of inflation, bond yields remained low. Thus, borrowing costs for builders were
very favorable. Finally, a strong job market with solid job growth and low unemployment, boosting consumer confidence.
This led to increased sales of homes and contributed to greater confidence on the part of builders. All these factors led
builders to start construction in anticipation of strong demand.

Source:

3. China

China’s government reported that the Chinese economy grew 6.1% in 2019, the slowest rate of growth in 29 years —
but remaining within the government’s growth target of between 6.0 and 6.5%. In the fourth quarter of 2019, the
economy was up 6% yly, the slowest pace of quarterly growth since 1992. China is currently facing a number of
challenges that are acting as a headwind to growth such as the trade conflict with the US, slower growth in multiple
markets around the world, a high level of debt, excess capacity in industry which has stifled investment, cautious
behavior on the part of consumers, and a declining working age population. Moreover, the latter demographic problem
is likely to intensify over time. The government reported that the birth rate in 2019 was the lowest since records began
despite the government ending the one child policy. The demographic problem is a structural problem that will be a
headwind to growth in the future whereas the other headwinds to growth are more short-term in nature.

Source:

Global equity prices rose in the early part of January 2020 as the People’s Bank of China (PBOC), substantially reduced
the required reserve ratio (RRR) for commercial banks by 50 basis points. The effect will be to release roughly USD 115
billion into the economy. The new RRR for large banks is 12.5% and the rate for small and medium sized banks is 10.5%.
Since early 2018 the RRR has been cut eight time in an effort to stimulate credit market activity at a time when the
economy has been slowing. In addition, the government indicated concern that there will be an increase in the demand
for cash for the Lunar New Year holiday. The PBOC’s actions may suggest the government is not expecting any
significantly positive economic impact following the implementation of the phase one trade deal with the United States.

Source:
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4. Eurozone

In the Eurozone, December 2019’s service PMI reach a four-month high of 52.8, up from November’'s 51.9 in
November to 52.8. For now, the growth of services is offsetting the dismal performance of manufacturing, thus allowing
the Eurozone economy to continue growing — albeit very slowly. The composite PMI rose to 50.9 in December 2019, up
from 50.6 in October and November. The lowest print was 50.1 in September 2019. The strongest growth of services
took place in Spain and Ireland. In Germany, which has the worst performing manufacturing sector in the Eurozone, the
services PMI rose from 51.7 in November to 52.9 in December, a four-month high. Although new orders for services in
the Eurozone accelerated, export orders for services continued to decline. Among service industries, the strongest
growth was in tourism and hospitality as well as telecoms services.

The manufacturing sector of the Eurozone, especially Germany, remains very weak. The PMI declined from 46.9 in
November 2019 to 46.3 in December. This is a level reflecting a sharp decline in activity. The PMI has been below 50
for eleven consecutive months. Germany continued to have the lowest PMI in the region at 43.7, a level indicating a
very sharp decline in activity. Meanwhile, the PMIs prints for the Netherlands of 48.3 and Italy of 46.2 fell to an 80-
month low. Spain’s PMI was also low at 47.4. Among the major Eurozone economies, only France had a favorable PMI
at 50.4. For the region, the sub-index for output fell at a rate not exceeded in seven years. New orders fell at one of the
fastest rates in seven years. Thus, Markit concludes that “a return to growth remains a long way off.” Markit also noted
that “only households provided any source of improved demand in December, underscoring how the consumer sector
has helped keep the economy out of recession in recent months.” This may explain the relative strength of French
manufacturing which is disproportionately dependent on the production of consumer goods. Germany’s weakness
reflects the troubles in Europe’s capital goods sector. That, in turn, is largely due to trade concerns and weakness in
the global economy.

Source:

Germany industrial woes continued in November 2019 when industrial orders fell 1.3% month-on-month and 6.5% y/y
following weak external demand linked to various trade disputes around the world and Brexit. Foreign demand fell
3.1%, the biggest drop since February, whereas domestic orders rose 1.6%. The reading for October was revised up to
a rise of 0.2% from a previously reported fall of 0.4%.

Source:

According to first statistical release, German real GDP grew 0.6% 2019 y/y. This means the German economy has
grown for ten years in a row: the longest period of growth in a united Germany. However, growth lost momentum in
2019. In the previous two years, real GDP grew much more strongly (by 2.5% in 2017 and by 1.5% in 2018).
Compared with the average of the last ten years (+1.3%), the German economic growth in 2019 was lower. Despite
this weak growth, unemployment remains low at 3.1%, also a record during a unified Germany and wage growth
remains moderate at 1.9% y/y in September 2019, but this is an increase on 1.2% in July and 1.3% in August.
Germany’s problems are linked to the slowdown in its aforementioned industrial sector.

Source:

5. United Kingdom

The results of the Q4 2019 survey of British CFOs conducted by Deloitte demonstrates the positive impact the results
of the December 2019 general election had on business sentiment. The survey results are clearly indicative that it was
the impact of political uncertainty that was the driver of weaker business uncertainty over the past few years, leading to
a decline in business investment in the wider economy. CFOs reported the biggest-ever increase in optimism in the 11-
year history of the survey, taking it to its highest-ever level. The scale of the improvement eclipses previous surges in
confidence following interest rate cuts during the financial crisis in 2009 and the European Central Bank president’s
pledge to "do whatever it takes” to save the euro area in early 2012. The uncertainty that has beset the UK since the
EU referendum in 2016 now appears to be lifting. CFO perceptions of external uncertainty have fallen from one of the
highest ever readings to near-average levels. The topic of Brexit has been at the top CFOs’ worry list since the EU
referendum but has dropped to third place in Q4 2019. The top two risks are now ‘weak demand in the UK’ and ‘rising
geopolitical risks worldwide’.

Clarity on the nature and timing of the UK’s formal exit from the EU, if not future trading arrangements, seems to have
bolstered CFO spirits. The election of a political party with a commanding parliamentary majority, and an end to the
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immediate possibility of a radical Labour government, have further reduced political uncertainty. Brexit is no longer the
top concern for CFOs, who expect UK corporates to increase capex for the first time in four years.

Source:

Recent Bank of England research, drawing on CFO Survey data, testifies to the toxic effect of uncertainty on
investment. With reduced uncertainty has come a strong rebound in CFO expectations for business investment.
Whether this translates into greater corporate activity this year will depend on a continuing positive trend in sentiment
and uncertainty. But all things considered, CFOs go into 2020 with sentiment at levels that would have been
unimaginable at any time in the last three years.

Source:

6. Singapore

The Singaporean economy grew 0.7% yly in 2019 (real GDP), following growth of 3.1% in 2018 and 3.7% in 2017. On
a quarterly basis, Q4 GDP grew 0.8% y/y in Q4 2019, up from 0.7% in Q3 and 0.2% in Q2. With total trade exceeding
more than 300% of GDP, Singapore’s economy is at the mercy of the global economy and with global trade,
manufacturing and investment slowing, Singapore’s economy feel’s the full effects. In Q2 2019, on a q/q basis, the
economy contracted 2.6%. Although the quarterly y/y figures point to improving growth profile, the g/q figures point to
an economy barely growing, in Q4 2019, the GDP grew 0.1% qg/q.

Source:

Following the US government assassination of General Qassem Soleimani, considered to be the second most powerful
man in Iran, the initial response from global financial markets was very volatile, with oil future prices rising to their
highest levels since September, following the drone attack on the Saudi Arabian oil facilities, as did other commodities,
especially gold, given its safe-haven properties. Equity prices and bond yields fell in response except for the share
prices in oil producers and defense-related companies.

1. Equities

After Iran ‘retaliated’ by firing missiles at two US military bases in Iraq On January 8, 2020, but immediately afterwards
both sides looked to de-escalate the situation. President Trump did not order a counter-attack and Iranian officials had
apparently said they do not desire an escalation. The result of the de-escalation was to send both the NASDAQ and
the S&P 500 equity indexes to record highs.

Source:

Alphabet, the parent company of Google, on Thursday 16%" of January 2020 the fourth US company to reach a market
capitalization in excess of USD 1 trillion. The other US companies to reach such a feat are Apple, Amazon.com and
Microsoft.

Source:

2. Commodities

QOil prices also responded to the de-escalation of tensions, falling 5% on January 8. WTI the U.S. crude benchmark,
settled down USD 3.09, or 5%, at USD 59.61. It was WTI’s first slump beneath USD 60 since mid-December. Just earlier
on Wednesday, it hit an April 2019 high of USD 65.65 as news of the Iran attack on two U.S.-Iraqi airbases sent oil
rallying in Asian trading hours. Brent, the global benchmark for crude, lost USD 2.47, or 3.6%, by 3:30 PM ET (20:30
GMT) to trade at USD 65.80. It fell to USD 64.94 earlier, cracking the USD 65 support. Brent had peaked at USD 71.28
on Wednesday on news of the Iran missile attacks.

Source:
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