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2018 expectations: beware of the dog

By David Mann, Global Chief Economist at Standard Chartered Bank

2018 is likely to be another good year for global growth, with the world economy expected to
expand by 3.9 per cent, up from 3.7 per cent in 2017.

The US and euro area are enjoying robust business and consumer confidence, and both are
likely to exceed 2 per cent growth in 2018, similar to in 2017. Asia excluding Japan should once
again be the fastest growing region in the world at 6.1 per cent. We expect growth to be up from
2017 levels in the Middle East and North Africa region (rising to 2.9 per cent), while Africa and
Latin America should continue to recover from 2016 lows, expanding by 3.4 per cent and 2.4
per cent, respectively.

About this time last year, bond markets in Asia had kicked off on a buys note. Many market
players harboured hopes for a good year; | had especially set my sight on Asian High Yield
issuers — referring to issuers who have a credit rating below “BBB” or “Baa” — were on a
supercharge trajectory.

While this is encouraging, this is no time for complacency, especially as growth is still below the
4.2 per cent average seen in the 10 years before the global financial crisis.

Emerging markets face looming risks, and these are not merely geopolitical. In the Year of the
Dog, ‘barks’ could easily become ‘bites’.

Monetary easing ends

We expect the Federal Reserve (Fed) to hike its interest rate twice in the first half of 2018,
taking it to 2 per cent by the end of June. We see a risk of a third hike in the second half of
2018. If the Fed were to be even more aggressive than we expect, this could reduce flows into
emerging markets. But perhaps even more important than the Fed in 2018 are the European
Central Bank and the Bank of Japan.

In the past two years, central banks of the major, advanced economies have continued to
expand their balance sheets significantly — even after the Fed ended its quantitative easing
programme in 2014. But now the most aggressive monetary easing experiment in living memory
is about to end. This should start to affect markets and the global economy by the second half of
2018, when aggregate balance-sheet expansion is due to slow to a quarter of its current annual
run rate.

We think central bank balance sheets will begin to shrink outright in 2019, making it harder for
markets to shrug off bad news. In this case, if the bark turns into a bite, it could be painful.



Major central banks will likely continue to remove policy accommodation throughout 2018 and beyond
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Asian exports come under pressure

Global trade could deliver a second potential bite. In 2017, strong Asian exports were buoyed by
two temporary factors: recovering export prices and China’s inventory restocking cycle. Both are
likely to fade this year. The good news is that electronics producers, mainly in North East Asia,
should continue to benefit from the structural rise of the internet of things.

China’s boost for emerging markets

In China, growth is likely to continue to soften in 2018 but remain on track to achieve the target
of doubling 2010 real GDP by 2020. But risks from prior leverage growth excesses continue.
Growth and productivity have suffered for years under the weight of excessively leveraged
state-owned companies. We expect little change on this in 2018, while innovative and less
leveraged sectors should grow strongly. Deleveraging efforts underway should help to reduce
risks in the longer term, although the complex nature of the financial system remains a
challenge. China’s economy will likely be a tale of old, slow growth, excessively leveraged
sectors versus the faster growing new services industries, which are boosting consumer
spending.

While China’s households are experiencing rapid credit growth, this is from a low base and is
unlikely to pose a risk for the next three to five years. In fact, China’s household spending may
increasingly benefit other emerging markets, not just via tourism but also as China rivals the US
as a services and consumer-led economy in the coming years.

Inflation pressures in China

We expect a significant increase in China’s Consumer Price Index (CPI) inflation, to 2.7 per cent
in 2018 from 1.6 per cent in 2017. Our forecast, among the highest in the market, where the
consensus view is 2.2 per cent, is based on several factors. The softness of the CPI in 2017
was mainly driven by food deflation, which is rare in China’s history. Recent data suggests that
food price increases have normalised. Also, there are early signs that higher producer prices
are being passed on to consumers.

Finally, the services sector has become a stubborn source of inflation, surpassing 3 per cent in
recent months. The need to contain inflation could mean that policymakers are more tolerant of
tighter financial conditions, including keeping the renminbi steady to slightly stronger on average
against a basket of major currencies in 2018.



In the Year of the Dog, with consensus predictions so focused on the strength of the global
economy, we stress the need to remain wary of risks, and not just the geopolitical ones. Major
central bank support for growth and the markets will likely fade fast, starting from the second
half of 2018. Asia’s export strength in 2017 will likely ease. As funding costs rise, it will probably
be harder for investors to ignore bad news.
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Note to Editors:
Standard Chartered in Brunei Darussalam

Standard Chartered Bank Brunei, a member of the Standard Chartered Group was established in Brunei
in April 1958. A leading international bank in Brunei, Standard Chartered leads the way through product
innovation, consistent and strong growth performance and sustainability initiatives. It provides a
comprehensive range of financial products and services including retail banking for individuals, small and
medium-sized enterprises, corporate and institutions through its network of 5 branches across Brunei.
Standard Chartered employs more than 300 employees in its Brunei operations.

For more information, please visit: www.sc.com/bn. Follow Standard Chartered Brunei at —
www.facebook.com/StandardCharteredBN.

Standard Chartered

We are a leading international banking group, with more than 80,000 employees and a 150-year history in
some of the world’'s most dynamic markets. We bank the people and companies driving investment, trade
and the creation of wealth across Asia, Africa and the Middle East. Our heritage and values are
expressed in our brand promise, Here for good.

Standard Chartered PLC is listed on the London and Hong Kong Stock Exchanges as well as the
Bombay and National Stock Exchanges in India.

For more information please visit www.sc.com. Explore our insights and comment on our blog,
BeyondBorders. Follow Standard Chartered on Twitter, LinkedIn and Facebook.
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