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Global Economy in Uncharted Territory:
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Preface

Almost two and a half years have passed since the outbreak of the COVID-19, but the path
toward a post-COVID-19 world remains unclear, with Russia's invasion of Ukraine, disruptions
in global supply chains, rising inflationary pressures, and uncertainty about the future of monetary
and fiscal policy normalization. Moreover, in addition to the long-term effects of the pandemic,
the global economy is in unexplored territory, with structural problems such as widening income
inequality, worsening climate change issues, and intensifying global political and economic
confrontation.

Against this backdrop, the Institute for International Monetary Affairs held its 30th
International Finance Symposium on March 3, 2022, titled "Global Economy in Uncharted
Territory: Challenges and Opportunities ahead," and invited prominent experts from around the
world to discuss various issues in economic policy. The symposium was held in an online format
this year as well.

This paper is a summary of the panelists' presentations and discussions at the symposium,
which is divided into two parts. The first half is a Japanese summary translated by [IMA, and the
second half is the full text in English, with the English version taking precedence over the
Japanese version in terms of content.

As global efforts continue to work toward pandemic containment while global inflation and
geopolitical risks persist, we hope this paper will assist those interested in the future course of the
global economy and finance.

September 2022
Institute for International Monetary Affairs
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Masato Kanada
Vice Minister of Finance for International Affairs,

\ Ministry of Finance, Japan
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Masato Kanda is Vice Minister of Finance for International Affairs, Japanese Ministry of Finance.
Since he joined the ministry in 1987, he has held many senior positions, including Deputy Director
General of the Budget Bureau (2017-2018), Deputy Vice Minister for Policy Planning and
Coordination (2019), and Director-General of the International Bureau (2020). He has previously held
senior roles at the World Bank and OECD. He serves as Chairman for the Corporate Governance
Committee, OECD (2016- ). He obtained his M.Phil in Economics from Oxford University in 1991
after his B.A. in Law and Politics from the University of Tokyo in 1987.
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John Lipsky

Senior Fellow, Foreign Policy Institute of Johns Hopkins University's
Paul H. Nitze School of Advanced International Studies

Former First Deputy Managing Director of the International Monetary
Fund
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John Lipsky is a Senior Fellow of the Foreign Policy Institute of Johns Hopkins University's Paul H.
Nitze School of Advanced International Studies (SAIS) in Washington, DC. Prior to joining SAIS in
2012, he had served as the International Monetary Fund's First Deputy Managing Director. He
currently serves as the Chair of the National Bureau of Economic Research (NBER), the Co-Chair of
the Aspen Institute's Program on the World Economy, as Vice Chair of the Center for Global
Development, and as Vice Chair of the Bretton Woods Committee.
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Lorenzo Bini Smaghi

Chairman of the Board of Directors of Societe Generale
Former Member of the Executive Board of the European Central Bank
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Lorenzo Bini Smaghi is currently Chairman of Societe Generale. He was previously member of the
Executive Board of the ECB. He started his career at Banca d'ltalia and moved thereafter to the
European Monetary Institute and the Italian Treasury as Director General for International Affairs. He

has an extended experience in several companies' boards. He graduated in Economics at the Université
Catholique de Louvain and obtained a PhD in Economics at the University of Chicago.
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Chantavarn Sucharitakul
Assistant Governor of the Bank of Thailand
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Chantavarn Sucharitakul is the Assistant Governor of the Communications and Corporate Relations
Group at the Bank of Thailand. She is a career central banker who has assumed several key managerial
roles with responsibilities ranging from monetary policy, banking supervision, financial sector
development to international cooperation. She was also appointed Alternate Executive Director of the
South East Asia VVoting Group at the IMF in Washington D.C. between 2006-2008. She holds a Master
Degree in Development Economics from Australian National University and attended the Advanced
Management Program (AMP 179) at Harvard Business School in 2010.
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Wu Qing

Member of Academic Committee of Macro Forum of China
Development Research Foundation

Former Senior Research Fellow at Development Research Center
(DRC) of the State Council
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Wu Qing is a member of Academic Committee of Macro Forum of China Development Research
Foundation (CDRF), former Senior Research Fellow at Development Research Center (DRC) of the
State Council. Mr. Wu has 20 years' experience on public policy research and decision-making
consultant at DRC. He was the chief economist at one of the China's big four AMCs, and served as
independent non-executive directors at two banks. He was an adjunct professor at the Dalian
University of Technology, and currently he begins his adjunct teaching career at the School of Business,
China University of Political Science and Law.
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Hiroshi Watanabe
President, Institute for International Monetary Affairs

p

1972 FEHURL R AR AL, RIFEREE (BUEE) ICAE, ERRBHIE —8RE, [F%
R, KEEBERERRE., KBEKEMEEREE4R T, ERERE. MBE R EEFE, 2007
FIRER, BRERFGER, BABSR G AR AR AL 2013-2016 FEEEH
DERATHEL, 2016 4 10 A X Y BTk,

Hiroshi Watanabe after graduating from the University of Tokyo joined the Ministry of Finance of
Japan (MOF) in 1972. Before retiring as Vice Minister of Finance for International Affairs in 2007, he
occupied various senior positions in the Taxation Bureau and others at the MOF. He later took high
positions in the Japan Policy Bank and the Japan Bank for International Cooperation (JBIC) before
his appointment as the President of JBIC in 2013. Since October 2016 he has been the President of the
Institute for International Monetary Affairs (IIMA)
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The Japanese Summary version is based on the transcript of the speeches and discussions

which were conducted in English. Regarding the contents, the English version takes
precedence over the Japanese version.
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Virtuous cycle of the economy

Structural reforms in investment,
employment, and wages
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The first point is our Growth Strategy. The public and private sectors will together play their roles
and collaborate in making bold investments for growth.
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Economic security

a Digital Garden City Nation
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1. Opening of Symposium
Hiroshi Watanabe, President, IMA

Good evening, good afternoon, and good morning, everyone.
Welcome to the 30th commemorative International Symposium
of our institute. I am Hiroshi Watanabe, President of IIMA, |and
I will be hosting this event.

Today we have a very good panelist gathering; thank you so
much. We would like to discuss many issues.

As you remember, in 2008, we had the Great Financial Crisis
(GFC), and we have some recovery, but in some sense, we are
still living in the aftermath of the GFC. Of course, it has been
already 14 years, and some recovery is very clear, but still, some
uncertainty remains. Starting from 2014 and 15, we have discussed how to exit and how to normalize
the situation. After the GFC, many governments and central banks took very ample fiscal policy and
monetary policy. They had a very good impact on the economic condition of each country. Then we
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are going to have the direction of normalization, or we are going to have a stable living in the coming
years.

But unfortunately, we have had COVID 19 starting at the end of 2019, and we are still working
and living with the COVID-19 virus. Also, in many countries, we have low inflation and low-interest
rates. Of course, most of the reasons are active policies taken by governments and central banks, but
I believe that there is a big change in the supply of savings from emerging economies and even from
developed economies. This is the basis of the current situation.

But finally, we have observed a keen sign of inflation in many countries, especially in the U.S. and
in some European countries. The FRB, the central bank of the U.S., has announced, “We are going to
be taking steps towards the normalization”. We are thinking about what kind of impact we are going
to have. Of course, such kind of change would have an impact on the market and also on the real
economy and financing environment for emerging economies. These are our main topics to discuss
today.

But unfortunately, last week, we had another incident, a full-scale invasion of Russia into Ukraine.
It will have another negative impact on the world economy and also on the world market.

We have very excellent panelists from every corner of the globe, so we are going to discuss and
deepen our understanding of the current situation and think about what we can do and how we can
respond to the current situation.

Today’s symposium consists of two parts. The first part will be a presentation from each panelist,
which will take about an hour, followed by the second part, the panel discussion. We’ll try to include
the questions from the audience presented beforehand during the panel discussion.

Now, let me introduce our distinguished panelists from around the globe in the order of
presentation. First is Dr. John Lipsky, Senior Fellow of the Foreign Policy Institute of Johns Hopkins
University’s Paul H. Nitze School of Advanced International Studies (SAIS) in Washington, DC.
Before joining SAIS in 2012, he served as the International Monetary Fund’s First Deputy Managing
Director.
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Next is Mr. Lorenzo Bini Smaghi, currently the Chairman of Société Générale. He was previously
amember of the Executive Board of the European Central Bank. He started his career at Banca d’Italia,
the central bank of Italy, and moved thereafter to the European Monetary Institute and to the Italian
Treasury as Director-General for International Affairs.

Next is Mr. Wu Qing, a member of the Academic Committee of Macro Forum of China
Development Research Foundation (CDRF) and former Senior Research Fellow at the Development
Research Center (DRC) of the State Council. Recently, he has started his adjunct teaching career at
the School of Business, China University of Political Science and Law.

Next, Mrs. Chantavarn Sucharitakul is the Assistant Governor for Communications and Corporate
Relations Group at the Bank of Thailand, the central bank. She is a career central banker and has
assumed several key management positions at the bank. In addition, between 2006 and 2008, she was
appointed to Alternate Executive Director of the Southeast Asia Voting Group at the IMF in
Washington D.C.

And last but not least, Mr. Masato Kanda is Vice Minister of Finance for International Affairs,
Japanese Ministry of Finance (MOF). Since joining the MOF in 1987, he has held many senior
positions at the ministry. He previously held senior roles at the World Bank, and currently, he serves
also as Chairman of the Corporate Governance Committee at the OECD.

Now we’d like to listen to each panelist’s presentation. First is Dr. John Lipsky, Senior Fellow of
the Foreign Policy Institute of Johns Hopkins University’s Paul H. Nitze School of Advanced
International Studies and former First Deputy Managing Director of the IMF. When he served at the
IMF, he led multinational consultations, I was a member of one of them, and he made a very good
contribution to mitigating the tensions between the ASEAN countries and the IMF, which were arising
in 1998. He had very good views on monetary and fiscal ideas of the world. Now, John, the floor is
yours.
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2. The Global Economy in Uncharted Waters
John Lipsky, Senior Fellow of the Foreign Policy Institute of Johns
Hopkins University’s Paul H. Nitze School of Advanced International
Studies (SAIS)

Thank you very much. I am very happy to be participating in
this excellent event with very distinguished and interesting
colleagues, and I want to thank Watanabe-san for his kind
invitation to join this event today. I also want to thank the very
capable staff of the institute who helped to organize this event.

In my brief introductory remarks, I have been asked to address
three important themes: First, the sources and outlook for U.S.
inflation; Next, the outlook for U.S. monetary policy and its
implications; and third, the longer-term U.S. economic outlook. <
Of course, each of these topics would warrant an entire John Lipsky,
symposium or even many symposia. As a result, [ will give very highly summarized conclusions, and
perhaps we will discuss these and other themes in a bit more detail later.

First is U.S. inflation. The current situation is really quite extraordinary: The Federal Reserve’s
favored measure for judging its 2% inflation target is the price index for Personal Consumption
Expenditures (known as PCE index). Currently, this index is 6.1% higher than a year ago. The core
PCE measure, excluding food and energy, is at 5.2%. Amazingly, the Federal Reserve’s Summary of
Economic Projections in December 2020 anticipated inflation for both the core and overall measures
during 2021 of only 1.8%. Even in June of last year, the Fed still was projecting PCE inflation of 3%
during the year and core inflation of only 2.1%. Surprisingly, most private forecasters’ views weren’t
significantly different.

It is puzzling that both the Federal Reserve and most other forecasters could have made what is an
almost unprecedented error in their inflation forecasts. Perhaps it was hard to accept that inflation
could rise so rapidly following years of below-target price increases and in the wake of the 2020
recession, even though the U.S. downturn was judged to have lasted only two months. In broad terms,
the 2021 U.S. inflation story is really rather straightforward: The COVID-related shutdowns in the
economy affected especially the service sector — travel, restaurants, theatres, etc. In other words, the
productive capacity of the U.S. economy was reduced. At the same time, unprecedented direct fiscal
support produced an actual increase in household incomes, despite a sharp initial downturn in overall
activity and employment.

As a result, households built up savings while they also were expanding their spending on items
such as autos and durable goods. Moreover, the ultra-low interest rates enforced by the Federal Reserve
encouraged strong demand for housing at a time when the stock of housing for sale was exceptionally
low. The conclusion, reduced supply coupled with strong demand and special demand focused on
certain sectors was a classic recipe for faster inflation.

Accelerating prices emerged first in sectors that were experiencing exceptionally strong demand,
such as autos, appliances, and housing. The Federal Reserve and others at first characterized the
accelerating inflation as “transitory” and reflecting “supply bottlenecks”. However, price increases
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have been spreading much more widely as time passes. By January of this year, the median year-on-
year increase in individual categories of price index was 5.5%.

Somewhat surprisingly, the Fed’s latest forecasts assume that PCE inflation this year will be only
2.6% or 2.7% for the core measure. Looking forward, however, there are good reasons to expect added
pressures in the coming months. Energy prices have risen and are rising rapidly, along with most
commodities. Measurement issues point to higher housing prices in the PCE index, even if house
prices level off at current levels. Demand for services will be increasing as the economy reopens,
although widespread labor shortages in these sectors point to potential difficulties in expanding supply.
Moreover, wage gains so far have lagged the rise in inflation, so, from the average worker’s point of
view, faster wage gains will seem only fair, as they would help to offset earlier losses in purchasing
power.

I don’t want to overstate the risk of accelerating U.S. inflation. However, it strikes me that the
Fed’s forecast remains very much on the optimistic side, and it is premature to look for a substantial
and sustained slowing in inflation until 2023.

Next, [ will remark very briefly on Fed policy. Chairman Powell testified yesterday in Congress,
and he virtually guaranteed that the Open Market Committee was going to raise the Federal Funds rate
by 25 basis points at their next meeting in two weeks. He emphasized the uncertainties of the current
circumstances, and he maintained that further rate increases would be “data dependent”, although
financial market prices appear to be consistent with an expectation of four 25 basis point moves during
this year and a more or less similar pace next year.

There are four reasons to suspect, however, that, in the event, Fed policy moves will be more
aggressive than what is expected currently. First, most analysis suggests that Fed policy is far too easy
at present, given the economic situation, especially given the rate of inflation and the tightness of the
U.S. labor market. Virtually all commonly referenced policy rules— like the famous “Taylor Rule” —
would point to an “optimal” Fed Funds rate — that is, the one consistent with a 2% inflation target —
of 4% to 5%, rather than the current zero rate. Second, and as I have discussed already, there are good
reasons to expect that actual inflation once again is going to be faster than is reflected in the Fed’s
forecast. Third, the Fed has offered no guidance regarding how they are going to deal with their record
holdings of fixed-income securities, mainly Treasury debt and mortgage-backed securities. Could they
decide to sell some of their current holdings prior to maturity? And if so, what effect would this have?
The Fed hasn’t yet told us what they think about this or what they are intending to do. Finally, in 2020
Chairman Powell announced that the Fed would be following a flexible average inflation targeting
format for setting policy. There is now a consensus view among financial market participants and
analysts that the Fed has been too slow to begin normalizing their monetary policy.

Moreover, their new policy format offers virtually no guidance with regard to the likely pace of
policy tightening. Thus, in order to enhance financial market participants’ understanding of the Fed’s
intentions, the Open Market Committee is going to have to provide much greater clarity about the
factors that will guide their decisions, both with regard to the Fed Funds rate but also regarding their
balance sheet management.

This analysis suggests that the Fed is going to continue to lag developments rather than undertaking
aggressive and preemptive moves, even if the Fed acts more decisively than is assumed currently.
Nonetheless, U.S. growth likely will slow this year and next, and inflation eventually will decelerate,
but not primarily because of Fed action, but rather reflecting simple cyclical factors. The Fed most
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likely will continue to be a follower of the fundamentals, not the principal driver of change.

Finally, with regard to the U.S. economy’s longer-term prospects, the principal challenge will be
to improve productivity growth over the medium term. However, there is little reason to expect any
substantial change from recent trends. Current macroeconomic imbalances — that encompass large
fiscal imbalances, high inflation, and rapid debt growth — likely will limit the scope for new fiscal
initiatives. Trade policies don’t appear to rank highly within the Biden Administration’s priorities, and
so far, there has been no reversal of the protectionist measures introduced by the Trump Administration.

At the same time, the current fraught international situation doesn’t point to significant near-term
moves on trade, and perhaps not on climate policy, either. Similarly, it seems as though strategic issues
will dominate foreign policy. For now, it is hard to see new policy initiatives involving broad
multilateral cooperation, even though it seems highly likely that the latest international market strains
point to widespread debt distress among low-income country borrowers that inevitably will require
international cooperation in order to resolve.

In sum, the outlook will remain challenging for some time to come. The principal goals of U.S.
policymakers should be to restore a sense of balance in their fiscal, monetary, and structural policies.
However, continued high inflation and high fiscal deficits are likely to pose ongoing problems, and
the unsettled international environment will add to the difficulties. All this points to rather limited new
policy initiatives. Well, enough for me. I am looking forward to hearing my fellow panelists’ remarks
and then to our subsequent discussion. Thank you for your attention.

Mr. Watanabe: Thank you, John. You gave us a very clear outlook of the U.S. economy and market
even though the inflation is still a big puzzle for us.

The next is Mr. Lorenzo Bini Smaghi, Chairman of the Board of Directors of Société Générale and
former member of the Executive Board of the European Central Bank. Lorenzo and myself had worked
on the team of G7 Deputies at a very difficult time. And I believe he is going to give us very good
views on the European economy and market. Now, Lorenzo, the floor is yours.
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3. European Outlook
Lorenzo Bini Smaghi, Chairman of the Board of Directors, Société
Générale

Thank you very much, thank you for organizing this
conference, which is quite exciting.

I have prepared some slides, but I'll try to follow from the
presentation of John. I’'m sorry if I skip a few of the slides but ask
to move to #4. This compares inflation in Europe with inflation in
the U.S. You’ve heard what John said about inflation and about
the Fed underestimating many of the reasons for inflation to move
up. In Europe, on the right-hand side, it is similar in the sense that
inflation was not foreseen to increase as rapidly but for different
reasons. You can see that on the left-hand side, inflation in the U.S.
is partly due to energy, food; you see the
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So, in the U.S., inflation is basically due to both supply-side shocks and demand-side shocks. In
the U.S., the policy answer is clear; interest rates have to go up because they remain an effective tool,
monetary policy remains an effective tool to tackle the demand side shock. In Europe, and I presume
it’s the case also in Japan, but I don’t want to talk about the Japanese economy now, it is more of a
dilemma because inflation goes up, but it is not due to demand but due to supply. And the question is,
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“Is monetary policy the best instrument to tackle supply-side shocks?”

Now we can have a long debate. If the economy recovers in 2021, 2022, and presumably in 2023,
the reasons for maintaining very low-interest rates and for conducting quantitative easing will
gradually disappear. But remember that, before the crisis, already in 2019, interest rates in Europe
were negative and the ECB had started again purchasing assets. It had already gone back to
quantitative easing and asset purchasing. So, going back to the pre-crisis level does not mean, like in
the U.S. case, going back to interest rates which are positive; it may mean going back to interest rates
which are zero or slightly above, but this will take time.

When it comes to the Ukrainian invasion, what do we observe? Probably higher import prices and
a negative shock on demand, because clearly, the war is very close to Europe. Consumer sentiment,
investor sentiment, is going to be heavily affected. Of course, the impact of sanctions is going to be
felt very closely. So, the dilemma for the European Central Bank is going to be even bigger than before.
I think the ECB would like to have the kind of certainties that the Fed has, at least to be clear that it is
unambiguously behind the curve and has to catch up, so the direction is only one.

For the ECB, the dilemma will remain, mainly due to imported inflation, while demand is probably
going to be more subdued. In these circumstances, it’s going to be difficult to tighten. I expect the
ECB to be very careful. Now the optimal policy mix in the current environments is to have a more
expansionary fiscal policy in Europe and maybe a slightly tighter monetary policy. How can you
achieve this combination between more expansion on the fiscal side and more tightening on the
monetary side?

Here you have another dilemma because, in Europe, we have a decentralized system of fiscal
policy, so the member states should expand the fiscal policy to support their economy in the face of
these negative demand shocks coming from the war. Are they going to do it? Yesterday, the European
Commission basically said to the member states, “Go ahead, be careful but go ahead”, if I can
summarize the main messages. The Growth and Stability Pact is likely to be suspended also for next
year. So, there is room to increase the budget deficits over the coming year, but not all countries have
the same room for maneuver.

As a result of the pandemic crisis, the debt to GDP ratio has increased in Italy to over 150%, in the
case of other countries above 100%, in France around 110%, so the debt level is much higher now.
Maybe in Japan these are not considered to be worrying levels, and it is true that part of the increase
in the debt has been absorbed by the central bank. Basically, the European System of Central Banks
has bought 25% of the whole debt of the member states. So if you net it out, the debt to GDP ratio is
not that different from the one prior to the pandemic crisis. The direction is to increase further, to be
more expansionary on the fiscal side. On top of this, Europe has decided to have a common budgetary
initiative to finance the Next Generation E.U. program, to increase investment, to prepare for green
transition, and so on so forth, as you all know. This is an additional fiscal impulse, but it will have an
impact on growth in 2024-25. The main objective is to increase the potential growth rate of the
economy, and it is not aimed at counteracting the negative impact of the crisis.

I am getting close to the end of my intervention. I was supposed to talk about the impact of
elections. Of course, everything has changed since last week. In Europe, many things have happened.
Their ultimate result is to strengthen governments that are in power. In Francewe have elections in
about a month, and the recent events in Ukraine are strengthening the chances of the incumbent for
the election. I will stop here, and we can come back during the panel if you want to address further
issues on Europe. Thank you very much.
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Mr. Watanabe: Grazie mille, Lorenzo. You made very clear the differences between the U.S. and
E.U. economies. So, we have to discuss how to harmonize these big economic areas and also what
kind of cooperation can be done among many other members.

The third speaker is Mr. Wu Qing, a member of the Academic Committee of Macro Forum of
China Development Research Foundation (CDRF), former Senior Research Fellow at the
Development Research Center (DRC) of the State Council. Mr. Wu once worked together with our
institute. He made a big contribution to our operation. Now, the floor is yours, Mr. Wu.
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4, China’s 2022
Wu Qing, Member of the Academic Committee of Macro Forum of
China Development Research Foundation (CDRF)

Thank you, Mr. Watanabe. It’s my great honor to join this
symposium. I learned a lot from previous speakers. Now I will
provide some information from China’s perspective for your
reference.

Most Chinese economists are expecting that the world
economy will get out of the COVID pandemic in the lunar year of
tiger, this year. In the past two years, humans have fought a hard
war against the virus. But finally, it seems that the pandemic is
ended by a variant of the virus itself, Omicron. Although there still
remains a probability that new harmful variants come through, the
high probability is herd immunity in the following months. All the pandemic restrictions will be lifted
away. Employment, trades, output, as well as

prices, as just now you are talking about, are
getting to higher levels. Pandemic: the world & China

Wu Qing

However, China is somewhat different. First
of all, China fights against the pandemic in its own
way, characterized by “zero-COVID policy”. This
strategy has successfully contained the pandemic
in the past two years but at high costs. One of the [
costs is cutting down the domestic demand. [E & L|
Airliners, businesses, hotels, restaurants, shopping T ed

centers, cinemas and theaters, and others got into
a tough time.

Profits of scaled service companies

Travels in low speed recovery

TN NBS: 2017-20214F ERIFE AR R FUHEKRE
80 200 2
M drE A L E4ENHC

60. 1

60 b 55.4 24
.
-
.
I II I nnnll-
#E IR - wind

50.0 <4 100
0
10 F 2.5 4 50 16
28.8 2
40
20| R 10.8 8.4 12.8 R
B 50 a I
-52.1 . ‘
a3 7as  tean 1ecz  1slas 1sas 1

" L " L
2017 2018 2019 2020 2021 LGS R B R I

And the tough time has lasted for two years. Some of the companies, unfortunately, could not
survive. Most of them are small-sized. Unemployment rate in official whitepapers is always stable,

but structural change is eminent. 200 million labors are put into a new category, “flexible employment”.
But it is unknown yet how these people make a living.
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Only a few cities, such as Shanghai, have
shifted its pandemic policy to a little bit less Doses enough to herd immune?
restrictive one, “dynamic zero policy”. It is
unveiled that China will lift all the restrictions on
the pandemic this year.

Actually, China has administered more than
3.1 billion vaccine doses to its 1.4 billion —
population, around 2.2 doses per capita. But
there are not enough confidence on herd

immunity. As a matter of fact, what is happening

in Hong Kong right now is sharply cutting down
the determination to reopen society.

Secondly, China’s economists are “cautiously optimistic”” on China’s economic performance this
year. China’s growth rate in the last two years was better than expected, and the inflation rate was very
low. The pleasant surprises came from foreign trade. But fortunes are not expected to last for long.
Last year, the fourth-quarter growth rate dropped to 4%. In China, 4% is relatively low.

Foreign trades, monthly, $100m GDP growth rate, quarterly YoY
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A few days later, from now on, Dr. and Premier Li Keqiang will announce a new national GDP
growth rate aim for this year. Probably he will target the growth rate aim at 5% plus.

Provincial leaders have already claimed
yearly growth rate aims, ranging from 5.5% to
9.0%. However, the IMF in January adjusted
China’s projection of economic growth rate
from 5.6% to 4.8%. There are a few additional,
prominent uncertainties in China this year. The
first uncertainty is related to the real estate
bubble. Municipal governments feel difficult to
hold on to local land prices. In most of China’s

top 70 cities, house prices went down for a z L 5o T
couple of months. The pace is not fast but is _
enough to make investors hold down their

investment. Developers’ sales income did not meet their annual goals. Dozens of small-sized
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developers sold out or even shut down their
businesses. Several large developers defaulted
on their debts. They have more debts to repay
this year on a yearly base. Only a few quarters

ago, the default risks of developers were black | .. VW
swans but are gray rhinos right now. 7 \/\\[\ /VV\ i

However, good news is on the way. First of | -

Housing sales on 15t & 2" tier

cities

all, more and more cities lift restrictions on | .
housing demand. For example, in the beginning P T
of this year, Chongqing adjusted its mortgage B
rate from <=70% to <=80%. Secondly,
provincial governments are giving their helping hands to illiquid developers. Such province as
Guangdong sent a team to Evergrande Group, the biggest developer in China. Thirdly, at least a few

of the main financial institutions are preparing funds to support developers. And last but not least, it is
expected that the People’s Bank of China, China’s central bank, will implement a more positive
monetary policy in 2022.

A group of minor uncertainties goes with IT companies. I regard it as a tail of a long story. But let
me cut the long story short. Regulation rules are either too strict or too loose, never at the idealistic
middle point. Now it is on the strict side. Regulators have so many good wills. All is reasonable.
However, each regulator is an elephant in a porcelain shop. He buys one souvenir at a time and
unintentionally destroys a lot. Anyway, there comes a piece of good news that a couple of active former
ministers recognized the fact. I believe there will be some changes this year, in the near future. If China
goes back to the market-oriented reform and improve rules of law, there will be undoubtedly a bright
future for China and for the rest of the world. Thank you, all.

Mr. Watanabe: JE& R, B,
Mr. Wu: 3,

Mr. Watanabe: Now, many countries are getting out of the abnormal situation, and now China refers
to the New-Normal. So, what kind of convergence we are going to have is another issue we are going
to discuss. Anyway, thank you very much.

The fourth speaker would be Mrs. Chantavarn Sucharitakul, Assistant Governor of the Bank of
Thailand. Chantavarn and myself had been working on the ASEAN+3 financial integration or
cooperation in the region. It has somewhat good outcome, so we are working in that direction. Now
we are going to hear the views not only for Thailand but rather wider ASEAN’s views. Now,
Chantavarn, the floor is yours.
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5. ASEAN: Economic Outlook and Challenges
Chantavarn Sucharitakul, Assistant Governor, Bank of Thailand

Thank you, Mr. Watanabe, it is a pleasure, and thank you very
much for the invitation this evening. For your audience, you may
find it rather odd to be hearing from two distinguished speakers on
inflation, but you would be hearing more from me on growth,
which is what is currently occupying this part of the world.

For the average of 2017-19, the world was growing at about
three-ish percent, but ASEAN was outperforming the global
growth, according to the IMF, so we were growing at five-ish
percent. Then came the COVID in 2020, where the whole world
collapsed, the pandemic hit the global economy, and we were not Chantavarn¥Sueharitakul

spared. Our growth was marked down to minus three-ish percent,

around the same as global growth. Looking at 2021, as the world recovered, ASEAN was still lagging
behind, growing by about half of the global growth. Of course, in 2022, we will see a rebound, but
that is uncertain. [ want the audience to see why in our areas, Singapore was the first to normalize the
monetary policy rate. It is probably the barometer of the region, but my personal view is that it is still
a long way if you look at the growth story.

&
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Now, if you turn to slide 5, you will see why the IMF has marked down their growth forecasts.
The largest downgrade the IMF made last fall was to ASEAN and some Asian economies (EMDE-
Asia) because of the low vaccination rate. The right-hand chart shows that the revision—the red bar—
has been the lowest for emerging Asia, which are mainly ASEAN members. We have been the laggards
in terms of vaccination rates.
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That said, we are gradually catching up. ASEAN member countries have started to achieve
vaccination rates of 70% of the total population. Members like Indonesia and Singapore were returning
to their pre-COVID GDP level in the last quarter of last year, while others were still recovering. In my
own country, Thailand, tourism accounts for 12% of our GDP and 20% of our employment. That is
the nature of small open economies like us. Southeast Asia economies are very much integrated into
the global economy, but they are also very dependent on the service sector, and the service sectors are
very contact intensive.

&
8 ¥ ‘Current vaccination rate is above 70% for 6 out of 10 ASEAN countrics
Share of people vacrinated against COVID-19, Feb 14, 2022 &=
Bttt it i [ e—
-

Of course, inflation is a threat to all of us, and it’s not that I play down the inflation rhetoric in any
way, but where would inflation come from for our region? Would it be coming from wage pressure
like in advanced countries? In our part of the world, we are not seeing strong wage negotiation or wage
indexation. Would inflation come from high asset prices like housing, for instance? In advanced
economies, social transfers to the citizens have been immense such that in some countries, citizens do
not need to make a down payment. Instead, they can use the savings that the government gave them
as social transfers to pay down mortgage.

That is not happening in Asia because the amount of fiscal stimulus was not 30% like in advanced
countries. In some of our regions, you will see 10, 15, at most 20% of GDP that comes to households,
and that is very rare. With only 10% in fiscal support, we are not going to see a massive rise in housing.
Plus, many of our Southeast Asian countries have high household debt as an initial condition. We are
not likely to see more people loading mortgage or housing debt onto already high household debts. So,
wage is not the source of inflation and housing is probably not as well. Would supply disruption be
the source of inflation because we are all part of the global supply chain? The global supply chain has
affected all of us, being part of the OEM (original equipment manufacturers) market, but being OEM,
we are not owners of the brand; we are manufacturers.

The issue of reassuring the debate that has been discussed in advanced countries may not be quite
relevant to us all because most of our suppliers or manufacturers are now adjusting themselves to
restocking or managing stockpiles or sometimes helping each other pool funds to pay for the freight,
which has increased the logistic costs. That is happening. Producers are not in a position to increase
prices and pass the costs to consumers because of the weak economic recovery. So, supply disruption
is not going to add much to the inflation story in our region.

My last point is probably energy, which I waited to hear from many other speakers on the outlook
of energy. I think if there is going to be inflation pass-through for us —small open economies in
ASEAN—it is going to come through the energy price. That is the supply side issue so there is not
much that monetary policy can do to address it. Let me stop here for the time being, and I look forward
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to the discussions with the other panelists. Thank you very much.

Mr. Watanabe: @aumauinnAsU. Thank you very much for your good presentation. We have
observed the differences among the ten countries in the ASEAN members. As same as the European
Union, some divergence in the member countries is going to have some problems or some burdens in
the coming years. This is a good point we have to discuss.

Finally, last but never the least, Mr. Masato Kanda, Vice Minister of Finance for International
Affairs, Japanese Ministry of Finance. He has been working very hard every day and also, he has very
wide experience in the Ministry of Finance and financial agencies. He also had worked very hard in
Washington, DC. I believe he is going to give us very good ideas on what Japan is going to think about.
But unfortunately, now he is involved in the discussion of the measures against Russia, so he has to
leave a little earlier before the end of the symposium. Anyway, we are very much looking forward to
hearing from you. Masato, please.
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6. Japan’s Economic Development and Policy Response
Masato Kanda, Vice Minister for International Affairs,
Ministry of Finance, Japan

Thank you very much, Watanabe-san. Good morning, good
afternoon, and good evening. Very nice to meet you all. I am
grateful to have such a wonderful opportunity to talk in front of
you. I really appreciate Mr. Watanabe’s thoughtful invitation and
kind introduction, and great preparation by IIMA’s secretariat. Mr.
Watanabe kindly suggested that I’ve got to leave earlier, but at the
moment, | may be able to stay until the end of this session. He was
exactly at my current post as Vice Minister of Finance, and
obviously, I am obliged to be here as long as possible today.

Masato ‘Kanda

This is an extremely difficult moment in addition to the COVID-19 pandemic. Since last week, we
have got to defend the human fundamental values and recover international order. I am completely
preoccupied by, and working all night, literally, regarding united sanctions with allies against Russia
and protecting the global economy. The destruction by war, sanction, and their implications to energy
market, inflation, and monetary policies as well as financial sector stability all affect tremendously
economic prospects, particularly if the energy sector in Europe would suffer deeply, so this
complicates my job today.

Following the organizer’s instruction, after touching upon the current development of Japan’s
economy, I would like to talk on three areas; 1. Prospects of prices and wages, 2. Review of fiscal
policy and the current fiscal situation, and 3. “Growth and distribution” and Prime Minister Kishida’s
so-called “new form of capitalism”.

Since the invasion, the situation has been worsening with multiple implications to the economy.
Among others, the sharp rise in geopolitical risks could increase inflationary pressure through higher
energy and food prices. There is also a risk that sanctions will affect not only the Russian economy
but also the global economy through trade and financial markets. Under the rapidly changing situation,
it is impossible to accurately assess these impacts and incorporate them in my presentation, but I will
try where possible.

On the current state of the Japanese | LIS

economy, GDP in the last quarter of 2021 was
boosted mainly due to a pickup in private
consumption as restrictions on economic
activity were lifted. The size of the economy is
expected to return to its pre-pandemic level by
the end of FY2021. Although we should not
discount the rise in downside risks rising from N

the spread of the Omicron Variant as well as the I I

growing uncertainties around RUSSIa AN | e eesoies o i g oo s s
' et S s o

Ukraine. - :
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Russia produces about 10 % of the world’s
oil and natural gas, and if economic sanctions
toward Russia or their countermeasures disrupt
the supply of these products, there will be a
significant rise in international energy prices.
In addition, about 30% of the world’s wheat
exports are from Russia and Ukraine. On the
supply side, there is a risk that the recovery of
semiconductor production will be sluggish due
to delays in the supply of necessary materials.
For instance, one-third of Japan’s imports of
palladium, which is used as a material for

Russian aggression poses price surge in commeodities

>
>

Russia is a major exporter of crude oil, natural gas, wheat, palladium

Increasing geopolitical risks in Russia/Ukraine have an effect on the global economy through

1)accelerating inflation and destruction of financial markets through global commadity prices,

2)impact on prices of daily products, 3)disruption of supply-chain for semiconductor and automobile
Crudo oi Matural gas

natarsl g2

semiconductors and automobile components, come from Russia. We need to closely monitor how

these rising energy and food prices, as well as
increasing risks in the global supply chain, will

undermine the momentum of economic
recovery.
Although the absolute level is low

compared to other countries, prices are on an
upward trend in Japan since last year. After
April, as the effect of the Spring 2021 reduction
in mobile phone charges by major carriers
dissipates, the CPI inflation rate is expected to
jump up.

Some argue that the BOJ may modify its
monetary policy based upon these inflation
developments and the rise in longer-term
interest rates, and in fact, the break-even
inflation rate, which reflects future inflation
expectations of market participants, has also
been rising. Indeed, we are seeing price
increases in the number of daily necessities and
foods when going to and
restaurants such as beef bowl shops. The news
that Japan’s best-selling snack, Umaibo, is to
go up in price, from 10 yen to 12 yen, for the
first time since its launch in 1979, has shocked
many Japanese people. Here in Japan, younger
generations have never experienced a rise in

supermarkets

prices, except in special cases such as a
consumption tax hike.

However, I don’t think that the current trend
of price increases in Japan will be sustained.
Given it is mainly caused by higher import
prices on the back of the global surge in energy
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prices and global supply chain disruptions, these effects will likely dissipate as economic activity is
normalized and supply chains are recovered. In addition, in Japan, the pass-through of raw material
cost increases is not as dominant because of the lengthy experience of deflation influencing inflation
expectations, although there is a need to closely monitor the prospect of further inflationary pressures
arising from the Russian invasion of Ukraine.

Relatedly, while the BOJ continues its strong monetary easing in contrast to the U.S. and Europe
planning to tighten their monetary policy, some market participants claim that the yen depreciation
trend will further accelerate upward cost pressures and have a negative impact on the economy. But
that is wrong. I would like to reiterate that the main reason for the current price increases is due to the
surge in global energy prices. In comparison, the impact of foreign exchange rates is quite limited at
the moment. Nevertheless, the recent rise in consumer prices may become a burden on households,
and the government is taking various measures to mitigate these impacts.

Over the medium- to longer-term, in order

Average wage shift (cross-country) (1891=100)
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accompanied by a rise in wages. In contrast to
other major countries where wages have risen

by around 50%, wage levels in Japan have
hardly risen over the past quarter-century. [E—

~==DFUl == FRA ~~GAR =~ PN == USA

Thanks to swift and bold policy support, the —
. Employment Situation
number of unemployed in Japan peaked at Unemployed person Employed person not at work

(millon prspie, 54) (Carmparisan wf the saime manth i 2007(GFE),201E(COVID-8), milion pecple)

around 3 million, nearly half the total seen in |
the Global Financial Crisis. This contributed to / ' Lf‘”\, a0 oy

—conr-19

the smooth resumption of economic activity by | « s/

keeping many people attached to their | s mw [ 2
employers, ready to support the sharp recovery | :» L0 J

in demand when the initial state of emergency | .
was lifted. However, it is important that these | , o

. . . L 47100147100 4710471014710 .QTID\47\0|147\U
pohcy support measures are 1mplemented in a 2007 ’lmqe ’L 2000 r 2010 | 2011 | 2008 | 2o | zo | oon

‘BLF}E‘JIZEEQ]E?}DL%EGQ,{EB b 9123 6 9123 6 9123 6 91} 3
023

timely, targeted and temporary manner. For 2ese| 20:0 | 2o | 2o | 2o

[5suree]) Ministry of Internal Affais and Communications

14710

2021 2022 023
Japan Earthquake, resuits are missing
= 2011

instance, endlessly continuing such

extraordinary measures will increase the number of “zombie firms,” preventing the healthy
restructuring within the market. It may also prevent the re-allocation of workers and capital to more
productive sectors when the shift or transformation to digital and green is very much needed and thus
limit the pace of overall growth.
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increased further due to the fiscal response to
the COVID-19 crisis and now exceeds 250% of | Eror e e e T A 5
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GDP. In addition, the tightening in global | v Jr—
financial conditions as major central banks

reduce their monetary policy accommodation
may put further pressure on Japan’s fiscal
soundness. Though, under the BOJ’s yield
curve control, the impact on Japanese interest
rates from the global tightening to date has been
relatively muted. That said, given overseas
investors’ holdings of JGBs have risen
significantly from 6.5% in 2010 to 13.4% in
2021, there is a stronger linkage between overseas markets and Japanese government bonds. This

could increase the transmission of tighter global financial conditions to our JGB market.

As we pave the way for the exit strategy from extraordinary policy measures, support the recovery,
and secure the necessary fiscal space to address future economic shocks, it is critical to continue to
provide well-calibrated policy support for the vulnerable people in our society.

In response to Japan’s current situation
summarized above, the Kishida Administration
is trying to achieve “growth and distribution
under the theme of a “new form of capitalism”. | | \ Fermale./ edarly / forsign workers )

Virtuous cycle of the economy

Structural reforms in investment,
’” [ employment, and wages

During the COVID-19 pandemic, digitalization = * S
of industry and daily life has rapidly advanced, e ;‘
and the situation for the service sector and S § )
people’s working environment has  ncraacing production U Recurrent raining / Work styl reform
dramatically changed. In addition, as de-

carbonization becomes a global trend and many

Annual wage negotiations / Raising
minimum wages

Halting the declining birthrate

countries aim for net-zero emissions by 2050, | e
various technological innovations have arisen,

and new markets are expanding. At this critical juncture, the Japanese government is promoting capital
investment in the digital and green sectors. Investment in these areas, where there is plenty of growth
potential, can strongly deliver productivity-led wage increases. Once the wage increases are sustained,
consumption should robustly expand and, in turn, attract more investment. To accelerate this trend,
the Japanese government is also trying to improve labor market mobility. Realizing this kind of

“virtuous cycle” is the basic concept of “growth and distribution”.
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Japan’s long-standing structural challenges
are also behind the launch of these policies. .
According to the OECD, Japan’s labor 0

productivity in 2020 was only 65% of that of ;
the United States, with this ratio largely 20
unchanged over the past 30 years. As the cause ®
of low labor productivity, some argue relatively )

low investment in human capital as well as the 0
fact that Japan has struggled to develop a highly 1090 w2020
proﬁtable industrial structure. :N&?:?ie)sn&gg&%uzrgorked, This indicator is measured in USD (PPPs with constant prices in 2010).

Moreover, given an increasingly complex
geopolitical situation facing Japan, the role of

[Policy Speech by PM Kishida, Dec 6]

the government is getting much broader than

before. For instance, semiconductor supply | e e oot csenerpathareles
chains, which we have previously seen as

primarily economic efficient gains, now have |

implications for national security. In addition, |
global cooperation on climate change policy is

more challenging these days, given multiple »

competing interests among countries. It is also

an important aspect of “new capitalism” t0 | b
ensure a clear definition of the national

interests in these fields.

In order to tackle these problems, we are deeply involved in policy discussions and have already
implemented some measures. For instance, we reformed the Foreign Exchange Act and strengthened
the capacity to monitor the inward foreign direct investment to better manage risks to economic and
national security. To effectively advance Japan’s interests and contribute to a positive agenda, we are
constantly working hard in the international fora, including through the G20. I will stop here. Thank
you very much indeed.

Mr. Watanabe: fifH S A, YA E 9 ZTXWEF, Masato gave us a very clear view of the
unique point of current Japan, and we are going to discuss much further on the issues. Thank you very
much for the five very excellent presentations.
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7. Panel Discussion

~{ U

Hiroshi'Watanabe \Wu' Qing " Lorenzo Bini Smaghi

rs
VY

Chantavarn Sucharitakul Masato'Kanda John:Lipsky

Mr. Watanabe: Now, we’d like to have a panel discussion among the panelists.

Many of you pointed out inflation. Of course, we have to discuss the normalization of the monetary
policy, and inflation is the key point to it. Lorenzo has presented a view on the difference on both sides
of the Atlantic Ocean, and John also made some presentations. There would be other views on that.
Especially last year or two years before, when the Pandemic had started, we believed consumption
would be declining, that meant demand was going to be small, but the reality was supply was very
much squeezed due to the absence of labor force. Such kind of new situation was also found, and also
the last week’s event pushed up the energy prices. I think there would be another change or another
development in the inflationary movement. If John and Lorenzo have any views, please tell us. John,
please.

Mr. Lipsky: First of all, once again, the Federal Reserve’s own forecast seems very optimistic after
the latest round of energy price increases, very optimistic about how quickly inflationary pressure is
going to recede. In fact, if you look at individual categories of goods and services, the increases in
prices have become much more generalized and much higher. And that’s likely to keep going not just
because energy prices continue to rise but also commodity prices that are going to affect food prices
and finally because of the characteristics of details of how housing prices are carried into the price
index. Those three categories, food, energy, and housing are going to be accelerating in the next few
months, not the other way around.

We’ve seen Chairman Powell of the Fed has since sometimes it abandoned using the word
“transitory”, and it is recognized this is a more generalized problem, but as I said, if anything, the Fed
is falling a little bit more behind the reality, with creating expectations of only moderate increases in
interest rates. So this is going to cause, I am pretty sure, a lot of uncertainties, as I guess [ was trying
to imply in my presentation. The Fed hasn’t really clarified either how it is going to analyze the
problem or how it is going to react or recognize the degree of difficulties, and hence it virtually seems
to me highly certain, completely certain, that the Fed is going to want to sustain their policy, that means
it’s going to be lagging behind the fundamentals. As a result, I think unless they are willing to change
policies, this is going to create investor uncertainty.
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However, let me take this to the international level, as I think I just heard from my colleague,
especially from Lorenzo, there is going to be, on the one hand, I think, growing pressure at the Fed to
act more aggressively at the same time there are much more uncertainties as Lorenzo made clear about
the likely stance of the European Central Bank and other central banks. So, this is going to be a volatile
environment in which you are going to start to expect that interest rate differentials are going to
continue to favor the U.S., and yet at the same, there’s going to be a sense that the Fed is remaining
behind the curve of what is required. This is not the nicest picture of policy that we would see.

Mr. Watanabe: Thank you, John. Lorenzo, do you have any comments?

Mr. Bini Smaghi: Yes, I find what John said interesting and really something puzzling in my view
because, if I understand him well, he mentioned that inflation is rising, but he expects a slowdown of
the economy in 2023, 2024 for a series of reasons. One is that the fiscal impulse is going to end, and
depending on the result of the election at the end of this year, it may be much more difficult to renew
such a fiscal expansion. Then the impact of higher prices is going to cut purchasing power, so we
expect a slowdown in 2023 and 2024.

Now we all learned from Milton Freedman that monetary policy has lags. A hike in the interest
rate today is not going to produce its full effects today. It will produce some immediate effects through
a higher exchange rate of the dollar but the large part will be felt 12, 18, or 24 months from now, when
the economy is expected to slow down. So, the paradox is that the Fed has to increase the interest rate
because it is behind the curve, as everybody says, but the impact might be, in the end, to slow down
the economy when the economy is already slowing down. I was wondering if this is a bit of a paradox,
but it may lead things to look worse in one year or one year and a half. It is a concern for the world
economy, given the role and the size of the U.S. economy globally.

Mr. Lipsky: Watanabe-san, if I could mention something. Yes, I agree. This is one of the worrisome
implications when the central bank lags behind and is viewed as being behind the curve. As I said,
they are going to be under the pressure to accelerate or tighten, which is exactly the risk that Lorenzo
mentioned. That’s a problem for 18 months or 24 months down the road, and concerns are going to
focus, near term, with the likelihood of inflation going to be accelerating; once again, I say, I pity
myself that the Fed’s own forecast appears to be far, far too sanguine relative to the fact.

Watanabe: Thank you, John.

I would like to ask Masato. Now that the two gentlemen spoke about the inflation. Now Japan is a
little bit likely behind such kind of situation, even though you mentioned about the price hike of the
Umaibo snack bar. But generally, we don’t have any inflation, and the central bank is going to continue
to have a low-interest rate policy. What would be your views?

Mr. Kanda: Thank you, Watanabe-san. In response to your question, three points briefly. You are
right; we are a bit outlier because other countries are struggling against inflation, and we are still trying
to boost our prices. We have modest inflation, and the current one is mainly due to surging energy
prices, but its effect is expected to be temporary. In addition, while inflation is expected to accelerate
temporarily by about 1% after April due to the special effect of cellphone charges, our outlook assumes
inflation in this fiscal year is 0.9%, and overcoming deflation is the biggest goal of macroeconomic
management in the current administration, but price increases based solely on cost-push inflation such
as the energy import are not desirable. It is important to increase wages sometimes going forward. |
hope Japan’s era of deflation will come to an end.
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But, you know, we need to monitor the price development carefully. The current spike in energy
prices is partly due to rather temporary factors such as surging demand and the geopolitical risks.
Although it is true, supply-chain disruption caused by COVID-19 has an impact on the surging
semiconductor prices, there’s no sign of loosening of supply-demand. For semiconductors’ trend
toward digitalization, the shift to EV vehicles will continue, so we need to pay attention to these
structural changes. Under the unique nature of Japan, you know, as I said, our inflation is mainly due
to surging energy prices, and inflation due to the labor shortage is not widespread in Japan, which is a
quite different situation from the U.S. and the U.K. Fortunately for inflation risk, but unfortunately for
recovery or growth prospect, still in Japan, we can’t observe the linkage of wage and inflation
dynamism at the moment.

Finally, quite briefly, on the implication to monetary policy. Although the effect of supply
restrictions continues to be seen, the world economy as a whole has recovered mainly in developed
countries. As in the case in Japan, the impact of COVID 19 is uneven, depending on the types of
industry and business. It would be needed to tighten the monetary policy in each country, monitoring
closely the uneven economy.

Actually, G20 defined the global economy as not synchronized. Regarding inflation, there is a
concern that wages, and prices will rise spirally due to rising inflation expectations. I think it would
be difficult for monetary policy to respond to inflationary pressures caused by supply constraints, but
the move toward monetary contraction would be effective in curbing people’s inflation expectations.
Generally, inflation expectation consists of two factors, the forward-looking and the adaptive
components. Based on some empirical papers the adaptive one seems to be much stronger in Japan.
In order to adopt proper measures on monetary policy, it would be an effective approach for central
banks to recognize how inflation expectations are formed in their own countries. Thank you very much.

Mr. Watanabe: Thank you, Masato.

Now I’d like to ask Chantavarn on these issues. You have described the situation in the ASEAN
countries. Of course, inflation is a very much important factor for them. There would be some reasons.
The first one is, as you pointed out, pandemic issues which had negative impact on the economy and
also on energy prices. Energy price is not only from the Russian issues, but also COP26’s conclusion
would have some big impact on the ASEAN economy basically depending on coal consumption. Also,
if the central bank’s operation is concerned, I think it would be affected by the U.S. change of monetary
policy. I think already the money flowed into the ASEAN countries are now going back to the United
States; if the further speedup of the pace of normalization would happen in the United States, such
kind of outflow of the fund in the ASEAN countries is going to be accelerated or not. That would be
my question to you.

Mrs. Chantavarn: Thank you, Watanabe-san. It’s something we’re watching very carefully.
Unsynchronized normalization and impact on capital flow will definitely hit emerging markets for a
while. But let me recap a little bit on how we see the situation this time around compared to 2013
episode. At that time, the Fed’s balance sheet was growing to $4 trillion and the funds coming to Asia
was about 30% of that amount. This time the Fed’s balance sheet is around $8 trillion or so, but only
5% of that is coming to emerging Asia. So where did all the funds go?

From my discussions with the market participants, it goes to the stock market in the U.S. — that’s
the funds, stocks, and many other assets we hear about every day. It goes to the housing as John was
talking about price pressure on housing. It also goes to the crypto market due to the euphoria about
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cryptocurrencies and digital assets. It’s totally different from the first episode of taper tantrum, with
all these three factors taking up all the massive injection, both fiscal and monetary, in advanced
countries, not much spilling over into this part of the world.

We are also surprised that, remember, some of the members had been called by market participants
as “Fragile 57, but this time we are not seeing that pressure, which is our saving grace because the
foreign participation ratio in the bond market has come down. In many of our neighboring countries,
foreign participation in the bond market used to be 30 or 40%, but now it’s down to just about 20 %
or so. That has really balanced the flow that could exit from our market.

In ASEAN, none of us has done QE, large-scale asset purchase, or any unconventional policy. If
some central banks were stepping into the market, it was because of market dislocation. In a certain
episode when the market froze during the early parts of the pandemic, yes, we did step in, but it wasn’t
large-scale asset purchases in a way that were done by the central banks in advanced countries. If
anything, its imported component, it’s in the area of energy part. Definitely we are all watching
carefully. But the question about the exit or capital outflow this time may make us sleep easier this
time. Let me stop here.

Mr. Watanabe: Thank you, Chantavarn.

I’d like to ask Wu Qing. In the case of China, the pandemic is somewhat squeezed and mitigated
due to the Zero Corona policy. But I think the energy price hike is going to have a big impact on the
Chinese economy in the coming days. How do you think about the situation?

Mr. Wu:  Yes, talking about the price level, in China, in the past two years, the price was very stable.
We had a very low inflation rate. Talking about the market, during the two years the demand was low.
We talk about two parts of demand, the export increased better than expected, but domestic demand
was cut down by the dynamic therapy of zero COVID strategy. So, the aggregate demand was
relatively low. But most of the productivity on the supply side in the first three months went down
almost to zero, but productivity recovered very quickly in the first half-year of the pandemic, so the
supply was enough to keep all the prices down in the past two years. I think in the following years,
especially when we talk about the year of 2023, or 2024, if all the constraints are lifted and if the
transportation and communication recover, the trend of transportation costs gets to a lower level. 1
think the inflation rate in other economies, such as the United States or others, will not keep a high
level.

Just now, Kanda-san talked about supply chain shocks. if the supply chains recover in the following
months, probably inflation rate will get to a relatively lower level in other countries. I will stop here.

Mr. Watanabe: Now I have received some questions from the audience. Some people asked about
the impact of the environmental issues, such as the COP 26 agreement. It is going to have a big impact
on every country. Now the European people have led the discussion, and now even China, Japan, and
the United States are following them as well. I think it could have some impact on the financing areas,
and how do you see such a kind of impact? If Masato, John, or Lorenzo has any views, let me know.
OK, Masato, please.

Mr. Kanda: Thank you very much, Watanabe-san. It is said efforts to realize the de-carbonization,
such as the reduction of the use of fossil fuels and divestment from them, have led to the reduction of
crude oil production, which has pushed up prices; the ambitious goal toward net-zero was shared
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globally at the COP 26, I see the inflationary impact of the costs of installing renewable energy can’t
be overlooked. Move toward to de-carbonization has increased the demand for mineral resources such
as copper and nickel, which affect prices as well. The medium to long-term impact of the pandemic is
highly unthought-of at this stage, but it seems to have changed the economic structure and the way the
people work along with the progress of digitalization. So, the response of households and firms to such
changes may have both upward and downward effects on prices. We’ve got to tailor our policies
according to these natures. Thank you.

Mr. Watanabe: Thank you, Masato. How about you, John, please.

Mr. Lipsky. OK. Thank you. This is an important topic, and I’ve been trying to think how the latest
developments are going to affect the willingness of the key governments to take real action as opposed
to make good statements at international meetings about their good intentions. It seems to me that
there’s increased public interest and investor interest in making progress on climate change, but
whether they are going to be real policy follow-through in the current environment, I have to say I am
a little bit skeptical. The rising energy prices we are experiencing now are not going to encourage new
policy measures that would have the effect of increasing cost of fossil fuels that’s already happening
or may happen. If we don’t avoid it, a downturn in 2023 or 2024, as Lorenzo was suggesting, could
moderate the demand and in addition to the price rises that could have some follow-on effects.

I’ll try to be more brief because I really want to come to the following remark, which is, the
political environment in the United States for real action or real policy action on climate, I think, is
rather uncertain. I suspect the combination of rising energy prices plus coming elections in November,
the Congressional elections, that potentially could create either a divided Congress or a Republican
Congress and a Democratic President, I suspect the climate issue is going to, once again sadly, in
policy terms, tend to be pushed down the road in terms of real action, and I think that’s a worry.

Mr. Watanabe: Thank you, John.

Lorenzo, I have one more question to you. During the discussions of the COP26, the Indian
government said they are going to have the target of zero-emission by 2070, not 2050. And in the
discussion, the Indian government claimed, “U.K. (hosting country), you have the only industry of
real estates and financing. You don’t have any emission of CO», but India is going to provide every
good and commodity to the world; we have to give the CO2 emission.” Such kinds of differences in
the industry would have a big discussion in the coming years. That would be one of the claims of many
developing countries have to the European countries. How do you respond to that?

Mr. Bini Smaghi: Well, this is a very important issue, and I feel the discussion is not taking place
on the basis of concrete scenarios and data. For instance, there is a lot of discussion in Europe about
the possibility that the increase in energy prices may be due to an excessively speedy transition. Of
course, the recent increase in energy prices has nothing to do with that. In fact, had we been ahead of
the curve in the environmental transition, we would not have to suffer so much from these price
increases. If I look at Italy and Germany, we are very dependent on gas imports from Russia. Had we
diversified and invested more in the past in renewable energy, we wouldn’t be in this situation. I think
this is a key challenge for everybody, including and, maybe especially, emerging markets, because if
the transition is delayed, the cost of transition will increase even more down the road, and damages
will be even bigger.

Most politicians think in very short term, and their immediate instinct is to react to the higher energy
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prices today by saying, “Well, let’s delay”, or “Let’s do things that can be solved, in the very short
term”. But by doing this, we risk compromising the transition and making it even more costly 3, 4, 5
years from now. It’s a very delicate moment, and that is why we need people who study, who think
independently and present to the people the real alternatives, which are not always easy, politically, to
bring about.

Mr. Watanabe: Thank you, Lorenzo. Masato, do you have any response?

Mr. Kanda: Sorry, my first response was rather limited to the economic and monetary situation. But
more broadly, actually, the climate is still or even more central agenda of our international coordination,
including G20 and G7. There are a number of fronts. One thing is the methodology of how to
implement our ambitions. The very important thing is how to compare objectively amongst the variety
of efforts, including explicit carbon pricing and deployment of, from price incentives to regulation,
R&D investment to more efficient industry, in addition to powerful climate-related financial disclosure.

Another thing is we are trying to boost financial transfer to the developing countries, including the
most recent IDA replenishment, and also, we are now creating RST (Resilience and Sustainability
Trust) in the IMF, using the SDR channeling. We will do our best, but the challenge is, as long as we
can’t capture the largest emitters, you know, China and India, to join the 2050 net-zero, our efforts will
definitely be in vain. How to involve them is the most difficult challenge shared by almost all countries,
and we really appreciate it if you have any good ideas. Thank you.

Mr. Watanabe: Thank you. But you have to show us.

I have a little bit different question for Wu Qing. Many people talk about the economic conditions
of China, and they refer to the housing. So now, many people outside China very much worry about
housing issues and housing development project issues. How do you evaluate the issues?

Mr. Wu: Yes, in China, actually, many of the discussion panels will talk about housing prices and
the housings industry in China. Actually, they focused on this area for many years in the past, but
nothing changed; not much changed in the situation in the last several years, so the problem remains,
if not getting bigger. I think, of course, we have a big problem with the housing bubble, and we could
have some policies to keep it not going as fast. One is to give them a better situation financially. In the
past several years, banks limited their finance to developers, so developers could not get funds directly
from the banks. Many of them had to borrow money from outside or internationally. Probably this
year, in 2022, the central bank and regulators, China Banking and Insurance Regulatory Commission,
will change some regulatory rules to give them better financial conditions. Also, it is expected this
year, the central bank will have a little bit positive monetary policy, that means interest rates will go
down a little bit, so the cost will get even lower. That is the good news for the developers in this
industry.

Mr. Watanabe: #{#ff. Thank you very much.

Now the time is running out; now I’d like to ask for your final remarks, three minutes each. If
possible, you could include the impact of shutting Russia out of the SWIFT operation. It would have
some impact, even though two big banks which are engaged in energy transactions are not appointed,
but they will have some impact. I would like to hear the views of everybody on that. In the reverse
order, so Masato would be the first, followed by Chantavarn, Wu Qing, and so on. So, Masato, three
minutes.
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Mr. Kanda: Firstly, on this SWIFT shut out, it is just the first batch. We selected, more precisely,
the E.U. selected seven banks, but this is just the first, and we will accelerate the effort; it is quite easy
to adjust and expand the coverage of the institutions as well as types. The important thing is we didn’t
include anything, so-called carve-out or general permission. We didn’t do that. As long as one
institution is included in the list, whole transactions of it will be excluded; this is quite powerful. We
will do it in a very much coordinated way not to allow any loophole from the united front of sanctions.

Just a few words to add. Probably the most important thing we did not say today is the impact on
developing countries. We need to insure that vulnerable low and lower-middle-income countries are
not left behind as we strive to build back to better from the pandemic and rediscover lost hard-gained
living standards, as resources go to such areas as suffered from reduced global mobility. We’ve got to
help them, and also, the so-called G20 presidency of Indonesia’s manifest is “Recover Together
Recover Stronger”. Indeed, we have got to help them to transform their economies to be more adaptive
to the new environment, and also for the debt issue, we have to solve the debt problem, particularly
after the expiration of DSSI (Debt Service Suspension Initiative) last year. We need definitely
implement a common framework for debt treatment in a timely, orderly, and coordinated manner to
bring together official and bilateral private creditors to effectively address the debt overhang challenge
for the most vulnerable countries. Thank you.

Mr. Watanabe: Thank you. Next Chantavarn, please.

Mrs. Chantavarn: Thank you, Watanabe-san. I think Mr. Kanda very nicely summarized G20
Indonesia’s presidency. In the case of Thailand, we are hosting the APEC this year. It’s one of the rare
occasions you have two ASEAN capitals welcoming the leaders of G20 and 21 members of APEC in
our region. In our case, the APEC theme this year is “Open. Connect. Balance.”. That is, hopefully
reconnecting trade after COVID kept us apart for a long while and hoping to remain on a balanced
path that has serviced the region well. As I was speaking earlier, all the macroeconomic and financial
policies we have pursued has pointed to the moderate, middle path policy that Asia has always
observed. The cause of the crisis we’ve been through in the 90s was excessive imbalances. That lesson
still resonates among Southeast Asian nations. The theme of reconnecting, the theme of balance, and
moderation will continue to feature high in our region.

Now the interesting part I didn’t talk about is trade liberalization and openness. We discussed a lot
on the monetary and fiscal policies, but the structural policy I think is needed, and we should not waste
the crisis to really reform on the supply side, and the rules and regulation and trade liberalization part
which I think will be a lot of benefit to the region. We missed the boat on CPTPP but we did finalize
RCEP (Regional Comprehensive Economic Partnership), which will benefit this region, and I hope
this region could continue to remain open and highly integrated into the global economy. Let me stop
here. Thank you very much.

Mr. Watanabe: Thank you, Chantavarn. Next, Wu Qing?

Mr. Wu: First of all, the Ukraine and Russian crisis has a very strong impact on China both in the
short run and in the long run. In the short run, oil prices will have a very strong impact on China’s
economy. China imports a large part of its oil from outside. In the long run, the impact, from my point
of view, might be even stronger than in the short run. The sanctions on Russia will easily hurt China.
Of course, a lot of changes in the following days and weeks we are watching.

And in 2022, China is going to have a Party Congress, that’s even more important for China. The
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Party wants to keep the society stable and at rest. The Party wants to have a better economic
performance this year; I think the decision is not to want to have any risks; they don’t want to do
anything risky. I guess if everything is OK, China will have another good year. Of course, every year
is a hot year in China, and the policymakers know it very well. I think all the impacts maybe have a
good result for China. Even the crisis between Russia and Ukraine may have a good result for China
if China goes back in the right way to accelerate the opening and reform. That’s good for China and
for the rest of the world.

Mr. Watanabe: Thank you. Next, Lorenzo, please.

Mr. Bini Smaghi: Thank you. I think personally that the big thing is not so much SWIFT, but it’s
what has been done to the Central Bank of Russia, preventing it basically from using its reserves. This
will have a long-lasting impact on how the world economy restructures itself; the world financial
system restructures itself; because, basically, it has introduced the concept of political risk not only in
the emerging markets but also in the U.S. It is risky politically to hold Dollars, to hold Euros, so it is
a concept which is totally new. Investors need to differentiate or distribute risk, which is now broader.
If countries react cooperatively, this will maybe lead to a better world. Accept those who violate laws?
If it is clear that if you violate international laws, then you are subject to sanctions. If this is not clear,
it will depend. Certainly, I think the Institute for International Monetary Affairs will have a lot to do
over the next few years because this crisis will lead to rethink the global financial system and the rest.
I think we need a good idea to make it better in the future.

Mr. Watanabe: Thank you, Lorenzo; the institute will make every effort to have some ideas. Finally,
John, please.

Mr. Lipsky: Thank you. Watanabe-san, and thanks to my fellow panelists, first of all, for very
intelligent comments, but also for optimism, and I hope their optimism is justified. I was very glad to
hear Kanda-san’s remarks about the effect on low-income countries because it seems to me that one
of the almost certain effects of this current crisis is going to push many low-income countries into debt
distress and need for debt restructuring.

It was, to me, extremely striking to see figures in the latest IMF Global Financial Stability Report
brief that the percentage of government revenues dedicated to debt service in the low-income countries
is four times as large as that in advanced economies. Whereas a decade ago, the ratio was similar, and
it’s not because the ratio has declined in advanced economies. The developing low-income countries
have become much more indebted and headed for restructuring. And this calls for cooperation. There
have been attempts for cooperation, most notably DSSI, as mentioned in G20 common framework. So
far G20 common framework seems to be progressing or be played, but progress is very slow, if at all.
As we all know, one of the big changes since the global financial crisis is that China has become the
biggest single lender to low-income countries. There’s going to need to be real cooperation if a new
debt crisis of low-income countries is to be avoided, and this latest crisis not only has implications, as
Lorenzo just talked and others, but it’s hard for me to see how G20 cooperation continues as before.
I’ll be very blunt. I can’t imagine a U.S. president in the current environment attending G20 Summit
with Mr. Putin. I wonder where the new impetus for restoring international cooperation is going to
come from. I have hoped previously that possibly the need to cooperate to help low-income countries
was going to provide an opportunity for renewed cooperation, but I think the recent developments
have made that very, very challenging. So we’re in for some difficult years, even if the underlining
economic performance of our economies is somewhat better in the next few years. This is going to be
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a very challenging environment. Thank you very much.
Mr. Watanabe: Thank you. John.

It is quite important to have good cooperation among the countries; especially we have to consider
also the inequality among the countries and within a country. That would be the issue we didn’t touch
upon today, but this would be a very basic issue we are going to have. Anyway, thank you very much,
the five panelists, for the good presentation and discussion.

I think for the last three or four decades, we have lived in the age of globalization; during this time,
I think four components, goods, money, information, and also people, were smoothly moving around
the world, and that could create a good environment for the economy. But due to the coronavirus,
goods and people are hardly moving swiftly and smoothly. And now, with the Russian event, we are
going to have another shutdown of information and money. Now we are in a very, very different
situation we are going to live in in the coming years. In that sense, as John said, “cooperation” and
Lorenzo referred to “harmonization”, which could be very much important. Especially third regional
members of EU and also ASEAN are going to have some very intensive discussion amongst the
members. That could be very, very important, but never be such kind of regional organizations would
not be exclusive to others, so global coordination and cooperation are very much necessary at this
moment.

Today’s theme is “Global Economy in Uncharted Territory.” Also, John made in his presentation
on the “Global Economy in Uncharted Waters.” Every year we have to face new challenges and
difficulties, so I believe five of you are going to have good navigation for us in such kinds of uncharted
waters or uncharted territories. Without them, we are going to just drift into the new areas; that is a
very much miserable situation. I think we could have very good wisdom and very much
comprehensive views presented today; I really appreciate your participation today, and I hope the
audience was very much satisfied to listen to the great views from all of you. Thank you very much.

Finally, thank you so much, everyone, for joining our 30" symposium today. I’m looking forward
to seeing you again in the near future, physically, I hope. Thank you and bye-bye, and good night,
good morning, and good afternoon.

54



YR ERIR O 22 B LTERINZDDOTH Y, [MorDfTH2EFET2DTIEH Y ¢
Ao TRIRICEAL CTiZ, T RCHZFHBEEGCIHBTIWET LS, HLSBBEVHRL L FET, Y&
BHIEHETE 2 L EbN 3 BERICE SV TEREINhTWE T, 2O EME2HRIET2b0TEHY £
Tho NRBFELRLICEHEHTLZIZERDVETOT, FOTTHETFEI WV, T/, YERIIEEDTH Y,
FEMERIC X VRSN TE YV TT, TR 2RI 258 FHAZHE L T ET v,

This report is intended only for information purposes and shall not be construed as solicitation to take any
action such as purchasing/selling/investing financial market products. In taking any action, each reader is
requested to act on the basis of his or her own judgment. This report is based on information believed to be
reliable, but we do not guarantee its accuracy. The contents of the report may be revised without advance
notice. Also, this report is a literary work protected by the copyright act. No part of this report may be
reproduced in any form without express statement of its source.

Copyright 2022 Institute for International Monetary Affairs (IIMA) (N 2&EAEEA  EEE SR

All rights reserved. Except for brief quotations embodied in articles and reviews, no part of this publication may be
reproduced in any form or by any means, including photocopy, without permission from the Institute for International
Monetary Affairs.

Address: Nippon Life Nihonbashi Bldg., 8F, 2-13-12 Nihonbashi, Chuo-ku, Tokyo 103-0027, Japan

Telephone: 81-3-3510-0882

T103-0027 HHEHHRXHAE=TH 13%& 125 HALEGHAG L 8 B

a6 1 03-3510-0882 (1)

e-mail: admin@iima.or.jp

URL: https://www.iima.or.jp

55



mailto:admin@iima.or.jp
https://www.iima.or.jp/

