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Introduction

Our forecasting process

Each quarter IMA Asia updates its long-term forecast for Asian economies. The process starts with the release of
the “Key Issues for Discussion” paper at conferences with clients across Asia. Several weeks after the conferences
we release the Asia Forecast Book for the quarter, which blends our clients’ insights with our own analysis as well as
the views of country directors, and other speakers at the conferences.

Excel workbook with data and charts

Clients can access an Asia Forecast Excel workbook containing the forecasts on our website. The 16 pages in the
workbook contain hundreds of lines of data from 1991 to 2015 as well as some 200 charts that companies can adapt
for their own use in internal documents and presentations. Adobe copies of the Asia Forecast Book are also
available in the Members’ Area of our website.

2008: ASIA STRATEGIC FORECAST UPDATE SCHEDULE
Our 2008 schedule will be built around half-day quarterly forecasting conferences in Hong Kong, Shanghai,
Singapore, Sydney and Melbourne. Our main quarterly forecasts will have general themes for the second session:
Q1 March — focus on demographics (with Global Demographics)
Q2 June — focus session on India (with Adit Jain of IMA India)
Q3 September — focus session on China (with Hugh Peyman of Research Works)
Q4 November — focus session on building Asian businesses in adverse times

If you would like more information on these events please contact: service@imaasia.com

Why forecast this way?

Publicly reviewing a draft of the forecast has four great benefits over simply publishing a finished forecast:

Corporate review  The forecasts are reviewed with several hundred companies operating in Asia.
Many of these companies have been running large operations in Asian markets
for decades and have an excellent feel for market opportunities and problems.
Debating the forecast with them improves our own understanding of the outlook.

Analyst debate We are fortunate to work with some of the best country analysts in Asia (the
country directors contributing to the Asia Pacific Executive Brief). The
forecast sessions provide an opportunity for face-to-face debate about the
outlook. In addition, outside analysts get to shape the forecast.

Peer group The forecast review sessions are a great opportunity for senior executives to
exchange listen to executives from other industries talk about market performance.
Integration into Our programs are structured to enable companies to participate in forecasting
planning across Asia. This makes our forecasts easier to integrate into in-house

planning as executives across Asia get to debate our forecasts.

Charts versus presentation slides

In the forecasting conferences we use a diverse array of overhead slides to highlight key trends driving change in
each country. The forecasting slides are worth looking at if you were unable to make the meeting; they are available
in Adobe format in the client area of our website. Clients can request PowerPoint copies from our offices.

© IMA Asia Pty Ltd www.imaasia.com 1



Q308 Asia Strategic Forecast

Global & US Charts

1. The IMF's World Economic Outlook, Oct. ‘08

Despite forecasting little US & EU growth in 2009 & 2010 the
latest WEO expects only a mild global downturn in 2009.
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3. WEO Oct. ‘08: A milder downturn for world trade

With sustained demand from developing countries world trade
growth may not plunge as sharply as in the 2001 tech wreck.
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5. US households deleverage to 2010

US consumers will trim spending growth, cut debt, and boost
savings over 3-4 years. This will limit car and house sales.
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7. US: Weak housing investment through 2010

Much of the fixed investment pullback for 2005-10 is in
housing. Corporate investment should lift in 2010-15.

US: Fixed Investment Trends
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2. WEO Oct. ‘08: Diverging global growth paths

The key to continued global growth in 2009 is the divergence in
growth for developing versus advanced economies.
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4. WEO Oct. '08: New drivers for global growth

China and other emerging markets will take over as drivers of
global growth through the end of this decade.
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6. US consumers less prominent

US consumers will drop from 71% of GDP back to 68-69%.
Good wage and employment growth is likely in 2011-15.

US: Personal Consumption Trends
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8. US: Current account deficit shrinks

Weaker growth in consumer demand and household
deleveraging will lead to a smaller current account deficit.

USA - Balance of Payments, % of GDP
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Global & US Outlook

The 2009 downturn: L-shaped (US/EU) or V-shaped (Asia)?

The central question for the Asia Forecast Book in Q3 2008 is whether Asia can get away with a V-shaped downturn
in 2009 instead of an L-shaped downturn, which appears to lie ahead for the US and the EU. We think there's a
good case for an Asian recovery by the end of 2009 based on the region’s improved risk profile and its role in global
rebalancing. Moreover, the 2009 downturn in Asia may not be as harsh as many currently expect. Asian exporters
will suffer a major loss in demand from the West next year but this will be cushioned by continued demand growth
within the region. From 2010 onwards, we expect a new wave of growth in Asia with a greater role for domestic
demand.

Asia’s outlook: resilience with lower risk

The key to Asia’s ability to outperform the big developed markets in the West lies in the region’s much improved risk
profile, which underpins the region’s resilience. In our 2007 forecasting conferences we suggested that Asia’s
growth in 2008 would be characterised by “resilience” in the face of a slump in US demand. This was certainly the
story of 1H’08, when the region battled soaring oil and food prices in addition to a slump in US demand. By mid-
year, while the oil price was still climbing, Asia had started to rebuild its trade surplus with surprisingly strong GDP
growth being reported in much of the region. By Q3’08 the gamble taken by many Asian central banks in running
negative real interest rates through 1H’'08 had also started to pay off as inflation ebbed without crushing local
demand (Australia, NZ and, to an extent, India were exceptions). Looking ahead Asia seems well positioned to
handle a prolonged slump in demand from the advanced economies. The balance sheets for households,
corporates, financial insitutions, and governments are in good shape. While this largely insulated the region from the
global financial turmoil of Q3’08 it also provides capacity for drawing down on savings to sustain demand next year.
With some exceptions (Vietnam, India — see the following regional summary) the basic risk indicators for the region
have steadily improved over the last five years just as those in advanced economies have deteriorated.

The IMF’'s World Economic Outlook, October 2008 — global rebalancing

The IMF expects global growth to drop from 5% in 2007 to 3.9% this year and 3% in 2009 before lifting to 4.2% in
2010. So far the outlook is not as bad as the Tech Wreck (2.2% in 2001 followed by 2.8% in 2002) or the downturn
at the start of the 1990s (1.5% in 1991 followed by two years at 2%pa). A key reason for this is the growing
divergence in performance of advanced and developing economies (see Global Charts 2). The advanced
economies will drop from 80% of the global market in 2000 to 69% this year and 62% in 2013 (Global Charts 4).
One quarter of the 18 percentage point gain for emerging markets occurs in China, whose share rises from 3.8% of
global GDP in 2000 to 6.8% in 2008 and 9.2% in 2013. Essentially the 2008 global financial crisis will accelerate the
rebalancing of global demand that started around 2000.

US outlook: deleveraging over 3-5 years

The IMF has slashed its 2009 US forecast from 0.8% to virtually no growth (0.1%) in 2009 before a mild lift to 2%
growth in 2010. Our earlier US forecast assumed that a steady deleveraging by US households would be cushioned
by US export growth and mild growth in sectors not dependent on credit. We now expect these countervailing forces
to be weaker and the contraction in credit-dependent sectors to be stronger. As a result, real growth in consumer
spending will likely slow to 0.2% in 2009 and 0.8% in 2010 from an average of 3.5% over 1997-2007. The hardest
hit sectors will be those dependent on credit. It may not be until 2012 that we see light vehicle sales and new private
house starts return to the levels of 2007. The one bright spot in the outlook is a faster fall in the US current account
deficit from a high of 6.5% in 2005 to 3.2% in 2010.

Moving from inflation to deflation

The IMF expects inflation in advanced economies to halve over the next two years (from 3.6% in 2008 to 1.8% in
2010) and to fall by one third in developing countries (from 9.4% to 6.2%). We think there is a major risk of
oversupply of manufactured goods (particularly shipped from China), which will lead to falling prices across a range
of goods.

Currencies —recovering from fear

Once fear abates and the shortage of US dollars eases, Asian currencies will partially recover from recent large falls,
particularly those affected by the Yen carry trade.

© IMA Asia Pty Ltd www.imaasia.com 3
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Regional - Charts

1. Demographics shape Asia’s future

Rapid ageing is now a key driver for Japan’s economy and will
start to reshape China’s growth while India remains younger.

Asia Forecast Book ¢ October 2008

2. Asia’s trade in 2009 — less damage than in 2001

Asia’s trade took a major hit during the 2001 tech wreck.
Stronger commodity exports will soften the 2009 downturn
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3. Manufacturing rationalisation in Asia - 1

The 2009 global downturn will accelerate rationalisation of

export manufacturing across Asia.

A/P: Manufacturing, Real Growth %
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4. Manufacturing rationalisation in Asia - 2

Based on manufacturing GDP the transition in Asia’s
manufacturing base is already well underway.

A/P: Share of World Manufacturing GDP, %
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An Overview of Asia’s Risk Outlook

With a sharp slowdown in global growth likely over the next 18 months it is important to prepare for instability in
markets that have higher risk profiles. The following table sets out our quick summary of the risk position in Asia’s
main markets. The ratings are moved by IMA Asia each quarter.

RED italic = higher risk rating than Q2 BLUE underscore = lower risk rating than Q2

POLITICS
Vietnam Medium
India Medium
Thailand High
Indonesia Medium
Philippines Medium
Japan Medium
South Korea Low
China Low
Malaysia Medium
Hong Kong Low
Taiwan Low
Australia Low
Singapore Low

ECONOMIC OPERATING
High High
Medium Medium
Medium Medium
Medium Medium
Medium Medium
Medium Low
Medium Low
Medium Medium
Low Low
Medium Low
Low Low
Low Low
Low Low
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Regional - Outlook

A minor rebound for A/P stocks and currencies as fear eases in Q4 ‘08

So far, Asia has survived the global financial turmoil without the need for a bank sector rescue package. Asia has,
however, been hit by a global flight from risk, which has undercut stock markets and currencies. The global liquidity
squeeze has also hurt smaller banks, as well as corporate and consumer lending despite liquidity injections and new
or enhanced deposit guarantee schemes by central banks. These developments, which damage the medium-term
funding outlook for businesses, have led us to trim our domestic demand and export forecasts for Asia in 2009.
Provided the rescue packages work in the US and Europe, Asian currencies and stocks are set for a mild recovery
during Q4 '08 as global risk aversion eases.

2009: a fall in export volumes partly offset by commodities & China demand

Asia’s main challenge lies in 2009. The bursting of the Y2K bubble in 2000 saw 2001 import volumes fall 3% in
North America and drop to 1.9% growth in Western Europe. A similar import contraction seems likely in 2009. In
2001, East Asia’s export volumes fell 2.2% while Southeast Asia’s fell 3.8% and similar falls must be expected in
2009, although commodity exports and China demand will cushion the export downturn this time. Domestic demand
will also slow across Asia but should remain a plus for growth. The IMF's GDP forecast puts growth for Developing
Asia at 8.4% next year from 10% last year, which is significantly stronger than the 5.8% bottom in 2001 or the post-
Asia Crisis low of 3.6% in 1997. The slowdown is severest in the most globally integrated countries, such as
Singapore and Hong Kong, where weak trade and a global finance sector contraction will cut growth to 2-3%.

Falling prices & rationalisation of production

Inflation will fall quickly across Asia over the next few quarters with the exception of India, Indonesia and Vietnam.
This will put margins under pressure for firms in these three markets. Demands for continued high wage increases
are a particular problem. An excess of production capacity in the region will force price falls for a range of
manufactured products. This will trigger region-wide rationalisation of manufacturing capacity in 2009.

Impact of currency realignments

Q3’08 saw a major currency realignment in Asia and this will influence the export manufacturing shakeout over the
next year. Falls on the US dollar of 25-30% for the Korean Won, the Indian Rupee and the Australian dollar will help
exporters and domestic businesses in these markets in 2009. By contrast, China’s Yuan has stayed level on the
greenback and we must expect Beijing to halt appreciation for one to two years to limit damage to their industry.
Japanese exporters will be hurt by the strong yen and may be forced into accelerated relocation offshore.

A tough year in property & construction

Construction has swung into a down cycle across Asia in the last 6-12 months. A lift in public work in 2009 is
unlikely to offset falls in housing, commercial and industrial building. This may present a bigger threat to Asian
banks in 2009 than the 2008 global financial crisis. But this should not be a prolonged downturn; a recovery should
emerge by 2010.

2010: a strong recovery

We expect a strong 2010 recovery. Asia has both the demand and financial resources for a quick return to strong
growth despite a weak recovery in the US and Europe. Essentially Asia will stop sending US$500bn a year in
savings to the US to support American consumer spending. That money will in future go into consumption and
investment in Asia.

Changes to Asia’s risk profile since Q2 2008

The 13 Asia/Pacific countries covered by the Asia Forecast Book have come through Q3’08 without major changes
to their risk profiles, which is quite an achievement. The countries that will require caution and extra risk mitigation in
2009 are Vietnam, India, Thailand, Indonesia, the Philippines and possibly Japan.

We've lifted China to “medium” risk on the economic indicator due to concerns about another bout of over-supply
and price deflation. It's not yet clear this will occur but the probability is rising and it needs watching. Hong Kong
has been nudged up to “medium” as it faces the combination of a slowdown in China trade plus a weak outlook in its
global financial business. China may well offset this risk with new policies to lift HK's economy as it did in the
aftermath of SARS in late 2003.
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