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KEY MACROECONOMIC 
DEVELOPMENTS

•  Global current account balances have narrowed 
 since the pre-2008 crisis period, but pockets of 
 imbalances remain
•  Japan will likely skirt recession this year, but longer-
 term reforms, while still positive, have struggled to 
 gain traction
•  Indonesia has been slowly powering along, and 
 the economy looks like a solid prospect going into the 
 medium term

This month, we consider the global picture for external 
balances. Such imbalances were a concern in the run-up 
to 2008, but they did not turn out to be the distortion that 
ultimately gave rise to global the crisis. While imbalances 
are narrower today, certain economies—Germany in 
particular—are carrying large balances that could be 
disruptive if unwound quickly. We also look at the short 
and long-run prospect for Japan, and while we remain 
sanguine for the short run, we are revising down some of 
our previous optimism over longer-run prospects. Finally, 
we also suggest that EM Indonesia’s recent performance 
have been reasonably solid, although not entirely 
overlooked.

THE END OF THE IMBALANCES ERA?

In the days prior to the global crisis of 2007/08, keen 
observers of the global economy were arguing whether 
the tide of imbalances—led by the bilateral deficit 
between China and the United States—would give 
rise to a crisis, involving a sharp dollar depreciation 
necessary to return deficits in the U.S. to a more 
manageable level. As it turned out, we did get a crisis, 
but not the kind predicted by international economists; if 
anything, despite being the epicenter of the crisis (with 
important contributions from the UK and a number of 
peripheral European economies), the crash led to an 

appreciation of the greenback, as panicked investors fled 
to the relative safety of dollars and U.S. Treasuries.

Although the crisis is now firmly in the rearview mirror, 
talk of a global slowdown—and possibly recession—is 
once again on everyone’s radar. It therefore behooves us 
to revisit the state of global current account imbalances 
to understand whether new risks may have emerged in 
the meantime (or whether this will prove to be yet another 
well-timed headfake). This is all the more so given the 
backdrop of global trade frictions, which must surely be 
due, in part, to actual or perceived imbalances in major 
trading relationships.

A quick glance at the global balances data makes it 
clear that, indeed, surpluses are now narrower than they 
were on the eve of the crisis. For 2018, the surplus for 
all surplus economies stands at around 1.5 percent of 
global output, compared to 2.2 percent in 2007 (Fig. A). 
Moreover, this global surplus is projected to narrow even 
further in the years ahead, to as low at 1.1 percent. So, by 
this (admittedly simplistic) metric, imbalances do not look 
to be an issue, at least at the global aggregate level.

“ Surpluses are now 
narrower than they 

were on the eve 
of the crisis, but 
surpluses within 

developed Europe 
have actually 

increased sharply. ”
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9 While providing some level of comfort, such a 
conclusion would be a little premature. It is not only 
the global balance—which, recall, must necessarily 
balance since we do not (yet) trade with Mars—but 
also whether sharp dislocations exist within the surplus 
countries or regions. In this regard, then, there is room 
for some concern. While the surpluses maintained by 
China have come down substantially—undoubtedly, 
a result entirely consistent with the government’s 
rebalancing plans toward more domestically-oriented 
sources of growth—surpluses within developed Europe 
have actually increased sharply, and look to remain 
so for the indefinite future. Perhaps more remarkably, 
this surplus has now even exceeded that of the Middle 
East and North Africa region, which has historically 
been a major surplus region (owing to its sale of natural 
resources, especially oil and gas).

Peering under the hood reveals that the major culprit is, 
perhaps unsurprisingly, Germany. The economy now 
admits to the world’s largest current account surplus—
measuring $294 billion, or a whopping 8 percent of its 
GDP—and this enormous number already represents 
a step down from the peak of 8.9 percent (reached in 
2015). Notably, this print even dwarfs that of Japan, 
which is the second-highest surplus worldwide at a 
distant $173 billion (4 percent of output), despite the 

This state of affairs is, of course, ultimately 
unsustainable, not least because the massive amount 
of exports from one part of the Euro Area will eventually 
need to be offset by its trading partners, most of which 
are located close to Germany and within the Eurozone. 
In a more complete economic and monetary union, this 
would not generally be a problem: other adjustment 
mechanisms, not least inter-regional fiscal transfers, 
would serve to offset part of the saving-investment
differentials that accompany large current account 
surpluses, providing the necessary short-term cushion 
before structural changes—such as the movement of 
capital and labor—eventually bring imbalances back 
toward more sustainable levels.

But despite the institutional mechanisms that guarantee 
the long-run adjustment (the reason why the “four 
freedoms” is so critical to the designers of the Euro 
Area), it is not clear that such short-term mechanisms 
are available, and being employed. After all, even as 
banking union has made substantial progress in the 
EMU since the sovereign debt crisis of 2012, there 
remains an impasse over how to move forward on 
fiscal union. This is unsurprising: with the diversity 
of cultures and languages—which implies relative 
immobility among the citizens of Europe, and hence a 

FIG. B: THE CURRENT ACCOUNT SURPLUS IN 
GERMANY IS SO LARGE THAT IT HAS TIPPED THE 
EURO AREA BALANCE ABOVE THAT OF JAPAN
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Source: Thirdrock calculations, from Oxford Economics/Datastream.
Notes: Seasonally-adjusted current account shares of GDP.
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FIG. A: GLOBAL IMBALANCES HAVE NARROWED 
SINCE THE 2008 CRISIS,AND ARE PROJECTED TO 
FALL EVEN FURTHER IN THE YEARS AHEAD
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latter’s relatively larger economic size. The imbalance is 
so distortive that it has even brought the overall surplus 
for the entire Eurozone to a ratio that surpasses that of 
Japan (Fig. B).
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strong national, as opposed to European, identity—it 
is difficult to envision the willingness of thrifty Dutch 
and Germans being willing to finance direct transfers 
to Italians and Spaniards, even if this is the direct 
implication of sustainable intra-Euro Area current 
account surpluses funded by low, common (or at least 
convergent) interest rates.

The natural solution to this essentially intra-European 
problem is, of course, to get surplus economies 
(especially Germany) to invest more in its domestic 
economy. This has, unfortunately, proven to be a 
more stubborn problem than it first appears, not least 
because a number of quarters within the country 
refuse to even acknowledge that imbalances are as 
much a German problem as they are a peripheral 
European one, thereby placing the onus of resolving 
the problem solely on the already economically-
struggling deficit economies to bear the brunt of 
adjustment costs.

Another major implication of this state of affairs is that 
national central banks have had to facilitate clearing 
of said imbalances, which shows up on the ECB’s 
TARGET2 settlements system. Here, Germany (or, 
more precisely, the Deutsche Bundesbank) is—far 
and away—the largest surplus account, carrying a 
EUR 885 trillion surplus; the next largest surplus is 
that of Luxembourg (a financial center!), at EUR 216 
trillion) (Fig. C). And of course, since these are intra-
Euro Area settlements, surpluses must all net out with 
other European economies. Unsurprisingly, the largest 
deficit countries reside on the Eurozone the periphery: 
Italy and Spain. This inability to square the circle of 
intra-zone external balances is simply yet another 
facet to the ongoing structural problems that the Euro 
Area, and why we remain pessimistic about longer-
term prospects for European assets.

The other major imbalance at the global level, of 
course, emanates from the United States, which has 
not seen much of a decline in its current account 
deficits after the crisis, and is expected to grow in the 
years ahead. In all fairness, the current account deficit 
has more than halved since the pre-crisis peaks, and 
as the provider of the global reserve currency, the U.S.
must necessarily maintain a deficit (this conundrum 
is known as the Triffin dilemma). Here, the concern 
is not so much about the current, but rather future, 
path of current account balances, which is decidedly 
toward a widening. This will not be helped by either 
the anticipated budget deficits that the Congressional 
Budget Office projects for the years to come, nor the 
chosen solution of the Trump administration—tariffs 
barriers—since the latter will only serve as a short-term 
palliative (at best) and a distraction (at worst) to fixing 
the economy’s chronic undersaving problem.

Indeed, any economist will assert that current account 
imbalances find their ultimate roots no so much in 
actual trade flows—although mechanically they must—
but in saving-investment differentials, on both the 
private and public sides of the ledger. Thus, a trajectory 
of budget deficits into the future would, all else equal, 
tend to increase the current account deficit. But
perhaps more importantly, it is the net of total private 
saving and investment flows that shape much of the 
dynamics we observe in current account movements. 
Any bilateral difference, then, is just a sideshow; think 
of it as whack-a-mole: so long as there is a shortfall of 

FIG. C: GERMANY'S SURPLUS DIRECTLY 
TRANSLATES INTO ITS MASSIVE CONTRIBUTION 
TO TARGET2 SURPLUSES

Source: Thirdrock calculation, from Euro Crisis Monitor database.
Notes: Northern Europe comprises AUT, BEL, FIN, LUX, NLD; 
Eastern Europe comprises EST, LTA, LVA, SLV, SVK, and 
Peripheral Europe comprises CYP, ESP, GRC, IRL, ITA, MLT, PRT.
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And the fact of the matter is, China’s overall current 
account balance has steadily eroded since the pre-crisis 
peaks; there is even cause to believe that, on the basis 
of current trends, China may even be flirting with entering 
a deficit in the near future. What used to be a massive 
surplus is now rapidly approaching balanced trade, even 
as other major EMs, such as Brazil and Russia, continue 
to see large positive current account trajectories owing 
to improved terms of trade as commodity prices recover 
(Fig. E). That said, this pattern is not inconsistent with 
a common pattern among industrialized, commodity-
importing economies, and is certainly consistent with 
China’s continued status as an emerging economy, since 
financial capital should be flowing “downhill” toward such 
higher-returns-to-capital economies (the phenomenon 
of developing economies such as China financing 
advanced-economy deficits was so anomalous it was 
known as a “paradox”.

Of course, since current account balances are simply 
the mirror side of financial flows, narrowing imbalances 
also mean a reduction in net financial flows. That may 
or may not matter for efficient capital allocation, but 
one hint that such a reduction would be a potential 
constraint to investment and hence growth prospects 
would be if gross flows were to also be hammered
as a result. This requires us to turn to high-frequency 
flows data, which offers a glimpse of the implications 
on that front. As an added bonus, we get an update on 
how EM capital flows have been performing this year.

domestic saving relative to the investment opportunities 
available, that gap almost always ends up being 
plugged by borrowing from abroad, which shows up 
as financial inflows (in the capital account) and trade 
deficits (in the current account).

Not that this basic accounting identity has stopped the 
Trump administration from focusing on bilateral deficits, 
and in particular that with respect to China (Fig. D). To 
be fair, deficits vis-à-vis China have far outstripped that 
of any other economy, even that of NAFTA/USMCA 
partners Canada and Mexico, which are the second 
and third-largest trading partners of the United States, 
respectively. But raw numbers aside, it is almost certain 
that tariffs (and other nontariff trade barriers) would 
only serve to divert trade from China—most likely, to 
low-cost destinations, such as Vietnam and Thailand—
instead of actually resolving the U.S.’s deficit woes. 
Perhaps this is the ultimate goal of the administration, 
after all; it certainly would make sense when viewed 
purely from the lens of international geopolitics.

Growth

FIG. E:  COMPARED TO OTHER EM GIANTS, THE 
TRAJECTORY OF CHINA'S CURRENT ACCOUNT 
IS NOW CLOSER TO THAT OF COMMODITY 
IMPORTERSFIG. D:  BILATERAL DEFICITS VIS-À-VIS CHINA 

HAVE INCREASED MUCH FASTER THAN WITH 
EVEN NAFTA/USMCA PARTNERS
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Source: Thirdrock calculations, from U.S. Census Bureau.
Notes: Bilateral trade deficit in goods defined as the NSA difference 
between exports and imports.
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FIG. F: THE NARROWING OF IMBALANCES HAS 
BEEN ACCOMPANIED BY SOME DIMINUTION IN 
GROSS FLOWS, BUT EFFECTS ARE LIMITED

While portfolio flows have certainly been more volatile 
since the collapse in 2015—as well as in the second 
half of 2018—the recovery in total flows in each 
instance has been pretty solid. In fact, investment—
led by purchases of EM debt—were comparable to 
amounts at the beginning of last year, when global 
growth prospects were still heady. And equity flows into 
China have likewise remained robust, in spite of the 
overall narrowing of the capital account. Undoubtedly, 
part of the surge in inflows in the first quarter of this 
year owes its provenance to the inclusion of China A in 
the MSCI index. It is unlikely that this reweighting alone, 
however, would lead to sustained inflows and hence 
materially alter the current account patterns for
China. On that front, China’s ongoing restructuring 
would have a far greater marginal impact.

From the perspective of the international investor, 
narrowing global imbalances are, in the main, a good 
thing. Not only would the absence of such imbalances 
mean greater global financial stability, reductions in 
excessive deficits or surpluses on the part of any one 
country is a strong signal that financial capital is being 
more efficiently intermediated on a global basis. While 
this means that the pursuit of high-return opportunities 
would require one to take the plunge earlier than 
before, this was, in a sense, always the case for 
chasing blockbuster investments.

Among the economies that still maintain significant 
imbalances—Germany, in particular—we would be 
cautious about excessive exposure, mainly as a guard 
against the risk of an unwieldly unwinding. This is even 
more the case given the fact that Italy—one of the main 
counterparties to Germany’s large surplus position—is 
itself nursing an ever-weakening imbalance position of 
its own (in this case, on the deficit side).

JAPAN: IT IS DARKEST BEFORE THE 
DAWN, EVEN IN THE LAND OF THE 
RISING SUN

On May 1st, the Crown Prince Naruhito will ascend the 
Chrysanthemum Throne, thereby ushering in a new Reiwa 
era. The dynastic moniker, which derives from a poem and 
(roughly) translates to “auspicious calm,” is not entirely 
misplaced. When we last looked at Japan, we focused more 
on the longer-run prospects for the economy. We stressed, 
then, that real economic growth, especially in per capita 
terms, were far better than conventional analyses that 
focus on changes in GDP tend to suggest. Unfortunately, 
in the shorter run, recent spots of weakness in economic 
activity—almost certainly due to spillover effects from a 
weaker Chinese economy—have brought to the fore the 
possibility that continued weakness could eventually give 
rise to an outright recessionary outcome, inaugurating the 
new dynasty with a less-than-auspicious beginning.

Of course, as a comparatively open economy which 
remains heavily reliant on the external sector for ballast. 
Consequently, it is unsurprising that one-quarter dips 
in economic activity are more frequent, but even so 
the Japanese economy has flirted with such dips more 
often in recent times (Fig. G). This is the case whether 
we consider purely domestic or the alternative notion of 
national income—especially important given Japan’s 
large international investment position, which means 
that repatriation of factor income from abroad could be 
substantial—which suggests that the recent weakness  
in economic activity likely lies within the Japanese  
economy itself.
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“ Among the economies 
that still maintain 
significant imbalances, 
we would be cautious 
about excessive 
exposures, mainly 
against the risk of an 
unwieldly unwinding. ”
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FIG. I: HOUSEHOLD INCOME GROWTH HAS 
GROWN MUCH MORE STRONGLY IN JAPAN 
RELATIVE TO ITS G4 PEERS

The natural place to look, then, is in the breakdown of 
the contributors to Japan’s output. Here, the bad news 
is that all components of activity appear to have slid 
over the past few quarters, albeit at different times (Fig. 
H). In 2018, consumption was weak in the first and third 
quarters, as was investment; but when those bounced 
back in other quarters, other components—like net 
exports—were pounded. Government spending played 
some role in stabilizing these fluctuations, but
as we are all aware, this comes at the cost of additional 
public debt accumulation (the government debt-to-
GDP ratio stands in excess of 250 percent, one of the 
highest in the world).

The outlook isn’t uniformly poor. Disposable income over 
the past two years or so has grown much more strongly in 
Japan as compared to its other G4 peers (Fig. I). Admittedly, 
this entailed a pickup from sharply negative growth rates at 
the end of 2014, but the improvement is important, not least 
because income dynamics are one of the four main metrics 
for gauging the current state of the business cycle. But other 
key metrics paint a gloomier picture. Retail sales has dipped 
since the beginning of the year, after averaging only one 
percent over the past half-decade (lower than virtually all its 
DM counterparts). Production has also trended down since 
2017, with no signs of a consolidation that could signal a 
turning point in the slowdown.

“ All in all, it is 
difficult to shake 
the feeling that if 
Abenomics ever 
had a heyday, 
that heyday may 
well be over. ”

FIG. H: THE RECENT WEAKNESS IN OUTPUT 
HAS BEEN DUE TO AN ACROSS-THE-BOARD 
REDUCTION IN ALL COMPONENTS OF GDP
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All in all, it is difficult to shake the feeling that if 
Abenomics ever had a heyday, that heyday may 
well be over. Whatever boost from further fiscal 
expenditures—even including the fully-anticipated 
Tokyo Olympics-related infrastructure spending—
seems to be offering only a very limited stimulus, and 
even sustained, bold monetary policy via the Bank 
of Japan’s QQE program has not moved the needle 
much (although it may have staved off an even more 
severe disinflation) Even structural reforms—the great 
hope for the second phase of Abenomics—seem to 
be fizzling out. Record immigration flows the past year 
only amounted to a net population increase of 165,000, 
a tiny drop in the total labor force of 66 million, and 
insufficient to even offset the demographic decline in 
the native population (of 430,000).

Furthermore, while we’ve previously been encouraged 
by the sharp upward increase in female labor force 
participation—from 48.2 percent in 2012 to 51.1 percent 
in 2017—the reality is that this only brings us back to 
rates prevailing at the end of the bubble years (of 50.7 
percent), and remains substantially below the miracle 
years of the 1960s. To the extent that Abenomics 
is able to bump this up to the low 50s, it would be a 
significant achievement. Yet even this will be lagging 
compared to its regional peers, such as China and 
Singapore (both around 60 percent), and even 
culturally-similar Korea (about 53 percent). In any case, 
the benefits of structural reforms ultimately accrue in 
the longer run, with marginal improvements such as 
increased labor force participation providing mainly a 
mild (positive) ballast in the short term.

This achingly slow progress is most evident when 
we look at the recovery of Japanese employment 
in the post-crisis period. With the important caveat 
that Japanese labor markets are generally more 
rigid—and therefore enables a generally lower 
rate of unemployment vis-à-vis other industrialized 
economies—the reduction in unemployment, when 
normalized against its G4 peers, has lagged behind 
(Fig. J). While the 2.5 percent unemployment rate is 
undeniably enviable for advanced economy standards, 
the far more languorous pace by which it got there 
suggests that efforts at labor market reform have yet 
to introduce the sort of flexibility that many have grown 
accustomed to in technologically-advanced economies.

All that has Japan watchers concerned about the 
likelihood of (shallow) recession this year. Goldman’s 
in-house recession probability model spiked up to 
37 percent back in February, and while that has 
moderated since, the signs suggest that the economy’s 
vulnerability to adverse shocks—whether policy-induced 
as the government moves forward with its repeatedly 
postponed consumption tax hike, or from negative 
spillovers emanating from a slump in external demand—
remain a real concern. On our part, we do not anticipate 
a Japanese recession—shallow or otherwise—this year, 
and one next year would be even less likely given the 
Olympics that year. Of course, never say never, and if 
one were to visit, it would most likely be from lost export 
opportunities to China, if that economy were to suddenly 
tank (also a very low-probability event in the short term, 
given the current trajectory of growth).

In our March Outlook, we speculated that the 
strengthening of core inflation in Japan bode well for 
its struggle to extricate itself from disinflationary forces. 
With the latest data, however, it is becoming clearer 
that economic weakness is threatening to derail even 
that nascent rise, repeating a story that we have heard 
many times before. Markets, for their part, are certainly 
pricing in the worst: inflation expectations have recently 
collapsed, and as of mid-April, are hovering between a 
tenth and two-tenths of one percent (Fig. K). It looks like 
the unfortunate reality in Asia’s second-largest economy 
is that it no longer possesses the vibrancy that it once 
commanded, even as recently as five years ago.

FIG. J: JAPAN'S RELATIVE REDUCTION IN 
UNEMPLOYMENT SINCE EARLY 2009 HAS BEEN AT 
A MORE GRADUAL PACE VERSUS OTHER DMS

Source: Thirdrock calculations, from Datastream.
Notes: Seasonally-adjusted monthly unemployment rate of labor 
force, normalized to 2009M4=5.
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This is primarily a concern about the short run, of 
course. In the longer run, the economy still has several 
key fundamentals in its favor, many of which we 
have previously highlighted: growth in real per capita 
GDP that has outpaced its DM peers, an excellent 
educational system (although gradually becoming 
less competitive at the university level), an enviable 
international investment position, and one of the 
highest rates of global patenting activity (a testimony 
to its continued innovation). The economy faces clear 
challenges in the shorter run, no doubt, but it is not 
unfair to assume that they have what it takes to bounce 
back.

In the meantime, we urge caution over Japanese 
assets, at least in the short run. The economy has 
already slowed, and is poised for continued under-trend 
performance. While many of the largest MNCs enjoy 
profitable operations from ventures beyond Japanese 
shores, difficult domestic conditions will always be a 
drag on the overall earnings profile.

Source: Thirdrock calculations, from Thomson Reuters Datastream.
Notes: Short (Medium)-term inflation expectations correspond to the 
2Y3Y and the 5Y5Y forward inflation swap rate, both smoothed using 
a 10-period moving average.
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FIG. K: INFLATION EXPECTATIONS IN JAPAN HAVE 
STRUGGLED TO BREAK FREE FROM A HALF 
PERCENT, AND ARE NOW HUGGING ZERO AGAIN
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Source: Thirdrock calculations, from Barro & Lee (2015, 2016), 
IIASA (2010), ILO (2014), UN (2013, 2017), World Bank (2019).
Notes: Output gap is calculated as the difference between actual 
and potential growth.
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FIG. L: SINCE THE GLOBAL CRISIS, INDONESIA'S 
GROWTH HAS RECOVERED SMARTLY, AND BEEN 
LESS VOLATILE THAN BEFORE
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INDONESIA: THE GARUDA MAY NOT 
SOAR, BUT IT SURE CAN FLY

Indonesia, the most populous economy in Southeast 
Asia, recently concluded general elections, which will 
aggregate the choices of the 190 million electorate 
over 200,000 candidates (these elections, incidentally, 
were only surpassed in scale by nearby India, which is 
also in the throes of its multi-phased election process). 
Although a winner will only be formally announced 
in mid-September—with exit polls and quick counts 
currently pointing to a return of the incumbent, Joko 
Widodo—the reality is, regardless of which candidate 
ultimately wins the election, the economy is unlikely to 
veer much of the course that it has established for itself 
over the past 15 years or so.

The course, on balance, has been a fairly solid one, 
albeit less impressive than the course that had been 
set between the assumption of ex-president (and 
ex-general) Suharto in 1968 and the Asian financial 
crisis in 1997. Still, after a very anemic recovery—
lasting almost a decade—Indonesia returned to a 
steady output growth rate of between 5 and 6 percent. 
Perhaps just as impressive, this latter period has been 
accompanied by comparatively lower volatility (Fig. L); 
Indonesia actually sailed through the 2008 global crisis 
relatively unscathed, with a brief export decline being 
the most pronounced impact.
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All this optimism naturally raises the question of 
whether the Indonesian economy may have, at long 
last, arrived. The unemployment rate has ground down 
steadily, and, over the past few years, has vacillated 
around the mid 5s—a stabilization that, more than 
anything, points to an economy chugging along at 
its full potential. Like much of the developing world, 
inflation has also gradually trended downward; if 
anything, the 2.6 percent average that unfolded over 
the past three months is reflective of just how benign 
the domestic and global price environment has been. 
Other short-term indicators of the business cycle—
such as retail sales or export performance—have 
remained remarkably resilient (although admittedly 
exports slowed over the past few months, a fact 
that we attribute to China, and expect to recover). 
While external conditions will always be a risk for a 
commodity export-dependent economy, so long as 
there isn’t a crisis in China or the United States, our 
sense is that the economy will simply continue to slowly 
grind upward, albeit in a decidedly unexciting fashion.

What about longer-run performance? Compared 
to many of its East Asian neighbors, the country’s 
demographic profile remains young, with significant 
room for further educational attainment. As long as 
domestic saving stays solid, and the new government 
retains international investor confidence, the impressive 
investment rate of the past decade—around 30 percent 
of GDP—should likewise hold up, allowing capital 
accumulation to serve as the main contributor to future 
growth (Fig. M). If there is an area of concern, it is the 
fact that total factor productivity has historically been 
anemic. Such a critique rings true, but we have always 
found it premature. Indonesia is still a middle-income 
country, and by that token has plenty of room to
grow by relying on old-fashioned factor accumulation. 
The Indonesian Google or Amazon can come later 
(although Go-Jek is currently giving its regional 
competitors such as Grab a run for their money).

In sum, Indonesia thus looks like a sound EM 
investment prospect, especially given the comparatively 
more volatile and fundamentally more challenged 
state of many Latin American or Eastern European 
economies. A number of economies in the former group 
have struggled with volatile growth amid high inflation, 
while many in the latter group are likely to experience
growth headwinds due to the acute slowdown in the 
Euro Area (which on the whole remains the region’s 
major trading partner). Indonesia looks safer and more 
promising in comparison.

The question, as always, is how much is already 
priced into the Indonesian equity market (the IDX). The 
price-equity ratio for the IDX currently rests close to its 
long-term average, and we regard the market as fairly 
valued. Which is to say that those punting on a quick 
short-term turnaround are likely to be disappointed. 
That said, given all that we’ve discussed about the
economy’s medium-term potential, it would be out of 
sorts for us not to suggest that patient investors take on 
exposure for the longer run. Given the fact that we have 
been relatively bullish about Asian EMs for a while now, 
such recommendation would be entirely consistent with 
our recent investment advice.

FIG. M: INDONESIA'S GROWTH POTENTIAL WILL 
ONLY BE FULFILLED IF IT IS ABLE TO SECURE THE 
INVESTMENT FINANCING REQUIRED

Source: Thirdrock calculations, from Barro & Lee (2015, 2016), IIASA 
(2010), ILO (2014),  UN (2013, 2017), World Bank (2019).
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INVESTMENT TAKEAWAYS

Markets continue to power along, and the relatively 
benign fundamentals, coupled with a number of 
notable earnings beats, have meant that the disconnect 
between U.S. equities and the rest of the world—
which narrowed in final quarter of last year—has 
begun to re-emerge. Although recession risks may be 
overplayed, our concern is that the gung-ho attitude in
markets may be giving rise to excessively complacent 
pricing. We have begun to purchase some protection, 
either in the form of puts or dollar-yen, as previously 
suggested, although we acknowledge that such 
protection hardly comes cheap. Elsewhere, we continue 
to encourage careful exposures of high-quality firms 
in EM space, along with picking up some modest 
real returns from buying TIPS or, for those with more 
fortitude, EM corporate debt.

The author Jamus Lim is Economist at Thirdrock 
Group. A former lead economist at Abu Dhabi 
Investment Authority and senior economist at the World 
Bank, Jamus is also currently an Associate Professor at 
ESSEC Business School in Singapore.

“ The gung-ho 
attitude in markets 
may be giving rise 

to excessively 
complacent pricing. ”
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GENERAL
The material is based upon information that Thirdrock considers 
reliable, but Thirdrock does not represent that it is accurate or complete, 
and it should not be relied upon as such.  Opinions expressed in this 
publication were produced by Thirdrock as of the date of writing and 
are subject to change without notice.  This publication is intended for 
information purposes only and does not constitute an offer or solicitation 
to any person in any jurisdiction.  Opinions and comments of the authors 
reflect their current views, but not necessarily of other Thirdrock entities 
or any other third party.  Other Thirdrock entities may have issued, and 
may in the future, issue other publications that are inconsistent with, 
and reach different conclusions from, the information presented in 
this publication.  Thirdrock assumes no obligation to ensure that such 
other publications are brought to the attention of any recipient of this 
publication.

This publication is for general circulation only. It does not form part of 
any offer or recommendation, or have any regard to the investment 
objectives, financial situation or needs of any specific person.  Before 
committing to an investment, please seek advice from a financial or 
other professional adviser regarding the suitability of the product for 
you and read the relevant product offer documents, including the risk 
disclosures.  If you do not wish to seek financial advice, please consider 
carefully whether the product is suitable for you.

INFORMATION / FORECASTS REFERRED TO
Although the information and data herein are obtained from sources 
believed to be reliable, no representation is made that the information 
is accurate or complete.  In particular, the information provided in 
this publication may not cover all material information on the financial 
instruments or issuers of such instruments.  Thirdrock does not accept 
liability for any loss arising from the use of this publication.  Important 
sources for the production of this publication are e.g. national and 
international media, information services (e.g. Reuters, Bloomberg 
Finance L.P.), publicly available databases, economic journals and 
newspapers (e.g. Financial Times, Wall Street Journal), publicly 
available company information, publications of rating agencies.  Ratings 
and appraisals contained in this publication are clearly marked as 
such.  All information and data used for this publication relate to past or 
present circumstances and may change at any time without prior notice.  
Statements contained in this publication regarding financial instruments 
or issuers of financial instruments relate to the time of the production of 
this publication.  Such statements are based on a multitude of factors 

which are subject to continuous change.  A statement contained in this 
publication may, thus, become inaccurate without this being published.  
Potential risk regarding statements and expectations expressed in this 
publication may result from issuer specific and general (e.g. political, 
economic, market, etc.) developments.

RISK
Past performance is not a reliable indicator of future results.  
Performance forecasts are not a reliable indicator of future performance.  
Particular risks in connection with specific investments featured in this 
publication are disclosed prominently hereinabove in the text of this 
publication.  Any investment should only be made after a thorough 
reading of the current prospectuses and/or other documentation/
information available. Past performance is not an indication of future 
performance.

MISCELLANEOUS
NEITHER THIS PUBLICATION NOR ANY COPY THEREOF MAY BE 
SENT, TAKEN INTO OR DISTRIBUTED IN THE UNITED STATES OR 
TO ANY US PERSON.

This publication may contain information obtained from third parties, 
including ratings from rating agencies such as Standard & Poor’s, 
Moody’s, Fitch and other similar rating agencies.  Reproduction and 
distribution of third-party content in any form is prohibited except with 
the explicit references made to the related third party. Third-party 
content providers do not guarantee the accuracy, completeness, 
timeliness or availability of any information, including ratings, and are 
not responsible for any errors or omissions (negligent or otherwise), 
regardless of the cause, or for the results obtained from the use 
of such content.  Third-party content providers give no express or 
implied warranties, including, but not limited to, any warranties of 
merchantability or fitness for a particular purpose or use.  Third-party 
content providers shall not be liable for any direct, indirect, incidental, 
exemplary, compensatory, punitive, special or consequential 
damages, costs, expenses, legal fees or losses (including lost income 
or profits and opportunity costs) in connection with any use of their 
content, including ratings.  Credit ratings are statements of opinions 
and are not statements of fact or recommendations to purchase, hold 
or sell securities.  They do not address the market value of securities 
or the suitability of securities for investment purposes and should not 
be relied on as investment advice.

Headquartered in Singapore, Thirdrock is a private limited company registered in Singapore. 
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