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KEY MACROECONOMIC 
DEVELOPMENTS

•  Commodities continue to exhibit variability, but 
 on balance, signals favour an improvement in 
 global fundamentals
•  ASEAN central banks have navigated a Fed rate 
	 reversal	admirably,	lending	confidence	to	our	
 exposures in EM Asia
•		 Vietnam	will	neither	be	a	major	beneficiary	or	
 casualty from the trade war, and its fundamentals 
 continue to improve

This month, we look at commodities, but instead of 
the usual focus on energy and its impact on broader 
economic activity, we attempt a broader picture that 
examines unique contributions from different commodity 
types. We then look at how ASEAN economies—in 
particular their central banks—have adapted to recent 
global monetary developments. Finally, we close with 
a	look	at	Vietnam,	specifically	asking	the	question	of	
whether the economy has been a net gainer or loser in 
the Sino-American trade war.

GLOBAL: A MIXED GLOBAL 
COMMODITIES PICTURE, BUT 
WEIGHTED TO THE UPSIDE

Until or unless they begin gyrating wildly, commodities 
seldom	garner	the	sort	of	attention	in	financial	markets	
that sexier asset classes such as equities and the less-
sexy-but-still-attractive	fixed	income.	Part	of	the	reason	
behind this, of course, is that there isn’t really just “one” 
commodity market, but many; and while the overall 
trend	for	commodities	tend	to	move	together—reflecting	
their status as raw materials into the production 
process—the price behaviour of any given commodity 
can vary wildly. This isn’t a bug, however, but a feature: 
by relying on these distinct movements, we can peer 
into what different commodities are signalling about the 
overall macro picture.

A major reason why commodities react differentially 
has to do with the relative importance of the commodity 
in the production process, or the tendency of the 
commodity	to	reflect	specific	demand	considerations.	
For	example,	while	fluctuations	in	the	prices	of	
industrial metals tend to capture, on average, their 
intensity of use in manufacturing—especially copper 
(an important bellwether that we had underscored in 
previous versions of this Outlook)—but gold can also 
embed sentiment with regard to wayward monetary 
policy (usually moving in the opposite direction of 
perceived monetary indiscipline), over and above its 
(more limited) use in production and consumption (both 
of which tend to be more stable). In contrast, energy 
prices	often	reflect	the	overall	vigour	of	economic	
activity—especially when supply shortfalls run short 
of vibrant demand—but speculative elements have, 
historically, reacted to geopolitical developments.

These idiosyncratic divergences aside, it is 
nevertheless useful to have a birds-eye view of the 
overall direction of all commodities. Which, since 2016, 

“ Since 2016, 
commodity prices 
have essentially 
gone nowhere. ”
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has essentially gone nowhere. The cross-commodity 
aggregate CRB index—which, to be clear, is dominated 
by petroleum products (accounting for a third of the 
share and usually explains much of its changes)—
has traded sideways at the index level of around the 
low 400s. While this aggregate picture undoubtedly 
masks individual variations from distinct commodities, 
we believe that it is fair to characterise the overall 
commodities market as having been largely subdued 
over the past 3 years.

This is, on balance, a positive development: it means 
that demand-supply imbalances in commodity markets 
have not been permitted to get too far out of whack, 
and hence is consistent with the overall level of implied 
economic activity. Sharp drawdowns in inventory can 
cause prices to spike, and thereby wreak havoc to 
production plans; in contrast, price collapses could 
potentially lead to hoarding activity, disrupt previously-
negotiated contractual relationships, and—if allowed to 
spill over into other related sectors of the economy—
set off a negative feedback loop that could lead to 
unexpected contractions in aggregate demand.

Looking at the different commodity classes separately 
reveals that the drop in the aggregate index is 
attributable to declines from agricultural products and 
energy resources; the prices of industrial metals have, if 
anything, trended slightly upward since 2016 (although 
the	index	has	been	mostly	flat	this	year,	and	has	
demonstrated the least volatility) (Fig. B). Since metals 
prices are most closely tied to manufacturing activity, 
the arrest of further upward pressure in metals inputs 
this year has probably been an important contributor 
to the nascent turnaround in global manufacturing, 
especially in terms of the electronics cycle (which in all 
fairness was due to turn soon anyhow, at least on the 
basis of historical patterns, given the average peak-to-
peak duration of around 3 years or so).

“ The drop in the 
aggregate index 
is attributable 
to declines from 
agriculture and 
energy; metals 
have trended 
slightly upward. ”

Source: Thirdrock calculations, from Thomson Reuters Eikon.
Notes: Oil prices are simple average of Brent and WTI prices per 
barrel. CRB index is normalised to 100 in 1967.

FIG. A: AFTER A STEADY DECLINE FROM 
POSTCRISIS HIGHS, COMMODITIES HAVE MOSTLY 
TRADED SIDEWAYS THE PAST FEW YEARS
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FIG. B: COMMODITY PRICES HAVE FALLEN IN 
TERMS OF FOOD AND ENERGY, BUT METALS 
HAVE ACTUALLY STRENGTHENED SLIGHTLY
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No metal among metals is regarded as a better 
barometer of secondary economic activity than 
copper. An essential component of electrical 
equipment such as motors and wiring, it features 
across a range of industrial uses, from building 
construction for physical capital, to power generation 
and transmission essential as inputs to production, to 
capital equipment for manufacturing. Unsurprisingly, 
growth in its usage underscores the tight relationship 
it	shares	with	global	industrial	production	(IP)	(Fig.	C).	
To the extent that movements in copper tend to slightly 
lead	IP,	the	recent	bottoming	and	slight	upturn	in	the	
index bodes well for the beleaguered manufacturing 
sector in the months ahead.

Another hint of how global activity could evolve is 
proffered by energy prices, and in particular the 
decomposition between the supply and demand drivers 
of the oil price. First, it should be kept in mind that, 
since 2016, demand-side factors have accounted for a 
quarter of the recent evolution of the global Brent crude 
price, as opposed to a good half for supply-side forces 
(setting	aside	the	fact	that	almost	a	fifth	of	the	price	
dynamic cannot be adequately explained by either, and 
hence shows up as a residual) (Fig. D). So a steady 
supply stream—likely from shale and other tight oil 
sources,	but	offset	in	part	by	OPEC-related	restrictions	
to output—has been a more dominant explanation for 
the ups and downs of the global oil price.

However, demand side factors have, since the start 
of 2019, grown in importance, and this should not 
be discounted. Crucially, this tug from a slow rise in 
demand has occurred in a setting where supply has 
also, in the main, been responsible for a pull in the 
opposite direction. So while oil prices have not budged 
much over the course of the year, we should not let that 
fool us into thinking that this is indicative of generalised 
IP	weakness.	Rather,	oil	prices	have	not	moved	in	spite	
of improvements in demand, mainly because supply 
has responded in tandem.

Beyond the fact that expanding demand hints at a 
bottoming of the global manufacturing recession, there 
are	other	benefits	that	moderate	and	stable	energy	
prices would provide to oil-importing economies. 
Principally,	the	fact	that	oil	shocks	have	not	featured	
over the course of 2019 has enabled a fragile recovery, 
already buffeted by policy-induced shocks on the 
trade	front,	to	take	firmer	hold.	So	long	as	oil	prices	
continue their current trend—and there is little reason 
to believe that they will not, given how even overarching 
geopolitical tensions, courtesy of Iran and Saudi 
Arabia, have done little to throw off the $50–70 per 
barrel trading range—energy prices will not be the 
traditional wrench that it has often proven to be in the 
past in terms of gumming up the growth engine.

The	flip	side	of	such	low-ish	energy	prices	is	that	oil	
exporters	will	certainly	be	hit,	especially	if	their	fiscal	
breakevens—the price per barrel necessary to keep 
the	fiscal	deficit	in	balance—are	significantly	higher	

Source: Thirdrock calculations, from Datastream.
Notes: YoY and MA(4) of QoQ growth of world industrial production 
and copper prices, respectively. 
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FIG. C: COPPER HAS BEEN A SIGNAL OF 
INDUSTRIAL ACTIVITY, BUT ITS VALUE HAS 
RECEDED AS SERVICES HAVE BECOME MORE 
IMPORTANT
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Notes:	Residual	reflects	price	movements	otherwise	unexplained	by	
supply or demand factors. The sum of changes in supply, demand, and 
the residual is the Brent crude price.

FIG. D: SINCE 2016, OIL PRICES HAVE BEEN 
DETERMINED FAR MORE BY SUPPLY THAN DEMAND, 
CONSISTENT WITH THE SHALE REVOLUTION
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than the current price of $65. Historically, the oil-
dependent GCC economies (such as Saudi Arabia and 
the UAE) have proven to be fairly adept at slashing 
public expenditures in the face of a downturn, but the 
open question is how they will manage if this era of 
$60-per-barrel oil is an extended one. If we had to 
pin down a worry, it would be for economies such as 
Algeria and Libya (and to a lesser extent Iran), which 
have not only much higher breakeven prices but also 
less room (in terms of sovereign stabilization or saving 
funds) with which to cushion the low-oil-price impact.

Finally,	it	is	worth	briefly	considering	the	recent	
evolution of food prices. Back in 2011, high agricultural 
prices had sent aid agencies (and not a few agricultural 
futures speculators) into a tizzy. At the time, the 
concern was over how high food prices would translate 
into	higher	inflation	in	(especially)	food-importing	
developing nations, and exacerbate poverty and, 
potentially, lead to social unrest (indeed, some have 
fingered	high	food	prices	as	directly	responsible	for	the	
Arab Spring). With food prices now mostly in check, 
the same concerns are no longer as pressing, although 
certain classes of agricultural products have risen of 
late.

For China, the hit has been especially acute in the 
price of pork—the meat being a principal component of 
much of Chinese cooking—whereas in India, vegetable 
and pulses prices have rose by 26 and 11 percent 
on a year-on-year (YoY) basis, which is especially 
problematic for a still-poor country that has much of the 
population consuming a plant-based diet. Interestingly, 
while this increase has not been broad-based across 
all	food	groups,	such	selective	food-price	inflation	has	
easily passed through to the more general consumer 
price index, with fairly dramatic surges over the past 
few months (Fig. E).

How the central banks of these two emerging market 
(EM) giants choose to respond to will have obvious 
consequences beyond their nations’ shores. Most 
likely, monetary authorities in these countries will point 
to the transient and limited nature of the food price 
spike, but given the political sensitivity surrounding 
these	particular	categories	of	food,	it	is	difficult	to	
be	definitive.	Our	baseline	expectation	is	that	their	
respective governments will rely on non-market 
instruments to suppress the price rises and keep food 
price	rises	in	these	specific	categories	from	becoming	
a	bigger—and	potentially	uncontrollable—inflation	
problem. If the Reserve Bank of India and (especially) 
the	People’s	Bank	of	China	(PBOC)	were	to	act,	
however,	it	could	have	significant	consequences	for	
their respective economies. After all, both economies 
are in the throes of cyclical weakness (although notably, 
China is seemingly at the tail end of its mini-cycle, 
whereas India’s growth dynamics appear to be headed 
downhill still), and cannot afford headwinds from 
monetary policy, no matter how mild and well-intended.

Which goes part of the way in explaining the 
performance of gold in recent times. After averaging 
around $1,250 an ounce between 2015 and 2018, 2019 
saw gold really take off, settling around $1,500 in the 
second half of the year. While gold prices have yet to 
retrace the heady days after the global crisis—where, 
at its peak, it fell just shy of $1,900—the “barbarous 
relic” has proven extremely resilient in recent days. In 
our view, this is largely in response to announcements 

“ Should the global 
economy click into 
a more consolidated 
expansion, expect a 
steady pickup in the 
aggregate performance 
of commodities. ”

FIG. E: PRICE INFLATION IN CHINA AND INDIA 
HAVE HISTORICALLY REFLECTED FOOD PRICES, 
BUT LESS SO FOR THE RECENT UPTICK
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on a continuation of new infusions of central bank 
balance sheet expansion. Regardless, we do view a 
very modest amount of gold as a useful performance 
hedge	in	a	diversified	portfolio.

What about the future of commodities, as an asset 
class? As an extension of the theme established 
in our discussion thus far, much will depend on the 
specific	commodity	in	question.	Should	the	global	
economy click into a more consolidated expansion, 
however, expect a steady pickup in the aggregate 
performance of commodities. Short of a collapse into 
a global recession—not our base case—the unfolding 
fundamentals for 2020 does certainly seem to favour 
better returns than 2019.

ASEAN: THE FED FUNDS TAIL STILL 
WAGS THE POLICY RATE DOG, BUT 
CONDITIONS JUSTIFY A BREATHER

The global monetary cycle began to turn around the 
end	of	the	first	quarter	of	2019.	The	PBOC	led	the	
shift. It had initiated the process of relaxing monetary 
policy since the beginning of 2018, in response to 
an economy navigating a tricky internal rebalancing 
while simultaneously weakened by trade frictions. 
As discussed in prior issues of this Outlook, the 
PBOC	relied	mainly	with	alternative	microprudential	
instruments (such as reserve requirements), rather than 
the main policy rate (the rediscount rate), in an effort to 
mitigate the possibility that lowering broad-based policy 
rates may encourage further accumulation of already-
high corporate and rising household debt. Regardless 
of the medium, by early 2019, this easing stance had 
begun to bite.

The U.S. Federal Reserve only formally joined the party 
in	the	middle	of	2019—with	the	first	of	several	rate	
cuts the institution termed a “mid-course correction”—
although it had already undertaken an extended 
pause in its hiking cycle at the start of the year, after 
market	gyrations	in	the	final	quarter	cautioned	against	
any further contractionary action (in all fairness, the 
absence	of	inflation	pressures	and	academic	research	
on the lowering of the natural rate of interest also 
allowed the Fed to re-evaluate the need for further rate 
rises).

The European Central Bank (ECB) had already been 
operating at the lower nominal bound since 2016, but 
in response to weakness in the European economy, it 
further	went	into	negative	territory	in	the	final	quarter	
of 2019, and also announced the resumption of its 
quantitative easing program in November. While a clear 
laggard here, the willingness of the ECB to soften its 
policy stance is noteworthy in the face of the clearly 
limited	room	it	has	for	anything	significantly	more	
aggressive.

With these three key players setting the stage, it is 
unsurprising that monetary policy worldwide has 
largely	followed	suit.	The	Bangko	Sentral	ng	Pilipinas,	
for instance, has been on a year-long easing cycle, 
slashing its overnight reverse repurchase rate from 
4.75 at the start of 2019 to the current 4 percent; Bank 
Indonesia and Bank Negara Malaysia have also been 
cutting rates since mid-2019 (the former from 6 to 5 
percent, and the latter from 3.25 to 3 percent) (Fig. 
F). And the Monetary Authority of Singapore (MAS), 
while not operating a formal interest rate policy (the 
MAS targets the exchange rate instead, although 
that naturally implies an interest rate stance), has 
nevertheless seen benchmark overnight rates drop by 
around 60 basis points.

FIG. F: ASEAN-6 CENTRAL BANKS HAVE 
CUT THEIR POLICY RATES SINCE MID-2019, 
CONSONANT WITH THE FEDERAL RESERVE 
EASING STANCE
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Notes:	Rates	are	official	policy	rates	for	the	Bank	Negara	Malaysia,	
Bank	Indonesia,	Bangko	Sentral	ng	Pilipinas,	and	Bank	of	Thailand.	
The	Monetary	Authority	of	Singapore	officially	targets	the	exchange	
rate, and the overnight interest rate that results from the forex target. 
The Autoriti Monetari Brunei Darussalam does not maintain an 
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The Association of Southeast Asian Nations (ASEAN), 
as a region, has always been more sensitive to U.S. 
monetary policy developments, even while it has seen a 
sharp shift in trade exposures to China in recent years. 
A big part of this has to do with the region’s managed 
exchange rates, of course, which are still closely tied 
to the U.S. dollar (and even if tied to the renminbi, 
would	still	largely	reflect	the	dollar’s	influence	given	
the enormous weight it holds in the yuan’s currency 
basket). And the other major factor is that the sensitivity 
of	international	capital	flows	to	U.S.	interest	rates	
effectively constrains the choices of smaller central 
bank worldwide when the Fed does end up moving (a 
point we made in last month’s Outlook).

Consequently, the most recent decisions by many 
ASEAN central banks to put monetary policy on hold 
in December, rather than engaging in any further rate 
cuts, should be understood in the context of these cuts 
that have already occurred this year. In addition, the 
other leading central banks—In particular the Fed and 
PBOC—have	both	gone	on	hold	indefinitely,	with	the	
Fed signaling in its December Federal Open Market 
Committee meeting that rates will likely be on hold 
through	2020,	and	the	PBOC	keeping	a	number	of	
different loan prime rates unchanged. All this offers 
respite to ASEAN monetary authorities from the need 
to pursue cuts at the moment.

Moreover, with the cuts that have already been effected 
thus far, there has been a concomitant improvement in 
central bank-provided liquidity, at least on the basis of 
the broader money supply (M2). This effect is clearly 
seen in the data; growth rates of M2 in the core ASEAN 
economies, with the exception of Indonesia, have 
all ticked up over the past half-year (Figure G). This 
represents a very rapid speed of policy transmission 
from rate moves to money supply changes.

This	easing	in	policy	rates	has	been	further	amplified	
by additional support from credit markets and the 
banking system. Regional stock markets have all 
experienced recent moves upward, while also enjoying 
added buoyancy from the broader EM space. EM Asian 
sovereigns and credit has been attractive not just to 
us—our recommendation has been in place for close 
to half a year now—but everywhere, resulting in easier 
borrowing by regional governments and corporates. 
The	net	result	being	an	overall	easing	in	financial	
conditions	across	the	region.	A	number	of	financial	
conditions	indexes—such	as	Goldman	Sach’s	financial	
conditions	index,	Blackrock’s	financial	conditions	
indicator, or the CFR’s global monetary policy tracker—
all essentially corroborate this story: that easier 
monetary policy has by-and-large seen a stabilisation 
or even a substantial pickup in liquidity.

One valuable upshot from the vastly more relaxed 
global	financial	conditions	is	that	flagging	growth	
worldwide will now be counteracted by enhanced 
liquidity access. Virtually all ASEAN economies 
have all seen some degree of softening in growth 
performance (Fig. H). Indonesia, being the major 
commodity exporter that we had previously suggested 
may ride out the challenging growth environment 
relatively better, have been the least hit; the economy 
has registered prints of around 5 percent that is virtually 
unchanged from the year prior. Malaysia—the other 
major commodity exporter in the region, has seen a 
more	significant	slowdown	since	the	third	quarter	of	

FIG. G: POLICY EASING ACROSS ASEAN HAS 
FED INCREASES IN THE MONEY SUPPLY AND A 
TANGIBLE EASING OF LIQUIDITY CONDITIONS

IMPORTS

FIXED INVESTMENT
GOVERNMENT	EXPENDITURE

Source: Thirdrock calculations, from IMF IFS/Datastream.
Notes: YoY growth rate of M2 for all economies except Thailand, 
which corresponds to M3 (M2 not available), and Malaysia, which is 
the MA(4) of the MoM M2 growth rate.
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“ One valuable upshot from 
the more relaxed global 
financial conditions is that 
flagging growth worldwide 
will now be counteracted by 
enhanced liquidity access. ”
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2018—but this could well be because the structure 
of the Malaysian economy is more integrated into the 
East Asian manufacturing value chain. Trade-reliant 
Singapore has been the worst hit, shrinking (on a 
quarter-on-quarter basis) in two different quarters since 
mid-2018.

Regardless, governments across ASEAN have 
recognised the need for policy support over the 
course of a rocky 2019, have acted accordingly, 
and will appreciate the rapidity by which their 
central banks’ actions have translated into improved 
borrowing conditions. Thankfully, recent developments 
in the global economic landscape has offered the 
promise of more relief from the need for added 
stimulus, beyond what has already been offered. 
Although we remain guarded about exactly how 
much	the	so-called	“Phase-1”	trade	deal	has	actually	
achieved—especially with vague promises over the 
fundamental structural issues that prompted the 
escalation	of	the	trade	war	in	the	first	place—the	
agreement	nevertheless	represents	a	ceasefire	that	
has taken the possibility of an unwelcome negative 
shock during a busy consumption period off the 
table. What looks to be the bottoming of the global 
electronics	cycle—an	important	inflection	point	that	
we’ve been emphasizing for several months now, and 
is increasingly evident in the industrial production data 
for China (which rebounded to a whopping 6.2 percent 
YoY in November)—is an added positive in terms of 
global growth tailwinds.

Inflation	across	ASEAN	has	also	closely	tracked	global	
developments, and remained mostly quiescent. The 
median	inflation	rate	has	hovered	around	2	percent	
for much of the year—a common (and expected) rate 
in advanced economies where the target is usually 
about	2,	but	definitely	soft	for	emerging	ones—and	
there	are	little	signs	that	inflation	will	trend	upward	in	
the immediate future (Fig. I). That said, given the small 
upticks	in	inflation	in	the	most	recent	months,	it	makes	
sense for the region’s monetary policymakers to pause 
on subsequent rate cuts, pending further feedback from 
the fundamental macro data.

FIG. H: ASEAN GROWTH HAS SOFTENED ACROSS 
THE BOARD IN 2019, AND WILL BENEFIT FROM 
THE EASING OF BORROWING CONDITIONS

Source: Thirdrock calculations, from Datastream.
Notes:	Annualized	QoQ	GDP	growth	rates	from	reported	seasonally-
adjusted	and	unadjusted	real	GDP	for	Singapore	and	Indonesia,	
respectively, with annualized rates for Malaysia, Thailand, and the 
Philippines	calculated	from	unadjusted	constant-price	GDP	levels.
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VIETNAM: FINDING HARBOUR IN 
THE EYE OF THE TRADE WAR STORM

Anyone who has visited Hanoi or Ho Chi Minh City 
a decade ago, as well as more recently, will attest to 
how the country has clearly gone on an accelerated 
development path. Motorcycles and all manner 
line the streets (some would even consider that an 
understatement), a testament to the importance of 
the vehicle’s manufacture to the economy. The retail 
scene is dominated by (admittedly) pirated jackets and 
backpacks,	a	reminder	that	the	officially-communist	
nation has gone down a similar low-cost labour, export-
oriented path for its industrial development, much 
like China and, before that, the East Asian Dragon 
and Tiger economies. Consonant with the rest of the 
transition economies in ASEAN (Cambodia, Laos, and 
Myanmar), the economy has grown at an average of 
6.2 percent annually since the global crisis of 2007, and 
in recent years, the growth trajectory has been pointing 
upward (it recorded 7.1 percent in 2018, and is set to 
almost match this peak in 2019.

If there is one cloud in the horizon, it would arrive in 
the form of the Sino-American trade war. Many have 
assumed that Vietnam, as a non-targeted economy of 
the Trump administration’s tariffs, would unambiguously 
benefit	from	the	resulting	newly-displaced	commercial	
linkages (with China as the loser in this episode), as 
businesses scramble to relocate to nearby Vietnam. 
Moreover, the shared history—a mixed legacy, 
undeniably—between the two countries may end up 
fostering a somewhat greater willingness to develop 
new trading relationships. This is a fair assumption, 
of course, and certainly consistent with the headline 

The ability of the region’s central banks to place their 
policy rates on hold is also likely to be a plus from the 
perspective of their exchange rates. As is well known, 
the region has historically relied on an export-oriented 
development strategy, buttressed by undervalued 
real exchange rates as a means of boosting the 
competitiveness of exports (in addition to the relatively 
lower wages and affordable capital channeled from 
high domestic saving rates). Since the global crisis, 
however, exchange rates among the relatively less-
developed members of ASEAN have appreciated much 
more strongly than their more developed cousins (Fig. 
J). While this has meant some degree of convergence 
between the two—which has improved welfare among 
the former group by elevating purchasing power—
it has also meant the need to rely on productivity 
improvements as a driver of competitiveness.

Without the need to sustain high rates due to fears of 
capital	outflows,	and	a	fading	need	to	cut	as	a	means	
of bolstering domestic demand, ASEAN central banks 
may be at a happy medium where their real exchange 
rates	find	some	stability,	which	in	turn	allows	their	
economies to adjust to the prevailing rate. This will 
cushion the adjustment process and allow not only 
central bankers but also export-oriented manufacturers 
to take a welcome breather.

In	the	final	analysis,	policymakers	have	thus	far	ridden	
through	this	difficult	growth	patch	in	an	admirable	

fashion,	and	this	has	lent	further	confidence	to	our	
thesis that investment opportunities in Asian EMs 
are attractive. Of course, anything can happen in the 
meantime, but the decision by many of the region’s 
policymakers to self-insure their monetary regimes 
with a war chest of forex reserves, while improving 
their	fiscal	wiggle	room	with	admirable	debt	discipline,	
appears to be paying substantial dividends, both for 
their citizens, as well as investors in their economies. 
We remain broadly optimistic about risk assets in EM 
Asia, and prudent and measured policy choices by 
ASEAN central bankers over the past year further 
bolster	our	confidence.
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Source:	Thirdrock	calculations,	from	JP	Morgan/Datastream.
Notes: Real effective exchange rate (REER) indexes calculated from 
CPI	inflation,	and	indexed	to	2010=100.	Index	denominated	such	
that Increases represent a real appreciation.
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numbers describing the pattern of bilateral trade 
between the U.S. and these two economies since the 
onset of the trade war (Fig. K).

Yet in principle, the effects of the trade war on 
Vietnam’s economy could go either way. On one 
hand (give me a one-handed economist, will ya?), 
Vietnam	could	easily	benefit	from	these	Sino-American	
economic hostilities, as it seizes the opportunities 
offered	by	displaced	Chinese	firms	(or	foreign	firms	
based in China) seeking to offshore their production 
plants to more trade-friendly jurisdictions. On the 
other,	Vietnam’s	economy	undoubtedly	benefits	
from exporting to Chinese consumers, and a healthy 
Chinese economy would lend support to such import 
demands. Hence, whether Vietnam—or any other third 
country with close economic ties to either China or the 
United States (or both), such as Mexico and Australia—
ultimately	benefits	from	the	trade	war	would	depend	on	
the exact structure of their economies and the type of 
trade exposures they currently face.

Some of these effects may only become evident in the 
fullness of time. Only after supplier relationships are 
ruptured and reformed elsewhere, excess inventories 
are drawn down, and new markets are forged, will 
it become clear whether Vietnam will turn out to be 
a	net	beneficiary	of	2019’s	trade	frictions.	But	in	the	
short run, it would seem that Vietnam has neither been 
excessively hurt nor enjoyed any major windfall.

Which doesn’t mean that the economy cannot 
position itself to better weather the events in the two 
behemoths current duking it out, especially since 
the more substantive “phase two” trade issues—
like a more robust intellectual property protection 
regime, an end to (explicitly or implicitly) coerced 
technology transfer and theft, expanded market 
and	financial	access—remain	yet	to	be	resolved	
definitively,	suggesting	that	the	process	of	Great	
Power	competition	is	likely	to	be	more	drawn	out	in	
the years ahead. By remaining open for business and 
stepping up its own internal reform efforts, especially 
with regard to improving its domestic property rights 
regime, as well as substantially enhancing the climate 
for foreign trade and investment. According to the 
World Bank’s Doing Business metrics, Vietnam ranks 
64th and 68th globally in property registration and 
contract enforcement, respectively, 122nd in terms 
of resolving insolvency, 97th for protecting minority 
investors, and 104th for its support of trade across 
borders. Reform is always easier when the sun is 
shining, and Vietnam should not allow the external 
turbulence to distract it from its own policy priorities.

From a portfolio investor standpoint, we are guarded 
but cautiously optimistic about the economy’s 
prospects. Yes, its transition neighbours have been 
doing better in recent times (Cambodia has repeatedly 
clocked in at an annual growth rate in excess of 7 
percent since 2011, as has perennial laggard Laos 
since 2005), but the economy remains the largest, 
by	far,	of	the	lot	(Vietnam’s	GDP	is	more	than	twice	
that of Myanmar, and a full order of magnitude larger 
than the other two). And while it is in possession 
of the most developed equity market in the group, 
the	benchmark	Ho	Chi	Minh	index	is	undiversified	
(comprised	of	mainly	financials),	has	underperformed	
the broader EM Asia index. Still, this is a longer-term 
value play, and we see enough indications that the 
economy could well be poised as the next major 
spoke in the East Asian manufacturing value chain to 
recommend a small holding.

FIG. K: AS THE UNITED STATES HAS PARED BACK 
ITS IMPORT EXPOSURE TO CHINA, VIETNAM HAS 
SEEN AN INCREASE IN ITS EXPORTS THERE

Source: Thirdrock compilation, from U.S. Census Bureau.
Notes: Data correspond to bilateral imports of merchandise goods 
from each respective partner, as a share of total imports. 2019 
estimates correspond to data up till October 2019.
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INVESTMENT TAKEAWAYS

Markets appear to be on a risk-on mode going into 
2020, even as analysts continue to voice caution 
about exuberance in markets. So long as central 
banks continue to keep interest rates low—which is 
our base case—equities are likely to remain elevated, 
even if traditional valuation metrics continue to point 
to varying degrees of overvaluation, especially among 
DMs. As repeatedly underscored in this Outlook, 
Asian EMs appear to offer attractive opportunities, 
both	in	fixed	income	and	(selectively)	in	equities;	
exposures	in	local	currency	could	further	benefit	from	
what we believe will be a mild trend depreciation of the 
dollar against these regional currencies.

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.

“ Asian EMs appear 
to offer attractive 

opportunities, both 
in fixed income and 

selectively in equities, 
and could further 

benefit from a mild 
trend depreciation  

of the dollar against 
these currencies. ”
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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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