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e The recent conflict in the Middle East represents a sizeable

supply shock, particularly for energy and agriculture. Asia Energy as a share of imports

is disproportionately exposed given its reliance on Middle 0 % of imports % of imports

Eastern oil and LNG imports, alongside the importance of

agriculture in the economy. 35 —Japan —Indonesia Thailand 35
i i L. i —Taiwan —India South Korea

* Exposure varies across the region — India is the most reliant, 30 30
with energy accounting for around a quarter of total imports,

. S . 25 25
while economies like Taiwan are less affected.

* While energy’s share of imports declined from its 2022 20 20
peak, this largely reflects the rising share of tech-related 15 15
imports and not a meaningful reduction in foreign energy 10 10
dependence.

« India’s exposure has remained comparatively stable, 5’0‘10 2012 2014 2016 2018 2020 2022 2024 2026
consistent with its lower integration into the East Asian tech Source: MOTIR, KCS, MoC&I, MOF. Bl MOC, Macrobond, Westpac Economics
supply chain.

Asia's CPl basket carries a hlgh share of food * Food and energy account for a materially larger share of the

CPl across Asia relative to most developed economies.
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> - S ———— ¢ India is particularly exposed, with around 40% of the CPI
India I— basket comprised of food and energy, and an even higher
a 1 .
Malaysia  mm share in rural areas.
Japan 1 —
Ta") an R e This raises the sensitivity of inflation to supply shocks and
W E— complicates the policy outlook.
B
Singapore  E—— ¢ Rising food and energy prices will act as a real income shock,
Thailand [ Welghlng on domestic demand.
South Korea s — ¢ At the same time, central banks will find it difficult to
us e — ease policy — with some already tightening (Indonesia,
% 0 5 10 15 20 25 30 35 Singapore) and others signalling hikes are likely (Thailand).
=Food =Energy e As aresult, financial conditions are expected to remain tight
Source: MODS, SBJ, MoS&PI, BPS, DOSM, SingStat, DGBAS, BLS, BTEI, Macrobond, Westpac Economics even as growth slows.
e Asia’s agricultural sector faces a dual shock from higher Super El Nino poses another risk to agri
input costs and adverse weather conditions. %yr Yoyr
30 30
¢ Rising oil prices are already feeding into higher fertiliser and —Philippines
diesel costs, lifting food production costs. 251 ~India 25
201 —Thailand L 20
* The expected El Nifio event will also likely bring drier —Indonesia
conditions across Southeast Asia, reducing crop yields. 15| Japan 15
* Historically, similar events have led to sharp increases in 10 ~Singapore 10
food prices across both producing and importing economies. 5 [\ 5
* This creates a risk of sustained food inflation, reinforcing the 0 A A 3 Vv \ A 0
broader real income squeeze. \/ VV 4 ) v
_5— Pink shadiAng i‘ndif:ates super ELNino | _5
e |t also impacts a sector of the economy that employs a Blue shelgiggicates other event
i -10 . ; : . ; : ; : ; ; -10
large share of the labour force and occupies a large share of 1980 1985 1990 1995 2000 2005 2010 2015 2020 2025

spending.

Source: MoS&PI, BTEI, Philippine Statistics Authority, BPS, SBJ, SingStat, MODS, Macrobond, Westpac Economics

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every effort has been taken to ensure that the assumptions on which the forecasts are based are reasonable,
the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The results ultimately achieved may differ substantially from these forecasts.
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* Despite these uncertainties, Asian currencies have held up Trough to peak depreciation of Asian currencies
better than during Russia’s invasion of Ukraine. % %
35 35
¢ This partly reflects the US dollar’s retreat.
301 #2026 Middle East Crisis 130
¢ Within the region, it reflects stability in the renminbi, =Russia's invasion of Ukraine
supported by China’s strong trade surplus and ongoing 251
demand linked to green investment.
20+
¢ Reports suggest Chinese authorities have actively managed
the USD/CNY fixing to limit depreciation. 154
* By anchoring the renminbi, China has helped stabilise FX 10
performance across the region and supported broader

market confidence. 51

0+ > 0
INR PHP IDR THB JPY KRW TWD SGD MYR CNY

Source: Bloomberg, Macrobond, Westpac Economics

Terms of Trade Divide e Economic performance is already diverging across Asia.
190 index index 190 * Economies with favourable terms of trade — particularly
| —Philippines | energy exporters such as Malaysia or those leveraged to the

1701 —Japan 1170 tech cycle like Taiwan — are holding up relatively well.
~Thailand . . : : ;
_Soz't:?(orea * |In contrast, energy-importing, services-oriented economies

1501 India 1150 like India and the Philippines are more vulnerable to the

1301 —~Malaysia 130 shock.

/\\\ —Taiwan L e Strength in the tech cycle has helped offset the drag from
1110 higher energy costs in several economies, which is already
evident in relative currency performance.

110

90+ r 90

* Over time, this divergence is likely to become more apparent

100 =Jan-2022 in growth outcomes and fiscal capacity.

70 70
2018 2019 2020 2021 2022 2023 2024 2025 2026
Source: Philippine Statistics Authority, MOF, BOT, BOK, DGoCI&S, NBS, DOSM, CME Group, Macrobond, Westpac Economics
e South Korea provides a clear example of how tech strength
P P d South Korea's two-speed lahour market
has masked broader weakness. .
Employment by Industry indexed to Dec-2019
e Even prior to the current shock, growth was heavily 140 index index 140
concentrated in the tech sector. —Information & Communication
. i L. 135 —Business, Personal, Public Service & Others 135
* Labour market outcomes hlghllght this imbalance — 1301 —Electricity, Transport, Communication & Finance r130
employment growth has been concentrated in tech, while 125 ~Agriculture, Forestry & Fishing 125
other sectors have seen limited gains or outright declines. 10  Construction 120
Wholesale & Retail Trade
¢ This K-shaped dynamic, both in South Korea and across the 1157 —Mining & Manufacturing r115
region, increases concentration risk. 1104 +110
o . . . . 1054 r105
¢ Industry-specific shocks (e.g. disruptions to major tech firms) 1001 100
can increasingly translate into economy-wide impacts. o5 o5
* Recent developments are therefore amplifying an existing 90 920

Source: MODS, Macrobond, Westpac Economics

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every effort has been taken to ensure that the assumptions on which the forecasts are based are reasonable,
the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The results ultimately achieved may differ substantially from these forecasts.
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