Allianz@.. w

Global Inves‘

AUGUST 2024 | OUTLOOK & COMMENTARY

How may a Trump win

Impact Asia?

Christiaan Tuntono, Senior Economist for Asia Pacific at Allianz
Global Investors, shares his insights on what the re-election of
former US President Donald Trump might mean for investors in
Asian markets.

The odds of Donald Trump getting re-elected remain high
despite Joseph Biden's latest decision to drop out of the US
presidential election. A potential Trump’s second term (Trump
2.0) would likely be negative for Asia, particularly for Ching,
which would be the target of further trade and tech sanctions.

The macro impacts of Trump 2.0 are expected to be channeled
through both the current accounts and capital & financial
accounts of the Asian economies.

1) Current accounts

Trump's proposal to raise the US import tariffs on Chinese
goods to 60% (from 25% currently) would represent another
blow to US-China bilateral trade and the China-bound
intermediate goods exports of Asian economies.

Asia’s overall exports to the US may stay resilient, as US-China
trades are being “re-wired” within the region. However, if
another 10% tariff is to be levied on all US imports, the net
impact on both Asia’s inter-regional and external trades would
likely turn negative. Import tariffs are essentially taxes on US
consumers. We expect a universal tariff on all US imports to
reduce global trade demand, weakening all trade flows within
and outside Asia.
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Impacted by increased tariffs, China and Hong Kong's export
share in the US market declined from over 17% in 2018 to
13.5% in 2024 (Figure 1). But that said, the export share of
other Asian economies increased correspondingly from around
12% in 2018 to over 15% in 2024. This evidences the “re-wiring”
of China’s US-bound exports to other export “conduit”
economies within and outside of Asia (Figure 2)

Figure 1: China & Hong Kong’s exports to the US...

Exports to US (% of total exports, 12M trailing)

Broad based tariff on US$200 billion of
18% goods imposed in Sep 2018

Sep-18:17.2%

e Asia ex CN ex HK
== CN + HK

L=
17% /M
Dec-17:17.1%

16%

Apr-24:15.2%
15%
14% Sep-18:

12.2%
13% ec-17:12.3%

12%

May-24: 13.5%

11%
May-16 May-17 May-18 May-19 May-20 May-21 May-22 May-23 May-24

Source: Haver Analytics, Morgan Stanley, AllianzGl Global Economics &
Strategy, as at July 2024.

Figure 2: ...have been “re-wired” thru other destinations
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Source: Haver Analytics, Morgan Stanley, AllianzGl Global Economics &
Strategy, as at July 2024.

2) Capital & Financial accounts:

(a) Direct investments: Trump 2.0 would expedite the “re-
wiring” of Asia’s supply chains, under which the net foreign
direct investment flows of China are likely to worsen. China’s
net direct investment flows have already turned negative since
the second half of 2022. As for the rest of Asia, economies that
have been benefiting from the “re-wiring” process are likely to
benefit more, but only under the condition that the US would
not broaden its trade sanctions on exporters with high Chinese
intermediate goods content, such as Vietnam and Mexico
(Figure 3 and 4).

Figure 3: US imported less from China but imported more
from Mexico, Vietnam and others
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Figure 4: The rise in Vietnam'’s trade surplus with the US is
offset by wider deficit with China
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Source: Haver Analytics, Morgan Stanley, AllianzGl Global Economics &
Strategy, as at July 2024.

(b) Portfolio investments: The impact on Asian equity markets
is likely negative as higher US import tariffs are causing
headwinds in regional trade and growth. The Fed may also fail
to cut rates as much as the market anticipates, keeping rates
elevated to contain the rise of inflationary pressure from
Trump’s import tariff hikes next year. Resilient US rates and
USD strength would restrain Asian central banks from easing
monetary conditions, negatively affecting local rates and fixed-
income markets. Although inflation is within comfort zones for
most Asian economies, Asian central banks have been holding
back from cutting rates. This is to maintain a market
acceptable interest rate differential with the USD to maintain
currency stability.

(c) Currency and deposits: Trump’s promises to lower US
interest rates and weaken the USD run in conflict with his plan
to sharply raise US's import tariffs. His intention to extend the
tax cut package he passed in 2017 is also growth and long-
term yield enhancing. If Trump is re-elected into the White
House and the Republican Party takes control of both the
Senate and the House of Representatives (i.e. red-sweep
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scenario), there is a high chance that the 2017 Tax Cuts & Jobs
Act (TCJA) would be extended. Continued deficit spending is
growth enhancing but projected to raise the US debt-to-GDP
ratio by another 16 percentage points to 132% by 2034. Such
development may worsen the credit standing of the US

government, raising the risk premium on US Treasury securities.

We think Trump’s economic policy platform is inherently
inflationary and USD supportive, except for his pledge to
loosen the regulation on fossil fuel exploration which may help
raise supply and lower prices.

In sum, we think Trump 2.0 would likely be negative for Asia’s
growth and asset market performances. We have turned
cautious on the Chinese, Taiwanese, and Korean equity
markets, anticipating rising headwinds under Trump 2.0 next
year. We remain constructive on the Indian and Japanese
equity markets, reckoning that their large domestic economies
would likely be the least impacted by Trump’s protectionist
measures. India and Japan are less reliant on external trade to

drive GDP growth. Their export destinations are also more US
and EU-centric vis-a-vis China. Both economies are also net
importers of fossil fuels which may benefit from Trump’s energy
policies. We remain neutral on other Asian equity markets,
especially Southeast Asia, anticipating a more challenging
external trade and capital flow environment ahead.

The ongoing disinflationary trend in the US is likely to continue
fueling the Fed'’s rate cut expectation over second half of 2024.
We will stay vigilant and turn more cautious as we approach
November to gauge whether Trump 2.0 remains a highly
probable event.

To view more market insights from Christiaan Tuntono,
visit Market & Model QuickUpdate at ap.allianzgi.com
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The document is for use by qualified Institutional Investors (or Professional/Sophisticated/Qualified Investors as such term may
apply in local jurisdictions).

This document or information contained or incorporated in this document have been prepared for informational purposes only
without regard to the investment objectives, financial situation, or means of any particular person or entity. The details are not to be
construed as a recommendation or an offer or invitation to trade any securities or collective investment schemes nor should any
details form the basis of, or be relied upon in connection with, any contract or commitment on the part of any person to proceed with
any transaction.

Any form of publication, duplication, extraction, transmission and passing on of the contents of this document is impermissible and
unauthorised. No account has been taken of any person’s investment objectives, financial situation or particular needs when
preparing this content of this document. The content of this document does not constitute an offer to buy or sell, or a solicitation or
incitement of offer to buy or sell, any particular security, strategy, investment product or services nor does this constitute investment
advice or recommendation.

The views and opinions expressed in this document or information contained or incorporated in this document, which are subject to
change without notice, are those of Allianz Global Investors at the time of publication. While we believe that the information is
correct at the date of this material, no warranty of representation is given to this effect and no responsibility can be accepted by us
to any intermediaries or end users for any action taken on the basis of this information. Some of the information contained herein
including any expression of opinion or forecast has been obtained from or is based on sources believed by us to be reliable as at the
date it is made, but is not guaranteed and we do not warrant nor do we accept liability as to adequacy, accuracy, reliability or
completeness of such information. The information is given on the understanding that any person who acts upon it or otherwise
changes his or her position in reliance thereon does so entirely at his or her own risk without liability on our part. There is no
guarantee that any investment strategies and processes discussed herein will be effective under all market conditions and investors
should evaluate their ability to invest for a long-term based on their individual risk profile especially during periods of downturn in
the market.

Investment involves risks, in particular, risks associated with investment in emerging and less developed markets. Any past
performance, prediction, projection or forecast is not indicative of future performance. Investors should not make any assumptions
on the future on the basis of performance information in this document. The value of an investment and the income from it can fall
as well as rise as a result of market and currency fluctuations and you may not get back the amount originally invested.

Investing in fixed income instruments (if applicable) may expose investors to various risks, including but not limited to
creditworthiness, interest rate, liquidity and restricted flexibility risks. Changes to the economic environment and market conditions
may affect these risks, resulting in an adverse effect to the value of the investment. During periods of rising nominal interest rates,
the values of fixed income instruments (including short positions with respect to fixed income instruments) are generally expected to
decline. Conversely, during periods of declining interest rates, the values are generally expected to rise. Liquidity risk may possibly
delay or prevent account withdrawals or redemptions.
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