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1-1 World Economy (1) (Economic Trends in the U.S.)

» The U.S. economy shows continuous recovery mainly driven by private consumption (Figure 1). In the background to robust consumption, there is a
sound household balance sheet, and the ratio of debt to total asset is at the lowest level in the past 20 years (Figure 2).

» As for capital investment, structures investment (construction of plants, etc.) has been increasing since the enactment of the CHIPS and Science Act.
Construction of new semiconductor plants has also been becoming active (Figure 3).

» In the housing market, housing starts (new homes) is at a turning point to recover in response to the supply shortage of existing homes (Figure 4).
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1-2 World Economy (2) (Economic Trends in Europe)

While the real GDP in the Euro area and the U.K. recovered to the level before the pandemic, it peaked and decreased slightly in the latter half of 2023,
and the economic trend is weak. Especially in the U.K., the recovery of household consumption is lagging behind (Figure 1).

As the background to this trend, consumer confidence is weakening (Figure 2). Especially in the U.K., rising concern on the outlook of the economy
after the Brexit decision in 2016 and concern on the increase of interest payments due to the interest rate rise are contributing to the deterioration of
consumer confidence (the ratio of short-term refinanced housing loans is large in the U.K.) (Figure 3).
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1-3 World Economy (3) (Prices and Financial Policies in the U.S. and Europe)

>
(Figures 1 and 2).

In the U.S. and Europe, inflation rates are decreasing with the weakening import inflation pressure, caused by the drop in energy and food prices

» Central banks in the U.S. and Europe have been maintaining the policy interest rates and quantitative tightening since the autumn of 2023 (Figure 3).
In the U.S., the pace of decline in FRB securities holdings is outpacing the previous quantitative tightening round (Figure 4).
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Figure 2. Consumer price index
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Figure 3. Policy interest rates in the U.S. and Europe
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1-4 World Economy (4) (Economic Trends and Balance Sheet Adjustment in China)

» While the economic trend showed movements of picking up in China after the COVID-19 pandemic, it appears to be pausing for picking up in the latter
half of 2023 (Figure 1).

» Stagnation of the real estate market is in the background, which is not a temporary economic factor but a structural problem. Real estate loans peaked
in 2020, when financial regulations were introduced, and started to decrease thereafter (Figure 2). Property sector has been in the process of balance
sheet adjustment, under prioritizing debt reduction and holding down investments (Figure 3). It has been spilling over into household sector, dragging
down disposable income and expenditure per capita (Figure 4).
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1-5 World Economy (5) (World Economic Risks)

>

In China, the largest risk is the stagnation of the real estate market. Asset Backed Security (ABS) of Non-Performing Loans (NPL), such as housing
loans, might diffuse risks (Figure 1).

In the U.S., commercial real estate prices are decreasing, reflecting the monetary tightening. If delinquencies and defaults increase, it would affect the
assets of mid- to small-sized banks (Figure 2).

With the ongoing tension in the Middle East, more and more companies are bypassing the Suez Canal and going around the Cape of Good Hope,
which is driving up logistics costs (Figure 3).

Elections are scheduled in various countries in 2024. It is necessary to monitor the potential risks of the changes in the international political situation
affecting the world economy through trade and investment (Figure 4).
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Figure 3. Transit Trade Volume going through Figure 4. Schedule of major election-related events
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2-1 Structural Changes in Trade and Investment (1) (Merchandise Trade)

» Growth in global merchandise trade has been lower than the GDP growth rate since 2010 due to reasons such as the progress of domestic
internalization of production (Figure 1).
In the trend of trade in China and the world, no large effect of U.S.-China trade friction is seen (Figure 2). As for U.S. trade deficit with China, compared
to the ordinary figure based on trade statistics, the figure based on value-added statistics (reflecting the actual production activities within China) is
smaller (Figure 3).
ASEAN maintains relationships with multiple major economic powers and economic zones, and it increases importance while U.S.-China trade friction
continues (Figure 4).
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Figure 2. Gravity equation of trade amount in China and the world
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Figure 3. U.S. trade deficit with China

 (USD. 100 million)

-500

-1,000

-1,500

-2,000

-2,500

-3,000

Trade in value-added

StatiStiCS\

o

Trade statistics

1995 2000 05 10

15

20 (Year)
(Note) Adapted from OECD Stat.

Figure 4. Ratio of added values from overseas among exports from ASEAN

0,
30(/9)
\
25 b Soo
Seaae’y Japan
(N uU.s.
ol >
-
AN
15 | \s---__“
/
10 } EU28
(excluding Germany)
S eoonnansocsoe TT LI L T
0

Germany
. N

L S X AR N E X R R RN RNy

China

1995 2000
(Note) Adapted from OECD Stat.

05

10 15

18(Year) 6



2-2 Structural Changes in Trade and Investment (2) (Services Trade)

force of the world economy (Figure 1).

R —)
» Global exports of services exceed growth in GDP and growth in exports of merchandise, showing a stable increase, and are becoming a new driving

» The balance of services trade implies the competitive power of each country by sector (Figure 2).
(Example) The U.S. has substantial surplus in the area of intellectual property rights and finance, and the U.K. in the area of finance and insurance.

> Regulations on digital services trade are tightened in some countries, reflecting data localization (Note) (Figure 3). Such regulation tightening may act as

downward pressure on services trade (Figure 4).

(Note) Regulations requiring that servers and data necessary for business activities be installed and stored within the country.

Figure 1. Global trends in service export value (nominal)

Figure 2. Balance of services trade in each country (by sector)
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2-3 Structural Changes in Trade and Investment (3) (FDI)

» Global FDI peaked in 2015 and has been decreasing thereafter following the slowdown of merchandise trade in the 2010s (Figure 1).

» Since the escalation of U.S.-China trade friction and the COVID-19 pandemic, an increasing number of countries are introducing or expanding security-
related investment screening (Figure 2).

» Following the increased instability of the economic environment, including the U.S.-China trade friction, FDI in China is showing a continuous slowdown
(Figure 3). In strategic sectors, such as semiconductors industry, FDI flows to different regions are diverging, influenced by geopolitical distance (Note)
(Figure 4).

(Note) It shows the distance of geopolitical stances between the two countries attributable to the existence of an alliance, etc. Estimated from the voting behavior in United Nations Councils, etc.
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2-4 Structural Changes in Trade and Investment (4) (Future Prospects)

Figure 1. Future prospects of trade and FDI

Trends in merchandise trade:

€ The U.S. and China have a close relationship in
terms of GVC, and the further escalation of trade
friction might have a large impact on both countries
(Figure 2).

¢ While the tightening of export regulations, etc.
continues with the U.S.-China trade friction, there is
a possibility that the tightening of regulations and
economic activities can be both realized in the U.S.
from the perspective of economic security, by
further clarifying the target of such regulations.

Trends in services trade:

& The growth rate is higher among countries with
competitiveness in the service sector, and it is
suggested that the sector would be the driving
force for growth in these countries.

€ Most countries/regions are tightening data flow
regulations, including data localization, to a varying
extent, which requires attention to be paid to the
possibility of putting restraints on the growth of
services trade in the future.

Trends in FDI:

€ In addition to the continuing U.S.-China trade
friction, trends such as reshoring (returning to
production in home country), friend-shoring, and
near-shoring are progressing.

€ From a geopolitical perspective, as regional
fragmentation continues in strategic sectors, such
as semiconductors, the overall growth rate of FDI
might continue to decline and be skewed among

regions (Figure 3).

Figure 2. Ratio of added values from overseas

among exports from the U.S.

Figure 3. Geopolitical stance inferred from votes in United Nations
General Assembly (UNGA) (2022)
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(Note) Adapted from Harvard Dataverse. Based on votes in the 77th UNGA (2022). The darker blue
indicates a voting behavior closer to that of the U.S., while the darker red indicates the opposite.
Countries/regions without existing data are shown in gray. 9



