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China 

 The US-China trade conflict weighs on the Chinese economy as the 

adverse impact spreads beyond trade-related activities to the broader 

economy through weaker confidence. 

 Any progress in trade talks would be positive for the economy, yet we 

expect the dispute to drag on for an extended period of time. 

 Chinese authorities are expected to continue employing additional fiscal 

and monetary stimulus measures to prevent a more substantial growth 

deceleration. 

ECONOMIC GROWTH OUTLOOK 

The downward pressure on the Chinese economy is intensifying. The trade and 

technology conflict with the US is adversely impacting the Chinese manufacturing 

sector and the country’s exporters. Moreover, resultant weaker confidence is 

weighing on household and business spending and investment decisions. In 

addition to the trade-dispute-related slowdown, China’s continuing structural 

transformation to becoming an economy driven by the consumer and the services 

sector is leading to lower GDP gains. We have made a small downward revision 

to our 2019 real GDP growth forecast for China, and expect output gains to 

average 6.1 y/y in 2019, vs. the earlier forecast of 6.2%. Momentum will likely 

decelerate further over the coming two years toward 5¾% y/y in 2021—a rather 

notable slowdown from the 6.6% expansion recorded in 2018.     

Broadly based weakness is visible in softer retail, industrial, investment and export 

data (charts 1 and 2). Moreover, credit growth—particularly bank lending—has 

failed to accelerate enough to boost growth momentum (chart 3). This implies that 

the Chinese government will need to unveil additional stimulus in order to maintain 

economic growth in line with the official 2019 target of 6–6½% y/y and to promote 

social stability. Indeed, we expect the administration to announce further fiscal 

support in the near term—specifically targeting the Chinese consumer, private 

sector enterprises, as well as infrastructure—to complement the already-

announced measures, such as cuts to the manufacturing sector value-added 

taxes, higher individual income tax thresholds and raised deduction limits, and 

increased issuance quotas for local governments’ special purpose bonds for 

infrastructure projects.  

The US-China trade conflict continues, causing fluctuations in global risk 

sentiment. With every escalation, a resolution to the dispute is becoming 

increasingly difficult to achieve. An additional set of US import tariffs on Chinese 

goods became effective on September 1, joined by a round of Chinese retaliatory 

tariffs. Further levies are set to take effect in mid-October and mid-December. 

With the two countries’ teams back at the negotiation table, any progress in 

improving the bilateral relationship would be positive for the global economy; we 

assess that an interim agreement covering some aspects of traditional trade of 

goods seems more achievable than a comprehensive deal, given that little 

headway has been achieved in resolving disagreements regarding such issues as 

technology, cyber security, intellectual property protection, and market access.  
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Chart 1  

Chart 2 

  China 2018 2019f 2020f 2021f

Real GDP (annual % change) 6.6 6.1 6.0 5.8

CPI (y/y %, eop) 1.8 3.0 2.3 2.5

Central bank policy rate (%, eop) 4.35 4.10 4.00 4.00

Chinese yuan (USDCNY, eop) 6.88 6.90 6.70 6.50

Source: Scotiabank Economics.
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We highlight that the US administration may be overestimating its negotiation power 

and China’s willingness to make a comprehensive deal with the US, which would 

require notable concessions by China. Given persistent unrest in Hong Kong, we point 

out that the Chinese leadership will likely try to avoid looking weak domestically as it 

deals with its US counterpart in order to underpin social stability in the mainland. 

Moreover, with manufacturing in the US—a core element of President Trump’s 

platform—now contracting, China may be more willing to endure some additional 

economic pain domestically if it leads to a lower likelihood of President Trump getting 

re-elected. Finally, the unpredictable nature of White House policies may be a 

disincentive for China to give concessions to the US as any reached agreement could 

potentially get disregarded at short notice. Against this backdrop, we expect China to 

remain firm during the trade negotiations, demanding the removal of the tariffs that 

have been imposed so far. Accordingly, we expect the dispute and the negotiations to 

drag on for months, most likely through Trump’s presidency.  

INFLATION AND MONETARY POLICY OUTLOOK 

Inflationary pressures have intensified in China on the back of higher food prices. 

Headline inflation is approaching the government’s target of around 3% y/y (chart 4). 

We expect consumer price inflation to close the year at the 3% y/y mark before 

stabilizing at around 2½% in 2020–21. Nevertheless, price pressures further up the 

distribution chain are much weaker, with annual producer price inflation currently 

residing in negative territory. Manageable inflationary pressures should allow the 

People’s Bank of China (PBoC) to maintain an accommodative monetary policy stance 

through 2021.  

The PBoC has rolled out additional monetary stimulus; the reserve requirement ratios 

were cut by 50 basis points to 13.0% for major banks in mid-September, bringing the 

total year-to-date reduction to 150 bps (chart 5). An additional 100 bps cut for qualified 

city commercial banks was also unveiled, effective in two phases on October 15 and 

November 15. We expect the PBoC to introduce some additional monetary easing in 

the near term, in the form of lower interest rates and reserve requirement ratios.  

Simultaneously, Chinese monetary authorities continue to take further financial market 

reform steps, as demonstrated by the August interest rate reform. The new 1-year 

Loan Prime Rate (LPR)—currently set at 4.20%, 15 bps below the former 1-year 

benchmark lending rate—is more market-driven as it is updated based on quotations 

from 18 banks. The LPR will be used as a reference rate for new lending rate and is 

set to reflect changes in the PBoC’s 1-year medium-term lending facility (MLF) rate, 

which the PBoC uses to inject liquidity into the banking system. The MLF has been 

kept on hold at 3.30% since April 2018, yet we expect it to be reduced over the coming 

months, resulting in a lower LPR rate of 4.0% by mid-2020. The new setup is expected 

to improve monetary policy transmission and lower funding costs in the economy, yet 

we note that such an outcome would be more pronounced if the PBoC also moved 

ahead with reforming the benchmark deposit rate. 

In August, the Chinese yuan broke above USDCNY7.0 for the first time since early 2008. 

We do not expect the PBoC to use significant devaluation of the Chinese yuan as a way 

to support the economy as it might trigger capital flight pressures. While the value of the 

CNY increasingly reflects market forces—and has depreciated on the back of trade-

related concerns—we expect the PBoC to keep the CNY relatively stable as it remains 

aware of the yuan’s value being a sensitive issue in the trade discussions with the US.  
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Japan 

 Global uncertainties and the consumption tax rate hike cloud Japan’s 

economic growth outlook. 

 Bank of Japan stands ready to provide additional monetary stimulus. 

ECONOMIC GROWTH OUTLOOK 

The Japanese economy’s near-term outlook is highly uncertain, given that the 

consumption tax rate rose from 8% to 10% on October 1 and is expected to 

trigger a dip in consumer spending in the final months of 2019. Nevertheless, the 

economy’s performance has been reasonably sound so far this year as some 

spending has been brought forward in anticipation of the tax rate hike. In addition 

to the domestic tax-related challenges, global uncertainties will likely depress 

sentiment at home, potentially holding up business investment and hiring 

decisions. While Japan’s public finances are strained—necessitating the 

consumption tax rate hike—growth-oriented fiscal policies will support economic 

activity, particularly ahead of the 2020 Summer Olympics in Tokyo. 

Japanese exporters are adversely affected by weaker global demand (chart 1), 

with shipments to the European Union and Asia being hit particularly hard. Indeed, 

the external sector has been a drag on growth since the second half of 2018, and 

we see no signs of the trend reversing in the near term. However, the fact that the 

US and Japan reached a trade agreement in September is a bright spot in the 

uncertain trade environment, yet it remains unclear if the deal will insulate Japan 

from potential US tariffs on automotive imports. We expect Japan’s real GDP 

gains to average 0.8% y/y in 2019, in line with the economy’s potential. Growth 

momentum will likely weaken to 0.5% in 2020 before rebounding to 1.2% in 2021. 

INFLATION AND MONETARY POLICY OUTLOOK 

Japan will continue to struggle with low inflation over the foreseeable future as 

global uncertainties weigh on economic growth prospects, limiting wage growth 

and demand-driven inflationary pressures. Changes in global risk aversion and 

associated fluctuations in the Japanese yen complicate the inflation outlook 

further. The CPI excl. fresh food—the Bank of Japan’s (BoJ) preferred inflation 

measure—currently hovers at 0.3% y/y, far from the central bank’s 2% inflation 

target (chart 2). While the inflation metric is set to pick up temporarily following the 

implementation of the consumption tax rate hike in October, we forecast that 

inflation will remain below the target through 2021. 

The BoJ will likely maintain highly accommodative monetary conditions through 

2021. Following the September monetary policy meeting, BoJ Governor Haruhiko 

Kuroda underlined the possibility that “the momentum toward achieving the price 

stability target will be lost” and that he has recently become more open toward 

additional monetary easing. The BoJ will likely discuss its policy options—e.g. 

lower short- and/or long-term policy rates, expanded asset purchases, or 

alternative measures such as provision of funding to banks through the Loan 

Support Program with a negative interest rate—in great detail over the near future, 

standing ready to provide further stimulus should the economy weaken.  
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India 

 India’s growth slowdown has spread across consumer spending, fixed 

investment, and exports.  

 Weaker economic activity prompts policy responses from the 

government and the central bank, underpinning a gradual recovery over 

the coming months.  

 Inflation in India is set to remain contained in the foreseeable future. 

ECONOMIC GROWTH OUTLOOK 

The Indian economy is showing signs of softness, prompting decisive action by 

the country’s policymakers. Both rural and urban demand indicators suggest lost 

momentum, with prospects for household spending—the engine of the economy—

likely to remain muted in the near term. Lower business confidence (chart 1) due 

to elevated global uncertainties is filtering through to investment activity, 

suppressing India’s eight core industries—electricity, steel, refinery products, crude 

oil, coal, cement, natural gas and fertilizers (chart 1). Meanwhile, weaker global 

demand conditions are weighing on Indian exporters and the manufacturing 

sector.  

The country’s real GDP growth slowed notably in the second quarter of 2019 with 

output expanding by 5.0% y/y, vs. 5.8% in the January–March period and 7.4% in 

2018 as a whole (chart 2). We forecast India’s output gains to average 5.8% y/y 

this year, well below the economy’s estimated potential growth of 7–7½%. 

However, we assess that the economy is on the verge of a gradual recovery, 

thanks to the multitude of measures implemented by both the government and the 

Reserve Bank of India (RBI). Nevertheless, to complement fiscal and monetary 

policy initiatives, continued strong political will is required to carry out structural 

reforms—in such areas as land and labour—in order to materially improve India’s 

longer-term growth prospects. We forecast that India’s real GDP growth will 

average 7.1% y/y in 2020–21. 

The Indian government is implementing measures to underpin the flagging 

economy, yet the nation’s room for fiscal stimulus is limited on the back of India’s 

weak public finances. We consider that it is highly unlikely that India will be able to 

meet the fiscal year 2019–20 (April–March) central government budget deficit 

target of 3.3% of GDP due to downward pressure on tax revenue. Moreover, we 

note that the fiscal shortfall remains significantly bigger at the general government 

level, close to 7% of GDP in FY2019–20. The stress on India’s public finances 

would have been even stronger without the recent sizeable transfer that the 

government received from the RBI, consisting of dividends and excess capital, 

equivalent to 0.9% of GDP vs. the budgeted 0.7%.  

In order to boost private sector investment over the coming years, the government 

announced a substantial corporate tax reform in September, which sees the 

corporate tax rate cut from 30% to 22%, effective from April 1, 2019. Moreover, 

newly incorporated manufacturing sector companies will face a lower 15% tax 

rate, aimed at boosting the government’s “Make in India” initiative and attracting 
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higher foreign direct investment inflows. Indeed, with these new tax cuts India is now 

placed among the lowest corporate tax rate jurisdictions in the emerging market 

universe (chart 3). In addition, Indian policymakers have recently unveiled various 

other initiatives to improve the economy’s outlook, such as a merger of ten public 

sector banks into four, a bank recapitalization package, plans for infrastructure 

spending, support for the automobile sector, as well as other tax measures targeting 

start-ups and investors.  

INFLATION AND MONETARY POLICY OUTLOOK 

Indian monetary authorities continue to take steps aimed at reversing the current 

sharp slowdown in economic activity. Given India’s restrained public finances, the RBI 

will be responsible for most of the economic revival efforts. Nevertheless, the central 

bank continues to struggle with inadequate monetary policy transmission, as its 

benchmark interest rate cuts have only partially been reflected in lower bank lending 

rates. The benchmark repo rate has been reduced in five consecutive monetary policy 

meetings by a total of 135 basis points since the beginning of the easing cycle in 

February 2019 (chart 4). The most recent rate cut took place in early October when 

the policy rate was reduced by 25 bps to 5.15%, the lowest level since 2010.  

The RBI maintains its “accommodative” monetary policy stance. Furthermore, it has 

signalled that the stance would remain unchanged “as long as it is necessary to revive 

growth” and that additional policy space exists to address weak economic activity. 

Accordingly, we expect some further monetary stimulus over the coming months, 

taking the repo rate to 4.75% by early 2020 (chart 4). Assuming a recovery in growth 

momentum and a gradual climb in inflationary pressures over the next year and a half, 

the RBI will likely return to a cautious monetary tightening bias in 2021. 

A benign inflation outlook allows the RBI to focus on stimulating domestic demand. 

Both headline and core inflation—currently hovering at 3⅓% y/y and 4%, 

respectively—remain comfortably within the RBI’s annual inflation target of 4% ±2%. 

Moreover, a negative output gap, manageable inflation expectations, and above-

normal monsoon rainfall that should keep food prices in check point to contained 

inflationary pressures over the foreseeable future. We expect price pressures to 

remain within the RBI’s target through 2021, yet we will likely witness a gradual 

rebound toward 5.0% y/y in 2021 on the back of strengthening economic momentum. 
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South Korea 

 Export-sector headwinds continue to weigh on economic activity. 

 Authorities’ fiscal and monetary stimulus efforts underpin the outlook. 

ECONOMIC GROWTH OUTLOOK 

The export-oriented South Korean economy is losing momentum (chart 1) as four 

issues simultaneously weigh on activity: 1) softening global demand dynamics; 2) 

trade tensions between the US and China and associated supply-chain ripple 

effects; 3) the ongoing downturn in the global electronics sector, which reflects 

lower Chinese demand and smartphones’ longer replacement cycle; and 4) the 

Japan-South Korea dispute and subsequent export restrictions set by Japan on 

materials critical to the South Korean semiconductor sector. The external sector 

outlook is potentially further jeopardized by the expected decision by the US 

administration by mid-November on whether it will move ahead with tariffs on 

automobile imports.  

Domestic demand will play a key role in underpinning economic activity in South 

Korea as the external sector will face persistent challenges. Nevertheless, 

because of softer consumer and business confidence, South Korean households 

have become cautious spenders (chart 2) while construction and facilities 

investment by the private sector is set to remain muted. Meanwhile, public 

spending will support growth; in early August, the National Assembly passed a 

supplementary budget of around USD 5 bn (equivalent to 0.3% of GDP). In 

addition, the budget proposal for 2020, totalling around USD 443 bn, foresees a 

9.3% y/y rise in public outlays. 

The South Korean economy grew by 1.0% q/q (2.0% y/y) in the second quarter 

following a contraction in output in the January–March period. We expect the 

nation’s real GDP gains to remain moderate through the second half of 2019 with 

growth averaging 1.9%% this year. Favourable base effects combined with 

policymakers’ monetary and fiscal stimulus efforts will help the economy rebound 

gradually in 2020–2021, with real GDP growth expected to average 2.4% y/y. 

INFLATION AND MONETARY POLICY OUTLOOK 

In line with a broadening global trend, the Bank of Korea (BoK) has become 

concerned about the economy’s outlook, which is weighed down by persistent 

external sector uncertainties. Meanwhile, inflationary pressures remain absent, 

allowing for looser monetary conditions. Accordingly, the central bank lowered the 

Base Rate by 25 basis points to 1.50% following the July monetary policy 

meeting, thereby reversing the November 2018 interest rate hike. While the BoK 

left monetary conditions unchanged at the subsequent policy meeting, it signalled 

that it will consider the need for further policy adjustment. We assess that another 

25 bps rate cut to 1.25% will likely take place in the near future.  

South Korea’s inflationary pressures have virtually disappeared with annual CPI 

increases hovering near 0%. Given low demand-driven price pressures, inflation 

will likely remain muted for several quarters. In fact, we do not expect headline 

inflation to reach the BoK’s 2% y/y target before 2021.  
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Chart 2  

  South Korea 2018 2019f 2020f 2021f

Real GDP (annual % change) 2.7 1.9 2.3 2.5

CPI (y/y %, eop) 1.3 0.6 1.6 2.1

Central bank policy rate (%, eop) 1.75 1.25 1.25 1.50

South Korean won (USDKRW, eop) 1,116 1,180 1,140 1,100

Source: Scotiabank Economics.
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Australia 

 No recession in sight, though real GDP gains will likely remain below 

potential through 2021. 

 Household spending plays a key role in the economy’s growth outlook, 

yet the Australian consumer is set remain cautious. 

 Muted inflation allows for further monetary easing, with the benchmark 

interest rate continuing to break new record-lows. 

ECONOMIC GROWTH OUTLOOK 

The persistently challenging global economic environment is clouding Australia’s 

economic outlook. We expect Australia’s output to expand by 1.8% in 2019, 

before recovering to 2.4% y/y in 2020–2021. Accordingly, real GDP gains are 

expected to remain below the economy’s potential of 2¾% y/y through our 

forecast horizon (chart 1). The country’s real GDP grew by 1.4% y/y (+0.5% q/q 

non-annualized) in the second quarter following a 1.7% y/y gain (+0.5 q/q) in the 

January–March period. Despite muted momentum, we assess that Australia has 

solid economic fundamentals and adequate policy space to address even 

significant economic softness. Accordingly, we consider that the likelihood of the 

Australian economy facing a recession remains low.  

Australia’s external sector is supporting economic activity as it is benefiting from 

improved terms of trade (chart 2), thanks to elevated iron ore prices; the 

momentum is offsetting the impact from global demand weakness. Meanwhile, 

Australia is less integrated into the regional manufacturing supply chains than its 

peers in Asia-Pacific and is hence somewhat insulated from the ripple effects 

stemming from the US-China trade conflict. While the Australian economy will 

benefit from Beijing’s fiscal stimulus efforts, China’s continuing economic growth 

slowdown will be an issue for Australia’s longer-term growth prospects. 

Fixed investment growth will continue to be influenced by international 

developments as concerns regarding global economic growth momentum weigh 

on business confidence (chart 3) and on private sector investment intentions. The 

downturn in residential real estate prices is set to keep dwelling investment gains 

muted over the coming quarters. As counterbalance, public infrastructure outlays 

and the gradual resumption of resource sector investment should underpin 

economic activity.  

Household spending will be an important factor supporting economic growth, yet 

the outlook is influenced by mixed considerations. Consumer confidence has 

softened notably over the course of 2019 (chart 3), putting future spending 

decisions potentially on hold. Moreover, a high household debt burden and muted 

wage gains weigh on the consumer while the labour market momentum is 

expected to soften over the coming months. On the positive side, however, tax 

relief measures that target low- and middle-income earners, low interest rates, 

and a recovering housing market should underpin spending prospects.  
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Scotiabank 
Economics 
Forecasts

Australia 2018 2019f 2020f 2021f

Real GDP (annual % change) 2.7 1.8 2.4 2.5

CPI (y/y %, eop) 1.8 1.6 1.9 2.1

Central bank policy rate (%, eop) 1.50 0.50 0.50 0.50

Australian dollar (AUDUSD, eop) 0.70 0.68 0.72 0.74

Source: Scotiabank Economics.
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Australia’s labour market remains solid for the time being, yet some signs of softening are starting to emerge. Over the past 12 

months to August, an average of 26,000 new jobs have been added to the economy every month, representing a high number by 

historical standards. Furthermore, 60% of those positions have been full-time jobs. Nevertheless, the unemployment rate has crept 

up to 5.3% from 4.9% earlier this year, reflecting higher labour force participation (chart 4). We expect employment gains to soften 

over the coming months—toward more-normal levels—as global uncertainties and weaker confidence will likely put some hiring 

decisions on hold. 

Australia’s residential property market is showing signs of stabilization with house prices in large cities rising for three consecutive 

months since July (chart 5). Nonetheless, we monitor the housing market carefully, as price developments vary widely across the 

country and housing turnover will likely stay low for the time being due to muted confidence.  

INFLATION AND MONETARY POLICY OUTLOOK 

Australia’s headline inflation continues to hover below the Reserve Bank of Australia’s (RBA) 2–3% annual inflation target, with 

prices rising by 1.6% y/y in Q2 of 2019, yet inflationary pressures intensified slightly from the first quarter reading of 1.3% y/y. We 

expect demand-driven price pressures to remain largely absent through our forecast horizon; headline inflation will likely climb 

higher only gradually, reaching the lower end of the RBA’s target range in early 2021.  

Enabled by low inflationary pressures, the RBA continues to take decisive steps to support the economy. In early October, the 

benchmark interest rate was lowered by 25 bps to 0.75%—a record low. The policy rate was reduced by the same magnitude at 

the central bank’s meetings in June and July. A total of 75 bps of easing over the past four months highlights the monetary 

authorities’ concerns regarding Australia’s economic outlook. RBA Governor Philip Lowe has highlighted that the RBA is prepared 

to ease monetary policy further if needed. He has pointed out that interest rates are set to remain low for an extended period of 

time as the central bank aims to reach full employment in the economy and to achieve the inflation target. Given weak inflation 

projections and our expectation that Australia’s labour market will fail to strengthen in the near term, we forecast the RBA to cut the 

benchmark rate one more time in this easing cycle, to 0.50%. We assess that the RBA would also be prepared to employ 

unconventional monetary policy tools to complement the interest rate cuts, should the achievement of the employment and 

inflation targets become subject to notable risks.  
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