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The base effect is gradually appearing, and the chance of stabilization or

downward movement is higher in the future.

The annual rate of inflation in the U.S. fell to 8.3% in April, compared with 8.5% previously, the first decline
in eight months, but was higher than the market estimate of 8.1%, still hitting a nearly 40-year high; in
addition, the core CPI, excluding energy and food prices, fell to 6.2%, compared with 6.5% previously, a

slightly more moderate sign, but still higher than the expected 6.0%.

In April, the inflation data did not show a significant slowdown due to the Federal Reserve's initiation of

interest rate hikes, the housing costs continue to grow, and the rebound in travel demand in April driving an
annual increase of 18.6% in airfares. But fortunately, the price of used cars in the transport did not continue
to soar, coupled with the base period factors of inflation gradually reflected, inflation shows signs of slowing

down, increasing the market's expectations for the peak of inflation in 2022 Q2. The following may be noted:

1. Russia-Ukraine war has not shown signs of peace talks, the demand for oil for war has not decreased,
coupled with the EU embargo on Russian oil draft is still open to discussion, and energy prices are still

under pressure to rise.

2. With China's zero-covid lockdown and the U.S.-west coast ports labor negotiations, supply chain
concerns may come to the forefront again. The chips needed for new cars may be adrift at sea, and if

the Americans redirect demand to used cars, a return to higher prices for used cars cannot be ruled out.
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Taiwan's export orders turned negative in April to -5.5% YoY (previously 16.8%), for the first time since

February 2020. Mainly reflecting the slowdown in manufacturing cycles and the impact of China's city

closure.
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In terms of detail, information and communication products fell sharply to -21.5% YoY (previously 23.3%

YoY), electronic products increased by 4.3% YoY (previously 31.7% YoY), optical equipment decreased by

-27.7% YoY (previously -9.8% YoY), and base metals decreased by -8.8% YoY (previously 9.1% YoY).
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In terms of countries, China and Europe are the top decliners, down -16.9% (previously 9.1%) and -17%
(previously 20.1%) respectively, while the U.S. is down -0.2% (previously 20.1%), except for the ASEAN,
which still maintains a high growth rate of 22.7% (previously 27.3%).
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This year, under the impact of various external factors (including the conflict between Russia and Ukraine,
and high inflation), the demand for goods from overseas markets has slowed down significantly, and there
are negative factors in the short term, such as the closure of Shanghai, except for electronic products,
which are still in short supply, supported by the foundry to maintain positive growth. However, it is important
to note that the overall export growth is likely to remain low for some time after the high base period in the

middle of the year.
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Easing policies to build up strength for the economic rebound after pandemic

subsides.

The People's Bank of China announced that the 1-year LPR rate remained unchanged at 3.7%, but

lowered the 5-year LPR rate linked to mortgage rates by 15 basis points to 4.45%, the first time in 4

months, and the rate was higher than expected, the largest reduction since the LPR reform, showing
the direction of stimulating credit growth and lowering long-term lending rates for enterprises and

residents, and giving a signal to stabilize the housing market and the macroeconomy.

The rate cut was not expected by the market, but it also reflects the fact that the economy is facing a
greater challenge with the Chinese government insisting on the “zero-covid policy” and the rising
interest rates in the US. The 5.5% economic growth target may require more policy support, and there

is a possibility that LPR will continue to be cut in the future.
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Japan's Q1 GDP grew at an annual rate of 0.2% (previously 0.4%) and -1.0% SAAR (expected -1.8%, previously
4.6%). Details of Q1 GDP: private consumption -0.1% (previously 10.2%), government spending 2.4% (previously
-1.1%), investment -2.4% (previously -3.7%), exports 4.7% (previously 3.6%), imports 14.1% (previously 1.4%).

Japan's Q1 was affected by the Omicron epidemic, and private consumption fell again. In addition, under the
depreciation of the yen and high inflation, imports also increased significantly, offsetting the growth of GDP,

making Japan's Q1 GDP as expected.

Future, the Japanese government announced on March 22 that it will begin lifting the “COVID-19 prevention
measures” across Japan. The impact of the epidemic will subside in Q2, and the Reuters Tankan service industry
survey in May also rose to a post-2020 epidemic high, showing that the Japanese economy continues to recover.

The market expects Japan’s Q2 GDP to increase by 3.2% (previously 0.2%) and 2.1% (previously 1.8%) in 2022.
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The MPC’s Forecasts of Annual GDP Growth & CPI Inflation

2022 2023
Report
Date 2022 2023
QL Q2 Q@ Q4 Q1 Q2 Q3 Q4
2022/5 890 322 286 066 -0.17 -0.04 -081 0.24 33 =
2022/2 781 323 260 147 181 116 088 117 32 1;
2022/5 6.2 913 946 1019 931 6.65 588 356  10; 3;
CPI
inflation
2022/2 57 703 670 581 521 349 325 245 5 23
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BoE Monetary Policy Report - May 2022
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BoE Monetary Policy Report - May 2022

In the May Report central projection, UK GDP growth was expected to slow sharply over the first half
of the forecast period. That predominantly reflected the significant adverse impact of the sharp rises in
global energy and tradable goods prices on most UK households’ real incomes and many UK
companies’ profit margins. Total real household disposable income was projected to fall by 1.75% in
2022, which was a greater fall than in the February projection. Four-quarter consumption growth was
expected to slow materially over the first half of the forecast period. The outlook for aggregate
consumption would depend on a range of factors including the distribution of the squeeze on incomes
across households and the extent to which they were willing and able to draw on accumulated savings.

Overall, four-quarter GDP growth was expected to be broadly flat in 2023.

CPl inflation was expected to rise further over the remainder of the year, to just over 9% in 2022 Q2
and averaging slightly over 10% at its peak in 2022 Q4. The majority of that further increase reflected
higher household energy prices following the large rise in the Ofgem price cap in April and projected
an additional large increase in October. The price cap mechanism meant that it took some time for
increases in wholesale gas and electricity prices, and their respective futures curves, to be reflected in
retail energy prices. Given the operation of the price cap, consumer price inflation was likely to peak
later in the United Kingdom than in many other economies, and might therefore fall back later. The

expected rise in CPl inflation also reflected higher food, core goods, and services prices.

Although the Bank of England raised its economic growth forecast for the first half of this year, from the
fourth quarter of this year, economic growth has been significantly lowered, mainly due to two reasons:
(1) Reduced government spending contribution: UK government spending will grow by a total of 14.4%
in 2021. It is expected that the growth rate will gradually slow down this year as the base period rises
and COVID-19-related medical spending declines. The growth rate of government spending in the first
quarter of this year has also turned negative by -1.7% (the previous 1.5%).

(2) Severe inflation and weak private consumption momentum:
The Bank of England believes that the Energy Regulatory
Agency will raise the energy price ceiling again to 40% in
October this year (it has been adjusted by 54% in April), so it is
expected that the peak of inflation will appear in Q4, reaching
10.3%. High inflation suppresses people's income and

consumption. The Bank of England expects the annual growth

rate of real income to be -3.25% and -1.25% this year and next,

and the annual growth rate of employment is 0.75% and -0.5%.
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European Commission Presents REPowerEU Plan

urope
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The European Commission presented on 18 May 2022 details of its plan to repower Europe and to
reduce, and ultimately end, Europe’s reliance on Russian fossil fuels (the REPowerEU Plan) which was

announced on 8 March 2022.

It aims to do this with three pillars: energy conservation, diversifying supplies, and quickly substituting
fossil fuels by accelerating Europe’s clean energy transition, all while smartly combining investments and

reforms.

The Plan acknowledges that the shift away from Russian fossil fuels will also require targeted
investments for the security of supply in gas infrastructure and very limited changes to current oil
infrastructure, alongside large-scale investments in the electricity grid and an EU-wide hydrogen

backbone.
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India-Bans Wheat Exports

India has banned exports of wheat effective immediately, citing a risk to food security, partly due to the

war in Ukraine and as a scorching heatwave curtailed output and domestic prices hit a record high.

Although not one of the world’s top wheat exporters, India’s ban could drive global prices to new peaks

given already tight supply, hitting poor consumers in Asia and Africa particularly hard.
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Sri Lanka-Defaults on Debt for the First Time in Its History

Sri Lanka has defaulted on its debt for the first time in its history as the country struggles with its worst
financial crisis in more than 70 years. Defaults happen when governments are unable to meet some or all of
their debt payments to creditors. It can damage a country's reputation with investors, making it harder for it
to borrow the money it needs on international markets, which can further harm confidence in its currency

and economy.

Sri Lanka is seeking to restructure debts of more than $50bn it owes to foreign creditors, to make it more
manageable to repay. The country's economy has been hit hard by the pandemic and rising energy prices,
but critics say the current crisis has been of the previous government's own making. A chronic shortage of

foreign currency and soaring inflation have led to a severe shortage of medicines, fuel, and other essentials.
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Sri Lanka: The basics

+Sri Lanka is an island nation off southern India: It won independence from British rule in 1948. Three ethnic groups - Sinhalese,
Tamil, and Muslim - make up 99% of the country's 22 million population.

*One family of brothers has dominated for years: Mahinda Rajapaksa became a hero among the majority Sinhalese in 2009
when his government defeated Tamil separatist rebels after years of bitter and bloody civil war. His brother Gotabaya, who was
defense secretary, is now president.

*Now an economic crisis has led to fury on the streets: Soaring inflation has meant some foods, medication, and fuel are in short
supply, there are rolling blackouts and ordinary people have taken to the streets in anger with many blaming the Rajapaksa
family and their government for the situation.

-12-




s S A RERE R

acroeconomic Global manufacturing activity slows in April
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Uncertainty in the supply chain increases takes a conservative view of

manufacturing industry performance

Research institute IHS Markit, the U.S. Institute for Supply Management, and Chinese officials announced the

April manufacturing purchasing managers' index (PMI).

The US ISM manufacturing PMI fell to 55.4 in April, with the new orders index and production index both down
on the previous month due to weak demand for commodities, and the supply chain remains tight, pushing the

supplier delivery index up.

China's official manufacturing PMI fell to 47.4 in April, the second-lowest level since the 2020 covid-19
outbreak. The manufacturing sector's recovery was hampered by the spread of the epidemic in China, the
implementation of containment measures in several locations, and the conflict between Russia and Ukraine,

which increased logistics and raw material costs for enterprises.

The conflict between Russia and Ukraine is unresolved, and commodity prices are rising due to supply-
demand imbalances and rising food and energy prices, causing U.S. inflation to climb to a 40-year high. However,
in order to resist the excessive prices, the Fed has started a cycle of interest rate hikes, but the pressure of
capital recovery and supply chain concerns continue to interfere with the recovery of manufacturing activity, and
many countries are showing signs of slowing growth. As for future prospects, the supply chain uncertainty, in
addition to the above, also includes the U.S. west coast ports labor negotiations, because of the failure of
negotiations in the past, resulting in the disruption of port operations, as well as China's lockdown policy, affecting
the port blockage situation aggravated, supply chain concerns may continue to push up corporate logistics and

raw material costs, takes a conservative view of the future manufacturing industry.

-13-




EigmEngwaE | SEMBESRMBAIEEHERKEE

Remarks from US Treasury Secretary on Digital

lockchain & Cryptocurrency Assets
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On April 7, in front of American University’ s Kogod School of Business Center for Innovation,
Secretary of the Treasury Janet Yellen addressed the Biden administration’ s forthcoming
legislative approach to digital assets, as we discussed here, as well as the digitization of the
American economy, which Yellen assessed through the lens of five lessons she suggests are often
implicated by emerging technologies generally: responsible innovation; appropriate guardrails;

monetary sovereignty; technological neutrality; and interagency and international collaboration.
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Remarks from US Treasury Secretary on Digital
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1.The U.S. financial system benefits from responsible innovation

Yellen noted that financial innovation is not novel, and when it presents itself, may be accompanied
by unattended consequences. “Innovation that improves our lives while appropriately managing
risks should be embraced. But we must also be mindful that ‘financial innovation” of the past
has too often not benefited working families, and has sometimes exacerbated inequality, given
rising to illicit finance risks, and increased systemic financial risk." Today, many working-class
Americans remain dependent upon intermediaries, such as check cashers and payday lenders, to
obtain swift access to their paychecks in exchange for large processing fees to avoid the up to two-
day processing time of banks. Instead of using these intermediaries, consumers may overdraft their
accounts to obtain access to funds, incurring bank charges. Yellen stated these fees and services
equate to approximately $15 billion spent by Americans annually. Will digital assets catalyze
efficiency? Although Yellen believes “it" s too early to tell,” she briefly discussed the Federal
Reserve’ s plan to launch its proprietary program, FedNow, in 2023. The FedNow Service is an
instant payment service to provide all depository institutions in the United States with access to

instant payment services in near real-time every day of the year, including weekends and holidays.
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2.When regulation fails to keep pace with innovation, vulnerable people often

suffer the greatest harm

Drawing from parallels of subprime mortgage-backed securities involved in the 2008 financial
crisis, Yellen advanced that the Biden administration must “ensure that the growth of digital
assets does not allow similarly dangerous risks to emerge or lead to disproportionate impacts to
vulnerable communities.” Retail investors often trade stablecoins, a category of digital assets that
can be pegged to the U.S. dollar, to escape the volatility associated with the broader digital asset
market. But as Yellen stated, today, there is no way to confirm whether stablecoin issuers back

“their coins with traditional assets that are safe and liquid.”
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3.Regulation should be based on risks and activities, not specific technologies

According to Yellen, "Wherever possible, regulation should be ‘tech neutral.” Regulations should
curb the risks associated with the services that the technology underlying digital assets provide to
consumers and the broader economy; the technology should not be overregulated simply due to its
obscurity. For example, Yellen explained that “consumers, investors, and businesses should be
protected from fraud and misleading statements regardless of whether assets are stored on a

balance sheet or distributed ledger”
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4.Sovereign money is the core of a well-functioning financial system and the US
benefits from the central role the dollar and US financial institutions play in

global finance

Yellen believes that “monetary sovereignty and uniform currency have brought clear benefits for
economic growth and stability” Many proponents of digital assets have conveyed interest in the
Federal Reserve designing and developing a central bank digital currency (CBDC) as the next
iteration of the U.S. dollar. Furthermore, President Biden' s most recent executive order asserted
the administration is placing “the highest urgency on research and development efforts into the
potential design and deployment options of a United States CBDC." Yellen notes that the creation
of a CBDC presents major challenges that will require years of development. Nevertheless, the
issuance of a U.S. CBDC will likely hinge on the President’ s Working Group devising a solution
that enables the dollar to remain internationally prominent, while simultaneously mitigating

consumer harm and systemic risk and upholding financial stability.
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5.We need to work together to ensure

responsible innovation

Due to the internet, the digital asset space is a global
financial market. Not only will cooperation between
U.S. federal agencies be necessary to foster growth
and stability, but the U.S. will also have to work closely
with its international partners to effectuate consistent
regulations across jurisdictions. Yellen stated that the
Treasury has “been working with its international
counterparts to strengthen AML/CFT programs
abroad to better protect against exploitation by

illegal actors.”

Although Yellen did not provide any explicit insight into how the Treasury will shape digital asset
regulation moving forward, she made clear that these technologies will be embraced with a keen
focus on solutions that mitigate the potential financial instability and illicit activities risks these
technologies pose, but do not stifle innovation. As Yellen said, “Digital assets may be new, but
many of the issues they present are not. We have enjoyed the benefits of innovation in the past, and

we have also confronted some of the unintended consequences.”
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v The Fed minutes show that most participants judged that 50 basis point increases in the target
range would likely be appropriate at the next couple of meetings. The committee also outlined
a plan to begin reducing its holdings of Treasury securities, agency debt, and agency mortgage-
backed securities

v Lagarde said that the ECB is likely to start raising interest rates in July and exit sub-zero territory
by the end of September.

v China's State Council holds unprecedented meeting on stabilizing the economy with a focus on
policy implementation.

v The U.S. announced that it will not extend a sanctions waiver that allows Russia to pay its
interest or principal to U.S. debt holders, implying a higher likelihood of a technical default on
Russian debt.

Currently, there seems to be a turning point in both the trend of the economy and the investment
market, the Fed minutes show that the pace of interest rate hikes may not be as hawkish as the
market expects, and inflation seems to have signs of the peak, reducing market worries about
aggressive rate hikes, favorable to investor confidence.

In June there will be more information released on the future direction of monetary policy and
economic direction, the U.S. Beige Book, will reveal whether the economic situation is in line with

expectations, followed by Non Farm Payrolls(NFP) data is also an important indicator to observe.
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