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Let’s Make Asia Fiscal Again?

Executive summary
Asian health responses to COVID-19 have been varied; fiscal responses will vary too but there is broad scope for
effective stimulus.
Fiscal responses range from the relatively mild (Taiwan, Indonesia, China) to the huge (Hong Kong, Japan, Singapore),
but with the exception of Japan and Singapore there will still not be vast public sector debts on the books – and Japan
has had incredibly high public debt for more than two decades. Moreover, external indebtedness is not a binding
constraint.
The 1997 crisis was in part due to large foreign exchange mismatches in the context of inflexible and overvalued
currencies: this is not an issue in Asia today. The more flexible currencies of most of the Asian region mean that they
will be further able to introduce fiscal stimulus packages without worrying about runs on their exchange rates. Indeed
the constraints on action are arguably more political than economic.

Let’s Get Fiscal
Coming into 2020, a number of the factors that had weighed heavily
on the region appeared to be dissipating, giving rise to some cautious
optimism. Then came COVID-19. Much of East Asia has dealt with the
outbreak reasonably well albeit at the cost of wrenching recessions.
South Asia’s response to be discussed has been rather less impressive.
But monetary and especially fiscal policy — the focus of today’s article
— has been robustly and rapidly deployed, albeit to differing degrees,
throughout Asia.
Fortunately, the general fiscal starting position across the region was
far from stretched which will allow most governments to bridge what,
one hopes, will be relatively temporary shutdowns. Moreover, domestic
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fundamentals most everywhere remain largely sound with little
evidence of major internal and external economic imbalances.
Although more countries are tentatively re-opening, the risks from
echo-outbreaks and still fragile economies and financial systems
remain heightened. It is my working assumption though that as the
world becomes more used to dealing with what seems likely to be a
persistent, recurrent and mutating virus, it can better calibrate the
trade-offs between public health and brutal economic shutdown.
The above by no means suggests a rapid return to normality as certain
pockets of the capital markets appear to be pricing. But it does allow
governments, firms and individuals to adjust their responses to a world
of likely slower growth, more complicated and expensive management
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China Official and IMF Augmented* Fiscal Deficit as a % of GDP

of supply chains and greater government interference. Little here
implies an imminent productivity resurgence.
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Based on such priors, the cross-country analysis below examines
the initial positions and likely trajectories of a range of principal
variables that can help one determine the sustainability or otherwise
of a country’s medium-term fiscal path. Amongst those variables
considered are:
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•

Initial public sector debt metrics — ratios, stocks and servicing
costs;
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Sources of debt financing, domestic or overseas, voluntary or
captive;
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Official fiscal deficit
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Augmented fiscal deficit
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•

Balance of payments and currency constraints, or otherwise;
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•

Institutional capacity to allocate funds efficiently and deliver on
productive outcomes;
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•

Institutional capacity to deliver on parallel growth-enhancing and
employment-generating structural reforms.

The good news is that much of Asia came into the crisis in reasonably
good shape and still has pretty decent growth potential. Execution will
be everything.
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Coming into 2020, even the region’s habitual hoarders had been
planning to open their wallets (somewhat) given the unfriendly
international backdrop. The pandemic response subsequently prised
them open rather more widely.
For the chart below, I have resisted the temptation to just report the
headline numbers announced, since some of the claims seem aimed
more at shock and awe than having any particular grounding in reality.
Japan is a serial employer of such tactics. Nevertheless, in almost
every case, the fiscal stimulus to be delivered is still sizeable.
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1 All the countries surveyed here announced their initial 2020-21 budgets either in late-2019 or
early-2020 before the true destruction of COVID was readily apparent. The unveiling of China’s
budget, meanwhile, was delayed until May so it already includes exceptional measures.
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The long-term assessment of Asian fiscal outcomes charted above
suggests a skew towards conservatism, albeit with a few notable
outliers. Japan has been the global poster child for a kind of fiscal
profligacy that seemingly delivers very little in return. Malaysia, India
and Vietnam have also shown persistent tendencies towards running
sizeable deficits albeit pre-COVID, the former two at least had been
attempting to rein in their largesse. China’s1 fiscal record, meanwhile,
has not been quite as robust as the headline figures might suggest
since the official data do not capture the activities of local government
platform companies and other off-balance sheet, quasi-fiscal entities.
(The IMF does as decent enough job as anyone in trying to cut through
the obfuscation as charted in the next column.)
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The fiscal pushes being envisaged are unlikely to be enough to offset
fully the drawdowns in the other components of growth, but they
can at least help to cushion the pain, especially if, and it is a big if,
governments are successful in getting the cash to those who need it
the most. Leaving such judgements aside for now, it is encouraging
that Asia’s decades of relative fiscal parsimony (excluding Japan),
combined with an ability to deliver rapid rates of nominal growth,
has meant that public indebtedness coming into 2020 was pretty
comfortable across the board — even in more profligate Vietnam and
India. Indeed, ten of the economies surveyed here would have met
the EU’s Maastricht Treaty debt ceiling test which is more than can
be said for the majority of those who are supposed to be bound by
such niceties. Furthermore, even assuming that the fiscal expansions
announced will be entirely debt financed does not materially alter the
position, at least if one assumes that the demands of this year are not
to be recurrent.
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Public Sector Debts to Watch
Projected Public Sector Debt as a % of GDP, end 2020
Chart Title
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Third, Malaysian indebtedness, while not disastrous, is a reflection
of unchecked affirmative action policies for the majority which seem
rather hard for governments of any ilk to rein in. Dysfunctional local
politics neither give rise to great confidence that a major rethink is
imminent nor that supply side reforms to reinvigorate growth without
leverage are likely to be enacted.
Finally, Taiwan and Korea bear close monitoring since both have
been travelling down the slower potential growth-higher government
expenditures path. Akin to the developed world in general, policies
need to be enacted to reinvigorate productivity or structural levels
of government indebtedness will only rise further. Both though have
(dirtily) floating (and arguably undervalued) currencies and relatively
low levels of foreign borrowings, so neither will run into binding
constraints any time soon.

30%

What comes next?

0%
Aust

NZ

Indo China Phils Thai

HK

Viet India Korea Taiw Malay Euro

UK

USA Sing Japan

A number of issues warrant highlighting from the above chart. First,
Australia and New Zealand stand apart from most of the rest of the
developed world in their low levels of public debt. Moreover, both
have done far more to future-proof their pension systems while, their
currencies seem relatively fairly valued currently.
Second, Hong Kong and especially Singapore seem to have
inordinately high levels of public sector debt relative to their runs
of structural budget surpluses. In the case of the SAR, almost 90%
of official paper is HKMA-issued, in turn related to open-market
operations and a desire to build out an indicative yield curve.
Singapore, which has run even larger surpluses over time, has rarely
allowed its own citizens to spend or invest their own funds. Hence,
funds sequestered for its Central Provident Fund are largely used
to buy specially-issued government debt with the proceeds then
channelled to official bodies who allocate domestically and overseas
on behalf of their citizens. In essence, net debt in both places is
minimal (indeed probably negative all in) while even in Japan, which
really does require copious government financing, the net position is
only around half of the gross.
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The flood of global money looking for a return should allow Asian
governments to borrow cheaply to prop up growth through stimulus
packages. This money will need to focus on avoiding bankruptcies
and unemployment, especially in the informal economy. It is also
unlikely that there will be too many immediate infrastructure packages,
despite their medium-term growth boosting potential. Despite the huge
demand for this infrastructure, and the availability of capital to fund it,
many Asian countries continue to lack the “absorptive capacity” or the
ability to deliver projects in a timely manner. Perhaps the crisis can act
as a catalyst for long-overdue institutional reforms?
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Glossary of terms
L
LP
LTM
LTV

Limited Partner
Last Twelve Months
Loan to Value Ratio

M
M&A
MAU
MHE
MOIC
MoM
MRR
MSCI
MSME
MTD

Merger and Acquisition
Monthly Active Users
Mid to High End
Multiple on Invested Capital
Month on Month
Monthly Recurring Revenue
Morgan Stanley Capital International
Micro, Small and Medium Enterprise
Month to Date

N
NAV
NPV

Net Asset Value
Net Present Value

O
O2O
OEM

Online to Offline
Original Equipment Manufacturer

Daily Active Users
Deutschland, Austria & Switzerland
Due Diligence
Data Management Platform
Distributions to Paid in Capital

P
P&C
P2P
PaaS
PARx
PMS

Property and Casualty
Peer to Peer
Platform as a Service
Portfolio at Risk more than x days
Property Management System

ECB
ELN
ESOP
EU

Earnings Before Interest, Tax, Depreciation and
Amortisation
European Central Bank
Equity Linked Notes
Employee Stock Ownership Plan
European Union

Q
QoQ
QTD

Quarter on Quarter
Quarter to Date

R
R&D

Research & Development

F
FAV
FY

Fair Appraisal Value
Financial Year

G
GAAP
GDP
GMV
GP
GWP

Generally Accepted Accounting Principles
Gross Domestic Product
Gross Merchandise Volume
General Partner
Gross Written Premium

S
SaaS
SAFE
SFC
SFO
SI
SME
SOE
SPC
SPV

Software as a Service
Simple Agreement for Future Equity
Securities and Futures Commission
Securities and Futures Ordinance
Since Inception
Small to Medium Enterprise
State-owned Enterprise
Segregated Portfolio Company
Special Purpose Vehicle

H
HIBOR
HKMA
HoH
HR
HY

Hong Kong Interbank Offered Rate
Hong Kong Monetary Authority
Half on Half
Human Resources
High Yield

T
TER
TTV

Total Expense Ratio
Total Transaction Value

I
IFRS
IG
IPO
IRR
IT
ITD

International Financial Reporting Standards
Investment Grade
Initial Public Offering
Internal Rate of Return
Information Technology
Inception to Date

J
JACI

J.P. Morgan Asia Credit Index Core

K
KPI

Key Performance Indicator

A
AI
APAC
API
APJ
APR
ARPU
ARPPU
ARR
ASEAN
AUM

Artificial Intelligence
Asia Pacific
Application Programming Interface
Asia Pacific and Japan
Annual Percentage Rate
Average Revenue Per User
Average Revenue Per Paying User
Annual Recurring Revenue
Association of Southeast Asian Nations
Assets Under Management

B
B2B
B2C
BOD
BVI

Business to Business
Business to Consumer
Board of Directors
British Virgin Islands

C
C2C
CAGR
CLA
CV

Consumer to Consumer
Compound Annual Growth Rate
Convertible Loan Agreement
Curriculum Vitae

D
DAU
DACH
DD
DMP
DPI
E
EBITDA

U
UCITs
V
VIE

Undertakings for Collective Investment in
Transferable Securities

Variable Interest Entity

W
X
Y
YTD
YTM
YoY

Year to Date
Yield to Maturity
Year on Year

Z
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Disclaimer
This marketing communication, and the information contained
in it, is prepared by Silverhorn Investment Advisors Limited
(“Silverhorn”), a Hong Kong incorporated company with
registration number 1456284 and licensed by the Securities
and Futures Commission under CE Number AWE828 to carry
on Type 1 (dealing in securities), Type 4 (advising on securities)
and Type 9 (asset management) regulated activities under the
Securities and Futures Ordinance of Hong Kong (Cap. 571)
(“SFO”).
This document is intended only for the “professional investors”
as defined in Part 1 of Schedule 1 to the SFO to which it
has been provided, and is strictly confidential. As such, this
document must not be issued, circulated or distributed to
any other person other than the intended recipient under any
circumstances without prior written consent of Silverhorn.
This document is not directed to any person in any jurisdiction
which (by reason of that person’s nationality, residence or
otherwise) is prohibited by law to access such information.
This document does not constitute an offer to anyone, or a
solicitation by anyone, to make any investments in securities.
Such offer will only be made by means of a personal,
confidential memorandum. The content of this document
has not been audited or reviewed by any regulatory authority
in Hong Kong or elsewhere. The offering document, the
articles and the annual report of the fund(s) listed in this
document may be obtained free of charge from the respective
investment manager, administrator, and Swiss representative
(if applicable).

Past performance
Past performance is not a guide to future performance and
may not be repeated. You should remember that the value of
investments can go down as well as up and is not guaranteed.
The actual performance realised by any given investor depends
on, amongst other things, the currency fluctuations, the
investment strategy invested into and the classes of interests
subscribed for the period during which such interests are
held. Emerging markets refer to the markets in countries that
possess one or more characteristics such as certain degrees
of political instability, relative unpredictability in financial
markets and economic growth patterns, a financial market
that is still at the development stage, or a weak economy.
Respective investments may carry enhanced risks and should
only be considered by sophisticated investors.

Product risk rating
The Product Risk Rating of the Fund is derived based on
pre-determined product terms, characteristics and risk
factor, including, for example volatility risk, underlying risk,
market and political risk, liquidity risk and operational risk,
as appropriate, of the Fund. The rating is subject to review
and may change from time to time. The rating is meant for
information only. The rating does not reflect all potential
risks of the Fund, and does not give any indication as to the
potential return or risk of loss.

No liability
Nothing contained in this document constitutes financial,
legal, tax, investment or other advice, nor should any
investment or any other decisions be made solely based on
this document. This document does not provide any advice or
recommendation as to whether any securities or investment
strategy referred to in this document is suitable for the
intended recipient.
Although all information and opinions expressed in this
document were obtained from sources believed to be reliable
and in good faith, no representation or warranty, express
or implied, is made as to its accuracy or completeness and
no liability is accepted for any direct or indirect damages
resulting from or arising out of the use of this information.
All information as well as any prices indicated are subject to
change without notice. Any information on asset classes, asset
allocations and investment instruments is only indicative.
Before entering into any transaction, investors should consider
the suitability of the transaction to their own individual
circumstances and objectives. We strongly suggest that you
consult your independent advisors in relation to any legal,
tax, accounting and regulatory issues before making any
investments.

availability of any information, including ratings, and will not be
responsible for any errors or omissions (negligent or otherwise),
or for the results obtained from the use of such content.
Third-party data are owned by the applicable third parties and
are provided for your internal use only. Such data may not be
reproduced or re-disseminated and may not be used to create
any financial instruments or products, or any indices. Such
data are provided without any warranties of any kind.

Capacity
Silverhorn Investment Advisors Limited acts as an agent for all
transactions executed for and on behalf of you.

Products issued by Silverhorn or its
affiliates
The fund(s) listed in this document are issued by Silverhorn
and/or its affiliates, and as such Silverhorn is not an
independent intermediary with respect to the distribution of
such funds. Silverhorn and its affiliates may benefit from the
origination and distribution of such funds through subscription
or commitment fee, and may receive ongoing management
fee and performance fee for the management of such funds
pursuant to their offering documentation.

Discount of fees and charges
Fees and charges payable by you for investments into
the fund(s) shall be charged pursuant to their offering
documentation. Notwithstanding, Silverhorn may from time
to time offer discounts and/or waiver of fees and charges, or
rebates subject to such terms and conditions and eligibility
criteria as determined by Silverhorn in its absolute discretion.
All information contained in this document is subject to
copyright with all rights reserved.

Third-party data
This publication may contain information obtained from third
parties, including but not limited to rating agencies such as
Standard & Poor’s, Moody’s and Fitch. Reproduction and
distribution of third-party content in any form is prohibited
except with the prior written permission of the related
third party. Silverhorn and the third-party providers do
not guarantee the accuracy, completeness, timeliness or

Contact Silverhorn
If you have any enquiries concerning the
document, please contact your Silverhorn
client advisor for further information. Any
communications with Silverhorn (including
telephone conversations) may be recorded.
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Silverhorn Investment Advisors Ltd.
18/F, 100 QRC
100 Queen’s Road Central
Hong Kong
Tel: +852 2599 9100
investments@silverhorngroup.com
silverhorngroup.com
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