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Global Outlook: Trump’s Trade Gamble

Uncertainty from President Trump's economic pronouncements could
be more dangerous for the global economy than the direct impact on
trade

New York, New York

MAKE AMERICA GREAT AGAIN!

The downside risks for market and boardroom sentiment

Our monthly economic outlook for July is dominated by the uncertainty created by Donald
Trump's moves on tariffs and trade. The President vowed to “Make America Great Again”
and a strong economy with low unemployment has been achieved. This success has
emboldened him to push harder on trade. Although the EU and the US are still exploring
possible solutions, business is braced for a step-up in protectionist policies over the summer.
The uncertainty such behaviour generates implies downside risk for financial market and
boardroom sentiment. This could be even more dangerous for the global economy than the
direct impact on trade.

There is limited evidence so far that protectionist measures are derailing the global
economy, but growth risks are skewed towards the downside over the summer. The coming
months could see $600bn of trade hit with tit-for-tat tariffs between the US and China.
Worse for Europe, there is also the possibility that auto imports to the US will also attract
tariffs of around 20%.
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The wider perspective

On their own, we are probably talking an impact measured in only one or two-tenths of a
percentage point on global growth. However, the impact on financial markets and economic
confidence may be much larger and lead to a more substantial slowdown in activity. Steep equity
market falls and a downturn in investment and job creation could trigger a greater willingness to
compromise. However, we doubt President Trump will change tack before the 6 November mid-
term elections. His personal approval ratings have been trending higher and there has been some
evidence of Republicans doing a little better in the polling. Nonetheless, right now the Republicans
look set to lose control of Congress, which could open the door to an eventual shift in policy.

The fiscal and monetary situation

The US economy itself is performing well. 2Q GDP growth is likely to come in at around 4%, while
inflation is set to rise above 3% in the next couple of months. With unemployment at 50-year lows,
the Federal Reserve will stick to its “gradual” policy tightening of one hike per quarter, but the
trade-related drags on activity will slow the pace of hikes next year. Trade war fears and financial
deleveraging reform pose clear downside risks to Chinese growth. However, we are now seeing
both fiscal and monetary policy loosening from authorities. The People's Bank of China has ceased
rate hikes and has cut reserve requirement ratios, while government spending is picking up. At the
same time, the currency is weakening under market forces, which should all help to limit the
damage.

Under the surface of falling sentiment indicators, political tensions in several countries and trade
war fears, the Eurozone economy is continuing its solid recovery. As a result, the European Central
Bank (ECB) can bring its quantitative easing (QE) programme to an end this year, but interest rates
will likely be left unchanged for at least another year. Japan is not growing as fast as it was, and
will not be immune to a looming global trade slowdown. But the domestic economy is looking a
little more robust than for some time, and this could help provide some offset to a poorer export
backdrop.

A dangerous cocktail in FX markets

FX markets continue to be governed by trade tensions and firm US interest rates. This is a
dangerous cocktail for emerging markets as an asset class and supportive for the dollar in general.
Risks to our EUR/USD forecasts are firmly skewed to the downside.
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ING global forecasts
2017 2018F 2019F 2020F

FIRST 20 3Q &% FY 10 2Q 3Q &4Q FY 10 2Q 30 4 FY 10 2Q 30 4&Q FY

QUA

RTER
United States
GDP (% QoQ, ann) EZ R FA 0N AE 20 &0 33 23 29\ pi5E2@giiniad 17 18 18 17 18
CP1 headline (% YoY) 2RI AR 23 27 29 26 2625 LS LEPENGy 23 22 21 19 21
Federal funds (%, 2op)! 075 100 100 125 150 175 200 225 250 250 275 275 300 325 325 3.00
3-month interest rate (3, eop) 115 130 133 156 230 235 262 284 306 299 327 330 355 372 354 346
10-year interest rate (%, eop) 240 230 230 240 300 300 300 320 330 320 320 320 320 310 300 290
Fiscal balance (% of GDF) 35 -40 47 -5.0
Fiscal thrust (% of GDP) 0.0 14 08 0.4
Debt held by public (% of GDP) 761 713 798 230
Eurozone
GDF (% CQoQ, ann) 27330 292824 15 15 17 ‘16 20fd7 346 Lh IF T 17 16 12 09 16
Pl headline (% YaY) 15 1350 15 14 1& 13 17 20 16 17/ 51& 16 16 17 16 17 17 17 17 17
Refi minimum bid rate (%, eop) 000 000 0.00 0.00 000 000 000 0.00 000 000 000 025 025 025 050 050 050 050
3-month interest rate (%, eop) -0.33 -0.33 -0.33 -0.33 -0.33 0.33 -0.33 -0.33 -0.25-0.20-0.10 0.10 010 0.15 030 040 050 050
10-year interest rate (%, eop] 045 040 045 D42 030 030 040 050 060 070 0.70 080 0.80 050 1.00 100 100 100
Fiscal balance (% of GDP) -09 -0s L -10
Fiscal thrust (% of GDP} 02 02 03 01
Gross public deht/GDP (36) 892 877 861 51
Japan
GDP (% QoQ, ann) 19851 13 1T 06 18 19 10 10FET RSP EIANES 11 11 11 11 06
CPI headline (% YoY) 02 04 06 06 05 13 07 10 06 09 06 22 22 23 18 23 10 10 10 10
Excess reserve rate (%) -01 -01 01 01 {01 01 01 -01 01 -01 01 00 00 00 00 00
3-month interest rate (%, eop) 000 000 0.00 0.00 000 000 000 000 00 00 005 01 01 01 01 01
10-year interest rate (%, eop) 010 010 010 0.10 010 010 010 010 01 01 01 01 02 02 02 03
Fiscal balance (% of GDP) 48 41 36 -30
Gross public debt/GDP (%) 2210 2230 2260 2260
China
GDP (% Yoy} 69 69 68 68 69 68 67 67 68 68 67 67 66 66 67 66 65 65 64 65
CP1 headline (% YoV) 1% 14 16 18 16 25 20 20 21 22 ;19 19 19 20 19 20 19 18 17 20
PBOC 7-day reverse repo rate (% eop) 245 245 245 250 255 255 255 255 255 255 260 265 270 270 270 270 270 275 275
10-year T-bond yield (%, eap) 329 357 361 390 375 354 350 340 340 330 320 310 300 3.00 300 295 295 290 290
Fiscal balance (% of GDP) 37 -35 35 -35
Public debt, inc local govt (% GDF) 500 85.0 100 100
UK
GDP (% QoQ, ann) TSI SI0S 16 815 09 19 15 18 g . S S B 21 17 17 17
Pl headline (% YoY) 2ESAE RIS RN B2 27 25 25 23 2522 INNTONPR NN 21 22 22 21 22
BoE official bank rate (%, eop) 025 025 0.25 0.50 050 050 075 0.75 0.75 0.75 075 1.00 1.00 100 100 125 1.25 150 150 150
BoE Quantitative Easing (Ebn) 445 E4S AAS 445 &S 445 445 445 A4L G5 445 AR5 HA4S AR5 445 4R 445 A4S 445
3-menth interest rate (%, eop) 035 035 035 0.52 0.60 080 0.80 0.80 0.80 0.85 105 105 105 105 130 135 160 165 165
10-year interest rate (%, eopl 115 110 135 120 145 148 170 180 180 190 150 200 200 20 21 22 22 22 22
Fiscal balance (% of GDF) -25 -18 -17 14
Fiscal thrust (% of GDF) -05 04 04 03
Gross public debt/GDP (3) 87.0 865 860 853
EUR/USD (eop) 108 112 120 120 125 117 137 173 £25°130 133 135 136 137 138 140
USDAPY [eop) 112 115 110 113 107 110 110 110 108 105 102 100 980 950 930 500
USD/CNY (eop) 689 678 6.65 6£.51 6.28 6.67 680 7.00 7.00 680 660 650 65 B4 64 B3
EUR/GEP (2op) 087 088 054 089 0.88 088 088 0.86 083 082 0.81 080 08 08 08 08
Brent Crude (USS/bbl, avg) 55 51 52 61 55 67 72 70 68 69 6% 66 67 66 66 610 660 710 660 660
YLower level of 25bp range; 3-month interest rate forecast based on interbank rates
Source: ING forecasts

Source: ING Global Research

Click here to download our global forecasts
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https://think.ing.com/uploads/reports/July_Monthly_Table.pdf

