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Key events in developed markets next
week
All eyes will be on the G20 Xi-Trump meeting next week, but even if
both leaders are open to resuming talks, there are many bridges to
cross before a deal is struck. We're confident that a resolution will
eventually be reached though, which limits the need for agressive Fed
rate cuts

Source: Shutterstock

Reaching a US-China deal will be tricky, despite G20 Xi-
Trump meeting

Markets are anxiously waiting for the outcome of the Trump-Xi meeting at the G20 meeting on
Friday and Saturday. A commitment to restarting the trade talks seems to be the best obtainable
result. Both leaders want a deal but to avoid losing face, both need to get concessions from the
other side. Xi will have to assure Trump that China is willing to offer more than it did during the last
round of talks. At the same time, Trump needs to assure Xi that he respects China by, for example,
agreeing to reciprocity regarding penalties in case of non-compliance with the trade deal. But even
if both leaders decide to resume the talks, there are too many bridges to be crossed to get a deal
quickly. We think this will lead to the US imposing another round of tariffs this quarter to ramp
up the pressure. China will retaliate. Only after both sides experience the increasing negative
effects of the trade war during the remainder of this year will they be prepared to
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make concessions and finally strike a deal.

US: We're cautious, but not as cautious as markets
Markets are increasingly of the view that the Fed will cut interest rates aggressively to head off the
threat of recession. Trade policy is critical to this view given the fear that intensifying tensions will
hurt sentiment, put up business costs and weaken profitability, which in turn will lead to weaker
investment spending and hiring. This in turn could lead to a broader economic downturn, with
inflation more likely to undershoot its target. We agree that precautionary rate cuts are likely but
feel that two 25 basis point moves is more probable than the four priced in by futures contracts.

This week’s data flow should show that the US economy has decent underpinnings with consumer
confidence remaining firm, although durable goods orders may soften due to an inventory
overhang in the manufacturing sector. More importantly, we are of the view that President Trump
wants to get re-elected next year and for that to happen, he needs a strong economy and equity
market. As our trade team have noted above, we remain confident that a deal will eventually be
struck, which will again limit the need for interest rate cuts.

Eurozone: Focus on inflation
The focus for the eurozone will turn to inflation. Kicking off next week we’ve got German inflation
data (and the IFO survey), which should provide evidence as to whether the ECB may be forced to
act in July or wait until the end of summer.

Obviously, the global economic environment is a key factor but weaker-than-expected inflation
data in the eurozone is also in the mix. Some recovery after the weak May reading is expected but
with fuel price growth down on the year, the scope for an upside surprise from the headline figure
is limited.

Nevertheless, the ECB is seemingly keen to reduce rates, the question now is what the trigger will
be?

Canada: Things are looking pretty good - domestically
There were a few things driving growth figures in April, but funnily enough they were not
related to cars. Largely due to assembly plant shutdowns, sales of motor vehicles - and in turn
motor vehicle parts, fell and this weighed on manufacturing sales (-0.6% month-on-month).
However, given that the shutdowns are likely to be temporary, we suspect this won’t be a cause
for concern.

On a more positive note, even though automotive exports were lower, there was a bright spot
(quite literally) in the form of rising gold exports, which resulted in a decent uptick in the
overall figure for a second straight month. This brought the trade deficit in April to its lowest level
since October 2018, and this renewed strength in exports reinforces our view that the domestic
economic outlook is looking a little brighter.
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Developed Markets Economic Calendar

Source: ING, Bloomberg

 Click here to download a printer-friendly version of this table

https://think.ing.com/uploads/reports/2006DMCal.pdf
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