THINK economic and financial analysis

ING

Bundle | 11 June 2018

Good MornING Asia - 11 June, 2018

Canada's Trudeau comes in for the brunt of Trump's Ire, as US
distances itself from the G-7 communique

In this bundle

G-7...Trumped

Canada's Trudeau comes in for the brunt of Trump's Ire, as US
distances itself from the G-7 communique

By Robert Carnell

FX | China | Taiwan

Taiwan: Trade growth stronger in May but
fundamentals weak

Taiwan's export and import growth look good because of the low
base last year but the data confirm our view that the economy
isn't particularly...

China

China: Strongly against a trade war

The US's changing stance towards China is a reflection of its
concern about the rise of China. If the US continues its hostility
towards "Made in...

Japan

Japan: The pause that refreshes

The 1Q18 slowdown was likely only a pause, nothing more, and
we anticipate activity strengthening in 2Q18 - barring disasters,
such as an all-out trade war

By Robert Carnell

Bundle | 11 June 2018 1



THINK economic and financial analysis

Opinion | 11 June 2018

G-7...Trumped

Canada's Trudeau comes in for the brunt of Trump's Ire, as US
distances itself from the G-7 communique

G-7...as Merkel puts it - "depressing".

OK, so no-one really believes these leaders meetings of the rich and powerful nations deliver a lot
of substance. But the reality is that at the margin, they probably set the tone for positive policy
changes. Topics under discussion were not frivolous - gender equality, global security and peace,
climate change and clean energy, economic growth, jobs and inclusivity and two sessions on
oceans including plastic waste. What jumps out immediately is that there is little on this agenda
that would have appealed to Donald Trump.

What was surprising is that even though Trump had to jet off early to Singapore, he was initially
prepared to put his name to the joint communique, having previously threatened 1) that he would
not attend the G-7 at all and 2) concerns that no agreement would be possible with Trump such
that no communique could be agreed.

Trump has now, famously, tweeted that he will not be endorsing the joint statement,
blaming Canadian PM Justin Trudeau for his comments following the summit.

"Based on Justin’s false statements at his news conference, and the fact that Canada is charging
massive Tariffs to our U.S. farmers, workers and companies, | have instructed our U.S. Reps not to
endorse the Communique as we look at Tariffs on automobiles flooding the U.S. Market!"

and..."PM Justin Trudeau of Canada acted so meek and mild during our @G7 meetings only to give
a news conference after | left saying that, “US Tariffs were kind of insulting” and he “will not be
pushed around.” Very dishonest & weak. Our Tariffs are in response to his of 270% on dairy!" Angry
much Donald?

The market implications of all this are relatively minor, though the Canadian dollar has taken a
slight beating, and risk sentiment would no doubt be a little higher if by some miracle Trump had
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begun to back-pedal from his global growth-damaging trade tariffs. That was never on the cards
though.

The summit further highlights how isolated the US has now become. Critics of the meeting calling it
the G6+1 are not far off the mark. It is also bizarre that the US President, at a time when Russian
influence of the last election is still under scrutiny, should suggest bringing President Putin back
into the picture. Timing Donald, timing!

| think Germany's Chancellor sums it up just right when she describes the outcome as "...a bit
depressing".

Sanity in Switzerland

Still, things could be worse, and the Swiss have injected a much-needed sanity jab over the
weekend, by overwhelmingly rejecting the "Vollgeld" referendum, which would have stopped
fractional reserve banking (modern-day banking) in Switzerland. Although this is all in the past
now, interested readers might want to read this thoughtful piece from our colleagues on the
matter. The EURCHF exchange rate seems pretty unfazed by the result. Though stranger things
have happened at recent referendums and elections, so we tend to keep an open mind to such
outcomes these days.

More optimism from the Donald / Kim show in Singapore

A little closer to home, in fact, here in Singapore today, we have both Donald Trump and Kim Jong-
Un. Trump stepped off the plane at Changi airport in a better mood than when he had left, saying
he was optimistic about a deal. We'll see. A positive outcome, including a formal announcement of
the end of the Korean war, and encouraging signs of denuclearisation, could see Korea's sovereign
debt rating improve a notch - not immediately, but after substantial progress towards peace on
the peninsula appeared to be irreversible. That should see Korean sovereign bonds rally and CDS
spreads narrow. Korean banks would also likely benefit by extension of any sovereign bond gains.
Korean 10Y KTBs are trading about 23bp under 10Y US Treasuries, so that spread could widen on
positive sentiment from this week's talks.

Shanghai co-operation organisation - the real G-7?

| enclose a link to the Shanghai cooperation organization, the Beijing-led alternative to the G-7, not
to score any political points, but to show how disunity in the west is easily capitalized on by the
East. In contrast to the G-7 meeting, agreement looks to have been made on various issues,
including opening up trade. With something like a third of the global population represented (China
and India get this off to a good start) and more GDP represented that the G-7 combined, is this
becoming the real G-7? All | would say is, they need to work on their group photo for the next
summit.

G-3 Central banks - ECB is probably the most interesting of the
pack

There is a great piece from James Knightley on this week's FOMC decision on June 13. But in the
end, this meeting is as much of a "shoo-in" as they come. A 25bp hike from the Fed is on its way,
despite the moaning from the EM world. Its "America First" at the Fed.
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In contrast, this week's ECB meeting is a little more nuanced. Following Peter Praet's commentary
last week, the Governing Council will certainly at least talk about the taper and its timing. What
they will announce, however, is less clear. They may feel it is enough to admit that they are now
talking about it. Perhaps they will leave any formal announcement of a reduced pace of bond
buying until the July meeting, giving a clearer steer that this is coming in September. Either way, |
suspect that they will not propose a hard end date for QE - date dependent policy is rightly not in
vogue anymore. These various outcomes offer differing degrees of support to the EUR, which keeps
it interesting.

Of least interest this week, but still probably worth a quick look, is the BoJ. | have always felt that
the BoJ would use the distraction of the ECB as the cover needed to tweak its own QQE policy, so
the likelihood of something here is slowly creeping higher.
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Sterling in the spotlight as May tries to pass Brexit bill

This Tuesday, Theresa May runs the gauntlet of the House of Commons as she tries to pass her
Brexit bill. With the opposition Labour party wanting a clear commitment to staying in the single
market, and Tory rebels wanting a faster and deeper split with the EU, scope for this to go wrong is
substantial. Another excellent note by our very own James Smith, looks at how failure might
impact on the future of Theresa May, and indeed the current government. Either way,

sterling could be rocked by the results.
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Snap | 8 June 2018 FX | China | Taiwan

Taiwan: Trade growth stronger in May but
fundamentals weak

Taiwan's export and import growth look good because of the low base
last year but the data confirm our view that the economy isn't
particularly...

Source: Shutterstock

With a low base last year, export and import growth rates look good, at 14.2% year on year and
12% YoY respectively, up from 10% YoY and 4.9% YoY.

But China continues to be essential to Taiwanese trade even following the set up of big Taiwanese
handset factories in the US. Mainland China, together with Hong Kong, is the biggest trading
partner of Taiwan, accounting for around 38% of total exports. Exports to China and Hong Kong
grew by 19.3% YoY, beating Taiwan's export growth to the US at 13.5% YoY.
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Taiwan export destinations, 12-month rolling
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Looking forward, trade prospects dim

But the low base technical effect won't last. From June to September, there will be high base
effects, so even if the global trade environment remains the same, Taiwan export growth prospects
will dim over the coming months.

An additional factor is that more Mainland Chinese tech companies are under US investigation for
"national security" reasons, which seems to be delaying the growth of the whole technology
industry and this, in turn, lowers demand for electronic goods - the biggest item of Taiwanese
trade.

This suggests that Taiwan's trade growth will slow over coming months.
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Forecast USD/TWD at 30.0 by end of 1H18

Today's data confirms our view that Taiwan's economy is not particularly strong.

Given the strong dollar and political uncertainties in Europe, we expect USD/TWD to weaken
to 30.0 by the end of 1H18.

We are reviewing our USD/TWD forecast for the end of 2018, which is currently 29.40.
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Article | 8 June 2018 China

China: Strongly against a trade war

The US's changing stance towards China is a reflection of its concern
about the rise of China. If the US continues its hostility towards "Made
in...

Trade talks could be futile if the US continues to impose tariffs
and sanctions on China

China has become increasingly irritated by a US administration that keeps changing its mind on
tariffs. Results from previous negotiations have been taken off the table until the US cancels it's
planned tariffs on China. Media reports suggest that the US could announce its tariff plan by mid-
June.

If the US follows through with its plan to announce sanctions on high-tech Chinese goods and
related businesses before the end of June, it's also likely that China will take a similar approach to
US businesses operating in China.

Clearly then, June looks set to be a tense, rollercoaster month for China-US trade and investment.

China to continue to open up its market even if China-US trade
talks yield no result

Meanwhile, China has made repeated statements that it plans to further open up its markets to
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the rest of the world - especially for consumer goods, clean energy and high-tech products. But if
the US imposes tariffs on Chinese goods, China will do the same for US goods. That implies that the
opening up of the Chinese market would benefit every other economy, except the US.

A divide and conquer strategy

Take China's tariff cut on automobiles as an example. The policy benefits all automobile
manufacturers from European brands to Japanese and Korean producers. However, US
manufacturers won't gain unless the US lifts tariffs on Chinese imports of steel and aluminium.

Of course, tariffs on automobiles may not hurt the US to a great extent given that it doesn't export
cars in large numbers. But if the opening up of markets includes agricultural products and energy-
and if the US insists on imposing tariffs on Chinese goods- US companies would be worse off from
the tariff cuts by China on these goods.

The opportunities brought about by China'’s liberalisation would most likely be felt by so-called ‘Belt
and Road’ countries in relation to energy, and by Europe/Asia for agricultural products. These
countries can enter into the Chinese market without facing competition from US companies.
Empty trade talks would effectively mean the US is shutting itself out of the business, while at the
same time, the rest of the world would have stronger trade ties with China.

US worries about the rise of China

As we pointed out in previous notes, the US isn't just targeting a narrowing in the bilateral trade
deficit. It also feels that its status as the world's biggest and most high-tech economy in the
world is under threat from China's "Made in China 2025" plan.

We believe that the US is working hard to delay China's economic advancement, especially in
sectors related to the high-tech industry. Therefore the chances of the US allowing more exports of
technological-related goods and services to China is fairly low, even if this would help lower the
trade deficit.

In this case, we think China would put more effort into achieving its self-sustained high-tech target
by investing more in targeted industries. The biggest tech companies in China echo Xi Jinping's aim
to be self-sustained in high-tech sectors. We expect that investment in these sectors will be one of
the key drivers of future Chinese growth. Our forecast of 6.8% GDP growth still holds, on the basis
that this investment will offset the loss of activity from deleveraging reform and any loss of trade.
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China-US bilateral trade deficit could be closed by US exporting
high tech goods to China, but that will not happen

USD billion China trade of high tech products
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Our forecast

For 2Q18, we also keep our forecast for 6.8% YoY GDP growth, helped by decent
consumption and investment, as indicated by good PMI numbers and industrial profits.

\We have also revised our yuan forecast due to the stronger dollar created by recent trade
tensions and uncertainty in Europe.
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Article | 8 June 2018 Japan

Japan: The pause that refreshes

The 1Q18 slowdown was likely only a pause, nothing more, and we
anticipate activity strengthening in 2Q18 - barring disasters, such as
an all-out trade war

Source: Shutterstock

A good-old-fashioned inventory led downturn

In times gone by, when economics still largely worked, central banks maintained a positive interest
rate and money printing was considered heretical; there used to be a periodic business cycle.

This was no bad thing. With every period of growth, along with the beneficial effects such as rising
wages, and profits, there would also be some negative spillovers, such as an accumulation of
unproductive activity, capacity or inventories. Every five to seven years or thereabouts, there
would be a mild downturn or recession. Some jobs would be lost, and some firms would go bust.
But the liberated capital and labour from this downturn would mostly be re-shuffled into more
productive uses to fuel the next up-leg of the business cycle. In much the same way that we sleep
at night to rejuvenate, or tides wash away and refresh the waters along our coasts, the negative
short-run aspects of recessions were made up for by the post-recession benefits.

Japan seems to be undergoing just such an old-fashioned inventory cycle right now.
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Japan inventory to shipments ratios and production growth
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From stagnation to growth

After rising for several months, the year on year growth rate of Japan's inventory to shipments
ratio fell last month (inverted in the accompanying charts, so they rise). This fall in the inventory
ratio should, if continued, start a process that will enable production to start rising again in the
coming months.

What is also clear, however, is that the amplitude of Japan's business cycle is very shallow, so any
resultant upturn is unlikely to be very exciting. Production growth should accelerate from zero now
to about 5%YoY during the rest of the year, but after that, is likely to fluctuate in a zero to 5%
range.

While so many other economic relationships fail to work these days or do so only very weakly, the
Japanese relationship between industrial production and GDP growth remains very tight. So a
recovery of industrial production into the 0-5% range should lift Japanese growth from its 1Q
stagnation back into the 1-2% range, for an average of about 1.0%.

GDP still closely tied to production
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Learning to live with 1%

While a GDP growth rate of 1% may not sound very exciting, it is a realistic long-run growth rate
for an economy where the population and labour force are now shrinking rapidly. Indeed, at a per
capita GDP rate, this is slightly more than 2.0% currently, which sounds about right for an
economy as technologically advanced as Japan.

However, even this forecast is not without risks. Top of this list is a collapse in global trade that will
work its way back into weaker production growth and thereby weaker GDP growth. While not our
central scenario, our outlook on global trade is becoming increasingly pessimistic, thanks largely to
the belligerent actions of the Trump administration.

What we should be satisfied with on Japanese

1 O/O GDP

GDP per capita growth is about twice as fast

A change in sentiment at the BoJ? Ask the ECB

The recent weak newsflow has taken the Bank of Japan's tapering off the radar, but it may not
stay off for very long:

1. Former BoJ Governor Shirakawa has said that measuring inflation accurately has become
difficult, downplaying the undershooting of the inflation target.

2. Board member Sakurai has said excessive monetary easing could destabilise the economy
and is quoted in the Japan Times as saying: "The BoJ must examine how best to guide
monetary policy as needed without any preset idea". Though in other comments, he
sounded pretty dovish.

3. In another surprise in markets, the BoJ trimmed its usual market purchases of JGBs in the
5-10Y maturity range. Either this marks realisation that the inflation target is unreachable,
or unnecessary, or reflects the running out of available assets to buy.

We've seen such surprise moves before, and this last bullet is maybe more tactical than strategic.
One thought is that the BoJ will resort to yield curve control, rather than focus explicitly on the 10Y
yield, such that a steeper 10s30s slope will result in a weaker currency. If nothing else, this would
help muddy the BoJ's targets, making it less obvious that it was missing them (transparency and
clarity in central banking is not always a good thing).
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A more substantive change in BoJ policy could also be assisted as the ECB shifts its stance
on QE. As we note in the Eurozone section, it looks as if Eurozone QE is coming to an end
after all this year, and that will make the BoJ's job of changing policy that much easier.

Author

Robert Carnell
Regional Head of Research, Asia-Pacific
robert.carnell@asia.ing.com

Bundle | 11 June 2018

14


mailto:robert.carnell@asia.ing.com

THINK economic and financial analysis

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING") solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BRO00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.

Bundle | 11 June 2018 15


http://www.ing.com

