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Asia week ahead: Singapore budget steals limelight
A hike in Singapore’s good and services tax (GST) seems to be a
done deal but it bodes ill given already weak domestic spending
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It ain’t over

So now equities shrug off the highest bond yields in more than four
years...what next?

House of cards

This seems to good to be true...

Having just gone through the roller coaster of equity sell-off induced by bond yield rises, | am
frankly at a loss to explain what is now happening now. On the back of highly surprising US CPI
upside shock yesterday, bond yields have done what they should do - gone up, and gone up a lot,
at both ends of the yield-curve. If this had happened last week, you would have expected the Dow
Jones index to have tumbled 1000 points. Instead, it is up 253 points.

So do investors now see rising prices as good for corporate margins and earnings? Given the other
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news yesterday, of a 0.3% decline in retail sales, this seems highly doubtful. What is more, with the
January reading benefitting from some helpful base effects, even higher headline inflation seems
only a month away.

What's more, as stock prices fell, the analysts who first predicted the correction came out to say
that they were no longer overstretched. Now stocks are heading back to their starting levels, and
bond yields are even higher. | can only assume that we are in a temporary lull before the turmoil
returns. It was notable that trading volumes yesterday were well down on previous days, perhaps
as the Chinese New Year approaches, and as we approach the President's Day holiday in the US on
Monday. After that, things could get interesting.

Weak start to today's Asia data...but getting better

The Asian news flow for today has got off to a weak start with a big drop in Japanese core
Machinery orders (-11.9%MoM), leaving this indicator of business capex down 5.0% from a year
ago. This is all the more surprising as Japanese corporate profits are surging, especially in the
manufacturing sector, and so you would expect capital expenditure to be rising. THen again, Japan
does tend to back-load its capex to the end of the year, and so we may simply have to wait for this
to pick up as the year progresses.

Australian January employment was also a slight disappointment, with all of the net job creation
(+16,000) coming from part-time employment. But Singapore's NODX has provided a crumb of
comfort, bouncing back from December's very weak 3.1% reading to deliver a 13.0%YoY gain in
January.
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Asia week ahead: Singapore budget
steals limelight

A hike in Singapore’s good and services tax (GST) seems to be a done
deal but it bodes ill given already weak domestic spending

Source: Shutterstock
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Higher consumption tax in Singapore

An annual rite of spring, Singapore’s Finance Minister Heng Swee Keat unveils the Budget for 2018
on Monday, February 19. The budget is likely to reaffirm official 1.5-3.5% growth and 0-1% inflation
forecasts for 2018. Over the last two years, Singapore’s economic growth has recovered close to
the top end of the government’s estimate of potential growth of 2-4% (3.5% in 2016 and 3.6% in
2017). However, firmer headline growth masks underlying weakness, reflected in domestic
demand and stubbornly low consumer price inflation. With the end of last year's export surge,
sustaining the current rate of GDP growth in coming years will entail continued fiscal pump-
priming.

Bundle | 15 February 2018 4



THINK economic and financial analysis

Higher GST could depress consumer spending

The government has flagged a rapid rise in public expenditure in the coming years, though this will
also be accompanied by a drive to raise tax revenue. A well-publicized tax initiative in the 2018
budget is a hike in the Goods and Services Tax (GST). It looks like a done deal with a 2 percentage
point hike to 9% to be phased in over two years, while bringing e-commerce under the GST net is
also under consideration. The move may be some help in the recovery of inflation from its current
low level (0.6% in 2017). But the risk is that a tax hike could potentially backfire by depressing
consumer spending further.

Some inflation relief in Malaysia

Hong Kong and Malaysia report consumer price inflation data for January. Inflation in Hong Kong
has hovered around 2% since April 2017, which is where we expect it to remain in January and in
most of 2018. In Malaysia, the high base effect from administered fuel price hikes in early 2017
should push year-over-year CPI inflation lower; The ING forecast is 2.7%, down from 3.5% in
December. The high base and appreciating Malaysian ringgit (MYR) are expected to moderate
inflation this year, possibly keeping it closer to the low end of the government'’s 2.5-3.5% forecast.

Growth slowdown in Thailand

Thailand's GDP data for the fourth quarter of 2017 is also due. The majority of Asian economies
posted a GDP slowdown in the last quarter. We expect Thailand to join in. This is another Asian
economy plagued by weak domestic demand and persistently low inflation. Most of the uplift in
GDP growth in 2017 to our estimated 3.8% from 3.2% in the previous year was from exports and
inventory accumulation. The strong Thai baht will be a threat to the export-led recovery and the
Bank of Thailand will not want to complicate matters by joining the global tightening cycle.
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Asia and Latin America Economic Calendar

Countr Time Data/event ING Surve Prev.
Monday 19 February

China Lunar New Year holiday (to 21-Feb)

Hong Kong - Lunar New Year holiday

Taiwan - Lunar New Year holiday (to 20-Feb)

Korea 2300 Jan PPI (MoM/YoY%) -f- -/ -12.3

Philippines 0845 Jan Balance of payments (US$mn) = % 917

Singapore - FY2018 Budget

Thailand 0230 4Q17 GDP (QoQfYoY% SA) 0.2/39 0.7/43 1.0/43
0400 Jan Exports (Cust est, YoY%) 11 116 86
0400 Jan Imports (Cust est, YoY%) 15 1405 16.6

0400 Jan Trade balance (Cust est, US$m) 266 599 -278

Tuesday 20 February

South Korea 2100 Jan PPl {(MoM/YoY%) - -2.3

Wednesday 21 February

Malaysia 0400 Jan CPI (YoY%)

Mexico 1500 Central Bank Monetary Policy Minutes

Malaysia 0700 Feb 15 Forex reserves- Month end (US$bn) - - 103.7
Hong Kong 0815 Jan Composite CPI {(YoY%)

Friday 23 February

Mexico 1400 4Q F GDP (YoY%) 175
Singapore 0500 Jan CPI (YoY%) - - 04

0500 Jan CPI core (YoY%) - - 1.3
Taiwan 0820 4017 Current account balance (US$bn) 19 20,514

Source: Bloomberg, ING
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