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A glimmer of hope
Despite stocks caution once more, there are still good reasons to
remain hopeful about the future

Source: Shutterstock

Shameless plug
Before starting on anything else today, I want to give a big plug to our newly published 2021
outlook. I really don't think we have ever published anything so glitzy before. For which thanks are
owed to our very hard-working editorial team. It even has a short video of me looking very sweaty
at the edge of Clementi Forest here in Singapore (it was several hundred metres off the beaten
track and I could dare to remove my mask for a few moments). I've watched it several times
already... 

But it's not just Glitz, there is also some great content (including from our Chief Economist for
Greater China, Iris Pang), and for which our Global Head of Macro, Carsten Brzeski also deserves
many plaudits.  

US Senate rejects Shelton, for now
This morning, I woke to the news that the US Senate had narrowly managed to reject the
nomination of Judy Shelton to serve on the Federal Reserve Board. Shelton, who is reputedly an
advocate of the gold standard, an inflation hawk, and an opponent of the Fed's dual mandate, is
also allegedly an opponent of independent central banking. 

Most economists I can think of, and hopefully all of my colleagues, would argue strongly against

https://think.ing.com/reports/global-macro-outlook-2021-the-darkest-hour-is-just-before-dawn/
https://think.ing.com/reports/global-macro-outlook-2021-the-darkest-hour-is-just-before-dawn/
https://think.ing.com/articles/global-macro-outlook-asia-ascendent-china-semiconductor-covid-monetary-policy/
https://think.ing.com/articles/global-macro-outlook-asia-ascendent-china-semiconductor-covid-monetary-policy/
https://think.ing.com/articles/ing-global-macro-outlook-china-quantifying-quality-growth/
https://think.ing.com/articles/ing-global-macro-outlook-china-quantifying-quality-growth/
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pegging the USD to any nominal anchor such as a gold standard. Yes, I know there are still a few
gold nuts around, but honestly, we can do better than that. This doesn't even merit further
discussion.

And in my opinion, independent central banks are also a great step forward from the boom-bust
cycles we used to generate. I should know, I participated at the edges of this failed system during
the last days of the UK's government-set rate system before independence was handed to the
Bank of England after New Labour swept to power over the Spring Bank holiday of 1997 (I left at
the same time). Again, I think that the vast majority of my profession would agree. Certainly, a
bunch of 106 Nobel Laureates and former Fed members seem to think so, given their open letter
on this. Don't take my word for it.  

But while the US Fed may have avoided having a disrupter placed in their midst in the outgoing
days of the Trump administration, it has not entirely dodged this issue. There is still apparently
time for Shelton to get a reconfirmation vote. The Senate maths remains tight, and so does the
calendar, with a number of senators self-isolating, and Thanksgiving holidays to mess things up
further. This isn't necessarily over. 

Markets lack direction today
Markets today seem to be struggling to decide whether to be buoyed by the further positive
statements from Pfizer about vaccine safety or to worry about the continued spread of the
pandemic. There is also potentially some good news brewing over Brexit. Though I don't think
markets will price in anything until it has happened. We've been here too many times already and
fingers are badly burned.

Over the last 24 hours, the EUR was a times stronger against the dollar, reaching to 1.19. But it has
given most of that up to sit almost unchanged from when we looked at this time yesterday. Stocks
were a little soft in the US and equity futures offer little direction. Bonds are a bit more decisive,
with US 10 Year Treasury yields back into the mid-eighties, about 5bp lower than yesterday.

Asian currencies remain broadly bid against the USD. But it is worth noting that although the Covid
situation here is much, much better in comparison to other parts of the world, the recent direction
of new cases is troubling in a number of countries. Among these, electronics giants, South Korea
and Japan (two north Asian countries with marked seasonality which may favour second waves),
but also Indonesia. We are not complacent. There is nothing about Asia that makes it intrinsically
virus-proof. 

Asia data today
It's a quiet day all round. Japan has already had some trade data for October, which showed a
slightly better performance than expected for exports, which were basically flat from a year ago,
compared with much weaker imports, resulting in a widening trade surplus. The JPY is very
marginally stronger as of writing on the back of that, but it isn't a particularly big deal. 

And Prakash Sakpal has this today on the Bank of Thailand meeting later today (see also our sister
Daily note, ASEAN bytes). "The Bank of Thailand’s Monetary Policy Committee meets today, the
first meeting under new governor Sethaput Suthiwart-Narueput who took office in October. The
decision is expected at around 2 pm local time, though it will pass as a non-event given
a unanimous consensus for stable policy rates. At 0.5% currently, the Thai policy rate is one of the

https://medium.com/@fedalumni/fed-alumni-urge-senate-rejection-of-fed-nominee-shelton-c4785101e346
https://medium.com/@fedalumni/fed-alumni-urge-senate-rejection-of-fed-nominee-shelton-c4785101e346
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lowest in Asia. Hopes for the Thai economy’s recovery rest on the revival of tourism rather than
any additional macro-policy support. Unfortunately, those hopes too are misplaced in an
unabating global pandemic. BoT policymakers have been vocal about the need for more fiscal
policy support instead, while the new governor is also worried about rising household debt.
Accelerating  THB appreciation is another headwind to the potential recovery, though all efforts in
this direction so far have failed and nothing more can be anticipated. Our end-2020 USD/THB
forecast is 30.30. 

Author

Robert Carnell
Regional Head of Research, Asia-Pacific
robert.carnell@asia.ing.com
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Article | 18 November 2020 Asia Morning Bites

ASEAN Morning Bytes
Asian markets may pullback as optimism over recent vaccine
development fades

EM Space: Covid-19 infection spike outweighs optimism over
vaccine development

General Asia:  Asian markets are likely to edge lower as the shine from the recent string of
positive developments on the vaccine front are overshadowed by the sustained pickup in
daily infections.  Investors are also reacting to comments from the Fed’s Powell and
disappointing US retail sales which fell below market expectations as stimulus measures
remain in limbo with President Trump focused mainly on his election protest.  Market
players will remain focused on Covid-19 developments as well as the ongoing US election
challenge by President Trump.    
Thailand:  The Bank of Thailand’s Monetary Policy Committee meets today, the first meeting
under new governor Sethaput Suthiwart-Narueput who took office in October. The decision
is expected at around 2 pm local time, though it will pass as a non-event given an
unanimous consensus for stable policy rates. At 0.5% currently, the Thai policy rate is one of
the lowest in Asia. Hopes for the Thai economy’s recovery rest on the revival of tourism
rather than any additional macro-policy support. Unfortunately, those hopes too are
misplaced in an unabating global pandemic. BoT policymakers have been vocal about the
need for more fiscal policy support instead, while the new governor is also worried about
rising household debt. Accelerating  THB appreciation is another headwind to the potential
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recovery, though all efforts in this direction so far have failed and nothing more can be
anticipated. Our end-2020 USD/THB forecast is 30.30.
Philippines: Bangko Sentral ng Pilipinas (BSP) reportedly slowed down on its secondary
market bond purchases with the central bank cornering roughly 13% of total bond trading
volume, down from 20% at the height of the pandemic.  The daily bond purchase window is
part of BSP’s unconventional monetary policy strategy to help keep rates floored in a bid to
bolster economic activity with the Philippines currently in recession.  The gradual pullback in
purchase volume was felt by the market with the yield curve steepening by roughly 16 bps
on intermediate tenors.  BSP vowed, however, to retain its support for the bond market in
the near term as the economy weathers the recession. 

What to look out for: Covid-19 developments

Bank of Thailand policy meeting (18 November)
US building permits and housing starts (18 November)
Bank Indonesia policy meeting (19 November)
Bangko Sentral ng Pilipinas policy meeting (19 November)
US initial jobless claims and existing home sales (19 November)
Malaysia GIR (20 November)
Thailand GIR (20 November)
Fed’s Kaplan, Bostic and Barkin give speeches (20 November)

Author
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Article | 17 November 2020 Video

Asia in 2021: Ascendant
Fiscal and monetary policymakers have ripped up the rule book in Asia
this year to battle the pandemic, but the strength of the recovery in
2021 will…

Rob Carnell: Asia in 2021

Watch video

Three main themes for Asia in 2021
Three issues most likely to dominate the outlook for Asia in 2021, excluding China are:

The development of the semiconductor cycle1.
The effectiveness of Covid-19 support measures2.
Central banks drift towards unorthodox monetary policies3.

1 Semiconductor upcycle
Recent export and industrial production releases around the region have shown recovery from the
depths of the pandemic. But the recovery has been uneven. Most industries are still struggling. The
big exception to this is semiconductors and select electronic components.

This is of especial importance to the region’s semiconductor giants - South Korea and Taiwan. But
there are few countries in Asia that are not tightly linked into the semi-conductors cycle.
Increasingly Vietnam, Thailand and Malaysia have been taking market share from China in this

https://think.ing.com/articles/global-macro-outlook-asia-ascendent-china-semiconductor-covid-monetary-policy/?utm_campaign=November-17_global-macro-outlook-asia-ascendent-china-semiconductor-covid-monetary-policy&utm_medium=email&utm_source=emailing_article#playvideo1
https://think.ing.com/articles/global-macro-outlook-asia-ascendent-china-semiconductor-covid-monetary-policy/?utm_campaign=November-17_global-macro-outlook-asia-ascendent-china-semiconductor-covid-monetary-policy&utm_medium=email&utm_source=emailing_article#playvideo1
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sector, attracting new inward foreign direct investment as well as some relocations from China.
Indonesia and India are the two least affected economies and will likely miss out on any upturn.

Gains of electronics market share from China

Source: ITC, MAS - Market share gains

While the momentum for the semiconductor industry is currently strong, this is a notoriously fickle
sector, prone to overinvestment and excess capacity, price plunges as well as gains. With relations
between the US and China over technology hanging in the balance, backing a continued
technology upswing is not without risks.

On the other hand, China’s push towards “new infra” and roll out of 5G could well provide a multi-
year push for the sector, which would provide all of Asia with a considerable boost.

2 Effectiveness of fiscal support
The outlook for 2021 will be heavily tempered by how the pandemic evolves, possibility of a
vaccine and potential return to more normal work and leisure practices.

But the difference between solid recoveries for some, and tepid and erratic recoveries for others,
might be the scale and effectiveness of fiscal support measures put in place in 2020. All countries
in Asia have provided considerable fiscal support measures, though there has been a considerable
exaggeration of the scale of support in many instances, making a reliable comparison impossible.  

What 2021 will show, is the effectiveness of these efforts in three important areas:

Protecting the business sector, and maintaining the productive capacity of the economy1.
Providing the same support/insurance, for the labour force2.
Longer-term reform measures undertaken in some economies3.

While there is probably some overlap between the amounts set aside for fiscal spending and the
strength of the recovery in 2021, the nature of that spending may well prove as important as the
amounts.

3 Unorthodox central bank policies in Asia
As well as ripping up the rule books on fiscal policy during the crisis, monetary policy has also come
under assault from central banks running out of traditional support tools.

The assumption has always been that emerging market economies would not be “allowed”
negative real interest rates, and if so then certainly not quantitative easing and definitely not
direct deficit financing.
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But while fiscal policy easing has been less constrained during the pandemic, emerging market
economies have still had to pay heed to the mood of rating agencies, and that has meant
preserving some vestige of fiscal respectability, some have been pushed towards more monetary
easing.

Asian central banks' conventional and unconventional policy
easing during Covid-19 crisis

Source: Newswires, ING

With negative real rates seemingly posing few problems, some governments have been
emboldened to supplement their fiscal constraints with more imaginative monetary support –
namely thinly-veiled direct deficit financing, or quasi-quantitative easing.

A number of economies have dabbled in this area, including South Korea, with their “Korean style”
QE, and the Philippines, with some outright bond purchases in secondary markets. But perhaps
most blatantly of all, Indonesia's central bank, is engaged in small-scale (currently) direct primary
market financing “burden-sharing”, and the independence of the Bank is also being watered down.

Read more about the depth of Asia's unconventional central bank easing

https://think.ing.com/articles/exploring-the-depth-of-asias-unconventional-central-bank-easing/
https://think.ing.com/articles/exploring-the-depth-of-asias-unconventional-central-bank-easing/
https://think.ing.com/articles/exploring-the-depth-of-asias-unconventional-central-bank-easing/
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Asia Pacific – unorthodox policy by country

Source: ING
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Article | 17 November 2020 China | Video

China in 2021: Quantifying quality growth
In its fourteenth five year plan, China has outlined a vision for
achieving high-quality growth. Here's what it means in practice

Iris Pang: China in 2021

Watch video

To be an advanced economy means a lot for China
We've already written extensively about China's 2021 goals here. The vision for 2035 provides a
little more quantification. China wants an "advanced economy" in fifteen years' time. There is no
specific definition of this. But we can make some estimates. 

Using the latest World Bank data. China’s GDP per capita is US$10.6 thousand. That compares to
US$18 thousand for Greece. The UK, France and Japan are all about $39 thousand. While Germany
is US$45 thousand, and the US is US$63 thousand. That shows where China stands relative to most
advanced/developed economies. 

From this standpoint, China‘s objective in terms of GDP per capita would be to at least
double within the next 15 years. And that is an aggressive target.

To realize this vision, China must pursue two main strategies

Become self-reliant in technology;1.
Export green products, such as vehicles, renewable energy technologies and so on, areas2.

https://think.ing.com/articles/ing-global-macro-outlook-china-quantifying-quality-growth/?utm_campaign=November-17_ing-global-macro-outlook-china-quantifying-quality-growth&utm_medium=email&utm_source=emailing_article#playvideo1
https://think.ing.com/articles/ing-global-macro-outlook-china-quantifying-quality-growth/?utm_campaign=November-17_ing-global-macro-outlook-china-quantifying-quality-growth&utm_medium=email&utm_source=emailing_article#playvideo1
http://think.ing.com/articles/chinas-14th-five-year-plan-starts-in-2021/
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where it's starting to have a technological advantage.

Achieving these objectives would help China sustain continuous income growth, as well as
speeding up the engine of "domestic circulation", creating more jobs from domestic consumption
of goods and services. 

While this may sound simple, it will be quite a challenge. China has relied on exports of technology
for more than ten years. Although these were predominantly basic products using elementary
technological inputs, they provided more than a third of China's export value. This has been
changed by the technology war. China has responded by promoting a new export area, "green"
exports. As more countries set Environment and Social Governance (ESG) targets, they need
renewable energy, waste management, and water management systems, which China has been
developing and can now export, and which will face far less resistance from other economies. 

Our simple growth projection for the next 15 years is as follows: There will be faster growth in the
first five years, but then slow gradually in the remaining years up to 2035. This projection assumes
a roughly stable population. Promoting higher child-birth has been successful in some areas in
China. But this policy also faces an ageing population, and won't make much difference to the
labour force over this timescale. Our projected real GDP growth rate is 4.5% on average
for 2021-2035.

Growth in 2021 should be much stronger than this at around 7%. 

Source: CEIC, ING

Projection of GDP according to the 2035 envision to become an advanced
economy by 2035.

Technology war is still the number one risk in 2021
The biggest risk factor in 2021 is still the technology war, which we have incorporated into our
forecast. This is not just confined to the US and China. Many more economies could become
reluctant to use Chinese-made technology because of security concerns. 

Interest and exchange rate reform is both risk and opportunity
We don’t expect any significant changes in monetary policy in 2021. The People's Bank of China
(PBoC) will take advantage of the stable interest rate environment, to promote market-based
interest rate instruments on loan products to pave the way for further interest rate liberalisation.

The PBoC will do the same for exchange rate liberalisation. The recent fading out of the counter-
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cyclical factor in daily USDCNY fixing is a step in this direction. USDCNY and USDCNH will be more
sensitive to intraday market information. And the CNY trend will also be more market-driven. We
expect USDCNY to reach 6.30 by end of 2021.
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Article | 17 November 2020 Philippines

Philippines in 2021: The economy
continues to lose steam
Philippine GDP growth contracted 10% in the first three quarters of the
year and there's little hope of a big turnaround in 2021

Authorities forecast a quick recovery in 2021 but trends suggest
otherwise
The Philippine economy is mired in a recession with year-to-date GDP at -10% as elevated Covid-19
infections force an ongoing 9-month-long partial lockdown in the capital and surrounding
provinces.    

Authorities have acknowledged that growth will contract sharply on a year-on-year basis in 2020
but continue to bet on a quick recovery in 2021 (6.5 to 7.5%) and 2022 (6.0%) touting the
economy’s “solid fundamentals”. 

ING maintains that growth will likely enter a lower trajectory as current trends point to a very
different scenario heading into 2021 with the Philippine economy missing contributions from every
sector of the economy.  Worrisome trends for consumption, capital formation and government
spending will not likely reverse quickly even as lockdown restrictions are relaxed.  
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Consumption lacking the remittance punch
Household consumption delivers the bulk of Philippine economic output and we expect this sector
to struggle given elevated unemployment, virus concerns and fading remittance flows. Overseas
Filipino (OFs) remittances augment domestic incomes with households receiving Php59,295
annually, roughly 19% of the average income in the Philippines.  Land-based remittances will likely
slide as global lockdowns are reinstated while a downturn in maritime traffic should impact
remittances sent by seafarers.  Authorities estimate that up to 300,000 Filipinos will be repatriated
due to the pandemic, depleting the stock of 2.2 million Filipino contract workers based abroad.       

We forecast a 5-10% drop in remittances this year given renewed lockdowns and negative
prospects for maritime traffic.  This will translate to a drop of up to $3.1 bn in 2020 and 2021 with
consumption missing the integral boost from these inflows. 

Philippine remittances per source

Source: Bangko Sentral ng Pilipinas

Investment momentum stalls, potential output fades
Prior to the pandemic, capital formation was increasing thanks to a construction boom coupled
with the administration’s hallmark infrastructure programme but the current trends point to
stalling momentum for this sector. 

Capital imports fell sharply in April and have recovered somewhat but remain below the 5-year
average of $3.5 bn per month.  We expect the recent downturn in capital goods to weigh on
potential output as corporates are likely to put off large scale investments given the recession to
protect cash and weather the downturn.  Meanwhile, we also expect households to defer
investment plans given the challenging job market, reflected in a steep fall in road vehicle sales,
which are down 44.6% for the year.   
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Philippine imports of capital goods

Source: Philippine Statistics Authority

Bank lending grinding lower
Meanwhile, declining investment momentum is mirrored in trends for commercial bank lending,
which has now been decelerating for five months through August.  Loan disbursements to retail
trade and manufacturing have turned negative with manufacturing activity now in contraction
(October PMI: 48.5) while retail trade plunged as vacancies in mall space hit 14%, the highest level
reported since the Asian financial crisis.  Prospects for a pickup in lending to real estate are not
particularly upbeat with office space vacancy rising to 8.3% as Chinese offshore gaming operators
close shop. 

Philippine bank lending per sector

Source: Bangko Sentral ng Pilipinas

BSP unconventional moves and low inflation
The response of the central bank, the BSP, to the pandemic has been aggressive, resorting to both
conventional and unconventional measures, suchas quantitative easing and de facto debt
monetisation.  The net effect of BSP’s unconventional moves was a surge in excess liquidity, now at
Php1.4 trillion, roughly 7.2% of GDP and 8.9% of money supply, resulting in a flatter and lower yield
curve.  Inflation (2.5%) is not expected to accelerate in the next few months given depressed
demand conditions and a stronger currency.   

Inflation is expected to be benign through to 2022 and BSP is not expected to exit from
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unconventional policies soon, so we expect the yield curve to remain flat with rates suppressed
unless government borrowing picks up substantially next year.    

Philippine inflation

Source: Philippine Statistics Authority

Fiscal response has been modest at best
Trends in government spending also point to a downward trajectory for growth. The fiscal
response, however, has been modest with authorities recently passing additional Covid-19 funding
worth Php140 bn, to bring the total Covid-19 response spending to roughly Php590 bn or 2.7% of
GDP.  After seeing an initial surge in spending, we’ve noted a sharp slowdown with September
expenditures falling 15.5% as authorities clamped down on efforts to manage the budget deficit. 
Government officials have repeatedly turned down calls for additional fiscal packages in 2021 and
it appears that the economy will not be able to count on government spending to help offset the
slowing growth momentum.        

Recession to continue into 2021 as trends point to weakness
across key sectors
The Philippines is poised to remain in recession for a couple of more quarters with trends pointing
to sustained weakness across key sectors.  Government officials remain confident of a quick
turnaround, but signs of soft consumption, decelerating investment and lacklustre government
spending all suggest otherwise.  Unless we see a reversal in these trends we believe that the
Philippine economy is on pace to enter a lower growth trajectory, failing to return to the pre-
pandemic growth average of 6%.         

Author
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