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Good MornING Asia - 24 January 2018
The message from the slopes of Davos - No room for
complacency...
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Not in Davos
For most of us, Davos is an irrelevance, though Trump could change all
that.

Complacency is for the super-rich
Although I can see the appeal for journalists of hob-nobbing round the pistes with Fortune 500
CEOs, rock stars and Hollywood's A-list, I still struggle to see Davos as a particularly newsworthy
economic / market event. Of course, the journalists have to write about it. How else do they justify
the expense of the helicopter flight to the hotel to their editors? Mostly, I struggle to take seriously
the hectoring from multi-millionaires that we should not be "complacent" about world growth and
market strength. Who is this "we". Most of us will not be strapping on ski-boots today or mingling
with Angeline Jolie. The vast bulk of all the populations represented by company and country
leaders at these summits simply want a job that is secure and will pay them enough to lead a
decent standard of living, with a little left over for treats. Those treats do not usually include swiss
ski-trips. Are the world's wealth managers being complacent, or are they being herded into
crowded low yielding high-risk investments by the policies of the very central bankers and supranational entities that are telling them not to be complacent? As you can tell, I have no strong
feelings on the matter. Maybe that's because I have never been to Davos and almost certainly
never will. Sour grapes.

NAFTA is an existential risk
Donald Trump swings through the ski-chalets later this week to give an address. We don't really
see Davos as Trump's sort of thing either. It would not be out of character for him to shake things
up a bit. Economic nationalism is in the ascendancy. Canada's Trudeau has fired a warning shot
across the bows of unfettered capitalism, Trump will likely deliver a similar though more
nationalistic message. Trump's global tariffs of up to 30% on solar panels and washing machines is
not just an attack on China or Korea, as some local Asian pundits are reporting. It is an indirect
warning whilst the latest round of NAFTA talks is taking place. Be under no illusions, Trump expects
NAFTA to tilt the playing field back in favour of the US, from wherever it is currently positioned. He
will not be satisfied with less. NAFTA could be terminated. If you want a clear and present risk to
shake off that complacency, this is it.

We are not complacent
If Trump were to terminate NAFTA as he has threatened, then we expect to see US, Mexican and
Canadian equities tumble, the recent US Treasury bond yield increase to reverse, the CAD and MXN
to get hit hard, but also the USD against the EUR. Such an upheaval may threaten risk appetite
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worldwide. With many pointers that valuations are overstretched, any correction could be
substantial and aggressive. We are not complacent.

Robert Carnell
Chief Economist Head of Research, Asia-Pacific
+65 6232 6020
robert.carnell@asia.ing.com
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BoJ - no change to statement but is it credible?
BoJ Governor Kuroda sticks to the old message - no hint of taper

Data improvements fail to change BoJ stance
BoJ policymakers made use of the Ctrl-C, Ctrl-V function again with a near identical policy
statement to those of recent months, no change in their targeted asset purchases, no change to
their target bond yields and no change to their negative policy rates. Even the dissent from
Kataoka was nearly unchanged.
BoJ watchers had imagined that there might be some clue or even vague hint of future policy
change at the BoJ conference. But instead, Governor Kuroda stuck very firmly to the message that
nothing is going to change anytime soon.
According to Kuroda, the Japanese economy still requires persistent monetary easing. He went on
to justify what seems a less and less credible statement with the comment that inflation was still
too weak to change policy (maybe, or more likely, they are targeting an inappropriate inflation
rate).
One new addition to the argument was to say that there would be no sustainable inflation without
wage rises. So it now seems as if rising wage inflation has become a necessary, though probably
not sufficient condition for BoJ policy to change.

Robert Carnell
Chief Economist Head of Research, Asia-Pacific
+65 6232 6020
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Elevated consumer price inflation in Malaysia
We forecast Bank Negara Malaysia (BNM), the central bank, to raise the
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policy rate by 25bp tomorrow
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Near-doubling of inflation in 2017
Policy implications

Near-doubling of inflation in 2017
Malaysia reports consumer price inflation data for December today. The Bloomberg consensus, of
which we are a part, is centred on a 3.5% year-on-year CPI inflation, an uptick from 3.4% in
November. If materialized, this will put the full-year 2017 average inflation at 3.9%, almost double
than 2.1% in 2016 and close to the top end of the central bank’s 3-4% forecast.
Food and transport prices have been the main inflation drivers. While we expect these factors to
remain in play this year, the normalization of base effects from administered fuel price hikes in
early 2017 will likely depress the year-on-year inflation rate. Moreover, expectations of continued
appreciation of the Malaysian ringgit, thanks to country’s strong economic fundamentals,
dampens imported inflation, especially the transmission of rising global oil price to domestic fuel
prices. We forecast 3% average CPI inflation in 2018, in the middle of the 2.5-3.5% official forecast
for the year.

3%

ING inflation forecast for 2018

Policy implications
This is a key data before Bank Negara Malaysia (BNM) monetary policy meeting tomorrow
when we expect a 25bp policy rate hike. Strong growth, negative real interest rates, and an
undervalued currency are the arguments for BNM tightening this year, even as inflation
slows (click here for more on BNM policy).
Malaysian central bank to join tightening binge

Prakash Sakpal
Economist, Asia
+65 6232 6181
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doubt
We forecast a modest and gradual appreciation for the Singapore dollar
nominal effective exchange rate (SGD NEER) at the Monetary Authority of
Singapore's (MAS') April meeting, but as time goes on, the data support
this call less and less

Inflation fails to move higher
We had been looking for a modest increase in Singapore's December inflation figures, though one
that would still leave inflation below 1.0%YoY. In the event, the much more gloomy consensus
figure of 0.5%YoY was closer to the mark, though even this proved to be too optimistic, as headline
inflation fell to 0.4%YoY. If this has been a downspike in an otherwise upbeat trend, we would be
less concerned. In contrast, this latest data reinforce what has been a very persistent weak
inflation backdrop, and one which comes against only modest growth in the domestic economy.
Within the data, there are few elements that jump out as aberrations that may revert to a
stronger path in the near future. Though the drop in clothing and communications equipment
may be a sign of strong discounting during the holiday period and could revert to higher levels in
1Q18.

0.4%YoY

December 2017
Headline CPI inflation
Down from 0.6% in November

Worse than expected
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Can MAS tighten if inflation remains soggy and domestic economy soft?
Why this leaves us feeling awkward is that by now, we had hoped that the conditions for a modest
and gradual appreciation of the SGD NEER would be apparent. They are not. Though we can't quite
bring ourselves to jettison what looks to us to be a very marginal call for some tighter policy at the
April MAS meeting.
Core inflation also remains weak at 1.3%YoY, though it is within the MAS' 1-2% forecast range, so
as long as it stays there, one could argue that the forecast is still on track. And the MAS also did
not expect a notable pick up in the domestic economy either, so that arguably is also still on track,
though hardly compelling for our forecast of policy.
In the end, the only remaining justification for our forecast of a change in the MAS stance is for
them to close the normalization gap currently being opened by the Fed's cautious hikes, and
perhaps as a hedge against a reversal in the fortunes of the USD. Because whilst the USD remains
weak, there are few reasons for any Asian central banks to undermine their domestic economy's
and tighten monetary policy.

1.3%YoY

December 2017 MAS
core inflation measure
Down from 1.5% in November

Worse than expected
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Philippines: Strong growth can be sustained in
2018
The Philippine economy grew 6.7% in 2017 in line with consensus and
within the government target of 6.5% to 7.5%. This forms a good base for
sustained 2018 growth

Contents
Philippine economy grows in line with 2017 government target
Household and government spending accelerate in 4Q
Business spending growth slows in 4Q and for full year 2017
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GDP growth of 6.7% can be sustained in 2018

Philippine economy grows in line with 2017 government target
The Philippine government announced that the economy grew by 6.7% in 2017, slower than the
6.9% achieved in 2016. Nevertheless, last year's growth was within the government's target of
6.5% to 7.5%. Fourth quarter growth of 6.6% was a shade slower than the consensus forecast of
6.7%. Domestic demand activity remained robust, led by strong household and government
spending. Business spending moderated as private construction activity remained weak.

Household and government spending accelerate in 4Q
Household spending growth accelerated in 4Q to 6.1% from 3Q's 5.3% but is on a par with 4Q 2016
growth. The peso value of OFW (overseas workers) remittances was 11% higher in OctoberNovember and was likely to have been sustained in December. Agriculture, which employs around
30% of employed Filipinos, posted a more moderate pace of growth in 4Q at 2.4%, slower than the
nine-month average growth of 4.6% but better than 4Q 2016. Fiscal stimulus remains evident with
faster government spending growth of 14.3% in 4Q from the 4Q 2016 pace of only 4.5%. Full-year
household and government spending growth was 5.8% and 7.3% respectively. Full-year growth
was slightly off the pace seen in 2016. Overall growth is reasonable considering the high base of
comparison. The outlook for 2018 remains upbeat as the government rolls out major
infrastructure projects that would add to rising public works construction activity. Overall, the fiscal
budget for 2018 programmes represents a 16% increase of nominal government spending, slightly
more than the 2017 growth of 14%. Agriculture is also likely to maintain a good pace in 2018, with
growth of around 3% to 4% from 2017's 3.9%. Remittances are expected to sustain 4% annual
growth. This, coupled with a moderately weaker PHP would still see an increase of around 10% for
the nominal peso value of remittances. Higher 2018 inflation may result in a moderate pace of
household spending growth of 5.4%.

6.1%

Household spending growth in 4Q
5.4% growth is reasonable for 2018

Business spending growth slows in 4Q and for full year 2017
Business spending surprised on the downside with 8.2% growth in 4Q. We had anticipated the
slowdown, especially after 4Q 2016's robust growth of 15%. We expected a moderately faster
growth of investment. Capacity expansion continues with durable equipment investment rising by
12.1% YoY from 3Q's 10%. But 4Q growth was less than half the 26% YoY increase in 4Q 2016. Full
year business spending slowed to an average of 9% from 2016's fast-paced 24% growth and
2015's 18.4% increase. This 4Q 2017 and full year 2017 slowdown is normal after two years of fastpaced growth. Construction activity, in particular private construction, remains weak. Overall,
construction posted modest 2.9% YoY growth in 4Q and 5.7% for the full year. This is slower than
the 4Q 2016 growth of 9.3% and full-year 2016 pace of 15.1%. Private construction contracted by
2.9% YoY in 4Q 2017 and slowed to 4% for the full year 2017. Public construction accelerated to a
25.1% YoY increase in 4Q from 3Q's 12.6%. 4Q public construction growth lifted 2017 growth to
13%. This is slower than 2016's 28% YoY increase and 2015's 25% growth. We expect private
construction to recover in 2018 with new developments going into actual construction. But we do
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not expect private construction to return to 20% growth anytime soon. Public construction is likely
to sustain high growth this year as we expect government construction activity to increase by
20% to 30% this year.

-2.9%

Private construction drops YoY in 4Q
Recovery is likely in 2018

GDP growth of 6.7% can be sustained in 2018
Domestic demand-driven growth will continue to support 2018 GDP growth at a rate of 6.7%.
Household and government spending are likely to post strong growth again in 2018. Household
spending should continue to benefit from 4Q remittance growth and a moderately weaker
exchange rate. Agriculture is likely to replicate the growth of 2017 with 3% to 4% growth in 2018
as agriculture conditions remain favourable. Government spending is likely to accelerate as the
2018 budget targets a 16% increase this year from the programmed 14% growth in 2017. Public
infrastructure is targeted to expand 40% this year. We expect infrastructure growth of 20% to 30%
this year as the government started to roll out large projects in 2017 that feed into some
construction activity this year. Private construction activity is set to recover in 2018 after the
robust pre-selling of residential and commercial units in 2017. However, we do not expect private
construction to return to strong ( circa 20%) growth anytime soon, as outsourcing growth is
expected to slow this year.
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Disclaimer
This publication has been prepared by ING (being the Wholesale Banking business of
ING Bank N.V. and certain subsidiary companies) solely for information purposes. It 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 this date 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 publication. All rights are
reserved.
The producing legal entity ING Bank N.V. is authorised by the Dutch Central Bank and
supervised by the European Central Bank (ECB), the Dutch Central Bank 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 subject to limited regulation by the Financial Conduct
Authority (FCA). ING Bank N.V., London branch is registered in England (Registration
number BR000341) 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.
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