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Good MornING Asia - 29 November 2018

Suddenly all seems to be good for risky assets despite an increasingly
dovish tone on the global growth outlook in 2019. The most lingering
questions are: will the Fed really pause tightening, the UK stay in the
EU, and oil price hold on to its current low level?
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ASEAN morning bytes

General market tone: Risk-on. Risk sentiment is seen to dominate
Thursday with Powell turning dovish overnight. Traders will look to
Fed minutes tonight...
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Indonesia | Philippines

Indonesia and Philippines FX forecasts revised on
better sentiment, hawkish policy

Sentiment towards emerging markets has improved substantially
in recent weeks. But central banks in Indonesia and the Philippines
are likely to remain...
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ASEAN morning bytes

General market tone: Risk-on. Risk sentiment is seen to dominate
Thursday with Powell turning dovish overnight. Traders will look to Fed
minutes tonight...

International theme: Powell walks back previous comments,
turns dovish to push risk on sentiment

¢ Fed Chair Powell made an about-face overnight, turning dovish just weeks after indicating
the Fed had some ground to cover before approaching the neutral rate. Powell's dovish
comments sparked risk on sentiment which could continue on Thursday although the G20
meeting and Fed minutes still loom on Friday.

EM Space: Emerging markets seen to rally on dovish Powell but
gains may be capped ahead of G20

¢ General Asia: Investors will likely take their cue from the Powell-induced rally although
gains may be capped ahead of the G20 meeting which starts on Friday.

¢ Thailand: Released yesterday the Bank of Thailand (BoT) minutes 14 November policy
meeting noted that “... should economic expansion continue and inflation move within the
target, the need for currently extra accommodative monetary policy would start to be
gradually reduced, while the need to have policy space to cushion against possible risks to
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growth in the future would be increasing.” The consensus is split on a BoT rate hike in
December. It's hard to imagine it will deliver one. And even if it does, it would be ‘one and
done’, as Governor Veerathai has recently signaled.

¢ Philippines: Dovish comments from a BSP official who has a vote on monetary policy may
signal that the BSP is done hiking rates for the year. Monetary Board member Tolentino
indicated that “price pressures had subsided for now” and with the country securing more
imports of its important rice staple, we can expect inflation to trend lower in the coming
months.

What to look out for:G20

e Philippines bank lending and money supply (29 November)
¢ Euro zone GDP (29 November)

¢ Fed Powell speech (27 November)

¢ Thailand current account (30 November)

¢ Thailand trade (30 November)

e Taiwan GDP (30 November)

¢ China non-manufacturing PMI (30 November)

¢ G20 meeting (30 November)

e OPEC meeting (6 December)
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Indonesia and Philippines FX forecasts
revised on better sentiment, hawkish
policy

Sentiment towards emerging markets has improved substantially in
recent weeks. But central banks in Indonesia and the Philippines are
likely to remain...

Improved global scene: A phone call, the neutral rate and the oil
slick

Concerns about the US-China trade war have subsided somewhat after President Trump said
earlier this month that he'd had a "good conversation" about trade with China’s Xi Jinping and
discussions are "moving along nicely". Meanwhile, the threat of a hawkish Federal Reserve has
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faded somewhat with dovish commentary from Fed Vice Chair Richard Clarida and lacklustre
economic data suggesting that the global economy is slowing. Oil never threatened to hit
$100/barrel and is now down 7.98% with Dubai crude trading at $58.74/barrel as the US sanctions
on Iran were somewhat nullified after eight US allies were granted a six-month waiver to continue
importing oil from Tehran. Sentiment towards emerging market currencies has improved
dramatically since November.

IDR and PHP rode out the storm

Emerging market currencies have recovered sharply in November and we expect the trio of the
Indian rupee (INR), the Indonesian rupiah (IDR) and the Philippine peso (PHP) to continue
outperforming over the forecast period. The IDR and PHP have bounced back by 3.7% and 1.1%,
respectively, since the start of the month and given the prevailing global landscape coupled with
the domestic outlook for Indonesia and the Philippines, we are revising lower our forecasts for the
IDR and PHP as central banks remain hawkish going into 2019.
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IDR and PHP movement in 2018

Hawkish central banks

Bank Indonesia (Bl) has stayed on point, holding firm to its hawkish stance by saying it would
remain “preemptive and ahead of the curve” even after delivering 175 basis points worth of rate
hikes in 2018 to safequard financial market stability. Meanwhile, the Bangko Sentral ng Pilipinas
(BSP) showed a readiness “to adjust as necessary to keep inflation expectations well-anchored”
even after revising 2019 inflation forecasts to 3.5% from 4.3% at the last BSP meeting. Given their
hawkish disposition, we expect both Bl and the BSP to hike by 50 basis points throughout 2019,
with the Fed still expected to continue its policy normalisation, albeit at a less aggressive pace.

The oil slick and the current account reprieve

The IDR, INR and the PHP struggled in 2018 partly due to concerns about widening trade gaps and
resultant deep current account deficits. With oil no longer threatening to jump to $100/barrel, we
can expect some reprieve on the external front for both Indonesia and the Philippines, as their oil
import bills may no longer swell in 2019. Indonesia and the Philippines will still see current account
deficits next year but the oil slick will lend them some reprieve to help ease pressure on the PHP
and IDR.
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5 4 4 5 end-2019 USD/PHP forecast
L] revised from 54.95

Forecasts revised

We now forecast PHP to settle at 53.50 by end-2018 (from 54.0) and 54.45 in 2019 (from 54.95)
while the IDR is set to close 2018 and 2019 at 14500 (from 15000) with the Fed expected to be less
aggressive in its rate hike cycle while the Bl and BSP maintain their hawkish rhetoric and hike 50
basis points each. The combination of this hawkish bias and actual rate hikes suggest the two
currencies will face only mild depreciation pressure in the coming months. Market expectations of
a blowup in the current account deficits of Indonesia and the Philippines have also subsided, which
translates to less pressure on their respective currencies.

1 Ll- 5 O O end-2019 USD/IDR forecast
revised from 15000

Risks to the outlook

Despite the current outlook, risks stem mostly from the geopolitical scene, which can alter
sentiment rapidly and dictate the direction of financial flows. As of this writing, the US and China
remain in negotiations ahead of the G20 meeting in Buenos Aires. The result of the planned
meeting between Trump and Xi will set the tone for portfolio flows into or out of emerging markets
and could alter our forecasts going forward. Meanwhile, despite oil's recent plunge to annual lows,
any conflict in the Middle East or substantial cuts by OPEC leaders at the 6 December meeting
could revive concerns about current account deficits. Lastly, despite the market's outlook on the
Fed dot plots, the US central bank may decide to maintain its current pace of three rate hikes in
2019 should the tight labour market push up wage inflation in the coming months.
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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.
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