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Opinion | 3 July 2018 Australia | South Korea

Still no inflation in Asia

South Korea's June inflation print is low, but this is actually a regional
issue

Source: Shutterstock

Despite higher oil prices, Korean inflation remains subdued.

Korean consumer price inflation (CPI) for June rose 1.5%, unchanged from May, though the core
rate of inflation slowed to 1.2% from 1.3%. The price level actually declined by 0.2%MoM. and
looking at the underlying contributors would almost certainly have delivered an even lower
inflation figure had it not been for the effect of rising crude oil prices pushing up vehicle fuel costs.

Perhaps this is just as well because over the coming months, the Korean won's weakness could
suck in a little more inflation, as could other Asian currencies, all of which have been weak in recent
months.

Ordinarily, this might have us responding by forecasting more rate increases from the regional
central banks, and adding in some weaker domestic demand as these rates bit down on spending.
In some economies, notably the balance of payment deficit economies of Indonesia, Philippines
and India, rates have indeed been rising. Indeed, the Indonesian Finance Minister recently
remarked that this would weigh on growth and that this would be tolerated. To do otherwise would
simply suck in more imports and worsen the external balance...which is the original reason for the
currency weakness. These three economies also have higher prevailing inflation rates than their
Asian neighbours. Though none of them, in my view, have a particularly severe inflation issue

Bundles | 3 July 2018 2



THINK economic and financial analysis

currently.

Elsewhere, Asia is lucky that inflation really is really not a problem at all for policy setters. On the
contrary, before this recent episode of currency weakness, the lack of inflation was one of the most
obvious features of Asian economies, despite reasonable growth.

In other words, there is a buffer here. Currencies can weaken further if the trade war intensifies, as |
believe it will, and for most of the regional economies. And inflation may tick up a little. But this
need not result in any offsetting action. Korea, for example, does not look like it will need to trouble
its central bank for any tighter policy until next year. For now, that view remains fairly safe.

1 5 O/ Korea June Headline inflation rate (YoY%)
L O Core inflation declined to 1.2%

Lower than expected

RBA - no hike today, tomorrow, and maybe next year

The RBA meets today, in what many will imagine will be a really uneventful meeting. No change in
policy, no hints about a probable future move in policy and little new to say on the economy, will
likely sum up this meeting. But there is an outside chance (a very, very small one) that RBA
Governor Lowe will take a leaf out of the RBNZ's book, and add in two-way risk to the rate outlook.

| think this would be more likely to occur if the AUD were stronger now than 0.733 rate and
weakening. It would also be more likely if the economy were notably weaker - recent data have
been mixed, but by no means bad. So | would say it is very unlikely that Lowe will follow Orr's
example. But for an otherwise hugely uneventful meeting, this is perhaps the only likely avenue for
a market surprise.
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Snap | 2 July 2018 Indonesia

Indonesia: June inflation slows to 15-
month low

June inflation of 3.12% was the slowest since March 2017. As a result,
we've now cut our inflation forecast for this year

3 1 2 O/ June inflation rate
= O Slowest since 3.61% reported in March 2017
Higher than expected

Inflation slowdown partly due to base effects

June inflation slowed to 3.12% from May'’s 3.23% and June 2017's 4.37%. The slower June inflation
is partly due to base effects and slower inflation for most major commodity groups of the
consumer price index except for food and transport rates. Food inflation accelerated in June to
4.7% from May's 4.5% and 2.4% in June 2017. Transport inflation also accelerated to 1.9% in June
from May's 1.7%.
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Inflation forecast cut

We expect the positive base effects in the coming months to recede and bring about a reversal of
the recent downtrend of inflation. The upward path of inflation in the second half would also be
gradual and could likely be a mirror image of the inflation path in the first half. Tighter monetary
policy in the past two months which saw policy rates rise by 100 basis points would moderate
demand pull inflation and assist in moderating the price impact of a weak Indonesian rupiah (IDR).
Monetary policy will continue to pursue a stabilisation of the IDR, not only to help protect the
financial system but also to keep inflation within target rate. We expect full-year 2018 inflation to
average at 3.3%, slower than our previous 3.5% inflation forecast and close to the central bank's
point inflation target of 3.5%.
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Snap | 2 July 2018 Thailand

Thailand: A downside inflation miss

With the lingering global trade risk and persistently low inflation, we
don't think the BoT will be in a position to unwind its policy
accommodation anytime soon

s \\\&:l‘?}%‘l;\l—\!\""" !

Source: Shutterstock

1 3 8 O/ CPI inflation in June
[ ] O Year-on-year

Lower than expected

Below-consensus June inflation

Thailand's consumer price inflation surprisingly slowed to 1.4% year-on-year in June from 1.5% in
May. The consensus expectation was for inflation to remain unchanged at 1.5%. The Bloomberg
headlines point to energy prices as a source of inflation - a result of rising global oil prices. But
lower food-price inflation more than offset the energy increase to push the headline rate lower.
Core inflation, which strips out food and energy prices, was steady at 0.8%.
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Steady, low inflation ahead

We believe inflation is close to its peak in the current cycle. Absent significant supply shocks from
food or oil prices, we expect inflation to remain close to the low end of the central bank’s (BoT)
medium-term policy target of 1-4%. The commerce ministry has just announced a mild
adjustment to its full-year 2018 average inflation forecast to 0.8-1.6% from 0.7-1.7%. The BoT's
forecast is 1.1%. We forecast 0.9%.

Stable central bank policy

The BoT easing cycle started in early 2012 is finally beginning to see some light at the end of the
growth tunnel, though this hasn't lifted inflation. With the lingering global trade risk to growth and
persistently low inflation, we don't think the BoT will be in a position to unwind policy
accommodation anytime soon. Nor do BoT policy-makers appear in any rush to do so, given their
recent dovish rhetoric.

Consumer price inflation

% YoY
5.0

4.0

Core

——— Headline

3.0

2.0

1.0

0.0 T 1 T T
-1.0

-2.0
2010 2011 2012 2013 2014 2015 2016 2017 2018

Source: Bloomberg, ING

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.

Bundles | 3 July 2018 7



THINK economic and financial analysis

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 www.ing.com.

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 requlation 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 www.ing.com.

Bundles | 3 July 2018 8


https://www.ing.com
https://www.ing.com

