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ASEAN Morning Bytes

Hopes for stimulus may keep positive sentiment alive on Thursday

EM Space: Asian markets may track US gains on stimulus hopes

¢ General Asia: Positive sentiment driven by stimulus hopes may push the rally in Asia on
Thursday while investors also looking to China’s Caixin PMI services data for more direction.
In the US, investors await the resumption of talks for additional fiscal stimulus after months
of debate with both sides targeting September for a possible breakthrough. The US CDC
informed US states to prepare for vaccine distribution in early November even as all
Western vaccine candidates have not completed phase 3 trials. Investors will continue to
monitor Covid-19 developments, regional PMI data and economic reports out from the US
later in the evening for further direction on Thursday.

¢ Thailand: The August CPlinflation is due today. It will likely show that the negative headline
inflation streak extended for a sixth month, though to a lesser extent than in July (ING
forecast -0.7% YoY vs. -1.0% in July). Core inflation has been positive and we expect it to be
little changed in August from July’s 0.4%. With persistently weak demand and low fuel
prices ahead, the Bank of Thailand will continue to face difficulty in meeting its 1-3% policy
target for inflation for some time to come. Nor does it have any more policy levers left to
help it reach its target. We see the policy rate staying at an all-time low of 0.50%
throughout 2021.

¢ Indonesia: Bank Indonesia's (Bl) Deputy Governor, Waluyo, indicated that the currency
remained fundamentally undervalued and reiterated that the recent burden-sharing
arrangement between the central bank and the national government was a one-off event.
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Concerns about central bank independence drove the IDR to depreciate again on
Wednesday after lawmakers were proposing to give the national government a more active
role in BI. IDR steadied after central bank intervention but will likely remain on the defensive
until authorities can convince investors that debt monetization will not be revisited in the
near term.

* Philippines: The Philippines will report unemployment for 2Q with ING expecting a possible
worst-case scenario of a 22.9% unemployment rate given the backdrop of the 16.5%
decline in GDP reported during the same period. The capital region and surrounding cities
remain on partial lockdown due to still elevated Covid-19 cases. Meanwhile, the influx of
fresh graduates during the period may have also pushed the unemployment rate higher
from the 17.7% reported in April.

What to look out for: Covid-19 developments

¢ Singapore PMI manufacturing (3 September)

¢ China Caixin PMI services (3 September)

¢ Philippines unemployment (3 September)

o US initial jobless claims, ISM services and trade balance (3 September)
e Philippines inflation (4 September)

¢ Singapore retail sales (4 September)

¢ Malaysia and Thailand GIR (4 September)

¢ US non-farm payrolls (4 September)
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Australian 2Q20 GDP falls 7.0%QoQ

We have revised our full-year 2020 forecast down to -4.2%

Source: istock
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Worse than expected

Victoria shutdown has cost at least 2pp for growth - probably
more

The 7.0%QoQ decline in Australian GDP in the second quarter follows a much smaller (0.3%)
decline in the first quarter and leaves the Australian economy around 7.3 pp weaker than it was at
the end of 4Q19.

A little over a month ago, we weren't looking for a particularly big hit to Australian GDP from
Covid-19. The initial wave of the disease had hit Australia late compared to the rest of Asia and
been dealt with swiftly. The outbreak in Victoria was just beginning and didn't appear to be as big a
deal as it turned out to be. A modest 2Q decline was expected to be followed by something not far
off business as usual in 3Q and 4Q. That would have left full-year GDP down by only about 1% -
basically flat in Covid-19 terms.

In the end, the Victoria, outbreak has turned out to be a much bigger deal than it appeared back
then, and fear of transmission has kept social distancing and internal travel restrictions high in
other states too. The Reserve Bank of Australia reckons the cost of this Victoria second wave will
have been at least 2pp of GDP for the full-year figures. We wouldn't disagree that a 2% hit would
be at the lower end of what will actually turn out to have been the case and are now looking for
GDP to decline 4.2% for the full year.
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3Q and 4Q growth will still be marred by the Victoria outbreak, with the lockdown still currently in
place, albeit with indications that it may be eased in the coming one or two weeks. 4Q will

also likely reflect a much more cautious approach to re-opening than would otherwise have been
the case and the RBA's 2pp hit seems conservative to us.
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Limited policy implications

Despite looking bad, this is still a relatively strong outcome for Australia, when compared against
the rest of the Asia-Pacific group, and with New Zealand still to report 2Q GDP, there is a good
chance that Australia ends up in the "less negative" half of the table as far as the cumulative loss
to GDP since 4Q19 goes, a little ahead of Japan, but behind North Asian economies, China, Korea
and Taiwan.

We don't believe there is much of a policy response likely following today's GDP report, which is
maybe why the AUD has not reacted more. Recent comments from RBA Governor, Philip Lowe,
don't go as far as ruling out negative rates in Australia in response to weak data like this, but they
do suggest that negative rates would do more harm than good (which is roughly the same thing
surely?), so means that any policy response that follows this is likely to be just a tweak on existing
yield curve control and QE policies.

The immediate response of the AUD to today's figures has been to sell off from just below

0.7380 to around 0.7340, so not a big drop. Even if Governor Lowe doesn't intend to follow through
on it, opening the door a little wider to negative rates might at least provide some more support
through a weaker AUD, and it doesn't look as if any AUD correction will come through domestic
channels at the current juncture.
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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 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 http://www.ing.com.
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