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Good MornING Asia - 4 March 2019

Increasingly good news on the US-China trade negotiations sustains
risk appetite even as economic data falters
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Asia Morning Bites

ASEAN Morning Bytes

General market tone: Slight risk-on. Increasingly good news on the
US-China trade negotiations sustains risk appetite even as
economic data falters.

FX | China

China: What to expect from the Two Sessions

China'’s biggest political meetings of the year, the so-called Two
Sessions, kick off over the weekend, with the focus centred mainly
on the...
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Article | 3 March 2019 Asia Morning Bites

ASEAN Morning Bytes

General market tone: Slight risk-on. Increasingly good news on the US-
China trade negotiations sustains risk appetite even as economic data
falters.

EM Space: Awaiting a possible US-China summit

¢ General Asia: Speculation that both the US and China are close to signing a deal will keep
market players slightly upbeat with some reports indicating that a signing summit could
take place as early as mid-March. Meanwhile, investors will also be looking to the slew of
economic data reports, the ECB meeting and developments on Brexit for direction.

¢ Malaysia: January trade data is due. Despite outperformance in 2018, we don't think
exports are immune to the accelerated weakness seen elsewhere in Asia. This is the last
piece of economic data before the central bank (BNM) meeting tomorrow. BNM policy
meetings have been boring lately but tomorrow’s is likely to be less so in view of the
negative inflation in January for the first time in nearly a decade. We believe deflation is
transitory and policymakers see through the data and leave the policy on hold.

¢ Indonesia: Indonesia’s inflation continued to decelerate, with February prices registering
only a 2.57% increase from a year ago, the slowest pace of growth since November
2009. The reading was below median expectations for price gains and clings to the lower
end of the 2.5-4.5% inflation target. The decelerating trend in inflation coupled with the
recent strength of the Rupiah continues to add fire to the case for eventual policy easing
from Bank Indonesia amid a possible pause in the Fed tightening.
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What to look out for: US jobs data and China trade data

¢ Malaysia trade (4 March)

¢ South Korea GDP and inflation (5 March)
e Philippines inflation (5 March)

¢ China Caixin PMI composite (5 March)

o Australia RBA meeting (5 March)

¢ Malaysia BNM meeting (5 March)

¢ US ISM Manufacturing services (5 March)
e Australia GDP (6 March)

e Taiwan GIR (6 March)

¢ US ADP employment and trade (6 March)
¢ Fed Barkin speech (6 March)

o Australia retail sales and trade (7 March)
¢ Malaysia GIR (7 March)

e EZ GDP and ECB meeting (7 March)

¢ Fed Williams and Mester speech (7 March)
¢ Japan GDP (8 March)

e Taiwan trade and inflation (8 March)

¢ US NFP employment (8 March)

e China trade (8 March)
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Article | 1 March 2019 FX| China

China: What to expect from the Two
Sessions

China'’s biggest political meetings of the year, the so-called Two
Sessions, kick off over the weekend, with the focus centred mainly on
the government's work report, which will include GDP growth targets
and the fiscal budget. Comments about the yuan's path could also
provide insight into a possible future draft trade agreement

e
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Source: Shutterstock

Work report to follow the Central Economic Work Conference

The Two Sessions, or back-to-back meetings of China's major political bodies, will take place on 3
March (Chinese People's Political Consultative Conference) and 5 March (National People's
Congress).

It's a bit strange this year that official media has not put out a dedicated page for these meetings
but we believe this could be because the Central Economic Work Conference has already drafted
the direction of economic growth, fiscal stimulus and monetary easing for 2019.

Still, we're looking forward to reading the government work report on 5 March because it's
expected to announce a set of economic targets for 2019.
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What to expect in the government work report
@ GDP target

We expect that the GDP target will not be lower than 6%, to reinforce the Central Economic Work
Conference's main priority of providing job stability.

It's possible that the work report will announce a target range for GDP growth, or just repeat last
year's growth rate of around 6.5%. Our forecast for this year is 6.3%.

If the GDP target range were to be set between 6% and 6.5%, investors would almost certainly
fixate on the lower end of the range at 6%, which could create hiccups in the market. But we
expect this would be a temporary setback, as investors have been aware that growth could take
a hit due to growing trade tensions and, in theory, should have been preparing for a lower target.

A more worrying sign would be if the government announced a future five-year average of around
6%. This could really create market concern of a deeper slowdown.

© Fiscal budget

We expect the fiscal deficit will be 3.0% of GDP. But China's actual fiscal deficit is usually 0.5
percentage points higher than the planned deficit. We expect it will be even greater than that
because this year is intended to support economic growth. We forecast the fiscal deficit at 4% of
GDP.

We will be focusing on whether the government is prepared to invest in infrastructure to support
the economy. From this, we will be able to gauge the severity of the headwind from the ongoing
trade dispute.

Aside from infrastructure projects, the work report could also focus on tax cuts. We don't believe
tax relief would be as effective at stimulating the economy during a downward cycle as
infrastructure spending, but some changes in this area would be an important signal about how
the government gauges the economic situation in 2019.

€ Monetary easing

Here, our focus will be the description of the yuan's path. Last year, the government committed
to "keeping the yuan exchange rate stable at a reasonable equilibrium level". The US wants China
to keep the yuan stable as part of any trade agreement, so the wording on this in the
government's work report could form part of a final trade agreement.

We would not be surprised if the government drops its description of monetary policy as "prudent"
so as to remain consistent with the recently-published monetary policy report. The emphasis will
be to divert liquidity to small private firms, which suggests that the Targeted Medium Lending
Facility could replace the Medium Lending Facility.

° Economic reforms

We expect that economic reforms will focus more on improving public services such as providing
affordable medicine to public hospitals, education and rural infrastructure to improve the quality of
life.
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Technology will also be in focus but we assume this will be a relatively low key item in the report to
avoid attracting further negative comments from the rest of the world.

Our view is that reform efforts will no longer include deleveraging or cuts to overcapacity this year.
Economic conditions don't allow for further deleveraging, which would put additional pressure on
growth.

The main focus will be....

In sum, we believe that the work report will be in line with the government's existing policy

direction. If there is any divergence from current policy, it will likely be to provide more support for
the economy.

For us, the main focus will be on the wording of the yuan's trend, as this could affect how trade
talks progress.

ING China economic forecast for 2019

China 2017 2018 2019

Real GDP (% YoY) 6.9 6.6 6.3
CPI (% YoY) 1.6 2.2 2.5
PBOC 7D reverse repo rate (%, eop) 2.50 2.55 2.55
10Y govt. bond yield (%, eop) 3.90 3.30 3.10
CNY per USD (eop) 6.51 6.88 6.75
CNY per EUR (eop) 7.80 7.87 7.76

Sources: ING, Bloomberg
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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 www.ing.com.
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