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Comments from the US' Mike Pompeo about the origin of the
coronavirus together with a suggestion from President Trump that he
will impose tariffs on China because of the outbreak are not helping
risk sentiment and are pushing USDCNY higher
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Opinion | 4 May 2020 China | Malaysia...

Trade War 2.0

Comments from Mike Pompeo about the origin of the coronavirus,
together with a suggestion from President Trump that he will impose
tariffs on China...

Source: Shutterstock

USD/CNY rising

Our Economist for Greater Ching, Iris Pang, like most of us, is obliged to produce spot forecasts on a
range of market indicators, as well as the usual macro numbers. It is one of those parts of the job
that carries little upside. And the standing USD/CNY 7.25 forecast for end 2Q20 has not been
criticism-free.

But the recent rhetoric from the US is beginning to make it look quite a promising call.

For a few weeks now, mutterings and criticism from the US administration about the origins of the
Covid-19 outbreak have been growing. These reached a crescendo at the end of last week, with
President Trump reported in Bloomberg to have threatened to impose tariffs on China in retaliation
for the Covid-19 outbreak and US Secretary of State, Mike Pompeo, talking of the "enormous
evidence" linking the outbreak to the Wuhan virus laboratory.

We haven't seen or heard any of the evidence referred to, so we can't comment on that. But it
does look as if one of the underpinnings of the 7.25 call - namely a return to trade tension - is
turning into reality. If this continues, then a 7.25 end 2Q20 USD/CNY result will suit our forecasts
very well.
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For those of you who can still remember the trade war, one of the key results of enhanced trade
tension was - stronger USD (so weaker everything else, but especially CNY), and a drop in risk
appetite. It is possible that the US administration feels emboldened to restart the trade rhetoric
given the rally stocks have undergone in recent weeks. If so, Friday's S&P 500 sell-off comes as a
reminder that the underlying drivers for markets have not changed. And given the incredibly weak
backdrop, a return to trade war really has the potential to be even more damaging (to both sides)
than it was under version 1.0. This needs close watching.

Shape of things to come

South Korea posted April CPI data showing a hefty 0.6% month-on-month drop (0.1% year-on-
year). The full release shows, as one might expect, most of the damage coming through the
transport component, which fell 3.5% MoM reflecting the collapse in global crude oil prices. Clothing
and footwear fell 1.5% on dampened demand, and education costs also fell sharply.

The release tells us two things:

1. It provides a benchmark for other upcoming CPI releases in the region (they could be
substantial) and

2. It suggests that the Bank of Korea will cut rates a further 25bp from their current 0.75% at
the 28 May meeting.

Asia today

Just to reinforce my earlier comments on China and the Trade War, Iris Pang also writes today,
"USD/CNH jumped to 7.13 during the May holiday from 7.06 on Friday, which should be a market
reaction to the possible restart of the trade war and technology war as US President Trump has
warned of a possible increase in tariffs on Chinese goods. The market will continue to react to any
news on the trade and technology war as this will put pressure on both Chinese and US
economies".

Iris also adds, "On data, today we will have the Taiwan Markit manufacturing PMI which should
come in at only 42.2 due to the deferred release of a new model of smartphone. We will also have
Hong Kong GDP growth for 1Q20, where we expect a -10%YoY reading, while the government
expects a range of -4% to -7%YoY for the whole of 2020".

And ASEAN news from Prakash Sakpal:

Malaysia: March trade figures are due today. Firmer exports from most Asian economies in March
impart some upside risk to the -8.3% YoY consensus on Malaysia’s exports. However, underlying
the weak consensus is the dent to activity due to the Covid-19 lockdown started in mid-March.
Trade is the last piece of economic data for the central bank (BNM) beginning its two-day policy
meeting today. We expect a 50bp cut in the overnight policy rate to 2.00%.

Singapore: The April manufacturing PMI is due today, with expectations centred on a drop in the
index to an all-time low of 40.0 from 45.4 in March. The extended circuit-breaker measures mean
the surprising manufacturing strength shown in the first quarter is poised to be reversed in the
current quarter, leaving GDP on a path to a record contraction.
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ASEAN Morning Bytes

Economic data should take centre stage this week with reports likely
to remind investors of the negative impact from Covid-19.

EM Space: Data calendar is loaded this week and should give
direction for trading

* General Asia: After market players reacted to hopeful trends on the virus front last week,
economic data should remind investors of the bleak economic situation ahead even as
governments from previous hotspots ready the gradual reopening of their economies.
Regional PMI manufacturing data kicked off the data dump on Monday, with economies
registering deep contractions with most countries employing some form of lockdown by
April. The economic calendar is packed in the coming days with growth, trade and inflation
data all set for release with downbeat reports likely the backdrop for trading this week.

¢ Singapore: The April manufacturing PMI is due today, with expectations centred on a drop
in the index to an all-time low of 40.0 from 45.4 in March. The extended circuit-breaker
measures mean the surprising manufacturing strength shown in the first quarter is poised
to be reversed in the current quarter, leaving GDP on a path to a record contraction.

¢ Malaysia: March trade figures are due today. Firmer exports from most Asian economies in
March impart some upside risk to the -8.3% YoY consensus on Malaysia's exports. However,
underlying the weak consensus is the dent to activity due to the Covid-19 lockdown started
in mid-March. Trade is the last piece of economic data for the central bank (BNM) beginning
its two-day policy meeting today. We expect a 50bp cut in the overnight policy rate to
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2.00%.

¢ Indonesia: Indonesia reports data on inflation for April, with market consensus at 2.8% as
depressed crude oil prices help keep price pressures at bay for the time being. Bank
Indonesia (Bl) Governor Warjiyo indicated that inflation will likely be within target this year,
likely due to lower oil prices and subdued demand due to slowing economic growth
momentum. We expect inflation to remain well-behaved in the coming months, leaving the
door open for further easing from the central bank should the recent IDR rally be sustained
as foreign investors return to snatch up both equities and bonds.

What to look out for: Regional data and Covid-19 developments

¢ Malaysia trade (4 May)

¢ Indonesia inflation (4 May)

¢ Hong Kong GDP (4 May)

o US factory orders (4 May)

¢ Philippines remittances (4 May)
¢ Thailand inflation (5 May)

e Philippines inflation (5 May)

¢ Indonesia GDP (5 May)

¢ Singapore retail sales (5 May)

¢ Malaysia BNM policy (5 May)

¢ Hong Kong retail sales (5 May)

e UStrade (5 May)

¢ Hong Kong and Singapore PMI (6 May)
e Philippines trade (6 May)

¢ Taiwan inflation (6 May)

¢ US ADP employment (6 May)

¢ China Caixin PMI services (7 May)
¢ Philippines GDP (7 May)

¢ China trade (7 May)

¢ USinitial jobless claims (7 May)
¢ Malaysia industrial production (8 May)
¢ Taiwan trade (8 May)

¢ US non-farm payrolls (8 May)

Author

Nicholas Mapa
Senior Economist, Philippines
nicholas.antonio.mapa@asia.ing.com

Bundle | 4 May 2020 6


mailto:nicholas.antonio.mapa@asia.ing.com

THINK economic and financial analysis

Article | 1 May 2020 Asia week ahead

Asia week ahead: Central banks in the
spotlight, again

A flood of economic releases will make for an extremely busy week in
Asian markets, though central bank policy will likely take centre stage
given that...

Source: Shutterstock

© Better for some, bad for other

Next week kicks off with the April Purchasing Manufacturing Index (PMIs), providing some clues
about the state of Asian economies coming into the second quarter. China PMIs have

provided temporary relief for the market in that both manufacturing and services activity
expanded for a second straight month in April. We may see similar PMI results for some more, but
not all, economies as the accelerated spread of Covid-19 and tighter movement restrictions dented
activity further this month. India and some Southeast Asian countries seem to be a lot worse (see
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graph).

Trade figures from China, Korea, Taiwan, Malaysia, and the Philippines will underscore a significant
hit to global demand in the ongoing pandemic. And, retail sales data in Australia, Hong Kong, and
Singapore will inform about the dent to consumer spending as will Japan's household spending
data, though this might go unnoticed in the golden week holiday. Price pressures continue to abate
with weakening demand. Inflation in some countries has already drifted into negative territory.
Look out for consumer price data in Korea, Indonesia, the Philippines, and Thailand.

The GDP release season is also in full swing, with first-quarter data due in Hong Kong, Indonesia,
and the Philippines. As with everywhere else, these will probably be the worst figures in nearly a
decade, with a fall of as much as 10% in Hong Kong compared to a year ago.

Monthly rise in number of Covid-19 infections in Asia
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© Still, worrisome for central banks

Central bank policy meetings in Australia and Malaysia are the highlights of the week. It could be a
mixed bag of events though, more likely a non-event in Australia and accelerated policy easing in
Malaysia.

In an off-cycle easing move in March, the Reserve Bank of Australia nudged its policy rate to an all-
time low of 0.25%, leaving no room for it to fall further. At the same time, the RBA also launched a
quantitative easing (QE) programme to inject more cash into the economy. These moves suggest
there's not much scope for action next week given that the country has also managed to bring the
Covid-19 spread under control. Moreover, the pause in the RBA's bond purchases this week even
raise the question of whether it will stay the course ahead, while Governor Philip Lowe has ruled
out a move to negative interest rates.

This shifts the spotlight onto Bank Negara Malaysia's policy meeting. We have long been calling for
a 50 basis point cut in the BNM's overnight policy rate to 2.00% at the May meeting, bringing it to
the previous low seen during the 2009 global financial crisis. Given a far bigger scale of the current
crisis than the GFC though, we would anticipate a much bigger response. The 50bp rate cut since
January 2020 compares with a 150bp cut in the span of less than three months at the height of
the GFC. We don't think the central bank can afford to wait much longer, as GDP is heading for the
steepest fall this quarter since the 1998 Asian crisis and inflation has already moved into negative
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territory. We don't think the BNM will stop at a 50bp cut next week, especially with protracted
deflation ahead keeping real interest rates high.

Key events

Coun Time Datalevent ING
Monday & May

India 0E00 Apr Miklkei Manufacturing PMI

Hong Kong 0930 10 A GDP {Q) (YoY%) -10.0 - —Z.EI'
0930 10 A GDP {Q) (D00% 3A) - - 0.3

Malaysia 0500 Mar Exports (Yo%) -10.0 -3.0 118
0500 Mar Imports (YoY%) -8.0 -l 113

0500 Mar Trade balance (RM bn) 116 - 126

Indonesia 0500 Apr CPI core (Yo'f%) - 29 29
0500 Apr CPI (Yo%) 28 29 30

Philippines 0130 Apr Mikkei Manufacturing PMI - - 39.7
Singapare 1500 Apr Purchasing Managers Index - - 554
Taiwan 0130 Apr Mikkei Manufacturing PMI £93 - 50.&
South Korea 0000 Apr CPI {MoM3u/YoY3e) -- 02104 -0.2/1

0130 AEr Milclei Munufacturlni PMI [T

Hong Kong 0930 Mar Retail sales value (Yo%)

0930 Mar Retail sales volume (Yo%) -E3.I] - -#6.?

Malaysia 0800 Overnight Policy Rate 2.0 - 25
Indonesia 0500 10 GOP (Yo%) L0 45 50
0500 10 GOP (Q00%) - - -L7

Philippines 0200 Apr CPI Yo%) 20 - 25
Singapare 0E00 Mar Retail sales value (Yo%) -16.0 - E6
0600 Mar Retail sales value (MoM% 3A) bk - -5.9

Taiwan - Apr Forex Reserves (USSbn) 4815 - LB0.4
Thailand 0&30 Apr CPI Yo%) —2.D - -CI.E

0530 Apr Core-CPl (Yo%) -

Wednesday 6 May

India 0E00 Apr Mikkei Services PMI - £093
Hong Kong 0130 Apr Mikkei PMI - - 349
Philippines 0200 Mar Trade balance (US$mn) -1817.0 - -16560
0200 Mar Exports (Yo%) -183 - 28
0200 Mar Imports (Yo%) —E 1 - -116
Taiwan 0500 Apr WPI (Yo'%h) -1.3
0300 AEr CPl (Yo%) -1 5 0.0

China - Apr Exports (Yo%) -10.0
- Apr Imparts (Yo%) 11_[! -1k —l_D
- Apr Trade Balance {U5$bn) -10.1 a1 1949
- Apr Forex Reserves (USSbn) 30900 - 3060.6
Hong Kong - Apr Forex Reserves (USSbn) - - 4375
Philippines 0300 10 GOP (YoY%) 39 - ﬁ.ﬁ

0300 10 GOP () (QoQ% 54)

China - 1020 Current account balance (US$En)
Indonesia - Apr Forex reserves (U5$bn) 121.3 - 121.D
Malaysia 0500 Mar Industrial production (Yo%) -5.0 - LR
0800 Apr 30 Forex reserves (Usibn) - - 102.0
Taiwan 0900 Apr Exports (Yo%) 17 - 0.6
0800 Apr Imports {Yo'f%) 101 - 05
0900 Apr Trade balance (US$bn) 18 - 23

Source: Bloomberg ING
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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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