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Good MornING Asia - 5 April 2019

Expect thin market liquidity with China, Hong Kong, and Taiwan
markets closed for a holiday. The main focus today will be on the US
jobs report, as well as the on-going trade negotiations in Washington.
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General market tone: Wait and see. Market players will likely move
sideways with an upward bias on trade deal hopes.

Asia week ahead: Singapore central bank to stay on
hold

Lots of data coming out of China next week, but export growth will
be the one we'll be looking out for. Elsewhere, Singapore's central
bank meets,...

Malaysia

Malaysia’s new normal

A decent growth rate among Asian countries, 4-5% will be the
new normal for Malaysia, and that is where we see it staying in
the medium term. Stretched...
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Philippine GDP revised upwards, masks slowing growth

momentum
The Philippine Statistics Authority (PSA) revised 4Q18 GDP growth

to 6.3% from 6.1%. Growth was supported by government
spending which offset weaker...
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Article | 4 April 2019 Video

Watch: Don't panic, but be cautious!

Trade wars, slowing growth and Brexit: How is all this feeding into
global economic sentiment? Get answers from ING's economists in
Singapore, Frankfurt and Amsterdam
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Don't panic, but be cautious!
Watch video
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Article | 5 April 2019 Asia Morning Bites

ASEAN Morning Bytes

General market tone: Wait and see. Market players will likely move
sideways with an upward bias on trade deal hopes.
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EM Space: US jobs numbers to be in focus as US-China trade
talks continue

¢ General Asia: Expect thin market liquidity with China, Hong Kong, and Taiwan markets
closed for a holiday. The main focus today will be on the US jobs report, as well as the on-
going trade negotiations in Washington.

¢ Thailand: The Thai Chamber of Commerce’s Consumer Confidence Index hit a three-month
low of 80.6 in March. This doesn't come as surprise given the ongoing political jitters. Besides
politics, worries about the slowing economy are weighing on confidence. On the flip side,
low inflation should support consumer spending. The BoT Governor Veerathai Santiprabhob
warned about continued vulnerability of the financial system, attributing it to interest rates
being “low for too long”. With prevailing economic uncertainties, we don't think the BoT will
risk hiking rates again this year.

¢ Malaysia: February exports disappointed with a 5% fall in exports from a year ago. The fall
in import was even steeper at 9%. Commodities have been the main drag on trade growth,
while electronics exports continued to buck the global tech slump. The Jan-Feb activity data
underpins our forecasts of a slowdown of GDP growth to 4.2% in 1Q19, the slowest rate of
growth in over two years following 4.7% in 4Q18, and a 25bp BNM policy rate cut at the next
meeting in May.
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¢ Indonesia: Keeping with the hawkish stance, Bank Indonesia (Bl) Governor Warjiyo said that
“monetary policy is always forward-looking and ahead of the curve”. He also pledged to
deploy macroprudential measures to support growth via additional liquidity to boost
consumption and investment.

e Philippines: The Philippines reported an upward revision to 4Q 2018 GDP figures with the
latest estimate pegging growth at 6.3% from the previous estimate of 6.1%. Household
spending and capital formation were both revised lower with the upward revision driven in
large part by government spending and inventories build-up. Meanwhile, the Philippines will
also be reporting March consumer price data with markets expecting inflation to settle at
3.5%, the second month of within-target inflation.

What to look out for: Market looks to US data for clues

e Philippines inflation (5 April)

Malaysia GIR (5 April)

Thailand GIR (5 April)

Indonesia consumer confidence (5 April)
US NFP (5 April)
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Article | 4 April 2019

Asia week ahead: Singapore central bank
to stay on hold

Lots of data coming out of China next week, but export growth will be
the one we'll be looking out for. Elsewhere, Singapore's central bank
meets, but expect no fireworks

Source: Shutterstock

© China's fiscal stimulus is working

China's trade, inflation and monetary indicators are due for March, and we expect the numbers
will give an undistorted view of the economy as the data from the first two months of the year is
affected by the Lunar New Year seasonality. Indeed the most significant will be export growth for
what it says about the trade war impact, while lending growth will tell us about the government
stimulus.

From the better manufacturing PMI reading, we infer the fiscal stimulus is working and expect hard
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activity data to reinforce this message.

Here's why we think China's stimulus is working

© Singapore - stable policy this year

Singapore's central bank releases its semi-annual monetary policy statement next week, and this
comes alongside the advance estimate of GDP growth in the first quarter of 2019.

The Monetary Authority of Singapore tightened policy in April last year, but there is no denying
that downside growth risk has intensified since. A sharp plunge in both exports and manufacturing
in the first two months of 2019 foreshadowed sharp GDP slowdown in the first quarter. Inflation
pressure also has abated, apart from the food component. Headline inflation has been less than
1% for more than four years now, and core inflation, which ticked up to the top end of the MAS's
1-2% forecast recently, has also started to slow.

With these trends likely getting stronger in 2019, we believe the MAS will prefer to leave policy on
hold next week. As such, we expect no change in the MAS's target band for Singapore Dollar
Nominal Effective Exchange Rate (SGD-NEER) - no change to the level, the width, or the slope of
the band. Our base case is one of stable policy this year.

Read our country briefing on Singapore here Singapore: Safe port in a storm

Asia Economic Calendar
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Countr Time* Data/event ING Surve Prev.
Sunday 7 April

China Mar Forex Reserves (US$bn) 3095.5 3090.0 3090.2
Monday 8 April

Hong Kong - Mar Forex Reserves (US$bn) - 4345

Taiwan 0900 Mar Exports (YoY%) - -8.8
0900 Mar Imports (YoY% . = =197

Taiwan 0900 Mar CPI (YoY%)
0900 Mar WPI (YoY%)

Wednesday 10 April

China - Mar Money Supply (M2) (YoY%) 8.1
. Mar Aggregate Finance (Yuan bn) 1000 0 - 703 O
Mar Financial Institution Loans (Yuan bn)  1185.0 - 885.8
South Korea 0000 Mar Unemplo ment Rate (% SA) 4.0 3.7
China 0230 Mar CPI (YOY%)
0230 Mar PPI (YoY%) 0.3 0.3 0.1
Malaysia 0500 Feb Industrial Production (YoY%) -1.0 - 3.2
Philippines 0200 Feb Exports (YoY%) 2.6 B =14
0200 Feb Imports (YoY%) 1.1 - 5.8
0200 Feb Trade Bulclnce (US$mn) -2847.0 - -3760.0
China - Mar Exports (YoY%) -13.6 -20.8
- Mar Trade Balance (US$bn) -10.9 11.0 41
- Mar Imports (YoY%) -10.3 -1.0 -5.2
India 1300 Mar CPI (YoY%) 2.8 - 2.6
1300 Feb Industrial Production (YoY%) 2.1 B 1.7
Singapore 0600 Feb Retail Sales Value (MoM/YoY%) -/- -/- 0.2/7.6
- 1Q19 GDP - Advance (QoQ saar/YoY%) 1.2/1.7 -/- 1.4/1.9

= MAS Semiannual Policy Statement
Source: ING, Bloomberg, *GMT
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Article | 4 April 2019 Malaysia

Malaysia’s new normal

A decent growth rate among Asian countries, 4-5% will be the new
normal for Malaysia, and that is where we see it staying in the
medium term. Stretched public finances will limit the scope for fiscal
stimulus but low inflation has opened doors for monetary easing

. 4

Source: Pexels

New government policy shift suppressed both growth and
inflation

Malaysia’s economy expanded by 4.7% in 2018, but the slowdown in growth from 5.9% in 2017
was the result of domestic and external drags. Domestically, there was an overhaul of economic
policy after a surprise change of government in May 2018. And soon after taking office, the new
government scrapped the goods and services tax - the key revenue source for the previous
government and also suspended infrastructure investments.

While such a policy shift was positive for the economy to an extent, (via a boost in private
consumption), it hit investment spending hard. Overall domestic demand shaved off 2.4
percentage points from annual growth in 2018 and was dragged down further by inventory de-
stocking among other things.

Despite these headwinds, 14% annual export growth was
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outstanding performance among Asian economies

Externally, firmer commodity prices supported exports in early 2018, but export prospects
deteriorated with increased US-China trade tensions and the renewed oil price slump in the second
half of the year. The silver lining in all of this was electronics exports managed to ride out the

'tech slump' observed elsewhere. Despite these headwinds, 14% annual export growth was
outstanding performance among Asian economies.

The removal of the goods and services tax in June 2018 was a godsend for consumers as it brought
inflation below 1%. The re-introduction of a more benign sales and services tax didn't do much to
lift prices either. The average annual inflation of 1% last year was a sharp dip from nearly a
decade-high of 3.8% in 2017.

Growth and inflation - both heading downwards

% YoY
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6.0
5.0
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2.0

1.0
Real GDP ——— CPlinflation

0.0
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Source: CEIC, ING

Macro policy has been relatively tight

Malaysia's central bank’s efforts to normalise policy after a prolonged accommodative spell was
short-lived. In a one-off move, they hiked the policy rate by 25 basis point to 3.25% in January
2018, before low inflation and intensified growth risks stalled the normalisation.

In our view, the new government's initial fiscal policy response to the economy lacked clear
direction. The elimination of GST was stimulatory via a boost to consumption but suspending public
investments was restrictive. Moreover, a significant spike in the fiscal deficit to 3.7% of GDP in 2018
erased the consolidation of the last four years and ruled out the scope of a stimulus to the
economy from this side.

Surprisingly, international rating agencies overlooked this significant fiscal slippage because of the

country's sound external payments position with a sustained 2-3% of GDP current account surplus.
Despite the political jitters, the Malaysian ringgit came out among Asia’s outperforming currencies

in 2018 and 2019 too.
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Exports and manufacturing, both seem to be slowing
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Balance of risks tipped towards growth, not inflation

2019 kicked off on the softer side led by a continued slowdown in exports and manufacturing
keeping GDP growth on a slowdown path. We expect GDP to grow by 4.2% year-on-year in the first
quarter of 2019 - the slowest rate in almost three years and down from 4.7% in 4Q18. We also
expect this to be the trough in the current cycle, at least the low base effect should push growth
higher for the rest of the year.

Our full-year GDP growth forecast of 4.6% for 2019 is within the central bank's forecast range of
4.3 - 4.8% for the year, which they recently downgraded from 4.9%. The good news is that
domestic demand will remain the principal growth driver this year, softening the impact of external
uncertainties including the trade war, commaodity price volatility, and the tech slump.

Ll- 6 O/ ING GDP forecast
] O For FY19
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Domestic demand - principal driver of growth
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Don't fret about negative inflation

Low inflation should help private consumption remain in the top spot of GDP growth drivers. The
administrative curbs in fuel prices produced negative inflation in the first two months of 2019 for
the first time in nearly a decade, which prompted us to cut our annual inflation forecast to 1.0%
from 1.4%.

The price decline is not pervasive. This is different from a severe
drop in spending such that firms generally have to cut prices to
attract consumers. - BNM Governor Shamsiah Yunus

We see the current negative inflation as a transitory spell as global oil prices are creeping up and
will eventually filter through to domestic fuel prices. Neither do we see any big build-up of price
pressures anytime soon, at least not until the impact of GST removal moves out of the base by
mid-2019.

Even then, the annual average inflation rate won't be far from 1% seen in 2018, or close to the low
end of the central bank’s 0.7-1.7% forecast range for this year. It will take significant policy thrust
to consumer spending, or large supply shocks, for inflation to hit the central bank's medium-term
policy target of 2-3%, but we don't see that happening anytime soon.

Low inflation opens doors for monetary stimulus...

Negative inflation also prompted us to revise our view on the central bank policy from no change
this year to one 25bp rate cut in the current quarter, possibly at the next policy meeting scheduled
for 7 May.
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Recognizing the downside risks to domestic growth, the thrust of
monetary policy in 2019 is to remain accommodative to ensure
supportive conditions for sustainable economic growth amid the
subdued inflation outlook. - BNM Governor Shamsiah Yunus

There are no forceful arguments for easing just yet, but pre-emptive easing to support future
growth won't hurt when there is room. Besides growth and inflation influence policy and the
following factors substantiate our rate cut view:

¢ High real interest rates: The recent falling inflation trend has pushed real interest rates

higher. As noted earlier, investment spending has been a weak spot in GDP growth, and high
real interest rates are a further deterrent to investor sentiment.

¢ Better now than later: Being ahead of the curve should allow sufficient time for the impact

of monetary easing to trickle down to the real economy, thus preparing the economy to
ride the slowdown trend. It won't hurt given there is scope for easing now.

¢ Mature tightening cycle: Based on recent BNM policy history the current tightening cycle

appears to have matured. Previous BNM tightening cycles have sometimes been short-lived,
and we think this could be another short one, particularly given current growth-inflation
dynamics.

¢ Market re-pricing for easing: We infer from the 30 basis point drop in the 10-year local

government bond yield so far this year to 3.77%, the market has been re-pricing for a rate
cut. Meanwhile, a sound external payment position is keeping the currency among Asia’s
outperformers this year. In a soft USD environment, this supports BNM easing now,

rather than waiting to cut later.

Falling inflation leads to higher real interest rates
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... as the fiscal restraints prevail

Just as 2018 was a turning point for Malaysian politics, marking an end to the 60-year old Barisan
Nasional coalition regime, it also was a turnaround year for the country's public finances. Sweeping
policy changes under the new government of prime minister Mahathir were associated with a
sharp spike in the fiscal deficit up to 3.7% of GDP - a significant slip above the initial target of 2.8%.

The highest fiscal deficit ended the steady fiscal consolidation the public finances had followed
since 2009. With slower growth ahead, curbing the deficit to something below the 3% comfort level
will be a challenge for the government in the medium term. The official projection has the shortfall
easing to 3.4% in 2019 and then a gradual reduction to 2.8% by 2021, keeping with the medium-
term Malaysia Plan review of (above) 3% deficit over the remaining plan years, 2018-2020.

Fiscal deficit - a decade-long consolidation comes to an end
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Oil price and public finances

Two key factors likely to determine the course of public finances in the coming years will be oil
price trends and progress on reducing the public debt.

¢ Rising oil prices are positive for the economy and public finances. They won't only soften the
impact of the global trade war on Malaysian exports but also will increase the petroleum
revenue for the government. But high oil prices also mean higher government spending on
fuel subsidies for the public.

¢ We believe the 2014 crash was a permanent shock to the global commodity prices. Global
oil prices are creeping up this year, though the potential slowdown in global demand could
stall the recovery, but it's unlikely we're going to see $100/barrel.

¢ High level of public debt, estimated over MYR 1 trillion (80% of GDP), will keep the operating
expenses on interest payments elevated, while the plan to significantly cut down on debt
over this and next year faces headwinds from slower revenue growth. The cancellation costs
of some of the infrastructure projects undertaken with other countries might as well blunt
the debt reduction efforts.
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High public debt
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Structural investment weakness

We consider Malaysia more of 4-5% growth economy than 5-6% - the range that prevailed before
the 2008-09 global financial crisis. Like most Asian economies, the crisis permanently stunted
growth lower and the 2014 global commodity price collapse caused further damage to the net oil
exporter.

Going forward, the downside GDP growth risk also stems from weak investment demand. Aside
from the ongoing suspension of public projects continuing to depress investment into the medium-
term, we observe a structural downward shift in both the investment rate as well as efficiency.
Having peaked above 26% just before the 2014 global commaodity price crash, the share of gross
fixed capital formation in GDP - the investment rate - dipped below 25% last year.

Although the 25.5% average investment rate in recent years (2012-18) was an improvement over
24.2% average a decade ago (2002-08), average GDP growth slowed to 5.1% from 5.8% over the
same period, with an even steeper slowdown in domestic demand growth to 5.5% from 6.8%. The
contrast of firmer investment rates and yet slower GDP growth may be explained by falling
investment efficiency evident from more capital required to produce one unit of GDP (incremental
capital-output ratio, or ICOR).
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Falling investment rate (fixed capital formation as share of
GDP)
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Note: Flat lines are period averages for 2002-08 and 2012-18, 24.2% and 25.5% respectively..
Source: CEIC, ING

Falling investment efficiency

Period average 2002-08 2012-18
GDP growth 5.8% 5.1%
Domestic demand growth 6.8% 5.5%
Net export growth 2.2% 1.7%
Current account/GDP 12.4% 3.9%
Investment rate 24.2% 25.5%
ICOR (units of capital per unit of GDP) 42 50
Average investment efficiency (1/ICOR) 0.24 0.20

Note: Geometric averages for GDP, domestic demand and net exports; simple averages for
current account and investment rate
Source: CEIC, ING

Narrowing external surplus, yet resilient ringgit

Weak global demand combined with subdued commodity prices suggest the recent trend of
narrowing trade and current account surplus will continue to be a drag on GDP growth in the
coming years. On our forecast, the current surplus falls to 2% of GDP in the current year and
further below 2% next year, from 2.3% recorded in 2018.

Despite a narrowing current account surplus, the external payments position remains sound
enough for the currency’s performance going forward. Maintaining its position as an outperforming
Asian currency in the last two years, the MYR has gained 1.3% against the USD so far this year.
Despite this, the MYR real effective exchange rate continues to indicate some undervaluation,
which is positive for the competitiveness of Malaysia's exports even as Malaysia's terms of trade
appear to stagnate.

Moreover, potential USD weakness from easier Fed policy should continue to sustain the emerging
currency strength in the period ahead. Barring any adverse domestic economic factors, we don't
think the MYR will be an exception to the broader emerging market currency appreciation trend.
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We are revising our end-2019 USD/MYR forecast to 4.05 from 4.10 (spot 4.08).

Stagnated terms of trade, undervalued currency
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Key economic indicators and ING forecasts
Malaysia 2015 2016 2017 2018 FY2019f FY2020f
Real GDP (% YoY) 5.1 4.2 5.9 4.7 4.6 5.0
CPI (% YoY) 2.1 2.1 3.8 1.0 1.0 1.8
Unemployment rate (%) 3.2 35 3.4 33 3.4 3.3
Fiscal balance (% of GDP) -3.2 -3.1 -3.0 -3.7 -3.5 -3.3
Public debt (% of GDP) 54.4 52.7 50.7 51.8 45.8 46.0
Current account (% of GDP) 3.0 2.4 30 2.3 2.0 1.6
FX reserves (US$bn) 95.3 94.5 102.4 101.4 108.0 116.0
External debt (% of GDP) 65.4 68.6 69.2 64.9 65.2 66.2
Central bank policy rate 3.25 3.00 3.00 3.25 3.00 3.00
3Minterbank rate (%, eop) 3.84 341 344 369 345 345
10Y govt. bond yield (%, eop) 419 4.23 3.91 4.08 3.70 3.80
MYR per USD (eop) 4.29 4.49 4.05 4.13 4.05 4.00

Source: Bloomberg, CEIC, ING
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Snap | 4 April 2019

Philippine GDP revised upwards, masks
slowing growth momentum

The Philippine Statistics Authority (PSA) revised 4Q18 GDP growth to
6.3% from 6.1%. Growth was supported by government spending
which offset weaker consumption and fixed capital investment, with
the revision masking slowing growth momentum.

Source: Shutterstock

4Q GDP revised, boosted by government spending as
consumption and investment sag

The PSA released revised figures for 4Q GDP showing national government spending supporting
sagging consumption and investment. With the government breaching its deficit spending target
for the year, public administration and defense saw a hefty PHP2.87bn upward revision (at 14.7%
growth vs the previous estimate of 12.6%). Household spending saw a sizeable downward revision
of PHP2.7bn, translating into growth of 5.29%, down from 5.43%.

Meanwhile, elevated borrowing costs stemming from the BSP's aggressive rate hike cycle of 2018
continued to stymie both consumption and capital formation, with the government needing to
support growth through accelerated spending. Fixed capital formation numbers were

likewise revised lower to show a 8.5% increase (from 9.8%) as both construction and durable
equipment figures were revised lower. Changes in inventory sawa substantial build up of c.PHP8.94
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worth of goods, pointing to possibly slowing aggregate demand in coming months.

2019: consumption to be counted on as government spending
and capital formation seen to be challenged

This year the Philippine economy is banking on a strong rebound in consumption to help support
overall growth, with a rapid deceleration in inflation and the upcoming mid-term elections. A
strong pickup in household consumption will be needed to counter the slowing momentum seen
in other sectors of the economy. Government spending will undoubtedly be challenged given the
ongoing budget delay, with projects on hold as legislators iron out the spending bill. Meanwhile,
capital investment may also struggle given the tightening liquidity conditions and as the effects of
BSP's 175bp rate hike continue to sap investment momentum. In coming months, the economy
will look to tried and tested Filipino purchasing power to deliver the goods in 2019 and keep GDP
above the 6% threshold.
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