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Always believe in...

Gold!

Source: shutterstock

These are my salad days...

Never has a song's lyrics made it into so many research notes - | won't be alone today by lifting
the words of Gary and Martin Kemp - perhaps | should have done something with that Shirly
Bassey classic to break out from the pack...any other suggestions welcome.

Anyway, normally | leave gold well alone, mainly because it does have a habit of arousing the fury
of certain gold fanatics, and | can do without that sort of mail. And for the record, | do own a small
amount of physical gold, bought following a very interesting conversation with a German investor
at a presentation | gave in Athens about 10 years ago. Detlef, if you're reading this, thanks for the

tip.

Why | hold gold may differ to the reasons why other investors have pushed the spot gold price
right through $2000/0z without pausing, to sit at about $2024 as of writing. | wish I'd bought more.
I may still do so. But the current reasons for buying it remain pretty strong. A weak dollar has been
one of the factors for buying gold, but the dollar index has taken a bit of a corrective pause in
recent days, so | don't think we can put the latest surge down to that. And the dollar is the one
factor that could conceivably change substantially in the short term. We don't think it will, but it
could. It's FX, and so anything is possible.

Negative real rates are a more compelling longer-term reason for holding gold. Policy interest rates
and longer-term bond yields look to be locked down for the rest of this year and next, and maybe
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longer. There are some people still talking about inflation picking up at some point, which would
undermine the negative real-yield argument. But then it would boost the inflation argument for
holding gold. Owning gold as a hedge against inflation right now is, in my opinion, one of the silliest
reasons for holding it. But | read an op-ed piece in the FT last night in bed (sad), talking up inflation
prospects in the US stemming from the weaker USD, so these people are out there, even if they
haven't been paying attention to how the economy has operated for the last ten years (currency
pass through these days is negligible and almost totally absorbed in margins).

Ongoing quantitative easing (QE) and the debasement of fiat currencies remains one of the most
compelling arguments. And though it isn't being pursued very hard right now (not necessary to
drive bond yields down), | think any taper is years away, and consequently, any associated
tantrum.

Gold even looks quite a good bet if we get a big market sell-off, though the warning here is that
when margins need to be paid off in a hurry, its the stuff that is still worth something that gets
sold, like gold. So the last time we had a market crash (March this year), gold initially did sell quite
hard, before bouncing back strongly, so it is certainly not risk-free in the short term.

This is a macro note though, so what if anything can we read into gold's move? In short, | think the
answer is very little. This does not, like a flattening yield curve, presage an imminent market

or economic crash. All it tells you is that there is a very ample liquidity situation, which is generally
good for risk assets - stocks for example. But global liquidity is so ample right now, that just about

anything you can buy should go up. Basically, buy assets.

Which really means that everything will be fine until it isn't. In fact, what you might worry most
about it a return to normality and prospects of a reversal of easy money. That was the undoing of
US stock markets in 2018, leading to a rout in EM markets too and coinciding with a steady rise in
the USD. At that point, you may be glad you bought that 5g ingot or stack of gold sovereigns.

Data day ahead

There is a bunch of service sector and composite PMI data out today across the world, including the
G-7, and also in our part of the world, including the Caixin figures from China. Most of these are
expected to remain in the high 50's, but maybe come off slightly from the previous readings. As
these are essentially directional momentum indices, we should not be worried about slight
declines in these numbers at these levels. You can't accelerate forever, and the worst of the
lockdown-induced slumps are behind most economies.

There is also a bit of central bank (in)action today which Prakash Sakpal picks up below:

"Thailand: The Bank of Thailand policy decision should be out around 2 pm local time (3 pm SGT). A
near-unanimous consensus of no change to the policy rate, currently at a record low of 0.50%,
suggests it will pass as a non-event. While the argument for further monetary easing remains
strong, there is not much easing space left for the central bank, which is why we consider the BoT
is done with easing in this cycle (read more here). The THB should continue to be an Asian
underperformer through the end of the year.

And in Singapore: June retail sales data is due. The reopening of the economy in June from the
Covid-19 circuit-breaker should have lifted demand, though not enough of a lift to swing the year-
on-year sales growth back into positive territory. We are looking for a 32% YoY fall, shallower than
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May's 52% fall. As in prior months, we think supermarket sales continued to outperform non-
essential consumer spending. Automobiles remained a weak spot as seen from a 77% YoY fall in
new registrations in June. Private consumption will remain the main expenditure-side drag on GDP
in the remainder of the year".
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Article | 5 August 2020 Asia Morning Bites

ASEAN Morning Bytes

Investors waiting on more direction, likely to monitor US stimulus and
monitoring US-China deal for trading cues

EM Space: US and China scheduled to revisit phase 1 deal

¢ General Asia: US-China relations will be in focus with both sides announcing a possible
meeting by mid-month to discuss the phase 1 trade deal. Investors will also be monitoring
progress with the proposed US fiscal stimulus with lawmakers hoping to deliver an
agreement by the end of the week. Covid-19 new daily cases have come off from the
recent peak in the US but remain elevated, while select European nations have reported a
renewed pick-up in Covid-19 infections. Regional data (Philippine trade, Indonesia GDP,
Thailand inflation and Singapore retail sales) could give additional cues for trading on
Wednesday while investors continue to monitor Covid-19 developments and the US-China
trade deal.

¢ Thailand: The Bank of Thailand policy decision should be out around 2 pm local time (3 pm
SGT). A near-unanimous consensus of no change to the policy rate, currently at a record low
of 0.50%, suggests it will pass as a non-event. While the argument for further monetary
easing remains strong, there is not much easing space left for the central bank, which is
why we consider the BoT is done with easing in this cycle (read more here). The THB should
continue to be an Asian underperformer through the end of the year.

¢ Singapore: June retail sales data is due. The reopening of the economy in June from the
Covid-19 circuit-breaker should have lifted demand, though not enough of a lift to swing the
year-on-year sales growth back into positive territory. We are looking for a 32% YoY fall,
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shallower than May's 52% fall. As in prior months, we think supermarket sales continued to
outperform non-essential consumer spending. Automobiles remained a weak spot as seen
from a 77% YoY fall in new registrations in June. Private consumption will remain the main
expenditure-side drag on GDP in the remainder of the year.

¢ Indonesia: Indonesia 2Q GDP will be released today with analysts expecting a contraction of
4.7% with partial lockdown measures weighing on overall economic momentum. We
expect a more severe drop off in activity with GDP falling to -5.1% as trends in
manufacturing activity and downbeat consumer confidence reflect a much deeper
downturn. Covid-19 cases remain elevated with authorities unable to fully relax partial
lockdown restrictions, which have been extended until 13 August. We expect the virus to
weigh on GDP momentum for the balance of the year with a likely contraction in GDP also
recorded in 3Q.

o Philippines: Inflation and trade data will be reported on Wednesday with price pressures
expected to be modest while overall trade activity is projected to remain subdued due to the
pandemic. Inflation will likely settle at 2.6% in July, still well within the central bank’s 2-4%
target band although we do not expect a change in monetary stance any time soon.
Meanwhile, both exports and imports will probably both record double-digit declines as
weaker global demand and slowing domestic economic activity cause trade activity to
shrink. A substantial drop in imports will likely keep PHP supported and we expect this trend
to continue for the next few months.

What to look out for: Covid-19 developments

¢ Philippine inflation and trade data (5 August)

¢ Indonesia GDP (5 August)

¢ Thailand inflation and BoT meeting (5 August)

¢ Singapore retail sales (5 August)

¢ US trade balance and ISM PMI non-manufacturing (5 August)
¢ Philippines GDP (6 August)

e Taiwan inflation (6 August)

e USinitial jobless claims (6 August)

¢ Malaysia industrial production (7 August)

¢ US non-farm payrolls (7 August)
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Article | 4 August 2020 India

Why we expect India to cut rates again
this week

The balance of risk is tilted towards one more 25 basis point policy rate
cut by the Reserve Bank of India this week. This would probably mark
the end of the current easing cycle

Reserve Bank of India Governor Shaktikanta Das

3 7 5 O/ RBI policy rate forecast
L] O 25bp cut this week

Loose consensus for an RBI rate cut

The Reserve Bank of India’s Monetary Policy Committee is meeting on Thursday, 6 August, to
decide the course of the policy. The consensus is skewed towards a further 25 basis point cut to
key policy rates; at the time of this writing, 18 out of 29 estimates in the Bloomberg survey
favoured a rate cut and the rest no change.

We also think we'll get a 25bp rate cut, bringing the RBI repurchase rate down to 3.75% and the
reverse repo rate to 3.10%. These will be marked to be a record low for both rates, after eight cuts
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in the repo rate and nine in the reverse repo rate in the current easing cycle that has been
underway since early 2019.

We also share the consensus view that the central bank will leave commercial banks’ cash reserve
ratio unchanged at 3.00%. Nor do we anticipate any change to the accommodative policy bias as
growth outweighs inflation as the policy driver. That said, we think we are near the end of this
easing cycle.

Nose-diving economy warrants lower rates

The monetary easing expectations stem from prospects of a prolonged economic slump ahead
resulting from an un-abating spread of the Covid-19 pandemic. India is the third worst-affected
country in the world (after the USA and Brazil) with total infections poised to cross the two-million
mark in the coming days.

Clearly, the April-June quarter, the first quarter of the fiscal year 2020-21, recorded its worst
economic performance, probably in the living memory. We forecast close to 12% year-on-year
GDP contraction in that quarter; the data is due on 31 August.

Supporting this, exports crashed by 37% YoY and imports were worse with a 53% plunge. These
dented manufacturing sharply. The statistical office refrained from publishing the industrial
production data recently, but the output of key infrastructure sectors (coal, crude oil, natural gas,
petroleum products, fertilisers, steel, cement, and electricity) shrank 25% YoY in April-June,
suggesting that the headline IP couldn't be any better than this.

The deteriorating fiscal situation also suggests action

Further reinforcing the need for more monetary accommodation are the deteriorating public
finances as these are constraining the scope for any more fiscal stimulus.

The fiscal deficit is through the roof

The contracting economy has dented government revenue, while stimulatory policy has boosted
spending, shooting the fiscal deficit through the roof. The deficit in 1Q FY20-21 surged 53% YoY to
INR 6.62 trillion and this was 83% of the official target for the entire fiscal year. This stems from a
47% YoV fall in revenue and a 13% rise in expenditure. Our view of the deficit equivalent to 6.5% of
GDP this fiscal year remains at risk of an upside miss.

Record government borrowing to plug the budget gap is another reason why interest rates should
fall further to ease the debt servicing burden. Despite aggressive RBI rate cuts so far this year the
10-year government bond yield has been sticky downward, at around 5.8% currently.

Meanwhile, the noise about monetisation of the deficit with direct purchases of government bonds
by the central bank has been prevalent. This is despite the RBI dashing such hopes in an off-cucle
policy announcement in April, while some of its former policymakers continued to warn against
this policy option, calling it as highly inflationary.
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Aggressive monetary easing is still failing to stimulate lending
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Financial year starting April
Source: CEIC, ING

Headwinds to lower rates

Talking about inflation, it has risen above the RBI's 2-6% policy range in recent months. Supply
disruption and panic buying brought food prices back in play as the key inflation driver. And a
recent hike in excise duty and retail fuel prices have pressured utilities and transport costs. We
expect inflation to remain above or near the RBI's policy limit for the remainder of the year.

While high inflation explains why some favour a stable rate decision this week, another argument
supporting it is a weak currency. The INR has been an underperforming emerging market currency
this year with about 5% year-to-date depreciation. Although it gained some ground recently on
the back of broad US dollar weakness and one-off inflows in India’s telecom sector, we see nothing
on the horizon to help it erase underperformance in the rest of the year.

Our end-2020 USD/INR forecast remains at 76.50 (spot 75.05).
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