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Offsetting currents balance sentiment

A pick up in oil prices and optimism over continued re-opening has
netted out against growing concerns over US-China tension and raised
forecasts for US Covid-19 deaths

Source: Shutterstock

More mixed than good

US equities managed to close slightly higher on Monday, setting the tone for Tuesday's Asia
trading. But the backdrop remains far more mixed than good.

On the plus side of the equation, slower crude inventory builds at the key Cushing hub suggest that
the slowdown in supply will curb concerns over an oil glut, helped also by ongoing moves to re-
open parts of the US economy, which will help boost gasoline demand and therefore oil stocks.

Our Chief International Economist, James Knightley, suggests that the US economy is bottoming,
though cautions that the recovery is likely to be exceedingly slow.

Against this, the details of an allegedly leaked 5-eyes dossier on China's early actions in the
Covid-19 outbreak are at the centre of growing tension between the US and China.

The allegations, as far as we can understand them from the snippets reported so far, can be
summarised as follows: :

1. That China initially covered up the outbreak
2. That the virus escaped from the Wuhan Institute of Virology.

As far as | can see, there isn't much doubt about the former claim, which harks right back to
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the original whistle-blower doctor. So that's not really market-relevant news. As for 2, the evidence
for this, though apparently "conclusive" according to Secretary of State Pompeo, hasn't yet come
to light. Other members of the 5-eyes group besides the US are not saying too much at the
moment, which undermines the claims.

But while all this makes for good newspaper copy, the real question is "What is the US going to do
about it, if anything?". If the answer is "not much", then besides some increased volatility in equity
and FX markets, this isn't really worth spending time writing about.

If, however, it leads to a new round of tariffs, against which China would immediately retaliate,
then a trade-war 2.0 would see equities sell hard and the dollar rally. We've been here before, only
not during a pandemic.

The trade-spat news yesterday largely drowned out raised forecasts for the US death toll from this
virus, now about 100,000. It is hard to see a new trade war being any less damaging if waged in
the middle of a global pandemic.

RBA

Australia's central bank, the Reserve Bank of Australia (RBA) , will meet to decide monetary policy
later today. We don't expect them to change anything. The yield curve targeting they have putin
place is being achieved with smaller outright purchases of bonds than initially, which along with a
stronger AUD, hints that market conditions have moderated.

The Australian Covid-19 outbreak is also proceeding in an encouraging direction, with very low
daily case numbers, and movement restrictions eased. Prospects of a slow recovery ahead are
gaining ground thanks also to some very supportive fiscal policy.

But this is not the time to change policy, with the whole world economy on its knees and continued
scope for possible second waves, so this meeting will be mainly about RBA growth projections.
These will be very negative, but shouldn' t come as a surprise to anyone.

Elsewhere in APAC

And finally, Prakash Sakpal has been busy writing about the economies he covers:

"Malaysia: It's BNM decision day (announcement at 3.00 pm local time) with a solid consensus
forecast for a 50bp cut in the policy rate to 2%, matching the low last seen during the global
financial crisis. A greater hit to growth in the current quarter and the ensuing deflation trend both
warrant more easing, which is why we have added another 50bp cut to our BNM policy forecast
(read more here).

Singapore: Today's retail sales data for March will shed light on the impact of Covid-19 on
consumer spending. And this impact is going to be big; consensus is for a 16.8% YoY fall, almost
double the February 8.6% fall. Motor vehicle sales remained a weak spot judging from the 30%
plunge in new registrations in March. The manufacturing PMI slide down to 44.7 in April from 45.4
in March is consistent with our forecast of a 6.8% YoY GDP fall in 2Q. With policy stimulus maxed
out, hopes are pinned on the pandemic ending for the stimulus to kick-start the economy.

Thailand: April CPI data today should show a steeper fall in prices than the -0.5% fall in March. We
are more bearish with our -2.0% estimate than the -1.2% consensus median and are assuming an
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accelerated slowdown in the food and transport components. The Bank of Thailand has more
reason to slash its policy rate further from the current 0.75% as growth is going to take the worst
beating this year in more than two decades.

India: A newswire story citing an unidentified source suggests that the government budget in the
FY2019-20 (ended in March) clocked up a deficit equivalent to 4.4% of GDP, far above the 3.8%
revised estimate released in February (and 3.4% original budget target). A revenue shortfall due to
weak growth was blamed. The 3.5% GDP deficit target for the current fiscal year is now out of
reach as the deepening economic slump demands greater fiscal support this year. We expect weak
public finances to sustain weakening pressure on government bonds and the rupee this year"..
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Article | 5 May 2020 Asia Morning Bites

ASEAN Morning Bytes

Regional inflation data could set the tone for Tuesday’s trading

EM Space: Investors could focus on economic data while
monitoring Covid-19 developments

¢ General Asia: Previous virus hotpots and select US states continue to gradually reopen their
economies with investors cautiously monitoring new infection rates with concerns
remaining on how quickly restrictions are being lifted. Several major Asian markets are
shuttered for separate holidays while crude oil tiptoed higher on hopes that supply curbs
could help stabilize the market as economies slowly reopen. Economic data will continue to
trickle in over the next few days with investors likely taking their cue from expectedly poor
data reflecting the economic impact of lockdown and Covid-19.

¢ Singapore: Today's retail sales data for March will shed light on the impact of Covid-19 on
consumer spending. And this impact is going to be big; consensus is for a 16.8% YoY fall,
almost double the February 8.6% fall. Motor vehicle sales remained a weak spot judging
from the 30% plunge in new registrations in March. The manufacturing PMI slide down to
44.7 in April from 45.4 in March is consistent with our forecast of a 6.8% YoY GDP fall in 2Q.
With policy stimulus maxed out, hopes are pinned on the pandemic ending for the stimulus
to kick-start the economuy.

¢ Thailand: April CPI data today should show a steeper fall in prices than the -0.5% fall in
March. We are more bearish with our -2.0% estimate than the -1.2% consensus median and
are assuming an accelerated slowdown in the food and transport components. The Bank of
Thailand has more reason to slash its policy rate further from the current 0.75% as growth is
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going to take the worst beating this year in more than two decades.

¢ Malaysia: It's BNM decision day (announcement at 3.00 pm local time) with a solid
consensus forecast for a 50bp cut in the policy rate to 2%, matching the low last seen
during the global financial crisis. A greater hit to growth in the current quarter and the
ensuing deflation trend both warrant more easing, which is why we have added another
50bp cut to our BNM policy forecast (read more here).

¢ Indonesia: Indonesia reports 1Q GDP data later in the session with ING expecting a 4.0%
(same as median forecast) expansion for the period due to weaker exports and slower
manufacturing output. PMI manufacturing and export performance for the first 3 months of
2020 were generally downbeat and we expect a more pronounced slowdown in the coming
quarters as the ill effects of Covid-19 become more apparent. Monday's inflation print
showed inflation slipping below consensus to 2.7% owing to depressed demand on Covid-19
concerns. This leaves the door open for Bank Indonesia (Bl) to cut policy rates to help
support the economy with Governor Warjiyo waiting for more stability from IDR to pull the
trigger on additional easing.

¢ Philippines: Inflation data for the month of April is due for release today with market
analysts pointing to a 2.1% pickup in prices, a deceleration from the March reading of 2.5%
as the Philippines was placed on lockdown. ING has forecast a 2.0% increase in prices as
tanking oil prices and lower utility costs likely weighed on headline inflation while the
government price freeze on select food items during the lockdown likely kept price pressures
at a minimum. Slowing inflation should provide Bangko Sentral ng Pilipinas (BSP) scope to
cut policy rates in the near term. But any further rate cuts will have only a marginal impact
on growth with analysts looking to additional fiscal stimulus to complement already
aggressive monetary easing (125 bps worth of rate cuts for the year).

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

¢ Philippines remittances (5 May)

e Thailand inflation (5 May)

¢ 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)
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Snap | 4 May 2020 China

Hong Kong: Deep recession

GDP shrank 8.9% year-on-year in 1Q20. This may not be the end of
the economic contraction. Even though Covid-19 cases appear to be
subsiding in Hong Kong, pro-democracy protesters are returning to the
streets and trade tensions are heating up again. A longer recession is
expected

Source: Shutterstock

GDP fell 8.9% YoY in 1Q20

Consumption contracted 10.3% YoY as opportunities for shopping and travel were severely
curtailed during the Covid-19 outbreak. Investment contracted even more, by 13.9% YoY, as
construction projects were delayed because outdoor work was prohibited.

Even though the government spent money and imports dropped in 1Q20, this has not stopped the
economy from contracting for three quarters in a row.

More challenges ahead - Protests

Unlike other economies which may return to normal after Covid-19 subsides, Hong Kong has more
challenges ahead. Pro-democracy protesters have returned to the streets and will affect shopping
and catering businesses, as they did in the second half of 2019. It is expected that protests will
become more violent and will increasingly hurt the retail sector. Unemployment has already gone
up in retail and catering, and the protests mean that it will take longer for the unemployed to find
another job in the same industry. This will lengthen the job search time and will therefore increase
the unemployment rate.
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More challenges ahead - trade war and technology war

Another risk is the trade and technology war from the US. If tariffs are going to be imposed by the
US, China is expected to retaliate, which will hurt the export-related industries in Hong Kong,
including merchandising, shipping and port services.

GDP forecasts
We expect a full-year GDP contraction of 4.1% for 2020.
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Article | 4 May 2020 Malaysia

Malaysia’s central bank should be
slashing rates

We expect a 50 basis point rate cut on Tuesday, taking the policy rate
to the 2% low reached during the 2009 global financial crisis. But this
won't be enough. A greater hit to growth in the current quarter and
protracted deflation ahead lead us to add another 50 basis point cut
to our BNM policy forecast

Source: Shutterstock
Governor of the Central Bank of Malaysia Nor Shamsiah Mohd Yunus

Z O O O/ ING forecast of BNM policy rate
= O After 50 basis point cut

BNM policy rate to fall to GFC low

Malaysia's central bank, the Bank Negara Malaysia (BNM) has begun its two-day monetary policy
meeting today. The policy decision will be unveiled on Tuesday (5 May), at 3.00 pm local time.

The deepening economic slump due to the Covid-19 pandemic suggests that the BNM is unlikely to
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stick to the conventional 25 basis point policy rate cut this time. Instead, we have long been calling
for a 50bp cut in the overnight policy rate at this meeting. And now the consensus has also
converged on this view. This would push the rate to the previous low of 2.00% reached during the
2009 global financial crisis (GFC).

That won't be enough

However, given a far bigger scale of the current crisis than the GFC, we would anticipate a much
bigger response. The 50bp rate cut over two meetings so far this year compares with a 150bp cut
in the span of less than three months at the height of the GFC.

Lower global oil prices come as an added drag on Asia’s net oil exporter economy already suffering
from the Covid-19 pain. Nearly two months of lockdown to combat the disease has hit the
economy hard. We don't think the BNM can afford to wait much longer, as GDP is heading for the
steepest fall this quarter since the 1998 Asian crisis. Inflation has already moved into negative
territory and is likely to stay there for a long time to come.

We don't think the BNM will stop at a 50bp cut at this meeting, especially with protracted deflation
ahead keeping real interest rates high. We add another 50bp rate cut to our BNM policy forecast
and expect this to come in at the next meeting on 6-7 July.

Growth, inflation and BNM policy rate (%)
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Latest data warrants rapid easing

Released today, Malaysia’s Markit manufacturing PMI posted a sharp fall in April to 31.3 from 48.4
in March. This was the worst reading since the series began in 2012. The movement restrictions at
home and in main trading partners dented both demand and supply, as underscored by the
plunge in PMI subcomponents of output and new export orders. Supply chain delays severely
impacted delivery times. Jobs were spared from a big hit for now, while downward price pressure
intensified with falling input prices. On the flip side, the business expectation PMI component
showed some improvement in the coming months.

Meanwhile, other data today showed Malaysia’s trade contracted in March, albeit with a slower
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rate than expected. Exports were down 4.7% year-on-year and imports fell by 2.7%, against the
consensus of -9.4% and -6.6%, respectively. Still, these were sharp negative swings from over 11%
growth in February. And, in fact, exports bucked the strength observed in most other Asian
countries in March. Electrical and electronics were at the core of the export weakness, while weak
demand from the US, China and Japan also weighed.
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