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Market calm returns…tick, tock
As an uneasy calm returns to markets, but some indicators are still
sending a more medium-term bearish message

Source: Shutterstock

All is well...really?
Apparently, the US still wants the Chinese trade team to come to Washington in September for
talks. This, according to White House Economic Adviser, Larry Kudlow. But this sounds a bit like
being invited to the birthday party of the kid who bullies you at school. I'd probably tell my parents
I didn't want to go. That, or fake an illness. But together with China's moderate CNY fixing
yesterday and bill sale announcement, this has all poured some soothing oil on troubled market
waters.

These factors help to explain the shift in day-to-day volatility. A more permanent balm for markets
is the market perception that the Fed stands ready to get out the magic rate-sponge at any hint
that the economy/markets may have a fall. And the Fed seems happy to provide that assurance,
though unusually, ultra-dove - Bullard - is sounding a little less dovish than usual. He hinted
overnight that he would like to wait and assess the data more before any further easing. That said,
it seems we simply aren't allowed any sort of meaningful correction in today's central bank
steadied world - that is, except the really big ones that follow from this sort of free-money
stabilization. 

As a result, the S&P500 is still up almost 15% year to date - that - despite the recent large falls,
though helped by a bounce yesterday. Of course, the bond market tells a different story, though
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that is probably the first derivative of the "Fed-put" that I talk about above.  

In contrast to financial assets, look at the real-asset world of Brent crude oil prices, down below
$60/bbl, copper, at $256/lb its lowest since June 2017, and gold, rising to close in on $1500/oz, and
you get a very different picture of what is going on right now. And for my money, it is a rather
more credible one. 

Asia/Pacific central banks in action today
After the big swings of the past few days, Asian FX seems to be finding some stability. We get
some Asian central bank Action today, though the recent currency weakness could tip the balance
for the more marginal calls towards no-change. 

In no particular order: The RBNZ meets this morning and the consensus is well behind a rate cut.
We also sway this way, though we are feeling decidedly less confident after some much stronger
than expected labour market data yesterday. The main argument for the RBNZ to cut today now
rests on not disappointing markets, which have the cut fully priced in, and catch up with the RBA.
Neither are strong arguments, but changing a forecast on the day of a meeting is usually a
mistake, so we will stick with this call, cross our fingers and hope for the best. Relative NZD strength
helps support the rate cut call. 

Prakash Sakpal also offers his thoughts on the Reserve Bank of India and Bank of Thailand below: 

"We retain our contrarian view of the monetary policies in India and Thailand as respective central
banks announce their policy decisions today. There is a solid consensus backing a 25 bps policy
rate cut by the Reserve Bank of India (RBI) but no change in the Bank of Thailand (BoT) policy. In
contrast, we think economic conditions in India warrant a pause in RBI easing after three straight
rates cuts (total of 75bp cut) in as many meetings so far this year, while the accelerated growth
slowdown in Thailand calls for greater policy accommodation. Once again, we don't mind being
wrong for the right reasons.

We read RBI Governor Das' recent remarks that the easing was more than the actual rate cuts as
hinting at pause. He considered the very shift of the policy bias from neutral to easing in the June
meeting as equivalent to an additional 25bp rate cut. We don’t think a prudent policy would want
to risk excessive easing for an economy facing higher inflation in the future. In Thailand, talk of
imminent fiscal stimulus may have solidified the consensus for no BoT easing just yet. However,
there are still heavy political headwinds for the weak coalition government in getting fiscal
stimulus through parliament. We don't think the BoT can afford to wait for the economic situation
to get worse before acting. And, against the current backdrop of CNY depreciation, contagion on
the emerging market FX, the Indian rupee's underperformance suggests the RBI should leave rates
on hold, whereas Thai baht's sustained outperformance provides grounds for the BoT to
complement its latest effort to arrest rapid currency appreciation with a rate cut".    

Elsewhere - Taiwan - rays of light for electronics?
The other main focus today (besides the CNY fix) is Taiwan's trade data. Taiwan's GDP surprised on
the upside recently, and their exports also rose in June from the previous year, providing more
evidence that a trough is forming. We have seen some similar action elsewhere, Korea for example
- at least in terms of levels, not year on year comparisons - and this may point to some
moderation in the global tech slump we have been watching weigh on the region. 
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Of course, the latest escalation of the trade war could well undo what is probably a very fragile
base of electronics demand, and so we won't read too much into any uptick, but it will provide at
least a grain of encouragement that all is not doom and gloom in Asia.

Author
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ASEAN Morning Bytes
General market tone: Wait and see. The market calm has returned
after two sessions of heavy losses but the caution prevails.

EM Space: Calm after storm

General Asia: The market calm has returned after two sessions of heavy losses. Still, the
caution prevails as investors digest recent turns in the trade and currency war, while more
Asian central banks review monetary policies in light of the latest developments.
Thailand: We retain our contrarian view of the BoT starting to cut the policy rate today,
whereas the consensus is solidly behind no change to the 1.75% policy rate. Increasingly
weak activity data recently has strengthened our conviction in our view that the economy
needs easier policies. Even if the talk of the fiscal stimulus has been on the rise lately
possible delay for the weak coalition government to implement it suggests the BoT will need
to do all the heavy-lifting before the economy gets worse. Moreover, the rate cut will also
help to arrest the runaway THB appreciation as the latest measures to this end are proving
to be ineffective.
Philippines:  June trade figures are due today with exports likely posting a slight increase
while imports remain in contraction on the back of weak capital goods and raw material
imports. Sluggish imports have been attributed to the delay in the passage of the
government budget as well as to weak corporate investment due to aggressive BSP policy
tightening in 2018. The trade balance will likely remain in deficit, which will likely figure in a
lackluster 2Q GDP print tomorrow.    
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What to look out for: China trade data

Philippines trade (7 August)
RBI meeting (7 August)
Taiwan trade (7 August)
Philippines GDP (8 August)
BSP meeting (8 August)
Singapore retail sales (8 August)
China trade balance (8 August)
US wholesale inventories (8 August)
Japan GDP (9 August)
China inflation (9 August)
US producer prices (9 August)
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Snap | 6 August 2019 China

China fixes the yuan higher
Today's fixing is an even bigger depreciation move, but some were
expecting the fix to be higher still, and the market response is more
balanced

New mid-point for CNY is 6.9683
Today's fix at USD/CNY 6.9683 comes close to the estimates published each day by some of those
attempting to mirror how the People's Bank of China sets its mid-point relative to its trading
partners. But it is nonetheless quite a big move and about double the increase seen yesterday. As
we noted in our morning note today, a move of this size could theoretically see USD/CNY spot rise
to 7.10, given the 2% trading band permitted.  

But the moves so far don't look anything like this big, and it seems that some market participants
were expecting the fix today to be even higher, so the actual result is "less unsupportive" than
some had imagined. 

High yielders in the region, like the Indonesian rupiah and Indian rupee, are still looking soft, but
the low yielders, Korean won, Singapore dollar, seem to be taking some support from this fix. 
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USD/CNY - PBOC Fixing and the market spot rates

Source: Bloomberg, ING

Bill issuance announcement also provides some CNY support
Backing up what some are viewing as a stronger than expected fix, the PBoC also announced they
would issue 30 billion of yuan bills in Hong Kong next week. The sales are part of regular issuance,
but the amount is larger than needed to simply replace maturing bills, so should provide some
boost to short term Chinese rates, and thereby to the CNY. 

So, far from looking like the PBoC is embarking on an aggressive depreciation, it is looking more
likely that they are now trying to put the brakes on yesterday's move and bring some two-way risk
back to the CNY outlook. 

This probably has nothing to do with the announcement from the US earlier this morning, that
they would label China a "currency manipulator". Moreover, with that decision now made, and the
implications of this less worrying than tariffs already in place, that genie is now out of the bottle,
and can't readily be re-used.

We now have to wait to see how the US President views today's move, as it looks like he is
personally taking control of US trade policy. If he views it negatively, the next step for the US could
be to consider increasing the tariff rate on the latest $300bn of goods from the planned 10%, to
25%. Then we will have to see how China responds to that. Watch this space...
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Snap | 6 August 2019 Singapore

Singapore short term rates drop
3M SIBOR falls - this could be a clue that off-cycle easing is imminent

Source: Shutterstock

1.879% 3M SIBOR
Down from 1.998%

Monetary Authority of Singapore (MAS) could be poised to ease
For some time now, we have been touting a view of an off-cycle easing by the MAS. The weak state
of Singapore's export industries, hit by the global tech slump, as well as the trade and tech war,
together with softer global trade, suggested to us that the next MAS move would be to ease policy.
The current policy stance is a 'modest and gradual' appreciation of the SGD Nominal effective
exchange rate (SGD NEER) path. We think this could be revised to flat.  

We also have suggested that the MAS would not want to wait until the next scheduled meeting in
October before easing, and that an off-cycle easing was therefore likely. Moreover, we felt that if
this was the case, then the MAS would most likely not want to hang about for too long. As time
ticks on, any delay would mean that before too long, there might be no point in moving off-
cycle and that they could just as well wait until the October meeting. In other words, we felt that
an easing announcement was imminent. 
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Short term rates the clue?
With the path of the SGD a part-market, part-MAS outcome, short-term rates play a role, as they
indicate the degree to which the authorities are working to maintain their NEER target. Until
recently, 3M SIBOR has been on an upward path, with discrete upward steps indicating successive
tightenings of liquidity as the MAS worked to maintain the NEER path. 

3M SIBOR has just dropped abruptly in the last few days, and the SGD is heading back towards the
midpoint of its projected range. This may well be just the clue we needed to indicate that an
imminent announcement of a shift in policy stance from the MAS is on its way. 

SGD NEER

Source: Bloomberg

3M SIBOR

Source: Bloomberg
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Snap | 6 August 2019 Philippines

Philippines: Inflation continues downward
trend, July inflation at 2.4%
Base effects and slowing food prices helped push inflation to 2.4% for
July

Rice for sale at a market in the Philippines

2.4% July CPI inflation
second month of deceleration

As expected

Two data points confirm deceleration trend intact
July inflation slowed further to 2.4% from June’s 2.7%, in line with market expectations and within
the BSP’s 2.0-2.8% forecast range.  In comparison, July inflation was at 5.7% last year.  Almost all
subsectors posted slower price gains than the previous month except for education, as base effects
of last year’s implementation of free tertiary education faded.  Key to the deceleration trend was
the fall in the average retail price of rice in the month of July with the Rice Tarrification Law kicking
in.  Adding to this, electricity rates decreased for the third straight month this year. Meanwhile,
transport inflation was also lower, possible causes include the free train rides students were
permitted to take during specific time frames starting July 1st as well as lower pump prices due to
lower crude prices.  Furthermore, the Student Fare Discount Act was passed mid-July, granting
students 20 percent discount on all public transportation. 
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It is also worth noting that a stronger peso had a hand in slower inflation for the month of July,
helping to lower the cost of imported raw materials. Lastly, base effects continue to come into
play.  Base effects will continue to have a similar role in inflation data for the coming months with
3Q 2019 inflation expected to dip to 2%.

Price objective met, BSP to look to growth
With new data confirming the ongoing trend slowdown in inflation in the Philippines and the U.S.
Federal Reserve cutting rates by 25bp last Wednesday, it is widely expected by the market that the
Philippine central bank (BSP) will cut rates this Thursday, August 8.  BSP has vowed to remain data-
dependent with its focus shifting to the Thursday release of 2Q GDP with a market consensus of
5.9%. 

Governor Diokno has telegraphed up to 50 bps worth of rate cuts for the balance of 2019 and we
believe we will see at least a 25 bps rate cut (with door open for 50 bps) all the more so, given that
2Q GDP is likely to settle below the 6% handle. 
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