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The intensification of the trade war between the US and China sustain
the negative spell on markets with Asian risk assets poised for another
bad day today. Adding to the emerging market woes are political
jitters in Turkey, South Africa, and Thailand
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ASEAN Morning Bytes

The intensification of the trade war between the US and China sustain
the negative spell on markets with Asian risk assets poised for another
bad day today. Adding to the emerging market woes are political
jitters in Turkey, South Africa, and Thailand
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1 7 5 O/ The Bank of Thailand's policy rate
s O No change expected today

EM Space: The trade war and political risks weigh on investor
sentiment

¢ General Asia: The escalation of US-China trade tensions with China considering retaliatory
tariffs on US products dampens hopes of a trade deal even as Vice Premier Liu He continues
negotiations this week. Asian central banks remain in the headlines. Australia’s central bank
left the policy on hold yesterday and those of New Zealand and Thailand are expected to
follow suit today.

¢ Indonesia: Keeping up its verbal intervention amid ongoing market rout, a senior Bank
Indonesia official warned about the central bank’s intervention in both bonds and foreign
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exchange markets to ensure currency stability. Bl also unveiled new regulations governing
money and foreign exchange markets towards greater efficiency and transparency.

¢ Malaysia: As expected, the Bank Negara Malaysia cut the overnight policy rate by 25bp to
3.00%, citing increased external headwinds to growth. The cut still leaves BNM with a
sufficient interest rate buffer if economic conditions deteriorate further. That may not be
required though, as growth is likely to stay firmly within BNM's baseline of 4.3 - 4.8% for the
year. That said, we revise our year-end USD/MYR forecast from 4.05 to 4.12.

¢ Philippines: April CPI inflation came in below consensus at 3.0% YoY. The slowdown from
3.3% in March was pretty much across the board but for the transport component. The
trade data for March is due today and it's expected to show continued electronics-led export
weakness. As for most Asian counterparts, we believe the central bank (BSP) will judge the
current economic conditions warranting greater policy accommodation. Hence our forecast
of a 25bp BSP policy rate cut tomorrow.

¢ Thailand: The Bank of Thailand is widely expected to stay pat today. The political
uncertainty about the formation of the new government will continue to overshadow the
economy. The Thaksin-linked Pheu Thai Party and military-backed Palang Pracharat Party
emerged as main parties in the election held on 24 March, though both lacked a single-
party majority to form the government. And the controversial electoral system is adding to
the difficulty of coalition formation by either party. Yet, the balance of power remains tilted
toward the PM Prayuth’s Palang Pracharat party.

What to look out for: Developments on US-China trade deal and
central bank policies

¢ China exports (8 May)

e Philippines trade (8 May)

¢ The Bank of Thailand meeting (8 May)

¢ China CPI (9 May)

¢ Philippines 1Q19 GDP and BSP policy meeting (9 May)
¢ US trade balance and PPI (9 May)

e UK 1Q19 GDP (10 May)

e US CPI (10 May)
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Snap | 7 May 2019 FX| China

Chinese foreign reserves edge lower but
there were some inflows

Chinese foreign exchange reserves have fallen slightly, mainly as a
result of the strong dollar. But this shouldn't mask the fact that there
were some inflows into China's asset market too

Source: iStockphoto

The strong dollar is behind the drop in foreign reserves

According to central bank data, China's foreign exchange reserves fell by $3.81 billion or 0.12% in
April to $3.095 trillion.

The small drop was mainly driven by the strong dollar that rose 1.17% in the month. The strong
dollar has put a lower valuation on non-dollar assets in dollar terms.
Don't ignore the inflows

From the foreign exchange reserves data, it seems there were net outflows from China, but as
we've explained, this was masked by the strong dollar.

There were inflows into China's bond market and the stock market in April. For example, offshore
institutions increased their holdings in China bonds by CNY 76.25 billion in the month - an increase
of 4% on a monthly basis according to Bond Connect.
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Yuan to remain stable

If the trade war escalates, we expect the yuan to remain fairly stable.

We think the Chinese authorities would like to have a stable asset market, so they can
concentrate their efforts and focus on trade renegotiations with the US. Otherwise, a
continuously depreciating yuan might increase the probability of capital flight, something
the authorities would like to avoid.

We argue that a yuan appreciation during trade war renegotiation seems impossible, as
that will be considered to be a weakness. The only option that we see remaining is a slight
softening of the yuan versus the dollar.

Reneqgotiating trade from a China perspective
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Snap | 7 May 2019 China

Renegotiating trade from a China
perspective

The development of the trade negotiation process should be long as
China learns about the US' negotiation tactics, and has a back-up from
a policy-stimulated economy. Technology should be the focus of the
renegotiation

Source: Shutterstock
Donald Trump, Xi Jinping. President Donald Trump, right, with China's President Xi
Jinping, left

There is a reason why China wants to renegotiate

We have long believed that the trade war is more than about trade, it is about technology. And
during the last couple of months, the US has urged its Western allies not to use China's 5G
products as the US believes that there is a security concern.

Since then the Chinese government has tried to have more of a say in the trade negotiations. For
example, China has made the penalty system of any trade deal reciprocal, which means the US
could be penalised if it does not comply with a signed deal. That was the beginning of China trying
to move into the driver's seat of the trade negotiation.

The Chinese economy backs up renegotiation

The Chinese economy has been supported by fiscal stimulus and monetary easing. It is due to
these stimulations that the economy grew at 6.4% year on year in 1Q19, the same speed as in
4Q18. This gives China more chips on the trade negotiation table.
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China is prepared to use more stimulus and monetary easing to support this trade renegotiation.

On the same day that the US announces a possible increase of tariffs this Friday (10 May), the
Chinese central bank, PBoC, cut the required reserve ratio (RRR) of smaller banks to divert even
more liquidity to small, private companies.

We see this easing as part of the back-up for the economy and that the Chinese government is
prepared for a long negotiation process.

Our trade research specialist Raoul Leering has a note on US raising tariffs.

https://think.ing.com/snaps/trump-the-tariff-man-strikes-again/?utm_campaign=May-06_trump-t
he-tariff-man-strikes-again&utm_medium=email&utm_source=emailing_snap

What to watch for in the coming months

1. We would want to see if Liu He, the head of the trade negotiators from China, will join the
upcoming trip to the US for further negotiations. This will signal how serious China is and
indicates that China and the US are going to talk further.

2. Whether China will speed up fiscal stimulus and continue with more monetary easings.
These will become signs as to whether China plans a tougher stance and therefore longer
negotiations with the US.

3. The higher tariffs do not only affect Chinese exporters but also US consumers unless the US
can find substitutes for Chinese goods in a short period of time. The US policy response will
also be a variable in the trade negotiation.

We are less worried about yuan volatility

We believe that USDCNY and USDCNH will become less volatile compared to yesterday's
rollercoaster ride. The fixing mechanism should help to stabilise the yuan, and strict
implementation of capital outflow policies will help the yuan not to depreciate too fast to create a
worrying sentiment of capital flight.

These are the major reasons we keep our USDCNY forecast at 6.75 by the end of 2019.
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Article | 7 May 2019 Malaysia

Malaysia’s central bank cuts policy rate
by 25 basis points

Today's rate cut still leaves Malaysia's central bank with a sufficient
interest rate buffer if economic conditions deteriorate further. That
may not be required though, as growth is likely to stay firmly within
BNM's baseline of 4.3 - 4.8% for the year. That said, we revise our year-
end USD/MYR forecast from 4.05 to 4.12

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

3 O O O/ Policy rate
= O After a 25bp cut today
As expected

No policy surprise, so little market impact

Malaysia's central bank cut the overnight policy rate by 25 basis point to 3.00% at their
meeting today. This was in line with our forecast as well as the consensus median estimate,
though the consensus was fairly skewed as nine out of 23 analysts in the Bloomberg survey
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expected no policy change.

We 're revising our USD/MYR year-end forecast higher to
4.12 from 4.05

But the markets had priced in a cut, judging from the 30bp year-to-date fall in the 10-year
government bond yield and by 0.3% depreciation of the Malaysian ringgit. As we expected,
the bonds recouped from their recent sell-off, after the FTSE Russell dropped them from its
global bond index. But the currency isn't immune to the broader weakening pressure on
emerging market currencies. We are revising our end-2019 USD/MYR forecast higher to 4.12
from 4.05.

Read Malausia: What's happening to ringqit?

Markets are priced for a rate cut

4.20 4.20
410 4.17
4.00 4.14
3.0 411
10-year govt. bond yield (%) - |
3.80 4.08
——— USD/MYR - rhs
3.70 ¢ T 4.05

Oct-18 Nov-18 Dec-18 Jan-19 Feb-19 Mar-19 Apr-19 May-19

Source: Bloomberg, ING

Increased external headwinds to growth

The ‘unresolved trade tensions’, the key source of risk that BNM's previous policy statement in
March cited at the outset, have indeed materialised to pack the punch of policy easing today.

Today's statement noted, “Considerable downside risk to global growth remain, stemming from
unresolved trade tensions and prolonged country-specific weaknesses in the major

economies”. On the domestic side, it cited 'stable labour market conditions and capacity expansion
in key sectors as supporting consumption and investment spending going forward, and (GDP)
growth staying within the BNM's baseline of 4.3 - 4.8% for this year. However, it also pointed to
heightened external headwind to growth from the trade tensions and extended commodity
market weakness.
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Thanks to the absence of strong demand pressure, inflation isn't perceived as a major concern this
year and the central bank’s forecast is 0.7-1.7%.

Possibly one-and-done move for the year

Today's rate cut still leaves the central bank with a sufficient interest rate buffer if economic
conditions deteriorate further, but this may not be required.

Although the GDP slowdown intensified coming into 2019 - our estimate of 4.2% growth in the first
quarter puts it below the BNM's forecast range for the year. We expect the timely policy boost
together with the favourable base effect to shore up growth in the rest of the year towards the top
end of the forecast range.

Inflation returned to the positive territory in March after two consecutive months of being negative.
With inflation likely to remain close to the low end of the BNM's forecast range, the central bank
has room to maintain the current level of policy accommodation going forward.

Our full-year 2019 growth and inflation forecasts remain at 4.6% and 1.0% respectively.

BNM has sufficient policy buffer

%

7.0
6.0
50
40
3.0 7’—//\’\
1.0
00
Real GDP (Yo¥) ~ ——CPI(Yo¥) ~ ——— BNM OPR
1.0
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Source: Bloomberg, CEIC, ING

Author

Alissa Lefebre
Economist
alissa.lefebre@ing.com

Deepali Bhargava
Regional Head of Research, Asia-Pacific
Deepali.Bhargava@ing.com

Ruben Dewitte
Economist

Bundles | 8 May 2019 19


mailto:alissa.lefebre@ing.com
mailto:Deepali.Bhargava@ing.com

THINK economic and financial analysis

+32495364780
ruben.dewitte@ing.com

Kinga Havasi
Economic research trainee
kinga.havasi@ing.com

Marten van Garderen
Consumer Economist, Netherlands
marten.van.garderen@ing.com

David Havrlant

Chief Economist, Czech Republic
420770321 486
david.havrlant@ing.com

Sander Burgers
Senior Economist, Dutch Housing
sander.burgers@ing.com

Lynn Song
Chief Economist, Greater China
lunn.song@asia.ing.com

Michiel Tukker
Senior European Rates Strategist
michiel.tukker@ing.com

Michal Rubaszek
Senior Economist, Poland
michal.rubaszek@ing.pl

This is a test author

Stefan Posea
Economist, Romania
tiberiu-stefan.posea@ing.com

Marine Leleux
Sector Strategist, Financials
marine.leleux2@ing.com

Jesse Norcross
Senior Sector Strategist, Real Estate
jesse.norcross@ing.com

Teise Stellema

Bundles | 8 May 2019 20


mailto:ruben.dewitte@ing.com
mailto:kinga.havasi@ing.com
mailto:marten.van.garderen@ing.com
mailto:david.havrlant@ing.com
mailto:sander.burgers@ing.com
mailto:lynn.song@asia.ing.com
mailto:michiel.tukker@ing.com
mailto:michal.rubaszek@ing.pl
mailto:tiberiu-stefan.posea@ing.com
mailto:marine.leleux2@ing.com
mailto:jesse.norcross@ing.com

Research Assistant, Energy Transition
teise.stellema@ing.com

Diederik Stadig
Sector Economist, TMT & Healthcare
diederik.stadig@ing.com

Diogo Gouveia
Sector Economist
diogo.duarte.vieira.de.gouveia@ing.com

Marine Leleux
Sector Strategist, Financials
marine.leleux2@ing.com

Ewa Manthey
Commodities Strategist
ewd.manthey@ing.com

ING Analysts

James Wilson
EM Sovereign Strategist
James.wilson@ing.com

Sophie Smith
Digital Editor
sophie.smith@ing.com

Frantisek Taborsky
EMEA FX & FI Strategist
frantisek.taborsky@ing.com

Adam Antoniak
Senior Economist, Poland
adam.antoniak@ing.pl

Min Joo Kang
Senior Economist, South Korea and Japan
min.joo.kang@asia.ing.com

Coco Zhang
ESG Research
coco.zhang@ing.com

Jan Frederik Slijkerman
Senior Sector Strategist, TMT

Bundles | 8 May 2019

THINK economic and financial analysis

21


mailto:teise.stellema@ing.com
mailto:diederik.stadig@ing.com
mailto:diogo.duarte.vieira.de.gouveia@ing.com
mailto:marine.leleux2@ing.com
mailto:ewa.manthey@ing.com
mailto:James.wilson@ing.com
mailto:sophie.smith@ing.com
mailto:frantisek.taborsky@ing.com
mailto:adam.antoniak@ing.pl
mailto:min.joo.kang@asia.ing.com
mailto:coco.zhang@ing.com

jan.frederik.slijkerman@ing.com

Katinka Jongkind
Senior Economist, Services and Leisure
Katinka.Jongkind@ing.com

Marina Le Blanc
Sector Strategist, Financials
Marina.lLe.Blanc@ing.com

Samuel Abettan
Junior Economist
samuel.abettan@ing.com

Franziska Biehl
Economist, Germany
Franziska.Marie.Biehl@ing.de

Rebecca Byrne
Senior Editor and Supervisory Analyst
rebecca.byrne@ing.com

Mirjam Bani

THINK economic and financial analysis

Sector Economist, Commercial Real Estate & Public Sector (Netherlands)

mirjam.bani@ing.com

Timothy Rahill
Credit Strategist
timothy.rahill@ing.com

Leszek Kasek
Senior Economist, Poland
leszek.kasek@ing.pl

Oleksiy Soroka, CFA
Senior High Yield Credit Strategist
oleksiy.soroka@ing.com

Antoine Bouvet
Head of European Rates Strategy
antoine.bouvet@ing.com

Jeroen van den Broek
Global Head of Sector Research
jeroen.van.den.broek@ing.com

Edse Dantuma

Senior Sector Economist, Industry and Healthcare

Bundles | 8 May 2019

22


mailto:jan.frederik.slijkerman@ing.com
mailto:Katinka.Jongkind@ing.com
mailto:Marina.Le.Blanc@ing.com
mailto:samuel.abettan@ing.com
mailto:Franziska.Marie.Biehl@ing.de
mailto:rebecca.byrne@ing.com
mailto:mirjam.bani@ing.com
mailto:timothy.rahill@ing.com
mailto:leszek.kasek@ing.pl
mailto:oleksiy.soroka@ing.com
mailto:antoine.bouvet@ing.com
mailto:jeroen.van.den.broek@ing.com

edse.dantuma@ing.com

Francesco Pesole
FX Strategist
francesco.pesole@ing.com

Rico Luman
Senior Sector Economist, Transport and Logistics
Rico.Luman®@ing.com

Jurjen Witteveen
Sector Economist
jurjen.witteveen@ing.com

Dmitry Dolgin
Chief Economist, CIS
dmitry.dolgin@ing.de

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

Egor Fedorov
Senior Credit Analyst
egor.fedorov@ing.com

Sebastian Franke
Consumer Economist
sebastian.franke@ing.de

Gerben Hieminga
Senior Sector Economist, Energy
gerben.hieminga@ing.com

Nadege Tillier
Head of Corporates Sector Strategy
nadege.tillier@ing.com

Charlotte de Montpellier
Senior Economist, France and Switzerland
charlotte.de.montpellier@ing.com

Laura Straeter
Behavioural Scientist
+31(0)611172684
laura.Straeter@ing.com

Valentin Tataru

Bundles | 8 May 2019

THINK economic and financial analysis

23


mailto:edse.dantuma@ing.com
mailto:francesco.pesole@ing.com
mailto:Rico.Luman@ing.com
mailto:jurjen.witteveen@ing.com
mailto:dmitry.dolgin@ing.de
mailto:nicholas.antonio.mapa@asia.ing.com
mailto:egor.fedorov@ing.com
mailto:sebastian.franke@ing.de
mailto:gerben.hieminga@ing.com
mailto:nadege.tillier@ing.com
mailto:charlotte.de.montpellier@ing.com
mailto:laura.Straeter@ing.com

Chief Economist, Romania
valentin.tataru@ing.com

James Smith
Developed Markets Economist, UK
james.smith@ing.com

Suvi Platerink Kosonen
Senior Sector Strategist, Financials
suvi.platerink-kosonen@ing.com

Thijs Geijer
Senior Sector Economist, Food & Agri
thijs.geijer@ing.com

Maurice van Sante
Senior Economist Construction & Team Lead Sectors
maurice.van.sante@ing.com

Marcel Klok
Senior Economist, Netherlands
marcel.klok@ing.com

Piotr Poplawski
Senior Economist, Poland
piotr.poplawski@ing.pl

Paolo Pizzoli
Senior Economist, Italy, Greece
paolo.pizzoli@ing.com

Marieke Blom
Chief Economist and Global Head of Research
marieke.blom@ing.com

Raoul Leering
Senior Macro Economist
raoul.leering@ing.com

Maarten Leen
Head of Global IFRS9 ME Scenarios
madrten.leen@ing.com

Maureen Schuller
Head of Financials Sector Strategy
Maureen.Schuller@ing.com

Warren Patterson

Bundles | 8 May 2019

THINK economic and financial analysis

24


mailto:valentin.tataru@ing.com
mailto:james.smith@ing.com
mailto:suvi.platerink-kosonen@ing.com
mailto:thijs.geijer@ing.com
mailto:maurice.van.sante@ing.com
mailto:marcel.klok@ing.com
mailto:piotr.poplawski@ing.pl
mailto:paolo.pizzoli@ing.com
mailto:marieke.blom@ing.com
mailto:raoul.leering@ing.com
mailto:maarten.leen@ing.com
mailto:Maureen.Schuller@ing.com

Head of Commodities Strategy
Warren.Patterson@asia.ing.com

Rafal Benecki
Chief Economist, Poland
rafal.benecki@ing.pl

Philippe Ledent
Senior Economist, Belgium, Luxembourg
philippe.ledent@ing.com

Peter Virovacz
Senior Economist, Hungary
peter.virovacz@ing.com

Inga Fechner

Senior Economist, Germany, Global Trade

inga.fechner@ing.de

Dimitry Fleming
Senior Data Analyst, Netherlands
Dimitry.Fleming@ing.com

Ciprian Dascalu

Chief Economist, Romania
+40 31 406 8990
ciprian.dascalu@ing.com

Muhammet Mercan
Chief Economist, Turkey
muhammet.mercan@ingbank.com.tr

Iris Pang
Chief Economist, Greater China
iris.pang@asia.ing.com

Sophie Freeman

Writer, Group Research

+44 20 7767 6209
Sophie.Freeman®@uk.ing.com

Padhraic Garvey, CFA
Regional Head of Research, Americas
padhraic.garvey@ing.com

James Knightley
Chief International Economist, US
james.knightley@ing.com

Bundles | 8 May 2019

THINK economic and financial analysis

25


mailto:Warren.Patterson@asia.ing.com
mailto:rafal.benecki@ing.pl
mailto:philippe.ledent@ing.com
mailto:peter.virovacz@ing.com
mailto:inga.fechner@ing.de
mailto:Dimitry.Fleming@ing.com
mailto:ciprian.dascalu@ing.com
mailto:muhammet.mercan@ingbank.com.tr
mailto:iris.pang@asia.ing.com
mailto:Sophie.Freeman@uk.ing.com
mailto:padhraic.garvey@ing.com
mailto:james.knightley@ing.com

THINK economic and financial analysis

Tim Condon
Asia Chief Economist
+65 6232-6020

Martin van Vliet

Senior Interest Rate Strategist
+31 20563 8801
martin.van.vliet@ing.com

Robert Carnell
Regional Head of Research, Asia-Pacific
robert.carnell@asia.ing.com

Karol Pogorzelski
Senior Economist, Poland
Karol.Pogorzelski@ing.pl

Carsten Brzeski
Global Head of Macro
carsten.brzeski@ing.de

Viraj Patel

Foreign Exchange Strategist
+44 20 7767 6405
viraj.patel@ing.com

Owen Thomas

Global Head of Editorial Content
+44 (0) 207 767 5331
owen.thomas@ing.com

Bert Colijn
Chief Economist, Netherlands
bert.coliin@ing.com

Peter Vanden Houte
Chief Economist, Belgium, Luxembourg, Eurozone
peter.vandenhoute®@ing.com

Benjamin Schroeder
Senior Rates Strategist
benjamin.schroder@ing.com

Chris Turner
Global Head of Markets and Regional Head of Research for UK & CEE
chris.turner@ing.com

Gustavo Rangel

Bundles | 8 May 2019

26


mailto:martin.van.vliet@ing.com
mailto:robert.carnell@asia.ing.com
mailto:Karol.Pogorzelski@ing.pl
mailto:carsten.brzeski@ing.de
mailto:viraj.patel@ing.com
mailto:owen.thomas@ing.com
mailto:bert.colijn@ing.com
mailto:peter.vandenhoute@ing.com
mailto:benjamin.schroder@ing.com
mailto:chris.turner@ing.com

THINK economic and financial analysis

Chief Economist, LATAM
+1 646 424 6464
gustavo.rangel@ing.com

Carlo Cocuzzo

Economist, Digital Finance
+44 20 7767 5306
carlo.cocuzzo@ing.com

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 www.ing.com.

Bundles | 8 May 2019 27


mailto:gustavo.rangel@ing.com
mailto:carlo.cocuzzo@ing.com
https://www.ing.com

