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Key events in developed markets next
week
Expect Fed Chair Powell to reiterate his comment 'an ounce of
prevention is worth more than a pound of cure' as he testifies before
Congress next week. Elsewhere, UK monthly GDP report is set to be a
noisy one

Source: Shutterstock

US: Pulling the trigger
The main focus in the US will be Federal Reserve Chair Jerome Powell testifying to Congress on
monetary policy. At the June FOMC meeting officials clearly signalled they were preparing the
groundwork for an interest rate cut to mitigate against “uncertainties” that could weigh on the
economic outlook.

Activity data is showing signs of softening, inflation pressures are benign and markets are keen for
action (as is President Trump). We expect the Fed Chair to signal a 25bp rate cut at the July FOMC
meeting and he is likely to repeat his comment that “an ounce of prevention is worth more than a
pound of cure”. Financial markets are currently pricing in three rate cuts for 2019 with a fourth
coming in early 2020, but we think this is overdone given solid US economic fundamentals and the
likelihood that a US-China trade deal will eventually be signed later this year. A long-term trade
deal would be a huge fillip for global growth and financial market risk appetite, hence why we only
expect two 25bp rate cuts this year – one in July and one in September.



THINK economic and financial analysis

Bundles | 5 July 2019 3

Canada: Cautious optimism
The Bank of Canada is widely expected to keep monetary policy unchanged given recent
improvements in sentiment and activity data and a surprise pick-up in inflation. We also have to
remember that the BoC raised interest rates far less aggressively than the Federal Reserve so while
rate cuts look likely in the US, monetary policy is still described as “accommodative” in Canada.

UK: Lacklustre GDP points to stable BoE rate outlook
Next week’s UK monthly GDP report is set to be a fairly noisy one. Back in April, the fact that
several car manufacturers brought forward their annual shutdown saw output plummet. Now that
those closures have finished, car production moved back to more normal levels in May should
translate into a partial rebound in overall industrial output.

But away from vehicles, the manufacturing sector is being plagued by a slowdown in new orders
as firms grapple with what to do with elevated stock levels, having built up so much inventory in
anticipation of a possible ‘no deal’ scenario earlier in the year. Much of this is noise, but even once
that is stripped out, the underlying trend doesn’t look much prettier. For that reason, we struggle
to see the Bank of England increasing interest rates this year, although equally, we think markets
are getting a bit ahead of themselves when beginning to price in a 2019 rate cut.

Sweden: Inflation to back-up Riksbank rate hike guidance
While Swedish inflation will dip back below the Riksbank’s 2% target, importantly it is still likely to
come in roughly in line with the Riksbank’s latest forecast. In other words, it would support
policymakers’ recent guidance that the next rate hike could come as soon as late-2019. In reality
though, we think this is unlikely. Global risks are mounting, and there was a subtle nod to this in
the Riksbank’s July statement. Similarly, we think there’s a risk that next year’s wage negotiations
produce a more lacklustre outcome than the central bank's recent set of forecasts suggest. We
expect the repo rate to remain on hold for the foreseeable future.

Developed Markets Economic Calendar
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Asia week ahead: The slow-burn
continues
The global trade war is slowly taking its toll on Asian economies. Even
if it's not evident from Chinese data just yet, the slow-burn continues
in the background for this front-line economy. The same goes for the
rest of Asia, though we note some interesting exceptions

Source: Shutterstock

China: Mixed message from June data
Like the broad consensus, we forecast the June activity data from China will contain mixed
messages. While the trade war continues to weigh on exports and manufacturing, monetary
indicators testify the fiscal stimulus is doing its best to counter the export-led slowdown.

Despite being a few points below 50, China’s unchanged manufacturing PMI in June was quite a
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bad start to the June data releases. Clearly, trade and new lending will be the focal points next
week, while industrial production, fixed asset investment, and retail sales releases – all feeding into
the GDP release – aren’t due for another two weeks.

For now, markets should take comfort that China’s GDP growth remains firmly within the target of
6% - 6.5% for 2019. Anything above the lower end of this target range will be a bonus.

Watch: China to double fiscal stimulus

Singapore: Second quarter report card arrives
Singapore’s advance GDP estimate for 2Q19 is expected next week; no confirmed date, but most
likely to be released on 12 July. The advance estimate is typically based on data for the first two
months of the quarter. Indeed, export weakness intensified with double-digit year-on-year declines
in non-oil domestic exports in April and May. This export weakness transmitted into weak GDP via
manufacturing. The manufacturing PMI remained in contractionary territory in June, suggesting
that the drag continued into the third month.

The trade and tech war and global tech slump are hanging over
the entire region, and we think waiting until the next Singapore
central bank meeting in October to downscale the SGD
appreciation path might be too long a wait – ING Asia Chief
Economist, Rob Carnell 

Singapore central bank's managing director, Ravi Menon, flagged 2Q GDP growth coming in weaker
than 1Q, hinting at the possibility of an intra-meeting policy adjustment to support growth. If true,
will our forecast of 0.8% YoY (-0.2% QoQ annualized) 2Q GDP growth be enough to trigger central
bank easing before October? It could quite well possibly be.

Malaysia: Firmer growth, steady policy
Malaysia's central bank reviews its monetary policy next week. But having cut rates by 25 basis
points in May, we don’t think it’s time for another cut to the 3.0% overnight policy rate just yet. We
aren’t alone - the consensus also agrees with us. The economy doesn't need any more easing,
given the firmer activity growth in recent months, which in fact, indicates an unusual acceleration
of GDP growth in 2Q19.

With close to zero inflation keeping the real (policy) interest rate high relative to most other Asian
economies, there is plenty of space for easing if the economy does pivot in an undesirable
direction. For now, we believe the central bank will assess the economic risks as fairly balanced
between growth and inflation and save that policy space for the future. 

Our baseline view is that growth remains firm and monetary policy will remain stable for the rest of
the year. 

https://think.ing.com/articles/watch-china-to-double-fiscal-stimulus/?utm_campaign=June-21_watch-china-to-double-fiscal-stimulus&utm_medium=email&utm_source=emailing_article
https://think.ing.com/articles/malaysias-exports-beat-expectations-again/?utm_campaign=July-04_malaysias-exports-beat-expectations-again&utm_medium=email&utm_source=emailing_article
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Malaysia’s exports beat expectations, again

Asia Economic Calendar

Source: ING, Bloomberg, *GMT
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Key events in EMEA and Latam next week
Lots of June inflation numbers out next week from the Czech Republic,
Hungary and Romania in the EMEA space. Serbia has a central bank
meeting, and it'll probably stay on hold this time, but could surprise
with a dovish twist

Source: Shutterstock

Russia: A halved current account
The Russian current account has probably halved from the seasonally strong $34 billion in 1Q19 to
$17 billion in 2Q19. The key question is whether the net private capital outflow, which primarily
reflects the accumulation of international assets by the corporate sector and the population, has
decelerated accordingly. The preliminary data for 5M19 suggests that it is a quite significant $5
billion per month, and that is in addition to the $3-5 bn monthly mandatory FX purchases by the
central bank mandated by the budget rule, which is here to stay.

With the current account surplus effectively sterilised by the accumulation of international assets
by the private sector and the government, portfolio flows into the state bond market (OFZ) is the
key variable tipping the scales for the rouble. This year has been very successful in this regard, with
monthly inflows into OFZ reaching $3.0-3.5 bn in the last couple of months, but further prospects
are uncertain, as the level of non-resident holding local bonds has approached the historical high
of $41 bn. The prospects of further global risk-on are unclear, and it remains to be seen how the
recent idea of investing part of the Russian state savings (NWF) locally from 2020 chimes with
foreign investors who have perceived Russia as a low macro risk.
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More about our views on RUB here

Serbia: NBS on hold at 3.00%. Time for a dovish twist?
We expect Serbia's central bank to keep its key rate on hold at 3.00% at the July meeting. The
inflation peak is behind us - 3.1% in April - and we estimate that inflation will remain relatively
stable in the vicinity of 2.0% for the rest of the year.

With this impediment out of the way, we believe the central bank is mulling another round of
policy easing. As the currency is almost at a five-year high against the euro, the NBS had to ramp-
up its interventions to new historical highs: €735 million were bought in June to keep the EUR/RSD
close to the 118.00 level. For now, it looks that the central bank is happy to expand its FX reserves
and keep the exchange rate stable, but should the inflows (predominantly bond related) continue,
a rate cut will likely be seriously considered in the near term. Moreover, chiefly mentioned as main
reason for which the NBS still takes a cautious approach was “persistent uncertainty in the
international environment”.

While issues are still there – e.g. trade tensions, oil price, global slowdown etc – at least from the
monetary policy side a wave of dovishness seems to be mounting as the long-expected policy
normalisation of the ECB appears more and more distant, while US Fed is expected to cut rates.
Hence, with the external uncertainties slightly diminished, we forecast a 25 basis points rate cut
from the NBS in 3Q19 and another 25 basis points in 4Q19.

Romania: June inflation still above the target at 3.7%
We expect June CPI to inch 0.4ppt lower to 3.7% driven by lower fuel price and stronger RON.
Assuming no supply shocks, the inflation path should be better behaved for the rest of the year,
although we don’t necessarily envisage meaningfully lower prints going forward. The NBR is likely
to look-through this year’s above-target inflation numbers and even turn dovish once it’s got the
chance.

Czech Republic: Softer inflation for the summer?
After slightly higher than expected inflation in May, driven mainly by higher vegetable prices, we
will probably see annual CPI growth to decelerate towards 2.7 % on the back of higher base effect,
as in MoM terms, prices stagnated or increased just slightly in June. Indeed, fuel prices just
stagnated in June and food prices should also moderate its rapid price growth as new harvest is
entering the market. June unemployment rate will stagnate, while May industrial production
growth will slow down, as well as retail sales, which were affected by the effect of Easter shopping
in April. We will also see the Minutes from the June CNB monetary meeting next Friday.

Hungary: Lower inflation - but not enough for central bank to
react

In Hungary, the key release of the week comes on Tuesday - the June CPI readings. We expect to
see a significant drop in the headline indicator due to the high base on energy and tobacco prices.
On the other hand, we saw some softening in fuel and food prices throughout last month, which
has also dragged down headline inflation. In the meantime, we forecast core CPI to move further
upwards, meaningfully above the 4% YoY level. However, we don't expect any reaction by the
central bank as its latest forecast also sees the core CPI remaining above the upper limit of the

https://think.ing.com/%7Bpage_6448%7D
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tolerance band.

Poland presents inflation forecasts
The central bank of Poland will present its inflation projection. According to the latest MPC
statement, CPI forecast for 2019 was revised higher from 1.7% to 2%YoY. The change to the 2020
figure was marginal to 2.8%YoY, but still, we expect the central bank to present a
considerably different structure in comparison to the last report in March.

For the rest of 2019, we expect strong upward revision to food prices, and downward revision to
core inflation and energy prices. On the other hand, the 2020 figures should be opposite – next
year CPI should be dominated by a core inflation increase. In the case of GDP, the central
bank revised its 2019 forecast from 4.0% to 4.5% and made minor changes to estimates for 2020
and 2021. The performance of investments should be a major focus – we expect deceleration after
the very strong 12.1% Q1 reading. 

EMEA and Latam Economic Calendar
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Source: ING, Bloomberg
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