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Asia week ahead: Bank Indonesia to
pause tightening
Manufacturing, trade, inflation and GDP releases dominate the Asian
economic calendar in the coming week, though an Indonesian central
bank policy meeting…

Source: Shutterstock

Bank Indonesia to pause tightening
The Indonesian central bank, Bank Indonesia (BI), announces the outcome of its monetary policy
meeting on Tuesday (23 October). We believe it’s time for BI to pause the tightening started in May
this year, and subsequently intensified amidst the emerging market currency contagion that saw
the Indonesia rupiah (IDR) plunge in value. As part of its currency stabilisation drive, BI lifted the
policy rate by a total 150 basis points to 5.75% through to September.

With well-behaved inflation, dipping below 3% year-on-year in September for the first time in over
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two years, monetary policy remains geared towards stabilising the Indonesian rupiah. And the
USD/IDR appears to have traded tightly around 15,200 this month after an early October spike.
Recent economic reports-, such as the trade balance swinging back to surplus in September and a
lower-than-expected government budget deficit this year, are contributing to improve investor
sentiment towards the currency. We believe this has taken pressure off the central bank to hike
rates at the forthcoming policy meeting.

5.75% BI policy rate
No change expected

Fine-tuning of GDP growth estimates
September manufacturing data releases from Taiwan and Singapore will help to fine-tune
estimates of GDP growth for these economies, while Korea will report actual GDP data for the third
quarter.

Underlying our estimate of 2.1% year-on-year growth in Korea’s GDP in 3Q, which is close to the
low end of analysts’ estimates ranging from 2% to 2.7% in the latest Bloomberg poll, is a sustained
slowdown in export growth. September’s 8.2% YoY fall in exports was the worst showing in over
two years although partly coming off a high base, as growth peaked at 35% in the same month a
year ago. As it left monetary policy on hold this week, the Bank of Korea also downgraded its
outlook for growth this year and next, the second downgrade this year.

We don’t think it’s just Korea. Asia’s other export-reliant economies Taiwan and Singapore are also
exposed to a growth slowdown amid lingering US-China trade tensions. Singapore’s weaker-than-
expected non-oil domestic exports in September are likely to have depressed manufacturing,
raising the risk of a downward revision to the 3Q advance GDP growth estimate of 2.6%, which in
itself was a sharp slowdown from 4.1% growth in 2Q.

And being on the frontline of the US-China trade conflict, Taiwan’s exports have already started to
take a beating, keeping both manufacturing and GDP growth in the low single-digits. Look out for
Taiwan’s export orders data for September; orders' growth has been firm but it failed to translate
into actual shipments.     

https://think.ing.com/%7Bpage_3699%7D
https://think.ing.com/%7Bpage_3699%7D
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Asian export performance in last two quarters

Source: Bloomberg, ING

Sustained low inflation in most of Asia
Of the two countries to report September inflation data in the coming week, Malaysia and
Singapore, we consider Malaysia’s to be the more closely-watched report. This is not because of
any alarming outcome but because of the re-introduction of the Sales and Services Tax (SST) from
1 September. Replacing the Goods and Services Tax (GST), which was scrapped in June this year,
we anticipate the SST impact on consumer prices to be benign, keeping inflation well under 1%.
With persistently low inflation through most of 2019, the central bank (BNM) will be under no
pressure to change policy next year.  

Similar to Malaysia, Singapore continues to enjoy the lowest inflation among the Asian economies.
We expect headline inflation to tick up to 0.8% YoY in September from 0.7% in the previous month
but no change in the core inflation rate from 1.9%. The central bank’s (MAS) semi-annual
Macroeconomic Policy review will provide insight into its thinking behind the recent tightening via a
slight increase in the slope of the SGD-NEER policy band.

Apart from India and the Philippines, inflation in most other Asian countries has been subdued. This
is despite higher global oil prices and weaker Asian currencies this year.
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Asia Economic Calendar

Source: ING, Bloomberg
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Key events in developed markets next
week
A third-quarter reading on US GDP and a flurry of central bank policy
meetings top the agenda next week. The European Central Bank is not
expected to…

Source: Shutterstock

US: Still going strong
The US data highlight will be 3Q GDP, with another strong outcome looking likely. Consumer
spending continues to be supported by massive tax cuts and a robust jobs market, whilst healthy
corporate profitability and a positive economic outlook are encouraging investment. Net trade is
likely to swing back sharply after providing huge support to growth in 2Q, but this will at least be
partially offset be some rebuilding of inventories. As such, we look for US growth to come in at an
annualised 3.6% rate versus the 3.2% consensus and the 4.2% outcome from 2Q18.

Durable goods orders for September should also be good once the volatile aircraft component is
stripped out, so this should be more than enough to keep the Federal Reserve in tightening mode.
We continue to look for a December interest rate rise followed by three more in each of the first
three quarters of 2019.

ECB still set to end QE by December
Despite increased downside risks to the eurozone’s growth outlook, the ECB will not divert from its
chosen course to bring QE to an end in December. Expect a slightly more dovish, but still highly
determined Mario Draghi at next week’s ECB meeting.

https://think.ing.com/%7Bpage_3719%7D
https://think.ing.com/%7Bpage_3719%7D
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Eurozone confidence data should also prove to be interesting. Readings on consumer confidence
and PMI surveys for October may offer clues about the impact of political uncertainty over the
Italian budget and Brexit.

Scandi central bank meetings in focus
Both the Riksbank (Wednesday) and Norges Bank (Thursday) hold policy meetings next week. With
both having delivered material policy shifts in September, we don’t expect all that much news from
either this time around. The Riksbank is likely to confirm its intention to hike rates in either
December or February. The improvement in core inflation in September could shift the balance of
probability in favour of December. The NB is not delivering new forecasts or holding a press
conference, and its statement is likely to remain largely unchanged. But the continued solid price
pressure evident in the September figures, combined with a weaker than expected exchange rate
and rising oil prices, suggest upside risk to the NB policy stance.

All German Ifo figures are expected to weaken
Given the latest market turmoil and political uncertainty in Germany, it's difficult not to expect a
weakening of all three October Ifo measures released next week. 

Little reason for the Bank of Canada to keep tightening on
hold

The Bank of Canada is likely to continue its gradual tightening path and provide a 25 basis point
rate hike when it meets on 24 October. This should be no surprise, as headline inflation has been
out of the BoC’s comfort zone for some time now, hitting what it sees as its upper threshold of 3%
YoY in July. And with all three of the main core measures floating around the 2% target, there is
little reason for the BoC to hold off on pushing policy rates higher.

Developed Markets Economic Calendar
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Source: ING, Bloomberg

Click here to download a printer-friendly version of this table

https://think.ing.com/uploads/reports/1810DMCal.pdf
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Key events in EMEA and Latam next week
With central banks in Russia and Turkey likely to keep policy rates on
hold and no surprises expected from Polish budget data, we see a
relatively mild…

Source: Shutterstock

Bank of Russia on hold
The Bank of Russia is likely to keep its key rate unchanged at 7.5% at the 26 October meeting, as
the CPI rate- having shown some acceleration to 3.6% YoY as of mid-month- is so far on track to
stay within the recent official guideline of 3.8-4.2% for year-end and 5.5-6.0% year-on-year for the
first half of next year.

The communique is likely to be focused on the monetary authorities’ assessment of the
inflationary risks amid external uncertainties and preparation for the two percentage point VAT
rate hike in 2019. The wording could affect expectations for the December meeting, as the market
is starting to assign more probability to another hike two months from now.

Geopolitical risk for Turkey is improving
With the ongoing strengthening in Turkey's lira on the back of Pastor Brunson’s release as well as
signs that the US could lift some sanctions on Turkey and a more conciliatory tone on Turkey’s oil
purchases from Iran ahead of the reimposition of sanctions next month, there is increased
optimism that geopolitical risk for Turkey is improving.
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We expect the Turkish central bank to keep its policy rate unchanged at the October meeting.
Though given the marked deterioration in price-setting behaviour, as observed by the big inflation
surprise and forward-looking expectations, a further adjustment in monetary policy should not be
ruled out.

Poland: Seasonal pattern should see little surprise in
September

Next week is relatively quiet in Poland. Budget data should attract less attention compared to
previous months. The surprising fall into deficit in July was corrected in August, and as a result, the
overall balance returned to a moderate surplus. We expect September data to follow the typical
seasonal pattern.

EMEA and Latam Economic Calendar

Source: ING, Bloomberg

Click here to download a printer-friendly version of this table

https://think.ing.com/uploads/reports/1810EMEALatamCal.pdf
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