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Anxiety mounts over trade
Concern that no trade deal between the US and China may be struck
ahead of the March 1 trade truce deadline means only one thing in
currency terms - a stronger dollar.

Possibility of no deal boosting the USD
It's hard to spot against the EUR, but against the CNY and KRW, the recent playing down of
optimism about a trade deal between the US and China is playing out, as it should, through a
stronger USD (weaker Asian FX).
This could become more evident if recent hesitancy about the progress made towards a deal
grows, and yes, the CNY and KRW are the two currencies that will probably see the greatest
impact: CNY because, well, this is all about China. And the KRW because it is the regional trading
powerhouse and liquid currency.
This is playing out in a modified version of what we imagined would be the case at the beginning
of the year, except that we felt that there would be some semblance of a positive announcement
first, before everything fell apart. This could still happen, in which case, there could become final
modest relief rally in Asian FX and in particular, the CNY and KRW, before the USD comes crawling
back through late 1Q19 / 2Q19. Something to keep watching!

RBA monetary policy statement
Governor Lowe admitted yesterday what we have been saying for some time now, and bank bill
futures markets recently began to echo: Namely, that there is two-way risk around Australian
rates, and that the next move, whichever direction it is, would be some way off. We concur with all
of that. Today's monetary policy statement will merely repeat this message, with some bells and
whistles.
The AUD is looking weaker again, as if should also if trade worries are well founded. But it probably
won't lose much further ground on today's statement. This is becoming old news now. But we still
like an AUD/USD sub-0.70 figure in the near-term. The trade story might deliver it before a weaker
domestic demand story in Australia does.

Nothing much wrong with Japan's wages...
...but where is the spending?
Japan's wage growth became one of Abe's main targets during his Abenomics project, about
which we hear relatively little these days. And we have to say that on this, he has actually
managed to pull off quite a victory. Wages growth, for the longest time virtually zero, has picked
up since mid-2017 and is now running at a 1.8%YoY pace. Even in real terms, this is 1.4%.
While this is a good result, it should also have spurred some stronger household spending. In
contrast, this remains pathetically weak. The latest read of (real) 0.1%YoY is not markedly different
from recent years, though perhaps it was in a slight trend decline before, and is now merely flat. It
may just take more time for workers to view wage increases as permanent before they spend
them, rather than saving them.
But one thing we would suggest, the BoJ's current extension of unorthodox monetary policy
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probably isn't helping. It may not actually be making things worse (discuss...), but as the increasing
rate of Japanese pensioners committing petty crimes to get shelter and food in jail shows, for
parts of the population, zero yields are actively hurting.

Japanese wages growth

Where India goes...
(From Prakash Sakpal) India’s central bank (RBI) has ignored the inflationary consequences of
their fiscal splurge and eased policy in support of the government’s drive to boost growth before
the elections. The 25bp ‘election cut’, a somewhat surprising move (though we did warn about the
risks to this last week), was done on the grounds of inflation continuing to be "benign". We aren’t
expecting inflation is to hit the RBI’s 4% policy mid-point anytime soon but we believe the
underlying pressure remains upward. As such, we consider the policy move premature and the
rupee will be the main victim of such a policy (India: RBI’s surprise rate cut appears premature). In
separate announcements yesterday, the RBI is also planning to ease restrictions on foreign
investment in corporate debt by removing a 20% limit on investment in a single company.
Relaxation of guidelines for borrowing for bankruptcies is also in the pipeline. We remain sceptical
of these measures bringing any support to the beleaguered currency when the broader investor
sentiment is likely to remain fragile.

...others may follow
We also noted last week that there were other central banks in Asia that might also take
advantage of 1) a weaker USD and 2) low inflation stemming from low oil prices, to undo some of
the arguably unwarranted tightenings from 2018. Bank of Thailand ranks amongst those on our
list, as well as the Philippine Central Bank (BSP), and Bank Indonesia (BI) We could even squeeze
the Bank of Korea (BoK) on to this list.
Time may be running out though if trade anxiety comes back with force and the USD with it. So
this window is open now but is closing. BI meets the week after next...
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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 NV 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. The producing legal entity 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
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) 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.
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