THINK economic and financial analysis

ING

Opinion | 15 May 2018

US interest rates stay above 3% and the
sky has not fallen in

US 10-year Treasury yields breach 3%, and stay there - but the sun
still rose this morning

Source: iStock

It's been a long time coming, but now it's here, markets seem
relaxed

| have been watching the screens anxiously in the last few weeks, with US 10-year Treasury yields
poised just below 3%, and chatter rising about an emerging markets sell-off. In the event, the 3%
level has been achieved with minimal fuss, and markets are if anything, in an upbeat frame of
mind today. Asian FX seems, on the whole, to be looking stronger today, not weaker, and so too
are local stock and bond markets.

Malaysia has made the biggest turnaround, following the calming announcements and cabinet
appointments from Dr Mahathir Bin Mohamad, and our other favourite amongst the Asian FX
world, the Korean won, also seems to be holding on to recent gains.

Why the newly found optimism? Well, it is entirely possible that today's mood proves to be
misplaced. But one explanation is that in taking so long to cross the 3% Rubicon, investors realised,
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correctly, that 3% is not so high, and that this really isn't that momentous after all. At the front
end of the US yield curve, the latest metric to trigger doom-mongers hoped-for disaster scenarios
is the dividend yield, which at 1.89% on the S&P500, now equals the yield on a 3-month T-bill. T-
bills will, of course, go higher, as the Fed continues to hike rates (unless the rest of the FOMC
suddenly takes note of James Bullard - the lone dove). But | always preferred the prospective
earnings yield as a measure of equity return, and that still looks quite favourable against a 3% risk-
free rate.

There is, of course, another story in EM bond markets. And yields have risen quite meaningfully in
the APAC region since the beginning of the year, most notably for the Indonesian rupiah. The
Philippine peso and Indian rupee have also lost ground at longer tenors, as investors show their
preference for economies with current account surpluses in times of anxiety.

There is, though, no sense of an EM sell-off today, in spite of the US yield story. And what is
happening in Argenting, is, for now, staying in Argentina (and a bit in Turkey too), not spreading to
other EM markets. This may not last. But if we do see today's calm shattered in the weeks ahead, it
will not be because US 10Y Treasury yields nosed up 2bp and crossed the 3% line.

3 O/ 10Y US Treasury yield
O Not such a big deal after all...
Day ahead - China activity data

China's activity data for April should be untainted by Lunar New Year distortions, so will be worth a
good look today. We don't think the recent trade issues will have any bearing on today's data, with
industrial production likely to firm from last month's 6.0% to 6.3%YoY (consensus 6.4%). Retail
sales also should deliver a decent 10.1%YoY growth rate - up from 10.0% in March as the
government's plan to boost the consumer sector of the economy gains further ground.

Consensus expects fixed asset investment (FAI) to buck this positive trend, though remain decent,
at 7.4% (was 7.5% in March), but we have a more optimistic take, as old industry contraction is
replaced with new technology investment, and look for a rise to 7.7%.

In the G7, European GDP data will struggle to interest markets, but the UK labour market data has
the possibility to keep interest in forthcoming Bank of England rate meetings if wages remain
above inflation or push further ahead. Retail sales are today's big US activity release. Something
around 0.3%-0.4%MoM would be in line with the recent trend, though this data is particularly
choppy, and one factor that could deliver a higher sales figure is retail gasoline prices,

which moved up by about 6.5% at the end of April from March.
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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 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 BR0O00341) 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 http://www.ing.com.
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