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February Economic Update: Stick or
twist?

A substantial softening in the Federal Reserve’s rhetoric on monetary
policy, coupled with encouraging signals from the US-China trade talks
have boosted market risk appetite, but we are approaching key dates
that will be critical for the global economic outlook. Read more in our
latest economic update

A dramatic softening in the Federal Reserve's rhetoric on monetary policy, coupled
with encouraging signals from the US-China trade talks have boosted market risk
appetite, but we are approaching key dates that will be critical for the global economic
outlook. Will President Trump stick with what he has won already or will he gamble for
a bigger victory to take to the electorate for the 2020 election? The odds of the latter
are rising. If we do see an escalation of trade tensions, the global growth story will
deteriorate, having broad-based implications for financial markets and currencies.

The US economy remains in good health with the government shutdown having ended,
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employment rising strongly, pay picking up and the Federal Reserve signalling that they are in
no hurry to tighten monetary policy further. This Goldilocks story has boosted both US equities
and bond markets. Assuming a benign global trade story, the prospects of a Fed rate hike
remain strong.

Even though this is our official base case for now, we are increasingly considering a more
negative trade scenario. If President Trump chooses to move more aggressively he could win
additional concessions from both China and the EU but this is likely to come at the cost of
weaker near-term growth. If this scenario were to come true, it is possible that US interest
rates have already peaked for the year.

The Eurozone continues to grow, albeit at a more subdued pace. A reversal of some one-off
effects could bring slightly higher growth in the second quarter, but risks to the downside
remain. US tariffs on European cars could yet be another brake on growth, in addition to the
Brexit uncertainty. We don't see inflation picking up much, so there’s little need for monetary
tightening. On the contrary, we believe the ECB is likely to decide on new longer-term liquidity
operations to avoid a tightening of credit conditions.

The Brexit impasse in the UK shows no signs of breaking. The EU is refusing to budge on the
Irish backstop, while Prime Minister May is still reluctant to push for a cross-party solution. One
way or another, an extension to the Article 50 negotiating period looks increasingly inevitable,
which would prolong uncertainty for businesses.

The Chinese economy is weakening on several fronts and not just due to the US-China trade
war. In response, the government is looking for ways to boost consumption. Tax cuts may not
be enough, to avoid a softening in the labour market. Even worse, the People’s Bank of China
has continued to let USD/CNY follow the dollar index, and a stronger yuan could end up
offsetting some of the stimulus.

We have identified a change in rates market psychology; it shows that rates are peering down,
but we'd prefer to bet against this as a tactical view. Structurally there will indeed be rate cuts
at some point down the line. But to accelerate towards this, a deeper deterioration would be
required. It's worth remembering the current risk-on mood is implicitly pushing against this
too.

The Fed pause and the US: China trade truce has improved the external environment and
allowed under-valued currencies to recover. As long as the trade truce holds, we expect this
positive environment to continue and the dollar to stay gently offered. However, a serious risk
event this month is the threat of US tariffs on auto imports. If they materialise, EUR/USD would
retest the 1.12 lows.
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ING global forecasts

2017 2018F 2019F 2020F
10 20 30 4Q Fr 10 2Q 3Q 4Q FY 1Q 2Q 3Q 4Q FY 1Q 2Q 3Q 4Q Fy

United States

GDP (% QoQ, ann) 18 30 28 23 22 22 42 34 26 29 16 20 20 20 23 17 17 17 19 18
CPI headline (% YoY) 26 19 20 21 21 23 26 26 22 24 16 19 19 21 19 23 22 21 21 22
Federal funds (%, eop)* 075 1.00 1.00 125 125 1.50 1.75 2.00 2.25 2.25 225 250 2.50 250 250 250 2.50 2.50 2.50 2.50
3-month interest rate (%, eop) 1.15 1.30 135 155 1.55 2.30 235 2.45 2.65 2.65 2.75 2.90 290 290 290 290 2.90 250 2.90 2.90
10-year interest rate (%, eop) 2.40 230 2.30 240 2.40 3.00 3.00 3.00 2.80 2.80 2.80 3.00 2.90 2.80 2.80 2.70 2.70 2.60 2.60 2.60
Fiscal balance (% of GDP) =i -4.0 -7 -5.0
Fiscal thrust (% of GDP) 0.0 12 0.5 0.8
Debt held by public (% of GDP) 76.1 774 802 833
Eurozone

GDP (% QoQ, ann) 27 28 27 27 25 16 18 07 07 19 11 16 14 14 12 11 12 10 09 12
CPI headline (% YoY) 15 13 15 14 14 13 17 20 20 18 14 12 12 15 13 16 16 17 17 17
Refi minimum bid rate (%, eop) 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
3-month interest rate (%, eop) -0.33 -0.33 -0.33 -0.33 -0.33 -0.33 -0.33 -0.33 -0.33 -0.33 -0.32 -0.30 -0.30 -0.15 -0.15 -0.15 -0.15 -0.15 -0.15 -0.15
10-year interest rate (%, eop) 0.45 0.40 0.45 042 042 0.50 030 0.40 024 0.24 0.20 030 0.30 0.40 040 0.40 0.40 0.40 0.40 0.40
Fiscal balance (% of GDP) -09 -0.6 -09 -0.8
Fiscal thrust (% of GDP) 0.2 0.0 0.1 -0.2
Gross public debt/GDP (%) 89.2 876 859 849
Japan

GDP (% QoQ, ann) 19 23 16 13 19 -13 28 -25 13 07 26 06 58 58 10 29 16 11 16 08
CPI headline (% YoY) 02 04 06 06 05 13 06 11 09 10 04 06 10 19 10 24 22 21 10 19
Excess reserve rate (%) 01 -01 01 -01 00 -01 -01 -01 -01 00 -01 -01 01 -01 00 -01 -01 -01 -01 0.0
3-month interest rate (%, eop) 0.00 0.00 0.00 0.00 0.00 0.00 0.00-0.05-0.05-0.05 005 0.05 0.00 0.00 0.00 0.00 0.10 0.10 0.10 0.10
10-year interest rate (%, eop) 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10
Fiscal balance (% of GDP) 4.8 4.1 -3.6 -3.0
Gross public debt/GDP (%) 221 223 224 226
China

GDP (% YoY) 69 69 68 68 69 68 67 65 63 66 62 62 63 63 63 63 62 62 62 62
CPI headline (% YoY) 14 14 16 18 16 22 18 23 25 22 25 25 26 26 26 26 26 25 24 25
PBOC 7-day reverse repo rate (% eop) 2.45 245 245 250 250 2.55 255 2.55 255 2.55 250 250 2.45 245 245 240 2.40 235 235 2.35
10-year T-bond yield (%, eop) 329 357 3.61 390 390 3.75 348 3.63 3.30 3.30 3.25 320 3.15 3.10 310 3.10 3.05 3.05 3.00 3.00
Fiscal balance (% of GDP) = -4.5 45 4.0
Public debt, inc local govt (% GDP) 50.0 88.0 102 103
UK

GDP (% QoQ, ann) 13 10 18 16 15 03 17 25 06 14 13 15 20 16 15 15 17 12 11 16
CPI headline (% YoVY) 21 27 28 30 27 27 24 25 23 25 21 20 18 18 19 20 19 18 17 18
BoE official bank rate (%, eop) 0.25 025 0.25 0.50 0.50 0.50 050 0.75 Q.75 0.75 0.75 0.75 1.00 1.00 1.00 1.25 1.25 1.50 150 1.50
BoE Quantitative Easing (£bn) 445 445 445 445 445 445 445 445 445 445 445 445 445 445 445 445 445 445 445 445
3-month interest rate (%, eop) 035 035 035 0.50 0.50 0.60 0.80 0.80 0.80 0.80 0.85 0.85 1.05 1.05 105 1.30 135 1.60 1.65 1.65
10-year interest rate (%, eop) 115 110 135 120 1.20 145 150 155 1.30 1.30 150 1.70 1.85 1.85 185 1.90 2.00 2.10 2.20 2.20
Fiscal balance (% of GDP) -2.5 -14 =15 -15
Fiscal thrust (% of GDP) -0.5 -0.4 -0.4 -0.3
Gross public debt/GDP (%) 870 840 83.0 815
EUR/USD (eop) 108 112 120 120 120 120 117 115 112 112 112 112 115 120 120 122 1.25 128 130 1.30
USD/IPY (eop) 112 115 110 113 113 107 110 114 113 113 110 110 105 100 100 99.0 98.0 97.0 95.0 95.0
USD/CNY (eop) 6.89 6.78 6.65 6.51 6.51 6.28 6.67 6.87 6.88 6.88 6.74 6.85 6.85 6.75 6.75 6.70 6.60 6.70 6.70 7.10
EUR/GBP (eop) 0.87 0.88 0.94 0.89 0.89 0.88 0.88 0.89 0.90 0.90 0.87 0.85 0.85 0.85 0.85 0.85 0.85 0.85 0.85 0.85
Brent Crude (US$/bbl, avg) 55 51 52 61 55 67 75 76 69 72 65 68 69 73 69 JO & 76 T4 T4

Lower level of 25bp range; 3-month interest rate forecast based on interbank rates
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