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May economic update: Just when things
were looking up

Just as pockets of optimism had begun to emerge in the global
economy, trade tensions are back, though we still think a US-China trade
deal remains likely. But in the meantime, trade uncertainty, as well as
risks relating to forthcoming European elections and Brexit, suggest that
financial market caution is likely to stay with us for a little while longer
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Trade tensions return

Just as pockets of optimism had begun to emerge in the global economy, trade
tensions are back. President Trump has taken the trade war a step further with the
imposition of fresh tariffs on China, which also raises questions about the possibility of
auto tariffs. We still think a US-China deal remains likely, not least because President
Trump will not want a damaged economy and stock market as he heads into a key
election year. But in the meantime, trade uncertainty, as well as risks relating to
forthcoming European elections and Brexit, suggest that financial market caution is
likely to stay with us for a little while longer.

The re-emergence of US-China trade tensions has spooked financial markets, but
ultimately we still think a deal is likely. Failure to get a deal, perhaps coupled with
further tit-for-tat tariff hikes, would be harmful to both economies and would hit
equities. Such an environment would be deeply damaging for President Trump’s
chances of re-election in 2020, so we suspect the latest move is designed to extract
last-minute concessions from China, rather than a serious effort to trigger a larger
global trade war.

However, stronger-than-expected growth in China following earlier fiscal and monetary
stimulus provides its government with some extra chips when it comes to
renegotiating. The negotiations concern much more besides trade - China’s ability to
export its 5G network, coupled with geopolitical tensions in the South China Sea, also
matter.

The US economy

Despite the ongoing uncertainty, the US economy continues to prove the doubters wrong,
following another robust GDP growth figure for 1Q19. The economy is adding jobs in significant
numbers, while financial conditions continue to improve thanks to rising equity markets, a
strong and stable dollar and falling mortgage rates. Inflation could rise more quickly than the
market anticipates given rising fuel costs and wage pressures emanating from the labour
market. While financial markets continue to price in interest rate cuts, the Federal Reserve is
maintaining a cautiously upbeat tone that signals stable monetary policy through 2019.

The Eurozone also saw stronger-than-expected first quarter growth, which was probably
helped along by a normalisation of the exceptional factors that had held back growth in the
second half of last year. But while a recession certainly doesn’t look imminent, a growth
acceleration also seems unlikely. The rise in April inflation was caused largely by calendar
effects so there's not much sign of an upward trend. All this suggests the ECB will stay put for
the time being.
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The UK's ongoing dilemmas

In the UK, there are good reasons to think that the Brexit deadlock won't be broken before the
new October Article 50 deadline. Cross-party talks don't appear to be making much headway,
while there remains a risk of a summer Conservative Party leadership battle. A further
extension to the Article 50 period is perhaps more likely than not. But while we think a ‘no deal’
exit will be avoided, firms will have to continue making preparations and this will keep a lid on
economic growth over the summer months.

May is typically a bad month for EUR/USD. 1.10 looks the target this summer as US data holds
up well and the ECB contemplates the signals it wants to send with the TLTRO Il in June. A
surprise decline in the Renminbi would also shake up the low volatility mood.

While risk assets have rallied off earlier lows, the US 10-year yield has not managed to budge
much from the 2.5% area. However, the positive macro-story in the US, coupled with the fact
that a Fed rate cut remains some way off, suggests the balance of risks are slowly swinging
back in the direction of a test higher for market rates.

ING global forecasts
2017 2018F 2019F 2020F

1Q 20 30 4Q F¥ 10 20 3Q 4Q FY 1Q 20 30 4Q FY 10 20 3Q 4Q FY
United States
GDP (% QoQ, ann) 18 30 28 23 22 22 42 34 26 29 32 18 17 18 25 18 18 17 16 18
P headline (% Yo) 26 19 20 21 21 27 27 26 22 24 16 22 22 24 21 28 22 22 22 24
Federal funds (%, eop)! 075 1.00 100 125 125 150 175 200 2.25 225 225 225 225 225 2.25 2.25 225 225 225 2.25
3-month interest rate (%, eop) 115 130 135 155 155 230 235 245 2.65 2.65 260 260 260 260 260 260 260 260 2.40 240
10-yeor interest rate (%, eop) 240 230 230 240 240 300 300 300 2.80 2.80 230 250 2.60 245 245 235 230 225 2.20 2.20
Fiscal balance (% of GDP) 35 -40 -45 -46
Fiscal thrust (% of GDP) 00 11 04 00
Debt held by public (% of GDP) 761 76.7 785 80.8
Eurozone
GDP (% Q0Q, ann) 27 27 27 27 25 28 17 06 09 18 15 12 16 14 12 09 12 10 10 12
Pl headline (% YoY) 15 13 15 14 14 13 17 20 20 18 14 13 12 13 13 15 15 16 16 16
Refi minimum bid rate (9%, eop) 000 0.00 0.00 000 0.00 000 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 -0.30 -0.30 -0.30 -0.30 -0.30 -0.50 -030
10-year interest rate (%, eop) 045 040 045 042 042 050 030 040 0.24 0.24-007 010 020 020 020 0.20 020 0.15 015 0.15
Fiscal balance (% of GDF) 09 05 0.9 -08
Fiscal thrust (% of GDP) 02 02 02 -02
Gross public debt/GDP (%) 892 878 26.6 254
Japan
GDP (% Q0Q, ann) 19 23 16 13 19 04 19 24 19 08 11 08 01 10 06 08 06 07 08 07
P! headline (% YoY) 02 04 06 06 05 13 06 11 09 10 03 08 04 01 04 06 06 08 10 08
Excess reserve rate (%) 01 -01 -01 -01 00 -01 -01 -01 -01 00 -01 -01 -01 -01 00 -01 0.1 -01 -01 00
3-month interest rate (%, eop) 000 0.00 0.00 000 0.00 000 0.00 -0.05-0.05-0.05 0.05 0.05 0.00 0.00 0.00 0.00 0.10 0.10 010 0.10
10-year interest rate (%, eop) 010 010 010 010 010 010 0.10 010 0.10 0.10 0.00 0.00 0.00 0.00 0.00 0.00 0.00 000 0.00 0.00
Fiscal balance (% of GDP) -48 41 36 3.0
Gross public debt/GDP (%) 221 223 224 226
China
GDP (% Yo) 69 69 68 68 69 68 67 65 63 66 64 62 63 63 63 63 62 62 62 62
Pl headline (% YoY) 14 14 16 18 16 22 18 23 25 22 18 25 26 26 24 26 26 25 24 25
PBOC 7-day reversereporate (% eop) 245 2.45 245 250 250 255 2.55 2.55 2.55 255 255 255 255 255 255 2.55 255 2.55 255 255
10-year T-bond yield (%, eop) 330 3.55 3.60 3.90 390 375 350 365 3.30 3.30 3.05 320 3.00 295 295 295 230 290 2.85 285
Fiscal balance (% of GDF) 37 -26 -45 -40
Public debt, inc local govt (% GDF) 50.0 830 102 103
UK
GDF (% QoQ, ann) 13 10 19 16 15 02 16 28 09 14 20 09 12 18 15 15 17 12 11 15
€P! headline (% YoY) 21 27 28 30 27 27 24 25 23 25 19 21 19 20 20 24 21 21 20 22
BoE official bank rate (%, eop) 025 025 025 050 050 0.50 050 0.75 0.75 0.75 075 075 0.75 075 0.75 1.00 100 125 125 125
BoE Quantitative Easing (£bn) 445 BG5S 445 G45 445 G4S 445 44S LGS 445 A4S AAS 445 LGS 4A5 L4S A4S 445 LGS 445
3-month interest rate (%, eop) 035 035 035 050 050 060 0.80 0.80 0.80 0.80 0.85 0.85 0.85 0.85 0.85 1.05 110 130 135 135
10-year interest rate (%, eop) 115 110 135 120 120 145 148 157 130 130 1.00 120 135 140 140 150 150 150 150 150
Fiscal balance (% of GDF) 25 L4 -15 -15
Fiscal thrust (% of GDP) 05 04 04 -03
Gross public debt/GDP (%) 870 840 85.0 815
EUR/USD (eop) 108 112 120 120 120 120 117 115 112 112 112 110 112 115 115 116 117 118 120 120
USD/IPY (0p) 112 115 110 113 113 107 110 114 113 113 112 113 110 108 108 105 105 102 100 100
USD/CNY (eop) 689 678 665 651 651 628 6.67 6.87 6.88 6.88 674 675 6.80 675 675 6.70 660 670 670 670
EUR/GBP (eop) 087 0.88 094 089 089 088 0.88 0.89 0.90 0.90 0.85 0.86 0.88 0.86 0.86 0.85 0.85 0.85 085 0.85
8rent Crude (US$/bbl, avg) 55 51 S2 61 S5 67 75 76 69 72 64 68 69 73 6 70 74 76 74 74
Lower level of 25bp range; 3-month interest rate forecast based on interbank rates
Source: ING forecasts
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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 requlation 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 BRO00341) 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 www.ing.com.
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