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Week Ahead Economic Preview

Global overview

A US rate guidance from PCE and GDP updates
A Inflation data to steer ECB policy stance

A Data on industrial production in key Asian
economies, plus BoJ updates

A Special reports on the G20 Leaders Summit and
the outlook for German manufacturing

Trade wars and politics look set to dominate the
markets, monitoring progress between the US and
China at the G20 Leader Summit meeting in particular
(see our special report on page 6). However, a number
of key data releases will add insight into the extent to
which the trade-led global economic slowdown could
spur further policy action, especially in the Eurozone,
where signs of manufacturing-led economic weakness
have intensified (see our report on Germany, page 8).

With FOMC watchers hungry for insights into the
health of the US economy, all data will be eagerly eyed
for clues of growth momentum and price trends. Home
price and home sales data are accompanied by
durable goods orders and an updated estimate of first
qguarter GDP, as well as personal income, spending
and price data. Of the latter, core PCE prices will be
especially keenly awaited as this is an inflation gauge
watched closely by the Fed (see page 3).

Similarly in the eurozone, markets will be watching
flash consumer inflation data for June as the ECB
stands ready to introduce new stimulus. Swaps market
pricing of inflation expectations in the euro area have
fallen to record lows. Business and consumer
sentiment surveys are also published for Europe. In
the UK, updated first quarter GDP takes the spotlight in
an otherwise light week for data but Brexit continues to
dominate the news (see page 4).

In Asia, the focus intensifies on the health of
manufacturing amid escalating trade war tensions.
Industrial output numbers are published for Japan,
Thail and, Taiwan, Singapo
industrial profits will also be under scrutiny, as will the
NBS PMI data (issued on 30t June). Releases from
the Bank of Japan will meanwhile be scoured for clues
as to what form new stimulus could take (see page 5).
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The US Fed will be eager to see PCE price data amid
signs that weak demand is dampening inflation
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Consumer price data for the eurozone are updated amid
growing concern about the outlook at the ECB
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Key diary events

Monday 24 Jun

RBA Governor Lowe speech

Indonesia trade (May)

Singapore inflation (May)

Taiwan industrial output, retail sales, jobless rate (May)
Germany IFO surveys (Jun)

US Chicago Fed national activity index, Dallas Fed
manufacturing index (May)

Tuesday 25 Jun

South Korea consumer confidence (Jun)
BoJ meeting minutes (Apr)

Thailand industrial output (May)

Hong Kong trade (May)

US Case-Shiller home price (Apr), new home sales
(May), Richmond Fed manufacturing index (Jun)

Wednesday 26 Jun

Malaysia inflation (May)

Singapore industrial production (May)

Thailand monetary policy decision

Germany consumer confidence (Jul)

US durable goods orders, wholesale inventories (May)
ECB non-monetary policy meeting

Thursday 27 Jun

South Korea business confidence (Jun)
Japan retail sales (May)

China industrial profits (YTD, May)
Germany and Spain inflation (prelim, Jun)

Euro area business confidence, economic sentiment
(Jun)

US GDP (final, Q1), pending home sales (May)
ECB General Council meeting

Friday 28 Jun
G20 Summit (28-29 Jun)
South Korea industrial output, retail sales (May)

Japan industrial output (prelim, May) jobless rate,
housing starts (May)

BoJ Summary of Opinions (Jun)
Australia private sector credit (May)

UK GDP (final, Q1), consumer confidence, nationwide
housing prices (Jun)
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For further inform ation:

If you would like to receive this report on a regular
basis, please email economics@ihsmarkit.com to be
placed on the distribution list.

For more information on our products, including
economic forecasting and industry research, please
visit the Solutions section of www.ihsmarkit.com

For more information on our PMI business surveys,
please visit www.ihsmarkit.com/products/PMI

Click here for more PMI and economic commentary.

For all further information, please visit
www.ihsmarkit.com
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Italy and France inflation (prelim, Jun)

Euro area inflation (flash, Jun)

Spain GDP (final, Q1)

US PCE price index, personal income and spending
(May), University of Michigan consumer surveys (Jun)

Brazil consumer confidence (Q2)
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United States Week Ahead

Durable goods orders, PCE inflation and GDP revision

By Sian Jones
Economist, IHS Markit, London
Email: sian.jones@ihsmarkit.com

Leading the weekds economic
conditions across the manufacturing sector, a final
estimate for first quarter GDP and PCE prices data.
Although manufacturing data are expected to add to
slowdown worries, stronger than expected retail data in
May could support consumer spending growth.

Durable goods orders and inventories

Following on from another month of muted industrial
production, durable goods orders data for May are not
expected to throw any upside surprises. The difficulties
in the US manufacturing sector have been well
documented throughout 2019 so far, with demand

Manufacturing to remain a drag on expansion
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Survey data hint at lower PCE price inflation
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economy may remain stable through the second
quarter. That said, the rate of increase in PCE inflation
is expected to moderate, however, adding to growing
speculation of lower interest rates later this year, with
recent survey data hinting at a marked slowing in the
rate of headline inflation.

Final GDP estimate

I HS Mar kitdés US economists
predicting a downward revision to the final estimate for
first quarter GDP. An annualised increase of 2.7% is
forecast, down from the current official estimate of
3.1%.

Other key data releases include new and pending
home sales, personal income and spending data.
Regional manufacturing surveys are published from
the Dallas and Richmond Feds, while national
consumer confidence data are issued from the
University of Michigan Fed surveys and the Chicago
Fed updates its national activity index.

Sources: IHS Markit, Bureau of EconomicAnalysis, U.S Department of Commerce

Disposable income and retail sales growth remains solid
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Eurozone inflation data to provide steer on ECB stimulus

By Chris Williamson
Chief Business Economist, IHS Markit, London
Email: chris.williamson@ihsmarkit.com

The prospect of additional stimulus from the European
Central Bank remains firmly in focus with the release of
new inflation data and fresh business survey updates,
while the UK continues to be dominated by Brexit.

Eurozone inflation and survey releases

Fresh inflation data will be top of the agenda after the
ECB readied markets for additional stimulus into the
single-currency area if the coming dataflow suggests
thereos a
speech, central bank head Mario Draghi stressed that
t he Gover ni nlguseGl thenflexibility within
our mandate t o fwicHcbuld inolude
a reboot of the asset purchasing programme or lower
interest rates.

Eurozone consumer price inflation eased to a 1.2%
annual rate in May, down from 1.7% in April. Core
inflation was down from 1.3% to 0.8%, its joint-lowest
for just over a year. The timing of Easter seems to
have had a dampening impact on price, though PMI
survey data also hinted at lower pricing power
generally during the mont
an important steer on the scale and timing of further
stimulus. Headline European Commission business
and consumer survey data will also add to the
developing picture of the health of the euro area in the
second quarter.

UK Brexit fog and GDP update

Brexit and the appointment of a new prime minister
continues to dominate the UK news flow in a week of
light economic data. The key picks will be an updated
estimate of first quarter GDP and balance of payment
data. While the current estimate of economic growth in
the first quarter indicated sustained resilience in the
face of heightened Brexit uncertainty, at least some of
the 0.5% quarterly increase appears to have been the
result of stock-piling ahead of a feared no-deal Brexit
at the end of March. With the Brexit deadline having
been pushed out to the end of October, this temporary
boost looks to have faded in the second quarter,
raising the risk of the economy stagnating or even
slipping into decline as the lack of clarity on Brexit
takes an increasing toll.

n e elnd a dumrisinglg davisho n .

h.

Eurozone inflation and PMI price pressures*

Eurozone consumer prices,
y/y % change

Eurozone PMI Price
pressures gauge

— CPI 72
3.5
PMI price pressures (advanced 10 87
months)
0
25 ot [ [NIAp 62
4 v/ N rf
15—ttt |/ O PR [«, d ———————————— 57
52
05 \ N YY)
Y W i
' ' 42
-1.5 o T T T T T T T 37
2005 2007 2009 2011 2013 2015 2017 2019
Source: Eurostat, IHS Markit
* The price pressures gauge is a blend of input costs and supplier delivery times
data from the IHS Markit Eurozone PMI survey
ndateo,

PMI survey data suggest a strengthening of GDP growth
in the first quarter of 2019 is likely to have proven

temporary due to Brexit stockpiling
UK GDP, constant prices g/q % change
16

All Sector PMI (Output Index)

62

08 57

52

go
47

-08

42

-16

37

24

32

" 2007 2009 2011 2013 2015 2017 2019
IHS Markit/CIPS Manufacturing PMI indices, 50 = no change on prior month
70 80
= Stocks of Purchases
Quantity of purchases (right scale) 70
60
?\, 60
A ) '}
ik e v g
M, MW v
I ,[I’V~ \A A 50
40 f J‘
40
30 T T T T T T 30
Jan Jan Jan Jan Jan Jan Jan Jan Jan Jan Jan Jan Jan

07 08 09 10 11 12 13 14 15 16 17 18 19

Source: IHS Markit, CIPS.


mailto:chris.williamson@ihsmarkit.com
https://ihsmarkit.com/research-analysis/official-uk-gdp-numbers-add-to-Q2-economy-worries-190611.html

Economic Research
24 June 2019

7/]&\5 IHS Markit’

Asia Pacific Week Ahead

All eyes on regional manufacturing data amid rising trade tensions

By Bernard Aw
Principal Economist, IHS Markit, Singapore
Email: bernard.aw@ihsmarkit.com

With global manufacturing sector stuck in a lower gear
amid rising trade frictions, the focus next week
intensifies on manufacturing conditions across Asia.
Industrial output numbers for May are reported for
Japan, Taiwan, South Korea, Singapore and Thailand,
of which exports are a key driver for economic growth.

Analysts will also examine Chi naés industr

alongside state-sponsored PMI data for signs of
manufacturing weakness amid greater trade tensions.

Elsewhere, market participants will closely monitor the
G20 Summit held in Japan for any new development
on a US-China trade agreement. Meanwhile, the
Summary of
policy meeting will be scoured for clues as to the latest

policymakersd thinking on

and Thailand are also setting monetary policy in the
same week.

Manufacturing health

With the ongoing trade war broadening to include a
technology war, factory output data for Japan, Taiwan,
South Korea, Singapore and Thailand will be
particularly interesting given the heavy reliance of
these countries on electronics as a key export.
Industrial production data will also be eyed for clues of
growth momentum. Prospects of further monetary
support across the region have risen recently amid
signs that the global manufacturing malaise is
spreading into services activity.

China factory data

Forthcoming data releases relating to the health of
Chinese manufacturing will be scrutinised following the
slowest expansion in industrial output for over 17 years
during May. With the first four months of the year
seeing Chinese industrial profits shrinking by 3.7%
from the same period a year ago, Mayd sipdate will be
in focus. Caixin manufacturing surveys pointed to a
slower rate of growth in May, accompanied by
subdued orders and the lowest level of business
optimism recorded in the series history.

The June update to the government-sponsored
manufacturing PMI will provide further guidance as to
whether more fiscal stimulus is needed to offset the
debilitating effects of the US-China trade war.

Opinions for ethe

new,

Export performance in Asia
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Special Focus

G20 Summit: High Noon for US-China
Trade Talks

By Rajiv Biswas
Asia-Pacific Chief Economist, IHS Markit
Email: Rajiv.Biswas@ihsmarkit.com

The G20 Summit on 28-29" June will be
overshadowed by the bilateral meeting on the side-
lines of the summit between President Trump and
President Xi, as they try to conclude a US-China trade
deal. President Trump has signalled that the US will
implement another round of tariff hikes on China if US-
China bilateral trade talks do not make sufficient
progress.

The Asia-Pacific (APAC) region has suffered from a
significant slowdown in export growth during the first
half of 2019. A further round of US tariff hikes on
Chinese products would intensify negative spillover
effects to the rest of the Asia-Pacific region from a
deeper sl owdown in
the Trump-Xi talks at the G20 Summit unblock
negotiations and lead to a US-China trade deal, this
will be very positive for global financial markets and a
boost to the APAC economic outlook.

Trade top s the G20 Leaders Summit agenda

World trade will be at the very top of the agenda for the
G20 Leaders Summit in Osaka, as the escalating US-
China trade war continues to disrupt Asia-Pacific
(APAC) regional trade flows.

Reforms of the World Trade Organization to improve
its functioning had already been identified as a key
priority at the G20 Summit in Buenos Aires in 2018,
with a review of progress having been planned for the
Osaka G20 Summit.

Another key agenda item for the G20 discussions on
global trade will be excess capacity in the world steel
industry, with the Global Forum for Steel Excess
Capacity, established at the G20 Hangzhou Summit in
2016, due to report on progress. Many nations have
applied anti-dumping measures against steel imports
from various countries in recent years, due to concerns
about the impact of excess steel capacity in some
nations on the export prices of some steel products.
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Rising barriers to global trade flows will be among the
key themes for the G20 Leaders Summit, as the US-
China trade war has escalated during May and APAC
nations are already being impacted by spillover effects.
Rising trade frictions between the US and India will
also likely intensify the focus on trade protectionism at
the G20 Leaders Summit. Signalling these rising trade
frictions, the G20 Finance Ministers and Central Bank
Governors Meeting held in Fukuoka earlier in June
highlighted in their communique that global trade
tensions had intensified.

This is evident in recent trade data for many APAC
economies. Weakening exports from two of the G20
Asian industrial economies, Japan and South Korea,
highlight these vwvulnerabilities. Preliminary data for
Japanese exports in May 2019 showed a 13.4%
decline year-on-year, while South Korean exports in
May were down 9.4% year-on-year. South Korean
exports to China declined by 20.1% year-on-year in
May, mainly due to a significant slowdown in exports of
semiconductors, liquid crystal displays and computers.
In Singapore, exports fell by 15.9% year-on-year in
May.

With Asian exports already facing significant
downwards pressures, the latest tranche of US tariff
hikes that were implemented in May will add to the

Regagve impagt onsworddtrade. o

US-China bilateral trade negotiations

At their bilateral meeting held at the G20 Leaders
Summit in Buenos Aires in December 2018, US
President Donald Trump and Chinese President Xi
Jinping had agreed to a truce in the US-China trade
war for a period of 90 days starting from the date of the
US-China meeting at the G20 Summit. The deal
temporarily suspended the US plan to hike tariffs on
USD 200 billion of Chinese exports to the US from
10% to 25% on 1st January 2019.

However, with insufficient progress achieved in the
bilateral trade negotiations by May 2019, the US
Administration decided to proceed with its planned
tariff hikes. On 10th May 2019, the US government
ramped up tariffs on USD 200 billion of Chinese
exports from 10% to 25%, which is a significant blow to
the competitiveness of

While a bilateral trade deal is not expected to be
concluded at the upcoming G20 summit, the Trump-Xi
talks may help to unblock the stalled trade negotiations.
The Trump-Xi talks could open the path for renewed
trade negotiations to defuse the US-China trade and
technology wars that have been escalating in recent
weeks. A key focus of the bilateral talks will be in
relation to protection of US intellectual property rights.
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Another key topic for the bilateral discussions will be in
regard to t he Uus Depar
restrictions on US firms from selling or transferring
technology to Huawei and its affiliated companies
without first obtaining a US government license.

Next tranche of US tariff m easures

The Trump Administration has also signalled that it
may apply 25% tariffs to the remaining USD 300 billion
of imports from China that have not yet been subject to
punitive tariff measures if no trade deal is rapidly
reached. This would create a further large negative

7?//‘“\\% IHS Markit

protracted in duration, this would further cloud the

t me near-terra dutloolCfor Msian expodsd s

Global economic growth and goods exports

shock to Chinabés export -sector and to the wider Asia

Pacific manufacturing supply chain. Public hearings
held by the Office of the US Trade Representative
commenced on June 17t to consider the impact of the
proposed next tranche of US tariff measures.

Chinabs manufacturing exports

New manufacturing export orders

Source: IHS Markit

Impact on Asia -Pacific region

With world growth expected to moderate in 2019 as
momentum in the Eurozone and Japanese economies
eases, APAC exports face significant near-term
headwinds. If no progress is made in the US-China
trade talks at the G20 Summit, this could result in a
further escalation of the US-China trade war. If

Sources: IHS Markit, JPMorgan

That said, an escalating US-China trade war would
also reinforce trade diversion effects, as US buyers
shift their orders to other manufacturing hubs, while
manufacturers also restructure their output across their
global supply chains to reduce their exposure to the
US tariff measures. Therefore, some emerging APAC
manufacturing hubs would likely gain increased export
orders from the US as a result. ASEAN manufacturing
hubs such as Vietnam, Malaysia and Thailand are
likely to benefit from some diversion of export orders
as well as stronger foreign direct investment flows over
the medium-term as multinationals diversify their global
supply chains away from China. Tentative evidence of
this beneficial trade diversion effect is already being
recorded in the PMI surveys, notably for Vietham.

With another round of US tariff hikes on a further USD
300 bhillion of Chinese exports looming if the G20
Summit does not produce significant progress in US-
China bilateral trade negotiations, the risks of further
negative spillover effects on the APAC export sector
are increasing.

Concerns are increasing among APAC policymakers
about the negative impact of the escalating US-China
trade war on regional growth prospects. Signs of
softening Chinese domestic demand and the
slowdown in global electronics new orders are also
amplifying the negative transmission effects on the
APAC manufacturing supply chain.

However, if the Trump-Xi talks at the G20 summit
unblock the stalled bilateral trade negotiations and lead
to a US-China trade deal, this will be very positive for
global financial markets and a boost to the APAC
economic outlook.
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