5 September 2017

i

ESSENTIAL ASIA

7 ake cover from the @onﬁyuﬂ 7 antrum s

Bank

In this issue

Take cover from the Talking Points

Pyongyang tantrum 2 . Geopolitical tension has risen visibly, as North Korea decided to up the provocations

China Spotlight: From with its successive missile launches and also underground nuclear tests.

stable to supercharged? 3 * China’s patience is being tested, while US President Trump has been firing verbal

. responses initially targeted at Pyongyang, China and then extended to all who trades
Korea Spotlight: Trouble with Pyongyang.

with the neighbours 4 . CNY plays up its role as an anchor of stability, while the KRW looks more vulnerable.

India Spotlight: Bitter is

the medicine 5 Recent Reports

* 30 Aug 2017 - Australia Economy Watch: Construction cycle extends
* 14 Aug 2017 — China Economic Update: Data returning to trend after strong June
¢ 10 Aug 2017 — Asia Dashboard: Hong Kong - HKD risk premium staved off for now

Singapore Spotlight:
Getting back on track 6

Malaysia Spotlight: Simple

complications 7 Please request a copy from

Indonesia Spotlight: A cut

too quick? 8
Selected Indicators 9 FX changes over the month (% change)
-1|.5 -1I.O -0|.5 0.0 0.5 1.0 1.5 2.0 2.5
N N HEEEEE——E————I—.,
USDKRW O]
USDPHP ]
USDTWD [ ]
USDCNH I
USDINR [ |
USDIDR |
ADXY |
USDTHB I
USDSGD [
USDCNY —
DXY I
Source: National Australia Bank, Bloomberg, Macrobond
Korea: KRW relative performance versus CNY Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
13501 L 8.0 2016 2016 2016 2016 2017 2017 2017 2017
13251 —_ r7.9
EURCNY , rhs L8 Korea 150 125 1.25 125 1.25 125 125 1.25
1300 - — EURKRW,, lhs '
J F7.7 .
1275 L6 Thailand 150 150 150 150 150 150 150 1.50
1250 - L5
1225 1 (KRW weighed down by\‘ ’ Malaysia 325 325 3.00 300 300 3.00 3.00 3.00
North Korea risk | 7+4
1200 | F7.3 .
India 6.75 6.50 6.50 6.25 6.25 6.25 6.00 6.00
1175 1 7.2
Jan Feb Mar Apr May Jun Jul Aug Indonesia 5.50 5.25 5.00 4.75 4.75 4.75 4.50 4.50
2017
Source: National Australia Bank, Bloomberg, Macrobond China 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35
Authors: Christy Tan, Head of Markets Strategy/Research, Asia Julian Wee, Senior Markets Strategist, Asia

© National Australia Bank Limited ABN 12 004 044 937 AFSL and Australian Credit Licence 230686 1



Essential Asia

TAKE COVER FROM THE PYONGYANG
TANTRUM

» Geopolitical tension has risen visibly, as North Korea
decided to up the provocations with its successive
missile launches and also underground nuclear tests.

« China’s patience is being tested, while US President
Trump has been firing verbal responses targeted at
Pyongyang, China and then extended to all who
trade with Pyongyang.

e In the meantime, the CNY plays up its role as an
anchor of stability, while the KRW looks more
vulnerable.

Pyongyang’s successive provocations and actions that
appear to have crossed some key thresholds are
expected to keep investors on their toes into the month.
While there is still little conviction that all these will
escalate into a full blown military response, the
relentless show of defiance from North Korean leader
Kim Jong Un is increasingly seen as a game of dare on its
allies China and Russia. Investors are expected to brace
for more volatilities ahead.

Moon and Xi staying put in the diplomatic arena

Despite the repeated provocation from North Korea,
South Korean President Moon and Chinese President Xi
have on balance maintained their diplomatic stance.
While expressing frustration and anger, and promising
to seek punitive measures that will force Pyongyang to
give up its nukes, President Moon continued to urge
Pyongyang to return to the path of dialogue.
Additionally, an unnamed official from Moon’s office has
been cited as saying that it is still unclear whether this
latest nuclear test crosses a “red line” that Moon had
previously set. President Moon had previously placed this
threshold at the completion of a nuclear ICBM but the
official suggested that it is still unclear that both the
missile and miniaturization technology have been
completely mastered by Pyongyang. Seoul's reaction
seems to be the canary in the coalmine for now and as
long as it keeps singing, the market may refrain from
hitting the panic selloff button. President Xi has relied on
his foreign ministry to send the message which
condemns Pyongyang’s actions, but the Global Times,
which tends to reflect Beijing's views, warned against
cutting off North Korea's oil supply. Coincidentally, China
Central Television began to telecast a six-episode
political documentary series titled “Major Country
Diplomacy” on August 28™. This is deemed a display of
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major progress in China’s diplomacy under President Xi
as China’s chief diplomat over the past five years,
documenting his visits to 56 countries since taking office
in 2013.

Trump and Abe’s “nuke for nuke” stance

President Trump may have toned down his rhetoric on
Pyongyang, but the latest statement from the White
House is that the US is ready to use its nuclear capability
if North Korea continues to threaten US territories or
allies. Japan and the US appeared to be more aligned in
terms of standing ready for military response after North
Korea recently launched a few missiles that landed over
Japan. The Japanese prime minister said Japan will do its
best to co-operate with the United States to protect itself
from any missile that North Korea has fired. He added
that the country would increase its missile defense and
capacity.

Markets in the middle of the Pyongyang tantrum

Investors are expected to shift preference to safehaven
trades and stay wary of the potentially destabilising
Pyongyang tantrum. The panic “selloff” button has not
been triggered, short JPY positions are still in place,
albeit reduced. China holding firm in its diplomatic
stance and also anchoring stability by allowing CNY
appreciation is helping to instil some calm as well. In
addition, macro data across Emerging Asia has been
improving and underpinning appetite for Asian assets,
especially when juxtaposed against market discounting
Fed hike this year. So, while being watchful, investors are
also being selective in their defensive plays. The KRW
looks most vulnerable and the government is warning
that the impact on financial markets may not be limited
to the short term and may deploy contingency measures.
A downgrade in South Korea’s sovereign ratings could be
an increasing risk should the situation worsen further.

The CNY, on the other hand, may continue to outperform
against its trade weighted basket, with stability a key
policy priority in the run up to its 19" National Peoples’
Congress on October 18™. A new CPC Central Committee
and a new Central Commission for Discipline Inspection
will be elected at the congress. Chart 1 below shows the
divergence between EUR/CNY and EUR/KRW trends, a
clear reflection of the impact from the rising tension in
the Korean peninsula. However, relative to Korea 5Y CDS,
the KRW NDF points appear to be under-pricing the
geopolitical risks and suggests more scope for further
rightward shifts in the KRW NDFs.

South Korea: Measures of risk premium
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CHINA SPOTLIGHT:
From stable to supemﬁarjeaé?

* The CNY may maintain its appreciation bias in the
run-up to the 19th Communist Party National
Congress on October 18th.

* There is also rising conviction that the strength may
extend towards the end of 2017, provided the USD
stays soft.

» Geopolitics may be a double-edged sword for the
CNY, but China is still inclined to maintain diplomacy
and prioritize market stability for now.

The CNY outperforms

USD/CNY fell 0.7% in July and nearly 2% in August,
breaking through key levels of 6.70 and 6.60 in a single
month. Whilst market conviction of CNY appreciation has
been increasing, the momentum has caught many
investors by surprise. A key trigger for USD/CNY to break
6.60 could be the USD index breaching the 92.0 level in
late August. However, there appears to be an increasing
willingness to allow not just bilateral CNY strength vs the
USD, but also CNY outperformance against other non-
USD currencies within the basket. This is observed in the
strong daily CNY central parity fix even though the USD
index has staged a mild recovery above 92.0. Also, while
there was some hesitation before USD/CNY breached 6.7
in early August and some of the weakness could be
deemed catching up with the USD’s persistent softness,
there appears to be a subtle shift towards allowing CNY
outperformance towards in the later part of August. The
RMB index rose 1.8% in August, a strong divergence
relative to the flat performance in July.

That the CNY strength is occurring at the same time as
rising geopolitical tension in the Korean peninsula is a
key indication that the Chinese authorities are displaying
commitment to maintain financial market stability. This
may not be a permanent policy stance, but perhaps could
be maintained until the 19" National People’s Congress
on October 18™.

A politically-charged CNY

The 19th CPC National Congress will review the Party's
work over the past five years, amongst other things
under the leadership of the CPC Central Committee with
Xi Jinping at the core since the 18th CPC National
Congress. During the session in Beijing, a new CPC
Central Committee and a new Central Commission for
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Discipline Inspection will be elected.

The work report is expected to show progress along the
lines of recent reforms and anti-corruption drives. Recent
macro data will also help provide some assurance that
China is well on track to meet its growth target of 6.5%.
The drive to enhance the quality of growth is expected to
be emphasised.

Further CNY strength post NPC is a possibility

There are more reasons to believe that CNY strength may
extend into the end of 2017. China’s GDP could
potentially overshoot the 6.5% official target, Trump’s
trade policies are expected to be more threats than
actual war and global growth is recovering at a steady
pace towards trend. Even if geopolitical tension involving
North Korea persists, China may still be inclined to
maintain diplomacy and prioritize market stability and
this could sustain a stronger CNY. In addition,
expectations of CNY appreciation appears to be taking
hold with greater conviction. The CNY has edged back to
being ranked the top 5 global payment currency
according to SWIFT’s data in July. The proportion of
international currency payments made in CNY rose for
the third consecutive month in July to 2% from 1.98% in
June, the highest level since last November.

However, we are still mindful of the Fed’s balance sheet
reduction and rate hikes and the potential recovery of
the USD, however modest, over the next few months. A
stronger CNY may also be expressed via an appreciating
RMB index while n USD/CNY tracks the general USD
trend. Hence, we are maintaining our recently revised
USD/CNY forecasts for end 2017 at 6.67.

USD/CNY fixing volatility
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KOREA SPOTLIGHT:
7 rouble with the n,egﬁbow's

* North Korea’s latest provocations again take the
limelight with a missile launch over Japan and a
much more powerful nuclear test.

* Seoulis still taking care to emphasize that diplomacy
is still the preferred way to go but more pressure is
likely to be piled onto Pyongyang.

* Fiscal and monetary will continue to be expansionary
to buffer against the geopolitical uncertainty.

Calm in the face of the storm

September has begun as August ended, with sequential
provocations from North Korea that are likely to see
Korean and possibly other Asian equity markets reflect
the growing uncertainty, despite a fairly strong Q2 GDP
growth number. Both fiscal and monetary policy are
likely to remain accommodative for the time being given
the lack of debt or inflation constraints.

Overall, the KRW and Kospi have exhibited an inordinate
level of calm amidst the increasingly provocative actions
from North Korea, and from a more aggressive US
President Trump. However, September could see a bit
more risk priced into both markets.

The rowdy neighbour gets rowdier

Two very recent events have elevated risks to a
significantly higher level and the reactions of North
Korea’s neighbours reflect this. Towards the end of
August, North Korea shocked Japan by firing a missile
over its northernmost island of Hokkaido. Although it
landed in the ocean 1200km east of Hokkaido, this
brazen demonstration of its range capability, in light of
its recent threats against the US territory of Guam, has
increased tensions with multiple regional partners.

Perhaps even more disturbing was North Korea’s sixth
nuclear test in early September 2017. This came a year
after the fifth test and estimates suggest it was between
5-10 times the size of the previous test explosion.
Additionally, Pyongyang claims that it has successfully
miniaturized it to fit onto an intercontinental ballistic
missile (ICBM) that could presumably hit the US
mainland.

South Korea seeks a delicate balance

South Korean President Moon Jae-in though has tried to
preserve some space for diplomacy. While expressing
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frustration and anger, and promising to seek punitive
measures that will force Pyongyang to give up its nukes,
Moon continued to urge Pyongyang to return to the path
of dialogue. Additionally, an unnamed official from
Moon'’s office has been cited as saying that it is still
unclear whether this latest nuclear test crosses a “red
line” that Moon had previously set. President Moon had
previously placed this threshold at the completion of a
nuclear ICBM but the official suggested that it is still
unclear that both the missile and miniaturization
technology has been completely mastered by

Pyongyang.

Meanwhile, South Korea’s military announced that it was
coordinating with the US on a joint “military response”,
without specifying what this might be. A symbolic show
of force is possible but clearly this will have to be
handled deftly. President Moon maintains that President
Trump has agreed that South Korea has veto power over
any potential military action.

Economic policy to remain supportive

In the face of these escalating tensions, the Korean
economy grew a respectable 2.7% yoy in Q2 2017 largely
on the back of strong investment. This is likely to
continue in Q3 with the government’s supplemental
budget approved in July helping to stoke economic
activity. Finance Minister Kim reiterated the
government’s commitment to attain 3% growth this year
and will push for a balanced two-track sustainable
growth policy anchored on industrial innovation and
broad-based income distribution. Bank of Korea
governor Lee Ju-yeol has suggested that inflation
remains benign and that the 3 areas of concern for the
BoK are foreign trade, household debt, and geopolitical
tensions. The first item presumably refers to the
uncertainty surrounding the KORUS FTA; President
Trump has said he is still mulling cancelling the trade
pact. It may be mildly comforting that potentially some
mitigation to the risks to international trade may be
sourced from the economic support into 2018. The South
Korean government has proposed a record $380bn
budget for 2018, representing a 7% yoy growth and the
biggest increase since the global financial crisis in 2009.
Fiscal policy may be playing a bigger role for overall
growth prospects in 2018.
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INDIA SPOTLIGHT:
Bitter s the medicine

* Q2 GDP growth was another downside shock with
investment and net exports the main culprit.

* RBI s likely to remain very dovish but it needs to be
careful to keep rate declines gradual with the US set
to see higher interest rates in the coming months.

* The government has passed an aggressive highway
spending bill and frontloading that will be key to
cushioning the impact of the slowdown.

Policy-politics contagion

The government of Prime Minister Nahrendra Modi is
fortunate that it has a large stock of political capital at
hand as it faces a double whammy of a fairly sharp
slowdown due in part to the already weak investment
sentiment, and in part due to the disruption caused by
the bold demonetization effort last November. Q3 might
not bring much respite either as the introduction of the
Goods & Services Tax (GST) on 1 July, which has also
been blamed for contributing to the weakness in Q2,
further slows of business activity.

These policy measures are largely positive ones in the
medium term but the near term impact will likely be
negative for some time. One way to remedy that is to
lean more heavily on fiscal policy, and that is apparently
what the Modi government is embarking on via
infrastructure spending. With consumer sentiment still
fairly robust, loose monetary policy could help to raise
the multiplier that fiscal spending will enjoy.

The Reserve Bank of India though should be careful to
pace itself and avoid a precipitous decline in the carry
buffer that the INR enjoys over the USD. The erosion
though will happen, and the fiscal spending will likely
boost imports. Bond market inflows will likely help
ameliorate the damage but overall, the USD/INR could
be set for an upward trajectory that could end up at least
comparable to its Asian counterparts.

Growing pains

Q2’s GDP growth of just 5.7% yoy was a rude shock to a
market expecting a rebound from Q1’s shock of 6.1%.
Investment, which grew just 1.6%, was also weak and
contributed just 0.5%pts. Net exports was the main
culprit and posed a drag on growth of 2.6%pts. Private
consumption remained strong, growing 6.7% yoy and
government consumption also helped with 17.2% yoy

India: Key interest rates
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growth.

India's Markit Purchasing Managers' Index
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Fiscal spending provides a silver lining

Q2’s government consumption growth was largely due
to the controversial waivers on agricultural loan to
alleviate the impact of the drought. In the medium term
though, it is likely to be infrastructure spending that
drives government spending. Fortunately, the GST
implementation is appearing to be the one bright spot,
with July’s collection exceeding projections, which are
for annual revenue to grow by 14% in FY17-18 and 16%
and 17% in the following 2 FYs.

The government also seems to have already earmarked
revenues for highway spending in its latest 5 year plan.
50,000km of roads are planned for 2017-2022, more than
the 30,000km that China is planning to add. INR649bn
($9.7bn) has been earmarked for FY17-18; the amount is
estimated by Bloomberg Intelligence to cover 66% of the
total funding needed and represents a 24% jump from
the previous year.

Pressure on the INR will only increase

RBI governor Urjit Patel’s comments suggests that he is
watching what the government does on the farm loan
waivers before deciding on more rate cuts. Nevertheless,
rate cuts in the quarters ahead are very likely, and the
ramped up infrastructure spending is likely to see net
exports fall and pose an increasing drag on growth. GDP
growth is likely to remain tepid for a few quarters and
this is unlikely to inspire a surge in equity inflows. Bond
inflows are not likely to be sufficient to prevent the INR
falling down the Asian leader board.

India's key GDP contributors by expenditure
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SINGAPORE SPOTLIGHT:
éettdvﬂ back on track

« August has seen the SSNEER reverse its July gain and
has retreated back to 0.5% above the mid-point from
a late-July high of 1%.

* With the Fed actions still a key source of uncertainty,
the recent rise of geopolitical risk has increased the
likelihood that MAS will opt to hold fast in October.

* The domestic economy provides little directional
guidance, with inflation edging higher but the job
market remaining somewhat soft.

Diminishing deviation

After a rather exhilarating July, wherein the SSNEER had
surged to 1% above the mid-point of the policy band,
August saw the key measure of the SGD brought back
down to 0.5% above the mid-point, exactly where it had
been at the start of July. This full-circle journey is heavy
with portent of how the MAS sees the broad global FX
environment: the uncertainty surrounding US domestic
policy and politics, and the simmering North Korea
situation, mean that it might be best to keep one’s
powder dry till there is improved visibility on what might
happen and how the market might react to it. Key
amongst these will be the US Federal Reserve’s
impending decision on when to embark on its balance
sheet reduction, and whether this will finally convince
the US Treasury market that yields should really be
higher.

Unless September brings a massive upheaval, the MAS is
still very much on track to keep the policy setting
unchanged at their biannual monetary policy meeting in
the middle of October. Although expectations of strong
GDP growth and a gradually climbing MAS Core CPI
inflation do both provide some reason to move to a
tightening bias in October, but this has to be weighed
against the risks from both the US Federal Reserve’s
balance sheet reduction, and the uncertainty emanating
from the Korean peninsula. Our sense is that MAS will
prefer to wait these out and do an inter-meeting shift if
necessary, or just wait for April.

Domestic discrepancy

Domestically too, there is little need for a shift. The main
argument for an early move will likely be inflation. The
MAS Core inflation continues to hover comfortably
below the medium target of 2%, coming in at 1.6% yoy
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in July, the headline number continues to be very benign
at just 0.6% yoy or 0.2% seasonally adjusted. Growth
expectations too remain robust, with the June survey of
professional forecasters yielding median expectations of
2.5% growth for 2017. This was up from 2.3% in the
March survey largely due to a rise in the expected
growth in manufacturing from 4.5% to 5.0%. Projected
non-oil domestic exports growth was down from 6.1% in
March but was still high at 5.6% in June.

While all these do create the space for a more hawkish
position on policy, there are still some cautionary signs.
At the periphery, the jobs market remains soft, with job
vacancies on the wane and retrenchments at somewhat
high levels. Workers also seem to be reacting to this
reduced economic security, with resignations on the
wane. The property market also appears to be somewhat
soft, with inflation for all items less owner-occupied
imputed rentals for July coming in at 1.8%, implying
significant deflation in property prices.

Singapore: Jobs market
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Help from the RMB

The People’s Bank of China’s recent appetite for RMB
strength though help to nullify the broad USD weakness
and make it easier for the SSNEER to remain fairly muted
despite a falling USD/SGD. This should ensure that the
MAS remains quite sanguine until the Federal Reserve
decides to put its balance sheet reduction down in stone
and potentially trigger a rebound in the USD. For now,
MAS is likely to be quite happy to watch and wait.

Singapore CPI Inflation
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MALAYSIA SPOTLIGHT:
Simple complications

 Inflation has fallen off sharply but BNM is likely to
look past this given that core inflation remains flat.

» Domestic demand remains strong and is likely to hurt
the current account and add downward pressure to
the MYR.

» Itis expedient for BNM to allow the MYR to
underperform regional peers to boost FX reserves,
but the optics might be problematic.

Comfortable with a potential for unease

The combination of relatively strong GDP growth, falling
inflation, and strong domestic demand is likely to put
Bank Negara Malaysia in a bit of a bind that sees it keep
its policy rate unchanged for the next 2-3 quarters. In the
interim though, maintaining the MYR’s relative
underperformance in pursuit of increased FX reserves
looks likely to be the most bankable strategy.

The most pressing statistic might be inflation, which has
slid to 3.2% yoy in July from 5.1% in March. This takes
the rate near the bottom of BNM’s 3.0%-4.0% projected
range for 2017. On the other hand, GDP growth is
currently running at above the 4.3%-4.8% projection for
2017; Q2 saw the economy grow 5.8% with domestic
components running way ahead of projection, especially
government spending. This has already seen imports
growth accelerate sharply, although the impact on the
current account has been masked by concurrent surge in
exports. Also worth noting is that personal loans growth
has been accelerating and housing loan growth has
recently started to accelerate as well.

The strength of domestic demand and its potential for a
detrimental impact on the external balance will probably
mean that BNM will likely look past the weak inflation
number and hold back on monetary stimulus. On the
MYR though, any further relative strength could see
increased leakage of fiscal stimulus so it is in the
interests of both the government and BNM to at least
restrict the relative strength of the MYR, if not engineer
some small amount of underperformance.

BNM to keep one eye on inflation

On a seasonally adjusted basis, the CPI has seen MoM
declines for 5 straight months and fallen a cumulative
0.75%. Most of the YoY disinflation can be traced back to
the Transport component, which fell from 23% yoy
inflation in March to just 7.7% in July. The sharp rise to

Malaysia: Precarious external withdrawals position
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23% in March was due largely to an administered
increase in fuel prices, as well as low base effects. While
this round of disinflation is not likely to be too worrying
for BNM, the central bank is likely to keep a close eye on
whether there are second round effects. Given the robust
domestic demand though, a disinflation “contagion” is
rather unlikely.

Malaysia: CPI inflation of goods by function
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It’s never that simple...

The choice to keep its powder dry, ahead of a possible
waning of the fiscal impulse in H2 2017, should be quite
an easy one. As should the choice to keep the MYR
underperforming its regional counterparts, especially in
a weak USD environment, but also beyond. What might
complicate matters is a potential rebound in the USD in
Q4, and the optics of the MYR being a regional laggard
in the run-up to elections season in H1 2018, if not
earlier.

It is worth remembering that Malaysia’s FX reserves
position remains relatively weak. While this is not an
critical problem, it does leave BNM less able to mount a
sustained defence of the MYR’s relative performance in a
strong-USD environment.

Malaysia: Loan growth by type

Hire Purchase — Housing Loans — Personal Loans
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INDONESIA SPOTLIGHT:
A cut too quick?

« Bl surprised the market with a 25bps policy rate cut
as growth slowed on the back of weak household
spending.

» Blis right that a reasonably robust external balance
and strong FX reserves position should see the IDR
remain well supported.

* However, Bl might have been a little too hasty given
that domestic demand still remains resilient and
inflation is not really all that soft.

More haste, less speed

With the US Federal Reserve still on track to hike one
more time before the year’s end, and embark on balance
sheet reduction, Bank Indonesia’s surprise cut in the 7-
day reverse repo policy rate to 4.50% from 4.75% is could
come back to cause some grief. While this particular cut
should not, in and of itself, result in too much stress on
the IDR, especially with the central bank in possession of
adequate FX reserves, further cuts over the next 2-3
quarters could result in a meaningful increase in
pressure.

As for spurring growth, it is far from certain that the
binding constraint is the policy rate. To a very significant
degree, rate cuts are not being passed on beyond the
interbank market. The worry here is that there seems to
be structural reasons holding investment back, possibly
infrastructure bottlenecks. This creates the risk that only
consumption is stimulated and in turn boosts inflation
before investment can find its footing.

Rate cuts not getting passed on

Since January 2016, the policy rate has been lowered
300bps and the 12mth interbank rate has fallen 247bps.
However, consumer loans rates have only come down
73bps, investment loan rates by 96bps and working
capital loan rates by 134bps. This partial transmission
seems to suggest that there are other (probably
structural) reasons that are preventing previous cuts
from fully impacting the economy.

The shift in the policy rate from the Bl rate to the reverse
repo in August 2016 has helped, with commercial bank

Indonesia: Real rates and transmission fairly constant
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loan rates responding a lot more to the 100bps cut since
then. However, a gradual climb in the non-performing
loan ratio from 1.69% at end-2013 to 3.1% in Q2 2017.

With the somewhat stymied transmission, the part of the
burden for stimulating the economy will need to be
borne by fiscal spending to boost infrastructure, and
structural reforms to reduce red tape.

Well stocked

In terms of the IDR, this one cut is not likely to mean that
much given that the interest rate differential is still fairly
wide. However, if we do actually see 3-4 more US Fed
hikes by the end of 2018 and if this is compounded by a
few cuts by BI, this could meaningfully reduce the
relative attractiveness of the IDR’s carry. However, this
erosion will be gradual and BI has sufficient FX reserves
in the near term to keep the IDR well cushioned against
upward spikes in the USD.

Indonesia: Short-term FX Reserves adequacy
1.75 7 — FX Reserves over withdrawal risks B FX Reserves

1.65 Short Term withdrawal risks
(from IMF EDS)

1.71
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2015 2016 2017

Source: National Australia Bank, IMF, Macrobond

Patience needed

Meanwhile, the government at least seems to have got
the message, with President Widodo streamlining the
investment process effective 1 January 2018, to improve
the ease of doing business. Widodo also called on SOEs
and the private sector to use the momentum from the
rate cut to invest more. However, for 2017, even Bl has
resigned to accepting that fiscal spending will be the
main source of growth, which means upside potential for
growth is limited given the fact that weak revenue
collection is limiting the scope for strong fiscal spending.
For now, the benign rate of inflation offers scope for
some monetary easing but Bl should avoid overdoing it.

Indonesia: Key contributors by expenditure
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SELECTED INDICATORS

Sep 17 Dec17 Mar 18 Jun 18 Sep 18 Dec 18 Mar 19 Jun 19 Sep 17 Dec17 Mar18 Jun18 Sep18 Dec18 Mar19 Jun1i9
New USD/CNY 6.65 6.67 6.64 6.64 6.62 6.65 6.64 6.65 AUD/CNY 5.19 5.00 4.92 4.85 4.83 4.86 4.92 4.98
old 6.81 6.82 6.81 6.81 6.80 6.79 6.74 6.73 4.97 4.77 4.70 4.63 4.63 4.69 4.72 4.78
New USD/IDR 13450 13500 13500 13480 13460 13400 13360 13350 AUD/IDR 10491 10125 9990 9840 9826 9782 9886 10013
old 13450 13500 13500 13480 13460 13400 13360 13350 9819 9450 9315 9166 9153 9246 9352 9479
New USD/INR 65.0 65.3 65.5 65.8 65.6 65.4 65.2 65.0 AUD/INR 50.7 49.0 48.5 48.0 47.9 47.7 48.2 48.8
old 65.0 65.3 65.5 65.8 65.6 65.4 65.2 65.0 47.5 45.7 45.2 44.7 44.6 45.1 45.6 46.2
New USD/KRW 1160 1200 1200 1180 1160 1160 1150 1150 AUD/KRW 905 900 888 861 847 847 851 863
old 1160 1200 1200 1180 1160 1160 1150 1150 847 840 828 802 789 800 805 817
New USD/MYR 4.25 4.40 4.35 4.35 4.35 4.30 4.25 4.20 AUD/MYR 3.32 3.30 3.22 3.18 3.18 3.14 3.15 3.15
old 4.25 4.40 4.35 4.35 4.35 4.30 4.25 4.20 3.10 3.08 3.00 2.96 2.96 2.97 2.98 2.98
New USD/PHP 50.3 50.5 50.0 49.5 49.2 49.0 48.6 48.5 AUD/PHP 39.2 37.9 37.0 36.1 35.9 35.8 36.0 36.4
old 50.3 50.5 50.0 49.5 49.2 49.0 48.6 48.5 36.7 35.4 34.5 33.7 33.5 33.8 34.0 34.4
New USD/SGD  1.385 1.405 1.400 1.400 1.398 1.395 1.385 1.380 AUD/SGD 1.08 1.05 1.04 1.02 1.02 1.02 1.02 1.04
old 1.385 1.405 1.400 1.400 1.398 1.395 1.385 1.380 1.01 0.98 0.97 0.95 0.95 0.96 0.97 0.98
New USD/THB 34.1 34.5 35.0 34.6 34.5 34.5 34.4 34.3 AUD/THB 26.6 25.9 25.9 25.3 25.2 25.2 25.5 25.7
old 341 345 350 346 345 345 344 343 249 242 242 235 23.5 23.8 24.1 24.4
New USD/TWD  30.2 30.2 30.4 30.5 30.6 30.5 30.3 30.2 AUD/TWD  23.6 22.7 22.5 22.3 22.3 22.3 22.4 22.7
old 30.2 30.2 30.4 30.5 30.6 30.5 30.3 30.2 22.0 21.1 21.0 20.7 20.8 21.0 21.2 21.4

Sep-17 Dec-17 Mar-18  Jun-18 Sep-18 Dec-18 Mar-19  Jun-19

Australian Dollar AUD/USD 0.78 0.75 0.74 0.73 0.73 0.73 0.74 0.75

New Zealand Dollar  NZD/USD 0.72 0.70 0.69 0.69 0.70 0.70 0.71 0.72

Japanese yen USD/IPY 112 116 118 118 118 120 120 120

Euro EUR/USD 1.19 1.17 1.18 1.20 1.22 1.20 1.20 1.18

British Pound GBP/USD 1.28 1.27 1.29 1.29 1.28 1.26 1.25 1.24

Swiss Franc USD/CHF 0.97 0.97 0.97 0.96 0.98 0.98 0.98 0.98

Canadian Dollar USD/CAD 1.27 1.30 1.31 1.32 1.33 1.34 1.35 1.34

Chinese New Yuan USD/CNY 6.65 6.67 6.64 6.64 6.62 6.65 6.64 6.65

2013 2014 2015 2016 2017 2018 Country/region 2013 2014 2015 2016 2017 2018

Hong Ko-ng 3L 27 24 L L0 B United States 1.7 2.4 2.6 1.6 2.1 2.3

Indonesia 5.6 5.0 4.9 5.0 5.0 5.0

Singapore 4.6 33 20 15 15 i Japan 2.0 0.3 1.2 1.0 0.8 0.6

Taiwan 22 39 0.7 13 13 13 Euro-zone -0.3 1.1 1.9 1.7 1.9 1.8

Thailand 2.7 0.8 5.0 4.2 4.2 4.2 United Kingdom 1.9 3.1 2.2 2.0 1.8 1.7

Malaysia 4.7 6.0 2.6 2.7 2.7 2.7 Emerging Asia 4.2 4.1 3.5 3.7 3.7 3.6

S Korea 2.9 3.3 2.8 3.3 3.3 3.3 Latin America 2.5 0.9 -0.2 -1.2 0.1 1.9

Philippines 7.1 6.2 5.9 6.8 6.8 6.8 China 7.7 7.3 6.9 6.7 6.5 6.3

Total 4.2 4.1 3.6 3.8 3.8 3.8 Canada 2.5 2.6 0.9 1.2 1.7 2.0

India 6.3 7.0 7.2 7.1 7.2 7.2 . - - = . .
India 6.3 7.0 7.2 7.1 7.2 7.2
Africa 5.2 5.1 3.4 1.6 2.8 3.7
Eastern Europe 2.8 2.8 3.7 2.9 3.1 3.1
Middle East 2.4 2.2 2.5 3.8 3.1 3.5
Other advanced 2.2 2.8 2.0 2.0 2.0 2.0
World 3.36 3.39 3.10 2.94 3.18 3.35

Source all tables: National Australia Bank

NAB Markets Research | 9



Essential Asia 5 September 2017

CONTACT DETAILS

FX Strategy, Asia Markets Research
Christy Tan Peter Jolly

Head of Markets Strategy/Research, Asia Global Head of Research
+852 2822 5350 +61 2 9237 1406
christy.tan@nabasia.com peter.jolly@nab.com.au
Julian Wee

Senior Markets Strategist, Asia Group Economics
+65 6632 8055

julian.wee@nabasia.com Alan Oster

Chief Economist
+61 3 8634 2927
alan_oster@national.com.au

NAB Markets Research | 10



Essential Asia 5 September 2017

Important Notice

Disclaimer: This document has been prepared by National Australia Bank Limited ABN 12 004 044 937 AFSL 230686 (“NAB”). Any advice contained in this document has
been prepared without taking into account your objectives, financial situation or needs. Before acting on any advice in this document, NAB recommends that you consider
whether the advice is appropriate for your circumstances. NAB recommends that you obtain and consider the relevant Product Disclosure Statement or other disclosure
document, before making any decision about a product including whether to acquire or to continue to hold it. Products are issued by NAB unless otherwise specified.

So far as laws and regulatory requirements permit, NAB, its related companies, associated entities and any officer, employee, agent, adviser or contractor thereof (the
“NAB Group”) does not warrant or represent that the information, recommendations, opinions or conclusions contained in this document (“Information”) is accurate,
reliable, complete or current. The Information is indicative and prepared for information purposes only and does not purport to contain all matters relevant to any
particular investment or financial instrument. The Information is not intended to be relied upon and in all cases anyone proposing to use the Information should
independently verify and check its accuracy, completeness, reliability and suitability obtain appropriate professional advice. The Information is not intended to create any
legal or fiduciary relationship and nothing contained in this document will be considered an invitation to engage in business, a recommendation, guidance, invitation,
inducement, proposal, advice or solicitation to provide investment, financial or banking services or an invitation to engage in business or invest, buy, sell or deal in any
securities or other financial instruments.

The Information is subject to change without notice, but the NAB Group shall not be under any duty to update or correct it. All statements as to future matters are not
guaranteed to be accurate and any statements as to past performance do not represent future performance.

The NAB Group takes various positions and/or roles in relation to financial products and services, and (subject to NAB policies) may hold a position or act as a price-maker
in the financial instruments of any company or issuer discussed within this document, or act and receive fees as an underwriter, placement agent, adviser, broker or
lender to such company or issuer. The NAB Group may transact, for its own account or for the account of any client(s), the securities of or other financial instruments
relating to any company or issuer described in the Information, including in a manner that is inconsistent with or contrary to the Information.

Subject to any terms implied by law and which cannot be excluded, the NAB Group shall not be liable for any errors, omissions, defects or misrepresentations in the
Information (including by reasons of negligence, negligent misstatement or otherwise) or for any loss or damage (whether direct or indirect) suffered by persons who use
or rely on the Information. If any law prohibits the exclusion of such liability, the NAB Group limits its liability to the re-supply of the Information, provided that such
limitation is permitted by law and is fair and reasonable.

This document is intended for clients of the NAB Group only and may not be reproduced or distributed without the consent of NAB. The Information is governed by, and
is to be construed in accordance with, the laws in force in the State of Victoria, Australia.

Analyst Disclaimer: The Information accurately reflects the personal views of the author(s) about the securities, issuers and other subject matters discussed, and is based
upon sources reasonably believed to be reliable and accurate. The views of the author(s) do not necessarily reflect the views of the NAB Group. No part of the
compensation of the author(s) was, is, or will be, directly or indirectly, related to any specific recommendations or views expressed. Research analysts responsible for this
report receive compensation based upon, among other factors, the overall profitability of the Global Markets Division of NAB.

For distribution by WealthHub Securities: Where you have received this document via the nabtrade service (nabtrade), it is distributed to you by WealthHub Securities
Limited ABN 83 089 718 249 AFSL No. 230704 (“WealthHub Securities”). WealthHub Securities is a Participant of the Australia Securities Exchange and a wholly owned
subsidiary of National Australia Bank Limited ABN 12 004 044 937 AFSL No. 230686 (“NAB”). NAB doesn't guarantee the obligations or performance its subsidiaries, or the
products or services its subsidiaries offer. Any material provided to you by WealthHub Securities will contain factual information or general advice. This factual
information or general advice does not take into account your particular objectives, financial situation and needs, and a statement of advice will not be provided.
WealthHub Securities will not give you any legal, tax, financial or accounting advice or any advice or recommendation regarding the suitability or profitability about your
transactions. Before you make a decision about whether to acquire a financial product, you should obtain and read the Product Disclosure Statement available at
nabtrade.com.au and consider the appropriateness of the information having regard to your particular circumstances. You agree that you will not solely rely on the
information provided by WealthHub Securities or elsewhere on nabtrade.com.au when making investment and/or financial decisions. WealthHub Securities does not
provide personal advice to online retail clients. WealthHub Securities receives commission from dealing in securities and from its authorised representatives. Introducers
of business may directly share in this commission. WealthHub Securities and its associates may hold shares in the companies that it distributes research/information on.

The value of investments and future returns may rise or fall and, at times, returns may be negative. Past performance is not a guarantee of future performance. Please
note, this material has not been verified by WealthHub Securities. WealthHub Securities does not make any representation or warranty as to the timeliness, reliability,
accuracy or completeness of the material, nor does it accept any responsibility arising in any way for errors in, or omissions from, that material.

United Kingdom: If this document is distributed in the United Kingdom, such distribution is by National Australia Bank Limited, 88 Wood Street, London EC2V 7QQ.
Registered in England BR1924. Head Office: 800 Bourke Street, Docklands, Victoria, 3008. Incorporated with limited liability in the State of Victoria, Australia. Authorised
and regulated by the Australian Prudential Regulation Authority. Authorised in the UK by the Prudential Regulation Authority. Subject to regulation by the Financial
Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are
available from us on request.

USA: If this document is distributed in the United States, such distribution is by nabSecurities, LLC. This document is not intended as an offer or solicitation for the
purchase or sale of any securities, financial instrument or product or to provide financial services. It is not the intention of nabSecurities to create legal relations on the
basis of information provided herein.

Hong Kong: By accepting this document, you represent and warrant that you are a “professional investor” within the meaning of the definition of that term in Part 1 of
Schedule 1 to the Securities and Futures Ordinance (Cap. 571 of the Laws of Hong Kong). If you think you have received this document in error, please contact NAB at
Level 27, One Pacific Place, 88 Queensway, Hong Kong Ph: +852 2826 8111

If this document is distributed in Hong Kong, such distribution is by National Australia Bank Limited, Hong Kong Branch, which is licensed by the Hong Kong Monetary
Authority and registered (CE Number AAO169) under the Securities and Futures Ordinance (Cap. 571 of the Laws of Hong Kong) for Type 1 (dealing in securities) and Type
4 (advising on securities) regulated activities. Its main business address is Level 27, One Pacific Place, 88 Queensway, Hong Kong.

The contents of this document have not been reviewed by any regulatory authority in Hong Kong. If you are in any doubt about any of the contents of this document,
you should obtain independent professional advice.

New Zealand: This publication has been provided for general information only. Although every effort has been made to ensure this publication is accurate the contents
should not be relied upon or used as a basis for entering into any products described in this publication. To the extent that any information or recommendations in this
publication constitute financial advice, they do not take into account any person's particular financial situation or goals. Bank of New Zealand strongly recommends
readers seek independent legal/financial advice prior to acting in relation to any of the matters discussed in this publication. Neither Bank of New Zealand nor any person
involved in this publication accepts any liability for any loss or damage whatsoever may directly or indirectly result from any advice, opinion, information, representation
or omission, whether negligent or otherwise, contained in this publication. National Australia Bank Limited is not a registered bank in New Zealand.

Japan: National Australia Bank Ltd. has no licence of securities-related business in Japan. Therefore, this document is only for your information purpose and is not
intended as an offer or solicitation for the purchase or sale of the securities described herein or for any other action.

Singapore: This document is distributed in Singapore to institutional investors (as defined under the Financial Advisers Regulations) only.

People’s Republic of China: In the PRC, the Materials are directed solely at persons who would be constituted as (i) Qualified Domestic Institutional Investors in
accordance with the applicable PRC laws and regulations promulgated by China Banking Regulatory Commission, China Securities Regulatory Commission or China
Insurance Regulatory Commission or (ii) other eligible investors in accordance with the applicable PRC laws and regulations.

Further, the information on the Materials does not constitute "marketing or production and business activities in the PRC" as defined in the Administrative Measures on
the Registration of Production and Operation Activities of Foreign Enterprises in the PRC promulgated by the State Administration of Industry and Commerce.

This publication has been provided for general information only. NAB has no licence for securities-related, derivative or other capital market products in China.

NAB Markets Research | 11



