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Global growth remaing under pressure even with US-China trade dispute pause  WRIIITATIRY

» After modest improvement in Q1, partial indicators in major advanced economies (AEs) point to a renewed easing in growth
in Q2. Growth is expected to slow further in the second half of 2019 driven largely by the US economy. The latest business Charts of the month
surveys also point to emerging market (EM) economic growth continuing to come under pressure. -

« Following on from the tariff-induced uncertainty in May, financial markets have generally trended higher from early June. w
With global growth slowing, the policy outlook has turned more dovish and a reduction in central bank policy rates is likely commodity markets

both across AEs — led by the Fed — but also EM economies, where there has already been some policy easing so far this year. .
_ _ Advanced economies
« After having marked down our global growth forecasts over the last two months due to trade policy developments, the -

resumption of talks between the US and China is a welcome development. However, with the eventual outcome unclear, Emerging market
uncertainty remains elevated and it is likely to be a drag on investment. Moreover, possible future US trade action is not
limited to China — the US may introduce auto tariffs or target ‘currency manipulators’ at some point. Other risks to the
outlook include geopolitical issues (e.g. Brexit or oil supply disruptions) and US fiscal policy.

economies

«  We have left our forecasts unchanged this month, and expect global growth of 3.2% in 2019 and 3.3% in 2020. These rates of Glc’balforw
growth are below par, but not in recession territory, as the shift in global policy settings is expected to limit the growth policies

slowdown currently underway.
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US-IRAN DIPLOMATIC TENSIONS RISK CLOSING OFF A KEY SUPPLY CHANNEL

A large share of global ol and, natural gas supply travels through the Strait of Hormuz — where shipping s threatened, by growing US-Zran,
tensions. A supply side shock to oi markets could, further hit a weakening global, economy.

Crude oil and natural gas still critically important energy The Strait of Hormuz is a key choke point for global oil and
sources (albeit share has declined since the 1970s) natural gas supply, with limited capacity to bypass
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FINANCIAL AND COMMODITY MARKETS
Finansial, conditions improving on eroding fears (for now) and, easing policy

¢ Following on from the tariff-induced uncertainty in May, financial

Equities higher across June i '
9 9 CommOdlty markets mixed markets have generally trended higher from early June. US equity
MSCI Equity Indices (1 Jan 18=100) RBA Commodity Price Indices (US$ terms) markets rose by aro'u'nd 7.2% during the mo'nth, with other advanced
115 200 economy markets rising by 5.2% and emerging markets by 4.6%.

¢ While these increases have brought the US MSCl index to record highs
in early July, other advanced economies and emerging market equities

USindex

110
remain below the recent cycle peak (in January 2018) and the all time
105 high prior to the GFC.
e Financial market volatility — as measured by the US VIX index — declined
100 across the month, as fears around US tariffs on Mexico eroded and the
R“'al prospect of further negotiations between the US and China following
95 the G-20 meeting increased.
A ';/A ¢ Weaker economic growth and the deterioration in manufacturing
90 J ] ) conditions in recent quarters have impacted global commodity markets
:X'VSECE economie Base metals — however conditions are mixed across different sectors. Base metals
85 have continued to soften — largely reflecting the deteriorating
Emerging marke Non-rural conditions in China’s manufacturing sector — while iron ore prices have
80 50 continued to climb as a result of supply constraints in both Brazil and
Jan-18 Apr-18 Jul-18 Oct-18 Jan-19 Apr-19 Jul19 Jan-12 Jan-14 Jan-16 Jan-18 Australia.
. . . . e Markets continue to expect easing monetary policy going forward, in
Monetary policy has turned more dovish — with more cuts likely an effort to address the weakening economic environment and still
Change in central bank policy rate (ppts) subdued inflation. The US Federal Reserve has the greatest capacity as
4.0 ' its policy rate is higher than the other major AE central banks. We
35 ° ®5ix months to Dec. 18 anticipate two 25bp cuts to the Fed Funds Rate — in July and September.
3.0 @ Six months to June 19 In contrast, the European Central Bank has limited ammunition, given
2.5 rates remain at emergency low levels. That said, we expect a further cut
5.0 hd to ECB deposit rates, with the potential for a resumption in asset
15 . purchases should additional support be required.
(1):(5’ .o o® . o® . o Eimilarly,.emzr.ging rFarket monecic'ary fp'>olicy'isl easi(rj\.gt led ﬁy three 25
oo ° P+ ° ® o ° ° ° ps cuts in Indian policy rates. Indian financial conditions have
0 4—6—6-0-0232¢ o ¢ —— o, oo o ool worsened due to the collapse of a major shadow bank, which has
05 ° d . constrained lending.
12 J Fihina may seek to ease monetary policy to cou!'\ter the negative
S e e Y P R PSS EE TSR e E RS TERSETE impacts of the US—Fhma trade tensions. That said, the.PB.oC governor
e g2 " gzdEpsE> 3 SEE S5S52€d i 3 OS2 LESTET has reiterated the importance of addressing systematic risk —
8 o973 2238= = g e 552 2 S - 38z ¢ < highlighting the competing short and medium term goals of
a £z 5 © 3 3 the country’s authorities.
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ADVANCED ECONOMIES
Advanced economy slowdown, to continue over the rest of 2019

AE growth to slow further
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Business surveys — mfg weaker, services better, overall subdued

Advanced Economy Manufacturing PMIs (50=Breakeven)

65
US and Japan W. Europe

60
us

55

50

45 Japan

Euro area

40

35

30

25
2006 2009 2013 2016 2006 2009 2013 2016

4

Labour markets holding up
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After modest improvement in Q1, partial indicators in major advanced
economies (AEs) point to renewed easing in growth in Q2. Growth is
expected to slow further in the second half of 2019 as the robust
growth seen in the US economy seen over the last year unwinds.

US growth will be affected by a fading impact from the 2018 fiscal
stimulus, lagged impacts from the tightening in financial conditions last
year and trade uncertainty which is depressing business sentiment and
investment. Tracking estimates for Q2 GDP point to growth being well
down on what has been seen over the last year. However, Fed policy
easing will support the economy and while business surveys have also
moved down, especially in manufacturing, overall they are still at a
level consistent with ongoing growth in the economy.

The expected slowdown in US growth will be enough to drag total
major AE growth down as growth for the other major AEs is, in
aggregate, expected to broadly track sideways at a modest level.

The UK is not only facing the difficulty of a global slowdown and trade
policy uncertainty, but also heightened Brexit and political uncertainty
(including an increased risk of a no-deal Brexit). With monthly GDP data
for April and May below their Q1 level, and falls in some business
surveys, these forces appear to be catching up with the UK.

The Euro-zone is not as exposed to Brexit as the UK, but regional
supply chains mean it is a still a problem. Coupled with broader trade
headwinds from the global slowdown, auto industry problems in
Germany and only modest levels of policy support from the monetary
and fiscal authorities, growth is likely to be muted. Japan’s growth rate
has picked up recently, but business surveys suggest that underlying
momentum is not strong — not surprisingly as the fall out from trade
disputes is most pronounced in the Asian region. A scheduled increase
in Japan’s value added tax in October will also weigh on the economy.

Despite the slowdown in AE economies, labour markets have held up
surprisingly well, although the pace at which unemployment rates are
declining has generally slowed. However, the unemployment rate in the
Euro-zone has continued to decline at a steady rate.

Trade remains a big risk to the outlook. Our forecasts assume no
further escalation (or improvement) but it is easy to see how
this might change. This includes the emergence of other

trade disputes, with the US President still deciding whether to
act on auto tariff increases as well as on his claims that the ECB

is a ‘currency manipulator’. s
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EMERGING MARKET ECONOMIES
EM economies remain under pressure, policy responding to limit downturn,

Further weakening in EM PMIs, which suggests IP & trade will come ¢ Emerging market (EM) growth continues to come under pressure.
While the pause in the US-China trade dispute is a welcome

under renewed pressure development, trade uncertainty remains high and the impact of the

Emerging market PMI (Breakeven = 50) Emerging market exports andindustrial output (% yoy) announced increases in US-China tariffs is yet to be fully felt. Policy is

5 25 responding — not only in China where authorities will seek to limit any

trade fall-out — but also in other EMs as a range of central banks have

recently cut their policy rate. Reassuringly there has been some

15 improvement in financial conditions this year and net capital flows (ex

China) have generally been positive as well.

Export volumes (3mma)
20
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10
52 e Business surveys, the most timely measure of conditions, indicate that
> EM manufacturing has continued to weaken — falling back below the
o breakeven 50 point mark in June. Among the largest EMs, China,
Russia and South Africa recorded sub-50 point (negative) readings,

5 Industrial output (3mma) while conditions in Brazil improved. Manufacturing is highly trade
Manufacturing 10 exposed and, in contrast, the EM services PMI has generally held up

better although in June it eased to its softest reading since late 2017.
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e The latest data on EM industrial production (IP) and exports for April
46 20 showed tentative signs of stabilisation. Annual IP growth, which had
Jan-12 Jan-13 Jan-14 Jan-15 Jan-16 Jan-17 Jan-18 Jan-19  Mar01  Mar05 Mar09  Mar13  Mar-17 steadily slowed since H1 2018, was unchanged while exports were at
. . . the same level as a year ago, following negative readings in previous
Monetary policy is responding Indian economy facing headwinds  months. However, this predates the latest round of US-China tariffs
EM average policy rate* (%) Indian monthly economicindicators (% yoy) (announced in May) which is likely to place renewed pressure on IP

10 25 100 and trade.
Outputvolumes Foreign trade

¢ In China, May data showed some further signs of weakness, with IP
80 and fixed asset investment growth slowing. We expect policy makers
will act to broadly offset the impact of the US-China trade dispute on
60 the economy. This policy response is a key reason for maintaining our
Exports growth forecasts at 6.25% this year and 6% in 2020.

20
Infrastructure

15

10
e The direction of the Indian economy remains a concern. India’s

>0 economic growth slowed considerably in Q1 2019. While IP and trade
flows in April/May have at least stabilised, growth rates remained
generally weak. Moreover, the June PMlIs disappointed hopes of a
post-election bounce, with the composite PMI falling to its lowest

20 level in over a year, suggesting there is downside risks to our (already

Impoigs below consensus) forecasts for Indian GDP. One issue has been a

tightening in credit conditions due to problems in the non-bank
financial sector. The Reserve Bank of India has responded by

cutting rates by 75bp so far this year and the Government has  [f¥G—_
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5  Sources: Refinitiv, CPB, NAB Economics also proposed measures to shore up the financial system. Bank
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GLOBAL FORECASTS, POLICIES AND RISKS
Lndlicators point to continued, sub-par qrowth; risks slanted, to the downside

. . ¢ The slowdown in global economic growth over 2018 continued into
Global growth easing into 2019  Surveys suggest Q2 down further the first half of 2019. Global GDP growth eased to 3.3% yoy in Q1

Economic growth (% yoy) JP Morgan World PMI (Breakeven = 50) 2019, well down from the 4.0% rate at the start of 2018. World IP and
10 56 trade data for April 2019 also point to subdued growth. IP growth
eased further to 1.3% yoy (its slowest rate since early 2016). While
8 \ Services trade growth returned to positive territory over March/April at 0.4%
Emerging markets A yoy it is still very weak and will come under renewed pressure
6 54 \/ following the recent increases in US-China tariffs.
4 \J e The impact of renewed trade tensions in recent months can be seen in
Worl Y business surveys. The world manufacturing PMI in has fallen below
2 /\'\/\ 52 Composite t the breakeven level (50). The services PMI has also declined but it
\M remains in positive territory. Further weakening is also the message
Y v \/\\[\\A/[ \ from our global leading indicator (see page 1), although it indicates
5 \/ s \ that growth might stabilise in Q3.
G7advanced economies Manufacturing \ e The easing in growth since early 2018 reflects a number of factors.

-4 These include past policy tightening - led by the US Fed and China
deleveraging — trade disputes, Brexit (affecting not just the UK but

6 48 also the rest of Europe) and some country specific factors.
Mar-05 Mar-09 Mar-13 Mar-17 Aug-14  Aug-15  Aug-16  Aug-17  Aug-18
e Some of these factors are still at play. While the US and China recently
agreed to resume of talks there is no timeline for resolving their trade
Trade remains a headwind Outlook weak but not terrible dispute. As a resul.t trade.policy unc.:ertainty is.likely to remain
Economic policy uncertainyindex Business surveys (US, UK, Germany & France) (Index) elevated, dampemng business sentiment and investment.
800 - - 50 e However, monetary policy is increasingly becoming supportive of
Global - overall Policy uncertainty: Trade Future output trends growth (see page 3). As a result, despite the slowdown in growth
700 - uncertanty component 40 financial conditions are generally supportive which should help
600 30 stabilise activity. After having marked down our global growth
Japan forecasts over the last two months due to trade dispute escalation, we
500 20 have left our forecasts unchanged this month at 3.2% in 2019 and
400 10 3.3% in 2020. These rates of growth are below par, but not in
recession territory, consistent with the message from business survey
300 0 outlook indicators.
200 -10 Cecentoutoutirend e Trade policy remajns a key risk Fo the outl(?ok. The forecasts assume
20 ecentoutputtrends no further escalation in trade disputes (or improvement). The US-
100 China talks could drag on, breakdown or resolve the dispute —
us 30 suggesting risks are two sided. However, possible US trade action is
zpr-13 Apri6  Aprig  Apris  Apras 20 not limited to China — the US may introduce auto tariffs or target
* Data throughto May 2019, for other series to June 2019 Jan-00 Jan03 Jan-06 Jano9 Jan-12 Jan-1s Jan-18 ‘currency manipulators’ at some point. Trade is not the only risk,
Sources: Refinitiv, CPB, Markit, “Measuring Economic Policy Uncertainty” by Scott Baker, Nicholas Bloom and with geo.pohtlcal. (e.g. Brexit or 01[.supply. dlsruPt]on.S - oee p2), |
Steven J. Davis at www.PolicyUncertainty.com, NAB Economics and Us fiscal policy (where action is required to avoid fiscal cuts JEEEEN

later this year) other notable risks. Bank
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