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US-China Trade Talks and
Other Risks to Global
Growth




2019 Global slowdown

BofAML growth projections
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Current cycle nearly 10 years old

US recovery cycles
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2019 baseline: Cautious optimism

" US-China: trade deal (then trade-cold war)
® China GDP bottoms in 2Q19 then revives
®  No hard Brexit; no US-EU auto tariffs

® US Fed hikes 25bps in 2019

Soft-landing in China, US above-trend growth, EU near-trend growth
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But global risks are harming confidence and global trade

Chart 7: Global PMI new export orders index, Jan. 2010 - Feb. 2019 Chart 8: Global economic policy uncertainty, Jan. 2005 — Feb. 2019
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Note: Values greater than 50 indicate expansion while values less than 50 denote contraction.
Source: IHS Markit.
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US vs China 2001-2028

US population 320mn, China population 1.4bn
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Source: Bloomberg, Statisticstimes.com
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US-China “Trade” Talks (Ceasefire)

X X X L X XX

Buy more US farm products

Buy more US energy, goods

Allow 100% US ownership

End forced technology transfers

End support for SOE champions

US wants “enforcement mechanism”

Trump likes to keep tariffs

Where is the quid pro quo?
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Global downside risks are correlated

®  US-China trade deal delay
®  Europe is dependent on external demand

®  China hard landing - Euro Area growth zero
® If China rebound delayed to 2019, Euro area growth falls from 1.1% to 0.7%
®  US-EU auto tariffs

Uncertainties and threat to global supply chain are discouraging private investment
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Europe: Signals of downturn

"  Manufacturing PMIs <45 (Feb 47.6)

®  Lack of employment growth

®  Exports to China falls double-digit for a few months

®  Hard Brexit would cut at least 0.7ppt off 2019 Euro Area GDP

Chart 2: External and domestic demand growth in the Euro area (yoy%)
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Trigger for global recession: China

Table 1: We are still not close to a “hard landing” in China

Indicator Current level “Hard landing” threshold
BofAML China ACT indicator (%yoy) 5. 2% <3%

IP (%y ay) 5.3% <4%

PPI inflation (%y oy) 0.1% <-b%

Ex ports (%yay) -4 6% <-15%

Imports (%y oy) -3.2% <-10%

PMI 492 <45

Surv eyed unemployment rate 5.0% >6%

Note: For imports and exports, we have averaged the data for January and February in order to smooth through distortions related to the

Lunar New Year.
Source: BofA Merrill Lynch Global Research

® If things go wrong, we could see global recession likely originating from China

®  Key indicators: FAI, retail sales, electricity use, tax revenue
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What gets the Fed to cut?

"  Fight recession (1989, 2000, 2007)
" Counter market stress (1988 LTCM collapse and Russian default)
®  Boost inflation in 1995 after hikes from 3% to 6%

Markets pricing in 1995 but Fed is today low on policy space

Chart 3: Treasury rate spread (3-mo/10-year) Chart 5: Markets currently expect the Fed to cut rates in 2019 and 2020
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Signposts of US recession

®  Initial jobless claims rise, NFPR at “breakeven”
®  Weak business surveys and industrial production

®  Weakness in consumer spending

Table 3: Economic conditions that could prompt a rate cut

Threshold

Indicators Current  for cuts
Initial jobless claims (thousands, 4 week moving average) 217 >280
NFP (thousands, 3-month moving average) 186 <100
Unemploymernt rate (%) 3.8 >4 3
ISM manufacturing (index ) b4 2 <bl
ISM nonmanufacturing (index) 597 <bJ
Industnal production (y oy, %) 3.6 <1

Source: BofA Merrill Lynch Global Research
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Important Disclosures

Copyright 2019 Phatra Securities Public Company Limited (“Phatra Securities"). All rights reserved. Any unauthorized use or disclosure is
prohibited. For distribution outside of Thailand, the distribution will be restricted to only “institutional investors” or other similar types of investors
as stipulated in each jurisdiction. In preparation of this research report, Phatra Securities has assumed and relied on the accuracy and
completeness of all information or data supplied or otherwise made available to us including public available information. Phatra Securities
assumes no responsibility for independent investigation or verification of such information and have relied on such information being complete
and accurate in all material respect.

Neither the information nor any opinion expressed constitutes an offer, or an invitation to make an offer, to buy or sell any securities or any
options, futures or other derivatives related to such securities ("related investments"). Officers of Phatra Securities may have a financial interest in
securities of the issuer(s) or in related investments. Phatra Securities or its affiliates may from time to time perform investment banking or other
services for, or solicit investment banking or other business from, any entity mentioned in this research report.

This research report is prepared for general circulation and is circulated for general information only. It does not have regard to the specific
investment objectives, financial situation and the particular needs of any specific person who may receive this research report. Phatra Securities
assumes no obligation to update or otherwise revise this research report. Investors should seek financial and investment advice regarding the
appropriateness of investing in any securities or investment strategies discussed or recommended in this research report and should understand
that statements regarding future prospects may not be realized. Investors should note that income from such securities, if any, may fluctuate and
that each security's price or value may rise or fall. Accordingly, investors may receive back less than originally invested. Past performance is not
necessarily a guide to future performance.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or related investment mentioned in this
research report. In addition, investors in securities such as ADRs, whose values are influenced by the currency of the underlying security, effectively
assume currency risk.
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