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04-Oct: Resilience in US Manufacturing

Friday’s rally helped trim weekly losses in US equities

Treasury yields pulled back further alongside correction in the US dollar

US ISM PMI and consumer spending picked up

US stocks kicked off the fourth quarter with robust gains on Friday after US lawmakers
averted a government shutdown and the solid economic data offered added comfort.
The Dow Jones and S&P 500 staged a strong rebound, clocking in 1.4% and 1.2%
respectively, driven by a broad-based increase across nearly all sectors. The NASDAQ
rose 0.8%.

Friday’s buying spree helped trim the overall weekly losses for all benchmarks which
ended lower compared to the previous week. The Dow Jones shed 1.4% w/w while the
S&P 500 lost 2.2%; NASDAQ suffered the heaviest weekly decline of 3.2% w/w.

Treasury yields edged lower for the third consecutive session after having spiked
earlier of the week on inflation fear; Friday’s down moves came despite the higher-
than-expected core PCE inflation and ISM Prices Paid index. The 10Y UST yield fell to
1.46% (-2.6bps) on Friday, and was little changed (+1bp) compared to the prior week.

The dollar pared back gains on Friday as G10 currencies pulled off a broad-based
correction. The dollar index was down by 0.2% to 94.04 on Friday but nonetheless
posted its fourth weekly gain (+0.8%) in a row.

USD/MYR closed 0.2% lower at 4.1790 after trading on a muted note for four sessions.
We remain neutral on USD/ MYR in the week ahead, expecting some consolidation in
the USD after the recent rally and anticipating a range of 4.16-4.20 in the absence of
fresh catalysts.

Meanwhile, gold prices stabilised on Friday as futures rose 0.1% to $1757.00/0z after
Thursday’s rally. Crude oil prices jumped alongside equity prices amid a return of risk
sentiment; Brent crude rose nearly 1.0% to $79.28/barrel and WTI gained 1.1% to
$75.88/barrel.

Supply chain bottlenecks constraint global manufacturing sector; US PMI defied trend:

Manufacturing sectors around the world continued to face the challenges of supply
chain bottlenecks and the rise in Covid-19 cases in Asia in the last two months further
added to the burden, resulting in an overall softer rate of activity at factories.

The US ISM Manufacturing PMI managed to defy the trend as the key manufacturing
gauge rose to 61.1 in September (Aug: 59.9), highlighting the resilience of the sector.
The report showed that new orders continued to hold up at a robust rate while
production growth softened a little. The increase in the prices paid index reflects the
raw material and labour shortages, confirming signs of prolonged inflation. The
separately released Markit Manufacturing PMI for the US printed a lower reading of
60.7 in September (Aug: 61.1) but nonetheless still at a historically elevated level.

Key Market Metrics

Level d/d (%)
Equities
Dow Jones 34,326.46 1.43
S&P 500 4,357.04 1.15
NASDAQ 14,566.70 0.82
Stoxx 600 452.90 -0.42
FTSE 100 7,027.07 -0.84
Nikkei 225 28,771.07 -2.31
Hang Seng 24,575.64  -0.36
Straits Times  3,051.11 -1.15
KLCI 30 1,524.48 -0.87
EX
Dollar Index 94.04 -0.21
EUR/USD 1.1596 0.14
GBP/USD 1.3546 0.53
usD/JPY 111.05 -0.22
AUD/USD 0.7258 0.43
USD/CNH 6.4369 -0.19
USD/MYR 4.1790 -0.17
USD/SGD 1.3571 -0.04
Commodities
WTI (S/bbl) 75.88 1.13
Brent (S/bbl) 79.28 0.97
Gold ($/0z) 1,757.00 0.10
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e Other major economies such as the Eurozone (58.6 vs 61.4 prior), UK (57.1 vs 60.3
prior) and Japan (51.5 vs 52.7 prior) all reported lower PMIs last month although they
remained above the 50 neutral threshold.

e In South East Asia, Vietham PMI was unchanged at 40.2 while Malaysia PMI improved
to 48.1 (Aug: 43.4); both reflect continuous contraction in manufacturing conditions.

US consumer spending picked up in August:

e Consumer spending continued to rise in the US even as income growth has slowed in
August. Personal spending rose 0.8% m/m, more than consensus forecast of 0.7%;
however, this followed a downwardly revised 0.1% decline in spending in July.
Personal income growth meanwhile softened to 0.2% m/m (Jul: +1.1%), reflecting
smaller increases in compensation, wages & salary. August’s core PCE inflation rates
were unchanged from July, at 0.3% m/m and 3.6% y/y respectively, highlighting the
persistent inflationary pressure in the economy.

e The University of Michigan Consumer Sentiment Index was revised higher from 71.0
to 72.8 in September’s final report (Aug: 70.3). This reflects some improvement in
consumer confidence but the level remained severely low when compared to the
above-80 prints in Mar-Jul. The spread of the Delta variant and higher inflation
expectations were the main culprits weighing on sentiment.

e Last but not least, total US construction spending was unchanged in August (Jul:
+0.3%). Private residential construction spending continued to rise (+0.4% m/m) as
developers strive to fulfil the still-robust housing demand, but was offset by the fall in
the non-residential sector.

Eurozone’s HICP inflation at 13-year high:

e The Eurozone’s HICP inflation accelerated to 0.5% m/m in September (Aug: +0.4%)
according to a flash estimate. This translates to an annual HICP inflation rate of 3.4%
y/y (Aug: +3.0%), a 13-year high. Stripping off the volatile items, inflation jumped to
1.9% y/y (Aug: +1.6%). The sharp jump in inflation reflects the surge in prices of goods
resulting from supply chain bottlenecks and pent-up demand while also being
amplified by the low corresponding base last year. The y/y HICP rate turned negative
from August to December 2020 as the German government temporarily cut the Value
Added Tax (VAT) as part of its Covid relief package.

Australia reported higher investor home loans:

e Australia’s home loan approvals fell by 4.3% m/m in August, more than the expected
decline of 0.5%. In July, home loans growth had been at a mere 0.2%. August’s decline
was driven by the fall in owner-occupier loans (-6.6% vs -0.4% prior) as the extension
of multiple regional lockdowns and the rise in Covid-19 cases impacted mortgage
applications. Investor loan approvals had continued to hold up relatively well despite
the lockdowns, as it rose for the tenth consecutive month by 1.5% m/m (prior: +1.8%).
This divergence suggests some near-term intervention by authorities to curb investor
lending.

House View and Forecasts

FX This Week 3Q-21 4Q-21 1Q-22 2Q-22
DXY 93-96 92.00 91.50 90.00 89.00
EUR/USD 1.14-1.17 1.18 1.19 1.21 1.22
GBP/USD 1.33-1.36 1.40 1.41 1.43 1.45
AUD/USD 0.71-0.73 0.74 0.74 0.76 0.77
usD/JPY 110-113 109.00 108.00 107.00 105.00
USD/MYR 4.16-4.20 4.23 4.20 4.20 4.15
USD/SGD 1.35-1.37 1.35 1.35 134 1.33
Policy Rate % Current 3Q-21 4Q-21 1Q-22 2Q-22
Fed 0.25-0.50 0.25-0.50 0.25-0.50 0.25-0.50 0.25-0.50
ECB -0.50 -0.50 -0.50 -0.50 -0.50
BOE 0.10 0.10 0.10 0.10 0.10




RBA 0.10 0.10 0.10 0.10 0.10

BOJ -0.10 -0.10 -0.10 -0.10 -0.10

BNM 1.75 1.75 1.75 1.75 1.75

Fed 0.25-0.50 0.25-0.50 0.25-0.50 0.25-0.50 0.25-0.50

Source: HLBB Global Markets Research

Up Next
Date Events Prior
04/10 EZ Sentix Investor Confidence (Oct) 19.6
SG Purchasing Managers Index (Sep) 50.9
US Factory Orders (Aug) 0.4%
05/10 SG Markit Singapore PMI (Sep) 52.1

JP Jibun Bank Japan PMI Services (Sep F) 47.4
AU Exports MoM (Aug) 5%
AU RBA Cash Rate Target (05 Oct) 0.1%
SG Retail Sales YoY (Aug) 0.2%
EZ Markit Eurozone Services PMI (Sep F) 56.3
UK Markit/CIPS UK Services PMI (Sep F) 54.6
US Trade Balance (Aug) -$70.1b
US Markit US Services PMI (Sep F) 54.4
US ISM Services Index (Sep) 61.7
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DISCLAIMER

This report is for information purposes only and does not take into account the investment objectives, financial situation or particular needs of
any particular recipient. The information contained herein does not constitute the provision of investment advice and is not intended as an offer
or solicitation with respect to the purchase or sale of any of the financial instruments mentioned in this report and will not form the basis or a
part of any contract or commitment whatsoever.

The information contained in this publication is derived from data obtained from sources believed by Hong Leong Bank Berhad (“HLBB”) to be
reliable and in good faith, but no warranties or guarantees, representations are made by HLBB with regard to the accuracy, completeness or
suitability of the data. Any opinions expressed reflect the current judgment of the authors of the report and do not necessarily represent the
opinion of HLBB or any of the companies within the Hong Leong Bank Group (“HLB Group”). The opinions reflected herein may change without
notice and the opinions do not necessarily correspond to the opinions of HLBB. HLBB does not have an obligation to amend, modify or update
this report or to otherwise notify a reader or recipient thereof in the event that any matter stated herein, or any opinion, projection, forecast or
estimate set forth herein, changes or subsequently becomes inaccurate.

HLB Group, their directors, employees and representatives do not have any responsibility or liability to any person or recipient (whether by
reason of negligence, negligent misstatement or otherwise) arising from any statement, opinion or information, expressed or implied, arising
out of, contained in or derived from or omission from the reports or matter.

Potential and actual conflict of interest may arise from the activities of HLB Group. HLB Group constitute a diversified financial services group.
These entities engage in a wide range of commercial and investment banking, brokerage, funds management, hedging transactions and other
activities for their own account or the account of others. In the ordinary course of their business, HLB Group may effect transactions for their
own account or for the account of their customers and hold long or short positions in the financial instruments. HLB Group, in connection with
its business activities, may possess or acquire material information about the financial instruments. Such activities and information may involve
or have an effect on the financial instruments. HLB Group have no obligation to disclose such information about the financial instruments or
their activities.

The past performance of financial instruments is not indicative of future results. Whilst every effort is made to ensure that statements of facts
made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other subjective judgments contained in this
report are based on assumptions considered to be reasonable as of the date of the document in which they are contained and must not be
construed as a representation that the matters referred to therein will occur. Any projections or forecasts mentioned in this report may not be
achieved due to multiple risk factors including without limitation market volatility, sector volatility, corporate actions, the unavailability of
complete and accurate information. No assurance can be given that any opinion described herein would yield favorable investment results.
Recipients who are not market professional or institutional investor customer of HLBB should seek the advice of their independent financial
advisor prior to taking any investment decision based on the recommendations in this report.

HLBB may provide hyperlinks to websites of entities mentioned in this report, however the inclusion of a link does not imply that HLBB endorses,
recommends or approves any material on the linked page or accessible from it. Such linked websites are accessed entirely at your own risk. HLBB
does not accept responsibility whatsoever for any such material, nor for consequences of its use.

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report is for the
use of the addressees only and may not be redistributed, reproduced or passed on to any other person or published, in part or in whole, for any
purpose, without the prior, written consent of HLBB. The manner of distributing this report may be restricted by law or regulation in certain
countries. Persons into whose possession this report may come are required to inform themselves about and to observe such restrictions. By
accepting this report, a recipient hereof agrees to be bound by the foregoing limitations.




