$ HonglLeong Bank

5 November 2021

Global Markets Research

05-Nov: BOE surprised markets with no hike

Bank of England kept the Bank Rate at 0.1%
Global bond yields tumbled; markets reassessed monetary policy outlook
Sterling suffered steep selloff; dollar rose alongside gold

e Wall Street benchmarks ended on a mixed note on Thursday as markets digested the ~ Key Market Metrics
Federal Reserve’s recent decision to scale back its asset purchase program. The Dow Level did (%)
Jones broke a five-day winning streak to close marginally lower (-0.1%). The S&P 500  gquities
(+0.4%) and NASDAQ (+0.8%) soared to new highs in their sixth consecutive record-

. . Dow Jones 36,124.23 -0.09
setting session. S&P 500 4,680.06  0.42
e Global bond yields plunged in response to the BOE’s surprise move to leave its NRsIR-) Ualle Ui
benchmark rate unchanged (markets had expected a rate hike prior to the Stoxx 600 48321 o.M
announcement). US treasury yields tumbled 4- 8bps with the yield on 10Y UST down  FTSE 100 7,279.91 0.43
by 7.7bps to 1.53%. Nikkei 225 29,794.37 0.93
Hang Seng 25,225.19 0.80
e Short-term yields on the UK Gilts tanked around 16 to 20bps in a single session as o
traders readjusted their monetary policy outlook. The futures market showed that St Uiest  SARRD Sk
traders sharply trimmed their bets on the next BOE rate hike. Markets now priced in KLCI 30* hedles S
one rate hike by 1Q22, compared to the at least two expected hikes prior to the BOE
decision. EX
Dollar Index 94.35 0.51
e The dollar strengthened across the board overnight, except against the JPY which EUR/USD 11554  -0.50
was. boosted by safe haven dema.nd. The GBP was sold off, closing 1.4% lower at 1.35 GBP/USD 13500  -1.37
against the USD and was the biggest loser among the G10 currencies. The dollar
index gained 0.5% to 94.35. USD/IpY e A
AUD/USD 0.7401 -0.63
e USD/MYR closed 0.1% higher at 4.1540 on Wednesday before Thursday’s public =~ USD/CNH 6.3974 0.04
holiday, paying little heed to BNM’s neutral policy tone. We are neutral to slightly  usp/myRr* 4.1540 0.13
bullish on the pair today, taking into account the broad-based USD strength USD/SGD 1.3511 0.24

overnight although cautiousness ahead of the US job report and bullish expectations

for Malaysia’s economic recovery may limit the pair’s upsides.
Commodities

e In the commodity market, gold prices rallied as investors flocked to safe assets; ~WTI ($/bbl) 78.81  -2.54
futures jumped 1.7% to $1793.50/0z. OPEC+ decided to increase oil production by ~ Brent ($/bbl) 80.54  -1.77
400k barrels per day for December, in line with its plan to gradually raise output  Gold ($/02) 1,793.50 1.68

despite surging oil demand that had boosted oil prices in recent months. The

international benchmark Brent crude, however, sold off for the second session (-  *Closing for 03 Nov

1.8%) to $80.5/barrel on remarks by Saudi Energy minister that oil stocks will Source: Bloomberg, HLBB Global Markets
experience tremendous builds at end-2021 and early 2022 on slowing consumption. Research

US WTI plummeted 2.5% to $78.81/barrel on the same day.

BOE left Bank Rate unchanged, defying market expectations:

e The Bank of England’s MPC on Thursday voted 7-2 to leave its benchmark rate
unchanged at 0.1% and 6-3 to keep its bond buying program. This was against the
widespread market expectations for a rate hike this week. The minutes showed that
policy makers remain concerned over the near-term uncertainties, especially around
the labour market as well as how long domestic cost and price pressures would




persist in the medium term. It said that more workers were on furlough at the end
of September than expected, during which the program had been ended by the
government as planned.

BOE pointed out signs of weaker UK consumption demand and expects the supply
chain bottlenecks to continue restraining growth “somewhat” in the near term. The
BOE downgraded its 2021 growth forecast to 7.0% (from 7.25% prior) and the 2022
forecast to 5.0% (from 6.0% prior). It expects the UK GDP to return to its pre-
pandemic level in the first quarter of 2022.

It expects inflation to increase through 4Q this year and peak at around 5.0% in April
2022, before dissipating over time as supply chain disruption eased. Inflation for
2021 was revised to 4.5% (from 4.0%) and to 3.5% in 2022 (from 2.5%).

BOE reiterated the previous message that some modest tightening was imminent.
“It will be necessary over coming months to increase Bank Rate in order to return
CPl inflation sustainably to the 2.0% target”, provided that the incoming data were
broadly in line with projections in the November Monetary Policy Report. The policy
stance was judged to remain appropriate.

US initial jobless claims at 269k; trade gap at record high:

Initial jobless claims fell to 269k for the week ended 30 October, from the revised
283k prior. The falling trend in new claimants for unemployment benefits had
continued as the hiring activity outpaced layoff in the US economy amid the ongoing
growth.

In a separate report, the US trade deficit widened to the record high of $80.9b in
September (Aug: -$72.8b) as imports rose 0.6% m/m to $288.5b while exports fell
3.0% to $207.6b. The fully reopened economy continues to support demand for
overseas goods while exports were weighed down by supply chain bottlenecks that
see manufacturers/exporters having trouble sourcing inputs and facing elevated
costs.

Japan’s household spending rose in September:

Household spending picked up 5.0% m/m in September (Aug: -3.9%), marking its first
m/m growth in five months as public sentiment rose amid the falling Covid-19 cases
during that period, allowing the return of consumers to the retail sector. The lifting
of the State of Emergency measures in October should continue to bode well for
household spending in the short term. On a y/y basis, spending recorded a smaller
1.9% decline (Aug: -3.0%) when compared to the consensus forecast of -3.5%.

Australia’s exports fell in September, weighed by lower shipments to China:

Australia’s exports fell 6.0% m/m in September (Aug: +4.0%), more than the
expected decline of 3.0%. Imports meanwhile were down by 2.0% (Aug: +2.0%), also
missing the consensus forecast of 1.0% growth. This left the trade surplus lower at
AUD12.2b (Aug: AUD12.7b). The decline in exports reflected lower shipment of iron
ores (-22.4% m/m), coal (-4.1% m/m), gold (-42.2% m/m) as well as other
commodities, among others, petroleum oils, copper and wheat. Merchandise
exports to China were down by 24.4% m/m to AUD12.7b after holding above
AUD18b for the previous three months. This came as the Chinese manufacturing
sector struggled with electric shortages during that period while having to adhere to
strict Covid policy.

House View and Forecasts

FX This Week 4Q-21 1Q-22 2Q-22 3Q-22
DXY 92-94 94.50 95.00 95.50 96.50
EUR/USD 1.15-1.18 1.15 1.14 1.14 1.13
GBP/USD 1.36-1.39 1.35 1.35 1.34 1.33
AUD/USD 0.74-0.77 0.72 0.71 0.71 0.70
usD/IpY 112-115 112 113 114 115
USD/MYR 4.13-4.17 4.15 4.15 4.15 4.15
USD/SGD 1.33-1.36 1.35 1.34 1.33 1.34
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Policy Rate % Current 4Q-21 1Q-22 2Q-22 3Q-22
Fed 0-0.25% 0-0.25% 0-0.25% 0-0.25% 0-0.25%
ECB -0.50 -0.50 -0.50 -0.50 -0.50
BOE 0.10 0.10 0.10 0.10 0.25
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

Source: HLBB Global Markets Research

Up Next Hong Leong Bank Berhad
Date Events Prior Fixed Income & Econgr;l;alliizgflzl,
05/11 SG Retail Sales YoY (Sep) -2.8% Level 8, Hong Leong Tower

EZ Retail Sales MoM (Sep) 0.3% 6, Jalan Damanlela

US Change in Nonfarm Payrolls (Oct) 194k Bukit Damansara

US Unemployment Rate (Oct) 4.8% 50490 Kuala Lumpur

US Average Hourly Earnings YoY (Oct) 4.6% Tel: 603-2081 1221

08/11 MA Foreign Reserves (29 Oct) $115.6b Fax: 603-2081 8936

EZ Sentix Investor Confidence (Nov) 16.9 HLMarkets@hlbb.hongleong.com.my

Source: Bloomberg
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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.




