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23-Sep: Fed signalled possible tapering in November

Half of Fed policy makers expect rate hike next year
US stocks rallied, long-term rates fell post-FOMC
Existing home sales fell in the US

e US stocks rallied overnight after the Federal Reserve’s tapering signals in its latest
statement. Main US benchmarks rallied around 1.0%, spurred by the broad-based
increase in most sectors. Energy shares jumped the most as crude oil prices surged on
US inventory withdrawal.

e Long-term yields moved lower with the yield on the benchmark 10Y US treasury note
falling by 2.2bps to 1.3%. Short-term rates meanwhile, were pushed higher in
response to the Fed’s hawkish statement.

e The dollar saw mixed performances against the G10 currencies as the rally in oil prices
helped propelled CAD, NOK and AUD. Nonetheless, the dollar index picked up 0.3% to
93.46, reflecting strength against EUR, JPY, GBP and CHF. Earlier, USD/MYR had closed
0.2% higher at 4.1930 in Wednesday’s session. We are neutral to bullish on the pair
today as the post-FOMC USD strength may push the pair to test 4.20 key level.

¢ Inthe commodity market, spot gold slipped 0.4% to $1768.16/0z while futures traded
little changed at $1776.70/0z. The EIA reported that US crude stockpiles were down
by 3.5mil barrels last week, leading WTI to surge 2.4% to $72.23/barrel and Brent to
trade 2.5% higher at $76.19/barrel.

e China maintained its one-year loan prime rate unchanged at 3.85% but injected the
market with CNY120b as the Chinese market reopened yesterday following two days
of public holidays.

Fed signalled bond tapering announcement in November:

e The Federal Reserve signalled in its latest statement that it could start to taper its
$120b per month asset purchase program in November this year and raise rates next
year. It said that the “Committee judges that a moderation in the pace of asset
purchases may soon be warranted”.

e Officials raised their rates forecast for next year with the median projection for Fed
Fund Rates rising to 0.3% in 2022 (revised from 0.1% in June projection) and 1.0% in
2023 (June projection: 0.6%). The new dot plot showed that half of 18 officials expect
to raise rates at least by 25bps by the end of 2022, compared to just seven in June.

e However, officials downgraded their economic projections for this year, expecting the
rise in Covid-19 cases to slow the recovery but expected growth to pick up in 2022
onwards. GDP growth was revised lower to 5.9% in 2021 (June projection: 7.0%) but
upgraded to 3.8% in 2022 (June projection: 3.3%). Similarly, the unemployment rate
was revised to 4.8% in 2021 (June projection: 4.5%) but unchanged at 3.8% in 2022.

e On the price front, Fed officials now expect a further sharp increase in the core PCE
inflation rate to 3.7% in 2021 (June projection: 3.0%) and 2.3% in 2022 (June
projection: 2.1%). Fed Chair Jerome Powell attributed the higher prices to supply-
chain bottlenecks. He said in the post-meeting press conference that officials now
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think inflation would run higher than previously expected, but maintained that the
surging prices would moderate in 2022 as the pandemic situation improves.

e According to Powell, a formal decision to begin slowing the bond buying pace could
come as early as the next FOMC meeting in November and the process could be
completed by mid-2022. He also added there was no need for a very strong job report
for them to go ahead with tapering as many on the committee think that the
employment bar for tapering has been met. It can also speed up or slow down taper
if it is appropriate.

BOJ maintained policy and flagged supply-side issues:

e The Bank of Japan kept its monetary policy unchanged as expected. The policy balance
rate was left steady at -0.1% while its asset purchases targets also remained the same.
It has also released more details about its Climate Response Financing Operations and
said that it would begin offering loans under the program.

e It said that the Japanese economy has picked up as a trend but remained in a “severe
situation” due to Covid impact, both domestic and abroad. It pointed out the negative
effect of supply chain constraints on exports and industrial production and said that
employment and income situations have remained weak. Private consumption was
stagnant as spending on services weakened.

e The higher energy prices have resulted in the CPl-ex fresh food (the BOJ’'s main
inflation gauge) staying at around 0% (Note that inflation has turned less negative for
the past few months). It expects inflation to turn slightly positive, mainly reflecting the
rise in energy prices. The risks to the outlook were still highly uncertain mainly because
of Covid. It reaffirmed its commitment to accommodative policy to support the
economy. BOJ governor Haruhiko Kuroda said in a press conference that the
employment situation was quite solid but the small wage growth was not the main
reason weighing on consumption but the public’s cautious behaviour was likely the
main factor. He did not see an immediately large take-up of the green financing
program but said that it is a long-term necessity.

US existing home sales fell in August:

e The US housing market cooled in August as existing home sales fell more than
expected by 2.0% m/m to a seasonally adjusted annualised rate of 5.88mil units; July’s
sales were revised higher to 6.0mil to represent a 2.2% m/m increase. Markets had
expected sales to fall 1.7% m/m according to a Bloomberg survey. Home prices fell last
month with the median price being pressured to $356,700 per unit (Jul: $359,500);
this translates to a smaller increase of 14.9% y/y compared to the previous year (Jul:
+17.6%). The market continued to observe tight inventory as the number of available
homes for sales fell to 1.29mil units in August, down by 13.4% y/y compared to last
year. The lack of supply might have turned potential buyers away.

e In a separate note, mortgage applications rose 4.9% w/w last week, after registering
a tiny increase of 0.3% in the previous week. Refinancing applications (+6.5%) drove
the gains as interest rates fell. Applications to purchase homes rose moderately
(+2.2%).

Eurozone consumer confidence improved this month:

e Consumer sentiment in the euro area turned less negative in September according to
a flash report. The European Commission Consumer Confidence Index improved to -
4.0 in September, from -5.3 in August. The reading turned out to be better than
consensus estimation of -5.9. This came as restrictions were eased in the region as the
spread of the Delta variant came under control.

Australia’s Westpac leading index declined in August:

e The Westpac Leading Index declined by 0.3% m/m in August (Jul: -0.07%) and its six-
month annualised growth rate softened substantially to 0.5% (Jul: 1.4%), as the
positive contributions from foreign indicators were offset by the negative impacts
from domestic components. The slowdown in domestic activity was shown in the




reductions in hours worked and dwelling approvals as authorities extended lockdowns
following the pandemic resurgence.

House View and Forecasts

FX This Week 3Q-21 4Q-21 1Q-22 2Q-22

DXY 92-94 92.00 91.50 90.00 89.00

EUR/USD 1.17-1.20 1.18 1.19 1.21 1.22

GBP/USD 1.36-1.39 1.40 1.41 1.43 1.45

AUD/USD 0.71-0.75 0.74 0.74 0.76 0.77

usD/JPY 109-111 109.00 108.00 107.00 105.00

USD/MYR 4.17-4.22 4.23 4.20 4.20 4.15

USD/SGD 1.33-1.35 1.35 1.35 1.34 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
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Date Events Prior

23/09 SG CPI YoY (Aug) 2.5%
MA Foreign Reserves (15 Sep) $116.3b
EZ Markit Eurozone Composite PMI (Sep P) 59.0
UK Markit/CIPS UK Composite PMI (Sep P) 54.8
UK Bank of England Bank Rate (21 Sep) 0.1%
US Chicago Fed Nat Activity Index (Aug) 0.53
US Initial Jobless Claims (18 Sep) 332k
US Markit US Composite PMI (Sep P) 55.4
US Leading Index (Aug) 0.9%
US Kansas City Fed Manf. Activity (Sep) 29

24/09 NZ Trade Balance 12 Mth YTD NZD (Aug) -1104m
UK GfK Consumer Confidence (Sep) -8.0
JP Natl CPI Ex Fresh Food YoY (Aug) -0.2%
JP Jibun Bank Japan PMI Composite (Sep P) 455
MA CPI YoY (Aug) 2.2%
SG Industrial Production YoY (Aug) 16.3%
US New Home Sales MoM (Aug) 1.0%
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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.




