$ HonglLeong Bank

24 September 2021
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24-Sep: Risk-on amid hawkish policy shifts

BOE hints at plan for modest tightening; raising bets of an earlier rate hike in 2022
Risk assets rallied while safe haven government bond yields spiked
Data flow confirmed lingering growth uncertainties and easing inflation

The rally in global equities in Europe and Asia sessions were extended to the US
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for the safe haven JPY. The Dollar Index lost 0.4% to 93.09, its lowest in a week. The EX
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In the commodity market, gold futures slipped 1.6% to $1747.70/0z as investors USD/SGD 1.3486 -0.35
dumped haven assets amid a revival in risk sentiments. Oil prices continued to rally
by over 1.0% on prospects of increased demand following an energy crunch, leading .
WTI to $73.30/barrel and Brent at $77.25/barrel, its highest since 2014. Commodities
WTI ($/bbl) 73.30  1.48
Bank of England unanimously stood pat on rates but split on QE tapering: Brent (S/bbl) 77.25 139
The Bank of England left its benchmark interest rate unchanged at 0.10% as expected.  Gold ($/0z) 1,747.70  -1.63

Policy makers also maintained its £875bn asset purchase facility as widely expected.
The decision for the rate pause was unanimous while that for QE was with a 7-2 split,
reflecting a tentative move towards a slight tightening bias.

BOE reiterated that uncertainties continued to linger, downgrading 3Q GDP growth
to 2.1%, from the 2.9% projected in August, citing “the emergence of some supply
constraints on output”. Inflation is expected to rise slightly above 4.0% this year due
mainly to “deepening energy price shock”. We expect the BOE to stay cautious in its
policy course awaiting better clarity on recovery outlook and price developments
even as markets are now pricing higher odds of a rate hike in 2022.

In a release this morning, GfK consumer confidence unexpectedly tanked to -13 in
September, worsening from the -8 reading a month ago and marking its worst in five
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months. Consumer’s confidence over economic outlook and personal finances
outlook all softened.

Softer PMiIs across the majors:

US Markit PMI manufacturing and services both surprised on the downside in
September, losing further momentum to 60.5 and 54.4 respectively (Jul: 61.1 and
55.1). This confirmed our concerns that recovery in the US economy was losing
momentum, likely complicated by virus concern in addition to supply tightness.
Preliminary report showed that the Eurozone Markit Manufacturing PMI decreased
to 58.7 in September (Aug: 61.4) while the services PMI also retreated to 56.3 (Aug:
59.0), indicating that the post-reopening momentum has softened further heading
into the fourth quarter. Markit attributed the reduction in growth to supply chain
bottlenecks and pandemic related concerns.

The UK manufacturing PMI also slumped to 56.3 in September (Aug: 60.3), also
reflecting the impact of supply chain constraints. The services PMI slipped slightly
lower to 54.6 (Aug: 55.0).

Mixed US data:

US initial jobless claims unexpectedly rose to 351k for the week ended 18 Sep, up 16k
from 335k the preceding week. Continuing claims also rose to 2,845k, from 2,714k
prior offering tell-tale signs of some slacks in the US labour market.

In tandem with the slower expansion seen in PMI readings, US Chicago Fed Nat
Activity Index weakened more than expected to 0.29 for the month of August, down
considerably from the upwardly revised 0.75 in July. A separate release also showed
Kansas City Fed Manufacturing Activity slowed more than expected in September (22
vs 29).

US leading index however surprised with a 0.9% m/m gain in August, quickening from
the revised 0.8% m/m increase in July, offering some reprieve that US economic
recovery remains forthcoming in the months ahead.

Japan’s CPI eased in August:

National CPI eased further to -0.4% y/y in August (Jul: -0.3%) while inflation ex food
and energy recorded a slightly smaller decline of 0.5% y/y (Jul: -0.6%). This suggests
some underlying price pressure in the system although Japan will unlikely shrug off is
deflationary state in the foreseeable future.

Singapore’s inflation eased in August:

Singapore’s CPI inflation rebounded by 0.5% m/m in August as expected. This
followed a 0.2% decline in July. This translates to a 2.4% y/y gain (Jul: +2.5%), also
matching the consensus estimate as higher costs of housing & utilities and healthcare
were offset by the steeper decline in communication costs as well as that of clothing
& footwear. The core CPI rate rose slightly more than expected to 1.1% y/y (Jul:
+1.0%)

Malaysia’s foreign reserves dipped slightly to $116.2b:

Malaysia’s foreign reserves slipped to $116.2b as at 15 September (prior: $116.3b).
The reserves position is sufficient to finance 8.1 months of retained imports and is
1.3 times total short-term external debt.

New Zealand’s trade deficit widened to $2.14b on higher imports:

Trade deficit widened to a record $2.14bn in August (Jul: $0.4bn deficit), as exports
fell 24.6% m/m while imports grew 5.2% m/m, driven by vehicle imports. Meanwhile,
exports were dragged by lower dairy exports.
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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

Up Next Hong Leong Bank Berhad
Date Events Prior Fixed Income & Economic Research,
24/09 JP Jibun Bank Japan PMI Composite (Sep P) 45.5 Global Markets

Level 8, Hong Leong Tower
MA CPI YoY (Aug) 2.2%
) ) o 6, Jalan Damanlela
SG Industrial Production YoY (Aug) 16.3% Bukit Damansara
0,
US New Home Sales MoM (Aug) 1.0% 50490 Kuala Lumpur
27/09 US Durable Goods Orders (Aug P) -0.1% Tel: 603-2081 1221
US Dallas Fed Manf. Activity (Sep) 9.0 Fax: 603-2081 8936
Source: Bloomberg HLMarkets@hlbb.hongleong.com.my
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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.




