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Global Markets Research

5-May: Fed hiked 50bps; hinting similar move ahead

US stocks and bonds rallied; USD weakened
The Fed downplayed the case of a 75bps hike; allaying growth fear
All eyes on BOE tonight

e Markets have been trading in a whipsaw pattern while we were away in the final Key Market Metrics
few days running up to the eventual FOMC decision. Fed rate hike expectations

aside; markets were influenced by a combo of factors including geopolitical Level did (%)
development, inflation and growth uncertainties. Equities
Dow Jones 34,061.06 2.81

e The verdict is finally out with the Fed raising the Fed funds target rate by 50bps

to 0.75-1.00% as widely expected, in an unanimous vote. The Fed also announced S&P 500 430047 2.9
that it would begin trimming its balance sheet on 1-June, at an initial pace of ~NASDAQ sk
$47.5bn a month comprising $30bn in treasuries (UST) and $17.5bn in mortgage-  Stoxx 600 44137 -1.08
backed securities (MBS). This will be slowly increased to $95bn a month ($60bn  FTSE 100 7,493.45  -0.90
UST and $35bn MBS) over three months. Nikkei 225 2681853  -0.11

Hang Seng 20,869.52 -1.10

e The policy decision was well-received as the Fed tempered expectations of a
bigger quantum of hike which would likely adversely affect growth prospects Straits Times
going forward whilst being seen doing enough with a 50bps hike in combating  KLCI 30 1,600.43  0.20
inflationary concerns. The three benchmark equity indices jumped after the
FOMC announcement and ended the day 2.8-3.2% higher, with commendable gy
gains across all key sectors. N

3,349.27 -0.23

Dollar Index 102.59 -0.85
1.0622 0.96

e US treasuries generally advanced as Fed Chair Powell downplayed the case of a EUR/USD
75bps rate hike. Overall benchmark yields closed mixed between -14bps to +3bps, ~ GBP/USD 12631 1.06
with yields retreating up to the 10Y while the long bond posted marginal gains. ~ USD/JPY 120.09  -0.81
The UST 2Y yield fell 14bps to 2.64% whilst the benchmark UST 10Y note yield Aub/usD 0.7260 2.31
closed 4bps lower at 2.93%. USD/CNH 6.6223  -0.40

F
. USD/MYR 4.3485 -0.14
e European and Asian stocks were generally sold off ahead of the FOMC /

USD/SGD 1.3742 -0.73

announcement. There was some relative calm in Asian markets as China is off for
its week-long Golden holidays even though rising Covid cases in Beijing is posing
continued uncertainties. Meanwhile, several countries in the region are seeinga  Commodities

shortened trading week in observation of Labour Day and Hari Raya festive \y ($/bbl) 107.81 5.27

holidays. Brent ($/bbl) 110.14  4.93

e Inthe FX market, the Dollar Index gapped down from the 103.60 to 102.50 levels Gold (5/02) 1.868.80  -0.10

and settled close to the day low at 102.59, down 0.85% on the day. The USD were )
. A Note: KLCI 30 and USDMYR close as at 29 April

seen weakening against all G10s, the most vs AUD and NZD. On Tuesday, RBA ;.. Bioomberg, HLBB Global Markets

raised rates for the first time since Nov-20, by a bigger than expected pace of Research

25bps to 0.35%. Markets have been expecting a 15bps rate increase earlier after

Australia 1Q CPI surprised on the upside last week at a two decade high of 5.1%.

The greenback also lost ground against some major Asian currencies namely the

SGD, CNH and KRW.

e  USD/MVYR last settled at 4.3485 on Wednesday, little changed from last Friday’s
close of 4.3545 as the Malaysian markets were closed since, and partly




attributable to more subdued trading in the USD amid cautiousness ahead of the
FOMC policy decision. We expect the pair to trade on a firmer note in the 4.32-
4.36 region amid some consolidation in the USD in the next two trading days
before the week draws to a close.

Gold futures settled marginally lower by 0.1% at $1868.80/0z. Brent crude rose
4.9% to $110.14/barrel whilst US WTI jumped 5.3% to $107.81/barrel on news
Europe is proposing a total oil ban on Russian oil while OPEC may tone down its
increase in output amid concerns over slower demand.

The Fed hiked rates by 50bps as expected; balance sheet reduction to begin in
June

The Fed raised its Fed funds target rate by 50bps to 0.75-1.00% as expected in an
unanimous vote. The Fed announced details to begin unwinding its asset
purchases starting 1-June, at an initial pace of $47.5bn a month comprising $30bn
in treasuries (UST) and $17.5bn in mortgage-backed securities (MBS). This will be
slowly increased to $95bn a month ($60bn UST and $35bn MBS) over three
months.

Fed Chair Powell also signalled similar pace of rate hike going forward, suggesting
we will see 50bps increases at least in the next meeting in June and probably July,
before reverting to quarter-point hike in our view. This, coupled with the softer
than expected March core PCE at 5.2% y/y, also squashed earlier expectations
that the Fed may be delivering 75bps hike.

Mixed bag of US data

ISM services surprisingly pulled back to 57.1 in April (Mar: 58.3), against
expectation for an uptick to 58.5, dragged by softer employment and new orders.
Meanwhile, final print of S&P global PMI services came in at 55,6 in April, better
than the flash estimate of 54.7, but still marked a pullback from March’s 58.0.
ADP added fewer than expected 247k jobs in April (Mar: upwardly revised from
455k to 479k). This marked its weakest level of job gains since Dec-20, reaffirming
tightness in the US job market especially hiring difficulty among small businesses.
Labour shortages could well exert upward pressure on wages, further heightening
inflationary risks.

Trade deficit widened for the 5% straight month, and by more than expected to a
record $109.8bn in March (Feb: -$89.8bn). Imports gain of 10.3% m/m far
outweighed the 5.6% m/m increase in exports, hence widening the trade deficit
by 22.3% m/m. The broad-based gain in imports points to robust domestic
demand, but would dampen net exports and hence overall GDP growth as evident
in 1Q GDP.

MBA mortgage application rebounded and increased 2.5% for the week ended
29-April (prior: -8.3%). This marked its first positive gain in eight weeks, helped by
turnaround in both new purchases (+4.1% vs -7.6%) as well as refinancing (+0.2%
vs -9.0%) as the long term 30Y borrowing costs tapered off a tad from 5.37% to
5.36%.

Uptick in Eurozone services activities; contraction in retail sales

Final print of S&P global PMI services came in unchanged from the initial estimate
of 57.7 in April (Mar: 55.6). This marked its 3™ straight month of uptick and its
highest level since Aug-21 reflecting bigger optimism over incoming new
businesses despite risk stemming from ongoing energy crisis amid Russia-Ukraine
standoff.

Retail sales contracted 0.4% m/m in March (Feb: +0.4% revised) while sales
tapered off more than expected to 0.8% on an annual basis (Feb: +5.2% y/y
revised), a sign of weaker consumer spending in the region as geopolitical
uncertainties continued clouding growth outlook. The renewed decline in retail
sales was dragged by declines in non-food products (-1.2% vs +1.3% m/m), mail
orders and internet (-4.3% vs +0.5%), and auto fuel & special stores (-2.9% vs
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+2.5% m/m), entirely offsetting the 0.8% turnaround in food, drink & tobacco
(Feb: +0.6% m/m). Retail sales fell in Germany, Spain and France.

Australia retail sales and home loans surprised on the upside; PMlI services a tad
weaker

e Retail sales growth eased much less than expected to 1.6% m/m in March (Feb:
+1.8% m/m), suggesting resiliency in consumer spending given improvement in
the labour market and high savings rate which would help consumers tie up this
period of high inflation.

e Home loans staged a surprised rebound and grew 1.6% m/m in March (Feb: -3.5%
revised) on expectations housing demand from international students and
migrant workers will increase as the border reopens.

e PMI services final print came in at 56.1 in April, slightly lower than its flash
estimate of 56.6 but still marked an uptick from March’s 55.6 driven by more
upbeat employment prospects.

Decent 1Q job data in New Zealand

e Unemployment rate stabilized at record low of 3.2% in 1Q (4Q: 3.2%) while
employment rose 0.1% q/q as expected but missed expectations for a 3.1% y/y
increase. On a y/y basis, employment posted a bigger than expected moderation
from 4Q21’s +3.5% y/y to +2.9% y/y in 1Q22. Wage growth improved with the
average hourly earnings unexpectedly quickened to 1.9% q/q (4Q: +1.4%),
fanning expectations spiralling wage growth and a solid labour market will
continue to exert pressure on the RBNZ to raise rates further. What was
noteworthy from yesterday’s release was the 1.9% decline in ANZ commodity
prices in April (Mar: +3.9%), offering a tentative sign of easing inflationary
pressure in the months ahead.

Singapore April PMI surprised on the upside

¢  PMI reading unexpectedly picked up 0.2ppt to 50.3 in April (Mar: 50.1), against
expectations for a moderation to 50.0. This marked its first uptick in four months,
driven by broadly improved outlook in new orders, exports, output, inventories,
import, input prices and employment. In tandem, electronics PMI also ticked
higher to 50.7 (Mar: 50.4). This shall underpin expectations for continuous
recovery in the Singapore economy, allowing the MAS to tighten further.

House View and Forecasts

FX This Week 2Q-22 3Q-22 4Q-22 1Q-23
DXY 101-103 98.5 99.0 98.0 97.5
EUR/USD 1.04-1.07 1.10 1.09 1.10 1.12
GBP/USD 1.24-1.27 1.29 1.28 1.30 1.31
AUD/USD 0.70-0.74 0.76 0.77 0.76 0.76
usD/IPY 127-131 121 120 120 120
USD/MYR 4.32-4.36 4.20 418 4.16 4.16
USD/SGD 1.36-1.39 1.36 1.35 1.34 1.33
Rates, % Current 2Q-22 3Q-22 4Q-22 1Q-23
Fed 0.75-1.00 1.25-1.50 2.00-2.25 2.50-2.75 2.50-2.75
ECB -0.50 -0.50 -0.50 -0.25 -0.25
BOE 0.75 1.25 1.25 1.25 1.25
RBA 0.35 0.50 0.75 1.00 1.25
BOJ -0.10 -0.10 -0.10 -0.10 -0.10
BNM 1.75 1.75 2.00 2.00 2.25

Source: HLBB Global Markets Research
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05/05  MA S&P Global Malaysia PMI Mfg (Apr) 49.6
HK S&P Global Hong Kong PMI (Apr) 42.0
SG S&P Global Singapore PMI (Apr) 52.9
AU Exports MoM (Mar) 0.0%
CN Caixin China PMI Services (Apr) 42.0
SG Retail Sales YoY (Mar) 0.0
HK Retail Sales Value YoY (Mar) -0.1
UK S&P Global/CIPS UK Services PMI (Apr F) 58.3 Hong Leong Bank Berhad
UK Bank of England Bank Rate (05 May) 0.75% Fixed Income & Economic Research, Global
-, . Markets
US Initial Jobless Claims (30 Apr) 180k L3, M e e
06/05  ys Change in Nonfarm Payrolls (Apr) 431k 6, Jalan Damanlela
US Unemployment Rate (Apr) 3.6% Bukit Damansara
50490 Kuala Lumpur
US Labor Force Participation Rate (Apr) 62.4% P
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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 favourable 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.
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