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Daily Market Highlights

06-Jan: Fed’s hawkish surprise weighed on markets

Fed signalled sooner-than-expected rate hike in latest FOMC minute
US stocks, treasuries sold off; USD recorded mixed performances
US ADP private payrolls climbed 807k, best reading in 7 months

e US stocks and treasuries sold off overnight after the latest Federal Reserve Key Market Metrics
minutes suggested a potentially sooner-than-expected move to raise the fed

funds rate. The futures market now prices in a 76.5% chance of a 25bps rate hike Level did (%)
as early as the 16-March meeting after the scheduled conclusion of its asset  Equities
purchase program. Dow Jones 36,407.11  -1.07
S&P 500 4,700.58 -1.94
e All three US equity benchmarks closed sharply lower compared to the prior
. . . NASDAQ 15,100.17 -3.34
session; The S&P 500 lost 1.9%, with the real estate and tech shares suffering the
biggest losses. The Dow Jones fell 1.1% while tech-focus NASDAQ, recorded a  Stoxx 600 s L
massive decline of 3.3%. FTSE 100 7,516.87  0.16
Nikkei 225 29,332.16 0.10
e In the bond market, US treasury yields climbed further, led by the short-dated Hang Seng 22,907.25  -1.64
o . o .
securities. The yield qn the' benchmark 2Y notes rose 6.6Pps to 0.83% while the SR 316344  -0.56
benchmark 10Y UST yield picked up 5.8bps to 1.71%, leading the curve to flatten.
KLCI 30 1,547.95 0.39

e The dollar saw a mixed performance against the G10 basket overnight as it
weakened against the EUR and GBP but strengthened against CAD, AUD and NZD. EX

JPY and CHF were little changed. This resulted in the dollar index closing Dollarindex 96.17  -0.09
marginally lower (-0.09%) at 96.17. EUR/USD 11314  0.24
GBP/USD 1.3557 0.20
e USD/MYR rose for the third consecutive session (+0.2%) to 4.1945. The faster- USD/IPY o
than-expected rate hike expectation for the Fed may offer further support for the
pair with the bulls striving to breach 4.2000 resistance; nonetheless the AUD/USD L
anticipation for Friday job report could possibly cap the gain, resulting in a  USD/CNH 6.3755  0.00
consolidation around 4.19 levels. USD/MYR 4.1945 0.17
USD/SGD 1.3577 0.18

e Gold futures rose 0.6% to $1825.10/0z amid mixed USD performances. Crude oil
prices advanced after OPEC+ reaffirmed its confidence for the global oil demand

C diti
by sticking to its plan of easing production cuts i.e., adding 400k barrels per day in R

February. Brent crude gained 1.0% to $80.80/barrel and WTI settled 1.1% higher ~ WT' (5/bbl) A
at $77.85/barrel. Brent ($/bbl) 80.80 1.00
Gold ($/02) 1,825.10 0.58

Fed signalled sooner-than-expected rate hike:
e The minutes for the FOMC 14-15 December meeting showed that officials are Source: Bloomberg, HLBB Global Markets
prepared to hike the fed funds rate sooner than initially expected after it decided Research
to quicken the pace of asset tapering in January (by $20b for treasuries and $10b
for mortgage-backed securities).
o Officials judged that the labour market would fast approach maximum
employment, some viewed the labour market conditions as already largely
consistent with maximum employment. The criteria of inflation “rising to 2% and

moderately exceeding 2% for some time had been more than met”.




Fed officials thought that a quicker conclusion of net asset purchase would better
position the Fed to set policy to address the full range of plausible economic
outcomes, thus it would be appropriate to double the pace of the ongoing
reduction in net asset purchase.

It may become warranted to increase the federal funds rate sooner or at a faster
pace than participants had earlier anticipated. Some said that it could be
appropriate to begin to reduce the size of the Fed’s balance sheet relatively soon
after beginning to hike rate. Some officials thought that a less accommodative
future policy stance would likely be warranted and that the Fed should convey a
strong commitment to address elevated inflation pressures.

US private sector added the most jobs in seven months:

The US private sector created 807k jobs in December (Nov: +505k) according to
the latest ADP National Employment Report, its best reading in seven months,
underscoring the continuous strengthening of the US labour market conditions.
Job gains concentrated in the services sector (+669k) of which the leisure &
hospitality segment reported the largest number of hiring. The manufacturing
sector added 74k jobs and construction reported 62k increase.

The US Markit Services PMl slipped to 57.6 in December, from 58.0 in the previous
month. This is in line with the lower ISM manufacturing index, pointing to a
weaker rate of expansion but the overall state of manufacturing conditions
remained solid.

Mortgage applications fell 5.6% w/w in the last week of 2021, following a 3.2%
gain, reflecting the declines in both purchases and refinancing.

Eurozone’s services PMI edged lower:

The Eurozone’s Markit services PMI came in lower at 53.1 in December, from 55.9
in November, as growth resumed a slowdown trend amid the resurgence of Covid-
19 cases in the region. Demand for services continued to rise according to the
survey, but at a slower expansion rate. Firms expanded their workforce numbers,
in line with the growing hiring expectations.

Hong Kong’s private sector growth eased:

Hong Kong’s Markit PMI ticked lower to 50.8 in December, from 52.6 in
November, indicating a deceleration in private sector growth. The survey showed
softer new order and output while persistent supply constraints contributed to
work backlogs. Demand from China slowed with new orders continuing to decline.

Singapore indicators pointed to positive outlook:

SG Markit PMI surged to 55.1 in December, from 52.0 in November, signalling
further improvement in business conditions. Demand and output growth
accelerated thanks to the commencement of the vaccinated travel lanes (VTLs)
that boosted cross border travels.

On a separate note, Singapore’s retail sales rose 2.5% m/m in November (Oct:
+0.7%), translating to a 1.9% y/y growth (Oct: +7.5%). Sales rose at department
stores, restaurants and in the recreational sector, in concurrent with the VTLs
activation. Apart from that, sales of apparels & footwear as well as furniture &
household equipment recorded double-digit m/m growth ahead of Christmas.

House View and Forecasts

FX This Week 4Q-21 1Q-22 2Q-22 3Q-22
DXY 95-97 94.50 95.00 95.50 96.50
EUR/USD 1.12-1.14 1.15 1.14 1.14 1.13
GBP/USD 1.33-1.36 1.35 1.35 1.34 1.33
AUD/USD 0.71-0.74 0.72 0.71 0.71 0.70
usD/IpPY 114-116 112 113 114 115
USD/MYR 4.16-4.20 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 0.25-0.50 0.50-0.75

ECB -0.50 -0.50 -0.50 -0.50 -0.50

BOE 0.25 0.25 0.50 0.50 0.50

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
Date Events Prior
06/01 JP Jibun Bank Japan PMI Services (Dec F) 51.1
CN Caixin China PMI Services (Dec) 52.1
UK Markit/CIPS UK Services PMI (Dec F) 53.2
US Trade Balance (Nov) -$67.1b
US Initial Jobless Claims (01 Jan) 198k
US Factory Orders (Nov) 1.00%
US ISM Services Index (Dec) 69.1
US Durable Goods Orders (Nov F) 2.5%
US Cap Goods Orders Nondef Ex Air (Nov F) -0.1%
07/01 JP Labor Cash Earnings YoY (Nov) 0.2%

JP Household Spending YoY (Nov) -0.6%
MA Foreign Reserves (31 Dec) $116.3b
EZ Retail Sales MoM (Nov) 0.2%
EZ CPI Estimate YoY (Dec) 4.9%
EZ Economic Confidence (Dec) 117.5
US Change in Nonfarm Payrolls (Dec) 210k
US Unemployment Rate (Dec) 4.2%
US Average Hourly Earnings YoY (Dec) 4.8%
US Labor Force Participation Rate (Dec) 61.8%
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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.




