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11-Mar: Stocks closed lower after US CPI hit 7.9%

10Y UST yield briefly hit 2.00%; USD broadly strengthened
EUR weakened despite hawkish ECB signals

Oil prices reversed intraday gains to close lower

US and European stocks closed lower on Thursday as investors assessed the 40-
year high inflation in the US as well as the global economic impact of the Russia-
Ukraine war. The Dow Jones fell 0.3%, the S&P 500 lost 0.4% while NASDAQ
dropped the most by nearly 1.0%. European major benchmarks such as the CAC
40 and DAX fell 2.8% and 2.9% respectively. The pan European STOXX Europe 600
was down by 1.7%.

Treasury yields rose after the US inflation hit 7.9% y/y in February ahead of next
week’s Federal Reserve meeting. The yield on the benchmark 10Y UST briefly
reached 2.00% before retreating to close at 1.99%, 3.3bps higher compared to
the previous session.

The dollar regained strength on Thursday after Wednesday’s selloff. The euro saw
a huge intraday reversal and was the biggest loser in the G10 basket; EUR/USD
shot up to as high as 1.1120 after the ECB announced a surprise phasing out of its
APP program, before retreating to close the day 0.81% lower at 1.0986.
Commodity currencies extended gains, led by the Australian dollar. The dollar
index rose 0.6% to 98.51.

USD/MYR closed 0.07% higher at 4.1890 on Thursday, as MYR resilience capped
the pair’s gain to less than 0.1% for the past four sessions. The pair is still expected
to trade at recent levels as the market assessed the impact of war on commodity
prices as well as the US CPI data. The MYR may stay relatively resilient, against a
backdrop of positive economic outlook especially after the Prime Minister
announced the reopening of the Malaysian border on 1 April.

Crude oil prices erased intraday gains to close the day lower as the sky-high US
inflation risks hurting oil demand; Brent crude topped $118/barrel before falling
back to $109.33/barrel (-1.6%). The US benchmark WTI shed 2.5% to settle at
$106.02/barrel. Gold prices recovered 0.6% to $2000.4/0z from the recent selloff.

Hawkish ECB surprised market by revising APP purchases; flagged risks posed by
Russia-Ukraine war:

The ECB maintained its policy unchanged during yesterday’s meeting but
surprised the market by revising its Asset Purchase Program (APP) purchase
schedule for the coming months. Monthly net purchases will be €40b in April,
€30b in May and €20b in June, compared to the previous plan of €40b per month
throughout 2Q22; it said that the purchases in 3Q will be based on medium term
inflation outlook and hinted that it may end the APP in that quarter provided that
inflation outlook does not weaken. Any adjustment to the key ECB rates will take
place “some time” after the end of APP and will be gradual.

The ECB warned of the economic risks posed by the Russian invasion of Ukraine.
It said that the war will have a material impact on economic activity through
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higher energy and commodity prices, the disruption of international commerce
and weaker confidence. In its baseline projections based on solid underlying
conditions that incorporate the war implication, GDP growth was revised to 3.7%
for 2022 (down from 4.2% in the December projections). Inflation was revised to
5.1%in 2022 (up sharply from 3.2% in December forecasts) and is likely to stabilise
at its 2.0% target over the medium term. Nonetheless, alternative scenarios
(adverse and severe) that experience significant drag on economic activity will
also see inflation stabilising at around 2% over the medium term (2024).

In terms of near-term economic outlook, the ECB expects growth to remain weak
in 1Q22. The prospects for the economy depend on the war, the financial
sanctions and other measures. Other headwinds to growth are waning. The risks
to the outlook have increased substantially after the invasion and are tilted to the
downside. Meanwhile, the risks related to the pandemic have declined. The war
in Ukraine may have a stronger impact on economic sentiment and could worsen
supply chain constraints again. There was also a “substantial upside risk” to
energy prices.

US consumer inflation surged to 7.9%:

The US consumer price index rose 0.8% m/m in February, faster than the 0.6%
gain in the previous month, driven by the gains in prices of gasoline, shelter, and
food. The gasoline prices rose 6.6% in February and accounted for almost a third
of the all-items’ monthly increase according to the BLS. Prices of gasoline had
increased even before the Russian invasion of Ukraine as strong domestic
demand outweighed the tight global supply. This helped boost the annual CPI rate
to a fresh 40-year high of 7.9% y/y, up from 7.5% in January. The core prices rose
0.5% m/m (Jan: +0.6%) and recorded a y/y increase of 6.4% (Jan: +6.0%).

Initial jobless claims rose by 11k to 227k last week, from the revised 216k
previously, driven by higher claims in a few states and not indicative of a broad-
based slowdown in hiring. The four-week moving average rose to 231.25k, from
230.75k.

Japan’s household spending growth reflects low base effect:

Japan’s household spending fell 1.2% m/m in January, after the small 0.2%
increase in December, reflecting consumer caution amid the Omicron outbreak.
Spending rose 6.9% y/y in January (Dec: -0.2%), beating the consensus forecast of
3.4%. The sharp gain was boosted by low base effect; the country was put under
stricter restrictions in the same month last year which had curtailed spending.

NZ manufacturing growth accelerated; food inflation steepest since 2011:

The BNZ Manufacturing PMI for New Zealand rose to 53.6 in February, pointing
to a faster expansion in manufacturing activity despite the climb in Covid-19 cases
in the country. The overall growth was supported by higher production,
employment and new orders.

On a separate note, food prices fell 0.1% m/m in February after the 2.7% increase
prior. However, on a y/y basis, food prices posted a 6.8% gain, its largest increase
since 2011, driven by the 17% surge in prices of fruits and vegetables. This adds
to the evidence of higher inflation in the coming months, meaning that more rate
hikes are coming from the RBNZ.

House View and Forecasts

This Week 1Q-22 2Q-22 3Q-22 4Q-22
DXY 97-100 96.15 96.40 96.30 96.30
EUR/USD 1.08-1.11 1.13 1.12 1.12 1.13
GBP/USD 1.31-1.34 1.34 1.33 135 1.36
AUD/USD 0.72-0.75 0.72 0.72 0.74 0.75
usD/IpPY 114-116 115 116 115 114
USD/MYR 4.17-4.20 4.17 4.15 4.15 4.10
USD/SGD 1.35-1.37 1.35 1.34 1.34 1.33
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Rates, % Current 1Q-22 2Q-22 3Q-22 4Q-22
Fed 0.00-0.25 0.25-0.50 0.75-1.00 1.25-1.50 1.25-1.50
ECB -0.50 -0.50 -0.50 -0.50 -0.50
BOE 0.50 0.75 1.00 1.00 1.00

RBA 0.10 0.10 0.10 0.10 0.25

BOJ -0.10 -0.10 -0.10 -0.10 -0.10
BNM 1.75 1.75 1.75 1.75 2.00

Source: HLBB Global Markets Research

Up Next
Date Events Prior

11/03 MA Industrial Production YoY (Jan) 5.8%
UK Monthly GDP (MoM) (Jan) -0.2%
UK Industrial Production MoM (Jan) 0.3%
UK Visible Trade Balance GBP/Mn (Jan) -£12.3b
US U. of Mich. Sentiment (Mar P) 62.8

15/03 NZ Performance Services Index (Feb) 45.9
CN Industrial Production YTD YoY (Feb) 9.6%
CN Fixed Assets Ex Rural YTD YoY (Feb) 4.9%
CN Retail Sales YTD Yo (Feb) 12.5% fonelLechEiBankiEsihad
UK Payrolled Employees Monthly Change (Feb) 108k Fixed Income & Economic Research, Global
UK Average Weekly Earnings 3M/YoY (Jan) 4.3% Markets
UK ILO Unemployment Rate 3Mths (Jan) 4.1% Level 8, Hong Leong Tower
UK Employment Change 3M/3M (Jan) -38k GlSSL?:DZar:aannslsrlz
EZ ZEW Survey Expectations (Mar) 48.6 50490 Kuala Lumpur
EZ Industrial Production SA MoM (Jan) 1.2% Tel: 603-2081 1221
US PPI Final Demand YoY (Feb) 9.7% Fax: 603-2081 8936
US Empire Manufacturing (Mar) 3.1
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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.




