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28-Jan: Dollar soared on rate hike expectations

US equities pressured by prospects of steeper Fed rate hike

Short-term yields rose alongside the greenback
US 4Q GDP growth beat estimates at 6.9% q/q annualised rate

The selloff in US equities extended to Thursday despite the upbeat 4Q US GDP
growth as investors digested the prospects of a larger-than-expected rate hike by
the Federal Reserve in March. The Dow Jones gave up earlier gains to close little
changed (-0.02%); the S&P 500 dropped 0.5% and NASDAQ recorded the steepest
losses of 1.4%. iPhone maker Apple posted record quarterly results even though
the supply chain issue impeded sales; CEO Tim Cook said that constraints are
easing.

In the bond market, short term yields continued to climb while the medium-to-
long term yields experienced reversals. The yield on the benchmark 2Y treasury
notes rose another 3.8bps to 1.19%; while the 10Y UST yield slumped 6.5bps to
1.80%.

The dollar strength persisted into Thursday where the USD appreciated against all
G10 and Asian currencies. The Aussie and kiwi dollar recorded the sharpest losses
in the G10 basket. The dollar index soared 0.8% to 97.26, extending the gaining
streak to four days.

USD/MYR retreated from the daily high of 4.2070 to close 0.1% higher at 4.1955.
The broad-based USD strength is expected to be supportive of USD/MYR, as the
pair may reattempt to break above 4.2000; amid pre-weekend and festivity
related factors.

In the commodity market, the strong USD exerted more pressure on gold prices;
futures plunged 2.0% to a three-week low of $1793.10/0z. Crude oil prices slipped
amid the USD strength and driven by some profit taking activities, Brent crude
settled 0.7% lower at $89.34 and WTI fell 0.9% to $86.61/barrel.

US 4Q GDP grew more than expected; initial jobless claims fell for the first time in
four weeks:

The US economy expanded at a 6.9% g/q annualised rate in the fourth quarter of
2021, beating the consensus estimate of 5.5%. Growth accelerated from 2.3% q/q
in the third quarter, powered by inventory accumulation which contributed a
whopping 4.9ppts as companies repleted stocks amid the rampant supply chain
challenge. Personal consumptions which grew 3.3% q/q added only 2.25ppts
reflecting consumer spending in the services sector. For the full year 2021, the US
economy grew by 5.7%, turning around from the pandemic-driven 3.4%
contraction in 2020 and marked its steepest gain since 1984.

In a separate note, initial jobless claims fell to 260k last week, from the upwardly
revised 290k prior. The 30k decline in first-time unemployment benefits came
after three consecutive weekly gains, suggesting that the Omicron-related
disruptions on the job market are easing.

Key Market Metrics

Level d/d (%)
Equities
Dow Jones 34,160.78 -0.02
S&P 500 4,326.51 -0.54
NASDAQ 13,352.78 -1.40
Stoxx 600 470.33 0.65
FTSE 100 7,554.31 1.13
Nikkei 225 26,170.30 -3.11
Hang Seng 23,807.00 -1.99
Straits Times 3,260.03 -0.35
KLCI 30 1,515.99 0.02
EX
DollarIndex 97.26 0.81
EUR/USD 1.1145 -0.85
GBP/USD 1.3383 -0.59
USD/JPY 115.37 0.64
AUD/USD 0.7033 1.15
USD/CNH 6.3685 0.52
USD/MYR 4.1955 0.12
USD/SGD 1.3528 0.43
Commodities
WTI ($/bbl) 86.61 -0.85
Brent (S/bbl) 89.34 -0.69
Gold ($/0z) 1,793.10  -2.00
Source: Bloomberg, HLBB Global Markets
Research




US durable goods orders, pending home sales dropped in December:

The US durable goods orders recorded its first decline in three months in
December; orders for durable goods fell 0.9% m/m (Nov: +3.2%), reflecting a 5.8%
fall in capital goods. The narrower non-defence ex-aircrafts orders, seen as the
core capital orders, were unchanged compared to the previous month, as
businesses held back from larger investment in the final month of 2021.

The Kansas City Fed Manufacturing Activity Index rose to 24.0 in January (Dec:
22.0), driven by higher output; the surge in orders backlogs (+18pts) and the much
weaker shipment indicator (-8pts) indicate that the supply chain bottlenecks
remain a challenge faced by manufacturers.

Pending home sales, which tracks the contracts signed for existing homes
purchases in the US, dropped 3.8% m/m in December, larger than the expected
decline of 0.4%. This followed a 2.3% m/m decline in November and was the
steepest fall in eight months. The limited housing supply at year-end might be the
main reason holding back potential buyers.

Japan’s machine tools orders fell in December:

Japan’s machine tools orders fell 4.2% m/m in December (Nov: -2.6%). The back-
to-back decline was driven by lower foreign orders (-7.7% m/m). Orders from the
EU, US and Asia-ex China were down towards the year end whereas orders from
China rose for the second consecutive month. Domestic orders rose 2.4% m/m,
considered a modest recovery from the 0.6% and 12.6% declines in the previous
two months. On a y/y basis, total machine tools orders were higher by 40.6% (Nov:
+64.0%) as the low base effect faded.

China recorded record industrial profits in 2021:

China’s industrial profit growth slowed for the second consecutive month to 4.2%
y/y in December, from 9.0% in the previous month. This reflects easing in producer
price inflation towards the end of the year. For the full year of 2021, profits rose
34.3% (2020: +4.1%) to 8.7 trillion yuan, its highest level on the series’ record
dating back to the year 2000. Profit growth is expected to moderate in 2022 as
cost pressures softened and the overall economic growth slowed down.

Hong Kong’s trade data remained strong ahead of Lunar New Year:

Hong Kong’'s export growth beat expectations in December at 24.8% vyly,
extending from the 25.0% y/y gain in November, supported by still-solid Chinese
demand ahead of the Lunar New Year. Imports rose 19.3% y/y (Nov: +20.0 %) also
a solid reading that reflects festivity-related demand.

Australia’s Westpac leading index remained negative:

Australia’s Westpac Leading Index’s six-month annualised growth rate rose to -
0.15% in December, from -0.19 in November. Westpac said that the index
remained in the slightly negative territory, which is consistent with the high
degree of uncertainty around the near-term outlook as the strong reopening
forces in 4Q were impacted by the spread of the Omicron variant.

New Zealand’s consumer confidence weakened in January:

The ANZ Consumer Confidence Index ticked slightly lower (-0.6% m/m) in January
to 97.7, after the 1.8% climb in December. The index remained below its long-
term average of 120, attributed to a slightly weaker 1-year-ahead outlook,
although more consumers (14% versus 12% prior) saw improvement in their
personal finances in the year ahead. The proportion of consumers thinking it is a
good time to buy a major household item fell to -4 (prior: 0). ANZ said that
households’ budgets are under “cost of living pressure” amid surging inflation.
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House View and Forecasts

FX This Week 1Q-22 2Q-22 3Q-22 4Q-22
DXY 94-96 96.15 96.40 96.30 96.30
EUR/USD 1.13-1.15 1.13 1.12 1.12 1.13
GBP/USD 1.35-1.37 1.34 1.33 1.35 1.36
AUD/USD 0.72-0.73 0.72 0.72 0.74 0.75
usb/IPY 113-115 115 116 115 114
USD/MYR 4.17-4.20 4.17 4.15 4.15 4.10
USD/SGD 1.34-1.35 1.35 1.34 1.34 1.33
Policy Rate % Current 1Q-22 2Q-22 3Q-22 4Q-22
Fed 0-0.25% 0-0.25 0.25-0.50 0.50-0.75 0.75-1.00
ECB -0.50 -0.50 -0.50 -0.50 -0.50
BOE 0.25 0.25 0.50 0.50 0.75
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
28/01 VN Markit Vietnam PMI Mfg (Jan) 52.5
MA Exports YoY (Dec) 32.4%
HK GDP YoY (4Q A) 5.4%
EZ Economic Confidence (Jan) 115.3
US Employment Cost Index (4Q) 1.3%
US Personal Income (Dec) 0.4%
US Personal Spending (Dec) 0.6%
US PCE Core Deflator YoY (Dec) 4.7%
US U. of Mich. Sentiment (Jan F) 68.8
31/01 JP Retail Sales MoM (Dec) 1.3%
JP Industrial Production MoM (Dec P) 7.0%
JP Retail Sales YoY (Dec) 1.9%
HK Retail Sales Value YoY (Dec) 7.1%
EZ GDP SA QoQ (4Q A) 2.2%
US MNI Chicago PMI (Jan) 64.3
US Dallas Fed Manf. Activity (Jan) 8.1

Source: Bloomberg
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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.




