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Global Markets Research

13 July: Markets rallied amid cooler US CPI

Lower than expected US headline and core CPI signalled near end of tightening cycle
S&P 500 closed at its highest since April 2022; UST yields tumbled led by short-end
DXY weighed down by BOC's rate hike and tightening expectations from the ECB and BOE
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e As widely expected, the Reserve Bank of New Zealand maintained the cash

rate unchanged at 5.50%. In its accompanying statement, the central bank
said that the current policy must remain restrictive for some time and that the
lagged effects of previous monetary tightening is still passing through to
households as more households move off lower fixed rates.

US inflation cooled to its lowest in 2 years
e Inflation cooled more than expected to its lowest in 2 years at +3.0% y/y in
June (May: +4.0% y/y). Stripping out the volatile food and energy prices, core




CPI also eased more than expected to +4.8% y/y (May: +5.3% y/y). The sharp
decrease in headline figures largely reflects lower energy prices due to high
base effect, while used vehicle prices, a primary source for the inflation surge
in the early part of 2022, also declined. Shelter remained the largest
contributor to the monthly inflation, accounting for over 70% of the increase.
The easing in the CPI helped boost real average weekly earnings. Earnings
adjusted for inflation rose 0.5% m/m and 0.6% y/y in June (May: -0.1% m/m
and -0.6% vy/y).

Mortgage applications turned around to increase by 0.9% w/w for the week
ended July 7 (June 30: -4.4% w/w) despite the 30-year fixed rate increasing to
7.07%. This is the highest level since November 2022.

Key highlights from the latest Beige Book: 1) Overall economic activity
increased slightly since late May. 2) Consumer spending was mixed, with
some retailers noting shifts away from discretionary spending. 3)
Manufacturing activity edged up in half of the districts but declined in the
other. 4) Banking conditions were mostly subdued. 5) Demand for residential
real estate remained steady, noting that sales were constrained by low
inventories.

UK: RICS’s House Price Balance worsened

UK’s RICS House Price Balance worsened more than expected to -46% in June
(May: -30%), with all sub-indices deteriorating and contractionary, a sign of a
weakening housing market.

Japan’s machinery orders contracted; producer prices eased on energy
Japan's core machinery orders, a highly volatile data regarded as a leading
indicator of capital spending in the next 6-9 months, unexpectedly worsened
to -8.7% y/y in May (Apr: -5.9% y/y), while producer prices eased more than
expected to +4.1% y/y for the month of June (May: +5.1% y/y). The latter was
underpinned by lower energy costs as reflected by reduced rates for
electricity, power, gas and water.

Malaysia’s IPl rebounded broadly post seasonal slump

Industrial Production Index (IP1) registered a bigger than expected increase of
4.7% y/y in May (Apr: -3.3% vy/y), beating consensus estimates for a flat
growth and our expectation for a 3.5% y/y increase. This rebound from April’s
seasonal slump due to the Hari Raya festivities was broad-based, spanning
across manufacturing (+5.1% vs -3.0% y/y), mining (+2.9% vs -4.9% y/y), and
electricity (+5.0% vs -2.0% y/y). On a m/m comparison, overall IPI increased
7.3% m/m in May, after contracting 10.8% m/m in Apr. In the manufacturing
sector, domestic-oriented industries led the rebound, growing 10.1% y/y in
May (Apr: -2.1% y/y) while the export-oriented sectors showed a more
modest increase of 2.8% y/y during the month (Apr: -3.5% y/y).

In a separate release, manufacturing sales also rebounded to increase 3.3%
y/y in May (Apr: -2.0% y/y). Mirroring IPl, sales in domestic-oriented sectors
led with a 12.3% y/y gain in May, compared to the meagre 0.2% y/y increase
in the export-oriented sectors, reflecting weakness in external demand and
reaffirming that the domestic sectors will remain the primary growth driver
for the Malaysian economy. Labour statistics in the manufacturing sector held
largely steady, in line with the overall labour force data nationwide where
unemployment rate stabilized at 3.5% for a 4th straight month in May. The
number of employed in the manufacturing sector grew at a slightly faster pace
of 2.6% y/y in May (Apr: +2.5%) while salary & wages sustained a 4.0% y/y
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increase during the month, somewhat easing the wage price-spiral inflation

concerns seen in some major economies.

House View and Forecasts

FX This Week 3Q-23 4Q-23 1Q-24 2Q-24
DXY 100-103 102 101 100 99
EUR/USD 1.08-1.12 1.11 1.12 1.14 1.12
GBP/USD 1.26-1.30 1.29 131 1.33 1.30
usD/JPY 138-143 141 139 136 133
AUD/USD 0.65-0.68 0.67 0.68 0.68 0.69
USD/MYR 4.63-4.70 4.69 4.64 4.60 4.55
USD/SGD 1.32-1.35 1.35 1.34 1.33 1.33
Rates, % Current 3Q-23 4Q-23 1Q-24 2Q-24
Fed 5.00-5.25 5.25-5.50 5.25.5.50 5.00-5.25 4.50-4.75
ECB 4.00 4.25 4.25 4.25 4.00
BOE 5.00 5.50 5.50 5.50 5.00
BOJ -0.10 -0.10 -0.10 -0.10 -0.10
RBA 4.10 4.35 4.35 4.35 4.35
BNM 3.00 3.00 3.00 3.00 3.00
Source: HLBB Global Markets Research
Up Next
Date Events Prior
13-Jul NZ BusinessNZ Manufacturing PMI (Jun) 48.9
UK RICS House Price Balance (Jun) -30%
AU Consumer Inflation Expectation (Jul) 5.20%
UK Monthly GDP (MoM) (May) 0.20%
UK Industrial Production MoM (May) -0.30%
UK Manufacturing Production MoM (May) -0.30%
UK Index of Services MoM (May) 0.30%
UK Construction Output MoM (May) -0.60%
UK Visible Trade Balance GBP/Mn (May) -£14996m
EC Industrial Production SA MoM (May) 1.00%
US PPI Final Demand YoY (Jun) 1.10%
US Initial Jobless Claims 248k
CH Exports YoY (Jun) -7.50%
14-Jul SI GDP YoY (2Q A) 0.40%
JN Industrial Production MoM (May F) -1.60%
EC Trade Balance SA (May) -7.1b
US Import Price Index MoM (Jun) -0.60%
US Export Price Index MoM (Jun) -1.90%
US U. of Mich. Sentiment (Jul P) 64.4
US U. of Mich. 1 Yr Inflation (Jul P) 3.30%
US U. of Mich. 5-10 Yr Inflation (Jul P) 3.00%

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 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.




