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Global Markets Research

15 Sep: ECB raised policy rates; China cut RRR

Surprised 25bps hike by ECB amid upgrades in inflation outlook; some preferred a pause
PBoC cut RRR by 25bps to 7.40% to support economic recovery and boost liquidity
Higher energy costs drove up PPl and retail sales in the US
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25bps each to 4.50%, 4.75% and 4.00% respectively wef Sep 20.

e Theincrease came amidst an upward revision in inflation outlook. ECB expects
1) Inflation to average 5.6% in 2023, 3.2% in 2024 and 2.1% in 2025. This is an
upward revision for 2023 and 2024 on higher energy prices and a downward
revision for 2025. 2) ECB revised its core CPI slightly downwards to 5.1% in
2023, 2.9% in 2024 and 2.2% in 2025. 3) The euro area economy is expected
to grow by 0.7% in 2023, 1.0% in 2024 and 1.5% in 2025.

¢ Inthe accompanying statement, Governing Council considers that the key ECB
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interest rates “have reached levels that, maintained for a sufficiently long
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duration, will make a substantial contribution to the timely return of inflation
to the target,” while President Lagarde added that a solid majority of the
policy makers supported the outcome but some colleagues would have
preferred to pause instead. However, President Lagarde commented that it
cannot be said that interest rate has peaked, hence leaving the door open for
further hikes going forward.

China cut RRR by 25bps to 7.40% to support economic recovery and boost
liquidity

e The People’s Bank of China cut the reserve requirement ratio (RRR) by 25bps
to 7.40% effective today. The move, the second such cut this year, is expected
to free up nearly $70bn of reserves and is designed to consolidate the
foundation of economic recovery and keep ample liquidity. The cut excludes
banks that have already implemented an RRR of 5.00%.

Higher energy costs drove PPl and retail sales higher in the US

e August retail sales came in better than expected, jumping 0.6% m/m (Jul:
+0.5% m/m) but was mainly driven by higher gasoline prices (+10.3% m/m).
Stripping this and autos, sales slowed to 0.2% m/m (July: +0.7% m/m) as the
series of interest rate hikes weighed on consumer spending. Interest rate
sensitive categories like furniture were down 1.0% m/m, while discretionary
sporting goods contracted 1.6% m/m. Internet sales were flat while spending
at restaurants and bars, proxy for services, rose just 0.3% m/m (July: +0.8%
m/m).

e Jobless claims increased by 3k to 220k for the week ended Sep 9 (Sep 2: -12k),
while continuing claims rose 4k to 1688k (Aug 26: -35k), reaffirming views of
a cooling labour market.

e August’s producer price index (PPI) showed core PPl was held in check last
month. Core PPI, which excludes food and energy, matched estimates to grow
by 0.2% m/m (July: +0.4% m/m) but headline accelerated more than expected
t0 0.7% m/m (July: +0.4% m/m). Prices of goods jumped 2.0% m/m mainly due
to energy, but services costs moderated to +0.2% m/m (July: +0.4% m/m).

Australia’s unemployment rate held steady at 3.7%, employment change
higher than expected on part-timers

e A favourable set of Australia’s employment data suggesting that the labour
market is holding up well albeit softening. Unemployment rate held steady at
3.7% in August, but employment change jumped more than expected to 64.9k
in (Jul: -1.4k). Nonetheless, it should be noted that the vast majority of the job
growth was for part-times and the number of hours worked dropped m/m.
Separately, Melbourne Institute’s Consumer Inflation Expectations eased for
the second month to +4.6% y/y in Sept (Aug: +4.9% y/y).

House View and Forecasts

FX This Week 3Q-23 4Q-23 1Q-24 2Q-24
DXY 103-106 102 101 100 99
EUR/USD 1.05-1.09 1.11 1.12 1.14 1.12
GBP/USD 1.23-1.27 1.29 1.31 1.33 1.30
usD/JPY 144-149 141 139 136 133
AUD/USD 0.62-0.66 0.67 0.68 0.68 0.69
USD/MYR 4.60-4.70 4.69 4.64 4.60 4.55
USD/SGD 1.34-1.38 1.35 1.34 1.33 1.33
Rates, % Current 3Q-23 4Q-23 1Q-24 2Q-24
Fed 5.25-5.50 5.25-5.50 5.25.5.50 5.00-5.25 4.50-4.75




ECB 4.50 4.50 4.50 4.50 4.50
BOE 5.25 5.50 5.50 5.50 5.00
BOJ -0.10 -0.10 -0.10 -0.10 -0.10
RBA 4.10 4.10 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
15-Sep CH 1-Yr Medium-Term Lending Facility Rate 2.50%
CH New Home Prices MoM (Aug) -0.23%
CH Industrial Production YTD YoY (Aug) 3.80%
CH Retail Sales YTD YoY (Aug) 7.30%
CH Fixed Assets Ex Rural YTD YoY (Aug) 3.40%
CH Surveyed Jobless Rate (Aug) 5.30%
UK BoE/Ipsos Inflation Next 12 Mths (Aug) 3.50%
EC Trade Balance SA (Jul) 12.5b
EC Labour Costs YoY (2Q) 5.00%
US Import Price Index YoY (Aug) -4.40%
US Export Price Index YoY (Aug) -7.90%
US Empire Manufacturing (Sep) -19
US Industrial Production MoM (Aug) 1.00%
US U. of Mich. Sentiment (Sep P) 69.5
US U. of Mich. 1 Yr Inflation (Sep P) 3.50%
US U. of Mich. 5-10 Yr Inflation (Sep P) 3.00%
16-Sep UK Rightmove House Prices YoY (Sep) -0.10%
SI Non-oil Domestic Exports YoY (Aug) -20.20%
US New York Fed Services Business Activity (Sep) 0.6
US NAHB Housing Market Index (Sep) 50

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.




