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Daily Market Highlights

4 July: Softer US data spurred rate cut bets despite hawkish FOMC minutes

FOMC: Need greater confidence of disinflation before cutting rates; current policy stance is restrictive
Weaker than expected US job indicators and ISM services sent Treasury yields and DXY lower
Upward revisions to S&P services PMiIs for the majors, but no change to broadly moderating trend

e The S&P 500 rose to new highs, adding 0.5% d/d in a shortened trading Key Market Metrics

session, as gains came after fresh job data reinforced investors’ expectations Level did (%)
that the labour market is gradually coiling and that the Fed can begin cutting  Equities
rates starting in September. As it is, futures are pencilling a 70% probability of  pow Jones 39,308.00 -0.06
a slightly less than 1 full rate cut during that meeting and 73% probability of  ¢gp 500 5,537.02 0.51
close to 2 rate cuts by end-2024. Nasdaq also ended the day 0.9% d/d higheras ¢ DAQ 18,188.30 0.88
Tesla rallied another 6.5% d/d, but the Dow lost 0.1% d/d. Trading volume was Stoxc EUT EDO 514.67 0.74
nonetheless, slightly muted with the NYSE closing early and will be shut on
Thursday for Independence Day. FTSE l‘DD B171-12 oo
After a negative performance last week, Stoxx Eur 600 closed 0.8% d/d higher Nikkei 225 e
on Wednesday, but sentiment remains on edge ahead of two major elections. 51300 3634 02
Most sectors traded in the green led by mining stocks. Asian markets also HangSeng 17,978.67 118
mostly rose, with sentiment supported by Fed Chair Jerome Powell’s Straits Times L L
comments at the ECB Forum that there was progress on reining in inflation,  KLCI 30 1616.32  1.09
and is expected to advance today echoing US gains and the futures.
Led by the long-end, Treasury yields fell 4-8 across the curve after the weak  FX
labour and ISM-Services readings. The 2Y yield fell 4bps to 4.71% while the 10Y  pollar index 105.40 -0.30
slid 7bps to 4.36%. Yields to the 10Y French and other European bonds also  gyr/usp 1.0786 0.38
dropped 2-8bps ahead of the elections. GBP/USD 1.9742 0.45
Most G10 and regional currencies strengthened against the Dollar as the \¢p oy 161.69 0.15
weaker than expected slew of economic data reinforced expectations that the T 0.6705 0.57
Fed will start cutting rates later in the year. The DXY slumped 0.4% d/d to Y 7 3032 0.05
105.40, with market gyrations also impacted by speculation about President
Biden run for re-election. MYR closed just above the flatline at 4.7195, and so LRSS 47195 004
is CNH at 7.3032. SGD meanwhile, strengthened 0.2% d/d to 1.3538. USD/SGD 1358 0.1
Crude oil prices rallied 1.3% d/d after the Energy Information Administration
reported that US oil stockpiles shrank by the most in a year by 12.2m barrels, Commodities
further supported by risk-on mood and geopolitical risks. WTI ($/bbl) 8388  1.29
Brent (S/bbl) 87.34 1.28
Upward revisions to S&P Services PMIs for the majors Gold ($/02) 2,369.40 1.54
US services sector companies reported a solid end to 2Q, with the S&P Global  ,5per (s5/MmT) 9,868.00 2.02
US Services PMI revised up 0.2ppts to 55.3 in June (May: 54.8), its fastest Aluminum($/MT) 2,548.00 1.01
expansion for over 2 years. Both new orders and hiring have also accelerated, PO (RM/tonne) 4,096.50 1.41

and with additional, albeit muted, support coming from the manufacturing Source: Bloomberg, HLBB Global Markets Research

sector and optimism over interest rate cuts, forward momentum suggests that  * pated as of 2 July
the sector may be gathering pace. There is, nonetheless, some nervousness in

the run up to the election, but business confidence remains elevated by recent

standards and will be supportive of businesses.

The final HCOB Eurozone Services PMI was revised 0.2ppt up to 52.8 in June

(May: 53.2), but signals a slightly weaker growth m/m and over the quarter.

Export orders were a drag on sales, although marginals, implying that new




business growth was exclusively domestic driven. Employment was the softest
in 5 months, but still stronger than historical average. Encouragingly, the
recovery in the service sector was also mostly broad-based amongst the top
economies and will be supported by tourism during the summer season.
Evidence of a pre-general election jittery was evident in the UK services sector,
with the PMI slowing to a 7-month low of 52.1 in June (May: 52.9), as prospect
of a change in government led to the adoption of a "wait-and-see" approach.
Despite a 0.4ppts upwards revision to 49.4 in June, the Jibun Bank Japan
Services PMI was down sharply from 53.8 in May suggesting that the recent
upturn in the sector ended abruptly. Looking beyond the headline figure, the
picture is nonetheless, less concerning. Although the new business index fell
steeply, overseas demand rose, boosted by the weak JPY. The 12-month
outlook and pace of job creation also remained relatively strong.

The Caixin China PMI Services came in lower than expected at 51.2 in June
(May: 54.0). Although still expansionary supported by rising new and export
business, the pace of growth has weakened, leading to weaker business
optimism and cautiousness in hiring and also signalling a struggling growth
momentum for the economy, weighed down by the slump in the property
market as well as consumer confidence.

The S&P Global Singapore PMI rose slightly to 55.2 in June (May: 54.2)
suggesting a robust end to 2Q. Moving forward, the acceleration in new
business expansion and uptick in confidence levels, as well as firms continuing
to acquire inputs and workforce, all signal that growth will be sustained in 2H.
Risks remain on the supply side pressure, potentially sending inflation spiralling
upwards in coming months.

Weaker than expected US labour indicators, ISM-Services

Highlights to the minutes to the latest FOMC meeting: 1) Additional favorable
data were required to give FOMC members greater confidence that inflation
was moving toward 2%, with several noting that if inflationary pressures is to
persist, the Fed funds rate might need to be raised. 2) Hawkish FOMC
members pointed to upside risks for inflation from worsening geopolitical
developments, heightened trade tensions, more persistent shelter price
inflation, more expansionary fiscal policy as well as financial conditions that
might be/could become insufficiently restrictive. On the flip side, a few
participants emphasized that nominal wage growth had declined. 3) The vast
majority assessed that economic activity is gradually cooling, and most
believed that the current policy stance is restrictive. 4) Lower- and moderate-
income households are facing increasing financial strains. 5) Indicators pointed
to a less tight labor market, with FOMC members adding that the monthly
increase in employment consistent with labor market equilibrium might now
be higher than in the past because of immigration. Several suggested that the
establishment survey may have overstated actual job gains.

Indeed, labour market prints released overnight were worse than expected.
Jobless claims rose more than expected by 4k to 238k for the week ending June
29 (June 22: -5k), while continuing claims jumped 26k to 1858k the week prior
(June 15: +11k), its highest since November 2021 as employees take a longer
period of time to look for a job. The uptick in claims were in line with June’s
higher job cut announcements reported by Challenger (+19.8% y/y vs -20.3%
y/y), its first uptick in 3 months led by job losses in the discretionary
entertainment/leisure sector, utility, technology, real estate, aerospace and
services sectors. Contributing to the higher continuing claims is the slower job
gains for the third straight month. The ADP Employment report showed that
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job gains amongst private employers slowed to 150k jobs (May: 157k). Job
gains were not broad-based and was primarily due to a rebound in hiring in
leisure and hospitality. Y/y pay gains for job-stayers were 4.9% for the month,
the slowest pace of growth since August 2021 which should help to contain
inflation, while pay gains for job-changers also slowed to 7.7%.

Broad-based weakness in the ISM services also intensified downturn fears and
added fresh evidence that consumers are pulling back from discretionary
spending. Coupled with the rising jobless claims, these makes a case for a Fed
rate cut later this year. June’s ISM-Services fell more than expected and slipped
into contractionary zone for the second time in the last 3 months and to its
worst in 4 years (48.8 vs 53.8). The decline was driven by notably lower
business activity, a contraction in new orders for the second time since May
2020 and continued contraction in employment. Prices paid continued to ease,
although higher costs for some commodities suggests that any deceleration
will be capped.

May’s trade deficit widened more than expected (-$75.1bn vs -$74.5bn) and to
its largest since 2022 as the decline in exports (-0.7% m/m vs +0.7% m/m)
outpaced imports (-0.3% m/m vs +2.3% m/m). A widening in trade deficit is
expected to subtract from GDP for the second quarter. Moving forward,
limited growth in overseas markets and strong USD is expected to temper
demand, while the US’ appetite for imported merchandise may cool due to
softer consumer spending, providing some reliefs to deficit concerns.

The impact from the softer domestic and external demand was also echoed in
the manufacturing sector. Factory orders unexpectedly fell in May (-0.5% m/m
vs +0.4% m/m), its first contraction in 4 months and the worst since January,
signalling business cautiousness amidst higher borrowing rates. Contraction
was broad-based, and observed for both capital and consumers good orders.

In the housing market, mortgage rates moved higher and crossed the 7% mark
again, sending mortgage applications sliding 2.6% w/w for the week ending
June 28 (Jun 21: +0.8% w/w).

Energy drove Eurozone’s PPI

Reaffirming a disinflation trend, producer prices continued to fall 0.2% m/m
and 4.2% y/y in May (Apr: -1.0% m/m and -5.7% vy/y), with the narrower
contraction in prices largely driven by energy prices. Looking forward, the ECB
will remain cautious, as the price increases are still way above pre-pandemic
averages but the deceleration in PPl as well as the HCOB Services PMI price
indices will the pave way for ECB to cut later this year.

Australia’s building approvals and retail sales overshot expectations; the
latter boosted by discounts but unlikely sustained

A string of better-than-expected economic data for May. Building approvals
accelerated to +5.5% m/m in May (Apr: +1.9% m/m) driven by private sector
dwellings, while retail sales accelerated to +0.6% m/m (Apr: +0.1% m/m) as
turnover was boosted by shoppers taking advantage of early end-of-financial
year promotions and sales events. Despite the upbeat sales data, shoppers
remain price-sensitive in response to persistent cost-of-living pressures and
have largely relied on sales to stimulate discretionary spending, suggesting
restrained and stagnant spending in recent months.
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House View and Forecasts

FX This Week 2Q-24 3Q-24 4Q-24 1Q-25
DXY 104-107 105.43 105.56 103.45 101.38
EUR/USD 1.05-1.09 1.06 1.05 1.06 1.06
GBP/USD 1.25-1.28 1.24 1.22 1.23 1.24
usD/JPY 157-163 152 149 146 143
AUD/USD 0.65-0.68 0.65 0.65 0.65 0.66
USD/MYR 4.69-4.74 4.73 4.68 4.64 4.57
USD/SGD 1.34-1.37 1.35 1.35 1.34 1.33
Rates, % Current 2Q-24 3Q-24 4Q-24 1Q-25
Fed 5.25-5.50 5.25-5.50 5.25-5.50 5.00-5.25 4.50-4.75
ECB 4.25 4.25 3.75 3.50 3.50
BOE 5.25 5.25 4.75 4.50 4.50
BOJ 0-0.10 0-0.10 0-0.10 0-0.10 0-0.10
RBA 4.35 4.35 4.35 4.10 4.10
BNM 3.00 3.00 3.00 3.00 3.00
Source: HLBB Global Markets Research
Up Next
Date Events Prior
4-)uly HK S&P Global Hong Kong PMI (Jun) 49.2
AU Exports MoM (May) -2.50%
UK DMP 1 Year CPI Expectations (Jun) 2.90%
5-July IN Household Spending YoY (May) 0.50%
Sl Retail Sales SA MoM (May) -2.70%
IN Leading Index CI (May P)
MA Foreign Reserves $114.1b
EC Retail Sales MoM (May) -0.50%
US Change in Nonfarm Payrolls (Jun) 272k
US Average Hourly Earnings MoM (Jun) 0.40%
US Average Weekly Hours All Employees (Jun) 34.3

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.




