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06 Feb: Dampened rate cut bets shook financial markets

US equities fell; UST yields and DXY jumped post Fed speaks and strong ISM services
OECD: World GDP growth to soften to 2.9% in 2024, picking up to 3.0% in 2025
Expect RBA to stay pat and strike a neutral tone today

e  Wall Street traders sent the US equity markets down 0.2-0.7% d/d, with the Key Market Metrics

stronger than expected ISM-Services data reinforcing Fed Chair Jerome Level did (%)
Powell’s comments earlier that the Fed isn’t in a rush to lower its policy rates.  Equities
Echoing this was Chicago President Goolsbee who said that he would like to  Dow Jones 38,380.12 -0.71
see more of the favourable inflation data before starting cuts. Earnings season,  sgp 500 4,942.81 -0.32
meanwhile, stretched on, with McDonald’s falling 3.8% after a sales miss but  yaspaq 15,597.68  -0.20
shares of Nvidia jumped 4.8% d/d after a bullish growth forecast from ¢ . 600 483.69 -0.05
Goldman Sachs. —: At 761286  -0.04
European markets also closed slightly lower, but shares of Unicredit hit its Nikkei 275 36,354.16 0.54
highest level since 2015, finishing the session up over 8% d/d on earnings beat ST 3,200.42 0.65
and on a €8.6bn shareholder-return announcement. Similarly, most Asian - 15,510.01 N
markets fell although China stocks snapped its 5-day losing streak.
Treasuries yields jumped for the second day as Fed’s message continued to Straits Times 313429 e
reverberate and traders pushed back rate cut expectations. The 2Y and 10Y s lEt L 038
yield rose 11 and 14bps respectively to 4.47% and 4.16%. Led by Norwegian
bonds, 10Y European bond yields increased between 6-16bps. EX
DXY climbed to its highest in almost three months (+0.5% d/d 104.45), Dollarindex 10445 047
strengthening against all its G10 peers and regional currencies as traders EUR/USD 10743  -0.42
dialled back rate cut bets. EUR, GBP and JPY depreciated by 0.4%, 0.8% and  GBP/USD 1253 -0.75
0.2% d/d respectively to their lowest since at least December, while closer to  usD/JPY 148.68 0.20
home, CNH weakened just below the flatline at 7.2201. MYR and SGD  auD/uUSD 0.6483 -0.45
depreciated by a larger pace of 0.7% and 0.3% d/d respectively to close at  ysp/cnH 7.2201 0.07
4.7490 and 1.3471. USD/MYR 4.7490 0.68
Oil prices rebounded in tune of 0.3-0.5% d/d after the US launched retaliatory USD/SGD 1.3471 0.31
airstrikes on Yemen’s Houthis. Meanwhile, it is reported that a sizable amount
of refining capacity is likely to be offline after a fire at the Lukoil PJSC facility in commodities
Russia’s Volgograd. WTI ($/bbl) 72.80 0.54
OECD: World GDP growth to soften to 2.9% in 2024 before picking up to 3.0% e et .8 o
in 2025 Gold ($/oz) 2,041.60 -0.75
Highlights from the latest OECD Economic Outlook includes: 1) Global GDP ~ CoPPer (S5/MT) b SR
growth is projected to ease from 3.1% in 2023 to 2.9% in 2024 (+0.2ppts as  Aluminum($/MT) 220450 -4
3,800.00 -0.85

compared to Nov forecast) before recovering to 3.0% in 2025 as financial
conditions ease. 2) Inflation is projected to return to target in most G20
countries by the end of 2025 (Headline: 6.6% in 2024 and 3.8% in 2025, core:
2.5% in 2024 and 2.1% in 2025). However, OECD reiterated that it is too soon
to be sure that underlying price pressures are fully contained as unit labour
cost growth broadly elevated. 3) The US economy is expected to be supported
by household spending and strong labour market conditions, but moderate
from 2.6% in 2023 to 2.1% in 2024 (+0.6ppts) and 1.7% in 2025. 4) Eurozone

CPO (RM/tonne)
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GDP growth is projected to pick up from 0.5% in 2023 to 0.6% in 2024 (-
0.3ppts) and 1.3% in 2025 (-0.2ppts), with activity held back by tight credit
conditions in the near term before picking up as real incomes strengthen. 5)
Growth in China is expected to ease from 5.2% to 4.7% in 2024 and 4.2% in
2025 reflecting subdued consumer demand, high debt and the weak property
market.

Broadly resilient Services PMiIs for the majors

The final S&P Global US Services PMI was revised downwards by 0.4ppts to
52.5 in January (Dec: 51.4). As it is, the pace of growth has quickened for the
fourth month to its fastest pace since June 2023, underpinned by faster growth
in the financial services sector. Accordingly, looser financial conditions tied to
expectations of lower interest rates spurred greater activity during the month
and also supported households. The latter benefited the consumer-facing
services sector.

The final HCOB Eurozone Services PMI was left unchanged at 48.4 in January
(Dec: 48.8). While only mild, the latest decline was the quickest in 3 month as
weak demand conditions remained a major hindrance for activity. Employment
growth quickened to a 4-month high, while price pressures remained steep.
The final S&P Global UK Services PMI was revised upwards by 0.5ppts to 54.3
in January (Dec: 53.4), with output growth accelerated to its fastest for 8
months amid stronger business and consumer spending. New orders also
rebounded as receding recession risks and looser financial conditions led to
greater willingness-to-spend. Also on a positive note, cost inflation eased to
joint-lowest since February 2021.

The final Jibun Bank Japan Services PMI was revised upwards by 0.4ppts to
53.1 in January (Dec: 51.5), pointing to a solid expansion in services activity.
Evidence suggested that customer demand was sustained, while others
commented that the weaker yen helped boost activity.

The Caixin China Services unexpectedly fell to 52.7 in January (Dec: 52.9),
softer than seen on average over the series history. During the month, new
order growth softened notably and inflationary pressures moderated, but
employment increased slightly for the second straight month and companies
were generally upbeat about the 12-month outlook for activity.

The composite S&P Global Hong Kong PMI retreated to 49.9 in January (Dec:
51.3), pointing to a broadly stagnant economy. The downturn was
underpinned by worsening demand conditions, which affected purchasing and
business confidence. Supply constraints worsened while cost pressures
increased, but businesses opted to absorb some of these rising costs amid
increased pessimism about the outlook.

The composite S&P Global Singapore PMI stood at 54.7 in January (Dec: 55.7),
pointing to a still solid private sector. Notable, forward-looking indicators such
as backlogs of work index recorded another sharp expansion, signalling
sustained growth in the near-term. Price pressures notably rose, not only
because of GST but also due to supply constraints.

US ISM Services jumped 2.9ppts to 53.4

The ISM Services PMI rose more than expected to 53.4 in January (Dec: 50.5),
underpinned by quicker growth in the new orders, employment, and supplier
deliveries sub-indices. The price index also jumped. Echoing Services PMI, the
majority of respondents said that businesses were steady and that they are
optimistic about the economy due to the potential of a rate cut, but remained
cautious over inflation, cost pressures and ongoing geopolitical conflicts.
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Eurozone’s investor sentiment improved but still sluggish; producer prices
fell

Sentix Investor Confidence Index rose for the fourth month and by more than
expected to -12.9 in February (Jan: -15.8). Nonetheless, the overall recovery
remained sluggish, mainly due to Germany and as such, risk of a recession
remained for the economic blog. On the price front, matching expectations,
industrial producer prices fell by a larger pace of 0.8% m/m in December (Nov:
-0.3% m/m) mainly due to energy, while prices slid 10.6% on a y/y basis (Nov: -
8.8% y/y). Prices also fell for intermediate goods on a m/m basis, remained
stable for both capital goods and durable consumer goods but increased for
non-durable consumer goods.

Australia’s trade surplus narrowed as exports held steady while imports
rebounded

Trade surplus narrowed, albeit less than expected to A$11.0bn in December
(Nov: A$11.8bn) as export growth held steady (+1.8% m/m vs +1.7% m/m) but
was outpaced by a rebound in imports (+4.8% m/m vs -8.4% m/m). The sharp
turnaround for the latter was driven primarily by transport equipment.

Japan’s household spending and cash earnings disappointed

e Labour cash earnings and household spending data disappointed this morning.
Labour cash earnings accelerated less than expected to +1.0% y/y in December
(Nov: +0.7% y/y), while household spending fell more than expected (-2.5% y/y
vs -2.9% y/y). A miss in both numbers suggest that BOJ may stay pat in March
but officials will be closely watching the outcome to the spring wage
negotiations for any move in policy subsequent to that.

Singapore’s retail sales fell slightly

e In a sign of softening domestic demand, retail sales fell by 0.4% y/y in
December, reversing the prior month’s gain of +2.4% y/y. Although the
contraction was less than expected, most industries recorded declines, led by
recreational goods, optical goods & books and furniture & household
equipment. In contrast, motor sales posted a strong growth of +23.8% y/y due
to higher COE quota, while retailers of watches & jewellery also saw a 6.0% y/y
growth, probably attributable to consumers ramping up purchases ahead of
the GST hike.

House View and Forecasts

FX This Week 1Q-24 2Q-24 3Q-24 4Q-24
DXY 102-105 101.84 101.33 100.82 100.32
EUR/USD 1.07-1.10 1.10 1.11 1.11 1.10
GBP/USD 1.25-1.28 1.28 1.29 1.29 1.27
UsD/JPY 146-150 142 140 137 134
AUD/USD 0.64-0.67 0.68 0.68 0.69 0.70
USD/MYR 4.71-4.75 4.69 4.66 4.62 4.56
USD/SGD 1.33-1.35 1.33 1.32 1.31 1.30
Rates, % Current 1Q-24 2Q-24 3Q-24 4Q-24
Fed 5.25-5.50 5.25.5.50 5.00-5.25 4.50-4.75 4.50-4.75
ECB 4.50 4.50 4.25 3.75 3.50
BOE 5.25 5.25 5.25 5.00 4.50
BOJ -0.10 -0.10 -0.10 0.00 0.00
RBA 4.35 4.35 4.35 4.35 4.10
BNM 3.00 3.00 3.00 3.00 3.00

Source: HLBB Global Markets Research
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Up Next

Date Events Prior Hong Leong Bank Berhad
6-Feb AU Retail Sales Ex Inflation QoQ, (4Q) 0.20% Fixed Income & Economic Research, Global
AU RBA Cash Rate Target 4.35% Markets
ECECB 1 Year CPI Expectat!ons (Dec) 3.20:%: Level 8, Hong Leong Tower
ECECB 3 Year CPI Expectations (Dec) 2.2006 6, Jalan Damanlela
X EC Retail Sfales Y.oY (DTC) | '1-100/3 Bukit Damansara
7-Fe MA Manu E?cturmg Sa.es Value YoY (Dec) -2.60? 50490 Kuala Lumpur
MA |ndL-JStl'Ia| Production YoY (Dec) 0.60% Tel: 603-2081 1221
JN Leading Index CI (Dec P) 107.6 Fax: 603-2081 8936

US MBA Mortgage Applications -7.20%
US Trade Balance (De) -$63.2b HLMarkets@hlbb.hongleong.com.my

Source: Bloomberg

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.
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