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Central Banks Preview

e Fed to refrain from policy act as the new Administration implements Covid-19 related stimulus
e ECB and BOJ to maintain policy stance amid ongoing reviews
e BNM could tweak to a more cautious tone

Summary

With the coronavirus pandemic still (literally) plaguing the globe and US long term yields shot up in recent

domestic economic recovery fragile, global central banks are largely weeks
expected to maintaintheir dovish policy stance this week and next.
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Slow job market revival dims odds of QE tapering by the Fed (26-27
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Recent surge in bond vyields in tandem with renewed inflation 15 4

expectations have spurred talks that the Federal Reserve might taperits

bond buying program and even start raising rates soon. Chair Jerome 10 1

Powell brushed off these speculations and assured markets that ample

signals and guidance would be given (should there be any such plan) to
avoid repeatingthe 2013 Taper Tantrum. 0

The Fed is expected to maintain its current monthly purchases at $120b -5
(S80b treasuries, $40b MBS) while keeping Fed funds rate at 0-0.25% at
the same time. With vaccination rate still falling sharply behind the daily
new coronavirus cases of above-200k, the Fed is weighing the reality 2
that this is an out-of-control pandemic (the negative factor) and the Source: Bloomberg; based on last traded government
potential mitigating measures/policies by the Biden’s Administration’s bond yields on 1 Dec’20- 15 Jan’21

Covid plan (the positive factor). The impact of restrictions has also

begun toshow up in recent labour market and consumer-related data.
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Underlying inflation also remained modest. December’s FOMC minutes 2000 -

also showed that officials arelargely in agreement on the current policy 1800 - PEPP Envelope

approach, although some Fed’s officials had openly discussed tapering 5 Lo

(onthe ground of strong recovery). 1600 -4 ® Cumulative net
1400 purchases (€ bn)

ECB to keep narratives (21Jan)

The ECB is expected to maintain its monetary policy after having 1000 A
enhanced its targeted measures just last month thatincludes increasing

the Pandemic Emergency Purchases Program (PEPP) Envelope by €500b 800

to €1,850b as well as extending the period of purchases to at least end- 600 7
March 2022. There is unlikely to be any adjustment to the Deposit 400
Facility Rate (now at -0.5%) as policy makers judged the impact of PEPP 200

more favourably according to latest minutes. ECB’s has also thus far
avoided using upits €1,850b envelope (net purchases stood at €762.5b
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as at 8 lJan); President lagarde also repeatedly said that it is not LoL S L owmoa £ 20
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necessary to fully utilise the program. s<s3"2802a-°=

Source: ECB
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Risks to the euro area’s outlook remain on the downside given that
vaccination drive had only just begun in late December (a few weeks
behind the UK). Most of the biggest European economies remained in
lockdowns /partial lockdowns or maintain some forms of strict rules to
operate business. There is also increasing likelihood to impose even
stricter measures across the continent (Germany’s death ratesurpassed
that of the US’) as the new UK strain made its way across the English
Channel. The ECB has also crafted its latest outiook on the assumption
of lockdowns through 1Q21.

It may continue to flag concerns regarding the stronger euro although
recent sell down has reversed some gains. The increase in long EUR
positioning may suggest a resilient EUR ahead despite the momentary
resurgence in USD. The focus is more on the ECB’s ongoing strategy
review due to end in mid-2021 and there could be some recalibration of
monetary policygoals beforeits expiry.

No change in BOJ's policy ahead of policy review (21 Jan) Japan’s core CPlinflation stubborn at sub
1%, way below BOJ's 2% target
The BOJ is expected to keep its monetary policy lever unchanged this

week, standing pat ahead of a key policy review due March. In its 4.0 7

December meeting, it has extended by six months a series of targeted 3.5 1

measures to ease corporate funding. The review is set to fine-tune its 3.0 1 — Gl e

market operations under yield curve control and asset purchases. We 2.5 1 Food (YOY %)

may see more tweakingin the area of its ETF purchases; the BOJ is the 2.0

largest owner of Japan’s domestic stocks, and was often criticised for 1.5 _l

propping up the countries’ equity prices. 1.0 1 /"\/\v\/\
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With inflation remained persistently below 1%, there were calls for the 0.0 —\A T T T

BOJ to abandon the 2.0% inflation target in recent years orintroduce a 0.5 A U

moreattainableinflation range target. This would represent a huge shift -1.0 A

fromits current policy and we judge such possibility to be low comes -1.5 - o " .

March. For now, as Japan suffers its worst Covid wave (new cases at % % § % § % §

north of 7000 on certain days) with lockdowns extended to more
prefectures and dampened hope for the Summer Olympics (23 July), the ~ Source: Bloomberg
BOJis likely to continue delivering its dovish policy stance.

Expect BNM to pause despite increased downside growth risk (20Jan)

On the home front, we maintain view that BNM would keep OPR 32
unchanged at 1.75%, despite some renewed expectations for a rate cut
in view of the government’s decision to impose a second Movement
Control Order (MCO) in states hard-hit by Covid-19. The third wave that
begun in October has seen new cases multiplying phenomenally to the
point that daily infection surpassed 4,000 last week. Thereare mounting 2.5 -
concerns over public healthcare system’s capacity to cope with surging
number of patients. —— BNM

2.0 OPR (%)

BNM shifts to
more neutral
stance in Nov

3.0 1

The economic impact of the second MCO is expected to be smaller as
five essential sectors are still allowed to operate. Overall restrictions
also appeared to be more relaxed compared to the first MCO in March 1.5
when there was a nationwide lockdown. We estimate that every two
weeks of MCO in the currentlocalities could shave 2021 GDP growth by
up to 0.5ppt. The main loser remains the retail sector especially small 1.0
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businesses that fall under the non-essential category. With interstate A B R B B O NN B NN
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travel ban likely to be in place until after the upcoming Chinese New 232882 &328¢8&

Year’s celebration, consumers are also expected to scale back on
festivity-related spending. While we do not expect any rate adjustment
from BNM, it is possible that the MPC would adjust its neutral policy

Source: Bloomberg
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tone to incorporate more dovishness and acknowledge the renewed
economic concerns. The prompt response by the Government in
introducing another stimulus package — PERMAI amounting to RM15bn
(circa 1.0% of GDP) should also alleviate the pressure on BNM to cut this
week.
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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 n ot necessarily correspond to
the opinions of HLBB. HLBB does not have an obligation to amend, modify or update this report or to otherwise notifya reader or recipient thereofin the event
that any matter stated herein, or any opinion, projection, forecast orestimate setforth herein, changes orsubsequentlybecomesinaccurate.

HLB Group, their directors, employees and representatives do not have any responsibility or liability to any person or recipient (whether by reason of
negigence, negigent misstatement or otherwise) arising from any statement, opinion or information, expressed or implied, arising out of, contained in or
derived fromor omission fromthe reports or matter.

Potential and actual conflict of interest may arise from the activities of HLB Group. HLB Group constitute a diversified fina ncial services group. These entities
engage in a wide range of commercial and investment banking, brokerage, funds management, hedging transactions and other acti vities 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
obligationto disclose such informationabout 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 investmentdecision based on the recommendationsin 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, norfor consequences of its use.

This report is not directed to, orintended 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 here of agrees to be bound by the
foregoing limitations.
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