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The US-China ‘phase one’
trade deal is done, but this
may already be priced in.
Investor positioning,
earnings, US-EU trade talks
and US politics are next
likely market drivers

Equities: Markets are
stretched near term, but we
would buy the dip. US and
Euro area equities remain
preferred as focus shifts to a
rebound in 2020 earnings

Bonds: Still-strong demand
likely remain key driver for
Asia USD bonds

Deal done. What comes next?

FX: A likely break above
1.1250-70 may accelerate
EUR/USD gains

This commentary reflects the views of the Wealth Management Group of Standard Chartered Bank. Important disclosures can be found
in the Disclosures Appendix.
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Chart of the week: Equity pullback risk rising despite trade deal

US Equities (MSCI US Index): Shaded areas illustrate periods where our proprietary market diversity indicator signalled a high probability
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Editorial

[ ]
Deal done. What comes next?

The US and China finally put pen to paper, signing a ‘phase
one’ trade deal. This is likely to marginally support economic
growth both in the US (from increased goods purchases by
China) and China (from reduced tariffs) over the coming year.
Having said that, the ‘phase one’ agreement leaves out some
relatively more difficult topics (such as intellectual property
theft safeguards). With few-to-no surprises in the agreement,
it is most likely priced in.

This returns the focus to economic, earnings and positioning
data. Stretched equity market positioning and low market
diversity point to a relatively high chance the market rally may
take a breather (though this may not occur immediately, as
the chart illustrates). However, still-strong US labour markets
and what is likely to be a reasonably strong US earnings
season mean we would be prepared to buy any dip in
equities.

Near term, we would also watch US politics closely. We see
low chances of President Trump being impeached in the
Senate, but shifting prospects of Democrat Presidential
candidates could impact markets.

This reflects the views of the Wealth Management Group
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Global equities had another strong week as the US earnings
season started, but commodities eased despite a softer USD
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US-China sign ‘phase one’ trade deal

The US and China signed a ‘phase one’ trade deal on 15 January. Key
elements of the agreement include (i) a commitment by China to
increase purchases of US goods (especially agriculture, energy and
manufactured goods) significantly, (i) reducing the September rise in
US tariffs by half to 7.5% from 15% (though other US and Chinese
tariffs remain unchanged), and (i) commitments on intellectual
property protection, market access and avoidance of persistent
Chinese intervention in its currency market. The agreement also allows
either side to unilaterally take ‘remedial measures’ if they believe the
other side has breached the deal following a consultation process.

In our assessment, the deal is modestly positive, both from a growth
and risk perspective. Most reports argue for a small positive impact (on
the scale of 0.1-0.2% of GDP growth) for both US and Chinese growth.
The agreement also reduces the risk of a new round of tariff escalation,
at least in the short term.

However, most tariffs remain in place with no plans for reductions, and
the feasibility of meeting purchase targets is unclear. It is also not clear
how a ‘phase two process on more thorny subjects (such as
intellectual property safeguards and state subsidies) is likely to
proceed.

For financial markets, measures of sentiment and valuations suggest
that trade optimism may already be priced in. This raises the question
of what is likely to drive markets from here — key candidates are US
domestic politics, US-European trade relations and economic and
earnings data.

Domestic US politics, data likely more important

One of the possible focus areas for markets could be the ongoing
trends in the race for the US Democrat Party nomination. Polls suggest
Biden retains his lead, though this has been narrowing somewhat. As
we discussed in Outlook 2020, markets are likely to be sensitive to a
rise in the chances of a Bernie Sanders or Elizabeth Warren win. We
would continue to watch this closely in the six weeks between now and
‘Super Tuesday’ (March 3, when the largest number of US states and
territories vote on party Presidential nominees). The ongoing
impeachment process is likely to capture headlines, but the risk of the
impeachment process being carried in the Senate remains low, in our
view.

Economic data and European trade

A shift away in focus from China also raises the risk of US trade
authorities renewing their efforts with Europe. The EU’s trade chief held
talks with US trade negotiators this week in the context of US plans to
apply tariffs on French imports, threats of EU retaliation and the US
Treasury’s decision to add Switzerland to their currency manipulator
watchlist (following China’s removal).

Finally, incoming earnings and economics data remain key. Consensus
continues to expect earnings growth to accelerate through the rest of
2020. US labour market data remained reasonably strong (despite its
disappointment relative to consensus) and inflation data continued to
show few signs of trending higher.

These data points support our view that, while extreme positioning and
renewed risks from US politics and US-EU trade relations pose a near-
term risk to equities, we would stay prepared to buy into any dips.

This reflects the views of the Wealth Management Group

Proposed increase in China’s imports of US goods most
significant in sectors such as energy and agriculture

US-China trade agreement — proposed increase in China’s
purchase of US goods
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Biden remains most likely to win the Democrat
Presidential nomination, though his lead has narrowed
US Democrat Presidential nominee candidate — probability of
winning the nomination
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US equities’ earnings growth expected to accelerate
through 2020
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What does this mean for investors?

Equities

What are the prospects for the US earnings season? The Q4 2019
earnings season has kicked off with a solid earnings performance by
US banks — their bond business stood out as the primary driver of the
upside surprise. US banks have actually recorded negative returns in
2020 YTD, despite these results, after a 36% gain in 2019.
Nevertheless, with reduced chances of interest rate cuts in 2020 and a
steepening yield curve, we continue to view the financial sector as
likely to outperform. While consensus expects US S&P500 corporate
earnings to decline slightly in Q4 2019, the market is already looking
ahead at expectations of about 10% full year growth in 2020. We
continue to prefer US equities.

What does a stronger CNY mean for China offshore equities?
CNY gains could extend following its removal from the US Treasury’s
currency manipulator watchlist. This is positive for China offshore
equities given their correlation to the currency. Chinese companies
with large overseas debt also benefit from the CNY strength. China
offshore remains a preferred market in Asia ex-Japan (see page 5 for
more).

Singapore REITs are also likely to be a focus area next week, with
many office and industrial REITs reporting Q4 earnings. The outlook
for office rents in Singapore has improved as the prior year’'s supply
has been digested by the market. Asia ex-Japan REITs are a core
holding.

Bonds

Is the US-China trade deal positive for Asian USD bonds? We see
the direct impact being limited because, similar to equities, a lot of
good news may already be in the price. Instead, we continue to see
strong demand for Asian USD bonds on supportive housing and credit
policies in China. Within Asian bonds, High Yield (HY) outperformed
Investment Grade (IG) last week, a trend we expect to continue.

Interestingly, US Treasury yields fell, while the yield curve (the gap
between long and short-maturity bonds) flattened this week. While
lower yields (therefore, higher bond prices) were an additional tailwind
for Asian and Emerging Market (EM) bonds, they remain another
example of how trade optimism could be well-priced by markets in the
short term.

FX

What can the move in the CHF tell us about the EUR and JPY?
USD/CHF has edged to fresh near-term lows and is entering a new leg
in its decline. EUR/CHF is also making new lows and could be
targeting Q1 2017 lows around 1.0630, but near-term technicals
suggest it is in oversold territory.

This suggests that, on technical grounds, EUR/USD should remain
supported, consistent with our current bullish high conviction idea.
EUR/USD has support at 1.1065 initially and then at 1.0980. If key
resistance at 1.1250-70 is overcome, the rally could gain momentum
and target the June 2019 high of 1.1410.

Meanwhile, CHF/JPY has accelerated sharply and is very close to
being overbought and approaching key resistance near the Q4 2018
high at 114.70. Similar to the EUR rationale, we believe this may
support the JPY. We expect robust resistance around 110.65, and a
break back below the recently broken resistance around 109.50-70
would likely send USD/JPY back towards its range support at 107.50-
108.00.

This reflects the views of the Wealth Management Group

Stronger CNY positively correlated with offshore China
equities
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Equity market technicals are positive across the board
Technical levels of key markets as of 16 January 2020
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The CHF has gained significantly since late 2019 and has
subsequently been added to the US Treasury’s currency
manipulator watchlist

USD/CHF

1.03
1.02
1.01
1.00
0.99
0.98
0.97
0.96

0.95 + T T : .
Jan-19 Apr-19 Jul-19 Oct-19 Jan-20
USDCHF
------ 100DMA

USD/CHF

Source: Bloomberg, Standard Chartered



Standard Chartered Bank

weekly market view | 17 January 2020

Top client question

1 Is the current rally in the MSCI China index likely to
continue?

There have been some important developments on long-term charts
suggesting the worst for the MSCI China index could well be over,
and the index could be on its way towards the 2018 high of 101.31
(around 14% from Thursday’s close).

On the monthly charts, in 2019, the index held twice (in January and
August) above strong support at both the 50 and 200-month moving
averages and the lower edge of a rising channel from 2015 (see
chart). It also coincided with strong support around the 2010 and
2011 highs. However, a hold above the support was not enough to
confirm that the worst was over.

This month, the index has broken above key resistance at the April
high of 86.47. This has been associated with a bullish crossover by
the MACD (Moving Average Convergence Divergence) indicator on
the monthly charts, indicating the uptrend has resumed. A
noteworthy aspect is that, despite the large swings in recent years,
the MACD indicator has failed to go in negative territory (that is, it
has failed to give a Sell signal).

The ‘phase one’ US-China trade deal, the reserve requirement ratio
cut by the People’s Bank of China at the beginning of the month and
expectations that Chinese growth could be bottoming have pushed
the index higher recently. There is minor resistance at the mid-2018
high of 95.21, and stronger resistance at the January 2018 high of
101.31. Subsequent resistance is at the pre-Great Financial Crisis
high of 104.06 and the 1997 peak of 110.81.

In the near term, though, the index looks quite overbought. A minor
pause in the rally cannot be ruled out. However, dips could prove to
be limited to the near-term support range of 86.20-86.50.

This reflects the views of the Wealth Management Group

Technicals currently support our buy-on-dips view
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Market performance summary *

Year to date Equity | Country & Region 1 Week

2.1% Global Equities
0.7% Global High Divi Yield Equities
2.1% Developed Markets (DM)
2.3% Emerging Markets (EM)
2.8% us
1.2% Western Europe (Local)
0.5% Western Europe (USD)
0.8% Japan (Local)
-0.5% Japan (USD)
3.3% Australia
3.2% Asia ex-Japan
-0.9% Africa
3.2% Eastern Europe
-1.0% Latam
1.2% Middle East
4.4% China
2.8% India
3.3% South Korea
0.8% Taiwan
Equity | Sector
2.2% Consumer Discretionary
1.3% Consumer Staples
0.1% Energy
0.1% Financial
2.4% Healthcare
2.1% Industrial
4.9% IT
Materials
3.7% Telecom
2.3% Utilities

3.1%
1.4% Global Property Equity/REITs 2.4%

Bonds | Sovereign
-0.1% DM IG Sovereign
0.7% US Sovereign
-0.3% EU Sovereign
1.0% EM Sovereign Hard Currency
0.1% EM Sovereign Local Currency
0.5% Asia EM Local Currency
Bonds | Credit
DM IG Corporates
DM High Yield Corporates
US High Yield
Europe High Yield
Asia Hard Currency
Commodity
Diversified Commodity
Agriculture
-4.3% Energy -2.6%
1.5% Industrial Metal
1.4% Precious Metal
Crude Oil
2.3% Gold

3.1%

2.8%

-0.9%

0.4%
0.6%
0.7%

0.9%

FX (against USD)
0.4% Asia ex-Japan
-1.8% AUD
EUR
GBP
JPY
SGD

Alternatives
0.8% Composite (All strategies)
0.6% Relative Value 0.3%
0.7% Event Driven 0.1%
0.5% Equity Long/Short 0.6%
1;4% Macro CTAs

T T T T T 1 Ol4%
% 4% 2% 0% 2% 4% 6%

0.3%

-4% -2% 0% 2% 4%
Sources: MSCI, JP Morgan, Barclays Capital, Citigroup, Dow Jones, HFRX, FTSE, Bloomberg, Standard Chartered

*Performance in USD terms unless otherwise stated, 2019 performance from 31 December 2019 to 16 January 2020, 1 week period: 9 January 2020 to
16 January 2020
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Economic and market calendar

Event Next Week Date Period Expected Prior

z

®)

=
UK Average Weekly Earnings 3m/yly 21-Jan-20 Nov - 3.2%

L|:I;_J EE© ZEW Survey Expectations 21-Jan-20 Jan — 11.2
JIN BOJ Policy Balance Rate 21-Jan-20 21-Jan -0.1% -0.1%

o L

g us Existing Home Sales 22-Jan-20 Dec 5.42m 5.35m

% JN Exports yly 23-Jan-20 Dec - -7.9%

E EC ECB Main Refinancing Rate 23-Jan-20 23-Jan - 0.0%
JN Natl CPI Ex Fresh Food, Energy yly 24-Jan-20 Dec - 0.8%
JN Jibun Bank Japan PMI Composite 24-Jan-20 Jan P - 48.6

— | FR Markit France Manufacturing PMI 24-Jan-20 Jan P - 50.4

<

9 | GE Markit/BME Germany Manufacturing PMI 24-Jan-20 Jan P - 43.7

4

L | EC Markit Eurozone Manufacturing PMI 24-Jan-20 Jan P - 46.3
UK Markit/CIPS UK Composite PMI 24-Jan-20 Jan P 50.7 49.3
us Markit US Composite PMI 24-Jan-20 Jan P - 52.7
Event This Week Date Period Actual Prior

z

®)

=
us NFIB Small Business Optimism 14-Jan-20 Dec 104.9 104.7

w | Us CPI Ex Food and Energy yly 14-Jan-20 Dec 2.3% 2.3%

D

= us Real Avg Weekly Earnings yly 14-Jan-20 Dec - 1.1%
CH Exports yly 14-Jan-20 Dec 1.9% -1.3%

8 UK CPI Core yly 15-Jan-20 Dec - 1.7%

2 |uUs PPl Ex Food and Energy yly 15-Jan-20 Dec - 1.3%

%i JN Core Machine Orders yly 16-Jan-20 Nov - -6.1%

E us Retail Sales Ex Auto and Gas 16-Jan-20 Dec — 0.0%
CH Industrial Production y/y 17-Jan-20 Dec 5.9% 6.2%
CH Fixed Assets Ex Rural YTD yly 17-Jan-20 Dec 5.2% 5.2%
EC CPlyly 17-Jan-20 Dec - 1.0%

'_

% us Building Permits 17-Jan-20 Dec 1470k 1482k

E us Housing Starts 17-Jan-20 Dec 1378k 1365k
us Industrial Production m/m 17-Jan-20 Dec 0.1% 1.1%
us U. of Mich. Sentiment 17-Jan-20 Jan P 99.0 99.3
SK BoK 7-Day Repo Rate 17-Jan-20 17-Jan - 1.3%

Source: Bloomberg, Standard Chartered; key indicators highlighted in blue
Previous data are for the preceding period unless otherwise indicated
Data are % change on previous period unless otherwise indicated

P - preliminary data, F - final data, sa - seasonally adjusted

yly — year-on-year, m/m - month-on-month
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(Registration No. 201224747C/ GST Group Registration No. MR-8500053-0, “SCBSL”). Recipients in Singapore should contact SCBSL in relation
to any matters arising from, or in connection with, this document. SCBSL is an indirect wholly-owned subsidiary of Standard Chartered Bank and is
licensed to conduct banking business in Singapore under the Singapore Banking Act, Chapter 19. Standard Chartered Private Bank is the private
banking division of SCBSL. IN RELATION TO ANY SECURITY OR SECURITIES-BASED DERIVATIVES CONTRACT REFERRED TO IN THIS
DOCUMENT, THIS DOCUMENT, TOGETHER WITH THE ISSUER DOCUMENTATION, SHALL BE DEEMED AN INFORMATION
MEMORANDUM (AS DEFINED IN SECTION 275 OF THE SECURITIES AND FUTURES ACT, CHAPTER 289 (“SFA”)). THIS DOCUMENT IS
INTENDED FOR DISTRIBUTION TO ACCREDITED INVESTORS, AS DEFINED IN SECTION 4A(1)(a) OF THE SFA, OR ON THE BASIS THAT
THE SECURITY OR SECURITIES-BASED DERIVATIVES CONTRACT MAY ONLY BE ACQUIRED AT A CONSIDERATION OF NOT LESS THAN
S$200,000 (OR ITS EQUIVALENT IN A FOREIGN CURRENCY) FOR EACH TRANSACTION. Further, in relation to any security or securities-
based derivatives contract, neither this document nor the Issuer Documentation has been registered as a prospectus with the Monetary Authority of
Singapore under the SFA. Accordingly, this document and any other document or material in connection with the offer or sale, or invitation for
subscription or purchase, of the product may not be circulated or distributed, nor may the product be offered or sold, or be made the subject of an
invitation for subscription or purchase, whether directly or indirectly, to persons other than a relevant person pursuant to section 275(1) of the SFA,
or any person pursuant to section 275(1A) of the SFA, and in accordance with the conditions specified in section 275 of the SFA, or pursuant to,
and in accordance with the conditions of, any other applicable provision of the SFA. In relation to any collective investment schemes referred to in
this document, this document is for general information purposes only and is not an offering document or prospectus (as defined in the SFA). This
document is not, nor is it intended to be (i) an offer or solicitation of an offer to buy or sell any capital markets product; or (ii) an advertisement of an
offer or intended offer of any capital markets product. Deposit Insurance Scheme: Singapore dollar deposits of non-bank depositors are insured by
the Singapore Deposit Insurance Corporation, for up to S$75,000 in aggregate per depositor per Scheme member by law. Foreign currency
deposits, dual currency investments, structured deposits and other investment products are not insured. Taiwan: Standard Chartered Bank (“SCB”)
or Standard Chartered Bank (Taiwan) Limited (“SCB (Taiwan)’) may be involved in the financial instruments contained herein or other related
financial instruments. The author of this document may have discussed the information contained herein with other employees or agents of SCB or
SCB (Taiwan). The author and the above-mentioned employees of SCB or SCB (Taiwan) may have taken related actions in respect of the
information involved (including communication with customers of SCB or SCB (Taiwan) as to the information contained herein). The opinions
contained in this document may change, or differ from the opinions of employees of SCB or SCB (Taiwan). SCB and SCB (Taiwan) will not provide
any notice of any changes to or differences between the above-mentioned opinions. This document may cover companies with which SCB or SCB
(Taiwan) seeks to do business at times and issuers of financial instruments. Therefore, investors should understand that the information contained
herein may serve as specific purposes as a result of conflict of interests of SCB or SCB (Taiwan). SCB, SCB (Taiwan), the employees (including
those who have discussions with the author) or customers of SCB or SCB (Taiwan) may have an interest in the products, related financial
instruments or related derivative financial products contained herein; invest in those products at various prices and on different market conditions;
have different or conflicting interests in those products. The potential impacts include market makers’ related activities, such as dealing, investment,
acting as agents, or performing financial or consulting services in relation to any of the products referred to in this document. UAE: DIFC - Standard
Chartered Bank is incorporated in England with limited liability by Royal Charter 1853 Reference Number ZC18.The Principal Office of the Company
is situated in England at 1 Basinghall Avenue, London, EC2V 5DD. Standard Chartered Bank is authorised by the Prudential Regulation Authority
and regulated by the Financial Conduct Authority and Prudential Regulation Authority. Standard Chartered Bank, Dubai International Financial
Centre having its offices at Dubai International Financial Centre, Building 1, Gate Precinct, P.O. Box 999, Dubai, UAE is a branch of Standard
Chartered Bank and is regulated by the Dubai Financial Services Authority (“DFSA”). This document is intended for use only by Professional
Clients and is not directed at Retail Clients as defined by the DFSA Rulebook. In the DIFC we are authorised to provide financial services only to
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clients who qualify as Professional Clients and Market Counterparties and not to Retail Clients. As a Professional Client you will not be given the
higher retail client protection and compensation rights and if you use your right to be classified as a Retail Client we will be unable to provide
financial services and products to you as we do not hold the required license to undertake such activities. For Islamic transactions, we are acting
under the supervision of our Shariah Supervisory Committee. Relevant information on our Shariah Supervisory Committee is currently available on
the  Standard Chartered Bank website in the Islamic  banking section at: https://www.sc.com/en/banking/islamic-
banking/http://www.standardchartered.com/en/banking-services/islamic-banking/shariah-supervisory-committee.html. UAE: For residents of the
UAE - Standard Chartered Bank UAE does not provide financial analysis or consultation services in or into the UAE within the meaning of UAE
Securities and Commodities Authority Decision No. 48/r of 2008 concerning financial consultation and financial analysis. Uganda: Our Investment
products and services are distributed by Standard Chartered Bank Uganda Limited, which is licensed by the Capital Markets Authority as an
investment adviser. United Kingdom: Standard Chartered Bank (trading as Standard Chartered Private Bank) is an authorised financial services
provider (license number 45747) in terms of the South African Financial Advisory and Intermediary Services Act, 2002. Vietnam: This document is
being distributed in Vietnam by, and is attributable to, Standard Chartered Bank (Vietnam) Limited which is mainly regulated by State Bank of
Vietnam (SBV). Recipients in Vietham should contact Standard Chartered Bank (Vietham) Limited for any queries regarding any content of this
document. Zambia: This document is distributed by Standard Chartered Bank Zambia Plc, a company incorporated in Zambia and registered as a
commercial bank and licensed by the Bank of Zambia under the Banking and Financial Services Act Chapter 387 of the Laws of Zambia.
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