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Charts of the week: Reflation amid divergence risks

Reflation narrative remains dominant, but diverging vaccination rates and new COVID-19 waves are risks
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Editorial
Keeping the taps open

The reflation theme continues to dominate the market
narrative. Equities delivered another strong week after a
strong run of economic data and a calming of Fed policy
tightening concerns. We continue to believe this
combination of broadening growth and central bank
intentions to stay very accommodative mean gains in
global equities — the US, Japan, Asia ex-Japan and the
UK being our preferred regions — and riskier USD-
denominated bonds can extend.

US economic data led the charge on the positive side.
The ISM manufacturing and services indices achieved
multi-decade and record highs, respectively, while US
jobs data and job openings rose more than expected.

Unsurprisingly, this strong data raised new questions
over how long the Fed will maintain its ultra-supportive
policy. We continue to believe such concerns are
premature. The key message from the Fed minutes
released this week was that asset purchases would
continue “at least” until substantially more progress was
made towards labour market and price stability goals.

In our assessment, this is consistent with further gains in
risky assets. The fall in the 10-year US Treasury yield
may have been exacerbated by one-sided positioning
(page 5), but a scenario of modestly higher yields is
unlikely to stand in the way of further gains in our
preferred equity and bond markets, especially following
what is likely to be another quarter of strong earnings
growth in the Q1 earnings season that starts in the US
next week. Modestly higher yields are also consistent
with further gains in our value-style equities theme.
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Against this constructive backdrop, though, we are
watching a few sources of risk that could lead to
divergent market performance in the short-term.

The first is the diverging pace of COVID-19 vaccinations
and new infection waves. While some regions (most
notably the US and the UK) have accelerated the pace of
vaccinations — key to economic normalisation — the Euro
area and many EMs are facing renewed infection waves
amid a slower vaccination pace. This poses the risk that
the recent outperformance of DM over EM equities could
extend temporarily.

The second is policy. While most central banks remain
highly accommodative, China’s monetary policy stance
continues to gradually shift in a somewhat less
accommodative direction. This is not surprising given
China’s economy has weathered the past year better
than most others from a growth perspective. Such shifts
in policy direction have often been accompanied by a
pullback in equity markets, though we believe Chinese
equities now offer a buy-on-dips opportunity (page 4).

Finally, US efforts towards a more unified approach to
global corporate taxation brings the risk of higher taxes
back on the table. The earnings impact of higher taxes
remains open to debate for the time being, given
specifics are likely to take time to negotiate. For now, we
believe the rebound in earnings growth is likely to
dominate the narrative, though tax-related concerns
could become a source of volatility later in the year.

— Manpreet Gill, Head FICC Investment Strategy
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The weekly macro balance sheet

Our weekly net assessment: On balance, we see the past
week’s data and policy as positive for risk assets

(+) factor: US jobs data, strong PMI data
(-) factor: Renewed COVID-19 waves

Positive for risk assets Negative for risk assets
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New COVID-19 cases rising in some regions
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Rise in services PMI across major regions point
to broadening economic recovery
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China policy tilt increasingly divergent from
most other regions
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Top client questions

Q Is this a good time to start averaging into Chinese
equity markets?

Chinese equities have fallen sharply since mid-February as
markets have started to price in a less accommodative
monetary policy and increased regulations targeting the real
estate, banking and technology sectors. While these present
a risk to the earnings growth outlook, the extent of negative
sentiment causes us to believe Chinese equities may be
offering a ‘buy-on-dip’ opportunity.

First, although the PBoC continues to drain liquidity in the
interbank system, we believe an aggressive policy tightening
campaign appears unlikely as policymakers balance limiting
excesses while still supporting growth. Second, while a
resilient USD has been a headwind to Chinese equities, we
do expect this to reverse over the next 6-12 months. Lastly,
we believe technical indicators argue the pullback in Chinese
equities is likely done for now (see chart).

We continue to view China equities as a core holding,
expecting them to perform in line with Asia ex-Japan equities.
Within China, we have a preference for onshore equities.

— DJ Cheong, CFA, Investment Strategist

Q Should investors be adding to China technology
sector equities now?

We believe it is attractive to consider adding to Chinese
technology sector equities at current levels.

The Hang Seng Technology Index has fallen sharply over the
last six weeks. However, the index has been showing signs
of bottoming, in our assessment, holding the key 8,000
support level on a closing basis. It has also held the important
200-day moving average. The fall in share prices has also
helped alleviated high valuation concerns.

The risks in this sector are well known, i.e, regulatory
uncertainties for the internet sub-sector and slowing Chinese
credit growth. However, sub-sectors such as technology
hardware should benefit from the global demand recovery, for
e.g, in smartphones and auto segments. The online
consumption sub-sector should also benefit from the
government’s dual-circulation policy.

— Daniel Lam, CFA, Senior Cross-Asset Strategist

Important disclosures can be found in the Disclosures Appendix.

Technicals for China equities imply the
pullback may be done for now
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China technology sector showing signs of
bottoming
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Top client questions (cont’d)

Q Will US Treasury yields retreat further from here? Rise in US bond yields thus far consistent

The US 10-year Treasury yield fell from 1.72% at the end of et SlgEls (el EEeualile elEaions

last week to 1.62%. We believe the retracement was US 10-year Treasury yield vs. ISM
positioning-driven, likely led by (1) a reversal of stretched manufacturing index
bearish positions on US government bonds and (2) seasonal 75 - - 4.0

quarter-end buying. - 0

A strong rebound in US economic activity and well-supported %

inflation expectations argue the case that the yield uptrend T 551 20 8

may not yet be over. The latest Fed meeting minutes also - 45 | L 10

noted that Fed policymakers viewed the rise in yields as

consistent with the economic outlook and that financial 35 ' ' s L
Apr-15 Apr-17 Apr-19 Apr-21

conditions remained “highly accommodative”. )
= US ISM Manufacturing PMI

We expect the 10-year Treasury yield to be in the 1.50%- US 10y Treasury Yield (RHS)

1.75% range over a 12-month horizon, but would not be
surprise if yields overshoot over the coming months amid
improving economic data.

Source: Bloomberg, Standard Chartered

On technical charts, the rally in the US 10-year Treasury yield
stalled just ahead of stiff resistance on the 200-week moving
average (about 1.95%-1.97%). On the weekly chart, the 14-
week Relative Strength Index (a measure of momentum) has
pulled back from highly overbought conditions. Immediate
support is at the mid-March low of 1.58%. A break below the
support would likely be needed to imply that the upward
pressure had eased.

— Cedric Lam, Senior Investment Strategist;
Manish Jaradi, Senior Investment Strategist

Q Is USD weakness likely to extend? A break above 1.20 in EUR/USD would likely

. . . . - signal a resumption of the USD downtrend
We believe the USD is in an upside correction within a long- '9 umpti W

term downtrend. Historically, similar corrections were capped ~ EUR/USD and key technical levels
at around 4-6%. 1.25

The EUR/USD remains one key lens on the USD. This pair

fell by over 5% in Q1. A sustained break above 1.2000 a 1.20

resistance would signal a stronger EUR/USD rally. However, § 115

we would likely need to see a unified and rapid acceleration 2

in Euro area vaccinations before bond yields and expected 1.10

growth rate differentials can reverse to support this. Without

these signals, a range-bound Dollar or a EUR/USD retest of 1.05 + - -

1.1600 support appear more probable short-term. Mar-20 Oct-20 May-21
EURUSD =-=---- 200DMA

Against the USD, beyond the EUR, ‘risk-on’ currencies (such
as GBP, AUD, NZD, CAD and CNH) remain strong relative to
200-day moving averages while safe haven/low yielders
(such as JPY, CHF and Gold) are weaker. In our view, this is
reflective of the “risk-on” environment. However, if the USD
remains range-bound, these two groups could partially
reverse recent moves on profit-taking.

Source: Bloomberg, Standard Chartered
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Market performance summary*
2021 YTD
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Global Equities
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T
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Bonds | Sovereign
DM IG Sovereign
US Sovereign
EU Sovereign
EM Sovereign Hard Currency
EM Sovereign Local Currency
Asia EM Local Currency

Bonds | Credit
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US High Yield
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*Performance in USD terms unless otherwise stated, 2021 YTD performance from 31 December 2020 to 8 April 2021,
1-week period: 1 April 2021 to 8 April 2021

T 1

-25.0%  -15.0%  -5.0% 150%  25.0% 20% 6.0%

Important disclosures can be found in the Disclosures Appendix. 6



PUBLIC

Standard Chartered Bank
WM Chief Investment Office | 9 April 2021

Our asset class views at a glance Economic and market calendar
iti A i * P
Equities Alternatives O |EC Retail Sales yly Feb -6.4%
us A Equity hedge A =
Japan A Event-driven A N CH Exports yly Mar  18.1%
Asia ex-Japan A Relative value . |:_> EC ZEW Survey Expectations Apr 74
UK A Global macro v US  CPI Ex Food & Energy yly Mar 1.3%
Euro area v )
w
Other EM * Cash v =
USD M Us Powell Speaks to the
Bonds (Credit) . EUR A o Economic Club of Washington
Asia USD A GBP A 2 U.S. Federal Reserve
= |US Releases Beige Book
Corp DM HY A AUD A g
i - 0,
Govt EM USD A CNY A us Retail Sales Ex Auto & Gas Mar 3.3%
Corp DM IG v IPY * — |l cH Fixed Assets Ex Rural YTD Mar  35.0%
x yly
= 0
Bonds (Govt) v Gold - x|CH GDPyly 10 65%
us Building Permits Mar 1720k
Govt DM IG v
Source: Bloomberg, Standard Chartered
Govt EM Local ¢ Prior 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, y/y - year-

Source: Standard Chartered Global Investment Committee

Legend: A Most preferred | V¥ Less preferred | 4 Core holding on-year, m/m - month-on-month
S&P500 has resistance 0.6% above current level US 10-year Treasuries have low investor diversity
Technical indicators for key markets as on 8 April 2021 Our proprietary market diversity indicators as of 7 April
1st 1st 1-month Fractal
Index Spot support resistance Level 1 Diversity trend dimension
S&P500 4,097 4,082 4,105 Global Bonds o v 1.26
STOXX 50 3,978 3,964 3,985 Global Equities { N 1.46
FTSE 100 6,942 6,863 6082 0 © Vv 134
Nikkei 225 20700 20574 29967
i MSCI US [ N 1.43
Shanghai Comp 3,483 3,480 3,485 MSCI Europe © N 136
Hang Seng 29,008 28,786 29,119 MSCI AC AXJ ° ~ 182
MSCI Asia ex-Japan 882 879 885
MSCI EM 1,343 1,339 1,347 DM Corp Bond © J 1.38
Brent (ICE) 63.2 62.5 63.5 DM High Yield o N 2.19
Gold 1,755 1,737 1,764 EM USD © N2 1.49
UST 10Y Yield 1.62 1.59 1.69 EM Local © \Z 1.38
Source: Bloomberg, Standard Chartered Asia USD [ ] > 1.72

Currencies
EUR/USD © N/ 1.37

Source: Bloomberg, Standard Chartered; Fractal dimensions below
1.25 indicate extremely low market diversity/high risk of a reversal

Legend: @ High | © Lowtomid | O Critically low

Important disclosures can be found in the Disclosures Appendix. 7



PUBLIC

Standard Chartered Bank
WM Chief Investment Office | 9 April 2021

Disclosures

This document is confidential and may also be privileged. If you are not the intended recipient, please destroy all copies
and notify the sender immediately. This document is being distributed for general information only and is subject to the
relevant disclaimers available at https:// www. sc. com/en/regulatory-disclosures/#market-commentary-disclaimer. It is
not and does not constitute research material, independent research, an offer, recommendation or solicitation to enter
into any transaction or adopt any hedging, trading or investment strategy, in relation to any securities or other financial
instruments. This document is for general evaluation only. It does not take into account the specific investment
objectives, financial situation or particular needs of any particular person or class of persons and it has not been
prepared for any particular person or class of persons. You should not rely on any contents of this document in making
any investment decisions. Before making any investment, you should carefully read the relevant offering documents
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estimates are solely those of SCB at the date of this document and subject to change without notice. Past performance
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(as the case may be). This document must not be forwarded or otherwise made available to any other person without
the express written consent of the Standard Chartered Group (as defined below). Standard Chartered Bank is
incorporated in England with limited liability by Royal Charter 1853 Reference Number ZC18. The Principal Office of the
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by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and Prudential Regulation
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subsidiaries and affiliates (including each branch or representative office), form the Standard Chartered Group. Standard
Chartered Private Bank is the private banking division of Standard Chartered. Private banking activities may be carried
out internationally by different legal entities and affiliates within the Standard Chartered Group (each an “SC Group
Entity”) according to local regulatory requirements. Not all products and services are provided by all branches,
subsidiaries and affiliates within the Standard Chartered Group. Some of the SC Group Entities only act as
representatives of Standard Chartered Private Bank and may not be able to offer products and services or offer advice
to clients. They serve as points of contact only. ESG data has been provided by Refinitiv. Refer to
https://www.refinitiv.com/en/financial-data/company-data/esg-research-data.

Market Abuse Regulation (MAR) Disclaimer
Banking activities may be carried out internationally by different branches, subsidiaries and affiliates within the Standard

Chartered Group according to local regulatory requirements. Opinions may contain outright “buy”, “sell”, “hold” or other
opinions. The time horizon of this opinion is dependent on prevailing market conditions and there is no planned
frequency for updates to the opinion. This opinion is not independent of Standard Chartered Group’s trading strategies
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programmes or employees, including persons involved in the preparation or issuance of this document may at any time,
to the extent permitted by applicable law and/or regulation, be long or short any securities or financial instruments
referred to in this document or have material interest in any such securities or related investments. Therefore, it is
possible, and you should assume, that Standard Chartered Group has a material interest in one or more of the financial
instruments mentioned herein. Please refer to https:// www .sc. com/en/banking-services/market-disclaimer.html for
more detailed disclosures, including past opinions/ recommendations in the last 12 months and conflict of interests, as
well as disclaimers. A covering strategist may have a financial interest in the debt or equity securities of this
company/issuer. This document must not be forwarded or otherwise made available to any other person without the
express written consent of Standard Chartered Group.
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Road Karachi, which is a banking company registered with State Bank of Pakistan under Banking Companies Ordinance
1962 and is also having licensed issued by Securities & Exchange Commission of Pakistan for Security Advisors.
Standard Chartered Bank (Pakistan) Limited acts as a distributor of mutual funds and referrer of other third-party
financial products. Singapore: This document is being distributed in Singapore by, and is attributable to, Standard
Chartered Bank (Singapore) Limited (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. This advertisement has
not been reviewed by the Monetary Authority of Singapore. 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
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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 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/islamic-banking-disclaimers/ 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 Commaodities
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
Vietham (SBV). Recipients in Vietnam should contact Standard Chartered Bank (Vietnam) 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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