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The US-China trade truce
and reduced risks of a hard
Brexit are setting the stage
for arisk-on rally, in our
view

Equities: A less-negative
global growth backdrop amid
easing trade tensions is
supportive for risk appetite
and equities

Bonds: EM USD and Asian
USD bonds offer the best
opportunities amid improving
global risk sentiment

Poised for arally?

FX: Buying GBP on dips is a
favoured strategy for now
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Chart of the week: UK Parliament’s vote key for GBP near term
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Poised for arally?

Chips are falling into place for a rally in risk assets, in our
view. Increased monetary stimulus has been a positive driver
recently. Meanwhile, over the past week, US-China trade
talks have yielded a partial truce, while UK and EU leaders
have announced a deal for an orderly Brexit. There have
been many false dawns in the US-China trade saga before,
but waning risks of a full-blown trade war should help revive
risk sentiment. Any US decision to postpone tariffs on critical
consumer imports would be a bonus. This likely opens an
opportunity to add exposure to China onshore equities.

The UK-EU Brexit deal hammered out this week is potentially
a huge positive for UK assets, especially for undervalued
domestic-focussed equities, as it sets an orderly course for
the UK to leave the EU. The key hurdle is a parliamentary
vote on Saturday (19 Oct.). At the time of writing, PM Johnson
does not appear to have the votes needed, but we believe
MPs will think twice about rejecting the deal, which would
increase the risk of a hard Brexit — their least preferred option.
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Global equity markets rallied and the USD slipped over the past
week on the back of a US-China trade truce and increased
expectations of an orderly Brexit

Benchmark market performance w/w*
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US-China truce reduces risk of all-out trade war

The partial trade deal between the US and China is positive for global
risk sentiment, in our opinion, as it lowers the risk of an all-out trade
war that has hurt sentiment in recent months. In particular, the US’s
decision to postpone raising tariffs on USD 250bn of Chinese imports
to 30% from 25%, which was due from 15 October, came as a relief to
investors. China, in turn, has agreed to boost US farm purchases.

While we remain sceptical about the chances of a wide-ranging deal,
given fundamental disagreements, we had been anticipating a partial
deal due to growing economic pressure faced by both sides. Global
data indicate the trade uncertainty, which led to a global manufacturing
recession, was starting to hurt the services sector, including in the US,
where President Trump faces a tough re-election in just over a year.

The focus turns to talks in the run-up to the proposed meeting between
Trump and Xi at the APEC leaders’ summit on 16-17 November. Any
follow-up decision by the US to postpone tariffs on the remaining USD
300bn of US imports, which crucially consists of consumer goods that
the US primarily sources from China (with limited alternatives), would
further boost global risk appetite. Global equities, represented by the
MSCI All Country World Index, have rallied 2.5% over the past week
and face resistance at 533, about 1% above Thursday’s close.
Stronger resistance is at 550 (4.3% above Thursday’s close).

Technicals turn more supportive of China onshore equities

The supportive fundamental backdrop highlighted above post the US-
China trade truce is backed by improving technicals for China’s
onshore equities. The Shanghai Composite index has rebounded twice
in the past two months from strong support on the 200-day moving
average (now at 2,897; 2.5% below Thursday’s close). In addition,
there is a potential ‘reverse head and shoulders pattern’ with the left
shoulder at the June low, the head at the August low and the right
shoulder at last week’s low. Price action is still unfolding, but if the
pattern gets triggered, it could imply a rise towards the April high of
3,288 (11% from Thursday’s close). A higher October low relative to
the August low is an important sign within the context of the overall
recovery from January. It suggests there could be at least one more leg
higher. A fall below the August low of 2,734 (8.4% from Thursday’s
close) would negate this positive outlook, in our opinion.

Is it time to add GBP exposure?

The GBP has rallied strongly as a “no-deal” Brexit risk becomes more
remote, especially after the UK’s deal agreed with the EU. The GBP
move has been aggressive as short positions are squared and there is
significant momentum in the rally. We see three scenarios unfolding
(see page 5): 1) a passage of the deal through the UK parliament on
Saturday could drive GBP/USD through the 1.2990 technical
resistance towards 1.3170 and ultimately lead to 1.35; 2) A delay in the
Brexit process, if parliament insists on a second referendum (or an
election) to ratify the latest deal could lead to a near-term pullback and
increased volatility. In this case, the pair could break below 200DMA at
around 1.2710. Further support sits between 1.2450-1.26. 3) A deal is
voted down by parliament, leading to renewed risk of a hard Brexit. In
this case the pair could break below 1.2450 and challenge the near-
term bullish case with a fall to 1.20-22. Of the above scenarios, we
believe the second is the most likely, given the need for cross-party
support for an agreed resolution to the Brexit issue. Thus, buying GBP
on dips is likely to be a favoured strategy for now.
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The technical chart for China onshore equities has
turned positive in recent weeks, with a potential ‘reverse
head-and-shoulders” pattern developing
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UK domestic equities have rebounded with the GBP on
expectations of a Brexit deal
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Expectations of a “no-deal” Brexit have plunged over the
past week as UK and EU leaders made progress

Predictlt's probability of a “no-deal” Brexit in 2019
36 -

27 A

R 18 A

0
04-Sep-19

18-Sep-19 02-Oct-19 16-Oct-19

Source: Bloomberg, Standard Chartered



Standard Chartered Bank
weekly market view | 18 October 2019

What does this mean for investors?

Equities

Are equities poised for a rally? Global equities popped higher
following President Trump’s announcement of Phase 1 of the US-
China trade deal on 11 October. While doubts remain around its
implementation, the combination of easing trade tensions (which have
lifted bond yields) and the likelihood of a Brexit deal signal a potential
stabilisation, if not reversal, in global growth and corporate earnings
downgrades we have seen this year. For investors, a “less negative”
backdrop for growth is good enough for increasing risk appetite.

The US Q3 earnings season may further support the resurgence in risk
appetite. While the consensus estimate is for a 2.9% y/y decline in
earnings, we expect this number to improve as the season progresses,
as companies typically set low expectations heading into the reporting
season, enabling them to deliver positive surprises. US bank earnings
have delivered positive surprises so far. More positive surprises going
forward could drive US equities higher. The S&P500 index’s next key
resistance is 3028, about 1% above current levels.

This week will focus on industrial and technology sector earnings to
evaluate the impact of the US-China trade war (on the industrial sector)
and on a potential deferral of investment decisions (on the technology
sector). These headwinds are among reasons why we view technology
and industrial sectors as core holdings, rather than preferred.

Bonds

Where to add exposure following the recent rebound in Treasury
yields? The rebound in Treasury yields has been driven by a revival in
global risk appetite, which in turn has reduced Fed rate cut
expectations to around three more cuts by the end of 2020 — including
c. 80% chance of a cut in October - from about four cuts priced earlier.
We believe Emerging Market (EM) USD government bonds and Asian
USD bonds offer the best opportunities in this scenario. Yield
premiums offered by EM and Asian bonds have declined over the past
week following the US-China trade optimism. Further progress on trade
could be supportive of EM growth, which, combined with attractive
yields offered by EM USD government bonds and their reasonable
valuations, could help them outperform global bonds. We also favour
increasing exposure to Asian USD bonds given their defensive
characteristics and high credit quality on offer.

FX

Does the return of risk appetite spell the end of USD strength?
The agonisingly slow USD peaking process continues to gain traction.
GBP has led the way, but we expect broader USD weakness to unfold.
EUR/USD has broken above the September high at 1.1110 to target
the 200DMA at 1.1210 and then 1.1250. A clear break would signal a
robust uptrend. Meanwhile, support at 1.0990 should hold.

AUD/USD has rallied steadily from the low at 0.6665, making a series
of new daily highs. A break of 0.6895 would add confidence that the
uptrend can challenge 0.6970-0.7000 resistance. USD/JPY pushed
higher in a countertrend rally on risk-on sentiment. However, 109.35 is
likely tough resistance. If the USD downtrend is widely established, a
sharp “catch-up” decline is a rising risk. Gold remains subdued above
1,475 support. Large long positions may be at risk of a short-term
squeeze. A break below 1460 could see buyers enter around 1,445-
1,452. A break of 1516 would suggest the correction may be over.
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Some Asian market technicals have turned positive
Technical levels of key markets as of 17 October 2019

Index Spot
S&P 500 2,998
STOXX 50 3,589
FTSE 100 7,182
Nikkei 225 22,569
Shanghai Comp 2,977
Hang Seng 26,848
MSCI Asia ex-Japan 636
MSCI EM 1,028
Brent (ICE) 60
Gold 1,492
UST 10Y Yield 1.74
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Source: Trading Central, Standard Chartered
Note: Arrows represent short-term trend opinions
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EM USD government bonds have outperformed other

higher-yielding bonds YTD

Relative YTD performance of EM USD government bonds,
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Top client question

1 Does the Brexit deal bring uncertainty to an end?
The answer at the time of writing still appears to be no.

UK Prime Minister Boris Johnson yesterday announced that he had
reached a Brexit agreement with the EU that would take the UK out
of the EU on 31 October. However, the ability of the deal to pass
through UK Parliament on Saturday 19 October appeared uncertain
as the DUP (Democratic Union Party) stated their opposition to the
proposed deal, noting that the proposals were “not...beneficial to the
economic well being of Northern Ireland and the integrity of the
Union.” European Commission President Juncker said that there
would be no extension of the Brexit deadline beyond 31 October,
though Donald Tusk, President of the European Council, said he
would consult with EU states on any extension request.

While the situation is evolving quickly ahead of a key special session
of UK Parliament tomorrow (Saturday, 19 October), we offer an
updated set of possible scenarios below:

e Parliament eventually votes to pass the proposed Brexit deal,
leading the UK out of the EU in an orderly manner by the end of
October. While such an outcome appears relatively unlikely at
this time, GBP would likely rally well above 1.30 in this scenario.
UK domestic-focussed equities are likely to also benefit under
this scenario. (The small-cap FTSE250 index has risen 5% over
the past week, as chances of a deal increased, outperforming
the large-cap FTSE100 index which has remained stable. A
stronger GBP is generally negative for the latter as it impacts the
foreign-derived earnings of the larger multinationals when
translated into GBP).

e A failure of the vote to pass Parliament would likely imply a new
UK election, a new Brexit referendum or a temporary ‘Unity’
government (or a combination of the three) become likely
outcomes. This would almost certainly require an extension of
the Brexit deadline which Donald Tusk’s comments suggest
remains a viable outcome. Under this scenario, GBP and
domestic UK stocks may struggle to gain further until the
process is complete, but are likely to remain well supported.

e A no-deal crash out of the EU by the UK remains a risk, possibly
in a situation where the UK Parliament fails to agree on a deal
and the EU fails to offer a deadline extension. GBP would likely
fall below 1.20 and domestic equities could suffer in this
scenario. However, the chances of such an outcome appear
low.

The outcome is likely to be clearer after 19 October’s special session
of Parliament. In our assessment, the above scenario analysis
suggests GBP continues to offer an attractive risk/reward below 1.30.

This reflects the views of the Wealth Management Group

The GBP and UK small-cap equities have both gained
from the announcement of the Brexit deal
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Market performance summary *

Year to date
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Economic and market calendar

Event Next Week Date Period Expected Prior
z
g JIN Exports yly 21-Oct-19 Sep -2.6% -8.2%
L
E us Existing Home Sales 22-Oct-19 Sep 5.46m 5.49m
o )
g EC Consumer Confidence 23-Oct-19 Oct A - -6.5
FR Markit France Composite PMI 24-Oct-19 Oct P - 50.8
GE Markit/BME Germany Composite PMI 24-Oct-19 Oct P - 48.5
EC Markit Eurozone Manufacturing PMI 24-Oct-19 Oct P - 45.7
EC Markit Eurozone Services PMI 24-Oct-19 Oct P - 51.6
%: EC Markit Eurozone Composite PMI 24-Oct-19 Oct P - 50.1
E us Durable Goods Orders 24-Oct-19 Sep P -0.8% 0.2%
us Cap Goods Orders Nondef Ex Air 24-Oct-19 Sep P - -0.4%
us Initial Jobless Claims 24-Oct-19 19-Oct - --
us Markit US Composite PMI 24-Oct-19 Oct P - 51
us New Home Sales 24-Oct-19 Sep 710k 713k
=
E 3:) GE IFO Expectations 25-Oct-19 Oct - 90.8
Event This Week Date Period Actual Prior
= | CH Exports yly 14-Oct-19 Sep -3.2% -1.0%
o
= |CH Imports yly 14-Oct-19 Sep -8.5% -5.6%
w |CH CPl yly 15-Oct-19 Sep 3.0% 2.8%
o)
= | cH PPl yly 15-Oct-19 Sep -1.2% -0.8%
o .
g us Retail Sales Ex Auto and Gas 16-Oct-19 Sep 0.0% 0.4%
us Building Permits 17-Oct-19 Sep 1387k 1425k
14
% us Housing Starts 17-Oct-19 Sep 1256k 1386k
|_
us Industrial Production m/m 17-Oct-19 Sep -0.4% 0.8%
JIN Natl CPI Ex Fresh Food, Energy yly 18-Oct-19 Sep 0.5% 0.6%
CH Industrial Production yly 18-Oct-19 Sep 5.8% 4.4%
E :: CH Retail Sales yly 18-Oct-19 Sep 7.8% 7.5%
Lo lcH GDP yly 18-Oct-19 30 6.0% 6.2%
EC ECB Current Account SA 18-Oct-19 Aug — 20.5B
us Leading Index 18-Oct-19 Sep - 0.0%
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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United Kingdom and all business transacted with Standard Chartered Bank, Jersey Branch and other SC Group Entity outside of the United
Kingdom, are not subject to some or any of the investor protection and compensation schemes available under United Kingdom law.

Kenya: This document is being distributed in Kenya by, and is attributable to Standard Chartered Bank Kenya Limited. Investment Products and
Services are distributed by Standard Chartered Investment Services Limited, a wholly owned subsidiary of Standard Chartered Bank Kenya Limited
(Standard Chartered Bank/the Bank) that is licensed by the Capital Markets Authority as a Fund Manager. Standard Chartered Bank Kenya Limited
is regulated by the Central Bank of Kenya. Malaysia: This document is being distributed in Malaysia by Standard Chartered Bank Malaysia Berhad.
Recipients in Malaysia should contact Standard Chartered Bank Malaysia Berhad in relation to any matters arising from, or in connection with, this
document. Nigeria: This document is being distributed in Nigeria by Standard Chartered Bank Nigeria Limited, a bank duly licensed and regulated
by the Central Bank of Nigeria. Pakistan: This document is being distributed in Pakistan by, and attributable to Standard Chartered Bank (Pakistan)
Limited having its registered office at PO Box 5556, I.I Chundrigar 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. 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 (Vietham) Limited which is mainly regulated by State Bank of
Vietnam (SBV). Recipients in Vietham 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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