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Charts of the week: Fed meeting in focus

Waning concerns about Omicron have led to a rebound in equities; focus now shifts to next week’s central bank meetings
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Editorial

Policy road bump?

The upcoming week promises to be eventful. As incoming data
on the Omicron variant points to less severe illness and
enhanced protection through COVID vaccine booster shots, the
focus shifts to key central bank meetings that are likely to set
the policy direction for 2022. The US, Euro area and UK central
banks are due to decide on whether to continue prioritising
economic growth in the face of surging inflation. While we
expect them to remain growth-supportive, at least for the next
6-12 months, any hint that they are worried about price
pressures becoming more entrenched could unsettle markets.
The Fed meeting on 14-15 December is probably the most
critical, especially as a COVID wave sweeping through Europe
pushes back any BoE or ECB policy tightening expectations
(markets expect the first BoE rate hike in March; ECB is likely
to postpone a decision on ending pandemic bond purchases).

The Fed faces the classic central bankers’ dilemma of
balancing growth vs inflation objectives — only that its new
policy of tolerating above-target inflation for longer, adopted
during the depths of the pandemic last year, has perhaps made
it more challenging to change course. We expect the Fed to end
its bond purchases by Q2 next year and end 2022 with one rate
hike, compared with at least two hikes priced by markets. Fed
Chair Powell told the Congress recently that policymakers will
consider at the December meeting whether to withdraw
stimulus at a faster pace as inflation soared to a 30-year high
of 6.2% yly (consensus expects November inflation at 6.8%).

The Fed’s decision is likely to revolve around its assessment of
how tight the US job market is, given that it believes the ongoing
goods inflation, caused by supply bottlenecks and a temporary
demand boost, is likely to fade by the middle of next year. While
we share this view, the sharp drop in the US jobless rate to
4.2% in November raises the risk that the Fed may be behind
the curve in removing stimulus. The first time the Fed began
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tapering bond purchases after a round of quantitative easing in
November 2013, the US jobless rate was 6.9%.

On its own, the 4.2% jobless rate, when measured against the
Fed’s own 4% estimate for longer-run US unemployment rate,
suggests we are getting close to full employment. A tightening
job market leads to more wage pressures. However, we believe
enough slack is still left in the job market; millions of workers
have not returned to work, despite near-record job vacancies,
because of the pandemic. We expect them to return as
vaccines reduce the risk of severe illness and lower-income
households exhaust their savings. The signal from the bond
market (where the long- and short-term yields gap has
narrowed) suggests markets are less worried about inflation,
but more worried about the Fed withdrawing stimulus too early.

The Fed’s hawkish stance stands in contrast to the PBoC's,
which this week cut its reserve requirement ratio for banks for
the second time this year, sending a clear message that it wants
to stabilise growth after expansion stalled in Q3. The PBoC’s
move was also probably aimed at stabilising consumer and
business sentiment after Chinese property developer
Evergrande announced plans to restructure its debt.

Where does this leave us as investors? We believe any equity
volatility would offer a buying opportunity, especially in the US
and Euro area, given our positive view of corporate earnings
and supportive monetary policies. The muted market response
to China’s policy easing reinforces our view that it may be too
early to broadly increase exposure to China equities. Rather,
we prefer sectors that are likely to benefit from policy priorities.
The USD has consolidated since its November peak, oil has
bounced from key support levels, while gold has stabilised after
November’s pullback. USD’s near-term outlook remains bullish,
especially if the Fed stays hawkish. A dovish turn could provide
tailwind for gold, while waning Omicron concerns could lift oil.

— Rajat Bhattacharya
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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 neutral for risk assets in the near term

(+) factors: Positive COVID vaccine results, US services, China easing

(-) factors: Omicron restrictions, tight US job market, Evergrande debt

Positive for risk assets Negative for risk assets

Pfizer said lab tests showed
the third vaccine dose
neutralises Omicron;
GlaxoSmithKline said its
antibody treatment was
effective against Omicron

South Africa said Omicron

New Omicron variant found
in almost 60 countries;
more countries imposed
travel restrictions

Euro area cases continued
to rise, leading to widening
restrictions; Germany and

(o))
E‘ is causing mild illness; Netherlands cases still near
S hospitalisations well below record highs; Netherlands,
8 levels seen in Delta wave Austria hospitalisations
« New cases in most of Asia close to last winter’s peak
Australia, New Zealand, US cases rising; South
Russia, Austria and Latin Korea cases hit new record
America continued to fall
Our assessment: Neutral — Spreading Omicron variant, rising
Euro area mobility restrictions vs positive vaccine test results
* US initial jobless claims fell US payrolls rose less than
to 52-year low; Services forecast; jobless rate fell
PMI unexpectedly rose more than forecast to 4.2%
* Euro area GDP expanded German factory orders fell
% more than expected in Q3 more than expected
g * German industrial output Japan’s GDP unexpectedly
g rose more than expected contracted 0.9% g/q in Q3
= . China, Germany exports China’s Evergrande said it
rose more than expected plans to restructure debt
Our assessment: Neutral — Strong US services PMI, China
exports vs tightening US job market, Evergrande debt worries
* China cut bank reserve
requirements
g
$ © Olaf Scholz sworn in as
>
2 E  German Chancellor
o O
o ?>; * RBA held rates, “prepared
& to be patient”
Our assessment: Positive — China policy easing
2 US, UK, Canada, Australia
. o announced diplomatic
2 g_ boycott of Beijing Olympics
C3
& Our assessment: Negative — Increased geopolitical tension
©
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Among the major economies, European countries
are likely the best prepared for Omicron, given the
relatively high rates of third vaccine doses

Percentage of population having received their third
vaccine shot in some of the world’s largest economies
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Source: Our World in Data, Standard Chartered

The US jobless rate has declined close to the
Fed’s estimate of long-run unemployment rate
(4%), implying tightening of the job market
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China’s bank reserve requirement ratio cuts have
historically presaged a rebound in credit growth

China’s 12m rolling change in bank reserve
requirement rate and net change in credit impulse
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Market performance summary *

2021 YTD
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Our 12-month asset class views at a glance Economic and market calendar
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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-
on-year, m/m - month-on-month; Days are based on Hong Kong time

S&P500 index has support 2% below current level

Technical indicators for key markets as on 09 December 2021

Investor diversity remains normal across major assets

Our proprietary market diversity indicators as of 08 December
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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
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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 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
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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 (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.



