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A Fed rate cut next week,
with a dovish tone, is likely
to further boost risk
appetite, in our view

Equities: US Q3 earnings
from the financial and
technology sectors have
beaten forecasts, supporting
our bullish view on US equities

Bonds: Any decline in
Treasury yields after the Fed
meeting may be used to add
EM USD exposure; EM local
currency bonds look attractive

The Fed — a dovish or a
hawkish cut?

FX: GBP, AUD, CAD look
attractive as the USD peaks

This commentary reflects the views of the Wealth Management Group of Standard Chartered Bank. Important disclosures can be found
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Chart of the week: Markets pricing in a Fed cut on 31 October
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Probability of a 25bps Fed rate cut at the 31 October policy meeting based on money market pricing
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Editorial
[ ]
The Fed — a dovish or a hawkish cut?

As the risk rally extends with further signs of progress in US-
China trade talks, the focus turns towards the Fed meeting on
31 October. Money markets expect another 25bps rate cut
amid soft data. The Fed’s reluctance to surprise the market is
another reason why we believe it is likely to deliver in line with
expectations. The USD, which is showing signs of peaking
(see page 3 and 5), is likely to break lower if the Fed signals
openness to further easing, with risk assets and some
currencies (GBP, CAD, AUD, NZD) gaining.

The Brexit saga (besides a hawkish Fed) is a risk to the
above view. Although PM Johnson won the UK parliament’s
broad approval for his deal for an orderly departure from the
EU, it remains uncertain whether an exit will happen by the 31
October deadline. A prolonged parliamentary process to
legislate the deal would scupper a quick departure. That could
bring into play a second referendum or an election, both of
which would likely lead to a GBP pullback in the near term.
This would likely present an opportunity for medium-term
investors to add to GBP allocation, where appropriate.
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October Fed meeting - probability of a cut

Global equity markets and commodities extended their rally over
the past week amid further signs of progress in US-China trade
talks

Benchmark market performance w/w*
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A reliable Fed

We expect the Fed to cut rates once more this year in its efforts to
shore up business and consumer confidence amid slowing growth and
inflation expectations. A cut at the 31 October policy meeting is most
likely, given money markets are pricing in a 90% probability of a rate
cut. The Fed has rarely gone against market expectations and is
unlikely to do so now, lest a pause drives bond yields sharply higher
tightening financial conditions. Recent data have indicated that the
manufacturing sector downturn could be seeping into the consumer
sector. Underlying US retail sales (ex-autos) stagnated in September,
implying that consumption and overall US growth slowed in Q3 19 from
Q2 19. This justifies a Fed rate cut, with an openness to ease further.

The Fed’s dovish turn this year, which was followed by other central
banks, has been a key driver of equities and other risk assets such as
Emerging Market (EM) bonds YTD. Another cut, with a dovish bias, is
likely to help sustain the rally. The US S&P 500 index faces resistance
at 3028 and then 3140 (0.6% and 4.3% above current levels).

Still-weak European data calls for more stimulus

European business activity, reflected in the October PMI data, supports
our view that the region needs more stimulus, especially through fiscal
easing. Although the data showed some signs of stabilisation, it
indicated the underlying economy remains stagnant, with region-wide
manufacturing and Germany’s overall economy contracting at the start
of Q4 19. ECB President Draghi, chairing his last policy meeting this
week, said the continued economic weakness justified the renewed
monetary policy easing delivered by the central bank at its September
meeting in the face of opposition from some policymakers. We expect
incoming ECB President Christine Lagarde to continue with easy
monetary policies. Lagarde’s political experience (former French
Finance Minister and IMF chief) should also help her lobby
governments, especially Germany, to boost fiscal spending.

We believe downbeat market expectations raise the chances of upside
in European assets, including the EUR and Euro area equities. A US-
China trade truce, expected to be formalised in mid-November when
President Trump meets President Xi on the sidelines of the APEC
leaders’ meeting, may also help revive investor sentiment.

Cracks in the USD rally?

The DXY (USD) index’s failure to break above tough resistance on the
upper edge of a rising channel from 2018 (at 99.30) suggests at least a
pause in the uptrend. The pace and extent of the index’s retreat raises
the prospect of a retest of the lower edge - an upward-sloping line from
early 2019 (at 96.45). To be sure, there is no confirmation yet that the
medium-term uptrend has ended. The support on the lower edge of the
channel is strong and the index could well resume its rise, like in recent
months. However, a break below the support could spell trouble for the
USD’s 3-year rally. Such a break could open the way towards the late-
2018 low of 93.81 (about 4% below current levels).

We believe the broad USD is in a peaking process. In recent weeks,
we have turned tactically bullish on EUR/USD and NzD/USD and
bearish on USD/CAD to position for a peak in the USD (some of these
have been closed as we await better re-entry levels). We recognise this
peaking process can be long drawn. This month’s moves in currencies
suggest the building blocks of a peak in the USD could be falling into
place, opening up opportunities for medium-term investors.
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US retail sales have slowed this year, dragging down
overall economic growth in Q3 19

US retail sales, excluding autos, y/y
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Euro area economic activity stabilised, but remains close
to stagnant levels, with the manufacturing sector still
contracting

Euro area services and manufacturing PMI
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The USD rally appears to have paused for now, although
it remains in a well-established longer-term uptrend

Broad USD index
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Equities Global equities

What can we infer from US Q3 earnings reports? A third of the Developed Markets

S&P500 companies have reported results so far, with reporting by the Emerging Markets

financial sector being the most advanced (over half of the companies in us

the sector have already reported). The results sustain the trend of

beating expectations, as seen in previous quarters. Europe

Revenue for the financial sector has been 2.1% better than expected, Asia ex-Japan

while earnings have beaten expectations by 3.8%. Consumer spending Japan

on bank credit cards grew and loss provisions at banks remained low,
indicating robust consumer health. Corporate and industrial loans
continued to grow as well. Banks’ net interest income figures have
generally surprised to the upside, overcoming pressure from lower
interest rates.

%

Source: MSCI, Bloomberg, Standard Chartered
*Week of 17 October 2019 to 24 October 2019

Results from the consumer staples sector are also well underway and
are positive. With a third of the companies reporting, earnings have

beaten expectations by 5.1%. Industrial sector earnings have been Euro area equity market technicals have turned positive
less upbeat, with the sector delivering a 1.8% positive surprise. High Technical levels of key markets as of 24 October 2019
exposure to overseas sales (accounting for over 40% of revenue) 1st 1st  Short-
means the sector is naturally affected by geopolitical tensions. The ndex Spot_support_resistance term trend
. . - S&P 500 3,010 2,890 3,028
closely watched technology sector, which has delivered the best equity ' ' '
. . . . . STOXX 50 3621 3,480 3,709 »
returns YTD, delivered a 7.2% positive earnings surprise, with revenue
. FTSE 100 7,328 7,000 7,435
1.1% better than expected. These are relatively early days for the 5
L Nikkei 225 22,751 22,200 23,000
sector though, as only 24% of the companies in the sector have *
reported so far Shanghai Comp 2,941 2,890 3,045 7
N o ) . Hang Seng 26,798 25,950 27,365 »
T.he positive su.rprlses from Q3 earnings so far reaffirm our preferred MSCI Asia ex-Japan 638 619 643
view on US equities. MSCI EM 1,037 990 1059
Bonds Brent (ICE) 62 58 63
. . i Gold 1,503 1,476 1,505
How should investors position ahead of the Fed meeting? Markets _
UST 10Y Yield 1.77 1.43 1.94 »

are now pricing nearly a 90% probability of a rate cut next week after
several Fed speakers highlighted concerns about low inflation
expectations. However, we believe US Treasury yields are likely to
remain range-bound, as we expect the Fed to deliver a rate cut next
week and pause thereafter as it assesses incoming data, leaving open

Source: Trading Central, Standard Chartered
Note: Arrows represent short-term trend opinions

the scope for further easing. Thus, we would use any decline in bond EM USD bonds have outperformed their local-currency
yields to rotate out of Developed Market (DM) government bonds and counterparts YTD, but the latter is catching up
into higher yielding Emerging Market (EM) bonds. Relative YTD total returns from EM USD government bonds

and EM local currency bonds
EM local currency government bonds outperformed global bonds over y

the past week (they have also outperformed EM USD bonds in recent e 157

weeks), helped by currency strength and positive developments in a § 112 -

few countries. In Brazil, the passage of pension reforms in the Senate E%g 100

is a major step forward for the government’s fiscal reforms, which could Lo m

lead to further inflows into Brazilian assets, lower yields and boost the ‘}fj §§ 106

currency. In Indonesia, President Widodo announced his new cabinet, . §§ 103 1

which has a good mix of experienced politicians and technocrats, E"

something viewed positively by the markets. Given our bearish bias 10?an_19 Aprl—19 Juk19 Oct-19

towards the USD and stabilising sentiment towards EM, we would look
at any weakness in EM local currency bonds as an opportunity to add
exposure.

EM USD bonds EM LC bonds

Source: Bloomberg, Standard Chartered
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Top client question

1 What are the best opportunities if the USD is peaking?

The USD has continued a mildly bearish bias on expectations of a
Fed rate cut next week, and signs of softening rhetoric and
increasing hope for US-China trade talks. Recent FX market
movements have, however, been dominated by the GBP. Within two
weeks, GBP/USD rallied to a touch above 1.30 from below 1.22. The
driver of this move was specific to the UK — a sharp reduction in risk
of a no-deal Brexit.

GBP/USD is likely to remain volatile as the last scenes of the current
Brexit act are played out. We expect some initial consolidation after
the sharp rise, but short positioning and investment opportunities
could be drivers of a more sustained rally. We believe that “Brexit
with a deal” is the baseline outcome for the UK now. PM Johnson
has called for an election on 12th December although current signs
are that the Opposition parties will resist one, and that the
Withdrawal bill process could be continued. There is still a possibility
that an amendment supporting a second referendum could be
attached to the Brexit bill to secure passage. Initial GBP/USD
support is at around 1.2700, with further support levels down to
1.2500, and we anticipate a continuation rally to the next upside
targets for GBP/USD at 1.3165 and 1.3385.

Our expectations for a broadly lower USD could be an opportunity for
investors to acquire currencies whose bank notes feature the
“Queen’s portrait” - namely the AUD, the NZD and the CAD. By
various measures, these currencies appear to be undervalued, and
each has recently shown signs of a turnaround.

USD/CAD has weathered an election this week with barely any
movement. We believe the Bank of Canada has less reason to ease
monetary policy than the Fed, and there is a reasonable degree of
confidence in the Canadian economic data. From a technical
perspective, USD/CAD has remained below the 200DMA (currently
resistance is around 1.3280) and is testing a support trendline that
dates back to 2012. A sustained break below 1.3000 would target
1.2780 initially and then 1.2520.

AUD/USD: The Reserve Bank of Australia has softened language
around further rate cuts while the domestic economy (including the
important housing market) appears to be stabilising. If US-China
trade talks continue to progress, we believe the downtrend that
began in January 2018 could reverse. AUD/USD appears to have
cemented a technical double-bottom around 0.6670 and is
approaching a key resistance level at 0.6895. A break would suggest
the rally could initially target 0.7080 and 0.7200.

NzZD/USD made a recent low at 0.6200 and has since progressed
steadily higher. A break of a key resistance at 0.6450 would
encourage a test of 0.6600 and then 0.6790 over the coming weeks.

This reflects the views of the Wealth Management Group

GBP/USD'’s initial support is around 1.27, followed by
1.25; a continuation of the recent rally could take it to
1.3165, followed by 1.3385
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USD/CAD has remained below its 200DMA; it needs to
sustainably break below 1.30 for continuation of the
downtrend
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AUD/USD appears to have cemented a technical double-
bottom around 0.6670 and is approaching a key technical

resistance level at 0.6895
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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
o
=
] )
= us Conf. Board Consumer Confidence 29-Oct-19 Oct 128 125.1
EC Economic Confidence 30-Oct-19 Oct - 101.7
B us GDP Annualized g/q 30-Oct-19 3QA 1.5% 2.0%
= |us Personal Consumption 30-Oct-19 3QA 2.5% 4.6%
GE CPI EU Harmonized yly 30-Oct-19 Oct P - 0.9%
us FOMC Rate Decision (Upper Bound) 31-Oct-19 30-Oct 2.0% 2.0%
CH Manufacturing PMI 31-Oct-19 Oct 49.8 49.8
% CH Non-manufacturing PMI 31-Oct-19 Oct 53.8 53.7
E EE© Unemployment Rate 31-Oct-19 Sep — 7.4%
EE© CPI Core yly 31-Oct-19 Oct P — 1.0%
US Personal Income 31-Oct-19 Sep 0.3% 0.4%
CH Caixin China PMI Mfg 01-Nov-19 Oct 50.9 51.4
:: us Change in Nonfarm Payrolls 01-Nov-19 Oct 90k 136k
@9 us Unemployment Rate 01-Nov-19 Oct 3.6% 3.5%
o
L | us Average Hourly Earnings yly 01-Nov-19 Oct 3.0% 2.9%
us ISM Manufacturing 01-Nov-19 Oct 49 47.8
Event This Week Date Period Actual Prior
z
g JN Exports yly 21-Oct-19 Sep -5.2% -8.2%
w
E us Existing Home Sales 22-Oct-19 Sep 5.38m 5.50m
o )
g EC Consumer Confidence 23-Oct-19 Oct A -7.6 -6.5
FR Markit France Composite PMI 24-Oct-19 Oct P 52.6 50.8
GE Markit/BME Germany Composite PMI 24-Oct-19 Oct P 48.6 48.5
EC Markit Eurozone Manufacturing PMI 24-Oct-19 Oct P 45.7 45.7
EC Markit Eurozone Services PMI 24-Oct-19 Oct P 51.8 51.6
% EC Markit Eurozone Composite PMI 24-Oct-19 Oct P 50.2 50.1
E us Durable Goods Orders 24-Oct-19 Sep P -1.1% 0.3%
us Cap Goods Orders Nondef Ex Air 24-Oct-19 Sep P -0.5% -0.6%
us Initial Jobless Claims 24-Oct-19 19-Oct 212k 218k
us Markit US Composite PMI 24-Oct-19 Oct P Bl 2 5,
us New Home Sales 24-Oct-19 Sep 701k 706k
==
E (</() GE IFO Expectations 25-Oct-19 Oct - 90.8
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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(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 (Vietnam) 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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