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The inflation

A surge in US inflation jolted markets this
week on concerns it could force the Fed to
tighten policy sooner than expected. We
lay out reasons why we believe the
inflation spike is likely to be temporary,
caused by short-term distortions in the
labour market and supply bottlenecks.
Since fundamentals continue to improve,
we would use any dislocation in markets
to build on our medium-term investment
themes.
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How will GBP strength
influence the performance
of UK equities?

Is the upward pressure
on the S&P500 index
fading?
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What are the pros-and-
cons of the macro data
announced this week?
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Charts of the week: Short term vs medium term

US inflation expectations are rising, but job market slack suggests wage pressures are likely to be short-lived
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Editorial

The inflation conundrum

“Jobs, jobs everywhere, not a soul to hire” — this
reconstructed adage more or less sums up US economic
data over the last week. While US job vacancies rose to
their highest in two decades, hiring in April missed
expectations by a wide margin. The data has raised
concerns about emerging labour shortages adding to
existing pandemic-driven supply bottlenecks to fuel a
sustained rise in inflation, which could force the Fed to
tighten monetary policy sooner than the markets
currently expect. These concerns partly explain a further
pullback in the interest-rate sensitive technology and
other ‘Growth’ equity sectors. We believe concerns about
labour shortages and supply bottlenecks are overblown.

Let us assess the labour market first. While there are
several explanations for the US jobs data miss, the one
that stands out, in our view, is the Biden unemployment
benefits package. We believe this is working as a
disincentive for potential employees to look for work,
especially in the lower-income segment, where average
weekly earnings surged the most (eg. McDonald’s
decision to boost hourly wages). These benefits are due
to end in October, which should ultimately alleviate wage
pressures. As our chart on the US employment-to-
population ratio shows, there is a significant job market
slack as millions of workers stay home either until they
get vaccinated or until unemployment benefits run out.

Meanwhile, supply bottlenecks, for example in the
semiconductor and auto sectors, are already
accentuating the pressure from rising commaodity prices,
especially when measured vs a year ago - as April’s 3.0%
yly jump in US core consumer inflation showed. While

- US employment-to-population (working age) ratio
—— US core consumer inflation (RHS)

the problems in the semiconductor sector could last
beyond a year, we believe most of pandemic-driven
shortages are likely to last for a few months, not years, in
a world awash with productive capacity. The continued
surge in exports from China and Germany testify to the
spare capacity in a globalised economy. A steady rise in
US capital investment over the past year shows that
businesses too are reacting to meet these shortages.

While these factors could create a window for US inflation
data to surprise on the upside, we agree with the Fed that
the inflation surge is likely to be temporary as vaccinated
workers eventually return to jobs, businesses boost
supplies and the base effects have less distortionary
effect on by Q4. Hence, we expect the Fed to remain
accommodative for at least the next 6-12 months and not
react to the near-term turbulence in inflation data.

The above scenario does imply the next few months
could unsettle markets from time to time as investors
react to every turn in jobs and inflation data and continue
to second-guess Fed action. Nevertheless, the longer-
term global reflation story remains intact, as seen through
the lens of fundamental drivers, such as a faster pace of
vaccinations and improving economic and business
confidence worldwide. This improvement is also reflected
in upbeat corporate earnings. Given this, we would use
the ensuing dislocation in markets to build on our
medium-term investment themes, favouring cyclical-
recovery-driven Value sectors, as well as longer-term
structural trends around infrastructure development,
among others. In currencies, commodity currencies
linked to the cyclical story (AUD and CAD) are preferred.

— 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
(+) factor: US, Europe pandemic progress, Europe data
(-) factor: US jobs and inflation surprise, India pandemic

Positive for risk assets Negative for risk assets

* New cases continued to
fall in the US & Europe,
allowing authorities to
further ease restrictions

* More Indian states
imposed lockdowns,
while others extended
restrictions, as fatality
rates continued to rise

o German Health Minister
a) Spahn predicted a ‘good ¢ New cases in Japan,
> summer’ amid rising Malaysia and Thailand
8 vaccinations continued to trend
« India’s growth in new higher; Japan extended
cases has peaked restrictions in Tokyo
Our assessment: Neutral — UK, Europe progress vs
extended lockdowns in India and parts of Asia
* US new jobless claims * US non-farm jobs rose
fell more than expected less than expected; job
« Euro area investor openings rose to the
confidence (Sentix) rose highest since 2000
more than expected and <+ US consumer and
% economic sentiment producer prices jumped
ke (ZEW) rose to the more than expected
S highest since 2000 + China’s producer prices
g » China, Germany exports rose more than expected
rose more than expected while consumer prices
- Japan personal spending rose less than expected
rose more than expected e« German inflation hit 2%
Our assessment: Neutral — Rising Euro area sentiment
vs US jobs disappointment and inflation surprise
» Fed’s Evans said it
would take ‘quite some
» time’to conclude the
% economy has made
E‘ g_ enough progress
=2 % * Rehn said ECB should
5  acceptan overshoot of
© its inflation target, given
years of sub-par inflation
Our assessment: Positive — Policy to remain supportive
%  Israel-Palestinian
5 g_ tensions
=fc
(@) T>.> Our assessment: Negative — Middle East tensions are
2 ontherise
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COVID-19 vaccinations are accelerating in
Europe and rising worldwide
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Continued decline in US jobless claims
suggests the job market is improving despite
the big miss in April new job creation data
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China’s consumer inflation remains subdued
despite the surge in producer prices
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Top client questions

Q Is the Nasdag-100 vulnerable to further downside?

We wrote last week that we were expecting short-term
weakness in the Nasdaq index, with the key arguments being
the rotation into Value sectors and concerns about Biden’s
capital gains tax agenda leading to profit-taking.

Since then, the index has been under further pressure. The
lower-than-expected number of jobs created in the latest
employment report and the sharp spike in wages and inflation
fuelled speculation of runaway inflation. Despite Fed
speakers repeatedly reaffirming their plan to remain
accommodative, market participants are speculating that the
Fed may be forced to tighten as a result of the inflation.

This creates a strong headwind for the Nasdaqg index. As a
measure of short-term weakness, only 27% of the Nasdaq
Composite index constituents were above their 50-day
moving average, while over 75% of the Dow Jones Industrial
Average constituents were above their 50-day moving
average. Other chart indicators, such as bearish cross-over
and negative divergence in MACD, are signalling further
downside for the index. Technically, there is likely to be a
sharper fall if the index breaks below the critical 12,397 level.

— Daniel Lam, CFA, Senior Cross-Asset Strategist

Q How will GBP strength influence the performance of
FTSE 100 and FTSE 250 indices?

We believe a strong GBP is likely to support the continued
outperformance of FTSE-250 index over the FTSE-100 index.
FTSE-250 companies are less impacted by a stronger GBP
as they generate 50% of their revenue domestically
(compared with 20% for the FTSE-100). We expect the GBP
to stay strong as the risk of a Scottish referendum subsides,
with good support at 1.4000 and in the 1.3600-1.3800 region.

Having said that, the FTSE-250 is trading at an all-time high
relative to FTSE-100. If the rally in global energy and
commodities continue, it may lend a tailwind to FTSE-100
because of the index’s heavier exposure to cyclicals and
commodity-based Value sectors. Hence, a short-term
underperformance in FTSE-250 is possible.

Overall, we expect positive absolute returns across both
FTSE-100 and FTSE-250 indices. The UK is one of our two
preferred equity markets (alongside the US). The UK and the
US are ahead of other key markets in terms of the speed of
COVID-19 vaccinations and UK equities are cheaper versus
other regions. Furthermore, over 50% of MSCI UK is in our
preferred Value sectors, much more than the other regions.

— Daniel Lam, CFA, Senior Cross-Asset Strategist

Important disclosures can be found in the Disclosures Appendix.

Technical chart indicators suggest further
downside to the Nasdaq index

Nasdaqg 100 index and MACD indicator*
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Source: Bloomberg, Standard Chartered; *MACD is a trend-
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The UK’s FTSE 250 index has been strongly
outperforming the FTSE 100 index, helped by
strong momentum in the GBP
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Top client questions (cont’d)

Q Is higher US inflation a risk for EM USD government
bonds?

EM USD government bonds have a high sensitivity to US
bond vyields, ie, bond prices falling as US government bond
yields rise. For instance, if US government bond yields rise by
25bps, EM USD government bond prices would typically fall
by about 2%, assuming nothing else changes.

If US inflation expectations surge in a sustained manner, then
this is a significant risk, but as we outline in the editorial, this
is not our central scenario as we see supply chain disruptions
and labour market shortages being temporary. Therefore, we
expect US government bond yields to remain relatively flat
over the next 6-12 months.

This — together with the relatively healthy valuations on EM
USD government bonds, rising commodity prices and a
weaker US dollar — makes the nearly 5% yield on offer
attractive for diversified investors, in our opinion.

— Cedric Lam, Investment Strategist

Q What is the near-term outlook for commodity
currencies like the AUD and CAD?

As seen this week, short-term equity market weakness can
weigh on riskier commaodity-linked currencies (ie, AUD, NZD,
CAD). As the debate around the return of inflation rages, we
see near-term price pressures and talk of a gradual unwind in
monetary policy stimulus in several Developed Markets as an
affirmation of improving underlying fundamentals. Therefore,
we would use pullbacks to add exposure to commodity-linked
currencies such as the AUD and CAD.

We believe there are many reasons to remain bullish on the
AUD. Resilient commodity prices (particularly iron ore prices)
should remain AUD-supportive as the global economy
continues to recover. The recently announced Australian
budget should also provide additional support, which means
we could also see less RBA dovishness going forward. In our
view, these factors favour adding exposure to the pair on dips.
Immediate support is expected at around 0.7700 and 0.7500-
0.7530 thereafter.

Fundamentals also remain supportive of further CAD
strength. The Bank of Canada has started to taper bond
purchases and is signalling that rate hikes could begin in the
H2 2022, well ahead of the Fed. Although positioning may be
a hurdle to CAD gains in the near term, we believe
fundamentals will prevail in the medium term. We expect
USD/CAD initial support at 1.2250-1.2350.

— DJ Cheong, CFA, Investment Strategist

Important disclosures can be found in the Disclosures Appendix.

The 5% yield offered by the EM USD
government bonds make them attractive,
despite their high sensitivity to US yields
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We expect further declines in USD/CAD as
the CAD benefits from a tighter BoC
monetary policy and rising commodity prices
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Technical charts of the week

Manish Jaradi
Senior Investment Strategist

S&P500: Is the upward pressure fading?
S&P500 index daily chart
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The break below immediate support at 4,118 isn’'t
enough to suggest the upward pressure is fading — the
index remains within its well-established upward
channel.

Nasdaq: Looking vulnerable
Nasdag Composite index daily chart
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12,397 is crucial support. While we do not want to pre-
empt, any break below this would trigger a minor
double top, potentially opening a way towards 10,620.

GBP/USD: Well guided within the uptrend channel
GBP/USD daily chart
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A breakout from the recent complex reverse head and
shoulders pattern points to a rise towards 1.4330.

USD/JPY: Still within the 2020 range
USD/JPY daily chart
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A break above last year’s high of 112.20 is needed to
confirm that the recent rise was more than just a move
within the range. 114.50 is the next level to watch.
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Market performance summary*

2021 YTD
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*Performance in USD terms unless otherwise stated, 2021 YTD performance from 31 December 2020 to 13 May
2021; 1-week period: 06 May 2021 to 13 May 2021
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Our asset class views at a glance Economic and market calendar
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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
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(as the case may be). This document must not be forwarded or otherwise made available to any other person without
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8PT. Standard Chartered Bank is incorporated in England with limited liability by Royal Charter in 1853 Reference
Number ZC 18. 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. The Jersey Branch of Standard Chartered Bank is also an authorised
financial services provider under license number 44946 issued by the Financial Sector Conduct Authority of the Republic
of South Africa. Jersey is not part of the 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
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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 (“the Bank”), a bank duly
licensed and regulated by the Central Bank of Nigeria. The Bank accepts no liability for any loss or damage arising
directly or indirectly (including special, incidental or consequential loss or damage) from your use of these documents.
You should seek advice from a financial adviser on the suitability of an investment for you, taking into account these
factors before making a commitment to invest in an investment. To unsubscribe from receiving further updates, please
click the link at the bottom of this email or send an email to clientcare.ng@sc.com requesting to be removed from our
mailing list. Please do not reply to this email. Call our Priority Banking on 01-2772514 for any questions or service
gueries. The Bank shall not be responsible for any loss or damage arising from your decision to send confidential and/or
important information to the Bank via e-mail, as the Bank makes no representations or warranties as to the security or
accuracy of any information transmitted via e-mail. 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. 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 (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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