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Editorial 

In no mood to rock the boat   
 Global stocks and gold recovered while US bond yields and 

the USD fell after the Fed calmed worries about a faster rate 
hiking path and Dutch voters rebuffed an anti-EU party. 

 Equities: The Fed’s reiteration of a gradual rate hiking path amid 
strong data and earnings is supportive of US equities. The Dutch 
vote against a populist party is positive for Euro area stocks.  

 Bonds: We would use the yield pullback to rebalance to less 
rate-sensitive bonds. HY bond valuations have eased somewhat 
after the recent pullback, opening up opportunities.  

 FX: The USD could retrace further amid reduced concerns of 
accelerated Fed rate hikes. We remain tactically bullish on the 
EUR after the breakout above 1.0700 following the Dutch polls.     

What’s new? 

 Fed, Dutch voters calm nerves. After delivering on a widely 
expected 25bps rate hike, Fed Chair Yellen reassured markets 
of a gradual pace of hikes going forward. We continue to believe 
the Fed’s data-driven approach implies 1-2 more hikes this year 
assuming core and long-term inflation expectations remain within 
expectations. Support for pro-EU parties in the Dutch polls eases 
Euro area political risks ahead of the upcoming French elections.         

 BoE maintains policy as PM May set to trigger Brexit talks. 
UK lawmakers gave May a free hand to start talks on leaving the 
EU, leading Scottish leaders to call for another referendum on 
independence. Despite the uncertainty, which has started to 
impact wage growth and consumption, some BoE members are 
worried about rising inflation. We remain cautious on UK stocks.  

 China plans to link Mainland bond market with Hong Kong. 
The bond connect (similar to the stock connect) is expected to 
start by end-2017. While we await details, this may help ease 
some pressure on CNY and CNH bonds, which have been hurt 
by reduced foreign demand YTD and rising short-term rates (the 
PBoC raised money market rates by 10bps again this week). We 
expect gradual policy tightening to continue as the PBoC 
balances sustained fiscal easing by tightening credit growth.     

 Boost to Indian reform. The win by PM Modi’s ruling party in 
key state polls is likely to boost his position in the upper house of 
the parliament. This should enable Modi to push further reforms 
through. India remains our most preferred equity market in Asia.  

Implications 

 Stay positive on stocks. Easing Fed policy and European 
political risks are positive for US and Euro area stocks. Our next 
focus is on Trump’s ability to repeal ‘Obamacare’ as this would 
determine his chances of pushing through tax reforms.     

 High Yield (HY) bond opportunities. HY bonds once again 
offer an opportunity to reduce sensitivity to rising interest rates 
after the recent (albeit modest) easing in valuations. 

 Tactically bullish on EUR. The next resistance is at 1.0872; 
any break higher could lead EUR/USD to test the 1.1000 level. 
US Treasury secretary Mnuchin’s comments at the G20 meeting 
in Germany this weekend would be in focus for FX markets. 
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US Treasury yields and the USD slumped after the  
Fed reiterated a gradual rate hiking path  

US 10y Treasury yield, USD (DXY) index   

Source: Bloomberg, Standard Chartered 
 

US HY bond yield premium over Treasuries (spreads) 
have pulled back, providing an opportunity to add 
exposure   

US HY total return index, yield premium over Treasuries  

Source: Bloomberg, Standard Chartered 
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Market performance summary* 

 
*Performance in USD terms unless otherwise stated, YTD period from 31 December 2016 to 16 March 2017, 1 week period: 09 Mar 2017 to 16 March 2017 

Sources: MSCI, JP Morgan, Barclays Capital, Citigroup, HFRX, FTSE, Bloomberg, Standard Chartered 
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What does this mean for investors? 
Global stocks and bonds rebounded after the Fed eased 
concerns about a faster-than-expected rate hiking path. The USD 
suffered broad-based declines, while gold rose. 

Equities: Gradual Fed rate hikes positive for stocks 

 US stocks respond positively to Fed. The Fed’s reiteration of a 
gradual rate hiking path reassured investors. The S&P500 is less 
than 1% away from March’s record high of 2,396. President 
Trump’s budget proposals hurt the healthcare sector further. The 
focus is now on Trump’s ability to repeal Obamacare, as success 
here is likely to boost confidence about his ability to push through 
tax reforms (which is key to driving US equities higher).  

 China consumer discretionary, property sectors outperform. 
The HSCEI (Hong Kong-listed China shares) has surged 12% 
YTD, led by the consumer discretionary and real estate sectors 
that have gained 31% and 25%, respectively, though admittedly 
this partly reflects a low starting point given their poor 
performance in 2016. Gains in the real estate sector were likely 
supported by improving inventory levels. We continue to prefer 
China’s ‘new economy’ sectors. 

 Indian banks outperform amid loan restructuring hopes. The 
bank sector has risen 17% YTD amid increasing optimism about 
loan restructuring. The emphatic win by PM Modi’s ruling party in 
recent state elections is positive for further reforms.  

Bonds: Fed reiterates gradual rate hiking path 

 Inflation expectations key to future hikes. Although US 
Treasury yields pulled back after the Fed retained its projection 
for two more hikes this year and three in 2018, data supports our 
long-term view that yields are likely to grind higher. 2.60%-2.65% 
is a key resistance region for US 10y Treasury yields. 

 Prepare to add HY bond exposure. Although the magnitude of 
the pullback in HY bond valuations has been moderate so far, we 
believe it makes sense to look for opportunities to add exposure in 
the coming days. Fundamentals remain strong and valuations 
appear less concerning after accounting for low default rates.   

 Still neutral on EM USD bonds. The recent weakness in EM 
USD bonds has been mainly driven by rising US Treasury yields, 
while yield premiums have remained stable. Bonds have 
rebounded modestly following the Fed decision. We maintain a 
neutral stance – while the bonds form the core of a well 
diversified allocation, we believe there are more attractive 
alternatives, given EM bonds’ high sensitivity to rising rates.   

FX: Tactically bullish on EUR  

 Dutch vote for pro-EU party boosts EUR. The win by pro-EU 
parties in the Dutch elections signals waning support for far right 
parties ahead of the elections in France in April-May. The EUR’s 
break above 1.0700 brightens the technical outlook; any break of 
the next resistance at 1.0872 is likely to lead to a test of 1.1000.   

 AUD close to key technical resistance. The AUD rose amid a 
broadbased USD pullback and rising iron ore prices, which offset 
a weaker-than expected Australia jobs data. A break above 0.773 
would be a bullish signal for a further rise towards 0.800. We 
remain positive on the AUD vs NZD and SGD in the near term.       

Commodities: Gold rebounds amid falling bond yields   

 Gold rebounds from USD 1,200/oz as US Treasury yields fall. 
This suggests the recent downtrend may have ended. We believe 
the recovery sets the stage for gold to re-test the USD 1,250-
1,260/oz resistance zone.   

Benchmark (USD) performance w/w* 

*Week of 09 March 2017 to 16 March 2017 

Source: MSCI, JP Morgan, Citigroup, Bloomberg, Standard 
Chartered (Indices used are JP Morgan Cash, MSCI AC World 
TR, Citi Non-MBS WorldBig Govt/Govt Sponsored, Bloomberg 
Commodity, DXY and ADXY) 

 

S&P500 is 0.8% away from its next key resistance 

Technical levels of key market indicators as of 16 March 

Index Spot 
1st 

support 
1st 

resistance
Short- 

term trend 
S&P500 2,381 2,335 2,400 
STOXX 50 3,440 3,318 3,470 
FTSE 100 7,416 7,266 7,475 
Nikkei 225 19,501 19,150 20,000 
Shanghai Comp 3,269 3,195 3,300 
Hang Seng 24,288 23,440 24,400 
MSCI Asia ex-Japan 581 558 580 
MSCI EM 963 937 980 
Brent crude oil (ICE) 52 50 54 
Gold 1,226 1,180 1,245 
UST 10Y Yield 2.54 2.29 2.65 

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

 

 

The EUR broke above a key resistance at 1.0700; the 
next resistance is at 1.0872 

EUR/USD  

Source: Bloomberg, Standard Chartered 
 

Gold bounced back from USD 1,200/oz, setting the 
stage for a re-test of the USD 1,250-1,260/oz range 

Gold price per ounce  

Source: Bloomberg, Standard Chartered 
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Top client questions 

Q. What is the latest outlook on oil prices following the recent 
correction?  

We maintain our medium-term constructive outlook on oil prices, 
expecting them to reach USD 60-65/bbl by the end of the year. 
However, in the short term, we believe risks continue to be tilted 
towards the downside. The sharp pullback last week was likely led 
by concerns over rising US production. In addition, speculative 
positioning was near extreme net-long levels, suggesting OPEC’s 
production cuts were largely priced-in. 

At the current juncture, oil appears to have found some support 
following a release of lower US oil stocks and as the Fed did not 
signal a faster pace of rate hikes in its statement. However, we 
would not be surprised to see a further move lower short-term. 
Recent newsflow suggesting Saudi Arabia’s concerns over other 
members’ lack of contribution to the agreed cuts highlights a 
potential for uncertainty regarding the deal. In addition, data showed 
that global oil inventories rose for the first time in six months in 
January. Seasonal demand factors could also further weigh on 
prices. 

Technically, oil remains above the 200DMA line and the upward 
slopping trendline from the 2016 low. The price action from here will 
be crucial. A rebound from here would suggest that most negatives 
have already been priced-in, while a break lower could indicate a 
deeper correction towards USD 45/bbl. 

Q: What is the outlook for REITs and Asia property sector amid 
rising US rates? 

Investors with a preference for income have in recent years focused 
on high dividend-yield equities, which include real estate investment 
trusts (REIT’s). High dividend yield equities typically perform well in 
an environment when the yield from traditional income producing 
assets, including government bonds, is falling and underperform as 
yields rise. In recent years the spread between the yield on these 
two assets has been wide, resulting in the outperformance of REIT’s 
over government bonds. However, since the election of US 
President Donald Trump, US bond yields have been rising, 
narrowing the spread between the two, this has resulted in 
underperformance of REIT’s relative to government bonds.  

REIT’s can be sub-divided into specific sectors including the 
industrials, logistics and retail. Each has sector-specific drivers, 
including demand for floor space and new supply. Nevertheless, in 
general, government bond yields are the predominant driver of 
REIT’s through the cycle. As we expect one or two more rate hikes 
by the Fed this year, and rising US government bond yields, the 
spread between REIT’s dividend yields and US government bond 
yields is likely to narrow, resulting in under performance relative to 
other asset classes. For income orientated investors, a diversified 
holding of REIT’s is still expected to generate healthy income. 
However, volatility is likely to rise. For growth-orientated investors, 
now may be a time to switch into other growth assets that offer a 
better risk/return profile. 

 
  

Although near-term risks for crude oil are tilted 
downwards, we maintain our medium-term 
constructive outlook 

Brent crude oil price 

Source: Bloomberg, Standard Chartered 

 
 
 
 
 
 
 
 
 
 

The yield spread between Singapore REITs and 
Singapore 10-year government bonds have 
declined and are now close to their long-term 
average 

Yield spread between Singapore REITs and 10-year 
government bonds 

Source: Bloomberg, Standard Chartered 
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Economic & Market Calendar 
 Event  Next Week Date  Period Expected Prior
 

M
O

N
 

EC EU Finance Ministers meet in Brussels 03/20/2017 
 

 

T
U

E
 UK CPI Core y/y 03/21/2017  Feb – 1.6%

US Fed's Evans speaks on economy and policy 03/21/2017 
 

W
E

D
 

JN Exports y/y 03/22/2017 Feb 10.0% 1.3%

JN BoJ minutes of 30-31 Jan. meeting 03/22/2017 

US Existing Home Sales 03/22/2017 Feb 5.58m 5.69m

US Fed's Mester speaks at Univ. of Richmond 03/22/2017 
 

T
H

U
R

 UK Retail Sales Ex Auto Fuel y/y 03/23/2017 Feb – 2.6%

US New Home Sales 03/23/2017 Feb 560k 555k

US Fed's Yellen speaks at Community Development Conf. 03/24/2017 
 

F
R

I/S
A

T
 

JN Nikkei Japan PMI Mfg 03/24/2017 Mar P – 53.3

US Fed's Kashkari, Kaplan and Evans speak at separate events 03/24/2017 –

GE Markit/BME Germany Composite PMI 03/24/2017 Mar P – 56.1

EC Markit Eurozone Composite PMI 03/24/2017 Mar P – 56

US Durable Goods Orders 03/24/2017 Feb P 1.0% 2.0%
 

     

 Event  This Week Date  Period Actual Prior
 

M
O

N
 

JN Machine orders y/y 03/13/2017 Jan -8.2% 6.7%

 

T
U

E
 CH Fixed Assets Ex Rural YTD y/y 03/14/2017 Feb 8.9% 8.1%

GE ZEW Survey Current Situation 03/14/2017 Mar 77.3 76.4

IN CPI y/y 03/14/2017 Feb 3.7% 3.2%
 

W
E

D
 

UK Employment Change 3M/3M 03/15/2017 Jan 92k 37k

US CPI y/y 03/15/2017 Feb 2.7% 2.5%

US CPI Ex Food and Energy y/y 03/15/2017 Feb 2.2% 2.3%

US Retail Sales Ex Auto and Gas 03/15/2017 Feb 0.2% 1.1%
 

T
H

U
R

 

US FOMC Rate Decision (Upper Bound) 03/16/2017 15-Mar 1.0% 0.8%

JN BOJ Policy Balance Rate 03/16/2017 16-Mar -0.1% -0.1%

JN Machine Tool Orders y/y 03/16/2017 Feb F 9.1% 9.1%

EC CPI y/y 03/16/2017 Feb F – 2.0%

UK Bank of England Bank Rate 03/16/2017 16-Mar – 0.3%

US Housing Starts 03/16/2017 Feb – 1246k

US Building Permits 03/16/2017 Feb – 1293k
 

F
R

I/S
A

T
 

US 
Industrial Production m/m 
G20 Finance Ministers’ meeting in Germany 

03/17/2017 
03/17-18/2017 

Feb 
 

– -0.3%

    

Previous data are for the preceding period unless otherwise indicated   Previous data are for the preceding period unless otherwise indicated 

Data are % change on previous period unless otherwise indicated   Data are % change on previous period unless otherwise indicated 

P - preliminary data, F - final data, sa - seasonally adjusted   P - preliminary data, F - final data, sa - seasonally adjusted 

y/y – year-on-year, m/m - month-on-month   y/y – year-on-year, m/m - month-on-month 

Source: Bloomberg, Standard Chartered; key indicators highlighted in blue 
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IN SECTION 4A OF THE SFA, OR ON TERMS THAT THE SECURITIES 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 fixed income and structured securities mentioned (if any), neither this document nor the Issuer Documentation 
have been, and will not be, 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 (iii) pursuant to, and in accordance with the conditions of, any other applicable provision of the SFA.  

Singapore dollar deposits of non-bank depositors are insured by the Singapore Deposit Insurance Corporation, for up to S$50,000 
in aggregate per depositor per Scheme member by law. Foreign currency deposits, dual currency investments, structured deposits 
and other investment products are not insured.  

Thailand: Please study the Scheme Information Documents carefully e.g. investment policy, risks, fund performance before 
investing.  

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.  

United Kingdom: Standard Chartered Bank (trading as Standard Chartered Private Bank) is an authorised financial services 
provider (licence number 45747) in terms of the South African Financial Advisory and Intermediary Services Act, 2002.  

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.  

Market Abuse Regulation (MAR) Disclaimer (2017)  

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. Banking activities may be carried out internationally by different Standard Chartered Bank branches, subsidiaries and 
affiliates (collectively “SCB”) 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.  
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This opinion is not independent of SCB’s own trading strategies or positions. SCB and/or its affiliates or its respective officers, 
directors, employee benefit 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 SCB has a material interest in one or more of the financial instruments mentioned herein. If specific companies 
are mentioned in this communication, please note that SCB may at times do business or seek to do business with the companies 
covered in this communication; hold a position in, or have economic exposure to, such companies; and/or invest in the financial 
products issued by these companies. Further, SCB may be involved in activities such as dealing in, holding, acting as market 
makers or liquidity providers, or performing financial or advisory services including but not limited to, lead manager or co-lead 
manager in relation to any of the products referred to in this communication. SCB may have received compensation for these 
services and activities. Accordingly, SCB may have a conflict of interest that could affect the objectivity of this communication. SCB 
has in place policies and procedures, logical access controls and physical information walls to help ensure confidential information, 
including material non-public or inside information is not disclosed unless in line with its policies and procedures and the rules of its 
regulators.  

Please refer to https://www.sc.com/en/banking-services/market-disclaimer.html for more detailed disclosures, including past 
opinions in the last 12 months and conflict of interests, as well as disclaimers.  

This document must not be forwarded or otherwise made available to any other person without the express written consent of SCB.  

 

THIS IS NOT A RESEARCH REPORT AND HAS NOT BEEN PRODUCED BY A RESEARCH UNIT. 


