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US 10Y Bond Yields Approaching 5.0% by End 2023

¢ Our 2023 global asset allocation remains unchanged at Overweight Acting Group Chief Economist
(OW) equities, Market Weight (MW) fixed income and Underweight Barnabas Gan
(UW) cash, and this may likely persist into 2024. Global recessionary +65 6320 0804
cues still evade us; US high-frequency momentum (including factory barnabas.gan@rhbgroup.com

orders, labour, and consumer confidence) continues to point north. As
such, we view the selloff in US equity markets as merely a reaction to the
recent US government shutdown risk, albeit political noise remains given
the ousting of Kevin McCarthy as the US House speaker. Still, we do not
discount further profit-taking in US & global equities at around 5 — 10% in
4Q23; we remain negative on China given its property market woes and
its recovery (if any) appears precarious, while global investors weigh on
higher global inflation and a tighter US monetary policy approach.

¢ Ourend-2023 UST10YR yield forecast remains unchanged at around
5.0% as investors digest the higher-for-longer US Fed Fund Rates into
end 2023. In 1H24, we do not discount the possibility for the UST10YR
yield to rise further to 5.5%, with the balance of risks tilted towards 6.0%.

¢ Our catalysts for higher UST10YR yields are: (1) US core PCE inflation
remains elevated and is unlikely to touch 2.0% YoY in 1H24. Core inflation
momentum will likely heat up into year-end, following the gradual rise in
global oil and food prices. Our scenario analysis (Figure 1) suggests that
US Core PCE inflation may only see core inflation at around 2.0% in
2H24, and (2) thus reinforcing our view for the Fed Fund Rates (FFR) to
see further hikes into the end of 2023 and possibly into 1Q24. We keep
to our forecasts for the FFR to rise to 5.5 — 5.75% in 4Q23, with the
balance of risks tilted towards 5.75 — 6.0% in 1Q24. (3) The risk-to-reward
ratio for UST10YR is hinged upon the widening US federal budget
(expected to balloon further vs. 2022's US$996bn deficit).

¢ Inforeign exchange, we keep our view for the DXY to remain strong
into 1Q24 on the back of a hawkish Fed. We expect the DXY index to
trade in the 105-109 range in 4Q23, followed by 108 — 112 in 1Q24,
translating to broadly higher US-Asia pairs in the same period. Across
Asia, we remain positive on the SGD, neutral on IDR and THB, and
negative on the CNH and MYR, and this view will likely persist into 1Q24.
Based on US-Asia rate differentials, should our view for US FFR to peak
in 1H24 and cut in 2H24 come to pass, US-Asia may gradually decline
into 2H24 as investors' price in US rate cuts then. We think the US FFR
may be cut to 4.75 — 5.25% in 2H24.

¢ Notes: UST10YR scenario analysis refers to a projected MoM
trajectory. This means that even if US Core PCE inflation trends at long-
term averages of between 0.1 — 0.2% MoM, Core PCE inflation will only
see a 2.0% handle in 2H24. S1: MoM slows to 0.1% till end-2024, S2:
MoM accelerates to 0.2% in 1H24, and slows to 0.1% into end-2024. S3:
MoM accelerates strongly to 0.3% in 1H24, slows to 0.2% into end-2024.
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Figure 1: YTD 2023 total return — Global equities will take a breather in 4Q23 and will correct 5-10% as UST10YR yields hit 5.0%
at end-2023

YTD 2023 Total return (%) across major indices and securities

Nasdaq [ —— 26.31
USDJPY I 11.88
S&P 500 I 10.90
MSCI World I 821
DAX I 6.47
MSCl Japan I 6.23
MSCI India IS 6.13
USDTHB I 5.69
US High Yield Bond I 4.57
IDR 10YR I 453
Brent Oil I 4.30
USDMYR I 4.20
Convertibles I 3.48
USDKRW I 343
MSCI Korea I 334
USDCNH I 3.29
DXY I 271
US High Grade Credit N 1.00
FTSE B 0.68
MSCI Brazil | 0.14
China 5YR 0.03
Dow Jones -0.08 |
MSCI Indonesia -0.21 |
EM Bonds -0.64 N
SGD 10YR -0.66 N
MGS 10YR -1.35
USDSGD -1.49
MXMS -2.65 N
MSCI EMI -2.,73 N
THB 10YR -3.50 N
UST 10YR -3.73 I
EURUSD -3.99 N
EM FX -4.56 N
USDIDR -5.00 N
USDINR -5.09 N
MSCI Singapore -5.54 N
S&P/ASX 200 -8.25 I
LMEX -10.86 NN
MSCI Malaysia -12.13 I
MSCI China -12.34 I
China High Yield Bond -15.40 I
MSCI Thailand -17.79 I

Source: Bloomberg, RHB Economics & Market Strategy. Above figures are on year-to-date total return from 3 Jan 2023 to 5 Oct 2023
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Figure 2: US Core PCE inflation may only see a 2.0% handle Figure 3: US 10Y yields are edging higher, to touch 5.0% in
towards 2H24 2023
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Figure 4: Recessionary cues evade us - US labour and Figure 5: ... while US manufacturing backdrop are seeing a
consumer confidence are getting better... bottom
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Figure 6: Asia-10 GDP-Weighted CPl momentum is heating Figure 7: ... on the back of higher commodity prices,
up... especially food and energy
— Asia-10 CPI YoY Asia-10 CPI (MoM 3MMA) (RHS) ——Crude Palm Oil Brent
4% A r 0.6% = FAO Food Price — Natural Gas
5o L 0.4% 40% 1
S 30% -
L 0 o
O% T T T \ T T O.ZA) 2 20% T
/ F 0.0% % 10% A
2% 1 L 0.2% @ 0%
4% 1 L 0.4% 3 1%
' = -20% -
-6% - - -0.6% -30% -
ARSI T I B B SIS S SIS NI I I
523882328k %3 5332855385553
Source: CEIC, RHB Economics & Market Strategy Source: CEIC, RHB Economics & Market Strategy

See important disclosures at the end of this report R”B’
Market Dateline / PP 19489/05/2019 (035080) 3



Global Economics & Market Strategy Economics Weekly View
06 October 2023

Figure 8: Dollar strength should persist as US investors Figure 9: ... and EU assets as global recession fears fade...
favour US assets...
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Figure 10: ... even as investors flee China-centric assets on Figure 11: Malaysia net fund flows are positive, albeit
the back of economic woes investors stay negative on MYR...
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Figure 12: ... investors flee Thai-centric assets as fears of Figure 13: ... and IDR appears on a neutral stance, with the
fiscal deficit mounts amid new subsidies introduced balance of risks tilted to a weakening bias

——TH Net Fund Flows (3MMA) == USD/THB (Inversed) EU Net Fund Flows (3MMA) EUR/USD
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Source: Bloomberg, RHB Economics & Market Strategy Source: Bloomberg, RHB Economics & Market Strategy

See important disclosures at the end of this report R"B‘
Market Dateline / PP 19489/05/2019 (035080) 4



Global Economics & Market Strategy Economics Weekly View

06 October 2023

Figure 14: US real rates continue to climb against CN and Figure 15: ... even as the FFR may increase into end 2023
fuelling a weaker CNY... and thus widening the yield differentials in SG...
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Figure 16: ... similar to Malaysia in nominal rates... Figure 17: ... and real rates (adjusted for inflation)...
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Figure 18: ... while THB faces a weakening bias as rate US- Figure 19: ... similar to IDR where US-ID rates are
TH differentials stay elevated... approaching parity
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Figure 20: Brent oil price range in 2011-2014 was 100- Figure 21: Stagflation risks limited in 2024, unless Brent Oil
126.65, GFC peak was 146.08 (but short lived) trades above 130 USD/ brl on a sustained basis
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Source: Bloomberg, RHB Economics & Market Strategy. Last data point as Oct 5 Source: Bloomberg, RHB Economics & Market Strategy. Monthly data with last

data point as Sep 2023

Figure 22: Global financial conditions staring to loosen

Figure 23: Global equity markets are signalling global IP
hence outlook for global IP is positive in the next 3 months

recovery in the near-term

%MoM Global M Supply Ind 9
3MMA Global 1P (RHS) A:,,A:,,“: %MoM Global IP %MoM
2.0 M 3MMA —— MSCI World Index (RHS) 3MMA
. ) 4.0 12.0
3.0 3.0 30
2.0 2'0 2.0 7.0
1.0 1.0 1.0 2.0
0.0 0.0
0.0 .
-1.0 1.0 -3.0
-1.0 2.0 o
-2.0 3.0 30 -8.0
-3.0 -4.0 -4.0 -13.0
ﬂaiﬁaiﬂiiﬁiimai 5883323832352 7387%
c c c c c 1 1 1 1 1 1 1 _l 1 1 1 U 1 _I 1
T ®© O @8 © 0 ©8 O O @ & O © O 8 £ ®» 2 c 5 >35 2 2 € 5 >235 2
TELSEACESNS A EO 3328335822325 °3
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Figure 24: Our leading indicator suggests 2H23 recovery in Figure 25: US banking sector and global IP are highly
global growth correlated and there is a feedback loop
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Disclaimer Economics and Market Strategy

This report is prepared for information purposes only by the Economics and Market Strategy division within RHB Bank Berhad and/or its subsidiaries,
related companies and affiliates, as applicable (‘RHB”).

All research is based on material compiled from data considered to be reliable at the time of writing, but RHB does not make any representation or
warranty, express or implied, as to its accuracy, completeness or correctness.

Neither this report, nor any opinion expressed herein, should be construed as an offer to sell or a solicitation of an offer to acquire any securities or
financial instruments mentioned herein. RHB (including its officers, directors, associates, connected parties, and/or employees) accepts no liability
whatsoever for any direct or consequential loss arising from the use of this report or its contents. This report may not be reproduced, distributed or
published by any recipient for any purpose without prior consent of RHB and RHB (including its officers, directors, associates, connected parties, and/or
employees) accepts no liability whatsoever for the actions of third parties in this respect.

Recipients are reminded that the financial circumstances surrounding any company or any market covered in the reports may change since the time of
their publication. The contents of this report are also subject to change without any notification.

This report does not purport to be comprehensive or to contain all the information that a prospective investor may need in order to make an investment
decision. The recipient of this report is making its own independent assessment and decisions regarding any securities or financial instruments
referenced herein. Any investment discussed or recommended in this report may be unsuitable for an investor depending on the investor’s specific
investment objectives and financial position. The material in this report is general information intended for recipients who understand the risks of investing
in financial instruments. This report does not take into account whether an investment or course of action and any associated risks are suitable for the
recipient. Any recommendations contained in this report must therefore not be relied upon as investment advice based on the recipient's personal
circumstances. Investors should make their own independent evaluation of the information contained herein, consider their own investment objective,
financial situation and particular needs and seek their own financial, business, legal, tax and other advice regarding the appropriateness of investing in
any securities or the investment strategies discussed or recommended in this report.

RHB (including its respective directors, associates, connected parties and/or employees) may own or have positions in securities or financial instruments
of the company(ies) covered in this research report or any securities or financial instruments related thereto, and may from time to time add to, or
dispose off, or may be materially interested in any such securities or financial instruments. Further, RHB does and seeks to do business with the
company(ies) covered in this research report and may from time to time act as market maker or have assumed an underwriting commitment in securities
or financial instruments of such company(ies), may sell them or buy them from customers on a principal basis and may also perform or seek to perform
significant banking, advisory or underwriting services for or relating to such company(ies), as well as solicit such banking, advisory or other services
from any entity mentioned in this research report.

RHB (including its respective directors, associates, connected parties and/or employees) do not accept any liability, be it directly, indirectly or
consequential losses, loss of profits or damages that may arise from any reliance based on this report or further communication given in relation to this
report, including where such losses, loss of profits or damages are alleged to have arisen due to the contents of such report or communication being
perceived as defamatory in nature.
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