it UOB

UOB Investment Insights

Market PowerBar

NOVEMBER 2023

United States
government

shutdown is looming,
but impact may
be limited

A LOOK AT THIS MONTH
Key Topics

In collaboration with:

JPMorgan

ASSET MANAGEMENT

What Investors Should Know

US government could shut down if Congress
does not pass a longer-term funding bill by
17 November.

»  Ashutdown means that the government would be

unable to pay federal workers, leading to certain
federal agencies having to stop operations.

»  Historically, US government shutdowns have not
had a significant or lasting impact on markets.

Bear steepening

of yield curve
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Federal Open Market Committee
(FOMC) policy meeting

The recent surge in long-term bond yields
has resulted in "bear steepening” of the
yield curve. Investors see this as negative.

»  VYields on longer-term bonds are rising due to
expectations for interest rates to stay higher for
longer.

» Investors can take advantage of higher yields now
by locking them in investment grade bonds. As the
rate hike cycle is near its end, moving into longer
duration bonds can also benefit portfolios.

The Israel-Hamas conflict caused a spike in
oil prices as markets worry about possible
energy supply issues.

» Higher oil prices from the conflict could lead to
the cost of fertilisers and transportation moving
up, contributing to higher headline inflation
globally.

» As potentially higher oil prices may lead to
broader market volatility, it is important to include
defensive investments such investment grade
bonds and high-quality stocks in your portfolio.

Keep an eye on whether the Federal Reserve (Fed)
holds interest rates unchanged at the current level.
The Fed is nevertheless expected to retain the
guidance that further rate hikes may be required.

[_' Speak to your UOB Advisor today to find out more.



United States government shutdown
is looming, but impact may be limited

The US Congress passed a short-term funding bill on

30 September 2023 to avert a government shutdown.

This agreement temporarily funds government spending till 17
November 2023.

0 The US Congress passed a short-term deal on 30 e Historically, US government shutdowns have not had
September just before the new fiscal year started lasting impact on markets (Figure 1A). Initial reactions
on 1 October to avoid a government shutdown. The might be negative, but they tend to fade quickly.

current agreement on funding lasts 45 days and the Q
government could shut down if Congress does not
pass a longer-term funding bill.

In the longer run, issues related to government
spending and unsustainable debt are concerning for
the US economy. Greater problems may arise when tax

e A full shutdown means that the government would revenues fall short of interest payments and spending,
be unable to pay federal workers, leading to some but this could still be several years from now (Figure 1B).
federal agencies having to stop operations. e In the meantime, markets are expected to be volatile as

However, it is likely to be temporary, as political and
market pressures should push for a funding deal to
be made eventually.

the issue of a potential government shutdown
resurfaces this month. This is especially true as little is
known about the policy stance of the newly elected
speaker of the House, Mike Johnson. Focus on your
long-term financial objectives by staying invested and

diversified.
Figure 1A
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Bear steepening of yield curve
is a concern for investors

The recent surge in long-term bond yields has resulted in
“bear steepening” of the yield curve. Investors see this as negative.

a “Bear steepening” of the yield curve occurs when
long-term bond yields increase faster than those of
short-term bonds.

e One might think that this could be good news since
an inverted yield curve, where long-term bond yields
are lower than short-term bond yields, is usually seen
as a sign of an impending recession. After all, the
yield curve is now un-inverting and normalising.

Instead, what would be positive is "bull steepening”
of the yield curve. In this scenario, the yield curve
steepens when short-term yields fall more that long-
term yields. This usually happens when rate cuts are
expected (Figure 2A).

Figure 2A

e In the current "bear steepening” curve, yields of
longer-term bonds are rising due to expectations for
interest rates to stay higher for longer (Figure 2B).

e This is a concern to investors as it suggests that
inflationary expectations remain high, leading to
central banks raising interest rates further or holding
rates higher for longer. Tighter financial conditions
general do not bode well for markets.

Investors can take advantage of higher yields now
by locking them in investment grade bonds. As the
rate hike cycle is near its end, moving into longer
duration bonds can also benefit portfolios.

Bull steepening curve is driven by short-term rates falling

faster than long-term rates
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Figure 2B

Bear steepening curve is driven by long-term rates
increasing faster than short-term rates
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Conflict in the Middle East sparks
concern over global oil supply

The Israel-Hamas conflict caused a spike in oil prices as markets
worry about possible energy supply issues. Prolonged conflict
could impact global economic activity and inflation outlook.

0

“ Geopolitics have had direct impact on oil prices. The
Russia-Ukraine conflict and recent troubles in the Middle
East both saw immediate reaction in oil prices, reminding
us that oil remains a highly volatile commodity vulnerable
to sudden shocks from world events.

In the Israel-Hamas conflict, potential risks include the
involvement of other Middle East nations leading to
disruption of oil supply from the region and potential
higher oil prices in the near-term (Figure 3A).

e There are two possible scenarios oil supply from the
Middle East could be disrupted. First, sanctions on crude
oil from Iran could be more strongly enforced. Second is a
disruption of oil shipments through the Strait of Hormuz,
an important shipping route. It is crucial to keep an eye
on how the ongoing conflict plays out even though the
risk of the above two scenarios is low.

Figure 3A

e In the near term, higher oil prices from the conflict
could lead to the cost of fertilisers and transportation
moving up. This could eventually make food more
expensive, contributing to higher headline inflation
globally (Figure 3B).

6 If the conflict persists for longer than expected, high
oil prices could negatively impact consumer spending
as well as the profit margins of sectors heavily reliant
on oil.

e In light of potentially higher oil prices leading to
broader market volatility, it is important to include
defensive investments such investment grade bonds
and high-quality stocks in your portfolio.

Oil prices may see a short-term spike
after geopolitical tensions
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Higher oil prices could contribute to higher
headline inflation
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IMPORTANT NOTICE AND DISCLAIMERS:

The information contained in this publication is given on a general basis without obligation and is strictly for information purposes only.
This publication is not intended to be, and should not be regarded as, an offer, recommendation, solicitation or advice to buy or sell any
investment or insurance product and shall not be transmitted, disclosed, copied or relied upon by any person for whatever purpose. Any
description of investment or insurance products, if any, is qualified in its entirety by the terms and conditions of the investment or insurance
product and if applicable, the prospectus or constituting document of the investment or insurance product. Nothing in this publication
constitutes accounting, legal, regulatory, tax, financial or other advice. If in doubt, you should consult your own professional advisers
about issues discussed herein.

The information contained in this publication, including any data, projections and underlying assumptions, are based on certain
assumptions, management forecasts and analysis of known information and reflects prevailing conditions as of the date of the publication,
all of which are subject to change at any time without notice. Although every reasonable care has been taken to ensure the accuracy and
objectivity of the information contained inthis publication, United Overseas Bank Limited ("UOB") and its employees make no representation
or warranty of any kind, express, implied or statutory, and shall not be responsible or liable for its completeness or accuracy. As such, UOB
and its employees accept no liability for any error, inaccuracy, omission or any consequence or any loss/damage howsoever suffered by
any person, arising from any reliance by any person on the views expressed or information contained in this publication.

Any opinions, projections and other forward looking statements contained in this publication regarding future events or performance of,
including but not limited to, countries, markets or companies are not necessarily indicative of, and may differ from actual events or results.
The information herein has no regard to the specific objectives, financial situation and particular needs of any specific person. Investors
may wish to seek advice from an independent financial advisor before investing in any investment or insurance product. Should you
choose not to seek such advice, you should consider whether the investment or insurance product in question is suitable for you.

This material issued by United Overseas Bank Limited may be based in full or part on information sourced from J.P. Morgan Asset
Management and may not represent views of the source in its entirety. Such information is educational in nature, should not be construed
as research or advice and is not tailored for any specific recipient’s objectives.
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