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Key Points 

▪ Equities: Europe equities powered by 

accelerated vaccination and earnings 

momentum 

▪ Credit: Yield and safety in CGBs 

▪ FX: Two-way market with a downside 

bias; PBOC reiterated CNY will be kept 

at “basically stable” levels 

▪ Rates: Some complacency in longer 

tenors; Maintain view for 10Y yields to 

hit 2% this year 

▪ Thematics: Brighter days ahead for 

Asian aluminium plays 

▪ The Week Ahead:  Keep a lookout for 

US Change in Initial Jobless Claims; 

Japanese Industrial Production 
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Global cross assets 

 Returns of cross assets around the world 

 
Index Close Overnight YTD 

DJIA 34,393.98 0.5% 12.4% 

S&P 500 4,197.05 1.0% 11.7% 

NASDAQ 13,661.17 1.4% 6.0% 

Stoxx Europe 600 445.07 0.1% 11.5% 

DAX 15,437.51 0.0% 12.5% 

CAC 40 6,408.49 0.3% 15.4% 

FTSE 100 7,051.59 0.5% 9.1% 

MSCI AxJ 861.58 -0.3% 2.2% 

Nikkei 225 28,364.61 0.2% 3.4% 

SHCOMP 3,497.28 0.3% 0.7% 

Hang Seng  28,412.26 -0.2% 4.3% 

MSCI EM 1,326.68 -0.3% 2.7% 

UST 10-yr yield* 1.60 -1.3% 68.8  

JGB 10-yr yield* 0.08 -3.8% 5.8  

Bund 10-yr yield* -0.14 7.6% 43.1  

US HY spread* 3.03 -1.3% -57.0  

EM spread* 310.03 0.6% -12.9  

WTI (USD) 66.05 3.9% 36.1% 

LMEX 4,200.20 0.4% 23.0% 

Gold (USD) 1,881.02 0.0% -0.9% 
Source: Bloomberg 

* Changes in basis points  

 

 

Equities: Europe on the mend 
 

After a rough start to the year, dogged by slow vaccination rollouts and a second virus 

wave, the Eurozone is poised to play catch up. Vaccination rates in the region have 

quickened as Europe closes the gap with the US thanks to an increased vaccine supply, 

which is expected to accelerate in coming months. This has allowed lockdown restrictions 

in Europe to ease in the summer and growth recovery to follow through till 3Q21. 

Alongside the deal struck on vaccine passports, and the European recovery fund offering 

substantial support in the second half of the year, a strong rebound should be on the 

cards for Europe.  

Meanwhile, earnings are on the mend with 1Q21 reports beating expectations by 25%, led 

by surprises in Consumer Discretionary, Energy, Communications, and Financials sectors. 

During the quarter, oil prices were up by 25% and bond yields rose 28 bps, providing 

support to the Energy and Financials sectors. Earnings are expected to return to pre-crisis 

levels by the end of this year. 

We are turning more positive on Europe equities and believe there are legs to recovery as 

the vaccination rate continues to improve. Opportunities are in sectors such as 

Automation and Semiconductor, which benefit from secular long-term trends. Autos are 

also likely to benefit as consumers start to spend again and on electric vehicle (EV) 

purchases, driven by government subsidies. Demand should be sustained with new model 

rollouts and “green” tags associated with EVs — commonly seen to be Europe’s area of 

expertise. Europe oil majors should ride on the global reflation trade and perform in line 

with oil prices. Europe also remains a fertile ground for dividends. With high cash levels, 

companies have the capacity to resume dividends which were suspended last year due to 

regulatory reasons. 

 

Joanne Goh  |  Strategist 

 

Figure 1: Europe’s vaccination rate is catching up fast with the US’s 

 
Source: Bloomberg as of 23 May 2021 
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Figure 2: China government bonds 

unshaken by inflation concerns 

 

Source: Company data, DBS 

 

Credit: Yield and safety in China Government Bonds 

The deck appears to be stacked against China bonds. Not only had they to face an 

environment of steepening global treasury yield curves from rising inflation expectations, 

risks in Asia remain at bay with the outbreak of a new viral variant in neighbouring India 

threatening to cross borders and put a dent into the country’s stellar recovery. Moreover, 

headlines continue to be dominated by Huarong AMC as investors are left second 

guessing the level of implicit government support that forms the foundation of its 

Investment Grade (IG) rating – support that undergirds the valuations of practically the 

entire complex of bonds from China’s state-owned enterprises. 

Despite the plethora of risks, China government bonds (CGB) continue to defy the odds, 

retaining their status of the best-performing treasury market YTD despite these emerging 

risks. A combination of still high yields, steady inflows, and flight-to-quality onshore are 

factors that have continued to support the CGB markets this year. Moreover, the People’s 

Bank of China may see a higher bar to lift onshore rates further, with inflationary threats 

comparatively muted domestically; vs the US Federal Reserve which had recently hinted 

about tapering their asset purchase programme in due time. We believe this solid 

performance by CGBs continues to validate our position in our 2Q 2021 credit outlook 

that there is still yield and safety to be found in onshore China bonds. 

 

Daryl Ho  |  Strategist 

 

 
 

Figure 3: Range-bound 

 

Source: Bloomberg, DBS  

 

FX:  Two-way market with a downside bias 

Sentiment remains cautious this week (ending 28 May) after the ups and downs last week. 

USD index or DXY did not post a weekly close below 90 despite intermittent selling 

pressures last week. EUR fluctuated around 1.22 while GBP failed to push above 1.42. The 

European Central Bank and Bank of England have been pushing back against premature 

talk of winding down monetary stimulus. 

Investors worry that the Fed may be behind the curve on inflation after the US Consumer 

Price Index (CPI) surged to 4.2% y/y in April, its highest since 2008. On the other hand, 

there was no panic in the bond market. The US 10Y Treasury yield has been holding a 

1.60-1.70% range since 11 May. However, the US 5Y5Y inflation swap forward did ease last 

week to 2.43% from 2.55%. This inflation expectations gauge has eased further to 2.38% 

on Monday (24 May) morning.  

As it turned out, mounting US inflation worries also weighed on the US consumer. The 

University of Michigan Consumer Sentiment Index retreated to 82.8 in April from its 

pandemic high of 88.3 in the previous month. Consensus expects tomorrow’s US 

Consumer Confidence Index by the Conference Board to ease to 118.9 in May from 121.7 

in March.  

Even so, the last Federal Open Market Committee minutes have signalled more internal 

debate on tapering asset purchases and inflation. US personal consumption expenditures 

(PCE) inflation this Friday is expected to rush to 3.5% y/y in April. More importantly, US 

core PCE inflation may report its highest reading since 1993; consensus expects the Fed’s 

favourite inflation gauge to come in at 2.9% y/y in April.  

CNY appreciation has been limited to 6.40 per USD or 1.5% YTD this year. The drivers of 

CNY gains in April-May have waned. China’s real GDP growth is likely to have peaked at 

18.3% y/y in 1Q21; consensus has profiled a steady slowdown to 5.0% in 4Q21. 

Commodity prices corrected in May especially after the State Council vowed to crack down 

on “malicious speculation” in commodity markets.  
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Over the weekend, the central bank, People’s Bank of China, reiterated that CNY will be 

kept “basically stable” at “reasonable and balanced” levels. Put together, China does not 

appear to favour further CNY strength to address higher inflation risks this year. In any 

case, CPI inflation was last at 0.9% y/y in April, well below its official 3% cap. With the US 

readying to engage China on the implementation of the Phase 1 trade deal, there is reason 

for CNY to hold steady for now. The US’s bilateral trade deficit with China widened by 

45.7% y/y in 1Q21.  

Cooling commodity prices are likely to weigh on AUD and NZD. Since mid-April, AUD has 

languished mostly within 0.77-0.78 while NZD held between 0.71 and 0.73. The Reserve 

Bank of New Zealand is likely to stay dovish at its meeting on 26 May. Apart from the big 

miss in 4Q20 GDP (-1.0% q/q sa actual vs +0.2% consensus), New Zealand’s inflation was 

steady at 1.5% y/y in 1Q21. AUD and NZD are also weighed by the new waves of Covid-19 

infections across Asia, their largest export destination.  

 

Philip Wee |  FX Strategist 

 

 

 

 

Figure 4: UST implied real yields 

 

Source: Bloomberg, DBS 

 

Rates:  Drivers of USD rates 

Breakevens across the Developed Market space have come off the boil lately. US 5Y5Y 

inflation swap, a market-based measure of medium-term inflation expectations, dipped 

below 2.40%, from a peak of 2.55% just two weeks ago. With US yields heading nowhere, 

implied real yields actually climbed modestly over the past few trading days. That said, 

Implied real yields are still at historic lows, with 2Y and 5Y tenors trading below levels 

seen in 2012.  

There may be some complacency in the longer tenors, but there does not appear to be 

any immediate triggers that could prompt a spike in USD rates. In our view, the labour 

market is the most important to watch with taper speculation likely to intensify in the 

coming months. It would probably take another 2-3m jobs before the Fed gets more 

comfortable with the labour market. Enhanced unemployment benefits (which lasts till 

September) could well muddy labour market signals for a while. Signals will also get 

messy with the majority of the Republican states taking steps to end these benefits early 

(in June or July) and/or take more steps to encourage job seeking. In short, the markets 

are still awaiting confirmation that the labour market is firm before making a conclusion 

on taper. We maintain our view that 10Y yields could reach 2% this year. 

Eugene Leow  |  Rates Strategist 
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 Thematics:  Brighter days ahead for the region’s 

aluminium players 

▪ Continued restriction on supply 

growth in China has brightened the 

region’s aluminium sector outlook 

▪ Strong demand growth in China 

from transportation, including new 

energy vehicles, to catalyse prices 

▪ See brighter days ahead for the 

sector on record-high smelting 

margin since 2008; China 

Hongqiao and CHALCO poised to 

benefit 

China’s supply restriction and strong demand growth outlook. Global aluminium demand 

is expected to grow 4.3% in 2021 vs 0.5% in 2020. This is thanks to strong demand from 

China’s property, auto, and infrastructure sectors, which saw demand jump 13% y/y in the 

first four months of 2021. Meanwhile, China continues to drive supply reform by 

implementing capacity ceiling for smelting, stricter approval process for new replacement 

quota, and energy consumption restriction for Inner Mongolia, a major aluminium-

producing region. China had switched to a net-importing country for refined aluminium in 

2020 from a net-exporting country.  

Strongest earnings since 2008. DBS Group Research has raised the Shanghai aluminium 

price assumptions by 6.3%/5.9% to RMB17,000/tonne and RMB18,000/tonne for 

2021/2022 respectively. This will boost unit gross profit to exceed RMB4,000/tonne for 

smelters with captive power plants, benefitting from subdued alumina input cost. In 

addition, the utilisation ratio should rise above its historical average, thanks to increasing 

demand and limited capacity growth. This marks the best-ever level since 2008 when 

aluminium prices and sector profit last hit their historical highs. 

Brighter days ahead for the sector. Share prices of major players corrected by 16-19% 

recently but outperformed the market in the past three months. However, we believe 

there is more room for upside backed by fundamental improvements and ample liquidity 

in the market. We revised up our FY21F/FY22F estimates by 30%/21% on our new 

aluminium price assumptions and believe CHALCO and China Hongqiao are well 

positioned to benefit from this. 

 

Duncan CHAN  |  Analyst               

LEE Eun Young  |  Analyst               

 

Click here to read the full report 

 

Figure 5:  China aluminium industry simulated unit GP trend – all-time high since 2007 

 
Source: Bloomberg Finance L.P., DBS HK 
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CIO Markets Watch 

Global Cross Assets YTD Returns   

   

Global Sector YTD Returns   

 

Global Equity Valuation   

 

US Corporate Spreads  

 

Prices & Spreads    

 Spot 1Q21 4Q20 3Q20 

Rates       

Fed Funds Target 0.25 0.25 0.25 0.25 

ECB Main Refinancing Rate 0.00 0.00 0.00 0.00 

BOJ Policy Balance Rate -0.10 -0.10 -0.10 -0.10 

US Treasury 10-yr 1.60 1.74 0.92 0.69 

Japanese Govt Bond 10-yr 0.08 0.09 0.02 0.01 

German Bunds 10-yr -0.14 -0.29 -0.57 -0.52 

Spreads     

US Agg Corporate Spread 0.85 0.91 0.96 1.36 

US Corporate HY Spread 3.03 3.10 3.60 5.17 

Euro Agg Corporate Spread 0.89 0.94 0.95 1.23 

EM USD Agg Spread 2.58 2.67 2.68 3.34 

Currencies      

US Dollar Index (DXY) 89.8 93.2 89.9 93.9 

EUR/USD 1.22 1.17 1.22 1.17 

USD/JPY 108.8 110.7 103.3 105.5 

USD/CNY 6.4 6.6 6.5 6.8 

Commodities      

WTI Oil 66 59 49 40 

London Metal Exchange (LMEX) 4200 3787 3415 2968 

TR/CC CRB Commodity 203 185 168 149 

Gold 1881 1708 1898 1886 

Index Returns   

 1 week MTD QTD YTD 

Equities      

S&P 500 0.8% 0.4% 5.6% 11.7% 

NASDAQ 2.1% -2.2% 3.1% 6.0% 

Russell 2000 0.0% -1.7% 0.3% 12.8% 

Stoxx Europe 600 0.6% 1.8% 3.6% 11.5% 

Nikkei-225 1.9% -1.6% -2.8% 3.4% 

MSCI WORLD  1.1% 0.9% 5.5% 10.3% 

MSCI ACWI 1.1% 0.6% 4.9% 9.3% 

MSCI Asia ex-Japan 1.4% -2.6% -0.2% 2.2% 

MSCI EM 1.2% -1.6% 0.8% 2.7% 

HSCEI 1.3% -1.7% -3.0% -0.9% 

SHCOMP -0.6% 1.5% 1.6% 0.7% 

Hang Seng  0.8% -1.1% 0.1% 4.3% 

STI Index 1.4% -2.9% -1.3% 9.8% 

Fixed Income     

Barclays Global Aggregate 0.5% 0.7% 1.9% -2.6% 

Barclays US Aggregate 0.3% 0.1% 0.9% -2.5% 

Barclays US High Yield 0.0% 0.0% 1.1% 2.0% 

Barclays Euro Aggregate 0.3% -0.4% -1.1% -3.0% 

Barclays Euro High Yield 0.0% 0.0% 0.5% 2.6% 

JPM EMBI Global 0.1% 0.7% 2.6% -2.3% 

JPM EMBI Global Diversified 0.2% 0.6% 2.8% -2.3% 
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Disclaimers and Important Notice 

This information herein is published by DBS Bank Ltd. (“DBS Bank”) and is for information only. This publication is intended for DBS Bank and its subsidiaries or affiliates (collectively “DBS”) and clients 

to whom it has been delivered and may not be reproduced, transmitted or communicated to any other person without the prior written permission of DBS Bank. 

This publication is not and does not constitute or form part of any offer, recommendation, invitation or solicitation to you to subscribe to or to enter into any transaction as described, nor is it 

calculated to invite or permit the making of offers to the public to subscribe to or enter into any transaction for cash or other consideration and should not be viewed as such. 

The information herein may be incomplete or condensed and it may not include a number of terms and provisions nor does it identify or define all or any of the risks associated to any actual 

transaction. Any terms, conditions and opinions contained herein may have been obtained from various sources and neither DBS nor any of their respective directors or employees (collectively the 

“DBS Group”) make any warranty, expressed or implied, as to its accuracy or completeness and thus assume no responsibility of  it. The information herein may be subject to further revision, 

verification and updating and DBS Group undertakes no responsibility thereof. 

All figures and amounts stated are for illustration purposes only and shall not bind DBS Group. This publication does not have regard to the specific investment objectives, financial situation or 

particular needs of any specific person. Before entering into any transaction to purchase any product mentioned in this publication, you should take steps to ensure that you understand the 

transaction and has made an independent assessment of the appropriateness of the transaction in light of your own objectives and circumstances. In particular, you should read all the relevant 

documentation pertaining to the product and may wish to seek advice from a financial or other professional adviser or make such independent investigations as you consider necessary or 

appropriate for such purposes. If you choose not to do so, you should consider carefully whether any product mentioned in this publication is suitable for you. DBS Group does not act as an adviser 

and assumes no fiduciary responsibility or liability for any consequences, financial or otherwise, arising from any arrangement or entrance into any transaction in reliance on the information 

contained herein. In order to build your own independent analysis of any transaction and its consequences, you should consult your own independent financial, accounting, tax, legal or other 

competent professional advisors as you deem appropriate to ensure that any assessment you make is suitable for you in light of your own financial, accounting, tax, and legal constraints and 

objectives without relying in any way on DBS Group or any position which DBS Group might have expressed in this document or orally to you in the discussion. 

If this publication has been distributed by electronic transmission, such as e-mail, then such transmission cannot be guaranteed to be secure or error-free as information could be intercepted, 

corrupted, lost, destroyed, arrive late or incomplete, or contain viruses. The sender therefore does not accept liability for any errors or omissions in the contents of the Information, which may arise 

as a result of electronic transmission. If verification is required, please request for a hard-copy version. This publication is not directed to, or intended for distribution to or use by, any person or 

entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation.  

Dubai International Financial Centre: This publication is distributed by the branch of DBS Bank Ltd operating in the Dubai International Financial Centre (the “DIFC”) under the trading name “DBS 

Vickers Securities (DIFC Branch)” (“DBS DIFC”), registered with the DIFC Registrar of Companies under number 156 and having its registered office at units 608 - 610, 6th Floor, Gate Precinct Building 

5, PO Box 506538, DIFC, Dubai, United Arab Emirates. DBS DIFC is regulated by the Dubai Financial Services Authority (the “DFSA”) with a DFSA reference number F000164. For more information on 

DBS DIFC and its affiliates, please see http://www.dbs.com/ae/our--network/default.page.  

If you have received this communication by email, please do not distribute or copy this email. If you believe that you have received this e-mail in error, please inform the sender or contact us 

immediately. DBS DIFC reserves the right to monitor and record electronic and telephone communications made by or to its personnel for regulatory or operational purposes. The security, accuracy 

and timeliness of electronic communications cannot be assured. While DBS DIFC implements precautions against viruses, DBS DIFC does not accept any liability for any virus, malware or similar in 

this email or any attachment. This publication is provided to you as a Professional Client or Market Counterparty as defined in the DFSA Rulebook Conduct of Business Module (the “COB Module”), 

and should not be relied upon by any client which does not meet the criteria to be classified as a Professional Client or Market Counterparty under the DFSA rules. 

Hong Kong: This publication is distributed by DBS Bank (Hong Kong) Limited (CE Number: AAL664) (“DBSHK”) which is regulated by the Hong Kong Monetary Authority (the “HKMA”) and the Securities 

and Futures Commission. In Hong Kong, DBS Private Bank is the private banking division of DBS Bank (Hong Kong) Limited. 

DBSHK is not the issuer of the research report unless otherwise stated therein. Such research report is distributed on the express understanding that, whilst the information contained within is 

believed to be reliable, the information has not been independently verified by DBSHK.  

Singapore: This publication is distributed by DBS Bank Ltd (Company Regn. No. 196800306E) (“DBS”) which is an Exempt Financial Adviser as defined in the Financial Advisers Act and regulated by 

the Monetary Authority of Singapore (the “MAS”). 

Thailand: This publication is distributed by DBS Vickers Securities (Thailand) Co., Ltd. (“DBSVT”). 

United Kingdom: This publication is distributed by DBS Vickers Securities (UK) Ltd of Paternoster House, 4th Floor, 65 St Paul’s Churchyard, London EC4M 8AB. (“DBS Vickers UK”) which is authorised 

and regulated by the Financial Conduct Authority (the “FCA”). 
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Asia Pacific Economic Surprise Index  

 

 

 

Macro Calendar     

 Date Period Survey Prior  

 United States & Eurozone     

Initial Jobless Claims (US) 27-May 22-May 425k 444k 

GDP Annualised q/q (US) 27-May 1Q 6.50% 6.40% 

U. of Mich. Sentiment (US) 28-May May 83 82.8 

Conf. Board Consumer Confidence (US) 25-May May 119 121.7 

MBA Mortgage Applications (US) 26-May 21-May -- 1.20% 

Durable Goods Orders (US) 27-May Apr 0.80% 0.80% 

New Home Sales (US) 25-May Apr 950k 1021k 

M3 Money Supply y/y (EU) 31-May Apr -- 10.10% 

Macro Calendar     

 Date Period Survey Prior  

 Asia        

Industrial Production m/m (JP) 30-May Apr -- 1.70% 

Jobless Rate (JP) 27-May Apr 2.70% 2.60% 

Manufacturing PMI (CN) 30-May May 51.2 51.1 

Tokyo CPI Ex-Fresh Food y/y (JP) 27-May May -0.20% -0.20% 

Caixin China PMI Mfg (CN) 31-May May 51.8 51.9 

Jibun Bank Japan PMI Mfg (JP) 31-May May -- 52.5 

Job-To-Applicant Ratio (JP) 27-May Apr 1.1 1.1 

Capital Spending y/y (JP) 31-May 1Q -- -4.80% 

http://www.dbs.com/ae/our--network/default.page

