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Key points

Focus in 2Q22 will be on the Fed's rate
hikes concerns being priced inand the
impact of the Russia-Ukraine crisis

We look to corporate fundamentals
again, as opposed to policies and
geopalitics

The US Energy sector sets to gain given

rising energy prices, as a result of the
Russia-Ukraine conflict

Stay the course and remain
Overweight on the US Tech sector; the
selldown will bottom as investors price
in Fed rate hikes

Earnings forecast for the sector
remains upbeat with consensus
expecting 19% earnings growth in
2022

ClO Perspectives

Second Quarter 2022
EQUITY STRATEGY

US Equities 2022: Beyond policies and geopolitics

Major disconnect emerging between equity prices and earnings forecasts. US equities
started 2022 on a weak footing as concerns over Federal Reserve policy tightening drove
“long duration” equities (like select Technology plays) and rates sensitive equities (like Real
Estate) lower. On the flipside, the Russia-Ukraine conflict and surging energy prices
propelled US Energy sharply higher asthe sector is perceived as both “value” and “dividend”

play.

With the acute market correction thisyear, a significant disconnect between equity prices
and corporate earnings estimates is emerging. While the S&P 500 is down 8.0%, forward
earnings estimates have been revised up by 6.5%. This suggests two things: (1) Global
investors are overly pessimistic, or (2) Analystsand corporate CEOs are overly sanguine. We
believe that the answer lies somewhere in between.

Aswe head into2Q22, we believe that the headwinds weighing on market sentiment during
thefirst quarterwill falter and instead, the following narratives will increasingly transpire: (a)
Fed rate hiking concerns are mostly priced in and (b) the Russia-Ukraine conflict has little
impact on the global economy. If our view is right, then the focus will switch to corporate
fundamentals again (as opposed to policies and geopalitics).
Figure 1: Disconnect between share prices and earnings
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Navigating elevated energy and food prices. The Russia-Ukraine crisis could be a long-
drawn affair with no clear resolution in sight. Geopolitical uncertainties, coupled with the
imposition of sanctions on Russia, suggest that energy and food prices will stay elevated in
the foreseeable months.

A clear winnerin such an environment is the US Energy sector given that rising energy
prices will boost the profitability of US oil majors and enable these companies to pay higher
dividendsor conduct shares buyback. Shell, for instance, has announced shares buyback
of USD8.5b in the first halfof this year after reporting robust earnings.

On the flipside, surging food prices will be negative for US Consumer Staples companies
that fail to pass on the rising input cost. Since June 2020, the UN Food and Agriculture
World Food Price Index has surged 48.8% and historical data show that food prices possess
a broad inverse relationship with the operating margins of consumer staples companies.
Case in point: Between May 2003 and November 2012, food prices increased 126% and it
resulted in a 3.2 %pts operating margin contraction for the Consumer Staples sector.

B’DBS



Figure 2: Energy and food prices on the rise Figure 3: Rising food prices weigh on the margins of consumer
staples companies
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2Q22 US Sector Strategy - Stay the course

Our long-term conviction call on Technology-related plays did not pan out as anticipated in
1Q22 as therise in bond yields triggered the switch away from sectors perceived as “long
duration”. But asinvestors increasingly “price in” the trajectory of Fed rate hiking, we believe
that the selldown in Technology will bottom during 2Q. Our optimismis two-fold:

1. The Technology space operates in a digital borderless world and unlike “traditional”
sectors, itis less impacted by rising energy and commodity prices.

2. Earnings forecast for the sector remains upbeat with consensus expecting 19%
earnings growth thisyear and this underlines the sector’s resilience.

The hugerun-up in energy prices, meanwhile, could take a breather by 2Q and henceforth,
the Energy sector is maintained at Neutral as most of the upside has likely been priced in.

Table 1: 2Q22 US Sector Allocation

Technology Materials Utilities
Comm. Services Real Estate Cons. Staples
US Sectors
Cons. Dis. Energy Industrials
Health Care
Financials

Source: DBS
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Table 2: US sector key financial ratios

Forward P/E P/B

(x) (X)
S&P 500 Index 19.6 4.4 14.7 20.7 4.1 16.1
S&P 500 Financials 14.6 1.6 7.2 15.5 1.6 31.0
S&P 500 Energy 12.4 23 9.4 13.9 6.0 9.2
S&P 500 Technology 24.9 103 20.1 36.1 13.6 26.2
S&P 500 Materials 15.3 3.1 10.8 18.5 7.7 16.0
S&P 500 Industrials 20.2 52 14.9 19.8 5.1 123
S&P 500 Cons. Staples 21.6 6.8 16.3 27.0 7.8 9.5
S&P 500 Con. Discretionary 26.2 101 17.8 36.9 8.1 9.7
S&P 500 Comm. Services 17.7 3.8 12.1 20.0 7.7 21.9
S&P 500 Utilities 19.7 2.2 14.5 8.6 2.2 15.0
S&P 500 Real Estate 42.5 3.9 24.7 10.8 4.1 22.7
S&P 500 Health Care 15.7 49 14.8 22.8 8.0 10.5

*Data as at 2 March 2022 Source: Bloomberg
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“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 anindependent 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 lia bility 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 obje ctives 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.

Any information relating to past performance, or any future forecast based on past performance or other assumptions, is not necessarily a reliable indicator of future results.

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.

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 usimmediately. DBS Group reserves the right to monitor and record electronic and telephone communications made by or toits personnel for regulatory or operational
purposes. The security, accuracy and timeliness of electronic communications cannot be assured.

Dubai Intemational Financial Centre

This communication 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 or acted on by any person which does not meet the criteria to be classified as a Professional Client or Market Counterparty under the DFSArules.

This communication is from the branch of DBS Bank Ltd operating in the Dubai International Financial Centre (the "DIFC") under the trading name "DBS Bank Ltd. (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 FO00164. For more information on DBS DIFC and its affiliates, please
see http://www.dbs.com/ae/our--network/default.page.

Where this communication contains a research report, this research report is prepared by the entity referred to therein, which may be DBS Bank Ltd or a third party,and is provided
to you by DBS DIFC. The research report has not been reviewed or authorised by the DFSA. 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 DBS DIFC.

Unless otherwise indicated, this communication does not constitute an "Offer of Securities to the Public" as defined under Article 12 of the Markets Law (DIFC Law No.1 of 2012) or
an "Offer of a Unit of a Fund" as defined under Article 19(2) of the Collective Investment Law (DIFC Law No.2 of 2010).

The DFSA has no responsibility for reviewing or verifying this communication or any associated documents in connection with this investment and it is not subject to any form of
regulation or approval by the DFSA. Accordingly, the DFSA has not approved this communication or any other associated documents in connection with this investment nor taken
any steps to verify the information set out in this communication or any associated documents, and has no responsibility for them. The DFSA has not assessed the suitability of any
investments to which the communication relates and, in respect of any Islamic investments (or other investments identified to be Shari'a compliant), neither we nor the DFSA has
determined whether they are Shari'a compliant in any way.

Any investments which this communication relates to may be illiquid and/or subject to restrictions on their resale. Prospective purchasers should conduct their own due diligence
on any investments. If you do not understand the contents of this document you should consult an authorised financial adviser.

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 Bankis the private banking division of DBS Bank (Hong Kong) Limited.

DBSHK s not the issuer of the research report unless otherwise stated therein. Such researchreportis 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").
U nited Kingdom

This communication is from DBS Bank Ltd., London Branch located at 9th Floor, One London Wall, London EC2Y 5EA. DBS Bank Ltd. is regulated by the Monetary Authority of
Singapore andis authorised and regulated by the Prudential Regulation Authority. DBS Bank Ltd. is subject to regulation by the Financial Conduct Authority and limited regulation by
the Prudential Regulation Authority. Details about the extent of DBS Bank Ltd., London Branch's regulation by the Prudential Regulation Authority are available upon request.

B’DBS



