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Sim S. Lim
Group Head Consumer Banking  

& Wealth Management

Dear valued clients,

This year has been challenging for global markets across the board. 
Inflation, the ongoing Russia-Ukraine war, and central bank hawkishness 
continue to weigh heavily on sentiment.

Against this backdrop, we bring you 3Q22’s CIO Insights, a curated 
publication to guide your investment strategies. The CIO Office has 
continued to expand its coverage, which now includes insights on Private 
Markets and Commodities for they are strong portfolio diversifiers and 
inflation hedges.

Meanwhile, our boots on the ground cement business opportunities. We 
are increasingly facilitating private asset investment deals by matching 
clients with other clients and parties within the DBS network. With your 
support, our goal to have more than half of private banking assets under 
management be in sustainable investments was achieved in just eight 
months.

We are continually strengthening our responsible banking and business 
practices. A key step is the recent launch of LiveBetter, a one-stop platform 
on the digibank app that allows you to track and offset your carbon footprint 
as well as invest in ESG funds. Our next goal would be to achieve net-zero 
operational carbon emissions across the bank by the end of this year.

Above all, we remain committed to being a better bank for you, your future 
generations, and for the world. Thank you for your continued trust in us 
as your wealth partner. We look forward to serving you better in the years 
to come.

Foreword
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Hou Wey Fook, CFA
Chief Investment Officer

Dear valued clients,

Clearly, the elephant in the room for financial markets is the soaring 
inflation rate. Until we see some normalisation of supply chains, inflation 
will continue to be a bugbear.

The Fed has responded with three rate hikes and has articulated that more 
are to come. It is worth noting, however, that much of the impending hikes 
have already been priced in – as shown in the 2Y Treasury yield spiking 
from 0.75% to above 3.00% from the beginning of the year. 

Barring further deterioration on the geopolitical front, we are hopeful for a 
better showing of risk assets in the second half of the year. 

In 3Q22, we reaffirm our preference for securities of high quality. Seek 
companies with wide economic moats. The bifurcation in performance 
between Big Tech versus emerging, yet-to-be profitable ones is evidence 
of this flight-to-quality. 

Our Overweight China call has panned out and continues to offer favourable 
risk-reward.

On fixed income, investment grade bonds at over 4% stand out as an 
attractive alternative to holding deposits.

In this edition of CIO Insights, we initiate commodity investing as an inflation 
winner and highlight how companies that ascribe to “Content is King” rise 
to have strong economic moats. 

We believe these insights are the gateway to a resilient portfolio and will 
empower you to ride through these inflationary times.

Executive Summary



Inflation

Recalibrating
Strategies

High commodity prices and persistent supply chain pressure 
suggest inflation and elevated bond yields may linger in the 
coming quarters. It is thus prudent for investors to construct 
resilient portfolios including price setters and quality plays.

A S S E T  A L L O C AT I O N  3 Q 2 2

for Higher

Source: Unsplash
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Macro Policy 
Inflation remains key concern 
for central banks. Fed expected 
to deliver a few more jumbo 
hikes before downshifting to 
quarter-point increases for the 
rest of the year. 

Economic Outlook 
Global consumption outlook 
impacted by monetary and fiscal 
policy tightening, China’s timeline 
to ease zero Covid measures 
remains open-ended.

Equities 
Preference for price setters and 
commodity-related sectors 
to ride inflationary tailwinds. 
Maintain Europe Underweight 
while adding China on 
attractive risk-reward.

Credit

Capitalise on certainty of 
income generation from IG 
credit. Short-dated (3-5 years 
duration), high quality credit (A/
BBB) are good alternatives to 
cash deposits.

Currencies

Against backdrop of soaring 
inflation and weakening growth, the 
rally in USD will not be sustainable. 
EUR to appreciate on monetary 
policy normalisation.

Rates

Expect long-end US yields 
to peak and subsequently 
fall as risk of slowing growth 
overshadows inflation worries. 
European rates to rise as ECB 
turns hawkish.

Alternatives 
Direct lending strategies offer 
diversification, and yields 
exceeding that of public debt 
markets. Prevalence of floating 
interest also offers protection 
from rising rates.

Commodities
Tightening demand-supply fueled 
by global conflict and climate 
change. Commodity exposure 
offers inflation protection and 
portfolio diversification benefits.

Thematics 
Instant gratification is driving 
online content, accelerating 
streaming for music, movies, 
and live events. Catalogue 
owners hold an edge over 
distributors.

Investment
Summary 3Q22
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In this digital age where information abounds, the quote “a wealth of information creates a poverty of 
attention” could not be more apt. To vie for human attention, good content is a given.

To navigate this challenging landscape and capture the best opportunities in the value chain, investor 
should look for: (1) Content owners over content distributors, (2) Advertisement-based models, and (3) 
Platforms powered by User-Generated Content.

Source: Unsplash

Theme: 
Content is King
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2022 is panning out to be a watershed moment 
for global risk assets with equities and bonds both 
falling in tandem. Gold, which has for most part 
of the year stayed resilient given its qualities as a 
volatility hedge, has also been challenged in the face 
of higher bond yields. We lay down the following 
headwinds confronting markets and peruse the 
roadmap ahead: 

1. Ongoing Russia-Ukraine crisis 

2. Covid-19 situation in China 

3. Persistent inflation and hawkish Fed 

4. Rising risks of recession and earnings 
downgrades 

Among these four headwinds, we believe the first 
two are already substantially priced-in by markets 
and heading into 3Q22, the key challenges facing 
portfolio allocators are 3) persistent inflation and a 
hawkish Fed, as well as 4) rising risks of recession 
and earnings downgrades. 

The latest US CPI data show that high inflationary 
pressure continues to linger. Headline inflation 
surged 8.6% in May (vs consensus forecast of 8.3%), 
fuelled by strong price increase in food (+10.1%) and 
energy (+34.6%). Persistent strong inflation compels 
the Fed to maintain a hawkish stance with another 
eight rate hikes priced-in by the end of the year.

The combination of tightening financial conditions 
and rising prices is negative for consumption and 
the recent selldown in consumer staples companies 
like Walmart and Target attest to this view. Certainly, 

investor concern of an impending recession over 
the next 6-12 months is rising and this could have 
negative bearing on corporate earnings. 

Hou Wey Fook, CFA

Dylan Cheang

Chief Investment Officer

Strategist

01.
Asset Allocation.

US inflation remains elevated

Source: Bloomberg, DBS
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Recession risk on the rise; But conditions for a 
Fed pause not there yet. For risk assets to bottom 
and recover from current levels, two conditions must 
be met: 

• Condition 1: Low risk of recession 

• Condition 2: Pause in Fed monetary tightening

On the first condition, the spread between UST 10Y 
and 2Y bond yields is close to inversion again and 
this signals rising recession risk. By the same token, 
the Bloomberg Economics recession probability 
model is similarly assigning a 98.5% chance of a 
recession within the next 24 months and this ties 
in with the view of our economics team which is 
expecting the US economy to dip into recession by 
4Q23 (or beyond), as rising cost of capital weighs on 
interest rate-sensitive segments of the economy like 
housing and investments. 

On the second condition, to understand what may 
compel the Fed to pause its rate hiking cycle, we 
look at past episodes in 1995, 2000, 2006, and 
2019. In our analysis, we assume that the central 
bank will need to see a marked pullback in economic 
momentum (using ISM Manufacturing as proxy) and 
inflationary pressure before pausing rate hikes. Listed 
below are our findings:

 » Economic Momentum: From its peak, ISM 
Manufacturing fell by 6.9pts on average before 
Fed pause

 » Inflation: From its peak, headline inflation fell 
0.52%pts on average before Fed pause

 » Recession Risks: On average, it takes 19 months 
for recession risks to peak after a Fed pause

Recession risk on the rise

Source: Bloomberg, DBS
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Currently, the ISM Manufacturing has already 
corrected 8.3pts from its recent peak (vs historical 
average of 6.9pts) and this suggest that economic 
momentum may have deteriorated enough for the 
Fed to reconsider its policy stance. However, from 
an inflation standpoint, the CPI remains stubbornly 
high and this will dissuade the Fed from tapering its 
hawkishness. 

Previous occasions of Fed pause  

Source: Bloomberg DBS
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Mar-95 6.00 -7.3 -0.11 20

Jun-00 6.50 -6.7 -0.03 18

Jul-06 5.25 -8.4 -0.54 20

Jan-19 2.50 -5.2 -1.40 19

Average - -6.9 -0.52 19

Current 0.50 -8.3 - -

Previous conditions for Fed pause 

Source: Bloomberg, DBS
* The indicator used by the Federal Reserve Bank of New York shows that 

recessions risks usually peak 19 months on average after Fed pause. We are currently far from that.
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Strategies to rise above inflation 

The persistence of strong commodity prices and 
supply chain pressure suggests that inflationary 
pressure (and by extension, elevated bond yields) 
may linger in the coming quarters. It is therefore 
prudent for investors to construct portfolios that stay 
resilient in such an environment. From a sectoral/
company perspective, we favour: 

• Price Setters 

• Quality Plays 

Price Setters have historically outperformed 
during periods of high inflation. We have in our 
report CIO Vantage Point – Inflation Chronicles (April 
2022) highlighted the sectoral winners and losers of 
an elevated inflation environment. To recap, inflation 
has historically been a doubled-edged sword for 
company earnings and equity markets:

 » On one hand, rising inflation can translate 
to higher average selling prices (ASPs) for 
companies and lend a boost to nominal top-line 
revenue. 

 » On the other hand, the boost to nominal 
revenue could also be offset by proportionately 
higher input costs (and lead to profit margin 
contraction) should companies be unable to 
pass them on to end-consumers.  

We analyse the performance of US sectors during 
periods of high inflation since 1973 and our findings 
are: 

 » Average real returns: Energy registered the 
highest average real returns of 6.6%, followed 
by Real Estate at 4.3%, and Consumer Staples 
at 3.5%. 

At the other end of the spectrum, the TMT 
(Telecom, Media & Technology) space registered 
the lowest average real returns of -1.5%, 
followed by Utilities at -0.9%, and Consumer 
Discretionary at -0.8%. 

 » Frequency of positive returns: In terms of 
frequency of positive real returns, the Energy 
sector again came in tops at 65.5%, followed by 
Consumer Staples at 60.2%, and Real Estate 
at 59.8%.

At the other end of the spectrum, Consumer 
Discretionary registered the lowest frequency of 
positive real returns at 42.2%, followed by TMT 
at 44.9%, and Technology at 46.5%. 

Clearly, the key sectoral outperformers during 
periods of high inflation are Energy, Real Estate, and 
Consumer Staples. A common factor underpinning 
the outperformance of these sectors lies in the 
fact that these sectors possess the ability to pass 
on rising costs to end-consumers given that they 
operate in the “essentials” space – providing basic 
necessities like fuel, housing, and food. 



Source: iStock



3 Q 2 2  A S S E T  A L L O C AT I O N1 2

D B S  C I O  I N S I G H T S  |  T H I R D  Q U A R T E R  2 0 2 2

Average real returns during periods of 
elevated inflation 

Source: Datastream, DBS
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Rising energy prices, for instance, can be easily 
passed on to consumers and this enhances the 
profitability of upstream energy producers. Similarly, 
rising inflation translates to higher property prices 
and rental charges, particularly in areas where 
housing is in short supply. Lastly, rising food prices 
benefits food producers, particularly those operating 
on the upstream. 

By the same token, the sectors that have historically 
underperformed during periods of rising inflations 
are either those that:

• Operate in the non-essentials space 

• Face constraints by regulations to increase 
prices

Frequency of positive real returns during 
periods of elevated inflation

Source: Datastream, DBS
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For the first point, a clear example is the Consumer 
Discretionary sector. Consumers typically cut back 
of discretionary spending and focus only on the 
essentials when prices are on the rise. In the case of 
Telecom (within TMT) and Utilities, these sectors are 
usually constrained by regulations to pass on costs 
to consumers. 

Switch to quality plays as bond yields stay 
elevated. Quality plays – companies that stay 
profitable and possess strong market positioning – 
are expected to outperform should bond yields stay 
elevated. This is particularly so in the growth equities 
space. Take the Technology sector for instance. 
The rise in bond yields since the start of the year 
has led to a selldown in “long duration” Technology 
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companies as rising bond yields are negative for 
their discounted future cash flow (DCF) valuations. 

The impact of rising bond yields is particularly acute 
for loss-generating companies. This is evident from 
the sharp outperformance of “Profitable Tech” over 
“Non-Profitable Tech” since the start of the year 
as investors become more discerning about their 
growth equities exposure as the cost of capital rises. 
We expect this divergence to persist. 

Quality Plays to see relative 
outperformance when bond yields rise

Source: Bloomberg, DBS
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What to do with Technology? Comparing 
the current Tech selldown with Dot-Com 
Bubble crash

Given that bond yields are expected to stay elevated 
in the coming quarters, a common question among 
investors is whether should one stayed invested 
in Technology? To help answer this question, we 
compare the recent selldown with the Dot-Com 
crash of 2001. Listed below are our findings: 

 » The US Tech sector corrected 80% during the 
Dot-Com crash and the sharp selldown was 
driven by both earnings decline and valuation 
contraction. Forward earnings fell 55% back 
then while valuation also contracted 56%.
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 » The situation today is vastly different. The US 
Tech space has corrected 27% since the start of 
the year. However, the sharp pullback is entirely 
attributed to the 30% contraction in valuations 
while corporate earnings, on the other hand, 
have risen 4%. 

The above data show today’s correction in 
Technology is fundamentally different from the 
one in 2000-02. Unlike the Dot-Com era, the Tech 
sector today is backed by robust earnings and the 
recent pullback is more a function of investors’ risk 
aversion (as opposed to fundamentals). Essentially, 
rising bond yields impact only the valuation of Tech 
companies and have limited bearing on long-term 
earnings.

To have a sense on whether the current correction 
has reached a tail-end, we compare valuation in 
absolute terms. Currently, the sector trades at 20.6x 
forward P/E and again, this is 18% lower than the 
25.2x forward P/E seen during the trough of the tech 
crash. 

Source: Bloomberg, DBS

Risk-reward for US Technology looking 
attractive

0

20

40

60

80

100

120

5

15

25

35

45

55

65

Jun-92 Jun-00 Jun-08 Jun-16

US Technology - Forward earnings (RHS)

US Technology - Forward P/E (x, LHS)

Source: Bloomberg, DBS
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China: Attractive risk-reward

We turned bullish on China in 2Q22 as we believe 
Vice Premier Liu He drew a line in the sand by stating 
China’s commitment to support growth and business 
regulation. Moreover, with China trading at 37% 
discount to global equities on forward P/E basis (vs 
long-term average of 23% discount), we believe the 
rewards outweigh the risks. Our call proved timely as 
China equities has outperformed global equities by 
14.9%pts since our call. 

In order for China Technology (and by extension, the 
broader China market) to outperform on a sustained 
fashion in the coming quarters, we believe the three 
“C”s must be achieved:

1. 1. CheapCheap – This refers to the need for China 
Technology stocks to trade at significant valuation 
discount to US Tech. 

2. 2. ClarityClarity – This refers to the need for the China 
Tech space to evolve and encapsulate Chinese 
characteristics. 

3. 3. CatalystsCatalysts – This refers to the need for policy 
support and strong corporate earnings to resume. 

Recent developments suggest that these drivers 
have since been attained. On valuation, China 
Tech’s discount to its US counterparts was 46% at 
one point (on 15 March) before narrowing recently. 
This suggests substantive negative headwinds have 
already been priced in. Meanwhile, signs of easing 
in the Tech crackdown are emerging and based 
on consensus forecast, the sector is expected to 
register earnings growth of 23% by end-2023.

Source: Bloomberg, DBS
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Source: iStock
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Categories Indicators
Score 
Range

Equities Bonds

US Europe Japan AxJ
DM 

Govt
DM 

Corp
EM 

Bonds

Fundamentals

PMI -1 to +1 -1 -1 0 1 1 1 1

Economic surprise -1 to +1 -1 -1 0 1 1 1 1

Inflation -1 to +1 -1 -1 -1 -1 -1 -1 -1

Monetary policies -1 to +1 -1 0 0 0 -1 -1 -1

Forecasted EPS growth -2 to +2 2 0 0 0 - 0 0

Earnings surprise -2 to +2 1 -1 0 0 - 0 0

Valuation

Forward P/E -2 to +2 0 0 0 1 - - -

P/B vs ROE -2 to +2 0 0 -1 0 - - -

Earnings yield - 10-yr yield -2 to +2 1 0 1 1 1 1 0

Free Cashflow yield -2 to +2 1 0 1 0 - - -

Credit spread -2 to +2 - - - - - 0 0

Momentum

Fund flows -2 to +2 -1 0 1 0 1 -1 -1

Volatility -1 to +1 0 0 0 0 -1 - -

Catalysts -2 to +2 0 0 0 0 0 0 -1

Raw Score 0 -4 1 3 1 0 -2

Adjusted Score* 0.00 -0.19 0.05 0.14 0.09 0.00 -0.13

*Note: The “Adjusted Score” is calculated using the “Raw Score” divided by the maximum attainable score for each category. Source: DBS

3Q22 Asset Allocation – Turning positive on US Treasuries
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Cross Assets – Maintain slight preference 
for equities over bonds. From a cross-assets 
perspective, we maintain a slight preference for 
equities over bonds. In our CAA Framework, equities 
garnered a marginally higher composite score of 
0.00 as compared to -0.01 for bonds. 

Fundamentals: US domestic consumption could 
face challenges in the coming quarters as wage 
gains are offset by high inflation while financial 
buffers from government transfers have also run 
its course. The rising cost of financing will have an 
overall dampening impact on consumption even 
though household debt remains manageable. 

On corporate earnings, the recent reporting season 
suggests that corporate fundamentals remain 
resilient with positive earnings surprise at c.76%, 
boosted by strong momentum in Industrials and 
Consumer Staples. But going forward, select 
sectors could face margin pressure amid rising input 
cost and weakening consumption. 

Valuation: The gap between US earnings yields and 
Treasury yields increased moderately in 2Q and at 
2.2% (as of 26 May), equities remains more attractive 
as an asset class than bonds. 

Momentum: Global equities registered outflows of 
USD16.7b in 2Q (as of 25 May), while bonds saw 
larger outflows of USD68.5b. Cross-asset flows 
suggest rising investors’ caution on global risk assets 
amid elevated inflation and rising recession fears. 

Fund flows data suggest rising caution on 
risk assets 

Source: EPFR Global, DBS
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Equities: Stayed invested in quality plays; 
Upgrading Japan to Overweight. As inflation, 
geopolitics, and high bond yields continue to weigh 
on equity markets, we advocate investors to go for 
quality plays. Such companies typically possess 
strong market positioning and resilient profit 
margins that will allow them to ride out the prevailing 
headwinds better than the others. Geographically, 
we are also upgrading Japan to an Overweight for 
3Q22 and our rationale is: 

• Yen weakness: The persistence of Yield Curve 
Control (YCC) by the BOJ suggests that yen 
weakness will persist and historically, Japan 
equities tend to outperform when the currency 
is weak. 

• Attractive valuation: The persistence of low bond 
yields in Japan translates to a larger yield gap 
for Japan equities. The latter currently stands at 
7.1% (vs. 3.0% for global equities).  
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Bonds: Turning positive on US Treasuries; Go 
for quality in DM corporate bonds. While we 
maintain a broad Underweight call on the bonds, 
sub-segmentally, we are making a series of changes 
for the coming quarter: 

• Upgrading DM Government Bonds to 
Overweight 

• Downgrading DM Corporate Bonds to Neutral 

• Downgrading EM Bonds to Underweight

Our decision to turn positive on US Treasuries 
(under DM Government Bonds) spanned from the 
view that Fed hawkishness has been sufficiently 
priced-in. This is evident from the deviation observed 
between the US 5Y5Y yield and the Fed’s long-run 
neutral rate which suggests excessive hawkishness 
currently priced by the market. 

As recession concerns mount in the coming months, 
US Treasuries will benefit from the flight-to-safety 
and recent flow data already attest to this view, with 
USD66b entering DM Government Bonds this year 
(vs outflows of USD61b for DM Corporate Bonds 
and USD35b for EM Bonds). 

The decision to par our enthusiasm on DM Corporate 
Bonds, meanwhile, is premised on prevailing 
credit spreads that have not widened sufficiently 
to compensate for an outside risk of further 
deterioration in the macro outlook. We advocate a 
Neutral stance with a preference for quality plays. 
Lastly, we downgrade EM Bonds to Underweight 
given the twin headwinds posed by dollar strength 
and expected monetary tightening in the region. 

Yen weakness is beneficial to Japan 
equities 

Source: Bloomberg, DBS
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Private Assets: Gain exposure to Direct Lending 
for steady income generation. Direct loans 
constitute a significant part of the private debt 
market as it provides an alternative to low-yielding 
public bonds. This segment historically generates 
6-10% annual returns on average and this is c.200 
bps higher than high yield credit and leveraged loans. 
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Direct Lending generates higher yield 
than HY  

DM spreads have yet sufficiently 
priced-in adverse outcomes 

Source: Bloomberg, DBS
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The key benefits of direct lending investments 
include: 

• Risk mitigation in a rising rates environment: 
Unlike fixed rate bonds, most direct lending 
deals utilise floating rates which help mitigate the 
risk of rising bond yields. 

• Protection for lenders: Direct loans possess 
features which provide direct lending transactions 
with higher recovery rates than bonds. This is 
particularly useful as the default rate normally 
increases in a rising rate environment. 
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3Q22 Global Tactical Asset Allocation

3-Month Basis 12-Month Basis

 Equities Neutral Neutral

 US Equities Overweight Overweight

 Europe Equities Underweight Underweight

 Japan Equities Overweight Underweight

 Asia ex-Japan Equities Overweight Overweight

 Fixed Income Underweight Underweight

 Developed Markets (DM) Government Bonds Overweight Underweight

 Developed Markets (DM) Corporate Bonds Neutral Neutral

 Emerging Markets (EM) Bonds Underweight Neutral

 Alternatives Overweight Overweight

 Gold Overweight Overweight

 Private Assets & Hedge Funds Overweight Overweight

 Cash Underweight Neutral

Source: DBS



3 Q 2 2  A S S E T  A L L O C AT I O N 2 3

D B S  C I O  I N S I G H T S  |  T H I R D  Q U A R T E R  2 0 2 2

CONSERVATIVE

TAA SAA Active

Equities 0.0% 0.0%

US 0.0% 0.0%

Europe 0.0% 0.0%

Japan 0.0% 0.0%

Asia ex-Japan 0.0% 0.0%

Fixed Income 80.0% 80.0%

Developed Markets - Government 30.0% 30.0%

Developed Markets - Corporate 50.0% 50.0%

Emerging Markets 0.0% 0.0%

Alternatives 0.0% 0.0%

Gold 0.0% 0.0%

Private Assets & Hedge Funds 0.0% 0.0%

     Private Equity 0.0% 0.0%

     Hedge Funds* 0.0% 0.0%

     Private Debt 0.0% 0.0%

Cash 20.0% 20.0%

*Only P4 risk rated UCITs Alternatives

DM Govt. Bonds
30.0%

DM Corp Bonds
50.0%

Cash
20.0%

Source: DBS

US Equities 
7.0%

Europe Equities
1.0%

Japan Equities
3.0%

AxJ Equities
4.0%

DM Govt. Bonds
28.0%

DM Corp. Bonds
40.0%

EM Bonds
10.0%

Cash 
7.0%

Source: DBS

MODERATE

TAA SAA Active

Equities 15.0% 15.0%

US 7.0% 6.0% 1.0%

Europe 1.0% 4.0% -3.0%

Japan 3.0% 2.0% 1.0%

Asia ex-Japan 4.0% 3.0% 1.0%

Fixed Income 78.0% 80.0% -2.0%

Developed Markets - Government 28.0% 20.0% 8.0%

Developed Markets - Corporate 40.0% 40.0%

Emerging Markets 10.0% 20.0% -10.0%

Alternatives 0.0% 0.0%

Gold 0.0% 0.0%

Private Assets & Hedge Funds 0.0% 0.0%

     Private Equity 0.0% 0.0%

     Hedge Funds* 0.0% 0.0%

     Private Debt 0.0% 0.0%

Cash 7.0% 5.0% 2.0%

*Only P4 risk rated UCITs Alternatives
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Notes: 
1. The above are based on three-month views.
2. Asset allocation does not ensure a profit or protect against market loss.
3. “TAA’ refers to “Tactical Asset Allocation”. “SAA” refers to “Strategic Asset Allocation”.
4. Based on the SAA model, the Aggressive model has the highest risk, followed by Balanced, Moderate, and Conservative, with Conservative being the least risky.
5. The investor type classification for the portfolio has no direct relationship with the Financial Needs Analysis customer risk profile types and the portfolios are not assigned any

product risk rating based on the bank’s proprietary risk rating methodology.

US Equities
27.0%

Europe
Equities
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Japan Equities
6.0% 

AxJ Equities
11.0%

DM Govt. Bonds
12.0%
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Bonds
15.0%

EM Bonds
4.0%

Alternatives
18.0%

Cash 
1.0%

Source: DBS

US Equities
33.0%

Cash 1.0%

Europe Equities
10.0%

Japan Equities 6.0% 
AxJ Equities

16.0%

DM Govt. Bonds
5.0%

DM Corp.
Bonds
7.0%

EM Bonds
1.0%

Alternatives
21.0%

Source: DBS

BALANCED

TAA SAA Active

Equities 50.0% 50.0%

US 27.0% 25.0% 2.0%

Europe 6.0% 10.0% -4.0%

Japan 6.0% 5.0% 1.0%

Asia ex-Japan 11.0% 10.0% 1.0%

Fixed Income 31.0% 35.0% -4.0%

Developed Markets - Government 12.0% 10.0% 2.0%

Developed Markets - Corporate 15.0% 15.0%

Emerging Markets 4.0% 10.0% -6.0%

Alternatives 18.0% 10.0% 8.0%

Gold 6.0% 5.0% 1.0%

Private Assets & Hedge Funds 12.0% 5.0% 7.0%

     Private Equity 6.0% 2.4% 3.6%

     Hedge Funds* 3.0% 2.0% 1.0%

     Private Debt 3.0% 0.5% 2.5%

Cash 1.0% 5.0% -4.0%

*Only P4 risk rated UCITs Alternatives

AGGRESSIVE

TAA SAA Active

Equities 65.0% 65.0%

US 33.0% 30.0% 3.0%

Europe 10.0% 15.0% -5.0%

Japan 6.0% 5.0% 1.0%

Asia ex-Japan 16.0% 15.0% 1.0%

Fixed Income 13.0% 15.0% -2.0%

Developed Markets - Government 5.0% 4.0% 1.0%

Developed Markets - Corporate 7.0% 7.0%

Emerging Markets 1.0% 4.0% -3.0%

Alternatives 21.0% 15.0% 6.0%

Gold 6.0% 5.0% 1.0%

Private Assets & Hedge Funds 15.0% 10.0% 5.0%

     Private Equity 7.0% 4.9% 2.1%

     Hedge Funds* 5.0% 4.0% 1.0%

     Private Debt 3.0% 1.1% 1.9%

Cash 1.0% 5.0% -4.0%

*Only P4 risk rated UCITs Alternatives



Inflation 

Inflation and geopolitical challenges remain key overhangs for 
the US and Europe. Nonetheless, Asia is embracing economic 
reopening and is seeing a brisk pick up in trade. The bull case for 
oil remains as the Russia-Ukraine crisis drags on.

M A C R O E C O N O M I C S  3 Q 2 2

continues
its climb

Source: Unsplash
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US

Interest rates may be up, 1Q22 GDP may have been 
characterised by a small sequential contraction, 
and the confluence of high inflation and the Russia-
Ukraine crisis may have dampened sentiments, but 
US consumers are not daunted, at least not yet. 
The job market is tight, unemployment is down 
sharply, labour force participation rate is improving, 
and wages are rising robustly. The housing market, 
despite a sharp rise in mortgage rates, remains 
benign.
 
But the going is to about to get tougher, we are 
afraid. Firstly, recent consumption strength was 
helped by a drawdown of personal savings, 
which itself had been boosted by government 
transfers in 2020-21. However, this dynamic has 
largely run its course. At the end of March, US 
consumers’ personal savings rate was down to 
6.2%, reversing the entire bump experienced over 
the past two years. Between high inflation offsetting 
nominal wage gains and declining financial buffers, 
consumption growth may well stall.  

Secondly, interest rates are rising, making 
financing needed for mortgages or durable 
goods purchases difficult. One can argue that 
households’ net debt is negligible, that banks still 
have plenty of liquidity, and exposure do variable 
rates is modest, but the fact remains that higher cost 
of financing is unhelpful for the consumption outlook. 

Thirdly, high cost of food and fuel is bound to 
dampen consumption sentiment. US consumer 
confidence index has been declining steadily since 
April 2021, which would end up softening actual 
consumption sooner than later. 

Taimur Baig, Ph.D.  
Chief Economist

Radhika Rao  
Economist

Ma Tieying  
Economist

Suvro Sarkar 
Analyst

02.
Macroeconomics.

Fourth, the sharp appreciation of the US dollar 
index so far this year will have a negative impact 
on the earnings of US companies. With about a 
third of the earnings of S&P 500 companies coming 
from overseas sales, the US dollar’s sizeable strength 
would begin eating into their financial performance, 
subtracting momentum from the labour market. As 
companies worry about their bottomline, consumers 
will begin to feel it in their job security and wage 
outlook.

US unemployment and wage. Is this the 
best that it gets? 

Source: Bloomberg, DBS
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Fifth, the housing market. US mortgage rates have 
risen over 200 bps this year, but so far there is little 
sign of the housing market getting affected by the 
higher cost of financing. Single-family home prices 
are up over 25% y/y, while housing inventory is tight. 
Looking at the annual price increase on a historical 
basis (3.5% per year), and the cumulative price 
increase in this cycle, we reckon that home prices 
would have to correct by 20% before going back to 
trend. A correction of even half that magnitude will 
be a major downside for US consumers. 

Finally, the US fiscal position. Having provided 
multi-trillion dollar support to the economy in 2020 
and 2021, the US Federal Government posted a 
small surplus through the first four months of this 
year, a seismic switch from the USD1t+ deficits 
during the same period the past two years. This 
was driven a sharp increase in tax revenues and a 
major contraction in transfers for income support. 
Fed tightening is discussed a lot, but fiscal tightening 
may well have a bigger impact in restraining demand 
this year.  

Add to this the uncertainty around the Russia-Ukraine 
crisis and concerns around China slowdown, US 
households and businesses are entering choppy 
waters for the rest of 2022, in our view. 

Eurozone

Challenging geopolitics and spillover risks are key 
concerns for the Eurozone economy’s outlook 
this year. In the absence of a clear endgame to the 
Russia-Ukraine crisis, commodity price increases 
and risk of a cessation of key oil and gas supplies 
to the continent, stagflationary headwinds rein high. 

Wage growth still to gain from a falling 
unemployment rate

Source: CEIC, DBS
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Add to this the poor activity numbers out of China 
and its asymmetric impact across the core-four 
countries also increases the need for reassessment 
of growth expectations. 

Consumer confidence indices reflect the early 
impact, with the Euro Area index heading towards 
April 2020 lows, and business confidence also 
likely to track lower due to a sharp increase in input 
prices as well as an uncertain demand outlook. The 
fallout on real activity data is becoming apparent.
The labour market weathered the earlier leg of the 
conflict, with the unemployment rate at a record 
low in March 2022. Unions have started to push 
for higher wages, as the prevailing run-rate of wage 
growth is low at 1.4% y/y in December 2021 and 
1.9% in March 2022 (4Q average) for negotiated 
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wages – a significant gap from the prevailing inflation 
rate of 7-8%.

With investment decisions likely to be on a slow 
lane given the uncertain backdrop and consumption 
hamstrung by slow wage growth and high inflation, 
growth is likely to slow to a greater extent than 
we earlier projected. We revise down 2022 GDP 
growth forecast to 1.4% y/y from 2.2% previously, 
and expect the overhang of uncertainty to extend 
into 2023, with growth at 1.8%. Separately, the 
ECB’s simulation exercises showed that under an 
adverse scenario of energy price increases and its 
concomitant impact across economic activity, real 
GDP growth can be cut by around 1.2 %pts in 2022 
and 0.1 %pts in 2023 vs baseline.

After an extended debate, the bloc agreed to ban 
most of its imports of crude oil and petroleum from 
Russia by December 2022. This covers seaborne 
oil, with an exemption carved out for supplies 
via pipeline to accommodate the few landlocked 
countries that have a greater reliance on Russian 
supplies. Germany and Poland have reportedly 
pledged to stop purchases through the Druzhba 
pipeline, thereby covering close to 90% of total 
supplies, according to press reports. Solid fossil fuel 
purchases, led by coal, have been stalled, but make 
up a smaller proportion of dependency.

Eurozone inflation is yet to peak. May inflation 
resumed its move upwards, up 8.1% y/y, vs 7.4% 
the month before, with core-four countries notching 
above consensus outcomes. Energy prices jumped 
39% y/y, with the core (ex-food, fuel) also turning 
north to 3.8% y/y from 3.5%. Imported price gauge 
and service sector readings reflect a broadening 
out in price pressures. We revise up 2022 average 
inflation to 7.2% from 6.7% earlier, with 2023 to 
3.0% y/y, modestly above target.

Imported price pressures pass onto producer 
prices

Source: Bloomberg, DBS
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More hawkish overtures are likely by the ECB. 
Notwithstanding downside risks to growth, recent 
central bank speeches have reflected a greater 
conviction to normalise policy. Beyond asset 
purchases ending in 2Q22, we expect much of the 
policy action to be frontloaded. The deposit facility 
rate is expected to return to black in 3Q22, with a 
cumulative 75 bps hikes, besides tweaks to the main 
refi rate. By mid-2023, we expect the depo facility 
rate to stabilise at 1.25%, with the tightening cycle 
to draw a close with base effects moderate, energy 
price rises, and headline inflation. Market pricing of 
rate hikes is very aggressive at this juncture.

The ECB is also keen to keep fragmentation 
risks at bay. To tackle this problem, it plans to direct 
Pandemic Emergency Purchase Programme (PEPP) 
reinvestments to cap further bond spread widening, 
besides groundwork on an additional instrument. 
The ECB’s proposed framework will need to address 
crucial questions on which member countries will 
be prioritised for this support, triggers that will be 
considered, limits – quantum and duration and 
associated conditionalities that the countries will 
have to fulfill to tap this facility.
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Japan

Our GDP growth forecast for 2022 is maintained at 
1.6%, slightly below the Bloomberg consensus of 
2.1%. As the omicron wave subsides in Japan, the 
government has lifted the quasi-state of emergency 
since March, and plans to reopen borders to 
international tourists starting from June. Still, 
consumer sentiment remains weak, dragged by the 
rise in supply-side inflation that notably outpaces 
wage growth. Also note that tourism is not a big 
contributor to Japan’s overall economy. Inbound 
tourism receipts accounted for just 0.9% of nominal 
GDP before the Covid outbreak in 2019.

Export growth appears to peak, despite 
a weak yen

Source: CEIC, DBS
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The positive impact of yen depreciation on the 
overall economy should be relatively limited this time 
compared to 2013-14. Global demand outlook is 
softening in the context of the Russia-Ukraine crisis, 
Fed tightening, and China’s partial lockdowns, which 
counteracts the positive effect of a weak yen on 
Japan’s exports and corporate profits. Meanwhile, 
the ongoing yen depreciation is happening at a 

Inflation rising notably, along with a weak 
yen

Sources: CEIC, DBS
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time when global energy prices are increasing, 
aggravating the problem of imported inflation. 

Prime Minister Fumio Kishida’s government is 
expected to launch additional fiscal stimulus 
measures to pump up the economy, in the runup 
to the upper house election this summer. Parliament 
already passed a record large annual budget in 
March, at JPY107.6t. Furthermore, an additional 
stimulus package worth JPY6.2t was unveiled in 
April, which provided gasoline subsidies and cash 
assistance to cushion the impact of rising oil and 
food prices on public livelihood. 

The BOJ is expected to maintain the existing 
yield curve control (YCC) policy framework, 
and tolerate the by-product of a weak yen. The 
central bank reinforced its commitment to the YCC 
framework at the April meeting, offering to purchase 
10Y JGBs at 0.25% through fixed-rate operations on 
every business day. The majority of board members 
held the view that inflation will remain below the 2% 



Source: Unsplash



Source: Unsplash
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policy target in the medium term, and a weak yen is 
positive for Japan’s economy as a whole. 

Going forward, should the 10Y yield persistently 
test 0.25%, the BOJ would consider tweaking the 
YCC policy, e.g. widening the 10Y yield target band 
further to ±0.3% from ±0.25%. Policymakers would 
also step up verbal interventions to contain the pace 
of yen depreciation, should the yen’s volatility spike 
again. 

Asia

Despite all the doom and gloom about 
deglobalisation and trade wars, Asia continues 
to prosper with trade. Through the first four months 
of the year, regional exports were up 51% over the 
same period in 2019, underscoring not only full 
recovery from the pandemic shock, but sustained 
strength after years of lacklustre performance.

Asia has shrugged off a prolonged slowdown in 
the electronics cycle, proving to be the key zone 
of production to meet the strong global demand 
for manufactured goods. Trade agreements have 
been expanded and strengthened, foreign direct 
investment has continued unabated, and regional 
companies have continued their upward journey 
along the value chain. Pandemic-related support 
measures and shifts in consumer preference 
worldwide over the last couple of years have 
materialised in greater demand for goods produced 
in the region. Now, with commodity prices surging, 
some countries will benefit further, with Malaysia 
and Indonesia exporting energy and India exporting 
wheat and sugar.

Two bellwether economies, India and South Korea, 
are instructive in this context. India exports agriculture 
commodities and industrial products, whereas South 
Korea is a leading exporter of electronics, machinery, 

EM Asia’s exports and PMI

Source: CEIC, DBS
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and automobiles. The data show that China’s 
setback notwithstanding, these two economies 
have stepped into May with manufacturers feeling 
fairly confident about the outlook. Exports have 
slowed, in y/y terms, owing to adverse base effects, 
but not in a drastic manner.

But the best might be behind for the time being. 
Global demand will face risks in 2022 from high 
inflation and rising interest rates, so a gradual 
slowdown in exports growth ought to be expected. 
Also, likely supply chain disruptions due to the 
ongoing pandemic surge in China is worrisome. One 
hope is that some of these headwinds, especially 
supply chain related, will be temporary. Another hope 
is the resiliency of US demand, which continues to 
defy rising rates and inflation. Finally, a strong dollar 
means regional currencies are weakening, boosting 
exporters’ competitiveness and earnings in local 
currency. These are useful mitigants in an otherwise 
challenging environment. 
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Oil: Bull case for oil realised as Ukraine 
conflict drags on

Oil continues to trade well above USD100/bbl 
with no end in sight for Russia-Ukraine conflict, 
and EU bans Russian crude imports partially.  It 
has been more than 100 days since Russia started 
military operations in Ukraine, and while the conflict 
has dragged on longer than expected, Brent has 
largely remained range bound in the USD100-120/
bbl range, in line with our expectations. The key 
factor driving elevated oil prices so far has been the 
partial self-imposed avoidance (official sanctions 
or otherwise) of Russian oil exports by Western 
countries and oil companies. At the end of May, we 
finally had the official announcement of the EU partial 
ban on Russian crude imports. The ban will cover all 
seaborne crude imports immediately, which amount 
to 2/3rds of EU oil imports from Russia, and by the 
end of 2022, almost 90% of Russian crude imports 
will be covered by the ban. 

This is more or less the best-case situation for oil 
prices (and worst case for consumers and inflation). 
Europe imported close to 2.7mmbpd of crude from 
Russia prior to the war, and thus, this ban would 
effectively impact more than 2mmbpd of crude 
oil imports from Russia until year-end and skew 
the already tight supply demand balance further 
in the absence of immediate alternatives. Thus, 
as we approach peak summer demand season in 
coming months, we could see oil prices potentially 
spike beyond USD130/bbl again in the near term, 
especially in the event of oil supply shortages during 
peak season. 

Exports and PMI of India 
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Exports and PMI of South Korea
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Demand slowdown concerns have kept a lid on 
the upside, but Chinese demand could come 
back soon. Meanwhile, oil prices have been kept 
from spiralling fast and furious upwards for now 
by a number of factors including: i) the release of 
Strategic Petroleum Reserves (SPR) by the US and 
other member countries of the IEA, which will release 
upwards of 1mmbpd of oil supplies to the market 
for around six months, ii) oil demand slowdown in 
China over the last couple of months as the country 
grapples with the outbreak of the Omicron variant 
through strict lockdowns in major urban centres, and 
iii) expectations of slower oil demand globally owing 
to fears of stagflation and demand destruction. 

However, demand from China could come back 
quite strongly in the near future once restrictions 
are removed, which we believe is imminent. Added 
to the fact that we are approaching peak demand 
season for oil in the third quarter (summer driving 
season), we revise up our oil price projections for 
2H22 and our revised full year average projections 
for Brent crude thus stand at USD102-107/bbl for 
2022.

Moderation only after conflict dies down. Once 
the Russia-Ukraine conflict deescalates or is resolved 
through talks, we believe oil prices will moderate. 
However, prices will still be far from pre-conflict 
levels, as some sanctions and disruptions will linger 
and there could be structural changes in the way 
some countries lower their dependence Russian 
oil imports. Moreover, the strategic reserves being 
drawn down this year will need to be refilled, thus 
pushing demand down the line. Thus, we also revise 
up our 2023 forecasts of average Brent crude oil to 
USD90-95/bbl (from USD85-90/bbl previously).

Brent crude oil price again looking to 
break out of the USD100-120/ bbl range

Source: Bloomberg, DBS
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Quarterly average oil price forecast 2022/23 – DBS base case view

(USD per barrel) 1Q22A 2Q22F 3Q22F 4Q22F 1Q23F 2Q23F 3Q23F 4Q23F

Average Brent 
crude oil price 98.0 109.0 97.0 94.0 89.0 90.0 92.5 97.5

Average WTI 
crude oil price

95.0 107.0 95.0 92.0 87.0 88.0 90.5 95.5

Source: DBS

Overall, supplies will stay tight as OPEC+ 
struggles to meet production targets and 
structural underinvestment trends persist. For 
four months, OPEC+ members continued to stick 
to the pre-decided monthly output increase despite 
the volatility in the market and Ukraine conflict. 
Only recently, OPEC+ decided to bring forward the 
September increase to July and August to achieve 
better market balance. However, the market is 
not really convinced that OPEC will be able to 
execute on this projected increase. In reality, many 

OPEC members have been struggling to even 
meet their current production quotas owing to 
underinvestment, and overall OPEC spare capacity 
remains thin. This is especially so for some of the 
African member states – civil strife in Libya has 
resulted in unplanned outages, adding further 
volatility to the market. Structural underinvestment 
trends amid the global energy transition have been 
the key bane, as global upstream oil and gas capex 
spending trends remain muted despite record high 
cash flows for oil companies in recent quarters. 



GDP growth, % y/y CPI inflation, % y/y, ave

2019 2020 2021 2022F 2023F 2019 2020 2021 2022F 2023F

China 6.1 2.3 8.1 4.8 5.0 2.9 2.5 1.0 2.5 2.2

Hong Kong SAR -1.2 -6.1 6.4 1.7 2.7 2.9 0.3 1.6 2.2 2.0

India 4.7 -6.7 9.0 6.2 5.8 3.7 6.6 5.1 6.8 5.2

India (FY basis)* 3.7 -6.6 8.7 7.0 6.0 4.8 6.2 5.5 6.8 5.0

Indonesia 5.0 -2.1 3.7 4.8 4.3 2.8 2.0 1.6 3.6 2.5

Malaysia 4.4 -5.6 3.1 5.5 4.7 0.7 -1.1 2.5 2.5 2.0

Philippines 6.1 -9.6 5.7 7.5 6.3 2.4 2.4 3.9 4.2 3.3

Singapore 0.7 -5.4 7.6 3.5 3.0 0.6 -0.2 2.3 4.6 3.8

South Korea 2.2 -0.9 4.0 2.8 2.8 0.4 0.5 2.5 4.5 1.9

Taiwan 3.1 3.4 6.4 3.8 3.0 0.6 -0.2 2.0 3.0 1.8

Thailand 2.2 -6.2 1.6 3.5 4.2 0.7 -0.8 1.2 6.5 2.5

Vietnam 7.2 2.9 2.6 7.0 6.8 2.8 3.2 1.8 3.6 3.4

Eurozone 0.9 -6.5 5.5 1.4 1.8 1.5 0.3 2.6 7.2 3.0

Japan -0.2 -4.5 1.6 1.6 1.8 0.5 0.0 -0.2 1.6 0.9

United States 2.2 -3.5 5.7 2.5 1.5 1.8 1.3 4.7 7.5 3.3

GDP growth and CPI inflation forecasts

Source: CEIC, DBS* refers to fiscal years, i.e. 2020 represents FY21 - year ending March 2021.   

** new CPI series.   *** eop for CPI inflation.
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Source: CEIC, DBS* 1-yr Loan Prime Rate; ** 3M SOR ; *** prime rate.

Policy interest rates forecasts, eop  

1Q22 2Q22 3Q22 4Q22 1Q23 2Q23 3Q23 4Q23

Mainland China* 3.70 3.60 3.50 3.50 3.50 3.50 3.65 3.65

India 4.00 4.90 5.40 5.65 5.90 6.15 6.15 6.15

Indonesia 3.50 3.50 4.00 4.25 4.50 4.50 4.50 4.50

Malaysia 1.75 2.00 2.25 2.25 2.50 2.75 2.75 2.75

Philippines 2.00 2.50 2.75 3.00 3.25 3.50 3.50 3.50

Singapore** 0.65 1.50 1.80 2.10 2.40 2.55 2.55 2.55

South Korea 1.25 1.75 2.25 2.50 2.50 2.50 2.50 2.50

Taiwan 1.38 1.50 1.63 1.75 1.88 2.00 2.12 2.25

Thailand 0.50 0.50 0.50 0.50 0.50 0.75 0.75 1.00

Vietnam*** 4.00 4.00 4.00 4.50 5.00 5.00 5.00 5.50

Eurozone 0.00 0.00 0.25 0.75 1.00 1.25 1.50 1.50

Japan -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10

United States 0.50 1.75 2.75 3.50 3.50 3.50 3.50 3.50
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Plays

Go for

The risk-reward of US equities looks favourable after recent 
pullback. We advocate exposure to quality plays in the S&P 500, 
with a focus on companies that possess strong pricing power and 
market positioning.

U S  E Q U I T I E S  3 Q 2 2

Source: Unsplash

Quality
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Dylan Cheang
Strategist

Attractive 12-month view for S&P 500 at current 
level. The S&P 500 has plunged 13.3% in the 
first five months of 2022 (5M22). This constitutes 
the sharpest ever decline registered for this time 
period since 1970. Investors’ panic surrounding 
Fed monetary tightening and rising recession risks 
triggered the exit from “long duration” equities, in 
particular the Technology-related sectors. But as 
the Warren Buffet saying goes, “be fearful when 
others are greedy, and greedy only when others are 
fearful”. We concur. Based on past historical trends, 
we believe the risk-reward of gaining exposure to the 
S&P 500 now is high on a 12-month perspective. 

We have in our report CIO Perspectives: Risk 
assets look rewarding on a 12-month time frame 
(3 June 2022) discussed how US equities tend to 
outperform in the subsequent 12 months after an 

acute correction. Indeed, looking at historical data 
stretching back to 1927, there were five other 
occasions where the S&P 500 registered higher 
magnitude of losses during the first five months of 
the year (as compared to the present) and this took 
place in 1931, 1932, 1940, 1962, and 1970. The 
key observations are: 

 » The S&P 500 fell 23.8% on average during those 
occasions, with the minimum decline at -15.1% 
and the maximum at -45.0%. In contrast, the 
correction in 5M22 this year is comparably less 
severe at -13.3%. 

 » In the subsequent 12 months after the correction, 
the S&P 500 has rallied 20.0% on average (with 
positive returns on 4 out of the 5 occasions). 

03.
US Equities.

S&P 500 (closing price) 
% change 

in first 5 months of the 
year

Subsequent 12 months 
performance 

End-May 1931 13.02 -15.1% -65.7%

End-May 1932 4.47 -45.0% +115.7%

End-May 1940 9.27 -25.6% +1.2%

End-May 1962 59.63 -16.7% +18.7%

End-May 1970 76.55 -16.8% +30.2%

Average -23.8% +20.0%

End-May 2022 4132.15 -13.3%

Source: Bloomberg DBS
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Diving deeper, we proceeded to dissect the market 
corrections into the following components: (a) Price-
to-Earnings (P/E) ratio and (2) Earnings. The rationale 
here is to ascertain if the market correction is driven 
mainly by investors’ sentiments and expectations 
(using valuation as proxy) or actual fundamentals 
(using earnings as proxy). 

Given the limitation of historical data pertaining to 
this, our analysis is based on observations made for 
1962 and 1970. Our findings are: 

 » The valuation for S&P 500 contracted by 13.7% 
on average during those occasions, a level 
that is slightly lower than the current valuation 
contraction of 16.0%. 

 » Earnings fell 3.3% on average for those 
occasions. However, earnings have actually 
gained 3.2% during the correction this year. 

Change in P/E 
valuation

Change in 
corporate 
earnings

End-May 1962 -17.5% 0.9%

End-May 1970 -9.9% -7.5%

Average -13.7% -3.3%

End-May 2022 -16.0% 3.2%

Gain exposure to quality plays in S&P 500. Our 
analysis suggests that partial deployment of excess 
cash in US equities is looking compelling after 
recent pullback. The key supporting factors are: (1) 
Historically, the S&P 500 rallied 20% on average 
over the next 12 months after a sharp correction 
and (2) The recent correction is driven predominantly 
by the recalibration of investors’ expectations 
which translated to valuation multiples contraction. 
Corporate earnings have however stayed resilient, 
and this is positive for the outlook.

This quarter, we advocate investors gain exposure 
to quality plays in the S&P 500, with a focus on 
companies that possess strong pricing power and 
market positioning. This is particularly important 
in an era of rising inflation, which can translate to 
margin compression for companies that fail to pass 
on rising costs via price hikes. More importantly, 
quality companies have historically demonstrated 
the ability to outperform during periods of volatility.  

Source: Bloomberg DBS

Quality stocks outperforming the broader 
market during periods of heightened 
volatility 

Source: Bloomberg, DBS
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Source: Unsplash
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3Q22 US Sector Strategy – Stay the 
course 

The sectoral performance on S&P 500 this year 
represents a classic flight-to-safety, with defensive 
sectors such as Utilities and Consumer Staples 
staying resilient while the Technology-related plays 
saw acute selldown on the back of rising bond 
yields. The Energy sector was a standout performer 
this year given the strong rally in oil prices. 

Heading into 3Q, we do not advocate investors 
switch out of Technology-related sectors as we 
believe that the bond yields-induced selldown in 
Tech has likely reached a tail end. As discussed in 
the Asset Allocation section earlier, the Technology 
sector today is backed by robust earnings, and 
rising bond yields have limited impact on the long-
term fundamentals of this space.  

US Sector Allocation – 3Q22

US Sectors

Overweight Neutral Underweight

Technology Materials Utilities

Comm. Services Real Estate Cons. Staples

Cons. Dis. Energy Industrials

Health Care

Financials

Source: DBS

US Technology earnings have remained 
resilient   
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ForwArd P/E 
(x)

P/Book (x)
EV/EBITDA 

(x) 
ROE (%) ROA (%) OPM (%)

S&P 500 Index 18.0 4.1 13.7 20.5 4.1 15.8

S&P 500 Financials 13.4 1.5 6.8 14.6 1.5 28.8

S&P 500 Energy 10.2 2.8 9.5 18.2 8.1 10.8

S&P 500 Technology 22.4 8.7 17.8 35.9 13.9 26.6

S&P 500 Materials 14.1 3.2 10.7 18.3 7.6 16.6

S&P 500 Industrials 18.9 5.0 14.5 19.8 5.2 11.8

S&P 500 Con. Staples 21.3 6.6 15.5 28.1 8.1 9.6

S&P 500 Con. Discretionary 24.8 9.0 16.1 33.0 7.3 9.3

S&P 500 Comm. Services 15.8 3.1 10.8 18.8 7.2 21.2

S&P 500 Utilities 21.6 2.4 14.8 8.8 2.3 15.0

S&P 500 Real Estate 39.5 3.8 23.1 11.4 4.3 22.8

S&P 500 Health Care 15.8 4.9 14.5 22.4 7.9 10.5

US sector key financial ratios    

Source: Bloomberg 

* Data as at 3 June 2022



Heightened
Uncertainties

We maintain a cautious outlook on Europe equities, which are likely 
to lag US and Asia equities given the disproportionate impact from 
the Russia-Ukraine crisis. We recommend staying with companies 
with global reach, with the ability to pass on rising costs, and are 
beneficiaries of secular trends.

E U R O P E  E Q U I T I E S  3 Q 2 2

Brace for

Source: Unsplash
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Uncertainties are heightened in the Eurozone as 
the Russia-Ukraine crisis drags on, with major 
headwinds coming from escalating oil prices, 
exacerbated by the embargo on Russian oil.  The 
region imports 56% of its energy, 43% of which is 
from Russia. 

To address the energy crisis and reduce the EU’s 
dependence on Russian oil and gas, the European 
Commission (EC) announced a new programme, 
RePowerEU. The EC has also proposed to postpone 
the reactivation of fiscal rules by another year to late 
2023. The EC has revised down GDP growth for this 
year to 2.7% and left next year’s unchanged at 2.3%. 

Glass half empty. Europe’s PMI data has been 
resilient, with both manufacturing and services 
holding up well till May, in large part due to the strong 
momentum which has been built up post-Covid. It is 
worth nothing that the ECB and national governments 
had put their efforts to ensure a sustainable recovery 
post Covid with rescue and recovery funds, in which 
households and businesses were given cash and 
loan assistance. 

Governments also made use of the recovery funds, 
termed as NextGeneration EU (NGEU) to invest in 
green projects and new industrialisation projects, 
such as semiconductors and robotics. 

Europe has also lifted social restrictions and 
reopened its borders, with analysts forecasting the 
European airspace could hit 90% of pre-pandemic 
levels this summer. The services sector is expected 
to benefit from the reopening. 

Joanne Goh
Strategist

04.
Europe Equities.

So far so good

Source: Bloomberg, DBS

10

20

30

40

50

60

70

Nov-18 Jul-19 Mar-20 Nov-20 Jul-21 Mar-22

Index Composite PMI

Services PMI

Manufacturing PMI



3 Q 2 2  E U R O P E  E Q U I T I E S4 6

D B S  C I O  I N S I G H T S  |  T H I R D  Q U A R T E R  2 0 2 2

Nonetheless, we believe the full impact from the war 
has yet to be felt as uncertainties remain high. The 
region’s outlook hinges on how long the conflict will 
stretch and how the EU is going to confront further 
sanctions on Russia. Furthermore, with rising inflation 
and interest rates, persistent supply chain disruptions, 
as well as economic slowdown in the US and China, 
manufacturing activities will be dented.  Consumer 
confidence indices have reflected the early impact, 
with the Euro Area index heading towards April 2020 
lows. The ECB’s simulation exercise has shown that 
under an adverse and prolonged scenario of energy 
price increases, real GDP growth may be cut by 
around 1.2%pts in 2022 and 0.1%pts in 2023 vs its 
baseline forecast.

Expectations need to be reset after much 
disappointment

Source: Bloomberg, DBS
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Equities stabilised, helped by Energy 

The selloff in the region’s equity market has 
stabilised after bottoming out on 8 March 2022. 
However, in 2Q, the upside was mainly driven by 
the Energy sector, while “flight to safety” trades 
guarded defensive sectors such as Telcos, Utilities, 
Healthcare, and Consumer Staples. Among losers, 
Autos reported concerns on supply chain disruptions 
and the Luxury segment’s outlook was tainted by 
the slow reopening in China. The Tech sector was 
sold off in line with global Tech on the back of rising 
bond yields.

Energy sector the sole winner

Source: Bloomberg, DBS
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A cautious outlook. We maintain our cautious 
outlook on Eurozone equities and believe the region 
is likely to underperform US and Asia equities, given 
the disproportionate impact from the Russia-Ukraine 
war. We recommend staying with companies that 
have a global reach. We also look to companies that 
possess the ability to pass on rising input costs, as 
well as those that are beneficiaries of secular trends.  
Companies that demonstrate the ability to pay 
dividends on a sustainable basis are preferred. 
Our preferred sectors include Oil majors, Luxury, 
Healthcare, Tech, and Financials. 

Oil Majors. We have revised our average Brent 
crude oil forecasts for 2022 and 2023; given the high 
leverage to oil prices, European integrated oil majors 
will continue to outperform. 

Over the years, the idiosyncrasies among up-, 
mid-, and down-streams have blurred as energy 
majors expand their operations both vertically and 
horizontally along the supply chain, taking larger 
shares and strengthening pricing power. Such 
developments have enhanced the income and 
earnings quality among these industry leaders.

Despite the fluctuations in oil prices and swings 
in earnings per share, the absolute dividends of 
companies in this sector have stayed relatively 
stable over market cycles with their commitment to 
dividend distribution. We expect dividend payouts to 
creep up from the current 4-6% annually.  

Luxury. We hold the view that demand for luxury 
items will stay resilient, notwithstanding Fed rate 
hikes, the Russia-Ukraine war, and rising inflation. 
This is due to the robust consumption trend on high-
end discretionary spending. The ability of luxury 
brands to continue creating “desirability” through 
innovation with new designs and accelerating 
e-commerce are key to maintaining high levels of 
pricing power and demand.  

The winners among luxury players are likely to be 
the owners of top tier brands, those with diversified 
market exposure and wide product categories, as 
well as those with extensive stores and e-commerce 
coverage.  Although the two important markets — 
China and Japan — still have various degrees of 
mobility restrictions, the ability to cater and adjust for 
inbound tourism and domestic markets is important. 
The further reopening of global economies will 
bring sequential growth and more opportunities as 
pent-up demand gets unleashed.  

Higher dividends can be expected from 
high free cash flow

Source: Bloomberg, DBS
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The recent hype over the OMEGA x Swatch 
“Moonswatch” launch drew throngs of customers 
and snaking queues globally. This demonstrates 
how innovative new designs can easily reignite 
demand across luxury goods in a post-pandemic 
era. Meanwhile, exposure to Russia is not big — 
accounting for less than 2% of total revenue among 
some of the bigger brands. 

Input costs arising from higher material and labour 
costs are concerns, but less so for luxury goods.  
With their superior ability to pass on costs, luxury 
brands make regular price adjustments to support 
their margins. During a post results call, LVMH CFO 
made the invidious remark that “when we do price 
increases, we don’t see a particular response from 
the client base in terms of volume”.

European banks’ valuation trading at 
deep discount

Source: Bloomberg, DBS
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The Luxury sector trades at a PE premium to global 
markets; however, that premium has narrowed of 
late due to the ongoing uncertainties. This sector’s 
resilient growth prospects should continue to justify 
a higher premium, supported by strong free cash 
flow and enviable pricing power. 

Positive on Europe Financials, including banks. 
We are turning more positive on European Financials, 
including banks and insurance on the back of 
imminent ECB rate hikes. 

Based on its forward guidance, the ECB will end 
net asset purchases and hike rates in July. Three 
25 bps hikes in 2H22 can be expected as the ECB 
has guided for the -0.50% deposit facility rate to 
turn positive by end-2022. Given the high inflation 
prints and a weakening euro, debate has started on 
whether a larger 50 bps hike will be needed at some 
time. 

Luxury sector PE justified in a post 
pandemic era 

Source: Bloomberg, DBS
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With the banking sector now trading below its 
10-year average P/B and P/E on concerns over 
how much exposure the sector has to Russia, we 
believe value has emerged.  Banks with a strong 
retail footprint are likely to benefit the most from 
improvements in net interest income. To be sure, 
the overall banking sector exposure to Russia has 
come off by more than half since 2013 and is looking 
manageable. 

Europe Financials – insurance sector has 
considerable capital strength. The insurance 
sector has also faced indiscriminate selloff due to 
“war risks”, of which the size of losses is currently 
under dispute. Though property and life policies 
generally exclude war risks, the specialty market 
provides cover for aviation and marine-war, political, 
and credit risks. The cover in dispute pertains to 
aircrafts leased to Russian airlines which have been 
confiscated. 

Bloomberg estimates the losses to be USD35b in a 
worst-case scenario, with 50% of claims covered by 
reinsurers. This is still manageable for an industry that 
absorbed USD111b of natural catastrophe claims 
in 2021. We believe the industry is in a position of 
considerable capital strength. The sector has been 
paying attractive dividend yields of 4-5%. We believe 
value has now emerged at the current dividend yield 
level of 6.3%, after this selloff.  

Technology & Healthcare – positive plays. 
Although the representation of secular growth 
industries is not as large as in the US market, we 
see positive plays in semiconductor upstream and 
equipment, software services, cyber security, cloud 
computing, and the EV supply chain. We also like 
large pharmaceuticals and drug developers that are 
expected to lead in the development of patented 
drugs, and healthcare devices. 

Exceptionally strong yields at current 
levels

Source: Bloomberg, DBS
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ahead

Uneven 
  road 

Japan’s economy is likely to return to negative territory as omicron 
spreads, hindering the resumption of economic activities. The 
development of the Russia-Ukraine crisis would also hurt the 
nascent recovery.

J A PA N  E Q U I T I E S  2 Q 2 2

Opportunity
  to Enter

Higher fiscal headroom, easier monetary conditions, and cheaper 
valuations are key catalysts for the market to outperform. We seek 
reopening plays and exposure to Japan “Sumotoris”.

J A PA N  E Q U I T I E S  3 Q 2 2

Source: Unsplash
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05.
Japan Equities.

Japan equities have held up well and, in fact, have 
outperformed the rest of the world in local currency 
terms. We believe the weakened yen could be an 
inflexion point for foreign investors to view Japan 
equities favourably, as history suggests. In addition, 
the market trades at a 25% valuation discount to 
world equities. Higher fiscal headroom, easier 
monetary conditions, and cheaper valuations are the 
key catalysts for the market to outperform. We look 
for reopening plays, and also gain exposure to Japan 
“Sumotoris”. These are economic heavyweight 
companies with durable competitive advantages 
globally. Through continuous innovation and 
adoption of new technologies and secular trends, 
they have stood the test of time, thus translating into 
compelling investment cases for the longer term.  

The economy contracted 0.2% q/q in 1Q22 on 
Omicron, but is looking to gradually recover in the 
coming quarters. Domestic sentiment has been 
weak as a result of high inflation. Prime Minister 
Fumio Kishida’s government is expected to launch 
additional fiscal stimulus measures to pump up the 
economy before the next upper house elections in 
summer. This is on top of the record annual budget 
passed in March, and an additional stimulus package 
unveiled in April to provide gasoline subsidies and 
cash assistance to cushion the impact of rising oil 
and food prices on the public. Preliminary reports of 
wage growth from the labour ministry show March 
wages climbing  2% y/y, which is a vast improvement 
from the 1.2% reported initially and the biggest jump 
since 2018. Additionally, social restrictions have 
been lifted gradually as the Omicron wave subsides. 

Outperformance in local currency terms

Source: Bloomberg, DBS
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We expect consumer spending to improve as a 
result of all these measures.

In contrast to other developed economies which are 
tightening monetary policies, the BOJ is expected 
to maintain the existing Yield Curve Control policy 
framework, keeping policy rates at near zero and 
capping the 10Y JGBs at 0.25% through daily bond 
purchases. Understandably, after Japan’s real estate 
and stock market bubble burst in the early 1990s, 
Japan went through two lost decades of no nominal 
growth in the economy. Hence, both wage growth 
and core CPI hitting 2% would be welcomed by the 
BOJ, even at the expense of a weakening yen. In 
fact, earnings for many exporters will likely exceed 
company forecasts due to translation gains, boosted 
by the yen’s recent slide. 

Japan’s valuation trade is at 13x price-to-earnings 
ratio and is looking attractive when compared against 
16x for the World. In addition, it is even cheaper 
when compared to bonds, as measured by the ERP.
 
Economic reopening to turn the tide. The 
reopening theme is likely to be key in 2H22. As the 
Omicron wave subsides in Japan, the government 
has lifted the quasi-state of emergency since March, 
and has gradually started welcoming international 
tourists since June. We expect earnings to 
recover in hotels, restaurants, travel-related, and 
consumer spending-related operations. Reopening 
beneficiaries also include companies managing 
IT solutions for the above sectors, given labour 
shortages caused by an ageing population and the 
resulting need for productivity improvements. The 
government’s proactive stance towards accelerating 
digitisation will ratchet up incentives for other areas 
of the private sector.

Japan vs world equities P/E valuations

Source: Bloomberg, DBS
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Japan “Sumos” have stood the test of time. We 
recommend investors to gain exposure to economic 
heavyweight companies with durable competitive 
advantages globally. Through continuous innovation 
and adoption of new technologies and secular trends, 
they are time-tested, translating into compelling 
investment cases for the longer term. These include 
companies in autos, automation, semiconductor, 
electrical and electronic components, consumer 
electronics, machinery, healthcare, and cosmetics. 

Since the 20th century, Japanese inventors and 
entrepreneurs have had great success in the fields 
of electronics and robotics and were pioneers in 
digitalisation. The discman, handheld game sets, 
karaoke, lithium-ion batteries, and the first robot are 
some of Japan’s inventions. Japanese household 
names such as Sony, Toyota, and Nintendo remain 
globally well-liked brands and they have the potential 
to continuously transform themselves in this new 
digital era. 

We summarise the drivers in these eight leading 
sectors. 

• Electrical and electronic component 
manufacturers: Japan is upstream in global 
value chains and a key exporter of parts and 
components. Electronics make up 20% of 
total exports in Japan and the sector has 
been relatively stable over the years. Although 
Japan faces direct competition from Taiwan 
and South Korea, its share has remained stable 
over the years and the competition has not 
altered Japan’s leadership in innovation. For 
example, Japan is the number one supplier of 
multilayer ceramic capacitors. An increase in 
global demand for smartphones, the Internet of 
Things, and electrification, should result in rising 
demand for electronic components. In the near 
term, as a result of the weaker yen, we believe 
Japan can stay competitive, and profits from 
forex translation can be expected. 

• Machinery: Japan is also upstream in the 
capital goods sector, particularly machinery. 
The sector has underperformed the overall 
market and investors can look for value in this 
sector among companies in the automation and 
semiconductor equipment industries. Global 
capex spending driven by supply shortages 
as well as outsized pandemic-era stimulus 
packages are tailwinds for the outlook of the 
machinery sector. 

Japan’s economic heavyweight sectors

Source: CEIC, DBS
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Rising demand for productivity growth

Source: Bloomberg, DBS
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• Automation: Japanese corporates excel in 
areas such as automation, mechatronics, 
and precision manufacturing. The country’s 
growing prowess in automation technologies, 
in particular, has been driven by an acute need 
to combat the negative effects of a shrinking 
and ageing population. In the aftermath of 
Covid-19, the need to minimise contact, 
alongside disruptions in economic activity 
during lockdowns, should drive the expansion 
of factory automation and accelerate digital 
innovation for productivity growth.

• Semiconductor equipment: We expect capex 
spending by semiconductor manufacturers 
to be strong. In pursuit of self-reliance in 
key technologies, the US and Europe are 
incentivising high tech companies to establish 
factories in their respective domiciles. This has 
resulted in higher demand for semiconductor 
production equipment, a space in which Japan 
is one of the few global leaders. 

• Autos: The Japanese government has 
announced a zero emissions goal for 2050. 
Hydrogen technology is expected to play an 
important role in reaching this goal, through 
electrification of the mobility sector. According 
to numbers by the International Energy Agency, 
Japan has the highest goals for fuel cell cars. 
Japanese car makers, being market leaders in 
hydrogen-powered cars, would be instrumental 
in helping the country reach its goal.

Earnings and Sales on a consistent 
uptrend

Source: Bloomberg, DBS
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In the near term, despite higher inflation, global 
discretionary spending should continue to rise 
and Japanese auto exporters are the biggest 
beneficiaries of the reopening trend globally. 
They are expected to see accelerated growth 
in market share due to 1) ample semiconductor 
inventories, cushioning them from the impact of 
the global shortage; 2) a weak yen would give 
Japanese car makers a competitive advantage 
globally.  

• Consumer electronics: Japan’s consumer 
electronics industry has demonstrated its 
ability to innovate, diversify beyond consumer 
electronics, and have a global reach in both its 
manufacturing base and sales. The pandemic 
has brought about a huge rise in demand for 
home appliances and consumer electronics, 
alongside a rebirth of familiar Japanese brands 
known for their high quality products. The ability 
to innovate continuously using technology 
creates a desire for consumers to seek after 
such superior brands.  

Toyota crowned for three consecutive 
years

Source: Bloomberg, DBS

 -

 2

 4

 6

 8

 10

 12

2019 2020 2021 2022 YTD

units (m)
ToyotaVolkswagen

Global vehicle sales

• Healthcare: Sales of Japan’s listed medical 
device companies have tracked the global 
elderly population (defined as those above the 
age of 65) at a stunningly high 97% correlation 
since the turn of the 21st century. Over this 
time frame, these companies have more than 
quadrupled their sales. Looking ahead, the US 
Census Bureau expects growth in the global 
elderly population to accelerate to a 3.2% 
CAGR over the next ten years (up from 2.7% 
from 2010-2018). Furthermore, the prevalence 
of major diseases like cancer and cardiovascular 
disease increases exponentially with age. Thus, 
an ageing population is set to be a secular 
trend supporting the growth in medical device 
sales and the stability of this sector. Surgeries 
and treatments have been delayed due to the 
healthcare system been strained by Covid-19. 
We expect such medical care to resume in a 
post pandemic normalisation. 

World population above age 65 vs 
Japan Medical Device Company Sales 
(Indexed, 2000=100)

Source: Bloomberg, US Census Bureau
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• Cosmetics: Japan’s cosmetics and skincare 
industry has a large following in Asia and is 
expanding its global reach to include Europe 
and North America, as evidenced by its global 
marketing efforts. Japanese cosmetics brands 
are diversified, with segmentation by product 
type (personal care/cosmetics), category 
(premium/mass), and distribution channel. 
Innovations can be seen through products 
catering to consumer trends, such as using 
natural ingredients and using recyclable plastics 
in packaging to support the circular economy.

Global cosmetics industry outperforming 
the general economy

Source: Various 
Note: Figures post-2019 distorted by pandemic   
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From

Asia ex-Japan equities are trading at a steep discount to global 
peers, indicating the market has priced in much pessimism due to 
a slowing growth outlook. We reiterate our Overweight stance on 
the region.

A S I A  E X - J A PA N  E Q U I T I E S  3 Q 2 2

Source: Unsplash

Struggle to
Strength
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Yeang Cheng Ling
Strategist

The region has been eclipsed by elevated inflation, 
increased rate hikes, and the ongoing geopolitical 
tension in Eastern Europe. Cautious market 
sentiment at the start of the year continues to cast a 
long shadow on AxJ markets.

markets. We believe it would be no different this time 
round – policymakers reduced RRR in December 
2021 and April 2022 and affirmed commitment to 
support domestic growth and roll out infrastructure 
spending.

Joanne Goh
Strategist

06.
Asia ex-Japan Equities.

Asia ex-Japan equities forming a bottom

Source: Bloomberg, DBS
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The current market trend resembles that of 2015, 
2018, and 2019, which bottomed when valuations 
turned supportive at PER of 10-11x.

When the markets recovered from 2015 to 2016, 
China’s government increased expenditure and 
reduced RRR over a period of 6 to 12 months to 
shore up growth and supplied liquidity to capital 

Valuations at trough

Source: Bloomberg, DBS
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Earnings in AxJ are expected to recover as more 
parts of the region return to normalcy and gradually 
reopen their economies.

US rate hikes are not entirely bad for 
AxJ equities

AxJ equities performed well the past five times the 
Fed hiked rates, as the rate hikes were seen as 
signs of growth returning. Being predominantly an 
exporting region, strength in developed countries 
bid well for earnings of Asian corporates. We believe 
it is likely to be the same this round. However, the 
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timing may not be similar to previous cycles, as some 
short-term shocks remain. These include the current 
lockdowns in China and the impact of elevated oil 
prices on inflation, especially in geographies that are 
more exposed to these shocks.

Asia equities did well in past US rate 
hike cycles

Source: Bloomberg, DBS
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Spurring the slowing moment

Source: Bloomberg, DBS
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Unlike much of the past, China’s policy stance has 
gradually turned independent of the US. Policy 
divergence will continue as the world’s two largest 
economies enter different economic cycles. The 
US rate hikes are intended to combat the elevated 
inflation, while China is embarking on monetary 
easing to boost slowing growth.

China’s  GDP growth in 1Q22 slowed to 4.8% from 
a year ago, owing to a series of lockdowns and 
Covid control measures. The lockdown in selected 
cities and communities impacted mobility and is 
likely to put a lid on near-term growth momentum 

and corporate earnings. Coupled with existing debt 
issues among local real estate developers, both the 
IMF and Fitch Ratings have lowered China’s 2022 
GDP growth target to 4.4% and 4.3% respectively, 
from an earlier estimate of 4.8%.

Recent data indicate slowing momentum in 
retail sales and exports amid 1) the government 
implementing lockdowns to contain the spread of the 
virus over the past months, 2) bottlenecks at logistic 
channels, and 3) decelerating external demand due 
to continuing geopolitical tension in Europe. April 
retail sales contracted 11.1% while export growth 
slowed to 3.9% from a year ago. Both readings were 
weaker than expected, pointing to slowing near-term 
economic momentum.

As such, we anticipate that the authorities would 
take concrete steps to revive growth, with targeted 
expenditure by the government and incentives to 
boost local consumption.
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More room to reduce RRR

Source: Bloomberg, DBS
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China regulators have continuously expressed their 
commitment to maintain equity market stability 
and ease regulatory tightening. Thus, the market 
expects supportive measures to be introduced 
over time to reinforce economic growth, corporate 
earnings, and to ease investors’ concerns. In 
recent statements, Premier Li Keqiang reaffirmed 
these expectations, suggesting potential policies 
to stabilise employment, resume production, and 
support healthy development of Internet-related 
sectors.

While China’s real estate debts will continue to face 
risk of defaults and cast a shadow over investor 
sentiment and the financial wellbeing of the sector, 
we expect policy initiatives to revamp the debt 
situation and prevent systemic problems. Real 
estate developers are expected to restructure their 
debts in order to prevent further defaults, and move 
forward on property development and provision of 
housing activities.

To further support growth and provide liquidity to 
the financial system, the PBOC reduced the RRR for 
large banks by 25 bps and 50 bps for small banks. 
These moves would release CNY0.5t (USD80b) of 
liquidity into the economy. In the past, reductions 
in RRR have largely been independent of the level 
of inflation. As such, the PBOC can further cut the 
reserve ratio even if the CPI stays elevated in the 
near term.

Daily new Covid cases to abate in China

Although the exact timeframe for a broad reopening 
of social activities in China is hard to predict, and 
even more so for reopening to the world, we believe 
ongoing lockdowns will eventually end, judging 
from how daily new cases of Covid have abated in 
other geographies. We expect gradual adjustment 

of zero Covid measures to allow for the revival of 
the domestic economy, resumption of activities, 
improvement in consumption, and alleviation of 
output bottlenecks.

We hold the view that China will further relax its zero 
Covid policy when these factors are achieved: 

1. There are effective, approved therapeutics to 
limit severe Covid cases so as not to overwhelm 
the healthcare system

2. China develops its own mRNA vaccine or 
approves foreign ones

China has approved Pfizer’s anti-Covid pill, Paxlovid.  
For mRNA vaccines, China has expressed preference 
to develop and use its own. At the time of writing, 
China has not yet approved vaccines from BioNTech 
or Moderna. Drawing from experiences in the US 
and UK, current Covid outbreaks in the various 
parts of China and Hong Kong should subside to 
pre-omicron levels as we move nearer to summer.
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Daily new cases abating

Source: Bloomberg, DBS 
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China is massively under-owned

Source: EPFR Global, DBS
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We are hopeful that the world’s second largest 
economy will eventually open its borders to facilitate 
trade, cross-border movement, and logistics, 
progressing gradually to normalcy.

Another supportive factor is the return of fund flows. 
Data show that for the most part of the past 10 years, 
global equity funds have greatly underweighted 
China relative to the benchmark weight, and further 
reduced the weights since 4Q18. This massive 
underweight of China among institutional investors 
is expected to bottom out at current levels.

Risk-reward in favour of being invested 

AxJ equities are trading at a steep discount to global 
peers, indicating the market has priced in a lot of 
pessimism due to slowing growth outlook, impact of 
Covid measures, supply chain bottlenecks, and the 
drag on corporate earnings.

Relative to global peers, the region’s P/B and forward 
P/E ratios gaps have both widened to multi-year lows 
driven by the financial, technology, e-Commerce, 
and industrial sectors. From an absolute valuation 
perspective, the P/B and forward P/E are likewise 
compelling at -1 standard deviation of mean.

We reiterate our Overweight stance on AxJ and 
China, as our constructive investment narrative in this 
region remains intact. The selloff appears overdone; 
this view is supported by the following factors: 

1. Commitment in developing a digital economy 
by the introduction of stable and transparent 
policies for platform and technology entities. 
This signifies the improvement in regulatory 
direction.

2. Stability in growth and sustainable economic 
momentum from more stimulus packages.
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Relative valuations at multi-year lows 

Source: Bloomberg, DBS 
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3. Monetary easing on a targeted and forward-
looking basis, maintaining the availability of 
credit.

4. More disclosures of audited results among 
ADR-listed entities as China adjusts existing 
ruling which previously restricted the sharing of 
financial data among offshore-listed entities.

5. Reopening of economic activities and physical 
retailing to revive slowing consumption trends.

We advocate investors focus on companies and 
sectors that demonstrate pricing power, resilient 
end-demand, and which are beneficiaries of rising 
inflation. More importantly, we expect corporate 
earnings in the region to play catch up post-Covid, 
where the potential reopening of domestic activities 
and logistic services will work in favour of earnings 
over time. Stay invested in technology, insurance, 
and reopening beneficiaries on the growth side of 
the barbell strategy, as well as China large state-
owned banks and S-REITs on the income side for 
their sustainable and compelling dividend yields.

Compelling P/B valuations... 

Source: Bloomberg, DBS 
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Source: Unsplash
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Services sector brightening up for 
ASEAN

Notwithstanding the fallout in global equities, the 
overall tone remains optimistic in ASEAN as it 
enters post-pandemic recovery. This is reflected in 
its outperformance YTD. Economic activities are 
gradually picking up and the region is poised to 
record stronger growth this year. The manufacturing 
sector has been the main growth driver in the 
past 12 months, and the services sector is due to 
take over as social restrictions ease and countries 
adopt a “living with Covid” strategy. However, the 
headwinds of supply chain disruption, China’s near-
term slowdown, and inflationary pains are likely to 
keep growth in check. Meanwhile, ASEAN’s central 
banks are tightening monetary policies cautiously to 
tackle inflation against a backdrop of rising US rates 
and slowing external growth.

Inflation winners and economy 
re-opening themes in focus

Unlike the US, inflation in ASEAN has yet to peak, 
partly due to governments which are managing food 
and energy price inflation through administrative 
methods, such as limiting exports, capping prices, 
and providing subsidies. As a result, consumption 
is expected to be strong which in turn could add to 
price pressures down the road. Producers, on the 
other hand are subjected to rising costs and margin 
squeezes. Against such an inflationary backdrop, 
companies which have the ability to pass on costs, 
such as upstream commodity producers and banks, 
are likely to outperform.  For the resumption of the 
global travel theme, our preferred plays are the retail 
and hospitality REITS and airport operators. We 
take a detailed look at these sectors in ASEAN. 

Singapore

Singapore’s growth is expected to slow this year 
as the manufacturing sector faces challenges from 
supply chain disruption and China’s slowdown. 
However, service sectors such as hospitality, F&B, 
aviation, and tourism-related industries are slated to 
recover strongly as global travel resumes, with more 
tourist arrivals, conferences, exhibitions, and events 
taking place in Singapore. To date, passenger 
travel through Singapore Changi Airport has grown 
47% from 2021, reaching 38% of 2020’s level, and 
7% of 2019’s pre-pandemic level, suggesting the 
huge potential upside from current levels. IATA has 
forecasted air travel to return to pre-pandemic levels 
by end of 2024.

The Singapore market is trading at 16x PE on 25% 
earnings growth. We continue to be Overweight 
Singapore as we believe that its valuations can be 
supported in such a recovery scenario.

Significant pent up demand awaits the 
travel industry

Source: Bloomberg, DBS
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DPU growth led by office and hospitality

Source: Bloomberg, DBS
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We believe S-REITS will continue to benefit from 
the economic reopening. Although cost pressures 
such as utility bills and financing costs are rising, 
the financial matrix of the sector is sound enough 
to absorb such cost pressures. For example, the 
gearing cap of 60% imposed on this sector would 
reduce risk to rising interest rates and most REITs are 
at just about 45% gearing. Upward rental revisions, 
however, may face some resistance as tenants are 
already feeling the heat from higher costs, especially 
in the industrials and retail space, whereas hotels 
can charge higher room rates due to rising demand. 
Overall, we have reduced DPU growth in the sector 
from 10% to 8%. This is still yielding attractively in 
our view, and we believe hospitality and office sector 
REITS have the best growth profile. 

Singapore Banks: Mortgage loans 
remain healthy so far

Source: Bloomberg, DBS 
*Aggregate of three local banks. 
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Singapore banks should be resilient in this 
environment as earnings growth is supported by net 
interest margin expansion, stronger loan growth, 
and lower credit costs. In a rising cost environment, 
the key factors for banks are cost-to-revenue ratio, 
resilience of loan growth, and fee income growth on 
the back of challenging financial market conditions. 
We note that despite macro uncertainties and the 
risk of rising interest rates, property buyers are back 
for projects with attractive attributes, as can be seen 
from the two robust sell-through rates of projects in 
May 2022 in Singapore. 
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Reaping windfall

Source: Bloomberg, DBS
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Indonesia commodity and energy 
sectors in  play

Indonesia, as a beneficiary of a strong commodity 
sector, will see rising exports, a stronger trade 
balance, and a resilient rupiah. However, with 
domestic inflation running at a three-year high and 
an aggressive US rate hike trajectory, BI may have to 
shift to a hawkish monetary policy stance and start 
hiking interest rates in the second half of the year. As 
such, we believe market volatility may be high and 
the upside capped in the near term. 

Sectors that are likely to outperform are Energy 
and Commodity plays as prices of coal, CPO, and 
natural gas have remained elevated.

Thailand’s tourism boost

We are turning more favourable towards Thailand 
as the economy is progressively reopening to 
receive tourists, thus brightening the prospects of 
airport operators, hotels, and many other domestic 
services. As a major exporter of sugar, chicken, and 
rice, Thailand should also benefit from the recent 
export ban by other countries amid rising prices. 
Among ASEAN countries, Thailand is less likely to 
raise interest rates as its growth has so far lagged 
the rest. The BOT is expected to prioritise growth 
over inflation in its monetary policy stance. 

Key investment themes in Thailand include upstream 
Energy stocks, Tourism plays, and food exporters. 
Food exporters would benefit from rising global 
food prices, and this is on the back of food security 
concerns that may lead to protectionism policies.

Malaysia’s pump priming 

As a net oil exporter, Malaysia is expected to benefit 
from higher palm oil and fuel prices, giving rise to 
a stronger Current Account balance and a large 
surplus balance. Malaysia’s quarterly real GDP is 
set to recapture its pre-pandemic level in 2022, 
based on our 5.5% forecast, with commodity gains 
a timely help. Growth drivers are likely to shift to 
domestic demand growth as the economy transits 
to a Covid-endemic status, kickstarting a positive 
feedback loop of labour market improvement and 
strong private consumption. With the large fiscal 
surplus, we believe there is room for pump priming 
and fiscal subsidies to relief growth and inflation 
pressures. We like the stocks in the construction, 
consumer, and palm-oil sectors as beneficiaries of 
fiscal spending. 
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Tighter monetary conditions in India

Macro volatility dominated in India on key concerns 
focusing on high oil price, tighter monetary conditions, 
and exhaustion of fiscal room, contributing to a 
negative feedback loop on growth going forward. 

While foreign investors are already net sellers in 
India, inflows from domestic mutual funds could 
turn weak given this backdrop, thus rendering less 
support for the market.  The market trades at a 
74% premium to China, and 54% to AxJ. Although 
the premium has narrowed from the high, they are 
still above the historical average. The narrowing of 
premium can be alluded to weak market sentiments 
in China in the past 12 months. Hence, we believe 
with investors looking for value and catalysts, 
China should be in a better position to attract more 
interests as higher fiscal headroom, lower inflation, 
easier monetary conditions, and cheaper valuations 
set both markets apart. 

Malaysia firing on all cylinders

Source: CEIC, DBS
 Note: GDP index based on seasonally adjusted series
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We believe the Consumer Staples, Healthcare, and 
IT sectors offer revenue visibility, and should be 
resilient at reasonable valuations. FMCG brands 
have pricing power to partially offset margin 
pressure, while the IT sector may find some margin 
relief in the depreciating INR in the near term. We are 
selective on banks as NPLs may become a thorn 
at a time when interest rates and growth mix are 
turning unfavourable, especially after strong loan 
growth last year. A rise in rural income may be a 
theme benefitting from rising agricultural goods 
prices, thus favouring the two-wheelers which could 
also benefit from post-pandemic pent-up demand. 



Fear

Watch for     
Peak Duration

While inflation is likely to be elevated for a while longer, we are 
hopeful that a downshift would take place in 2H22, allowing the 
Fed and other central banks to tone down on hawkishness.
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Source: Unsplash
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Strategist

There is little doubt that inflation is the key worry 
for major central banks. In the US, CPI stayed 
stubbornly high at 8.6% in May. Inflation momentum 
(which we measure as 3M change annualised) is 
also problematic, pointing to trend CPI of 6-10% 
across various measures. We are also somewhat 
concerned about the broadening out of price 
measures and elevated core CPI prints. The situation 
is just as grim across much of the DM with Europe’s 
CPI hitting 8.1% in Mayl. Japan stands out to still 
have low inflation. However, we would note that CPI 
touched 2.5% y/y in April and could well stay above 
2% in the coming few months. Market pricing via 
breakevens in the three regions are also elevated as 
the focus now turns to sticky inflation, rather than 
those driven by energy and food prices.

Central banks, which were too complacent, 
are now taking inflation seriously. The Fed has 
delivered 150 bps of rate hikes and is probably 
on track to deliver a few more jumbo hikes before 
a downshift to 25 bps per meeting late this year. 
We see the terminal Fed funds rate at 3.5% in this 
cycle, a level that will be reached by end-2022. 
After frontloading, the Fed could pause through 
2023. Meanwhile, the ECB is also poised to raise 

the deposit rate by 100 bps by mid-2023. Within 
the G-10 space, only the BOJ has been reticent in 
tightening. We think a combination of entrenched 
deflation worries, tolerance for a weak yen, and 
still nascent signs of recovery will keep the BOJ by 
far the most dovish among the G-10 counterparts. 
However, there is risk that the BOJ may pivot if 
inflation and economic recovery take hold in the 
coming months. 

We are watching to see if peak duration fear 
will be hit. Financial conditions have deteriorated 
significantly over the past few months as market 
participants grapple with accelerated tightening. 
While inflation is likely to be elevated for a while longer, 
we are hopeful that a downshift would take place 
in 2H22, thereby allowing the Fed and other central 
banks to tone down on hawkishness. With the Fed 
and other major central banks hiking aggressively, 
recession worries are starting to appear. Recession 
worries are probably not justified for the immediate 
few quarters but could be relevant as we go deeper 
into 2023. We expect long-end US yields to peak in 
2Q/3Q and fall over the coming quarters as risks of 
slowing growth start to overshadow inflation worries.  

Eugene Leow

Strategist
07.
Global Rates.
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G-3 curves factor in monetary tightening 

Source: Bloomberg, DBS
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CNY rates: Steeper curves Foreign investors’ demand for China 
CGBs is waning

Source: Bloomberg, DBS
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Over the course of 2H22, we expect lockdowns and 
mobility restrictions around the Omicron wave to 
ease and Chinese economic momentum to pick up. 
The combination of domestic economic recovery and 
global rate hikes should mean that the window for 
further policy rate cuts in China is expected to narrow 
ahead. That said, we would still expect authorities 
to maintain accommodative liquidity conditions to 
support credit growth, with the 7D repo market rates 
trading at or slightly below the policy 7D reverse 
repo rate. To support infrastructure spending and 
other fiscal initiatives, government bond issuances 
are also expected to ramp up, resulting in greater 
duration supply and more upward pressures on 
long-term bond yields. Our 2H strategy is to look for 
opportunities to put on swap curve-steepener ideas 
to benefit from accommodative liquidity at the front-
end of the curve and the impact of larger issuances 
on the back-end. We maintain a neutral stance on 
CGB bonds, primarily because the level of yields is 
low relative to core rates, and we are likely already 
past the bottom in yields.  

Indonesia bonds are supported by one of the 
strongest external balance profiles within the region. 
Underpinned by elevated commodity prices, a 
terms of trade boost could see the Current Account 
maintain a surplus balance in 3Q. Other channels of 
external funding are also robust, such as portfolio 
equity and FDI inflows. However, we prefer to 
maintain a neutral stance on Indonesia bonds. BI 
has just started its rate normalisation process and 
duration returns could be challenging for some time, 
at least until BI is more advanced along its hike 
cycle. Indonesia bonds’ nominal yield differentials vs 
the US and Asia are low relative to historical ranges 
and could adjust wider if the global risk environment 
remains cautious and global liquidity maintains 
its tightening trend. Our 2H strategy is to look for 
good carry opportunities in short-duration Indonesia 
bonds hedged to USD, assuming onshore liquidity 
stays flush and fx forward points stay low.



3 Q 2 2  G L O B A L  R AT E S7 6

D B S  C I O  I N S I G H T S  |  T H I R D  Q U A R T E R  2 0 2 2

The RBI recently pivoted its stance away from 
prioritising economic support towards accommodation 
withdrawal and inflation control. Our forecast sees 
further rate hikes in 2H22 and the policy repo rate 
ending the year at 5.65%. We recognise that current 
RBI hike pricing is more aggressive than our forecast 
and is likely sufficient to account for the increased 
risks around inflation and external balances. However, 
it may be too early to fade as market pricing could 
overshoot, especially if inflation turns out to be stickier 
than expected. Paying INR OIS swaps to position for 
an overshoot may not be attractive as well, because 
the market has already frontloaded rate hikes and 
paying positions entails significant negative carry. 
Our 2H strategy is to look for opportunities to long 
bonds vs pay OIS swaps because we think the RBI 
could step in with liquidity neutral measures, such 
as operation twist or pairing bond purchases with 
sterilisation operations, to slow the pace of rise in 
bond yields. 

Bond-swap spreads are expected to 
stay tight in India

Source: Bloomberg, DBS
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In 1H22, fading the overpricing of the BOK’s hike 
cycle via KRW swap receivers or curve-steepeners 
has been a losing strategy. KRW rates’ typical beta 
to US rates meant that it was difficult for KRW rates 
to rally when US rates were selling off sharply. Rising 
domestic inflation prints also meant that there was 
significant uncertainty around terminal policy rates, 
which were persistently being repriced higher. 
However, in 2H, we think that KRW swap receivers 
and curve-steepeners could finally begin to perform. 
Peak 91D CD rate of above 3.50% priced for 2023 
seems too high and the BOK likely would not get 
there. The BOK had also started its hike cycle way 
ahead of the Fed and rest of Asia and therefore, we 
think KRW rates should peak earlier than the US 
or rest of Asia. On Korean bonds, equity outflows 
by locals and foreigners, combined with a smaller 
Current Account because of higher oil imports, 
could continue to weigh on total returns.

INR rates: Hike pricing could overshoot
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Malaysia’s hike pricing is expected to be 
more anchored
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PHP rates: Imports to pick up

For 2H22, we are holding a neutral to slightly bearish 
stance on RPGB bonds. The Philippines’ Current 
Account deficit is expected to stay wide on elevated 
energy prices and further economic re-opening. 
Post the May elections, fiscal spending should also 
pick up ahead and contribute to greater imports. 
The expected weakening in external balances 
could passthrough to higher imported inflation and 
by extension, greater impetus for bond yields to 
cheapen. BSP appears to be bringing forward its rate 
hike cycle, which should create some assurance over 
inflation risks. However, an earlier and faster pace of 
rate hikes could put some near-term pressures on 
bonds, though taking earlier action on inflation risks 
should mean that yields peak at a lower level. We are 
staying on the sidelines for now but think there could 
be opportunities to turn bullish in 2H if bond yields 
and currency were to significantly cheapen.

MYR rates: Less pressures to hike aggressively

While we expect MYR rates to rise alongside core 
rates, more favourable macro fundamentals suggest 
that MYR rates would be better anchored (i.e. rise by 
a smaller quantum) relative to regional rates. Inflation 
risks are seen as more benign relative to peer Asian 
economies, partly due to price controls. On the 
Current Account, BN is forecasting a large surplus 
balance of 4.2-4.7% of GDP in 2022 vs 3.5% of GDP 
in 2021, as Malaysia benefits from higher palm oil 
and natural gas export prices. Therefore, we expect 
less pressure on BN to hike rates aggressively and 
by extension, lower uncertainty premium to be 
priced into terminal policy rates. In 2H22, we think 
receive MYR swaps vs pay other Asia swaps ideas 
could perform well. Bond technicals should also 
improve ahead. Post the latest round of member 
withdrawals, we expect the Employee Provident 
Fund to rebuild assets under management and 
lead to greater buying capacity for long-duration 
government bonds.
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10Y SGS as a balanced play
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Thailand’s tourism recovery appears to 
be progressing at a slow pace
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We think that SGSs are attractive in the current volatile 
environment. Investors are dealing with elevated 
inflation and potential recession risks. In which case, 
positioning should be such that an idea can hold up 
relatively well in both scenarios. If inflation persists, 
twin tightening (from the Fed and the MAS) should 
point to SGS outperformance vs UST. Conversely, if 
a recession is coming, demand for safety should lead 
to a bid for the longer tenors (5Y and 10Y). Granted, 
USTs would probably fare better in the latter, but a 
balance needs to be struck between two different 
scenarios. We are also cognizant that if risk appetite 
does improve, there could be scope for the SGD to 
appreciate vs the US. From a fixed income point of 
view, interest rates parity could manifest, widening 
the spread between USD and SGD interest rates. 

THB rates: Policy laggard but rates to 
underperform

The BOT is expected to be a laggard in terms of 
policy normalisation. However, that does not mean 
that THB rates would necessarily outperform 
or be more stable against the rising core rates 
environment. In fact, we think THB OIS rates and 
Thai bond yields would cheapen more than regional 
rates markets. High inflation prints, delayed tourism 
recovery, and heavy FY22 bond supply are significant 
headwinds that we see persisting through 3Q. THB 
rates’ low starting levels (relative to peer EM low 
yielders) and typically high beta to USD rates also 
suggest relatively more scope to cheapen. We do 
recognise that the BOT could stay relatively dovish 
and occasionally push back against markets’ hike 
expectations, leading to pull-backs/dips in THB OIS 
rates. Our 2H strategy is to use such pull-backs/
dips to enter OIS payers as we think markets would 
persistently price for high levels of risk premium in 
THB rates.

SGD Rates: Safety play   

Source: Bloomberg, DBS

Source: Bloomberg, DBS
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2022 2023

1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q

US

3M  SOFR OIS 0.67 2.00 3.00 3.38 3.38 3.38 3.38 3.38

2Y 2.33 3.20 3.30 3.40 3.30 3.20 3.15 3.10

10Y 2.34 3.50 3.50 3.40 3.25 3.05 3.00 2.90

10Y-2Y 0 30 20 0 -5 -15 -15 -20

Japan

3M TIBOR 0.07 0.07 0.07 0.07 0.07 0.07 0.07 0.07

2Y -0.03 -0.05 -0.05 -0.05 -0.05 -0.05 -0.05 -0.05

10Y 0.22 0.20 0.25 0.25 0.25 0.25 0.25 0.25

10Y-2Y 25 25 30 30 30 30 30 30

Eurozone

3M EURIBOR -0.46 -0.35 0.40 0.90 1.15 1.40 1.40 1.40

2Y -0.07 1.00 1.30 1.50 1.50 1.50 1.50 1.50

10Y 0.55 1.80 2.00 2.00 1.85 1.75 1.65 1.60

10Y-2Y 62 80 70 50 35 25 15 10

Indonesia

3M JIBOR 3.65 3.70 4.25 4.55 4.80 4.80 4.80 4.80

2Y 4.42 5.90 5.95 6.00 5.90 5.80 5.70 5.70

10Y 6.74 7.40 7.55 7.55 7.50 7.30 7.20 7.05

10Y-2Y 232 150 160 155 160 150 150 135

Malaysia

3M KLIBOR 1.97 2.26 2.53 2.55 2.82 3.10 3.12 3.14

3Y 3.18 3.70 3.60 3.50 3.40 3.35 3.30 3.30

10Y 3.87 4.50 4.50 4.40 4.25 4.05 4.00 3.90

10Y-3Y 69 80 90 90 85 70 70 60

Philippines

3M PHP ref rate 3.09 3.30 3.50 3.70 3.90 4.10 4.05 4.00

2Y 3.35 4.00 4.20 4.40 4.60 4.70 4.65 4.60

10Y 5.83 6.80 6.90 6.90 6.80 6.65 6.60 6.50

10Y-2Y 248 280 270 250 220 195 195 190

Singapore

3M SORA OIS 0.65 1.80 2.48 2.48 2.48 2.48 2.48 2.48

2Y 1.86 2.50 2.60 2.65 2.60 2.50 2.50 2.45

10Y 2.34 3.10 3.10 3.00 2.85 2.70 2.70 2.65

10Y-2Y 48 60 50 35 25 20 20 20

Rates forecasts

Source: CEIC, Bloomberg, DBS%, eop, govt bond yield for 2-year and 10-year, spread bps.
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2022 2023

1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q

Thailand

3M BIBOR 0.63 0.62 0.62 0.62 0.62 0.87 0.87 1.12

2Y 1.07 2.00 1.90 1.80 1.70 1.60 1.55 1.50

10Y 2.26 3.15 3.15 3.05 3.00 2.90 2.90 2.85

10Y-2Y 118 115 125 125 130 130 135 135

Mainland 
China

1Y  LPR 3.70 3.60 3.50 3.50 3.50 3.50 3.65 3.65

2Y 2.41 2.20 2.30 2.40 2.50 2.60 2.60 2.60

10Y 2.79 2.70 2.75 2.80 2.85 2.90 2.95 3.00

10Y-2Y 38 50 45 40 35 30 35 40

Hong Kong

3M HIBOR 0.55 1.35 2.30 2.68 2.93 3.13 3.13 3.13

2Y 1.65 3.00 3.20 3.30 3.20 3.10 3.05 3.00

10Y 2.09 3.40 3.40 3.30 3.15 2.95 2.90 2.80

10Y-2Y 44 40 20 0 -5 -15 -15 -20

South Korea

3M CD 1.51 2.00 2.50 2.75 2.75 2.75 2.75 2.75

3Y 2.66 3.65 3.75 3.85 3.75 3.65 3.60 3.55

10Y 2.97 4.00 3.95 3.85 3.75 3.55 3.50 3.40

10Y-3Y 30 35 20 0 0 -10 -10 -15

India

3M MIBOR 4.24 5.10 5.60 5.85 6.10 6.25 6.25 6.25

2Y 5.00 6.30 6.40 6.45 6.50 6.50 6.50 6.50

10Y 6.84 7.55 7.70 7.80 7.80 7.80 7.80 7.80

10Y-2Y 184 125 130 135 130 130 130 130

Source: CEIC, Bloomberg, DBS%, eop, govt bond yield for 2-year and 10-year, spread bps.



the taper
Cash

Quality over 

Yield curve inversion has generally led to IG credit outperforming HY, 
which means that investors seeking to take credit risk for additional 
returns should remain up in quality. We see asymmetry in outcomes 
benefitting investors who switch from cash to IG credit.

G L O B A L  C R E D I T  3 Q 2 2

Source: AFP Photo
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Rate hike projections buck 40-year trend

Source: Bloomberg, DBS

The false allure of cash. The investing world has 
found no shortage of risks in 2022, with the largest 
commodity moves in a decade, the threat of war 
emerging in the European continent, widespread 
volatility around risk assets, and the first 75 bps US 
Federal Reserve rate hike in 28 years. Under such 
environments of profound uncertainty, it is natural 
for risk averse investors to seek first the safety of 
cash. Yet the prospect of facing the highest inflation 
in 40 years leaves it difficult to imagine that cash 
would register positive real returns over the longer 
run. Moreover, those who are banking on interest 
rate hikes to increase the returns of cash may find 
themselves disappointed on two accounts:

1. Ever-lower peak interest rates. Despite the 
aggressiveness by which the Fed had projected 
the path of interest rates, history has shown 
that each subsequent peak in the hiking cycle 
had always been lower than the last since the 
1980s, owing to the secular decline of the long-
term neutral rate of interest from (a) ageing 
demographics, (b) high global debt burdens, 
and (c) technological disruption leading to 
a productivity boom. This time may not be 
different.

2. Low terminal rates. Even with the current 
hawkish estimates, the FOMC median peak rate 
is presently 3.75%, while the Fed funds futures 
peak pricing is c.3.9%. Both remain lower than 
the recent PCE core inflation prints of c.4.9% 
and the Fed’s own projection of it to reach 4.3% 
by end-2022. The Fed will not rescue the holders 
of cash from the erosion of purchasing power.
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Higher debt, lower yields

Source: Bloomberg, DBS
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Real returns require risk. This suggests that an 
element of risk-taking is still necessary for investors 
to beat inflation in the longer term. For investors who 
do not wish to deviate too far from the safety of cash, 
bonds had traditionally been the asset class of the 
closest risk proximity, generating higher yields from 
a combination of credit and duration risk. However, 
watching the gyration of rates in the first half of 2022 
has not been easy for the faint-hearted; UST volatility 
this year has reached levels not seen since the era of 
the GFC in 2009.

The return of risk-free returns. Undeniably, such 
volatility was precipitated by some of the most 
hawkish projections of monetary policy tightening 
in decades. The upshot is that the risk-free curve 
has now steepened so significantly above the zero-
bound that riskless returns now present a compelling 
alternative. The million-dollar question for bonds at 
this juncture, is whether the time is nigh for investors 
to venture out of the stability of cash in search of 
such incremental yields. Certain indicators suggest 
that we are close.

Hawkishness is priced in. A fair estimate of the 
degree of hawkishness in bond yields is to compare 
the US five year forward 5Y yield (5Y5Y) with the 
Fed’s estimate of the long-run neutral rate (as 
represented in the regularly published “dot plot”). 
As shorter-term rates up to the 5Y tenor have been 
good gauges for policy expectations, the 5Y5Y yield 
is a proxy for policy expectations five years into the 
future. Presently, the 5Y5Y yield is showing one of 
the largest deviations from the Fed’s estimate of 
the neutral rate, implying that the market expects 
monetary policy to remain tight even five years from 
today – an overestimate in our view. In the last 10 
years, the 5Y5Y had breached the neutral rate 
meaningfully only twice – once in the 2013 “Taper 
Tantrum”, and another during the aggressive 2017-
2018 rate hiking cycle. On hindsight, those were 
also periods affected by overly hawkish sentiment, 
which gave investors an opportunity in bonds – the 
one year forward returns on the 10Y UST exceeded 
8% on average following those periods.

History suggests that hawkishness is in 
the price

Source: Bloomberg, DBS

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

3.5%

4.0%

4.5%

5.0%

2012 2014 2016 2018 2020 2022

Avg. 1Y
forward 10Y
UST returns:
8.2%

Avg. 1Y
forward 10Y
UST returns:
8.3% 

FOMC Long-run dot US 5Y5Y yield

Yield peaks marked by 10% declines

Source: Bloomberg, DBS

1989 19991994 2004 2009 2014 2019

10Y UST y/y returns <-10% 10Y UST yield

0%

1%

2%

3%

4%

5%

6%

7%

8%

9%

10%

U
S

T 
yi

el
d



3 Q 2 2  G L O B A L  C R E D I T8 4

D B S  C I O  I N S I G H T S  |  T H I R D  Q U A R T E R  2 0 2 2

Identifying yield peaks. Another more technical 
identifier of near-term UST yield peaks is to look 
at price corrections. In this multi-decade bond bull 
market, there had been only three other instances 
outside of 2022 that had seen the total returns on 
the 10Y UST bond fall more than 10% y/y; in each 
instance we also observed a localised peak in yields 
that preceded a significant rally in bonds within the 
next 1-2 years.

Riskless returns are not enough. That said, despite 
how far rates have risen, the current 10Y UST yield 
of c.3.4% still leaves much to be desired given the 
prospect of even higher inflation. Fortunately, credit 
spreads have also widened from historically tight 
levels to make all-in yields more compelling at this 
juncture. This phenomenon of both rising rates 
and spread widening appears quite atypical. Under 
a strong economy, the general expectation is that 
rate rises would be accompanied by credit spread 
compression instead given a pro-risk economic 
environment, while the opposite is true for a 
weakening economy. Nonetheless, market forces 

Credit is no longer expensive

Source: Bloomberg, DBS
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have presented an opportunity to generate cash-
beating returns. The critical consideration, however, 
is determining where we are in the credit cycle, in 
order to avoid facing inordinate default risk in the 
pursuit of excess returns. 

Does high inflation precede a default cycle? It 
is intuitive to consider that high inflation can lead to 
a default cycle – central banks hiking interest rates 
aggressively to maintain price stability had affected 
debt serviceability on corporate and sovereign 
balance sheets in the past. Looking over long-term 
default trends since the 1960s, this was true prior to 
the year 2000, when inflation appeared to coincide 
with recessions and higher default rates. However, 
following the turn of the millennium, recessions and 
default cycles appear to coincide with episodes of 
disinflation instead. One hypothesis for this step-
change is that money supply had been much tighter 
before than after the year 2000; the average yield on 
the 10Y UST was c.8.2% pre-2000 and only c.3.2% 
post. Therefore, balance sheets were much more 
sensitive to rising rates in the past than the present. 

Post-2000 default cycles led by 
disinflation

Source: Moody’s Investors service, Bloomberg, DBS
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Quality comes cheap. Having just emerged 
from a two-year pandemic, it would be difficult to 
comprehend that we may be in anything other than 
early in the credit cycle. Yet the speed by which 
policy expectations had swung from extremely 
dovish to extremely hawkish appears to indicate that 
we may be closer to mid to late-cycle dynamics in 
credit – another reason to maintain a bias for quality. 
Fortunately, the price for good quality credit has 
scarcely been as reasonable as it has become, with 
global IG yields at c.4.4% – a level not seen in the 
last 10 years; exceeding even the peak of the Covid 
crisis.

Yields beat cash returns even with rising rates. 
Such attractive yields provide a degree of buffer 
in this rising rate environment. Using a sensitivity 
analysis, we note that IG credit of 5Y duration and 
below can withstand up to 50 bps higher yields 
without running into losses by the end of the year. 
Beyond this year however, IG credit is still expected 
to outperform cash in a 5Y horizon, given that the 

Post-2000 recessions appear to be led more by 
disinflationary demand shocks than rapidly tightening 
money supply, and hence it may be premature to 
consider that high inflation in the present warrants 
the start of a default cycle.

Credit quality matters in a hiking cycle. This does 
not mean however, that investors pile into credit 
without an awareness of the interest rate environment 
entirely. The slope of the yield curve between 
the on-the-run 2Y and 10Y UST has flattened 
aggressively this year under hawkish forward 
guidance from the Fed. Ominously, this 2-10Y slope 
had even dipped into negative territory right at the 
end of 1Q22, an inversion that has been one of the 
most reliable recession indicators in financial history, 
preceding every recession since 1957. While the 
timing of an eventual recession is uncertain, what 
is clearer is that curve inversion has generally led to 
IG credit outperforming HY in spread terms, which 
means that investors seeking to take credit risk for 
additional returns should remain up in quality.

IG outperforms following curve 
inversions

Source: Bloomberg, DBS
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Source: Unsplash

End-2022 IG return expectations based on yield sensitivity

Source: Bloomberg, DBS

present yield levels of c.4.4% are still higher than the 
aforementioned FOMC median peak rate of 3.75%, 
and the Fed funds futures peak pricing of c.3.9% in 
May 2023.

Inflation-beating returns. While looking at recent 
headline inflation prints above 8% may seem daunting 
for credit, it is in taking a step back and seeing the 
larger picture that we can get the confidence to 
invest for the long run. Looking at cumulative returns 
since 2003, short-duration IG credit (1-5Y) has 
meaningfully surpassed the cumulative increases 
in CPI, leaving a stellar track record in rising above 
inflation. The same however, cannot be said of cash 
returns, as the low-rate environment of the post-
GFC era had seen cumulative returns significantly 
underperform inflation to-date. 

Inflation-beating credit returns

Source: Bloomberg, DBS
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Duration -20bp -10bp 0bp +10bp +20bp +30bp +40bp +50bp

1-3Y 2.4% 2.2% 2.0% 1.8% 1.6% 1.4% 1.2% 1.0%

3-5Y 3.1% 2.7% 2.3% 1.9% 1.6% 1.2% 0.8% 0.4%

5-7Y 3.5% 3.0% 2.5% 1.9% 1.4% 0.8% 0.3% -0.3%

7-10Y 4.1% 3.3% 2.6% 1.9% 1.1% 0.4% -0.4% -1.1%

>10Y 5.5% 4.1% 2.8% 1.4% 0.1% -1.3% -2.6% -4.0%



Source: AFP Photo



3 Q 2 2  G L O B A L  C R E D I T8 8

D B S  C I O  I N S I G H T S  |  T H I R D  Q U A R T E R  2 0 2 2

DM IG faced minimal outflows YTD

Source: EPFR Global, DBS
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Fund flows have been resilient. From a technical 
standpoint, fund flows into high quality credit have 
been resilient in 2022 despite a weakness across 
most risk markets. Where most higher risk EM or 
HY credit markets had experienced up to c.5% 
cumulative outflows year-to-date, DM IG credit 
had only seen a minute 0.6% reduction. Further 
flight-to-quality sentiment may present a tailwind 
for this space in the second half of 2022 as rates 
reprice higher against a backdrop of slowing growth 
concerns.

In summary, we see the asymmetry in outcomes 
benefitting investors who switch from cash 
to IG credit. Firstly, should rate hikes proceed as 
anticipated, investors would still obtain a return on 
IG credit that exceeds the anticipated higher cash 
deposit rates. By our estimates, even with a 75bp 
hike in July, the Fed still needs to hike 25bp every 
meeting after till April 2024 – reaching a peak rate 
of 6% - before cash would outperform short-dated 
IG over the next 2 years. Secondly, should history 
repeat itself and the Fed find themselves unable to 
hike aggressively as expected, the yields on short-
term bonds would reprice lower and result in capital 
gains for high quality credit. We view this risk-reward 
advantageous for investors to switch from cash into 
short-dated (3–5 year duration), high quality credit 
(A/BBB sweet spot) – capitalising on the certainty 
of income generation while most other risk assets 
grapple with volatility.



  extend 

USD rally 
    may not

At 20-year highs, USD has the attributes of a weak currency – 
decades-high inflation, record trade deficits, and weak growth 
bordering on recession. 

G L O B A L  C U R R E N C I E S  3 Q 2 2

Source: AFP Photo
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Record trade deficits and decades-high 
inflation are not the hallmarks of a strong 
USD

Source: Bloomberg DBS

The DXY was exceptionally strong after the Russia-
Ukraine crisis begun. Backed by US President Joe 
Biden to bring down US inflation, the Fed started 
frontloading 50 bps and 75 bps hikes to quickly return 
rates to neutral this year. Stagflation worries sent the 
EUR and GBP below 1.04 and 1.22, respectively. 
Monetary policy divergences propelled USD/JPY to 
135 and USD/CHF above parity. Risk aversion sent 
commodity currencies, AUD and NZD, below 0.70 
and 0.63, respectively. CNY stopped appreciating 
after the invasion and plunged 7% by mid-May on 
China’s Covid-Zero policy and clampdowns in the 
private sector. INR, THB, and PHP were pressured 
by higher oil prices on their trade deficits and inflation. 
Despite sounder fundamentals, SGD and MYR did 
not buck the selloff in the regional currencies. 

At 20-year highs, USD has the attributes of a weak 
currency, i.e. decades-high inflation, record trade 
deficits, and weak growth bordering on recession. 

The debate on US monetary policy will likely shift 
from the terminal rate to the Fed’s credibility. With 
America within inches of a cost-of-living crisis, the 
greenback is also at risk from the Democrats losing 
one or two houses at the US mid-term elections in 
November. Meanwhile, the ECB, BOE, RBA, and 
SNB have prioritised inflation before growth in their 
monetary policies. They also view further currency 
weakness as unhelpful in restoring price stability. 

However, Emerging Asian currencies appear more 
disparate. While USD might have more upside 
against CNY, THB, PHP, and INR, it might have 
peaked against SGD, MYR, and VND. The regional 
economies (especially China) are well-positioned to 
benefit from reopening their borders and economies. 
According to the IMF’s latest forecasts, the outlook 
for the Western economies has weakened, with Asia 
set to lead world growth again. A decision by the 
Biden administration to fight US inflation by easing 
tariffs on Chinese imports will also be welcome.

The greenback’s surge in 1H22 is 
unsustainable

Source: Bloomberg DBS
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The strong USD seen in 1H22 might not extend 
into 2H22. The US fundamentals that propelled the 
DXY to a 20-year high of 105.5 in June have eroded. 
Apart from record-wide trade deficits and elevated 
inflation, US GDP contracted by an annualised 1.5% 
q/q saar in 1Q22. At the June FOMC meeting, the 
Fed acknowledged that frontloading hikes to control 
elevated inflation would lower economic growth 
below its long-term potential of 1.8%. The pace of 
Fed hikes has increased with each FOMC meeting 
from 25 bps in March to 50 bps in May and 75 bps 
in June. Our chief economist projects three 50 bps 
hikes in July, September, and November, and a final 
25 bps hike in December taking the terminal Fed 
Funds Rate to 3.50%. With US bond yields having 
risen into a 3-3.5% range, above the Fed’s estimated 
2-3% neutral range, markets have fully discounted 
the Fed hike cycle. In November, the US mid-term 
elections can hurt USD if the Democrats lose control 
of one or both houses of Congress. The Blue Wave 
at the 2020 elections put a floor to USD by providing 
President Biden the mandate to deliver massive 
stimulus that lifted US growth above Eurozone and 
closer to China’s.  

The USD Index should back off from the 
top of its price channel

Source: Bloomberg DBS

CAD holds a stable range between 1.20 and 1.31 
per USD this year. As of mid-June, CAD traded in a 
4.6% range vs USD, significantly narrower than the 
other DXY components –JPY (19.2%), SEK (14.1%), 
GBP (12.4%), CHF (10.1%), and EUR (9.4%). We 
attribute CAD’s stability to the central bank (BOC) 
and the Fed moving together with a 25 bps hike to 
0.50% in March and a 50 bps increase to 1% in May. 
The BOC would probably have followed the Fed’s 75 
bps hike in June if its meeting was nearer the FOMC 
meeting. Like the Fed, the BOC wants to lift rates to 
or above the neutral 2-3% range. With Canada’s CPI 
inflation hitting a 30-year high of 6.8% y/y in April, the 
BOC does not want inflation expectations to become 
unhinged and seeks to prevent demand from getting 
ahead of supply. Canada’s growth outlook is also 
stronger than America’s. When the BOC lowers this 
year’s 4.25% growth forecast in July, it should be 
higher than the IMF’s 2.5% forecast for US growth 
in 2022. All said, higher rates can still impact the 
Canadian housing sector which accounted for a fifth 
of the post-pandemic growth rebound in 2021.
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We expect EUR to consolidate in a 1.05-1.15 
range in 2H22. Despite speculation for more 
depreciation, 2015-2017 demonstrated that the 
parity level, while near, also proved elusive. EUR 
might bottom around 1.04 in May-June because the 
factors responsible for its depreciation over the past 
12 months have waned. According to projections 
of the Fed and the central bank (ECB) in June, US 
growth will be slower than the Eurozone this year 
and in 2023. With core inflation rising above the 
2% target to 3.8% y/y in May, the ECB has joined 
other central banks in normalising monetary policy. 
Apart from ending net asset purchases in July, the 
ECB will end negative rates in September, starting in 
July with a 25 bps hike in the deposit facility rate to 
-0.25%. The ECB will likely lift its forward guidance 
again in September on higher price readings. Hence, 
the hawks in the governing council will be pushing 
for at least two 50 bps hikes to ratify the EU bond 
market’s view for rates to return to neutral (estimated 
at 1-2%) this year. The ECB will favour a stronger 
EUR to curb inflation like its Swiss counterpart. To 
tackle fragmentation risk, the ECB is also finalizing a 
new crisis-fighting tool to limit the borrowing cost of 
weaker EU members.

Euro likely consolidate between 1.05 
and 1.15 after its plunge

Source: Bloomberg, DBS

GBP might have bottomed at 1.20 in June with 
scope to consolidate. After the Brexit Referendum 
in 2016, GBP did not trade below 1.20 except for a 
week during the Covid-19 outbreak in March 2020. 
GBP traded between 1.20 and 1.33 for six months 
in 2016-2017 and four-five months in 2019 and 
three-four months in 2020. Unlike the past half-year, 
the central bank (BOE) has become less indecisive 
about prioritising double-digit inflation, leaving the 
UK Treasury to address the cost-of-living crisis. In 
2H22, the BOE would require a wage-price spiral 
to hike more “forcefully” by 50 bps after delivering 
four 25 bps hikes in 1H22 to 1.25%. Between 
June 2021 and June 2022, GBP has discounted 
much bad news during its 16.2% depreciation from 
1.4250 to 1.1930. Even so, GBP is not about to 
surge above 1.30 back to 1.40 anytime soon. The 
National Institute of Economic and Social Research 
estimated that GDP could contract 0.4% in 2Q22. 
Although Prime Minister Boris Johnson survived a 
no-confidence vote from his Conservative Party, 
his position is weakened and will likely face more 
leadership challenges before the next general 
elections in May 2024. 
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JPY is a heavily oversold currency that might be 
due for a correction.  On 14 June, JPY depreciated 
15% YTD to 135.47 per USD, its weakest level since 
1998. Historically, when JPY plunges more than 
10% in the first half of the year, it consolidates in 
the third quarter. Several developments suggest that 
this could happen again. Japanese policymakers 
and companies are no longer ambiguous about a 
weak JPY harming Japan’s economy. On 8 June, 
BOJ Governor Kuroda was forced to retract his 
comment about Japanese consumers becoming 
more tolerant of price increases. For the first time on 
10 June, the Ministry of Finance, the BOJ, and the 
Financial Services Agency issued a joint statement 
expressing “concern” about the recent rapid decline 
in JPY. Markets have not been able to take the 10Y 
JGB yield above 0.25% because the BOJ is still the 
largest holder of JGBs and is committed to its yield 
curve control policy. Unlike March-June, Fed hikes 
might not boost US bond yields that are already 
above the Fed’s neutral range of 2-3% and facing 
US recession risks. 

CHF can recover within its pre-pandemic range 
between 0.95 and 1.03 per USD. USD/CHF tried 
and failed to break above parity in May and June. 
On 16 June, Switzerland ceased to have the lowest 
policy rate in the world. For the first time since 
2007, the central bank (SNB) lifted its policy rate 
by a bigger-than-expected 50 bps to -0.25%. With 
the threat to price stability shifting from persistent 
deflation to rising inflation, the SNB intends to 
keep raising rates and stands ready to intervene to 
combat CHF weakness. CPI inflation hit a 14-year 
high of 2.9% y/y in May. Core inflation doubled to 
1.8% in May from 0.9% in January. Based on the 
SNB’s assessment that inflation will still be above its 
0-2% target in 1Q25 (forecast horizon), the door is 
open for another 50 bps hike at the next meeting on 
22 September. The 2Y and 10Y Swiss bond yields 
have already risen above 1% towards 1.50% in 
June. Earlier on 13 May, Fitch affirmed Switzerland’s 
triple-A sovereign debt rating with a stable outlook on 
its healthy Current Account surpluses, prudent fiscal 
policy, and substantial external creditor position. 

The Swiss National Bank favours a firmer 
Swiss franc to fight inflation

Source: Bloomberg DBS
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The Japanese yen is heavily oversold 
and likely to correct 

Source: Bloomberg, DBS
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AUD to recover towards 0.75 after bottoming 
around 0.69 in May-June. For the first time since 
2010, the central bank (RBA) hiked the cash rate 
target by 25 bps to 0.35% on 3 May. It followed 
through with a 50 bps (again larger-than-expected) 
increase to 0.85% on 7 June. More 50 bps hike 
are likely at the next few meetings. RBA Governor 
Philip Lowe expected rates to normalise at 2.50%. 
CPI inflation surged to 5.1% y/y in 1Q22 from 3.5% 
in 4Q21, well above the 2-3% target. According to 
the Statement of Monetary Policy in May, inflation 
is expected to rise to 6% by December 2022 
before easing to 3.25% in December 2023. The 
unemployment rate is projected to stay in the “high 
threes” from June 2022 into June 2024. Wage 
growth is set to be materially larger over the coming 
year from more companies needing to offer higher 
wages and non-wage remuneration to attract and 
retain staff. Although the IMF downgraded its 2022 
world growth forecast to 3.6% in April from its 4.4% 
estimate in January, it upgraded Australia’s growth 
to 4.2% from 4.1% on higher commodity prices and 
the reopening of its economy. 

NZD can recover to 0.69 in 2023 after bottoming 
at around 0.62 in June. Except for two months 
during the Covid-19 outbreak in 2020, NZD held 
a 0.62-0.75 range after the currency war in 2015. 
The central bank (RBNZ) frontloaded 50 bps hikes 
in April and May and lifted the official cash rate 
to 2%. The RBNZ expects CPI inflation to peak 
around 7% in 3Q22 from a 32-year high of 6.9% 
y/y in 1Q22 before returning gradually into the 1-3% 
inflation target range by mid-2023. In mid-June, the 
2Y and 10Y bond yields rose to 3.86% and 4.26% 
respectively, anticipating the OCR’s rise above 3% 
this year. Starting in June, the RBNZ became the 
first central bank to exit its QE programme (over 
the next five years). The RBNZ remains confident 
in the underlying strength of the economy, namely, 
the strong labour market, sound household balance 
sheets, continued fiscal support, and strong terms 
of trade. Despite its hawkish tone, the RBNZ noted 
that elevated inflation has evolved into a cost-of-
living crisis pressurising household budgets and 
is not complacent about a decline in house prices 
from rising borrowing costs or the possibility of a 
synchronised world recession.

The Australian dollar should rebound 
after dipping below 0.70

Source: Bloomberg, DBS
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The New Zealand dollar has a habit of 
recovering from below 0.63

Source: Bloomberg, DBS
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Source: AFP Photo
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CNY The Chinese yuan played catch up to 
USD strength 

HKD The Hong Kong dollar keeps near 7.85 
during the early part of a Fed hike cycle

Asia Currencies  
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Our view for a weaker CNY this year finally paid 
off. CNY peaked at 6.31 per USD on 24 February, 
four days after Russia invaded Ukraine. By 13 May, 
CNY had depreciated 7.1% to 6.80 on 13 May on 
monetary policy divergences. First, the USD hit a 
20-year high after the Fed delivered a 50 bps hike 
on 5 May. Second, the central bank (PBOC) kept 
easing monetary policy to support the Chinese 
economy. Our economist does not expect China to 
meet its official 5.5% growth target this year. Instead, 
he predicts 4.8% growth from lockdowns on the 
Covid-Zero policy, regulatory clampdowns in the 
tech sector and the struggling property sector. To 
cushion the CNY’s depreciation, the PBOC lowered, 
with effect from 15 May, the reserve requirement 
ratio for foreign currency deposits to 8% from 9%. In 
2H22, selling pressures on the CNY should abate as 
China exits lockdowns on falling infections, with the 
government pushing stimulus to speed the recovery. 
Finally, CNY could receive a boost if the Biden 
administration decides to ease tariffs on Chinese 
imports to help lower US inflation.

The HKD’S peg to the USD has and will continue 
to weather tough times. Since 11 May, the de facto 
central bank (HKMA) has been demonstrating its 
resolve, via interventions, to defend USD/HKD at the 
top of the 7.75-7.85 convertibility band. The HKMA 
also matched each Fed hike by aligning its base rate 
to the Fed Funds Rate target range floor. Despite its 
fall from HKD457b in early September to HKD281b 
in mid-June, the aggregate balance (a key measure 
of liquidity in the banking system) held significantly 
above HKD54b, the low during the Covid-19 
outbreak in March 2020. The worst may be over for 
the fifth Covid wave and the economy as restrictions 
ease with the government pushing citizens to get a 
third vaccine boost. The government’s new 2022 
GDP growth forecast, downgraded to 1-2% from 
2-3.5% previously, points to a rebound from the 
negative 4% growth in 1Q22. Sentiment should 
further improve from the easing of restrictions and 
the reopening of factories in China. Lastly, the heavy 
pressures on Asian currencies from a strong USD 
should ease after the Fed’s warning that rate hikes 
might hurt the US economy.
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KRW The South Korean won’s weakness 
should give way to a 1200-1300 range
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SGD The Singapore dollar is resilient in a 1.34-
1.40 range on a tighter SGD policy
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KRW might have bottomed or is close to one against 
the USD. Over the past 18 months to June, KRW 
has depreciated by 16% to 1294 per USD. Its selloff 
was comparable to the 18% loss over 24 months 
in 2018-2020 and the 19% decline over 20 months 
in 2014-2016. To set the stage for a KRW recovery, 
the selling pressures on the JPY and CNY must 
abate, preferably on reopening the South Korean, 
Japanese, and Chinese economies. It would be 
equally important for US bond yields to stabilise and 
cool global USD strength. Given the uncertainties 
from the Russia-Ukraine crisis and the aggressive 
Western rate hikes to rein in inflation, USD/KRW 
lacks the favourable global economic landscapes 
of 2017 and 2020 to fall below 1100 by end-2023. 
Also, political observers worry that South Korea’s 
new president Yoon Suk-yeol lacks the popularity 
and political experience to take a tough stance on 
North Korea’s nuclear threat and manage the growing 
rivalry between China and the US. At home, the Yoon 
administration also needs to address the people’s 
growing dissatisfaction over the widening income 
and record-high property prices and household debt. 

Barring global shocks, we do not see the USD/SGD 
rising above its 1.34-1.40 range this year. As of 17 
June, SGD has depreciated 3% YTD against USD 
to become the third most resilient Asian currency. 
Except for HKD and VND, the other Emerging 
Asian currencies declined between 3.9% to 7.7%. 
While not immune to a stronger USD in 1H22, SGD 
was underpinned by a third and more aggressive 
tightening in the SGD NEER policy in April. Since 
last October, the central bank (MAS) steepened the 
policy band’s slope thrice to an appreciation pace of 
3% a year and recentred it once at the last meeting. 
Without these tighter measures, USD/SGD would 
have traded into a higher 1.40-1.45 range on a 
20-year high USD Index (DXY). At the approaching 
policy review in October, we see the MAS lifting 
its inflation forecast again and recentring the band 
higher for the second time. Our economist expects 
the Singapore economy to expand at 3.5% this year, 
in the lower half of the official 3-5% growth forecast. 
During his May Day address, Prime Minister Lee 
Hsien Loong warned of a global recession within the 
next two years. 
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The Indian rupee depreciated to new 
record lows but is not a weak currency

The Indonesian rupiah has held up well 
against global uncertainties
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INR 

IDR

Barring unforeseen shocks, we expect the INR 
to keep depreciating in the lower half of its price 
channel. Despite new lifetime lows against USD 
since May, we should not mistake the INR as a 
weak currency. As of 17 June, INR was the seventh 
“best performer” out of the 19 currencies (under our 
watch) that depreciated against USD. On an indexed 
basis, the INR’s depreciation pace closely tracked 
Emerging Asian currencies in the first six months. 
While above its official 2-6% target, India’s CPI 
inflation (May: 7.04% y/y) was not as high as those 
in the UK (Apr: 9% y/y), the US (May: 8.6%) and the 
Eurozone (May: 8.1%) triggered by Russia’s invasion 
of Ukraine. To manage the INR’s depreciation in a 
hawkish environment, the central bank (RBI) hiked 
rates by 40 bps on 4 May, and again by 50 bps on 
8 June, and intervened to smooth currency volatility. 
Despite a wider Current Account deficit, India is 
well-positioned to achieve a soft landing this year. 
India experienced little spill-over effects from Sri 
Lanka’s economic crisis. Besides providing aid, India 
supported Sri Lanka’s bid for an IMF bailout. 

IDR has been resilient to a stronger USD and held 
its post-Covid range of 13900-15000 per USD. 
In 1H22, IDR traded in a 4.1%-wide range that 
was narrower than its regional peers such as THB 
(10%), MYR (6.2%), PHP (5.8%), and SGD (4.3%). 
Although the central bank (BI) did not hike rates, it 
plans to drain IDR110t worth of liquidity from the 
banking system via a reserve requirement ratio hike 
to 9% from 6.5% in September. Indonesia does 
not suffer from elevated inflation like the West. In 
May, headline CPI and core inflation were 3.55% 
y/y and 2.58% respectively, inside the official 2-4% 
target. Our economist expects BI to hike by 50% 
in 3Q22 and 25 bps each in 4Q22 and 1Q23. She 
also expects 2022 growth to be 4.8%, at the lower 
spectrum of BI’s 4.5-5.3% forecast. BI also expects 
this year’s current account deficit to be manageable 
at 0.5-1.3% of GDP. Trade surpluses have remained 
healthy, supported by double-digit export growth. 
Although the government’s energy subsidies will 
widen this year’s fiscal deficit to 4.5% of GDP from 
4%, the finance ministry is sticking to the plan to 
narrow the deficit to 2.6-2.9% of GDP next year. 
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The Malaysian ringgit did not buck its 
weaker regional peers

Thai baht has entered a weaker 33-36 
range 

3.40

3.60

3.80

4.00

4.20

4.40

3.40

3.60

3.80

4.00

4.20

4.40

2015 2016 2018 2019 2021 2022

USD/MYR
DBS forecast

Consensus

29

30

31

32

33

34

35

36

37

29

30

31

32

33

34

35

36

37

2008 2010 2013 2016 2019 2022

USD/THB

DBS forecast

Consensus

MYR

THB 

Barring global shocks, we do not expect USD/MYR 
to break above the 3.85-4.50 range that started in 
2015. Periods above 4.40 were brief at less than a 
week except for the five months between November 
2016 and April 2017. The MYR’s sharp depreciation 
in 2Q22 surprised some market participants. When 
Russia invaded Ukraine in February, many expected 
Malaysia, a Current Account surplus country, to 
benefit as a net oil exporter. Our economist forecasted 
this year’s real GDP growth to accelerate to 5.5% 
from 3.1% in 2021 and for CPI inflation to be stable 
and low at the same 2.5% pace last year. So, what 
went wrong? MYR is a managed float that tracks 
regional currencies closely, a relationship that has 
tightened after the Fed turned hawkish in mid-2021. 
Hence, MYR can recover to 4.20 per USD when the 
Fed’s hawkishness gets tempered by US growth 
risks and US inflation coming off its peak later in the 
year. Apart from the surprise rate hike on 11 May, 
the central bank (BNM) also ruled out pegging MYR 
to USD. A flexible exchange rate will allow Malaysia 
to absorb shocks and maintain competitiveness in a 
challenging global environment. 

THB to remain in between 33 and 36 per USD, the 
weaker half of its post-GFC range on monetary policy 
divergence. The central bank (BOT) sees no urgency 
to follow the Fed in tightening monetary policy. Our 
economist expects the policy rate to hold at its 
record-low 0.50% throughout this year. Although CPI 
inflation has been above the official 1% to 3% target 
since January, core inflation remained low at 2% y/y 
in April. More importantly, the National Economic 
and Social Development Council axed this year’s 
GDP growth to 2.5-3.5%, below its (higher) inflation 
forecast of 4.2-5.2%. Before Russia invaded Ukraine 
on 24 February and a China slowdown became 
worry, the NESDC was more optimistic about 
achieving a higher growth rate of 3.5-4.5% on the 
reopening of borders in 2H22 and keeping inflation 
low at 1.5-2.5%. Another significant revision is this 
year’s current account, now forecast to post a 1.5% 
of GDP deficit instead of a surplus. The BOT does not 
appear overly concerned about THB’s depreciation if 
it is aligned with regional currency trends and does 
not deviate from Thailand’s fundamentals. Hence, 
USD/THB is likely to turn lower with the global USD 
later this year.

Source: Bloomberg, DBS

Source: Bloomberg, DBS
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The Philippine peso has depreciated into 
a 52-54 range 

The Vietnamese dong has become more 
volatile 

VND

USD/VND to fall within its 22600-23200 range. 
Although VND was not immune to the strong USD 
in 1H22, it was the second most resilient Asian 
currency after HKD. As of 14 June, VND depreciated 
1.7% YTD against USD, less than the 3.1% to 
5.8% declines in its Southeast Asian peers. In 
June, the World Bank highlighted Vietnam’s strong 
economic recovery in the face of heightened global 
uncertainties. Three months earlier, Fitch affirmed 
the country’s long-term foreign currency debt rating 
at “BB” with a positive outlook. Budget surpluses 
were reported every month into May due to strong 
domestic demand and revenue collection. Our 
economist expects GDP growth to rebound to 7% 
this year from the country reopening its borders after 
two years. Lockdowns subdued growth at 2.9% in 
2020 and 2.6% in 2021. Although inflation picked up 
to 2.86% y/y in May from 1.94% in January, it should 
average below the official 4% cap this year and next. 
We expect the central bank (SBV) to hike rates by 50 
bps to 4.50% in 4Q22 and another 50 bps to 5% in 
1Q23. 

PHP

PHP has traded into a weaker range between 52 
and 54 against the USD. Higher oil prices triggered 
by the Russia-Ukraine conflict will keep CPI inflation 
above the official 2% to 4% target and the trade 
deficit wide this year. On 19 May, the central bank 
(BSP) hiked its overnight borrowing rate by 25 bps 
to 2.25%. Our economist expects BSP to increase 
rates every quarter by 25 bps to 3.50% in 2Q23 and 
sees inflation easing to 3.3% in 2023. With overseas 
foreign worker remittances not rising fast enough to 
offset the trade deficits, the Current Account deficit 
might widen to more than 2% of GDP. On a positive 
note, real GDP rebounded to 8.3% y/y in 1Q22 
on the relaxation of Covid restrictions. In turn, the 
budget deficit narrowed to 6.4% of GDP in 1Q22 vs 
the record full-year deficit of 8.6% in 2021. However, 
public debt increased to 63.5% of GDP in 1Q22, the 
widest since 2005 and above the 60% limit. Fitch 
has maintained a negative outlook for the country’s 
debt rating and will be assessing the macro policy 
direction and performance of the new Marcos Jr 
administration. 
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Exchange rates, eop

17-Jun Q2 22 Q3 22 Q4 22 Q1 23 Q2 23 Q3 23 Q4 23

China 6.7167 6.75 6.85 6.80 6.75 6.70 6.65 6.60

Hong Kong 7.8499 7.85 7.85 7.85 7.84 7.83 7.82 7.81

India 78.075 78.0 77.5 77.0 77.8 78.3 78.8 79.4

Indonesia 14825 14810 14720 14630 14530 14440 14350 14260

Malaysia 4.4020 4.40 4.36 4.33 4.30 4.27 4.23 4.20

Philippines 53.745 53.7 53.4 53.1 52.9 52.6 52.3 52.0

Singapore 1.3905 1.39 1.38 1.37 1.36 1.36 1.35 1.34

South Korea 1288 1290 1270 1260 1240 1230 1210 1200

Thailand 35.223 35.2 35.5 35.0 34.5 34.0 33.5 33.0

Vietnam 23231 23220 23120 23020 22920 22820 22720 22620

Australia 0.6932 0.69 0.70 0.71 0.72 0.73 0.74 0.75

Canada 1.3030 1.30 1.28 1.27 1.25 1.23 1.22 1.20

Eurozone 1.0499 1.05 1.07 1.08 1.10 1.12 1.13 1.15

Japan 135.02 135 132 129 126 124 121 118

New Zealand 0.6315 0.63 0.64 0.65 0.66 0.67 0.68 0.69

Switzerland 0.9699 0.97 0.97 0.96 0.96 0.96 0.95 0.95

United Kingdom 1.2241 1.23 1.24 1.26 1.28 1.30 1.31 1.33

United States 
(DXY) 104.700 104.5 103.4 102.3 101.2 100.1 99.0 97.8

DBS currency forecasts

Source: Bloomberg DBSAustralia, Eurozone, and United Kingdom are direct quotes.
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Given the negative relationship with the US dollar index and bond yields, 
we maintain our year end target price of USD2,200. Our target price of 
USD2,200 by year end is intact. 
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2Q saw heightened volatility in financial markets and 
significant weakness across most asset classes, 
including equities and bonds. YTD, the Nasdaq 
has fallen by more than 20% and bond yields have 
spiked to a five-year high, but gold has held up. 

Gold demand remains strong. Demand for gold 
was one of the best up till April 2022. This was driven 
by ETF investment flows which saw their holdings 
jump by USD302t, reversing the USD174t annual 
net outflow from 2021. Additionally, April’s Gold ETF 
AUM of USD238b was just shy of August 2020’s 
AUM high of USD254b. European Gold ETF funds 
recorded USD136.7t inflows as the region’s markets 
remain under the shadow of the Russia-Ukraine war, 
slowing economic growth, and surging inflation. 

Eurozone GDP slowed to just 0.2% in 1Q22, while 
headline CPI in April surged to a fresh high of 7.5% 
according to Eurostat (core inflation – ex-energy and 
fuel – reached 3.5%).  Gold as a portfolio hedge 
would have done well for European investors as it 
outperformed equities, bonds, credit, and forex.  

Sellers emerged on higher gold price. But all is not 
without volatility. Investment demand succumbed to 
profit taking in May as gold prices hit a historic high. 
Gold ETFs experienced net outflows of USD58t in 
May as USD and bond yields spiked, leading to 
sharp price drop for the asset. Likewise, we also 
observed that jewellery and central banks’ demand 
have retreated since April.

Gold is one of the top performing assets 
in 2022 YTD

Source: Bloomberg, DBS
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ETF flows affect gold price momentum

Source: Bloomberg, DBS
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However, demand from the jewellery trade, central 
banks, and the technology sector were largely 
stable over the longer term as gold has proven 
to hold value much better in times of crisis. Thus, 
new buyers should be attracted even at higher 
prices. For instance, Russia announced it will start 
purchasing gold again after a two year pause of its 
long-running buying spree, and many central banks 
are purchasing gold for the first time. We believe 
demand for hedges should remain strong as the 
rising risks from inflation and economic slowdown 
cannot be ignored.

Gold price not pricing in conflict scenarios. We 
do not believe there is a war premium priced into 
gold right now. While risk and uncertainty prevail, the 
transmission mechanism is mainly through higher 
oil prices and inflation which are favourable to gold 
prices. On the flipside, safe haven demand for dollar 
and higher interest rates are negative for gold, giving 
rise to flattish gold prices on balance. We explore 

Gold outperformed all European assets

Source: Bloomberg, DBS
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• Lower oil price

• Dollar softens

• Rate hikes less than 
priced-in

• Discretionary gold 
demand returns, 
supporting gold price at 
current levels

• Oil price to stay high at 
current levels  

• Dollar supported at safe 
haven status

• Rate hikes less than 
priced-in

• Recession risk to rise

• Gold price moves higher, 
in line with recession risk 
and finds relief with fewer 
rate hikes

• Spike in oil price  

• Aggressive rate hikes due to 
unacceptable inflation

• Stagflation risk to rise

• Strong demand for gold 
hedges as economic 
uncertainties rise, driving 
gold prices higher

Source: DBS

three scenarios that could develop and impact gold 
prices, as depicted below.  
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Gold price rises with recession risk

Source: Bloomberg, DBS
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Target USD2,200 by end 2022. Given the negative 
relationship between DXY and bond yields vs 
gold, the outlook for gold is underpinned by the 
movements in dollar and bond yields. Our gold price 
of USD2,200 by year end is supported by our view 
that:

i. The dollar has traded past its peak in 2Q22

ii. The Russia-Ukraine crisis could drag, driving 
demand for gold as a portfolio hedge

Dollar has peaked in 2Q. The dollar was king during 
the quarter due to its safe haven demand status and 
policy difference between the US and the rest of the 
world. Japan and Europe are net oil importers and 
were affected by higher energy prices. Moreover, 
the BOJ and ECB have refrained from hiking interest 
rates. JPY and EUR had weakened further and fell to 
historically low levels during the quarter, driving USD 
to a 20-year high.  



Source: Unsplash
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Dollar as safe haven over gold may not 
continue as dollar is bound to weaken

Source: Bloomberg, DBS
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However, we believe 2Q may be the best quarter 
for the dollar as the macro fundamentals driving 
the strong dollar have weakened. Decades-
high US inflation, record trade deficits, and weak 
growth bordering on recession are typical attributes 
associated with a weak currency. 

Negative yielding real debt. Gold has benefitted 
from the increased volatility in stocks and bonds as 
a risk diversifier. However, once the bond market 
stabilises at higher yield levels, they could be 
considered more competitive and attractive as they 
can now earn a higher coupon on average. This could 
lead to a rotation towards bonds at the expense of 
gold, which is a non-interest-bearing asset.  

That said, it is important to note that nominal yields 
remain historically low, and that while outstanding 
negative yielding debt is down to 13% in nominal 
terms, it is effectively low-yielding in real terms on 
the basis that inflation has more than offset any 
upward movement in nominal rates. This suggests 

Negative nominal yielding debt has fallen 
sharply, but DM debt remains negative in 
real terms

Source: World Gold Council, Bloomberg, DBS
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that the current environment may not trigger the 
same demand for bonds as seen previously with 
these spreads. In addition, given the unprecedented 
level of inflation, there is a risk that the bond market 
volatility does not stop here. 

Equity market volatility. The recent selloff in equities 
has also made equity valuations more attractive in 
terms of earnings and dividends yields, and raised 
the bar for owning gold. However, the uncertainty 
over the economic momentum will raise questions 
about whether earnings will actually be delivered in 
the event of a recession. US GDP came in at -1.4% 
q/q, April CPI was 8.3% y/y, and PMI data are well 
below expectations — signalling that we could be 
heading in that direction. Historically, gold has done 
well in a stagflationary environment.
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Alternatives:

Direct lending offers attractive yields relative to public market 
debt. Floating rate structures defend direct lending returns from a 
rising rate environment, while carefully structured loan provisions 
protect direct lending portfolios in a rising default scenario.

A LT E R N AT I V E S :  P R I V AT E  A S S E T S  3 Q 2 2

Source: Unsplash

Private
Assets
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The decade since the GFC in 2008 has shown 
investors that very low bond yields can persist for a 
long time. The resulting dearth of income-generating 
assets on top of excessive financial liquidity has 
turned investors into scavengers looking far and wide 
in search for yield. On the back of this environment, 
the private debt market has seen a steady growth in 
AUM, as investors have learnt to embrace this niche 
market for its strong track record of steady income 
generation. 

Beatrice Tan

Analyst

11. Alternatives: 
Direct Lending.

Direct lending constitutes the bulk of 
today’s private debt market

Source: Preqin, DBS
As at March 2021
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Direct lending returns. Within the private debt 
market, direct loans constitute a significant portion of 
activity. Direct lending returns have been observed at 
a magnitude almost unheard of in the realm of public 
debt, providing an alternative source of returns to 
low-yielding public bond markets. These loans are 
consistently able to generate returns in the range of 
6-10% per annum on average, approximately 200 
bps above High Yield credit and Leveraged Loans 
(some of the riskiest classes of public-market debt 
today).
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These returns are not generated through exposure 
to indiscriminate risk, but rather through the 
strong bargaining position of direct lending funds. 
Historically, direct lenders predominantly lent to 
smaller companies from which they extracted 
higher rates due to borrowers’ lack of access to 
traditional financing. However, as the direct lending 
space becomes more widely recognised, and as 
direct lenders attract more AUM and grow deeper 
pockets, larger and more established companies 
favour direct lenders given their advantages over 
traditional lenders. 

An attractive risk-reward profile. According to 
Preqin, a wide gap in risk divides direct lending 
from more speculative distressed debt funds that 
exploit market dislocations, despite both strategies 
offering a similar return on average. This is because 
direct lending funds generate returns via scheduled 
interest payments throughout the loan term. 
Portfolio companies’ credit conditions are closely 
assessed and monitored to mitigate credit risk. This 
allows well-managed direct lending portfolios to be 
an all-weather strategy providing relatively stable 
returns, unlike more opportunistic strategies such 
as Distressed Debt or Special Situations that can 
at times involve an overhaul of portfolio companies’ 
capital structure or operations.

An expanding set of direct lending opportunities. 
Success begets success. The performance of the 
direct lending market has created a “virtuous cycle” 
– this bustling sub-industry was initially birthed amid 

Direct lending provides an attractive 
risk-reward profile

Source: Preqin, DBS
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tightening banking regulations in the aftermath of the 
GFC, which caused commercial banks to become 
increasingly selective. Such an environment resulted 
in a shortfall in credit for many middle-to-lower-
market companies which were hungry to expand. 
This created an opening for alternative lenders 
such as funds invested in direct lending to step in, 
availing a rewarding set of opportunities to investors. 
Over the past decade, successes of direct lending 
funds have continually attracted more AUM. With 
more capital to deploy, the opportunity set for direct 
lending investors has widened as funds can disburse 
larger loans or extend loans to more borrowers. 
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On top of this, direct lenders can also customise 
borrowing terms to offer borrowers flexibility that 
banks are unable to provide. Given the speed, 
flexibility, and confidentiality of direct lending, it is 
becoming a financing mode of choice for leverage 
buyouts and established companies seeking a faster 
financing route. This has created variety in private 
debt investing opportunities, making direct lending 
more attractive to investors and borrowers alike as a 
viable alternative to more traditional high yield bonds 
or syndicated bank loans.

Benefits of investing in direct lending. Amid 
concerns over the public bond markets, direct lending 
presents an attractive investment opportunity since 
private credit assets tend to have an added layer of 
flexibility to develop alongside changing economics, 
muting their sensitivity to inflation and rising rates 
compared to their public counterparts. Furthermore, 
the relationship-driven nature of direct lending 
transactions gives lenders greater understanding 
and influence over their borrowers’ businesses, 
providing investors added comfort. 

• Protection from rising rates – Most direct 
lending deals have floating interest that change 
with the underlying reference rate, mitigating 
risks in a rising rate environment unlike fixed-
rate bonds. These loans may also be structured 
with prepayment penalties to reduce premature 
repayment risks.

• Lender protection – While the flipside of a 
rising rate environment is increasing defaults 
as servicing of floating interest becomes more 
onerous, direct lending deals are typically 
structured to protect lenders to an extent 
rarely found in public instruments (for example 
using collateral, restrictive covenants, revenue 
assignment requirements etc). Such features 
give direct lending transactions higher recovery 
rates than bonds, based on data of historical 
defaults. Furthermore, investing in larger 
funds that have sufficient AUM to support 
more borrowers leads to diversified underlying 
holdings, providing added mitigation against 
default losses. 

AUM of funds in direct lending has risen 
nearly tenfold over the past decade 

Source: Preqin, DBS
Data for 2021 as at March 2021
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• Relationship-driven lending – According 
to Pitchbook, direct lenders are capturing 
an increasing share of buyout financing. 
Collaboration between lenders and buyout 
investors allows the lenders to have access to 
the borrowers before and after deal inception. 
Greater familiarity with the borrowers reduces 
information asymmetry and provides direct 
lenders with greater influence over lending terms 
and structure, all of which are advantageous for 
direct lending fund investors. 

Risks and mitigants. That said, investors in 
direct lending funds would do well by familiarising 
themselves with risks pertaining to investing in this 
field.

• Illiquidity – A source of expected returns in direct 
lending funds is from illiquidity premiums. Private 
debt instruments are not typically traded in a 
secondary market, and lenders usually intend to 
hold the debt to maturity. That being said, the 
average lifespan of direct lending loans is about 
three to four years, which remains shorter than 
most private capital strategies on average.  

• Flexibility in loan structures – The bespoke 
nature of direct loans is such that fund 
managers have the discretion to structure deals 
and offer more favourable terms to pursue 
lending opportunities. One significant trend in 
the direct lending market is that to compete for 
larger deals and deploy their rising levels of dry 
powder, direct lenders are increasingly adopting 
covenant-lite structures, which reduces investor 
protections under a credit event.

The above underscores the importance of fund 
manager selection as fund investors rely on 
investment managers’ acumen in due diligence, 
structuring, and monitoring of deals to safeguard 
their interests. Investors should also select fund 
managers which have adequate resources such 
as strong legal, risk management, and operational 
support, since these will be required to monitor 
performance and navigate a restructuring during 
defaults. 

In conclusion, direct lending is a private debt strategy 
that has offered attractive income generation relative 
to bonds in the past decade’s extremely low-yield 
environment. Investors anticipating impending 
interest rate hikes may also find comfort in floating 
rate structures that protect returns from rising rate 
environments, while carefully structured transaction 
terms offer high recovery rates in an uncertain 
economic environment which may see rising 
defaults. 

Secured lenders typically have a higher 
recovery rate than bonds 

Source: S&P Global Market Intelligence’s CreditPro and S&P Global 
Ratings Research, DBS
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Commodities:

Commodities are the physical building blocks of our economic 
fabric, keeping the world moving, fed, and sheltered. The world’s 
dependence on commodities and persistent undersupply in the 
coming decade support the inclusion of commodities for a resil-
ient portfolio.

C O M M O D I T I E S  3 Q 2 2

Source: Unsplash

Value in 
Scarcity
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12. Value in Scarcity

All throughout history, commodities have supported 
the development of humankind, providing the building 
blocks for food, shelter, and energy. From the dawn 
of civilisation to industrialisation, and even on to the 
modern amenities of today, commodity markets 
have kept the world well stocked and supported 
advancements in technology and improvements in 
standards of living of a global population that has 
quadrupled over the past century. 

The dual crises of the past two years have 
shone the spotlight on commodity markets. 
Since the turn of the decade, wild swings across 
commodity markets have made headlines. As the 
pandemic brought the world to an abrupt halt, most 
commodities experienced a sharp drop in demand. 
Notably, crude oil plunged to its sharpest monthly 
decline in April 2020. Amid economic recovery 
amplified by supply constraints, prices soon 
bounced back as quickly as they fell. Still reeling in 
the aftermath of the pandemic, Russia’s invasion 
of Ukraine and the resulting sanctions imposed on 
Russia have taken discussions of a commodities 
super-cycle up a notch, given the world’s reliance on 
Russia for metals, grains, and energy. 

While today’s price volatility may be alarming, it 
comes not without precedent. The inelastic nature 
of demand and supply implies that short-term price 
fluctuations in individual commodities are common. 
However, overlaying the immediate ebb and flow 
of commodity prices are longer-term forces driving 
transformation across commodity markets, reflecting 
the dynamism of one of the oldest asset classes in 
history. These include:

• Fossil fuels’ continued relevance in the medium 
term: Despite the environmental, social, and 
corporate governance (ESG) narrative aspiring 
to phase out fossil fuels in favour of renewables, 
oil and gas are expected to continue fuelling a 
significant share of global energy needs in the 
medium term while the transition remains under 
way. Even as the transition progresses, fossil 
fuels could retain its relevance as an integral 
component of the world’s energy mix for decades 
to come. After all, the world would be hard 
pressed to find an energy source to substitute 
both the energy density and transportability of 
fuels, especially for applications such as aviation 
or maritime transport, where vehicles must carry 
heavy loads over extended distances without 
refuelling. Although investments and innovations 
are pouring into renewables infrastructure, 
before renewables are prepared to take over 
the reins, fossil fuels will continue to power the 
world. 

DBS Chief 
Investment Office

The world continues to be reliant on 
fossil fuels – breakdown of global energy 
demand by energy source

Source: bp Statistical Review of World Energy July 2021, DBS

Oil
   31% Natural Gas

25%

Coal
 27% Hydro

7%

Nuclear
4%

Other
6%



3 Q 2 2  C O M M O D I T I E S 1 1 5

D B S  C I O  I N S I G H T S  |  T H I R D  Q U A R T E R  2 0 2 2

Furthermore, as the world stands on the cusp 
of this transition, a mismatch between the 
persistence of fossil fuel demand in the medium 
term and political pressures calling for an 
immediate halt of investments into this sector 
may support elevated prices as the sector 
struggles to juggle decarbonisation targets while 
meeting energy demand. Already, we are seeing 
the results of underinvestment in fossil fuels, with 
crude oil soaring to its 13-year high at the start 
of 2022. Since energy is used in the production 
of most other commodities, sustained increases 
in energy prices would push up commodity 
prices across the board. 

Oil expected to retain significance in 
the medium term before longer term 
substitution by renewables

Source: Bloomberg NEF, DBS
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• A long-term transition to lower carbon intensity: 
The continued significance of fuels in the 
coming years does not detract from a longer-
term movement towards energy substitution by 
less carbon-intensive sources. Heavy emphasis 
of sustainability in national agendas and billions 
of dollars in capital pouring into improving 
renewable energy capabilities have set the 
wheels of the energy transition in motion. This 
transition is on track to reshape supply and 
demand in commodity markets in the long run, 
given the vast amounts of metals that are crucial 
for the construction of low-carbon infrastructure 
such as iron ore for wind farms, copper for solar 
panels, and lithium for battery storage. 
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Despite expectations that demand would 
ramp up over the coming decades, mining and 
resource companies continue to underinvest 
in the discovery and production of metals. The 
irony is that, in a bid to appear environmentally 
faultless, the widespread imposition of regulations 
presents formidable challenges to resource 
producers looking to invest in mining capacity to 
meet energy-transition demand. For example, 
extensive environmental studies required as a 
prerequisite to implementing mining projects 
has rendered many such projects unfeasible. 
Such underinvestment in capacity layers a cost-
push element to “greenflation” – or rising costs 
of materials used in the green transition.

• Global fragmentation driving up price risks: 
Geopolitical tensions, supply shortages, and 
disruption of distribution networks have 

The energy transition is metals-intensive 

Source: International Energy Agency, DBS
Note: The values are for the entire vehicle including batteries, motors 
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  all added momentum to a deceleration in 
globalisation. Pandemic-induced supply chains 
shocks have fuelled protectionist inclinations, 
as policymakers focus on safeguarding supplies 
of essential provisions, especially food and 
energy, as a matter of national security. To 
add to this, tensions in Eastern Europe and 
the resulting sanctions on Russia may have 
longer-term implications on commodity markets 
beyond the present restrictions on Russian 
exports. Firstly, starving Russian hydrocarbon 
and mineral extraction resources from foreign 
capital flows would limit supply from Russia in 
the longer term. Secondly, the current strife may 
amplify risks of global fragmentation between 
democracies and autocracies, with extended 
ramifications on global trade uncertainty. This 
would exacerbate commodity price risks given 
Russia’s significance in global commodity trade. 

Benefits of commodity exposure. The above 
trends reiterate that while demand for specific 
materials could be dramatically altered, the 
world will always need commodities. The world’s 
dependence on commodities and the interaction 
between commodity supply, demand, and overall 
development of technologies and the way we 
live, make commodities a unique asset class that 
provides the following benefits to investors: 

• Inflation protection: Amid deglobalisation 
pressures and geopolitical uncertainties that 
have driven up cost-push inflation, other 
changes in the structural backdrop such as 
rising labour power suggest that we may be 
standing at the start of a new inflationary era. 
Given that high inflation is often accompanied 
by soaring commodity prices, investors would 
do well to consider exposure to commodities 

When inflation goes high, commodities go higher  
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Commodities are inflationary assets to 
hold

Source: Bloomberg, DBS
Note: Based on returns since 1973
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    as an inflation hedge. As a key component of 
inflation, commodities help defend a portfolio 
against the impact of rising prices. In contrast 
to equities and bonds which have historically 
shown low or negative beta against inflation, 
returns of broad commodities display significant 
beta against inflation over the past 50 years, 
demonstrating commodities’ effectiveness as an 
inflation-hedging tool. 

• Diversification: Recent volatility in both equity 
and bond markets amid rallying commodities 
illustrates the diversification benefits of 
commodities. Low correlations against stocks 
and bonds allow commodities to reduce the 
volatility of a typical 60/40 portfolio. Indeed, 
compared against long-term historical data over 
the past 50 years, commodity returns displayed 
low correlations of 0.12 against equities and 
-0.05 against bonds. These low correlations 
stem from the sensitivity of commodities to non-

Commodities outperformed during most of the S&P500’s worst months in the last two 
decades

Source: Bloomberg, DBS
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Outperformance of commodities S&P500 largest monthly declines

financial drivers such as weather, pestilence, and 
political unrest in producing countries, which are 
unlikely to influence global equities and bonds to 
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     the same extent. Although correlations between 
asset pairs have since risen in recent decades, 
commodities continue to cushion against equity 
volatility. To illustrate, over the past two decades, 
commodities broadly outperformed equities 
during all but four of the S&P500’s worst 20 
months, demonstrating the value of this asset 
class in insulating against equity downturns. 

Risks of commodity investing. Since few investors 
would be interested in receiving physical barrels 
of oil or bales of cotton, most commodity funds 
do not invest in the actual commodities. Instead, 
commodities are typically traded via futures 
contracts. Although futures prices usually closely 
track the underlying assets, it is important to note 
that returns from futures could vary from that implied 
by underlying commodity prices because of risks 
embedded in the use of these financial derivatives.

• Negative roll yields in contango markets: Since 
futures contracts come with a fixed maturity 
date, to maintain exposure to the underlying 
commodity, investment managers must 

exit futures as they approach maturity, and 
simultaneously long a contract with a more distant 
maturity date as a replacement. The difference 
in the price of futures closer to maturity and their 
longer-dated counterparts, compared with the 
change in the spot price over the same period, 
drives roll yields. Since roll yields could move in 
either direction depending on the outlook for 
the commodity, they could cause a commodity 
investment’s returns to either exceed or fall short 
of spot price changes. When futures markets 
are in backwardation, futures trade at a higher 
price as they approach maturity and investors 
will benefit from positive roll yields. The converse 
also applies, and commodity portfolios would 
expect to incur negative roll yields when markets 
are in contango, and further-dated futures are 
more expensive than the spot price.

• Potentially negative futures prices: A much more 
remote, but high impact consideration is the 
possibility of exposure to negative futures prices. 
While few had previously such a scenario much 
consideration, on 20 April 2020, the price of US 

Roll yields in futures investing

Source: Bloomberg, DBS
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    West Texas Intermediate (WTI) crude oil futures 
contract expiring the next month crashed below 
zero for the first time in history. This black swan 
event brought attention to the possibility that 
investing in futures could have more downside 
in prices than expected. 

In this case, the negative pricing of the 
May 2020 WTI contract occurred amid an 
unprecedented collapse in crude oil demand 
given a shutdown in global economic activity 
as the Covid-19 pandemic ravaged the world. 
Factory activity came to a halt, highways were 
eerily empty, and planes were grounded. 
However, oil producers could not cut back on 
production quickly enough, and storage facilities 
were already brimming with surplus oil. The 
negative prices theoretically meant that buyers 
were compensated to remove barrels of oil in a 
market that was severely oversupplied. 

Other than commodity futures, shares of commodity-
producing companies offer convenient, albeit 
indirect exposure to commodities. If a commodity 
rises in price, upstream companies producing 
that commodity are likely to experience increased 
earnings and margins. While returns of commodity-
sector equities are indeed highly correlated against 
the broad commodity index, one means of reducing 
volatility is to invest in commodity conglomerates that 
have operations in both upstream and downstream 
portions of the value chain. That said, investors 
should note that commodity-sector equities are 
also susceptible to non-commodity factors such 
as operating risks, the company’s capital structure, 
and performance of any non-commodity businesses 
under the same company.

Few risk assets can rise above inflation when 
commodities edge towards a new cyclical boom. As 
the saying goes – If you can’t beat them, join them.
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Commodities have low correlation with other major asset classes

Source: Bloomberg, DBS
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Content
  is
  King

We now live in a world where attention span is short and content 
platforms are aplenty.  Good content drives monetisation. We deep 
dive into the music, video, and gaming industries to determine the 
best opportunities in the extensive value chain. 

S P E C I A L  F E AT U R E  –  C O N T E N T  I S  K I N G

Source: iStock  and Unsplash
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The power of content creation 

Why content is king. The term “Content is King” 
was first coined by Bill Gates in an essay published 
on the Microsoft website in January 1996. Back 
in the day, Gates opined that “Content is where I 
expect much of the real money will be made on the 
Internet, just as it was in broadcasting”. His words 
proved prescient. 

Ask yourself: What is the most frequent thing you 
do on your smartphone these days? It is no longer 
about talking to someone on the line. Instead, it is 
about content consumption. An average person 
spends about 6.5 hours online each day simply 
consuming content, be it videos, social media, video 
games, or podcasts. The list goes on.

As the usage of smartphones becomes an integral 
part of our everyday lives – with content consumption 
being the front and centre of it – the implications 
for businesses are huge. Clearly, content creation 
and ownership has become the new focal point for 
companies. Through content ownership, a company 
can explore new business opportunities and drive 
monetisation.

The race to create and/or acquire content has 
gone into overdrive and this spans across different 
industries, from movie and music streaming to 
gaming. The conventional train of thought is that 
more content translates to more subscribers. This 
explains why streaming giants like Disney+ or Netflix 

have gone big on content acquisition to chase after 
the scarcest resource in the information age – human 
attention. 

Content streaming - The gamechanger. The 
Internet and smartphones have brought about a shift 
in consumer behaviour towards “instant gratification” 
– the desire to experience satisfaction immediately. 

The arrival of the Internet and smartphones allow 
consumers to access content and satisfy their 
immediate needs anytime, anywhere, anyhow. 

With content being the nerve centre that powers 
social media and streaming platforms today, we look 
at how the following industries navigate the new 
normal and execute their content strategy to drive 
monetisation.  

• Music
• Video 
• Gaming 

Music makes the world go round 

From physical to digital – Evolution of music content From physical to digital – Evolution of music content 
through the decadesthrough the decades. It is often said that the greatest 
creativity of mankind is music. Music warms the heart 
and frees the mind. We cannot agree more. The 
universal appeal of music saw global music revenue 
hitting USD25.9b in 2021 and this constitutes a 
major milestone as revenues finally surpassed the 
previous record of USD24.1b set in 1999 (the pre-
streaming days). 
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The rise of streaming. With the launch of platforms 
like last.fm (2002) and Pandora (2005), streaming 
was first recognised as a category by IFPI in 2006 
and it only accounted for 1% of the music industry. 
Since then, with the proliferation of streaming 
services like Soundcloud (2007) and Spotify (2008), 
streaming has grown exponentially to account for 
65% of the global music industry in 2021. 

• Today, Spotify accounts for the largest share of 
the music streaming industry (at 31%) while the 
rest are occupied predominantly by Big Tech 
offerings. Despite being late in the game, Apple 
Music (2015), Amazon Music (2007), Tencent 
Music (2016), and YouTube Music (2015) 
manage to account for 49% of the streaming 
market given their ability to bundle services to a 
large pool of existing users. 

Monetisation of music content: Rising value of 
copyrights. With streaming becoming the dominant 
medium for music content consumption, the rush 
for music copyrights acquisition is here. Copyrights 
ownership provides a steady stream of royalty 
income for 70 years after an author’s death, before 
it expires and goes into the public domain. The two 
main types of copyrights in the music industry are: 

1. Sound Recording Copyright: This category 
grants its owners (typically music labels and 
artistes) royalty when their music is bought 
physically or streamed.

2. Musical Composition Copyright: This category 
grants its owners (typically music publishers and 
artistes) royalty fees when musical composition 
(lyrics or melodies) is used. 

Global recorded music industry revenue 
(USDb)

Source: IFPI, DBS
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Based on data from Tarzan Economics, the global 
value of music copyrights is worth USD32.5b, up 
39% since 2014. Music labels make up majority 
(65%) of the revenue generated from music 
copyrights while the remaining 35% are accounted 
for by songwriter CMOs and publishers. 

Music content value chain in streaming: Revenue Music content value chain in streaming: Revenue 
split between content creators, owners, and split between content creators, owners, and 
distributors.distributors. Information surrounding how revenue 
is split among content creators, owners, and 
distributors is scarce. But using Spotify as a proxy, 
it appears that a streaming platform would take a 
c.30% cut of the revenue from streaming and pay 
the remaining c.70% to music labels, publishers, 
artists, and songwriters. 

From there, the typical split between major labels 
and publishers, as well as artists and songwriters 
is 80/20. This suggests that music labels and 
publishers would receive c.56% of the revenue while 
artists and songwriters account for c.14%.  

Based on the above, it is evident that in the music 
content value chain for streaming, the music 
labels/publishers account for the largest share 
of the revenue in music streaming. The estimated 
breakdown as follows: 

• Music Content Creators (Artists, Songwriters): 
14% of revenue 

• Music Content Owners (Music Labels, Music 
Publishers): 56% of revenue 

• Music Content Distributors (Streaming 
Platforms): 30% of revenue

Global value of music copyright (USDb)

Source: Tarzan Economics, DBS
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*Note: CMOs (Collective Management Organisations) are 
collecting societies responsible for monitoring, licensing, and 

collecting royalties. In the US for example, Broadcast Music Inc 
(BMI) is responsible for collecting licensing fees for over 17 million 

compositions and distributing the royalties to the respective right 
holders.

The Big Three Content Owners: Sony, Universal, The Big Three Content Owners: Sony, Universal, 
and Warnerand Warner. Today, major labels like Sony, Universal, 
and Warner possess music labels and publishing 
arms which entitle them to both “Sound Recording 
Copyright” and “Musical Composition Copyright”. 
Their respective market shares are: 

• Universal Music is the biggest player with 32% 
market share in the record label and 21% in 
publishing 

• Sony Music comes in second with a 20% share 
in record label and 25% share in publishing 

• Warner Music comes in third with 16% share in 
record label and 12% share in publishing
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These labels have been expanding their catalogues 
through acquisitions of master rights from renowned 
artists like Bruce Springsteen, Bob Dylan, and David 
Bowie. Indeed, in the past three years, there has 
been a flurry of music catalogue acquisitions either 
direct from the artists or from the rights management 
and publishing companies. The biggest deal done 
was Sony Music’s USD500m purchase of Bruce 
Springsteen’s catalogue as well as the intellectual 
property of the compositions. 

New Kids on the block: The rise of Music Royalty 
Funds. Apart from traditional music labels and 
publishing companies, there is also a new group of 
bidders known as Music Royalty Funds arriving on 
the scene. Funded with billions of dollars by some 
of the biggest investment companies in the world 
(the likes of Oaktree Capital and Blackstone), these 
Music Royalty Funds are outbidding traditional labels 
for catalogues of some of the most renowned artists. 

Music publishing market share

Source: Music & Copyright, DBS
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The entry of new bidders in this space translates to 
rising valuation for music catalogues. In the past, 
record artists will sell the rights to their catalogues 
for multiples of 8-13x of annual revenue. Increased 
competition has led to an all-out bidding war, with 
Warner Music paying 31-36x for David Bowie’s 

publishing catalogue, while Sony Music paid a 
staggering 33x for Bruce Springsteen’s master 
recordings and publishing rights. The average ratio 
has since increased to 10-18x in recent years amid 
rising interest in this space.

Source:  Musicbusinessworldwide, DBS

Source: CNBC, Musicbusinessworldwide, Variety, Billboard, DBS

Biggest M&A deals for music catalogues

DateDate Backed byBacked by Invested amountInvested amount Music royalty fundMusic royalty fund

Mar 2021 KKR & Co Inc USD1b* (50/50 split) BMG Rights Management

Jun 2021 Oaktree Capital Management USD375m Primary wave

Oct 2021
Blackstone’s Tactical Opportunities 

strategy
USD1b Hipgnosis Song Fund

Oct 2021 Apollo Global Management USD1b HarbourView Equity Partners

Biggest music catalogue acquisitions

Artist/ CompanyArtist/ Company
Estimated deal price Estimated deal price 

(USDm)(USDm)
Estimated sale price to        Estimated sale price to        
yearly revenue multipleyearly revenue multiple LabelLabel

Bruce Springsteen 500 33x Sony Music Entertainment

Bob Dylan 300-400 19-25x Universal Music Publishing

Kobalt Music Copyrights 
(33,000 song catalogue)

322.9 - Hipgnosis Song Fund

David Bowie 250 31-36x Warner Chappell Music

Neil Young (50%) 150 - Hipgnosis Song Fund

Red Hot Chili Peppers 140 25x Hipgnosis Song Fund

Stevie Nicks 100 - Primary Wave
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Spreading its wings: Outlook for the music 
industry. The music industry is clearly moving 
beyond its traditional scope of catering purely to 
music listeners. Today, short videos, gaming, and 
online fitness also utilise music to draw subscribers. 
Foraying into these new business segments 
provides the music industry with additional avenues 
to monetise their copyrights. 

TikTok, a prominent player in the short form videos 
space, has signed multiple deals with publishing 
companies like Sony Music and Universal Music 
Publishing Group (UMPG). Similarly, Facebook has 
also signed licensing deals with major labels and 
publishing companies to allow content creators on 
its platforms to use music legally in their videos. 

As social media, gaming, and online fitness 
companies continue to gain traction, it will cause 
ripple effects and increase revenue for the entire 
music industry. Listed below are the projected 
growth outlook for each of the individual segments:

• The music publishing size is forecasted to grow 
from USD5.96b in 2020 to USD9.35b by 2028 
at a CAGR of 5.9% from 2021 to 2028 (Source: 
Verified Market Research)

• The global music recording industry is projected 
to grow at a CAGR of 7%, from USD57.05b 
in 2021 to USD74.11b in 2025 (Source: 
GlobeNewswire)

Showtime: The rise of video streaming

The “cord cutting” phenomenon. It was around 
the 1950s that television first started to proliferate 
among households and bring video content to 
millions of consumers. Television served as a major 
source of entertainment for generations. But as 
technology evolved, the “cord cutting” phenomenon 
soon took hold, with consumers replacing traditional 
and cable television with video streaming services. 

Music publishing and music recording 
markets
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In 2007, Netflix launched its online streaming 
platform, allowing users to watch movies and 
television shows as long as they had Internet access. 
Seeing the potential in this model, more companies 
jumped onto the streaming bandwagon. As more 
people gave up their cable television subscription 
for these video streaming services, it led to what is 
known as “cord cutting”.

Content Galore: Types of video content available 
today. To cater to diverse tastes and preferences, a 
huge variety of video content is currently available in 
the market and the main categories are: (1) Movies 
& TV Shows, (2) Short Videos, and (3) Live Sports.

1. Movies & TV Shows: Movies and TV Shows 
account for the largest market share in video 
streaming and it is also the main reason behind 
the “cord cutting” phenomenon. Subscribers of 
streaming platforms such as Netflix, Disney+, 
and Hulu can select and watch content that 
interests them instead of following the fixed 
schedule of cable television. 

The growth momentum for this segment has 
been robust, with the combined subscribers of 
Netflix, Disney+, and Hulu expecting to register 
CAGR of 30% from 30.4m in 2012 to 523m in 
2023.

2. Short Videos: According to DataIntelo, short 
videos are videos that last less than 5 minutes. 
The allure of these videos lies in the creativity 
that creators need to exhibit to convey their 
message in a short span of time. With its highly 
snackable content, short form videos have 
been rapidly gaining traction with Internet users, 
particularly among the younger generation.  

Subscribers of Netflix, Disney+ and Hulu 
(m)  
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TikTok users (m)
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1. Live Sports: Live sports streaming is another 
form of video content that has been garnering 
rising interest amongst consumers. According 
to eMarketer, US live sports streaming viewers 
(classified as individuals who watch at least 
one live sports event digitally at least once per 
month) will increase at a CAGR of 12%, from 
57.5m in 2021 to 90.7m in 2025. ESPN+, which 
streams live sports event, is projected to see its 
subscribers grow at a CAGR of 69%, from 3.5m 
in 2019 to 28.5m in 2023. 

US digital live sports viewers (m)
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TikTok – a dominant player in this space – has 
seen exponential growth in its user base from 
65m in 2017 to 1b in 2021 over a mere four-year 
period (based on data from BusinessofApps). 
This underlines the seismic shift in consumers’ 
preference towards short videos. To capitalise 
on the strong growth momentum in this 
segment, Instagram, YouTube, and Snapchat 
have launched their own versions of short videos 
(Reels (2020), Shorts (2021), and Spotlight 
(2020) respectively).
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The race for content has started. With the rapid 
expansion of subscribers and the amount of time 
spent on video streaming, streaming platforms are 
rushing to build up their arsenal of content to fulfil 
subscribers’ needs. Netflix’s streaming content 
obligations, for instance, have been trending north 
and hit USD23b in 2021. Essentially, streaming 
platforms can build up their content arsenal through:

• Content Acquisition

• Original Content Creation

• User Generated Content (UGC)

Netflix streaming obligation (USDb)  
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1. Content Acquisition: When companies obtain 
content through acquisition, the associated 
intellectual property (IP) rights come along 
with it. The acquirer will have the exclusive 
right to explore monetisation opportunities 
beyond streaming and this could extend to 
cinemas, theme parks, licensed characters, and 
merchandise. Moreover, the acquirer could also 
license the content to other streaming platforms 
and collect revenue from it. 

On this front, Disney is clearly the most 
aggressive as the company has made several 
noteworthy acquisitions through the years. For 
instance, Disney acquired Pixar in 2006 for their 
animation technology. Subsequently, it acquired 
Marvel Entertainment in 2009 and Lucasfilm in 
2012 for the “Marvel” and “Star Wars” franchises 
respectively. In 2019, Disney also went on to 
acquire Century Fox, allowing them to obtain 
popular franchises such as “The Simpsons”, as 
well as allowing Marvel to gain the film rights to 
franchises like “X-men” and “Deadpool”. These 
acquisitions have moved on to produce films 
which ended up as box office hits. 
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Source: Britannica, DBS

Acquisitions by Disney through the years

Acquisition Value (USDb) Year

Pixar 7.4 2006

Marvel Entertainment 4 2009

Lucasfilm 4 2012

Century Fox 71 2019

Original content spend of streaming 
companies (USDb)
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1. Original Content Creation: In the highly 
competitive video streaming industry, the 
potential for one to continuously grow its 
content library through acquisition is limited. 
As such, streaming companies have pivoted to 
original content creation to expand their library. 
According to eMarketer, the combined spending 
on original content of Netflix, Amazon Prime 
Video, Hulu, and Apple TV is expected to grow 
at a CAGR of 76%, from USD1.17b in 2017 to 
USD11.15b in 2021. 

Original content creation is gaining traction and a 
good example is Netflix. Its TV series like “Squid 
Game” and “Bridgerton” were well-received by 
viewers and this explains why the company will 
be increasing its budget allocation to original 
content, from 37.8% in 2020 to 46.5% by 2025 
(according to Kagan Research).

Creator Funds

Platform Size of Creator Fund Launch date

TikTok Creator Fund
USD 200m in 2021 

(promised to reach USD1b in three years)
Jul 2021

Snapchat Spotlight Fund USD1m/day Nov 2020

YouTube Shorts Fund USD100m in 2021 May 2021

Facebook Creator Fund USD1b in 2021 Jul 2021

Source: CNBC, TikTok, YouTube, DBS

1. User Generated Content (UGC): Most short 
form videos are UGC. As the name implies, 
UGC is any form of content that is created by 
users and posted on social media platforms. 
Recognising the importance of UGC, platforms 
like YouTube, Facebook, TikTok, and Snapchat 
have all launched “Creator Funds” which aim 
to reward creators for the video content they 
produce, in hopes of increasing viewership.

According to CNBC, Alphabet CEO Sundar 
Pichai in a recent call highlighted that YouTube 
Shorts have doubled compared to the prior 
quarter and quadrupled compared to the prior 
year, reaching 30b daily views. During Meta’s 
1Q22 earnings call, CEO Mark Zuckerberg also 
announced that Reels accounted for 20% of 
users’ time on Instagram. Rising viewership of 
short videos is a testament to the success of 
these Creator Funds.
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Monetisation of video content: SVOD vs AVOD. 
Over the top (OTT) services, which send video content 
directly via the Internet, are poised for tremendous 
growth in the years ahead. According to investment 
bank Houlihan Lokey, OTT revenue is expected 
to grow from USD118b in 2021 to USD210b by 
2026, with Subscription Video on Demand (SVOD) 
and Advertising-based Video on Demand (AVOD) 
representing the two largest segments driving OTT 
revenue. 

1. Subscription Video on Demand (SVOD):  SVOD 
allows users to access the huge catalogue that 
streaming platforms have by paying a monthly 
or yearly fee. Subscribers will then be allowed 
to view content without interruption from 

advertisements. According to eMarketer, the 
SVOD subscribers are projected to grow at a 
CAGR of 7% for the period 2020-2025, reaching 
approximately 2b subscribers by 2025. 

The key challenge for monetising via SVOD, 
however, lies in the retention of subscribers given 
that there are no lock-in periods or penalties 
when users unsubscribe. 

2. Advertising-based Video on Demand (AVOD): 
AVOD allows users to either watch video 
content for free or at a cheaper fee as compared 
to a premium subscription. However, the catch 
here is that users must sit through a series of 
advertisements. 

According to a survey by Morning Consult, 49% 
of the adults in United States are more inclined 
to choose a cheaper advertisement-supported 
tier over the more expensive advertisement-free 
tier. This suggests that fee takes precedence 
over advertisement interruption in consumers’ 
decision on which model to choose. 

Streaming platforms earn revenue from 
companies by offering advertising space to 
them. According to eMarketer, the average time 
spent by adults in the United States on digital 
video is expected to increase to c.2 hours a 
day. With such huge amounts of time spent on 
video consumption, advertising on streaming 
platforms is an attractive option for companies 
hoping to market their products and services. 
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Outlook for video streaming industry. Video 
streaming experienced robust growth during Covid 
lockdowns as prolonged periods of confinement led 
to greater demand for online video entertainment. 
Moreover, demand was also accentuated by 
technological advancement allowing consumers 
a smoother viewing experience as streaming 
companies ramped up their content catalogue. 
Listed below is the projected growth outlook for 
each of the individual segments:

• Movies and TV shows video streaming market 
is projected to grow at a CAGR of 14.4% from 
USD100.9b in 2019 to USD298b by 2027 
(Source: Verified Market Research)

• Short video platforms market is forecasted to 
grow at a CAGR of 10.2% from USD1.1b in 
2020 to USD2.3b by 2028 (Source: DataIntelo)

• Live sports streaming is expected to grow 
from USD18b in 2020 to USD87b in 2028, at 
a CAGR of 21.3% for the period 2021 to 2028 
(Source: GlobeNewswire)

AVOD model: The eventual winner? A survey 
conducted by Morning Consult suggests that 49% 
of consumers prefer the cheaper ad-supported tier 
vs the 22% who choose to pay a higher premium so 
to get ad-free viewing. Acknowledging this change 
in consumers’ preference, Disney has announced 
that it will introduce an ad-supported tier to its 
offering. Similarly, Netflix has also announced that it 
will be rolling out an ad-supported tier as part of its 
strategy to combat the loss in subscribers. 

The current inflationary environment has led to 
an erosion of consumers’ purchasing power. 
Consumers will practise more prudence in their 
expenditure going forward and spend only on 
necessities. In the context of video streaming, this 
shift in consumption pattern will likely see more 
consumers opting for the AVOD model.
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Gaming: No Child’s play

Gaming as a universal language. Video gaming 
transcends language, race, and religion. No matter 
where you are or what language you speak, you can 
connect with someone simply by playing the same 
game. According to eMarketer, there are 2.96b 
gamers worldwide in 2021 and this constitutes 
c.63% of global Internet users. The latter is expected 
to increase on the back of rising Internet adoption 
and the number of gamers is expected to reach 3.3b 
by 2024.

At USD180.3b, the video gaming industry is bigger 
than the movie* and music industries combined 
(*Using global theatrical & home entertainment as 
proxy). Newzoo forecasts that the video gaming 
industry would reach USD222.6b by 2024. 

• The rise of mobile gaming: Mobile gaming 
began in 1997 when Nokia shipped its new 
phones with “Snake” as a preinstalled game. 
Smartphones began shipping with simple 
arcade games installed until the launch of the 
iPhone in 2007 and App Store in 2008. This 
shook up the industry as developers were able 
to sell apps and games directly to consumers 
via App Store. Since then, mobile gaming has 
been the fastest growing gaming platform and 
it became the most dominant in 2018. In 2021, 
mobile gaming accounted for 52% of the global 
gaming market. 
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Video games are a big deal
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M&A is key for gaming content acquisition. 
Looking at the best-selling video games, it is evident 
that the most popular ones usually come from a 
small group of prominent game publishers. Game 
titles that are not published by this group, and yet 
made it to this list, will usually become M&A targets. 
A good case in point is Mojang Studios – creator of 
Minecraft. Minecraft was such a cultural phenomenon 
that within 3 years of its launch, Microsoft bought out 
the entire company for USD2.5b in 2014. The game 
has since gone on to dominate the list of best selling 
video games with 238m copies sold to date.

M&A activities in the gaming space were subdued 
since the late-80s and momentum only picked up in 
2010. This coincided with the rise of the subscription 
model which allows companies to secure recurring 
revenue from existing customers (as opposed to re-
engaging them for one-off purchases). 

Top 10 gaming company acquisitions

Acquirer Target Year of Acquisition Deal Size (USDb)

Microsoft Activision-Blizzard 2022 68.7

Take-Two Interactive Zynga 2022 12.7

Tencent Supercell (84% Acquisition) 2016 8.6

Microsoft Zenimax Media 2020 7.5

Activision Blizzard King 2015 5.9

ByteDance Moonton 2021 4.0

Sony Bungie 2022 3.6

Microsoft Mojang 2014 2.5

Electronic Arts Glu Mobile 2021 2.4

Facebook Oculus VR 2014 2.0

Source: Visual Capitalist, DBS
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Looking ahead, 2022 is shaping up to be the biggest 
year for M&A activities in the gaming industry with 
Microsoft’s acquisition of Activision-Blizzard for 
USD68.7b and Take-Two Interactive’s acquisition of 
Zynga for USD12.7b – the top two acquisitions of all 
time.  According to Statista, video gaming subscription 
is projected to experience positive growth in 2021-
25. We believe the positive subscription momentum 
will compel gaming companies to embark on further 
acquisitions to secure gaming titles. 

High barrier to entry: It’s all about the money. 
Game developers face extremely high production 
costs as an AAA title typically requires anywhere 
from USD60-80m to develop and launch (according 
to game studio Kevuru Games). Apart from the 
initial cost of developing the gaming content, game 
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game subscriptions

0%

4%

8%

12%

16%

2021 2022F 2023F 2024F 2025F

Worldwide annual growth of consumer spending 
on video game subscriptions

Source: Statista, DBS

Top nine publishers make up more than 55% of gaming industry revenue
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developers will also need to “maintain” the games 
by constantly releasing updates and patches. This 
is something that the games community expects 
and anything short would translate to a decline in 
gamers’ interest. 

Considering the money and expertise required for 
both development and maintenance of games, it 
is therefore not surprising that the biggest players 
dominate the industry. Today, the top three publishers 
in gaming are Tencent, Sony, and Nintendo. This 
group, together with six other publishers, account 
for more than 55% of total gaming industry revenue.

Monetisation of gaming content: Subscription 
vs F2P vs “Game as a platform”. Monetisation in 
the gaming space is not as straightforward as in the 
music and video space. Different genres of games 
typically require different monetisation models that 
best fit their segment. Listed below are some of the 
monetisation models:

Every company wants a piece of the subscription pie

Company Subscription service Subscribers

Sony PlayStation Plus (2022) -

Microsoft Xbox Game Pass (2017) 25m (2021)

Electronic Arts EA Play (2014) 13m (2020)

Nintendo Nintendo Switch Online (2018) 32m (2021)

Ubisoft Ubisoft Plus (2019) -

Apple Apple Arcade (2019) -

Amazon Amazon Luna (2021) -

Google Google Stadia (2019) 2m (2022)

Source: TheVerge, thegamer, nme, allstadia, DBS   

1. Subscription model: Gaming companies favour 
the consistent recurring cash flow that comes 
with a subscription model. Microsoft was one 
of the first to launch its subscription service, the 
Xbox Game Pass in 2017, which allows users 
to access over 100 games at USD10/month. 
To date, the Xbox Game Pass has reached 
more than 25m monthly subscribers. Other 
gaming giants have also launched their own 
subscription services listed below.

2. Free-to-Play (F2P) model: The F2P model 
eliminates the biggest barrier to entry for new 
games: upfront costs. Indeed, by making games 
free, gamers are able to download games while 
games developers monetise via advertisements 
and in-game transactions. This model has 
proven to be a success. Data from SuperData 
show that F2P games generated USD98.4b 
revenue in 2020. This is substantially higher 
than the USD24.5b generated by premium AAA 
titles. 



3 Q 2 2  T H E M AT I C  S T R AT E G Y1 4 0

D B S  C I O  I N S I G H T S  |  T H I R D  Q U A R T E R  2 0 2 2

The monetisation angle from this model is 
huge. Players of F2P games would make in-
game microtransactions (such as purchasing 
premium weapons or character skins), and 
such purchases would typically add up and 
exceed the actual cost of a paid game. This 
explains why F2P games are highly profitable. 
For instance, one of the most popular, free to 
play games, “Honour of Kings” by Tencent, has 
grossed more than USD2.45b from in-game 
transactions in 2020. 

3. “Game-as-a-platform” model: Gaming platforms 
like Roblox and Minecraft allow users to create 
their own virtual spaces and mini games. 
Roblox in particular, possesses an extensive 
library of user generated games with over 9.5m 
developers creating more than 40m games for 
202m monthly active users in 2021. 

Similar to the F2P model, the games are 
free. Instead, the gamers make in-game 
purchases like customised avatars or game-
specific upgrades, and platforms like Roblox 
would charge c.50% commission from such 
transactions. The remaining half goes to Apple 
or Android App Store fees, payment processing 
fees, and game developers. 

Global games live streaming audience 

0

200

400

600

800

1,000

1,200

1,400

1,600

2020 2021 2022F 2025F

Games Live Streaming Audience(m)

Source: Newzoo, DBS

Average concurrent viewers on Twitch 

0.0

0.5

1.0

1.5

2.0

2.5

3.0

2012 2014 2016 2018 2020

Average concurrent viewers on Twitch (m)

Twitch revenue (USDb)

Source: Twitchtracker, Businessofapps, DBS



3 Q 2 2  T H E M AT I C  S T R AT E G Y 1 4 1

D B S  C I O  I N S I G H T S  |  T H I R D  Q U A R T E R  2 0 2 2

Gaming Video Content (GVC): Watching gamers 
play games. This is the second derivative of gaming 
content: Watching gamers play games. Indeed, 
apart from the content put out by game publishers, 
watching other gamers play games has also proved 
to be great content globally. 

According to Newzoo, global games live streaming 
audience totalled 810m in 2021 and is expected to 
grow 75% to 1.4b in 2025. 

The three largest GVC platforms globally are Twitch, 
YouTube Gaming, and Facebook Gaming. Twitch, 
the most dominant platform of the three, experienced 
average annual growth of 47% in concurrent viewers 
since 2012 while revenue has ballooned 2,200% 
from USD0.1b in 2016 to USD2.3b in 2020. 

Market share of GVC platforms (Total 
hours watched)
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eSports: GVC content turbocharged. eSports, 
a subset of GVC content, is the competitive tier of 
video gaming and also one of the fastest growing 
sporting events globally. 2022 is shaping up to be 
a pivotal year for eSports as it transits from niche 
to mainstream. This year, decisions will be made 
on whether eSports will be featured in the 2028 
Olympics in Los Angeles as well as Major League 
Soccer (under the 2022 eMLS EA Sports FIFA 
competition). 

The outlook for eSports is robust. Based on 
projections by Newzoo, eSports audience size is 
expected to grow at a CAGR of 8% from 436m in 
2020 to 641m in 2025, while revenue is expected to 
register a CAGR of 13.4% from USD996m in 2020 
to USD1.87b in 2025.
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Outlook for the gaming industry. Growth 
momentum for the gaming industry remain robust 
as result of the ongoing success of massively 
popular games like Fortnite, Roblox, and Call of 
Duty. A strong pipeline of new games  and sequels 
to existing ones, will propel the gaming industry to 
the next level. The projected growth outlook for each 
gaming segment is as follows:

 ¾ Global Games Markets to grow from USD180.3b 
in 2021 to USD222.6b in 2024 at a CAGR of 
4.9% (Source: Newzoo)

 ¾ Global Games Live Streaming Audience to 
grow from 757m in 2021 to 942.9m by 2024 at 
a CAGR of 5.6%. (Source: Newzoo)

Content Winners: The bigger, the better 

The world of content is a fast evolving one given 
rising competition and changing consumer taste. 
To navigate this space successfully and capture 
the best opportunities in the value chain, our 
recommendations on how investors should position 
include: 

 ¾ Preference for content owners over content 
distributors: Streaming might be dominant 
in the music and video space. But rather than 
focus on the content distributors, we believe 
content owners with extensive content libraries 
will emerge as the clear winners in this industry. 

Hence, companies that already possess large 
content libraries will emerge as the eventual 
winner in this space. In video, it will be the 
Big 5 film studios while in music, it will be the 
Big 3 music labels. These companies have 
decades worth of content with extremely high 
monetisation value, particularly the classics. 
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 ¾ Preference for advertising-based models 
over subscription-based models. After a 
decade of growth at breakneck speed, Netflix 
was finally brought down to earth as the company 
reported a loss of 200,000 subscribers in its 
1Q22 earnings call, falling way below market 
expectations. Reasons for the subscription fall 
is two-fold: (1) Rising competition from other 
streaming platforms and (2) Rising inflationary 
pressure causing consumers to cut back on 
non-essentials spending. 

For years, Netflix has objected to adding 
advertisements to its streaming service as the 
company prefer the simplicity of a subscription-
based model. This strategy had served them 
well – until now. Today, with rising content 
production/acquisition costs and competition 
for subscribers heating up, Netflix is essentially 
stuck between a rock and a hard place.

The case of Netflix is a cautionary tale for the 
entire streaming industry at large. We believe 
that in time to come, the advertising-based 
model will dominate the industry as consumers 
will, more likely than not, be willing to put up 
with advertisements if it means that they can still 
consume their favourite content at a lower cost. 

This trend is already taking shape and one 
has to look no further than the performance of 
notable ad-supported streaming services such 
as Spotify (for music) and YouTube (for UGC), 
which saw revenue growing at a CAGR of 24% 
and 37% respectively from 2017 to 2021.

 ¾ User Generated Content (UGC) – Strong 
growth potential, low capital outlay: Platforms 
that host UGC have experienced exponential 
growth in the past decade. According to 
Tubefilter, in 2019 alone, YouTube received 500 
hours of user generated video content every 
minute, which was subsequently consumed by 
more than 2b users worldwide.

The main advantage of this business model 
is that while UGC platforms receive almost 
unlimited amount of new content every day, 
there is no need for a huge outlay to acquire 
them since they are user generated. 

Key players in the global content space. Some of 
the key content creators, owners, and distributors in 
the music, video, and gaming space include:
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Source: TheVerge, thegamer, nme, allstadia, DBS   

Music

Streaming accounts for 65% of the USD26b revenue 
in the global music industry, with the remaining 35% 
going to physical music, performance rights, and 
others. Globally, five key players make up 80% of the 

market share in the music streaming space. Majority 
of the music content put up by streaming platforms, 
however, belong to the Big 3 labels, which along 
with their artists under management, make up 68% 
of the industry.  

Key players in the music industry

Music Company Subsidiary Market Share

Streaming Services

Spotify Spotify 31%

Apple Apple Music 15%

Amazon Amazon Music 13%

Tencent Tencent Music 13%

Alphabet YouTube Music 8%

Record Labels

Universal Music Group Universal Music Group 32%

Sony Corporation Sony Music Entertainment 20%

Warner Music Group Warner Music Group 16%
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Video

In the video streaming industry, Netflix reigns 
supreme with a 44% market share. However, in 
terms of content ownership, the Big 5 of the film 
industry – namely, Disney, Warner Bros Discovery, 
Paramount, Sony, and Comcast still possess the 
world’s biggest content library. These companies 
have recently launched their own streaming 
services, enabling direct distribution of their content 

Key players in the video industry 

Video Company Streaming platform Market Share

Original digital 
content/
Streaming 
platform

Netflix Netflix 44%

Disney Disney+, Hulu 16%

Amazon Prime Video 9%

Apple Apple TV+ 7%

Warner Bros Discovery HBO Max 6%

Paramount Paramount+ 4%

Comcast Peacock -

Sony (Content Licensing Agreement 
with Disney) -

User Generated 
Content

Meta Facebook, Instagram -

YouTube -

Source: Parrot analytics, DBS

to consumers. Big tech streaming platforms from 
Apple and Amazon have also stepped up their game 
with Apple committing to spend over USD500m on 
Apple TV+ while Amazon inked a deal to acquire 
MGM studios for USD8.45b.

On the UGC front, it is currently dominated by 
platforms from Big Tech companies like Meta and 
Alphabet.
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Key players in the gaming industry 

Games Company Subsidiary Market Share

Game    
Consoles

Sony PlayStation 43%

Microsoft Xbox 20%

Nintendo Switch 37%

Game  
Developers

Tencent Funcom, Riot Games, Super Cell, etc -

Sony Sony Interactive Entertainment, etc -

Nintendo Nintendo EPD, Intelligent Systems, etc -

Microsoft
Xbox Game Studios, ZeniMax Media, 

etc
-

Activision Blizzard
Activision Blizzard Studios, King.com, 

Infinity Ward, etc
-

Bandai Namco Bandai Namco Studios, etc -

EA
DICE, EA Mobile, EA Sports, Pop Cap, 

etc -

Take-Two Rockstar Games, 2K, Social Point, etc -

Ubisoft
Blue Mammoth, Quazal, Red Storm 

Entertainment, etc
-

Gaming Video 
Content 
Platforms

Amazon Twitch 66%

Alphabet YouTube Gaming 23%

Meta Facebook Gaming 11%

Source: WCCFtech, eMarketer, DBS 

Games

The gaming industry is split into: (1) Game 
developers who create the games, and (2) Hardware 
manufacturers who make the devices for games to 
be played on. According to Newzoo, mobile makes 
up the biggest segment of the global gaming market 

at 52%, followed by game consoles at 28%, and PC 
at 20%. Apart from hardware manufacturers and 
game developers, there are also platforms primarily 
owned by Big Tech – Amazon, Alphabet, and Meta, 
for gamers to share gaming-related content.
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Disclaimers and Important Notes 
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. 

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 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.

Dubai International 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 DFSA rules 

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 F000164. 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 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 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 and is 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.
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Acronym Definition Acronym Definition

ADR American depositary receipt EPFR Emerging Portfolio Fund Research

ASEAN Association of Southeast Asian Nations EPS earnings per share

AUM Assets under management ERP equity risk premium

AxJ Asia ex-Japan ESG Environmental, Social, and Governance

bbl barrel e-Sports electronic sports

BI Bank Indonesia ETF exchange-traded fund

BNM Bank Negara Malaysia EU European Union

BOC Bank of Canada EV electric vehicle

BOE Bank of England FOMC Federal Open Market Committee

BOJ Bank of Japan FX foreign exchange

BOK Bank of Korea GDP gross domestic product

BOT Bank of Thailand GFC Global Financial Crisis

BSP Bangko Sentral ng Pilipinas HIBOR Hong Kong Interbank Offered Rate

bpd barrels per day HKMA Hong Kong Monetary Authority

CGB China Government Bonds HY high yield

CPI consumer price index IC integrated circuit

DM Developed Markets IG investment grade

DXY US Dollar Index IMF International Monetary Fund

EBITDA earnings before interest, tax, depreciation, 
and amortisation

IPO initial public offering

EC European Commission IRS interest rate swap

ECB European Central Bank ISM Institute for Supply Management

EM Emerging Markets IT Information Technology

eop end of period JGB Japanese Government Bond

Glossary.
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Acronym Definition Acronym Definition

KTB Korea Treasury Bonds RBNZ Reserve Bank of New Zealand

LATAM Latin America REIT real estate investment trust

M&A Mergers and acquisitions RM relationship manager

MAS Monetary Authority of Singapore ROA return on asset

mmbpd million barrels per day ROE return on equity

NATO North Atlantic Treaty Organisation RRR reserve requirement ratio

NAV net asset value SAA Strategic Asset Allocation

NGL Natural gas liquids SBV State Bank of Vietnam

NIM net interest margin SD standard deviation

OECD Organisation for Economic Co-operation 
and Development

SNB Swiss National Bank

OIS overnight indexed swap SOE state-owned enterprises

OPEC Organization of the Petroleum Exporting 
Countries

SOFR Secured Overnight Financing Rate

OPM operating profit margin SORA Singapore Overnight Rate Average

PCE personal consumption expenditure SWIFT Society for Worldwide Interbank 
Financial Telecommunication

P/B price-to-book TAA Tactical Asset Allocation

P/E price-to-earnings TAM total addressable market

PBOC People's Bank of China UCITS Undertakings for Collective 
Investment in Transferable Securities

PE Private Equity UN United Nations

PMI purchasing managers' index US FDA United States Food and Drug 
Administration

PPI producer price index UST US Treasury

PRR price-to-research ratio WTI West Texas Intermediate

QE quantitative easing WWF World Wildlife Fund

R&D research and development YTD year-to-date

RBA Reserve Bank of Australia YTW yield to worst

RBI Reserve Bank of India
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CIO Collection

1Q20 CIO INSIGHTS
New Wine, New Skin
December 2019

1Q21 CIO INSIGHTS
A New Hope
December 2020

2Q20 CIO INSIGHTS
Build to Last
March 2020

3Q20 CIO INSIGHTS
Resilient in the Storm
June 2020

4Q20 CIO INSIGHTS
On the Mend
September 2020

2Q21 CIO INSIGHTS
Back on Track
March 2021

3Q21 CIO INSIGHTS
Hope Into Reality
June 2021

4Q21 CIO INSIGHTS
Stay the Course
September 2021

3Q19 CIO INSIGHTS
A Changing World
June 2019

4Q19 CIO INSIGHTS
Ride the Wave
September 2019

1Q22 CIO INSIGHTS
A Divergent World
December 2021

2Q22 CIO INSIGHTS
Anchor in the Storm
March 2022



3 Q 2 2  C I O  C O L L E C T I O N 1 5 1

D B S  C I O  I N S I G H T S  |  T H I R D  Q U A R T E R  2 0 2 2

CIO Collection

1Q18 CIO INSIGHTS
The Bull Ain’t Done
December 2017

1Q19 CIO INSIGHTS
Tug of War
December 2018

2Q18 CIO INSIGHTS 
Mind the Bends
March 2018

3Q18 CIO INSIGHTS
Steer Through Rough Seas
June 2018

4Q18 CIO INSIGHTS
Window of Opportunity
September 2018

2Q19 CIO INSIGHTS
Lift to Win
March 2019
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