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Equities: RCEP - a new milestone for Asia Pacific

RCEP, 15-countries regional trade deal. Over the weekend (14-15 November), 15 nations
in the Asia Pacific region signed an agreement on Regional Comprehensive Economic
Partnership (RCEP), effectively paving the way for better multilateral trade ties. This was
achieved after eight years of negotiations, which first started in end 2012 among these
China, Japan, South Korea, ASEAN-10, Australia, and New Zealand.

This is one of the world's largest trade pacts and is set to spur business prospects as the
region emerges from the impact of the COVID-19 pandemic. The economic advantage of
the bloc could be further enhanced should India decide to return to join this partnership.
China, being the largest member by economic size and population, stands to benefit as
the formation of this pan-Asia trade bloc will facilitate a more conducive regional trade.

Better trade treaty. In essence, the member countries can expect a reduction in tariffs,
new trade arrangements, and investment partnerships to boost the region to catch up
with the rest of the world. Effective implementation of this mega agreement in coming
years may further see the decoupling of China and, to a lesser extent, the Asia Pacific
region from the US.

The trade agreement facilitates more collaboration and technology transfer among
member nations, especially those with existing technology knowhow and have prioritised
the development of their domestic supply chain, like Japan, South Korea, and China. Other
mutual benefits include an increase in trade volume.

New dawn for rerating. Both global and regional trade volumes came to halt during the
height of the pandemic outbreak, during which corporate earnings outlook in the export-
reliant Asia Pacific were adversely affected. However, as domestic economies gradually
reopened starting in 3Q20, corporate capex spending picked up pace, China maintained
the output of its vast manufacturing sectors, and the earnings outlook in Asia is showing
early signs of a recovery (Figure 1); setting the foundation for further rerating in Asia
equities.
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Credit: Slowing downgrades of “Fallen Angels” signals
credit recovery is on track

Figure 2: Passing the peak of IG to HY  While risk markets have continued to cheer the positive upturn in economic data, recent

downgrades in 3Q20 promising results of vaccine trials from the Pfizer Inc (PFE US)/BioNTech SE (BNTX US)

350 B Moody's m S&P partnership gave an added boost of hope for a complete recovery across the battered

world economies - anticipating that a sooner-than-expected return to normalcy could

, imbue the recovery with a second wind that possibly outpaces the already remarkable
rebound that risk assets have seen since the lows in March.
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In global credit, it is encouraging that fundamentals are catching up to asset valuations
as well. While it cannot be argued that the unprecedented move by the US Federal
Reserve into corporate credit was instrumental in preventing a full-blown credit crisis,
the remarkable rally in credit spreads in the months after cannot be explained by central
bank liquidity provision alone. Looking at the actions from ratings agencies in 3Q20, we

. I . I J I note that there has been a sharp decline in corporate downgrades from Investment
- N N Grade (IG) to High Yield (HY), signifying that the spread compression is indeed supported
by a diminution of assessed credit risk. With recovery being well on the cards, we believe
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o e o 0% that this spread compression remains the path of least resistance for credit going
forward.
Daryl Ho | Strategist
FX: Optimism faces resistances
Figure 3: Near trendline support In the immediate term, the US is struggling with record hospitalisations from record
infections. While news on vaccine progress is welcome, vaccine availability and
S, T USD/CNY exchange rate distribution matters more. The US economy, like the European Union, is going to get

worse before it gets better. The US stimulus bill remains stalled. US President-elect Joe
Biden has a task force and a plan to address the pandemic but he will not be in office

7.0 until 20 January 2021.
6.8 Earlier on Monday (16 November), markets were lifted by the Regional Comprehensive
Economic Partnership, one of the largest trade deals signed by the 15 Asia Pacific
Nations. They included the ASEAN+3 nations together with Australia and New Zealand.
6.6 The plus three nations are China, Japan, and South Korea. Together, they account for a
third of the global economy. The deal would have been larger if India had not withdrawn
6.4 in 2019. Coincidentally, INR has the weakest momentum in Asia.
6.2 Three pairs of currencies have been underpinned by global recovery hopes, according
’ to our momentum scorecard. They are AUD and NZD for commaodity currencies, CNY
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and KRW in Northeast Asia, and THB and IDR in Southeast Asia. All said, key resistances
are also near. AUD/USD is around 0.73, close to the top of its 0.670-0.74 range set since
late July. NZD/USD is closing in on 0.6970, where its high in December 2018 meets a
trendline resistance. USD/KRW is around the floor of the 1,105-1,145 range seen
between June 2018 and April 2019. USD/CNY is near a trendline support around 6.56.
Given the optimism, the risk for disappointment is high. This morning's surprise drop in
Singapore’s non-oil domestic exports for October (-3.1% y/y actual vs +5.1% consensus)
was a reminder that 4Q20 could be weak.

Philip Wee | FX Strategist
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Rates: The second shot of vaccine optimism

The market got another shot of optimism overnight as Moderna (MRNA US) reported

Figure 4: Further upside
encouraging preliminary results for its vaccine. More importantly, storage requirements

34 —— UST 10-yr yield are reportedly less onerous than that of Pfizer's (PFE US). With this, we think that the USD
rates space has largely priced in vaccine positives at this point. Notably, despite the rally
29 in US equities, 10Y US Treasury (UST) yields barely notched up a few basis points,
eventually closing at 0.91%. A period of consolidation is likely after the steepening seen
24 over the past few months. The three big uncertainties (US elections, US fiscal spending,
and COVID-19 vaccine developments) have largely been resolved and there does not
1.9 appear to be any imminent development that could nudge USD rates sharply in either
direction. Moreover, there are risks that the Federal Reserve would extend maturity of
1.4 its purchases in December, dampening the rise in US yields. We expect 10Y yields to
hover in the 0.80-1.00% range with further upside becoming more apparent as we draw
0.9 closer to a firmer global economic recovery in 2021.
0.4 In Asia, vaccine optimism has resulted in spread tightening in gowies over comparable

UST. Over the past month, 10Y US yields rose by 14 bps. Comparatively, yields in Asia
generally rose by less. Indonesia stands out to be the outperformer with 10V yields
declining by 43 bps over the period. Note that there is another 4.2% kicker from a
strengthening IDR. IndoGB was (and still is) under owned by foreign investors and
appears to be playing catch up. Momentum suggests that there could be further
downside to yields in the short term, with yield spreads just about close to their longer-
term averages. KTB stands out as the worst performer as 10Y yields climb by 17 bps.
While KTB yields are elevated due to issuance worries, losses have been more than offset
by currency strength. On balance, the general picture for Asia gowies is one of
outperformance in total return terms (including FX) and outperformance in relative
terms vs UST.
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Eugene Leow | Rates Strategist
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Figure 5: A-shares daily average transactions have surpassed 2019's

The recovery of China's economy
would reduce banks' credit risk

Increasing high vyield loans and
reducing high cost deposits to ease
NIM pressure

Highly positive correlation between
A-shares transaction volume and
banks' WMP-related fees

Banks with strong retail banking
arms offer better earnings outlook
than peers

Thematics: Light at the end of the tunnel for
China’s banking sector

Robust loan credit to support economic recovery. China's economy is recovering on the
back of lending support from banks. China banks have issued new loans of CNY16t in the
first nine months of 2020, which is close to the level in FY19, mainly driven by SME
financing, investment, and mortgage loans. With improving sentiment boosting the
equity and bond markets, a portion of corporate funding demand could shift to the
capital markets. As such, DBS Group Research expects China banks’ loans to grow 12%
y/y in FY21F, vs 13% in FY20F.

Unchanged LPR to lead to modest decline in NIM. The 1Y/5Y loan prime rate (LPR) has
stayed at 3.85%/4.65% since April, and we expect this level to be maintained at the end
of 2020. With a low interbank market rate and decline in high cost deposits, banks with
better asset/liabilities allocation could face less pressure on net interest margin (NIM)
even during this interest rate downcycle.

Strong A-shares performance leading to higher WMP-related fees. The A-share market
has performed well this year in terms of index performance and transaction volume.
China banks' wealth management products (WMP) and agency fees rose 9% y/y in TH20
and contributed 34% of fee income (vs 31% in 2019). This seems to have a positive
correlation (close to 1) with the A-share market's average daily transaction volume. With
increasing investment demand, banks with strong retail banking arms, such as China
Merchants Bank (3968 HK) and the Postal Savings Bank of China (1658 HK), would enjoy
a higher contribution from WMP-related fees.

Provisions still a swing factor. China banks' 3Q20 non-performing loan (NPL) ratio was
2.06% (+12bps g/q) and coverage ratio was 177% (-5 %pts). We expect asset quality to
continue to be under pressure until the expiry of relief measures in 1Q21. As long as
China’'s economy continues to rebound, we expect the overall credit risks to be
manageable with sufficient provisions to cover default risks. We see banks with better
asset quality, risk management control, and higher coverage ratio to deliver better
earnings performance in 2H20/2021.

Cindy WANG | Analyst
Ken SHIH | Analyst
Ben WONG | Analyst

Figure 6: Banks' WMP and agency fees have positive correlation with
market movement
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ClO Markets Watch

Global Cross Assets YTD Returns Global Sector YTD Returns
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Global Equity Valuation US Corporate Spreads
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Index Returns Prices & Spreads
| Jiweek| M | Q7D | viD M | Spot | 2020 | 1Q20 [4Q19|
S&P 500 2.2% 109%  7.8% 12.3% Fed Funds Target 0.25 0.25 0.25 0.25
NASDAQ 1.8% 9.3% 6.8%  32.9% ECB Main Refinancing Rate 0.00 0.00 0.00 0.00
Russell 2000 4.7% 16.0%  18.4% 7.0% BOJ Policy Balance Rate -0.10 -0.10 -0.10  -0.10
Stoxx Europe 600 2.3% 13.8% 7.9% -6.3% US Treasury 10-yr 0.91 0.69 0.66 0.67
Nikkei-225 4.3% 128%  11.7% 9.5% Japanese Govt Bond 10-yr 0.02 0.01 0.02 0.01
MSCI WORLD 2.4% 11.7% 8.2% 8.6% German Bunds 10-yr -0.55 -0.52 -0.46 -047
MSCI ACWI 2.2% 11.4%  8.6% 8.6%
MSCI Asia ex-Japan 1.1% 8.0% 11.0%  14.9% US Agg Corporate Spread 112 1.36 1.50 2.72
MSCI EM 0.9% 9.0% 11.2% 7.9% US Corporate HY Spread 4.27 5.17 6.26 8.80
HSCEI -0.5% 8.4% 126%  -53% Euro Agg Corporate Spread 1.02 1.23 1.53 2.41
SHCOMP -0.8% 3.8% 4.0% 9.7% EM USD Agg Spread 2.95 3.34 3.93 6.19
Hang Seng 1.4% 9.4% 125%  -6.4%
STl Index 5.3% 134% 11.4% -147% US Dollar Index (DXY) 92.6 93.9 97.4 99.0
EUR/USD 1.19 117 112 1.10
Barclays Global Aggregate 0.4% 1.0% 1.1% 6.9% USD/JPY 104.6 1055 1079 107.5
Barclays US Aggregate 0.4% 0.4% -0.1% 6.7% USD/CNY 6.6 6.8 7.1 7.1
Barclays US High Yield -0.3% 2.9% 3.4% 4.1%
Barclays Euro Aggregate 0.5% 0.1% 0.9% 3.7% WTI Ol 41 40 39 20
Barclays Euro High Yield 0.5% 2.9% 3.3% -0.2% London Metal Exchange (LMEX) 3208 2968 2682 2335
JPM EMBI Global 0.5% 3.4% 3.3% 3.7% TR/CC CRB Commodity 154 149 138 122
JPM EMBI Global Diversified 0.9% 3.2% 3.0% 3.6% Gold 1889 1886 1781 1577
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CIO Economics Watch

US Economic Surprise Index Asia Pacific Economic Surprise Index
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| [ Date [period[Survey | Pror [ | Date |Period| Suvey | Prior |
United States &Eurozore |

Retail Sales Advance m/m (US) 17-Nov  Oct 0.50% 1.90% National CPI y/y (Japan) 20-Nov  Oct  -0.40% 0.00%
Industrial Production m/m (US) 18-Nov  Oct 1.00% -0.60% Unemployment Rate SA (HK) 17-Nov  Oct 6.60% 6.40%
MBA Mortgage Applications (US) ~ 18-Nov 13-Nov = -0.50% CPI Composite y/y (HK) 20-Nov  Oct -2.00%  -2.20%
Housing Starts (US) 18-Nov  Oct 1460k 1415k = = = = =
CPI'm/m (Eurozone) 18-Nov OctF 0.20% 0.20% = = = = =
Initial Jobless Claims (US) 19-Nov 14-Nov 700k 709k = = = = =
Existing Home Sales (US) 19-Nov  Oct 6.46m 6.54m = = = = =
Consumer Confidence (Eurozone) 20-Nov Nov A -18 -15.5 - - - - -

Disclaimers and Important Notice

This information herein is published by DBS Bank Ltd. ("DBS Bank") and is for information only. This publication is intended for DBS Bank and its subsidiaries or affiliates (collectively “DBS") and clients
to whom it has been delivered and may not be reproduced, transmitted or communicated to any other person without the prior written permission of DBS Bank.

This publication is not and does not constitute or form part of any offer, recommendation, invitation or solicitation to you to subscribe to or to enter into any transaction as described, nor is it
calculated to invite or permit the making of offers to the public to subscribe to or enter into any transaction for cash or other consideration and should not be viewed as such.

The information herein may be incomplete or condensed and it may not include a number of terms and provisions nor does it identify or define all or any of the risks associated to any actua
transaction. Any terms, conditions and opinions contained herein may have been obtained from various sources and neither DBS nor any of their respective directors or employees (collectively the
“DBS Group”) make any warranty, expressed or implied, as to its accuracy or completeness and thus assume no responsibility of it. The information herein may be subject to further revision,
verification and updating and DBS Group undertakes no responsibility thereof.

All figures and amounts stated are for illustration purposes only and shall not bind DBS Group. This publication does not have regard to the specific investment objectives, financial situation or
particular needs of any specific person. Before entering into any transaction to purchase any product mentioned in this publication, you should take steps to ensure that you understand the
transaction and has made an independent assessment of the appropriateness of the transaction in light of your own objectives and circumstances. In particular, you should read all the relevant
documentation pertaining to the product and may wish to seek advice from a financial or other professional adviser or make such independent investigations as you consider necessary or
appropriate for such purposes. If you choose not to do so, you should consider carefully whether any product mentioned in this publication is suitable for you. DBS Group does not act as an adviser
and assumes no fiduciary responsibility or liability for any consequences, financial or otherwise, arising from any arrangement or entrance into any transaction in reliance on the information
contained herein. In order to build your own independent analysis of any transaction and its consequences, you should consult your own independent financial, accounting, tax, legal or other
competent professional advisors as you deem appropriate to ensure that any assessment you make is suitable for you in light of your own financial, accounting, tax, and legal constraints and
objectives without relying in any way on DBS Group or any position which DBS Group might have expressed in this document or orally to you in the discussion.

If this publication has been distributed by electronic transmission, such as e-mail, then such transmission cannot be guaranteed to be secure or error-free as information could be intercepted,
corrupted, lost, destroyed, arrive late or incomplete, or contain viruses. The sender therefore does not accept liability for any errors or omissions in the contents of the Information, which may arise
as a result of electronic transmission. If verification is required, please request for a hard-copy version. This publication is not directed to, or intended for distribution to or use by, any person or
entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation.

Dubai International Financial Centre: This publication is distributed by the branch of DBS Bank Ltd operating in the Dubai International Financial Centre (the “DIFC") under the trading name “DBS
Vickers Securities (DIFC Branch)” ("DBS DIFC"), registered with the DIFC Registrar of Companies under number 156 and having its registered office at units 608 - 610, 6th Floor, Gate Precinct Building
5, PO Box 506538, DIFC, Dubai, United Arab Emirates. DBS DIFC is regulated by the Dubai Financial Services Authority (the “DFSA") with a DFSA reference number FO00164. For more information on
DBS DIFC and its affiliates, please see http://www.dbs.com/ae/our--network/default.page.

If you have received this communication by email, please do not distribute or copy this email. If you believe that you have received this e-mail in error, please inform the sender or contact us
immediately. DBS DIFC reserves the right to monitor and record electronic and telephone communications made by or to its personnel for regulatory or operational purposes. The security, accuracy
and timeliness of electronic communications cannot be assured. While DBS DIFC implements precautions against viruses, DBS DIFC does not accept any liability for any virus, malware or similar in
this email or any attachment. This publication is provided to you as a Professional Client or Market Counterparty as defined in the DFSA Rulebook Conduct of Business Module (the “COB Module”),
and should not be relied upon by any client which does not meet the criteria to be classified as a Professional Client or Market Counterparty under the DFSA rules

Hong Kong: This publication is distributed by DBS Bank (Hong Kong) Limited (CE Number: AAL664) (“DBSHK") which is regulated by the Hong Kong Monetary Authority (the "HKMA") and the Securities
and Futures Commission. In Hong Kong, DBS Private Bank is the private banking division of DBS Bank (Hong Kong) Limited.

DBSHK is not the issuer of the research report unless otherwise stated therein. Such research report is distributed on the express understanding that, whilst the information contained within is
believed to be reliable, the information has not been independently verified by DBSHK.

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

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

United Kingdom: This publication is distributed by DBS Vickers Securities (UK) Ltd of Paternoster House, 4th Floor, 65 St Paul's Churchyard, London EC4M 8AB. (“DBS Vickers UK") which is authorised
and regulated by the Financial Conduct Authority (the "FCA").

BDBS s



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

BDBS | &hies




BDBS | &hies




