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▪ Equities: Europe - earnings for 

Consumer Discretionary, Energy, and 

Tech sectors are more resilient in an 

inflationary environment 

▪ Credit: SGD credit sector composition 

favours recovery 

▪ FX: DXY is eyeing 96.1 after closing 

above 94.5; EUR weakness amid policy 

divergence between the Fed and ECB 

▪ Rates: Considerable stress embedded 

in SGD rates; fair value spread closer to 

10-20bps range 

▪ Thematics: Where are we in the 

semiconductor cycle? 

▪ The Week Ahead: Keep a lookout for US 

change in Initial Jobless Claims; 

Singapore non-oil domestic exports 

 

 

GLOBAL CROSS ASSETS 

Returns of cross assets around the world 

 

Index Close Overnight YTD 

DJIA 36,087.45 0.0% 17.9% 

S&P 500 4,682.80 0.0% 24.7% 

NASDAQ 15,853.85 0.0% 23.0% 

Stoxx Europe 600 488.43 0.3% 22.4% 

DAX 16,148.64 0.3% 17.7% 

CAC 40 7,128.63 0.5% 28.4% 

FTSE 100 7,351.86 0.1% 13.8% 

MSCI AxJ 825.22 0.2% -2.1% 

Nikkei 225 29,776.80 0.6% 8.5% 

SHCOMP 3,533.30 -0.2% 1.7% 

Hang Seng  25,390.91 0.2% -6.8% 

MSCI EM 1,286.82 0.1% -0.3% 

UST 10-yr yield* 1.61 3.4% 70.1  

JGB 10-yr yield* 0.06 -11.3% 4.6  

Bund 10-yr yield* -0.23 -11.5% 34.2  

US HY spread* 2.85 0.4% -75.0  

EM spread* 315.75 -0.9% -7.2  

WTI (USD) 80.88 0.1% 66.7% 

LMEX 4,374.30 -0.9% 28.1% 

Gold (USD) 1,862.84 -0.1% -1.9% 

Source: Bloomberg 

* Changes in basis points  

 

Equities: Navigating high inflation in Europe 
 

With inflation jumping to a three-decade high, markets will have to worry about cost-

pushed inflation reining in consumer sentiments, and profit margins in the coming 

months. Indeed, margin expansion was a key underlying driver for strong earnings 

growth in the first half of the year, with profit margin reaching record highs.  Given that 

companies will face rising costs and fading government support next year, we assess how 

respective sectors in Europe will be affected by slowing growth and higher inflation. 

Earnings for consumer discretionary, energy, and tech are likely to be more resilient.     

Costs pass on for Discretionary, less so for Staples. Despite higher inflation, we believe 

companies can pass on costs to consumers easily as consumers have emerged from the 

crisis with high cash holdings. Pent-up demand and limited supply as a result of supply 

chain disruption could drive consumers to pay what they crave for. This applies for 

discretionary goods such as luxury items and autos, and include opening plays where 

consumers have missed the shopping and travel experience badly. Consumer staples, 

which have lower elasticity of demand, would be most affected by rising material costs.  

Online businesses are scalable and sales revenue can still enjoy strong growth. The 

online business model picked up substantially during the pandemic. This tends to be a 

high margin business as it is scalable. High tech industrials sector benefiting from 

digitalisation and automation will also be less affected by rising costs. 

No NIM expansion for European Banks. Interest rates in Europe remain low and 

European corporates are still flushed with cash, where most have drawn down on loans 

provided by the European Central Bank’s (ECB) rescue fund. We expect the ECB to 

maintain negative policy rate next year and recommend staying selective on European 

banks which can benefit from fee income business. 

Energy sector at the core of higher inflation.  Europe oil majors should continue to ride 

on higher oil prices, generating strong profits and free cashflow. A resurgence of Covid 

cases pose the greatest threat for oil demand, which is otherwise rising from the opening 

of global economies.   

Joanne Goh | Strategist 

 

Figure 1: Divergence between discretionary and staples due to a difference in pricing power 

against a backdrop of rising consumer confidence and inflation 

 

Source: Bloomberg, DBS 
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Figure 2:  SGD Credit sector composition is 

favourable for recovery 

 

Source: Bloomberg, DBS  

 

Credit: SGD credit sector composition favours 

recovery 

For much of 2021, inflation has surprised to the upside nearly as often as policymakers 

have vehemently proclaimed the phenomenon of rising prices to be “transitory”. The 

latest US headline CPI y/y print of +6.2% certainly added fuel to the debate, coming in 

at a 30-year high. Most notably, the increase was broad-based with energy prices, 

intensification of supply chain bottlenecks and higher rents pushing up prices in the 

consumer basket. More than just actual price rises however, the persistence of upside 

surprises can lead to the embedding of higher inflation expectations, which might 

require the Federal Reserve to raise interest rates quicker than what has been 

communicated to the markets. 

While higher rates in general would represent headwinds for most credit markets, we 

note that the SGD credit market is skewed towards the Financials and Real Estate 

sectors, segments that benefit from steeper yield curves (leading to wider net interest 

margins) and asset price inflation respectively; seeing credit fundamentals strengthen 

with higher profitability and improved asset coverage. A meaningful c.13% of the market 

also comprises of bonds from the Airlines sector (mainly from Singapore Airlines Ltd, a 

government-linked company), which would be a direct beneficiary of the opening of 

Vaccinated Travel Lanes (VTLs) between countries around the world; given that business 

operations would revert towards some semblance of normalcy. Positioning in the SGD 

credit space as such provides a cushion for higher rates, noting also the undemanding 

valuations and currency stability (please refer to “Credit: Opportunities remain with SGD 

Credit”, 28 Oct 2021) that are supportive of this niche asset class. 

 

Daryl Ho |  Strategist 

 

 

Figure 3:  Dollar strength 

 

Source: Bloomberg, DBS 

 

FX:  USD in the driver’s seat 

DXY is eyeing 96.1 (50% Fibonacci retracement level) after closing above 94.5 (38.2% 

Fibo level) last week. The three major US stock indices – Dow, S&P500, and Nasdaq 

Composite – started Monday higher around 0.3-0.4% ahead of earnings reports by large 

US retailer and US President Joe Biden signing the USD1t bipartisan infrastructure plan. 

However, US stocks ended the session flat as inflation fears lifted the US 10-year 

treasury yield by 5.3 bps to 1.615%, its highest level since 25 October. Former Fed 

President William Dudley (New York) and Jeffrey Lacker (Richmond) reckoned interest 

rates might need to increase to 3-4% to rein in inflation. This was well above the 

trajectory implied by Fed Funds Futures i.e., 0.64%, 1.37%, and 1.79% towards the end 

of 2022, 2023, and 2024 respectively. However, the 5-year breakeven rate increased to 

3.19%, well above the 2.91% high in March 2005. Back then, the Fed Funds Rate rose 

from 1% to 5.25% between mid-2004 and mid-2006. 

In any case, past Fed hike cycles have coincided with rising US capacity utilisation. 

Hence, we need to see capacity utilisation rise again today to 75.9 (consensus) in 

October after 4 months of declines. Given the recent fall in consumer sentiment and 

confidence, October’s advance retail sales (1.5% MoM consensus vs 0.7% previous) 

will gauge the impact on consumer spending from higher inflation. 

EUR depreciated to 1.1368 after the critical support level at 1.1450 broke on monetary 

policy divergences between the Fed and the ECB. ECB President Christine Lagarde 

continued to push back calls for rate hikes in 2022 but kept the door open for one in 

2023. Lagarde will speak again on Wednesday and Friday and ECB Chief Economist 

Philip Lane will join on Thursday in pushing the ECB’s dovish stance. Even so, Germany 

might no longer tolerate the ECB’s transitory inflation stance. Deutsche Bank CEO has 

called on central banks to tighten monetary policy sooner rather than later against rising 

inflation. He is likely to be joined this Friday by outgoing Bundesbank President Jens 

Weidmann, a long-time critic of the ECB’s loose monetary policy. When he announced 

his decision to step down on 20 October, Weidmann told Bundesbank staff “not to lose 

sight of prospective inflationary dangers”. Weidmann flagged 5% inflation in July; CPI 

inflation has since risen to 4.1% y/y in October from 2.2%. Weidmann also warned that 

the ECB cannot protect governments from higher borrowing costs. Since late October, 



 

 

  

the 10-year spread between Italian and German yields increased to 115-130 bps from 

100-110 bps in 3Q21. 

GBP was unchanged at around 1.34 for a third session with a downside bias. Bank of 

England (BOE) Governor Andrew Bailey told the UK House of Commons Treasury 

Committee that the decision not to hike rates at the last meeting on 4 November was a 

close one. Although the BOE was very uncomfortable with above-target inflation, the 

monetary committee decided that it was prudent to assess the impact on the 1m 

workers on the government’s furlough scheme that ended on 30 September. Hence, 

pay attention to today’s claimant count (unemployment) rate to see if it rises in October 

after six months of declines from 6.4% to 5.2% in September. 

 

 

Philip Wee |  FX Strategist 

 
 

Figure 4: 2Y SORA & SOFR OIS  

 

Source: Bloomberg, DBS 

 

Rates: SGD Rates – What level of stress is still 

embedded? 

There is still a considerable amount of stress embedded in SGD rates. One way to proxy 

stress would be the spread of SORA rates over comparable SOFR rates. In the 2Y tenor, 

this spread hit 42 bps in the first phase of USD rates adjustment in March. When rates 

calmed down, broadly reflected by a drop in long-term implied volatility in USD rates, 

this spread fell into the 10-20bps range. Similarly, the recent surge in the front-end of 

the USD curve caused the 2Y SORA-SOFR spread to widen towards 37bps in early 

November. We feel that SGD rates are too high relative to USD rates. Some of this has 

been playing out with this spread narrowing to 28bps. There has been a divergence 

with 2Y SORA below the peak seen in early November while 2Y SOFR has shifted to new 

highs. 

We think the current fair value spread should be closer to the 10-20 bps range. Note 

that this spread is not constant and shifts depending on stress factors and points in the 

economic cycle. If perceived tighter SGD liquidity persists, there would be a floor on how 

tight this spread can go. A drop towards zero in the near term does not look likely. 

However, if we broaden out the horizon to four or more quarters, we think that the beta 

of SGD rates to USD rates would be less than one. This should be more apparent when 

the Fed starts to hike rates and the Monetary Authority of Singapore (MAS) take a more 

hawkish stance (another round of tightening is plausible in 2022). 

 

Eugene Leow  |  Rates Strategist 

 

 



 

 

 

 Thematics: Where are we in the semiconductor 

cycle? 

▪ Semiconductor uptrend intact; 

revenue to grow at 5-year CAGR of 

8% 

▪ Rosy outlook for end markets, 

catalysed by structural changes and 

digital transformation 

▪ Growing importance of 

semiconductor supply chain in Asia; 

Singapore stands out in our 

transferability index 

▪ Positive on semiconductor plays like 

foundries, equipment makers, and 

service providers 

Long-term uptrend intact. DBS Group Research expects revenue for the 

semiconductor industry to grow by 26.9% y-o-y in 2021 and 8.9% in 2022, at a CAGR 

of 8% in 2020-2025, led by various demand drivers. We are now near the peak of 

the cycle, projected to occur in 2022. 2023 could see a surge in new capacity, leading 

to a drop in chip prices and a 3.7% decline in revenue. Thereafter, we expect to see 

a slower CAGR of 5% in 2023-2025. 

Rosy outlook for end markets. 5G will boost demand for smartphones, while 

structural changes due to the pandemic will continue to drive demand for PCs, 

tablets, and servers. In the gaming segment, we see more room to play. The Internet 

of Things (IoT) is also fueling digital transformation and higher demand for advanced 

chips. Meanwhile, the automotive sector is recovering from a weak 2020. 

Growing importance of semiconductor supply chain in Asia. In Asia, besides Taiwan 

who’s the world’s largest chipmaker, ASEAN countries are also gaining traction on 

the back of the supply chain disruptions. Singapore scores the highest among the 

ASEAN-6 countries in our transferability index. 

Stand-out semiconductor plays. In the foundries space, TSMC (2330 TT) and UMC 

(UMC US) are poised to ride the uptrend in the semiconductor market. Among 

equipment-related manufacturers, AEM (AEM SP) and UMS (UMSH SP) are set to tap 

strong global chip demand. While backend semiconductor services providers like 

Frencken stand to benefit from its diversified presence in various key segments such 

as Automotive, Medical, etc. 
 

Lee Keng LING  |  Analyst             Pei Hwa HO  |  Analyst   

Tie Ying MA  |  Analyst                  Wei Le Chung  |  Analyst   

                                                                                                                                     

 

 

Figure 5:  Semiconductor revenue by end-use industry Figure 6:   Technologies expected to have the most significant  

impact on businesses 
 

 

   

 
Charts/graphics created by DBS Bank based on Gartner research.  

Source: Gartner, Inc., Semiconductor Forecast Database, Worldwide,  

3Q21 Update, Ben Lee, et al,4 October 2021. 

Source: Deloitte, Statista, DBS Bank 
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INDEX RETURNS   

 1 week MTD QTD YTD 

Equities      

S&P 500 -0.4% 1.7% 8.7% 24.7% 

NASDAQ -0.8% 2.3% 9.7% 23.0% 

Russell 2000 -1.7% 4.5% 8.9% 21.6% 

Stoxx Europe 600 1.0% 2.7% 7.4% 22.4% 

Nikkei-225 0.9% 3.1% 1.1% 8.5% 

MSCI WORLD  -0.3% 1.6% 7.3% 19.9% 

MSCI ACWI -0.1% 1.6% 6.8% 17.2% 

MSCI Asia ex-Japan 1.8% 1.7% 3.0% -2.1% 

MSCI EM 1.4% 1.7% 2.7% -0.3% 

HSCEI 3.3% 1.4% 4.1% -15.4% 

SHCOMP 1.0% -0.4% -1.0% 1.7% 

Hang Seng  2.5% 0.1% 3.3% -6.8% 

STI Index -0.7% 1.3% 5.0% 14.0% 

Fixed Income     

Barclays Global Aggregate -1.0% -0.3% -0.5% -4.6% 

Barclays US Aggregate -0.9% -0.4% -0.5% -2.0% 

Barclays US High Yield -0.5% 0.2% 0.0% 4.6% 

Barclays Euro Aggregate -0.2% 0.9% 0.3% -2.0% 

Barclays Euro High Yield -0.1% 0.3% -0.1% 4.1% 

JPM EMBI Global -0.8% 0.1% 0.1% -1.4% 

JPM EMBI Global Diversified -0.5% 0.1% 0.2% -1.8% 

PRICES & SPREADS    

 Spot 2Q21 1Q21 4Q20 

Rates       

Fed Funds Target 0.25 0.25 0.25 0.25 

ECB Main Refinancing Rate 0.00 0.00 0.00 0.00 

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

US Treasury 10-yr 1.62 1.49 1.47 0.92 

Japanese Govt Bond 10-yr 0.06 0.07 0.05 0.02 

German Bunds 10-yr -0.23 -0.20 -0.21 -0.57 

Spreads     

US Agg Corporate Spread 0.89 0.84 0.80 0.96 

US Corporate HY Spread 2.85 2.89 2.68 3.60 

Euro Agg Corporate Spread 0.95 0.87 0.86 0.95 

EM USD Agg Spread 2.88 2.87 2.57 2.68 

Currencies      

US Dollar Index (DXY) 95.4 94.2 92.4 89.9 

EUR/USD 1.14 1.16 1.19 1.22 

USD/JPY 114.1 111.3 111.1 103.3 

USD/CNY 6.4 6.4 6.5 6.5 

Commodities      

WTI Oil 81 75 73 49 

London Metal Exchange (LMEX) 4374 4161 4152 3415 

TR/CC CRB Commodity 237 229 213 168 

Gold 1863 1757 1770 1898 

CIO Markets Watch 

Global Cross Assets YTD Returns   

 

Global Sector YTD Returns   

 

Global Equity Valuation   

  

US Corporate Spreads    
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US Economic Surprise Index  

 

Asia Pacific Economic Surprise Index  

 

MACRO CALENDAR     

 Date Period Survey Prior 

 United States & Eurozone     

Initial Jobless Claims (US) 18-Nov 13-Nov 260k 267k 

CPI y/y (EU) 17-Nov Oct 4.10% 3.40% 

Retail Sales Advance m/m (US) 16-Nov Oct 1.50% 0.70% 

GDP SA q/q (EU) 16-Nov 3Q 2.20% 2.20% 

MBA Mortgage Applications (US) 17-Nov 12-Nov -- 5.50% 

Industrial Production m/m (US) 16-Nov Oct 0.90% -1.30% 

Housing Starts (US) 17-Nov Oct 1579k 1555k 

Existing Home Sales (US) 22-Nov Oct 6.20m 6.29m 
 

MACRO CALENDAR     

 Date Period Survey Prior 

 Asia        

Core Machine Orders m/m (JP) 16-Nov Sep 1.50% -2.40% 

Non-oil Domestic Exports y/y (SG) 16-Nov Oct 15.10% 12.30% 

Jibun Bank Japan PMI Mfg (JP) 22-Nov Nov -- 53.2 

GDP y/y (SG) 17-Nov 3Q 6.50% 6.50% 

Natl CPI y/y (JP) 18-Nov Oct 0.20% 0.20% 

Trade Balance (JP) 16-Nov Oct -¥320.0b -¥622.8b 

Jibun Bank Japan PMI Composite (JP) 22-Nov Nov -- 50.7 

Japan Buying Foreign Bonds (JP) 17-Nov 12-Nov -- ¥1289.8b 
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