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Equities: Go for quality plays in S&P 500

Fed quantitative easing and yield curve distortion. Recent inversion of the US Treasury
10Y-2Y yield curve (a situation where short-term yields are higher than long-term yields)
has sounded the alarm bells on whether this heralds an imminent recession. Since the
1970s, vyield curve inversions are historically followed by economic recessions and
investors are assuming that this time will be no different.

But as we have argued in our report CIO Perspectives - Don't fear the curve inversion
(dated 1 April 2022), prolonged periods of Federal Reserve quantitative easing may have
inadvertently led to distortions in the yield curve, diminishing its usefulness as a predictor
of recessions along the way.

Indeed, quantitative easing has the effect of suppressing the term premium (which is the
additional yield needed to compensate an investor for taking on additional duration
risks). From January 1995 to November 2008, the term premium averaged 1.0%.
However, since December 2008, the average term premium has fallen to 0.1%.

Lower term premium weighs on long-term bond yields and our analysis suggests that if
a normalised term premium is used instead, the yield curve will currently be at a level
that is far from inversion.

Go for quality plays on S&P 500 as uncertainties mount. Global risk assets will continue
to face the proverbial wall of worries in the coming months as inflation and geopolitical
concerns mount. In such a challenging environment, we advocate investors to go for
quality plays in their securities selection. Quality companies with strong branding and
market positioning are able to pass on rising costs in an inflationary environment to end
consumers and protect their profit margins.

As Figure 1 shows, the 12-month trailing operating margin for US quality companies has
exceeded those of the broader market by an average of 3.7 %pts since 2019. The strong

Index Close  Overnight = YTD buffer in profitability provides the necessary downside protection as input costs grind
DJIA 3441169  -01%  -53% higher, in particularly across the commodity space. In terms of return on equity (ROE), US
S&P 500 4,391.69 0.0% 7.9% quality companies similarly possess higher ROE than the broader market by 8.5 %pts on
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EM spread* 348.48 0.1% 18.2
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Credit: Focus on quality amid near-term volatility

With the Federal Reserve finally embarking on the first of its rate hikes, we anticipate
some near-term volatility in the coming months as markets adjust to the hiking cycle.
While a recession is not in our base case expectation, we believe the current
environment warrants some caution for credit, since the dual headwinds of tighter
monetary policy and modest long-term outlook support expectations of aggressive bear
flattening, which is typically accompanied by significant widening of credit spreads
across bond markets.

Based on our analysis of the average weekly change in credit spreads across Developed
Markets (DM), Emerging Markets (EM), and High Yield (HY) credit segments under past
periods of aggressive curve bear flattening, we have observed that HY spreads
demonstrate the most significant widening whereas DM |G spreads widen the least. The
relatively low volatility of DM |G markets under bear flattening yield curves validates our
preference to focus on quality, as outlined in the 2Q22 Global Credit outlook.

Daryl Ho, CFA | Strategist

Developed Markets Emerging Markets High Yield Most aggressive
Percentile Global us Eur us EM GCC LatAm EMEA Asia Asia Global us Eur Asia
IG IG IG MBS usD usb usD usb usb IG HY HY HY HY
0-10th 1.7 1.7 2.2 0.8 6.9 3.2 9.3 5.7 5.6 -0.1 10.7 11.4 8.5 12.1 o
10-20th -0.3 0.0 -0.1 0.0 -3.6 -1.1 -4.2 -7.9 1.0 1.8 -4.1 -3.2 3.6 2.7 g
20-30th 0.6 1.0 -0.3 0.4 5.1 -0.1 18.3 0.9 -0.5 0.1 10.0 10.9 0.4 -0.1 %
30-40th -0.4 -0.7 -1.1 1.1 -0.8 -0.9 -2.2 -1.9 1.5 -1.6 -7.0 -8.2 -7.6 2.9 =
40-50th 1.5 1.5 2.4 0.5 3.1 1.4 32 2.6 3.2 15 8.6 -10.7 9.6 7.4 g
50-60th 0.1 -0.2 0.1 -0.6 0.4 0.5 -0.6 23 -0.8 -1.3 -3.4 -5.1 -2.4 -6.2 g
60-70th -0.4 0.0 -1.0 -0.7 -1.1 -3.2 -1.5 -2.0 -0.2 -1.2 -2.2 -2.2 -3.0 0.6 a
70-80th 2.0 2.8 -1.9 0.0 4.4 -4.3 5.7 -4.9 2.8 37 11 134 9.2 0.0
80-90th -0.4 -0.8 0.9 -0.9 -4.4 3.4 -7.8 -4.8 -1.0 -0.7 -6.8 -8.1 -0.7 -6.8
90-100th -1.6 -2.0 -1.2 -0.5 -5.0 -3.4 -3.1 -6.3 -5.0 -2.5 -9.5 -10.6 -4.1 =155 | east aggressive
FX: USD higher but becoming overbought
DXY appreciated 0.3% to 100.8, mirroring the 2.5 bps increase in the US Treasury 10Y
yield to 2.853%. The rise in the long bond vyield after the long Easter weekend was
105 — DXy considered mild. St Louis Fed President James Bullard maintained his support for a 50
bps hike at the Federal Open Market Committee meeting on 4 May. However, Bullard
was open to a 75 bps hike in the future, if needed, to bring rates to 3.50% this year.
00 Speaking today (19 April), Chicago Fed President Charles Evans is unlikely to favour
raising rates too quickly and wants rates to end 2022 at a neutral setting of 2.25% to
2.50%. On Thursday, Fed Chair Jerome Powell is expected to affirm his soft landing view
at an International Monetary Fund (IMF) panel discussion on the global economy. We
95 remain wary that the DXY is near overbought levels with a 14-day RSI reading near 70.
Today, the IMF is set to downgrade 2022 global growth forecast which was lowered to
4.4% from 4.9% in January. As a preview, the World Bank downgraded its global growth
90 projection to 3.2% from 4.1% yesterday, citing elevated inflation, the war in Ukraine, and
the ongoing pandemic. China also reported GDP growth slowing to 1.3% g/q in 1Q22
from 1.6% in 4Q21 from its “Covid Zero" policy. Our economists lowered China's 2022
- real GDP growth to 4.8% from 5.3%, well below that government's 5.5% target. Apart
Mar-17 Mar-19 Mar-21 from noting the weaker high-frequency data (retail sales, unemployment rate, industrial

production, and fixed asset investment) in March, sluggish corporate long-term lending
indicated downbeat business sentiment and regulatory uncertainty. CNY has beenin a
6.36-6.38 per USD range this month with a downside bias.
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5Y5Y inflation swap
less 5Y5Y SOFR OIS

Pricing is about neutra

EUR depreciated 0.3% to 1.0782, below 1.08 for the first time since May 2020. The
European Union (EU) is under pressure to respond with an embargo on Russian ol
which Organisation of the Petroleum Exporting Countries said would be “nearly
impossible to replace. Brent crude oil prices increased 1.3% to USD113.16 per barrel,
its highest level since 30 March. Ukrainian President Volodymyr Zelenskyy warned that
Russian troops had started a major new offensive in Donbas to take control of eastern
Ukraine. Zelensky fears that the worst might be ahead with Russia possibly deploying
either nuclear or chemical weapons. Zelensky has submitted a completed
questionnaire on EU membership handed to him by European Commissioner Ursula
von der Leyen during her visit to Kyiv on 8 April. War fears aside, events on Wednesday
might support the EUR. Bundesbank President Joachim Nagel and German Finance
Minister Christian Lindner might push for European Central Bank hikes at the IMF/World
Bank Spring Meeting. The TV debate between President Emmanuel Macron and far-
right Eurosceptic opposition candidate Marie Le Pen has the potential to shape the
French presidential runoff on 24 April. Polls currently favour Macron's re-election.

Philip Wee | FX Strategist
Rates: Longer-term rates are pricing in neutral

After a sharp selloff since the start of the year, longer-term USD rates (10Y yields are
above 2.8%) are finally pricing in neutral. We would again emphasise that neutral is
relative to where inflation expectations are. We think 5Y5Y real rates might be the best
way to sidestep supply side pressures arising from economic reopening and the Russia-
Ukraine conflict. By capturing the medium-term perspective, it is clear that the Fed on
path to normalisation should bring real rates close to zero, something that we had
flagged back in January. 5Y5Y real rates are now at 0.07%, up close to a 100bps since
the start of the year.

Accordingly, we are also neutral on long-term rates, noting that our 2Q forecast of
2.80% has already been hit. There can be considerable swings on either side of 2.80%
as market participants grapple with uncertainties over the terminal rate for the cycle
and fears about quantitative tightening. This fear is reflected in elevated implied and
realised rates volatility. Note that implied rates volatility is the single largest stress point
amongst indicators that we track. 2Q would likely mark peak duration fears, in our
opinion. As the market prices in a Fed that brings policy settings into restrictive territory,
the market may well take longer-term rates higher than neutral as well. However, at
these levels, we are reluctant to chase USD rates higher, noting that a large chunk of
the move may already be done. We are also not convinced that steepening is a trend
that can persist in a Fed tightening cycle and prefer to fade the 2Y/10Y close to 40 bps.

Eugene Leow | Rates Strategist
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= Russia-Ukraine conflict has elevated
global commodity prices, with some
surging >50% y/y in March

= Selected agri-commodity prices rise
more moderately in China but palm ol
price soars >70% in March

Sensitivity analyses suggest substantial
earnings impact on instant noodle

players
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Thematics: China F&B - Russia-Ukraine conflict to hurt
earnings

Major shock to agricultural commodities. Russia and Ukraine are key players in the
agricultural sector globally. Already high global commodity prices, no thanks to the
Covid-19 resurgence and logistics disturbance, surged further following sanctions
imposed on Russia, registering strong double-digit growth. In China, commodities such
as corn, raw milk, sugar, wheat, and soybean meal saw much milder increases during
March. But palm oil and aluminium (used in packaging raw materials) soared 72% and
30%, respectively.

Negatively impacted sectors. Food processors like instant noodle makers have warned
that higher palm oil prices may have already offset the companies’ price hikes over the
past 12 months. Palm oil, up >55% y/y in 1Q22, normally takes up <10% of cost of goods
sold. This could hurt the gross margins of food processors. Based on DBS Group
Research’s sensitivity analyses, we estimate FY22 earnings of food processors could be
impacted by 1-3% for every 5% increase in palm oil price. As such, we lowered the FY22F
gross margin of food processors under our coverage.

Stay selective. On the back of rising agri-commodity prices, upstream players may
benefit better from the uptrend. We believe mid-downstream processors could face
higher cost pressure in TH22 and affect near-term sentiment. However, we expect
leading dairy companies to find ways to largely offset the cost impacts through passing
on the costs to consumers as well as further product-mix enhancement.

Alison FOK | Analyst
Alice HUI | Analyst
Mavis HUI | Analyst
Clement XU | Analyst
Tina HU | Analyst

(%)

60

50

40

30

20

10 .
; L o

Soybean apeseed Palm oil PET Sugar Wheat

B’DBS



Global Cross Assets YTD Returns
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2001 2004 2007 2010 2013 2016 2019
INDEX RETURNS
lweek MTD QD | YID
Equities
S&P 500 -05%  -31%  -31%  -7.9%
NASDAQ -0.6%  -62%  -6.2% -14.8%
Russell 2000 0.5% -39% -39%  -11.4%
Stoxx Europe 600 0.3% 0.9% 0.9% -5.7%
Nikkei-225 -01%  -37%  -37%  -6.9%
MSCI WORLD -0.6%  -32% -32%  -8.6%
MSCI ACWI -0.6%  -32% -32%  -8.3%
MSCI Asia ex-Japan -0.3% -3.5% -35%  -11.4%
MSCI EM -05%  -31%  -31% -10.2%
HSCEI 2.5% -1.9%  -19%  -10.3%
SHCOMP 0.9% 7% 17%  -12.2%
Hang Seng 1.5% -2.2% -2.2% -8.0%
STl Index -1.8%  -31%  -3.1% 5.7%
Fixed Income
Barclays Global Aggregate -0.7%  -35%  -35%  -9.4%
Barclays US Aggregate -0.6% -3.1% -3.1% -8.8%
Barclays US High Yield 0.1% 20%  -2.0%  -6.8%
Barclays Euro Aggregate -0.2% -2.2% -2.2% -7.5%
Barclays Euro High Yield -04%  -09%  -09%  -5.0%
JPM EMBI Global -03%  -31% -31%  -12.1%
JPM EMBI Global Diversified 1% -31%  -31%  -13.7%

Global Sector YTD Returns

24
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US Corporate Spreads
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. 2010 2012 2014 2016 2018 2020 2022
PRICES & SPREADS

Spot  1Q22 | 4Q21 |3Q21
Rates
Fed Funds Target 0.50 0.50 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 2.86 2.34 1.51 1.49
Japanese Govt Bond 10-yr 0.24 0.21 0.07 0.07
German Bunds 10-yr 0.84 0.55 -0.18  -0.20
Spreads
US Agg Corporate Spread 1.23 1.16 0.92 0.84
US Corporate HY Spread 3.52 3.25 2.83 2.89
Euro Agg Corporate Spread 1.35 1.31 0.97 0.87
EM USD Agg Spread 311 3.13 2.85 2.87
Currencies
US Dollar Index (DXY) 100.8 98.3 95.7 942
EUR/USD 1.08 1.1 1.14 1.16
usb/py 127.0 121.7 1151 1113
USD/CNY 6.4 6.3 6.4 6.4
Commodites
WTI Ol 108 100 75 75
London Metal Exchange (LMEX) 5130 5174 4502 4161
TR/CC CRB Commodity 316 295 232 229
Gold 1979 1937 1829 1757
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ClO Economics Watch

US Economic Surprise Index Asia Pacific Economic Surprise Index
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2015 2015 2017 2018 2019 2020 2021 2022 2015 2016 2017 2018 2018 2020 2021 2022
MACRO CALENDAR MACRO CALENDAR

Date  Period -- Date W--

United States & Eurozone Asia
Initial Jobless Claims (US) 21-Apr  16-Apr 180k 185k Industrial Production m/m (JP) 19-Apr  Feb - 0.10%
CPlyly (EV) 21-Apr  Mar 7.50%  7.50% Jobless Rate (JP) 25-Apr  Mar -- 2.70%
MBA Mortgage Applications (US) 20-Apr  15-Apr - -1.30% CPlyly (CN) 25-Apr  Mar - 4.30%
S&P Global US Mfg PMI (US) 22-Apr  Apr 58 58.8 Jibun Bank Japan PMI Mfg (JP) 21-Apr  Apr -- 54.1
S&P Global Eurozone Mfg PMI (EU) 22-Apr  Apr 54.7 56.5 Job-To-Applicant Ratio (JP) 25-Apr  Mar -- 1.21
Housing Starts (US) 19-Apr  Mar 1740k 1769k Natl CPIy/y (JP) 21-Apr  Mar  1.20%  0.90%
Existing Home Sales (US) 20-Apr  Mar  578m 6.02m Industrial Production y/y (JP) 19-Apr  Feb -- 0.20%
Leading Index (US) 21-Apr  Mar  0.30% 0.30% Natl CPI Ex Fresh Food y/y (JP) 21-Apr  Mar  0.80%  0.60%

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 Group 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.

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 FO00164. For more information on DBS DIFC and its affiliates, please see
http://www.dbs.com/ae/our--network/default.page.
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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.

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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