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Key Points 

▪ Equities: Global equities rise against 

positive macroeconomic backdrop; US 

CPI drops for first time since April 2020; 

China’s December exports beat 

consensus estimates 

▪ Credit: Prefer 3-5 year duration segment 

to reduce portfolio sensitivity to an 

upward shift in rates without 

compromising on yield due to flat curves 

 

GLOBAL MULTI-ASSET RETURNS 

Index Close Overnight YTD 

DJIA 34,303 0.3% 3.5% 

S&P 500 3,999 0.4% 4.2% 

NASDAQ 11,079 0.7% 5.9% 

Stoxx Europe 600 453 0.5% 6.5% 

DAX 15,087 0.2% 8.4% 

CAC 40 7,024 0.7% 8.5% 

FTSE 100 7,844 0.6% 5.3% 

MSCI AxJ 668 1.2% 7.8% 

Nikkei 225 26,120 -1.2% 0.1% 

SHCOMP 3,195 1.0% 3.4% 

Hang Seng  21,739 1.0% 9.9% 

MSCI EM 1,030 1.1% 7.7% 

UST10-yr yield* 3.50 6.3  -37.1  

JGB 10-yr yield* 0.50 0.0  9.1  

Bund 10-yr yield* 2.17 1.2  -40.0  

US HY spread* 4.07 -12.0  -62.0  

EM spread* 379.18 -10.4  5.0  

WTI (USD) 79.86 1.9% -0.5% 

LMEX 4,272.60 0.8% 7.2% 

Gold (USD) 1,920.23 1.2% 5.3% 

Source: Bloomberg 

* Changes in basis points 

▪ FX: USD’s sell-off running into technical 

hurdles as DXY approaches psychological 

support of 100; volatility ahead for JPY 

crosses amid speculation of further YCC 

tweaks 

▪ Rates: Market pricing in another 50 bps of 

hikes followed by subsequent cuts of 

c.300bps, taking the Fed Funds rate to 

c.3% 

▪ Thematics: Singapore’s real estate sector 

to grow modestly as economy enters a 

soft patch 

▪ The Week Ahead: Keep a lookout for US 

Change in Initial Jobless Claims; Japan 

Industrial Production Numbers 

Equities:   Global equities extend rally as US CPI fell in 

December 
 

Global equities rise as US hits inflation milestone. Global equities rose for a second 

week in a row as inflation in the US continued to slow; CPI for December fell -0.1% (m/m), 

representing the largest price decrease since April 2020; headline inflation declined to 

6.5% on a y/y basis. Global equities were up 3.3% for the week, with Developed Markets 

and Emerging Markets gaining 3.2% and 4.2% respectively.  

US equities rose last week on the back of easing inflation and positive bank earnings. 

The S&P 500, Nasdaq, and Dow Jones notched weekly gains of 2.7%, 4.8%, and 2.0% 

respectively. Europe stocks also edged higher on the back of lower energy prices and 

China’s re-opening, both of which are expected to buffer the region’s impending 

economic slowdown; the Stoxx 600 and FTSE 100 rose 1.8% and 1.9% for the week. 

Asian equities traded higher as China’s December exports fell slightly less than expected 

(9.9% vs 10.0%); HSCEI and Hang Seng were up 3.5% and 3.6% respectively. 

Topic in focus: China reopening picking up pace.  Since the announcement on China’s 

reopening and lifting city-wide lockdowns, there has been consistent improvement in 

economic activity not only among big cities, but also lower tier cities. This has in turn 

boosted the investment sentiment and confidence among local consumers. From the 

end October low, China equities listed in Hong Kong have risen some 50% driven by 

improvement in outlook and investment managers repositioning to capture the 

recovery.  

One of the barometers of China’s re-opening is mobility data in the form of daily metro 

passengers among the leading cities of Beijing, Shanghai, and Chengdu (Figure 1). Since 

the lifting of Covid-19 measures, passenger rides at city metro systems have shown 

encouraging signs of improvement. We expect the recovery to gain momentum as more 

business activities regain normalcy. Against this favourable policy backdrop, we 

maintain our conviction on sectors and themes like technology, domestic consumption, 

consumer brands, physical retail, and large banks. 

Figure 1: China metro usage showing signs of recovery 

 

Source: Bloomberg, DBS 
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 Credit: Opportunities remain with short-dated high-

grade credit 

Figure 2: Opportunities remain with short-dated 

credit    

 
Source: Bloomberg, DBS 

 

 

 

 

Figure 3: Strengthening Yen  

 
Source: Bloomberg, DBS 

 

 

 

 

 

 

 

 

 

 

 

Inflation still supporting upward bias for interest rates. Last week’s December’s CPI data 

release reflected a slowdown in annual increase in CPI, sending bond yields lower in 

anticipation that policymakers would soon reduce the magnitude of hikes. However, 

headline CPI in the US still rising 6.5% y/y indicates that the Fed is not out of the woods 

in the battle against inflation, supporting an upward bias for rates, especially since the 

core services component remains sticky on the upside.  

Against this backdrop, we continue to prefer the 3-5 year duration segment for A/BBB 

credit, to reduce portfolio sensitivity to an upward shift in rates, without compromising 

on yield due to flat curves. As Figure 2 illustrates, while the steepest part of the UST 

curve remains at the 1-2Y mark, credit spreads remain wide between the 5-10Y duration 

segment for A/BBB credit, suggesting that, on balance, the sweet spot remains within 

the 3-5Y duration segment. Furthermore, with rising risks of a recession, and markets 

rife with volatility, this warrants a preference for high-grade bonds, noting that a posture 

of loss avoidance is preferred with growth expected to slow in the coming months. 

 

 

 

FX:  Technical hurdles ahead 

The USD’s sell-off is running into some technical hurdles. DXY depreciated 1.3% YTD to 

102.2 last week, its weakest close since June 2022. The level was between the Fed’s 50 

bps hike on 4 May and its first 75 bps hike on 15 June. As per CFTC data, speculators 

have unwound their gross long USD positions by end of last year to the lowest levels 

since August 2021. DXY is near its psychological support level at 100, and its most 

significant component, the EUR, faces resistance at 1.10. Although GBP appreciated 

1.1% to 1.2227 last week, it is still within the 1.1840-1.2450 range set in late November. 

The market is overly optimistic about disinflation and a soft landing in the US economy. 

According to a Wall Street Journal Survey of 71 economists conducted over 6-10 

January, 61% predicted a US recession this year, with 51% expecting the Fed to cut rates 

this year. Bloomberg consensus sees the US economy entering a technical recession in 

2Q23 and 3Q23. On Wednesday, the Fed’s Beige Book should reject the market’s bets 

for Fed cuts in late 2023 and highlight the Fed’s determination to lift rates above 5% 

and keep it there for the rest of the year. On Thursday, Fed Vice Chair Lael Brainard will 

guard against complacency regarding the Fed’s mission to return inflation to its 2% 

target. The Pavlovian market will be looking to dump the greenback if Brainard affirms 

the smaller 25 bps hike expected at the FOMC meeting on 1 February.  

The World Economic Forum in Davos, Switzerland, on 16-20 January, should be a 

reminder of how the world has moved from inclusive globalisation towards a polycrisis. 

The Global Risks Report cited the cost-of-living crisis, natural disasters and extreme 

weather events, as well as geo-economic confrontation as the top three risks over the 

next two years. At the start of the year, the International Monetary Fund warned that a 

third of the world economy would be in recession this year. Consensus expects 

Singapore’s non-oil domestic exports to contract by a deeper 16% y/y in December from 

14.6% in November. Having fallen from 1.45 at the end of 3Q22, USD/SGD is back to its 

1.32 support level seen in 1H22.  

We expect more volatility for JPY crosses. Even if the Bank of Japan keeps policy on hold 

as it assesses the impact of its December move, any relief USD/JPY bounce could be 

short-lived as it is difficult to quell speculation of further Yield Curve Control (YCC) 

tweaks. BoJ's policy credibility is becoming increasingly strained as uncertainty around 

inflation rises, evident from the 10Y JGB yield continuously testing the upper bound of 
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Figure 4: Taylor Rule and Fed Funds rate 

 
Source: Bloomberg, DBS 

*Assumptions made on regime shift and other variables 

 

 

the YCC band. The JPY could strengthen further if bets that YCC is reaching its end 

mount. USD/JPY broke below 1.30 but faces support around 126.30, its low in May. 

CNY will likely shrug off any weaknesses in China's 4Q22 GDP and December activity 

indicators this week. Given the rising Covid wave, a drag on consumption should not be 

a surprise. Hopes of a strong rebound post China's reopening could sustain equity 

inflows and support the CNY. Next week, China’s markets will be closed for the Lunar 

New Year holidays. Having fallen sharply from just below 7.00 in December, USD/CNY 

could consolidate around 6.70 first. 

 

Rates: Revisiting the Taylor rule and mapping to 

implied rates 

The market is pricing in another 50 bps of hikes and close to 300 bps of cuts 

subsequently, taking the Fed Funds rate close to 3%. There is a myriad of explanations 

behind why USD rates fell so quickly even as the Fed is still sounding very hawkish. In 

our view, the most important aspect can probably be explained by an adjusted version 

of the Taylor rule (which takes into account the unemployment rate and prices). 

Plugging in y/y CPI figures and assuming that the neutral unemployment rate is at 4.5% 

(meaningfully higher than the current 3.5%) point to a much higher Fed Funds rate 

(close to 7.5%). However, there are issues to consider. 

First, we think 3M/3M annualised is a much better measure for CPI. We would also strip 

out volatile, lagging, and other less meaningful components. The Atlanta Fed’s core 

sticky CPI less the shelter measure (our preferred gauge) is barely running at 2% on a 

3M/3M annualised basis. In other words, inflation seems to have hit the Fed’s target. 1Y 

and 2Y breakevens are also pointing to a very benign CPI print. Plugging in 2% inflation 

and an updrift to 4% in unemployment rate implies a FFR of 3%, about what is priced 

for end-2024. The market could be a tad too complacent on inflation in the longer term.  

Second, it is difficult to gauge the neutral level of unemployment. If wage growth is 

slowing/stabilising, then there is nothing wrong with an unemployment rate of 3.5%. In 

any case, the participation rate might increase over the coming quarters again, 

automatically driving up the unemployment rate even as firings stay low.  

At this point, we are a tad wary of the aggressive Fed cut pricing out to 2024, relative to 

the peak this year. We are also wondering if the rally in UST is driven by a positioning 

squeeze (many participants are short for the most part of last year). 
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Thematics: Singapore REITs – The time is now 

▪ Singapore’s real estate sector to grow 

modestly as economy enters a soft 

patch 

▪ S-REITs have ample defences against 

sustained interest rates hikes till the 

tide turns in late 2023 

▪ Re-opening story “not dead”, many 

beneficiaries from reopening of 

China’s economy and borders 

▪ S-REIT yield spread of around 3.0% 

has priced in interest rates risk 

Singapore economy to enter a soft patch; real estate sector to see slowing growth 

momentum. Singapore’s economy is expected to slow to around 2.2% in 2023, averting 

a recession, while inflation is expected to remain sticky at around 6.3%. Against this 

backdrop, DBS Group Research expects more cautious business and consumer 

sentiment. Thus, we believe Singapore’s real estate cycle will enter a more modest 

growth phase, but we still project most sectors to see market rents remaining on an 

uptrend in 2023. 

S-REITs to navigate interest rates and currency headwinds well. While we project overall 

net property income (NPI) growth of about 5.0% over FY22-24F, we see more flattish 

distribution per unit (DPU) growth rates of around 3.0%, mainly due to the impact of 

higher refinancing rates and forex losses for selected S-REITs. That said, we see ample 

defences from S-REITs’ high fixed-rate debt ratio and forward currency hedges until 

interest rates turn in S-REITs favour, which could be sometime in late 2023-2024. 

Re-opening story is “not dead”. The potential reopening of China is an overall positive 

for investor sentiment and has many pluses for S-REITs. The reopening should help to 

improve disruptions to supply chains and potential increase in consumer spending. 

That said, the “holy grail” will come from the eventual outbound travel of China tourists 

which will provide a further boost to the hospitality sector in the medium term. 

Fed ends hikes by 1Q23, major overhang to be lifted. We see a more conducive 

environment for S-REITs as the Fed potentially slows and ends its hikes by 1Q23. The 

10-year US and SG yields have declined from their respective peaks in anticipation of 

cooling inflation and economic outlook, and these are projected to be about 3.5% and 

3.0% in 2023 respectively. S-REIT yield of 6.1% or a spread of 3.1% is fair and has 

substantially priced in the interest rate risks, in our view. We believe that the focus will 

then be on the impact of a recession, and as such, suburban retail and industrial names 

offer better DPU resiliency with capacity for upside surprises. 

 

Figure 5: DPU Growth CAGR (FY22F-24F)  Figure 6:  S-REITs by subsector  

 

 
 

Source: DBS Bank Source: DBS Bank Estimates 
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CIO Markets Watch 

Global Cross Assets YTD Returns  

 

Global Sector YTD Returns  

    

Global Equity Valuation  

    

US Corporate Spreads  

    

 
Source: Bloomberg, DBS 

INDEX RETURNS  

 1 week MTD QTD YTD 

Equities     

S&P 500 2.7% 4.2% 4.2% 4.2% 

NASDAQ 4.8% 5.9% 5.9% 5.9% 

Russell 2000 5.3% 7.1% 7.1% 7.1% 

Euro Stoxx 600 1.8% 6.5% 6.5% 6.5% 

Nikkei-225 0.6% 0.1% 0.1% 0.1% 

MSCI WORLD  3.2% 5.1% 5.1% 5.1% 

MSCI ACWI 3.3% 5.4% 5.4% 5.4% 

MSCI Asia ex-Japan 4.0% 7.8% 7.8% 7.8% 

MSCI EM 4.2% 7.7% 7.7% 7.7% 

HSCEI 3.5% 10.2% 10.2% 10.2% 

SHCOMP 1.2% 3.4% 3.4% 3.4% 

Hang Seng  3.6% 9.9% 9.9% 9.9% 

STI Index 0.5% 1.3% 1.3% 1.3% 

Fixed Income     

Barclays Global Aggregate 1.9% 3.3% 3.3% 3.3% 

Barclays US Aggregate 0.9% 2.7% 2.7% 2.7% 

Barclays US High Yield 1.6% 3.8% 3.8% 3.8% 

Barclays Euro Aggregate 0.6% 2.8% 2.8% 2.8% 

Barclays Euro High Yield 1.4% 2.5% 2.5% 2.5% 

JPM EMBI Global 1.6% 2.5% 2.5% 2.5% 

JPM EMBI Global Diversified 1.6% 2.4% 2.4% 2.4% 

PRICES & SPREADS  

 Spot 4Q22 3Q22 2Q22 

Rates     

Fed Funds Target 4.50 4.50 3.25 1.75 

ECB Main Refinancing Rate 2.50 2.50 1.25 0.00 

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

US Treasury 10-yr 3.51 3.88 3.83 3.02 

Japanese Govt. Bond 10-yr 0.50 0.41 0.24 0.23 

German Bunds 10-yr 2.17 2.57 2.11 1.33 

Spreads     

US Agg Corporate Spread 1.24 1.30 1.59 1.55 

US Corporate HY Spread 4.07 4.69 5.52 5.69 

Euro Agg Corporate Spread 1.62 1.70 2.25 2.15 

EM USD Agg Spread 3.33 3.32 4.03 4.04 

Currencies     

US Dollar Index (DXY) 102.2 103.5 112.1 104.7 

EUR/USD 1.08 1.07 0.98 1.05 

USD/JPY 127.9 131.1 144.7 135.7 

USD/CNY 6.7 6.9 7.1 6.7 

Commodities     

WTI Oil 80 80 79 106 

London Metal Exchange (LMEX) 4273 3984 3541 3879 

TR/CC CRB Commodity 276 278 268 291 

Gold 1920 1824 1661 1807 
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CIO Economics Watch 

US Economic Surprise Index  

 

Asia Pacific Economic Surprise Index  

 

 
Source: Bloomberg, DBS 

MACRO CALENDAR 

 Date Period Survey Prior 

United States & Eurozone     

Initial Jobless Claims (US) 19-Jan 14-Jan 214k 205k 

CPI y/y (EU) 18-Jan Dec 9.20% 9.20% 

Retail Sales Advance m/m (US) 18-Jan Dec -0.90% -0.60% 

MBA Mortgage Applications (US) 18-Jan 13-Jan -- 1.20% 

Housing Starts (US) 19-Jan Dec 1357k 1427k 

Industrial Production m/m (US) 18-Jan Dec -0.10% -0.20% 

PPI Final Demand m/m (US) 18-Jan Dec -0.10% 0.30% 

Existing Home Sales (US) 20-Jan Dec 3.95m 4.09m 

 

 

 

 

MACRO CALENDAR  

 Date Period Survey Prior 

Asia     

Industrial Production m/m (JP) 17-Jan Nov -- -0.10% 

GDP y/y (CN) 16-Jan 4Q 1.60% 3.90% 

Core Machine Orders m/m (JP) 17-Jan Nov -1.00% 5.40% 

Non-oil Domestic Exports y/y (SG) 16-Jan Dec -16.00% -14.60% 

Tertiary Industry Index m/m (JP) 16-Jan Nov 0.20% 0.20% 

Industrial Production y/y (CN) 16-Jan Dec 0.20% 2.20% 

Natl CPI y/y (JP) 19-Jan Dec 4.00% 3.80% 

Retail Sales y/y (CN) 16-Jan Dec -9.00% -5.90% 
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