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Key Points 

▪ Equities: US equities traded higher as 

markets expect lower interest rate hikes 

after banking sector turmoil 

▪ Credit: We reiterate preference for quality 

credit over cash to (a) diversify from 

financial-sector concentration risks and 

(b) lock in higher yields for a longer 

duration 

▪ FX: DXY and its components struggled on 

heightened volatility over banking risks; 

USD/CNH stable around 6.90 despite 

market volatility 

▪ Rates: Fed to hike by 25 bps and take Fed 

Funds rate to 5%; Terminal rate of 5-5.5% 

reasonable, contingent on stable market 

conditions 

▪ Thematics: We remain constructive on 

aviation sector due to the nascent 

recovery in APAC and promising forward 

booking data 

 

 

GLOBAL MULTI-ASSET RETURNS 

Index Close Overnight YTD 

DJIA 31,862 -1.2% -3.9% 

S&P 500 3,917 -1.1% 2.0% 

NASDAQ 11,631 -0.7% 11.1% 

Stoxx Europe 600 436 -1.2% 2.7% 

DAX 14,768 -1.3% 6.1% 

CAC 40 6,925 -1.4% 7.0% 

FTSE 100 7,335 -1.0% -1.6% 

MSCI AxJ 622 1.6% 0.4% 

Nikkei 225 27,334 1.2% 4.7% 

SHCOMP 3,251 0.7% 5.2% 

Hang Seng  19,519 1.6% -1.3% 

MSCI EM 952 1.1% -0.5% 

UST10-yr yield* 3.43 -14.8 -44.6 

JGB 10-yr yield* 0.28 1.6 -12.9 

Bund 10-yr yield* 2.10 -18.3 -46.3 

US HY spread* 5.09 24.0 40.0 

EM spread* 420.84 13.6 46.7 

WTI (USD) 66.74 -2.4% -16.8% 

LMEX 3,853.60 0.7% -3.3% 

Gold (USD) 1,989.25 3.6% 9.1% 

Source: Bloomberg 

* Changes in basis points 

 

Equities: Ripple effect throughout EU financials 

Market traded mixed amid volatility in the banking sector. Volatility dominated 

sentiments last week (ended 17 March) with major indices turning in mixed 

performances. This was driven mainly by concerns revolving around the prevailing 

banking crisis. Global equities were down -0.1%, with Developed Markets remaining flat 

and Emerging Markets dipping -0.4%.  

US equities rose on the back of expectations that the Fed will tone down its hawkish 

rhetoric amid the current banking fiasco. S&P 500 and NASDAQ gained 1.4% and 4.4% 

respectively, while Dow dipped -0.1%. Europe ended the week in negative territory on 

the back of the European Central Bank rate hike and concerns on Credit Suisse’s (CSGN 

SW) financial stability. The FTSE 100 and Stoxx 600 lost -5.3% and -3.8% respectively.  

Topic in focus: Swiss National Bank’s (SNBN SW) swift actions to address contagion risks 

resulting from the failure of a Swiss large bank should safeguard against a systemic 

banking crisis from materialising. An index of European banks has fallen 12% last week. 

Despite the takeover by another Swiss Bank in a historic government-brokered deal, we 

believe the recovery of the sector may take some time as it is unlikely to be immune 

from potential losses from counterparty risks, increased loss provisions, and capital 

write-offs, which will have a real impact on earnings and valuations. Going forward, 

tighter monetary conditions and greater risk awareness will also dampen credit growth 

and fee. We continue to stay negative on the sector. 

We reiterate our Underweight stance in Europe equities. Notwithstanding the current 

de-risking in markets, we believe there is an opportunity to take positions in some high-

quality stocks in the Technology, Luxury, and Healthcare sectors following their recent 

sharp declines as bond yields head lower. 

Figure 1: Monetary conditions are already tight, and should tighten further 

 

Source: Bloomberg, DBS 
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 Credit: An opportune time to shift cash towards high 

quality credit with the Liquid+ Strategy 

Figure 2: Cash never yields the same as IG credit 

for long 

 
Source: Bloomberg, DBS 

 

 

 

 

 

 

Figure 3: Navigating heightened volatility 

 
Source: Bloomberg, DBS 

 

 

 

 

 

 

 

 

High returns of cash are at risk. The backdrop of recent bank failures validates the case 

for bonds over deposits, highlighting risks of traditionally “safe” cash deposits given their 

concentrated exposure to financial sector risks. To add to this, the days of attractively 

high yields on cash deposits could be numbered as financial sector stresses temper 

expectations of hawkish policy. This was the premise of our long-standing preference 

for quality credit over cash deposits, as quality credit allows investors to (a) be well-

diversified rather than have financial sector concentration risks, and (b) lock in higher 

yields for a longer duration than the fleeting high rates of cash.  

Cash never yields the same as IG credit for long. Figure 2 illustrates that over the past 

20 years, cash yields (using 3m T-bills as a proxy) have hardly ever come close to 

Investment Grade (IG) credit for more than a year. This means that investors are often 

better off taking some duration risk in IG credit to lock in such high yields for a longer 

timeframe. Moreover, high cash rates are not sustainable in a highly leveraged world; 

historically when cash and IG yields coincide, a recession generally ensues, forcing rates 

lower again. In such a situation, investors who hold only cash would suffer reinvestment 

risks with a decline in rates, while IG credit investors would experience capital gains as 

the rate environment adjusts lower, lifting bond prices.  

Stay with quality short duration credit. With systemic stresses in financial markets now 

at the fore, the opportunity is soon closing to lock-in higher yields. We continue to 

recommend that investors capitalise on this narrowing window for higher yields by 

shifting cash towards high quality credit – in what we termed the Liquid+ Strategy – to 

capture yields while stocks last. 

 

FX: Range-bound despite market volatility 

DXY and its components struggled against each other on heightened volatility over 

banking risks triggered by Silicon Valley Bank and Credit Suisse. Despite the two-way 

swings last week, most currencies except the CAD held inside their first two month’s 

trading ranges. USD/CAD broke above its 1.3260-1.3690 range because the Bank of 

Canada (BOC) paused its hiking cycle on 8 March. Contrary to the market’s fears, the 

European Central Bank (ECB) looked past the banking sector stress and proceeded with 

the telegraphed 50 bps hike last Thursday (16 March). Likewise, we expect the Fed and 

the Bank of England (BOE) will follow through with the 25 bps rate increases expected 

this week. The Fed will push on with its higher-for-longer rates plan by lifting this year’s 

Fed Funds rate above the 5.1% projected last December. 

Before the troubles at the banks emerged, the central banks were downsizing hikes on 

headline inflation appearing to have peaked. However, the central banks also insisted 

they still have “some ways to go” in tightening monetary policy because core inflation 

remained firm on tight labour markets. Headline inflation was still far from its target and 

could rear its ugly head again if China’s recovery turns out stronger than expected. On 

23 March, the BOC’s Summary of Deliberations will affirm that its pause is conditional 

on meeting its forecast for inflation to fall to 3% by mid-year and 2% by 2024. 

We also drew several lessons over the past year. The US technical recession in the first 

half of 2022 did not prevent the Fed’s first 25 bps hike in March and larger increases of 

50 bps in May and 75 bps in June. Neither did EU’s “harsh winter” recession fears stop 

the ECB from delivering 75 bps hikes in September and October, or September’s UK 

mini-budget crisis from holding the BOE back from a larger 75 bps hike in November. 

Hence, central banks will likely resist calls for an end to the hiking cycle on the grounds 

that they are ready and have other tools to swiftly address the liquidity stress at the 

troubled banks. 
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Figure 4: 25 bps hike expected 

 
Source: Bloomberg, DBS 

 

In Asia, USD/CNH had been stable around 6.90 despite the market volatility, affirming 

China’s preference for a stable CNY with a haven appeal. Last Friday, the People’s Bank 

of China delivered the 0.25% cut in the reserve requirement ratio flagged by Governor 

Yi Gang to ease liquidity, a decision that should not weigh much on the CNY. During his 

official visit to Moscow on 20-22 March, President Xi Jinping will discuss with President 

Vladimir Putin the comprehensive partnership and strategic cooperation between the 

two countries. Markets wonder if he will be able to broker peace between Russia and 

Ukraine, as he did between Saudi Arabia and Iran. 

 

Rates:  A 25 bps Fed hike with uncertainty on the path 

beyond 

The Fed will probably hike by 25 bps this week (ending 24 March), taking the Fed Funds 

rate to 5%, but the path forward will be less clear. Financial turmoil across the US and 

European banking sector is a key warning for central banks and the Fed will not be able 

to ignore risks to financial stability. In any case, financial conditions have plunged and in 

terms of policy making, this should restrict the real economy even if the Fed pauses. 

The fallout from the past week of volatility on the real economy would probably not be 

known for a couple of months. In any case, we think that the odds of the Fed being 

aggressive (and rates pricing being aggressive) have now fallen. A terminal rate of 5-

5.5% (DBSf: 5.25%) would probably be reasonable, contingent on stable market 

conditions first and firm economic data (secondary). For USD rates, the mentality has 

changed. Prior to this episode, an inflation/Fed premium got priced into the front. Now, 

this has to be replaced with a recession premium, keeping short rates lower than they 

otherwise would have been. In any case, aside from the banking sector, the debt ceiling 

issue will probably resurface around mid-year, which might dampen sentiment at that 

point. On the policy front, there should be more focus on financial and economic 

stability and less focus on inflation over the coming quarters. The only thing now is 

damage control. If this contagion does not clearly resolve soon (say in weeks), the cuts 

priced in the market for 2H will become a reality.  
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 Thematics: Singapore Aviation – Flying under 

investors’ radars 

▪ Aviation sector underperformed the 

market in the past month after mixed 

earnings performance 

▪ Earnings outlook for the sector 

remains upbeat 

▪ Time to go long as improving 

fundamentals yet to be reflected in 

share prices and valuations 

 

Upbeat on sector’s earnings prospects despite macroeconomic concerns. Our 

optimistic outlook on the aviation sector was reinforced by the latest earnings season. 

We saw a noticeable change in the tone of management commentary, and companies 

expressing more optimism on the recovery trajectory. Although investors may be wary 

of the sector due to its high sensitivity to changes in macroeconomic growth outlook 

amid tightening financial conditions, we remain constructive due to the nascent 

recovery in Asia Pacific and promising forward booking data. With several tailwinds in 

play, we are confident that the sector will deliver strong earnings growth over the next 

few years.  

Air travel in Asia Pacific to catch up with other regions in 2023, with Singapore at the 

forefront. We anticipate air passenger traffic in Asia Pacific will continue to recover lost 

ground in 2023. We expect Singapore to maintain its lead over other countries and see 

air traffic to and from the country return to normal by end-2023, thanks to its more 

successful efforts to restore flights to China. Passenger yields should trend lower but 

will likely sustain above pre-pandemic levels. While airlines could see pricing pressure 

as competitors continue to increase their number of flights, we believe it will take time 

for air fares to return to normal due to immense pent-up travel demand and the gradual 

addition of passenger capacity. Meanwhile, maintenance, repair, and overhaul (MRO) 

demand is poised to accelerate with airlines eager to clear the backlog of deferred 

maintenance and the normalisation of global flight activity. 

Current share price levels are attractive entry points with favourable risk-to-reward. The 

performance of most Singapore aviation counters have fallen behind the broader 

market over the past six months, primarily due to underwhelming earnings. DBS 

believes this is unwarranted and suggest that investors should not be deterred by this 

quarter’s results, as the earnings outlook for the sector remains promising. Additionally, 

we see buying opportunities as valuations are now more enticing following the share 

price corrections in the past month. 

 

Figure 5:  Passenger traffic recovery across APAC airports (Jan-23 as a % 

of Jan-19) 

Figure 6:  Historical air travel spend as a % of GDP 

  
Source: CAPA, DBS Source:  IATA, IMF, DBS 
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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 1.4% -3.9% 2.0% 2.0% 

NASDAQ 4.4% 0.4% 11.1% 11.1% 

Russell 2000 -2.6% -10.7% -2.0% -2.0% 

Euro Stoxx 600 -3.8% -3.7% 2.7% 2.7% 

Nikkei-225 -2.9% 0.0% 4.7% 4.7% 

MSCI WORLD  0.0% -4.6% 2.1% 2.1% 

MSCI ACWI -0.1% -5.0% 1.8% 1.8% 

MSCI Asia ex-Japan 0.9% -7.2% 0.4% 0.4% 

MSCI EM -0.4% -7.7% -0.5% -0.5% 

HSCEI 2.6% -10.9% -1.3% -1.3% 

SHCOMP 0.6% -0.2% 5.2% 5.2% 

Hang Seng  1.0% -10.6% -1.3% -1.3% 

STI Index 0.2% -5.4% -2.1% -2.1% 

Fixed Income     

Barclays Global Aggregate 1.6% -0.6% 2.6% 2.6% 

Barclays US Aggregate 1.4% -0.2% 2.9% 2.9% 

Barclays US High Yield -0.4% -2.3% 1.4% 1.4% 

Barclays Euro Aggregate 1.9% 0.7% 2.9% 2.9% 

Barclays Euro High Yield -1.0% -1.1% 2.0% 2.0% 

JPM EMBI Global 0.2% -1.9% 1.2% 1.2% 

JPM EMBI Global Diversified 0.1% -2.1% 0.9% 0.9% 

PRICES & SPREADS  

 Spot 4Q22 3Q22 2Q22 

Rates     

Fed Funds Target 4.75 4.50 3.25 1.75 

ECB Main Refinancing Rate 3.50 2.50 1.25 0.00 

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

US Treasury 10Y 3.43 3.88 3.83 3.02 

Japanese Govt. Bond 10Y 0.28 0.41 0.24 0.23 

German Bunds 10Y 2.10 2.57 2.11 1.33 

Spreads     

US Agg Corporate Spread 1.58 1.30 1.59 1.55 

US Corporate HY Spread 5.09 4.69 5.52 5.69 

Euro Agg Corporate Spread 1.90 1.70 2.25 2.15 

EM USD Agg Spread 3.70 3.32 4.03 4.04 

Currencies     

US Dollar Index (DXY) 103.7 103.5 112.1 104.7 

EUR/USD 1.07 1.07 0.98 1.05 

USD/JPY 131.9 131.1 144.7 135.7 

USD/CNY 6.9 6.9 7.1 6.7 

Commodities     

WTI Oil 67 80 79 106 

London Metal Exchange (LMEX) 3854 3984 3541 3879 

TR/CC CRB Commodity 255 278 268 291 

Gold 1989 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) 23-Mar 18-Mar 200k 192k 

FOMC Rate Decision (Upp. Bound, US) 23-Mar 22-Mar 5.00% 4.75% 

Durable Goods Orders (US) 24-Mar Feb 1.00% -4.50% 

MBA Mortgage Applications (US) 22-Mar 17-Mar -- 6.50% 

S&P Global US Mfg PMI (US) 24-Mar Mar 47 47.3 

S&P Global Eurozone Mfg PMI (EU) 24-Mar Mar 49 48.5 

New Home Sales (US) 23-Mar Feb 650k 670k 

Existing Home Sales (US) 21-Mar Feb 4.20m 4.00m 

 

 

 

 

MACRO CALENDAR  

 Date Period Survey Prior 

Asia     

CPI y/y (SG) 23-Mar Feb 6.40% 6.60% 

Jibun Bank Japan PMI Mfg (JP) 24-Mar Mar -- 47.7 

Natl CPI y/y (JP) 24-Mar Feb 3.30% 4.30% 

Industrial Production y/y (SG) 24-Mar Feb -1.80% -2.70% 

Jibun Bank Japan PMI Composite (JP) 24-Mar Mar -- 51.1 

Jibun Bank Japan PMI Services (JP) 24-Mar Mar -- 54 

Machine Tool Orders y/y (JP) 22-Mar Feb -- -10.70% 

Japan Buying Foreign Bonds (JP) 24-Mar 17-Mar -- ¥909.5b 
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