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KEY DEVELOPMENTS

A look at this month

Topics at a glance

	u US Financials  
well-positioned for 
more cyclical upside

A pullback in longer-dated 
US Treasury yields may 
have been overdone,  
presenting an opportunity 
for US Financial equities.

	u Invest in Europe to ride on 
global economic recovery

The higher vaccination rates in 
Europe reduce the risk of severe 
lockdowns. European equities are 
more value/cyclical oriented and 
can continue to benefit from 
the global economic reopening.

	u Navigating Chinese equities  
as regulatory risks remain

China’s ongoing regulatory 
tightening remains a short-term 
pain for longer-term gain. Investors 
can continue to tap on the China 
Megatrend via domestic-focused 
onshore A-shares rather than the  
offshore market.

26-28 
AUG

Jackson Hole 
Symposium

Watch for hints on the US 
Federal Reserve’s quantitative  
easing tapering plan

Delta variant cases 
on the rise

Equities that benefit from 
reopening will remain volatile

Chinese internet and education 
companies under pressure

Volatility brings about potential 
opportunities to enter tactical  
reopening trades at better valuations. 
Opportunities include:
•	 US Financial equities
•	 European equities

Expect further volatility in 
Chinese equities as policy 
uncertainty continues, but 
domestic consumption remains a 
key driver of the China Megatrend

Tapering may lead to higher  
bond yields.

•	 Reduce duration on fixed income
•	 Consider US Financial equities 

as a tactical opportunity

What does this mean for investors

UPCOMING  EVENT

What to expect

Regulatory uncertainty 
in Chinese equities



Topic 1:

Source: FactSet, U.S. Federal Reserve, Standard & Poor’s, J.P. Morgan Asset Management. Returns are based on price index only and do not include dividends. Past performance is 
not a reliable indicator of current and future results. Data reflect most recently available as of 30 July 2021. 

Longer-term US Treasury (UST) bond yields have pulled back from 
their highs and investors’ interest in value and cyclical equities – 
including US Financials – has been fluctuating. However, this pullback 
also presents an opportunity to increase exposure to US Financials, 
which will likely benefit from the ongoing economic reopening. 

US Financials well-positioned for more cyclical upside 

•	 We remain positive on US Financials as they are well-positioned to benefit from the global reflationary backdrop 
and higher bond yields in H2 2021.

•	 This is further reinforced by major banks passing the Federal Reserve’s stress tests, paving the way for the 
resumption of dividends and share buybacks. Recent Q2 earnings results for US Financials also continue to 
outperform analysts’ expectations.

Views & Implications:

•	 The overall yield curve has flattened (Figure 1A) and the 10-year UST bond yield has declined from a high of 1.72% to 1.22%. 
This was largely driven by UST short-coverings, pension funds buying USTs as well as concerns over the recent rise in the 
Delta variant cases.

•	 Going forward, we expect to see higher bond yields and gradual steepening of the yield curve as global economy recovers.
•	 We expect US Financials, in particular US Banks, to benefit from this reflationary recovery (Figure 1B). This is on the back of 

loan growth rebounding and a steepening of the yield curve that can help to boost net interest margins. In addition, bank 
stocks are also offering dividend yields of up to 2.57%.  

Source: FactSet, U.S. Federal Reserve, J.P. Morgan Asset Management. Data reflect most recently available as of 30 July 2021.
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Figure 1A: A narrowing US Treasury yield curve spread point to a flatter yield curve.

Figure 1B: US Financials will benefit more from a rising 10-year Treasury yield due to their higher correlation.
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Topic 2:

•	 Investors fear that Europe’s economic reopening will be threatened by the rise in COVID-19 Delta variant infections. 
However, unlike previous waves of infections, the link between new infection cases and hospitalisation numbers is weaker 
(Figure 2A) – this suggests that the ongoing vaccination campaigns are helping to gradually lower the number of serious 
infections in Europe. 

•	 We remain optimistic on European economic growth and earnings recovery (Figure 2B), as well as see the potential for 
European equities to outperform the US. Notably, European equities are more leveraged to the global recovery as a 
large portion of the equity index are driven by value and cyclical sectors. European equities are also trading at cheaper 
valuations relative to the US.

Invest in Europe to ride on global economic recovery
The spread of the Covid-19 Delta variant has been a potential drag on the 
European recovery story, but it is not likely to significantly slow economic 
reopening. An increase in economic activity and earnings growth in H2 2021 
will likely support the performance of European equities moving forward.

•	 We remain optimistic on European equities despite the risk of the ongoing Delta variant spread. The national 
vaccination programmes will continue to support economic reopening and recovery, with a lower risk of severe 
lockdowns than before. 

•	 With a larger proportion of the European equity market being value and cyclical-oriented, European equities are 
poised to benefit more from the global recovery than the US, creating a tactical investment opportunity.

Views & Implications:

Source: Thomson Reuters Datastream, MSCI, J.P. Morgan Asset Management. Data as of 27 July 2021.

Source: Johns Hopkins University, Our World in Data, World Bank – World Development Indicators, J.P. Morgan Asset Management. Data as of 1 August 2021. Europe includes 
France, Germany, Italy, Spain, UK. Population numbers are based on World Bank data as of 31 December 2019.
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Figure 2A: The recent rise in European infections did not result in a higher hospitalisation rate.

Figure 2B: European corporate earnings have been revised higher.
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Topic 3:

•	 Despite a slower recovery in China due to weaker consumption and services activity, China’s growth picture remains 
healthy with Q2 2021 GDP growing at 7.9% year-on-year.  

•	 However, lingering regulatory risks remain as Beijing pursues high-quality growth with social fairness and lower systemic 
risks. This will likely weigh on offshore Chinese equities in the near-term (Figures 3A and 3B), as affected companies 
grapple with anti-trust and data security issues. 

•	 While companies will be increasingly pressured to toe the line, it is unlikely that Beijing will regulate these companies to 
“death” as they remain crucial to China’s digital ecosystem and create jobs for millions of Chinese.

Navigating Chinese equities as regulatory risks remain
China equity markets have been underperforming this year. Investors’ 
concerns have largely been focused on China’s slowing growth 
momentum, policy normalisation and regulatory tightening on the 
internet and online education sectors. Further regulatory tightening 
remains a risk and may weigh on Chinese equities, especially offshore 
equities, in the near-term. Nonetheless, we remain structurally positive 
on Chinese equities in view of the rising domestic consumption trend.

•	 Regulatory tightening remains the biggest overhang for China equities in the near-term. On the other hand, Beijing 
aims for companies to adhere to more market-friendly business practices through regulatory tightening, which can 
deliver more sustainable economic growth over the longer-term. 

•	 Investors can consider tapping on the China Megatrend via domestic-focused onshore A-shares, where there is less 
regulatory uncertainty, rather than the offshore market.

Views & Implications:

Source: FactSet, J.P. Morgan Asset Management. Data as of 30 July 2021.

Source: Caixin/Markit, J.P. Morgan Economic Research, J.P. Morgan Asset Management. Data as of 26 July 2021.
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Figure 3A: The decline in Chinese technology H-shares’ valuations is larger than the decline in valuations of the broader China H-share market.

Figure 3B: Chinese technology equities have underperformed their US counterparts amid uncertainty.
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IMPORTANT NOTICE AND DISCLAIMERS:

The information contained in this publication is given on a general basis without obligation and is strictly for information purposes 
only. This publication is not intended to be, and should not be regarded as, an offer, recommendation, solicitation or advice to buy 
or sell any investment or insurance product and shall not be transmitted, disclosed, copied or relied upon by any person for whatever 
purpose. Any description of investment or insurance products, if any, is qualified in its entirety by the terms and conditions of the 
investment or insurance product and if applicable, the prospectus or constituting document of the investment or insurance product. 
Nothing in this publication constitutes accounting, legal, regulatory, tax, financial or other advice. If in doubt, you should consult your 
own professional advisers about issues discussed herein.

The information contained in this publication, including any data, projections and underlying assumptions, are based on certain 
assumptions, management forecasts and analysis of known information and reflects prevailing conditions as of the date of the 
publication, all of which are subject to change at any time without notice. Although every reasonable care has been taken to ensure 
the accuracy and objectivity of the information contained in this publication, United Overseas Bank Limited (“UOB”) and its employees 
make no representation or warranty of any kind, express, implied or statutory, and shall not be responsible or liable for its completeness 
or accuracy. As such, UOB and its employees accept no liability for any error, inaccuracy, omission or any consequence or any loss/
damage howsoever suffered by any person, arising from any reliance by any person on the views expressed or information contained 
in this publication.

Any opinions, projections and other forward looking statements contained in this publication regarding future events or performance 
of, including but not limited to, countries, markets or companies are not necessarily indicative of, and may differ from actual events 
or results. The information herein has no regard to the specific objectives, financial situation and particular needs of any specific 
person. Investors may wish to seek advice from an independent financial advisor before investing in any investment or insurance 
product. Should you choose not to seek such advice, you should consider whether the investment or insurance product in question 
is suitable for you.

This material issued by United Overseas Bank Limited may be based in full or part on information sourced from J.P. Morgan Asset 
Management and may not represent views of the source in its entirety. Such information is educational in nature, should not be 
construed as research or advice and is not tailored for any specific recipient’s objectives.
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