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A LOOK AT THIS MONTH

Speak to your UOB Advisor today to find out more.

Despite a significant correction in growth 
stocks, they are still not cheap compared 
to value stocks. 

 u Economic growth momentum and inflation 
are important factors to monitor, to determine 
if growth stocks have the potential to 
outperform value stocks. 

 u As growth stocks have shown the ability to 
consistently generate superior earnings over 
the longer term, investors can position for an 
economic recovery by selecting quality growth 
stocks and practising dollar-cost averaging. 

Bonds now play an important role in 
generating returns across multi-asset 
portfolios, beyond serving as a source 
of diversification. 

 u US government and Investment Grade bonds 
are poised to deliver promising returns amid 
uncertainty about economic growth.

 u Shorter duration bonds may be more 
defensive should inflation stay elevated and 
central bank policies remain aggressive. 

Asia’s economic slowdown could be much 
more subdued compared to developed 
markets, with China easing its zero-COVID 
stance earlier than expected. 

 u China’s re-opening should provide significant 
support for the region after a long period of 
suppressed activity. 

 u Potential weakening of the US dollar would also 
make Asian assets relatively more attractive. 

Keep an eye on whether the Federal Reserve announces 
another 50 basis point (bps) rate hike or shifts to a 
smaller 25 bps move. The Fed’s updated rate projections 
will also be key. 

Bonds are a 
bright spot

Asia ex-Japan 
stocks are well 
positioned 
to outperform 

What factors 
could result in 
growth stocks 
generating 
superior returns? 

Federal Open Market Committee 
(FOMC) policy meeting1
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Topic 1

Bonds are a bright spot 

Source: Bloomberg, J.P. Morgan Asset Management. 
Data reflect most recently available as 31 January 2023. 

2022 was one for the history books, with both stocks and bonds registering double-
digit percentage losses. Elevated inflation in the United States and most of the 
developed world resulted in a highly aggressive Federal Reserve (Fed) hiking interest 
rates by 450 basis points (bps) in the span of a year. This in turn led to the steepest  
loss experienced by the US bond market since the 1970s. However, the outlook for 
bonds is turning more positive amid slowing economic growth and rising recession risks.  

Source: Bloomberg, J.P. Morgan Asset Management. Data reflect most recently available as 31 January 2023.

Key takeaways
1. The US bond market fell by 13% last year (Figure 1A). Since the inception of the Bloomberg US Aggregate Bond Index in the 

1970s, there have only been five instances of negative annual returns, and in the other four years, the index fell by less than 
3%. With this large sell-down behind us, we think bonds can now play a larger role in generating returns across multi-asset 
portfolios, beyond serving as a source of diversification. 

2. High-quality bonds are a reasonable place for investors to focus on in 2023. As inflation trends lower and economic growth 
continues to slow down, central banks may gradually pause or eventually reverse their interest rate hikes, which would 
provide support for bonds.  

3. We think US government bonds, together with high-quality assets such as Investment Grade bonds and agency mortgage-
backed securities, are poised to deliver promising returns amid an uncertain environment. 

In summary

 u Figure 1B compares the total returns of US Treasuries (UST) and selected credit sectors when interest rates rise or fall 
by 1% (assuming a parallel shift in the yield curve).   

 u Due to the yield curve currently being inverted*, higher yields are available for shorter-term assets. Furthermore, these 
shorter-term assets such as 2-year UST are likely to deliver positive total returns even if central banks continue to hike 
interest rates.  

 u While risks surrounding persistent inflation and aggressive central bank policies are still very real, we think a lot of 
those risks have been reflected by the sell-down in 2022. Even if these risks continue, staying with shorter duration 
bonds can help investors stay defensive. 

Figure 1B

Figure 1A

Fall of 1%Rise of 1%Impact of a 1% rise or fall in interest rates on returns
(assuming a parallel shift in the yield curve)

The Bloomberg US Aggregate Bond Index suffered a 13% loss in 2022

*A yield curve is inverted when shorter-term rates are higher than longer-term rates. 
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Topic 2

Asia ex-Japan stocks are well positioned 
to outperform
The outlook for Asia ex-Japan stocks may appear shaky in the eyes of the public. 
Negative developments related to China’s re-opening and the resulting surge in  
COVID cases have been dominating headlines. However, we maintain our view that  
Asia ex-Japan stocks have the potential to outperform in 2023. 

Source: Wind, J.P. Morgan Asset Management  
Data reflects most recently available as of 30 January 2023.  

Key takeaways
1. The US and Europe may experience a recession in 2023, but Asia’s slowdown could be much more subdued with China 

easing its COVID controls earlier than expected.  

2. After a long period of suppressed activity, China’s local passenger traffic is rising quickly (Figure 2A). The return of Chinese 
demand and tourist activity should lead to improved revenue growth across Asia. 

3. The strength of the US dollar (USD) has also been a drag on Asian stocks. Figure 2B shows that USD strength and Asian 
stocks outperforming that of developed markets are negatively correlated. In other words, USD strength tends to result in 
developed market stocks outperforming Asian stocks, and the reverse is true when the USD weakens. After appreciating 
significantly, the USD should peak sometime in 2023, especially with the Fed poised to slow down its interest rate hikes. 
A weakening USD would make Asian assets relatively more attractive.  

 u Despite global uncertainty, our main scenario is for Asia to outperform developed markets this year. China is 
rebuilding and recovering, putting Asia in a good spot to benefit. Teething issues in China’s abrupt COVID 
re-opening journey should eventually fade. 

 u Factors that have been a drag on Asia ex-Japan stocks in 2022, such as USD strength, should also dissipate. 

In summary

Figure 2A

Figure 2B

Relative index level, December 1997 = 100 Index

Source: Bloomberg.
Data analysis period from 30 November 1989 – 31 January 2023. Note that for Real Estate sector the returns start from 31 December 2001. 

China’s traffic returning to normal as activity 
rebounds in post-Covid recovery 

Asia ex-Japan stocks tend to outperform developed 
market stocks when the USD weakens, and vice versa 
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Figure 3A

Figure 3B

Average Next Twelve Months (NTM) Relative Performance of MSCI Growth Index vs. MSCI Value Index

Topic 3

What factors could result in growth stocks 
generating superior returns?  
The rapid rise in interest rates in 2022 caused growth stocks to underperform value 
stocks disproportionately. The MSCI World Growth index delivered -29% returns for the 
year, underperforming the MSCI World Value Index by 23%. There are a few indicators 
to watch before investors should turn more positive on growth stocks in general. 

Source: Bloomberg, J.P. Morgan Asset Management.
Data reflect most recently available as 1 February 2023 .

Key takeaways
1. Despite significant correction in growth stocks recently, they are still not cheap compared to value stocks. In fact, the 

difference in the current relative Next Twelve Months (NTM) Price-to-Earnings ratio between growth stocks and value stocks 
is 10.8x, which is still above the 15-year historical average of 6.6x.  

2. Economic growth momentum and inflation are important factors to monitor, to determine if growth stocks can outperform 
value stocks. The Purchasing Managers’ Index (PMI) New Orders data, which serves as a forward-looking indicator of 
economic growth, indicates that we are in a contractionary phase of the economic cycle. Meanwhile, inflation has started 
to slow, but the most recent inflation reading of 6.5% is at the top end of the historical range (75th – 100th percentile).  

3. A contractionary growth environment can be positive for growth stocks to outperform value stocks only if inflation 
moderates to below the 50th percentile (Figure 3B). Hence, we need to see inflation continue to ease meaningfully for 
growth stocks to outperform. 

 u Once economic growth has reached the recovery stage, inflation must remain low for growth stocks to continue to 
outperform. The key is how the Fed reacts to inflation data. It is only when we see a meaningful deceleration in both 
inflation and economic activity that the Fed will ease off on rate hikes and cut rates. We are not there yet.  

 u As growth stocks have shown the ability to consistently generate superior earnings over the longer term, investors 
can position for recovery by selecting quality growth stocks and practising dollar-cost averaging. 

In summary

Source: Bloomberg, J.P. Morgan Asset Management. 3mma = 3 month moving average 
Data reflect most recently available as 31 January 2023. Most recent percentile for US PMI New Orders / US Headline inflation 3mma is 11.3% and 89.38%, respectively.  

Valuations for growth stocks compared to value stocks 
are still higher than the 15-year historical average
MSCI World Growth – MSCI World Value

Value
stocks

Growth
stocks

25

20

15

10

5

0

-5

Growth tends to outperform value when inflation falls 
Percentile analysis period: 31 January 1975 – most recent month end

15-year averageGrowth - Value

Re
la

tiv
e 

N
TM

 P
/E

 R
at

io
 D

iff
er

en
tia

l

Feb ‘08 Feb ‘09 Feb ‘10 Feb ‘11 Feb ‘12 Feb ‘13 Feb ‘14 Feb ‘15 Feb ‘16 Feb ‘17 Feb ‘18 Feb ‘19 Feb ‘20 Feb ‘21 Feb ‘22

10.8x

6.6x

US PMI New Orders (3-month moving average ) 

Percentile 0-25th 25th-50th 50th-75th 75th-100th

US 
Headline 
Inflation 
(3mma)

Percentile Level 27.3 to 50.9 
(Contraction)

50.9 to 56.2  
(Recovery)

56.2 to 60.2 
(Expansion)

60.2 to 71.2 
(Slowdown)

0-25th -1.7% to 1.9% 5.2%  4.1% 6.1% (0.1%)

25th-50th 1.9%  to 3.0% 3.2%  (1.2%) 1.7% 0.5% 

50th-75th 3.0% to 4.6% (2.2%) (2.6%) (4.2%) (4.3%)

75th-100th 4.6% to 14.6% (0.1%) (0.3%) (2.7%) (9.5%)
Current environment



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.

Copyright © 2023 United Overseas Bank Limited. All Rights Reserved. 
United Overseas Bank Limited Co. Reg. No. 193500026Z


