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A LOOK AT THIS MONTH
What investors should know
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Upcoming Event
Look out for any changes on the Fed’s rate hike

° sep US Federal Reserve (Fed) Meeting Q trajectory and updates on its economic and
20-21 inflation forecasts.

@ Speak to your UOB Advisor today to find out more.
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Investing for income can help investors
withstand the volatile environment |

—/
Inflation has been the buzzword of 2022. It has created a series of challenges
for global markets, with central banks in many developed markets hiking S
interest rates aggressively to fight soaring prices. The US Federal Reserve (Fed) i
was one of the early movers. We have started to see the higher rates affect mm
growth, as the US economy has now contracted for two consecutive quarters. Sitaseseassees

Figure 1A:

Holding cash will lead to wealth erosion — 3: Bquity  — U: Eﬁg: Yield
Growth of USD100 based on inflation adjusted monthly returns for each asset class from 31 December 1991 ggregate Us Cas
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Source: Bloomberg.
Data reflect most recently available as of 31 August 2022.

Key takeaways

1. Markets heaved a sigh of relief at the US Consumer Price Index (CPI) data for July, which seemed to suggest that overall
headline inflation has peaked. However, core inflation, which excludes more volatile components, remains concerning
especially with housing rental costs continuing to rise. As the Fed tries to rein in persistent inflation with additional rate
hikes, we could see more market volatility if the world’s largest economy experiences a further growth slowdown.

2. As it will take time for inflation to moderate from its current high levels, holding cash will result in the value of your money
getting eroded. Data shows that cash has historically generated the poorest long-term returns and does not protect
investors from inflation. Holders of cash experienced negative long-term returns even with higher cash yields in the 1990s
and 2000s (Figure 1A).

Figure 1B:

Income instruments performed better when growth is slowing W Growth Slowdown, High and Rising Inflation
but inflation is high and falling M Growth Slowdown, High and Falling Inflation
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US Treasuries US Investment US Securitised US High Yield Preferreds Developed Emerging Market Asia
Grade Market Dividend Dividend Dividend

Annualised monthly returns (%)

Source: Bloomberg. Annualised monthly returns during time period 31July 2012 — 29 July 2022 for all assets. Growth slowdown is defined by PMI > 50 but 3-months moving average

is falling. High inflation indicates above median US CPI over the time period stated. Median US CPI yoy = 17%.
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Q- In summary

» A combination of income-generating instruments can be helpful in this environment where growth is slowing and
inflation remains high. Various income-generating asset classes across a spectrum of risk levels have historically
delivered positive returns in such an environment.

» Investors who receive a regular stream of income are essentially getting compensated as they wait for market
uncertainty to subside.



Build resilient income portfolios with quality bonds

We believe that building resilient income portfolios with high-quality @
investment grade (IG) bonds is key to navigating this period of slower
growth and high inflation. — I/

High quality bonds proved to be defensive during recessions B Annualised Monthly Return
Yield (%) During US Recessions
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Source: Bloomberg.

Annualised monthly returns during time period: 31 October 2000 - 31 August 2022

US Recession defined by the National Bureau of Economic Research

US Treasuries: Bloomberg US Treasury Index, Global Treasuries: Bloomberg Global Treasury Index, US Investment Grade: Bloomberg US Corporate Index, Global Investment Grade:
Bloomberg Global Corporate Index Unhedged USD, US High Yield: Bloomberg US High Yield Index, Global High Yield: Bloomberg Global High Yield Index Unhedged USD

Key takeaways

1. With markets having priced in the Federal Reserve benchmark interest rate reaching 3.5% at the end of 2022, government
bond yields have probably peaked. As the economic growth outlook continues to dim, interest rates are likely to taper off
and yields will likely return to previous normal levels. Investors should therefore consider adding longer-duration assets to
capitalise on the current yield levels.

2. Within corporate bonds, investment grade bonds are our top pick as they have generated positive returns during previous
recessions (Figure 2A).

Figure 2B:

Yields across quality US corporate bonds look attractive I 31 December 2021
Yield to Worst (%) Il 31 August 2022
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Source: Bloomberg. Credit quality breakdown using the Bloomberg US Corporate Index.
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» Among investment grade bonds, we prefer those with intermediate durations (between 3 to 7 years). Yields across
quality corporate bonds look attractive at current levels given that their credit fundamentals are resilient despite a
weaker macroeconomic outlook. Figure 2B above shows the yields for US bonds, as an illustration.

»  The better-than-expected second-quarter earnings season is testament to the strength across US corporates. If

headline inflation readings come down, the Fed will have reason to slow the pace of interest rate hikes, and the
improved macroeconomic environment will lower overall risk among investment grade bonds, including
attractively-valued BBB rated bonds.
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Enhance your income returns by diversifying
into dividend-yielding stocks

Slower growth and higher volatility are characteristics of the late
stages of the economic growth cycle. At this juncture, investing
for income and staying defensive is a good option. Dividend yields
from stocks can enhance investors’ income returns and diversify
their holdings beyond bonds for a more resilient portfolio.

Figure 3A:

Lower volatility and attractive valuations in Asia ex-Japan high dividend index over the last 15 years
(31July 2007 — 31 August 2022)

Dividend Yield Volatility Current P/E Average P/E
MSCI World 21% 16.0% 18.5 18.6
MSCI World High Dividend 37% 13.3% 13.3 14.5
MSCI Asia Pacific ex-Japan 31% 20.4% 143 15.3
MSCI Asia Pacific ex-Japan High Dividend 6.6% 13.9% 77 13

Source: FactSet, MSCI, J.P. Morgan Asset Management.
Data reflects most recently available as of 31 August 2022.

Key takeaways

1. Dividends from stocks are an attractive feature for investors, as they offer an additional stream of dependable income and
add to total returns.

2. Over the last 15 years, higher-dividend-yielding stocks have generally been less volatile. While there is no guarantee this will
always continue, it is worth noting that the high-dividend subset of the market index (particularly in Asia) has typically
experienced less volatility and currently has more attractive valuations than the broader index (Figure 3A).

3. The Asia region presents many attractive dividend opportunities for investors. Compared to other major markets, it has
the highest number of companies offering a dividend yield of 3% or more (Figure 3B). Investing into Asia therefore offers a
wide range of options to buy into high-dividend companies trading at attractive valuations.

Asia has the most companies offering dividend yields higher than 3%
Constituents of MSCI AC World Index
No. of companies
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Asia Pacific ex-Japan Europe us Emerging Market ex-Asia Japan

Source: FactSet, MSCI, J.P. Morgan Asset Management. Past performance is not a reliable indicator of current and future results.
Guide to the Markets — Asia. Data reflect most recently available as of 31 August 2022.
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-Q- Insummary
»  With a possible global economic slowdown and more market volatility ahead, generating income returns would
help you establish a more defensive position. Stock dividends can contribute to your returns and provide a
steady stream of cash when overall market performance might otherwise be challenging.

» Anincome strategy with quality high-dividend stocks could play an especially useful role in buffering against an
economic downturn. Asia, with its large number of high-dividend stocks across several markets in different
countries, presents a good avenue for diversification. Those with the appropriate risk appetite can take
advantage of sell-offs to buy into high-quality companies.
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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.

Copyright ® 2022 United Overseas Bank Limited. All Rights Reserved.
United Overseas Bank Limited Co. Reg. No. 1935000267



