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Taking stock of rising Treasury yields

Sharp spike in Treasury yields Figure 1: Rapid rise in 10-year U.S. Treasury
The 10-year U.S. Treasury (UST) yield hit an intraday high of 1.61% yield since the start of 2021

before retreating to close at 1.41% last week. In fact, the Treasury

yield has risen rapidly from the lows of 0.91% since the beginning 1.6

of this year (Figure 1). The sharp spike in yields led to a sell-off in
the equity markets amid heightened volatility. Notably, the tech-

heavy NASDAQ composite declined 3.5% last Thursday, its worst i 1.4
session since October last year. The volatility (VIX) index also 2
jumped again after witnessing an earlier spike in end January -
triggered by the retail trading frenzy. 9_5,’ 12
=
Why are investors concerned? %
Arise in Treasury yields is often seen as a reflection of improving 1.0
growth prospects and inflation expectations. However, the =
recent surge in yields has stoked fears of runaway inflation that
may lead to a reversal of the U.S. Federal Reserve (Fed)'s current 0.8

easy monetary policy stance. In particular, investors are 01-Jan 15-Jan 29-Jan 12-Feb 26-Feb
concerned that the Fed may taper its bond purchases or even hike

its policy rate much earlier than expected.

On top of that, the surge in Treasury yields also has the effect of Source: Bloomberg | 26 February 2021
reducing the relative attractiveness of equities over bonds.
Notably, the spread between S&P 5oo earnings yield and 10Y UST
yield has narrowed although it is still above historical average
levels. In addition, the higher rates are deemed to have a negative
impact on the value of future cash flows and consequently equity
valuations, particularly for the high-flying tech stocks that are
typically more expensively valued. More broadly, the 10-year UST

Figure 2: U.S. core inflation remaining

benign despite recent uptick

yield is often used as a benchmark for mortgage rates and auto E #e
loans in the U.S. so there are concerns that the rapidly rising yield >9
could hamper the nascent growth recovery. 8
<16
What is our view? £
We believe the current spike in the Treasury yields is more likely o
driven by expectations of inflation, and not necessarily the o,
reality. As such, it is premature to project that inflation will run 3
away and trigger an earlier-than-expected monetary tightening. z

While the latest U.S. Core Personal Consumer Expenditure (PCE)

price index, a key inflation metric tracked by the Fed, showed an 0.8
uptick by rising 1.5% year-on-year (YoY) in January 2021, it is still Jan-18 - Jan-9 Jan-20 - Jan-21
well below the Fed’s target of 29%. Although inflation could spike

in the short-term due to low base effects and post-pandemic Source: Bloomberg | 26 February 2021
reopening, it is unlikely to be sustainable given the considerable

slack in the economy and still soft employment market.
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The Fed seems to agree. Ina recent Congressional testimony, Fed
Chair Jerome Powell said it may take more than three years for
inflation to hit the Fed’s target, signalling that the central bank is
prepared to look beyond any short-term spike in inflation. Powell
also reaffirmed that the labour market was far from the Fed's
goal, saying there is still "a long way to go" before the US reaches
maximum employment. It reinforces our take that the rise in
inflation is transitory and easy monetary policy will not be ending
anytime soon. While talks of Fed eventually tapering its bond
purchases could lead to heightened volatility from time to time,
the equity market should be able to sustain its uptrend amid a
healthy growth and benign inflation environment.

While the markets may remain volatile in the near-term, we
maintain a constructive investment outlook underpinned by the
aggressive vaccine rollouts, supportive monetary and fiscal
policies as well as robust corporate earnings recovery. In
addition, we believe the Fed will likely step in should the Treasury
yields surge further lest the rate increase disrupt the growth
recovery. This could be achieved by more dovish guidance,
altering its bond purchases, or even introducing yield curve
control if necessary.

Still, it remains critical for investors to maintain a diversified
portfolio given the lingering uncertainties. Within equities, we
continue to favour businesses that are exposed to secular growth
trends such as digital consumption and cloud computing. In
addition, investors may selectively consider value cyclicals that
could benefit from the re-opening of economies including those
from Energy and Financials sectors. Apart from growth, we would
continue to seek stable income through corporate credits. In
particular, we believe Asia credits offer better carry opportunities
over government bonds given the formers resilient
fundamentals and attractive valuation. Lastly, we would maintain
some exposure in gold which can serve as an effective portfolio
diversifier during times of uncertainties.
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Disclaimer
This advertisement has not been reviewed by the Monetary Authority of Singapore.

This report is for information purposes only and under no circumstances is it or any part of it to be considered or
intended as an offer to sell or a solicitation of an offer to buy any of the financial or investment products referred to
herein (each, a “Product”, and collectively, “Products”), or an offer or solicitation to any person to enter into any
transaction or adopt any investment strategy or enter into any legal relations, or an advice or a recommendation
with respect to such Products.

Investors should note that income from such Products, if any, may fluctuate and that each Product’s price or
value may rise or fall. Accordingly, investors may receive back less than what they have originally invested or they
may also not receive back anything at all from what they have originally invested. All investments involve an
element of risk, including capital and principal loss. Past performance is not necessarily a guide to or an
indication of future performance.

This report is prepared for general circulation. It is not intended to provide personal investment advice and does not
take into account the specific investment objectives, financial situation and particular needs of any particular
recipient or reader and thus should be read with this in mind. An investor should therefore independently and
separately evaluate and assess each Product and consider the suitability of the same and the risks involved or the
investment strategies discussed or illustrated in this report, taking into account the investor’s specific investment
objectives, financial situation, risk tolerance and particular needs, and seek independent financial, audit, tax, legal
and/or other professional advice as necessary, before dealing, transacting and/or investing in any of the Products
mentioned in this report or communicated to the investor as a follow-up to this report. All investments will be made
solely upon and in reliance on the investor’s own judgment and discretion, notwithstanding any opinion, commentary
or recommendation this report, Maybank or its Relationship Managers may provide. Unless expressly agreed
otherwise, Maybank offers no investment, financial, legal, tax or any other type of advice to recipients or readers of
this report. Maybank has no fiduciary duty towards any such recipients and readers, and makes no representation
and gives no warranty as to the results to be obtained from any investment, strategy or transaction, or as to whether
any strategy, security or transaction described herein may be suitable for the financial needs, circumstances or
requirements of the recipients and readers.

Some of the information herein has been obtained from sources believed to be reliable but such sources have not
been independently verified by Maybank and consequently no representation and/or warranty is made by Maybank
as to the accuracy or completeness of this report for any particular purpose and it should not be relied upon as such.
Maybank may have issued other documents, investment proposals, reports, analyses or emails expressing views
different from the contents hereof and all views expressed in such documents, investment proposals, reports,
analyses and emails are subject to change without notice. The information or opinions or recommendations
contained herein are subject to change at any time without prior notice. Accordingly, to the maximum extent
permitted by applicable laws and regulations, Maybank and its officers, directors, associates, agents, connected
parties and/or employees shall not be liable for any error or omission contained in this report or for any direct,
indirect, special or consequential losses or damages that may arise from the use of, reliance on or any action taken
in connection with this report. Maybank and its officers, directors, associates, connected parties and/or employees,
including persons involved in the preparation or issuance of this report, may from time to time have positions or be
materially interested in the Products referred to herein and may further act as market maker or may have assumed
an underwriting commitment or deal with such Products and may also perform or seek to perform investment
banking, advisory or other services in relation thereto. One or more directors, officers and/or employees of Maybank
may be a director of any of the corporations of the Products mentioned in this report to the extent permitted by law.
Accordingly, Maybank may have a conflict of interest that could affect the objectivity of this report.

This report may contain information such as valuation, performance, yield or the like, derived from a variety of
valuation metrics, all of which may change at any time without notice and investors are cautioned not to place undue
reliance on such information. This report may also contain forward looking statements which are often but not always
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identified by the use of words such as “anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”, “forecast”,
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“predict” and “project” and statements that an event or result “may”, “will”, “can”, “should”, “could” or “might” occur
or be achieved and other similar expressions. Such forward looking statements are based on assumptions made by
and/or information currently available to Maybank and are subject to certain risks and uncertainties that could cause
the actual results to differ materially from those expressed in any forward looking statements. Readers are cautioned
not to place undue reliance on these forward looking statements. This report is current as at the date of its publication
and Maybank expressly disclaims any obligation to update or revise any such forward looking statements to reflect
new information, events or circumstances after the date of this publication or to reflect the occurrence of
unanticipated events. This report may also contain charts, diagrams or graphs, including sample portfolio overview,
which may differ or vary from the actual charts, diagrams or graphs, including any portfolio overview, which an
investor may receive separately.

In this report, references to “Maybank” mean Maybank Singapore Limited and/or its affiliates and related
corporations. The information herein and the contents of this report remain the intellectual property of Maybank.
The contents of this report are confidential and its circulation and use are restricted. This report is prepared for the
use of Maybank’s clients and/or prospective clients and may not be reproduced, altered in any way, copied, published,
circulated, distributed or transmitted to any other party in whole or in part in any form or manner or by any means
(including electronically, photocopying, recording or via any information storage and retrieval system) without the
prior express written consent of Maybank. Maybank and its officers, directors, associates, agents, connected parties
and/or employees accept no liability whatsoever for the actions of third parties in this respect.

This report is not directed to or intended for distribution to or use by any person or entity who/which is a citizen or
resident of or is located in any locality, state, country or other jurisdiction where such distribution, publication,
availability or use would be contrary to law or regulation or where Maybank may become subject to new or additional
legal or regulatory requirements. The Products described herein may not be eligible for sale in all jurisdictions or to
certain categories of investors. Without prejudice to the foregoing, the reader is to note that additional disclaimers
or warnings may apply based on the geographical location of the recipient of this report.

Prohibition of sales to EEA Investors: Effective Ist January 2018, Maybank Singapore Limited prohibits any offer
and/or sale of any investment products (“PRIIPs”) to investors in the European Economic Area (“EEA”), in accordance
with the guidelines made to Regulation (EU) No 1286/2014. The EEA region includes the following countries: Austria,
Belgium, Bulgaria, Croatia, Republic of Cyprus, Czech Republic, Denmark, Estonia, Finland, France, Germany, Greece,
Hungary, Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, Netherlands, Poland, Portugal, Romania, Slovakia,
Slovenia, Spain, Sweden, UK, Iceland, Liechtenstein Norway and Switzerland.
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