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Stick With Defensives; Selective Cyclical Exposure

e Stay invested in defensive names with selective exposure to cyclical
earnings recovery stories. We note that optimism of the economic
recovery is rising amidst Singapore’s declining COVID-19 infections,
revision in 2020 NODX forecast to growth from a decline, and rising
expectation of strong profit growth in 2021. However, the global COVID-19 Shekhar Jaiswal
situation remains fluid, with a resurgence of cases in some countries. We +65 6232 3894
recommend investors to stick with REITs and defensive stocks, while
selectively adding exposure to cyclical recovery names in consumer,
property and transport sectors.

e Some optimism seems to be building up. The COVID-19 infection rate
in Singapore continues to decline allowing the Government to relax more
restrictions and support more businesses to return to normalcy. On the
external front, the Government has raised 2020 non-oil domestic exports
(NODX) forecasts to grow by 3-5% YoY, compared with an earlier forecast
for a 1-4% YoY decline. With Singapore’s worst GDP contraction now
behind it, expectations of improvement in GDP over next 12 months
should be positive for the equity market as historically STI Index returns
have been closely correlated with Singapore’s GDP growth. Unless the
expected gradual recovery in economic activity stalls, we believe that )
downgrades to 2020F EPS, which has been lowered by 39% YTD, should STl Index’s forward P/E
taper off from here. We recommend investors to gradually build positions
in CapitaLand, City Developments, ComfortDelGro, Suntec Real Estate
Investment Trust and Thai Beverage — our cyclical recovery picks.

e Downside risks still persist. We note that the global COVID-19 situation
remains fluid with a resurgence of cases in some countries. On the
domestic front, the government support that has helped businesses and
Singaporeans get through the tough Circuit Breaker (CB) measures are
expected to taper off. Moreover, current unemployment rate of 2.9%,
already risen above the historical average, is expected to continue rising.
This could keep the business and consumer confidence low and could
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dampen the expected recovery in economic activity. In addition, there are 8 82 9 4 Y9I BVYeN® 9
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dividend visibility. Ascendas Real Estate Investment Trust, Manulife US
Real Estate Investment Trust, Sheng Siong, Singtel and ST Engineering
are our key defensive picks for rest of 2020.

e STI remains the cheapest ASEAN market with highest yield in Asia.
Given that the current close-to-zero interest rate environment is expected
to persist beyond 2021, rising global liquidity should bring investors to high
yielding markets. STI's 13.9x 1-year forward P/E sits above its historical
average. Much of the P/E increase has come from the sharp downgrades
to 2020 earnings. With expectations of a rebound in GDP growth and
investors building up the confidence in earnings growth for 2021, we
believe there is potential for the P/E to increase further.

Source: Bloomberg

% Upsided P/E(x) P/B(x) Yield (%)

Company Name Rating ~ TargetPrice o ide) Dec-20F Dec-20F Dec-20F
Avi-Tech Electronics BUY SGDO0.50 8.7 13.5 15 5.4
CapitaLand BUY SGD3.75 34.9 24.1 0.6 2.9
CSE Global BUY SGD0.60 14.3 10.6 14 52
Fu Yu Corp BUY SGD0.30 22.4 11.2 11 6.5
Keppel Corp BUY SGD7.30 57.6 na 0.8 2.2
Manulife US REIT BUY USDO0.90 20.2 13.8 1.0 8.2
Oxley BUY SGD0.29 38.1 4.1 0.5 6.0
ST Engineering BUY SGD3.90 14.1 211 4.8 4.4
Suntec Real Estate Investment Trust BUY SGD1.78 31.9 22.8 0.6 5.7
Wilmar International BUY SGD5.45 22.5 15.3 1.2 2.8

Source: Company data, RHB
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Some Signs Of Optimism

COVID-19 cases in Singapore are on a decline

Singapore has managed to reduce the daily COVID-19 infection rate with the
implementation of CB measures, aggressive testing of foreign workers residing in
dormitories and strong control on inflow of people from overseas. While some economic
activities have resumed through a gradual and measured relaxation of CB measures, if the
COVID-19 infection rate remains low, then we can expect the Government to relax more

restrictions and support more businesses to return to normalcy. This should be positive for
improvement in overall economic activity.

Figure 1. Singapore COVID-19 cases (net change)
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Outlook for exports have turned more positive

Singapore's NODX has registered growth for most of the year. The Government recently
raised Singapore’s 2020 NODX forecasts, now predicted to grow by 3-5% YoY, compared
with an earlier forecast for a 1-4% YoY decline. The forecast were upgraded amidst the
better-than-expected performance for specific products and as global trade is unlikely to
hit the worst case scenario of 32% YoY decline earlier tipped by the WTO.

Figure 2: Singapore NODX YoY (%)
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We recently revised our NODX growth estimate to 6.0% YoY growth from 10% YoY
decline for 2020. We have been positive since early part of this year and remain positive
on electronic manufacturing sector for rest of 2020.

Figure 3: Singapore manufacturing PMI & PMI for new orders
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GDP contraction may be bottoming out

Singapore’s stock index returns are closely correlated with the country’s nominal and real
GDP growth. With the worst contraction in Singapore’s GDP growth now behind it, we

believe the STI could generate positive returns for next 12 months as economic growth
continues to improve.

Figure 4. STl return tends to moved ahead of the country's GDP growth
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Street remains optimistic of a strong profit recovery in 2021

We note that Street remains optimistic of a strong profit recovery in 2021, with the STI
Index net profit expected to grow by 34% next year. The profit growth is expected to be
broad based profit as all sectors represented in the STI Index are expected to see
improvements. Consumer, capital goods and real estate sectors are expected to deliver
the highest net profit growth in 2021. Although transport sector is expected to remain loss

making, dragged by Singapore Airlines (SIA SP, NR), the sector’s losses are expected to
decline YoY.

See important disclosures at the end of this report
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Figure 5: Net profit by sector for members of STI Index

Total net profit (SGD) YoY growth (%)

2019 2020 2021 2020 2021
Capital Goods 8,988 3,886 5,962 -57% 53%
Commodities 1,764 1,694 1,863 -4% 10%
Consumer 3,333 1,773 2,903 -47% 64%
Financials 15,879 11,098 12,561 -30% 13%
Mfg. & Tech. 363 311 365 -14% 17%
Property 3,436 2,623 3,646 -24% 39%
REIT - Industrial 925 852 881 -8% 3%
REIT - Office 434 283 347 -35% 23%
REIT - Retail 1,250 681 750 -46% 10%
Telecom & media 1,764 2,118 2,711 20% 28%
Transport 465 -1,789 -494 -485% na
Total 38,601 23,529 31,494 -39% 34%

Source: Bloomberg

STl Index’s 2020 EPS has seen a 39% decline since start of this year, while 2021 EPS
has been downgraded by 24% YTD. Capital goods, banks and property developers have
seen highest downgrades in last month. Unless the gradual recovery in domestic and
global economic activity stalls, we believe the downgrades to 2020 should taper off from
here. Downside risks to 2021 EPS estimates will start showing up as we get closer to end-
2020.

Figure 6: STI Index consensus EPS
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Downside Risks Persist

Government support is expected to gradually taper off

In 2020, the Singapore Government announced ¢.SGD100bn worth of measures to
support Singaporeans and businesses that are impacted by the COVID-19 pandemic. The
largest support came from the Job Support Scheme (JSS), which has helped to subsidise
wages, thus enabling companies to retain their workers despite challenging business
conditions. Under this scheme, the Government will co-fund between 25% and 75% of the
first SGD4,600 of an employee’s gross monthly wages, with three main payouts in April,
July and October.

This scheme, that was scheduled to expire by end-Aug, has now been extended by up to
seven months, with targeted measures announced for most impacted sectors. However,
during the announcement about the extension of JSS to next year, Deputy Prime Minister,

See important disclosures at the end of this report
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Heng Swee Keat stated that the Government may not be able to sustain the current level
of support indefinitely. As more sectors re-open gradually, the Government will have to
evolve and taper the support provided. There exists a risk that economic activity may still
take longer than expected to recover as business and consumer confidence remain low
for prolonged period. The tapering of Government support in such a scenario could
materially derail the expected earnings recovery for 2021.

Figure 7: The Jobs Support Scheme that was supposed to lapse in Aug, has
been extended by up to seven months
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Sharp rise in unemployment could delay economic recovery

With tapering of government support, we expect retrenchments, which increased
materially during 2Q20, are likely to continue rising for rest of 2020. This is largely
emanating from the fact that the depth of current recession is set to be longer than the
ones Singapore experienced during the Asian Financial Crisis and the Global Financial
Crisis. The Asian Financial Crisis in 1997 and 1998 saw around 30,000 retrenchments,
while the Global Financial Crisis in 2008 and 2009 claimed around 40,000 jobs. In 1H20,
there have already been almost 10,000 retrenchments. Current unemployment number of
2.9%, which has already risen above the historical average, is expected to continue rising.
This could translate into sustained weakness in consumer confidence, weak consumer
discretionary spending and likely weaker demand for property sector.

Figure 8: Singapore overall unemployment (%)
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External risks that cannot be controlled still persist

Given Singapore’s high dependence on external side of the economy, elevated amount of
external risks, especially from a rise in COVID-19 infections in countries that are its key
trade partners or countries that account for the highest amount of tourist inflows could
derail the expectation of economic recovery that is currently in place. While WTO does not
believe that the earlier expected worst case scenario for trade decline would play out, any
reversal in this view could materially affect the positive view that has been investors for the
electronics and pharmaceutical manufacturing sectors.

In addition, we believe external risks exist from the continued deterioration of relationship
between the US and China as well as a China backlash amidst growing geopolitical
tensions while countries also delve into investigating COVID-19’s origin.

Market Strategy

Figure 9: SG Top Picks

M Cap Target Upside/ 1FY P/E (x) P/BV (x) Yield (%) ROE (%)

Company name (USDm) price down. (%) year 1FY 2FY 1FY 2FY 1FY 2FY 1FY 2FY

Avi Tech 57 0.50 8.7  6/30/2020 13.9 13.2 1.5 1.5 5.4 5.4 11.2 11.4
CapitaLand 10,515 3.75 34.9 12/31/2020 19.2 14.5 0.6 0.6 2.9 4.3 25 5.2
CSE Global 195 0.60 14.3 12/31/2020 10.6 9.5 1.4 1.3 52 5.2 13.8 14.4
Fu Yu Corp 134 0.30 22.4 12/31/2020 11.2 10.8 1.1 1.1 6.5 6.5 9.9 10.0
Keppel Corp 6,140 7.30 57.6 12/31/2020 11.2 10.7 0.8 0.8 2.2 4.7 1.5 7.2
Manulife US REIT 1,172 0.90 20.2 12/31/2020 13.8 13.5 1.0 1.0 8.2 8.3 6.9 7.1
Oxley 645 0.29 38.1  6/30/2020 5.2 3.4 0.6 0.5 6.0 6.0 10.9 15.8
ST Engineering 7,767 3.90 14.1 12/31/2020 21.1 18.8 4.8 4.6 4.4 45 22.6 24.7
Suntec REIT 2,774 1.78 31.9 12/31/2020 22.8 16.6 0.6 0.7 5.7 6.7 2.8 3.9
Wilmar 20,603 5.45 22.5 12/31/2020 15.3 16.3 1.2 1.1 2.8 2.8 7.8 7.1

Source: Bloomberg, RHB

Figure 10: SG high yield and defensive names

M Cap Target Upside/ 1FY P/E (x) P/BV (x) Yield (%) ROE (%)

Company name (USDm) price down. (%) year 1FY 2FY 1FY 2FY 1FY 2FY 1FY 2FY

Ascendas REIT 8,966 3.00 (11.8) 12/31/2020 21.4 19.8 1.6 1.6 4.8 5.0 7.4 8.0
Avi Tech 57 0.50 8.7  6/30/2020 13.9 13.2 1.5 15 5.4 54 11.2 11.4
Manulife US REIT 1,172 0.90 20.2 12/31/2020 13.8 13.5 1.0 1.0 8.2 8.3 6.9 7.1
Sheng Siong 1,949 1.87 5.2 12/31/2020 21.2 25.3 7.6 7.0 3.3 2.8 31.2 25.7
SingTel 27,118 3.20 40.4  3/31/2021 16.2 15.5 1.3 13 5.0 5.0 8.3 8.6
ST Engineering 7,767 3.90 14.1 12/31/2020 21.1 18.8 4.8 4.6 4.4 45 22.6 24.7

Source: Bloomberg, RHB

Figure 11: SG cyclical recovery picks

M Cap Target Upside/ 1FY P/E (x) P/BV (x) Yield (%) ROE (%)
Company name (USDm) price down. (%) year 1FY 2FY 1FY 2FY 1FY 2FY 1FY 2FY
CapitaLand 10,515 3.75 34.9 12/31/2020 19.2 14.5 0.6 0.6 2.9 4.3 2.5 5.2
City Developments 5,265 9.50 19.2 12/31/2020 44.1 15.4 0.7 0.7 0.6 2.3 1.6 4.6
ComfortDelGro 2,194 1.55 11.5 12/31/2020 23.8 15.8 1.2 1.1 3.4 5.1 4.9 7.3
Suntec REIT 2,774 1.78 31.9 12/31/2020 22.8 16.6 0.6 0.7 5.7 6.7 2.8 3.9
Thai Beverage 11,342 0.72 15.7  9/30/2020 16.4 15.6 2.8 2.6 3.1 3.2 18.0 17.3

Source: Bloomberg

See important disclosures at the end of this report

6 RHB&



Market Strategy Singapore Equity Strategy

24 August 2020 Market Outlook | Market Strategy

STl Index

STI remains the cheapest ASEAN market and offers the highest dividend yield in Asia.
Given that current close-to-zero interest rate environment is expected to persist beyond
2021, rising global liquidity should bring investors to high yielding markets. STI’s 13.9x
1-year forward P/E sits above its historical average. Much of the P/E increase this year
has come from the sharp downgrades to 2020 earnings estimates. With expectations of a
rebound in GDP growth and investors finally building up the confidence in sustained
earnings growth for 2021, we believe there is potential for the P/E to increase further.

Figure 12: STI's 12-month forward P/E based on Street estimates
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Figure 13: Comparison of regional indices
PE Div Yid P/BV ROE

1FY 2FY 1FY 2FY 1FY 2FY 1FY 2FY
Developed Asia
Australia 22.3 18.7 2.9 3.5 1.9 1.9 8.5 9.4
Hong Kong 11.8 10.0 3.3 4.0 1.0 0.9 10.3 10.3
Japan 20.0 14.6 23 25 12 11 4.8 6.0
Korea 16.8 11.8 1.9 2.1 1.0 0.9 5.2 11.1
Singapore 16.4 12.5 3.9 4.6 0.9 0.8 7.1 8.5
Taiwan 18.8 16.1 3.2 3.7 2.0 1.9 13.6 14.0
Emerging Asia
India 23.8 17.4 15 1.8 2.6 2.4 11.1 13.7
Indonesia 19.3 14.6 2.3 2.2 1.9 1.8 11.8 14.4
Malaysia 20.6 16.6 3.0 3.5 15 1.5 7.0 8.4
Philippines 19.9 14.7 1.9 1.8 15 1.4 6.7 9.2
Shanghai 14.4 12.4 22 25 15 1.4 9.9 10.0
Thailand 21.9 16.9 2.7 3.0 15 1.4 5.8 6.8
MSCI APxJ 18.4 14.8 2.3 2.6 1.7 1.6 10.6 10.6

Source: Bloomberg
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RHB Guide to Investment Ratings

Buy: Share price may exceed 10% over the next 12 months
Trading Buy: Share price may exceed 15% over the next 3 months, however
longer-term outlook remains uncertain

Neutral: Share price may fall within the range of +/- 10% over the next
12 months

Take Profit: ~ Target price has been attained. Look to accumulate at lower levels

Sell: Share price may fall by more than 10% over the next 12 months

Not Rated: Stock is not within regular research coverage

Investment Research Disclaimers

RHB has issued this report for information purposes only. This report is intended for
circulation amongst RHB and its affiliates’ clients generally or such persons as may be
deemed eligible by RHB to receive this report and does not have regard to the specific
investment objectives, financial situation and the particular needs of any specific person
who may receive this report. This report is not intended, and should not under any
circumstances be construed as, an offer or a solicitation of an offer to buy or sell the
securities referred to herein or any related financial instruments.

This report may further consist of, whether in whole or in part, summaries, research,
compilations, extracts or analysis that has been prepared by RHB’s strategic, joint
venture and/or business partners. No representation or warranty (express or implied)
is given as to the accuracy or completeness of such information and accordingly
investors should make their own informed decisions before relying on the same.

This report is not directed to, or intended for distribution to or use by, any person or
entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction where such distribution, publication, availability or use would be contrary
to the applicable laws or regulations. By accepting this report, the recipient hereof (i)
represents and warrants that it is lawfully able to receive this document under the
laws and regulations of the jurisdiction in which it is located or other applicable laws
and (ii) acknowledges and agrees to be bound by the limitations contained herein.
Any failure to comply with these limitations may constitute a violation of applicable
laws.

All the information contained herein is based upon publicly available information and
has been obtained from sources that RHB believes to be reliable and correct at the
time of issue of this report. However, such sources have not been independently
verified by RHB and/or its affiliates and this report does not purport to contain all
information that a prospective investor may require. The opinions expressed herein
are RHB'’s present opinions only and are subject to change without prior notice. RHB
is not under any obligation to update or keep current the information and opinions
expressed herein or to provide the recipient with access to any additional
information. Consequently, RHB does not guarantee, represent or warrant, expressly
or impliedly, as to the adequacy, accuracy, reliability, fairness or completeness of the
information and opinion contained in this report. Neither RHB (including its officers,
directors, associates, connected parties, and/or employees) nor does any of its
agents accept any liability for any direct, indirect or consequential losses, loss of
profits and/or damages that may arise from the use or reliance of this research report
and/or further communications given in relation to this report. Any such responsibility
or liability is hereby expressly disclaimed.

Whilst every effort is made to ensure that statement of facts made in this report are
accurate, all estimates, projections, forecasts, expressions of opinion and other
subjective judgments contained in this report are based on assumptions considered
to be reasonable and must not be construed as a representation that the matters
referred to therein will occur. Different assumptions by RHB or any other source may
yield substantially different results and recommendations contained on one type of
research product may differ from recommendations contained in other types of
research. The performance of currencies may affect the value of, or income from, the
securities or any other financial instruments referenced in this report. Holders of
depositary receipts backed by the securities discussed in this report assume
currency risk. Past performance is not a guide to future performance. Income from
investments may fluctuate. The price or value of the investments to which this report
relates, either directly or indirectly, may fall or rise against the interest of investors.

This report does not purport to be comprehensive or to contain all the information that a
prospective investor may need in order to make an investment decision. The recipient
of this report is making its own independent assessment and decisions regarding any
securities or financial instruments referenced herein. Any investment discussed or
recommended in this report may be unsuitable for an investor depending on the
investor's specific investment objectives and financial position. The material in this
report is general information intended for recipients who understand the risks of
investing in financial instruments. This report does not take into account whether an
investment or course of action and any associated risks are suitable for the recipient.
Any recommendations contained in this report must therefore not be relied upon as
investment advice based on the recipient's personal circumstances. Investors should
make their own independent evaluation of the information contained herein, consider
their own investment objective, financial situation and particular needs and seek their
own financial, business, legal, tax and other advice regarding the appropriateness of
investing in any securities or the investment strategies discussed or recommended in
this report.

This report may contain forward-looking statements which are often but not always
identified by the use of words such as “believe”, “estimate”, “intend” and “expect” and
statements that an event or result “may”, “will” or “might” occur or be achieved and

other similar expressions. Such forward-looking statements are based on

assumptions made and information currently available to RHB and are subject to
known and unknown risks, uncertainties and other factors which may cause the
actual results, performance or achievement to be materially different from any future
results, performance or achievement, expressed or implied by such forward-looking
statements. Caution should be taken with respect to such statements and recipients
of this report should not place undue reliance on any such forward-looking
statements. RHB expressly disclaims any obligation to update or revise any forward-
looking statements, whether as a result of new information, future events or
circumstances after the date of this publication or to reflect the occurrence of
unanticipated events.

The use of any website to access this report electronically is done at the recipient's own
risk, and it is the recipient’s sole responsibility to take precautions to ensure that it is free
from viruses or other items of a destructive nature. This report may also provide the
addresses of, or contain hyperlinks to, websites. RHB takes no responsibility for the
content contained therein. Such addresses or hyperlinks (including addresses or
hyperlinks to RHB own website material) are provided solely for the recipient's
convenience. The information and the content of the linked site do not in any way form
part of this report. Accessing such website or following such link through the report or
RHB website shall be at the recipient’s own risk.

This report may contain information obtained from third parties. Third party content
providers do not guarantee the accuracy, completeness, timeliness or availability of any
information and are not responsible for any errors or omissions (negligent or otherwise),
regardless of the cause, or for the results obtained from the use of such content. Third
party content providers give no express or implied warranties, including, but not limited
to, any warranties of merchantability or fithess for a particular purpose or use. Third
party content providers shall not be liable for any direct, indirect, incidental, exemplary,
compensatory, punitive, special or consequential damages, costs, expenses, legal fees,
or losses (including lost income or profits and opportunity costs) in connection with any
use of their content.

The research analysts responsible for the production of this report hereby certifies
that the views expressed herein accurately and exclusively reflect his or her personal
views and opinions about any and all of the issuers or securities analysed in this
report and were prepared independently and autonomously. The research analysts
that authored this report are precluded by RHB in all circumstances from trading in
the securities or other financial instruments referenced in the report, or from having
an interest in the company(ies) that they cover.

The contents of this report is strictly confidential and may not be copied, reproduced,
published, distributed, transmitted or passed, in whole or in part, to any other person
without the prior express written consent of RHB and/or its affiliates. This report has
been delivered to RHB and its affiliates’ clients for information purposes only and
upon the express understanding that such parties will use it only for the purposes set
forth above. By electing to view or accepting a copy of this report, the recipients have
agreed that they will not print, copy, videotape, record, hyperlink, download, or
otherwise attempt to reproduce or re-transmit (in any form including hard copy or
electronic distribution format) the contents of this report. RHB and/or its affiliates
accepts no liability whatsoever for the actions of third parties in this respect.

The contents of this report are subject to copyright. Please refer to Restrictions on
Distribution below for information regarding the distributors of this report. Recipients
must not reproduce or disseminate any content or findings of this report without the
express permission of RHB and the distributors.

The securities mentioned in this publication may not be eligible for sale in some
states or countries or certain categories of investors. The recipient of this report
should have regard to the laws of the recipient's place of domicile when
contemplating transactions in the securities or other financial instruments referred to
herein. The securities discussed in this report may not have been registered in such
jurisdiction. Without prejudice to the foregoing, the recipient is to note that additional
disclaimers, warnings or qualifications may apply based on geographical location of
the person or entity receiving this report.

The term “RHB” shall denote, where appropriate, the relevant entity distributing or
disseminating the report in the particular jurisdiction referenced below, or, in every
other case, RHB Investment Bank Berhad and its affiliates, subsidiaries and related
companies.

RESTRICTIONS ON DISTRIBUTION

Malaysia

This report is issued and distributed in Malaysia by RHB Investment Bank Berhad
(“RHBIB”). The views and opinions in this report are our own as of the date hereof
and is subject to change. If the Financial Services and Markets Act of the United
Kingdom or the rules of the Financial Conduct Authority apply to a recipient, our
obligations owed to such recipient therein are unaffected. RHBIB has no obligation to
update its opinion or the information in this report.

Thailand
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