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Asset Allocation

▪ In 1Q 2023, both global stock and bond markets rose. The market

finally rebounded in the first quarter of the year, as we anticipated a

quarter ago. Although there was a liquidity crisis in several banks in

Europe and the US in early March, which raised the risk aversion

sentiment in the market, the US government and Swiss financial

regulators took swift actions to reinstall the confidence successfully. On

the other hand, the banking incident made investors look forward to the

ending of the Fed's rates hike cycle, which brought a positive boost to

asset prices

▪ Risky asset prices would be supported by a dovish Fed, but caution

should be taken on the state of US economy. Looking forward to the

second quarter, the market feels relieved that the interest rate hike cycle of

major central banks will come to an end soon. Coupled with the weak

performance of the US dollar, stock markets may see some support.

However, challenges facing the European and US economies and caution

towards their banking industry could weigh on the stock market sentiment

any time. We believe that the recent financial incidents of several regional

banks in the US will prompt authorities to strengthen stress tests, and the

banks are likely to tighten credit, which will have a greater impact on the

business of local US companies

2Q Asset Allocation 
Strategies

Belle Liang 
Chief Investment Officer, IWS

2Q 2023 INVESTMENT OUTLOOK  

Global Equities Global Bonds

CommodityAsia BondsAsia Equities

2



▪ Asia equity and bond markets remain the brightest spot. We believe

that the Asia market will see an important turning point in 2Q, because

the mainland's economic reopen and policy-supported recovery plan are

expected to achieve more obvious results in this quarter. Among them,

Asian equities sectors that are closely tie to the mainland's economic

reacceleration, such as industrial parts manufacturing, machinery and

equipment exports, and tourism consumption etc., will become a major

focus. In addition, the latest restructuring plan of the mainland internet

giants would bring a new round of re-valuation opportunity for Chinese

technology sector

▪ Maintain our preference to a higher fixed income allocation this

quarter. While the Fed may stop raising interest rates, a continued

slowdown in the economy due to high inflation and tighter credit market

remains a major risk factor for stocks. Coupled with the recent sharp rise

in oil prices, it may pose greater challenges to the global inflation. In the

face of economic uncertainty, the investment portfolio should not be too

aggressive, in our view. The short to medium tenor US dollar

investment-grade bonds still offer attractive yields and should still be the

core of investment portfolios
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In 2Q 2023, risky assets would continue benefiting from

the ending of central banks’ hikes, but economic and

profit risks remain

As we had predicted at the end of last year, most global stock and

bond markets had significant rebounds in 1Q 2023, mainly due to the

signs of easing inflation in Europe and the US. In addition, the US

Fed, which originally announced that it would continue to fight

inflation, suddenly changed its tune and began to release dovish

messages after several US regional banks suffered from liquidity

crisis in March. This pivot from Fed has brought considerable boost to

the market's risky assets as interest rates trended much lower.

Looking ahead, we expect that investors continue to welcome a more

dovish Fed, which will in turn support the equity markets. In terms of

rates, after a significant pullback in March due to risk aversion and

optimism about the ending of the Fed’s rates hike cycle, we expect

Treasury yields to stabilize this quarter. A dovish Fed will also keep

US dollar on the weak side, and this would most benefit the

performance of Asian stocks and bonds market. However, the

fluctuation of CPI figures in Europe and the US, the deceleration of

their economies, and caution towards bank’s lending and credit

markets will continue to cause volatility in risky assets, in our view.

We believe that the recent fallout of some US regional banks would

prompt regulatory authorities to strengthen stress tests, and the

banking industry will start to tighten credit and trigger another credit

repricing. Going forward, this is the risk and uncertainty that investors

have to keep in mind.
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For developed markets, US stock market would find it

hard to outperform Europe and Japan

The main reason is that Europe and Japan are currently benefiting

from the economic reacceleration in mainland China, while the US

local economy is starting to face pressure from banks’ credit

tightening. Moreover, the continued wave of layoffs by US companies

will also have a negative impact on consumption. We expect the

earnings growth of US companies would face much headwind this

year, but the current valuation of US equities still does not reflect the

slowdown in earnings. For European and Japanese stock markets,

benefited from the removal of cross-border travel restrictions and

economic reopening in the Mainland, we are optimistic about

companies with strong brands related to global tourism and

consumption, as well as European and Japanese exporters that focus

on high-end equipment manufacturing and machine parts.
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Source: Bloomberg, last updated on 7 Apr 2023 with a base date of 30 Nov 2022

Europe/Japan Stocks Outperformed US 

After China Relaxed Curbs



For emerging markets, Asia market remains the

brightest spot

In terms of emerging markets, we remain optimistic about Asia's stock

and bond markets this quarter. China will show a significant

improvement of growth in 2Q, and therefore Asian countries with

close trade relationship would continue to benefit, including Japan,

South Korea and ASEAN. According to the past two historical

performances (2006 and 2018), Asian stock markets recorded very

strong performances in the 12 months following the end of the Fed

rate hike cycle. Lastly, Southeast Asia’s tourist economies are set to

benefit from China’s scrapping of Covid travel restriction.
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Source: Bloomberg, last updated on 6 Apr 2023
Forecast number of 1Q-4Q23 is from Bloomberg market consensus
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Market Forecasts Mainland GDP Growth to 

Accelerate to 7.3% in 3Q 2023
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In terms of equity vs bond, this quarter we still

recommend maintaining a higher fixed income

allocation

Looking at the equity vs bond allocation strategy, what we want to

emphasize in this quarter is that investors should still maintain a

higher fixed income exposure. We believe that current equity market

valuation has reflected a relatively optimistic global economic

performance and corporate earnings forecasts. However, any slight

negative geopolitical risk event, or any worsening of the macro

indicators would easily trigger volatilities in the stock markets.

Maintain a certain exposure to the short to medium tenor

investment-grade US dollar bonds will bring a more stable

performance of the investment portfolios. This is regardless of

whether the Fed decides to continue to fight inflation and extend the

timetable for rates hikes in the future, or even when market frets the

risk of an economic hard-landing.

Gold and crude oil –

A weaker dollar will support commodity prices

Looking back at the first quarter, gold performed quite strong, but oil

prices fell sharply at once and then bounced back after the OPEC+

announced production cuts. Looking ahead, we think it is crucial to

maintain commodity exposure, and gold is a better choice to hedge

market event risks. In fact, the recent European and American

banking incidents has made it convincing for the benefit of holding

gold again. In terms of oil price trend, its price drivers include

whether geopolitical wrestling and de-dollarization forces continue

to rise, and these factors will make oil prices more unpredictable.

On the positive side, a weak dollar will support overall FX

performance and commodity prices. Also need to note that if the US

economy falls into a deep recession, the dollar may sink into a

lower trading range against other foreign currencies.
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Equities Market Views

Markets Analysis* Comments

US ●●

➢ Inflation might remain elevated / rate hike still

possible. Recession could be in 2H and

earnings suppressed amid bank incidents.

Focus on diversification, cash flows and ROEs.

Europe ●●

➢ It lagged in March amid the bank incidents. On

the other hand, economic data improving as

benefiting from China reopening. Pace of rate

hikes by the ECB will be critical

Asia ●●●

➢ Lifted by positive economic data and news of

large tech companies of China, along with

weak USD boosting local currencies, and with

minimal impact from the US/EU bank incidents

Latin 

America & 

EMEA

●

➢ Despite reliefs in inflation and liquidity amid

weak USD, and certain countries with unique

economic developments, many still face high

inflation, geo-political and domestic instability.

China A 

Shares
●●●

➢ A share market continues to benefit from China

re-opening, green investments and recovery in

industrials and financials. It is less impacted by

US/EU banking incident.

HK Listed 

Chinese 

Corp

●●●

➢ Leading e-commerce player announced

restructure and IPO plans, suggesting earnings

and regulatory outlook has turned brighter

HK Listed 

Local/

Foreign Corp

●●●

➢ With inbound tourists strongly recovering, HK

retail sales in Feb surged 31% yoy, paving way

for faster economic recovery in HK
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*Symbol representation：

●●●
The particular asset/market potentially may perform well relative

to the relevant major global benchmark (s)

●●
The particular asset/market potentially may perform in line relative

to the relevant major global benchmark (s)

●
The particular asset/market potentially may not perform well or in

line relative to the relevant major global benchmark (s)
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Fixed Income Market Views

Markets Analysis* Comments

DM

Sovereign 

Debt

●●

➢ If inflation in Europe and the United States

continues to ease and the central banks

further slow down the pace of interest rate

hikes, sovereign bonds are expected to

continue to perform well

EU & US IG 

Corp
●●●

➢ Spread volatility of US and EU IG increased,

but the weakness in treasury yields may help

support performance of this sector

Asia IG Corp ●●●

➢ Asian bond market is less affected by US and

European banking incident. Given a better

outlook in Asia, it is expected that Asian bond

market continues to attract fund inflow

US High Yield ●●

➢ High yield issuers may face greater

challenges under the tightening of liquidity

after banking incident and the trend of US

high yield will inevitably fluctuate

Asia High 

Yield
●●

➢ Reopen in China may continue to support the

medium-to-long-term performance of Asian

high-yield bond market but the sector may

remain volatile in near term

EM Debt ●●
➢ USD weakens due to easing inflation may

continue to bring support to performance of

emerging bond market

*Symbol representation：

●●●
The particular asset/market potentially may perform well relative

to the relevant major global benchmark (s)

●●
The particular asset/market potentially may perform in line relative

to the relevant major global benchmark (s)

●
The particular asset/market potentially may not perform well or in

line relative to the relevant major global benchmark (s)

Source: HSIS
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AI is gaining popularity recently. What exactly is AI Chatbot?

Big Tech in US and China have recently launched an artificial intelligence

(AI) chatbot, and it has caused widespread buzz in the investment

markets. These AI Chatbots are mainly built on Large Language Model

(LLM), which is typically fine-tuned through machine learning and other AI

technologies. Many users have been impressed by its human-like thinking

abilities and language abilities.

Investment Trend 1
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What is so special about the latest AI Chatbots?

The latest AI Chatbots are widely regarded as a ground-breaking change

in the future work style of individuals and enterprises, as its computing

power serves multiple aspects of daily work and life, with the following

examples:

The latest AI Chatbots have made a huge leap forward in functionalities.

The most renowned model has proven to have passed all basic exams

with top grades. Since the computing power of the AI network will

continue to improve with big data training, these results suggest that

these AI Chatbots may be able to replace certain human jobs in the

future, especially repetitive mechanical work.
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• Converse on topics such as science, economy, history, 
culture, healthcare and entertainment

AI Chat

• Compose articles, legal documents, and even 
academic papersWriting & Editing

• Provide story plots, creative ideas, screenplaysIdea Generation

• Analyze market trends and competition. Recommend 
marketing strategies and draft project proposals

Business 
Proposal

• Assist developers in writing programs, provide the best 
solution, and even simulate other operating systems

Software & 
Coding

Mr. Bill Gates
Cofounder of Microsoft



How has the market reacted so far?

Tech stocks have been one of the best-performing sectors year to date. In

addition to lower rate hike expectation which supports tech sector

valuation, the emergence of AI Chatbots has reversed the pessimistic

sentiment of the tech industry at the end of 2022. Year-to-date, NYSE

FactSet Robotics and AI Index (NYFSRAI) has gained 21.5%, beating

Nasdaq's 16.8% gain. Besides AI Chatbots, other AI-generative content

(AIGC) technologies were also released recently, such as text-to-images

and even text-to-videos. These tools not only save individuals and

companies both resources and time, but are also expected to produce

more business opportunities, products and services. Hence, the market

has begun to re-evaluate the earnings outlook of related stocks.

Global AI Stocks Outperformed Nasdaq in 1Q 2023
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NYSE FactSet Robotics and AI Index (NYFSRAI) includes around 116 of the world's leading 

AI and robotics companies. As of the end of December 2022, I.T., communications and 

industrials account for 56.0%, 18.91% and 15.28% of the total index weightings respectively. 

Geographically, the constituents are mainly listed mainly in United States (52.26%), China 

(12.73%), Japan (10.58%), Taiwan (7.22%) and France (3.37%)

Nasdaq

NYSE FactSet Robotics and AI Index

Change (%)
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What sectors would benefit most from AI Chatbots & AIGC? 

Semiconductor Chips and Processors

AI Chatbot technologies need to train a huge amount of data, which
makes high-performance computing essential. The semiconductor
industry needs to provide high-performance processors, such as
GPU, TPU, ASIC and other types of processors, to meet the
requirements of fast computing and data processing. This change
will prompt semiconductor companies to increase investment in R&D
and improve product performance in order to remain competitive in

the market

Semiconductor Peripherals

AI Chatbot technology has advanced language abilities and it can be
installed on robots in the future and directly face consumers. Thus it
also brings demand for sensors, microcontrollers, connectors and
other semiconductor parts. Separately, AI can also raise the
operating efficiency of the semiconductor industry, as AI can analyze
data and detect errors at each stage of production. With AI

algorithms, it can also improve yields and reduce production costs.

Office Software and Anti-virus Software

AI can act as a smart assistant, helping users perform various office
tasks, such as quickly writing emails, organizing schedules and
analyzing data. AI can also detect security vulnerabilities in software
and systems in a short period of time, identify malware, and update
protection strategies, thereby reducing security risks and potential

losses

Software Development

AI technology can greatly improve the efficiency of software 
development. Through automated code generation, automated 
testing and continuous integration, AI can help developers develop 
higher-quality applications faster. AI can also help developers find 
errors and potential loopholes in code, which can reduce 

maintenance costs



Conclusion

AI Chatbot and AIGC technologies are disruptive and have huge market

potential. Market rumoured that the leading AI players could launch AI

Chatbot plug-ins, which could extend its functions to the internet, search

and integrate data, and also cooperate with other third-party merchants.

The Big Tech is likely to join the ranks of competition, and the pace of

future development of the AI industry is likely to gradually accelerate and

change the face of human work and life. However, there are still

shortcomings in current AI technology. For instance, the accuracy of

information has further room to improve; the understanding of some

language contexts is not up to the level of humans, and excessive

repetition may occur when answering questions. When given enough time,

AI technologies could one day achieve perfect and unimpeded

communication with humans.
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Investment Trend 2
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Consumer Staples Sector

Communication Services Sector

Consumer Discretionary Sector Internet Sector

Accelerating growth amid a recovery of Asian consumption

For most economies of the world, 2022 marked the end of the Covid 19

pandemic as measures such as quarantines and lock-downs began to

ease. For Asian economies, lifting of those measures in general began

later than the economies in Europe and North America. As measures

eventually were lifted in a gradual manner during the second half of the

year, market expectations also began to rise simultaneously as the

potentials of a consumption recovery in the region could lead to

significant economic growth benefiting a variety of sectors.

Asian Equities ASEAN Equities 

The Power of Asian 

Consumption –
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Favourable structures of the Asian populations

Demographically, Asia as a whole has advantages within the inherent

structure of the population in the region. Despite in a descending trend,

recent research based on data from the World Bank has shown that

working age as a % of total population remained above 65% and would

still be at 60% or above by 2050. Although in general, it is known that the

“population dividends” of China have peaked in the last decade, its

working population is still in the high sixty percentage. On the other hand,

the corresponding figures in India had been rising and were only expected

to peak around the end of this decade. It was also expected to remain well

above 65% towards 2050.

More importantly, the shares of middle class consumption globally have

been rising in both China and India over the years. Back in 2017, the

Brookings Institution had estimated that the share of middle class

consumption in China to surpass those of the US in 2020. While the

share in India was estimated to still trail those of the US in 2020, it was

expected to surpass the US in 2030. The only exception is the situation in

Japan as the shares there were estimated to gradually descend as of % of

global middle class consumption. Finally, it is also worth noting that the

levels of in the average household debt ratio (as measured by the

Household Debt to GDP ratio) in a number of Asian economies. The ratio

was below 20% and 40% in Indonesia and India respectively according to

research published in September 2022. In China, the ratio was also only

slightly above 60%. In contrast, the ratios in the US and UK were well

above 70% and 80% respectively. As a result, it is expected that the

financial health of Asian consumers in general are fundamentally much

stronger than the Western consumers.
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Source: Bloomberg, data as of February 22, 2023

Survey on China Consumption Expectations

Return of the Chinese tourists

The reopening of China was probably the most significant catalyst to the

rising economic expectations and risky assets in late 2022. As the return

to normality completes, tourists from China are certainly the most focused

target customers of many industries in consumer services and goods.

According to the Ministry of Culture and Tourism of China, the number of

domestic tourists increased 23% YoY in 2023 Chinese New Year, which

already reached 89% of the level in 2019. Eventually as the proof of covid

testing requirements had been waived for tourists from mainland China,

the Chinese Tourism Academy forecast the number of tourists travelling in

and out of mainland China to double from 2022 to 2023. A survey done by

Bloomberg in February this year also revealed that residents of the third

and fourth tiers cities in the mainland also had strong demands of

travelling. Among them, around 67% planned to increase spending on

travelling significantly, while around 59% and 51% of those from the first

and second tiers cities respectively also planned to do so. In addition to

travelling, the survey also found that they mostly also had intentions to

increase consumption by at least considerable amounts.
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Source: Bloomberg, data as of February 22, 2023

Survey on China Travelling Expectations

ASEAN are the beneficiaries

As the enthusiasms in oversea travelling heat up, certain popular

destinations such as Japan, Thailand and South Korea are poised to

benefit. In addition, ASEAN countries are expected to benefit at an

increasing pace due to its proximity to China and statistics on arriving

tourists also revealed a rising trends vs. the figures in 2019. As the

operating capacities of airports and the tourism industries recover back to

pre-covid levels, activities of inter-Asia travelling naturally will rise further.

Digitalization of consumption

Although the reopening of borders has been the focus of the markets

recently, it’s undeniable that the digitalization of consumption is also

another long term trend. China has been a leader in the digital

developments of many aspects of economic activities, including e-

commerce, food services and Fast Moving Consumer Goods / grocery.

However, there are potentially significant upsides for other large emerging

Asian economies, India and Indonesia. Their online penetrations in the

above areas are still not only far behind China, but also behind those of

the US. It’s expected that gaps with the US will be bridged within the next

few years. It would be beneficial for the internet & ecommerce players.
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