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The rich are turning bullish, 
and they ain't rotating 
They are using cash, not selling bonds, to buy equities 

By CAI HAOXIANG 
[SINGAPOREI As they put 
the nightmare of the global 
financial crisis behind 
them, high net worth indi- 
viduals are turning positive 
on equities and buying 
them again. 

But they are not really 
participating in the "great 
rotation" - Wall Street's hy- 
pothesis of a once-in-a-gen- 
eration bond sell-off - to 
pay for riskier equity as- 
sets. 

This is because the 
wealthy are still using cash 
to pay for both equities and 
bonds, and also prefer the 
stable income provided by 
the latter, say seven private 
banks interviewed by The 
Business Times. 

Citi Private Bank Asia Pa- 
cific head of investment 
Debashish Duttagupta said 
fund flows ara going from 
cash into both fixed income 
and equities. 

Sentimcnl among cli- 
crlts is that US growth will 
wrmrisr. on t , h ~  ~mside. he Cash is best: Fi lnd f iu~s  are goingfrnm cash into bothfixed income and equities. FILE PHOTO 

said. "What we'reaseeing is 
that people: arc: hecoming on fixed income at the mar- 
pro-risk." gins, t t ~ c ~ u g h  clionts still 

Citi private bmking cli- hold 60 per cent of their as- 
ents have 28 per cent in setsinfixed income onaver- 
fixed income, 26 per cent in age and just 30 per Cent in 
cash, 36 per cent in equi- equities. 
ties and 10 per cent in alter- The majority of clients 
natives on average, he said. he surveyed are positive on 

Similarly, Hou Wey equities now, he said. 
Fook, chief investment offi- "But if you ask how 
cer of Bank of Singapore, they're investing, they still 
said that as bank deposit in- haven't implemented their 
terest rates are expected to strategy. So it's a slow 
remain close to zero for a move back in. If we get 
while, any i d o w s  into equi- three quarters in a row of 
ties are more likely to come good news, then they'll 
from cash than from bond come rushing back." 
holdings. Mark Matthews, Asia 

Hugues Delcourt. ABN head of research for Bank 
Amro's private banking Julius Baer, said many cli- 
CEO for Asia and Middle ents still shy away from the 
East, suhuned up the con- volatility of stocks. 
sensus view: "We don't see "There exists a large uni- 
many clients switching verse of investors who can- 
from bonds to equities as not invest in equities due to 
most investors feel comfort- their volatility, and those 
able with the credit risk of who need the stable income 
the issuers and are pre- that bonds provide," he 
pared to hold the bonds till said. 
maturity. Switching from The "great rotation" hy- 
cash to equities is more pothesis had been making 
common." its way in investment cir- 

Even t h o u g h  t h e  clessince the start o f the  
wealthy are turning more year, as global stocks saw a 
positive on equities, many surge of interest while 
are still reluctant to make bonds, at  historically low 
risky bets. yields after a 20-year bull 

Gary Dugan. Coutts run, were looking over- 
chief investment officer for priced. 
Asia and Middle East, said The risks of a damaging 
there is some profit-taking macroeconomic event. Like 

money managers havr 
been solling US govern- 
ment bonds. 

DBS Private Bank head 
Tan Su Shan also said she 
is seeing some "rotation out 
of long-dated bonds and 
perpetuities into equities". 

Nevertheless, evidence 
of a big bond sell-off has 
not appeared. A Coutts re- 
port on Feb 18 noted that 
money flows show inves- 
tors have the same appetite 
for bonds and equities. 

US mutual fund flow da- 
ta through to early Febru- 
ary shows net inflows of 
US$23.8 billion into bond 
funds and US$22.4 billion 
into equity funds, it said. 

Looking ahead, the pri- 
vate banks say equities will 
do well this year. M s  Tan of 
DBS said clients have been 
interested in China, Hong 
Kong, selected US names 
and sectors and Japan. 

Michael Markovich. glo- 
bal interest rate research 
head at  Credit Suisse Pri- 
vate Banking, said central 
banks are  likely to keep 
rates low even given cur- 
rent growth assumptions, 
which are already some- 
what optimistic. 

"Our analysis shows 
that equity is more attrac- 
tive than corporate bonds. 
Central banks want us to 

snc it that way. that's why 
thoy want  to depress 
yields." he said. 

ABN Amro's M r  1)el- 
court is advising clients to 
increase their portfolio 
weighting in equities, par- 
ticularly in the markets of 
Asia Pacific and Latin Amer- 
ica. In terms of sectors, he 
recommends going over- 
weight in healthcare, indus- 
trials and energy. 
Mr Duttagupta of Citi rec- 

ommends holding on to 
real-estate investment 
trusts and looking at under- 
valued US bulge bracket 
banks. However, he said, a 
correction might be coming 
and those who want to 
trade might want to take 
some profit on stocks and 
replace them with call op- 
tions. 

"If you're buy and hold, 
do nothing." he said. 

But Mr Dugan of Coutts 
sounds a warning note on 
bonds. "It feels like the last 
hour of the party. A lot of cli- 
ents who want to sell bonds 
think they'll be out before 
everyone else," he said. 

"Bond markets in Asia 
are still young; they are not 
that liquid. If people start to 
see losses on bond portfo- 
lios. I think everyone might 
exit at the same time and 
there will be the risk of a se- 
vere adjustment." 

the IJS falling off the fiscal 
clifi: il hard landing for Chi-  
na or a curozone collapse, 
seem to have been averted. 

Most investment houses 
have also been advising cli- 
ents to shorten the duration 
of their bonds and put their 
money in high-yield bonds 
or riskier asset classes such 
as equities. 

Said Singapore Manage- 
ment University finance 
professor Francis Koh: 
"There is a belief that inter- 
est rates have no room to 
decline further. This envi- 
ronment means that bond 
yields will not increase and, 
thus, little upside is availa- 
ble from fixed income. 

"The world economy 
looks like that it is recover- 
ing, although slowly ... But 
no catastrophic scenarios, 
so. (there's a) move to equi- 
ties." 

Retail investor activity is 
just one part of the market. 
A recent Reuters report 
said Deutsche Bank data 
for 2012 shows the global 
pool of mutual and ex- 
change traded funds is val- 
ued at around US$28 tril- 
lion. less than half the com- 
bined US57 trillion of slow- 
er-moving, more conserva- 
tive pension and insurance 
funds. 

But there are signs that 
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