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Using ETFs to Ride on Singapore’s Economic Growth

Description

Are Singapore stocks dead?! As we celebrate National Day, | argue why many new retail investors are
making the mistake of overlooking local investment opportunities. And as an investor living in one of
the world’s strongest economies, we can definitely ride on Singapore's economic growth — especially
for those seeking growth and income returns on your-investment portfolio.

Strong, stable companies with a defensible'moat and steady growth.

These are the type of investments’that | tend to gravitate towards, which is why various blue-chip SGX
listed companies remain attractive — at the right valuations. For instance, my investment in DBS bought
during the 2016 olil crisis currently yields me more than 8% dividends on costl, together with a capital
return of over 2X. And who can forget iFast, which | bought at $1 a few years ago?

Undervalued and dividend plays exist in our local stock market, if only you know where to look.

If you don’'t have an eye for picking out individual stocks, another easy way would be to invest through
Exchange-Traded Funds (ETFS).

And luckily for us here in Singapore, we have access to various SGX listed ETFs focusing on the
Singapore market that allow us to ride this growth.

Investing tools unique to the Singaporean investor

As a Singaporean, | can use either my cash savings or my SRS funds to invest in local bonds, stocks
or ETFs.

Singapore’s government bonds offer stable yields

For the risk-adverse, retail investors often consider investing into Singapore Treasury bills (a.k.a. “T-
bills”), the Singapore Savings Bonds (“SSB”) or Singapore Government Securities Bond (“SGS”).
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Backed by the highest AAA credit ratings by all 3 major credit rating agencies (S&P, Moody’s and
Fitch), many investors view Singapore government bonds as pretty much the safest option for
investors who do not want to take any risks on their capital (especially in contrast to other countries’
government bonds).

Did you know that our public authorities — such as HDB and LTA also periodically issues bonds? The
only limitation is, these are typically made available only for institutional and accredited investors
(but there’s a way, keep reading!).

But don't fret, even as a retail investor, you can still get exposure to these bonds — by investing into
SGX listed ETFs such as the ABF Singapore Bond Index Fund, which tracks a basket of high quality
AAA rated bonds issued primarily by the Singapore Government and quasi-Singapore government
entities.

Here’s a quick look at the various bond issuers in the ETF:

Issuer Allocation

Government Qf Singapore —

Singapore Hé@log & Development Board .- 11.7%
Land Transport Authority Of Singapore *. 4,7%
Temasek Financial ql 2.3%
Cash and/or Derivatives | 0.4%

Sp Powerassets Ltd. | 0.3%

0% 20%  40%

Cash in allocation charts includes cash equivalents,
Percentages of allocation may not add to 100% due to rounding error.

Source: Nikko Asset Management Asia Limited as of 30 June 2023
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Bring up your yield with bonds from blue-chip companies

Other than the government, businesses typically issue bonds to finance their operations as well as
capital expenditure plans. These corporate bonds often offer a higher yield than government bonds, in
exchange for the credit risk spread that you're undertaking.

In today’s climate, these yields can range anywhere from 4% to 12%", but you’d want to be careful
with high-yield corporate bonds as it could lead to capital losses should the company default on their
bonds, especially in times of crisis where liquidity can be tight.

"Note: These yields are not fixed in stone; the 4% to 12% number is based on bonds I've found
available in the current open market as of July — August 2023.

Personally, I'd prefer to go for stable, blue-chip issuers with a low default risk — ideally companies with
resilient business models even if a recession were to hit.

Some of these corporate bonds are also limited to only accredited investors, and require a significant
capital (usually SGD 250,000 or more) for each bond purchase. If you wish to access such corporate
bonds but do not wish to lock up so much of your cash in a single, bond, you can consider investing
through the Nikko AM SGD Investment Grade Corporate/Bond ETF instead.

This ETF predominantly consists of bonds issued by recognisable institutions such as DBS Group,
HDB, PUB, HSBC, NTUC Income;. Temasek, Lendlease, Singtel2 and more. Its holdings consists of
only investment grade corporate-bonds (rated between AAA to BBB-) which have a lower risk of
default, and the ETF currently has a portfolio average credit rating of A (as of June 2023)3.

Here is a quick look at the top 10 holdings of Nikko AM SGD Investment Grade Corporate Bond ETF:
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Fund Holdings

Top 10 Holdings Weight
TEMASEK FINANCIAL (I) LTD. 2.8% 17-AUG-2071 2.9%
DBS BANK LTD. 3.98% PERP 2.6%
HSBC HOLDINGS PLC 5.25% 27-JUN-2032 2.5%
ABN AMRO BANK N.V. 5.5% 05-OCT-2032 2.1%
UNITED OVERSEAS BANK LIMITED 2.55% PERP 2.1%
HSBC HOLDINGS PLC 5.3% 14-MAR-2033 2.0%
UNITED OVERSEAS BANK LIMITED 3.58% PERP 2.0%
NTUC INCOME INSURANCE CO-OPERATIVE LIMITED 3.1% 20-JUL- 2.0%
2050

CHANGI AIRPORT GROUP (SINGAPORE) PTE LTD. 1.88% 12-MAY- 1.9%
2031

AUSTRALIA AND NEW ZEALAND BANKING GROUR NIMITED 4.5% 1.8%

02-DEC-2032

Source: Nikko Asset Management Asia Limited-as of 30 June 2023

| reckon that this makes it a mueh better option for those who want to ride on the yields found in the
corporate bond market, without'taking on the higher risks associated with each bond purchase. Rather
than monitoring your individual bond yields and capital changes, you’'d be tracking your returns in the
ETF instead (which can also fall or rise).

Ride on the growth of the top 30 Singapore listed companies

Not many people realise this, but in recent years, close to half of the revenue associated with the STI
was reportedly derived from abroad i.e. outside of Singapore. Singapore’s biggest firms are not only

making a name for themselves domestically, but are also capturing market share outside of our local

shores!
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Source: Author’s own

Homegrown SATS, for instance, has since ballooned into a global air cargo logistics provider, covering
trade routes responsible for more than 50% of global air cargo volume with its own Americas-Europe-

APAC network and global footprint of 201 cargo and ground handling stations. Or how about Wilmar,

an agricultural leader which has grown into a Fortune 500 company where its flagship edible oil brand
commands over 18% of India’s market share?

What’'s more, when comparing the dividend yields across the last 10 years, the STI offers one of the
highest dividend yields when compared with other global market indices.
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https://links.sgx.com/FileOpen/SATS Gatefold and Circular.ashx?App=Announcement&FileID=743097
https://links.sgx.com/FileOpen/SATS Gatefold and Circular.ashx?App=Announcement&FileID=743097
https://links.sgx.com/FileOpen/SATS Gatefold and Circular.ashx?App=Announcement&FileID=743097
https://www.wilmar-international.com/annualreport2022/documents/Wilmar-International-Limited-AR2022.pdf
https://www.nikkoam.com.sg/media/pdf/fund/brochure/STI_ETF_brochure_0523.pdf
https://www.nikkoam.com.sg/media/pdf/fund/brochure/STI_ETF_brochure_0523.pdf
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FTSE Straits Times Index 3.67
Hang Seng Index 343
TOPIX Index 2.08
S&P 500 Index 1.88
STOXX Europe 600 Index 334
MSCI AC World Index 239

= -

Source: Bloomberg as of 28 February 2023
This chart is purely for illustrative purposes only and not to be sefied upon as financial advice in any v
is not the same as that of the Nikko AM Singapore STLERC RN Past dividend yields are not indicativ

In my view, an ETF like the Nikko AM Singapore STI ETF offers easy access to all of these
companies within a single investment position, so that you don’t have to waste energy tracking
individual companies since thejindex automatically rebalances its constituents semi-annually. Comfort
Delgro, for instance, was a mainstay in the SGX for decades, but was recently removed last year and
replaced by Emperador.

Investing in Singapore may not come with the excitement typically found in the US markets, but if
you're looking for stable growth and/or dividend yield, Singapore offers a sweet spot of stable growth
and income.

Ranked first in the world’s index of economic freedoms, Singapore’s economic growth has been stable
and generally been on the uptrend in the past few decades. Although being an open economy also
means it can still be subject to market downturns due to global recessions or even pandemic
situations, today, Singapore has grown to become a major manufacturer of chemicals and electronics
— including playing a role in global supply chains when it comes to the chips used to power artificial
intelligence — and operates one of the world’s largest ports.
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https://www.nikkoam.com.sg/funds/nikko-am-singapore-sti-etf?utm_source=sgbudgetbabe&utm_medium=blog&utm_campaign=investsg_Aug2023
https://www.sgx.com/research-education/market-updates/20220905-emperador-join-sti-19-sep
https://www.sgx.com/research-education/market-updates/20220905-emperador-join-sti-19-sep
https://indexdotnet.azurewebsites.net/index
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Screenshot taken from the 2023 Index.of Economic Freedom by The Heritage Foundation.
Singapore has consistently-beena top performer in the world’s index of economic freedoms
and topped the global charts for the most recent 3 consecutive years.

Companies such as Dyson, Visa and ABB have chosen Singapore to set up their innovation hubs,
while our local blue-chips like Wilmar and SATS continue to expand overseas and grow revenues. As a
Singaporean, | feel that we should not forget to look inwards and identify Singapore-owned companies
that are quietly growing their revenues and garnering a greater market share abroad.

Advantages as a Singaporean investor

While investing overseas can open up more choices, | believe nothing beats having a homegrown
advantage. And as a Singaporean, we benefit from not being taxed on our dividends or capital
gains, and there are no foreign currency exchange risks involved, which makes the case for
investing locally an even stronger one.

And if you don’t have much time to analyse individual stock or bond positions, a less time-consuming
way would be to use local ETFs to get exposure within a few single clicks.

Half of my own portfolio consists of Singapore bonds and stocks, as many of them pay good dividends
and have decent growth prospects. This is also an easier way for me to get potential income (from
dividends), with a lot less headaches compared to my investments abroad (where the weakening
currency against SGD could drag down my returns).

Did you know?
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As a Singaporean, you can even use your CPF funds (Ordinary Account) to invest
There are only 6 ETFs that are included under CPFIS, of which 4 ETFs are nanag

For those enploying a dollar-cost averagi ng approach, you can al so automate yo
Fi nd out npre about where you can set it up here.

Learn more about the local ETFs mentioned above:
— ABF Singapore Bond Index Fund

— SGD Investment Grade Corporate Bond ETF

— Singapore STI ETF

Foot not es

Disclosure: This post is brought to you in collaboration with Nikko Asset Management. All research and
opinions are that of my own. | highly recommend that you use this as a starting point to understand more about the
various ETFs offered by NikkoAM which you can use for SRS and CPF investing, and then click into the respective
links above to retrieve the fund prospectus and performance so as to help you decide whether it fits into your
investment objectives.

Inportant Information by N kko Asset Management Asia Limted:

This docunent is purely for informational purposes @nly w'th no consideration given to the specific investnment obj
Past performance or any prediction, projection or forecast is not indicative of future performance. The Fund or an

The infornmati on contai ned herei nymay.: not~be./copi ed, reproduced or redistributed without the express consent of Nk
The Central Provident Fund (“CPE"). Ordinary Account (“QA”") interest rate is the |egislated mninum 2.5% per annum
The performance of the ETF' s price on the Singapore Exchange Securities Trading Linmted (“SGX-ST") may be differen
The units of N kko AM Singapore STI ETF are not in any way sponsored, endorsed, sold or prombted by FTSE Internati
Neither Markit, its Affiliates or any third party data provider nmakes any warranty, express or inplied, as to the
The Markit iBoxx SGD Non- Sovereigns Large Cap | nvestnment G ade Index are marks of Markit Indices Lnited and have b

Ni kko Asset Managenent Asia Limited. Registration Nunber 198202562H.
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1. Investing
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https://www.cpf.gov.sg/content/dam/web/member/business-partners/documents/RCSETF_ListA.pdf
https://www.nikkoam.com.sg/funds/rsp/
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