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Key Points 

▪ The combination of aggressive fiscal/ 

monetary easing, supply shortages, 

and robust demand have rekindled 

inflationary pressure around the world. 

▪ Opinions on the inflation outlook 

remain polarised; despite rising bond 

yields, the Fed maintains that the 

recent spike in inflation is transitory. 

▪ We believe the Fed narrative may 

change if employment and inflation 

figures continue to ratchet up and 

investors should position this 

eventuality.  

▪ Our analysis on previous Fed hiking 

cycle shows that rising US bond yields 

do not translate to corrections in 

equity markets; US equities continue to 

rally in spite of rising yields. 

▪ The combination of the strengthening 

economy and rising bond yields is 

positive for Global Financials from a net 

interest margin and loan growth 

perspective.  

▪ While inflation is generally tough for 

bonds, investors should not discount 

the asset class as it still provides stable 

income at lower volatility. 

▪ Sectoral winners include (a) Energy 

credits, (b) Global steel and iron ore 

credits, (c) Financials, as well as select 

bright spots in Asia where valuations 

are undemanding. 

 

  
 

Inflation Navigator - strategies for equities and credit
Surging commodity prices and rising inflation expectations rekindle taper fears. To taper or 

not to taper? This is perhaps the most pressing question facing financial markets these days 

and for good reasons. The timely combination of aggressive fiscal/monetary easing, supply 

shortages, and robust demand have finally rekindled inflationary pressure around the 

world. In the US, the 10Y breakeven rate has risen to 2.5% and this is coming on the back 

of broad-based price increases in the commodity world – from energy to base metals and 

agriculture.   

To be sure, opinions on the outlook for inflation remain polarised. While the bond market 

is pricing in sustained prices gains ahead, the US Federal Reserve remains sanguine. Fed 

Chair Powell has signalled that the central bank is still “a long way” from withdrawing its 

ultra-loose monetary support and the committee has pledged to allow inflation to 

temporarily run above 2%.  

Despite the Fed’s adamant stance in keeping policy loose, we believe the narrative may 

change should employment and inflation figures continue to ratchet up. 

Now vs then – accessing the probability of Taper Talk. In accessing the probability of “Taper 

Talk”, we compare macro conditions prior to May 2013’s “taper tantrum” with conditions 

today and the factors we looked at are (a) ISM Manufacturing, (b) Unemployment rate, (c) 

Inflation expectations, and (d) US core inflation.  

Our analysis shows that macro conditions today are very similar to conditions prior to 2013’s 

“taper tantrum”. As Fed Chair Powell has guided that a quantitative easing taper will be 

conducted “well before” any rate hike, we believe that a Fed taper cannot be ruled out 

should inflation expectations approach the 3% mark, and it is prudent for portfolio 

allocators to position for this eventuality. 

Inflation Navigator (1): Equities  

Taper, but no tantrum. Fed tapering on the back of a recovering economy is not negative 

for equities as the latter is supported by rising corporate earnings. The Fed policy 

normalisation process in 2013-2018 is a case in point. Our analysis of equity performance 

then highlighted the following salient points:  

• Rising US bond yields do not translate to corrections in equity markets. US equities 

continue to rally in spite of rising yields. 

• Bond yields tend to rise ahead of a Fed rate hike as expectations get “priced in”. Equity 

markets rallied throughout the rate hiking cycle.  

Figure 1:  US equities rallied during the previous Fed rate hiking cycle 

 

 
Source:  Bloomberg, DBS  

0

500

1,000

1,500

2,000

2,500

3,000

3,500

4,000

4,500

0

1

2

3

4

May-11 May-13 May-15 May-17 May-19 May-21

UST 10Y yield (%, LHS) Fed Fund Rate (%, LHS) S&P 500 (RHS)



 

 

 Global Financials – Geared beneficiary. A geared beneficiary of this rising rates environment 

is Global Financials. The strengthening economy and rising bond yields are positive for the 

earnings outlook of banks given: 

1) Banks borrow at short-term rates and lend at long-term rates. A steepening yield 

curve will therefore improve banks’ net interest margins (NIM). 

2) Rising economic activities translate to stronger loan growth. 

Inflation Navigator (2): Credit  

Inflation and bonds do not play well together. In no other asset class does the whiff of 

inflation drive such fear as it does in bonds, as prices would invariably fall in anticipation of 

the erosion of the fixed streams of future coupon cashflows in real terms. This does not 

mean, however, that investors avoid all things fixed income – after all, income generation is 

a means by which one may preserve the real value of their assets with relatively low volatility. 

Credit behaves well when rate rises are growth driven. Our analysis shows that credit has 

not always misbehaved under periods of rising rates. This is especially so when the rise is 

driven by a healthy revision in growth expectations, as this would lead to a strong showing 

from risk assets which is in turn supportive of tighter spreads.  

Nonetheless, under these conditions, our preference would be to maintain a credit portfolio 

duration of five years and below where the roll down of the yield curve is highest. We also 

prefer to position in the BBB/BB sweet spot; BBB being the segment in Investment Grade 

(IG) least sensitive to interest rate risks, and BB being the High Yield (HY) segment of the 

highest credit quality.  

HY credit in particular, is a larger beneficiary of tighter spreads under rebounding growth, 

as observed in the year-to-date outperformance of HY over IG. 

Picking sectoral winners. The likelihood of spread compression is in turn dependent on 

sector and security selection. Against a backdrop of rebounding growth, higher commodity 

prices and steeper yield curves, we believe sectoral beneficiaries are: 

▪ Energy-related credits – given that higher oil prices tend to drive sectoral spread 

compression (Figure 3);  

▪ Global steel and iron ore credits – with higher infrastructure investment and 

resumption of capex spending undergirding demand;  

▪ Financials – namely with European bank AT1s and Insurance RT1s which are 

beneficiaries of steeper yield curves.  

We also recommend that investors look at Asia credit as valuations remain undemanding, 

with emphasis on China property, Asia gaming, and Indonesian quasi-sovereigns as select 

bright spots in the region. 

Figure 2: Steepening yield curve positive or banks   Figure 3:  Energy sector spread compression with higher oil prices 
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https://www.dbs.com.sg/private-banking/aics/archive/templatedata/article/generic/data/en/CIO/012021/210112CIOP.xml
https://www.dbs.com.sg/private-banking/aics/archive/templatedata/article/generic/data/en/CIO/012021/210112CIOP.xml
https://www.dbs.com.sg/private-banking/aics/investment-strategy/templatedata/article/generic/data/en/CIO/052021/210514CIOP.xml


 

 
 

 
 

Disclaimers and Important Notice 

 

This information herein is published by DBS Bank Ltd. (“DBS Bank”) and is for information only.  This publication is intended for DBS Bank and its subsidiaries or affiliates (collectively 

“DBS”) and clients to whom it has been delivered and may not be reproduced, transmitted or communicated to any other person without the prior written permission of DBS Bank.   

This publication is not and does not constitute or form part of any offer, recommendation, invitation or solicitation to you to subscribe to or to enter into any transaction as 

described, nor is it calculated to invite or permit the making of offers to the public to subscribe to or enter into any transaction for cash or other consideration and should not be 

viewed as such. 

The information herein may be incomplete or condensed and it may not include a number of terms and provisions nor does it identify or define all or any of the risks associated to 

any actual transaction. Any terms, conditions and opinions contained herein may have been obtained from various sources and neither DBS nor any of their respective directors 

or employees (collectively the “DBS Group”) make any warranty, expressed or implied, as to its accuracy or completeness and thus assume no responsibility of it. The information 

herein may be subject to further revision, verification and updating and DBS Group undertakes no responsibility thereof.  

All figures and amounts stated are for illustration purposes only and shall not bind DBS Group. This publication does not have regard to the specific investment objectives, financial 

situation or particular needs of any specific person. Before entering into any transaction to purchase any product mentioned in this publication, you should take steps to ensure 

that you understand the transaction and has made an independent assessment of the appropriateness of the transaction in light of your own objectives and circumstances. In 

particular, you should read all the relevant documentation pertaining to the product and may wish to seek advice from a financial or other professional adviser or make such 

independent investigations as you consider necessary or appropriate for such purposes. If you choose not to do so, you should consider carefully whether any product mentioned 

in this publication is suitable for you.  DBS Group does not act as an adviser and assumes no fiduciary responsibility or liability for any consequences, financial or otherwise, arising 

from any arrangement or entrance into any transaction in reliance on the information contained herein.  In order to build your own independent analysis of any transaction and its 

consequences, you should consult your own independent financial, accounting, tax, legal or other competent professional advisors as you deem appropriate to ensure that any 

assessment you make is suitable for you in light of your own financial, accounting, tax, and legal constraints and objectives without relying in any way on DBS Group or any position 

which DBS Group might have expressed in this document or orally to you in the discussion.  

If this publication has been distributed by electronic transmission, such as e-mail, then such transmission cannot be guaranteed to be secure or error-free as information could be 

intercepted, corrupted, lost, destroyed, arrive late or incomplete, or contain viruses. The sender therefore does not accept liability for any errors or omissions in the contents of the 

Information, which may arise as a result of electronic transmission. If verification is required, please request for a hard-copy version.  

This publication 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 law or regulation.  

Dubai International Financial Centre  

This publication is distributed by the branch of DBS Bank Ltd operating in the Dubai International Financial Centre (the "DIFC") under the trading name "DBS Vickers Securities (DIFC 

Branch)" ("DBS DIFC"), registered with the DIFC Registrar of Companies under number 156 and having its registered office at units 608 - 610, 6th Floor, Gate Precinct Building 5, PO 

Box 506538, DIFC, Dubai, United Arab Emirates. DBS DIFC is regulated by the Dubai Financial Services Authority (the "DFSA") with a DFSA reference number F000164. For more 

information on DBS DIFC and its affiliates, please see http://www.dbs.com/ae/our--network/default.page. 

If you have received this communication by email, please do not distribute or copy this email. If you believe that you have received this e-mail in error, please inform the sender or 

contact us immediately. DBS DIFC reserves the right to monitor and record electronic and telephone communications made by or to its personnel for regulatory or operational 

purposes. The security, accuracy and timeliness of electronic communications cannot be assured. While DBS DIFC implements precautions against viruses, DBS DIFC does not 

accept any liability for any virus, malware or similar in this email or any attachment. 

This publication is provided to you as a Professional Client or Market Counterparty as defined in the DFSA Rulebook Conduct of Business Module (the "COB Module"), and should 

not be relied upon by any client which does not meet the criteria to be classified as a Professional Client or Market Counterparty under the DFSA rules. 

Hong Kong  

This publication is distributed by DBS Bank (Hong Kong) Limited (CE Number: AAL664) (“DBSHK”) which is regulated by the Hong Kong Monetary Authority (the "HKMA") and the 

Securities and Futures Commission. In Hong Kong, DBS Private Bank is the private banking division of DBS Bank (Hong Kong) Limited. 

DBSHK is not the issuer of the research report unless otherwise stated therein. Such research report is distributed on the express understanding that, whilst the information 

contained within is believed to be reliable, the information has not been independently verified by DBSHK.  

Singapore  

This publication is distributed by DBS Bank Ltd (Company Regn. No. 196800306E) ("DBS") which is an Exempt Financial Adviser as defined in the Financial Advisers Act and regulated 

by the Monetary Authority of Singapore (the "MAS"). 

Thailand 

This publication is distributed by DBS Vickers Securities (Thailand) Co., Ltd. (“DBSVT”).  

United Kingdom   

This publication is distributed by DBS Vickers Securities (UK) Ltd of Paternoster House, 4th Floor, 65 St Paul’s Churchyard, London EC4M 8AB. ("DBS Vickers UK") which is authorised 

and regulated by the Financial Conduct Authority (the "FCA"). 

 

 

 

 


