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Key Points 

▪ Markets entered “capitulation mode” 

with broad-based selloff in risk assets 

despite Fed Chair Powell downplaying 

the plausibility of a 75 bps hike this year 

▪ In spite of headwinds arising from Fed 

hawkishness, we see light at the end of 

the tunnel given:  

➢ Aggressive rate hikes priced-in 

➢ Decelerating core inflation 

➢ Potential U-turn in Fed rhetoric 

▪ Our defensive asset allocation stance 

pays off as Alternatives outperforms 

Equities and Bonds  

▪ Stay invested with the Barbell portfolio 

approach with particular focus on:  

➢ Inflation Winners: Key beneficiaries 

of a rising inflation environment are 

Commodities, Energy Majors, and 

Singapore Real Estate Investment 

Trusts  

➢ Quality Growth Equities: Maintain 

preference for quality companies 

with strong market positioning and 

resilient earnings profile (eg. 

profitable Tech and Healthcare) 

➢ High Grade Credit: Focus on quality 

credit to reduce portfolio spread 

volatility, with DM IG markets 

demonstrating the lowest volatility 

historically under bear-flattening 

yield curves. 

 

 

ASSET ALLOCATION 

Focus on Inflation Winners and Quality Plays 

Gl ass half full or half empty? Seeing light at the end of the tunnel. The respite in global risk 

assets post-FOMC meeting on Wednesday (4 May) – which saw Fed Chair Powell  

downplaying the plausibility of a 75 bps hike this year – proved short-lived. Markets have 

since entered “capitulation mode” with  broad-based selloff in equities and corporate bonds. 

The S&P 500 lost 7.2% while the Technology-heavy Nasdaq index suffered heavier selldown 

of 10.3% as yield concerns weighed on growth equities. Bonds were not spared from the 

volatility either with US HY spreads widening 47 bps.   

Clearly, investors’ fears have reverberated across risk assets this year on concerns of Fed 

hawkishness in tackling multi-decade high inflation. Despite the prevailing headwinds, we 

see light at the end of the tunnel and our optimism is based on:  

1) Aggressive rate hikes priced-in: Fed funds futures pricing shows that this hiking cycle is 

one of the most rapid in the last 30 years and this suggests that most of the aggressive 

hikes have already been priced-in.  

2) Decelerating core inflation: Stripping out the effects of higher food and energy prices, 

core inflation prints have already begun to show signs of deceleration, given the slowing 

global growth trajectory as well as moderating base effects.  

3) Potential U-turn in Fed rhetoric: The present inflation is driven by supply chain 

disruption, labour force attrition, and exogenous oil shocks – all largely supply-related 

factors. Monetary tightening is more effective against demand-driven inflation and may 

not cure this inflationary episode with necessary precision. There is, therefore, a  

likelihood that the hawkish Fed rhetoric will reverse once fundamental realities begin to 

materialise in economic data. 

A l ternatives outperforming Equities and Bonds; Defensive CIO asset a llocation reaping 

d i vidends. From an asset allocation perspective, our strategy of Overweighting Alternatives 

over Equities and Bonds has paid off in the current environment. Year-to-date, Alternatives* 

has gained 1.5% while global equites and global bonds lost 14.2% and 12.4%, respectively.  

Gold, in particular, proved its resilience by registering a 3.0% increase. Within equities, our 

long-term conviction on the US has panned out marginally well as the market outperformed  

Europe and Japan by 1.8% pts and 0.3% pts, respectively. 

F i gure 1: Aggressive hikes priced-in; Alternatives outperforming equities and bonds  
 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

Source: Bloomberg, DBS 

*Consisting of 50% Morningstar Diversified Alternatives Index and 50% Gold 
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Stay invested with Barbell Strategy –  Focus on  inflation winners and quality plays. We 

advocate portfolio allocators to stay invested with the Barbell portfolio approach 

(comprising growth equities, dividend equities, high grade credit , and gold as risk diversifier) 

to steer their investments during this period of extreme market volatility. From a top -down 

perspective, the key areas of focus will be on:  

1) Inflation Winners: As we have highlighted in our report CIO Vantage Point – Inflation 

Chronicles (April 2022), the key beneficiaries of a rising inflation environment are (a) 

Commodities, (b) Energy Majors, and (c) Singapore Real Estate Investment Trusts (S-

REITs).  

➢ In commodities, we believe oil, base metals, and gold will outperform given the 

supply shortage and energy transition narratives behind them. These factors will 

underpin prices in the commodity complex.  

➢ Energy Majors are geared beneficiaries of rising energy prices (a key contributing 

factor to the inflation surge that we see today). Another tailwind adding to the 

sector’s resilience lies on its ability in maintaining stable earnings through the cycles, 

underpinned by structural factors such as the underinvestment in fossil fuels 

capacity. 

➢ Lastly, S-REITs also serve as a good inflation hedge given that rental and property 

values tend to rise in tandem with rising inflation. Importantly, the ability of S-REITs 

in paying dividends is less impacted by rising interest rates due to their reasonable 

levels of gearing.  

2) Quality Growth Equities: Growth equities have underperformed the broader market as 

a result of concerns on rising bond yields. However, we advocate investors maintain 

exposure to this space (such as Technology and Healthcare) to capture growth 

opportunities when macro conditions turn.  

We have a particular preference for quality companies with strong market positioning 

and resilient earnings profile as they are more likely to navigate a rising bond yields 

environment successfully. Since the start of the year, non-profitable Technology stocks 

have corrected c.60% while Big Tech and Healthcare remained resilient.  

3) High Grade Credit: The dual headwinds of tighter monetary policy and modest growth  

outlook support expectations of aggressive bear flattening which is typically 

accompanied by a widening of credit spreads across bond markets. Considering this, 

we prefer to focus on quality credit to reduce portfolio spread volatility, with Developed 

Markets Investment Grade (DM IG) markets demonstrating the lowest volati lity 

historically under bear-flattening yield curves. 

And while it is difficult to anticipate when a turnaround would come, investors are 

currently well compensated for waiting; global high grade credit aggregate yields have 

exceeded 3.8%, a level that exceeds even the 2020 pandemic crisis – and more than 2 

standard deviations wide of its 10-year history. Should the economy take an unforeseen 

downturn, the unwinding of hawkish expectations would become a strong tailwind for 

this asset class.   

F i gure 2: Outperformance in quality plays 

 

Source: Bloomberg, DBS 

 

F i gure 3: Investors are well compensated with high quality credit  

 

Source: Bloomberg, DBS 
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Disclaimers and Important Notes 

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, verific 

 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.  

Any information relating to past performance, or any future forecast based on past performance or other assumptions, is not necessarily a reliable indicator of future results. 

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. 

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 Group 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.  

Dubai International Financial Centre  

This communication 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 or acted on by any person which does not meet the criteria to be classified as a Professional Client or Market Counterparty under the DFSA rules. 

This communication is from the branch of DBS Bank Ltd operating in the Dubai International Financial Centre (the "DIFC") under the trading name "DBS Bank Ltd. (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. 

Where this communication contains a research report, this research report is prepared by the entity referred to therein, which may be DBS Bank Ltd or a third party, and is provided 

to you by DBS DIFC. The research report has not been reviewed or authorised by the DFSA. 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 DBS DIFC. 

Unless otherwise indicated, this communication does not constitute an "Offer of Securities to the Public" as defined under Ar ticle 12 of the Markets Law (DIFC Law No.1 of 2012) or 

an "Offer of a Unit of a Fund" as defined under Article 19(2) of the Collective Investment Law (DIFC Law No.2 of 2010). 

The DFSA has no responsibility for reviewing or verifying this communication or any associated documents in connection with this investment and it is not subject to any form of 

regulation or approval by the DFSA. Accordingly, the DFSA has not approved this communication or any other associated documents in connection with this investment nor taken 

any steps to verify the information set out in this communication or any associated documents, and has no responsibility for them. The DFSA has not assessed the suitability of any 

investments to which the communication relates and, in respect of any Islamic investments (or other investments identified to be Shari'a compliant), neither we nor the DFSA has 

determined whether they are Shari'a compliant in any way. 

Any investments which this communication relates to may be illiquid and/or subject to restrictions on their resale. Prospective purchasers should conduct their own due diligence 

on any investments. If you do not understand the contents of this document you should consult an authorised financial adviser . 

H ong 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.  

S ingapore  

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"). 

T hailand 

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

U nited Kingdom   

This communication is from DBS Bank Ltd., London Branch located at 9th Floor, One London Wall, London EC2Y 5EA. DBS Bank Ltd. is regulated by the Monetary Authority of  

Singapore and is authorised and regulated by the Prudential Regulation Authority. DBS Bank Ltd. is subject to regulation by the Financial Conduct Authority and limited regulation by 

the Prudential Regulation Authority. Details about the extent of DBS Bank Ltd., London Branch’s regulation by the Prudential Regulation Authority are available upon request.

 


