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Summary

 Our base case is that higher inflation is

temporary. We expect the Fed to start

discussing tapering in June, announce its

decision in September and start implementation

in early 2022.

 We expect value/cyclicals to outperform in line

with higher inflation expectations in the

medium term, while defensives could lead in

the more volatile summer months.

Inflation scare déjà vu?

The recent higher-than-expected US CPI and

strong PCE inflation numbers in April have led to

some investor concerns over overheating of the US

economy and persistent inflation. However, the

Fed officials see the current rise in inflation as

“transitory”. What’s our view on inflation? Will

this lead to early tightening of monetary policy?

What would be the impacts on asset prices?

Key drivers of higher inflation:

1. Base effect

2. Pent-up demand

3. Fiscal stimulus

4. Supply bottlenecks

5. Labour shortage

6. Higher commodity prices

7. Rising inflation expectations

As 1) to 5) are temporary factors in nature, it is

too early to conclude whether this is the start of a

sustained inflation uptrend that will force the

central bank to tighten aggressively. Are there

any indicators that investors should closely watch

for a longer term inflation threat?

Four major indicators to monitor:

1. Wage growth

2. House price & rental growth

3. Commodity prices

4. Long-term inflation expectations

5. Our base case scenario is that higher inflation

is a temporary phenomenon. We expect US

CPI inflation to overshoot in 2Q/3Q before

declining later this year.



2010-11 INFLATION SCARE

Source: Bloomberg, BNP Paribas (WM), as of 2 Jun 2021
Past performance is not indicative of current 

or future performance 
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Key arguments for no structural inflation

problem:

 US fiscal policy will moderate in 2H this

year and become a drag on economic

growth next year. US growth momentum

will likely peak in 2Q21. We have already

seen softer-than-expected consumer

confidence and housing data lately. Our

forecasts for US GDP growth is 6.9% for

2021 and 4.7% for 2022.

 Labour will re-enter job market after the

pandemic unemployment benefits expire in

September (we have already seen early

ends to unemployment benefit program in

some states). This will slow wage growth.

 Surge in technology capex is increasing

productivity which tends to be deflationary.

Value/cyclicals tend to outperform when

inflation expectation is rising

If you are worried about inflation, our analysis

below suggests that materials, financials,

industrials and energy show higher positive

correlation with rising US inflation expectation.

Also, Eurozone (with more cyclical exposure)

shows relative outperformance when inflation

expectation is in an uptrend.

Furthermore, the underperformance of the tech

sector in recent months may imply that once

inflation expectations and bond yields peaked,

growth stocks may regain their leadership.

If history is any guide

What is happening now is similar to the

inflation scare in 2010-11, when the US

economy recovered from the Global Financial

Crisis, and inflation then subsided after

several quarters. The chart below indicates

that topping out of short-term inflation

expectations could be a sign of peaking in US

yields.

SECTOR CORRELATION WITH RISING 
INFLATION EXPECTATION

REGIONAL CORRELATION WITH RISING 
INFLATION EXPECTATION

Source: Bloomberg, BNP Paribas (WM), as of 2 Jun 2021
Note: Data from 2003

Past performance is not indicative of current 
or future performance 
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2013 ASSET CLASS PERFORMANCE -
TAPERING ANNOUNCEMENT IN MAY & 

ACTUAL TAPERING IN DECEMBER

Source: Bloomberg, BNP Paribas (WM), as of 2 Jun 2021
Past performance is not indicative of current 

or future performance 
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CONCLUSION / STRATEGY:

• The abundant liquidity has created a mini bubble in bitcoin, SPACs and non-profit techs etc. We
see the big corrections in those areas in recent months as a healthy removal of excesses rather
than the equity market is peaking soon.

• We remain positive on equities overall. We expect value/cyclicals to outperform in line with
higher inflation expectations in the medium term, while defensives could lead in the more
volatile summer months. We are positive on the financial, real estate and healthcare sectors.

When will the Fed taper?

Inflation expectations stand at 2% (according to

the Fed’s own gauge) - a perfect number, not

too high, not too low. Thus, unemployment is

more of a concern than rising inflation as the

latter is seen as transitory.

In our view, the Fed will start discussing

tapering at the June meeting and will

announce its decision in September. The

tapering is likely to be a slow process and to be

implemented in early 2022. The tapering could

start from the mortgage backed securities

(MBS) as the Fed currently holds 32% of the

MBS market while the housing market is in

good shape.

Potential impacts of tapering

The chart on the right shows the performance

of US 10-year treasury yield, US and emerging

markets (EM) equities during 2013, when the

Fed announced tapering in May and started

implementing it in December. It seems that

tapering was less an issue for US equities with

S&P 500 having a benign 4% correction after

the tapering announcement and rallied into the

actual tapering. The US yields also peaked

when the implementation started.

Nevertheless, EM equities were more

vulnerable to both tapering announcement and

actual implementation during 2013.
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The impact of tapering could be less pronounced

this time compared to the 2013 taper tantrum as

the Fed seems to communicate more clearly and

hints at a slow move in an attempt to minimise the

negative impacts.
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Overview of our CIO Asset Allocation for June 2021
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Views 
Constituents We like We avoid Comments

Current Prior

EQUITIES + +

Markets

EU, UK, Japan,
EM: China, 

Taiwan, India, 
South Korea.

• The combination of historically low long-
term real rates and accommodative 
financial conditions are giving a powerful 
boost to global stocks.

• Attracted to the pro-cyclical profile of 
Eurozone, Japanese and UK stocks.

• Positive on Emerging Markets, based on a 
superior earnings growth profile and room 
for further re-valuation. 

Sectors

Real Estate,  
Financials, 
Healthcare,

Semiconductors,
Goldminers,
EU Energy

Utilities, 
Household
Products

• Becoming more defensive 

Styles/
Themes

Megatrend 
themes

• Good potential remains for secular themes 
such as 5G, connected consumers, health 
tech, water, waste and infrastructure.

BONDS - -

Govies

Emerging
markets bonds

(USD + local 
currency)

US long-
term 

Treasuries 
and German 

Bunds

• We are negative on German govies, and on 
long-term US govies. 

Segments
US IG credit and 

Fallen Angels

• We turn neutral from positive on Eurozone 
IG corporate bonds, while maintaining our 
positive stance on US IG. 

• We are neutral on both US and Eurozone 
HY. We prefer Fallen Angels.

• We are positive on EM bonds, in both hard 
and local currency.

Maturities At benchmark

CASH - -

COMMO-
DITIES

+ +

• Gold - positive: Negative real rates and 
inflation worries should drive gold back 
above USD2000/oz.

• Oil - neutral: A possible comeback of the 
Iranian oil production if sanctions are lifted 
would add to excess capacities which are 
still elevated. We expect Brent to trade 
around $60-70 in H2 2021.

• Base metals – turn neutral from positive: 
we expect a lower demand from China in 
H2. The long term trend remains bullish.

FOREX = = EURUSD
• We adjust our 3-month EURUSD target to 

1.25 (from 1.20). 

ALTERNATIVE

Real Estate 
(Industrial, 
Residential,
Specialist).

macro, relative-
value and event-

driven hedge 
funds

Note: + Positve /  = Neutral /  - Negative
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GDP & CPI Forecasts

GDP (YoY%) CPI (YoY%)

2020 2021f 2022f 2020 2021f 2022f

Global -3.2 6.1 4.4 - - -

D
ev

el
op

ed

US -3.5 6.9 4.7 1.2 2.5 2.2

Japan -4.8 3.0 2.3 0.0 -0.3 0.0

Eurozone -6.8 4.2 5.0 0.3 1.7 1.4

UK -10.2 6.1 6.0 0.9 1.4 2.1

Developing Asia -5.3 8.8 4.1 3.8 3.3 3.4

N
or

th
 A

si
a China 2.3 9.2 5.3 2.5 1.8 2.8

Hong Kong* -6.1 4.3 3.8 0.3 1.4 1.9

South Korea -1.0 3.5 3.0 0.5 1.4 1.3

Taiwan* 3.1 4.7 3.0 -0.2 0.9 1.2

So
u
th

 A
si

a

India -7.2 12.5 4.1 6.2 4.9 4.6

Indonesia -2.1 4.2 4.6 2.0 1.6 2.1

Malaysia -5.6 5.0 4.3 -1.1 1.0 0.5

Philippines* -9.5 6.9 6.5 2.6 3.4 3.0

Singapore* -5.4 5.2 3.2 -2.0 0.2 0.8

Thailand -6.2 3.2 4.0 -0.8 0.4 0.3

Source: BNP Paribas Group Economic Research, BNP Paribas Global Markets forecasts as of 31 May 2021
* IMF data and forecasts as of 31 May 2021

 The US economy is recovering fast,
thanks to the fast pace of vaccination and
exceptional fiscal stimulus package.

 The positive effects of the EU fiscal
stimulus programs combined with the
boost in demand linked to vaccination and
reopening will lead to a major
acceleration in Eurozone growth in 2H21.

 In the US, a surge in inflation in Q2/Q3 is
likely to fade before reheating in H2 2022.

 There is still a lot of excess capacity and the
potential for people to return to the job
market. This limits the inflation risk
especially in Europe.

GROWTH INFLATION

INVESTMENT NAVIGATOR – ASIA EDITION: JUNE 2021 
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Equity

1-month 
(%)

YTD (%) 2020 (%)
Forward 
PE (x)

Trailing 
PB (x)

Dividend 
Yield (%) 

2021f

EPS 
Growth 

(%) 2021f

EPS 
Growth  

(%) 2022f

ROE (%) 
2021f

D
ev

el
op

ed US 0.3 11.1 19.2 21.4 4.6 1.9 34.5 10.7 20.1

Japan 1.6 6.7 6.6 16.1 1.4 2.0 23.7 16.5 7.1

Eurozone 1.9 12.7 -2.7 17.0 1.9 2.3 47.1 14.2 8.9

UK 1.0 9.0 -16.1 13.1 1.8 3.0 61.2 6.9 8.6

Asia Ex-Japan 1.0 6.0 22.5 15.2 2.0 2.2 35.4 12.8 11.4

N
or

th
 A

si
a China 0.3 1.3 25.9 15.2 2.1 2.2 16.4 17.1 11.1

Hong Kong 0.4 10.7 2.1 17.8 1.4 2.5 32.4 13.4 8.5

South Korea 0.3 6.7 34.0 11.5 1.3 2.3 93.9 7.2 12.8

Taiwan -2.4 15.7 28.6 15.9 2.8 2.4 34.1 7.1 18.8

S
ou

th
 A

si
a

India 6.4 12.1 16.8 21.7 3.5 1.2 33.5 16.6 12.8

Indonesia 0.0 -6.0 -9.5 14.5 2.3 2.5 34.6 20.3 15.0

Malaysia -1.8 -4.2 -1.7 14.0 1.6 3.1 97.0 -7.1 12.0

Philippines 4.4 -7.0 -9.7 15.7 1.6 1.6 51.1 24.1 7.7

Singapore -1.6 10.6 -12.8 14.0 1.2 2.9 43.9 14.5 8.0

Thailand -0.6 5.4 -13.9 17.3 1.9 2.3 55.0 14.5 8.6

Source: MSCI indices in local currency terms, Bloomberg, Datastream, BNP Paribas (WM), as of 31 May 2021

OVERALL GLOBAL: POSITIVE OVERALL ASIA: POSITIVE 

COUNTRY 

Eurozone
Emerging Mkt

Japan
UK

US -

SECTOR

Healthcare
Real Estate
Financials

Consu. Discre.
Technology 

Energy
Comms

Materials
Industrials
Consu. Sta.

Utilities

COUNTRY 

China, Taiwan
Singapore

South Korea
India, Indonesia

Thailand
Malaysia

Philippines
-

SECTOR

Healthcare
Industrials

Consu. Discre.
Real Estate

Comms
Consu. Sta.

Energy
Technology
Materials

Financials
Utilities

 Positive on equities overall: with a preference for
Eurozone and UK stocks. We continue to recommend
a more defensive sector stance for the summer
months, biased towards quality dividend/dividend
growth strategies. We also like the financial, real
estate and healthcare sectors.

POSITIVE NEUTRAL NEGATIVE

 Downgrade Asia materials to neutral: long-term structural
trend remains unchanged, but the attention from Chinese
officials on commodity prices could impact market
sentiment in the near term.

 Upgrade Asia healthcare to positive: the normalization
trend of hospital activities will provide emerging
opportunities on biologics, chronic disease drug
manufacturers, and medical equipment players.

INVESTMENT NAVIGATOR – ASIA EDITION: JUNE 2021 
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Total Return (%) Yield-to-
Worst (%)1-Month 2020 2019

A
si

a

Asia USD Bond 0.5 6.2 7.3 2.8

Asia Local Currency Bond 0.7 4.4 9.7 3.2

China 0.4 5.0 6.1 3.3

Hong Kong 0.7 7.8 8.0 2.2

India 0.9 8.1 6.7 3.4

Indonesia 0.6 7.6 9.8 2.9

Singapore 0.7 6.3 6.9 2.0

South Korea 0.4 6.5 6.9 1.2

Philippines 0.8 5.7 7.4 2.3

O
th

er
R

eg
io

n
s

US 10-year Treasuries 0.6 5.4 8.7 1.6

US Investment Grades (IG) 0.3 5.0 7.5 1.5

US High Yield (HY) 0.3 9.5 7.1 4.0

Emerging Market USD Bond 0.6 6.2 6.8 3.5

Source: Barclays indices, Bloomberg, BNP Paribas (WM) as of 31 May 2021

US Treasury 
12-month 

Yield Targets (%)

2Y 5Y 10Y 30Y

0.4 1.0 2.0 2.6

 The latest US economic data has been uneven. The Fed
is likely to wait for more clarity. We expect the Fed to
start discussing tapering at the June meeting and will
announce its decision in September. The tapering is
likely to be a slow process and to be implemented in
early 2022.

 Higher realised inflation, higher wage growth and the
announcement of the tapering are potential reasons for
US bond yields to take another leg higher. We keep our
10-year UST yield targets at 2%.

OVERALL GLOBAL: NEGATIVE OVERALL ASIA (USD): NEUTRAL 

Short-term UST
US IG

EMD (LC)
EMD (HC)

Eurozone 
Investment Grade

High Yield

Long-term 
UST

German 
govies

Hong Kong

India
Philippines
South Korea
Indonesia

China

-

 Turn neutral from positive on Eurozone IG
corporate bonds: Valuations are stretched, and low
yields provide very little buffer against higher
interest rate. We maintain our positive stance on
US IG corporates.

POSITIVE NEUTRAL NEGATIVE

INVESTMENT NAVIGATOR – ASIA EDITION: JUNE 2021 
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EUR
AUD

Forex Forecasts
Spot 3-month 12-month

As of 31 May 2021 View Target View Target

D
ev

el
op

ed

USD Index* 90.03 - 88.4 - 88.4

Japan 109.4 = 111 = 111

Eurozone 1.223 + 1.25 + 1.25

UK 1.422 + 1.47 + 1.49

Australia 0.774 = 0.78 + 0.80

New Zealand 0.725 = 0.72 + 0.75

Canada 1.208 = 1.22 = 1.22

A
si

a 
E
x
-J

ap
an

China 6.361 = 6.40 = 6.40

Hong Kong* 7.761 = 7.76 = 7.75

South Korea* 1,111 = 1,120 = 1,105

Taiwan* 27.61 - 29.1 - 28.8

India 72.62 = 72.0 = 72.0

Indonesia* 14,280 = 14,500 = 14,800

Malaysia* 4.125 = 4.12 = 4.07

Philippines* 47.70 = 48.7 = 48.9

Singapore* 1.321 = 1.33 = 1.31

Thailand* 31.24 = 32.30 = 31.70

Source: BNP Paribas (WM) as of 31 May 2021
*BNP Paribas Global Markets forecast as of 31 May 2021

Note: + Positve /  = Neutral /  - Negative

12-MONTH FOREX VIEW

There are talks of vaccination passports to allow
cross border travel within Eurozone, which should
narrow the region’s GDP growth gap with the US in
Q2 and perhaps outgrow the US in Q3. Additional
stimulus from the Recovery Fund and the ECB’s
potential tapering announcement in June should
support the euro. Therefore, we adjust our EURUSD
target to 1.25 (from 1.20) for the next 3 months. We
keep our 1.25 target in one year.

We also adjust our targets on the CNY to see a rather
lateral move over the coming months (6.40 for the 3
and 12-month targets).

GOLD: Negative real yields, inflation fears, perceived
excessive money creation and expected USD
weakness should push gold back to $2000/oz.

OIL: The prospect of a comeback of Iranian exports if
sanctions are lifted and the slowly increasing US
shale oil production should see Brent trading around
$60-70 in the coming months and higher after.

BASE METALS: Our positive stance on base metals has
been well rewarded with new all-time highs in
copper and tin. But with China’s economy cooling
short-term, we take tactical profits and downgrade
base metals to neutral.

COMMODITIES

Gold
Oil

Base metal
-

POSITIVE NEUTRAL NEGATIVE

GBP
NZD

INVESTMENT NAVIGATOR – ASIA EDITION: JUNE 2021 

JPY
HKD
IDR
SGD

USD
TWD

CAD
KRW
MYR
THB

CNY
INR
PHP
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Strategic & Tactical Asset Allocation

INVESTMENT PROFILE: BALANCED

STRATEGIC 
ASSET 

ALLOCATION

TACTICAL 
POSITIONING

THIS MONTH’S 
TACTICAL ASSET 

ALLOCATION

FIXED INCOME

EQUITIES

ALTERNATIVES

LIQUIDITY

INVESTMENT PROFILE: DYNAMIC

STRATEGIC 
ASSET 

ALLOCATION

TACTICAL 
POSITIONING

THIS MONTH’S 
TACTICAL ASSET 

ALLOCATION

FIXED INCOME

EQUITIES

ALTERNATIVES

LIQUIDITY

INVESTMENT PROFILE: VERY DYNAMIC

STRATEGIC 
ASSET 

ALLOCATION

TACTICAL 
POSITIONING

THIS MONTH’S 
TACTICAL ASSET 

ALLOCATION

FIXED INCOME

EQUITIES

ALTERNATIVES

LIQUIDITY

Source: MyAdvisory, as of 3 June 2021
The above is for illustration purpose only and is subject to change from time to time.

. THERE 
IS NO CHANGE THIS MONTH. 

50% -5% 45%

30% 5% 35%

10% - 10%

10% - 10%

20% -8% 12%

65% 7% 72%

15% 1% 16%

0% - 0%

35% -6% 29%

45% 5% 50%

15% 1% 16%

5% - 5%
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