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FINANCE | WEEKLY INSIGHTS

Inflation and FX Trends Reshape Global
Market Allocations

01/08/2025

Global markets are undergoing a decisive rotation as inflation expectations, shifting reserve strategies, and
FX volatility redefine capital flows. With gold outperforming, bond demand rising, and currency trades
reshaping equity returns, investors are repositioning portfolios around macroeconomic and geopolitical
catalysts.

Executive Summary

Equities The S&P 500 has gained 28 percent since April 8 due to a concentrated mega-cap tech
rally, while international markets outperformed year-to-date on FX gains and reform
momentum, though equity performance remains narrow and volatile with systemic risks
and capital rotating into undervalued small caps and Al-linked sectors shaped by currency
movements.

Fixed Income U.S. Treasury yields are rising on duration risk, while demand for euro-denominated and
EM bonds is increasing amid ECB support and Italian reforms, even as bond market
volatility grows from inflation, fiscal stress, and geopolitical tensions, with investors
reallocating into short-duration instruments and SGD-based portfolios shifting toward
hedged local-currency bonds.

Currencies The dollar’s reserve share has declined to 58 percent due to diversification and fiscal
concerns, with FX gains driving equity returns and supporting earnings and gold demand,
while inflation and geopolitics increasingly shape currency movements, driving tactical
tradesin EUR, TWD, SGD, and IDR alongside increased hedging by SGD investors.

Commodities  Gold has risen 27.2 percent year-to-date while oil has declined 9.1 percent, as macro
uncertainty, inflation expectations, and shifting reserves drive demand for gold over
energy, prompting long-short strategies and FX hedging by SGD-based investors managing
inflation-linked cost exposures.
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Strategic Overview

Equities

Fixed Income

Currencies

Foundational Assumptions

Equity Gains Driven by
Tech and FX Tailwinds

The S&P 500 has risen 28
percent since April 8, driven
by a concentrated mega-cap
tech rally, while international
markets outperformed year-
to-date, supported by FX
gains and pro-growth
reforms in Europe and EM
innovation stimulus.

Foreign Inflows Sustain
Demand Amid Rising
Yields

U.S. Treasury yields have
risen due to duration risk,
while Europe sees increased
bond inflows supported by
ECB tools and Italian
reforms; demand is growing
for euro-denominated and
EM sovereign bonds with
improving credit profiles.

US Dollar Faces
Structural Reserve
Decline

The dollar’s share of global
reserves has fallen to 58
percent, driven by
diversification and declining
investor confidence amid
rising deficits; FX gains are

Key Challenges

Capital Rotation Toward
Undervalued and Global
Plays

Equity performance remains
narrow and volatile, with
systemic risks heightened by
cost pressures, FX exposure,
and global regulatory
threats; EM equity growth is
constrained by shallow
markets, geopolitical
instability, and demographic
challenges.

Volatility Rises on
Inflation and Structural
Risks

Volatility in bond markets is
rising due to inflation, fiscal
stress, and geopolitical
fragmentation; EM debt
remains vulnerable due to
structural limitations despite
stable debt ratios and
improving technical
positioning.

Inflation and Geopolitics
Reshape Currency
Drivers

Currency markets are now
more influenced by inflation
and geopolitics than yield
spreads; EM currencies
remain under pressure from
structural fragilities, while

Strategic Action

Al Demand and FX
Volatility Reshape Equity
Strategy

Equity capital remains
concentrated in large-cap
tech, but flows are rotating
into undervalued U.S. small
caps and Al-linked sectors;
FX movements are
significantly shaping returns,
reinforcing the need for
hedging and geographic
diversification.

Shift Toward Short-
Duration and Hedged
Sovereign Debt

Investors are favoring short-
duration, inflation-linked
bonds, especially in Italy and
fiscally disciplined EM
regions; eurozone flows are
rising, and SGD-based
investors are increasingly
hedging USD exposure and
reallocating to regional
local-currency bonds.

Tactical FX Shifts and
SGD Hedging Rise

Tactical FX trades are
focusing on EUR/USD,
TWD/USD, SGD/USD, and
IDR/USD as the dollar
weakens; the euro and
select EM currencies show
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Foundational Assumptions

boosting foreign equity
returns, while dollar
weakness supports EPS and
gold accumulation.

Gold Surges, Oil Falls on
Diverging Macro Drivers

Gold has risen 27.2 percent
YTD, outperforming oil,
which is down 9.1 percent,
as investors seek inflation
protection and stability;
global reserves are shifting
toward gold amid trade
tensions and fiscal
concerns.

Key Challenges

gold buying increases amid
reserve shifts and fiat
currency concerns.

Inflation and EM
Constraints Drive
Commodity Volatility

Inflation expectations and
geopolitical instability are
increasing commodity
volatility; gold is
outperforming as a safe-
haven asset, while EM
infrastructure investment is
constrained by
demographics, weak capital
markets, and supply
bottlenecks.

Strategic Action

appreciation potential, while
SGD investors are increasing
hedging and regional
allocations.

Strategic Positioning
Favors Gold, EM, and FX
Hedging

Gold continues to lead
commodity returns, while oil
underperforms, prompting
long-short strategies and
allocation shifts; SGD-based
investors are adopting FX
hedging and local-currency
procurement tools to
manage exposure and
inflation-linked costs.
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Global Rotation Into Scalable, FX-
Resilient Tech Equity Models

Equity Gains Driven by Tech and FX Tailwinds

The S&P 500 has climbed approximately 28 percent since April 8, led by mega-cap tech stocks, while
international markets have outperformed year-to-date on the back of FX gains, resilient earnings, and
supportive reform-driven momentum in Europe and emerging markets.

FX-Boosted Tech The S&P 500 has surged roughly 28 percent since April 8, led by a narrow group of

Equity Rally mega-cap tech stocks contributing disproportionately to returns, while
international indices like MSCI Europe and MSCI EM have outperformed year-to-
date, supported by foreign exchange gains and resilient corporate earnings.

Reforms Bolster European equity confidence is rising due to pro-growth reforms, improved credit

European Confidence dynamics, and fiscal incentives, while emerging markets benefit from lower
primary deficits and narrowing inflation gaps that create space for innovation-
focused stimulus.

Rotation Into Scalable Investor flows are favoring service-oriented tech models such as SaaS and Al
Tech platforms, driven by international revenue exposure, dollar depreciation benefits,
and greater margin resilience compared to hardware-centric peers.

Capital Rotation Toward Undervalued and Global Plays

Despite persistent capital concentration in the Magnificent 7, emerging market equities remain constrained
by structural and financial limitations, whereas undervalued U.S. small-caps and globally exposed firms are
gaining investor interest amid FX-driven earnings growth.

Structural Constraints High concentration in a few mega-cap tech firms is increasing systemic risk, while
Limit EM Growth FX-driven earnings support masks structural cost pressures and exposes firms to
tariff risks and macroeconomic volatility.
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Small-Cap and FX Emerging markets face limitations due to shallow capital markets, demographic
Plays Rise headwinds, and currency regime uncertainty, which restrict capital formation and

deter foreign equity participation despite de-dollarisation efforts.

Al Demand and FX Volatility Reshape Equity Strategy

Tech-centric markets like South Korea and Taiwan are poised to benefit from Al hardware demand, while
foreign exchange movements have become a key driver of equity returns, reinforcing the need for SGD-based
investors to hedge currency exposure and diversify across sectors and geographies.

Al Hardware Demand  Equity capital remains concentrated in the Magnificent 7, though investor interest
Drives Flows is rotating into undervalued U.S. small-caps, while companies with strong global
exposure benefit significantly from dollar weakness and FX-driven earnings growth.

Hedging Urged Amid Tech-heavy markets like South Korea and Taiwan are well positioned to benefit
FX Volatility from global Al hardware demand, while large-cap U.S. innovation leaders continue
to dominate due to superior capital efficiency and international revenue exposure.

Currency Exposure Currency movements are increasingly influencing total equity returns, highlighting

Shapes Allocation the need for SGD-based investors to adopt hedging strategies when investing in

Strategy USD-heavy tech sectors and to diversify across geographies and sectors to manage
volatility.
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Investor Rotation into Bonds Reshapes
Global Fixed Income Markets

Foreign Inflows Sustain Demand Amid Rising Yields

Long-term U.S. Treasury yields have climbed since 2020 amid duration risk, while over $55 trillion in foreign
holdings signal strong demand despite a possible pivot to local markets, as European and EM bonds attract
inflows supported by targeted instruments, ECB tools, and retail-led appetite for euro-denominated debt.

Duration Risk Lifts Long-term U.S. Treasury yields have risen since 2020 due to increased duration

U.S.Yields risk, while foreign holdings of U.S. assets now exceed $55 trillion. However, a
potential pivot to local markets could raise U.S. yields, even as European and EM
debt attract selective foreign inflows.

ECB Tools Support European bond valuations are supported by targeted instruments like Italy’s

Bond Valuations loyalty-linked bonds and ECB volatility management tools, while German fiscal
stimulus raises issuance. Lower domestic rates and tighter credit spreads are
flattening yield curves and enhancing fixed income appeal.

Retail Shift to Investors are favoring euro-denominated sovereign bonds over equities amid rising

Sovereign Bonds rates, with strong retail demand in Italy and growing allocations to lower-rated and
EM sovereigns. MENA and Latin America outperform peers as spread differentials
and credit ratings diverge.

Volatility Rises on Inflation and Structural Risks

Bond market volatility is intensifying due to persistent inflation, fiscal stress, and geopolitical fragmentation,
while structural challenges such as FX risk and shallow markets limit EM bond stability despite stable debt
ratios and improving fundamentals.

Inflation and Bond volatility is rising due to inflation uncertainty, fiscal stress, and geopolitical
Geopolitics Drive fragmentation, which are inflating term premiums and weakening USD demand.
Volatility
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U.S. fiscal deterioration and FXrisks in Asia are also reshaping global debt
issuance patterns.

Structural Constraints Despite stable debt-to-GDP ratios and positive credit outlooks, EM bond markets

Limit EM Stability face structural limitations from demographics, FX volatility, and shallow domestic
markets. Improving fundamentals support inflows, but confidence remains fragile
due to persistent structural vulnerabilities.

Shift Toward Short-Duration and Hedged Sovereign Debt

Investors are rotating into short-duration, inflation-linked, and investment-grade debt—especially in the
eurozone, MENA, and Latin America—while hedging strategies and de-dollarisation trends are driving SGD
investors toward local-currency sovereign bonds to stabilise real returns.

Rotation Into Short- Investors are recalibrating portfolios toward short-duration, inflation-linked, and

Duration Debt investment-grade debt. Demand is rising for eurozone and select EM bonds with
credible reforms and stable inflation, particularly in MENA and Latin America,
reflecting a tactical shift in risk management.

Reforms Attract EM Italy has drawn €1208B in inflows due to reforms and product design, while

Inflows eurozone current account improvements are supporting bond stability. Over 20 EM
countries are on positive watch, with fiscal discipline driving spread compression
and reinforcing investor rotation into resilient fixed income.

SGD Investors Hedge  SGD-based investors are increasing FX hedging on USD assets and turning to Asian

USD Exposure local-currency bonds for better alignment. Declining USD, inflation protection, and
EM de-dollarisation trends are driving allocation toward hedged local sovereigns to
stabilize real returns.
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Global Capital Rotates Away from Dollar
Amid Structural Shifts

US Dollar Faces Structural Reserve Decline

The US dollar’s global reserve share has fallen from 65% to 58% since 2004 amid diversification, with
structural deficits, weakening safe-haven appeal, and FX-driven gains boosting USD-based returns in
markets like France, Germany, and Taiwan.

Reserve The US dollar’s share of global reserves has declined from 65% in 2004 to 58% in
Diversification 2024 amid central bank diversification, while FX gains have significantly boosted
Weakens Dollar Share USD-based investment returns, especially in France, Germany, and Taiwan.

US Deficits The dollar faces structural pressure from persistent US deficits and fiscal
Undermine FX expansion, with capital shifting to currencies backed by more stable macro
Valuations frameworks, increasing volatility and weakening traditional valuation models

based on rate differentials.

Dollar’s Safe-Haven The dollar’s safe-haven role is eroding, as seen in the April 2025 equity selloff,
Appeal Erodes while its depreciation during risk-on phases boosts US corporate earnings and
reinforces capital flows into equities and alternative reserve assets like gold.

Inflation and Geopolitics Reshape Currency Drivers

Currency movements are increasingly influenced by inflation, geopolitical shifts, and reserve strategies
rather than rate differentials, while EM currencies remain vulnerable due to structural and demographic
weaknesses despite some diversification into gold.

Inflation and FX movements are now driven more by inflation, geopolitics, and reserve allocation
Geopolitics Drive FX shifts than by yield spreads, as dollar depreciation continues despite its rate
advantage, while Italy’s bond stability helps anchor euro sentiment.
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Structural Fragility EM currencies remain exposed to depreciation due to structural and demographic
Pressures EM weaknesses, shallow markets, and capital flow asymmetries, even as some
Currencies economies diversify into gold and narrow inflation gaps.

Tactical FX Shifts and SGD Hedging Rise

Weaker USD is driving tactical FX positioning in TWD, EUR, SGD, and IDR, while SGD-based investors are
deploying hedging strategies and shifting toward regional currencies and bonds amid changing capital flows
and policy dynamics.

Macro-Aligned Currency trades are aligning with macro trends, with weakening USD enhancing
Tactical FX Trades EPS for global firms, supporting tactical positioning in TWD, EUR, SGD, and IDR,
while FX hedging becomes more relevant amid tariff risks.

Euro and EM The euro and select EM currencies are poised for appreciation due to improved
Appreciation Potential fundamentals and yield spreads, while the dollar’s declining reserve role and
eroded safe-haven appeal shift flows toward alternatives like the Swiss franc.

SGD Investors Deploy SGD-based investors are using FX forwards and swaps to manage USD exposure,
FX Hedges benefiting from regional bond opportunities and hedging strategies tied to MAS
policy and appreciating currencies, especially in Asia and Europe.
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Central Bank Gold Buying Reshapes
Global Commodity Strategies

Gold Surges, Oil Falls on Diverging Macro Drivers

Gold has risen 27.2% YTD on inflation and geopolitical hedging demand, while oil has declined 9.1% due to
oversupply and weak activity, with central banks increasing gold reserves amid trade tensions and a
weakening dollar.

Gold Outperforms Gold has risen 27.2% YTD due to demand for inflation protection and geopolitical

Amid Oil Weakness hedging, while oil prices have dropped 9.1% YTD amid oversupply and weak
industrial activity, contributing to divergent performance within the Bloomberg
Commodity Index.

Dollar Weakness A weakening US dollar is offsetting tariff-induced inflation, while rising fiscal
Boosts Gold Demand  deficits and global trade tensions are reinforcing central bank demand for gold and
reshaping capital flows toward non-fiat reserve assets.

Central Banks Gold continues to outperform as a macro hedge, while oil lags due to slowing
Accelerate Gold growth, with central banks in Russia, China, and India boosting gold reserves for
Buying geopolitical and diversification reasons.

Inflation and EM Constraints Drive Commodity Volatility

Rising inflation expectations and policy shifts are heightening commodity volatility, with gold favored as a
hedge, while EM production remains constrained by demographics, infrastructure gaps, and limited
financing capacity.

Inflation Expectations Inflation expectations and shifting policy targets are increasing commodity price
Drive Volatility volatility, driving gold demand as a hedge against geopolitical instability, while oil
remains pressured by tightening financial conditions.
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EM Output Emerging markets are emphasizing domestic reserves and gold stockpiling amid
Constrained by global instability, though long-term commodity output is constrained by
Demographics demographic pressures, limited funding tools, and infrastructure bottlenecks.

Strategic Positioning Favors Gold, EM, and FX Hedging

Diverging commodity returns are driving oil-gold long-short strategies and EM infrastructure investment,
while SGD-based investors employ FX hedging and local-currency contracts to manage volatility and
procurement costs.

Oil-Gold Divergence Diverging returns across commodities are prompting long-short strategies between
Shapes Strategy oil and gold, while emerging markets attract capital into disciplined, infrastructure-

linked investments aligned with shifting macro conditions.

Metals and Agriculture Gold’s 27.2% YTD gain, driven by central bank buying and geopolitical risks,
Lead Gains contrasts with underperformance in energy, as metals and agriculture lead
commodity gains due to reserve demand and safe-haven appeal.

SGD Investors Hedge  SGD-based investors are using currency hedging tools and local-currency
Commodity Exposure procurement contracts to manage FX volatility, inflation-linked costs, and capital
efficiency in commodity-exposed portfolios.
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The information contained in this report is provided for general informational purposes only and should not be
construed as financial, investment, tax, accounting, or legal advice. The contents of this report are not
intended to serve as a solicitation, recommendation, endorsement, or offer to buy or sell any financial
instruments, securities, or investment strategies, nor do they constitute a fiduciary relationship.

While reasonable care has been taken to ensure the accuracy and completeness of the information
contained herein, no representation or warranty, express or implied, is made as to the accuracy, reliability, or
completeness of such information. Market conditions, regulations, and financial instruments may change
without notice, and the views expressed may not reflect the most current developments.

This report may contain forward-looking statements which are subject to various risks and uncertainties.
Actual outcomes and results may differ materially from what is expressed or forecasted. Readers should not
rely solely on the information presented when making financial or investment decisions and are strongly
encouraged to consult with qualified financial advisors, tax professionals, or legal counsel tailored to their
specific circumstances.

The authors and publishers of this report expressly disclaim any and all liability for any direct, indirect, or
consequential losses or damages arising from any use of or reliance on this report or its contents. Use of this
materialis at the reader’s own risk.
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