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Predicting precisely which events or 

themes will drive volatility in 2023 might 

be challenging. Although markets seem to 

have priced in balanced views on whether 

inflation will revert to more tolerable levels 

quickly or remain at high levels, we expect 

future market reactions to be strongly news 

flow driven. The path ahead is thus likely to 

be choppy but there are options to reduce 

the overall levels of volatility in investors’ 

portfolios. 

BUILDING DURABILITY WITH 
MULTI ASSETS  
---------------
Our multi asset team uses a few strategies 

to optimise risk-adjusted returns in their 

portfolios over the short-term and long-term horizons and 

across all market cycles: namely diversification, tactical 

overlays and risk prudent derivative strategies. 

Asset class diversification from a traditional 

perspective consists of combining assets 

with different correlation profiles. However, 

as we have seen this year, strong inflation 

dynamics (and strong initial valuations) 

have made the equity-bond correlations 

less negative and less reliable than before. 

In the current new environment in which 

inflation (and interest rates) are likely to 

stay higher for longer, we believe that less 

traditional diversification methods, such 

as investment style factor diversification in 

equities, become increasingly important and 

valuable. 

That said, the team continues to have faith 

that the historical relationship between 

equities and bonds will reassert themselves in time. After all, 

it is when both equities and bonds are reasonably valued that 

they provide the most diversification benefits.
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Portfolio resilience is going to be very important over the next 12-18 months as we transit from an 
inflation dominant regime to a more uncertain environment. Can the US Fed engineer a soft landing or 
is a recession upon us? Regardless, we expect volatility to remain very elevated. The best way to cope 
with this type of uncertainty is to build a lot more diversification into portfolios.   

The path ahead is likely 
to be choppy but there 

are options to reduce the 
overall levels of volatility 
in investors’ portfolios. 
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Tactical overlays are another option. These are typically 

designed to either limit a certain risk or to take advantage 

of market sentiment. In the current market environment, 

investors need to have exposures to defensive assets that can 

help pre-empt violent reactions in the markets. 

Lastly the team believes that risk managed derivative strategies 

can be beneficial to portfolios. In multi asset portfolios where 

guidelines permit the use of derivatives, the team has taken 

advantage of volatility curves to add portfolio hedges. For 

example, amid this year’s downtrend in US equities, the team 

put on a long calendar put spread strategy in certain portfolios 

to hedge against a downside scenario in US equities.

 

GOING DEFENSIVE WITH QUANT STRATEGIES  
---------------
Smart beta and multi-factor equity strategies have performed 

well this year relative to broad parent equity indices. Low 

volatility strategies tend to fare well relative to the broader 

market during periods of uncertainty and market volatility. By 

owning stocks and ultimately building a portfolio that is less 

influenced by the swings in market sentiment, low volatility 

strategies are by nature more defensive. They also tend to give 

up less performance as the market falls, and as a result do not 

need to participate as much in the upside to stay ahead. 

A well-diversified approach to low volatility is key though as 

it will be important to ensure wide representation from all 

sectors of the market to avoid missing some of the key themes 

that may take hold in 2023.

A multi-factor strategy is designed to have a similar level of 

volatility to the broader market and hence less defensive 

than low volatility. However, by design, this strategy is well 

diversified across various factors (or styles) and better risk 

controlled relative to the market benchmark. As a result, it 

tends to fare well (relative to the broader market) in most 

environments, regardless of which style is dominant at the 

time. This should be a useful characteristic to investors in an 

uncertain environment like we expect in 2023.

BUFFERING VIA AN INCOME APPROACH  
---------------
As per our narrative in “Mapping another new normal”, 

we expect inflation and interest rates to remain higher for 

longer. In such conditions, investors will be on the lookout for 

inflation hedges and higher yields. 

Listed real estate is normally seen as good inflation hedge. In 

general, the overall return and dividend growth have been 

consistently ahead of inflation over the long term. In some 

markets such as Australia, UK, and Europe, rentals are linked 

to an inflationary measure which will provide some earnings 

buffer for the asset owner. 

Asian high dividend yield index returns mostly exceed US inflation

Source: Bloomberg, Eastspring Investments, 30 September 2022. Numbers have been rebased to 100 with starting date 31 January 2001.

https://www.eastspring.com/insights/outlook/mapping-another-new-normal
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Investment implications

Source: Eastspring Investments. November 2022. 

Source: 1Bloomberg. Weekly data from November 2012 to November 2022. Indexes used: MSCI Asia Pacific ex Japan High Dividend Yielding Net Return Index, 
JACI Investment Grade Total Return Index, JACI Non-Investment Grade Total Return Index. In USD terms.

Likewise, selecting stocks that have stable dividend payouts 

will ensure a steady stream of regular income which can 

result in positive real yields. In Asia Pacific ex Japan, the high 

dividend total return index usually delivers superior returns to 

US inflation across most periods.  

Asian high dividend yielding equities also have a low 

correlation to Asian bonds at 0.30 and 0.47 against 

Asian investment grade and non-investment grade bonds 

respectively.1 This is a plus for investors seeking to build a 

diversified portfolio of income producing assets. 

Short-term government securities are another income option 

for investors. This is especially so if the country enjoys a 

solid AAA rating; Singapore government securities have hit 

multi-decade highs this year with yields above 4% compared 

to the 1% at the start of the year. Investors no longer have 

to actively seek risk to obtain meaningful returns on their 

savings. We are likely to see money continuously flock 

towards short-term government securities with interest rates 

remaining high.

Furthermore, investors can lock in positive real returns by 

allocating capital to short-term investment grade securities 

backed by healthy issuers that are yielding above inflation. 

The outlook for high-quality fixed income has turned 

more favourable and their absolute yields are at their most 

attractive levels in over a decade.
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Explore the other themes in our 2023 Market Outlook
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