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Top of Mind
The New Normal: The K-Shaped Economy
• Post-COVID stimulus and ultra-low rates magnified pre-existing divides: capital-rich 

households/firms saw balance sheets swell, while labour-intensive sectors and lower-income 
cohorts faced slower recovery and tighter credit.

• Digitalisation and asset inflation turbo-charged the upper leg, concentrating income, wealth, and 
market leadership; resilience coexists with fragility beneath headline strength

Real Wages: The Missing Link
• The K persists because wage gains at the 

bottom and middle have lagged inflation, 
keeping spending power concentrated at 
the top.

• Repair depends on inflation continuing to 
run below wage and will take time and 
policy coordination.

Digitalisation: The Structural Engine Behind the K
• Rapid digitalisation and AI have lifted productivity by an estimated 1.5 to 2 ppt annually, but gains 

accrue mainly to capital-intensive firms and high-skill workers.
• Without stronger reskilling and digital inclusion, the bifurcation endures; markets and growth 

remain driven by the “haves”.

K-Shape for Corporates
• A select group of mega-cap, capital-rich and AI-enabled firms are seeing upward earnings 

revisions, while the broader base faces downgrades.
• Market-cap indices reflect reality, not distortion: the largest firms dominate profits and 

productivity; concentration risk, not inefficiency, defines this cycle

How Long Can the Top 20% Carry the Economy? 
• Durable for now but structurally fragile: without broader wage gains, a market correction could 

quickly morph into a demand shock.

The K-Shaped Economy Complicates Fed 
Policy
• Easing risks fuelling asset inflation at the 

top while the lower leg stays 
credit-constrained.

• The Fed is still likely to cut at least 75bps 
by end-2026, but monetary policy can’t fix 
inequality; that lies with fiscal policy.

How to Invest in a K-Shaped Economy and Market?
• Stay invested where value is created: a market-cap-weighted core with a quality tilt captures genuine 

earnings/productivity while avoiding the profitless or over-levered.
• Tactically underweight the US to preserve optionality amid stretched valuations; remain neutral 

elsewhere, keep liquidity high and hedges active
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“If there is a K-shaped economy, it appears to be 
more about a bleaker view of future prospects than 
about declining wealth or higher unemployment. 
‘Stable but no longer hopeful’ could be the 
slogan.”

How K-shaped is the economy, really?
12 November 25

‘The K-shaped economy is both a feature and a bug of 
restrictive monetary policy. Interest rates are a blunt 
tool, far less targeted than the tax-and-transfer toolkit 
of fiscal policy….Increasing rates slows the 
economy from the bottom up, not the top down.’

How the Fed Can Change the K-Shaped Economy
5 November 25
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Into Q4 2025, the US remains resilient even as alternative indicators signal a cooling but stabilising 
labour market—consistent with a December cut “not a done deal.” A prolonged shutdown poses a 
temporary growth hit with rebound thereafter, while tariff-related pass-through keeps prices elevated; 
inflation expectations sit above 3% and confidence has slipped toward 2022 lows as consumers 
foresee higher unemployment. In the Eurozone, growth has surprised on the upside and core inflation 
trends toward a manageable undershoot, leaving the ECB on hold. In China, a one-year truce stabilises 
tensions, but weak demand and limited PPI-to-CPI pass-through keep the PBOC cautious. 

Overview

• Growth expectations have risen since 
April on 3Q25 upside surprises, firmer 
investment, reduced trade drag, and 
improved fiscal conditions.

• Core inflation trends toward a 
manageable undershoot (2.4% in Oct-25 
toward ~1.8% by Q4-26) as a stronger 
euro, lower energy, and Chinese trade 
rerouting weigh on prices; wages and 
expectations remain consistent with 2%.

• ECB steady for now; further cuts would 
need a material deterioration in activity or 
a more pronounced undershoot in 
wages/inflation.

• US-China truce: a 1-year agreement 
reduces some tariffs and eases 
restrictions; tariffs remain elevated vs 
other partners i.e., stabilisation, not a 
return to pre-dispute norms. 

• Demand/inflation mix: CPI’s uptick and 
narrower PPI declines reflect temporary 
supports, with weak PPI-to-CPI 
pass-through. 

• Sentiment/wealth channel: confidence 
softened despite the equity rally as income 
growth cooled and job concerns rose; 
households’ wealth is dominated by real 
estate (60% to 70% vs ~20% financial 
assets). 

• Policy stance: the PBOC stays cautious 
near-term; the fleeting inflation reprieve 
delays broad easing, but subdued 
consumption and deflation risk argue for 
more durable demand-side support.

• Labour market: with the shutdown disrupting official releases, alternative indicators show continued 
cooling with a recent modest uptick. 

• Policy read: the alternative gauge does not point to accelerating deterioration; a December rate cut is 
“not a done deal,” with market odds around two-in-three.

• Stagflation risk mix: tariff-induced inflation keeps prices elevated; inflation expectations remain 
above 3%, consumers see higher unemployment ahead, and confidence has fallen back to the June 
2022 low. 

• Shutdown growth hit/rebound: a roughly six-week lapse lowers 4Q 25 real GDP growth by ~1.15pp, 
more than reversing to ~+1.3pp in 1Q26, with ~-0.15pp giveback in 2Q 26. 

• Tariff outlook: Supreme Court may overturn IEEPA; alternative paths can sustain the regime; potential 
$130b to 140b refunds create administrative/fiscal burdens; near-term macro impact limited. 
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Disclaimer
This document was produced by HP Wealth Management Singapore Pte Ltd (“HPWM”) for general information purposes only. Unless otherwise 
stated, the views, predictions, statements, figures, graphs and other information included in this material are subject to change without notice.

This document is not intended as a solicitation, recommendation or investment advice with respect to any securities or financial products. Any 
prediction, projection, forecasts or past performance is not indicative of future performance or results.

Whilst the contents of the material are believed to be correct and not misleading, no representation is made to that effect. To the maximum 
extent permitted by law, HPWM, its officers, employees, agents and advisors does not make any warranty, express or implied, as to the 
currency, accuracy, reliability or completeness of the information in this presentation or that the information is suitable for your intended use 
and disclaim all responsibility and liability for the information (including, without limitation, liability for negligence). This material may not be 
copied, re-distributed or reproduced in whole or in part without the prior written permission of HPWM.

By accessing this material, you represent to HPWM that you are an institutional investor or accredited investor (as defined by the Securities and 
Futures Act 2001) (the “SFA”), or representative of one and that neither you nor the entity you represent will directly or indirectly disseminate the 
information in this presentation to other category of investors. HPWM is exempt from complying with certain requirements under the Financial 
Advisers Act 2001 of Singapore (the “FAA”) and the relevant FAA regulations, notices and guidelines issued by the Monetary Authority of 
Singapore (“MAS”) in respect of the financial advisory services which we may provide to you, as you are classified as a certain class of investor 
under the laws and regulations in Singapore. If you are an accredited investor, please be informed that in our dealings with you, we are relying on 
certain exemptions to the FAA - (1) the exemption in Regulation 33 of the Financial Advisers Regulations (“FAR”), which exempt us from 
complying with Section 34 of the FAA on obligation to disclose product information to clients; (2) the exemption in Regulation 34 of the FAR, 
which exempts us from complying with Section 36 of the FAA on recommendations by financial advisors; and (3) the exemption set out in 
Regulation 35 of the FAR, which exempts us from complying with Section 45 of the FAA on disclosure of certain interests in securities.

Global Tactical Asset Allocation
Sub-Asset Classes UW N OW Comments

Equities

US/Canada
• Downgrade to Underweight. Recognize near-term liquidity support 

but prefer to redeploy after a reset or genuine broadening.

Europe
• Remains a value-carry play, despite easing cycle and fiscal support 

potentially stabilizing margins. Stay Neutral.

Japan
• Neutral near-term / constructive mid-term, due to policy 

continuity. Potential volatility from politics and eventual BOJ 
normalisation.

Asia ex-Japan

• Korea/Taiwan/India remain beneficiaries of AI, semi upcycles, and 
manufacturing diversification.

• Mid-term reflation and re-rating story for China: pivot to high-
value-add tech and consumption will drive growth; current rally 
consolidating as sentiment digests policy gains and earnings 
upgrades.

Emerging Markets

Global Thematic Equities

Fixed Income

Developed Sovereign
• Markets expect about 75 bps of Fed cuts by end-2026; duration 

limited capital upside due to fiscal sustainability concerns..

Developed Corp  IG • Overweight IG, Neutral HY. Default risk has been rising in private 
credit, but public-market underwriting remains stronger. 

• US IG yields near 5 % and high-yield spreads around long-term 
averages provide income without excessive default risk.

Developed Corp High Yield

Emerging Markets Bonds

Alternatives

Gold
Any pullbacks should be used to accumulate exposure as policy 
credibility and fiat debasement fears sustain structural demand.

Hedge Funds
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