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Asset classes

Equities

Updates:

US: Suffered in April due to valuation concerns, 

ending 6 consecutive months of positive 

performance.


Europe: Outperformed the US due to improved 

growth prospects and inflation dynamics.


Asia: Rebounded from year-to-date lows, with China 

leading (up 22% from Jan's low). The TOPIX is 3% off its 

March highs.

Our View:

US: Slight Underweight, given rich valuation, persistent 

inflation and higher risk of a policy pivot delay.


Europe: Neutral due to reasonable valuation levels and 

narrowing spreads with US EPS growth.


Japan: Overweight due to strong earnings and 

governance reforms.


China: Upside potential due to positive EPS revisions, 

increased buybacks and dividends.

Credit

Updates:

Credit spreads have tightened due to stronger 

economic growth and higher yields. Performance is 

more aligned with equities than to government 

bonds.


Current IG and HY yields are near the highest levels 

seen in the past decade, following years of being at 

the lower end of the range.

Our View:

Given possible inflation left tail risk, there is a strong 

preference for quality.


Maintain OW in IG and Neutral on HY and EM debt.

Global equities have pulled back due to persistent inflation concerns. China has been the standout performer over the past 

month on improving sentiment, earnings growth momentum, and market reforms. Bond yields have risen to fresh year-to-

date highs in the US, UK, and Germany on worries that the disinflation trend is slowing and central banks delaying rate 

cuts further.

Gold

Updates:

Gold has retreated towards US$2,300 and remains 

positive year-to-date. A strong hypothesis for the 

recent upswing in price is central bank purchases.


After large net buying by central banks in 2022 and 

2023, 2024 has started strongly again with net 

purchases of 290 tonnes in 1Q 24.

Our View:

We remain structurally positive on Gold as a hedge 

for both inflation and geopolitics.


Add at levels between US$2,200 and US$2,250, 

which corresponds to the 61.8% Fibonacci 

retracement and 50-day moving average levels 

respectively.

Rates

Updates:

Expectations on Fed policy continue to change 

against a backdrop of volatile macro data. Treasury 

yields continue to have the propensity to make big 

moves in either direction. 


Maintain Underweight in government bonds.

Our View:

We anticipate 2 rate cuts from the Fed by the end of 

the year.


Consequently, we expect the 10-year yield to trade 

down towards but above 4% by year-end.


Should we encounter volatility to the upside, we 

would target to extend duration only at yields above 

the recent high of 4.7%.
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Looking back

Global economic data has been softening relative to 

forecasts (after comfortably beating estimates in Q1), 

particularly in the US and China. The Eurozone and 

Japan continue to surprise on the upside.


April's US jobs report was a rare downside surprise - 

non-farm payroll growth slowed to 175,000, the lowest 

reading since October; unemployment also increased 

from 3.8% to 3.9%.


While Euro-area growth is at its highest level since 

May 23, this has yet to impact underlying costs; recent 

inflation surprises have been to the downside 

 - China manufacturing PMI remains solid, though new 

and secondary home prices continue to fall.

Both US ISM indices for manufacturing and services 

surveys moved into contractionary territory.


Manufacturing, however, has been improving since 

end-2023 while services plunged to its second lowest 

level for the cycle over the last 10 years.


The takeaway is that the ISMs do not necessarily 

reflect key economic activity measures.

Other notes this month

Weaker business surveys for April

Banks continue to supress corporate and 

consumer demand for credit, as seen via 

the Fed's latest quarterly Senior Loan 

Officer Opinion Survery (SLOOS).


SLOOS may have contributed to  

Chairman Powell's dovish tone at  

the 1 May Fed press conference.

Banks tighten lending standards at similar 
pace to last quarter

Macroeconomic Outlook

Recent data points suggest that the lagged effects of higher interest rates are being felt more meaningfully. Sentiment 

has weakened on the widening of the Israel-Hamas conflict in the Middle East. In the US, PCE inflation data for 

March came in hotter than expected (Jan and Feb’s prints were also revised higher). We see further market reforms in 

China to aid economic recovery and see Euro-area data being supportive of a first rate cut in June.

Looking ahead

The recent resurgence in PCE inflation has not 

impacted expectations — shorter-term expectations 

are still down, while longer-term measures remain in 

range.


Disinflation remains on track in Europe, pointing to an 

ECB rate cut in June.


While manufacturing activity has held up well in China, 

declining property prices and insufficient domestic 

demand will continue to impede the pace of 

economic recovery.
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