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Asset classes

Equities

Updates:

US: Surge in AI/LLM and larger, higher-quality stocks, 

leading to extreme momentum crowding and stock 

concentration.


Europe: Significant outflows (vs. inflows for the US), 

with total shareholder yield higher than the US.


Japan: The TOPIX reached an all-time high since  

Dec 89.


Asia: YTD gains have outperformed Japan (in USD 

terms), but slightly behind the US.

Our View:

US: Slight Underweight, with risks at the index level  

and upcoming elections.


Europe: Neutral, given ongoing political risks.


Japan: Overweight, due to reflation, inflows and 

reforms.


Asia: Overweight, given better EPS growth momentum 

in H2 and low valuations.

Global equities rose broadly, with strong performance from the US, Asia, and Japan. Bond markets were relatively flat, 

with most segments eking out marginal gains. Commodities were mixed due to geopolitical and supply-demand dynamics. 

We maintain our neutral positioning on risk assets and see the increasing likelihood of a Trump presidency exerting 

upward pressure on longer-term yields.

FX and Gold

Updates:

Gold gained 2% to US$2,370, with central bank 

buying momentum expected to pick up.


The USD continues to be well-supported with the 

Dollar index up 3.7% YTD.

Our View:

Structurally positive on Gold over the medium-term, 

with a more sustained rate cutting cycle in DM 

providing support.


Near-term bullish on USD, due to yield advantage 

and US exceptionalism.

Rates

Updates:

Macro outlook supports a bullish stance on 

intermediate and short-term rates, but increases the 

likelihood of a yield curve steepening in 2025.

Our View:

We anticipate 2 rate cuts from the Fed in Sept and 

Dec, with the 10-year yield expected to trade 

between 4.0% to 4.5% in H2.


Maintain Underweight on USD government bonds, 

due to uncertainty on whether the steepening yield 

curve will be a bull or bear.

Credit

Updates:

Interest coverage for IG companies remains healthy 

at more than 8x, even with elevated interest rates.


Danger of lower-quality companies being stressed 

in a 'higher for much longer' scenario'.

Our View:

IG spreads to remain stable, despite tight valuations.


Maintain Overweight in IG and Neutral on HY and  

EM debt.
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Looking back

The June US jobs report registered a strong-than-

expected increase in non-farm payrolls of 206k. There 

are, however, signs of a softening labour market - 

unemployment has increased to a cycle-high of 4.1% 

and there was a substantial 110k downward revision to 

employment numbers for the last 2 months.


Monthly headline and core PCE inflation levels for May 

were at their lowest this year, with the 12-month rate 

dropping to 2.6% (lowest since Mar 21).


The flash HICP for June showed a significant slowing in 

core price gains, raising the likelihood of a second ECB 

rate cut in Sept.

With Labour's landslide victory, expectations are for 

higher government spending financed by higher 

taxes. Labour has pledged to boost medium-term 

growth.


There is growing confidence that (services) inflation 

will cool further in the coming months given a weaker 

labour market. This will allow the BoE to cut rates at 

August's meeting.

Other notes this month

UK - higher spending and cooling inflation

Basic wage growth in Japan accelerated to 

2.5% y-o-y in May from 1.8% in April 

(strongest since Jan 93), suggesting that 

base pay increases are now reflected in 

monthly wage data.


Corporate inflation expectations remain 

firm, with 3- and 5-year expectations rising 

to decade highs.

Japan - upward wage pressure and business optimism

Macroeconomic Outlook

Cracks have started to surface in the global economy, with global PMI cooling after a strong start to 2024. The 

downshift in June's PMI reading was concentrated in Europe, where the recovery in consumer spending remains 

sluggish and industry data continues to disappoint. In the US, there is growing uncertainty about the  

economy's resilience.

Looking ahead

Additional improvements in US inflation are expected 

in the next few months, as the labour market and 

broader economy slow down. Improvement is likely to 

be slow, as sticky core-services spending keeps 

inflation elevated.


While progress is being made on inflation, it will take 

more time for policymakers to be fully confident that 

inflation is on its way down to the 2% target.


The impact of a hung French parliament is likely to be 

marginally negative - while a slower pace of fiscal 

reduction is a positive, this is offset by tighter financial 

conditions resulting from expectations of looser fiscal 

policy.
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