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Asset classes

Equities

Updates:

US: Sell-off has been sharper than the average 

contraction.


Japan: Plunged by ~20% over 3 days, the steepest 

drop since 1950.


Europe: Lower beta relative to global markets, with 

relatively uninspiring performance.


Asia: Sharp sell-off, with US-linked markets (South 

Korea, Taiwan, and Singapore) hit hardest.

Our View:

US: Expect a continued rotation from cyclicals to 

defensives, with small-cap stocks likely 

underperforming. Focus on Quality Growth.


Japan: Maintain Overweight due to ongoing 

improvements in corporate governance.


Europe: Neutral, with attractive valuations offset by 

performance.


Asia: Maintain Overweight, given valuations and 

potential for a China re-rating.

The BOJ’s rate hike triggered an unwinding of the yen carry trade, which was further accelerated by the rapid shift in 

narrative in the US markets from a no-landing to a hard-landing scenario. We view the speed of the recent market 

correction to be overblown, particularly in Japan, and have used this opportunity to rebalance our portfolios i.e. buying 

equities and selling Treasuries to bring them back to their target weights. 

FX and Gold

Updates:

Gold, typically a safe haven, has declined despite 

expectations that lower yields and a weaker dollar 

would boost it. 

Our View:

We remain bullish on gold in the medium term, 

anticipating that a prolonged rate-cutting cycle in 

developed markets and renewed central bank buying 

in the second half of the year will support prices.

Rates

Updates:

The 10-year yield fell sharply in response to the rapid 

repricing of up to 125 bps of Fed cuts by year-end. 

We believe this is overdone, despite the increased 

risk of a slowing US economy and signs of weakening 

in the labor market.

Our View:

Maintain Underweight, with the current yield 

dislocation as an opportunity to take profits.


We anticipate the 10-year yield to rebound above 

4% by year-end.

Credit

Updates:

Sharp sell-off in risk assets and flight to quality have 

led to a widening of spreads beyond the year-to-

date range.


IG has outperformed due to its greater sensitivity to 

the substantial drop in bond yields driven by the 

flight to quality.

Our View:

Cautious on High Yield, as the market remains 

unsettled by the potential for weaker macro into 2025.


Overweight in IG, while staying neutral on HY and  

EM debt.
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Looking back

Disappointing payroll gains in the US reflected weaker 

growth across several sectors and prior months were 

revised lower. Wage growth rose just 0.2% overall, 

easing the year-ago increase to 3.6%.


The BOJ hiked the policy rate to 0.25 bps and 

announced its QT plan.


July manufacturing PMIs for China signal that 

economic momentum remains soft in the near-term.


The BOE cut rates from 5.25% to 5.00% at its August 

meeting.


EU inflation remains sticky (against expectations of  

a decline).

Job openings and labour demand, whilst on a 

moderating path, are still fairly healthy.


The increase in unemployment is partly driven by 

immigration, where job growth has not quite kept up.

There are reasons to be less concerned:

Other notes this month

Is the rise in the US unemployment rate concerning?

Macro policy is crucial for stable growth 

going into 2H, as softness in service and 

consumption is the weak link for the 

economy.


There appears to be an increased policy 

focus on supporting domestic demand and 

consumption, though this is offset by  

the lack of additional  

fiscal resources. 

Chinese growth faces headwinds

Macroeconomic Outlook

Readings on global growth remain mixed, with a modest rise in global services PMI providing some comfort after a 2-

point drop in global manufacturing output PMI for July. Inflation readings were benign in the US, setting the stage for 

the Fed's first rate cut in Sept. The US July jobs report was a big downside surprise, with fairly broad-based signs of 

weakening. The rise in the unemployment rate has triggered the Sahm rule.

Looking ahead

The BOJ has signalled that the terminal rate will be 

higher than the 0.5% currently priced by markets over 

the next year.


The BOE seems to be in no rush to cut rates again and 

will want to see concrete evidence of disinflation, 

particularly if growth proves stronger than expected


The ECB is expected to cut rates another 2-3 times 

this year. The main risk is services inflation moderating 

too slowly, throwing one or more rate cuts into doubt.
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