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The US economy’s resilience and US inflation’s resistance to swiftly return to
the US Federal Reserve’s target means we remain overweight equities and
neutral bonds. 

We retain our view that economic growth will slow later in the year, but the
timeline is stretching.  Corporate profits remain buoyant and the Fed is clearly
indicating an aversion to premature monetary easing. So where a few months
ago we felt that bond valuations were attractive we now think they’re fair; the
near -term prospects for equities, meanwhile, remain encouraging. As Fig. 2
shows, earnings among the world's listed companies have been responding
positively to improving US economic data. 
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Barometer: Tech's profit growth should
continue to propel stocks

Robust earnings from the IT sector suggest tech stocks
should add to their gains. Japanese equities are also set to
extend their rally.
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Fig 1. Monthly asset allocation grid
March 2024
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Our business activity indicators show that the US economy is stronger than
we’d previously envisioned and is one reason why we remain overweight global
equity. 

If US consumers continue to spend much more than they save -   the US
savings rate is currently running at 3-4 per cent of disposable income
compared to a historical 7-10 per cent - both growth and inflationary pressures
could remain elevated for some time. Inflation looks likely to linger as price
rises within services sectors remain high and conditions in the labour market
are still tight. 

On balance, though, we think consumer and business spending will eventually
fade, converging towards the other already weak parts of the US economy, like
the residential sector.

In contrast with the US, the euro zone has been flirting with recession for the
past few months due to weak manufacturing activity. Growth should pick up,
however, as the post-Covid supply shock and impact of the Ukraine war both
lessen. Elsewhere in Europe, the UK economy is flat, with construction activity
struggling and the hitherto tight labour market starting to loosen. On top of
that there are signs that inflation expectations are starting to pick up,
hampering the Bank of England's ability to cut interest rates. 

Japan’s economy is also starting to splutter. Retail sales are contracting, as are
machinery orders. And industrial production is still very weak. Nonetheless



Japan’s is still expected to grow near its long-term potential while its long
period of deflation is finally over.

Strengthening the case for being overweight equity are our liquidity
indicators. These show a short-term increase in the supply of liquidity from
both central and private sector banks. Even the Swiss central bank has started
to shift from quantitative tightening to easing.  But it’s not certain the easing
will gather pace. Signs from the Fed are that its central bankers view the risks
of waiting a little longer to cut rates as smaller than the risk of cutting too
soon and then having to reverse course. 

As for private credit, banks are beginning to ease lending standards. It’s early
days yet, but the direction is clear. The question, though, is of magnitude. 
Elsewhere, the Chinese central bank has accelerated its modest pace of easing
policy, but it remains alert to any potential foreign exchange instability, which
is likely to limit how far it goes.  For now, it is focused on targeted credit
provision.

Fig. 2 - Looking up
Global equities earnings momentum vs US ISM New Orders

Source: Refinitiv, IBES, Pictet Asset Management. Data from 15.02.1999 to 26.02.2024.

Our valuation indicators show equities trading at their most expensive levels
since December 2021. With US equities trading at multiples of 20.5 times
earnings - considerably higher than the 10-year average of 17.5 - there appears
to be little headroom for the market to add much to its gains. Still, corporate
earnings have been solid and consensus analyst projections for 2024 are now
reasonable considering the continued resilience in global growth. Bonds are
marginally more attractive, with US government bonds at fair value and
inflation-protected Treasuries also trading at reasonable levels. Gilts look
attractive too, albeit vulnerable to news from the upcoming budget.

Our technical indicators show that equities are supported by a strong trend
while bonds are less so and Chinese bonds look overbought.

Investor positioning data paints a less positive picture for riskier assets,
however. 

Risk sentiment among professional investors is firmly in bullish territory
according to market surveys, with fund managers having cut their cash
positions and turning their most overweight on equities for two years.
Moreover, portfolio flows into equity and bond funds have been strong while
those into money market funds have slowed. All of which suggests there is less
scope for the market to extend its rally. 
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A chasm is opening up in global equities. On one side are IT stocks, dominated
by the so-called ‘Magnificent Seven’ tech firms. On the other is almost
everything else.

The tech sector has rallied by some 50 per cent over the last 12 months – more
than double the gains of the broader world stock market. Consequently,
valuations are looking very stretched: tech is the most expensive sector in our
global model, while the Magnificent Seven stocks trade on a price/earnings
ratio of 29 times, compared to the rest of S&P 500 at 18 times. That is clearly
expensive, but we believe that tech’s reign may have further to run because,
this time, market exuberance is supported by fundamentals.

In the recent earnings season, tech was the clear leader, mostly on the back of
the stellar growth of artificial intelligence. Within the S&P 500, 89 per cent of
tech companies beat analysts' quarterly earnings estimates, compared to an
average beat of 77 per cent for the index.  And, crucially, the outlook for future
profits remains bright. Our analysis suggests that, when factoring in analysts’
earnings forecasts, the Magnificent Seven are not as expensive relative to the
broader market as might first appear (see Fig. 3).

Fig. 3 - Lofty earnings
Magnificent Seven's 12m forward P/E ratio versus rest of the US market 
 

Magnificent Seven includes Apple, Microsoft, Amazon, Alphabet, Nvidia, Meta and Tesla. Source: Refinitiv
DataStream, MSCI, IBES, Pictet Asset Management. Data covering period 25.02.2017-25.02.2024.

We therefore maintain our overweight on tech, as well as on communications
services. The latter sector offers exposure to similar technological trends but at
more palatable valuations.

Tech’s dominance also has implications for the performance of regional and
national equity markets. It should offer some support to the US market, for
example, where tech and communication services make up some 38 per cent of
the S&P 500. So even though we believe US stocks are expensive, tech's strong
fundamentals mean we are comfortable holding a neutral position in US
stocks.

In contrast, the UK market’s low tech exposure (tech and telecoms account for
just 2 per cent of the FTSE 100) is one reason why we’ve decided to downgrade
UK equities to underweight. The domestic economic backdrop is another. We
think the UK economy will not manage to grow at all in 2024. With elections
looming, it is unclear whether the economy will enjoy monetary or fiscal
support anytime soon, an uneasy setup for the local equity market. Finally, the
region’s stocks also continue to have poor earnings momentum.

Elsewhere, we remain overweight Japan and Switzerland. Japan is supported by
structural tailwinds of corporate reforms, an economy emerging out of



deflation and a still-weak yen. Switzerland, meanwhile, provides exposure to
quality stocks at a reasonable price.

At the same time, mindful of the continued resilience of the US consumer and
the potential recovery in European spending, we have upgraded consumer
discretionary stocks to neutral and downgraded consumer staples, also to
neutral.

Continued strength in the US economy paints a more positive picture for risky
credit, such as high yield.

America’s resilience, especially in consumption and capital spending, suggests
the world’s biggest economy may continue to expand a little longer before an
eventual slowdown.

That bodes well for US high yield bonds in particular. With such debt yielding
around 8 per cent, holding an underweight position in the asset class involves
forgoing a considerable level of carry – too much, in our view.

We find the shorter maturity US high yield bonds particularly attractive as they
offer high carry but without the higher refinancing and credit risks of longer-
dated debt.

That said, some risks remain – economic conditions could deteriorate if
companies put investment on hold in the lead-up to November’s US
Presidential election.

Taking this into account, we prefer a more cautious upgrade of US high yield
bonds – moving from underweight to neutral rather than to overweight.

Fig. 4 Credit yield buffer*
Near-term additional return over cash likely to be driven by carry

* The amount by which the yield can rise whilst still offering positive returns. Source: Refinitiv DataStream,
Pictet Asset Management, data as of 28.02.2024

Our overweight stance in US Treasuries remains unchanged.

While the asset class is attracting strong demand from foreign private
investors, valuations have remained fair. The benchmark 10-year yield stands
at 40 basis points above our year-end fair value estimate of 3.9 per cent, which
points to a total return of around 7-8 per cent for the asset class in 2024.

Inflation-protected Treasury bonds (TIPS) also look attractive given that
inflation in services industries remains stubbornly high.

We also like UK gilts, with the BOE potentially becoming the first major
developed central bank to cut interest rates in the coming months thanks to
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falling inflation and weak growth.

We maintain our overweight positions in emerging market local currency debt.
Across the emerging world we see considerable headroom for continued
monetary easing especially once the Fed begins cutting rates. Investors in this
asset class should also benefit from likely appreciation of emerging market
currencies, which our models show are trading at as much as 20 per cent below
fair value.

We are underweight Swiss and Japan bonds – low-yielding securities issued by
countries where monetary conditions are tightening. The Bank of Japan is
poised to raise interest rates in the coming months, while the Swiss National
Bank has just conducted the most aggressive quantitative tightening to date,
leading to strong imported price deflation and overall muted inflation
dynamics.

In currencies, we leave our allocation unchanged, maintaining a slightly anti-
dollar bias. We overweight the Japanese yen, a safe-haven currency which offers
a good hedge in case of a global economic slowdown. We also like gold, which
should benefit from lower interest rates and a weaker dollar.

Equities outperformed bonds by a considerable margin in February, with
stocks lifted by healthy quarterly corporate results but fixed income markets
unsettled by unexpectedly strong inflation data. The MSCI World Index ended
up almost 5 per cent in local currency terms. US and euro zone government
bonds were down about 2 per cent in aggregate.
 
Among the best performing markets were Japanese stocks. The Nikkei broke
through the peak it hit in 1989, notching up a 17.5 per cent gain year to date,
while the Topix index also closed in on a record.  Japan's stock markets have
been a magnet for investment in recent months for several reasons, including
an ongoing improvement in corporate governance and a profit-boosting
depreciation in the yen for the country's listed exporters. Flows into Japanese
markets have also risen as foreign investors have been pivoting away from
China, where Sino-US geopolitical tensions and falling property prices have hit
stock prices.
 
Another bright spot within equity markets was the tech sector. The tech-heavy
Nasdaq index closed at a record high on the final trading day of the month as
investors were buoyed by forecast-beating quarterly results from a number of
technology bellwethers, including chipmaker Nvidia, which said demand for
artificial intelligence helped boost revenues by almost 250 per cent year-on-
year. 

Fig. 5 - Japan's ascendancy
Nikkei 225 stick price index and Japanese recessions

Source: Refinitiv DataStream, Pictet Asset Management. Data covering period 31.01.1960-25.02.2024.
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Important legal information

This marketing material is issued by Pictet Asset Management (Europe) S.A.. It is neither directed to, nor
intended for distribution or use by, any person or entity who is a citizen or resident of, or domiciled or
located in, any locality, state, country or jurisdiction where such distribution, publication, availability or
use would be contrary to law or regulation. The latest version of the fund‘s prospectus, Pre-Contractual
Template (PCT) when applicable, Key Information Document (KID), annual and semi-annual reports must
be read before investing. They are available free of charge in English on www.assetmanagement.pictet or in
paper copy at Pictet Asset Management (Europe) S.A., 6B, rue du Fort Niedergruenewald, L-2226
Luxembourg, or at the office of the fund local agent, distributor or centralizing agent if any.

The KID is also available in the local language of each country where the compartment is registered. The
prospectus, the PCT when applicable, and the annual and semi-annual reports may also be available in
other languages, please refer to the website for other available languages. Only the latest version of these
documents may be relied upon as the basis for investment decisions.

As equities rallied, bond markets ended the month nursing losses. Data
pointing to unexpectedly persistent inflationary pressures suggested central
banks would refrain for cutting rates any time soon. Ten-year US Treasury
yields climbed some 20  basis points to 4.2 per cent by the end of February. US
investment grade bonds were among the hardest hit of all non-government
debt markets, suffering a drop of some 1.5 per cent. One possible explanation
for the decline was a sharp increase in the supply of corporate bonds in
February. The month saw some USD175 billion of new bonds come to market,
bringing net bond issuance for the year to date almost USD190 billion, the
strongest start to the year for at least seven years, Bloomberg figures show.

BAROMETER MARCH 2024

Asset allocation
We remain overweight equities, neutral bonds and underweight cash.

Equities regions and sectors
We remain overweight tech on fundamental grounds and downgrade UK
equities to underweight due to weak economic prospects and earnings
momentum. We continue to see attractive investment opportunities in
Switzerland and Japan.

Fixed income and currencies
We upgrade US high yield debt to neutral as the outlook appears more
balanced.

Information, opinions and estimates contained in this document reflect a
judgement at the original date of publication and are subject to risks and
uncertainties that could cause actual results to differ materially from those
presented herein.
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The summary of investor rights (in English and in the different languages of our website) is available here
and at www.assetmanagement.pictet under the heading "Resources", at the bottom of the page.

The list of countries where the fund is registered can be obtained at all times from Pictet Asset
Management (Europe) S.A., which may decide to terminate the arrangements made for the marketing of the
fund or compartments of the fund in any given country.

The information and data presented in this document are not to be considered as an offer or solicitation to
buy, sell or subscribe to any securities or financial instruments or services.

Information, opinions and estimates contained in this document reflect a judgment at the original date of
publication and are subject to change without notice. The management company has not taken any steps to
ensure that the securities referred to in this document are suitable for any particular investor and this
document is not to be relied upon in substitution for the exercise of independent judgment. Tax treatment
depends on the individual circumstances of each investor and may be subject to change in the future.
Before making any investment decision, investors are recommended to ascertain if this investment is
suitable for them in light of their financial knowledge and experience, investment goals and financial
situation, or to obtain specific advice from an industry professional.

The value and income of any of the securities or financial instruments mentioned in this document may fall
as well as rise and, as a consequence, investors may receive back less than originally invested.

The investment guidelines are internal guidelines which are subject to change at any time and without any
notice within the limits of the fund's prospectus. The mentioned financial instruments are provided for
illustrative purposes only and shall not be considered as a direct offering, investment recommendation or
investment advice. Reference to a specific security is not a recommendation to buy or sell that security.
Effective allocations are subject to change and may have changed since the date of the marketing material.

Past performance is not a guarantee or a reliable indicator of future performance. Performance data does
not include the commissions and fees charged at the time of subscribing for or redeeming shares.

Any index data referenced herein remains the property of the Data Vendor. Data Vendor Disclaimers are
available on assetmanagement.pictet in the “Resources” section of the footer. This document is a marketing
communication issued by Pictet Asset Management and is not in scope for any MiFID II/MiFIR requirements
specifically related to investment research. This material does not contain sufficient information to support
an investment decision and it should not be relied upon by you in evaluating the merits of investing in any
products or services offered or distributed by Pictet Asset Management.

Pictet AM has not acquired any rights or license to reproduce the trademarks, logos or images set out in this
document except that it holds the rights to use any entity of the Pictet group trademarks. For illustrative
purposes only.
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https://am.pictet/en/globalwebsite/global-articles/2024/monthly-markets-views/asset-allocation/www.assetmanagement.pictet

