
Overview

The Year of the Pivot

Our 2024 growth forecast distribution remains wide between 
hard and soft-landing scenarios. However, we have great-
er confidence that the US interest rate outlook has shifted 
towards rate cuts this year as recent inflation prints have 
fallen towards the Fed’s 2% target. Given this shift, our alloca-
tions are moving towards equities that typically perform better 
in falling rates environments while we continue to balance 
between contrasting economic growth outcomes. Our bias 
is tilted towards a slower growth environment, but recent 
activity remains resilient and does not currently support an 
aggressive defensive stance.

The macro narrative has shifted on some fronts for 2024. 
Investors’ growth expectations are less pessimistic than in early 
2023, and rate expectations have shifted lower as inflation mea-
sures have fallen. The Fed raised interest rates by 525bps over 
2022-23, and their dot plot is now signalling three rate cuts this 
year. The exact number of rate cuts and the timing of the first cut 
remains debatable, but over the past 50 years, a decline in bond 
yields has consistently followed the last Fed rate hike. Our changes 
this quarter reflect a move towards assets that typically perform 
better during rate-cutting cycles.

On a similar note, Technology stocks have historically benefited 
from rate cuts given the lower discount to future earnings. The 
US has the highest weighting to Tech, which should support earn-
ings growth. Still, we are reluctant to hold overweight exposure 
to the US at a 20x forward P/E multiple, which already reflects 
significant optimism. Instead, we favour Emerging Markets (EM) 
exposure, which includes a considerable weighting to advanced 
semiconductor stocks and a more attractive valuation. 

China remains the largest weight in EM and a key driver of global 
growth and commodity demand. China’s outlook remains chal-
lenged by various structural issues, but real GDP growth of “around 
5%” remains achievable this year, and policymakers appear commit-
ted to keeping growth stable. Despite these efforts, the ongoing 
property sector weakness should limit demand for industrial com-
modities (such as iron ore) this year. As a result, Australia will likely 
be a laggard. However, EM can still outperform despite its direct 
exposure to China. Chinese stocks have a weak correlation to GDP, 
and the overall EM index is highly exposed to growing demand for 
advanced chips. The MSCI EM Index is expected to deliver 18% 
earnings growth this year and outpace the broader ACWI. Cheap 
valuations, a fall in US rates, and a decline in the US dollar will also 
help reinforce robust EM earnings growth.

Geopolitical risks should remain an ongoing theme for oil prices, 
with Middle East tensions being the primary driver. We look for 
oil prices to be supported by these risks. However, US shale pro-
duction has exceeded expectations, which will reduce the impact 
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on supply if tensions escalate. We, therefore, trim our overall 
Energy exposure (via a reduction to the UK) but maintain some 
Energy allocation (via a small overweight to Canada).

Market Strategy: Our allocations balance a ‘soft’ and ‘hard’ land-
ing scenario given the contrast between resilient current activity 
and warning signals from forward-looking indicators (e.g., an 
inverted yield curve and tight credit conditions). However, we 
made changes this quarter to reflect further evidence that the 
outlook for Developed Market (DM) rates (ex BoJ) has shifted to 
potential cuts later this year. Since the last Quarterly Outlook, we 
made the following changes to our country allocation: 

• Upgrade Switzerland to neutral. Switzerland tends to out- 
 perform other European markets as rates fall. We are therefore  
 closing our underweight.

• Downgrade the UK to neutral. The UK trades at a low  
 multiple and may see some rebound with any oil price  
 strength. However, our empirical models suggest it will likely  
 lag the benchmark as rates fall.

• Downgrade Australia to underweight. We see limited upside  
 in iron ore demand, while Australian Financials are expected  
 to see profits come under pressure.

• Upgrade the Eurozone to a less negative underweight. Business  
 surveys continue to signal contraction in the Eurozone from  
 higher energy prices and past policy tightening. However, the  
 deterioration in activity may be moderating, favouring a  
 smaller underweight allocation.

Global Equity Allocation Breakdown
Chg -2 -1 0 +1 +2

US -
Canada -
Eurozone ↑
Switzerland ↑
UK ↓
Japan -
Australia ↓
EM -

International Equity Allocation Breakdown
Chg -2 -1 0 +1 +2

Canada -
Eurozone ↑
Switzerland ↑
UK ↓
Japan -
Australia ↓
EM -
Note: Up/down arrows indicate a positive/negative change in our asset allocation compared 
to the previous quarter. A dash indicates no change. Source: CLIM
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*This publication reflects asset performance up to 31 January, 2024, and macro events and data releases up to 7 February, 2024, unless indicated otherwise.
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United States
NW (Global Index)

Economic resilience supports robust earnings growth, but the 
market valuations remain unattractive.

*US$ total return relative to MSCI ACWI. Latest is three-month return.

Source: Bloomberg

US data has surprised to the upside in recent months. GDP has 

been stronger than expected, and the labour market has been 

resilient. Importantly, inflation has continued to trend down. 

However, some indicators suggest weakness ahead; for example, 

the yield curve remains inverted, and the unemployment rate, 

while low, has risen since last year and historically has tended to 

keep rising once it starts. The impact of the Fed’s rate hikes may 

not have fully fed through the economy yet, and pandemic excess 

savings will soon be depleted. 

A soft landing is increasingly the consensus view, with markets 

becoming more confident that policy rates have peaked and that 

rate cuts are likely this year. Rate cuts are possible, but policy eas-

ing is more likely due to weaker activity and inflation data. The 

Fed will struggle to justify removing restrictive policy if growth 

remains above trend, particularly in an election year. 

MSCI US is trading at a forward P/E ratio of 20x, ahead of its his-

torical average, and above its peers. Some valuation premia can be 

justified given the robust earnings from the large-cap tech stocks 

– the aggregate market forecast is 11% earnings growth in 2024 

– but it remains priced for perfection and vulnerable to pullbacks.

Market Strategy: We remain neutral on US equities. The US 

market has persistent momentum, and it tends to outperform in 

a below trend growth environment. However, the US is the most 

crowded position, trading at a premium to both its peers and 

historical norms.

Eurozone
UW (Global and Global ex-US index) ↑

Europe is teetering on the brink of a recession and at risk of 
earnings downgrades.

*US$ total return relative to MSCI ACWI. Latest is three-month return.

Source: Bloomberg

The Eurozone economy has underperformed most other major 

economies and looks likely to face a recession (led by Germany). 

Despite some incremental improvement in recent business surveys 

(PMI data remains below 50), we continue to see a downside risk 

for earnings, which are expected to grow 6% in 2024. 

The Eurozone economy has a higher weighting to cyclical and 

value sectors. It, therefore, tends to underperform in periods of 

slower economic growth and lower interest rates. We are consid-

ering a broad range of possible economic scenarios but are biased 

towards conditions that are unlikely to favour European equities. 

MSCI Eurozone is priced cheaper than the ACWI at a forward 

P/E ratio of 14x; however, its valuation ranks closer to the middle 

of non-US equities. 

In response to lower inflation and weak growth, the ECB is 

expected to cut rates later this year – in line with most other DM 

central banks. Companies remain at risk from the lagged impacts 

of restrictive monetary policy. Europe is also exposed to an energy 

shock, though current inventories seem sufficient if geopolitical 

risks from the Middle East and Russia/Ukraine remain contained. 

In addition, Europe has a large trade surplus with the US and may 

be exposed to tariffs if Donald Trump is re-elected. 

Market Strategy: We reduced our position to a smaller under-

weight in the Eurozone. Europe’s economic outlook is weak, and 

its earnings risk being downgraded. However, its valuations have 

cheapened, and growth, although still soft, might be stabilising at 

a weaker growth rate.

3Y history

GDP, % qoq 
saar 3.3 Q4

PMI, index 49.1 Jan

CPI, % yoy 3.4 Dec

Policy rate, % 5.38 Jan

MSCI USA* 1.1% Jan

EPS, % yoy -0.2 Jan

Trailing P/E 24.0 Jan

Latest 3Y history

GDP, % yoy 0.1 Q4

PMI, index 46.6 Jan

CPI, % yoy 2.8 Jan

Policy rate, % 4.50 Jan

MSCI 
Eurozone* 1.6% Jan

EPS, % yoy 14.3 Jan

Trailing P/E 16.1 Jan

Latest
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Japan
NW (Global and Global ex-US index)

Corporate reforms may create value, but stocks are vulnerable 
to cyclical headwinds.

*US$ total return relative to MSCI ACWI. Latest is three-month return.

Source: Bloomberg

The Japanese equity market is likely to underperform in periods 

of weaker global growth given its higher weighting to cyclical and 

value sectors. Although we are considering a wide range of pos-

sible outcomes for the global economy, our bias is tilted towards 

the weaker growth scenarios where Japanese equities have histor-

ically underperformed. Also, Japan’s unfavourable demographics 

and slower potential future growth rate are a long-term headwind 

for the more domestically oriented sectors. 

Corporate reforms in Japan offer to unlock value in the market. 

For example, reducing the number of companies trading at a 

price/book ratio below one by deploying corporate cash more 

effectively should be a welcome development by investors. While 

these actions are positive, Japanese stock investors have been dis-

appointed in the past, and equities are already pricing some of the 

initial developments. Japan’s valuation (forward P/E of 16x) is 

elevated relative to recent years, but one could argue the index is 

cheap using a longer timeseries including the 1990 to early 2000 

period.

Although the equity market tends to underperform in times of 

global economic weakness, some of this is offset by the Yen, which 

can strengthen in that environment. This may be exacerbated in 

coming months, as the Bank of Japan looks likely to begin raising 

rates, in contrast to other central banks, potentially further sup-

porting the Yen. 

Market Strategy: We stay neutral Japan. Corporate reforms 

remain supportive and could unlock further value. On a more 

cautious note, our bias towards economic weakness and lower US 

rates is historically a headwind for Japan.

Emerging Markets
OW (Global and Global ex-US index)

Earnings growth and attractive valuations skew risks towards 
a re-rating.

*US$ total return relative to MSCI ACWI. Latest is three-month return. Economic indica-
tors are GDP-weighted with the exception of PMI, which is value-added-weighted.

Source: Bloomberg

Earnings expectations are the most positive for Emerging Markets. 

This is primarily due to a recovery in the semiconductor cycle, 

led by Taiwan and South Korea. Earnings expectations are also 

positive in China (which is more due to the tech sector than the 

economy) and India. EM’s forward P/E multiple is low relative 

to earnings expectations – i.e. the index is due for a re-rating, or 

earnings expectations need to fall to justify EM’s cheap valuation. 

Our bias is towards a re-rating.

The Emerging Markets index has seen disappointing returns, pri-

marily due to China’s continued underperformance. We are neu-

tral on China, weighing the structural growth challenges against 

depressed sentiment and performance that are potentially closer 

to a bottom. The possibility of further policy stimulus should put 

a floor on sentiment and prices. In recent months, EM ex-China 

has performed relatively well, helped by falling rates and a weaker 

USD, in addition to a recovery in semiconductors. 

Geopolitics are a major factor for Emerging Markets. US-China 

tensions have moderated following the Xi-Biden meeting last 

November, and the Taiwan election passed without causing a sig-

nificant escalation. The US election may heighten global tensions, 

with both parties favouring a more hawkish stance towards China. 

However, foreign ownership is already low relative to history.

Market Strategy: We remain overweight Emerging Market equi-

ties. MSCI Emerging Markets has attractive earnings prospects 

that will benefit from growing demand for advanced semiconduc-

tors. Also, EMs offer exposure to the tech sector at more compel-

ling valuations than the US. Finally, more forceful stimulus from 

policymakers in China may start to lift depressed sentiment. 

3Y history

GDP, % yoy 1.5 Q3

PMI, index 48.0 Jan

CPI, % yoy 2.6 Dec

Policy rate, % -0.10 Jan

MSCI Japan* 3.4% Jan

EPS, % yoy 3.0 Jan

Trailing P/E 17.9 Jan

Latest 3Y history

GDP, % yoy 4.5 Q3

PMI, index 51.1 Jan

CPI, % yoy 2.8 Dec

Policy rate, % 6.51 Jan

MSCI EM* -8.1% Jan

EPS, % yoy -11.9 Jan

Trailing P/E 14.6 Jan

Latest
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United Kingdom
NW (Global and Global ex-US index) ↓

Despite its cheap valuation, the UK is vulnerable to a shift in 
global rate expectations.

As our top-down assumptions shift towards a DM rate-cutting 
cycle this year, the UK ranks poorly on our metrics. Historically, 
the UK has the highest beta to the US 10-year yield and is there-
fore vulnerable if the Fed starts cutting rates. In addition, while 
the UK tends to have a relatively defensive sectoral makeup and 
trades more defensively than Europe, it tends to underperform 
other DM peers in a slowdown scenario. UK valuations are very 
cheap (forward P/E ratio is 11.1); however, the lower multiple 
aligns with lower earnings expectations for the UK.

The Bank of England is expected to start cutting rates this year. 
While cuts may weaken Sterling, benefiting the equity market for 
which a large percentage of profits are made abroad, expectations 
for the BoE to cut rates later than many other DMs may support 
Sterling over the short term. 

Market Strategy: Despite the UK trading at cheap valuations, 
we are reducing our overweight to neutral. The UK could ben-
efit from an oil price spike but stronger-than-expected US shale 
production limits the upside potential from an oil-shock scenario.

Australia
UW (Global and Global ex-US index) ↓

Weak earnings growth for Australia and a relatively high P/E 
multiple leave the market vulnerable to a de-rating.

Australian equities have seen P/E multiple expansion relative to 
other DM ex-US markets over the past year. Part of this re-rat-
ing may be attributed to China’s unexpectedly robust iron ore 
demand despite the weakness in the property sector. Australia’s 
current valuation leaves it vulnerable, given that earnings growth 
expectations are also the lowest among the developed markets, 
and iron ore demand is unlikely to accelerate further. 

The Financial sector is the largest weight in the Australian index. 
Australian banks have benefitted from higher rates and are already 
trading at a relatively elevated P/E ratio. However, net interest 
margins are expected to suffer as interest rates fall later this year. 

Market Strategy: We moved from a neutral position to under-
weight. Australia’s current P/E is unattractive relative to a weak 
earnings outlook. The Materials and Financial sector may come 
under pressure this year. Also, should China reaccelerate (which 
historically benefits Australia), we prefer exposure to EM, which 
trades at a more attractive multiple.

Canada
OW (Global and Global ex-US index)

Canada’s Energy exposure is well placed to benefit from an 
oil-shock scenario.

Canadian equities should perform reasonably well in our baseline 
scenario but offer upside potential should there be an oil shock, 
due to their high weighting to the Energy sector. If geopolitical 
risks moderate, lowering the risk of an energy crisis, then we are 
likely to reconsider our Canadian position. Canadian equities 
are priced relatively cheaply (forward P/E ratio 13.9) and have 
expected earnings growth of 6% in 2024.

Financials are also a considerable weight in the MSCI Canada 
Index. If global rates begin to fall, this will likely reduce bank net 
interest margins. However, lower interest rates may also alleviate 
some of the risks for Canadian banks exposed to highly leveraged 
households and prevent a rise in non-performing loans under 
higher interest rates.

Market Strategy: We remain overweight Canadian equities. The 
possibility of an oil price rise and its comparatively attractive 
valuation mean that on our probability-weighted projections, it 
should perform well. High household leverage is the main risk for 
Canada, but this risk has been well-flagged by strongly capitalized 
banks over the past 15 years.

Switzerland
NW (Global and Global ex-US index) ↑

Defensive characteristics and relatively strong earnings 
expectations have improved the market’s outlook.

The Swiss economy has many of the same risks as the Eurozone 
– weak growth and vulnerability to oil shocks. The MSCI 
Switzerland Index has a defensive sectorial composition and his-
torically outperforms the Eurozone when global rates fall. As our 
top-down views shift from a rate-hiking cycle to a rate-cutting 
regime, Switzerland’s ranking becomes more attractive in our 
framework. Its ranking would further improve should the odds of 
a recession increase later this year.

The Swiss market historically trades at a premium to ACWI, 
but this has diminished as expectations of a soft landing have 
increased. Currently, the market is trading at a forward P/E of 
18x. Earnings expectations are 9.3% for 2024. The CHF has also 
strengthened against the Euro in recent years and tends to do well 
during periods of economic weakness. 

Market Strategy: We have moved our Swiss exposure to neutral, 
having previously been underweight. Ongoing resilience in the 
global economy is a risk for Swiss equities, but our forward-look-
ing analysis suggests Switzerland’s outlook has improved.

The information contained herein is obtained from sources believed by CLIM to be 
accurate and reliable. No responsibility can be accepted under any circumstances 
for errors of fact or omission. Any forward looking statements or forecasts are based 
on assumptions and actual results may vary from any such statements or forecasts.
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