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Snapshot 
Defying seemingly broad sentiment that a slowdown is coming “any time now”, the US economy continues to chug 
along, and bond yields are continuing to wake up to the monetary reality that long-term rates need to be repriced 
accordingly. The adjustment has been aggressive and fast and it was getting disorderly towards early October. Still, 
there is a natural limit to these types of moves—either something breaks and policymakers respond, or tight policy 
slows growth and bonds look attractive again. 

The sell-off involving a tight correlation between bonds and equities is reminiscent of 2022. However,  in 2022 both 
growth and earnings were slowing while the US Federal Reserve (Fed) had much further to tighten; in contrast, we 
are seeing decent growth, upward earnings revisions and rates that are perceived to be much closer to central banks’ 
targets in 2023. This dynamic does not feel quite right given where we are in the tightening cycle. That said, in the US 
aggressive monetary tightening has never been combined with massive fiscal deficit spending, which may just be 
the ultimate neutraliser. 

If growth slows or something breaks—think UK pensions in September 2022 or US regional banks in March 2023—
bonds could rally and buffer equity declines, but if the economy and financial system stay stable, better earnings are 
expected to bode well for equities. We continue to watch closely the contours of growth and inflation, looking for 
inflection points to a potentially more dangerous regime. But short of material evidence, we remain constructive both 
on the growth outlook and the pricing of rates which are fast approaching fair value. 

Cross-asset1 

We maintained our overweight to growth assets and marginally increased our score for defensives to a slight 
overweight. Sentiment has grown quite weak across global equity markets in the process of pricing in “high for longer” 
Fed policy, which is less intuitive in the sense that this condition implies healthier growth corroborated by a still-
improving earnings outlook. Still, given the strength of the near year-long rally since the market lows struck in 
October 2022, and only briefly interrupted by the banking crisis in March 2023, consolidation was warranted and the 
pullback appears healthy. It is reasonable to interpret the market correction as the pricing in of prospective economic 
weakness not yet visible in the data. On balance, however, it appears fiscal stimulus in the US, tech investment 
opportunities, some improvement in China and moderate growth elsewhere outweigh the risk of economic weakness 
for now. 

At the same time, we consider developed market (DM) rates to be more attractively priced. DM rates offer attractive 
yields and a potentially sizable upside if growth eventually succumbs to tighter central bank policy; we therefore 
upgraded our view of defensive assets. While equities and bonds have been positively correlated to the downside of 
late, we expect negative correlations to return. Negative correlations could provide a buffer if fears of slowing growth 
return. 

Balancing Act  
Monthly Insights: Global Multi-Asset         
(October 2023) 
Favourable view on growth assets maintained, outlook on defensives upgraded 
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Within growth, we lifted commodity-linked equities again given that they would be a natural hedge if inflation 
remains sticky in the months ahead. Once again, we funded this increase from small reductions in DM and emerging 
market (EM) equities. Within defensives, we increased investment grade (IG) credit to a small overweight, funded from 
DM sovereigns. While we trimmed our view on DM sovereigns, we believe that their yields are attractive when 
considering factors such their defensive duration characteristics in addition to growth dynamics.  
1 The Multi Asset team’s cross-asset views are expressed at three different levels: (1) growth versus defensive, (2) cross asset within growth and 
defensive assets, and (3) relative asset views within each asset class. These levels describe our research and intuition that asset classes behave 
similarly or disparately in predictable ways, such that cross-asset scoring makes sense and ultimately leads to more deliberate and robust portfolio 
construction. 

Asset Class Hierarchy (Team View2) 

 
2The asset classes or sectors mentioned herein are a reflection of the portfolio manager’s current view of the investment strategies taken on behalf 
of the portfolio managed. The research framework is divided into 3 levels of analysis. The scores presented reflect the team’s view of each asset 
relative to others in its asset class. Scores within each asset class will average to neutral, with the exception of Commodity. These comments should 
not be constituted as an investment research or recommendation advice. Any prediction, projection or forecast on sectors, the economy and/or 
the market trends is not necessarily indicative of their future state or likely performances. 

Research views 
Growth assets 

We are positive on growth assets with a particular focus on Japan and the US for their better growth position relative 
to other geographies around the world. Of course, when markets fail to respond to upside fundamentals including 
decent growth and earnings support, it does give us a reason to pause and consider what we might have missed in 
the recent market downturn. 

US earnings revisions inflected from negative to positive around February 2023, and this inflection has been an 
important pillar of equity market price support. This is the market’s outlook from a bottom-up perspective driven by 
company guidance and to some extent, analyst foresight, and we believe that such an outlook can support equity 
prices barring a surprise economic downturn. 

From a top-down perspective, market participants have been bearish, expecting a recession around the corner, but 
data have yet to reflect this scenario. While it is accurate to point to the risk of a slowdown driven by aggressive 
monetary tightening to date, we believe the market is underestimating the significant countervailing force of fiscal 
deficit spending that has largely muted monetary tightening. 

As we reflect on growth dynamics, we believe the drivers of demand are real and sustainable where recent market 
volatility was likely more a reflexive adjustment to fast-moving long-term rates. As we believe rates are close to fair 
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value and that most of “higher for longer” has been priced in, rates could stabilise from here and allow 3Q23 earnings 
to support equities. 

Sticking with Japan and US equities 

We have been constructive on Japan equities for some time, mainly for the country’s structural reforms that are likely 
to bear fruit as the economy finally exits more than 30 years of deflation. Most importantly, rising inflation is requiring 
companies to put capital to work to support secular improvement on return on capital, which can last for some time. 

Japan corporates also benefit from still easy monetary policy, high nominal growth, a weak yen as well as new 
investment where the country offers an easy alternative access to Asian manufacturing and demand as companies 
and governments still seek diversification outside of China.  

There is also another very compelling reason Japan is attractive. The reason is the forex (FX)-hedged yield, which is 
currently +5.6% for a US investor. When taking foreign equity exposure, FX risk is either accepted as part of the total 
risk or hedged. Typically, the cost of FX hedging is a secondary consideration, but given the +5.6% yield pick-up 
amounting to a total yield of 7.8% (dividends plus hedging), Japan equities, in our view, are compelling choices both 
for domestic and foreign investors. 

Chart 1: +5.6% yield from currency hedging (Japanese yen to US dollar) for a US investor 

 
Source: Bloomberg, October 2023 

As mentioned before, earnings have been revised higher since February of 2023, while the divergence from equity 
prices has grown quite considerable in recent months—upward earnings revisions are accelerating while price has 
remained under pressure (see Chart 2). 

Earnings revisions are forward looking, but they rarely (if ever) price a downturn before the market has already sold 
off as shown in Chart 2—see 2020 and 2022. Earnings estimates also lag in pricing upturns; the S&P 500 bottomed in 
October 2022, while earnings did not bottom until February 2023. 

Today, S&P 500 earnings are projected at US dollar 237 per share, which is an all-time projected high while the S&P 
500 is priced at 4,328 points, 7.6% below the early 2022 high of 4,800. Equities are not exactly “cheap”, but in our view 
they are reasonable at 18.2x today versus 22.0x in early 2022 in terms of price-to-earnings. 

We have a constructive view on US equities, mainly for the strength of the economy which appears supported by the 
fiscal impulse. We also see secular growth opportunities (e.g. artificial intelligence) for which we have a particularly 
constructive outlook.  
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Chart 2: S&P 500: price versus earnings per share forward estimate 

 

Conviction views on growth assets 

— Still favour Japan and US: Our positive view remains stable. We believe the sell-off that 
began during the summer months, running through early October, was more driven 
by the lift in rates than concerns for growth. We believe long-term rates are close to fair 
value, which should take the pressure off equities supported by growth and earnings. 

— Commodity-linked equities a favourable rates hedge: Energy prices remain resilient, 
which is ostensibly a risk to central banks getting inflation down to their target levels. 
We favour energy and commodity-linked equities more broadly as a natural hedge to 
inflation risk and rising rates. 

— Global inventory cycle: We believe that the inventory cycle is turning, which helps 
support demand in general and favours export economies like South Korea and Taiwan 
as well as Japan, which is a large exporter in absolute terms. 

Defensive assets 

We slightly downgraded our view on sovereign bonds within our defensive asset classes. Central banks are in the final 
stages of monetary policy tightening as inflation continues to retreat. However, employment in most economies 
remains resilient to tighter policy and suggests that official cash rates will hold at restrictive levels, pushing potential 
rate cuts further out into 2024. Global bond yields have been adjusting to this "higher for longer" narrative as longer-
term rates rise towards cash rates and reduce the degree of inversion in yield curves. 

Conversely, our downgrade to sovereign bonds was countered by an upgrade to IG credit this month. This asset class 
currently has positive valuations and momentum, although we need to keep in mind that the macro environment 
has been slowly deteriorating. So far through 2023, the global economy has performed stronger than expected, and 
this has seen IG spreads become more resilient. US growth still looks robust and the potential for the economy to 
avoid a recession should see IG spreads grind tighter for the rest of 2023. 

We maintained our negative view on high yield (HY), strongly preferring high grade credit. HY bond spreads continue 
to perform well in 2023, despite the economic slowdown occurring through Europe. While the asset class has positive 
momentum, valuations are now tight as spreads trade below their long-term average. Given the large amounts of 
monetary policy tightening that has occurred and the potential for increasing bankruptcies, we see this asset class as 
having greater risk of poor performance. 

Higher for longer 

The Fed delivered its eleventh interest rate rise in this cycle at its July meeting, bringing the total change to 5.25% 
and marking the most aggressive tightening of monetary policy since the 1980s.  The current level of the Fed funds 
rate is now close to Federal Open Market Committee (FOMC) members’ expectations as outlined in their most recent 
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Summary of Economic Projections. The jury is still out as to whether one more rate hike will eventually be delivered 
but we have very likely reached the end of this cycle. 

With the Fed’s tightening cycle potentially nearing its end, a noticeable shift in FOMC member communication has 
begun to occur. Members seem less focused on the potential to raise the Fed funds rate even further. Rather, they 
appear more focused on keeping rates elevated for longer than market pricing has been indicating. This disconnect 
in expectations between the Fed and market pricing began to appear almost 12 months ago. Chart 3 shows the rise 
in the Fed funds rate versus the 10-year US Treasury (UST) yield since the start of the tightening cycle. The circled area 
indicates when longer-term bond yields started to resist the rate hikes being delivered by the Fed. 

Chart 3: Fed funds rate versus 10-year UST yield 

 

 
 
Source: Bloomberg, October 2023 

This yield curve inversion, where 10-year yields crossed below the Fed funds rate, happened about midway in this 
rate hike cycle. In the four tightening cycles since the 1990s preceding the current one, the 10-year yield peaked at or 
often reached levels well above the eventual terminal rate. These episodes were likely within the Fed’s expectations 
when the central bank hiked rates; in other words, lifting the Fed funds rate to higher levels is effectively a signal to 
the markets that yields across the curve should also rise. Which brings us back to the present where the US yield curve 
began to rise with the start of the hiking cycle in line with historical observations before breaking from these norms 
in late 2022. The Fed lifted rates five more times and longer-term yields failed to follow, leading to a substantial (and 
very early) inversion of the yield curve. 

So why does this matter? From our perspective it matters for two main reasons. The first is that when longer-term 
rates do not keep up with rising cash rates, it likely results in monetary policy tightening having an uneven impact. 
Sections of the economy that rely on shorter-term borrowing rates feel the full brunt of rate rises while other 
segments that can borrow for longer terms are more insulated. This effectively means that the Fed is getting “less 
bang for its buck” than in a more typical cycle where all rates rise along with cash rates. 

The second reason is also a reflection of the first, in that the economic impact of the rate hikes are also slow to 
materialise. Real US GDP in the first half of 2023 continues to grow at slightly above historical average growth rates 
and current projections for third-quarter growth indicate more of the same is expected. While the lack of a more 
uniform rise in rates is not the only reason for the strong economy—fiscal policy has likely also been a significant 
contributor—we believe it has been an important factor. Which brings us back full circle to the Fed officials’ change 
in tone with emphasis on a higher for longer path for interest rates and the recent rise in longer-term bond yields. 
While the Fed is indicating that the cash rate has reached a sufficiently restrictive level, markets are taking notice of 
the central bank’s message that a less inverse yield curve would also further its goal to slow growth and reduce 
inflation back to its objective. 
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Conviction views on defensive assets 

— Australian rates still attractive: The Australian yield curve is still positively sloped, 
making it a better relative value than many of its peers, and its IG spreads are some of 
the widest in the developed world and offer above-average pickup to other markets. 

— Attractive yields in EM: Real yields in this sector are generally very attractive and we 
prefer quality EM currencies against the backdrop of a generally weaker dollar.  

Process 
In-house research to understand the key drivers of return: 
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Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for distribution 
only under such circumstances as may be permitted by applicable laws. This document does not constitute personal investment advice or a 
personal recommendation and it does not consider in any way the objectives, financial situation or needs of any recipients. All recipients are 
recommended to consult with their independent tax, financial and legal advisers prior to any investment. 

This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or 
participate in any trading strategy. Moreover, the information in this document will not affect Nikko AM’s investment strategy in any way. The 
information and opinions in this document have been derived from or reached from sources believed in good faith to be reliable but have not 
been independently verified. Nikko AM makes no guarantee, representation or warranty, express or implied, and accepts no responsibility or 
liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts, projections, estimates or 
prospects contained within this document. This document should not be regarded by recipients as a substitute for the exercise of their own 
judgment. Opinions stated in this document may change without notice. 

In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates of 
future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal investment. 
The mention of individual securities, sectors, regions or countries within this document does not imply a recommendation to buy or sell. 

Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, provided 
that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements. 

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by Nikko 
AM is strictly prohibited. 

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is it 
intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No. 
368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association. 

United Kingdom: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated in the United 
Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial promotion for the purposes of the 
Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed at professional 
clients as defined in the FCA Handbook of Rules and Guidance.  

Luxembourg and Germany: This document is communicated by Nikko Asset Management Luxembourg S.A., which is authorised and regulated in 
the Grand Duchy of Luxembourg by the Commission de Surveillance du Secateur Financier (the CSSF) as a management company authorised 
under Chapter 15 of the Law of 17 December 2010 (No S00000717) and as an alternative investment fund manager according to the Law of 12 July 
2013 (No. A00002630).  

United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. Any offering or distribution of 
a Fund in the United States may only be conducted via a licensed and registered broker-dealer or a duly qualified entity. Nikko Asset Management 
Americas, Inc. is a United States Registered Investment Adviser.  

Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), and intermediaries 
only. Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of Singapore.  

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries only. 
The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory authority in Hong Kong. Nikko 
Asset Management Hong Kong Limited is a licensed corporation in Hong Kong.  

New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562). It 
is for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only.  

Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer 
to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the addressee only 
and must not be passed to, issued to, or shown to the public generally.  

Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the Kuwaiti 
Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis a private placement 
or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No private or public 
offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in Kuwait. No marketing 
or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.  

Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised and regulated 
by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the United 
Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in 
full or in part for any purpose whatsoever without a prior written permission from Nikko AME.  

This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or 
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko AME is 
not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and that person will not 
therefore benefit from any protections that would be available to such clients.  

Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any 
time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or 
have provided significant advice or investment services in any investments referred to in this document or in related investments. Relevant 
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confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings group and not available to 
Nikko AME because of regulations or internal procedure is not reflected in this document. The investments mentioned in this document may not 
be eligible for sale in some states or countries, and they may not be suitable for all types of investors.  

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by 
the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an 
offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive 
Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of 
whatsoever nature within the territory of the Sultanate of Oman.  

Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent 
investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public and should not be 
reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior 
written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded in your jurisdiction and any inquiries 
regarding the Strategies should be made to Nikko AME.  

United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to constitute, 
a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being offered to a 
limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in an investment 
in such Strategy, and (b) upon their specific request. The Strategy has not been approved by or licensed or registered with the UAE Central Bank, 
the Securities and Commodities Authority or any other relevant licensing authorities or governmental agencies in the UAE. This document is for 
the use of the named addressee only and should not be given or shown to any other person (other than employees, agents or consultants in 
connection with the addressee's consideration thereof). No transaction will be concluded in the UAE and any inquiries regarding the Strategy 
should be made to Nikko Asset Management Europe Ltd.  

Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be 
construed as, an offering of financial investment products or services. Nikko AM is not making any representation with respect to the eligibility of 
any person to acquire any financial investment product or service. The offering and sale of any financial investment product is subject to the 
applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered 
under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such 
registered fund shall be conducted only through a locally licensed distributor. 
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