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The S&P 500 advanced +8.92% during November, putting in its best
monthly showing in 18 months. The rally also extended to bonds, as
yields continued to fall. What next?

Summary

November has been a great month for risk. For over 5 weeks now, the US stock market, along with most
other asset classes, has been on a rally. The S&P 500 advanced +8.92% during November, putting in its
best monthly showing in 18 months. The rally also extended to bonds, as yields continued to fall. It
seems, nobody is taking seriously Federal Reserve Chair Jerome Powell’s warning that it’s “premature” to
start talking about interest rate cuts.

The S&P 500 is now -5% from its all time high of January 3, 2022, and its total return index (which takes
into account dividends) is merely -1.1% away from its previous all-time high.

Meanwhile in Europe, the EuroStoxx 50 has hit a 52-week high, and is inching close to its all-time high of
July 2007.

Looking ahead to 2024, one theme that stands out to me is the influence of Chinese Apps on US and
European consumers as well as the price dynamics.

Chinese companies that have thrived and beaten competition in a market of 1.4 billion people, often find
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it  comparatively  easier  to  outpace  competitors  in  European  markets  with  considerably  smaller
populations of 30- 50 million. While cultural disparities exist, the universal truth remains: Low price
combined with high quality, equals an increased market share. This dynamic is already evident in the
automotive manufacturing industry where Chinese cars are competing strongly on both pricing and
quality.

At this point last year, as I peered into the upcoming year and put down my end of year target for the
S&P 500, I had anticipated a +12% increase for the index in 2023. However, we’re currently on a
trajectory for a +20% increase for the year. Glancing forward to next year, even if there is to be a
recession in the US (which I believe will be a mild one), I forecast the S&P 500 surpassing 5,000 by the
close of 2024, indicating a +10% rise.

An early Santa Claus rally; disinflation in 2024 (and beyond)

The holiday season is almost upon us and it’s good to see a consistent sea of green on Bloomberg screens
over the last few weeks.

Very soon, it will be high season for holiday shopping. My rule for holiday shopping is – wait until
January. Sadly, it never works.

My two kids have kicked off the festive season by penning letters to Santa and crafting lists of their
desired gifts. I can handle that much. What gets me a bit flustered, though, is the recent tradition of “elf
on the shelf.”

If your kids have outgrown this tradition or aren’t interested in the whole “elf on the shelf” affair, count
yourself lucky and feel free to skip ahead to the equity market discussion below.

For the uninitiated, the elf on the shelf is a toy elf that keeps a watchful eye on children’s behaviour,
reporting back to Santa every night from its perch on the shelf. Each morning, it magically relocates to a
new spot in the house, and the kids eagerly search for its new position.

One nerve-wracking incident this week had me jolt awake at 4 am—I had forgotten to move the elf before
calling it a night.

Already guilty of a similar slip-up, I had already used the “bad weather hindered the elf’s journey back to
the North Pole” excuse. I can’t use that one again! Well, the great British weather might excuse it, but I’d
rather not raise any doubts, if you catch my drift.

Those that have promoted this practise seem to believe it’s good way to keep kids in line during the
holiday season. I say to them – I too had something like this watching my behaviour and keeping me in
line when I was a kid. I called him Dad.

Anyway, back to the markets!

The yield on the benchmark 10-year US Treasury bond is now at +4.1% (chart below), down from +5% –
its highest yield since 2007 – only one month ago.

US Yield curve from 1 month to 30 years: Current and 2 months ago
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The sharp rally in the bond market is fuelled by the growing anticipation of forthcoming US interest rate
reductions in 2024. Currently, US interest-rate futures are indicating an approximate 125 basis points
(where 100 basis points equal 1%) decrease in fed fund rates for the upcoming year.

The 2-year yield, which typically mirrors shorter-term interest rate projections most closely, continued its
decline, hitting +4.5% earlier this week, down from its peak of +5.25%, six weeks ago. Despite the US
Federal Reserve (Fed) having increased its federal funds rate by 525 bps since March 2022, it has
abstained from raising rates in three out of its past four meetings.

There is no expectation for a rate hike at its meeting scheduled for December 13 next week.

On November 28, Fed Governor Christopher Waller said that if inflation continues to decline in the
coming months, the Fed will likely start cutting rates. “There is no reason to say we will keep it really
high,” Waller said during an event at the American Enterprise Institute.

November has been a great month for risk. For over 5 weeks now, the stock market, along with most
other asset classes, has been on a rally.

The S&P 500 (SPX) advanced +8.92% during November, putting in its best monthly showing in 18
months. The only other stronger months since the COVID pandemic, were April 2020 and November
2020. The rally also extended to bonds, as yields continued to fall. It seems, nobody is taking seriously
Fed Chair Jerome Powell’s warning that it’s “premature” to start talking about rate cuts.

The SPX is now -5% from its all  time high of  January 3,  2022. However,  if  you take into account
dividends, the SPX total return index, is almost at the brink of setting new record highs. The total return
index is merely -1.1% away from its previous all-time high.

Moreover, the SPX pattern closely resembles a cup and handle (see chart below), a configuration that
technical analysts view as a bullish indicator.

New highs in 2024? Well, wouldn’t that be welcome after a gap of 2 years!

S&P 500 Total Return Index (SPXT): 5-Year price chart
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Looking ahead to 2024, one theme that stands out to me is the influence of Chinese Apps on US and
European consumers, as well as the price dynamics.

If you’ve followed the development of the Chinese economy over the last three decades, then you’ll know
that what happens in China doesn’t always stay in China. China has a long history of upending trends.

A prime example is when China unilaterally devalued its currency from 5.8 RMB/USD to 8.7 RMB/USD.
This decision largely flew under the radar for many investors due to China’s limited global economic
influence at the time. Currency devaluations don’t swiftly affect economies; it takes time for supply
chains to adjust, and corporations typically hedge their foreign exchange exposure for several years. The
impact of China’s devaluation in late 1994, took three years to impact its trade rivals. Subsequently, in
1997, the Thai Baht was forced to devalue, setting off a series of events that led to the Asian financial
crisis, leaving a lasting impact on those who witnessed it firsthand.

Last week, I was on CNBC to discuss PDD Holding’s (PDD – principally agriculture focused commerce
platform in China and the now uber-popular e-commerce platform Temu in North America) earnings, and
China consumer stocks. Here’s a short clip from that interview

Notably, Chinese e-commerce entities have gained substantial traction in China (Covid-19 accelerated the
e-commerce trend in China) and they are now expanding vigorously in the US and Europe.

It’s a great time for Chinese apps, as both Western and Chinese consumers share a common desire for
seeking attractive “bargains” when making purchase. While the Western consumers grapple with the
ongoing “cost of living” crisis, Chinese consumers face a decline in “property wealth,” due to China’s
economic shift away from property-driven growth.

Chinese companies that have thrived and beaten competition in a market of 1.4 billion people, often find
it  comparatively  easier  to  outpace  competitors  in  European  markets  with  considerably  smaller
populations of 30- 50 million. While cultural disparities exist, the universal truth remains: Low price
combined with high quality equals an increased market share.

This dynamic is already evident in the automotive manufacturing industry where Chinese cars, competing

https://www.cnbc.com/video/2023/11/29/chinese-consumer-stocks-are-undervalued-cio-says.html
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strongly on both pricing and quality, are challenging and surpassing esteemed German manufacturers,
leaving them struggling to keep up.

Chinese manufacturers who have been selling on platforms such as Tmall, Shein, or Pinduoduo (PDD)
have a significant background in producing goods for foreign brands. These sellers are now venturing
into establishing their own brands. This transformation is motivated by a desire for autonomy and the
promise of higher profitability.

Back in 1994, China’s GDP was one-third the size of the US. However, today, China’s economy has grown
to be as substantial as, if not larger than, that of the US, especially on a purchasing power parity (PPP)
basis. Consequently, China’s influence on the rest of the world has become more rapid and significant.

Temu, PDD’s overseas initiative launched in the US in September 2022 and is now available in 48
countries, including across Europe and the Middle East, as well as South East Asia and Australia.

Much like during China’s rise to manufacturing dominance over two decades ago, China’s prowess in the
App-driven economy, leveraging its vast internet user base for testing preferences and optimizing AI
models, is poised to disrupt daily consumer goods markets globally. They’re also getting smarter and
learning from challenges faced by Chinese companies in the West. Both Shein and Temu have sought to
avoid the kind of scrutiny TikTok has come under by attempting to mark a distance from their Chinese
roots. In 2021, Shein changed its parent company from a Hong Kong-registered firm to a Singapore-
incorporated entity.  Temu is based in Boston and runs its U.S. business through a Delaware-based
company.

In a nutshell – more choice, and lower prices for consumers in US and Europe.

China’s hard working culture that values math and science, is far outpacing the western world and
helping China develop better apps. Meanwhile, the West is busy glorifying wealth through celebrities,
and kids aspiring to become “social influencers,” entertainers, or sports stars, evident in the exorbitant
salaries paid in these fields. Even an assistant football coach at a US university can command a multi-
million dollar salary. The diligence and dedication to quality education that propelled the US and the
West to their peak, have lost momentum. This drive has shifted towards nations – China and India in
particular, that still champion hard work, scientific education, and perseverance.

The transformation initiated by Chinese manufacturers selling on Amazon post the 2008 financial crisis
has evolved, bringing Chinese companies directly into Western households through their Amazon-like
platforms.  The evolving landscape of  Chinese consumer apps demands close attention for potential
impacts on the Western market in the years ahead.

Markets and the Economy

With inflation back on target in the short term, economic data looking unimpressive, and very weak
foreign conditions in China and Europe, the Fed Funds Rate is looking increasingly tight, relative to what
the US economy needs.

Chair Powell’s exhortation this week that “it is premature….to speculate on when policy might ease,”
seems to have fallen on deaf ears as the market is correctly betting on interest rates have gone from easy
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to too tight.

As a result, over recent weeks, we have seen a robust rally in equities across the globe (see chart below).

The SPX is on track for a +20% year.

While most equity markets have performed well this year, there have been exceptions, particularly in
China and the Emerging Market index, where China holds significant weight.

Benchmark Global Equity Index Performance (2022; 2023 YTD and November 2023)

In 2024, closely monitoring the US labour market will be crucial, given that a key hallmark of a recession,
involves a decline in overall payrolls and an increase in the unemployment rate.

Throughout 2023, US payrolls continued to expand, although at a slower pace compared to 2022.

In 2022, job growth stood at a robust 410,000 per month. During the initial half of this year, job growth
averaged 250,000 per month, while over the latter six months, the rate dropped to 180,000 per month i.e.
a slowing trend.

Furthermore, we are seeing the first signs of a growing slowdown in the jobs market. The US job
openings as measured by US Job Openings and Labor Turnover Survey (JOLTS), fell to their lowest level
in more than two-and-a-half years in October. Business advertisements for job vacancies dropped from
9.6 million in September to 8.7 million in October, below the consensus forecast of 9.3 million. Job
openings serve as a reliable gauge of labour demand.

Chairman Powell often references the ratio of job openings to unemployed workers, as a favoured metric
for assessing labour market tightness. This ratio had previously reached as high as 2.0 (two openings per
unemployed person) but has now retreated to 1.34, nearing the pre-pandemic range of 1.2 to 1.25, and
declining rapidly.



© 2026 Crossbridge Capital. All rights reserved.
This material is provided for informational purposes only and does not constitute investment advice.

Page 7 of 47   |   crossbridgecapital.com

Interestingly, the JOLTS data appears to be closely linked to movements in the SPX. Where JOLTS trends,
the SPX tends to follow (see chart below). However, a rate cut could potentially alter this trajectory
entirely.

US Job Openings and Labor Turnover Survey (JOLTS) and S&P 500 – 20 Year Price chart

Source: Bloomberg

Meanwhile in Europe, the EuroStoxx 50 (SX5E) has hit a 52-week high and is inching close to its all-time
high of July 2007. Despite a rapid rise in short-term interest rates by 450 basis points in 14 months, from
-0.5% in June 2022 to +4.0% in September this year, both the SX5E and the German equity benchmark
DAX have shown substantial gains.

The DAX has soared +12.6% in last 6 weeks alone.

In 2023,  Europe experienced a mixed bag –  averting an energy crisis  over  the winter,  but  facing
disappointing GDP growth since the spring. Consequently, private consumption remained subdued, while
investment continued relatively strong.

November saw a decline in inflation in the Eurozone to +2.4%, down from 2.9% the previous month,
edging closer to the ECB’s 2% inflation target, and all but confirming that the ECB’s rate hiking cycle is
over. Among the EU bloc’s largest economies, annual inflation fell in Germany to +2.3%, France to
+3.8%, Italy to +0.7% and Spain to +3.2%, according to EU-harmonized data. A rate cut in the Eurozone
looms.

With wage growth in the Eurozone now outpacing prices, consumers’ purchasing power is set to be
enhanced.  The combination of  increased consumer spending power and a potential  rate cut,  could
provide further upward momentum for the SX5E.

If you ever saw a “cup and handle” bullish chart then this has to be it. A rather deep cup you may say,
which has been 18 years in the making.

EuroStoxx 50: 20-year price chart
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Over the past six weeks, prices of high yield bonds have surged, driven by a combination of declining
rates and reduced spreads. The US high yield index has risen by +6% during this period (see chart
below)

While yields for European high yield bonds, still exceed the levels observed at the height of the bull
market, they have trended downwards in 2023. September saw yields around +7%, a notable decline of
about +3% from the elevated levels at the close of 2022.

Further boosting confidence among investors in high yield assets was a recent adjustment in US GDP
data, revealing slower inflation than initially estimated for the third quarter. The revision downward by
-0.1% in the Personal Consumption Expenditure (PCE) price index, which the Fed favours as its inflation
gauge, now stands at +2.8%.

With inflation in check, the Fed has more flexibility to react to growing risks in GDP growth, potentially
allowing for rate cuts without concerns of fuelling inflation. The focus has now shifted to the timing and
scale of these cuts rather than debating their possibility, let alone the risk of hikes. This positive outlook
bodes well for high yield bonds.

While the US and European high yield markets have experienced optimism, the Asia-Pacific region hasn’t
mirrored this positivity. The ongoing crisis in the Chinese real estate sector, historically a key driver of
high yield activity in the region, has significantly impacted high yield issuance across the Asia-Pacific.

The Bloomberg US Corporate High Yield Bond Index: 1 Year price chart
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In last December’s Market Viewpoints, as I looked forward to 2023, I emphasized the importance of
focusing on the medium term to navigate through short-term volatility

I wrote:

“A focus on the medium term will spare you the anxiety of short-term volatility. In this sell-off, the SPX
bottomed at 3600 in June [2022] and here we are end of the year, with the SPX at 4,000. Central banks
can change the narrative without any warning. It can lead to a shallower recession (or a recession
avoided). If you turn bullish when everyone else is bullish, then you are buying late in the cycle. There is
an opportunity cost to it  which accumulates over time. Instead, I  recommend you focus on market
internals and invest in tranches over time. My end-of-2023 target for the SPX is 4,290.”

I was expecting 2023 to be a +12% year for the SPX. Instead, we are on track to have a +20% year, with
the SPX currently at 4565.

So, what’s my target for the SPX for next year, you ask ?

Looking ahead to next year, even in the scenario of a US recession, I anticipate the SPX to reach over
5,000 by the end of 2024, marking a +10% year.

As this year comes to a close, I’d like to express my gratitude for your time and attention.

Wishing you and your loved ones a joyous holiday season and a Happy New Year. For those celebrating
Christmas, I hope it’s a fantastic one filled with warmth and happiness.

 
Best wishes,

Manish Singh, CFA

https://crossbridgecapital.com/?post_type=marketview-points&p=4950
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Halloween season Inflation concept as Autumn pumpkin symbol with an upward leaning financial chart
arrow representing rising Fall seasonal prices and the rising costs of taxes and expenses or higher credit
debt as a funny jack o lantern.

There’s nothing spooky about the recent equity market sell-off, we are
peak rates, inflation is coming down fast.

Summary

US GDP grew at the annualised rate +4.9% in Q3 2023, a notable improvement from the +2.1% in Q2.
Arguably, one of the most noteworthy highlights from the GDP data, was the significant decline in core
PCE (Personal Consumption Expenditure) inflation. The Core PCE increased by +5.0% in Q1, +3.7% in
Q2, but then markedly slowed to +2.4% in Q3. This brings it much closer to the +2% target set by the US
Federal Reserve. This combination of diminishing price hikes and a resilient economy, augurs well for the
prospect of a soft-landing scenario in the US, whereby inflation recedes without triggering a recession.

The S&P 500 is down -10% from its July high. Many stocks are not overvalued, and a significant portion
of them have experienced no growth over the past 12-24 months, due to the notable rise in interest rates.
In fact, at present, there are only two sectors – communication services and technology – that have
outperformed the S&P 500 in the last twelve months.
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As per the American Association of Individual Investors (AAII) survey, bearish sentiment has surged by
8.6 percentage points in just one week, marking the most substantial weekly increase since February.
The bearish sentiment now surpasses the bullish sentiment by a margin of 13.9 percentage points, which
is the widest gap seen since May.

We are now at peak interest rates this cycle and rates are headed down from here. This seems to align
favourably for a Q4 rally in equities, consistent with historical seasonality trends. There’s nothing spooky
about the recent equity market sell-off.  It  should not unnerve investors who maintain a thoughtful,
medium to long-term investment approach.

“Spooky” equity markets?

Ah, Halloween!

In the 1970s, an experiment sought to determine whether Halloween trick-or-treaters would indulge in
taking more candy than allowed, from an unattended bowl.

Predictably, the findings indicated that indeed they did. However, when researchers positioned a mirror
next to the candy bowl, children were less inclined to overindulge. Evidently, catching a reflection of
themselves heightened their self-awareness, subsequently promoting a greater sense of responsibility
and honesty.

So,  consider  incorporating  a  mirror  into  your  Halloween decor  this  year,  if  you  plan  to  leave  an
unattended candy bowl at your doorstep.

There’s a valuable message for elders as well: Occasionally, take a moment to reflect on yourself. It will
foster greater honesty and responsibility and a reduced inclination to blame others.

Moving on to markets…

With the NASDAQ down -11% and the S&P 500 (SPX) down -9% over the last 12 weeks (see table below),
you could say that stocks are already spooked leading into Halloween.

What’s next – trick or treat?

Let’s look at the individual investor sentiments first.

One of the most dependable indicators, is the American Association of Individual Investors (AAII) survey,
which currently reveals a bullish sentiment of 29.3% and a bearish sentiment of 43.2%. This represents
the highest reading since the first week of May. Notably, bearish sentiment has surged by 8.6 percentage
points in just one week, marking the most substantial weekly increase since February. The bearish
sentiment now surpasses the bullish sentiment by a margin of 13.9 percentage points, which is the widest
gap seen since May.

Taking  a  closer  look  at  individual  stocks,  when comparing  the  Earnings  Yield  (the  inverse  of  the
Price/Earnings ratio) to their respective 10-year averages, 44 companies within the S&P 100, the largest-
cap index, are currently trading with a trailing earnings yield at least 1% higher than their decade-long
average.
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The energy and automotive sectors top this list, boasting attractive earnings yields, due to either robust
recent earnings (in the case of energy) or concerns about future earnings (in the case of autos). Other
industries that feature prominently on this list include industrials, telecoms, banks, insurance companies,
retailers, and payment firms.

Benchmark Global Equity Index Performance (2022; 2023 YTD and 2023 August-October MTD)

Source: Bloomberg

Regarding the overall US economy, Q3 GDP surged at an annualized rate of +4.9%, surpassing the
estimated +4.5%, and representing a notable improvement from the +2.1% in Q2.

Here are some key points to consider:

Housing and government  spending,  both essential  components  of  domestic  demand,  have
undergone a remarkable transformation, from being significant headwinds in 2021 and 2022,
to becoming substantial tailwinds. Housing activity is on the rise, and government spending on
goods and services remains robust. However, the ascent of mortgage rates to nearly +8%, the
highest since mid-2000, could potentially dampen housing demand

The buildup in inventories significantly contributed to the economic expansion in the third
quarter, contributing more than 1 percentage point to growth.

Real  income,  which  accounts  for  after-tax  and  inflation-adjusted  income  for  Americans,
declined at an annualized rate of -1% in Q3. This is the most substantial quarter-over-quarter
drop in real household income growth since Q2 of 2022

The deceleration in real income among Americans may raise some concerns, but on a more optimistic
note,  the slowing of  nominal  earnings,  while  GDP continues to  grow,  suggests  a  rapid reversal  of
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inflationary trends.

US GDP data is one set of data points that the US Bureau of Economic Analysis (BEA) produces as part of
its quarterly National Income and Product Accounts (NIPA) data release.

Arguably,  one of  the most noteworthy highlights from last  week’s quarterly NIPA release,  was the
significant decline in core PCE (Personal Consumption Expenditure) inflation.

While the US GDP price index (distinct from the US Consumer Price Index, although both gauge inflation)
surged at an annualized rate of +3.5%, compared to +1.7% in Q2 and an expected +2.7%, the US core
inflation, as measured by the Personal Consumption Expenditure (PCE) index, is experiencing a sharp
downturn in 2023.

The Core PCE increased by +5.0% in Q1, +3.7% in Q2, but then markedly slowed to +2.4% in Q3. This
brings it much closer to the +2% target set by the US Federal Reserve (Fed).

Consequently, not only is the Fed likely to keep interest rates steady at its upcoming meeting, but it may
also embark on an extended period of unchanged rates. This combination of diminishing price hikes and a
resilient economy augurs well for the prospect of a soft-landing scenario, where inflation recedes without
triggering a recession, as previously discussed in last month’s Market Viewpoints.

Taking a closer look at specific sectors, despite the SPX’s impressive +8% gain over the past year, most
sectors have failed to match the broad market’s performance.

In fact, at present, there are only two sectors (as depicted in the chart below) that have outperformed the
SPX in the last twelve months: Communication Services, boasting a remarkable +32% gain, and the
Technology sector, which has seen an impressive +29% increase over the past 12 months.

Examining the relative strength lines of each sector below, it becomes evident that these two groups have
consistently outshone the broader market since October of the previous year. There exists a substantial
gap between their relative performance and that of other sectors.

https://crossbridgecapital.com/?post_type=marketview-points&p=5183
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Source: Bespoke Invest

Technology (XLK) and Communication Services (XLC) have significantly bolstered the SPX, while most
other stocks have struggled amid rising interest rates. However, in the past 12 weeks, both XLK and XLC
have experienced -10% to -12% decline, which has, in turn, weighed down the SPX. This sell-off is
primarily driven by the downturn in the Technology and Communication Services sectors, even though
they have consistently been the top performers.

Now, we find ourselves at the peak of interest rates, which offers ample cause for optimism, given that
rates are headed lower from here.

More than a decade ago,  Marc Andreessen,  the co-founder of  the venture capital  firm Andreessen
Horowitz, famously declared that “software is eating the world.” This assertion holds truer today than
ever before.

Below is data from a report by the Philadelphia Federal Reserve which lists out capital expenditure plans
for this year, and compares it to the change from last year.
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Software continues to experience an upswing in capital expenditure allocation within corporate
budgets, overshadowing investment in almost every other sector. Not even the category of Energy-
Savings Investments, which had recently captured the attention of most C-suite executives aiming to
enhance their ESG (Environmental, Social, Governance) credentials, has been exempt from this trend.

Tech and software stocks still hold great promise.

So, overall, there’s nothing spooky about the recent sell-off. It should not unnerve investors who maintain
a thoughtful, medium to long-term investment approach. However, traders who engage in short-term
trading and utilize leverage should remain attentive to market volatility, particularly if concerns about a
recession intensify.

Think of this sell-off as a momentary startle, akin to a “one-day ‘Boo!’” or “a bump in the night.” Embrace
it as an opportunity to initiate long trades and, if feasible, structure these trades to generate returns
through structured equity strategies, a view I consistently emphasize each month in these pages.

Rest assured, there will be no Halloween-themed puns in the following section.

Markets and the Economy

The seven technology stocks – Apple, Google, Facebook, Microsoft, Amazon, Tesla, and NVIDIA, have
been responsible for all the year-to-date (YTD) gains in the MSCI’s All-Country World Index (ACWI),
which encompasses nearly 3,000 large and mid-sized companies. The seven stocks have been dubbed the
“Magnificent Seven.”

Those  of  a  certain  vintage  (and  Western  film  fanatics)  will  remember  the  classic  1960  film  The
Magnificent Seven. This cinematic masterpiece, features an ensemble cast of acting icons, including Yul
Brynner, Steve McQueen, Charles Bronson, and James Coburn, among other distinguished stars.

In the movie,  “The Seven” gunslingers lead by Brynner (as Chris Adams) come to the rescue of a
besieged village under assault from bandits. The “Magnificent Seven” tech stocks have come to rescue
the  stock  market.  Without  the  contributions  of  these  seven  stocks,  the  ACWI  index  would  have
experienced a decline YTD. Together, they have added a cumulative 40 points to the index, which has
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seen an overall increase of 37 points.

The SPX is currently trading at approximately18 times projected earnings for the next 12 months, in
contrast to the MSCI All-Country (excluding US) stocks, which are trading at about 12 times earnings.

It’s worth noting that US stocks are not overvalued; it’s the stocks from the rest of the world that are
attractively priced. Geopolitical uncertainties bear down on the valuation of non-US stocks. Historically,
geopolitical concerns have had a more pronounced impact on markets outside the US.

It’s important to highlight that the “Magnificent Seven” experienced a -48% decline (as depicted in the
chart below) during the 2021-22 tech sell-off, coinciding with the onset of interest rate hikes. However, it
is a testament to their resilience that these stocks have not only recouped all their losses in just under 18
months but have done so during a period of rising interest rates.

The Bloomberg “Magnificent Seven” Total Return Index – 5-year price chart

Source: Bloomberg

Five of the “Magnificent seven” stocks – Amazon, Microsoft, Meta, Alphabet, and Tesla – have already
reported their third-quarter earnings. Apple is scheduled to release its report on Thursday, and Nvidia’s
earnings are expected on November 21.

Robust recovery in online advertising expenditures, sustained expansion in the cloud-computing sector,
effective cost management, and controlled hiring practices have collectively contributed to an impressive
earnings performance for these leading tech giants.

However,  the  big  tech  stocks  are  down  approximately  -15% from their  recent  peaks,  with  Tesla
experiencing a substantial -30% decrease. Notably, the Q3 earnings reports from major tech companies
have consistently underscored substantial investments in Artificial Intelligence (AI), a trend that could
favourably impact Nvidia.

Moving on to Europe
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In another indication that we have reached the peak in interest rates, the European Central Bank (ECB)
opted to keep rates unchanged during its recent meeting.

The ECB presented a rather unremarkable policy statement, stating that “incoming information broadly
confirmed the previous assessment” of the economy and inflation.

The ECB Governing Council emphasized the need to maintain the current rate level “for a sufficiently
long period.” It pointed out that rate increases have been “increasingly dampening demand,” and most
underlying inflation measures have continued to trend downward.

ECB President Christine Lagarde noted that the European economy “remains weak” with “some signs of
labour market weakening.” Although the economy is expected to strengthen in the coming years, she
mentioned that “credit dynamics have weakened further.” ECB’s stance is to remain steady and hold the
current rates. Rate cuts were not discussed. In general, they believe that “now is not the time for forward
guidance.”

While the ECB, much like the Fed, cannot explicitly declare that it has reached its terminal rate, it
appears highly unlikely that further rate hikes will be implemented, as the delayed impacts of tightening
policies are expected to unfold “through Q4 2023 and Q1 2024.”

Here’s an intriguing data point to consider: the correlation between stocks and bonds.

After an extended period during which stock and bond prices moved in opposite directions, we are now
witnessing a notable uptick in the correlation between these two asset classes.

Source: Bespoke Invest

In  the  chart  above,  provided  by  our  research  partner,  Bespoke  Invest,  we  observe  the  historical
correlation between daily fluctuations in the NASDAQ 100 and 10-year Treasury prices. The data reveals
that  this  correlation  steadily  declined from the  1980s  through the  2010s  but  has  recently  seen a
resurgence.
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In essence, around 35 years ago, stocks and bonds typically moved in tandem. However, this pattern
reversed over the course of the 2010s, when they consistently exhibited opposing movements. In the past
few years, this trend has reverted once more, with bond and stock prices now exhibiting a synchronized
movement, marking a complete turnaround from the behaviour observed over the past two decades.

What adds an intriguing dimension to this observation is that this same pattern of stock-bond correlations
diminishing and subsequently reversing, can also be applied to interest rates. In other words, in a high-
rate environment (bond yields as proxy), stocks and bonds exhibit a positive correlation, whereas in a
low-rate environment, this correlation tends to dissipate.

One possible explanation for this phenomenon could be inflation.

Low interest rates (good for stocks) typically coincide with periods of low inflation. However, when
inflation starts to climb, it  necessitates central  banks to respond not only to economic growth and
employment,  but  also to  inflation itself.  This  dynamic creates  the potential  for  periods of  sluggish
economic growth and the implementation of  restrictive monetary policies (bad both for  stocks and
bonds),  which are less feasible during low inflation periods. This upswing in rates may explain the
growing correlation between bond and stock prices.

They also seem to reflect the reality that central banks are as much of a risk to economic activity and risk
assets, as they are a support when inflation concerns were not a prominent issue.

A trade in small-cap stocks is becoming increasingly attractive, especially as interest rates begin to trend
lower.

Throughout  this  year,  the  gap  in  performance  between small-cap  stocks  and  large-cap  stocks  has
continued to widen. The small-cap Russell 2000 index is currently down over -33% from its post-Covid
highs. In contrast, large-cap stocks have displayed more resilience, with the SPX declining by less than
-14%  from  its  post-Covid  high.  Consequently,  this  divergence  has  resulted  in  the  large-cap  SPX
outperforming the small-cap S&P 600 by more than 15 percentage points in 2023.

The performance gap between the two indices is notable across most sectors, as illustrated in the chart
below. It provides a year-to-date comparison of the performance of large-cap (SPX) and small-cap (S&P
600) sectors, thus far this year.
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Source: Bespoke Invest

As  previously  mentioned,  there  is  no  need  for  undue  apprehension  and  stock  valuations  are  not
excessively high, nor is market sentiment overly bullish.

Taking a broader perspective, many stocks are not overvalued, and a significant portion of them have
experienced no growth over the past 12-24 months, due to the notable rise in interest rates.

All these factors seem to align favourably for a potential Q4 rally, consistent with historical seasonality
trends, as discussed in our September Market Viewpoints

Benchmark US equity sector performance (2022, 2023 YTD and 2023 YTD relative to the S&P
500 Index)

In the table above, you can observe the sector-level performance of the SPX. On a 24-month basis (the
first column), with the exception of the energy sector, all other sectors are displaying negative returns.

The cycle of rising interest rates appears to have concluded, and the prospect of rate cuts in the near
future,  is  on the horizon.  This  transition may introduce a  period of  increased volatility  as  market

https://crossbridgecapital.com/?post_type=marketview-points&p=5183
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participants begin to factor in the potential for a recession.

Therefore, I emphasize the value of equity structured products as a highly effective way to invest in
equities, serving as a means to navigate and potentially benefit from heightened market volatility. These
products  provide  a  certain  level  of  capital  protection,  all  the  while  aiding  in  the  identification  of
favourable entry points in the market and offering opportunities to generate returns, even in a flat or
negative market environment.

For specific stock recommendations and insights related to structured products, please don’t hesitate to
reach out to me or your dedicated relationship manager.

 
Best wishes,

Manish Singh, CFA
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With the Federal Reserve signalling no further rate hikes, additional
risk taking will return and equity markets will respond favourably to
this shift over the next quarter.

Summary

The US Federal Reserve’s rationale for the “higher for longer” narrative, rests on the belief that the US
economy  has  displayed  a  greater  ability  to  withstand  elevated  borrowing  costs,  than  previously
anticipated. The significance of the Federal Funds Rate isn’t solely based on its level, but also on the
duration it remains elevated. The longer interest rates stay high, the greater the potential challenges it
poses for the future.

A close examination of an interest-rate sensitive sector, such as US housing construction, suggests that
although there might be a delayed response between policy actions and their impact in this economic
cycle, it would be unwise for the Fed to assume that the US economy can sustain higher rates for
extended periods.

Over the past decade, September has consistently been the weakest phase of the late summer and early
autumn consolidation period for equities. This year, September seasonality has stayed true to form, with
the S&P 500 index declining by -5.17% so far this month.

However, there’s reason for optimism when it comes to seasonality. The last quarter of the year typically
brings about more stable and favourable trends. Seasonal indicators make a significant shift from a
predominantly bearish outlook to a strongly bullish tone. Historically, October, November, and December
have consistently ranked among the most favourable months for the equity market.

The global monetary policy cycle has pivoted toward easing, led by central banks in Latin America and
other Emerging Markets. Developed markets are likely to follow suit, and despite some slowing in the US
consumer sector, aggregate demand remains robust. With the Federal Reserve signalling no further rate
hikes, additional risk taking will return and equity markets will respond favourably to this shift over the
next quarter.

The fabled “soft landing” is still on

With inflation having receded by two-thirds from its peak, a resilient job market, and the economy
maintaining a solid +2% growth rate, the US economy appears tantalizingly close to achieving the fabled
“soft landing” scenario – tightening monetary policy to fight inflation, without causing a recession.

This outcome has left almost everyone perplexed, especially considering that US interest rates, currently
at +5.25%, stand at their highest point in 22 years.

The US Federal Reserve (Fed) is so emboldened, that it not only rejects the idea of any interest rate cuts,
but also communicates that any relief from high borrowing costs,  will  not be swift nor substantial.
“Higher for longer” is the phrase touted on newswires.

Fed Chair Jerome Powell remarked that “at some point, and I’m not specifying when,” it may become
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appropriate to consider rate cuts. This could occur due to “real rates rising as inflation subsides” or due
to “various factors observed in the economy.” However, Powell emphasized that there is “considerable
uncertainty” surrounding the timing of such a move.

The recently unveiled Fed projections, represented by the “dot plot” of individual interest rate estimates,
indicate that the Federal Funds Rate is expected to peak between +5.5% and +5.75%, followed by a
much slower pace of rate reductions in 2024 and 2025.

Current market expectations regarding the trajectory of the Fed Funds Rate are as follows:

Nov 1, 2023: Pause

Dec 13, 2023: Pause

Jan 31, 2024: Pause

Mar 20, 2024: Pause

May 1, 2024: Pause

Jun 12, 2024: 25 bps cut to 5.00-5.25%

Dec 18, 2024: rate of +4.75%

Implied Overnight Rate & Number of Hikes/Cuts in Fed Funds Rate

Source: Bloomberg
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Despite maintaining a stance of tight monetary policy, with a commitment to keeping rates higher for an
extended period, the Fed projected that the US economy would continue to exhibit notable resilience,
with no significant uptick in the unemployment rate.

The rationale behind the “higher for longer” approach, rests on the belief that the US economy has
displayed a greater ability to withstand elevated borrowing costs than previously anticipated.

However,  I  am  somewhat  concerned  that  the  Fed  appears  overly  confident  in  its  growth  and
unemployment rate forecast, asserting that the US economy requires and can endure prolonged periods
of high interest rates.

This concern arises because,  if  we look back at  the Summary of  Economic Projections (SEP) from
September 2021, the US Consumer Price Index (CPI) had already surpassed the +5% mark, and yet the
Fed’s projections pointed to rate hikes of just +1% by the conclusion of 2023. We are now at +5.25% and
could go 25 bps higher. That’s an astounding 4.5% between the forecast and the actual outcome

Therefore, it’s always worth bearing in mind that Fed “forecasts” and assurances are considerably less
reliable than you might think, and they can change course at quite short notice.

The significance of the Fed Funds Rate, isn’t solely based on its level, but also on the duration it remains
elevated. The longer interest rates stay high, the greater the potential challenges it poses for the future.

A close examination of an interest-rate sensitive sector, such as housing construction, suggests that
although there might be a delayed response between policy actions and their impact in this economic
cycle, it would be unwise for the Fed to assume that the US economy can sustain higher rates for
extended periods.

Here are some key observations:

The National Association of Home Builders (NAHB)/Wells Fargo homebuilder sentiment index,
depicted in the chart below, declined to 45 this month from a reading of 50 in August. This
drop in builder sentiment, marks the first decline in nine months (see chart below)

Traditionally, when US interest rates and mortgage rates rise, it adversely affects US housing
affordability,  leading to reduced demand for new housing and, consequently,  a decline in
residential construction. However, the current situation deviates somewhat from this pattern.
Homeowners who secured low-rate mortgages prior to 2022 have been hesitant to sell their
homes, resulting in a reduced supply of homes available for sale in the secondary market. This
phenomenon has,  to  some extent,  supported new construction activity,  giving rise  to  the
erroneous belief that housing demand remains strong despite higher interest rates

Nevertheless, the tide appears to be changing. Recent data indicates that the recovery has lost
momentum, and the underpinning for new construction is beginning to erode. The sentiment
index, a gauge of homebuilders’ confidence, has now declined for two consecutive months,
after rising for seven consecutive readings. The index has dipped below the 50-point threshold,
signalling that more builders perceive conditions as unfavourable than favourable
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Notably, 32% of builders reported reducing home prices in September, an increase from the
25% reported in August. Since the Fed initiated interest rate hikes in March 2022, mortgage
rates have climbed and remained above 7% since early August, marking their highest level
since 2002.

The National Association of Home Builders/Wells Fargo US homebuilder sentiment index

Source: Bloomberg

Having achieved its goal of bringing inflation down, will the Fed tempt its fate and cause a recession?

It wouldn’t be wise to dismiss this possibility.

Monetary policy is highly restrictive globally.

Displayed below is a chart illustrating GDP-weighted global monetary policy rates, which encompasses 38
central banks spanning across frontier, emerging, and developed markets. Following a significant rate
hike by the Turkish central bank just last week, accompanied by similar moves from Sweden and Norway,
policy rates have now reached their highest collective level since July 1995.
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Source: Bespoke Invest

A notable shift is beginning to take shape, and it’s a welcome development.

Just  last  Wednesday,  Brazil  took  the  step  of  reducing  interest  rates  for  the  second  time  in  two
consecutive meetings, resulting in a cumulative reduction of 100 basis points. This move is in line with
actions taken by several other emerging market central banks, including Chile, Peru, and Poland.

It’s worth highlighting that among the central banks that opted for rate hikes, Turkey stood as the lone
exception, by not signalling an impending peak rate in the near future. In contrast, countries like the
United  Kingdom and  Switzerland  refrained  from raising  rates,  despite  market  expectations  to  the
contrary.  These  instances  of  signalling  terminal  rates  and  resisting  rate  hikes  against  market
expectations collectively indicate a global shift towards easing in the overall monetary policy cycle.

Finally, there’s growing recognition within the Bank of England (BoE) that the current challenge lies in
addressing cost-push/supply side inflation rather than inflation driven by consumer spending. Consumers
are not the primary drivers of these inflationary pressures. Consequently, raising borrowing costs and
constraining consumer spending is unlikely to be an effective strategy for combating inflation. It might
just tip the economy into a recession.

Let’s hope US Federal Reserve gets that message too. Thus far, the full weight of interest rates has not
been experienced by the economy as households and corporations are sitting pretty on cheap mortgages
rates and borrowing costs respectively struck prior to the hiking cycles. This extension of debt maturities
has deferred the impact of interest rates on the real economy. Nevertheless, over the next 12 months, we
can anticipate a broadening of the refinancing cycle, which means that interest rates will begin to exert
their effects more prominently and central banks will have to step in and ease interest rates or risk a
recession.

Markets and the Economy
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In last month’s Market Viewpoints, I  wrote: “August proved to be a month of consolidation for US
equities.  As  September  approaches,  further  consolidation  might  be  in  the  offing,  due  to  historical
seasonal patterns. Over the past decade, September has consistently been the weakest phase of the late
summer and early fall consolidation period.”

The August-September seasonality has held true to form, as is evident in the table below.

Historically, September has proven to be the most challenging month of the year for equities. So far this
September, the S&P 500 (SPX) is down just over -5% (and -6.85% over August-September)

However, it’s not nearly as bad as last year where the SPX was down -4.24% in August, and -9% in
September for a cumulative Aug-Sept decline of over -13%.

Benchmark Global Equity Index Performance (2022; 2023 YTD and 2023 Aug-Sept MTD)

So, does it get better from here?

According to historical patterns, the answer is a resounding yes.

The  final  three  months  of  the  year  typically  exhibit  smoother  and  more  positive  trends.  Seasonal
indicators shift from strongly bearish to strongly bullish, as illustrated in the chart below. October,
November, and December have traditionally been among the most favourable months for the equity
market.

However, a word of caution is warranted – October has witnessed some of history’s most spectacular
market crashes. Events such as the Bank Panic of 1907, the Stock Market Crash of 1929, and Black
Monday in 1987 all unfolded in this month. Seven of the Dow’s ten worst days occurred in October.

Nonetheless, it’s worth noting that, despite the fear often associated with October in news reports,
September  has  historically  seen  more  downturns  than  October.  Furthermore,  as  the  data  below
illustrates, October has, on average, delivered positive price gains over the past 20, 50, and 100 years.

https://crossbridgecapital.com/?post_type=marketview-points&p=5138
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Source: Bespoke Invest

Furthermore, we find ourselves in the third year of the presidential cycle, a point I previously emphasized
in February’s Market Viewpoints

The third year of a Presidential cycle tends to be the most bullish for US equity markets, with a median
return of +17% and with positive returns an incredible 95% of the time. Intuitively, this makes sense, as
US Presidents begin eyeing re-election, in the third year of their first term, and promote growth and
market-friendly policies to boost their chances of re-election.

Whatever the reason, going back to 1932, when Democrat Franklin D. Roosevelt defeated Republican
Herbert Hoover in the race for the White House, the stock market’s performance in the third year of the
Presidential cycle has been impressive. This is a statistic that mustn’t be ignored.

Now, shifting our focus to Europe:

In Germany, the Producer Price Index (PPI) has plunged, by -12.6% (as depicted in the chart below),
marking the most significant decline since this statistic’s inception in 1949. This sharp decline signifies a
rapid dissipation of inflationary pressures in the largest European economy.

Following the recent rate hike by the European Central Bank (ECB), the market currently assigns a
probability of less than 20% of another rate increase in the Eurozone during this cycle.

Germany’s  energy-intensive industries  are experiencing severe impact,  akin to  what  was witnessed
during COVID lockdowns, exacerbated by elevated energy prices compared to the pre-war in Ukraine
era.  This  piece  in  the  Financial  Times  ‘Everything  is  tired  here’:  gloom spreads  through  German
manufacturing is very telling

Per the reports, corporate insolvencies in Germany are on a notable rise:

In  the  first  half  of  2023,  German  district  courts  reported  8,571  corporate  insolvencies,
representing a substantial increase of +20.5% compared to the same period in 2022

https://crossbridgecapital.com/?post_type=marketview-points&p=5006
https://www.ft.com/content/0a6db7ee-3bc6-460c-be6f-89e05f4070a9
https://www.ft.com/content/0a6db7ee-3bc6-460c-be6f-89e05f4070a9
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In June 2023 alone, 1,548 companies filed for bankruptcy, marking a substantial year-on-year
increase of +36%

It’s hardly surprising that German Finance Minister Christian Lindner, has strongly criticised politicians
in Brussels for pushing for stricter clean energy regulations for buildings. Lindner has cautioned that
such measures could lead to a dangerous backlash among voters and contribute to the rise of far-right
political movements.

Lindner acknowledged that the controversy surrounding Germany’s heating law, had served as a valuable
lesson  that  informed  his  stance  on  the  EU’s  building  directive.  He  stated  that  these  mandates
unquestionably played a role in the ascent of the far-right Alternative for Germany (AfD) party, which is
currently polling at 22%, making it the second-most popular party in the country.

German Producer Price Index (PPI) and Consumer Price Index (CPI) YoY

Source: Bloomberg

There’s growing pushback on the “Net Zero” (the balance between the amount of greenhouse gas (GHG)
that’s produced and the amount that’s removed from the atmosphere) targets as they get more scrutiny.

In the UK, PM Rishi Sunak ignited a backlash and a Conservative civil war on the environment, as he
announced a series of U-turns on critical policies to meet “Net-zero” targets. Sunak is not the only
European leader watering down his net zero ambitions, in the face of a cost-of-living crisis, caused by
high inflation and the war in Ukraine.

There’s a rethink across the European Union (EU) nations too. A number of EU member states are
pushing for new emission rules to be eased, before the bloc’s ban on the sale of petrol and diesel cars
enters into force. France, Italy and the Czech Republic, are among a group of EU nations calling for the
new emissions limits to be weakened.

It’s encouraging to see some common sense and pragmatism return to policy discussions with the focus
back on – health of the economy and the population.
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Shifting our focus back to the US:

In the United States, a season of strikes is underway, with writers, actors, and auto workers among those
involved.  Threats of  strikes have already led to significant contracts for  airline pilots  and package
workers. Strikes pose a potential negative impact on consumer spending, especially in the auto industry.
Additionally, student loan repayments are poised to divert nearly $10 billion per month from consumer
incomes. Furthermore, the possibility of a US government shutdown looms.

However, as mentioned in the previous section, it’s essential to maintain a long-term perspective rather
than reacting to short-term volatility.

While the S&P 500 index has risen by +11% year-to-date (YTD), a closer examination reveals that several
sectors have not yet reached their 2021 highs.

The first column of the table below illustrates cumulative returns for 2022-2023 YTD.

Apart  from the  energy  sector,  no  other  sector  has  experienced  a  complete  recovery,  despite  the
impressive YTD rallies witnessed this year.

The Consumer Discretionary, Communications, and Technology sectors may appear strong on a 2023
YTD basis, but the picture changes when you consider the returns from 2022 as well.

Benchmark US equity sector performance (2022 and 2023 YTD; 2023 YTD and 2023 YTD
relative to S&P 500 Index)

At the end of July, the new bull market was in full swing, with the S&P 500 showing remarkable strength,
up exactly +20% year-to-date and a staggering +28.3% from its bear market low on October 12th, 2022.

However, a subsequent drawdown of -6.85% since its peak on July 31st has left the S&P 500 still showing
a solid +22% gain from its October 2022 low and a respectable +11% increase year-to-date.

While these performance figures accurately reflect the performance of large-cap index ETFs, a closer
examination reveals a more nuanced picture. Without the exceptional performance of a handful of mega-
cap stocks that have surged by over +30% this year and even more since their 2022 lows, the rally would
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appear considerably weaker.

The key takeaway here is that equities, when viewed in a broader context, are not overvalued. The
apparent stall in the recovery can be attributed to the significant increase in interest rates.

Over the past three months, an impressive 70% of earnings reports have exceeded estimates, ranking in
the 93rd percentile of all 90-day periods since 2001. This is a significant improvement from the 61% rate
observed last January, highlighting the momentum this year.

Additionally, the rate at which guidance is being raised has started to rise indicating that US companies
are in sound financial shape. It’s also worth noting that official data on interest costs shows that the
effective rate on corporate debt is the lowest it’s been since 1956, as per the Q2 Z1 Flow of Funds report
of the US Federal Reserve Board.

The global monetary policy cycle has pivoted toward easing, led by central banks in Latin America and
other emerging markets. Developed markets are likely to follow suit, and despite some slowing in the US
consumer sector, aggregate demand remains robust. With the Federal Reserve signalling no further rate
hikes, additional risk taking will return and markets will respond favourably to this shift over the next
quarter.

 
Best wishes,

Manish Singh, CFA
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“China’s economy is not as dire as media headlines might suggest.
Chinese equities are setting up to be a good buy. Patience will be
rewarded”

Summary

China’s GDP is set to grow by +5.2% for the whole of 2023, as per International Monetary Fund (IMF)
estimates. Is that growth rate bad for a $19 trillion economy? It translates to an addition of $1 trillion in
growth annually.  A growth rate exceeding +5% in GDP, is certainly commendable, especially when
compared to the US at +2%, the UK & France at sub +1%, and Germany currently in a recession.

China’s  economy is  not  as  dire  as  media  headlines  might  suggest.  China,  however,  has  structural
challenges – including debt concerns, diminishing productivity, a contracting workforce, elevated youth
unemployment, a technological trade dispute with the US, and an ongoing rectification of the real estate
bubble. China is actively addressing the slowdown and is steering its economy towards a trajectory of
growth driven by consumption, as opposed to the property investment and export-led growth patterns
observed thus far. Chinese economy is not ailing but evolving. Chinese equities are setting up to be a
good buy. Patience will be rewarded.

The US labour market is approaching a state of “normalization,” and an unemployment rate adjustment
appears imminent. Inflation within the services sector, has demonstrated stubborn resilience. As labour
constitutes a significant component of services inflation, a cooling job market is poised to contribute to a
further decline in services inflation. The prospect of additional interest rate hikes has been a prevailing
concern for markets, and especially for technology stocks. However, as the job market normalises and
services inflation recedes, the urgency for rate hikes is likely to diminish rapidly. This shift in dynamics
could provide a boost to US equities, propelling them to higher levels by the end of the year.

China: “ailing” or “evolving”?

Once again,  a  renewed consensus  has  surfaced within  the  same cohort  of  economists,  journalists,
analysts, and experts who appear to emerge collectively to advocate their rendition of the “China is
facing difficulties” narrative.

The Economist is out with a cover “Xi’s failing model” and accompanying article – Why China’s economy
won’t be fixed. If you search on Google using the phrase “The Economist cover on China,” you will
encounter a series of their commentaries spanning over two decades.

Their cover story – “The Great fall of China” from August 2015, is one of my favourites. Interestingly,
since then, China’s GDP has surged by +72%, growing from $11 trillion to $19 trillion. The “great fall”
saw China’s GDP fall upward! I am sure China (and the world) could do well with more such “great falls.”

China’s  economy  has  structural  challenges  –  including  debt  concerns,  diminishing  productivity,  a
contracting workforce, elevated youth unemployment (presently exceeding +20%), a technological trade
dispute with the US, and an ongoing rectification of the real estate bubble. Nevertheless, these are
predicaments that China acknowledges and is actively addressing. Some of these challenges are not

https://www.economist.com/leaders/2023/08/24/why-chinas-economy-wont-be-fixed
https://www.economist.com/leaders/2023/08/24/why-chinas-economy-wont-be-fixed
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exclusive to China, but also afflict the Western world.

These challenges mean that China’s growth will not return to the +10% p.a. growth that sustained from
1980 to 2010.

However, that doesn’t mean that its all doom and gloom. In fact, far from it.

1. China’s GDP growth in the second quarter of 2023, picked up to +6.3% and is set to grow by +5.2% for
the whole year, as per International Monetary Fund (IMF) estimates. Is +5.2% growth rate bad for a $19
trillion economy? It translates to an addition of $1 trillion in growth annually.

2. China’s imports have exhibited a decline of -7.6% during the initial seven months of 2023, potentially
indicating subdued domestic demand. Yet,  this reduction in nominal  import growth can be entirely
attributed to price-related factors. On the contrary, when assessed in terms of volume, imports expanded
by +1.0% compared to a -6.4% contraction during the same period the previous year. Therefore, imports
in the first half of 2023 suggest a strengthening domestic demand.

3. Regarding the “price effects” mentioned in the preceding point, it’s worth recalling that in the last
month’s Market Viewpoints, I highlighted the looming spectre of disinflation faced by China (and much of
the global economy). Subsequent to that, another reading of China’s consumer price index (CPI) has
emerged, revealing a state of deflation with a decline of -0.3% from the previous year in July (see chart
below). China’s producer price index (PPI) which measures the costs associated with producing consumer
goods, has been negative since last September, and continues to be so. This situation hints at a more
profound underlying dynamic, leading me to harbour a stronger conviction than before, that the Western
world is inching closer to experiencing disinflation, and this might occur sooner rather than later.

4. Chinese households are increasing spending, not slashing, as some headlines suggest. For the first half
of  2023,  per  capita  consumption  expanded  by  +8.4%,  exceeding  the  +6.5% growth  of  per  capita
disposable income.

5. The growth of average per capita wages in the first half of 2023 was +6.8%. And, considering other
sources of income, such as interest and other property income, per capita after-tax income was almost
three-quarters larger than wage income and rose +6.5%, exceeding the growth of nominal GDP. Thus,
the share of output accruing to households is now rising, not falling. As Nicholas Lardy of the Peterson
Institute for International Economics (PIIE) reminds us, the combination of rising personal incomes and a
falling savings rate, means that future household consumption growth will likely surprise to the upside.

China Consumer Price Index (CPI) and China Producer Price Index (PPI): Year-on-Year growth

https://crossbridgecapital.com/?post_type=marketview-points&p=5122
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Source: Bloomberg

The Chinese government’s abrupt and badly managed crackdown on privately-owned internet platform
companies, which commenced in late 2020, inflicted severe damage to their profits, investments, and
workforce expansion. The government has learned its lessons.

In July 2023, China’s regulatory authorities provided a green light, affirming that the financial concerns
pertaining to internet companies have been effectively addressed. In response, major firms such as
Alibaba, ByteDance, Meituan, and others have embarked on a hiring spree, reversing the tide of layoffs
that had affected private tech enterprises in 2022. Looking ahead, these companies’ profitability under
the framework of the new “normalized supervision” model is projected to be somewhat less robust than
the  period  preceding  2020.  However,  their  stocks  remain  undervalued  and  oversold,  suggesting
substantial  potential  for  growth.  That  growth  is  likely  to  catalyse  a  resurgence  in  overall  private
investment growth within China.

Based on the latest data from the International Monetary Fund (IMF), the United States boasts a GDP of
$26.9 trillion, whereas China’s GDP stands at $19.4 trillion. Over the past half-decade, China’s GDP has
exhibited a steady annual growth of +6.1%, in contrast to the United States, which has recorded a more
modest +2.1% annual growth. As per IMF projections, China’s economy is anticipated to expand by
+5.2% in the current year, while the US economy is predicted to achieve a growth rate of +1.6%.

Yet, if you look at how US equities and Chinese equities have performed (see chart below), you’d think
China is in the throes of an economic downturn, as the S&P500 Index has outperformed the Shenzhen
CSI 300 Index by a substantial margin of almost 90%, since the nadir of the COVID-19 pandemic in
mid-2020.

In terms of index metrics, the S&P500 commands price-to-earnings (P/E) and price-to-book value (P/B)
ratios of 20x and 4.2x, respectively. On the other hand, the Shenzhen CSI 300 is characterized by a P/E
ratio of 12x and a P/B ratio of 1.6x.

Meanwhile, Beijing’s persistent efforts to rejuvenate investor confidence suggest that the decline in
Chinese equities has reached a threshold that policymakers can no longer disregard. China has recently



© 2026 Crossbridge Capital. All rights reserved.
This material is provided for informational purposes only and does not constitute investment advice.

Page 34 of 47   |   crossbridgecapital.com

implemented a  series  of  measures  and has  committed  to  further  actions  to  reinvigorate  economic
recovery and enhance the business environment, responding to mounting concerns about growth.

S&P500 Index v Shanghai Shenzhen CSI 300 Index: 4-year price chart

Source: Bloomberg

A barrage of statements from the government and the Chinese Communist Party (CCP) since July has
predominantly centred on boosting the stock market, promoting increased expenditure on consumer
goods and automobiles,  and encouraging private enterprises to expand their investments.  With two
interest rate cuts already witnessed this year, the prospect of more cuts looms on the horizon.

This suggests to me that China is actively addressing the slowdown and is steering its economy towards a
trajectory of growth driven by consumption, as opposed to the property investment and export-led growth
patterns observed thus far.

Beijing isn’t going to unleash a broad economy wide fiscal stimulus that many on Wall Street have come
to expect of China. Unlike the West, China refrained from expanding its balance sheet extensively, to
counter the demand decline caused by the COVID-19 pandemic.There were no direct cash disbursements
to consumers then, and it’s likely that such measures won’t be introduced now either. Heavily indebted
local governments in China will likely need to compete for favourable treatment from Beijing.

Stimulus, market reforms, and rate cuts will continue to get implemented incrementally. There won’t be
any “bazooka” if that’s what some are waiting for.

China’s economy is not as dire as media headlines might suggest. A growth rate exceeding +5% in GDP is
certainly commendable, especially when compared to the US at +2%, the UK & France, at sub +1%, and
Germany currently in a recession.

Though real estate challenges will persist as struggling entities encounter difficulties, corporations that
engaged in quick gains through property market speculation, will not be the beneficiaries of bailouts.
Also, the era in China where rising property values were utilized for wealth accumulation and homes
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were treated as cash-dispensing “Automatic Teller Machines” (ATMs) has ended. President Xi Jinping’s
distinctive motto, “houses are for living, not for speculation,” underscores this transition.

Those looking for China’s “Lehman moment” will be sorely disappointed too for a simple reason – the
majority of Chinese banks are entirely state-owned. If banks get into trouble, they’ll get bailed out to
prevent a Lehman-like outcome. The People’s Bank of China (PBoC) wants to cut interest rates further,
but they are also mindful of hurting the profitability of Chinese banks.

On careful analysis of all available evidence, I would opine that the Chinese economy is not ailing, but
evolving. The economic recovery from the impact of Covid-19 has begun, but the recovery remains
fragile. Chinese equities are setting up to be a good buy. Patience will be rewarded.

Markets and the Economy

Former US President Harry Truman famously yearned for a straightforward economist who didn’t offer
contradictory perspectives:  “Give me a one-handed economist.  All  my economists  say ‘“on the one
hand…,” then, “but on the other…’”

Had Truman been alive today and heard US Federal Reserve (Fed) Chair Jerome Powell’s speech at the
Kansas City Fed’s annual symposium in Jackson Hole, Wyoming last seek, he would likely not have been
amused.

Powell’s speech embodied the quintessential “on-the-one-hand, on-the-other-hand” manner of discourse.
He conveyed that  the Fed’s  rate  hikes  “are now working together  to  bring down inflation,”  while
simultaneously emphasizing that “the process still has a long way to go.”

To investors seeking clarity on the timing of potential rate cuts (or indeed, if there are more rate hikes),
this speech might seem to be as clear as mud.

Despite what Powell is saying, the Fed is unlikely to raise interest rates further.

The Fed seems to be engaged in a strategy of “expectations management” to prevent prices from once
again spiralling out of control. The Consumer Price Index (CPI) has declined from +9% to +3%. By
leaving open the possibility of raising rates for longer, without actually raising them, Powell aims to
moderate the expectation that the Fed will not hastily slash rates upon a pivot. This tactic is designed to
signal both to the market and to consumers that the elevated rate environment might endure.

Throughout the bear market for stocks in 2022, the high-growth National  Association of  Securities
Dealers  Automatic  Quotation  System  (NASDAQ)  100  Index  exhibited  an  almost  perfect  inverse
correlation with the yield on the 10-Year US Treasury.

As Treasury yields experienced an upswing, the Nasdaq declined, and conversely, when yields showed
signs of levelling off, the Nasdaq saw a rebound. However, during the fourth quarter of the preceding
year and the first quarter of the current year, the previously steadfast inverse relationship between the
two began to unravel, leading to a substantial divergence over the last six months. Remarkably, the
Nasdaq has demonstrated robust growth this year, even as the yield on 10-Year Treasury’s, has surged to
new cycle highs.
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So, what triggered the breakdown in the connection between the NASDAQ 100 and the US 10-Year yield?

A significant contributing factor appears to be the flourishing AI (Artificial Intelligence) trend.

Investors seem to have shifted their focus beyond short-term anxieties anbout elevated interest rates,
embracing the potential long-term opportunities that the “AI” revolution could usher in. This shift in
sentiment is particularly evident in the timing of key events.

ChatGPT, which catalysed the new AI wave, was unveiled on November 30, 2022 (indicated by the white
circle in the chart below), shortly after US equities reached their bear market lows. Additionally, Nvidia’s
(NVDA) Q4 2022 earnings report in late February 2023 (depicted by the red circle in the chart below)
played a pivotal role in intensifying investor enthusiasm for AI-related prospects.

NASDAQ 100 vs. 10-Year Treasury Yields (inverted): last 24 months

Source: Bloomberg

Last week, NVDA reported its earnings for Q2 2023 and it was another stellar report.

Back in May, NVDA had projected Q2 revenue to hover around $11 billion, a staggering $4 billion higher
than Wall Street’s predictions. However, the latest report disclosed actual Q2 revenue of $13.5 billion.
This figure is twice what analysts had conservatively estimated for NVDA’s Q2 revenue, as recently as
May. Notably, NVDA also indicated that its revenue for the current quarter would reach approximately
$16 billion, surpassing expectations by about $3.5 billion.

Such a run obviously can’t last forever, but Nvidia gave strong indications that its ride is far from over.
Chief Financial Officer, Colette Kress said on the company’s earnings call that its “demand visibility”
extends into next year and that it expects to be able to increase the availability of its chips over the next
several quarters.

It seems NVDA’s AI surge is just getting started.

In terms of noteworthy economic data past few days, the latest US Job Openings and Labor Turnover
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Survey (JOLTS) certainly made heads turn.

Data suggests US job openings are falling rapidly (JOLTTOTL, chart below). Job openings for
July dipped to 8.8 million, reflecting a substantial decrease over the past few months. This drop
follows a period during which job openings peaked at 12 million in March 2022 and hovered
around 10 million at the close of 2022. In one of the most cyclical sectors – construction, layoffs
increased by 49,000 in July compared to June 2023

The quits rate (JOLTQUIS) is now below pre-pandemic levels, falling to 2.3%, a touch below the
peak observed in 2019. The quits rate among private sector workers fell to 2.5%, well below
the  most  recent  peak  of  3.3%  in  April  2022.  The  enthusiasm  for  quitting  jobs,  which
characterized the COVID era, seems to be waning. It appears that people still prioritize having
jobs

The  hires  rate  (JOLTHIRS)  has  also  decreased  noticeably  beneath  pre-pandemic  levels,
currently standing at 3.7%. In 2019, this rate stood closer to +4.0%. This represents another
indicator of a cooling labour market

US Job Openings and Labor Turnover Survey (JOLTS) survey

Source: Bloomberg

These indicators collectively suggest that the US labour market is approaching a state of “normalization,”
and an unemployment rate adjustment appears imminent. Consequently, it’s time for the US Fed to
redirect its focus from the frequently cited ratio of “job openings to unemployed workers”, which remains
at 1.5. While this ratio persists, the US job market is signaling potential challenges ahead.

August proved to be a month of consolidation for US equities.

The S&P 500 index (SPX) finished in the red so did the tech heavy NASDAQ 100 index (see table below).
However, on a YTD basis, both indices are up handsomely, +17% and +33% respectively.
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However,  as  September approaches,  further consolidation might  be in  the offing,  due to  historical
seasonal patterns. Over the past decade, September has consistently been the weakest phase of the late
summer and early fall consolidation period.

Benchmark Global Equity Index Performance (2022; 2023 YTD and MTD)

Inflation  within  the  services  sector,  has  demonstrated  stubborn  resilience.  As  labour  constitutes  a
significant component of services inflation, a cooling job market is poised to contribute to a further
decline in services inflation. This development is promising and offers additional relief to the Fed’s
concerns about inflation.

The prospect of additional rate hikes has been a prevailing concern for markets and especially for
technology stocks. However, as the job market normalises and services inflation recedes, the urgency for
rate hikes will diminish rapidly. This shift in dynamics could provide a boost to US equities, propelling
them to higher levels by the end of the year.

As I keep reiterating – Structured Products are a very useful means of investing in equities. They offer a
degree of capital protection, while at the same time helping pick good entry points in the market, and
offering means to clip coupons, in a flat to negative market.

For specific stock recommendations and ideas related to structured products, please feel free to reach
out to me or your relationship manager.

 
Best wishes,

Manish Singh, CFA
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“With the US job creation still strong, inflation down from highs of
+9.1% to +3%, and the stock market in a bull run, US consumers are
more confident than they have been at any point in the last two years.
US Federal Reserve has managed to squeeze in another rate hike,
11th of this cycle”

Summary

This week, the US Federal Reserve made its 11th interest rate increase since March 2022, raising the
target range for the Federal Funds Rate by 25 basis points to +5.25% to +5.5%. This move brings the
Federal Funds Rate to its highest level in 22 years. The questions we must ask – are these ever more
restrictive rate hikes really helping, or, are they storing a problem for another day, when their impact
begins to bite?

Currently, interest rate hikes haven’t had a significant impact on consumers, despite their increasing
restrictiveness. However, when fixed-rate loans and mortgages come up for renewal, that will likely be
the day of reckoning for the hawks at the Federal Reserve.

Recent data released by China’s National Bureau of Statistics (NBS), indicates a significant decline in
China’s Producer Prices Index (PPI), which fell at the fastest pace in over seven years. Additionally,
China’s  Consumer Prices  Index (CPI)  is  teetering on the edge of  deflation.  The impact  of  China’s
economic situation is not confined within its borders; it has a ripple effect that percolates to the US and
the rest of the world. The implications of these negative figures are clear – discussions about rate easing
and the implementation of additional measures to stimulate growth will soon become the topic of the day.

US consumers are more confident than they have been at any point in the last two years. With US job
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creation still strong, inflation at 3% and the stock market in a bull run, you can’t fault US consumers for
being more confident. Bull markets typically last much longer than bear markets and if the current bull
market were to match the performance of the average bull market, the S&P 500 would need to increase
another +68% from its current level, over a timeframe that extends until July 2025.

Barbie Shines Bright; Bears Surrender and Disinflation Nudges the Economy

Barbie has infiltrated every nook and cranny of our lives – from billboards to paper cups, hats, and even
window decorations.  The  all-encompassing  Barbie  marketing  campaign  has  swept  through  like  an
unstoppable force of “pink fluff,” bombarding our senses relentlessly for days on end, to the point of
melting our eyeballs.

My  seven-year-old,  who  could  only  endure  20  minutes  of  Frozen  II,  embraced  the  Barbie  movie
wholeheartedly, proudly proclaiming, “I saw the whole movie, daddy!” Another Barbie enthusiast for the
Mattel cash register.

The movie made $155milion in its opening weekend in the US.

Inflation? What inflation. Recession? What recession.

I haven’t personally seen the Barbie movie (you couldn’t pay me enough), so I’ll withhold any comments.
Nevertheless, it’s worth noting that Barbie is not exactly what she appears to be. Contrary to the image
of an all-American girl next door, she is not originally American, but German. In reality, Barbie’s true
name is Lilli. Her journey began in 1952, near Nuremberg in post-war Germany. Initially, Lilli was a
cartoon character featured in the daily German newspaper Bild Zeitung. The paper’s editor, facing a gap
in  content  due  to  a  dropped  story,  tasked  the  German cartoonist  Reinhold  Beuthin  with  creating
something, anything, to fill the space. That’s how Lilli came to life.

Soon after, polystyrene Lilli dolls emerged, available in 7-inch and 12-inch versions and were sold in
tobacco and newspaper kiosks. However, in 1956, everything changed, when Ruth Handler, the co-
founder of  Mattel  toy company,  came across Lilli  while  vacationing in Germany with her children,
Barbara (Barbie), and Kenneth (Ken). Impressed by the doll, she purchased several and reimagined it,
eventually launching it as Barbie—a beloved toy for little girls all over the world. Notably, Rolf Hausser,
the creator of the original Lilli doll and owner of the German toy company, later sued Mattel. Eventually,
Mattel acquired the rights to Bild-Lilli for £21,600 and solidified Barbie’s iconic status in the toy industry.

The surge of  “pink fluff”  appears to have lifted spirits  not only in movie theatres,  but also at  the
International Monetary Fund (IMF). On Tuesday, the IMF revised its outlook for the world economy this
year, predicting a more robust expansion. The estimate for global Gross Domestic Product (GDP) now
stands at +3.0% in 2023, an improvement from the +2.8% projection made in April.

According to the IMF’s Chief economist, Pierre-Olivier Gourinchas, there is an increased likelihood of a
“soft landing” in the US economy. This scenario entails reducing inflation without causing significant job
losses, and the chances of achieving this outcome have risen due to a recent easing of price pressures.
Currently, US inflation, as gauged by the US consumer price index (CPI), is running at an annual pace of
+3%, a significant drop from the +9.1% level observed a year ago.
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This Tuesday, the US Conference Board’s Consumer Confidence Index jumped to its highest level in
nearly two years. The increase comes as no surprise, considering that wages are currently growing at a
faster pace than prices, which has positively impacted consumer confidence.

No wonder then that even the staunchest Bears have thrown in the towel.

Earlier this week, one of Wall Street’s renowned bears, Mike Wilson of Morgan Stanley, admitted defeat.
He stated, “We were wrong. 2023 has been a tale of higher valuations than we anticipated, alongside
declining inflation and cost-cutting measures. We firmly believe that inflation is now decreasing at a rate
even faster than what the consensus had expected.”

5-Year price chart: Producer Price Index (PPI) and Consumer Price Index (CPI) for US and
China

Source: Bloomberg

The S&P 500 index (SPX) is up +27% since its October 2022 lows.

This  impressive  equity  rally  has  surprised (and disappointed)  many experts  who were deterred by
concerns over inflation and the fear of it surging even higher, preventing them from endorsing risk-
taking. However, it appears that the Bears have finally come to accept the notion that inflation is indeed
transitory.

Yet, they might be in for another surprise, as the conversation shifts towards disinflation in the very near
future, particularly taking note of the developments in China.

Recent data released by China’s National Bureau of Statistics (NBS), indicates a significant decline in
China’s Producer Prices Index (PPI), represented by the pink bars in the chart above, which fell at the
fastest  pace  in  over  seven  years,  plunging  -5.4% YoY  (year-on-year)  in  June.  Additionally,  China’s
Consumer Prices Index (CPI), indicated by the green line in the chart above, is teetering on the edge of
deflation.

The impact of China’s economic situation is not confined within its borders; it has a ripple effect that
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percolates to the US and the rest of the world.

In any economy, there are two significant measures of inflation – the Consumer Price Index (CPI) and the
Producer Price Index (PPI).

The CPI gauges the total value of goods and services purchased by consumers within a specific period,
reflecting the changes in retail prices from the consumer’s perspective. On the other hand, the PPI
assesses  inflation from the viewpoint  of  producers,  measuring the costs  associated with producing
consumer  goods.  Given  that  commodity  and  food  prices  directly  impact  retail  pricing,  the  PPI  is
considered a reliable leading indicator of future changes in the CPI.

Regular readers of this newsletter are likely aware of my optimistic stance on US equities and my outlook
for the US Consumer Price Index (CPI), which I consider to be disinflationary.

At the beginning of the year, in Skate to where the puck is going to be…not where it has been I wrote –
“The US headline inflation at +6.5% doesn’t convey the full picture of where inflation is headed. Inflation
is crashing. The new bull run may already be here.”

My attention was specifically drawn to the month-on-month data for the US CPI, which had started to
turn, along with the anticipated reopening of China, which would alleviate concerns related to supply
chain disruptions. Now, I am focused on China PPI and recent China data is deflationary.

The US Producer Price Index (PPI), represented by the yellow line in the chart above, is currently at
-3.1%, pouring even more cold water on the prospects of future US inflation.

The  implications  of  these  negative  PPI  figures  are  clear  –  discussions  about  rate  easing  and  the
implementation of additional measures to stimulate growth will soon become the topic of the day.

Markets and the Economy

The US is breaking records again for crude oil production.

In April 2023, the country produced an impressive 12.6 million barrels per day (mbpd) of oil, surpassing
any previous April in history, including the previous record of 12.15 mbpd set in 2019. Notably, the US
has increased its oil production by approximately 1 mbpd compared to the previous year.

Despite growing calls for environmental sustainability and promises of a greener agenda, the reality is
that the US continues to produce fossil fuels at an unprecedented rate. Senator Joe Manchin of West
Virginia, is among those advocating for even more oil production, urging the US administration to add
millions of additional barrels per day. Manchin criticized the administration for seeking new oil supplies
from Iran and Venezuela during a time of global challenges, such as Russia’s invasion of Ukraine and
soaring energy prices. “Our friends and our allies were hurting, and we couldn’t come to your rescue
quick enough,” he said and added that the US increasing energy production now would help lower
energy prices, and said he wished it could have been done last year.

The chart below perfectly exemplifies – all the gain without the pain. Inflation (green line) down from
+9% to +3%, the S&P 500 (yellow line) ramped up over 1,000 points, without any noticeable uptick in US
unemployment rate (white line).

https://crossbridgecapital.com/?post_type=marketview-points&p=4981
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1-year price chart: US unemployment rate, US inflation and S&P 500 index

Source: Bloomberg

All very bullish and sentiments positive. So, let me introduce some caution (else I wouldn’t be doing it
justice)

In the first section above, I referred to the US Conference Board’s Consumer Confidence Index (chart
below).

The index shows that US consumers are more confident than they have been at any point in the last two
years. With US job creation still strong, inflation at 3% i.e., real wage growth positive, and the stock
market in a Bull run, you can’t fault US consumers for being more confident.

With all the debate over whether or not the US economy is in a recession, and if it’s not in a recession,
then will it or will it not enter a recession, the pattern of Consumer Confidence in the current period
looks very similar to the pattern during the double-dip recession of the early 1980s (circled in the chart
below).

Like the current period, back then, there was a sharp drop and subsequent sharp rebound in confidence
followed by another decline that failed to make a lower low. The only difference this time around is that
following the initial COVID recession of 2020, there wasn’t another recession (shaded region) in the next
two years – at least not an officially declared recession.

Price chart: US Conference Board’s Consumer Confidence Index
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Source: Bloomberg

This week, US Federal Reserve (the Fed) made its 11th interest rate increase since March 2022, raising
the target range for the Federal Funds Rate by 25 basis points to +5.25% to +5.5%. This move brings the
Federal Funds Rate to its highest level in 22 years.

During the press conference following the rate hike announcement, Fed Chair Jerome Powell stuck to his
usual cautious approach, providing limited details and occasionally repeating himself. Powell said. “We
have to be ready to follow the data, and given how far we’ve come, we can afford to be a little patient, as
well as resolute, as we let this unfold.”

The Fed’s response to future economic developments is straightforward – if there is a further slowdown
in inflation like recent reports, interest rates are likely to remain unchanged. On the other hand, a
resurgence of inflation would necessitate further rate hikes. Powell,  however, argued that rate cuts
“won’t be this year I don’t think,” because, “policy has not been restrictive enough, for long enough, to
push growth down. He added – “We think the process still probably has a long way to go.”

Everything from here out is data dependent, and Powell cited the two US Jobs reports, two Consumer
Price Index (CPI) reports due before the next Federal Open Market Committee (FOMC) meeting as the
drivers of how the FOMC acts in their next policy decision in September. Powell also said the Fed’s
influential staff was no longer forecasting a recession to begin this year, as they had in March, May and
June, and instead was projecting a “noticeable slowdown” in growth.

The Fed is being extra cautious and doesn’t want to do or say anything that would pull forward market
expectations of rate cuts.

The questions we must ask – are these ever more restrictive rate hikes really helping? Or, are they
storing a problem for another day, when their impact begins to bite?

I believe it’s the latter.

This article – What Fed Hikes? Much of America’s Consumer Debt Is Still  Riding Ultralow Rates in
the Wall Street Journal makes a very good point.

https://www.wsj.com/articles/what-fed-hikes-much-of-americas-consumer-debt-is-still-riding-ultralow-rates-e10ab199?mod=hp_lead_pos2
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Too many Americans were burned on Adjustable-Rate Mortgages (ARM) in 2008. They learnt their lesson
and when rates dropped, they locked in ultralow fixed rates on debt such as mortgages and auto loans.
While rates on certain loans, like credit cards, are rising in response to the Fed’s rate hikes, a substantial
portion of consumer debt still benefits from the low rates available a few years ago. Moody’s Analytics
reported that as of the first quarter, only 11% of outstanding household debt had rates tied to benchmark
interest rates.

Currently,  the  rate  hikes  haven’t  had  a  significant  impact  on  consumers,  despite  their  increasing
restrictiveness. However, when fixed-rate loans and mortgages come up for renewal, that will likely be
the day of reckoning for the Federal Reserve’s hawks.

So, as leases, mortgages, term borrowing rates etc. come for reset over the next few quarters, will that
tip the US economy over?

That’s the trillion-dollar question. I have no doubt that the US Fed will respond with rate cuts and
aggressive rate cuts if need be.

One more thing to consider – the China Producer Price Index (PPI) and Consumer Price Index (CPI) are
indicating outright deflation. What if there’s a rapid transmission of disinflation/deflation from China to
the US economy? Potentially leading to a scenario where the US CPI reaches zero.

What then?

Benchmark Global Equity Index Performance (2022; 2023 YTD)

In my opinion, the Fed was behind the curve on inflation, and now seems to be behind the curve on
disinflation. The Fed’s focus on the CPI and its “rent component” is too narrow, and they should adopt a
more forward-looking approach. Rate hikes have already achieved their intended purpose, effectively
curbing inflation as evidenced by its clear downtrend. However, the recent series of rate hikes might be
creating potential issues for the future, akin to storing problems for another day. Hence my point above,
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regarding the risk of 1980s’ “double dip recession.”

I don’t mean to be Bearish. I just want to highlight that while the Fed may keep repeating stubbornly –
more rate hikes are needed and we won’t cut rates anytime soon – the focus should be on disinflation
ahead.

Meanwhile, equities continue to ramp up and after an over +25% rally off last year’s lows, market
internals still remain strong.

The S&P 500 has surged +18% so far this year (table above), almost erasing all the losses experienced in
the previous year. The tech-heavy NASDAQ has performed even better, recording a remarkable +34%
gain for the year.

The bottom line is we’re in a bull market based on the standard +20% rally threshold, and bull markets
typically last much longer than bear markets.

Looking at data since 1928, bull markets have demonstrated an average gain of +114% over 1,011
calendar days. To reach the average bull market performance, the S&P 500 would need to increase
another +68% from its current level (taking it to 7,670) over a timeframe that extends until July 2025.

The latest American Association of Individual Investors (AAII) survey showed, more than half of
respondents reported as bullish for the first time since April 22, 2021. Last week’s reading at
51.4% (white bars below) ended an over two-year-long streak without a reading above 50%
which was the third longest such streak on record

Given the elevated reading of bullish sentiment, a minor share of respondents is reporting as
bearish. In fact, that reading fell to 21.5% (green bars below) last week which is the lowest
reading since June 2021

Last  year  saw  a  record  streak  of  weeks  where  bearish  sentiment  outnumbered  bullish
sentiment. With the total reversal in sentiment, the bull-bear spread now heavily Favors bulls.
The spread reached 29.9% last week for the highest reading since April 2021

The gains to bullish sentiment have not entirely come from bears. Neutral sentiment is also
reaching new lows,  registering just  27.1% (yellow bars  below)  last  week.  Unlike  bearish
sentiment, that is only the lowest level since the last week of 2022

AAII US Investor Sentiment Readings
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Source: Bloomberg

We seem to be in a purple patch and equities still have upside.

Therefore, please stay risk on and like I say every time – whatever your view bullish or bearish, instead of
waiting and timing a trade on, it is advisable to utilize structured products for investment purposes.
Structured products present a valuable combination of capital preservation and strategic market entry.

For specific stock recommendations and ideas related to structured products, please feel free to reach
out to me or your relationship manager.

 
Best wishes,

Manish Singh, CFA


