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Snapshot 
Markets have continued their strong growth through 2024, as odds continue to grow that central banks are able to 
walk the tight rope and avoid any real slowdown of global growth. Within the US, inflation has remained above 
expectations. However, some marginal softness is now appearing to flow through consumer spending and 
employment. This has now put in sight the end of the restrictive interest rate setting, with the US Federal Reserve 
(Fed) now expecting one cut to occur in 2024. This goldilocks outcome will potentially bring with it a strong US 
economic environment, whereby inflation lands in the 2–3% range and growth continues on above trend. The market 
is now forecasting robust earnings growth from the S&P 500 over the next 12 months, as globally the PMI cycle is 
turning and investments into artificial intelligence (AI) increases. After some nervousness in 2023 about the growth 
outlook, it now appears that the global economy has turned the corner. 

Outside of the US, other central banks should continue to ease, as Europe and Canada have now kicked off the rate-
cutting cycle. In our view, this makes sense. It was our long-held view that the US would not lead the rate-cutting 
cycle, as growth has been anaemic in Canada and Europe with inflation moving back towards 2%. We expect the end 
of restrictive rates outside the US to buoy markets, supporting countries such as Germany which have been struggling 
over the past 18 months. Markets may remain volatile. However, we see the end of restrictive rates aiding earnings 
growth in economies outside the US and help propel global risk markets higher.  

The outlook for defensive assets has also marginally improved, as rate cuts will be positive for the fixed income 
markets. Spreads have tightened considerably over the past 12 months; however, some compression can still be 
achieved, particularly as markets are supported by falling rates. More importantly, currency hedging costs for 
investors in lower-yielding countries such as Japan are likely to continue falling, which will increase the number of 
markets where positive hedged yields can be achieved. Over the past 12 months, Australia has been the go-to location 
for fixed income allocations, as the steep yield curve and lower cash rate meant that a positive yield could be 
generated. However, as rates fall across Europe, Canada and the UK, more options will become available to generate 
a positive hedged yield. This should see funds expand into wider credit allocations, using short-dated exposures in 
countries where cash rates are likely to fall to generate consistent yield. That said, in the emerging market (EM) local 
currency (LC) space, the recent Indian and Mexican elections have shown that volatility remains, with the Mexican 
peso dropping precipitously. While we are still positive on EMLC allocations, this highlights the need to keep a 
watchful eye on any currency that has been used to generate carry. 

Cross-asset1

Through May we have again retained an overweight to growth assets, coupled with a neutral position on defensives. 
The outlook for growth continues to be positive as the developed world enters the first leg of a rate-cutting cycle, led 
first by easings occurring in Europe and Canada. As rate cut expectations are more grounded in reality and inflation 
expectations appear to be contained, a more positive risk environment may come to light. In terms of global growth, 
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the PMI cycle appears to be turning and investment has been picking up, particularly with respect to the opportunities 
that can be generated in AI and green initiatives.  

Within the cross-asset scores of growth, infrastructure was upgraded substantially this month to neutral, while 
developed market (DM) equities, commodity equities, EM equities and REITs all saw downgrades. Infrastructure was 
upgraded to neutral to reflect the opportunities that are critical to the future development of AI, which is highly 
dependent on energy. This is, in part, connected to commodity equities. The reduction that occurred on EM equities 
reflects the soft opportunity set that is available, particularly in China where earnings growth has not yet lifted the 
market. Outside of China, we see better opportunities in Latin America (LatAm); however, political uncertainties make 
this a tougher area to take advantage of. Additionally, the downgrades that occurred in DM equities and commodity 
equities were more reflective of the room made to neutralise the underweight in infrastructure, as both assets classes 
remain overweight allocations. 

Within defensives, investment-grade (IG) credit was reduced marginally and is now a smaller overweight, while DM 
sovereigns were increased but remain underweight. IG credit spreads have continued to tighten, and in certain 
countries (such as the US), spreads have now hit levels that are relatively tight. Outside of the US, locations such as 
Australia, Canada and Europe remain attractive and this leads to the score still being slightly overweight. For DM 
sovereigns, the recent bond sell-off and potential for rate cuts make the sector more attractive. However, the highly 
inverted bond yield curves mean we prefer to remain underweight on long-dated bonds. 
1 The Multi Asset team’s cross-asset views are expressed at three different levels: (1) growth versus defensive, (2) cross asset within growth and 
defensive assets, and (3) relative asset views within each asset class. These levels describe our research and intuition that asset classes behave 
similarly or disparately in predictable ways, such that cross-asset scoring makes sense and ultimately leads to more deliberate and robust portfolio 
construction. 

Asset Class Hierarchy (Team View2) 

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

Research views 
Growth assets 

Growth assets continued to maintain the lift that began in mid-May, buoyed by a more balanced pricing of rates and 
inflation, in addition to a sustained revival by the manufacturing cycle. However, any hint of a cyclical recovery 
reflected in equity markets was significantly overshadowed by outsized gains in tech—semiconductors, in particular. 
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Triple-digit gains over several months rightfully raise the possibility that the market may be entering, or already in, a 
bubble. There is undoubtedly a surge of excitement around AI in terms of opportunity, but how real is it in terms of 
actual earnings? So far, signs of real earnings growth are supportive, but market gains remain concentrated among 
the largest cap companies. The question then is, where do we go from here?  

Tied to the AI theme is fast-growing demand for energy that is likely to reach multiples of current supply in the years 
ahead, just to power the AI infrastructure used to train models and the increasing provision of inference applications. 
Utilities have transformed overnight from sleepy yield producers to hot growth opportunities. Again though, the 
question remains: how real are the earnings and growth expectations that would justify these elevated valuations? 

Bubble check-up on AI 

AI has been with us for some time, but it was the launch of ChatGPT in late 2022 that captured the world’s broader 
imagination against the backdrop of an extremely depressed market due to fast rising interest rates. While interest 
rates continued to rise into 2023, one could not ignore the exceptional growth in earnings and cash flow exhibited 
by chipmaker Nvidia. Earnings growth has exceeded price growth, meaning that valuation based on the measure of 
price-to-earnings (P/E), Nvidia actually looks cheaper than a year ago. 

As shown in the chart below, the P/Es of the two largest semiconductor companies, Nvidia (in brown) and TSMC (in 
orange), are compared to largest cap stocks through the boom-bust DotCom cycle. 

Chart 1: P/Es of AI semiconductors* vs. P/Es of large “DotCom” stocks 

 
*The period covered for Nvidia and TSMC is January 2020 through May 2024 and is shown overlapping with the 
DotCom era for comparison. 

Source: Bloomberg, June 2024 

So far, the P/Es appear reasonable, at least through their simple valuation lens. However, are earning growth 
expectations reasonable? Unlike growth built on future possibility, actual current earnings have continued to surprise 
very significantly to the upside. Capital expenditure (capex) in AI infrastructure is high, and semiconductors, as one 
of the key beneficiaries, have been able to support exceptionally high margins. 

Less certain are the winners and losers in the software space, and whether expensive capex will ultimately measure 
up to the promised productive gains. This is among the key questions to be answered in the quarters ahead. AI is the 
biggest tech theme since the dawn of the internet. However, like all emerging platforms, sometimes those that 
provide the necessary parts, like Nvidia and TSMC, emerge as the biggest winners. 
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Any reference to a particular security is purely for illustrative purpose only and does not constitute a recommendation to buy, sell or hold any security. 
Nor should it be relied upon as financial advice in any way. 
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Another interesting dynamic is simply the vast quantities of energy required for AI training and inference. Demand 
for electricity is growing exponentially through existing infrastructure while tech companies are in a virtual arms race 
to build the world’s most powerful AI data centres, each with an energy demand equivalent to that of a new city. 

As a result, the utilities sector is being upended—shifting from a high-yielding defensive asset to one that could 
potentially experience high growth in demand thanks to significant operational leverage provided by a large capital 
base. We have improved our outlook on utilities, and prospectively it will be important to take a deeper look into this 
sector given its highly regulated nature. 

Chart 2: S&P 500 Utilities sales vs. EPS 

 
Source: Bloomberg, June 2024 

Our take is that we are not yet in an AI bubble. But we are likely in the early stages of potentially creating one, as 
excitement and greed overcome caution and measured speculation. We are particularly fond of the AI theme due to 
the strong fundamentals of the companies involved and the promises for productivity gains that could eventually 
come next. We also acknowledge the immense difficulty in predicting the winners and the losers, so we favour the 
broad class that encompasses those generating current and potential high-growth cash flow. 

Conviction views on growth assets 

— Toned down commodity-linked equities: We reduced to more of a neutral stance, 
given the more balanced pricing of inflation and commodities. We still like the 
fundamentals of the sector, though with better cyclical and secular fundamentals, it is 
fair to lean more heavily into other segments. 

— Reaping some profit in Japanese equities: We reduced the overweight in Japan to add 
to elsewhere. Without a doubt, Japanese equities offer the best FX hedged yield, which 
exceeds 7% (dividend and carry) in US dollar terms. We also still believe in Japan’s 
structural reform story, and while the country’s equities have recently settled at 
relatively flat levels, we are comfortable given the yield and growth opportunities that 
potentially lie ahead. 

— Stopping at just keeping an eye on political risk in Europe: Elections in France did not 
go the way President Emmanuel Macron had hoped and, to make matters even worse, 
his call for snap elections seemed to have quickly backfired, likely resulting in putting 
more extremists into power. Political risk is always important, but in most cases it can 
be overlooked in terms of equity performance, particularly when an easing cycle is just 
beginning. 

Defensive assets 

Changes within defensive assets were relatively small this month, with some adjustments made within Australian and 
European IG credit. Currently, rate cuts in Canada and Europe offer benefits. We view these two locations as the most 
likely to adjust interest rates due to their below-trend growth and inflation returning closer to the targets of their 
respective central banks. This contrasts with the US, where inflation still remains above 3%, likely prompting the Fed 
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be more hawkish than the market expects. In this month’s Balancing Act we take a look at the EM LC space, with a 
particular focus on the election outcomes in India and Mexico. 

Two key elections in emerging markets 

Over the past month, several important elections have taken place, propelling EMs into the limelight. Two notable 
elections took place in Mexico and India, with the market taking a far more pessimistic view of the Mexican result than 
India’s. After being one of the strongest performing currencies through 2023, the Mexican peso reacted particularly 
harshly to the election outcome, dropping by as much as 10% and undoing the majority of the 2023 rally in a number 
of days.  

The Mexican election saw an overwhelming win for Claudia Sheinbaum, the candidate from the incumbent Morena 
Party and successor to President Andres Manuel Lopez Obrador. Although the market and pundits had predicted a 
win, the stunning margin of victory took many by surprise. The Morena Party won a super majority in the lower house 
of Congress and fell just short of the numbers required to have a super majority in the Senate.  

The market viewed the landslide win negatively as it opens up the possibility of the Morena Party changing Mexico’s 
constitution. A proposed amendment aims to change how judges are elected, which could lead to a more politicised 
Supreme Court. Given that this could drastically alter the rule of law in the country, markets were understandably 
unnerved by the outcome, leading to extreme volatility in the market. In light of these developments, we have 
recently taken a more cautious view on Mexico, as the super majority could be a destabilising force and Sheinbaum 
will need additional time to win the respect of investors should the Morena Party seek to fast track judicial reform. 

Chart 3: Mexican 10-year yield and peso (MXN) 

 
Source: Bloomberg, June 2024 

The market reacted differently to India’s election, which saw incumbent Prime Minister Narendra Modi secure a third 
term in office. Unlike in Mexico, Modi’s Bharatiya Janata Party (BJP) failed to achieve an outright parliamentary 
majority and required the support of allies to form a coalition government. This will likely make policy making more 
challenging, as the BJP will be restrained from pursuing controversial issues, unlike Mexico’s Morena Party. While the 
market initially faced a bout of volatility as the election news flowed in, ultimately the outcome was viewed as positive 
for markets, with investors seen favouring the stability associated with continuity. From a defensive side perspective,  
we continue to favour Indian bonds. India’s relatively high yield, managed currency, high level of growth and stable 
government offer a relatively positive environment for the short to medium term. 
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Chart 4: Indian 10-year yield and rupee (INR) 

 
Source: Bloomberg, June 2024 

Conviction views on defensive assets 

— Short-dated IG credit: Credit spreads remain at fair levels, but many markets still exhibit 
inverse yield curves, making longer-dated credit less appealing. Until curves steepen, 
shorter-dated credit is likely to remain our preference. 

— Gold remains an attractive hedge: Gold has been resilient in the face of rising real yields 
and a strong dollar, while proving to be an effective hedge against geopolitical risks 
and persistent inflation pressures. 

— Attractive yields in EM: Real yields in this sector are generally very attractive, and we 
have a preference for quality EM currencies which can provide strong levels of yield, 
such as India. 
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 Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for distribution 
only under such circumstances as may be permitted by applicable laws. This document does not constitute personal investment advice or a 
personal recommendation and it does not consider in any way the objectives, financial situation or needs of any recipients. All recipients are 
recommended to consult with their independent tax, financial and legal advisers prior to any investment. 

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

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

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

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

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

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

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

United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. An offering of any investments, 
securities or investment advisory services with respect to securities may only be made by receipt of relevant and complete offering documentation 
and agreements, as applicable. Any offering or distribution of a Fund in the United States may only be conducted via a licensed and registered 
broker-dealer or a duly qualified entity. Nikko Asset Management Americas, Inc. is a United States Registered Investment Adviser. 

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

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

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

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

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

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

This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or 
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko AME is 
not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and that person will not 
therefore benefit from any protections that would be available to such clients. 
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Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any 
time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or 
have provided significant advice or investment services in any investments referred to in this document or in related investments. Relevant 
confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings group and not available to 
Nikko AME because of regulations or internal procedure is not reflected in this document. The investments mentioned in this document may not 
be eligible for sale in some states or countries, and they may not be suitable for all types of investors. 

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

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

United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to constitute, 
a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being offered to a 
limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in an investment 
in such Strategy, and (b) upon their specific request. 

The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority or any 
other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should 
not be given or shown to any other person (other than employees, agents or consultants in connection with the addressee's consideration thereof). 

No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe Ltd. 

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

Canada: The information provide herein does not constitute any form of financial opinion or investment advice on the part of Nikko AM and it 
should not be relied on as such. It does not constitute a prospectus, offering memorandum or private placement memorandum in Canada, and 
may not be used in making any investment decision. It should not be considered a solicitation to buy or an offer to sell a security in Canada. This 
information is provided for informational and educational use only. 
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