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During our Investment Outlook roadshow and in the context of the recent market volatility, we have 
had many client meetings during which some topics frequently come back. Of course, inflation is top 
of mind. Our view continues to be that we will see inflation readings in the US and other developed 
markets fall back later this year.

Commodity price inflation and the rise in car prices should slow down soon, and rental price inflation 
should come down in the second half of the year. Now, the follow up question typically is about Treasury 
yields, which of course, have risen quickly since the start of the year. And our view, that inflation should 
ease in the second half of the year should allow the Fed to act relatively gradually, and we expect three 
interest rate hikes this year.

Now, in fact, the market already prices in four rate hikes, and this is one of the reasons why we think that 
US Treasury yields have already seen most of the upside. The other reason is that the Fed’s actions have 
been effective in keeping longer term inflation expectations in check, and we therefore believe that the 
ten year Treasury yield will remain in the 1.5% to 2% range.

Now, what does that mean for our sector allocation? Well, with bond yields remaining volatile but 
moving sideways, we think the markets will flip flop between value and growth stocks, as we’ve already 
seen recently, but without a long term winner. And therefore, we only make some small sector changes 
this month, upgrading energy stocks as oil prices may remain elevated for longer, and we also tweak our 
tech and our consumer discretionary weights to further balance our value versus growth exposure.

And of course, our high conviction themes clearly illustrate that there are interesting long term 
tech-related opportunities, and we foresee solid earnings growth for many tech companies. So 
therefore, we’re not overly worried about the sector’s valuations. And tech, of course, explains the bulk 
of the valuation differential between the US and global equity markets.

So yes, when we are asked about our US overweight, we remain comfortable with it because there 
is strong earnings delivery by the many quality-style companies that we can find in the US. And more 
globally, we think that companies should be able to hit or even exceed earnings expectations, which 
means that stocks should do well once the Treasury-related volatility eases somewhat.

Now, following the underperformance of Asian stocks, especially compared to the US in 2021, some 
clients are wondering when Asian markets may rebound. We hold a neutral view on Chinese stocks and 
bonds for now, and we will await improvement in economic data, which we think could materialise in 
the second quarter because policy easing measures should start to feed into activity with some lag. And 
that could bring investors back to Asia at that point, especially as many investors are still underweight, 
and those flows could then lead to more upside for the Chinese and Asian markets.

Until then, we focus on diversification in Asia with an overweight to the ASEAN region, and a focus on 
our high conviction themes, which try to exploit longer term trends linked to policy priorities, for example 
the net zero transition and the manufacturing upgrade, which is driving our theme of ‘Asian next 
generation tech leaders’.
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