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I’m pleased to share our  
2024 Q2 Global Market Outlook.
As we step into the second quarter of 2024, I’m excited to share our 
latest Global Market Outlook.

The evolving landscape continues to present market anomalies that 
challenge traditional expectations and some long-held investment 
assumptions.

In 2023 we saw inflation fall rapidly—without the global recession that 
many leading economists said was needed to restore price stability. 

In the U.S. specifically, price and wage pressures were reduced even 
though the economy delivered strong economic growth, which is rare.

Increased workforce participation helped improve the labor supply, 
reducing inflation without companies resorting to mass layoffs—a 
phenomenon we have not seen in post-World War history.

At the same time, globally, we are seeing other unexpected 
developments. In Japan there has been a notable shift in corporate 
behavior, helping drive improved return on equity. In Canada, unlike the 
U.S., growth has been slow, and yet the market seems to expect the Bank 
of Canada’s actions on rates to be similar to the Fed. Meanwhile, returns 
across U.S. mega-cap stocks are increasingly divergent. For instance, 
Tesla is down 35% while Nvidia is up 78%.

Taken together, this complex economic and investment landscape calls 
for investors to strategically re-evaluate risk assets and have a more 
discerning approach. While the era following the Global Financial Crisis 
favored a blend of active and passive investing, we believe the current 
climate demands a more assertive and judicious approach, incorporating 
fresh sources of alpha and diversification. 

Our latest Global Market Outlook delves deeper into these emerging 
trends with valuable insights from our Chief Investment Strategist, 
Andrew Pease, and his team. Thank you for allowing us to share these 
with you.

Kate El-Hillow  
President & Chief Investment Officer
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Soft-landing optimism can deliver more near-term market gains but the risks of a 
sharper economic slowdown later in the year are elevated. Although declining inflation 
means central banks can start easing in the second half of the year, the lagged impact 
of previous rate rises is yet to be fully felt.

Just as last year’s investor pessimism was overdone, we worry this 
year’s optimism could eventually prove to be excessive.
Andrew Pease, Chief Investment Strategist
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Is the U.S. labor market slowing down?
Scratch below the surface, however, and cracks are becoming 
visible. The U.S. labor market is cooling, with job openings down 
about 25% as of mid-March from their early 2022 peak, and there 
are signs that lower-income households are coming under stress. 
Default rates on credit cards and auto loans are above pre-pandemic 
levels. In the corporate sector, high-yield default rates are picking up 
and commercial real estate delinquencies continue to rise.

Corporates and households built strong defenses against U.S. 
Federal Reserve (Fed) tightening following the pandemic, 
accumulating large cash reserves and locking in low interest rates 
on 30-year mortgages and longer-term corporate bonds. These 
defenses, however, are now weakening. It is possible the Fed can 
calibrate monetary policy perfectly, so inflation settles near 2% 
and job growth cools from the average of 265,000 over the past 
three months to the near 100,000 per month needed to keep the 
unemployment rate from falling further.

The Fed’s dilemma is that delaying rate cuts and easing too slowly 
may create the risk of a recession, while easing too quickly could 
trigger the inflation rebound that Bostic worries about.

When could the Fed start cutting rates?
We are still in the "this time is longer" rather than "this time is 
different" camp with regards to the lagged impact of Fed tightening on 
the U.S. economy. Our concern is that the Fed’s caution about inflation 
being sticky will further delay rate cuts. This increases the likelihood 
that the soft landing currently priced by markets overshoots into a mild 
recession. We expect the Fed to start easing in the middle of the year. 
We will become more concerned about the longer-term outlook if Fed 
funds rate cuts are delayed to the end of the year.

What’s powering Europe’s economic 
resilience?
Economic resilience has also been the story in most other developed 
economies. Europe and Japan have surprised to the upside. Europe 
has been helped by natural gas prices that are lower than before the 

Russian invasion of Ukraine, the pick-up in global manufacturing 
activity and a recovery in bank lending growth. The European 
Central Bank (ECB) has hinted that rate cuts are likely to commence 
in June in response to the downward trend in core inflation.

Japan is also beating expectations, both in terms of economic activity 
and corporate profits growth, and in financial markets where the 
Tokyo Stock Price Index (TOPIX) is the best-performing market 
year-to-date. The risks around Japan are that corporate governance 
improvements are now fully priced into equity valuations, and that 
the Bank of Japan will threaten the economic revival by tightening 
policy and triggering yen strength.

The exception to the positive surprise narrative is the United 
Kingdom, where economic activity is subdued and inflation is falling 
more slowly than in other developed economies.

What’s China’s 2024 GDP growth target?
The news on China continues to be mixed. The property market 
problems are far from resolved and the consumer price index is 
in deflation. The stimulus measures so far have been piecemeal, 
but the government’s 5% GDP (gross domestic product) growth 
target for 2024 suggests that more meaningful policy moves will be 
forthcoming.

Could economic growth expectations 
disappoint markets?
Our 2024 annual outlook report in December proposed that this year 
would be a twilight zone between slowdown, possible recession, and 
recovery, where nothing is likely to be quite what it seems. Markets 
and forecasters are anticipating a soft landing, where inflation slows 
and growth cools without sliding into recession. This is possible, but 
we think the risks of economic growth eventually disappointing are 
underappreciated. Bostic’s warning of “pent-up exuberance” is one 
that investors should carefully consider. Just as last year’s investor 
pessimism was overdone, we worry this year’s optimism could 
eventually prove to be excessive.

INTRODUCTION
Raphael Bostic, president of the Federal Reserve Bank of Atlanta, coined the phrase 
“pent-up exuberance1” in a recent speech. He was referring to the risk of renewed 
economic acceleration in the U.S., but it also captures the mood of investors. Economic 
growth is proving resilient, inflation is falling, and corporate profits are holding up, 
particularly for artificial intelligence-themed mega-cap stocks. Those investors who were 
fearful of recession in 2023 are being drawn into the market and positive momentum has 
the potential to push the S&P 500® Index to further record highs. Exuberance about the 
surprising robustness of the U.S. economy is spilling over to investor enthusiasm.
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This is a rare and unusual constellation of outcomes. High inflation 
is principally a consequence of there being too much demand for 
goods and services relative to their available supply. Therefore, 
high inflation can be brought back under control through weaker 

demand, increased supply, or both. Importantly, supply-side 
gains offer a relatively painless way for overheated economies to 
rebalance, and these appeared to drive roughly two-thirds of the 
disinflation in the United States in 2023.

THE IMMACULATE DISINFLATION
At the peak of the inflation problem in 2022, most economists thought a global recession 
was both likely and needed to restore price stability. For example, Larry Summers, 
the distinguished American economist, argued the U.S. unemployment rate would 
need to rise to 10% to contain inflation within a year. Instead, inflation fell rapidly in 
2023 without any meaningful damage to the business cycle at all—the immaculate 
disinflation. This disinflation occurred globally but was particularly immaculate in 
the United States, where price and wage pressures faded despite strong, above-trend 
economic growth.

Source: LSEG DataStream, as of February 29, 2024.
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What factors have helped inflation ease in the 
U.S.?
U.S. supply recovered in two ways. First, the supply of goods—
which broke down globally during the pandemic due to factory 
closures, worker shortages, and shipping bottlenecks—now 
looks mostly healed. This was expected, but welcome. 
Encouragingly, core goods prices declined over the last eight 
months. Second, and more surprising to us, labor supply also 
recovered through a pickup in the participation rates of near-
retirement age workers, disabled workers, and young women, 
but also through a surge in net immigration. This recovery in 
labor supply helped tame wage inflation without a need for 
widespread layoffs—something that has never happened before 
in the post-World War history of the United States.

In terms of the outlook, the U.S. economy is now in much better 
balance. Most industry estimates of the underlying inflation 
rate are back below 3%. We also see further disinflation in 
the pipeline as housing inflation moderates and becomes 
more in line with alternative, timelier rent measures in the 
coming months. We think 2-2.5% inflation is in sight for 
year-end 2024 which should allow the Fed to start gradually 
transitioning policy back to a more normal setting over time. 
Upside inflation risks include pent-up exuberance, an economy 
that is still running close to full capacity, and the potential for 
further supply chain disruptions from the wars in Ukraine and 
the Gaza Strip. Downside risks to inflation include a recession, 
a productivity boom from the increased use of AI (artificial 
intelligence), and a more sustained recovery in labor supply. 
Importantly, the Fed is committed to its inflation target, which 
should keep realized inflation and inflation expectations close to 
2% over the medium term.

We think 2-2.5% inflation is in sight for year-end 2024.
Paul Eitelman, Chief Investment Strategist, North America
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The Tokyo Stock Exchange is particularly targeting companies that 
trade below equity book value: equities that are worth less than 
the net assets. Initially, we saw several companies engage in stock 
buybacks to push their stock price toward book value. More recently 
though, we have seen the focus shift to actual reform and return on 
equity, including a pickup in mergers and acquisitions activity.

The chart below compares Japan’s return on equity2 to other major 
developed markets and emerging markets. We are starting to see 
some of these efforts bear fruit with a pick-up in return on equity. 

This is an encouraging sign; however, our valuation models are 
indicating that a lot of this ‘good news’ has now been fully priced 
into the market.

The bottom line: Japanese corporate performance and return on 
equity are picking up on reform initiatives introduced by the Tokyo 
Stock Exchange.

THE REVIVAL OF JAPANESE 
CORPORATIONS
The macro environment in Japan is shifting, with inflation expectations and wage growth 
moving higher. This change, plus initiatives from the Tokyo Stock Exchange, have seen 
corporate behavior in Japan begin to evolve.

Source: Federal Reserve Bank of San Francisco. January 2024.
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The U.S. primary fiscal deficit is currently around 5.5% of GDP. The 
last surplus was in 2001 and the deficit has averaged 4% of GDP 
over the past decade. The Congressional Budget Office predicts that 
the primary deficit will average 2.9% over the next decade. The 
yield on government debt would need to fall below 2% to prevent 
the debt-to-GDP ratio from rising further. The problem, of course, 
is that ongoing deficits will keep upward pressure on U.S. Treasury 
yields. 

What steps can governments take to reduce 
deficits?
There are only two available choices for governments. One is to 
undertake the politically painful process of reducing spending and 
increasing taxes. The other is to allow higher inflation to boost 
nominal GDP growth and reduce debt in real terms.

Former Prime Minister Liz Truss’ short-lived government in the 
United Kingdom discovered the intimidatory power of the bond 
market last year when it tried to boost the economy with unfunded 

tax cuts. Bond investors saw there was no plan to reduce the fiscal 
deficit and control inflation. The yield on 10-year gilts rose by over 
100 basis points in three days, Sterling plunged, and Truss was 
forced to resign.

A fiscal crisis in the United States or other major developed 
economies seems unlikely anytime soon (aside from Italy, which has 
made improvements). The UK example stands as a salutary lesson 
to other politicians. Our main conclusion is that the era of big fiscal 
expansions is over, and politicians are going to be constrained by the 
realities of debt burdens and interest costs. There will be less ability 
to respond to the next economic downturn with fiscal support. There 
is a risk that central banks will be forced to accommodate inflation 
above their targets, but as we learned in 2023, inflation is unpopular 
with voters. The bond market bullies are back.

Japanese corporate performance and return on equity are picking up.
Alex Cousely, Director, Senior Investment Strategist
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Recession by another name
The Canadian economy has avoided recession since the pandemic, 
but growth remains lackluster, and we believe a recession is more 
likely than not over the next 12 to 18 months. GDP contracted in the 
third quarter of 2023, while average annual GDP growth for the year 
was roughly 1.0%, half its potential growth rate of about 2% based 
on productivity and growth of the labor force. However, preliminary 
estimates for 0.4% monthly GDP growth in January 2024 bodes well 
for a positive first quarter. Still, even the underwhelming growth data 
may be overstating the economy's strength. For instance, aggregate 
demand, as measured by final domestic demand (FDD), contracted 
in Q4 2023 and has been roughly flat over the past six quarters. 
Moreover, per-capita GDP, which measures GDP on a population 
basis, is off by nearly -3.4% since Q2 2022. (See Chart 1). Therefore, 
while the Canadian economy may not yet be in an official recession, 
the per-capita measures suggest that the country is in a standard-of-
living recession.

The overleveraged Canadian economy, straddled with housing debt, 
is central to our elevated recession risk perspective. Moreover, the 
surge in immigration has loosened the labor market, but at the cost 
of rising joblessness: the unemployment rate has increased by 0.8% 
to 5.8% from January to February 2024. Typically, such a spike 
in unemployment has coincided with a recession. This time is a 
little different. Despite monthly job growth averaging about 30,000 
over the last 12 months, Statistics Canada estimates that strong 
immigration means the monthly job creation rate necessary to keep 
the unemployment rate stable, also referred to as the replacement 
rate, has risen to 50,000. As illustrated in Chart 2, job growth in 
Canada has averaged about 60% of the replacement rate over the 
past 12 months, versus the U.S., where job growth has been about 
double its replacement rate. That dichotomy between the two 
nations explains why the unemployment rate is near cycle lows in 
the U.S. and rising in Canada.

The Bank of Canada (BoC) has recognized the economy’s 
vulnerability and has indicated rates are sufficiently restrictive; 
however, it awaits evidence of "further and sustained easing in 
core inflation" before cutting the policy rate. Depending on which 
measure of "core" inflation is emphasized, the objective is nearly 
reached. For example, the annual change in the original core 
Consumer Price Index (CPI), which excludes food and energy, 
rose 2.1% in February, just above the 2% target; however, on a 
six-month annualized basis, it increased by just 1.0%, below the 
lower end of the BoC’s 1-3% inflation-control range. Still, the BoC 
is emphasizing alternative core measures such as CPI Trim, Median, 
and Common, and the average of the annual changes for those three 
measures was 3.1% in February, slightly above the upper end of the 
inflation control range. Moreover, the BoC remains concerned about 
inflation expectations and corporate pricing behavior in its rationale 
for holding rates steady. It's a delicate balancing act: delaying rate 
cuts too long risks recession, while acting prematurely could fuel the 
housing market and inflation. Nonetheless, by mid-year, we believe 
the BoC will have the evidence that it seeks to start cutting its target 
rate.

That said, whether the Canadian economy can continue to avoid 
an official recession is worth exploring. While not our baseline, 
an informed decision requires flushing out all scenarios. The 
counterargument to our recession outlook is that the U.S. economy 
is a pillar of support, considering it contributes to about 20% 
of Canada's GDP via trade. Moreover, stable energy prices and 
the recent improvement in the global manufacturing purchasing 
manager indices (PMI) are positive for Canada's cyclical economy, 
while solid population growth will underpin spending. Still, as we 
explained, the economy is wobbling, and the BoC's focus on inflation 
and delaying interest rate cuts until later in the year keep recession 
risks elevated. Therefore, the timing, pace, and magnitude of rate 
cuts will determine whether the BoC can manage a soft landing for 
the economy.

CANADA MARKET PERSPECTIVE
Technical recessions are usually defined as two consecutive quarters of negative gross 
domestic product (GDP). In Canada, that has yet to occur since the pandemic. Still, if we 
look at GDP per capita, the Canadian economy has shrunk by more than 3% since 2Q 
2022. The disconnect between GDP and its per-capita alternate measure is the impact 
of strong immigration. While consumption from new immigrants has supported growth, 
the per-capita measure shows that consumption per person is weak. We believe this 
reflects the precarious state of households, which remain overleveraged. That’s why 
the ongoing high interest rate environment keeps recession risks above average. Our 
cautious outlook on the Canadian economy has us leaning toward government bonds, 
where yields are enticing. Total return potential could rise if a recession materializes. 
Canadian equities appear attractively valued relative to the U.S.; however, their 
cyclicality keeps us cautious.
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Chart 1: Economic growth comparisons
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Financial markets outlook
Our guarded view of the economy naturally leads us toward favoring 
fixed income, particularly Canadian government bonds. However, 
market pricing for prospective central bank policy rates do not 
reflect our caution. Chart 3 shows market pricing for the BoC is 
comparable to that of the U.S. Federal Reserve (Fed) for 2024, 
reflecting expectations of roughly three to four rate cuts by year-
end for both central banks. Higher recession risks in Canada should 
warrant more interest rate cuts by the BoC relative to the Fed. We 
expect the recent trend of weaker economic growth in Canada than 
in the U.S. to continue in 2024. The dark blue dots in Chart 3, which 
is our probability-weighted path for the BoC, is more dovish than 
market pricing and better reflects the path if recession risks become 
more apparent. Combined with a respectable yield of roughly 3.4% 
for the Canadian 10-year bond, we believe government bonds are 
particularly attractive and will be a crucial diversifier if a recessionary 
environment does unfold.

Although Canadian equities are trading near the long-term forward 
price-to-earnings ratio of about 14.5x, expected earnings-per-share 
(EPS) growth for 2024 has turned lower, from close to 10% at the 
start of the year to roughly 3% as of March 11, 2024, based on LSEG 
DataStream estimates. We believe weak domestic demand and the 
possibility of a recession could increase pressure as earnings could 
fall about 10-15% if a recession were to occur. Therefore, while 
Canadian shares are reasonably valued relative to their history and 
relative to the U.S., business cycle concerns keep us cautious about 
the outlook for Canadian equities.
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REGIONAL SNAPSHOTS

United States
A surprising recovery in labor supply has 
brought the U.S. economy back into better 
balance. While the Fed is not in a hurry to 
cut interest rates, the progress it is making 
on inflation should warrant gradual rate cuts 
starting around mid-year. We think it is more 
likely than not that the United States can avoid 
recession in 2024 but uncertainty remains 
high given the economy is running at full 
capacity, household savings are diminished, 
the labor market is slowing down, and the yield 

curve remains inverted. Market psychology 
is optimistic but not euphoric. Market pricing 
assigns very low odds to a recession and the 
industry consensus expects strong, 10% 
earnings growth for the S&P 500 in 2024. 
These expectations are achievable, but investor 
optimism creates a cautious asymmetry where 
a focus on portfolio diversification is key. We 
continue to see good value in U.S. Treasuries at 
current yield levels.

Eurozone
Eurozone economic activity indicators are 
surprising to the upside while core inflation 
is tracking toward the European Central 
Bank’s (ECB) 2% target. The growth tailwinds 
are coming from falling energy prices, real 
wage gains for households and a rebound in 
global manufacturing activity. The recovery in 
bank lending suggests the positive economic 
momentum can be maintained over the next 
quarter. We expect economic growth will slow 
later in the year as the lagged impact of ECB 
tightening flows through, but the risks of a 
deeper downturn are declining. The ECB has 
hinted it could begin cutting rates in June; 
easier monetary policy will help cushion the 
slowdown.

European indexes lack the AI-themed stocks 
that have boosted the S&P500, but are cheap 
relative to the U.S. They could benefit if 
earnings can outpace the relatively lacklustre 
market consensus of just 2.8% EPS growth this 
year.
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United Kingdom
The outlook for the UK continues to be 
challenging. GDP growth is stagnant, and 
inflation is declining at a slower pace than for 
other developed economies. Market expectations 
are for the Bank of England (BoE) to begin 
lowering interest rates in the third quarter, which 
will provide some relief, but the impact of the 
substantial rise in 2-to-5-year fixed-rate mortgage 
interest rates is still to be fully felt.

The opposition Labour Party, led by Keir Starmer, 
holds a strong lead according to recent public 
opinion polls and an election is likely before the 

end of the year. The incumbent Conservative Party 
government has cut some taxes to boost its poll 
ratings, but as these are pushing in the opposite 
direction to monetary policy, a risk is that they 
could delay the BoE’s monetary easing.

Fixed income markets appear to have priced in 
two to three 25-basis point BoE rate decreases, 
which we believe seems an underestimate given 
the underlying weakness of the economy. UK gilts 
are attractive with the 10-year yield at 4.1%.

Japan
We expect trend-like growth from Japan 
through the rest of the year. Wage growth and 
inflation expectations have moved toward levels 
that are consistent with the Bank of Japan’s 
(BoJ) inflation target. This should allow the BoJ 
to normalize policy slowly through 2024. The 
market expects interest rates to rise 0.4% this 
year, which may be challenged by the global 
easing cycle.

Japanese equities stand out as overvalued 
across our valuation models following the 
impressive run over the last six months. 
We expect upward pressure on bond yields 
this year as the central bank reduces bond 
purchases and gradually lifts the policy rate. 
The Japanese yen looks very cheap but is 
unlikely to appreciate much until the Fed cuts 
U.S. interest rates and/or the global economy 
slows.
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China
China has announced a 2024 GDP growth target 
of ‘around 5%’. Unlike last year, the economy 
will not benefit from the post-pandemic 
reopening, and we expect that 5% growth will 
be a difficult target to achieve. Fiscal policy 
is providing only limited support, but more 
measures may be implemented if the 5% GDP 
growth target is under threat. The health of the 
consumer will be a key watchpoint, as well as 
any indication that China is remaining stuck in 
deflation.

Chinese equities are cheap, trading at less 
than 10 times earnings. Our sentiment model 
suggests highly oversold levels, but this has 
pulled back slightly after the recent rebound. 
Analyst expectations for 15% earnings growth 
this year are achievable should the economy see 
some reflation and growth momentum.

Canada
Canada has avoided recession, but growth 
remains lackluster, and we believe a recession 
is more likely than not over the next 12-18 
months. GDP contracted in the third quarter 
of 2023, while average annual economic was 
roughly 1.0%, below its potential rate3 of about 
2%. Preliminary estimates in 2024 indicate 
GDP is tracking toward positive growth.

The BoC recognizes the economic challenges 
and has indicated rates are sufficiently 
restrictive. The BoC, however, is awaiting 
evidence of inflation sustainably moving toward 
its 2% target before cutting the policy rate. It is 
a delicate balancing act: delaying rate cuts too 

late risks recession, while acting prematurely 
could fuel the housing market and inflation. 
Nonetheless, by mid-year, we believe the BoC 
will have the evidence that it seeks to start 
cutting its target rate.

Given that GDP and employment trends have 
been weaker in Canada, it is perplexing that 
markets have similar rate cut expectations for 
the BoC and the Fed by year-end. We expect 
the BoC should eventually cut rates more 
than the Fed. Our economic outlook favors 
Canadian government bonds, while we remain 
cautious towards Canadian equities due to their 
cyclicality.
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European indexes lack the AI-themed stocks that have boosted the 
S&P500, but are cheap relative to the U.S.
Andrew Pease

Australia/New Zealand
We expect the Australian economy to continue 
with below-trend growth but should avoid 
recession. Wage growth is moderating 
and inflation is below the Reserve Bank of 
Australia’s (RBA) forecasts. Labor demand has 
been slowing, and labor supply growth is being 
lifted by high immigration levels. The housing 
market has remained resilient through the cash 
rate increases, and we expect this will continue. 
The RBA will likely lag other central banks in 
cutting rates, and we expect the first rate cut at 
the end of the third quarter.

Australian equities valuations are cheap relative 
to the U.S. but in line with other developed 
markets. Australian government bonds still offer 
attractive value, despite trading below U.S. 
government bonds. The Australian dollar should 

see some upside through this year on the back 
of improving interest rate differentials.

The New Zealand economy has been under 
more pressure than Australia, in large part 
because the Reserve Bank of New Zealand 
(RNBZ) tightened monetary policy more 
aggressively. The positive signs are that 
business confidence has been rising and the 
RBNZ has signaled the hiking cycle is likely 
finished.

New Zealand equities look expensive relative 
to Australia and international equities. New 
Zealand bonds are fairly priced and offer some 
upside if the economy experiences a more 
severe slowdown and the RBNZ is forced to cut 
rates more aggressively.
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2024 is off to the races again with strong equity market returns across Japan, 
Europe, and the United States. Within the U.S. market, the Magnificent Seven stocks4 
continue to outperform benchmark exposures but returns across these mega-caps 
are increasingly divergent. For example, Tesla is down 35% while NVIDIA is up 
78% on the year through March 14. The Russell 2000® Index—which measures the 
performance of small-cap U.S. companies—is flat on the year and remains 17% below 
its peak from 2022 as smaller companies bore the brunt of higher interest rates and 
generally show weaker profitability. Meanwhile, China continues to hold the emerging 
markets back as its measured policy response and property market challenges have 
left many global investors sitting on the sidelines.

ASSET-CLASS PREFERENCES

Source: LSEG DataStream, 
as of March 14, 2024. EMU 
refers to the European 
Economic & Monetary 
Union.

Asset performance since the beginning of 2024

Global REITS ($)
U.S. 10-year Government Bond ($)

Global Listed Infrastructure ($)
Global Corporate Bonds ($)

Bloomberg Global Treasury Hedged ($)
MSCI China ($)

U.S. small-cap Russell 2000 ($)
FTSE 100 (£)

Global High Yield Bonds ($)
Bloomberg Commodities ($)

U.S. Dollar Index ($)
MSCI Emerging Equities ($)

Gold ($)
MSCI World Value (L)

MSCI All Country World ($)
NASDAQ ($)

MSCI EMU (€)
U.S. large-cap S&P 500 ($)

MSCI World Growth (L)
Japan TOPIX (¥)

Source: LSEG DataStream, as of March 14, 2024. EMU refers to the European Economic & Monetary Union.
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Our cycle, value, and sentiment (CVS) investment decision-
making process is still slightly cautious toward markets for the 
year ahead. Smart diversification with listed real assets and 
private markets complementing traditional portfolio exposures 
is likely to be important to weather the wide range of potential 
scenarios confronting investors.

Public equity valuation multiples are expensive—particularly 
in the United States—and corporate credit spreads are tight. 
Rich valuations dampen the outlook for risk assets. Government 
bonds, by contrast, look attractively priced with U.S. Treasury 
yields continuing to trade well above expected inflation.

What’s the business cycle outlook?
The global business cycle outlook has brightened over the 
quarter with the U.S. economy coming back into better balance, 
early signs of a positive inflection in the global manufacturing 
cycle which could benefit Europe, and improving return on 
equity as a result of recent structural reforms in Japan. While 
we think it is more likely than not that the U.S. can avoid a 
recession in 2024, uncertainty is still elevated, and markets have 
priced in all, if not more than all, the positive news in recent 
months.

Our proprietary index of investor psychology confirms 
this optimism in markets and shows that most investors 
are bullish as of mid-March. These sentiment readings 
directionally reinforce the idea of downside asymmetry in 
markets. Importantly, however, sentiment has not moved to 
an unsustainable extreme of euphoria that would warrant a 
significant risk-off posture in portfolios.

Source: Russell 
Investments. Last 
observation is -1.4 
standard deviations, as 
of March 11, 2024. The 
Composite Contrarian 
Indicator for investor 
sentiment is measured in 
standard deviations above 
or below a neutral level. 
Positive numeric scores 
correspond to signs of 
investor pessimism, while 
negative numeric scores 
correspond to signs of 
investor optimism. The 
chart shows sentiment as 
more overbought compared 
to the previous quarterly 
report in mid-December, 
but still not at an euphoric 
extreme.

Composite contrarian indicator: Investor sentiment not yet at euphoric extreme
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Source: Russell Investments. Last observation is -1.4 standard deviations, as of March 11, 2024. The Composite Contrarian Indicator 
for investor sentiment is measured in standard deviations above or below a neutral level. Positive numeric scores correspond to 
signs of investor pessimism, while negative numeric scores correspond to signs of investor optimism. The chart shows sentiment as 
more overbought compared to the previous quarterly report in mid-December, but still not at an euphoric extreme.
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On balance, our CVS decision-making process leans slightly cautious but does not show markets at an extreme that would incline 
us to position portfolios markedly risk-on or risk-off. Instead, most of our portfolio strategies at the beginning of the second quarter 
of 2024 are emphasizing security selection and diversification to protect client outcomes across a wide range of potential scenarios 
in the year ahead. On balance, our CVS decision-making process leans slightly cautious but does not show markets at an extreme 
that would incline us to position portfolios markedly risk-on or risk-off. Instead, most of our portfolio strategies at the beginning of 
the second quarter of 2024 are emphasizing security selection and diversification to protect client outcomes across a wide range of 
potential scenarios in the year ahead.

The equity market outlook is constrained by expensive valuation multiples, optimistic industry consensus 
earnings growth expectations, and overbought sentiment. We previously preferred Quality equities—
profitable companies with strong balance sheets—however that overweight was neutralized in February 
following a stretch of strong performance for these stocks.

Our portfolio strategies are neutral across major equity regions. Non-U.S. developed equities still trade at 
a steep discount to U.S. equities but there is significant uncertainty around the ability of these markets to 
deliver differentiated earnings. Chinese equities have sharply underperformed in recent years. The market 
is very cheap, with the index trading at book value and many companies trading in-line with the value of 
the cash on their balance sheet. Our proprietary measure of market psychology shows extreme pessimism 
toward Chinese equities, which is a positive signal for the market outlook. However, China faces numerous 
structural challenges, weak consumer confidence, and has thus far only delivered a measured policy 
response to support its economy and markets. We are neutral to slightly overweight China across our 
equity portfolio strategies with the latter largely driven by where our underlying money managers are 
finding the best value in emerging markets.

Government bonds provide attractive value for investors as yields still trade well in excess of expected 
inflation. Markets are not currently putting much weight on the possibility of adverse economic scenarios. 
Therefore, if developed market economies slow or slip into recession, we expect central banks to cut 
interest rates more aggressively than what is currently priced into forward curves. U.S. Treasuries are a 
preferred overweight exposure where our fixed income strategy team sees particularly good value in the 
five-year point of the yield curve. They also see potential for the curve to re-steepen if more aggressive 
rate cuts are delivered in the next few years. Our favorable outlook for government bonds still extends 
across most major developed sovereign markets, including Canada, Germany, Australia and the UK. The 
only notable outlier is Japan, where yields are depressed and out-of-synch with the rest of the world.

U.S. High yield and U.S. investment grade spreads are very tight into an environment of elevated 
economic uncertainty, leading us to dampen our normal strategic overweight to corporate credit.
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The prospect of developed market central banks cutting interest rates in 2024 should be a major tailwind 
for real estate. Real Estate Investment Trust (REIT) valuations continue to look attractive. Given the 
significant uncertainty surrounding the macro-outlook, we think the defensive nature of infrastructure 
investments make them a useful lever for portfolio diversification—cushioning the portfolio in a market 
downturn, while not giving up significant upside potential should a soft landing come to pass. Oil prices 
might remain rangebound as the tug-of-war between softer growth and supply constraints from the OPEC+ 
group of oil-producing countries continue. Gold, which is trading at near record highs, appears overvalued 
relative to current real yields. While gold prices may soften later this year, several factors—elevated 
recession risks, the potential for lower real interest rates, heightened geopolitical tensions, and structural 
support from central bank purchases—still create a favorable cyclical environment for gold that could 
mitigate the extent of price declines.

The U.S. dollar is expensive which suggests potential for the greenback to decline over the medium-term. 
However, the potential for a global recession in 2024 could result in further upside for the dollar in the 
short term as investors flock to the relative safety of U.S. assets. We believe these two-sided risks warrant 
a neutral stance.

Private credit yields are still high even as public credit yields have compressed, creating attractive return 
opportunities for private credit. Interest rate floors in private credit can help preserve yield in floating rate 
private credit even when central banks start cutting interest rates. Elevated macroeconomic uncertainty 
will likely create a dispersion of returns amongst private credit funds—where fund managers with the most 
robust diligence processes will likely fare better. The increase in mergers and acquisitions activity amid 
optimism around lower interest rates and the prospect of a soft landing should help unlock more high-
quality investments for private equity funds. At the same time, an improved initial public offerings (IPO) 
market could also offer better exit opportunities for private equity holdings and enable more distributions 
to limited partners.

Our cycle, value, and sentiment (CVS) investment decision-making 
process is still slightly cautious toward markets for the year ahead.
Paul Eitelman

1	 Raphael Bostic commented on March 4, 2024, that business leaders were ready to "pounce" at the first hint of a U.S Federal Reserve (Fed) rate 
cut. "This threat of what I'll call pent-up exuberance is a new upside risk that I think bears scrutiny in coming months," he said.

2 	 Return on equity (ROE) is a ratio that provides investors with insight into how efficiently a company’s management team is handling the money 
that shareholders have contributed to it. In other words, ROE measures the profitability of a corporation in relation to stockholders’ equity. The 
higher the ROE, the more efficient a company's management is at generating income and growth from its equity financing.

3 	 Potential growth approximates what the sustainable growth rate is for the economy. It is roughly calculated as long-term growth in productivity 
plus growth rate of the labor force.

4 	 The term "Magnificent 7" refers to the most dominant tech companies: Apple, Alphabet, Microsoft, Amazon, Meta Platforms, Tesla and Nvidia.
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IMPORTANT INFORMATION
The views in this Global Market Outlook report are subject to change at 
any time based upon market or other conditions and are current as of 
March 25, 2024. While all material is deemed to be reliable, accuracy 
and completeness cannot be guaranteed. 
Nothing in this publication is intended to constitute legal, tax, securities 
or investment advice, nor an opinion regarding the appropriateness of 
any investment, nor a solicitation of any type. This information is made 
available on an “as is” basis. Russell Investments Canada Limited does 
not make any warranty or representation regarding the information.
Please remember that all investments carry some level of risk, including 
the potential loss of principal invested. They do not typically grow at 
an even rate of return and may experience negative growth. As with 
any type of portfolio structuring, attempting to reduce risk and increase 
return could, at certain times, unintentionally reduce returns. 
Keep in mind that, like all investing, multi-asset investing does not 
assure a profit or protect against loss. 
No model or group of models can offer a precise estimate of future 
returns available from capital markets. We remain cautious that rational 
analytical techniques cannot predict extremes in financial behavior, such 
as periods of financial euphoria or investor panic. Our models rest on 
the assumptions of normal and rational financial behavior. Forecasting 
models are inherently uncertain, subject to change at any time based on 
a variety of factors and can be inaccurate. Russell Investments believes 
that the utility of this information is highest in evaluating the relative 
relationships of various components of a globally diversified portfolio. 
As such, the models may offer insights into the prudence of over or 
under weighting those components from time to time or under periods 
of extreme dislocation. The models are explicitly not intended as market 
timing signals. 
Forecasting represents predictions of market prices and/or volume 
patterns utilizing varying analytical data. It is not representative of a 
projection of the stock market, or of any specific investment. 
This publication may contain forward-looking statements. Forward-
looking statements are statements that are predictive in nature, that 
depend upon or refer to future events or conditions, or that include 
words such as or similar to, "expects", "anticipates", "believes" or 
negative versions thereof.  Any statement that may be made concerning 
future performance, strategies or prospects, and possible future fund 
action, is also a forward-looking statement.  Forward looking statements 
are based on current expectations and projections about future events 
and are inherently subject to, among other things, risk, uncertainties and 
assumptions about economic factors that could cause actual results and 
events to differ materially from what is contemplated.  We encourage 
you to consider these and other factors carefully before making any 
investment decisions and we urge you to avoid placing undue reliance 
on forward-looking statements.  Russell Investments has no specific 
intention of updating any forward looking statements whether as a result 
of new information, future events or otherwise.
Investment in global, international or emerging markets may be 
significantly affected by political or economic conditions and regulatory 
requirements in a particular country. Investments in non-domestic 
markets can involve risks of currency fluctuation, political and economic 
instability, different accounting standards and foreign taxation. Such 
securities may be less liquid and more volatile. Investments in emerging 
or developing markets involve exposure to economic structures that 
are generally less diverse and mature, and political systems with less 
stability than in more developed countries. 
Currency investing involves risks including fluctuations in currency 
values, whether the home currency or the foreign currency. They 
can either enhance or reduce the returns associated with foreign 
investments. 

Bond investors should carefully consider risks such as interest rate, 
credit, default and duration risks. Greater risk, such as increased 
volatility, limited liquidity, prepayment, non-payment and increased 
default risk, is inherent in portfolios that invest in high yield (“junk”) 
bonds or mortgage-backed securities, especially mortgage-backed 
securities with exposure to sub-prime mortgages. Generally, when 
interest rates rise, prices of fixed income securities fall.
Performance quoted represents past performance and should not be 
viewed as a guarantee of future results. 
The FTSE 100 Index is a market-capitalization weighted index of UK-
listed blue chip companies.
The S&P 500® Index, or the Standard & Poor’s 500, is a stock market 
index based on the market capitalizations of 500 large companies 
having common stock listed on the NYSE or NASDAQ.
The Bloomberg Global Treasury Index tracks fixed-rate, local currency 
government debt of investment grade countries, including both 
developed and emerging markets. The index represents the treasury 
sector of the Global Aggregate Index. The index was created in 1992, 
with history available from January 1, 1987.
The MSCI EMU Index (European Economic and Monetary Union) 
captures large and mid cap representation across the 10 developed 
markets countries in the EMU. With 246 constituents, the index covers 
approximately 85% of the free float-adjusted market capitalization of the 
EMU.
S&P/TSX Composite Index: The benchmark Canadian index, 
representing roughly 70% of the total market capitalization on the 
Toronto Stock Exchange.
FTSE Canada Universe Bond Index measures the performance of 
marketable government and corporate bonds outstanding in the 
Canadian market.
Goldman Sachs Commodity Index or S&P GSCI® is a composite index 
of commodity sector returns representing an unleveraged, long-only 
investment in commodity futures that is broadly diversified across the 
spectrum of commodities.
Indexes are unmanaged and cannot be invested in directly. 
Copyright © Russell Investments Canada Limited 2024. All rights 
reserved. Russell Investments is the operating name of a group of 
companies under common management, including Russell Investments 
Canada Limited.
Russell Investments' ownership is composed of a majority stake held by 
funds managed by TA Associates Management, L.P., with a significant 
minority stake held by funds managed by Reverence Capital Partners, 
L.P. Certain of Russell Investments' employees and Hamilton Lane 
Advisors, LLC also hold minority, non-controlling, ownership stakes.
Frank Russell Company is the owner of the Russell trademarks 
contained in this material and all trademark rights related to the Russell 
trademarks, which the members of the Russell Investments group 
of companies are permitted to use under license from Frank Russell 
Company. The members of the Russell Investments group of companies 
are not affiliated in any manner with Frank Russell Company or any 
entity operating under the “FTSE RUSSELL” brand.
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