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We believe a mild U.S. recession is more likely than not in 
2024, although a soft-landing scenario where the U.S. avoids 
an economic downturn altogether can’t be ruled out. We think 
equities may remain supported by soft-landing expectations 
for the next few months, while government bonds continue 
to look attractive with most central banks nearing the end of 
their tightening cycles.   

SYNOPSIS

KEY MARKET THEMES 
Airline pilot Sully Sullenberger achieved the miracle landing on the Hudson River in New 
York in 2009. U.S. Federal Reserve (Fed) Chair Jerome Powell’s attempt at a soft landing 
for the U.S. economy may have an even higher degree of difficulty. While the unusualness 
of this pandemic-induced business cycle demonstrates that anything is possible, lessons 
from previous cycles suggest that sticking the landing is a challenge. After all, history 
shows that once the U.S. economy starts to slow in response to aggressive Fed tightening, 
it usually overshoots into a recession. This is why we believe that a mild U.S. recession 
before the end of 2024 is the most likely outcome, although the complexities caused by 
the pandemic make forecasting difficult. 

Markets, however, are betting that a soft U.S. landing is likely. Case-in-point: Industry 
consensus expectations are for a rebound in corporate earnings next year, and interest-rate 
markets are pricing only modest central-bank easing. Amid this backdrop, our cycle, value 
and sentiment process favours a slightly cautious approach to U.S. markets, with selective 
opportunities in quality equities, front-end Treasuries, curve steepeners and agency 
mortgage-backed securities.

In Europe, the region’s economy is under pressure, with Germany, France, Italy and Spain 
all flirting with recession. Bank lending and money supply are declining, reflecting the 
impact of European Central Bank (ECB) monetary tightening. Manufacturing indicators 
are contracting, and China’s economic downturn is spilling over into Europe through weak 
export demand. While eurozone equities have performed strongly so far this year, we 
expect they’ll soon face the cycle challenges of tight monetary policy and recession risk.

In the UK, the economy continues to track sideways. While large-cap UK equities currently 
offer good value, we think they could face headwinds due to their relatively large exposure 
to health, financials and consumer staples, coupled with their small exposure to technology 
firms. 

In China, the country’s debt and property-market problems are intensifying, and the 
government still seems reluctant to undertake aggressive stimulus measures. Our 
analysis of sentiment for Chinese equities shows the market is oversold, but it has not 
yet hit the level of panic that would represent a strong contrarian buying opportunity. 

In Japan, the post-lockdown rebound has boosted the nation’s economy, with services-
sector spending back to pre-pandemic levels and inbound tourism recovering. These 
trends are likely to continue. We expect the Bank of Japan (BoJ) will further relax its 
yield-curve control policy over the next six to 12 months, but an increase in the cash 
rate will require much more evidence that inflation is sustainably at the BoJ’s target. 

In Australia, the economy is slowing, but we think recession risks are lower there than 
in the Northern Hemisphere. The Reserve Bank of Australia’s monetary policy is not as 
restrictive as central banks in other regions, and it has probably finished tightening. 

Aggressive rate hikes by the Bank of Canada (BoC) have raised debt-service costs in 
Canada and forced households to make budgetary compromises. We think the BoC 
is near the end of its rate-hiking campaign, as the Canadian economy continues to 
downshift.
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ECONOMIC VIEWS

 
U.S. UNEMPLOYMENT VS. INFLATION
We think U.S. unemployment will likely need to rise above 4% for the 
nation’s inflation rate to decline to the Fed’s 2% target.

CHINA OUTLOOK
We believe China’s economy will probably need to deteriorate further 
before there is meaningful stimulus. That said, while the country has 
its near-term challenges, we aren’t as pessimistic about its longer-
term growth prospects. 

EUROZONE MONETARY POLICY
Although the ECB has signaled it may hold rates at high levels for a 
longer period of time, we think rate cuts are possible in the second 
half of 2024, due to weakness in key economic indicators and a 
downward trend in food and energy prices. 

ARTIFICIAL INTELLIGENCE (AI) RISKS AND 
OPPORTUNITIES
While investor enthusiasm for AI-related equities could offset cycle 
headwinds, we also think it could create a larger downside risk if 
recession fears prick the AI hype.

BANK OF ENGLAND RATE HIKES
Markets expect the BoE will keep interest rates unchanged until late 
2024, but we suspect that a sluggish economy could see the central 
bank reverse course earlier next year.

ASSET CLASS VIEWS 
Equities: Limited upside

We believe equities have limited upside with recession risks on the horizon. Although non-U.S. 
developed equities are cheaper than U.S. equities, we have a neutral preference until the Fed 
becomes less hawkish and the U.S. dollar weakens significantly. Within equities, we prefer the 
quality factor, which tracks stocks that have low debt and stable earnings growth.

Fixed income: Government bond valuations are attractive

We see U.S., UK and German bonds as offering reasonable value. They have the potential 
to rally, as investors become confident that central banks have finished tightening, inflation 
has peaked and economies are slowing. It’s also likely that the U.S. Treasury yield curve can 
steepen in the coming months. The spread between 2-year and 10-year bond yields is close to 
an extreme, and the yield curve tends to steepen after the Fed has completed raising interest 
rates and markets start looking toward monetary easing.

Currencies: U.S. dollar has strengthened 

The U.S. dollar (USD) has strengthened over the past couple of months as investors speculate 
that the economy could have a soft landing that would delay rate cuts. The U.S. dollar is 
expensive in real trade-weighted terms and will be under downside pressure if markets lose 
faith in this scenario. Meanwhile, the Japanese yen looks attractive from a cycle and value 
perspective, while the euro appears significantly undervalued relative to its purchasing power 
parity value.
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