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As we enfer 2024, various market outlook
pieces are being published, with the intention
to forecast and anticipate what this year’s
markets will bring. We can look at historical
data and analyse trends but, as an industry,
we often don'’t get it right and this is certainly
true of US equities. For years — and in the
case of US equity bears, up to ten years -
many have highlighted that the US market is
overvalued and that investors should switch
into more attractively priced regions like the
UK and Europe. All logic tells us that this is
true and yet the US equity market continues
to defy the laws of gravity and portfolios
that have been underweight the region have
suffered on a relative basis.

If we take a look at regional market
performance over the past ten years (Chart 1)
we can see that US equities benefitted from
phenomenal returns until the end of 2021
and again in 2023, far surpassing the gains
in other developed market regions. However,
if we dig a little deeper, we can see that US
growth stocks have been the key driver of
overall US equities returns and if we strip
out the FAANGMs/Magnificent 7 stocks then
performance of US growth stocks is far less
extreme. If we also consider US value stock
performance, again this is much less extreme,
albeit still ahead of other developed regions.

Chart 1 - Annual regional performance over the past ten years
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Source: Morningstar, MGIM. as at 31 December 2023.

Zooming in on annual returns over the past
five years (Chart 2) we can see a similar story,
however interestingly in 2021 when we saw a
downturn in markets globally, US value stocks
actually fell by less than other developed
regions. US growth stocks on the other hand
fell most significantly which is unsurprising
given the impact of the rising interest rate
environment, and that valuations had much
further to fall from peak levels in 2021.

Chart 2 - Annual regional performance over the past five years
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Source: Morningstar, MGIM. as at 31 December 2023.

Many will look at these returns and draw
parallels with the 2000 dot-com bubble
however, a standout difference between then
and now is that the technology companies
investors were buying were very small, with no
history or profits. The technology companies
investors are buying today are giants with
valuations in the ftrillions and profits in the
billions. These companies are ‘priced for
perfection’ as the hype surrounding them
continues fo skyrocket — Nvidia had a price
to earnings ratio of 144x in April 2023, 40x as
of today, and to put this in context, Barclays
Bank is trading on a 5x P/E ratio. The risk with
valuations this rich is that any hint of negative
news is likely fo have a disproportionate
impact on their valuation and you risk
significant losses, particularly if you invested
at the peak. So, we have fo consider if this
could be a different kind of tech bubble.

Putting the technology sector aside, it's worth
thinking about North America more broadly:
compared with other regions, consumers are
in good shape with high savings levels and
decade-long mortgages, the job market
is strong with low unemployment levels,
corporates have surprised on the upside and
maybe, just maybe, the FED has managed to
engineer a soft landing in the push and pull
between inflation and interest rates. This must
be caveated because mortgages are coming
up for renewal, we're starting to see cracks
in corporate earnings and we're far from a
conclusion on the soft-landing debate, but
overall, one can conclude that the US is better
positioned than other regions.

As we have entered new year's prior, many
have contemplated whether it was the year
the US market would take a downward
turn, but new themes have led to a
bounce for a segment of US companies,
such as lockdown beneficiaries, artificial
intelligence and electric vehicles. 2022 is a
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a blip in this story but then arguably that
sell-off has led to valuations becoming
more compelling in certain areas. The
only 2024 event we are certain of is the
presidential election, but history has shown
that market impact is short-lived when it
comes to elections so probably not worth
paying this too much attention.

Is this the year where US equities fall
behind? Well, who knows! But our stance
is that an underweight to the region does
makes sense and it's not wise to chase the
returns of momentum growth-stocks like
the magnificent 7, but there are pockets of
value in the US equities universe and it's
important fo maintain exposure, especially
if you can select the right fund managers to
navigate the course.
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For more information, please contact your adviser or alternatively contact:

Belvest Investment Services Limited
MERERBERAE

9th Floor, Centre Mark Il

305-313 Queen’s Road Central
Sheung Wan, Hong Kong

Important notes

This communication is issued by Belvest
Investment  Services  Limited and/or
Belvest related companies (collectively,
and individually Belvest) solely to its
clients, qualified prospective clients or
institutional and professional investors.
Unless stated otherwise, any opinions or
views expressed in this communication do
not represent those of Belvest. Opinions or
views of any Belvest company expressed
in this communication may differ from
those of other departments or companies
within Belvest, including any opinions or
views expressed in any research issued by
Belvest. Belvest may deal as Distributor or
Agent, or have interests, in any financial
product referred fo in this email. Belvest
has policies designed to negate conflicts of
interest. Unless otherwise stated, this e-mail
is solely for information purposes.

This message may contain confidential
information.  Any use, dissemination,
distribution or reproduction of this
information outside the original recipients
of this message is strictly prohibited. If
you receive this message by mistake,
please notify the sender by reply email
immediately.

Unless specifically stated, neither the
information nor any opinion contained
herein constitutes as an advertisement, an
invitation, a solicitation, a recommendation
or advise fo buy or sell any products,
services, securities, futures, options, other
financial instruments or provide any
investment advice or service by Belvest.

Tel +852 2827 1199
Fax +852 2827 0270
belvest@bis.hk

www.bis.hk

No representation or warranty is given as
to the accuracy, likelihood of achievement
or reasonableness of any figures, forecasts,
prospects or return (if any) contained in the
message. Such figures, forecasts, prospects
or returns are by their nature subject to
significant uncertainties and contingencies.
The assumptions and parameters used
by Belvest are not the only ones that
might reasonably have been selected
and therefor Belvest does not guarantee
the sequence, accuracy, completeness
or timeliness of the information provided
herein. None of Belvest, its group members
or any of their employees or directors shall
be held liable, in any way, for any claims,
mistakes, errors or otherwise arising out
of or in connection with the content of this
e-mail.

This  e-mail and any accompanying
attachments are not encrypted and cannot
be guaranteed to be secure, complete or
error-free as electronic communications
may be intercepted, corrupted, lost,
destroyed, delayed or incomplete, and/
or may contain viruses. Belvest therefore
does not accept any liability for any
interception, corruption, loss, destruction,
incompleteness, viruses, errors, omissions
or delays in relation fo this electronic
communication. If verification is required
please request a hard-copy version.
Electronic communication carried within
the Belvest system may be monitored.





