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2Q 2024 Global Asset Allocation Viewpoints

Key themes

• The U.S. economy stands out from the crowd.
U.S. growth is downshifting somewhat as lower income households pull back, and 
corporates face higher refinancing costs. However, with most other global 
economies still struggling, the U.S. may remain the strongest global performer. 

• Global disinflation is showing signs of stalling.
After having made significant progress last year, inflation deceleration has flattened 
out. The last mile of disinflation toward central bank targets would require some 
economic slowdown and job market rebalancing. 

• Central banks believe they can cut rates without sacrificing inflation.
The Fed wants to cut policy rates, but it may be fazed by recent inflation surprises. It 
will likely cut policy rates two times this year, starting in September. Other central 
banks may also begin easing soon but may cut with greater urgency.

• Equities may continue embracing the soft-landing narrative.
The constructive backdrop of solid growth, positive earnings and prospective rate 
cuts has been fueling market optimism. This mix may also support a broadening of 
the market rally as rate cuts come closer into sight.

• Fixed income yields are relatively attractive compared to equity yields.
U.S. Treasury yields should skew lower as the Fed begins cuts but may be limited by 
the shallow easing cycle. While credit spreads are tight, providing recession is 
avoided, they might not widen much and still provide meaningful carry 
opportunities.



Global economy: U.S. stands out from the crowd
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The U.S. is likely set to outperform its global peers once again. While Europe and China struggle to make significant 
headway, the U.S. economy is heading for a soft landing. 

Source: Federal Reserve Bank of New York, Bloomberg, Principal Asset 
Management. Data as of March 31, 2024.

Global growth
Quarterly, 4Q 2022–4Q 2023

Source: Bloomberg, Principal Asset Management. Data as of March 31, 2024.

China credit impulse versus earnings growth
2008–present
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Global inflation: A frustratingly slow last mile
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The last mile to central banks’ inflation targets is proving tough and may require some (small) cracks in the labor 
markets to materialize.

Contribution to headline U.S. inflation
Year-over-year, January 2015–present

Source: Bureau of Labor Statistics, Principal Asset Management. Data as of 
April 10, 2024.

Principal Asset Allocation GDP-weighted inflation
January 2007–present

Source: Bloomberg, Principal Asset Management. Data as of March 31, 2024.
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Policymakers should carefully navigate the landing

5

The Fed should tread carefully to ensure it does not trigger a new inflation wave. However, leaving policy rates 
unchanged for too prolonged a period would raise recession risk.

Historical inflation comparison
Consumer Price Index (CPI)

Source: Bureau of Labor Statistics, Principal Asset Management. Data as of April 10, 2024.

Real Fed funds rate
January 2009–present

Source: Federal Reserve, Bureau of Labor Statistics, Bloomberg, Principal Asset 
Management. Data as of March 31, 2024.
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Federal Reserve: Eager to cut rates
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The Fed clearly wants to cut rates. We are expecting two rate cuts in 2024, starting in September. However, 
loosening policy at a time when growth is still strong is a risky strategy.

Source: Federal Reserve, Bloomberg, Principal Asset Management. Data as of April 10, 2024.

Federal Reserve policy rates path
Fed funds rate and projections, 2021–present
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Global central banks: More reason to cut than the Fed
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Global central banks would prefer to start cutting rates at the same time as the Fed. Yet their weaker economies mean 
they may move with greater urgency. Their relatively dovish policy path may keep upward pressure on the U.S. dollar.
 

Global central bank rates
January 2021–present, forecasted through 2025

Source: Federal Reserve, European Central Bank, Bank of England, Principal Asset 
Management. Data as of April 10, 2024.

Major currencies
Rebased to 100 at January 2021

Source: LSEG, Bloomberg, Principal Asset Management. Data as of March 31, 2024.
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Global equity valuations: Pockets of opportunity
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Although global valuations are stretched, there are pockets of opportunity that may be benefited from 
the constructive macro backdrop, including Latin America. 

Source: Federal Reserve, Bloomberg, Principal Asset Management. Data as of April 10, 2024.
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Equities: Our positioning shift to overweight
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**LTM=Last Twelve Month. Note: Pre-emptive and successful Fed cuts in moderate inflation includes periods when Fed cut 
and there was no recession, it also includes periods when recessions occurred due to unforeseeable incidents (COVID, 
spiking oil price etc.). Source: Bloomberg, Principal Asset Management. Data as of December 31, 2023. 

Magnificent 7 performance
Simple equal-weighted performance versus the S&P 500 and Nasdaq composite, indexed to 100 at January 1, 2020

Source: Clearnomics, Standard & Poor’s, Bloomberg, Principal Asset Management. 
Data as of March 31, 2024.

The stock market and earnings
S&P 500 Index price and trailing earnings-per-share, 1990–present

Central banks have fueled a market rally as they 
embrace optimism about inflation without 
sacrificing growth. Historically, when central bank 
easing takes place against a backdrop of a soft 
landing (like in 1995), the economy enters a mid-
cycle position—whereby growth is stimulated by 
rate cuts, extending the economic expansion, the 
earnings upswing, and therefore, the market rally.

Yet, just like last year, the only investment decision 
that really mattered in 1Q was owning the 
Magnificent 7 stocks. They recorded a total return 
of 13.6% in 1Q. That follows on from an 
outstanding total return of 107% last year, 
accounting for most of the S&P 500 gains in 2023. 

The Magnificent 7 might extend their positive 
performance. After all, the solid balance sheet 
characteristics and secure competitive market 
positions of the Magnificent 7 may imply that a 
significant correction is unlikely, despite their 
valuations drawing comparisons to the 2000s tech 
bubble. Yet, this year, the combination of a 
continued economic expansion, solid earnings 
growth and rate cuts might see strong 
performance broadening to other more cyclical 
sectors and markets whose valuations are not 
quite so stretched.
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Fixed Income: Our positioning shift to overweight
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Source: Clearnomics, Federal Reserve, Bloomberg, Principal Asset Management. 
Data as of March 31, 2024.

Fed funds rate and U.S. 10y Treasury bond yield
Recessions are shaded, 1985–present

Source: Clearnomics, Bloomberg, Principal Asset Management. 
Data as of March 31, 2024. 

U.S. high yield and investment grade spreads
Option-adjusted-spread, 1998–present

1Q was a challenging quarter for U.S. Treasurys 
as constructive economic data prompted markets 
to revise their Fed rate expectations path to a 
significantly less dovish one. U.S. Treasury yields 
corrected higher, albeit not quite to the highs of 
early 4Q 2023. With the Fed likely to start cutting 
rates later this year, Treasury yields could skew 
lower as investors look to lock in the current level 
of yields. 

However, in the absence of a severe recession, 
Treasury yields are unlikely to revert to the ultra-
low levels of recent years. With inflation set to 
remain above the 2% target for much of the 
forecast horizon, the Fed’s easing cycle may be 
considerably more shallow than usual. In addition, 
shifting supply/demand dynamics in the Treasury 
space, particularly in an election year,  may imply 
higher term premia. 

By contrast, credit had a strong quarter, 
supported by the still strong economic backdrop. 
Credit spreads are at historically a tight level and 
in a soft landing scenario, might remain fairly 
tight. Note, though, that the prospect of a modest 
economic slowdown suggests limited room for 
further spread compression. 
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Fixed income: We’re here for the carry
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High yield bond yield-to-worst, investment grade bond yield-to-worst, U.S. Treasury yield-to-worst, 
S&P 500 12m forward earnings yield Source: S&P Dow Jones, Federal Reserve, Bloomberg, Principal 
Asset Management. Data as of March 31, 2024.

Yield comparison: High yield bonds, investment grade bonds, U.S. 
Treasurys, and S&P 500
2013–present

Source: Bloomberg, Principal Asset Management. Data represents the U.S. High Yield 2% Issuer Cap index. As this index 
excludes bonds that mature within the next year, the chart does not include any bonds maturing in 2024. Data as of 
December 31, 2023.

High yield bond maturity schedule
Billions USD

The combination of solid economic growth and a 
Federal Reserve that is clearly keen to cut policy 
rates has solidified a constructive backdrop for 
credit. Higher yields and lower interest rate 
volatility should continue to support strong 
institutional demand, while ETF inflows reflect 
healthy retail appetite. 

Spreads are historically tight for both investment 
grade and high yield credit. Yet, while spreads 
may not tighten significantly from here, provided 
the economy does not deteriorate significantly, 
they should not widen much either. More 
pertinently, credit is offering important additional 
carry to U.S. Treasurys, while the total yield 
available in fixed income is also attractive 
compared to equities. 

A much-flagged risk for high yield this year is that 
due to the Fed’s 2022-23 hiking cycle, the wall of 
maturing debt face significantly higher 
refinancing costs, potentially triggering a spike in 
defaults. However, the resilient macro backdrop 
and strong balance sheets suggest that 
companies might scale the wall relatively 
unscathed. In addition, the maturity wall leans 
towards high-quality, suggesting that most 
companies may be able to digest the interest rate 
costs without too much strain. 
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DISCLOSURES

Investment involves risks. Past performance of any particular fund or product mentioned in this document is not indicative of future performance of the relevant fund or product, and the value of the each fund or product mentioned in this 
document may go down as well as up. You should not invest solely in reliance on this document. There is no assurance on investment returns and you may not get back the amount originally invested.

This material may contain ‘forward looking’ information that is not purely historical in nature. Such information may include, among other things, projections and forecasts. There is no guarantee that any forecasts made will come to pass. 
Reliance upon information in this material is at the sole discretion of the reader.

Equity investments involve greater risk, including higher volatility, than fixed-income investments. Fixed-income investments are subject to interest rate risk; as interest rates rise their value will decline. International and global investing 
involves greater risks such as currency fluctuations, political/social instability and differing accounting standards. Potential investors should be aware of the risks inherent to owning and investing in real estate, including value fluctuations, 
capital market pricing volatility, liquidity risks, leverage, credit risk, occupancy risk and legal risk. Non-investment grade securities offer a potentially higher yield but carry a greater degree of risk. Risks of preferred securities differ from risks 
inherent in other investments. In particular, in a bankruptcy preferred securities are senior to common stock but subordinate to other corporate debt. Emerging market debt may be subject to heightened default and liquidity risk. Risk is 
magnified in emerging markets, which may lack established legal, political, business, or social structures to support securities markets. Small and mid-cap stocks may have additional risks including greater price volatility. Treasury inflation-
protected securities (TIPS) are a type of Treasury security issued by the U.S. government. TIPS are indexed to inflation in order to help investors from a decline in the purchasing power of their money. As inflation rises, rather than their yield 
increasing, TIPS instead adjust in price (principal amount) in order to maintain their real value. Inflation and other economic cycles and conditions are difficult to predict and there Is no guarantee that any inflation mitigation/protection 
strategy will be successful. Contingent Capitals Securities may have substantially greater risk than other securities in times of financial stress. An issuer or regulator’s decision to write down, write off or convert a CoCo may result in complete 
loss on an investment. Real assets include but not limited to precious metals, commodities, real estate, land, equipment, infrastructure, and natural resources. Each real asset is subject to its own unique investment risk and should be 
independently evaluated before investing.  As an asset class, real assets are less developed, more illiquid, and less transparent compared to traditional asset classes.

You should consider your own risk tolerance level and financial circumstances before making any investment choices. If you are in doubt as to whether a certain fund or product mentioned in this document is suitable for you (including 
whether it is consistent with your investment objectives), you should seek legal, financial, tax, accounting and other professional advice to ensure that any decision made is suitable with regards to that your circumstances and financial 
position, and choose the fund(s)/product(s) suitable for you accordingly.

The information contained in this document has been derived from sources believed to be accurate and reliable as of the date of publishing of this document, and may no longer be true, accurate or complete when viewed by you. The content 
is for informational purpose only and does not constitute an offer, a solicitation of an offer or invitation, advertisement, inducement, representation of any kind or form whatsoever or any advice or recommendation to enter into any 
transactions in respect of the funds/products referred to in this document. This document is not intended to be relied upon as a forecast, research, or investment advice regarding a particular investment or the markets in general, nor is it 
intended to predict or guarantee the performance of any investment. The information does not take account of any investor’s investment objectives, particular needs or financial situation. You should not consider the information as a 
comprehensive statement to be relied upon. All expressions of opinion and predictions in this document are subject to change without notice.

All figures shown in this document are in U.S. dollars unless otherwise noted.

Subject to any contrary provisions of applicable law, neither the companies, nor any of their affiliates, nor any of the employees or directors of the companies and their affiliates, warrants or guarantees the accuracy of the information 
contained in this document, nor accepts any responsibility arising out of or in connection with any errors or omissions of the contents set out in this document.

This document is the property of Principal Asset Management Company (Asia) Limited that no part of this document may be modified, reproduced, transmitted, stored or distributed to any other person or incorporation in any format for any 
purposes without Principal Asset Management Company (Asia) Limited ’s prior written consent.

Source of this document is from Principal Global Investors. Principal Global Investors leads global asset management at Principal® and includes the asset management operations of the following members of Principal®: Principal Global 
Investors, LLC; Principal Real Estate Investors, LLC; Principal Enterprise Capital, LLC; Spectrum Asset Management, Inc.; Post Advisory Group, LLC; Columbus Circle Investors; Morley Capital Management Inc.; Finisterre Capital, LLP; Origin 
Asset Management, LLP; Principal Global Investors (Europe) Limited; Principal Global Investors (Singapore) Ltd.; Principal Global Investors (Australia) Ltd.; Principal Global Investors (Japan) Ltd.; Principal Asset Management(Asia) Ltd., and 
include assets where we provide model portfolios. Marketing assets under management include certain assets that are managed by Principal International and Retirement and Income Solutions divisions of Principal.
 
© 2024 Principal Financial Services, Inc. Principal®, Principal Financial Group®, Principal Asset Management, and Principal and the logomark design are registered trademarks and service marks of Principal Financial Services, Inc., a Principal 
Financial Group company, in various countries around the world and may be used only with the permission of Principal Financial Services, Inc.

This document has not been reviewed by the Securities and Futures Commission.

 This document is issued by Principal Asset Management Company (Asia) Limited. 
 
 Reference number: 3525757
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