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/ US Q3 GDP growth was big surprise to the market 

keeping up the pressure for higher rate)

/ FOMC is unlikely to raise rates this week but will 

likely express their intense vigilanc6

/ In the equity market higher long term yields will 

pressure growth sectors such as Tec.

/ The tech sector has its long term merits but 

valuations look 20-30% too high if 10 year yields 

remain at or above 5%. 
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However, this level of growth also exacerbates the 

spectre of inflation. While the Federal Reserve may not 

make any rate adjustments this week, the possibility of a 

rate hike in the following meeting is certainly on the table. 

While growth remains robust, the financial markets are 

grappling with concerns over its impact on global yields. 

Usually, strong U.S. GDP data is a cause for celebration in 

equity markets.



However, the current sentiment among investors is that 

good news from the U.S. economy might spell trouble for 

asset prices. As a result, U.S. equities declined 2.5% over 

the past week, although bonds made modest gains. The 

yield on the U.S. 10-year Treasury note retreated by 8 

basis points (bps), and global high-yield assets 

demonstrated stellar performance, delivering a 

remarkable 33 bps return on the week.



On the global stage, Asian and emerging market equities 

had a favourable week, driven in part by the growing 

confidence in the Chinese government's commitment to 

deploy an extensive set of measures to support the 

economy and local markets. The emerging markets also 

benefited from recent interest rate cuts initiated by the 

National Bank of Hungary and Chile's central bank. 

Brazil's central bank is also expected to reduce rates by 

50 bps at this week's meeting. Given the likelihood that 

the ongoing trend of modest rate cuts will be maintained 

in the coming months and the potential for positive 

developments in China, we maintain a positive outlook on 

emerging market debt.



In summary, the U.S. economy's remarkable resilience, 

coupled with persistent inflation concerns, is shaping the 

investment landscape. The Federal Reserve, while not 

likely to act immediately, faces growing pressure to 

address inflationary pressures in the near future. In this 

environment, investors should remain vigilant and 

adaptable, carefully assessing opportunities and risks as 

they navigate the evolving market conditions.

Weekly Report

October 2023

Astute investors following the US economy would find the 

current trend of robust growth and persistent inflation 

concerning. That economic dynamic has had the Federal 

Reserve appear worried, too, and as we approach this week's 

FOMC meeting, it's widely anticipated that the Fed will keep 

the interest rates unchanged. Nevertheless, we anticipate the 

accompanying statement to subtly acknowledge the enduring 

strength in economic growth and inflation evident from recent 

data points.

Third-quarter U.S. GDP numbers surpassed expectations, 

registering an impressive 4.9% quarterly annualized growth 

rate, the strongest pace since 2021. Economists – caught 

somewhat off guard – are now scrambling to upwardly 

revise their fourth-quarter estimates, with projections 

expected to significantly outpace the current estimates of 

approximately 1.5%. This surge in the U.S. economic 

surprise index underscores the breadth and vigour of the 

current economic data. It is evident that the U.S. economy 

is operating at full throttle, marked by remarkably low 

unemployment levels.

The rise in the US 10-year government bond yield in recent 

months is throwing up a significant challenge to the equity 

markets, with the NASDAQ index increasingly facing the 

heat. When the 10-year government bond yields began to 

rise initially, the index marched on, performing well in 

absolute  terms. However, as the 10-year yield has 

approached 5%, the tech-heavy index has found market 

conditions much more challenging to negotiate. The 

earnings yield of the index, the inverse of the P/E, has 

started to rise again implying a so far modest derating of 

the tech sector.

Strong growth – 

stronger worries Tech’s challenges

Chart 1: US economic surprise index on the rise


Source: Bloomberg
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The astonishing surge in the U.S. 10-year yield – from 0.5% in 

July 2020 to nearly 5% today – stands out as an anomaly in 

the historical context. This anomaly – and what else can it be 

– may explain why, to date, the remarkable jump in yields has 

not triggered a substantial underperformance in growth 

sectors, particularly technology. It could well be that investors 

still remain aligned to the belief that the U.S. 10-year yield will 

inevitably retreat from these unprecedented levels.



Nevertheless, even if we assume that a 5% U.S. 10-year yield 

is an exceptional scenario, it's a challenge to see yields 

retreating to the historically typical range of 0-2% anytime 

soon. A more plausible range of 2-3% would correspond to 

an earnings yield of 4-5% and a target price-to-earnings (P/E) 

multiple range of 20-25x. The current P/E multiple of the 

NASDAQ 100 stands at 30x, though it is anticipated to drop to 

25x on a forecast basis. In either scenario, we find ourselves 

at or above the upper end of the target valuation range.



Drawing from the experiences of the years 2000 and 2007, 

we've observed that growth sectors, including technology, 

can sustain their performance in the face of rising long-term 

interest rates. Notably, the U.S. 10-year yield surged 250 bps 

between 1998 and 2000 before the relative performance of 

the U.S. growth sector index began to decline. In the current 

episode of rising yields, we witnessed a substantial 

underperformance in 2022, which has, to a significant extent, 

been reversed in 2023.

During the past few months, the financial markets were still 

working off the past 30 years' oft-repeated script. Trouble, 

whether in the markets or in the economy, brought an 

immediate easing off the brake pedal by the Fed. However, 

the past few weeks have seen a reassessment of those views. 

The more the markets believe that the Fed’s actions of the 

past are not the template for today (or the future), the more 

the market participants will have to discount weak growth and 

trouble for financial assets. It is also worth observing that US 

monetary conditions have already eased with lower real rates 

(as inflation has fallen back) and the dollar's lower value.



Today's economic conditions are quite different from the 

past thirty years. Therefore, there needs to be a more 

sceptical read-through of the Fed’s past actions in similar 

macro and market conditions. As was evident last year, even 

a significant setback in financial markets will not necessarily 

prompt a substantial drop in inflation, let alone result in a 

severe risk of deflation.



Forecasts for 2023 NASDAQ earnings are up 10% but the 

index is still up 25%!  There are already more conventional 

reasons than those discussed above to be concerned about 

the performance of the tech sector. As Chart 2 shows, over 

the past year the NASDAQ price index has outpaced the 

increase in the expected earnings of the index. While the 

index is up around 25% during this period, 2023 earnings 

forecasts are up only 10%. The implied re-rating of the sector 

looks unwarranted given the backdrop of the sharp rise in 

long-term bond yields.

Chart 3: The relative performance of US growth index versus the market 


and US 10 year


Source: Bloomberg

Chart 2: Rising US 10 year yield an increasing challenge for the tech sector 


(NASDAQ 100)


Source: Bloomberg

Reflecting on the financial markets’ 

performance over the past three decades, 

it's a challenge to identify macroeconomic 

conditions that precisely align with the 

current landscape.
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Leading constituents of the NASDAQ index have had widely 

diverging performance over the past year. At least part the 

reason for the gap between earnings revisions and the share 

prices has been the significant outperformance of stocks such 

as NVIDIA and Meta. However, of late, both stocks have lost 

momentum.

In summary, the current financial landscape is 

characterized by unique circumstances, with soaring U.S. 

10-year yields challenging historical norms. Investors 

appear to be banking on a yield retreat, but even under 

such an assumption, valuations in growth sectors remain 

stretched.
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Chart 4: NASDAQ price index has outpaced earnings revisions


 Source: Bloomberg and GCIO estimates
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* three month change in consensus forecasts for current year earnings
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Table 1: Leading NASDAQ stock performances

Chart 5: Recent stars of the index – NVIDIA and Meta 


– share prices have gone sidewards


 Source: Bloomberg


