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Market re-timing first Fed cut strengthens soft landing chance   

  We have revised our 2024F US stock market forecast. We previously expected the market to 

hit a short-term peak in mid-1Q24F, correct afterwards, until early-to-mid 3Q24F, and rally to 

the end of the year. Now we expect the current bull run to extend into 2Q-3Q24F, followed by 

a decline, for three reasons: (1) the US economy is stronger than we had projected; (2) the 

time for a steeper economic downtrend will be delayed to 2H24F; and (3) the market has 

priced in the AI trend earlier than previously thought. 

US manufacturing sector recovery fragile, but service sector downside limited 

US economic data over the past few months has been stronger than expected, prompting 

discussions about why the US economy has been beating consensus for more than a year. We 

believe an important reason is that the more or less accurate leading indicators projected by 

the Conference Board in the past have not been predictive recently. Judging by leading 

indicators, the US economy should have been weaker, a stark contrast to reality over the past 

year. Deviation of leading indicators from economic outcomes were evidenced by the major 

gap between the deep cyclicals trends, such as in semiconductors, capital goods, and 

transportation, and the leading indicators (Figure 1). Another key factor, which we may have 

neglected, is although the languid recovery in the manufacturing sector, with weak core capital 

goods orders and sluggish regional Fed surveys of capex intentions (Figure 2), the downturn in 

the service industry has been limited. To be precise, the manufacturing sector has stabilized, 

but its recovery has been relatively tepid, while the overall economy has been bolstered by 

the service sector, which has limited downside and a much higher weighting. 

Consumption & overall demand remains solid as MPC rises, while slope of retail sales has 

steepened structurally 

Consumption resilience, in excess of market expectations, is another key factor that has led to 

a deferred economic downturn. Consumer confidence has improved markedly as inflation has 

eased, boosting overall retail performance (Figure 3). For core retail sales, except automobiles, 

the slope of the curve has steepened structurally, as we previously mentioned (Figure 4). This 

explains why the savings rate in the US in recent years has been lower than the 7-8% level 

before the pandemic, on a structurally stronger marginal propensity to consume (MPC). We 

believe this may be attributable to the ‘You Only Live Once’ (YOLO) sentiment after the 

pandemic, resulting in demand exceeding market expectations. 

Changes in the labor market are key metrics for identifying the economic inflection point 

amid mixed signals 

Although we have pushed back our prediction of an economic downturn, as we have been 

amazed by the resilience of the US economy, changes should be closely monitored. We believe 

current economic indicators are mixed. The labor market will be helpful for interpreting 

whether the economy has reached an inflection point (Figure 5). The unemployment rate is a 

lagging indicator, while job vacancy, hiring, and turnover rates are leading indicators, all of 

which have slowed for a relatively long period. In addition, we note that rapidly rising 

temporary employment signals an overheating economy, which is usually followed by an 

economic recession. The current situation may be slightly different, but when the US labor 

market softens to the point that unemployment rises rapidly, it will signal that the economy 

has reached the inflection point, but this will happen gradually. 
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Conclusion – Market re-pricing timing of first Fed cut strengthens likelihood of soft 

landing; ongoing bull run to extend to 2Q24F 

Although we have delayed our prediction of an economic downturn to 2H24F, and a 

recession to 4Q24 or later, if it happens at all, we maintain our general trend forecast. The 

S&P 500 earnings growth forecast this year remains at double-digits, but sales growth will 

only reach 5% (Figure 7). A reasonable economic growth level can be achieved after inflation 

eases. We are positive on an extended rally, and project share price downward revisions to 

be deferred by 2-3 quarters on decent fundamentals, coupled with the aforementioned AI 

trend being priced in earlier than expected. In fact, the market has entered a stage of re-

pricing the timing of interest rate cuts, without reaching consensus, so it will not be shocking 

if the market fluctuates on new information. A deferred interest rate cut would solidify 

expectations for a soft landing. We are therefore upbeat about the overall stock market, 

and accordingly revise up our forecasts. 

We recommend increasing allocation of growth stocks over value stocks from 2Q24, and 

increasing allocation of defensives over cyclicals later. Historically, defensives outperform 

cyclicals during an economic downturn (Figure 8). During economic downtrends and 

recessions in the past, health care (defensives) and tech growth stocks have outperformed 

the broader market (Figure 9). Both are in line with our recommendations. Our 

recommendation for allocation of large-caps to small-caps will be largely the same 

throughout the year. Small-caps are sensitive to high interest rates, so a higher interest rate 

environment is less favorable to them (Figure 10). We have low expectations on the 

performance of small-caps prior to rate cuts, as they will still be in the woods after rate cuts 

commence, owing to an economic downturn. Our recommendation of large-caps 

outperforming small-caps is applicable to individual industries as as well. Risk for small 

banks has been ignored by the market for a long time. When risk emerged last March, the 

crisis was resolved eventually when the Bank Term Funding Program (BTFP) was rolled out 

by the Fed. The ability to overcome obstacles still differentiates large banks from small 

banks. An example is the delinquency rate on credit card loans. Small banks face greater 

pressure when dealing with bad debt. This is why regional bank stocks have 

underperformed the broader market (Figure 11). 
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