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	Macroeconomic data has been mixed. We judge the risks to growth as being skewed 
increasingly to the downside, particularly in the US. We see roughly even odds of 
US recession or stagflation in the next 12 months. 

•	 We made two key changes this month: we lowered US equities to underweight, 
reducing equities overall in tandem; we neutralised our duration caution and started 
to build long positions at the long end of US inflation-linked bonds. 

•	 Earnings expectations for S&P500 companies do not reflect the environment we 
envisage. We expect corporate earnings to fall by double digits as recession unfolds. 
Relative forward valuations for S&P500 companies look rich to us: they are near 
the highs of the period after the Great Financial Crisis. 

•	 Similar to our underweight in US equities, our overweight in US 20-year TIPS seeks 
to capture a valuation opportunity. TIPS offer a real yield near decade highs; they 
are also a play on stickier inflation and offer attractive carry. 

•	 We took advantage of the rise in German bond yields in late May to take partial 
profits on our duration underweight. 
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Asset allocation monthly
As we approach mid-year, macroeconomic data has continued to be mixed. Looking at Nowcast 
data and consensus forecasts across the main economies, momentum appears to be rolling 
over in most places. For example, the US Federal Reserve of Atlanta’s GDPNow model estimate 
for real US GDP growth in the second quarter of 2023 was a seasonally adjusted annual rate 
of 1.9% on 26 May, down from 2.9 % on 17 May. 

The US housing market may have troughed after an eight-quarter drag on GDP. Better housing 
data has (so far) failed to close the gap with weak and weakening business surveys (at 5%, 
residential investment matters much less for GDP compared to around 12% for business 
investment. 

Overall, we see sufficient data, particularly leading indicators (including in the labour market), 
that is consistent with recession unfolding. Business and consumer sentiment are weak and the 
regional US banking debacle has added to already contractionary lending standards. Companies 
are following a more standard ‘playbook’, where capital expenditure is cut first, then hiring is 
paused, before employees are laid offs as recession unfolds. We see the US cycle as particularly 
‘long in the tooth’. 

One notable implication is that the tail risk of renewed overheating that markets were pricing 
in for the US economy just a couple of months ago now appears firmly off the table. We see 
roughly even odds of US recession or stagflation in the next 12 months. 

In Europe, recent data showed the German economy contracted by 0.3 % in the three months 
to March after a downward revision from the initial estimate of zero growth. This second 
consecutive quarterly decline meets the technical definition of recession. Nonetheless, second-
round effects are becoming ‘baked in’ to negotiated wages, fiscal policy is easy and monetary 
tightening is further behind than in the US. This supports our short European duration position 
put on after-market dislocations around Silicon Valley Bank and Signature Bank in the US. Such 
an environment also supports our short towards European equities, where margin pressures 
are rising and analyst earnings expectations appear lofty relative to the economic outlook. 

Investor sentiment has remained negative towards China, which explains much (though not all) 
of the underperformance of emerging market equities so far this year (see Exhibit 1). 

Exhibit 1
China has detracted from the performance of emerging market equities this year
Total return year-to-date in US dollars
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Data as at 5 June 2023.  Sources: FactSet, BNP Paribas Asset Management
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However, we see Asia recovering even as the US and Europe move towards recession. Chinese 
data have disappointed recently, but activity is still running at a 6.5-7% growth rate and we 
believe the scope to ease policy remains intact, unlike in developed countries. With real rates 
high for many emerging markets, and valuations and earnings expectations depressed, we see 
potential for discount rates to fall and earnings growth to improve. This supports the positive 
position we have on emerging market equities (two-thirds emerging markets, one-third MSCI 
China) relative to European and US stocks.  

Earnings expectations 
In our view, earnings expectations for S&P500 companies do not reflect this environment with 
flat earnings-per-share (EPS) growth expected in 2023 (+5% excluding energy), followed by 
double-digit rises (11-12%) in 2024 and 2025. We would expect overall corporate earnings to 
fall instead as the recession unfolds – by double digits (12-15%) (and perhaps more given the 
boost from higher nominal growth, or the ‘money illusion’). 

Waning economic momentum supports the view that the federal funds rate is at or around 
its peak for this cycle, but it also poses a challenge to corporate America. Margin expansion 
may be ending as companies find it increasingly difficult to pass on price increases – the real 
challenge of the ‘money illusion’ that is created by high inflation in combination with weakening 
real growth (see Exhibit 2). 

Exhibit 2
Money illusion at play
Nominal and real GDP (indexed)
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Data as at 31 May 2023.  Sources: FactSet, BNP Paribas Asset Management.

US equities increasingly vulnerable
The robust performance of US equities this year has relied almost entirely on the technology 
sector, with more than half of the S&P 500 index return due to Apple, Microsoft and NVIDIA. 
When we exclude technology, the market is roughly flat. We are concerned over the negative 
signals coming from individual sectors. Consumer discretionary stocks, for example, are now 
underperforming consumer staples on average, suggesting the US consumer is starting to run 
out of steam. 

Liquidity conditions are challenging for US stocks. The US banking sector remains exposed to 
the risk of a deposit flight with already tightening liquidity conditions amplified by the removal 
of liquidity via the Fed’s quantitative tightening. 



A S S E T  A L LO C AT I O N  M O N T H LY  -  J U N E  2 0 2 3 	 -  4  - 

Valuations are stretched
While forward price-earnings ratios for the S&P 500 index fell in 2022, they have increased 
this year: relative to global stocks (as represented by the MSCI All Country World Index) the 
forward premium is 16%, which is near the highs seen since the Global Financial Crisis. Much 
of this premium is concentrated in the technology sector, though the index is no less vulnerable 
for it. The 2022 premium may have been justified by better returns-on-equity, but both trailing 
and forward-looking measures are rolling over now (see Exhibit 3). According to our longer-
term valuation frameworks that incorporate trend earnings valuations, the US market may be 
‘mispriced’ by 30-35%.

Exhibit 3
Softer margins expected
NEBIT margin and net profit margin (next-twelve-month)
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Data as at 31 May 2023.  Sources: FactSet, BNP Paribas Asset Management.

Despite this context, investor positioning appears to be less underweight risk assets than some 
sell-side surveys suggest, with modest and falling interest in having an underweight in stocks. 
Real money investors appear to be overweight equities at levels corresponding to around the 
average levels of the last decade or so. 

Given all these factors, we downgraded US equities to ‘dislike’ (see table below) and our active 
portfolios are starting to be positioned more cautiously. This extends the direction of travel from 
January when we were modestly constructive before turning more neutral in February/March 
and then initiating a modest underweight in late April. 

Positioning for a pause as cycle of US rate  
hikes ends
We have raised our allocation to government bonds from underweight to neutral, expressed by 
a tactical short towards EU sovereigns on the one hand along with an overweight position in 
long-dated US linkers. 

Supporting the long Treasury Inflation Protected Securities position is the asymmetric and 
attractive risk reward as the Fed approaches the end of its hiking cycle, though this remains 
highly conditional on the course of inflation. Yields on 20-year TIPS are near the highs of the 
decade and at levels associated most recently with renewed economic overheating. We believe, 
however, that the recent turmoil in the US banking sector means that overheating is no longer 
plausible and that there is consequently a clear valuation disconnect. 
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Our asset class views
Strong dislike Dislike Neutral Favour Strongly favour

PRR/risk appetite X

Asset  
allocation

Equities Real estate
Cash

Government bonds

Commodities
Credit

Equity  
regions

Europe ex-UK
US

Japan
UK

EM ex-Asia

Emerging Asia

Equity style/size EU large cap
EU small cap
US large cap
US small cap

Sovereign bonds Europe US
Japan

EM local
Australia

UK 

Inflation- 
linked bonds

Credit Emerging market 
debt
US IG

US high-yield
EU HY

EU investment-grade

Commodities Energy
Base metals

Precious metals

FX CHF EUR, USD, AUD, GBP, 
EM currencies

JPY

Views as at June 2023
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Please note that articles may contain technical language. For this reason, they may not be suitable for readers without 
professional investment experience. Any views expressed here are those of the author as of the date of publication, 
are based on available information, and are subject to change without notice. Individual portfolio management teams 
may hold different views and may take different investment decisions for different clients. This document does not 
constitute investment advice. The value of investments and the income they generate may go down as well as up and 
it is possible that investors will not recover their initial outlay. Past performance is no guarantee for future returns. 
Investing in emerging markets or specialised or restricted sectors is likely to be subject to a higher-than-average 
volatility due to a high degree of concentration, greater uncertainty because less information is available, there is 
less liquidity or due to greater sensitivity to changes in market conditions (social, political and economic conditions). 
Some emerging markets offer less security than the majority of international developed markets. For this reason, 
services for portfolio transactions, liquidation and conservation on behalf of funds invested in emerging markets may 
carry greater risk.
BNP PARIBAS ASSET MANAGEMENT France, “the investment management company”, is a simplified joint stock 
company with its registered office at 1 boulevard Haussmann 75009 Paris, France, RCS Paris 319 378 832, registered 
with the “Autorité des marchés financiers” under number GP 96002. 
This material is issued and has been prepared by the investment management company.
This material is produced for information purposes only and does not constitute:
1. an offer to buy nor a solicitation to sell, nor shall it form the basis of or be relied upon in connection with any 
contract or commitment whatsoever or
2. investment advice.
This material makes reference to certain financial instruments authorised and regulated in their jurisdiction(s) of 
incorporation. 
No action has been taken which would permit the public offering of the financial instrument(s) in any other jurisdiction, 
except as indicated in the most recent prospectus of the relevant financial instrument(s), or on the website (under 
heading “our funds”), where such action would be required, in particular, in the United States, to US persons (as such 
term is defined in Regulation S of the United States Securities Act of 1933). Prior to any subscription in a country in 
which such financial instrument(s) is/are registered, investors should verify any legal constraints or restrictions there 
may be in connection with the subscription, purchase, possession or sale of the financial instrument(s).
Investors considering subscribing to the financial instrument(s) should read carefully the most recent prospectus and 
Key Information Document (KID) and consult the financial instrument(s’) most recent financial reports.
 These documents are available in the language of the country in which the financial instrument(s) is authorised for 
the distribution and/or in English as the case may be, on the following website, under heading “our funds”: https://
www.bnpparibas-am.com/
Opinions included in this material constitute the judgement of the investment management company at the time 
specified and may be subject to change without notice. The investment management company is not obliged to update 
or alter the information or opinions contained within this material. Investors should consult their own legal and tax 
advisors in respect of legal, accounting, domicile and tax advice prior to investing in the financial instrument(s) 
in order to make an independent determination of the suitability and consequences of an investment therein, if 
permitted. Please note that different types of investments, if contained within this material, involve varying degrees 
of risk and there can be no assurance that any specific investment may either be suitable, appropriate or profitable 
for an investor’s investment portfolio.
Given the economic and market risks, there can be no assurance that the financial instrument(s) will achieve its/
their investment objectives. Returns may be affected by, amongst other things, investment strategies or objectives 
of the financial instrument(s) and material market and economic conditions, including interest rates, market terms 
and general market conditions. The different strategies applied to financial instruments may have a significant effect 
on the results presented in this material. Past performance is not a guide to future performance and the value of 
the investments in financial instrument(s) may go down as well as up. Investors may not get back the amount they 
originally invested.
The performance data, as applicable, reflected in this material, do not take into account the commissions, costs 
incurred on the issue and redemption and taxes.
You can obtain this by clicking here:
www.bnpparibas-am.fr/investisseur-professionnel/synthese-des-droits-des-investisseurs a summary of investor 
rights in French. BNP PARIBAS ASSET MANAGEMENT FRANCE may decide to discontinue the marketing of the financial 
instruments, in the cases covered by the applicable regulations.
“The sustainable investor for a changing world” reflects the objective of BNP PARIBAS ASSET MANAGEMENT France 
to integrate sustainable development into its activities, although not all funds managed by BNP PARIBAS ASSET 
MANAGEMENT France fulfil the requirement of either Article 8, for a minimum proportion of sustainable investments, 
or those of Article 9 under the European Regulation 2019/2088 on sustainability-related disclosures in the financial 
services sector (SFDR). For more information, please see www.bnpparibas-am.com/en/sustainability.


