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Cover Story

A Rare Window of Growth Convergence
Between the US and the Rest

Over the entire post-Covid period the US has experienced
strong nominal growth, driven by an exceptional fiscal thrust
and rapid immigration, while most other regions have
struggled with weaker economic performance. This is
nothing new; US growth has diverged from and
outperformed other developed economies for decades,
driven by a flexible and innovative economic foundation. US
assets have outperformed even the nation’s own economic
outperformance, as a result of its unique sectoral
composition and the quality of its equity market leaders. Yet
on a cyclical basis, at least, this divergence is starting to
narrow as the US economy moderates and other global
economies gain momentum. This convergence has
significant implications for investment strategies as the
world adjusts to a more balanced phase of growth.

Outside of China, Asia’s economy is thriving, primarily on the
back of a robust recovery in exports fueled by increased
demand from developed markets, particularly in the
technology sector. Investment and domestic consumption
are also recovering robustly, supported by a solid labor
market. While inflation in most Asian economies has fallen
within central banks’ target ranges, the hawkish stance of
the Fed is causing Asian economies to hold off on rate moves
until the Fed acts. Nevertheless, we believe Asia’s trade
recovery has more room to grow, providing a buffer against
the effects of tight monetary policy.

In China, after a pronounced period of weak growth, we are
seeing a nascent cyclical recovery spurred by the conclusion
of the global manufacturing recession for consumer goods
and bolstered by China’s fiscal measures. The potential
property rescue plan appears to beat expectations, yet given
the vast scale of China’s property market, it remains
insufficient to fully resolve the issue. We expect follow-up
plans, along with a mini-dose of quantitative easing, to be
announced at the significant July meeting, the third plenum.
However, we do not envision this will be a monetary
bazooka, as maintaining a reasonably firm yuan is still a
policy objective. In the second half of the year, growth is
likely to be driven by exports and increased fiscal spending,
with full-year GDP growth close to 5%.

Source: Investment Strategy Insights (June 2024, PineBridge
Investments)
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Similarly, as we have been expecting, Europe is displaying
signs of a cyclical recovery, with the manufacturing
purchasing managers’ index (PMI) improving by 5 points
since its trough and the service PMI remaining comfortably
above 50. Real wages are also improving as inflation comes
down, which should support consumption once households
rebuild their balance sheets to a more comfortable level.
Easing of monetary policy is expected to begin in June, yet
fiscal tightening in response to EU requirements could be a
modest drag. Nonetheless, improving industrial demand and
a potential pickup in China’s economy will support European
growth for the rest of the year.

In contrast, we are (finally) seeing signs of a slowdown in the
US. Consumers are becoming more cautious, focusing on
essentials and services while reducing discretionary
spending — a trend reflected in weaker retail sales and
declining consumer confidence. Low-income consumers, in
particular, are struggling with dwindling savings and high
prices. The US labor market is softening, as evidenced by
lower payroll numbers, weaker wage growth, and a slight
increase in unemployment rates.

In sum, we see a moderate convergence of economic
conditions globally. The US is normalizing from exceptionally
strong growth drivers like excess savings and robust fiscal
and labor conditions, while other regions are gradually
improving. It is unlikely that US growth will fall off a cliff, or
that the rest of the world will experience an explosion in
growth. Instead, we are witnessing a moderate normalization
in both directions. This should not be mistaken for a
structural shift — we firmly believe in continued US
exceptionalism over the medium term — yet this rare window
of growth convergence offers a welcome opportunity to
diversify investment portfolios without sacrificing return
potential.

Source: Investment Strategy Insights (June 2024, PineBridge
Investments)
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Markets are now pricing just one rate cut for 2024, which is
a likely undershoot of what is more likely to be two cuts
before year-end, with a start in July. With the world’s other
big central banks set to ease this year (with the exception of
the Bank of Japan), and with an assist from more stimulative
fiscal policy, global growth is generally robust, with global
purchasing managers’ indices (PMls) in expansionary
territory for the first time since mid-2022.

Rates

While the Federal Reserve attempts to balance a rapidly
slowing economy with stubbornly persistent inflation,
market participants are recognizing that inflation may
continue to be problematic. This new backdrop of higher
rates for longer will ultimately change the calculus for risk
assets. We recognize the problem and believe that
government spending without commensurate tax hikes will
be detrimental for risk assets in the future. But that future is
not now. This is an election year, and the current
administration is doing everything in its power to lower
prices and relieve the financial stresses that consumers face.

Credit

After a surprising rise at the start the year, the most recent
inflation data was closer to expectations as economic data
and sentiment turned bearish. The net impact was a rally in
base rates and some marginal compression in already tight
spreads. Yields declined for fixed rate credit, largely driven
by rates, as the five-year part of the curve rallied by nearly
30 basis points (bps). Investment grade (IG) spreads are
approaching +80 levels once again while high yield (HY)
spreads have dipped below +300. The BB-BBB differential is
below +70, representing a highly bullish credit market
outlook. While floating-rate credit superficially looks much
cheaper, with a majority of issues offered above par,
negative convexity and repricing activity is in full swing.
While strong technical demand and starting point
fundamentals should keep spreads from widening
meaningfully anytime soon, the tight valuations have led us
to downgrade our CS to an incrementally more cautious
bias.

Source: Investment Strategy Insights (June 2024, PineBridge
Investments)
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Currency (USD Perspective)

An environment of higher US rates for longer, which markets
now anticipate, typically means lower risk appetites and
investors demanding US dollars as a safe haven. Fed Chair
Powell has taken the sting out of that outlook by saying the
Fed is unlikely to raise interest rates one more time in this
cycle, refocusing the market on the potential for one or two
cuts in 2024 and further cuts next year as the Fed’s
expectations of inflation falling toward its 2% target are met.
In addition, the slow improvement seen in recent US
economic data suggests that the factors driving the US
dollar higher in the first quarter could be fading. Perceived
policy divergence, terms of trade, and ongoing US
exceptionalism have been strong factors in support of a
stronger US dollar versus the euro, yet the euro/US dollar
ratio, which has stayed shy of testing the 1.05 level, would
be considered appropriate in a “higher for longer” scenario.
Long-term valuations and market positioning also have
weighed on the US dollar, affirming our decision to move our
conviction score to neutral last month. Should the euro/US
dollar ratio be cemented in its 1.05-1.10 range, foreign
exchange (FX) volatility could dampen further. We believe
the European Central Bank (ECB) now has a clearer path to
cut interest rates three or four times over the next 12
months, starting in June. Inflation is moderating, and while
parts of the eurozone see signs of recovery, Germany and
France are lagging.

Emerging Markets Fixed Income

Recent and pending elections may affect markets in India,
Mexico, and South Africa. In India, our base case is that
Prime Minister Narendra Modi and his party win a third
term, implying policy continuity and growth expectations of
6.5% over the medium term. In Mexico, the election of
Claudia Sheinbaum as president gives a slightly more
negative feel, with AMLO potentially still having policy
influence as he stays on as leader of Morena party. In South
Africa, the African National Congress (ANC) received just
40% of the vote and will enter into a coalition government.
We place a higher risk than the market on a more extreme
coalition being formed.

Source: Investment Strategy Insights (June 2024, PineBridge
Investments)
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Regarding US dollar strength, we see the FX channel as the
main transmission mechanism of US rate moves to emerging
market (EM) sovereigns, requiring EM central banks to be
cognizant of dollar strength in their policy decisions.
Decoupling requires a weak or stable dollar environment to
avoid FX depreciation; otherwise it would create domestic
inflationary pressures for EMs, thus undermining any rate
cuts. FX pass-through to inflation will vary across countries
but remains a key component in central bank reactions.
Latin American currencies and rates are most sensitive to
significant US rate moves. In Asia, the rising cost of funding
and FX risks are negatives for credit fundamentals, but a
majority of issuers in our coverage universe will be resilient
in withstanding the potential headwinds. In corporates, the
story is more mixed in terms of the impact from USD
strength. We have maintained our global macro scenario
weightings.

Multi-Asset

US inflation was surprisingly strong in the first quarter,
pushing up interest rates and stalling the equity rally.
Importantly, the reacceleration of inflation appears to be
only partly due to demand strength. Supply strength, on the
other hand, appears more durable. All told, the uptick

in inflation appears to have little to do with domestically
generated inflationary pressures, and the contributing
factors don’t appear to have much staying power. Eras of
supply-led growth are disinflationary by nature and good for
growth — both of which create a healthy backdrop for
financial assets.

Interest rates have been pressured higher by a strong
investment appetite as savings dwindle despite higher rates.
A widening fiscal deficit has also added to these pressures.
Aggressive spending in 2023-2024 as a result of several 10-
year appropriations, including the IRA and CHIPS Acts, is
largely responsible for the deficit widening as the economy
gained steam. Any easing in the pace of Treasury issuance
to fund the expanding deficit would be an upside surprise.

Liquidity is fungible and is about to become more generous.
While the Fed’s policy rate cuts will likely be delayed until
year-end, the Fed is moving ahead in tapering the pace of
QT, which is one form of easing. Outside the US, the Bank of
Japan — while finally ending yield curve control and raising
short-term rates — continues its quantitative easing by
holding liquidity instead of tightening, which had been
expected. The People’s Bank of China at long last is
beginning a modest dose of QE, and the European Central
Bank has become quite clear that it will not wait for the Fed
and will begin easing in June. With growth proving resilient,
earnings inflecting higher, and liquidity about to become
more generous, we became more constructive mid-May and
began adding risk to reflect a CS of 2.5.

Source: Investment Strategy Insights (June 2024, PineBridge
Investments)
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Global Equity

Equity markets have experienced volatility due to the
uncertainties around Fed monetary policy as economic
datapoints have become mixed. Although the latest Fed
meeting suggests a higher-forlonger scenario due to
persistent inflation, the possibility of further rate hikes has
been dismissed, which has provided some relief to markets.
Earnings in the first quarter have been mixed but

are trending in a positive direction outside of the software
and services sector, which is seeing persistent weakness in
IT spending. Industrials and autos remain challenged, but
many of these companies are becoming more constructive
and are calling for a better second half. In other sectors,
first-quarter earnings point toward continuing improvement
in end demand, though the recovery appears shallower than
expected. Al-exposed hardware remains a standout,
exhibiting the strongest trends, with the outlook further
upgraded by increased capex guidance from major
hyperscale companies. Consumer companies continue to
progress steadily, though caution is warranted due to
weakening payroll and consumer confidence indicators.

Global Emerging Markets Equity

EM equities are up 14.6% since the lows of January amid
only minor positive earnings revisions. The index is now at a
small premium to its forward price/earnings (P/E) ratios. To
generate more upside, investors would need to see further
earnings gains or risk-on drivers such as US rate cuts.

In China, the index’s 23% rally off the year’s lows puts it
broadly in line with its own historical forward P/E. Investors
are rapidly closing the underweight, but the next leg of
outperformance will require earnings-per-share (EPS)
upgrades. The government recently announced more details
in support of the auto and property industries. Domestic
consumption demand remains tepid, but high-frequency
data suggest overall stabilization. In India, equity markets
have been betting on a return of the ruling party after the
elections and for the momentum of infrastructure spending
and structural reforms to pick up.

In Latin America, first-quarter earnings in Brazil have been
mixed but show improvement over fourth-quarter results. Of
note is the strength in healthcare, metals, and consumer but
weakness in telecoms and utilities. In Mexico, results have
been good, with more beats than misses. In EMEA, reports
are just starting to flow in. Results thus far have been
stronger than forecast in financials but lagging in food
retailers due to competition.

Source: Investment Strategy Insights (June 2024, PineBridge
Investments)
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Investors exhibit low conviction in bottom-up fundamentals,
which is nonetheless an improvement compared with the
heavily top-down and sentiment-driven behavior seen in
previous months. Geopolitical and macro factors continue to
play a large role, but one that is gradually diminishing. In our
investment decisions, we try to look as much as possible
past such factors and focus on companies with strong and
improving business models, quality management, sound
financial structure, and proper adherence to ESG values.

Quantitative Research

Our US Conviction Score improved, driven by credit spread
tightening of 3 bps and curve steepening of 4 bps. Global
credit forecasts are negative, and our relative model favors
EM over DM. In DM, industries the model favors are
banking, capital goods, and finance companies; it dislikes
utilities and communications. Among EM industries, the
model likes infrastructure, oil and gas, and metals and
mining; it dislikes real estate, transportation, and diversified
companies. Our global rates model forecasts lower yields
and a steeper curve globally. The rates view expressed in our
G10 model portfolio is overweight global duration, North
America, Belgium, ltaly, Spain, and Japan. It is underweight
France, Germany, and Oceania. Along the curve, it is
overweight in the two-year and 20-year and underweight in
the five-, 10-, and 30-year.

Source: Investment Strategy Insights (June 2024, PineBridge
Investments)

Important Information

FWD Life Insurance Co., (Bermuda) Ltd (“we”) or our affiliates or any
director or employee of us or our affiliates do not make any express or
implied representations or warranties as to the accuracy, timeliness or
completeness of the statements, information, data and content contained
in this document and any materials, information, images, links, sounds,
graphics or video (written, oral, visual or otherwise) provided in conjunction
with this document (collectively "Materials"). The Materials have been
prepared solely for informational purposes. The contents of the Materials
have not been reviewed by any regulatory authority in any jurisdiction. All
such Materials should not be relied upon and does not constitute
investment advice. We or our affiliates or any director or employee of us or
our affiliates may have a position in or with respect to any securities
mentioned in the Materials and will not be liable or responsible to you or
any other third parties for any and all liabilities arising directly or indirectly
from any reliance by any person or party on the Materials.

REEHHTMELNEREREONE, BEBEHA
FEZHBERATE. HLEMTRTRBELERNE.
EEIa R ZERREGRBEELESN, BXENEZE
BB, AMIEABEAZNFRRTE, TEERE
BREAREISENE. EERY. MBREREER
TRE. HERELEEREE.

EEHAR

HREEEERE 3 BT IEEHGREN 4 BF, &7
HEENEOTOBANE. £SXERNENEHE, &
THOIERBBREFFETSZRERRTS. AEER
™%, RNMITHEERBFRIT. EXVMERERE,
WERAREERENER. EEDHTELE, HE
BiFEE. ARMNXARRESEMNREE, FXBEHT
E. ERmSTHER. 2XFRERBAZERERT
X, SRZELHMGEEERLE. A7 G10 REHREES
NAMXRBRRRRERKGFED. L=, AR, BX
M. AHFRAR, EE. BERAFMNELLERE.
KT ERHREPERE 2 FK 20 F8, ™ 5 F. 10
£FF0 30 FHARYELER AR,

BERRR: HiniRE (IRERIRERL) (2024 F 6 B)

EFASRREFR)ERLE ( [ARF)] EALTDHHELR
BHEENEENES, HIRLE TR IERE R
—REMIEATRE. B P& EE BT, BREER
WATERIENA, Bi. HIBRAE (G ETE] ) 2EE
. REFESEEE, (PRSI RAIRAERE. B
HRGBRMENTRE. BRI EEEE
EREHAUEREEESERN. AR EILUKE, T8
TMERIRERR, HHIMEMATSHRAREETRMERE
EEES BAMTAINIEEBRERE, ANEEFILERIME
AEHFENERREIYEEN IR ME =S85,



