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In November the mix of declining inflation and strong 

US GDP growth in Q3 fuelled optimism in markets, 

supporting the idea of a “soft-landing”.  

This optimism was further bolstered by dovish talk from 

members of the Federal Reserve, leading markets to 

price in an additional 1% of interest rate cuts over the 

next year, with a total anticipated cut of 1.5% by January 

2025. 

The combination of these rate cut expectations, and 

resilient U.S. economic performance sparked a 

significant rally in both global equities (+10%) and 

global bonds (+6%) over the last month.  

 

 

     

Zooming out, the current $221 Earnings Per Share for the 

S&P 500 is materially above the long-term trend of $203. 

Historically, earnings have always reverted to and often 

through the long-term trend. 

Looking ahead, earnings forecasts for 2024 are pretty 

optimistic, with an expected growth of 11.5%. This is 

especially strong given where we are in the current 

interest rate cycle.  

Equity markets are wearing rose-tinted glasses. Not only 

are current earnings materially above the long-term 

trend, but markets are discounting strong earnings 

growth next year. While this is possible, if earnings fall 

short of these expectations the range of outcomes from 

this starting point is skewed to the downside.  
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S&P 500 Bloomberg US Long Treasury Index

Rolling 3 month total return in USD Mar 22 - Nov 23 
Positive stock-bond correlation

Source: 10X Investments Bloomberg

0

50

100

150

200

250

J
u

l-
9

5

O
c

t-
9

6

J
a

n
-9

8

A
p

r-
9

9

J
u

l-
0

0

O
c

t-
0

1

J
a

n
-0

3

A
p

r-
0

4

J
u

l-
0

5

O
c

t-
0

6

J
a

n
-0

8

A
p

r-
0

9

J
u

l-
1

0

O
c

t-
1

1

J
a

n
-1

3

A
p

r-
1

4

J
u

l-
1

5

O
c

t-
1

6

J
a

n
-1

8

A
p

r-
1

9

J
u

l-
2

0

O
c

t-
2

1

J
a

n
-2

3

S&P 500 EPS Trend earnings

S&P 500 EPS & trend Jul 95 - Nov 23 
S&P 500 earnings elevated

Source: 10X Investments Bloomberg

It’s all one trade - stock and bond returns have been 

moving together over the last 24 months. With higher 

rates leading to lower equity valuations and vice versa.  

This positive stock-bond correlation has meant that it 

has been challenging to diversify portfolios over the last 

two years, leading to increased volatility on a month-to-

month basis. 

The bond market has adjusted to higher yields, whilst the 

equity market hasn’t. If earnings expectations remain 

robust, one can expect this positive correlation to 

continue.  

But, should earnings disappoint over the coming months, 

bonds should start playing their more traditional role in 

portfolios, diversifying soft equity market returns.    
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Real (after-inflation) return expectations 

The strong rally in both equity and bond markets has 

softened long-term return expectations for all asset 

classes compared to last month.   

High real yields on offer from fixed income asset classes 

mean that you can build a portfolio targeting attractive 

real returns with lower risk, and a lower allocation to 

growth assets. SA bonds continue to offer appealing 

equity-like real returns.  

Expensive US equity valuations are driving low expected 

returns to global equities. The poor risk-return trade-off 

for global equities can be seen through the lens of returns 

on offer from global bonds.  

Chief Investment Officer Head of Multi Asset Funds 

Asset Allocation 

Despite being more conservatively positioned with 67% 

allocation to growth assets, the fund delivered 

outperformance vs peers, due to the large allocation to 

both local, and global bonds.  

This exposure has increased over the last 3 months as we 

have deployed cash into higher bond yields both locally 

and globally.  

To address the dual risks of expensive valuations and 

concentration within global equities (read S&P 500), we 

have exposure to more defensive indices with quality, 

consistent, dividend paying companies and greater 

diversification.     

    

Chris Eddy Anton Eser 
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  10X Investments (Pty) Ltd is an authorised Financial Services Provider (#28250) and an Investment Manager licenced under the Financial Advisory and Intermediary 

Services Act, 37 of 2002. 10X Index Fund Managers (RF) (Pty) Ltd (“10XIFM”) is registered as a Management Company under the Collective Investment Schemes 

Control Act 45 of 2002, in terms of which it operates unit trust portfolios under the 10X Unit Trust Scheme, and is supervised by the Financial Sector Conduct 

Authority. 10X Investments (Pty) Ltd is the appointed investment manager of 10XIFM. 10X Investments (Pty) Ltd is an approved Benefit Administrator in terms of 

Section 13B of the Pension Funds Act, 24 of 1956. 10X Investments (Pty) Ltd has been mandated by the 10X Sponsored Retirement Funds (“Funds”) (including the 

10X Umbrella Provident Fund and the 10X Umbrella Pension Fund) to act as Investment Manager of the Funds’ respective investment portfolios. The content and 

information contained in this presentation may not be reproduced or distributed without the prior written consent of 10X. 10X has taken, and will continue to take care, 

that all information provided, in so far as this is under its control, is true and correct. However, 10X shall not be responsible for, and therefore disclaims any liability for, 

any loss, liability, damage (whether direct or consequential) or expense of any nature whatsoever, which may be suffered as a result of, or which may be attributable, 

directly or indirectly, to the use of or reliance upon any information provided. The content and information provided in this presentation is provided by 10X as general 

information about the company and its products and services, and investment performance as at the time of the presentation. 10X does not guarantee the suitability 

of any information or the performance of a particular investment source. The information provided is not intended to be, nor does it constitute, financial, tax, legal, 

investment, or other advice. Nothing contained in this presentation constitutes a solicitation, recommendation, endorsement, or offer by 10X, but is merely an 

invitation to do business. Collective Investment Schemes in Securities (known as Unit Trusts) are generally medium- to long-term investments and the value of units 

may go down, as well as up. Past performance is not necessarily a guide to future performance. 10XIFM does not provide any guarantee regarding the capital or the 

performance of its Unit Trusts. Performance figures are for lump sum investments with income distributions reinvested. Where annualised performance is mentioned, 

this refers to the average return per year over the period. Actual investor performance may differ as a result of the investment date, the date of reinvestment and 

dividend withholding tax. Movements in exchange rates may also be the cause of the value of underlying international investments going up or down. The 10X FAIS 

Disclosure as well as the Unit Trust Funds’ Minimum Disclosure Document is available on the 10X website:  www.10x.co.za 

Disclaimer 

https://eur01.safelinks.protection.outlook.com/?url=http%3A%2F%2Fwww.10x.co.za%2F&data=05%7C01%7Ckeagank%4010x.co.za%7Cb77c5602016342ab172208dbca5ce006%7C3c82fe9342cf4feb9721cce0fc92aad9%7C0%7C0%7C638326272472580856%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=LKZBuezk3QBlhbA7nlqiSer%2BiJrprDCwcWcCqDLm24Q%3D&reserved=0

