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SUMMARY

e Our forecast is for low- to mid-single digit growth in developed-market stocks’
revenues in 2024 as nominal GDP growth is expected to remain positive.

e Margins are expected to remain fairly resilient as long as inflation decreases in an
orderly way.

o After including buybacks, we expect earnings per share in the mid-single digits in
2024.

o Equity valuations could remain rich (in absolute terms and relative to fixed
income), especially in the US, as earnings momentum is not expected to plummet
and tightening refinancing conditions will bite only gradually.

o We see European stocks as providing the highest cash returns to shareholders.
Dividend yields on Japanese stocks should outpace those in the US.

o Japanese equity valuations are already pricing in further improvements in
sentiment, driven by incentives for companies to engage in buybacks and for
domestic retail investors to invest in stocks tax free.

o The recent end-of-year rally has sent equity indices prices close to or above our
end-2024 price targets. These targets will be reassessed as more data come in over
the coming months.

SALES EXPECTED TO GROW MODESTLY IN 2024

We believe nominal GDP growth remains the main driver of sales growth. Even if
the correlation is not perfect, it is good enough in our view to use for our sales
growth forecasts (see chart 1). With this in mind, we observe that the quality of eco-
nomic growth is deteriorating as it is being driven more by prices (inflation) than by
volume (real GDP), and more so in Europe than in the US. This leads us to formu-
late sales growth expectations in the low- to mid-single digits for developed-market

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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equities in 2024 (3% for the TOPIX, 3.5% for the Stoxx Europe 600 and 4.5% for the
S&P 500). Such expectations are a bit lower than the US market consensus as at 7

December 2023. Consensus expectations for sales growth are fairly evenly balanced
between defensive, tech-related and cyclical sectors.

Chart 1: S&P 500 sales growth vs. US nominal GDP growth (annual data, 2024 PWM

forecasts)

20% 4

15% -

10% -

5% -

® 2008

PWM expectations

S&P 500 sales growth (%)

® 2000

290
® 2006
© 200 1SN o aths

® 2010 o 9% 20291985
Vo10969.
oz ¢ $548¥

® 1988

® 2001 02024 o
92019
® 2014 ® 1992
eaems® 2699 1993 ® 2023
: . ® 1982 @ 1986 : :

© 1985 o 1983

y = 1.0057x
R?=0.6659

e 1981

L[]
1984 ® 2021

5% -

-10% -

2%

© 2020

® 2009

0%

® 2015 @ 2002

2% 4% 6% 8% 10%

Source: Pictet Wealth Management, FactSet, as at 9.11.2023

FURTHER MARGIN RESILIENCE

US nominal GDP growth (%)
12% 14%

While they have dropped somewhat in 2023, corporate margins have actually
proved quite resilient. This is true across all companies, not just a few listed big
ones. US NIPA (National Income and Product Accounts) margin produced by BEA
(Bureau of Economic Analysis) tracks the broadest set of US companies using tax
tilings and adjusting for inventories and capex. It shows that margins increased after
the global financial crisis and have remained at a high level since the end of the
covid crisis (see chart 2).

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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Chart 2: US corporate profit margins for non-financial companies
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Margins go down in recessions, but our macroeconomic scenario is more for a slow-
down than a recession in the developed world overall in Hi, followed by a modest
recovery in H2. This should prevent margins from declining too much. And infla-
tion should help margins as well, just as it did this year. Indeed, as long as inflation
recedes only slowly, companies should be able to pass on their additional costs to
customers.

There are still some differences in the outlook for margins across countries. Tech-
related sectors and the advance taken by US companies in exploiting artificial intel-
ligence (AI) offer the US a competitive advantage over the rest of the world. As a re-
sult, we expect flat margins for US equity indexes in 2024 and a small contraction in
Europe and Japan.

BUYBACKS SEEN AS BOOSTING EARNINGS PER SHARE

Buyback activity in the US and Europe has declined since the peak reached at the
beginning at 2022, but remains at a fairly high level: above its pre-pandemic level in
Europe and slightly below it in the US (see chart 3). In 2024, we see a buyback yield of
1.5-2% in both Europe and the US. We expect the buyback yield in Japan to increase
to 1%, a level not seen before, thanks to stock market reforms designed to encourage
companies to boost their price-to-book value. An easy way to achieve this is to
shrink the balance sheet and give cash back to shareholders.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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Chart 3: S&P 500 buyback volume and yield (quarterly data)
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After buybacks, our forecast for earnings per share (EPS) growth in 2024 stands at
6.2% for the S&P 500, 4% for the Stoxx Europe 600 and 3.5% for the TOPIX. Such fig-
ures are more conservative than consensus, which stood at 11.2%, 7% and 8%, respec-
tively, at 7 December 2023.

RICH EQUITY VALUATIONS TO REMAIN FOR A WHILE

The biggest surprise of 2023 were equity valuations, which remained high despite
strong inflation. This contrasts with previous bouts of high inflation, which dragged
valuations down. Equity valuations are now high in absolute terms, relative to his-
tory and relative to sovereign and credit yields, especially in the US.

Yet we expect the 12-month forward price-earnings ratio (PER) to remain a high 18x
for the S&P 500, 12x for the Stoxx Europe 600 and 14x for the TOPIX. In our view,
there are two main factors behind the resilience of valuations: earnings momentum
and the schedule for refinancing debts. Historically, equity market valuations have
tended to decline when earnings go down. By contrast, we expect mid-single digit
earnings growth next year. Calculations of the equity risk premium usually focus on
the spot yield for sovereign bonds or credit. But such an approach overlooks the fact
that companies (especially big ones) managed to lock in low financing costs during
covid, with only a small proportion of this due to be refinanced over the next two
years. For example, debt to be refinanced on the S&P 500 is expected to be 7% of the
total outstanding in 2024 and 9% in 2025.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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Chart 4: S&P 500 debt maturity schedule
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Our forward PER forecast for the S&P 500 is currently six points higher than for the
Stoxx Europe 600. The gap shrinks to four points if one adjusts for sector differ-
ences. Either way, the valuation gap is around the highest it has been for 20 years
and reflects the strong earnings growth being enjoyed by predominantly US tech
companies.

Valuations on the Topix are two points above those on the Stoxx Europe 600 as Jap-
anese equities continue to price in positive economic and regulatory developments.

EUROPE IS THE WINNER WHEN IT COMES TO CASH RETURNS

The one area where European stocks beat the US is in cash returns to shareholders
(dividends and buybacks combined). For quite a while, the US and Europe provided
a similar cash return to shareholders of around 4%, with more buybacks than divi-
dends in the US and the opposite in Europe. But we think Europe could take the
lead in 2024, with a 5.4% cash return to shareholders (a 3.9% dividend yield and
1.5% buy-back yield). This compares with our cash return forecasts of around 3.4%
for the US and Japan. We see higher dividend yields on the TOPIX than the S&P 500
next year.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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THE JAPANESE PARADOX

CONCLUSION

As mentioned, valuations on the TOPIX are now higher than on the Stoxx Europe
600 and it is hard to see them going much further. At the same time, stock market
reforms have been pushing quoted Japanese companies to increase share buybacks
further. This should ensure Japanese stocks offer a higher cash return to sharehold-
ers than US ones in 2024.

The performance of Japanese equities over the past two years is also a mirror image
of yen weakness, and thus is tied to the foreign earnings of Japanese exporters. Japa-
nese stocks could suffer if we see substantial rate cuts in the US and the Bank of Ja-
pan move away from policy dovishness.

Foreign investor flows are still the main driver of ups and downs in Japanese equi-
ties. While foreign investor flows remain volatile, the authorities have been encour-
aging domestic investors to invest in Japanese shares through tax incentives, alt-
hough it could still take time to see the full effect.

Our forecast of mid-single digit EPS growth for developed-market equites next year
is more conservative than consensus. If we can easily accommodate rich equity valu-
ation in this scenario, the end of year 2023 rally already sent valuation at level look-
ing already compelling. Cash returns to shareholders will remain attractive, more so
in Europe and Japan than in the US.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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political factors, time to ma-
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interest in, any of the Invest-
ments mentioned herein, and
may or may not have relation-
ships with the issuers of or en-
tities connected with Invest-
ments mentioned in this docu-
ment. BPCAL/Pictet HK
Branch and their affiliates (or
employees thereof) may act
inconsistently with the infor-
mation and/or opinions pre-
sented in this document.

The information used to pre-
pare this document and/or
any part of such information,
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mation may have been acted
upon by such recipients or by
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This document is provided
solely for the information of
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and should not be repro-
duced, published, circulated
or disclosed in whole or in
part to any other person with-
out the prior written consent
of BPCAL/Pictet HK Branch.

Singapore

This document is not directed
to, or intended for distribu-
tion, publication to or use by,
persons who are not accred-
ited investors, expert investors
or institutional investors as
defined in section 4A of the
Securities and Futures Act
2001 (“SFA") or any person or
entity who is a citizen or resi-
dent of or located in any local-
ity, state, country or other ju-
risdiction where such distribu-
tion, publication, availability
or use would be contrary to
law or regulation or would
subject BPCAL and any of its
affiliates or related corpora-
tions to any prospectus or reg-
istration requirements.

BPCAL is a wholesale bank
regulated by the Monetary
Authority of Singapore
(“MAS”) under the Banking
Act 1970 of Singapore, an ex-
empt financial adviser under
the Financial Advisers Act
2001 of Singapore (“FAA") and
an exempt capital markets li-
cence holder under the SFA.
Please contact BPCAL in Sin-
gapore in respect of any mat-
ters arising from, or in connec-
tion with this document.
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Hong Kong

This document is not directed
to, or intended for distribu-
tion, publication to or use by,
persons who are not “profes-
sional investors” within the
meaning of the Securities and
Futures Ordinance (Chapter
571 of the Laws of Hong
Kong) and any rules made
thereunder (the “SFO”) or any
person or entity who is a citi-
zen or resident of or located in
any locality, state, country or
other jurisdiction where such
distribution, publication,
availability or use would be
contrary to law or regulation
or would subject Pictet HK
Branch and any of its affiliates
or related corporations to any
prospectus or registration re-
quirements. If you do not want
Pictet HK Branch to use your
personal information for mar-
keting purposes, you can re-
quest Pictet HK Branch to
stop doing so without incur-
ring any charge to you.

In distributing an investment
product as agent for a third
party service provider, Pictet
HK Branch distributes the
product for the third party ser-
vice provider and the product
is a product of the third party
service provider but not Pictet
HK Branch. In respect of an el-
igible dispute (as defined in
the Terms of Reference for the
Financial Dispute Resolution
Centre in relation to the Fi-
nancial Dispute Resolution
Scheme) arising between Pic-
tet HK Branch and you out of
the selling process or pro-
cessing of the related transac-
tion, Pictet HK Branch is re-
quired to enter into a Finan-
cial Dispute Resolution
Scheme process with you;
however any dispute over the
contractual terms of the prod-
uct should be resolved directly
between the third party ser-
vice provider and you.

Banque Pictet & Cie SAis a
limited liability company in-
corporated in Switzerland. It is
an authorized institution
within the meaning of the
Banking Ordinance and a reg-
istered institution (CE No.:
BMG891) under the SFO car-
rying on Type 1 (dealing in se-
curities), Type 4 (advising on
securities) and Type 9 (asset

management) regulated activi-
ties. The registered address of
Pictet HK Branch is 9/F.,
Chater House, 8 Connaught
Road Central, Hong Kong.

Warning: The contents of this
document have not been re-
viewed by any regulatory au-
thority in Hong Kong. You are
advised to exercise caution in
relation to the offer. If you are
in any doubt about any of the
contents of this document,
you should obtain independ-
ent professional advice.
Please contact Pictet HK
Branch in Hong Kong in re-
spect of any matters arising
from, or in connection with
this document.
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