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Calm after the storm but
what’s next?

A SENSE of calm has returned to
the markets after the recent torrid
meltdown.
The sharp pullback on Aug 5, which

will be ominously remembered as
another Black Monday was largely
driven by the unwinding of the
Japanese yen carry trade, where
investors had placed heavy bets on a
weaker yen. This had caused severe
dislocation in financial markets and
battered global stocks as investors
ditched their short yen positions.
The worst appears to be over.

According to research by JP Morgan,
approximately 75% of these global
carry trades have been unwound.
While the first leg of the pullback

appears to have run its course, the
second leg — which is the risk of a
US recession — remains more diffi-
cult to predict. The US economy con-
tinues to expand, but the pace has
slowed, fuelling concerns about a
potential downturn.
One of the key indicators is the US

labour market, especially weekly
unemployment claims. This data
point is timely and less prone to
noise which makes it a reliable
gauge. A sustained rise in unemploy-
ment claims could signal a weaken-
ing economy and heighten risks of a
recession.
In turn, this has raised the pres-

sure for the US Federal Reserve (Fed)
to cut interest rates at its FOMC
meeting next month. Though expec-
tations have been tempered, bond
markets are pencilling in a 50-basis
point rate cut.

seen in Asian markets by bolstering
domestic economies across the
region. For instance, a weaker US
dollar could lead to lower import
costs for Asian countries and sup-
port domestic consumption.
While we cannot rule out the risk

of a hard landing, this isn’t our base
case. Labour data, including unem-
ployment rates as well as other real
economic indicators, suggest that
US economic growth will soften, but
not rapidly plummet. There may be
pockets of weakness in more
vulnerable household segments, but
default rates remain low compared
to levels seen during the 2008 global
financial crisis.
Other flashpoints in the 2H24

include the possibility of a major
escalation in the Middle East should
the conflict spread to the rest of the
region. This could lead to a disrup-
tion of global oil supply, causing a
spike in energy prices and stoke
inflationary pressures.
In addition, the US presidential

election in November may pose
uncertainty. The election outcome
will have far-reaching implications in
terms of trade and foreign policy,
particularly for Asia.
A second Donald Trump presiden-

cy may bring more short-term gyra-
tions for markets based on the for-
mer president’s history of using
aggressive rhetoric as negotiation
tactics. However, with the benefit of
experience, we can also anticipate
that while his statements may gene-
rate noise, his actual policy actions

n The risk of a US
recession remains
more difficult to
predict

n Any potential
weakness in Asian
equities would be
short-lived

n Maintain a
well-diversified
portfolio to
ride out any
turbulence

Easing inflation as reflected by
recent Consumer Price Index (CPI)
prints would help clear the path for
the Fed to cut interest rates. This
would lead to lower borrowing costs
that would also provide some relief
for US corporates and consumers.
While a US recession could have

the potential to drag down exports
and impact key sectors in Asia, any
potential weakness in Asian equities
would be short-lived.
Falling interest rates often leads to

a weaker US dollar that could act as
a countervailing force to pressure
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tend to be more moderate in nature
as he slowly backpedals.
Nonetheless, whether Trump or

Kamala Harris wins the election, we
expect the ongoing trade diversion
theme to continue as global MNCs
seek to diversify their supply chains
and reduce their dependence on
China. Countries such as India, Japan,
Taiwan as well as Asean countries
such as Malaysia are poised to bene-
fit from this trend and may see
investment flows.
Market drawdowns, though often

unsettling, can present opportunities
especially for investors with a long-
term perspective. History has shown
that market downturns, while chal-
lenging in the moment, have the
potential to reward disciplined inves-
tors who stay the course.

One effective approach during
periods of volatility is to gradually
average into the market through reg-
ular investments over time, regard-
less of market conditions. By consist-
ently investing, particularly during
downturns, investors can take advan-
tage of market dips and lower the
purchase price of their investments.
Market volatility is a natural part of

the investment journey, and reacting
impulsively to short-term market
movements often leads to sub-
optimal decisions. While selling
during a downturn can staunch the
bleeding in a portfolio, it would also
mean crystallising losses which pre-
vents investors from making any
future gains when markets recover.
Instead, investors should stick to

their investment plan and only invest
money they will not need for several
years. By maintaining a well-diversi-
fied portfolio, investors can ride out
the turbulence and stay on track to
reach their financial goals.


