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Markets have sold off sharply; 
what’s next for investors?
5 August 2024

Overview

• Weak US data reignite fears of a harder landing
• Global stock markets sold off sharply and bonds rallied 
• We view the sell-off to be a technical correction, rather than 

the start of a late-cycle bear market
• Hawkish BOJ triggered a huge sell-off of Japanese equities 
• Recommend investors to buy Japanese stocks into weakness, 

especially in selected domestic areas

What happened?

We are of the view that the sell-off reflects a technical 
correction, rather than the start of a more entrenched late-
cycle bear market usually associated with an economic 
recession. Hence, we continue to advocate investors to 
diversify out of the usual large-caps, and use derivatives to 
accumulate at lower levels. An interest rate cut is likely to be 
supportive of markets in the absence of hard-landing risks.

Japanese stocks underwent a more material sell-off of 20% 
triggered by a hawkish BOJ, against the backdrop of a likely 
dovish pivot by the Fed. As a result, the Nikkei’s advance year-
to-date has been totally wiped out. This has also caused a 10% 
appreciation of the Yen against the USD. 

While the Yen move is certainly negative for Japanese 
corporate earnings, the investment thesis for Japan goes 
beyond a weak currency. The inflation dynamic is likely to 
catalyse an investment cycle, while corporate governance 
reforms will re-rate Japan’s ROE higher overtime.

While the BOJ is sounding hawkish, core inflation remains at 
2.2% and the economy is not overheating. Hence, it is likely that 
the BOJ’s rhetoric is targeted at a very rapidly declining 
currency. With a significant correction in USDJPY, it is unlikely 
that interest rates will have to be hiked that much.

In our view, the risk-reward for Japan’s equity market has 
turned markedly more attractive after the sell-off, even though 
there could be further short-term weakness. The JPY carry trade 
is being flushed out; this will set a healthier tone for the 
market.  Hence, we recommend investors to buy Japanese 
stocks into weakness, especially in selected domestic areas. 
Notably, banks have underperformed but they are likely to 
benefit from a more normalised interest rate environment and 
are more insulated from a strong JPY.

Global stock markets sold off sharply and bonds rallied after a 
string of weak US data reignited fears of a harder landing than 
previously anticipated. One of the key data that spooked hard-
landing fears is the unemployment rate, which rose from 4.1% 
to 4.3% (Fig. 1). Historically, once the unemployment rate rises, 
it tends to continue rising until the economy gravitates into a 
recession. The set of weak data has led some banks to revise 
Fed’s policy rate to a 50bp cut in the September meeting and 
another 50bp in November.

What to do about Japan’s stocks? 

Figure 1: US unemployment rate edges higher

Why is hard landing unlikely?

The weak payroll data of 114,000 is likely to be distorted by 
weather effects (Hurricane Beryl). Moreover, the cooling in the 
labour market probably reflects the slower employment of the 
large influx of immigrants than a weak underlying employment 
trend. Household balance sheet is in a relatively good shape, 
helped by income gains and a rise in household balance sheet. 
Furthermore, US corporates are not overly leveraged.

The rally in technology buoyed by AI has led to a massive price 
appreciation of the Magnificent-7 stocks, which has rose 
sharply since the start of 2023.  The recent sell-off was 
concentrated in such sectors as seen in the larger drawdown 
as compared to that of Dow Jones Industrial Index (Fig. 2). 

Figure 2: Drawdowns are concentrated in the winners 
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Disclaimer

General
This document contains material based on publicly-available information. Although every reasonable care has been taken to 

ensure the accuracy and objectivity of the information contained in this document, United Overseas Bank Limited (“UOB”) makes no 

representation or warranty as to, neither has it independently verified, the accuracy or completeness of such information (including 

any valuations mentioned). UOB neither represents nor warrants that this document is sufficient, complete or appropriate for any 

particular purpose. Any opinions or predictions reflect the writer’s views as at the date of this document and may be subject to 

change without notice.

The information contained in this document, including any data, projections and underlying assumptions, are based on 

certain assumptions, management forecasts and analysis of known information and reflects prevailing conditions as of the 

date of publication, all of which are subject to change at any time without notice. Past performance figures are not indicative 

of future results.

Not an offer or solicitation to any particular person
This document should not be regarded as an offer or solicitation to any particular person to transact in any product mentioned. 

Before deciding to invest in any product mentioned, please seek advice from your financial, legal, tax or other appropriate 

advisers on the suitability of the product for you, taking into account your specific investment objectives, financial situation or 

particular needs (to which this document has no regard). If you do not wish to seek such advice, please consider carefully whether 

any product mentioned is suitable for you.

Risks
An investment in any product mentioned in this document may carry different risks of varying degrees, including credit, market, 

liquidity, legal, cross-jurisdictional, foreign exchange and other risks (including the risks of electronic trading and trading in 

leveraged products). Nothing in this publication constitutes personalised accounting, legal, regulatory, tax, financial or other 

advice that regards the personal circumstances of a particular recipient. Please speak to your financial, legal or other appropriate 

adviser to understand the risks involved and whether it is appropriate for you to assume such risks before investing in any product.

Any description of investment products is qualified in its entirety by the terms and conditions of the investment product and if 

applicable, the prospectus or constituting document of the investment product.

Valuation
Product valuations in this document are only indicative and do not represent the terms on which new products may be entered 

into, or existing products may be liquidated or unwound, which could be less favourable than the valuations indicated herein. 

These valuations may vary significantly from those available from other sources as different parties may use different assumptions, 

risks and methods.

No liability
To the fullest extent permitted under applicable laws and regulations, UOB and its affiliates shall not be liable for any loss or 

damage howsoever arising as a result of any person acting or refraining from acting in reliance on any information, opinion, 

prediction or valuation contained herein.

UOB and its affiliates involved in the issuance of this document may have an interest in the products mentioned in this document 

including but not limited to, marketing, dealing, holding, acting as market-makers, performing financial or advisory services, 

acting as a manager or co-manager of a public offering, of persons mentioned in this document. UOB and its affiliates may also 

have alliances, contractual agreements, or broking, investment banking or any other relationships for the provision of financial 

services, with any product provider mentioned in this document. UOB and its affiliates may have issued other reports, publications 

or documents expressing views which are different from those stated in this document and all views expressed in all reports, 

publications and documents are subject to change without notice.

Others
Unless you are notified otherwise by UOB, UOB deals as a principal in any transaction which UOB has been instructed to 

effect, other than transactions relating to securities traded on an exchange, unit trusts and funds on your behalf where UOB acts 

as your agent.

Singapore. This document and its contents are intended for Accredited Investors (as defined in Section 4A of the Singapore 

Securities and Futures Act (Chapter 289)).

Hong Kong. This document and its contents are intended for “professional investors” (as defined in the Securities and Futures 

Ordinance (Chapter 571 of the Laws of Hong Kong) (the “SFO”) and its subsidiarity legislation) (“Professional Investors”). Shares 

or debentures in a company may not be offered or sold in Hong Kong, by means of any document, other than (i) to Professional 

Investors; or (ii) in other circumstances which do not result in the document being a “prospectus” within the meaning of the 

Companies (Winding Up and Miscellaneous Provisions) Ordinance (Chapter 32 of the Laws of Hong Kong)(the “CWUMPO”) or 

which do not constitute an offer to the public within the meaning of the CWUMPO. Unless permitted to do so under the laws of 

Hong Kong, no person may issue or have in his/her possession for the purpose of issue, or will issue, or have in his/her possession
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for the purposes of issue, any advertisement, invitation or document relating to the securities, structured products or interests

in collective investment schemes whether in Hong Kong or elsewhere, which is directed at, or the contents of which are likely

to be accessed or read by, the public of Hong Kong, other than with respect to the securities, structured products or interests

in collective investment schemes that are or are intended to be disposed of only to persons outside Hong Kong, or only to

Professional Investors.

WARNING: The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised

to exercise caution in relation to this document. If you are in any doubt about any of the contents of this document, you should

obtain independent professional advice.

This document may only be distributed in countries where its distribution is legally permitted. This document is not directed to any

person in any jurisdiction where (by reason of that person’s nationality, residence or otherwise) such publications are prohibited

This document may contain proprietary information of UOB (or its product providers) and may not be reproduced or disseminated

in whole or in part without UOB’s prior consent.

If there is any inconsistency, or any difference in meaning between the English version and any translation of this document, the

English version shall apply and prevail.

United Overseas Bank Limited. Co. Reg. No. 193500026Z
United Overseas Bank Limited is a licensed bank in Hong Kong and is a registered institution in respect of Types 1 (Dealing in

Securities) and 4 (Advising on Securities) regulated activities under the SFO.
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