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US stocks to consolidate near-term before rising in 4Q23F  

  
Major developed market countries seeing service PMI downtrend, which could fall 
below prosperity line before 4Q23  

Developed countries were able to deliver stronger-than-expected economic growth 
in 1H23 thanks to a buoyant service sector. As such, any changes in the service sector, 
particularly a significant slowdown, could be signs of a forthcoming recession. The 
eurozone service PMI has declined over the past few months, with many countries 
suffering significant declines in July and August. In fact, the index fell below the 50-
point watershed to 48.3 as the UK and Germany saw PMI readings nosedive in August. 
Meanwhile, the US service PMI also dipped from 52.3 in July to 51.0 (Figure 1), which 
is barely above the prosperity line, suggesting an economic slowdown is taking shape. 
Against such a backdrop, we estimate global service PMI could fall below 50.0 before 
4Q23. 

US financial system under pressure from high interest rates, but property prices 
have been shored up by supply shortage 

During the 2Q23 earnings season, US financial stocks pulled back after strong rallies, 
as investors switched their attention back to negatives due to high interest rates, 
evidenced by upticks in delinquency rates. Notably, the 30-day delinquency rate has 
risen markedly (Figure 2), boosted by overdue credit card payments and auto loans. 
The 90-day delinquency rate has also increased substantially due to overdue credit 
card payments and auto loans (Figure 3). The impact of monetary policies usually has 
a lagged effect. We believe investors can’t afford to overlook risk from high interest 
rate pressure on the US financial system. 

On the other hand, the market had been concerned about faling housing prices. 
However, the issue seems minor, at least for residential property, as US residential 
real estate prices have been bolstered by the structral supply-demand imbalance. To 
be specific, since the US commenced deleveraging (especially real estate sector) 
during the financial crisis in 2008, residential investment has never reached past 
standards, resulting in undersupply (Figure 4). However, the desire of US citizens to 
purchase a house has steadily risen since 2016. Insufficient supply and strong demand 
has resulted in limited price downside. The negative wealth effect due to citizens’ loan 
burden, which was induced by interest hikes, has been minor. US citizens bought 
houses aggressively in 2020-21, and purchases dipped in 2022 as rate hikes 
commenced. Currently, about 96% of US mortgages are fixed rate and around 70% of 
mortgage rates are under 4%. The real mortgage interest repayment pressure has not 
been significant. This can be evidenced by the unamortized effective mortgage rate 
remaining low, while the 30-year mortgage rate soared (Figure 5). In fact, the only 
major gap between the two figures occurred in the 1980s, when aggressive rate hikes 
began. 
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Positive on US stocks’ 12M forward earnings, especially in 4Q23-2024 

Most 2Q23 earnings for US listed companies have been announced (Figure 6). It is 
unsurprising that YoY earnings growth is lower than that of 1Q23, but results still beat 
expectations. As the market revised up expectations after 1Q23, the extent of positive 
surprise for 2Q23 was insignificant. However, we believe the US economy is trending 
down. As US stock earnings growth YoY usually bottoms two quarters before the 
economy, we believe 2Q23 could be the trough. Therefore, we have turned positive 
about the earnings outlook (forward 12M). Although positive results may be barely 
seen in 3Q23, earnings growth may recover significantly in 4Q23 or 2024. In addition, 
the negative/positive attitude ratio regarding the 3Q23 earnings outlooks of company 
CFOs has declined (Figure 7), echoing our positive expectations for earnings outlooks. 

Conclusion – US stocks to consolidate near-term before rising in 4Q23F 

A significant downtrend can be seen among major global economies in late 3Q23. 
Even the US, which has fared relatively better, has suffered, especially the resilient 
manufacturing sector. This is a key factor that will determine whether the global 
economy will enter a recession. As 2Q23 earnings season comes to an end, we believe 
the downtrend in August will not be reversed, with stock market consolidation 
expected in the remainder of 3Q23. However, as the US economy remains resilient, 
and company earnings usually trough two quarters before the economy, we believe a 
US stock market rally will occur in 4Q23-2024. Investors should be cautious of the 
current interest rate’s effect on inflation and the economy, especially the labor 
market. When inflation eases at an acceptable pace, the economy may register a soft 
landing, and the stock market will respond positively. 
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