GLOBAL INSIGHT

Overview

In our Market Review, we see that the historically worst performing month
for financial markets finished with major asset classes showing positive re-
turns.

We delve into the Chinese stimulus package and comment on its likely suc-
cess.

We outline the historic changes in the US Presidential Race and highlight the
potentially significant macroeconomic consequences of the policies outlined
by both candidates.

In our Investment Outlook, we will attempt to contextualize the key macro
developments and market movements highlighted in the Market Review.

We illustrate that financial conditions remain easy as liquidity expansion
continues, driving asset prices higher, consistent with a “soft landing” sce-
nario.

We put forward our house view that considerations yield an overall impres-
sion of broad resilience, but with pockets of weakness that warrant ongoing
caution.

We believe that the underlying economic environment and corporate funda-
mentals continue to favour risk assets and therefore remain constructive on
the prospects for equities.
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Key Issues in Charts

Sterling continues its rally against the dollar

1 4000 e Following the market turmoil triggered by the UK govern-
ment's 2022 mini-budget, GBP/USD saw a sharp decline,
1.3500 reaching a low of around 1.0350.
= e Currently, strength in Sterling is coming from the expecta-
tion of less central bank cuts from the BOE than the Fed in
1.2500
the US. This follows the BOE’s 25bps cut, compared to the
12000 Fed’s recent 50 bps cut.
1.1500 e  While the path’s for rate cuts are almost entirely data
dependant, so far the BOE seems to be acting more hawk-
11000 ish than the FED with wage growth, services inflation and

20232 2023 2024 o = economic growth all closely watched by MPC members.

US Inflation—Actual vs Forecast

e The chart compares the US inflation forecast from a Reuters 10
poll of economists, with the actual US CPI year-over-year fig- 8 -
ures in blue, highlighting the progress made on inflation and
the outlook for CPI according to economists. 6 1 :

e  Both the forecast and actual inflation show a sharp increase 4 / N
between 2021-2022, reflecting the surge in prices following the 9 PR | III"
COVID-19 pandemic, with inflation peaking well above the Fed- i . II""""I"" rI"" """II
eral Reserve's 2% target, before falling sharply lower through 0 " -'" "

2023 and 2024. 5
. . . . . 15 16 17 18 19 20 21 22 23 24 25
e  The Economists poll shows expectations of inflation falling near )
. i US Inflation Forecast - Reuters Poll
or at the target level, followed by a small uptick to just above Eun US CPIAIl ltems YY%
target rate. Inflation Target
EM Equities at lowest vs US equities since 1969

e EM v, US equities (USS terms)

Source: BofA Global Investment Strategy, Bloomberg, GFD Finaeon

e Emerging market (EM) equities are trading at their lowest
relative valuation to US equities in over 50 years.

® The current valuation level is below -1 standard deviation
from the mean, indicating extreme undervaluation of EM
stocks compared to US stocks, which could signal potential
for mean reversion.

e Considering the pathway for rates in EM nations, the pro-
gress made on inflation in EM countries and the upside pro-
spects for nearshoring as businesses look to move away
from China, we maintain our allocation and our positive
house view on Emerging Markets.




Markets Review

The third quarter lived up to its reputation for anxiety, volatility, flash crashes,
and central bank action, however, by the end of the notoriously worst month
for risk assets, September, both equities and bonds had given positive returns
over the quarter. Most of the volatility came from the market switching focus
from inflation to employment, the other side of the Fed’s two-pronged man-
date, and showing signs of weakening. A major catalyst for the spike in volatili-
ty indices was the August unemployment report that rose to 4.3% against ex-
pectations of 4.1%. This led to fears that the Federal Reserve (Fed) was ‘behind
the curve’, with suggestions that they have been too slow to lower interest
rates and provide support for the economy, risking a hard landing. In addition
to this, the rise in unemployment in July triggered the “Sahm rule” which indi-
cates a recession has started when the three-month moving average unem-
ployment rate is 0.5% or more higher than the lowest point of the last twelve
months, an economic indicator that has previously been a signal that the US
economy is in recession. However, the “Sahm rule” was designed for a decline
in labour demand not a rise in employment supply leaving economist Claudia

Sahm herself to argue that the rule may not apply this time'.

As we predicted, Fed Chair Powell used the Jackson Hole Symposium to under-
line the Fed’s view of the data and surprised many by his dovish speech. He
unambiguously declared:

“The time has come for policy to adjust. The direction of travel is clear, and
the timing and pace of rate cuts will depend on incoming data, the evolving
outlook, and the balance of risks.”

Following the speech, speculation had moved from when the first cut would
materialise to whether the cut in September would be 25bps or 50bps and - to
the surprise of some - the FOMC voted for a 50bps cut at its September
meeting. It is not unusual for the Fed to start an easing cycle with a larger-than
-normal cut in rates, but then it is unusual to start easing when the underlying
economy is as resilient as it is currently showing, so this is an important shift in
momentum.

The quarter was also marked by heightened tensions in the Middle East, and a
flash crash at the beginning of August not helped by a surprise rate hike by the
Bank of Japan. Japan was the best performing stock market in dollar terms in
July largely due to the performance of the Yen, and the technical unwinding of
the carry trade leading to Yen short covering during July and into August. Bor-
rowing in Yen and transferring the funds into a higher yielding currency, such
as the Mexican Peso, has been a very crowded trade over the past twelve
months so when the different elements started moving rapidly to negatively
impact the return participants looked to reverse the trade causing tensions
within markets particularly the Japanese stock market, and volatility indices
such as the VIX. However, these events proved to be short term and Japanese
stocks bounced back to finish the quarter down only 4.2% although specula-

tion regarding future tightening by the Bank of Japan remains.
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The leading driver behind
the performance remains
the US equity markets or
more specifically investor
perception of the change
that Artificial Intelligence
(Al) will make to the world
and the companies that
are set to benefit the
most.

These six stocks are the
only S&P500 constituents
with a market capitalisa-
tion of over S1itrillion and
with a total size of approx-
imately S18trillion.

Investors need to have an
investment view on these
six powerful mega-tech
stocks even if they do not
own them.

Microsoft, Meta, Amazon,
and Google represent 40%
of Nvidia’s sales.

Nvidia reports that its
largest customer repre-
sents 13% of sales.
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The Chinese Central Bank
(PBoC) in an unusual west-
ern-style  announcement
on September 24 lowered
bank reserve  require-
ments, cut interest rates
by 0.1%, and stated that it
will provide funds to bro-
kers to buy stocks.

There remains a reluctance
for corporates and con-
sumers to increase their
borrowing due to already
highly leveraged positions
after the property slump,
so, in our opinion, making
more stimulus available
without addressing these
concerns in the longer term
may not be enough.

On a risk / return basis, we
feel that credit spreads re-
main too narrow, both in-
vestment grade and US
high yield are creating
good absolute returns for
some investors because
with default rates so low
so that the yields on offer
still outweigh the potential
for loss.

Global equities finished 6% higher in dollar terms with the US gaining 5.5% and
Europe 2.2% while emerging markets buoyed by a weaker dollar and strong
China markets outperformed developed markets. The Chinese Central Bank
(PBoC) in an unusual western-style announcement on September 24 lowered
bank reserve requirements, cut interest rates by 0.1%, and stated that it will
provide funds to brokers to buy stocks. The announcement pushed Chinese
stocks higher, leaving the Shanghai SE up 17.4% on the month, and 12.4% on
the quarter, and the Hong Kong index up 19.3% on the quarter.

Hang Seng Index YTD
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The commitment to further action if needed may be enough to lift sentiment as
well as asset prices and deliver a rebound in consumer demand and the ailing
property sector, although growth still appears to be tracking well below the 5%
target. There remains a reluctance for corporates and consumers to increase
their borrowing due to already highly leveraged positions after the property
slump, so, in our opinion, making more stimulus available without addressing
these concerns in the longer term may not be enough.

Bond markets delivered strong quarters for both US and European bonds. The
quarter was the second strongest total return since the third quarter of 2012,
and for global credit it was the third best, and US Treasuries and European
Government Bonds outperformed cash".

Although, on a risk / return basis, we feel that credit spreads remain too nar-
row, both investment grade and US high yield are creating good absolute re-
turns for some investors because with default rates so low so that the yields on
offer still outweigh the potential for loss. The US Treasury yield curve dis-
inverted during September and currently sits at +25bps 2yrs-30yrs, which has
been a strong historical indicator of a recession. In our opinion the indicators of
a looming recession such as overleverage, credit market stresses, high default
rates, and other signs of growing imbalances in the economy are currently ab-
sent, but against the backdrop of an easing cycle fixed income investment re-
mains interesting. However, the quarter has been dominated by fears of slow-
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ing employment and a rising unemployment rate causing rapidly changing in-
terest rate expectations in the US. More recently, the September jobs report in
the US saw the economy add 254,000 jobs versus consensus of 150,000, the
unemployment rate fell to 4.1% from Augusts 4.2%, job openings increased
again, and wage growth remains sticky. We suggest that the resilience of the
US economy could once more question the easing cycle, especially now that
the Fed has delivered a 50bps cut which if rates stay higher for longer could
suggest that the best returns for bonds may be behind us.

The unemployment rate in Europe set a new record low in July of 6.4% alt-
hough Barclays calculate that employment expectations and economic senti-
ment are still below long-term averages. The European automakers are strug-
gling with Chinese competition and there are threats of factory closures in Ger-
many as well as profit warnings from most of the major companies including
Stellantis, VW, Marcedes, and BMW. Europe’s recovery looks fragile to us with
GDP growth of 0.3% in first quarter, and 0.2% in the second with Germany and
France looking particularly challenged. Germany’s IFO survey of business senti-
ment fell again in September for a fourth consecutive month to 85.4 from 86.4
in August after the economy contracted in the second quarter. A contraction in
the third quarter would indicate that Germany is in recession, if it is not al-
ready, with the business climate index in manufacturing falling to its lowest
level since June 2020. France received a boost from the Paris Olympics, but its
savings rate is now above pre-pandemic levels. The European Central Bank
(ECB) followed the Fed’s move in September, cutting 0.25%, but many econo-
mists are pushing for another cut in October in line with the ECB’s “meeting by
meeting” approach after September’s Purchasing Managers Index Survey (PMI)
data continues to point to economic weakness.

Inflation in the UK is proving a little stickier than elsewhere, the MPC would like
to see inflation “squeezed out of the system” entirely before embarking on an
easing cycle. Labour supply remains very tight which leaves the UK workforce
with bargaining power, despite a surprising drop in consumer confidence in
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Despite the absence of tra-
ditional recession indicators
such as overleverage, credit
market distress, and rising
default rates, fixed income
remains compelling amid a
global easing cycle.

Additionally, the relatively
stable macroeconomic
backdrop reduces the likeli-
hood of significant credit
events, further supporting a
favourable risk-reward pro-
file in fixed income markets.

We suggest that the resili-
ence of the US economy
could once more question
the easing cycle, especially
now that the Fed has deliv-
ered a 50bps cut which if
rates stay higher for longer
could suggest that the best
returns for bonds may be
behind us.

Europe’s  recovery looks
fragile to us with GDP
growth of 0.3% in first
quarter, and 0.2% in the
second with Germany and
France looking particularly
challenged.
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UK inflation remains more
persistent compared to oth-
er regions, with the MPC
focused on eradicating in-
flation before considering
an easing cycle.

A tight labour market con-
tinues to give workers
strong bargaining power,
despite an unexpected dip
in consumer confidence in
September.

Forecasts indicate a gradual
150bps reduction in UK
rates by the end of 2025,
with the next cut anticipat-
ed in November. This out-
look has bolstered sterling,
which appreciated 5.7%
against the dollar and 1.9%
versus the euro over the
quarter.

Falling interest rates, a
weaker dollar, and a wors-
ening geo-political back
drop is a good environment
for gold as a safe-haven
asset, and the price has
continued to strengthen to
as high as 52,670 /oz dur-
ing September

September. Forecasts suggest a more gradual 150bps decline in UK rates by the
end of 2025 with the next cut expected at the November meeting. This has been
good news for sterling which has strengthened 5.7% versus the dollar, and 1.9%
against the Euro over the quarter. The Labour government is gearing up for the
Autumn budget by taking the opportunity to announce a £22bn perceived
“black hole” in the country’s finances and forewarning the need for tax rises.
Investors are focusing on capital gains tax, inheritance tax, and employer nation-
al insurance contributions, with the major taxes declared off-limits. Anecdotally,
Labour has been accused in the press of being too negative about economic
prospects and there felt like a distinct effort to be more upbeat at the party con-
ference in September. However, many investors see Chancellor Rachel Reeves
walking a fine line between fulfilling party spending commitments when mar-
kets are very sensitive about increased government borrowing. We see the
shadow of the Liz Truss mini budget still looming large over changes in govern-
ment borrowing as reflected in the fact that the ten-year Gilt yield has moved
from 3.75% to 4.20% at the time of writing.

The third quarter has been decisive for US politics following President Biden’s
poor performance during the first televised debate with former President Don-
ald Trump during late June. The collapse of support in the polls led to major
Democratic grandees and party fund raisers calling for him to step aside as the
Democratic candidate. On July 21 President Biden announced he would not be
seeking a second term with just an unprecedented four months to go until the
election. Also surprising was the appointment of Vice President Kamala Harris as
the Democratic nominee without a nomination fight which has seen fundraising
rise significantly, and a rapid closing of the gap between the candidates. It now
seems an extremely close election on November 5 only adding to the risks geo-
politics could have on the macro-outlook in the fourth quarter and beyond. Fur-
thermore, fiscal policies of both candidates have highlighted the growing fiscal
deficit in the US, and we believe this is being reflected in ten-year Treasury
yields rising from 3.62% to 4.03% now.

Falling interest rates, a weaker dollar, and a worsening geo-political back drop is
a good environment for gold as a safe-haven asset, and the price has continued
to strengthen to as high as $2,670 /oz during September, a 30% rally this year.
We believe central bank buying particularly China up until April this year, and
other Emerging countries concerned with reducing reliance on the dollar and
dollar assets after Russia invaded Ukraine have been responsible for the break
in the traditional relationships to real interest rates and the dollar having only
recently returned during this quarter. In late July India cut import tax on gold to
6% from 15% just ahead of the traditional gold buying season in the fourth quar-
ter, and Russia also announced that it was increasing gold purchases from oil
and gas reserves. New highs for the gold price might lead to some investors
questioning its position as a safe haven, and traditional portfolio diversifier,
however, geo-political concerns remain elevated, and recession fears remain
among some investors.

At the time of writing the oil price has been more concerned with the threat of
recession and falling Chinese demand over the summer than concerns over the



potential for the Middle East conflict to escalate. Having started the quarter at
$88.75/brl Brent crude fell to as low as $72.55/brl by the middle of September.
The latest escalation in the Middle East has brought into focus the possibility of
protracted direct confrontation between Israel and Iran which may affect Irani-
an infrastructure and may lead to restrictions in the Straits of Hormuz. This
seems to have finally led to a reaction in the oil price which has risen above
$80/brl once more. We do not think that the current price levels are high
enough to impact global growth and inflation prospects, however, further esca-
lation in hostilities may focus investors on the potentially wider implications.

In summary, we remain cautiously optimistic believing that the scene is set for
a soft landing. Barclays see the global economy growing at 3.2% for 2024 with
the US maintaining 2.6%, Europe managing 0.7% while China slows to 4.8%".
With inflation gradually falling back to target, employment and consumer
spending in western economies remaining resilient, and corporate margins still
seem to be expanding this hardly feels like an environment for pending reces-
sion to us. However, the result of the US presidential election could have sig-
nificant macroeconomic consequences this time around due to the policies of
both candidates. The Democrat policies of raising corporate taxes would hit
earnings and taxing unrealized gains for high-rate taxpayers would be negatives
for equities assuming that Harris can secure Congressional approval. Trump
would also require approval to extend expiring tax cuts, however, foreign poli-
cy including the implementation of trade tariffs can bypass Congress with sig-
nificant implications for global growth. It is, therefore, plausible that any full-
year forecasts could be de-railed by geo-politics during the fourth quarter by
developments in existing conflicts and / or the election result on November 5.
Normally, we would say that financial markets rarely allow politics to drive re-
turns but there is a possibility that 2024 could be one of those times.

iThe World In A Week - Sahm Rules are meant to be broken - Beaufort Financial Plus - Financial Plan-

ning & Advice
i Chris Iggo _ Iggos Insight _ Shaken, not stirred _ October 4, 2024
i Barclays _ Global Macro outlook _ All eyes on the US _ September 12, 2024
v Zahra Ward-Murphy _ Absolute Insight _ Gold — useful but stretched _ October 2, 2024
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New highs for the gold price
might lead to some inves-
tors questioning its position
as a safe haven, and tradi-
tional portfolio diversifier,
however, geo-political con-
cerns remain elevated, and
recession  fears remain
among some investors.

We remain cautiously opti-
mistic believing that the
scene is set for a soft land-
ing.
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Inflation has moderated,
growth and consumption
have decelerated, liquidity
has been abundant, aggre-
gate household and corpo-
rate balance sheets have
been robust , volatility has
been subdued, and mone-
tary policy has been in-
creasingly accommodative.

Risk assets have responded
favourably to this environ-
ment.

Investment grade spreads,
but more markedly high
yield spreads and the equi-
ty risk premium are close to
20Y lows.

High yield spread and equi-
ty risk premium have been
narrower (i.e., the ‘risk
compensation’ lower) only
7% and 8% of the time, re-
spectively.

Investment Outlook

Having reviewed the key macro developments and market movements in the
prior quarter, this section will focus on current valuations in the context of long-
term ranges alongside year-on-year changes, and the prospects for future re-
turns and correlation relationships. All these elements influence our asset class
views and positioning as we navigate the final quarter of 2024 and beyond.
We'll also provide further historical context to the Fed’s recent 50bps interest
rate cut, as the performance of risk assets after the first rate cut of an easing
cycle has varied markedly.

The figure below reflects current prices of key US-based market measures as
percentiles relative to their respective twenty-year (20Y) histories, at the time
of writing. For example, a reading of 100% reflects that the measure is at a 20Y
high, while the opposite is true for a reading of 0%. There are two key observa-
tions here, detailed below.

Macro and Markets Barometer

Financial Risk-Free cPI Real 10Y Spot Gold Inv.Grade  HighYield  EquityRisk  US Dollar Chart
Conditions  Rate (3M) Inflation Yield Price Spread Spread Premium Index Key
Tight High High High High Wide Wids Wide High 100%

8%
UU\/\/&/\/@\J\J

Loose Low Low Low Low Narrow Narrow Narrow Low 0%

Sources: Federal Reserve Banks of St. Louis and Chicago, LSEG Datastream, Robert Shiller via Yale
Department of Economics

Firstly, financial conditions - an index published by the Chicago Federal Reserve
that comprises 105 measures of financial activity, spanning risk, credit and lev-
erage — stands at 33%ile, meaning we’re currently in the ‘easiest third’ territory
of the past 20Y. This is consistent with the unfolding ‘soft landing’ narrative as
inflation has moderated, growth and consumption have decelerated but re-
mained resilient, liquidity has been abundant, aggregate household and corpo-
rate balance sheets have been robust in aggregate, volatility (apart from short-
lived episodic spikes) has been subdued, and monetary policy has been increas-
ingly accommodative. The Fed has joined other major central banks in com-
mencing its easing cycle, with the risk-free rate now at the 93%ile (a year ago:
99%ile) having made significant progress with curbing inflation: CPI is at 53%ile
(declining steadily from a year ago 80%ile and two years ago 98%ile).

Secondly, risk assets have responded to this environment, as reflected in the
coral-dotted box in the above chart. Investment grade spreads, but more mark-
edly high yield spreads and the equity risk premium (respectively, the additional
return that investors demand over risk free assets for assuming the incremental



risks that these asset classes embody) are close to 20Y lows. Indeed, over the
past 20Y, the high yield spread and equity risk premium have been narrower
(i.e., the ‘risk compensation’ lower) only 7% and 8% of the time, respectively.
All these measures have tightened over the past year.

The outlook for bonds and equities depends significantly and variably on the
prospects for interest rates, inflation and growth. Critically, bonds have a mon-
otonic relationship with interest rates and inflation, such that inflationary
pressures and rate hikes to combat these pressures are detrimental to fixed
income prospects. Disinflationary trends, as we have observed over the past
two years, reduce the discount rate of a bond’s contractual coupon-based cash
flows, increasing the present value of those distributions and, therefore, the
bond’s price. Bonds perform a further function in a portfolio context, providing
diversification to equity exposure in the event of a shock to growth expecta-
tions: a negative growth shock typically leads to an equity selloff and safe-
haven demand for high quality bonds. On a three-year trailing basis, the corre-
lation for stocks and bonds was negative from the turn of the millennium, until
Covid-related growth, inflation and interest rate level and volatility shocks con-
spired to push these correlations into strongly positive territory, such that
both asset classes initially suffered (2022) before both delivering positive re-
turns broadly since. As growth and inflation moderate, and with the Fed hav-
ing joined the ranks of accommodative monetary policy, might this cross-asset
correlation revert to a negative regime again?

Firstly, the scale of The Fed’s 50bps rate cut was the largest initial cut since the
Financial Crisis in 2007, prompting market participants to suspect that the
economy was weaker than perceived, and that The Fed may be behind the
curve. These fears were largely allayed, and ‘animal spirits’ reignited, by strong
jobs data, albeit a lagging indicator. Whether or not the first rate cut of an
easing cycle turns out to be, with the benefit of hindsight, precautionary
(recession averted) or reactionary (recession ensued) has significant implica-
tions for subsequent medium-term performance, as reflected in the chart be-
low. Considering the last eight rate cutting cycles since 1980, four preceded a
recession (equities -14% on overage over the next 18 months) and four avert-
ed one (equities +30%). The average performance across all eight episodes
was +8.5%, not dissimilar from long term equity returns. Therefore, a critical
question for prospective risk asset returns becomes whether the recent rate
cut will evade or precipitate a recession.

S&P500 returns 18 months following first Fed rate cut

—Insurance cuts (1984,1989,1995,1998)
130 +30%
—Auverage of all

—Recession cuts (1980, 1981,2001,2007)

120

+8.5%
110

100
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Number of weeks following Fed rate cut

Source: FactSet via Edward Jones
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The outlook for bonds
and equities depends sig-
nificantly and variably on
the prospects for interest
rates, inflation and
growth.

On a three-year trailing
basis, the correlation for
stocks and bonds was
negative from the turn of
the millennium, until
Covid-related growth,
inflation and interest rate
level and volatility shocks
conspired to push these
correlations into strongly
positive territory.

The Fed’s 50bps rate cut
was the largest initial cut
since the Financial Crisis
in 2007.

Fears around the Fed’s
initial rate cut were
largely  allayed, and
‘animal spirits’ reignited,
by strong jobs data, albe-
it a lagging indicator.
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The point of departure in
the current rate cutting cy-
cle is markedly different to
previous cases.

Distinct from previous peri-
ods when rate cuts preced-
ed recessions, the recent
rate cut is into an environ-
ment characterised by mod-
erate inflation, high levels
of liquidity and solid aggre-
gate corporate health.

For 4Q24 S&P companies
are expected to report rev-
enue growth of 5.1% and
earnings growth of 14.6% .

The profitability picture is
less sanguine for their mid
and small cap counter-
parts, with Apollo’s Torsten

Slokii  calculating  that,
while only 6% of S&P 500
(large cap) constituents

currently have negative
earnings, that proportion
rises to 14% for the Russell
MidCap Index and 42% for
the Russell 2000 Index.

Secondly, the two charts below, courtesy of Jim Paulsen” use red dots to de-
note the first interest rate cut in a cutting cycle that subsequently turned out
to have preceded a recession (‘episodes’), apart from Covid (excluded, as that
period was disconnected from economic fundamentals). These are contextual-
ised against a key economic measure in each chart, showing that the point of
departure in the current rate cutting cycle is markedly different to previous
cases. In the below, left chart, liquidity - as captured by monetary supply rela-
tive to economic growth - is higher. The below, right chart reflects corporate
health: the highest reading of corporate cash flows to GDP. Readings for other
measures, not shown here, include the narrowest high yield credit spread, the
highest productivity growth and efficiency, and the highest margins relative to
GDP. In combination, distinct from previous periods when rate cuts preceded
recessions, the recent rate cut is into an environment characterised by moder-
ate inflation, high levels of liquidity and solid aggregate corporate health.
While rate cuts have a habit of preceding recessions, various measures suggest
this one is into a more robust environment than in episodes past.

U.S. Economic Liquidity M2/GDP Ratio Corporate cash flow as a % of nominal GDP

0.95 15%
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Source: Jim Paulsen, Paulsen Perspect'ives'

Thirdly, there are some nuances within corporate and consumer health. The
comments above relate to large cap equities, which are forecast to continue to
grow their revenues and profits, as well as expand margins. For 4Q24 S&P
companies are expected to report revenue growth of 5.1% and earnings
growth of 14.6% (rising to 5.9% and 14.9%, respectively, for 2025, per FactSet).
The profitability picture is less sanguine for their mid and small cap counter-
parts, with Apollo’s Torsten Slok” calculating that, while only 6% of S&P 500
(large cap) constituents currently have negative earnings, that proportion rises
to 14% for the Russell MidCap Index and 42% for the Russell 2000 Index. For
the US consumer, excess savings (which peaked at over $2.3tr in August 2021)
had been spent by the time of writing. By wealth bracket, the less-well-off half
of consumers exhausted excess savings by mid-2023, turning to credit card
debt. However, as labour markets have eased since (recent data notwithstand-
ing) annual growth in credit card debt as decelerated to negligible levels. For
now, the aggregate demand picture, with the top two income quintiles ac-
counting for over 60% of consumption, is resilient. However, cracks are emerg-
ing elsewhere.

Combining the above considerations yields an overall impression of broad re-
silience, but with pockets of weakness that warrant ongoing caution. There-
fore, we continue to participate in the equity markets via investments in estab-
lished, profitable, large cap companies and target government bonds for their
yield as well as defensive credentials. To that end, the chart below shows how



the correlation between equities and bonds evolves around pivotal points in
the interest rate cycle. The red vertical bars indicate rate cutting cycles, with
the correlation declining prior to — and during — previous rate cutting cycles.
The current episode has thus far been consistent with this historical trend: the
correlation has declined from +0.5 in the past year to zero currently, offering
the potential for valuable diversification should this measure decline further.
Within bonds, we are positioned along the curve, targeting the short end for
higher yield (and potential capital appreciation resulting from rate cuts) and the
medium-to-long end for potential capital appreciation borne of safe-haven de-
mand arising from growth or disinflation shocks. While weary of longer dura-
tion bonds’ vulnerability to currently high debt levels (c.51 of every $6 in net
Federal receipts services debt), fiscal indiscipline after the election and infla-
tionary pressures, the risk/reward is compelling, with a 100bps rate fall / rise
embodying a gain / loss of +12% / -4%.

Although risk premia (credit spreads and the equity risk premium) are tight to
respective 20Y histories, we believe that the underlying economic environment
and corporate fundamentals continue to favour risk assets and therefore re-
main constructive on the prospects for equities. Simultaneously, we remain
overweight cash and government bonds given favourable risk / reward poten-
tial and as diversifiers set to preserve capital in the event of a disruption to cur-
rently optimistic expectations of a benign investment environment. We retain
our positions in liquid alternative trading strategies and gold, while largely
avoiding credit, wary of currently limited compensation relative to default and
liquidity risks.

i Paulsen Jim _ Paulsen Perspectives: It’s Different This Time! (Where have | heard that before?) _
September 23, 2024

" Slok Torsten _ The Daily Spark: The Share of Companies with Negative Earnings _ September 30,
2024
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Within bonds, we are posi-
tioned along the curve, tar-
geting the short end for
higher yield (and potential
capital appreciation re-
sulting from rate cuts) and
the medium-to-long end for
potential capital apprecia-
tion borne of safe-haven
demand  arising  from
growth  or  disinflation
shocks.

The risk/reward for bonds is
compelling, with a 100bps
rate fall / rise embodying a
gain / loss of +12% / -4%.
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Important Information

This document is a marketing communication and has been issued with reference to FCA COBS 4
(Communications, including Financial Promotions) for the purposes of United Kingdom Regulations by
Hottinger & Co. Limited under Applicable Laws, Rules and Regulations.

The information contained in this document does not constitute a distribution; nor should it be, under any
circumstances, considered to be intended for, and should not be regarded as an offer or a solicitation to
buy, sell or subscribe to any particular security and/or fund referred to herein, or to conduct a regulated
investment activity. This document does not in any way constitute investment advice.

Please note that capital is at risk with any investment. The potential for profit is accompanied by the pos-
sibility of loss. Investments do not guarantee a return, and the value and the income from them can fall
as well as rise, so that you may not realise the amount originally invested. Past performances should not
be seen as an indication of future results. Asset allocation, diversification and rebalancing strategies do
not insure gains nor guarantee against loss. The use of leverage, shorting, and derivative strategies may
accelerate the velocity of the potential losses. The use of currency strategies involves additional risks.
Where an investment is denominated in a currency other than sterling, changes in exchange rates be-
tween currencies may cause the value of investments to go up or down. Hottinger & Co. Limited does not
give legal or tax advice. Tax treatment depends on the individual circumstances of each client and may be
subject to change in the future.

Hottinger & Co. Limited is authorised and regulated by the Financial Conduct Authority (FCA), whose ad-
dress is 12 Endeavour Square, London, E20 1JN. Hottinger & Co. Limited’s FCA firm reference number is
208737. For further details on Hottinger & Co. Limited’s regulatory status, please see the FCA’s FS Register
at www.fca.gov.uk. Hottinger & Co. Limited is incorporated as a Private Limited Company in England and
Wales under the registration number 1573969 and has its registered office at 4 Carlton Gardens, London
SW1Y 5AA.

Hottinger & Co. Limited is registered with the Securities and Exchange Commission (SEC) as an Investment
Adviser (RIA), file no. 801-122761. For further details on Hottinger & Co. Limited’s regulatory status, please
see the SEC filing website www.adviserinfo.sec.gov.

Hottinger and Co (Pty) Ltd is an authorised Financial Services Provider operating under FSP number 48506.

Hottinger & Co. Limited is a member of the Financial Services Compensation Scheme (FSCS) established
under the Financial Services and Markets Act 2000. (FSMA) Further details of the FSCS are available on re-
quest. Should you wish to make a complaint, please contact the Compliance Officer at Hottinger & Co. Lim-
ited in the first instance but you may refer your complaint to the Financial Ombudsman Service (FOS). Fur-
ther details of FOS are available on request.

All sources are Hottinger & Co. Limited and based on information publicly available unless otherwise stated.
The views expressed are as at the date of this document and are a general guide to the views of Hottinger &
Co. Limited. Commentary is at a macro or strategy level and is not with reference to any specified financial
instrument. Any market or investment views expressed are not intended to be investment research. This
document has not been prepared in line with the requirements of any jurisdiction designed to promote the
independence of investment research and is not subject to any prohibition on dealing ahead of the dissemi-
nation of investment research.

Copying any part of this communication without the written permission of Hottinger & Co. Limited is pro-
hibited. Care has been taken to ensure the accuracy of its content, but no responsibility is accepted for any
errors or omissions herein.
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This document is for information only and has been prepared for the sole use of the designated recipient. In ju-
risdictions other than the United Kingdom or United States, this document may be provided by an affiliate

of Hottinger & Co. Limited. Use or distribution by any other person is prohibited. There may be laws and or regu-
latory rules that apply to or restrict the transmission or distribution, directly or indirectly, of this document in
other jurisdictions. Any person into whose possession this document falls should inform themselves about such
conditions and observe any such legal or rule applications or restrictions. Any failure to comply with such legal or
rule applications or restrictions may constitute a violation of the laws or rules of any such other jurisdictions.

It is your responsibility to seek advice on all applicable laws and regulations of your relevant jurisdiction. No re-
sponsibility to any third party is accepted as this document has not been prepared and, is not intended, for any
other purpose.

The information and opinions contained in this document have been compiled or arrived at based upon infor-
mation obtained from sources believed to be fair and reasonable, reliable and in good faith. All such information
and opinions are subject to change without notice. No representation or warranty, expressed or implied, is made
to its accuracy or completeness and it should not be relied upon as such. Neither Hottinger & Co. Limited nor its
directors, officers, employees, advisors or any other persons can accept responsibility or liability for any loss
howsoever arising from any error, omission or inaccuracy in the material provided and from the use of this docu-
ment or any of its contents or otherwise arising in connection therewith.

Any forecasts, opinions and or estimates and expectations contained herein or expressed in this document are
based on current forecasts, opinions and or estimates and expectations only, and are considered “forward look-
ing statements”. Actual future results, however, may be different from expectations. The views, forecasts, opin-
ions and or estimates and expectations expressed in this document are a reflection of Hottinger & Co. Limited’s
best judgment at the time this document is compiled. No responsibility or liability shall be accepted for amend-
ing, correcting, or updating any information or forecasts, opinions and or estimates and expectations contained
herein. Furthermore, these views are not intended to predict or guarantee the future performance of any indi-
vidual security, asset class or investment strategy, markets generally, nor are they intended to predict the future
performance of any Hottinger & Co. Limited account, portfolio or fund.

Some of the views and forecasts, opinions and or estimates and expectations expressed in this document may
not necessarily those of Hottinger & Co. Limited and they cannot be held to represent Hottinger & Co. Limited’s
forecasts, opinions and or estimates and expectations on the credit-worthiness or investment profile of the secu-
rities, financial instruments, companies, countries, industries, investment management companies and or fund
managers mentioned in this document.
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