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Staying defensive

Economic activity in the past few months has surprised on the upside, while core inflation
rates have remained stubbornly high. Still, some of the tailwinds that have supported
global growth appear to be fading. Fundamentally, we stick to our view that the most ag-
gressive rate hike cycle in decades will weigh on activity, albeit recognising that this might
take more time than usual. As a result, we have pushed out our call for a US recession to
4Q23. Revisions to past data suggest that the euro area is already in a downturn, as we
had anticipated, though spending on travelling means growth should pick up somewhat
over the summer months. We think that policy rates are close to their peak in the US and
Europe, and that the BoJ will start adjusting YCC later this year. The deteriorating eco-
nomic backdrop is generally favourable for high quality fixed income instruments, with the
prospect of lower bond yields over the next 6 to 12 months. We retain our positive view on
Emerging Markets local currency debt. We have become more positive on the US dollar, in
particular against the euro and the pound sterling. We remain positive on the Japanese
yen and Swiss franc. In equities, we stick to our defensive preference and have upgraded
the real estate sector to ‘most preferred’.

The Fed and the ECB meet next week. Both probably need to tighten policy a bit more,
though the Fed is likely to take a step back in June and favour a July hike. The ECB will
most likely increase rates by 25bp at its next meeting, but will increasingly take into ac-
count forward-looking indicators in order to calibrate its eventual policy stance.
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This month’s forecast changes reflect short-
term dynamics rather than a fundamental
shift of views
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Monthly macro and strategy forecast update

Economic growth surprised positively in 1H23, reflecting falling energy prices, gener-
ous fiscal support in Europe and China’s reopening. These forces, however, appear to
be petering out. While spending on travelling should boost activity over the summer
months, tightening lending standards and weaker demand for credit are likely to de-
press growth as we move into 2024. We expect the US and UK to slide into recession
in 4Q23 and the euro area barely to expand. Nonetheless, services inflation will take
time to drop to more normal levels, reinforcing our view that policy rates will remain
elevated through the end of the year. Still, peak central bank rates are in sight and
policymakers in several Emerging Markets economies are likely to loosen policy later
this year. In China, our unchanged baseline forecasts hinge on a stabilisation in hous-
ing activity in the second half of the year but we note that downside risks to this as-
sumption have increased. If our macro scenario turns out to be right, bond yields
should fall over the next 6-12 months and high quality bonds should perform relatively
well. In the near term, the US dollar is set to grind higher, particularly against the euro
and sterling. Finally, we continue to favour defensive equity sectors and we particu-
larly like euro area real estate. We have downgraded our year-end target for Chinese
equities but still believe they have room to catch up with the macro data.

Global macro

Our view remains fundamentally unchanged. We continue to expect tight monetary policy
in the US and Europe to depress activity and eventually inflation, while China’s services-
led recovery should have limited spill-overs to the rest of the world. We think that the Con-
sensus is too optimistic with regard to central banks’ ability to soft land the economy, i.e.
to bring down inflation to target while maintaining the unemployment rate at very low lev-
els. This scenario is not impossible — this cycle is very different to previous ones, and
ongoing structural changes could force businesses and households to behave in unex-
pected ways — but simply not the most likely one, in our view. One additional layer of com-
plexity is that sectors and regions appear to be unusually dis-synchronised, again largely
a reflection of the pandemic and its associated but heterogeneous policy responses (Ex-
hibit 1). In short, this month’s forecast update largely results from changes to the near-
term outlook, rather than any major shift in viewpoint.

Exhibit 1: Activity surprises are diverging again
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We have pushed out our US recession call by
one quarter to 4Q23

Fed is likely to hike once more to 5.50%

Recent activity data releases in the US indicate that the economy is more resilient than
previously expected (Please refer to “Getting ready for a summer hike” — Cross-Asset
Weekly, 02.06.2023). The job market remains hot, consumers continue to spend at a de-
scent clip and the Fed’s beige book points to moderate growth in most districts. Still, other
releases depict a less rosy outlook. Both the S&P Global PMI and ISM surveys suggest that
the economy has come to a standstill, leading indicators continue to point south, and
gross domestic income (which, as GDP, measures national output but from the income
side) is already contracting (Exhibit 2). In addition, while stress in the regional banking
sector appears to have abated, the profitability of the sector and its ability to extend new
loans should remain under pressure. As a result, we continue to forecast a mild US reces-
sion later this year, with the unemployment rate eventually moving up by around 2 per-
centage points (the consensus expects only a 1pp rise). Yet the downturn is likely to take
more time to materialise than we previously anticipated, and we have pushed out our call
by one quarter to 4Q23. We have therefore revised up our 2023 GDP growth forecast to
1.4%, from 0.7%, but revised down our 2024 forecast to -0.8%, from -0.5%.

The combination of strong demand and a tight labour market is contributing to the persis-
tence of inflation and is likely to force the Fed to tighten policy somewhat more than we
previously thought (Exhibit 3). We now forecast one additional hike in July, which would
push the upper band of the Fed funds rate to 5.50%.

Exhibit 2: Gross domestic income is contracting Exhibit 3: US core inflation appears to be stuck between 4-5%
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Euro area GDP is set to grow at 0.5% this
year. We have also made some small adjust-
ments to our inflation forecasts on the back
of lower energy prices

We continue to expect inflation in Switzer-
land to move back to target in 2024
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Moving to the euro area, we have revised down our GDP growth forecast for 2023 to 0.5%
from 0.6% (yesterday’s downward revision to Q1 GDP by Eurostat means that the risk to
our annual forecast is skewed to the downside). And at 0.7%, our 2024 forecast remains
far below consensus. More importantly, it seems that the rebound in economic activity, in
part driven by the drop in energy prices in early spring, is already fading. Higher interest
rates are depressing credit growth and will continue to do so in the coming months. Still,
excess savings, labour shortages and pent-up demand for services, in particular travel-
ling, should prevent a broader slowdown of private consumption over the summer. We
have also lowered our inflation forecasts for this year, reflecting lower energy prices. We
note though that we remain significantly less optimistic than the ECB with respect to the
outlook for core inflation. In our view, stickier core prices will prevent any policy rate cuts
this year, and force the ECB to keep the policy rate somewhat above the neutral rate in
2024.

The Swiss economy is slowing down too, led by the manufacturing sector. But so far, the
services sector remains resilient. We have reshuffled our inflation forecasts, lowering
them to 2.3% from 2.4% for this year but increasing them to 2% from 1.9% for next year
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UK economy to fall into recession towards
year-end. We now expect the BoE to hike its
policy rate to 5.0%

when the VAT is set to increase. Rents — that are linked to mortgage rates — might also be
increased overtime, slightly adding to inflationary pressures. In general though, second-
round effects are benign and a stronger Swiss franc is lowering import prices. We believe
that the SNB will only need to hike its policy rate once more by 25bp to reach a terminal
level of 1.75% at the end of June.

UK economic growth has also been stronger than expected, in large part reflecting lower
energy prices and a tight labour market. While the pace of consumer spending has trended
down over the past few quarters, it has remained in positive territory. The outlook, how-
ever, remains rather bleak. Elevated interest rates will continue to push up households’
debt servicing costs, and weigh on fixed investment, both residential and non-residential
(Exhibit 4). As such, we have delayed our recession call to the end of the year and we now
expect GDP to expand by 0.2% in 2023 (rather than to contract by -0.4), but to contract by
0.4% in 2024 (vs. 0.6% previously). Inflation has surprised on the upside too, with both
March and April figures coming way above expectations, on the back of higher core and
food inflation (Exhibit 5). We have therefore increased our 2023 CPI forecast to 7.9% (from
7.4%) and our 2024 forecast to 2.9% (from 2.7%). While the Bank of England (BoE) re-
mains worried about overshooting, it is also concerned that elevated inflation could lead
to second-round effects and an un-anchoring of inflation expectations. In our view, the
BoE will have to hike in June (as previously expected) and once more in August, pushing
the Bank terminal rate to 5.0% (vs. 4.75%).

Exhibit 4: UK residential investment is likely to contract Exhibit 5: Food and core prices are keeping UK inflation elevated
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We have increased our inflation forecasts for
Japan for 2023 and 2024

The uneven recovery in China continues
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Finally, we have not made any change to our annual growth forecast for the Japanese
economy (though yesterday’s upward revision to Q1 GDP implies that the risk is skewed
to the upside), butincreased our 2023 inflation forecast to 3.0%, from 2.6%, and our 2024
forecast by 0.1 percentage point to 1.8%. These changes largely reflect higher-than-ex-
pected inflation rates at the start of the year. The case for the Bank of Japan (BoJ) to grad-
ually ease its Yield Curve Control (YCC) policy remains strong.

In China, we note the growing divergence between the services and industrial sectors (Ex-
hibits 6-7). After the reopening boost to the housing sector earlier in the year, activity ap-
pears to have fizzled out. Sluggish housing activity implies weak demand for industrial
goods such as steel and other construction-related materials. It also adds more uncer-
tainties to the labour market recovery which, in our view, is required for a sustained con-
sumption recovery through the rest of the year. Our (unchanged) baseline forecasts hinge
on a stabilisation in housing activity in H2 but we note that downside risks to this assump-
tion have increased. Given poor sentiment and still rising youth unemployment, we also
expect the government to come up with more measures to support growth.
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Exhibit 6: Services sector remains robust Exhibit 7: Weak demand is weighing on manufacturing activity
China, Non-Manufacturing PMls, SA, Index China, Manufacturing PMls, SA, Index
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Fixed income

Market-implied policy rate expectations for Both the US and the euro area economies have held up, so far, surprisingly given that this

2024 are probably too hawkish rate hike cycle has been the steepest over the past four decades. Still, we continue to
think that market-implied policy rate expectations for late 2024 are probably too hawkish.
Longer-term rate expectations appear to be too far above most estimates of the neutral
policy rate, in particular for the euro area and the UK. Core inflation in these two econo-
mies has shown few signs of easing, or has even re-accelerated, putting the ECB and BoE
under pressure to do some more additional tightening than the Fed (Exhibits 8-9). But the
odds, in our view, will increasingly shift towards a retracement in rate expectations once
uncertainty with regards to the peak rate diminishes and markets start to focus on how
long central banks will keep rates unchanged.

Exhibit 8: Policy rate expectations are probably too high Exhibit 9: Eventually, EA and UK inflation cycles should follow the US
Market-implied policy rate expectations in % Core CPI, % yoy
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Backdrop for fixed income remains positive The current economic backdrop continues to be positive for high-quality fixed income in-
struments. Inflation is set to move lower, even if it takes time, and economic growth will
likely slow further, which will ultimately force central banks to loosen their policy stance.
Therefore, the path is set for lower yields over the next 6-12 months. We continue to have
a preference for Investment Grade over High Yield.

EM inflation to drop more rapidly, supporting We also maintain our preference for emerging markets (EM) local currency bonds. We ex-
local currency bonds pect inflation rates to come down more quickly given that we have entered into a period
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with high base effects, especially for food and energy inflation. Growth in many EMs, par-
ticularly in Central and Eastern Europe and Latin America, has significantly slowed. This
should help dampen underlying inflation, although a few countries, such as Poland and
Mexico, still have relatively tight labour markets. Many Asian EMs, which did not experi-
ence the same surge in inflation last year, are already seeing their headline inflation rates
back within the target range (India, Indonesia and Thailand). Brazil’s latest inflation rate
is also within the tolerance band. While most EM central banks will start cutting rates early
next year, we expect Brazil, Chile, Indonesia and Korea to start already later this year (and
Hungary to continue its rate cut cycle).

EX

We expect a stronger US dollar and a weaker Expectations about relative developments on the rates front are shaping our near-term FX

euro and pound sterling in coming months convictions to a considerable extent. As of late, we have become more positive on the US
dollar, while our view on the euro has turned more cautious (see FX Atlas June 2023 «A
bumpy road ahead for the euro» for a more detailed discussion). Last month, we men-
tioned that the US dollar would grind higher if global recessionary forces were to
strengthen. May’s manufacturing PMIs support the notion that activity is slowing at a
faster pace outside of the US, which has helped the dollar to recover to the levels it last
reached at the beginning of the year (Exhibit 10). The relative weakness in the euro area
manufacturing sector (Exhibits 11) reinforces our view that we are likely to see a retrace-
ment in euro area policy rate expectations and, as a result, a re-widening of the Fed’s
policy rate advantage (Exhibit 12). We also believe that the British pound is prone to a
similar repricing in rate expectations. Hence we expect both the euro and sterling to grind
lower versus the US dollar over the coming months.

Exhibit 10: US dollar has recovered to where it started from in January  Exhibit 11: Relative cyclical dynamics argue for a weaker euro ahead
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Positive on Japanese yen and Swiss franc We are constructive on the Swiss franc. In our view, the currency is likely to hold up well

against the euro, given that the German-Swiss yield advantage should rather narrow than
widen. In Japan, while we acknowledge that some more ‘patience’ is likely needed, we
continue to expect the BoJ gradually to normalise its policy stance. Q1 GDP growth was
revised strongly up, reinforcing our case that the BoJ will announce further adjustments
to its YCC policy in coming months. This should push the Japanese yen higher in the sec-
ond half of the year.

US dollar constitutes a near-term challenge We also stick to our positive longer-term view on gold, even if the stronger US dollar should

for gold, while lower real yields should help constitute a challenge for the precious metal in the near term. Over the past months, gold
into 2024
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has moved particularly tightly with the US dollar, indicating that some further gold retrace-
ment would be justified in the light of the dollar’s recent appreciation (Exhibit 13). Given
that we don’t forecast any rate cate cuts this year, we shouldn’t expect too much support
from falling real yields over the coming months. Still, the precious metal should be better
supported towards the end of the year as disinflationary forces become more evident, al-
lowing central banks to consider loosening policy.

Exhibit 12 US-EA policy rate differential passed its narrowest point Exhibit 13: Stronger dollar points to near-term downside for gold
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Equities

Macro data has seen a turning point and The equity market recovery since the beginning of the year has benefitted from two fac-

rates have been more stable, supporting eq- tors. On the one hand, even though macro data remains weak, it has troughed at low lev-

uities els. Macro momentum (the 6-month change in the US ISM) has turned slightly less nega-
tive as result (Exhibit 14), marking the turning point for equity performance in Q4 2022.
On the other hand, rates have stabilised, removing a key pressure point for valuations,
which could re-rate and move back up to levels last seen in Q2 2022 (Exhibit 15).

Exhibit 14: Macro momentum trough marked turning point in equities  Exhibit 15: US yields stabilised, removing a headwind for valuations
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US equity performance has been extremely Despite the stabilisation of those key drivers, the market’s rebound has been extremely
narrow narrow. The seven largest stocks in the S&P 500 have delivered all of the performance
since the beginning of the year (Exhibit 16), with less than a quarter of S&P 500 names
outperforming year-to-date. Tech and tech-related names have been the dominant force
driving the market higher over recent months, taking relative valuations for tech back to

7 | Cross-Asset Weekly
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the highest level since the early 2000s. The previous two times tech was similarly expen-
sive as today (relative to the market), was in November 2007 and in December 2021 (Ex-
hibit 4). Both times, the equity market was at the cusp of a multi-month sell-off. This does
not go to say that this is about to happen this time around, but shows that the market
stands on a fragile footing, with little assurance of the recent rally to continue.

Exhibit 16: Only 7 names have driven the S&P500 higher year-to-date  Exhibit 17: Tech relative more expensive than in 2007 and in 2021
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We remain cautious as data in May has What keeps us cautious from a fundamental point of view is the renewed deterioration in

shown surprising signs of weakness, in par- US macro data in May, specifically on the services side. A pocket of strength in recent

ticular in the services sector months, the US services ISM dropped sharply in May and took the 3-month moving aver-
age back to levels it has touched only during recessions (Exhibit 18). This decline is not
just sending warning signals over the health of the US consumer, it also implies that US
GDP growth has slowed sharply in the second quarter. Other data has held up somewhat
better in the US (e.g. labour market numbers), keeping macro surprises in positive terri-
tory, while they have slumped in Europe. Euro area macro surprises have moved from the
highest level in two years in January to the lowest level since mid-2022 (Exhibit 19).

Exhibit 18: Softening services data points to weaker Q2 GDP growth  Exhibit 19: Macro surprises in Europe have slumped
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Euro area macro surprises have fallen Given that euro area equities are more cyclical and more geared towards the domestic

sharply, implying euro area underperfor- economy than equities in any other region, they closely track euro area macro surprises.

mance The recent slump implies a more sustained underperformance versus global equities from
a tactical point-of-view (Exhibit 20).

8 | Cross-Asset Weekly
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Preference for euro area real estate

Exhibit 20: Drop in macro surprises suggests weaker EMU equities
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Euro area cyclicals are looking exhausted

Exhibit 22: Euro area cyclicals have outperformed

While we have euro area equities at the bottom end of our preference list, we think there’s
value in the euro area real estate equity sector. We have moved the sector to “most pre-
ferred” given that it is already priced for a slump in house prices, which yet has to materi-
alise. Even if house prices and book values of the sector were to correct by 35%, it would
still look attractive (Exhibit 21). Furthermore, the sector tends to benefit from falling rates
more than any other sector in the euro area market. Given our base case which projects
yields in the US and Europe to drop over the coming 12 months, real estate equities stand
to benefit.

Exhibit 21: EMU real estate priced for a sharp house price correction
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Staying with European equites, we believe there is a strong case for euro area defensives
to outperform euro area cyclicals (ex tech sectors) as macro data has started to weaken
once again, implying some more sustained weakness in cyclicals (Exhibits 22-23).

Exhibit 23: Soft PMlIs in Europe argue for cyclical underperformance
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We have downgraded our year-end target for
Chinese equities but still believe they have
room to catch up with the macro data
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EMU PMI manufacturing (rhs)
Source: Refinitiv, Bank J. Safra Sarasin, 08.06.2023

Lastly, we have downgraded our year-end target for Chinese equities, yet believe they still
have room to catch up with fundamentals. Political risks have been a headwind in recent
months and continue to loom large for the market. While we would not expect a significant
escalation of tensions between the US and China, they still justify a cautious approach
when adding China exposure.
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Exhibit 24: BJSS forecast overview

Breakdown per Asset Class Stock Index Price Targets
06.06. 2Q23 4Q23 4Q24
S&P 500 4284 4073 4'000 4600
USA 2 MSCI UK 2’183 2'125 2’000 2’300
Eurozone v DJ Euro Stoxx 50 4295 4’200 4’300 4’600
Switzerland A  DAX 15992 15’686 15’800 16’800
United Kingdom Vo s 11’468 11’337 11’800 12’600
Japan ¥ vsc Japan 1’375 1212 1’200 1’300
Emerging Markets 2  MSCIEM 988 980 1’000 1’050
China A  MSCIChina 62 62 65 70
Key Policy Rates in %
Energy > 06.06. 2Q23 4Q23 4Q24
Materials v US Fed Funds 5.25 5.25 5.50 2.00
Industrials v EUR Depo Rate 3.25 3.75 3.75 2.00
Consumer Discretionary = CHF Saron 1.44 1.75 1.75 1.00
Consumer Staples A  BoE Base Rate 4.50 4.75 5.00 2.00
Health Care A JPO/N Call Rate -0.06 -0.10 0.15 0.15
Banks >
Insurance =  Bond Yields (10yr Benchmark)
Information Technology > 06.06. 2Q23 4Q23 4Q24
Communication Services 2  USA 3.69 3.70 3.30 3.00
Real Estate A  Germany 2.37 2.55 2.15 1.75
Utilities A Switzerland 0.89 1.30 1.20 1.00
United Kingdom 4.21 3.50 3.30 3.00
Japan 0.43 0.50 0.75 0.75
US Treasuries >
German Bunds =  FX-Forecasts
UK Gilts > 06.06. 2Q23 4Q23 4Q24
Swiss Eidgenossen 2  EUR-CHF 0.97 0.97 0.96 0.95
IG Credit =  EUR-USD 1.07 1.07 1.05 1.10
HY Credit ¥ EUR-GBP 0.86 0.86 0.87 0.87
EM USD Government Bonds ¥ GBP-USD 1.24 1.24 1.21 1.26
USD-JPY 140 140 125 118
N > \7 USD-CHF 0.91 0.91 0.91 0.86
Overweight Neutral Underweight USD-CNY 7.12 7.12 6.80 6.80
Gold, USD per ounce 1’959 1’957 2’000 2’050
Asset class views (overweight, neutral, un-
derweight) express a tactical recommenda- Macro Forecasts
tion with a 3-month horizon. Tactical views 2022 2023 2024
might diverge from year-end stock index US GDP 2.1 1.4 -0.8
targets, which are based on our long-term CPI 8.0 4.0 2.0
economic and interest rate forecasts. Euroland GDP 3.4 0.5 0.7
CPI 8.4 5.2 2.6
Switzerland GDP 2.1 0.6 1.1
CPI 2.8 2.3 2.0
UK GDP 4.1 0.2 -0.4
CPI 9.1 7.9 2.9
Japan GDP 1.0 1.3 1.0
CPI 2.5 3.0 1.8
China GDP 3.0 5.9 4.7
CPI 2.0 2.0 2.4
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The Fed to keep rates unchanged next week
but flag a high likelihood of a July hike

The labour market remains very tight and in-
flation sticky

Surveys have come on the weaker side

The new dot plot is likely to point to one ad-
ditional rate hike this year

Exhibit 1: Our GDP growth tracker points to slowing growth

Implied quarterly GDP growth (annualised, %)

|

Fed preview
Skipping June

Investors’ expectations about the Fed’s next move have swung over the past weeks,
but appear for now to have settled on a June skip in favour of a July hike. We agree
with this view. The data points to a more resilient economy and more persistent infla-
tion than previously expected, but is confusing enough to justify a pause. The new dot
plot is likely to shift upward, pointing to a terminal rate of 5.5%. New projections for
the unemployment rate for year-end will most likely have to come down, while those
for inflation to move up. Projections for 2023 GDP might have to be revised up too if
Fed officials want to flag that the economy is unlikely to fall into recession this year.

Fed officials will meet next week to discuss how to adapt (or not) the policy stance. A hawk-
ish skip might be how investors read Chair Powell’s message following the press confer-
ence. By this we mean that officials will keep rates unchanged but flag a high likelihood of
a July hike if data continues to print on the strong side. This assumes the CPI report pub-
lished ahead of the meeting doesn’t show a nasty pick-up in prices in May.

Labour market and inflation data published since the Fed’s last meeting, as well as lower
banking stress and the resolution of the debt ceiling, should call for some “additional pol-
icy firming”. The number of unfilled positions per unemployed worker jumped back up to
1.8 in April, and payrolls were strong. Savings accumulated during the pandemic remain
elevated, core inflation appears to be stuck in the 4-5% range, and there is still upside risk
to consumer spending on services, and hence on services sector inflation.

So why skip June? Well, not everything is pointing in the same direction. The ISM services
index fell to 50.3 in May, the second lowest reading since the pandemic, and all sub-com-
ponents point to sub-par growth. Our GDP ‘nowcast’ index, which aggregates both soft and
hard data, suggests that economic activity is growing at a rate of about 1%, half the pace
implied by the Atlanta Fed GDPNow index (Exhibit 1). Other surveys, such as the NFIB, also
point to waning corporate pricing power (Exhibit 2).

Still, new projections will have to take into account the stronger-than-expected start of the
year, and probably indicate that unemployment is set to increase by less than previously
anticipated, but also that core inflation is likely to be stickier. Year-end GDP growth could
also be raised. The new median dot is likely to shift up by 25bp.

Exhibit 2: Corporate pricing power is weakening
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Three criteria that the ECB is watching:

(i) inflation outlook in light of incoming data;
(ii) underlying inflation dynamics;

(iii) the strength of monetary transmission.

Exhibit 2: Outstanding TLTROs to fall
Aggregate outstanding amount, end of month, EUR bn
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Source: Macrobond, Bank J. Safra Sarasin, 08.06.2023
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ECB Preview
There is still more ground to cover

We expect the ECB to hike by 25bp and to leave the door wide open for another hike
in July. The ECB is likely to stress its data-dependent approach and three criteria for
its future policy decisions, rather than indicating what the likely terminal rate will be.
Additionally, it will be crucial for the coming policy decisions how smoothly markets
react to the huge liquidity withdrawal at the end of June when banks have to repay a
TLTRO tranche of EUR 477 bl. We expect the updated quarterly macro projections to
show small downward revisions to the GDP and inflation forecasts.

In our view, the ECB will conclude that its three criteria for its policy decisions argue for
another rate hike next week. The new ECB macro projections should show small downward
revisions for GDP and inflation as the growth dynamic seems to slow and energy prices
have been falling (Exhibit 1). However, underlying inflation remains too strong as high
wage settlements are likely to lead to some second-round effects. Regarding the policy
transmission process, we note that monetary aggregates and credit growth are coming
down, which suggests that tight monetary policy is weighing on the economy already. Pe-
riphery spreads have not widened so far, signalling that the ECB can continue hiking rates
if needed. Beyond June, future ECB decisions will likely depend on how banks could cope
with the liquidity withdrawal that originates from the TLTRO repayments and the coming
redemptions of the APP-that will not be reinvested from July on. We expect the ECB to hike
for the last time for this cycle in July to 3.75%, and to hold that rate constant until early
next year as core inflation remains too high in our view.

Exhibit 1: Staff forecasts - March 2023 forecasts and our most recent assessment

2023 2024 2025
Macro projections in % yoy ECB March 23 JSS forecast ECB March 23 JSS forecast ECB March 23 JSS forecast
GDP 1.0 0.5 1.6 0.7 1.6 1.0
Headline Inflation 5.3 5.2 2.9 2.6 21 2.4
Core inflation 4.6 5.1 25 3.5 2.2 2.7
Technical assumptions
Oil price in USD 82.6 77.8 73.9
Natural gas price 58 61 51
Non-energy commodity prices in % yoy -6.4 0.3 1.2
EUR-USD 1.08 1.08 1.08 1.10 1.08 1.10

Source: Macrobond, Bank J. Safra Sarasin, 08.06.2023

Exhibit 3: Upcoming APP redemptions Exhibit 4: Declining monetary aggregates
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Economic Calendar
Week of 12/06 - 16/06/2023
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Consensus

Country Time Item Date Unit Forecast Prev.

Monday, 12.06.2023

JP 1:50 PPI May  mom 0.2%
1:50 PPI May  yoy 5.8%
8:00 Machine Tool Orders May  yoy -14.4%

CN Aggregate Financing May  CNY bn 1’900 1’220

Money Supply M2 May  yoy 12.0% 12.4%

Tuesday, 13.06.2023

DE 8:00 CPI May F mom - -0.1%
8:00 CPI May F yoy - 6.1%
11:00 ZEW expectations Jun Index -10.7
11:00 ZEW current situation Jun Index -34.8

us 14:30 CPI May  mom 0.2% 0.4%
14:30 CPl ex food and energy May mom 0.4% 0.4%
14:30 CPI May  yoy 4.1% 4.9%
14:30 CPl ex food and energy May  yoy 5.2% 5.5%

Wednesday, 14.06.2023

EMU 11:00 Industrial Production Apr mom = -4.1%

us 13:00 Mortgage Applications Jun wWow -- -1.4%
14:30 PPI May  mom -0.1% 0.2%
14:30 PPl ex food and energy May mom 0.2% 0.2%
14:30 PPI May  yoy 1.5% 2.3%
14:30 PPl ex food and energy May  yoy -- 3.2%

Thursday, 15.06.2023

JP 1:50 Core Machine Orders Apr mom - -3.9%

CN 4:00 Industrial Production May  yoy 3.8% 5.6%
4:00 Retail Sales May  yoy 13.9% 18.4%
4:00 Fixed Asset ex Rural YTD May  yoy 4.4% 4.7%
4:00 Property Investment YTD May  yoy -6.7% -6.2%

EMU 14:15 ECB Main Refinancing Rate 3.75%

us 14:30 Retail Sales May  mom 0.0% 0.4%
14:30 Empire Manufacturing Jun Index -16.0 -31.8
14:30 Philly Fed Business Outlook Jun Index -12.5 -10.4
15:15 Industrial Production May mom 0.1% 0.5%

Friday, 16.06.2023

EMU 10:00 CPI May mom -- 0.0%
10:00 CPI May  yoy - 6.1%
10:00 CPlcore May  yoy -- 5.3%

Us 16:00 U Michigan Sentiment Jun Index 60.0 59.2

Source: Bloomberg, J. Safra Sarasin as of 08.06.2023
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Market Performance

Global Markets in Local Currencies

Government Bonds Current value A1IW AYTD TRYTD in %
Swiss Eidgenosse 10 year (%) 1.00 13 -62 5.1
German Bund 10 year (%) 2.42 11 -15 1.9
UK Gilt 10 year (%) 4,23 5 56 2.2
US Treasury 10 year (%) 3.73 4 -14 2.3
French OAT - Bund, spread (bp) 55 0 0
Italian BTP - Bund, spread (bp) 176 0 -38
Stock Markets Level P/E ratio AIWTRin% TRYTDin%
SMI - Switzerland 11,309 18.0 0.1 8.5
DAX - Germany 15,990 11.3 0.9 14.8
MSCI Italy 861 8.3 2.5 14.2
IBEX - Spain 9,338 10.4 1.9 15.6
DJ Euro Stoxx 50 - Eurozone 4,298 12.3 0.9 16.4
MSCI UK 2,175 10.5 1.6 3.5
S&P 500 - USA 4,294 19.7 1.8 12.7
Nasdaqg 100 - USA 14,485 27.8 0.3 32.9
MSCI Emerging Markets 994 13.1 3.4 5.0
Forex - Crossrates Level 3M implied 1Win % YTD in %
volatility
USD-CHF 0.90 6.7 -1.1 2.7
EUR-CHF 0.97 4.6 -0.4 -2.0
GBP-CHF 1.13 6.2 -0.1 1.0
EUR-USD 1.08 6.3 0.7 0.7
GBP-USD 1.26 7.4 0.9 4.0
USD-JPY 139.4 9.1 -0.3 6.3
EUR-GBP 0.86 5.3 -0.3 -3.1
EUR-SEK 11.63 7.2 0.6 4.2
EUR-NOK 11.68 10.1 -1.1 11.2
Commodities Level 3M realised 1Win % YTD in %
volatility
Bloomberg Commodity Index 101 13.3 3.3 -10.3
Brent crude oil - USD / barrel 75 36.9 1.5 -11.5
Gold bullion - USD / Troy ounce 1,965 14.2 -0.6 7.7

Source: J. Safra Sarasin, Bloomberg as of 08.06.2023
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Important legal Information

This document has been prepared by Bank J. Safra Sarasin Ltd (“Bank”) for information purposes only. It is not the result of financial research
conducted. Therefore, the “Directives on the Independence of Financial Research” of the Swiss Bankers Association do not apply to this docu-
ment.

This document is based on publicly available information and data (“the Information”) believed to be correct, accurate and complete. The Bank
has not verified and is unable to guarantee the accuracy and completeness of the Information contained herein. Possible errors or incomplete-
ness of the Information do not constitute legal grounds (contractual or tacit) for liability, either with regard to direct, indirect or consequential
damages. In particular, neither the Bank nor its shareholders and employees shall be liable for the views contained in this document. Third
party data providers make no warranties or representations of any kind relating to the accuracy, completeness or timeliness of the data pro-
vided and shall have no liability for any damages of any kind relating to such data.

This document does not constitute a request or offer, solicitation or recommendation to buy or sell investment instruments or services. It should
not be considered as a substitute for individual advice and risk disclosure by a qualified financial, legal or tax advisor. You are reminded to read
all relevant documentation before making any investment, including risk warnings, and to seek any specialist financial or tax advice that you
need. You are not permitted to pass this document on to others, apart from your professional advisers. If you have received it in error please
return or destroy it.

Past performance is no indication of current or future performance. Investments in foreign currencies are subject to exchange rate fluctuations.
Exchange rate risk will apply if the investor’s reference currency is not the same as the investment currency. Information containing forecasts
are intended for information purpose only and are neither projections nor guarantees for future results and could differ significantly for various
reasons from actual performance. The views and opinions contained in this document, along with the quoted figures, data and forecasts, may
be subject to change without notice. There is no obligation on the part of Bank or any other person to update the content of this document. The
Bank does not accept any liability whatsoever for losses arising from the use of the Information (or parts thereof) contained in this document.

Neither this document nor any copy thereof may be sent to or taken into the United States or distributed in the United States or to a US person.
This information is not directed to any person in any jurisdiction where (by reason of that person’s nationality, residence or otherwise) such
distribution is prohibited and may only be distributed in countries where its distribution is legally permitted.

This publication constitutes marketing material. If it refers to a financial instrument for which a prospectus and/or a key investor/information
document exists, these are available free of charge from Bank J. Safra Sarasin Ltd, Elisabethenstrasse 62, P.O. Box, CH-4002 Basel, Switzer-
land.

Bloomberg

“Bloomberg®” and the referenced Bloomberg Index/Indices are service marks of Bloomberg Finance L.P. and its affiliates, including Bloomberg
Index Services Limited (“BISL”), the administrator of the index (collectively, “Bloomberg”) and have been licensed for use for certain purposes
by Bank J. Safra Sarasin Ltd. Bloomberg is not affiliated with Bank J. Safra Sarasin Ltd, and Bloomberg does not approve, endorse, review, or
recommend the financial instrument(s) mentioned in this publication. Bloomberg does not guarantee the timeliness, accurateness, or com-
pleteness of any data or information relating to the financial instrument(s) mentioned in this publication.

ICE Data Indices

Source ICE Data Indices, LLC (“ICE DATA”), is used with permission. ICE Data, its affiliates and their respective third party suppliers disclaim
any and all warranties and representations, express and/or implied, including any warranties of merchantability or fitness for a particular pur-
pose or use, including the indices, index data and any data included in, related to, or derived therefrom. Neither ICE Data, its affiliates or their
respective third party providers shall not be subject to any damages or liability with respect to the adequacy, accuracy, timeliness or complete-
ness of the indices or the index data or any component thereof, and the indices and index data and all components thereof are provided on an
“as is” basis and your use is at your own risk. ICE Data, its affiliates and their respective third party suppliers do not sponsor, endorse, or
recommend Bank J. Safra Sarasin Ltd, or any of its products or services.

J.P. Morgan

Information has been obtained from sources believed to be reliable but J.P. Morgan does not warrant its completeness or accuracy. The Index
is used with permission. The Index may not be copied, used, or distributed without J.P. Morgan’s prior written approval. Copyright 2020, J.P.
Morgan Chase & Co. All rights reserved.

MSCI Indices

Source: MSCI. The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not
be used as a basis for or a component of any financial instruments or products or indices. None of the MSCl information is intended to constitute
investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such.
Historical data and analysis should not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The
MSCI information is provided on an “as is” basis and the user of this information assumes the entire risk of any use made of this information.
MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating any MSCI information (collectively,
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the “MSCI Parties”) expressly disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, time-
liness, non-infringement, merchantability and fitness for a particular purpose) with respect to this information. Without limiting any of the fore-
going, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, without
limitation, lost profits) or any other damages. (www.msci.com)

SMiI

SIX Swiss Exchange AG (“SIX Swiss Exchange”) is the source of SMI Indices® and the data comprised therein. SIX Swiss Exchange has not
been involved in any way in the creation of any reported information and does not give any warranty and excludes any liability whatsoever
(whether in negligence or otherwise) — including without limitation for the accuracy, adequateness, correctness, completeness, timeliness, and
fitness for any purpose — with respect to any reported information or in relation to any errors, omissions or interruptions in the SMI Indices® or
its data. Any dissemination or further distribution of any such information pertaining to SIX Swiss Exchange is prohibited.

Distribution Information

Unless stated otherwise this publication is distributed by Bank J. Safra Sarasin Ltd (Switzerland).

The Bahamas: This publication is circulated to private clients of Bank J. Safra Sarasin (Bahamas) Ltd, and is not intended for circulation to
nationals or citizens of The Bahamas or a person deemed ‘resident’ in The Bahamas for the purposes of exchange control by the Central Bank
of The Bahamas.

Dubai International Financial Centre (DIFC): This material is intended to be distributed by Bank J. Safra Sarasin Asset Management (Middle
East) Ltd [“BJSSAM”] in DIFC to professional clients as defined by the Dubai Financial Services Authority (DFSA). BJSSAM is duly authorised
and regulated by DFSA. If you do not understand the contents of this document, you should consult an authorised financial adviser. This material
may also include Funds which are not subject to any form of regulation or approval by the Dubai Financial Services Authority (“DFSA”). The
DFSA has no responsibility for reviewing or verifying any Issuing Document or other documents in connection with these Funds. Accordingly,
the DFSA has not approved the Issuing Document or any other associated documents nor taken any steps to verify the information set out in
the Issuing Document, and has no responsibility for it. The Units to which the Issuing Document relates may be illiquid and/or subject to re-
strictions on their resale. Prospective purchasers should conduct their own due diligence on the Units.

Germany: This marketing publication/information is being distributed in Germany by J. Safra Sarasin (Deutschland) GmbH, Kirchnerstrae 6-
8, 60311 Frankfurt am Main, for information purposes only and does not lodge claim to completeness of product characteristics. Insofar as
information on investment funds is contained in this publication, any product documents are available on request free of charge from J. Safra
Sarasin (Deutschland) GmbH, Kirchnerstrae 6-8, 60311 Frankfurt am Main in English and German language. To the extent that indicative
investment options or portfolio structures are included, the following applies: The indicative investment options or portfolio structures pre-
sented in these documents and the underlying model calculations are based on the information and data provided to us in the context of the
asset advisory discussion, and we have not checked them for accuracy or completeness. The indicative investment option/portfolio structure
described here is thus intended as a guide and does not make any claim to comprehensive suitability but aims to inform you about the general
possibilities that an investment entails. In order to provide you with a final investment recommendation that is tailored to your specific situation,
we need further information, in particular on your investment goals, risk tolerance, experience and knowledge of financial services and products
and your financial situation. This publication is intended to be distributed by J. Safra Sarasin (Deutschland) GmbH, KirchnerstraRe 6-8, 60311
Frankfurt am Main to clients domiciled or having their registered office in Germany and is directed exclusively at institutional clients who intend
to conclude investment business exclusively as entrepreneurs for commercial purposes. This clientele is limited to credit and financial services
institutions, capital management companies and insurance companies, provided that they have the necessary permission for the business
operation and are subject to supervision, as well as medium and large corporations within the meaning of the German Commercial Code (sec-
tion 267 (2) and (3) HGB).

Gibraltar: This marketing document is distributed from Gibraltar by Bank J. Safra Sarasin (Gibraltar) Ltd, First Floor Neptune House, Marina Bay,
Gibraltar to its clients and prospects. Bank J. Safra Sarasin (Gibraltar) Ltd whose Registered Office is 57/63 Line Wall Road, Gibraltar offers
wealth and investment management products and services to its clients and prospects. Incorporated in Gibraltar with registration number
82334. Bank J. Safra Sarasin (Gibraltar) Ltd is authorised and regulated by the Gibraltar Financial Services Commission. Telephone calls may
be recorded. Your personal data will be handled in accordance with our Data and Privacy Statement. Where this publication is provided to you
by Bank J. Safra Sarasin (Gibraltar) Limited: This document is approved as a marketing communication for the purposes of the Financial Ser-
vices Act 2019. Nothing in this document is intended to exclude or restrict any liability that we owe to you under the regulatory system that
applies to us, and in the event of conflict, any contrary indication is overridden. You are reminded to read all relevant documentation before
making any investment, including risk warnings, and to seek any specialist financial or tax advice that you need. You are not permitted to pass
this document on to others, apart from your professional advisers. If you have received it in error please return or destroy it.

Hong Kong: This document is disseminated by Bank J. Safra Sarasin Ltd, Hong Kong Branch in Hong Kong. Bank J. Safra Sarasin Ltd, Hong
Kong Branch is a licensed bank under the Hong Kong Banking Ordinance (Cap. 155 of the laws of Hong Kong) and a registered institution under
the Securities and Futures Ordinance (cap. 571 of the laws of Hong Kong).
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Luxemburg: This publication is distributed in Luxembourg by Banque J. Safra Sarasin (Luxembourg) SA (the “Luxembourg Bank”), having its
registered office at 17-21, Boulevard Joseph Il, L-1840 Luxembourg, and being subject to the supervision of the Commission de Surveillance
du Secteur financier — CSSF. The Luxembourg Bank merely agrees to make this document available to its clients in Luxembourg and is not the
author of this document. This document shall not be construed as a personal recommendation as regards the financial instruments or products
or the investment strategies mentioned therein, nor shall it be construed as and does not constitute an invitation to enter into a portfolio
management agreement with the Luxembourg Bank or an offer to subscribe for or purchase any of the products or instruments mentioned
therein. The information provided in this document is not intended to provide a basis on which to make an investment decision. Nothing in this
document constitutes an investment, legal, accounting or tax advice or a representation that any investment or strategy is suitable or appro-
priate for individual circumstances. Each client shall make its own appraisal. The liability of the Luxembourg Bank may not be engaged with
regards to any investment, divestment or retention decision taken by the client on the basis of the information contained in the present docu-
ment. The client shall bear all risks of losses potentially incurred as a result of such decision. In particular, neither the Luxembourg Bank nor
their shareholders or employees shall be liable for the opinions, estimations and strategies contained in this document.

Monaco: In Monaco this document is distributed by Banque J. Safra Sarasin (Monaco) SA, a bank registered in “Principauté de Monaco” and
regulated by the French Autorité de Contrdle Prudentiel et de Résolution (ACPR) and Monegasque Government and Commission de Contrdle
des Activités Financiéres («CCAF»).

Panama: This publication is distributed, based solely on public information openly available to the general public, by J. Safra Sarasin Asset
Management S.A., Panama, regulated by the Securities Commission of Panama.

Qatar Financial Centre (QFC): This material is intended to be distributed by Bank J. Safra Sarasin (QFC) LLC, Qatar [“BJSSQ”] from QFC to
Business Customers as defined by the Qatar Financial Centre Regulatory Authority (QFCRA) Rules. Bank J. Safra Sarasin (QFC) LLC is authorised
by QFCRA. This material may also include collective investment scheme/s (Fund/s) that are not registered in the QFC or regulated by the
Regulatory Authority. Any issuing document / prospectus for the Fund, and any related documents, have not been reviewed or approved by the
Regulatory Authority. Investors in the Fund may not have the same access to information about the Fund that they would have to information
of a fund registered in the QFC; and recourse against the Fund, and those involved with it, may be limited or difficult and may have to be pursued
in a jurisdiction outside the QFC.

Singapore: This document is disseminated by Bank J. Safra Sarasin Ltd., Singapore Branch in Singapore. Bank J. Safra Sarasin, Singapore
Branch is an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110), a wholesale bank licensed under the Singapore
Banking Act (Cap. 19) and regulated by the Monetary Authority of Singapore.

United Kingdom: This document is distributed from the UK by Bank J. Safra Sarasin (Gibraltar) Ltd, London Branch, 47 Berkeley Square, London,
W1J 5AU, to its clients, prospects and other contacts. Bank J. Safra Sarasin (Gibraltar) Ltd offers wealth and investment management products
and services to its clients and prospects through Bank J. Safra Sarasin (Gibraltar) Ltd, London Branch. Registered as a foreign company in the
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