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US economy holding up better than expected

Substantial fiscal initiatives in the US, a still tight labour market and lingering savings from
the pandemic keep investment and consumer spending at stronger levels than expected.
In Europe, the cyclical picture looks much softer, but even there, tight labour markets are
providing some support. China is slowly showing signs of stabilisation even though the
soft housing market has yet to improve. The global cycle seems more resilient to monetary
tightening than expected so far.

The hawkish September message from the Fed and the resilience in particular of the US
economy has caused a fierce repricing of long-term real yields in developed markets. Most
of the sharp yield curve inversion that had happened over the past 12 months has been
undone as markets priced the need for meaningfully higher policy rate trajectories to slow
down demand. Still, we expect the cumulative effects of monetary tightening to be an in-
creasing headwind for the global cycle and bond yields to mover lower over the next 6 to
12 months. The current environment is also challenging for local currency emerging mar-
ket bonds. High carry markets with the prospect for rate cuts should do well over 6 to 12
months. The US dollar should remain supported due to the continued cyclical outperfor-
mance of the US economy this year before easing in 2024. We continue to be constructive
on the Swiss franc and yen, while remaining cautious on the British Pound.

Finally, we retain our preference for value and defensive sectors as well as UK and Swiss

equities. As the economic cycle slows further, earnings will increasingly come back into
focus, with cyclical and growth sectors most exposed.
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Monthly macro and strategy forecast update

We have kept our macro forecast broadly unchanged this month. Revisions to past US
data suggest that growth is more broad-based and hence more sustainable than pre-
viously estimated. In Europe, we see more signs of a slowing economy. The ongoing
tightening in financial conditions as well as higher oil prices should weigh on global
growth in the coming quarters, even if a stabilising Chinese economy should limit
downside risks. Policy rates in advanced economies are reaching their peaks but cen-
tral banks are likely to keep a hawkish tilt, due to still-too-tight labour markets and
upside risks to inflation expectations. Policy rate expectations imply an elevated tra-
jectory with no meaningful rate cuts priced anymore. Therefore, fixed income valua-
tions remain attractive, even though they may take time to bear fruit. In the meantime,
high yields provide meaningful downside protection. It is a tough environment for local
currency Emerging Markets fixed income. However, we expect high carry markets to
do well over 6 to 12 months. In the FX space, we expect the dollar to remain strong
thanks to US cyclical outperformance, before softening in 2024. We remain construc-
tive on the Swiss franc and the yen, while retaining a cautious view on the British
pound. Gold will likely do better in 2024 as US rates are expected to ease. Given the
sharp rise in real yields in the US, the down move in equity prices has been muted.
Contrary to recent instances, the tech sector has held up well, while highly levered
sectors performed worst. Looking ahead, we think earnings will increasingly come
back into focus, with cyclical and growth sectors exposed. We continue to prefer value
and defensive sectors as well as UK and Swiss equities.

Global macro

Forecasts broadly unchanged, but there have = We have kept our macro forecasts broadly unchanged this month. Still, there have been a

been important macro events behind the re- few macro events over the past few weeks that have led to significant market moves, most

cent sharp bond market moves of those originating from the US. The September FOMC meeting and Powell’s ‘higher-for-
longer message was the main trigger. Markets have come to the view that the Fed will not
ease policy as long as demand is running well in excess of supply. The hope is that the
supply-side of the economy will play a major role in closing the gap, but if that doesn’t
happen, rates will need to stay high as long as necessary to bring down demand.

Big revisions to past US data point to a more Another piece of important information came from revisions to past data, suggesting that

resilient economy the US economy has grown a bit more and is probably more resilient than previously indi-
cated — everything else equal, justifying higher interest rates. These revisions are part of
a regular process. Every five years the Bureau of Economic Analysis (BEA) does a very
comprehensive review. This was the first such review since the onset of the pandemic.

Growth has been more broad-based than pre- The revised GDP numbers indicate that the US economy was about 1.5% bigger at the end

viously estimated of the second quarter than previously estimated, though most of the boost results from
changes to GDP in the years around the pandemic. GDP’s recent trajectory looks similar
to prior estimates. Yet recent changes are meaningful nonetheless as they show that
growth was more broad-based, which should — everything else equal — increase the sus-
tainability of the expansion. Consumer spending contributed a lesser share to GDP, but
real fixed investment increased more than previously estimated, with upward revisions in
manufacturing, housing and software investments.

New data suggest that the manufacturing The mostcritical change comes from updated numbers of the ongoing manufacturing con-
construction boom has been even stronger struction boom. Past numbers were already strong, but the updated ones show that real
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Households once-thought depleted excess
savings are still ample

US manufacturing construction spending has reached its highest level on record (Exhibit
1). This primarily reflects the surge in investment for semiconductor facilities in the wake
of the CHIPS Act, which has exceeded a $125bn annualised rate of spending (about 0.5%
of GDP) over the last few months.

In addition, new data indicate that Americans saved less than previously thought in the
years leading up to the pandemic, and have saved more than thought during and after the
pandemic. Prior to the revisions, we estimated that households ‘excess savings’ accumu-
lated during the pandemic were about to run out. The new data, however, suggest that
households still sit on a staggering $1.3tn of ‘excess savings’ (Exhibit 2). This is a tricky
concept — the excess savings is the residual of actual savings versus what households
should have saved in a hypothetical world extrapolated from a pre-pandemic trend. Most
of the increase comes from a downward revision to that trend. Nonetheless, it suggests
that households’ cash cushion is larger than previously measured. One implication is that
the savings rate might not need to increase as much as previously anticipated, and thus
that the pace of consumption could remain elevated for longer.

Exhibit 1: Manufacturing construction is booming Exhibit 2: A much larger cash cushion among households
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Source: Macrobond, Bank J. Safra Sarasin, 04.10.2023 Source: Macrobond, Bank J. Safra Sarasin, 04.10.2023

But persistent demand means the labour
market imbalance is unlikely to shrink fast,
keeping inflation too elevated

Several headwinds to Q4 GDP

Fed to keep rates unchanged in Q4, though
this is a close call
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Yet if demand remains resilient, so will the imbalance in the labour market — job openings
rose strongly in August after several consecutive months of decline. Eventually, stronger
wage and price inflation will likely follow. Strikes in the auto sector, or threats as in the
UPS case earlier this year, indicate that labour has bargaining power and intends to use
it, feeding through to rates expectations.

Looking into the end of the year and beyond, the resumption of student loans repayments,
a possible government shutdown on November 17, the rise in oil prices and past monetary
policy tightening should weigh on activity. What’s more, if the sell-off in bond markets per-
sists, financial conditions are likely to tighten rapidly. While a tightening is necessary to
cool the economy, a too-rapid one tends to break or at least fissure things in the financial
system — the failure of several regional banks earlier this year is a good remainder — and
impair credit flows.

On balance, given the renewed tightening of financial conditions and better-than-expected
inflation releases over the past few months (core PCE inflation would need to accelerate
to a bit above 0.3% mom for Fed member’s median year-end projection to be realised), we
continue to expect the FOMC to hold its policy rate unchanged in the final quarter of the
year but keep its hawkish bias. However, the Fed will not hesitate to raise rates once more
if the labour market remains too hot and inflation re-accelerates.
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Demand in Europe is likely to remain weak in
coming quarters

Inflation fell more than expected in Septem-
ber, but rising oil prices pose a risk to infla-
tion expectations

Exhibit 3: Euro are GDP vs PMI
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Central banks are likely to remain hawkish in
their communication

Case for BoJ to abandon YCC is getting
stronger

Activity is stabilising in China but the housing
market remains weak
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In Europe, the economy has evolved broadly as expected, even if the ECB surprised us
with its September rate hike. Growth remains weak, with PMIs pointing to a contraction in
GDP in the third quarter, both in the euro area and the UK. Negative credit flows to the
private sector, as well as contracting broad money supply, suggest that demand will re-
main weak, at best, over the coming quarters, though stabilising growth in China should
limit downside risks to the external sector. In Switzerland, business surveys depict a sim-
ilar picture (Exhibits 3-5).

The good news is that core inflation fell in the three regions last month. In addition, the
UK labour market has cooled further over the past month, pointing to slower future wage
growth. A higher oil price, and less-well anchored inflation expectations, could impair or
at least delay the disinflation process that we foresee. In the euro area, labour markets
remain tight but most measures of ‘pipeline’ price pressures are easing, including wage
trackers.

Exhibit 4: UK GDP vs PMI Exhibit 5: Switzerland GDP vs activity tracker
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As a result, we expect the Bank of England to lift rates only once more this year (we previ-
ously anticipated two more hikes), though there is a good chance that it will not have to
deliver it. We continue to expect the ECB to keep rates unchanged and to focus instead on
reducing the size of its balance sheet and on maintaining a hawkish communication. Fi-
nally, given the strong Swiss franc and a clear downward trend in core inflation, we think
the SNB will stay put, regardless of what the ECB does at its future meetings.

Turning to Japan, we continue to think there is a strong case for the Bank of Japan (BolJ)
to abandon yield curve control. Indicators continue to point to strong activity and core
inflation remains elevated. The weak yen combined with rising energy prices will push im-
ported inflation higher over the coming months, which should feed through to the core
basket and wage demands with a lag. The sharp depreciation of the yen in recent weeks
might also force the BoJ's hand into acting sooner rather than later.

The latest indicators suggest that the Chinese economy is stabilising although the housing
market remains weak. September PMIs suggest that the manufacturing sector is expand-
ing moderately while construction activity has picked up notably (Exhibit 6). The latter is
likely due to infrastructure investment and housing construction that remained unfin-
ished. Services PMls also show some modest gain, although early indications from Golden
Week tourism suggest a strong momentum during the 8-day holiday. This suggests that
pent-up demand for tourism should support the economy in the near term. The housing
market, however, remains weak. September and the Golden Week have usually been a
high season for home sales, and we have only seen a modest pick-up so far. Home sales
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remain depressed on an annual basis (Exhibit 7). The government maintains its piecemeal
and modest approach to supporting the sector.

EM growth is slowing but remains resilient Growth in Emerging Markets (EM) economies is slowing compared to the first half of this
year, but it remains resilient. One reason is because China’s weakness has not had much
spillover to the rest of the world. Commodity import demand from China has been strong
throughout the year as the country continues to restock its commodity inventory. Slower
growth should lead to lower core inflation in most emerging markets, but higher food and
oil prices will likely slow the pace of headline disinflation.

Exhibit 6: Latest PMIs suggest stabilising Chinese growth... Exhibit 7: ...but the housing sector remains a drag to growth
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Fixed income

A sharp rise in developed markets’ long-term Global fixed income markets sold off significantly in August and September. Longer-term

bond yields during August and September yields rose by 50 to 80bp, almost all due to higher real rates. Yield curves reversed most
of the inversion in the 2y/10y curves segments that had taken place over the past 12
months. The apparent resilience of developed markets’ economies to higher (real) rates
so far has led markets to price an elevated policy rate path beyond 12-24 months, while
short-term expectations remained largely unchanged. The result was a “bear steepening”,
an upward shift of the yield curve with long-term (real) yields rising more that short-term
yields.

Market pricing for central bank policy rates Market expectations for the future trajectory of central bank policy rates beyond 24

does not imply meaningful rate cuts anymore months have shifted up further. For example, while the market still prices Fed Funds
slightly below the hawkish Fed’'s end-2024 dot, the trajectories diverge meaningfully
thereafter. The Fed expects the Funds rate to converge towards its neutral policy rate of
around 2.5% to 3% longer term, however, markets expect a trough in Fed Funds at around
4.25% in 2025, and a rise thereafter towards 4.5% (Exhibit 8).

Markets price meaningfully higher neutral This strongly suggests that markets now price significantly higher average equilibrium

rates rates of interest than most model-based estimates, that is, the rate at which the economy
neither decelerates nor accelerates. This would be consistent with the expectation of a
permanently higher (real) interest rate level than before the pandemic, and the soft-land-
ing scenario that credit markets currently price. This applies not only to the US, but is
visible in all developed markets’ rates structures.
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Current market pricing likely due to substan-
tial lagged effects from monetary tightening

Intermediate maturities should do well over
the next 6 to 12 months, with limited down-
side risk

Credit still looks expensive
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Exhibit 8: Market pricing for the Fed Funds rate diverges from the Fed’s dots beyond 2024
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We suspect that a significant part of the current elevated market pricing is likely due to
the substantial lagged effects on the real economy from monetary policy tightening. The
larger-than-expected fiscal impulse in 2023 (mainly in the US) and relatively healthy pri-
vate sector balance sheets seem to extend the lags even more, suggesting a stronger re-
silience of the economies to higher real rates. This is likely skewing the market’s percep-
tion for the neutral rate up.

We expect the cumulative effects of monetary tightening to be increasingly felt in the real
economy (including the sharp real long-term rate increase over the past two months). We
expect lower nominal yields over the next 6 to 12 months in all developed currency spaces,
with a more benign steepening of the yield curve. Intermediate maturities (5 to 10y) are to
be preferred: (1) they profit from steeper yield curves, (2) they have enough duration to
profit from lower yields, (3) the current yields give significant downside protection in an
adverse yield scenario. The following table gives a breakdown for the approximate cushion
provided by different curve segments for government bonds. In the case of Investment
Grade Bonds, with higher carry, the cushion is of course even larger (Exhibit 9).

Exhibit 9: Break even yields for government bond maturity segments and different horizons

BE yield increase over spec. horizon (bp) BE yields over spec. horizon (%)

Duration YTM (bp) 3m 6m 12m 3m 6m 12m
US Treasuries 1-3y 1.82 518.9 77 166 394 5.96 6.85 9.13
US Treasuries 3-5y 3.71 480.3 33 69 150 5.14 5.50 6.30
US Treasuries 5-7y 5.33 475.1 23 47 98 4.98 5.22 5.73
US Treasuries 7-10y 7.32 469.9 16 33 69 4.86 5.03 5.39
US Treasuries 10y+ 14.60 495.8 9 17 35 5.04 5.13 5.31
German Bunds 1-3y 1.85 3243 a7 101 240 3.71 4.26 5.64
German Bunds 3-5y 3.83 285.4 19 40 86 3.05 3.25 3.71
German Bunds 5-7y 5.66 279.1 13 26 54 2.92 3.05 3.33
German Bunds 7-10y 7.70 2845 9 19 40 2.94 3.04 3.24
German Bunds 10y+ 15.50 307.6 5 10 21 3.13 3.18 3.28
GILTS 1-3y 1.86 473.2 68 147 349 5.42 6.21 8.22
GILTS 3-5y 3.54 452.4 33 69 149 4.85 521 6.01
GILTS 5-7y 5.04 439.9 22 46 97 4.62 4.86 5.37
GILTS 7-10y 7.21 446.4 16 32 67 4.62 4.79 5.13
GILTS 10y+ 14.93 488.0 8 17 34 4.96 5.05 5.22

Source: ICE, Bank J. Safra Sarasin, 05.10.2023

Credit spreads of Investment Grade and High Yield bonds trade below historical medians
and hence do not reflect the risk of a substantial economic slowdown, let alone a reces-
sion. The recent sharp rise in long-term real government bond yields, which has undone
most of the sharp curve inversion will likely tighten financial conditions significantly fur-
ther, raising the risk of more pronounced economic weakness than markets currently
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Higher-for-longer and higher oil prices weigh
on EM financial assets

Exhibit 10: Strong US dollar hurts EM FX

Bloomberg Dollar Index

anticipate. Therefore, we retain our preference for IG over High Yield and would generally
stick to higher quality.

The new environment of high US rates and higher oil prices is not a good one for risk assets
like Emerging Markets (EM) assets. High US rates also bring higher EM yields as long-term
yields do exhibit strong correlation. They also translate into a strong US dollar and weak
EM FX (Exhibit 10). Higher oil prices put pressure on oil importers’ external balances. The
last ‘higher-for-longer’ US rates episode in the 1990s brought a number of defaults and
balance of payments crises among major EMs. Today, major EM economies have trans-
formed themselves to be much more resilient to external shocks. Still, we expect weaker
EM FX across the board. Currencies that will be more resilient in this environment are
likely the ones with higher carry (Exhibit 11). For EM local currency bonds, the 6 to 12
month outlook is still attractive, especially among those that have embarked on a rate cut
cycle. While in the near term, US rates and data will dominate EM yield movements, rate
cut cycles and disinflation should resume as the main drivers of EM local yields. A caveat
is that one will need to watch for the fiscal risks in each EM economy. A few EMs have
announced a fiscal expansion for 2024. Depending on the circumstances and public debt
dynamics, fiscal risks could add an upside risk to EM local yields.

Exhibit 11: EM FX with higher carry is expected to perform better

EM, Real Policy Rate, ex ante, %

120 - 10.0

5.0
il I 1T

oo - 1 .
110

-5.0
105 1 -10.0
100 - -15.0

) Q 1, [P Q 8 A 2 2
95 - @ef %, S 6//61 S, <&, % ’5//{0 6{9//. O,:f@
Z />;é/ (2% % '54}“ ,o,)) «990 %
4 () 7
) ‘ ‘ ‘ ‘ : Y, G5 S
Jan-22 May-22 Sep-22 Jan-23 May-23 Sep-23 ©

Source: Macrobond, Bank J.

Cyclical outperformance of the US to carry on
for a bit, which supports the US dollar

Euro likely to recover gradually once the Fed
has completed its rate hiking cycle
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Safra Sarasin, 05.10.2023 Source: Macrobond, Bank J. Safra Sarasin, 05.10.2023

EX

The US dollar has risen markedly in September (Exhibit 12), reflecting the bear steepening
of the US Treasury yield curve and the remarkable resilience of the US economy to the
significant tightening of financial and monetary conditions. While US inflation is moderat-
ing and consumption is turning softer, this week’s September ISM manufacturing and the
JOLTS job report both surprised to the upside, suggesting that the recent US outperfor-
mance will likely carry on for a bit.

Last week’s CFTC COT data indicate that the squaring of speculative euro longs likely con-
tributed to the recent dollar rally (Exhibit 13). Given that speculative euro positions remain
net long, some more near-term downside is in scope, but we would expect the pace to
slow going forward. In our view, current EUR-USD levels already reflect the divergent rela-
tive cyclical dynamics to a substantial degree and hence we left our year-end target un-
changed. In the weeks ahead, some undershooting is possible, but we do not think the
pair will drop below parity. In the medium term, we expect the euro to recover only gradu-
ally, owing to continued headwinds from China (Exhibit 14). Yet the nearing end of the
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Exhibit 12: US dollar rallied in September

US dollar: Trade-weighted and versus euro
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Constructive on the Swiss franc and the Jap-
anese yen, cautious on the British pound

Expect gold to deliver a solid performance
further out

Exhibit 15: SNB sells substantial amounts of foreign currency
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Fed’s rate hiking cycle should help. (For a more detailed analysis, we refer to our most
recent FX Atlas «What happens to FX around the Fed’s first rate cut?»)

Exhibit 13: Squaring of euro longs Exhibit 14: Euro is very exposed to China

CFTC COT net speculative positions, 2y z-scores Trade-weighted FX correlation with China Caixin Composite
thousand contracts PMI, 1-month lag, yoy changes, past 5 years
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We stick to our conviction that the Swiss franc will hold up well in the coming months,
despite its attractiveness as a funding currency for carry trades. Moreover, Q2 data on FX
intervention confirms that the SNB stands ready to prop up its currency on weakness (Ex-
hibit 15). The surge in longer-term US Treasury yields also exerts downward pressure on
the Japanese yen, prompting speculation about Japanese FX intervention to counter cur-
rency depreciation. We think that this might be the case when USD-JPY retests the 150-
level. Yet a major yen recovery will require longer-term US Treasury yields to drop mean-
ingfully, which we expect to happen in 2024. We remain cautious on the British pound,
given diminished support from the rate side and the rising likelihood of a further slowdown
of the UK economy.

The double whammy of rising real yields and a stronger US dollar has pushed gold closer
to $1'800 per ounce. Given that we do not expect the recent bear steepening to carry on
for much longer, we think that further downside is limited from here. Instead, we stress
that the prospects for gold should turn brighter as we are nearing the end of the Fed’s
hiking cycle. In particular, we note that gold’s historic performance in the months following
the Fed’s first rate cut has proved very solid across the past five hiking cycles (Exhibit 16).

Exhibit 16: Following the Fed’s first rate cut, gold performs very well

% performance, # months prior (-) /
after (+) 1st Fed rate cut

-12m -6m -3m +3m +6m +12m
Trade-weighted indices
usbD 0.9 0.2 0.5 0.8 0.5 1.6
EUR -0.1 0.8 1.8 0.4 23 8o}
GBP -2.8 -3.4 -2.2 0.8 -2.4 -1.8
CHF 1.0 1.0 0.7 0.5 2.6 3.6
JPY -0.1 0.0 -25 -3.9 -24 -5.9
CAD 1.7 3.6 EIRS) 0.6 -0.3 -1.2
323 AUD 2.6 -33 -0.4 0.9 01 2.8
-40.3 NzZD -1.6 -1.0 0.2 1.2 0.3 0.2
NOK 0.7 1.4 0.6 -0.3 -1.9 -1.0
SEK -1.1 -1.5 0.6 1.2 0.9 23
Gold, USD per ounce 4.1 1.8 2.3 1.3 11.2 8.9

2023 ‘ Based on the Fed's last 5 policy rate cutting cycles (2019/2007/2001/1995/1989)

Source: Macrobond, Bank J. Safra Sarasin, 05.10.2023
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Equities

Equity markets have come under pressure as Equity markets have come under pressure over recent weeks as the surge in real rates

rates picked up in response of the Fed has weighed on valuations. The Fed’s communication at its September meeting has led to
the sharpest two-week increase in the US TIPS yield since October 2022 (Exhibit 17),
driven by the Fed’s reiteration that it will keep rates at current levels or above until the
cycle has sufficiently slowed and inflationary risks have fully dissipated.

Considering the rise in rates, the multiple Despite the sharp rise in interest rates, the reaction in equity markets has been relatively

contraction has been fairly muted muted and more differentiated across sectors than during similar episodes in 2022. Even
though the 12-month forward PE in the US has fallen by around 10% over the past two
weeks, back to 18x, it remains well above the levels implied by historical correlations with
real rates. Back in April, when it touched 18x forward earnings the last time, the US 10-
year TIPS yield was more than 100bps below current levels (Exhibit 18). This just goes to
show that risk aversion remains remarkably low and equity valuations are rich compared
to interest rates.

Exhibit 17: The sharpest rise in real rates since October 2022 Exhibit 18: Valuations have dropped only moderately
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Source: Refinitiv, Bank J. Safra Sarasin, 05.10.2023 Source: Macrobond, Bank J. Safra Sarasin, 05.10.2023

The impact on high duration sectors is a lot As mentioned above, the reaction at the sector level has also been more differentiated

more limited than in 2022; highly levered than during similar rate spike episodes over the past 1.5 years. Typically, whenever rates

sectors are very exposed though surged in 2022, tech had been among the hardest hit sectors, resulting from the long
duration of its future earnings stream. Yet this time around, the rise in the discount rate
appears less of an issue for tech and tech-related sectors. Instead, it was the more levered
end of the US equity sector universe which suffered the most (Exhibit 19). Tech, which is
cash rich and has the lowest leverage ratio, was the most resilient sector in the recent
sell-off. US real estate and utilities, on the other hand, have been the weakest performing
sectors since the Fed’s September meeting. These are also the most indebted sectors (as
measured by net debt to EBITDA) in the US equity market. In particular with regard to util-
ities, this came as a surprise as it is typically one of the most defensive sectors in terms
of earnings stability. Yet recently, it suffered disproportionately, with highly-levered renew-
ables particularly exposed.

Looking ahead, we think earnings will in- Looking ahead, we would not necessarily expect these moves to be repeated as rates
creasingly come back into focus, with cycli- should be fairly close to their peak. We expect them to come down into the end of the year
cal and growth sectors exposed but this is set to come at the cost of slowing earnings growth and a slowing cycle. The
more cyclical part of the market, such as industrials and some parts of the materials sec-
tor universe (e.g. chemicals), are thus the most exposed, in our view. We are also increas-
ingly cautious on tech and growth sectors, as their valuations appear least prepared for
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negative earnings surprises, which are likely to come through once the cycle starts to slow.
In this regards, past Fed hikes are set to remain a drag on the cycle and likely render the
recent slight improvement in the manufacturing cycle as temporary (Exhibit 20).

Exhibit 19: The most levered sectors have underperformed Exhibit 20: Fed tightening remains a drag on the cycle
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Source: Refinitiv, Bank J. Safra Sarasin, 05.10.2023 Source: Refintiv, Bank J. Safra Sarasin, 05.10.2023

We continue to prefer value and defensive We also continue to prefer global value exposure with a defensive tilt. The UK market falls
sectors as well as UK and Swiss equities squarely into that category. Apart from that, we have a preference for Swiss equities, in
particular over euro area equities, which continue to be exposed to a slowdown, domesti-

cally and in China.
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Breakdown per Asset Class Stock Index Price Targets 02.10. 4Q23 2Q24 4Q24
S&P 500 4’288 4200 4’500 4’800
MSCI UK 2152 2'250 2'325 2'400
USA 2 DJ Euro Stoxx 50 4’138 4’000 4’250 4’500
Eurozone V¥ Dax 15’247 15’000 15’900 16’800
Switzerland r  swmi 10’864 11’500 11’900 12’300
United Kingdom A MSCl Japan 1'412 1'330 1’415 1’500
Japan ¥ MscIEM 951 950 1’000 1’050
Emerging Markets = MSCI China 59 60 63 65
China >
Key Policy Rates in % 02.10. 4Q23 2024 4Q24
US Fed Funds 5.50 5.50 5.25 3.75
Energy 2  EUR Depo Rate 4.00 4.00 4.00 3.00
Materials v SNB Target Rate 1.75 1.75 1.75 1.50
Industrials v BoE Base Rate 5.25 5.50 5.25 3.50
Consumer Discretionary 2 BOJ Policy Balance Rate -0.10 -0.10 0.15 0.15
Consumer Staples 0
Health Care A  Bond Yields (10yr Benchmark) 02.10. 4Q23 2Q24 4Q24
Banks 2  USA 4.69 4.05 3.75 3.50
Insurance 2 Germany 2.88 2.55 2.25 2.10
Information Technology 2 Switzerland 1.14 1.25 1.20 1.20
Communication Services = United Kingdom 4.57 4.00 3.95 3.70
Real Estate A Japan 0.77 0.75 0.75 0.75
Utilities A
FX-Forecasts 02.10. 4Q23 2Q24 4Q24
EUR-CHF 0.96 0.96 0.95 0.93
US Treasuries 2  EUR-USD 1.05 1.05 1.08 1.10
German Bunds 2  EUR-GBP 0.87 0.87 0.89 0.90
UK Gilts 2  GBP-USD 1.21 1.21 1.22 1.22
Swiss Eidgenossen =  USD-JPY 150 139 132 125
|G Credit =  USD-CHF 0.92 0.91 0.88 0.85
HY Credit ¥ USD-CNY 7.30 7.30 7.20 7.10
EM USD Government Bonds v Gold, USD per ounce 1’830 1’930 1’990 2’050
N > \7 Macro Forecasts 2022 2023 2024
Overweight Neutral Underweight us GDP 2.1 2.1 0.4
CPI 8.0 4.1 2.2
Asset class views (overweight, neutral, un-  Euroland GDP 3.3 0.2 0.5
derweight) express a tactical recommenda- CPI 8.4 5.5 2.7
tion with a 3-month horizon. Tactical views  Switzerland GDP 2.7 0.7 0.7
might diverge from year-end stock index CPI 2.8 2.2 2.4
targets, which are based on our long-term yK GDP 25 0.3 0.0
economic and interest rate forecasts. CPI 9.1 7.5 2.9
Japan GDP 1.0 2.2 1.0
CPI 2.5 3.3 2.3
China GDP 3.0 4.9 4.2
CPI 1.9 0.4 1.6
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Economic Calendar

Week of 09/10 - 13/10/2023

Consensus

Country Time Item Date Unit Forecast Prev.

Monday, 09.10.2023

EU 10:30 Sentix Investor Confidence Oct Index - -21.50

Tuesday, 10.10.2023

EU 10:00 ECB 1-Year CPI Expectations Aug % - 3.40%
10:00 ECB 3-Year CPI Expectations Aug % - 2.40%

us 13:00 MBA Mortgage Applications Oct6  wow -- -6.00
14:30 Building Permits MoM Aug mom - -1.50%
14:30 PPl Ex Food, Energy, Trade MoM Sep mom 0.20% 0.30%
14:30 PPl Ex Food and Energy YoY Sep yoy - 2.20%

Wednesday, 11.10.2023

us 12:00 NFIB Small Business Optimism  Sep Index = 91.30
16:00 Wholesale Trade Sales MoM Aug mom = 0.80%
17:00 NY Fed 1y Inflation Exp. Aug % - 3.63%

Thursday, 12.10.2023

UK 08:00 Industrial Production MoM Aug mom = -0.70%
08:00 Industrial Production YoY Aug yoy = 0.40%

us 14:30 CPI Ex Food and Energy MoM Sep mom 0.30% 0.30%
14:30 CPI Ex Food and Energy YoY Sep yoy 4.10% 4.30%
14:30 |Initial Jobless Claims Oct7 1'000 -- -

Friday, 13.10.2023

EU 11:00 Industrial Production SA MoM Aug mom -- -1.10%
11:00 Industrial Production WDAYoY  Aug yoy -- -2.20%

us 16:00 U. of Mich. Expectations OctP Index -- 66.00
16:00 U. of Mich. 5-10 Yr Inflation OctP % -- 2.80%

Source: Bloomberg, J. Safra Sarasin as of 04.10.2023
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Market Performance

Global Markets in Local Currencies

Government Bonds Current value A 1W (bp) AYID (bp) TRYTDin%
Swiss Eidgenosse 10 year (%) 1.20 9 -42 3.9
German Bund 10 year (%) 2.90 6 33 -0.7
UK Gilt 10 year (%) 4.54 18 87 -2.8
US Treasury 10 year (%) 4.74 16 86 -3.7
French OAT - Bund, spread (bp) 56 0 1
Italian BTP - Bund, spread (bp) 205 11 -9
Stock Markets Level P/E ratio AIWTRin% TRYTDin%
SMI - Switzerland 10,783 16.8 -1.2 3.7
DAX - Germany 15,070 10.9 -1.7 8.2
MSCI Italy 870 7.4 2.7 15.5
IBEX - Spain 9,158 9.3 -2.9 14.9
DJ Euro Stoxx 50 - Eurozone 4,100 11.6 -1.5 11.4
MSCI UK 2,135 10.5 -2.0 2.8
S&P 500 - USA 4,258 19.6 -0.9 12.3
Nasdaqg 100 - USA 14,723 26.5 0.2 35.5
MSCI Emerging Markets 930 13.1 -1.5 -0.3
Forex - Crossrates Level 3M implied 1Win % YTD in %
volatility
USD-CHF 0.91 7.5 -0.1 -1.1
EUR-CHF 0.96 5.1 -0.4 -2.6
GBP-CHF 1.11 6.6 -0.4 -0.6
EUR-USD 1.05 7.4 -0.4 -1.6
GBP-USD 1.22 8.2 -0.3 0.7
USD-JPY 148.9 9.4 -0.3 13.6
EUR-GBP 0.87 5.1 -0.1 2.2
EUR-SEK 11.62 7.3 0.6 4.1
EUR-NOK 11.57 8.7 2.3 10.2
Commodities Level 3M realised 1Win % YTD in %
volatility
Bloomberg Commodity Index 102 8.8 -3.9 -9.9
Brent crude oil - USD / barrel 88 25.7 9.7 8.6
Gold bullion - USD / Troy ounce 1,819 8.3 -2.5 -0.3

Source: J. Safra Sarasin, Bloomberg as of 04.10.2023
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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,
the “MSCI Parties”) expressly disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness,
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timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this information. Without limiting any of the
foregoing, 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, Kirchnerstrafe 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).

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 II, L-1840 Luxembourg, and being subject to the supervision of the Commission de Surveillance
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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
UK number FCO27699. Authorised by the Gibraltar Financial Services Commission and subject to limited regulation in the United Kingdom by
the Financial Conduct Authority and the Prudential Regulation Authority. Registration number 466838. Details about the extent of our regula-
tion by the Financial Conduct Authority and Prudential Regulation Authority are available from us on request. Registered office 57 - 63 Line Wall
Road, Gibraltar. Telephone calls may be recorded. Your personal data will be handled in accordance with our Data and Privacy Statement.
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 relating to 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.
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