£

J. Safra Sarasin

Cross-Asset Weekly

13 September 2024

Central banks may disappoint market expectations

This week, the ECB cut its deposit rate by 25bp to 3.5%, as widely expected. President
Lagarde did not provide any forward guidance for the next meeting in October. We believe
the ECB should frontload its rate cuts as the economy is clearly weaker than was expected
at the beginning of the year. We recognise, though, that the ECB’s communication sug-
gests quarterly rate cuts only at the meetings when new macro projections are presented.

The Fed is almost certain to ease policy next week. Although downside risks to the labour
market have increased, it is doubtful the Fed will endorse market pricing for a large and
rapid series of cuts. Officials still appear confident that the economy is on course for a soft
landing. This suggests that the Fed will cut by 25bp, and flag the intention to follow through
with a series of consecutive cuts of the same magnitude.

While the rates backdrop remains favourable for the euro over the medium term, we ex-
pect some headwinds in the near term. Relative cyclical dynamics and political uncertainty
with regard to France and the US argue for a period of consolidation over coming months.

Finally, we review asset class and sector performance during past Fed easing cycles. We
find that US equities dropped by 4% on average if a recession hit, and rose by 18% if no
recession occurred. Interestingly, there are asset classes and sectors that produced av-
erage positive returns in either scenario. Among sectors, health care, staples and tech
stand out, but also US Treasuries and the US dollar which produced positive returns over
12 months after the cut. Copper and the materials sector find themselves at the opposing
end of the performance table, typically seeing losses in either case, recession or not.
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ECB Meeting

ECB cuts policy rates and remains data dependent

Dr. Karsten Junius, CFA The ECB cut its deposit rate by 25bp to 3.5%, as widely expected, and narrowed the
Chief Economist corridor between the deposit and the main refinancing rate to 15bp as previously an-
karsten.junius@jsafrasarasin.com nounced. It also revised the euro area growth forecasts down for this year and next
+41 58317 3279 but kept its inflation forecasts broadly unchanged. President Lagarde did not provide

any forward guidance for the October meeting. We believe that the ECB should front-
load its rate cuts as the economy is clearly weaker than expected at the beginning of
the year. We acknowledge, though, that the communication of the ECB points towards
quarterly rate cuts at the meetings when their new macro projections are released.

A lower spread between the deposit-, the The ECB did not surprise markets this week. The 25bp deposit rate cut was widely ex-

main refinancing-, and the marginal lending pected. The narrowing of the interest rate corridor had already been announced in March

rate should prevent higher money market (Exhibit 1). Itis intended to encourage banks to use the ECB’s lending facilities in case of

volatility once liquidity becomes less liquidity shortages. Such shortages are likely to become more common as banks need to

abundant repay their targeted longer-term refinance operations (TLTROs) while the ECB will be with-
drawing liquidity by reducing its asset portfolios.

Growth projections were revised down The quarterly macro projections of the ECB show a lower growth profile than in June (Ex-

slightly, headline inflation rates unchanged hibit 2). Yet it is not pessimistic. The ECB merely cut its quarterly growth forecasts for Q3
and Q4 to 0.2% from 0.4%, but it still sees growth back at a potential rate of 0.4% qoq
from the second quarter of 2025 onwards. Core inflation was revised up slightly as ser-
vices inflation clearly disappointed. Yet President Lagarde explained in detail why core
inflation would still fall in the coming quarters as wage gains and profit margins are ex-
pected to decline further.

No forward guidance, but good arguments to In the press conference, President Lagarde did not provide any forward guidance with re-
lower the policy rates further spect to the policy rate trajectory or the decision at its October meeting. However, she
clearly laid out that inflation is on its path towards 2% and that less monetary restriction
would be appropriate over time. Her communication does not explicitly exclude the possi-
bility of a rate cut in October, however, by not discussing the possibility makes a cut less
likely and suggests a pause until December. Given the poor state of the European econ-
omy, its lacklustre investment spending, and a deteriorating labour market, we remain of
the view that a rate cut would be justified in October, followed by another cutin December.

Exhibit 1: Main policy rates were cut as expected Exhibit 2: Inflation is projected to reach the target in 2026
Euro area with recession bands: policy rates in % (at announcement date) 2024 2025 2026
ECB projections in % yoy Jun-24 Sep-24 Jun-24 Sep-24  Jun-24 Sep-24
6 GDP 09 0.8 14 13 1.6 15
Headline Inflation 2.5 25 2.2 22 1.9 1.9
Core inflation 2.8 2.9 22 23 2.0 20
Compensation per employee 4.8 4.5 35 3.6 32 3.2
Global growth ex euro area 33 34 33 34 32 33
Global trade ex euro area 26 31 33 3.4 33 33
Euro area foreign trade 2.1 25 34 34 33 33

Technical assumptions

Oil price in USD 83.8 83.2 78.0 76.1 74.5 73.2
Natural gas price in EUR 308 34.2 35.4 41.1 29.9 35.4
Non-energy commodity prices in % yoy 11.4 73 39 13 0.9 25
EUR-USD 1.08 1.09 1.08 1.1 1.08 11
Nominal effective exchange rate 124 124.5 124.2 125.1 124.2 125.1
2000 2004 2008 2012 2016 2020 2024
= Deposit Facility = Marginal Lending Facility - -Main Refinancing Operations
Source: Macrobond, Bank J. Safra Sarasin, 12.09.2024 Source: Macrobond, Bank J. Safra Sarasin, 12.09.2024
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The Fed is likely to cut by 25bp next week

The new dot plot will show more cuts than in
June, but is unlikely to endorse current mar-
ket pricing

Current market expectations for rate cuts
point to a significant slowdown. Fed officials
remain more optimistic about the outlook
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Fed preview
A string of 25bp rate cuts remains more likely

The Fed is almost certain to ease policy next week. With rising downside risks to the
labour market in recent months, the new dot plot will likely indicate more easing com-
pared to June. However, it is doubtful the Fed will endorse market pricing for a rapid
series of cuts — about 100 basis points (bp) by year-end and more than 150bp next
year. Officials still appear confident that the economy is on course for a soft landing.
This suggests that it will cut by 25bp next week, and flag its intention to follow through
with a series of consecutive cuts of the same magnitude.

We expect the Fed to reduce its policy rate by 25bp at its next meeting and signal the
possibility of more cuts to follow. The Fed will likely point to the economy’s relative
strength, tempered by growing risks to the labour market. While the August inflation report
came in on the hotter side, this should not shake the Fed’s belief that inflation is heading
towards its 2% target.

The new dot plot will reflect more easing than in June, but it is unlikely to support market
expectations of 250bp of cuts by the end of 2025. Investors are no longer expecting a
large cut next week, in part reflecting the stronger-than-expected inflation data, but they
still anticipate around 150bp of easing over the next four meetings, including around two
50bp cuts by January. Futures suggest that investors assign the highest probability (the
top of the probability distribution) to rates falling to 2.75-3.0% by September 2025, the
lower end of estimates for the neutral rate (Exhibit 1). They also imply a one in four chance
that rates will fall below this level (the left tail of the distribution). This indicates that while
markets are not predicting a major economic downturn, they expect a more noticeable
slowdown and a rougher landing.

Exhibit 1: Probability distribution implied Fed Funds futures for different FOMC meetings
Probability distribution
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Sep-25 meeting March-25 meeting et Dec-24 meeting

Source: CME, Bank J. Safra Sarasin, 12.09.2024

Recent comments by Fed officials suggest they don’t think that downside risks to the econ-
omy have risen to that extent. We therefore don’t expect large changes in the median fore-
casts, though the range of projections may widen. The unemployment rate is likely to edge
up from 4% to 4.2-4.3% this year, with little change expected next year. As we wrote pre-
viously, the recent rise in unemployment seems to be part of a normalisation process, not
a sign of deep trouble. As demand levels out, the pace of hiring has slowed, lengthening
job searches. But eventually, newcomers should find a job and the unemployment rate


https://publications.jsafrasarasin.com/publ-dl-ch/dl-discl?dl=564F1B2ECBBB2E78BD678E188AB989FD8B5985961DDE10C9AC07F85F59132941D0B0C5F16900AE4C1A2285F32C6BD0DE
https://publications.jsafrasarasin.com/publ-dl-ch/dl-discl?dl=564F1B2ECBBB2E78BD678E188AB989FD8B5985961DDE10C9AC07F85F59132941D0B0C5F16900AE4C1A2285F32C6BD0DE
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should stabilise. Inflation forecasts are likely to remain largely unchanged, continuing the
downward trend toward 2%.

The Fed’s strategy is to get the Fed Funds The Fed’s strategy is clear: with inflation easing, the labour market back into balance, and

rate back to neutral. But at what pace? economic growth no longer exceeding trend, the case for restrictive policy has weakened
fast. The goal therefore is to bring rates down towards neutral — likely between 2.75% and
3.5%. The challenge lies in choosing the appropriate pace. If rates are cut too quickly,
inflation could resurface. But easing policy too slowly risks harming the economy. The path
Fed officials will flag in the new dot plot will depend on their central forecasts as well as
the risks they attach to those.

Taylor rules point to a gradual rate-cutting Using Taylor rules and our macro forecasts, which we think are likely close to the ones the
cycle, with the Fed funds rate at 3.5% by end Fed will publish next week, should give us a sense of how the new rates trajectory might
2025 look like under the central scenario. Most rules suggest that the Fed should have already
started cutting rates. These models also suggest around 60bp of cuts by year-end, fol-
lowed by another 120bp next year, leaving rates at 3.5% by the end of 2025. This would
place rates at the upper end of the neutral range, with inflation still slightly above target
by 2025, and imply roughly 70bp less easing than markets currently expect (Exhibits 2-3).

Growing downside risks to the economy Taylor rules also point to a gradual path towards 3.5%, with the policy rate at 4.5% in the

suggest that the Fed is likely to front-load first quarter of next year. Given Fed officials’ growing concerns over downside risks to the

some of the cuts economy, they will probably choose to front-load some cuts. Delivering one or two 50bp
rate cuts at the coming meetings would be compatible with the Fed’s outlook for the econ-
omy. After all, Taylor rules suggest that it should have started easing policy last quarter
and the current policy rate is well above estimates of the neutral rate.

In our view, the Fed will flag its intention to However, ‘jJumbo’ cuts risk fuelling expectations of even looser policy, potentially pushing

lower policy rates at the coming meetings in  expected rates below neutral and loosening financial conditions excessively. Investors

25bp steps. But it will not rule out the possi- might also interpret this as a sign that the Fed is more worried about the economy than it

bility of larger rate cuts either is letting on. Meanwhile, the latest CPI report shows that inflation is unlikely to move down
to 2% in a straight line. While the Fed cannot openly discuss the upcoming elections, it
must consider risks like the potential for tariff hikes, immigration restrictions, and a wid-
ening of the fiscal deficit under a second Trump administration — all of which could stoke
inflation. As a result, we expect the Fed to proceed with a series of 25bp cuts, while keep-
ing options open for larger cuts if economic or labour market conditions deteriorate.

Exhibit 2: Taylor rules point to a gradual rate-cutting cycle Exhibit 3: Investors’ and the Fed'’s rate paths are likely to diverge
Taylor rule Using our forecasts for inflation and the u/r Fed funds rate, %
2024.1 2024.2|2024.3 2024.4 2025.1 2025.2 2025.3 2025.4| 5.5 -
Taylor (1993) rule 53 37|33 34 31 31 34 35 5.0 -
Core inflation in Taylor (1999) rule| 5.3 43 3.8 4.0 3.6 35 3.6 3.5 45 |
Inertial rule 53 51 | 49 47 45 43 41 40 4.0 |
Alternative r* rule 53 52 | 50 49 47 45 44 43 35 |
Forward-looking rule 53 32| 31 34 35 35 33 32 30
Low weight on output gap rule 53 51 | 49 48 47 46 45 44 25 ‘ ‘ ‘ ‘ ‘ ‘ ‘
First-difference rule 53 55| 54 50 46 41 36 31 Mar24 Jun24 Sep24 Dec24 Mar25 Jun25 Sep25  Dec25
Median Taylor rule 5.3 5.1 4.9 4.7 4.5 4.1 3.6 3.5

Fed funds rate in June SEP
Market implied Fed funds rate
Fed funds rate implied by median Taylor rule and our macro forecasts

Note: We use estimates of u* and r* from the Fed's June Summary of Economic Projections to calculate the
Taylor rules . In the alternative r* rule, we use the Lambach Williams estimate of the neutral rate in the inertia

Source: Macrobond, Bank J. Safra Sarasin, 12.09.2024 Source: Macrobond, Bank J. Safra Sarasin, 12.09.2024
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EUR-USD

Near-term consolidation

Dr. Claudio Wewel We remain cautious on the euro’s near-term outlook. While the rates backdrop re-
FX Strategist mains favourable, relative cyclical dynamics argue for a near-term consolidation of
claudio.wewel@jsafrasarasin.com the euro. There are a number of political risk factors on the horizon. The appointment
+41 58 317 32 26 of Michel Barnier as France’s prime minister has not yet allayed concerns about

France’s fiscal sustainability. In addition, the dispute over the funding of Mario
Draghi’s investment proposals will likely be fierce and weigh on the euro. Lastly, the
US elections present another source of policy uncertainty with regard to potential tar-
iffs, given that the race between Donald Trump and Kamala Harris remains very close.

We remain cautious on the euro’s near-term Following Jay Powell’s signal of an impending rate cut at Jackson Hole in August, EUR-USD

outlook reached 1.12- its highest level year-to-date. The euro has since retreated from these lev-
els (Exhibit 1). We stick to our conviction that the euro’s near-term prospects remain
muted (see «The euro’s challenges have risen again», July FX Atlas).

Exhibit 1: The euro is back around its end-2023 value Exhibit 2: The Fed’s market-implied rate advantage has declined
EUR-USD vs trade-weighted euro Market-implied Fed-ECB policy rate differential, Fed Funds and ESTR futures
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Source: Macrobond, Bank J. Safra Sarasin, 12.09.2024 Source: Macrobond, Bank J. Safra Sarasin, 12.09.2024

While the rates backdrop remains favourable We note that the rates backdrop has become more favourable for the euro. This is partic-

for the euro,... ularly evident in market-implied rate expectations (Exhibit 2). At the beginning of July, mar-
kets expected the Fed’s policy rate advantage versus the ECB to shrink only very gradually
over the coming year. But over the past months, markets have repriced considerably. The
latest data indicate that US policy rates should drop at a more rapid pace, with the US-EA
rate differential diminishing by around 100 basis points over the course of next year.

...the euro area’s cyclical dynamics argue for While this trajectory of rate differentials should provide support for the euro in 2025, the

a near-term consolidation euro area’s cyclical dynamics point to the opposite. The euro area’s macro dynamics have
disappointed more than those of the US lately (Exhibit 3). The Sentix Investor Confidence
Index, published on Monday, confirms this trend. Its historical correlation with the move-
ment of the euro suggests that the current level of EUR-USD has not yet fully reflected the
decline in European macro momentum (Exhibit 4). Relative cyclical dynamics should, how-
ever, improve in the coming year, when rate cuts and negotiated wage increases allow for
a moderate recovery.
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Exhibit 3: Euro area disappoints more than the US Exhibit 4: The euro has not yet priced the deteriorating sentiment
Citi Economic Surprise Index, EA-US EUR-USD vs Euro Area Sentix Index
200 1.25 - 30
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2020 2021 2022 2023 2024 Sentix Investor Confidence, rhs ==EUR-USD, Ihs
Source: Macrobond, Bank J. Safra Sarasin, 12.09.2024 Source: Macrobond, Bank J. Safra Sarasin, 12.09.2024

There are also a number of political risk fac- Besides the cyclical slowdown, the euro is also exposed to various political challenges.

tors on the horizon: Last week’s appointment of Michel Barnier as France’s next prime minister has not led to

a meaningful decline in the spread between 10-year French and German government

1. France’s fiscal sustainability remains an bonds, which has captured French fiscal sustainability concerns in recent years. If any-

issue thing, the euro’s past correlation with the spread suggests that the euro should face more
near-term downward pressure (Exhibit 5).

2. Concerns over potential US tariffs on Eu- The possibility of a new round of US tariffs on European imports is another concern that
ropean imports will continue to linger could weigh on the euro in the near term as the US remains the euro area’s most important
trading partner. While Tuesday’s first presidential TV debate seems to have moved elec-

tion polls in favour of Kamala Harris, the US elections continue to be very close.

3. Likely dispute over funding of Draghi’'s Lastly, Mario Draghi’s report on «the Future of European Competitiveness», offers a re-
investment proposals could cloud the markably downbeat view on the euro area’s long-term outlook. The proposal to increase
euro’s near-term outlook investment is in principal a positive factor for the euro. The proposed €750bn to €800bn

in annual investment into the digital and green transformation would be a massive stim-
ulus. Resulting productivity gains could warrant a higher valuation of the EUR-USD in the
long run, allowing the pair to recover meaningfully from its 2022 lows (Exhibit 6). But if
history is any guide, Draghi’s quest for joint borrowing will again face fierce resistance
from some northern European countries. Likely disputes over funding could cloud the
euro’s near-term outlook, rather than provide a tailwind for the currency.

Exhibit 5: OAT-Bund spread does not support euro’s recent advances Exhibit 6: EUR-USD today is far from its 20-year high

EUR-USD vs OAT-Bund 10y yield spread EUR-USD real exchange rate, CPl-based, 01/01/1999 = 100

-50 140
130
25 420
o 110
100
25 20
80

50 70 XN ¥
2016 2017 2018 2019 2020 2021 2022 2023 2024 60

10y OAT-Bund yield spread, yoy in bps, inverted, rhs =EUR-USD, % yoy, lhs 2000 2004 2008 2012 2016 2020 2024

Source: Macrobond, Bank J. Safra Sarasin, 12.09.2024 Source: Macrobond, own calculations, Bank J. Safra Sarasin, 12.09.2024
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Cross-asset performance

Who gains and who loses once the Fed starts cutting?

Wolf von Rotberg With the Fed’s first rate cut looming next week, we review asset class and sector
Equity Strategist performance during past Fed rate cutting cycles. Unsurprisingly, in cases when the
wolf.vonrotberg@jsafrasarasin.com first rate cut was followed by a recession, performance looks very different compared
+41 58 317 30 20 to cycles when no recession occurred. US equities dropped on average by 4% in the

12 months after the first cut if a recession hit, but rose by 18% if no recession oc-
curred. However, some asset classes and sectors produced positive returns in either
scenario, recession and no recession. Among sectors, these include health care, sta-
ples and tech. Apart from that, US Treasuries and the US dollar also produced positive
returns over 12 months after the first cut, regardless of what macro scenario followed.
At the bottom end of the performance table are copper and materials, which have
typically fallen in the year after the cutting cycle started, no matter if recession or not.

Six rate cutting cycles since 1982, four were With the Fed’s first rate cut looming, we review market moves after the first cut in past

followed by a recession, two by soft landings cycles. We chose 1982 as a starting point given that this was the year in which the Fed
started to target the price of money, i.e. interest rates, directly, instead of targeting money
supply. We identify six cutting cycles since then, only two of which were not followed by a
recession, namely the ones which started in 1984 and in 1995. All other rate cutting cy-
cles (1989, 2001, 2007, 2019) were followed by recessions (Exhibit 1).

Growth stocks and gold provided the highest Looking at the average performance across various asset classes and across all cutting

average returns following the first Fed cut, cycles since 1982, global growth stocks performed best. They typically added 9% over the

copper and oil the lowest returns 12 months following the first cut (Exhibit 2). The second-best performing asset class was
gold, which gained 7%, followed by global low vol stocks and US Treasuries. The worst
performers were commodities, with copper dropping 7% on average and Brent typically
losing 4%. Developed market equities as well as US equities slightly gained on average,
rising 2% in the 12 months following the cut, thereby outperforming emerging markets
equities, which saw minor losses.

Exhibit 1: Six cutting cycles since 1982, two without recessions Exhibit 2: Growth stocks performed best over all cycles, copper worst
12 10% -
8% -  Average perfromance over 12
10 6% | months after first Fed cut
4%
g | 2%
0%
-2%
1 L\_I—\/ -4%
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41 -8% -
3 5 2 ¢ 9 9 7 E x L o o > 5 T £
2 e 53sc:s2 228056237238 ¢
8 T -2 & o g 2 © s 2 5
T S o o 2 £ £ > o
0 : : : : : : ; i ; ! g o© = g &2 a SB' 5 S
1984 1988 1992 1996 2000 2004 2008 2012 2016 2020 2024 s © % T = »w © (O]
o o)
US recession Fed Funds rate, % First cut g
Source: Refinitiv, Bank J. Safra Sarasin, 10.09.2024 Source: Refinitiv, Bank J. Safra Sarasin, 10.09.2024

Recessions produced losses, soft landings Zooming in on equities and breaking performance down into recession and no recession
produced gains years, a clear divergence occurs. If recession strikes after the first cut, US equities typically
lost 4% over the following year, with the 2006/07 recession seeing the largest 12-month
drawdown. If no recession occurred, US equities typically rose by 15% over 12 months
(Exhibit 3). The strongest performance after the first cut could be observed in 1995, when

7 | Cross-Asset Weekly



J. Safra Sarasin

Cross-Asset Weekly

13 September 2024

US equities gained 14% over six months and 23% over 12 months, following the first Fed
cut (Exhibit 4).

Exhibit 3: S&P500 performance differs by macro outcome after a cut  Exhibit 4: 1995 and 2006/07 stand out at top and bottom
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Health care provides most consistent
outperformance, followed by staples and dis-
cretionary

Banks with widest spread between recession
and no recession performance
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Safra Sarasin, 11.09.2024 Source: Refinitiv, Bank J. Safra Sarasin, 11.09.2024

Looking at sectors, the divergence has been as wide as it has been between asset classes.
In the US market, health care stands out, as it has not only gained 14% following the first
cut, on average, but has also seen average positive 12-month returns if a recession hit
(Exhibit 5). Defensive consumer staples was the second strongest performing sector, fol-
lowed by consumer discretionary. Consumer discretionary returned 8% on average across
all cycles and even delivered average positive returns if a recession followed the cut. 2007
is the only exception. The strength of consumer discretionary may partly be explained by
the fact that in five out of the past six cutting cycles, the sector underperformed ahead of
the first cut. This year appears similar, with consumer discretionary among the weakest
global sectors year-to-date.

Four sectors have clearly trailed the rest of the market in past cutting cycles. Those include
banks, energy, utilities and materials. Banks stand out as they have by far been the weak-
est sector during periods in which the first cut was followed by a recession, dropping by
12% on average. The picture inverts if no recession followed. Banks soared on average by
30% over 12 months if rate cuts did not end in a recession. (Exhibit 6).

Exhibit 5: Health care and staples not only with highest avg. returns...  Exhibit 6: ...but also with positive returns during recession episodes

16% -
14% | Average US sector returns over
12% | 12 months after first Fed cut
10%
8%
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S&P 500
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Source: Refinitiv, Bank J.

Materials even failed to rise if no recession
hit, in line with copper prices
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US sector Average all cycles With recession Without recession

returns after first 3 months 12 months 3 months 12 months 3 months 12 months

S&P 500 -1% 2% 2% -4% 4% 18%

Real Estate 1% 2% 0% 6% 5% 24%

Tech -4% 4% 4% 1% 0% 10%

Comm. Serv. 3% 2% 0% -4% 9% 19%

Health Care 2% 14% -1% 4% 9% 29%

Insurance 4% 5% 0% -6% 12% 32%

Cons. Disc. 1% 8% 0% 4% 2% 14%

Staples 3% 12% 1% 3% 7% 26%

” y o ° Industrials 0% 6% -1% -1% 3% 22%
T g < g Materials 2% 1% 2% 1% 0% -1%
§ % g s Energy 2% 2% 2% 7% 2% 16%
2 § E Utilities 4% 2% 2% -6% 7% 12%
T Banks 2% 2% 2% -12% 12% 30%

Safra Sarasin, 10.09.2024 Source: Refinitiv, Bank J. Safra Sarasin, 10.09.2024

Materials and energy followed their key drivers, namely the copper price and oil. Copper
prices in particular appear to be a lost cause after the Fed starts cutting rates. While oil
prices typically rose after a cut that was not followed by a recession, boosting energy
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Treasuries, the US dollar and defensive
sectors saw positive returns across scenar-
ios

Gold and Swiss franc as a hedge

Fixed income overweight works if recession
strikes after Fed starts cutting

If uncertainty over the macro outcome is
high, preferred assets are Treasuries, the US
dollar and health care as well as staples
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sector equities, copper prices even dropped during non-recession cutting cycles. This has
also weighed on the materials sector, which has fallen, no matter if the economy was in
recession or not.

Materials and copper can be found in the bottom left quadrant of the matrix below, which
shows asset class performance under either scenario: a rate cut followed by a recession
(y-axis) or a rate cut not followed by a recession (x-axis).

While the bottom left quadrant includes asset classes which dropped in both scenarios,
the top right quadrant shows the ones which rose in both scenarios. These include the
defensive sectors health care and staples, but also the tech sector, growth stocks, US
Treasuries, the euro and the US dollar.

The top left of the matrix shows asset classes which rose in case a recession followed a
cut, but dropped if it did not follow. Unsurprisingly, safe-haven assets such as gold and

the Swiss franc can be found in this category.

Exhibit 7: Top right shows assets which performed in recession and no recession episodes

Commodities Average positive returns, no matter if recession or NO recession scenario
10% |® Trade-weighted FX | Gold o Consumer Stapies.
® US equity sectors A usD Tech Consumer Disc
2 5% ® Equity styles { 10YTSY Growth : Health care
§ ® Regions CHF @ -\ 0 ¢ o ©
2 Fixed income 2YTSY . -y )
© 0% T T T T e wepeassasiat T T
S Copper °., gy ® Smallcap ] @ industrials | gy ol
ﬁ 5% Materials / | S&P500 @@y Momentum
8 vtilies 2 q e e
& 12-m Quality . Insurance
10% o_nth returns | Brent oil DM Real Estate
after first Fed cut Value Energy| equities e Banks
15% | Comm. services

-20%  -15%  -10% -5% 0% 5%

No recession after cut

10% 15% 20% 25% 30% 35% 40%

Source: Refinitiv, Bank J. Safra Sarasin, 10.09.2024

What this matrix also shows is that an allocation decision between equities and fixed in-
come hinges on the macro scenario following the first cut, rather than the cut itself. In a
recession scenario, Treasuries always outperformed equities, no matter if the investment
horizon is 3, 6 or 12 months after the cut. If no recession occurs, equities typically outper-
form Treasuries by a remarkable 15% over the following 12 months.

This leaves us with the conclusion that a cut itself says little about the performance after-
wards, rather than where the macro is likely headed. Yet importantly, there are asset clas-
ses and sectors, which have produced more consistent returns than others. Health care,
staples, Treasuries as well as growth stocks and the US dollar stand out as they have fairly
consistently gained in the 12 months after the Fed first started to cut rates.
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Economic Calendar
Week of 16/09 - 20/09/2024
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Consensus

Country Time Item Date Unit Forecast Prev.

Monday, 16.09.2024

Us 14:30 Empire Manufacturing Sep Index -4.00 -4.70

Tuesday, 17.09.2024

GE 10:00 ZEW Expectations Sep Index - 19.20

us 14:30 Retail Sales Control Group Aug mom 0.30% 0.30%
14:30 NY Fed Services Business Act. Sep Index - 1.80
16:00 NAHB Housing Market Index Sep Index - 39.00

Wednesday, 18.09.2024

UK 08:00 CPIMoM Aug mom -- -0.20%
08:00 CPIYoY Aug yoy -- 2.20%
08:00 CPI Core YoY Aug yoy - 3.30%

us 14:30 MBA Mortgage Applications Sepl3 wow - --
14:30  Building Permits MoM Aug mom 1.40% -4.00%
14:30 Housing Starts MoM Aug mom 5.80% -6.80%
20:00 FOMC Rate Decision (UB) Sepl8 % 5.25% 5.50%

Thursday, 19.09.2024

UK 13:00 Bank of England Bank Rate Sepl9 % = 5.00%

us 14:30 Philadelphia Fed Business Outl. Sep Index 3.00 -7.00
14:30 Initial Jobless Claims Sep14 1'000 --
14:30 Continuing Claims Sep07 1'000 -- -
16:00 CB Leading Index Aug mom -0.30% -0.60%

Friday, 20.09.2024

UK 01:01 GfK Consumer Confidence Jul Index -- -13.00

JN 05:00 BOJ Target Rate Sep20 % - 0.25%
01:30 Natl CPI Ex Food, Energy YoY Aug yoy 2.10% 1.90%

UK 08:00 Retail Sales Ex Auto Fuel MoM Aug mom -- 0.70%
08:00 Retail Sales Ex Auto Fuel YoY Aug yoy -- 1.40%

EU 16:00 Consumer Confidence Sep Index -- -13.50

Source: Bloomberg, J. Safra Sarasin as of 12.09.2024
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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 (%) 0.44 -3 -26 2.6
German Bund 10 year (%) 2.12 -5 10 0.9
UK Gilt 10 year (%) 3.78 -15 24 1.3
US Treasury 10 year (%) 3.64 -7 -24 4.9
French OAT - Bund, spread (bp) 70 -1 17
Italian BTP - Bund, spread (bp) 139 -6 -29
Stock Markets Level P/E ratio AIWTRin% TRYTDin%
SMI - Switzerland 11’982 18.5 -0.4 10.9
DAX - Germany 18518 13.8 -0.3 10.5
MSCI Italy 1’083 9.3 -0.5 12.9
IBEX - Spain 11’400 10.9 1.1 16.6
DJ Euro Stoxx 50 - Eurozone 4’814 13.6 0.0 9.6
MSCI UK 2’353 12.2 -0.1 9.7
S&P 500 - USA 5596 23.4 1.7 18.5
Nasdaqg 100 - USA 19'423 30.2 2.6 16.1
MSCI Emerging Markets 1'076 12.7 0.1 7.5
Forex - Crossrates Level 3M implied 1Win % YTD in %
volatility
USD-CHF 0.85 8.0 0.8 1.0
EUR-CHF 0.94 6.2 0.7 1.3
GBP-CHF 1.12 7.4 0.8 4.2
EUR-USD 1.11 6.2 -0.1 0.3
GBP-USD 1.31 6.9 0.1 3.2
USD-JPY 141.0 11.8 -0.9 0.0
EUR-GBP 0.84 4.4 -0.1 2.7
EUR-SEK 11.38 6.4 -0.3 2.2
EUR-NOK 11.86 8.9 -0.2 5.7
Commodities Level 3M realised 1Win % YTD in %
volatility
Bloomberg Commodity Index 96 13.0 1.2 2.7
Brent crude oil - USD / barrel 75 37.0 -0.4 -3.9
Gold bullion - USD / Troy ounce 2'568 13.7 2.0 24.5

Source: J. Safra Sarasin, Bloomberg as of 12.09.2024
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Important Information

This publication has been prepared by Bank J. Safra Sarasin Ltd (the “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 publication.

This publication 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 publication. 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 publication 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 on this publication 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 publication, along with the quoted figures, data and forecasts, may
be subject to change without notice. There is no obligation on the part of the Bank or any other person to update the content of this publication.
The Bank does not accept any liability whatsoever for losses arising from the use of the Information (or parts thereof) contained in this docu-
ment.

Neither this publication 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 publication 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

MSCI Disclaimer: https://www.msci.com/notice-and-disclaimer-for-reporting-licenses

SMI

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
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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 J. Safra Sarasin (Middle East) Ltd (“JSSME”) in DIFC
to professional clients as defined by the Dubai Financial Services Authority (DFSA). JSSME 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 restrictions 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, Kirchnerstraf3e 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, Kirchnerstrafle 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, Kirchnerstrae 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
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
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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 Controle 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.
Where this publication is provided to you by Bank J. Safra Sarasin (Gibraltar) Limited, London Branch: 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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